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SIXTH ANNUAL REPORT

TO THE GENERAL MEETING OF THE
BANK FOR INTERNATIONAL SETTLEMENTS

Basle, 11th May 1936, .

Gentlemen:

I have the honour to submit to you the Annual Report of the Bank for international
Settlements for the sixth financial year beginning 1st April 1935 and ending 31st March
1936. Little change has occurred In the total of the Bank’s balance sheet or in the larger
items which compose It. The main lines of the Bank's business operations and the
results of the year are set out in detail in Chapter VIlI. After careful provision for contin-

. gencies the Board recommends to this General Meeting an annual dividend of 6 per cent.
and the statutory allocation to reserves.

Seven years have passed since in the course of 1929 the great depression began
which still holds large parts of the world in its grip. It might have been expected that
in the. period which has elapsed the depressive forces would have spent themselves
and general prosperity would have returned. But the depression of these seven lean
years has not been merely a slump of the pre-war order. [ts background was different
— it supervened upon an economic and financial situation still suffering from the dis-
location caused by a world war; and, with the volume of world unemployment above
30 millions, it has grown into something vaster than any pre-war depression. In the
succession of events it is possible to recognize four major disturbances:

Firstly, there was the ordinary downward trend of business. Conforming o type,
this was characterized by reduced sales, accumulation of stocks and decline in output, -
particularly in branches such as the iron and steel industries which produce capital goods
or, in general, provide industrial, agricultural, trade and transport equipment.

Secondly, there was a widespread fall in prices of primary products — both foodstuffs
and Iindustrial raw materials. This put a particularly heavy strain on the balances of pay-
ments of a number of overseas countries and, within a short time, effectively arrested
the flow of capital in their direction, whether in the form of loans or of new investments.

Thirdly, in the late spring and summer of 1931 there came the banking crisis in

Austria and Germany. Massive withdrawals of funds were followed by a series of organized
attempts to stem the tide through the granting of emergency credits and, when these
attempts proved unsuccessful, by the introduction of moratoria, transfer provisions and
exchange restrictions, with the result that, not only did foreign credits remaining in the
countries affected become frozen but ordinary frade was hampered by new and formidable
fetters, : .
Fourthly, in the autumn of the same year there followed the depreciation of sterling
and of a number of other currencies. New elements of uncertainty were thus added to
the economic and financial situation and strong downward pressure was exerted on
prices quoted on a gold basis in the world markets. A period of monetary changes had
begun which within two years was also to involve the United States dollar.
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The time has come to take stock of the situation and to consuder what progress
has been made on the path of recovery.

Signs are not lacking that the downward frend of business, the element in
the depression which in its reactions most nearly corresponds to pre-war experience,
has already been arrested over a wide field. Articles wear out, tools and machinery
require replacement and buildings need repair. As a depression proceeds and popul-
ation increases unsafisfied wants accumulate and these sooner or later find expression
in effective demand. Furthermore, when times are difficult bad business is in constant
process of liquidation, uneconomic metheds are scrapped and countless efforts are
made by individual firms to put their affairs on a remunerative basis. The cumulative
effect of all these separate éfforts helps to restore that equilibrivm between costs and
prices which alone can form the basis of recovery. Typical evidence of returning activity
is afforded by the improvement in the tool and machine industries which after the luil
of the last few years suddenly found difficulty in recruiting sufficient skilled labour,

In any examination of the causes of the improvement which has taken place due
weight should be given to the steady influence of the curative forces inherent in the-
economic system itself. It is of interest to note that in spite of continued stagnation
“in the building trade a strengthening of demand and a revival of industrial activity occurred
in France, the largest gold bloc country, during the latter half of 1935 and the first months
of 1936, This development may be regarded as an indication that recent recuperative
tendencies have been strong enough to mitigate maladjustments remaining in the cost
and price structure of the different countries consequent upon the monetary changes
of the past five years. : '

The abrupt decline in the prices of primary products which began in
1929 affected both foodstuffs and raw materials and in a few years brought about a veritable
revolution in the whole price structure. From 1929 to 1933 the average of prices of
important foodstuffs fell by some 60 per cent. while the prices of essential industrial
raw materials feli by fully 50 per cent. The price of wheat expressed in gold touched
the lowest point recorded for over 400 years. This decline came after six or seven years
of relative stability during which wholesale price indices in practically all important
countries had stood at about 40 per cent. above the 1913 level, giving apparent substance
to the belief that thls increase above pre-war levels would become a permanent feature
of post-war economy.

