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TWENTIETH ANNUAL REPORT

submitted to the
ANNUAL GENERAL MEETING
of the
BANK FOR INTERNATIONAL SETTLEMENTS
held at
Basle, 12th June 1950, .

Gentlemen,

I have the honour to submit herewith the Annual Report of the Bank
for International Settlements for the twentieth financial year, which began on
1st April 1949 and ended 31st March 1950. The results of the year’s
business operations are set out in detail in the section from page 244 to
page 254, together with a general review of the current activities of the Bank
and an analysis of the balance sheet as at 31st March rgso.

The financial year closed with a surplus of