In a number of cases the decline in prices was due to an advance in technique
which lowered costs of production; other influences, however, were also at work. In the
case of wheat, for instance, governments at first intervened to keep up the price, with
the result that huge stocks were accumulated which eventually weighed heavily on the
market. The output of many primary products, and of agricultural produce in particular,
was maintained undiminished during the depression but prices fell heavily. The exact
opposite happened with regard to many manufactured articles; prices were kept up by
monopolistic organizations or generally by lack of adjustment, sales went down however
and - soon production had to be correspondingly curtailed. The result was a great dis-
parity in prices, which not only added to the difficulties of the raw material producing
countrias but threw the whole international price relationship out of equilibrium. The
first signs of a reaction were noticeable in the autumn of1932 and, in spite ofinterruptions
and difficuities, the upward movement has asserted itself ; the year 1935 witnessed a steady
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improvement in the prices of primary products not only in depreciated currencies but
also te some extent in gold. By government action or simply through agreement between
producers a number of restrictive schemes, affecting such products as copper, jute,
lead, nitrate, rubber, silk, sugar, tea, tin, tin plates and wheat, have been put into operation.
For some agricultural products (notably wheat) a reduction in supply was caused by the
widespread drought in 1935. The case of wool is interesting : no artificial restriction was
ever attempted and no stocks were laid up but current supplies regularly brought to the
market. Prices slumped heavily at first, but this stimulated consumption and before long
prices began to recover mainly under the influence of reviving demand. On the whole
the influence of the various restrictive schemes should not be overrated. It is not sasy
to put into effect schemes that are sufficiently comprehensive to govern the world supply
of any commodity. When a scheme covers only part of the total actual or potential output
there is always the possibility of increasing production in ¢countries not adhering to the
scheme. A careful analysis of price movements during 1935 tends to show that, with
the exception of a few commodities like tea and tin, increased demand by consumers
and resumption of industrial activity has counted for more in reducing stocks and lifting
prices than any artificial restriction of supply. Government spending for armament
purposes and the purchase of reserve stocks prompted by war scares have also had an
influence on the trend of certain prices. But not all the new spending represented a net
addition to total world demand; in the case of Germany, for instance, increased imports
of raw materials required by armament industries was more than offset by reduced imports
of other commeodities. Generally speaking, it was the greater absorption of commodities
in the markets of Great Britain, the United States and a number of other countries which
was the main cause of the revival in prices during the past year; and in this connection
account must be taken of the expanding demand resulting from the increased gold
production. ' '

The increase in the demand for raw materials at improved prices is reflected in the
mounting export trade of the South American countries, the Straits Settlements, New
Zealand and Australia. It is true that from the point of view of the importing countries
the rise in prices means that a larger amount in foreign currencies has to be paid for
raw materials, but this additional outlay should soon be recovered in the general im-
provement in world business. The brisker trade with overseas countries has already
helped to revive shipping. Many of the countries producing primary products, though
helped by the better prices, are still faced with a series of problems, including certain
difficult debt conditions. There has been in some cases conversion of old loans to lower
interest rates, but not yet any recovery in new foreign lending to countries producing
primary products or in the investment in any form of new foreign capital in them. The
Empire and foreign issues on the London capital market registered, again in 1935, figures
constituting new low records {except for the war years).

The liquidity crisis which swept over Europe in 1931 left behind it a system of
exchange restrictions which as time went on developed into a network of ever-increasing
control and prohibitions. In only one severely affected country, Austria, has it been possible
to abolish most of the restrictions imposed during the crisis and restore a free foreign
exchange market. In Hungary and Rumania some simplification was made in the course
of 1935 in the very complicated system that had gradually been elaborated, Moreover,
in South America, Ecuador completely abolished all exchange control in the autumn of
1935, and in the course of the same year several other countries found it possible to
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apply with somewhat greater freedom the regulations on their exchange markets. Against
this, however, must be set the imposition of new restrictions in Danzig, Italy, Lithuania and
recently in Poland, the enforcement of a more severe confrol in several markets and a con-
tinued multiplication of clearing arrangements, bringing the number of such arrangements
conciuded by Germany, for instance, frem 25 in 1934 to 32 at the end of 1935. . On balance
little improvement has been achieved; the transfer of funds from one market to another,
whether for financial or commercial account, is still subject to intricate regulations in a
large number of countries.

But if the restrictions still remain in force, the underlying debt position which gave
rise to their introduction has in many ways improved. The statistics compiled by the
Bank for International Seitlements (and given later in this report) show that from 1930
to 1935 the total volume of short-term international indebtedness of European counfries
and the United States was reduced from 70 {o 30 milliard Swiss francs. When the crisis
broke out in 1931 reserves accumulated by central banks and other credit institutions
were employed to cover withdrawals and when these resources became exhausted other
methods were found, varying in character from country to country. Germany thus con-
cluded agreements with her standstill creditors under which short-term credits were
liquidated by the sale of so-called registered marks for tourist and other purposes. In
many cases individual debtors and creditors made arrangements between themselves
for repayments, the creditors as a rule accepting a more or less heavy discount on the
amount due when ready cash was forthcoming for the remainder. :

On long-term account also a reduction of outstanding foreign indebtedness was
achieved mainly by the repatriation of bonds by private individuals. Adequate statistics
are lacking, but such enquiries as have been made indicate that repurchases of bonds
have taken place on a very extensive scale. As far as European countries are concerned,
foreign indebtedness has been reduced far below the high level reached a few years
ago. If, however, reserves are slender and the export position uncertain, even compara-
tively moderate indebtedness can cause great difficulty and necessitate the maintenance
of hampering restrictions. The world has been caught in a vicious circle where the
system of control handicaps trade, and the shrinkage in trade increases the dlfﬁculties :
of the foreign exchange posltion subject to control.

But cannot this circle be broken? Once the total volume of indebtedness has been
brought down to manageable proportions the case for settlement by consolidation and
adjustment of charges acquires additional strength. With so many signs to indicate
that general husiness conditions in the world have taken an upward trend, surely arrange-
ments for the solution of outstanding debt problems should be made at the earliest
possible moment, particularly with the object of hastening the removal of those restric-
tions which are most harmful to the spreading of recovery,

The history of currency depreciation during the course of the depression may
be readily summarized : before the crisis of the summer and avtumn of 1931 the currencies
of four raw materlal producing countiries had left gold; during the period beginning with
‘the depreciation of sterling in September 1931 and ending in April 1933 when the exchange
value of the dollar fell below par, 35 currencies went off gold; and since 1933 the dollar
and some other currencies, including the three silver-standard currencies of China,
Manchukuo and Hong Kong, have depreciated. These many changes in currency values
could not fail to exert a direct effect adverse to world trade. There was, however, an
indirect effect, in many ways more pernicious; when exchange rates between countrles
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suddenly fluctuated to the extent of 20 per cent. or more, the governments of countries
adversely affected found themselves obliged to apply measures for the protection of
the economic life of their countries; new duties were imposed, existing duties were
increased and many governments had recourse to quotas and similar limitations which
in their effect on trade and economic relations generally were distinctly more hampering
than the other measures of protection.

During the past five years changes in currency values have ranged from zero, in
the few countries which have remained on gold at par, to a depreciation of 75 per cent,
in the case of Chile. These flgures may, however, give a somewhat exaggerated impres-
sion of the disorder experienced, for measures were as a rule taken by central banks
or goverhments to reduce fluctuations of foreign exchange rates or fo establish a new
relationship to gold. The United States dollar, the Czechoslovakian ¢rown, the belga
and the Danzig guilder have been re-linked directly to gold; and though the governments
in the United States and Beliurri obtained the right to alter, within certain definite limits,
the weight in gold of their currency units, no use has been made of this right, in fact the
belga was definitely stabilised in the spring of 1936. In a number of other countries
exchange rates have been maintained stable in relation to some gold currency. The
Greek drachma, for instance, which depreciated in 1932 has since been pegged at a
lower level on the French franc; the Austrian schilling and the Yugoslav dinar have
likewise been held stable since 1933 on the basis of the franc; and in February 1936 the
State Bank of the U. S. S. R., was charged with the maintenance of a fixed rate for the
rouble in terms of the French franc in all its exchange operations.

In the countries which had introduced exchange regulations, the actual rates at
which foreign currencies were sold would often depend on the particular character of
the business involved, But the tendency recently has been o apply more uniform rates
and this development represents a further step towards real stability. The working ot
clearing arrangements has further led to a standardization of the exchange rates on
which current commercial transactions are based.

Then there are a number of currencies which have been pegged on sterling; these
include, in addition to members of the British Empire, the Scandinavian countries, Finland,
Estonia, Portugal, Japan and some South American countries. For this group the control
by the Exchange Equalization Account established in Great Britain in 1932 has been
of outstanding importance. The object of the Account was to iron out undue exchange
fluctuations and it served to counteract seasonal and other temporary influences. Still -
however the fluctuations over the year in the exchange value of the pound were of the
magnitude of 13 per cent. in 1934. But from the spring of 1935 the Exchange Equalization
Account exerted stronger control and in the autumn the seasonal downward pull was
effectively .counteracted. [ndeed, since the middle of 1935 the widest variations in the
price of gold in London have not exceeded in all 2 per cent., which means that within
very narrow limits sterling has heen stable in terms of gold.

When the fluctuations of sterling were still comparatively wide, it was easy to indicate
which currencies were to be included in the sterling group and which were linked to gold
or the French franc. But now that sterling is relatively stable in terms of gold this distinction
hetween different groups becomes more difficult to observe. Since the cutting of the
tink with silver the exchange rates of the Chinese dollar have been kept approximately
stable, but the Chinese currency cannot be said to have been pegged either on sterling
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or on the United States dollar. The division of currencies into different groups has lost
some of its original significance due to the realization of greater de facto currency
stability over the world as a whole.

Unfortunately no ceorresponding progress has heen made in the restoration of
real monetary confidence internationalfly. At one time or another during the course of
the year every one of the major currencies has been under discussion, with rumours
circulating as to possible depreciation from present values. In these circumstances it
is hardly surprising that people have transferred their funds from one'_ country to another,
and it is transfers of this kind more than purely speculative operations based on borrowed
money which have given rise fo the movements of balances and gold in the year under
review, To have realized exchange stability through the control exercised by central
banks and exchange funds is clearly an achievement, but something more is needed.
The world's monetary structure must be so strengthened that it will again command the
confidence of the public. Political and monetary authorities should show the necessary
determination and have at their command adequate resources to give effect to the policy
adopted and not be deterred by any flow of nervous money, however large in volume
or persistent in movement. The aim should be to build up again a stable system which
will fulfil the essential conditions of financial and economic equilibrium ; costs and prices
in the individual countries must be adapted to the requirements of the common standard
and a balance achieved in which the stresses and strains of currency over or under
valuation would be reduced to a minimum.

The past seven years have constifuted one of the most disturbed periods through
which the world economy has ever passed in times of peace. Since 1929, when quctations
on the stock exchanges slumped and prices of primary products began to decline, until
1933, when the dollar depreciated, one major disturbance after the other beset the world. An
abnormal volume of unemployment and exceptionally large gold movements are signs of
the previiling difficulties and uncertainties. It is evident, however, that in many respects -
improvement has been achieved since the worst days of the depression. The normal
cyclical swing is now upward. Primary products are again in greater demand and are
heing sold at better prices. International indebtedness has been substantially reduced
and a large measure of de facto exchange stability between the principal currencles has
been maintained for fully a year. But monetary restrictions continue to hold the field
in a large part of the world, hampering finance and commerce, and in international dealings
confidence in currencies is stili widely {acking. Industrial production has advanced well in
a number of countries but international trade has not made a corresponding improvement,
The growth in foreign trade has in the first place been in raw materials, while manu.
factured articles peneirate only with difficulty the barriers surrounding national markets.
The world has once more to learn the lesson that trade grows best when freed from fetters.
Some progress in removing obstacles to trade has been made in the last few years by the
conclusion of bilateral agreements, the benefits of which are extended by the inclusion of
the most-favoured-nation clause. These efforts aim at an expansion of trade, the anti-
thesis of the extreme restrictionist policy which to so large an extent has characterized
government policy since the depression began in 1929, In the monetfary fleld the large
current gold production provides an expanding basis for a liberal monetary policy. There
is certainly a desire in each country to proceed along the lines of cheap and plentiful
credits and deviations from this policy forced upon individual central banks in the course
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of 1935 have been in the nature of temporary reactions against an abnormal outflow
of funds.

Political tension, though it has not entirely prevented recovery, has greatly influenced
the direction which recovery has taken. Fear of war is naturally apt to give increased weight
to nationalistic tendencies and particularly to stimulate a movement towards autarchy,
Expansion of credit and other measures taken to overcome the depression have as a
rule been confined fo the national sphere. Internationally the influence has made itself
felt in the main through the greater de facto stability of the foreign exchanges and the
larger purchases of raw materlals by countries in which domestic productlon has
increased,

Faced with the problems of the depression central banks have endeavoured to
perfect methods of action both at home and in their international relations. Assistance
has been given in many ways by the monetary authorities of one country t¢ those of
~ another in order to maintain exchange fluctuations within narrow limits. New and effective
means have been devised to prevent funds from becoming available for currency specul-
ation ; if during the past year such speculation has counted for less in the international
movement of funds than it otherwise would have done, this is at least partly due to the
initiative of the central banks. In addition to the questions which fall within their own
sphere of action, central banks have to tender advice to their respective governments
and markets on a large number of questions, many of them involving matters of inter-
national importance, tor which contact between the central banks cannot fail to be of
value, During the course of the year the Bank for International Settlements has continued
to serve as a centre for consultation and is happy to find that at the regular meetings
in Basie not only has contact been maintained but useful suggestlons have been put
forward which have been translated into practical action.
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il. EXCHANGE RATES, PRICE MOVEMENTS AND FOREIGN T-RADE.

Events.in the opening months of 1935 did not augur well for the maintenance of
exchange stability. Contrary to the normal seasonal trend, sterling showed great weak-
ness in February and March ; the gold price in London rose on 6th March 1935 to 149 s.4d.,
the highest sterling -quotation ever recorded, as compared with a maximum of 140 s. 0 d.
in the corresponding months of the previous year. On 1st April 1935 the belga was devalued
by 28 per cent. in terms of gold and on 2nd May the Danzig guilder by 42 per cent. In the
course of the spring large transfers were made from the French, Dutch and Swiss markets
and spot quotations of the French franc, the guilder and the Swiss franc were brought to the
gold export points ; forward rates also widened considerably, the discount on three months
forward French francs in London touching a point one day in May 1935, corresponding to an
interest rate of 40 per cent. per annum. The gold currencies were, however, maintained
by the classical means of gold exports and increases of discount rates sufficiently vigorous
to indicate the determination of the respective central banks to defend their positions.

The outflow of funds from the continental markets helped to susfain the value of
the pound and assisted the authorities in London in taking firmer control of their exchange
position. In the autumn when large foreign payments had to be made, the Exchange
Equalization Account employed a substantial part of its gold holdings to provide the
market with the foreign exchange required and thus prevented an undue fall in the value
of the pound. Since 15t June 1935 the distance between the highest and lowest quotations
of the French franc-sterling rate has been only 1!/, per cent. as compared with about
7 per cent. in the previous twelve months. The following graph gives the daily spread of
the French franc rate in London from January 1935 to March 1936: '

Quotation of French franc in London (daily high and low)
f}f:& o,

- 415

-45%

35 04

The great measure of exchange stability which has prevailed since the spring of
1935 can best be judged from the fact that there are only a very limited number of countries
whose currencies have since then been subject to any appreciable change. First there
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are the three silver standard countrles in the East: China, Manchukuo and Hong Kong,
which after severing their link with silver adopted systems of management of their foréign
exchanges ; the rates quoted by the end of 1935 involved some 30 per cent. depreciation,
in terms of gold, from the increased value to which the rise in the silver price
had brought them. The rial of Iran was also affected by the changes in the price of
silver; [f rose in value in sympathy with the silver price until in the summer of 1935
a change was made and the exchange value was lowered to about 20 per cent. below
the level obtaining at the beginning of the year. In Europe the new system of premia paid
by the National Bank of Rumania for certain currencies caused the quotation of the leu to
depreciate in the free markets by some 30 per cent. New regulations regarding the
premia to be paid by importers and to exporters were also issued in Hungary and seem
to have somewhat affected the quotation of the pengd on foreign markets. The move-
ments of the monthiy average of rates quoted in Switzerland expressed as a percentage
of the parity of 1931, are shown below for the Austrian schilling, the Hungarian
pengd, the Yugoslav dinar, the Rumanian leu and the Greek drachma.

The gold value of
the Ntalian lira fell by

Exchange Quotations in Switzerland (in percentage of par rate)

. - " 6 per cent. during the
"""""""" “Rumania '\ year. in the U.S.S.R.

. | ® a decree of 16th No-
Vo vember 1935 termin-

" Austria — '1 n ated the sale of goods
sz in the Torgsin shops

» - =S against foreign cur-
:‘::'?'%\ rencies and fixed, for

- w all operations connec-
ted with foreigners’

e

% e % visits to Russia, a rate
P Greace of one rouble equal
f,,.-u-L ;!ilill llll_tiﬁl_llll Hlll#ﬂlllll I‘l“#’z”i]‘ bt—m 'I:O thl‘eeFrenchfranCS

(instead of the pre-
. vious legal rate of one
rouble to 13.13 francs). By a further decree dated 28th February 1936 the new rate was
adopted for all foreign business; the State Bank was authorized to revalue its reserves
of gold and foreign currencies and charged with the maintenance of this rate in all
exchange operations.

The exchanges of several South American countries were subject to fluctuations
during 1935, the most pronounced being a further depreciation of the Bolivian and Para-
guayan currencles which were adversely affected by the Chaco . war. The Brazilian free
milreis and the Colombian peso also declined in value, the former by 16 per cent.
and the latter by 10 per cent., these being the extreme movements of the year. On the
other hand, the quotations of the Argentine peso in the free market improved by 9 per
cent. and the Peruvian sol by about 3 per cent. '

In the remalning countries of the world currency changes have been un important
which means that an area covering more than 85 per cent. of world trade has for a full
year enjoyed practical de facto exchange stability.
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The re-establishment of such a degree of order in the exchange situation has been
possible only by very determined efforts and it is satisfactory to record that co-operation
between the monetary authorities of the different countries has played a growing part
in the execution of this policy. Means have been devised to fight against currency
speculation and in their current dealings on the exchange markets the monetary author-
ities have been able actively to assist one another. It may be of interest to quote the
testimony of two central banks given in their annual reports: the Bank of France writes
that in the course of 1935 it appeared essential to maintain closer contact with foreign
centres ; the Bank wished to express Its gratitude to the Bank for International Settlements
and to the banks of issue of the principal markets for the real support rendered in aid
of the defence of the franc, And the Swiss National Bank emphasises the collaboration
in the following words : “More than once in the course of the year it was found that banks
of issue made efforts to limit fluctuations in the quotations by intervention on the exchange
markets. In this way they have not only supported their own exchanges but also frequently
aided other countries to defend their currencies."

Secrecy Is still maintained about the transactions of the British Exchange Equali-
zation Account and the variations in its assets, although the general character of the
control has become fairly well known and its significance is increasingly discussed in
the public press. The Account was formed in the spring of 1932 to iron out undue
fluctuations in the exchange rate of sterling, and it has been supplied altogether with
£ 375 million in sterling assets, mostly Treasury bills, from the sale of which it obtains
the sterling balances necessary for its operations. When there is an inflow of funds
into the British market and the Account sees fit to intervene, Treasury bills are sold and
the sterling thus obtained is used to buy, say, French francs which the Account is able to
convert into gold. Gold may also be bought or sold directly on the London market against
sterling to exert a desired influence on the gold price. Thus through the double operation
of selling Treasury bills and buying foreign exchange or gold, not only the foreign exchange
position but also the volume of credit on the domestic market is affected. The sale of
Treasury bills by the Account acts; in fact, as an offsetting open-market operation preventing
an inflow of gold to London from increasing the cash balances of the joint stock banks with
the Bank of England. Conversely, when the Account sells gold or French francs to support
the exchange value of the pound, it obtains resources in sterling with which it may repur-
chase part of its Treasury bills outstanding, thereby operating in the opposite direction so
that the cash reserves of the market are maintained In spite of an outflow of funds, An
addition to the gold holdings of the Exchange Equalization Account, therefore, does
not lead to an increase in the amount of bankers' balances. To provide for more notes
in circulation or an increase in bankers’ balances, the Bank of England may take over
part of the gold, without a counteracting sale of securities, or purchase securities on its
own initiative. :

It is interesting to analyse on the basis of the Bank of England returns the changes
which have taken place since the depreciation of sterling in 1931. In the year 1932 when
the policy of cheap and plentiful credit was put into effect the Bank of England increased
its holdings of securities by £ 31 million and this was the main cause of an expansion
in bankers’ balances by £ 38 million (from January 1932 to January 1933), the note circul-
ation remaining practically stable. During the three years from January 1933 to January
1936 bankers’ balances hardly changed (apart from regular fluctuations of a seasonal
character) but the amount of notes in circulation went up by £ 44 million. This increase
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in the Bank’s liabilities was more than counterbalanced by an increase of £ 79 million
in the gold holdings, while the Banking depariment’s holdings of securities were reduced
by £ 15 million and the fiduciary issue, and the securities behind it in the Issue department,
were also reduced by £ 15 million. The following table gives the relevant figures:

Fiduciary Total N

- . 188Ue P R otes R

securities in Gold " Bankers

Bank of England 3%?::$§teigsbiyn Banking holding circulPation balances
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January 1932 . ., ., ., ., ., 275 107 121 353 76
“Japuary 1933 . . . . . L. 275 138 121 357 114
January 1936 . . .. . .. 260 123 200 401 - 115

The American Gold Reserve Act, approved by the President on 31st January 1934,
authorized the Secretary of the Treasury for two years (which the President might extend
for a further year) to deal in gold and foreign exchange and such cther instruments of
credit and securities as would be necessary for the purpose of stabilising the exchange
value of the dollar, Af the same time an Exchange Stabilization Fund of $ 2,000 million
was established out of the book profits on the gold reserves accruing to the government
from the devaluation of the doll_air--by 40.94 per cent. In the daily statements of the Treasury
Department $ 1,800 million are shown as a liability against the government’s gold
holdings under the heading *“Exchange Stabilization Fund'’. The remaining § 200 million
are entered on the general account (the "General Fund”) of the Treasury Depariment
in such a way that fransactions undertaken by means of this allocation cannot be
specifically traced ; the dollars may thus be kept in a form readily available for monetary
operations on the gold and exchange markets. As, however, the United States dollar
was re-linked to gold at the same time as the Fund was instituted, there has been no
need for the Fund to intervene regularly to pravent the gold value of the dollar from
fluctuating. Only on certain occasions, when the foreign exchange markets have been
in a particularly strained condition, has the Fund intervened and then, for example,
provided dollars on foreign markets against gold or foreign currencies.

On 11th February 1935 the Secretary of the Treasury' announced that the Fund had
been employed in the foreign exchange markets since the 14th of the previous month. That
was at a period when the dollar was exceptionally strong, the United States receiving
" no less than § 149 million in gold in January and § 123 million in February. Though no
announcement has been made as to the gold or foreign exchange held by the Fund, it
should be observed that all gold actually shipped to the United States appears in the
official returns of the total gold stock.

Gold shipped fo the United States is purchased for account of the Treasury and
~ paid for by drafts on the Reserve Banks. In this way an increase takes place in member
- banks' reserve balances. It has not been part of the task of the Exchange Stabilization
Fund to undertake open-market operations affecting the internal credit position of the
market, and the amount of securities held by the Federal Reserve Banks has not changed
since the dollar was devalued at the beginning of 1934. It wilt be seen from the following
table that § 3,020 million have been added to the gold stock from February 1934 to January






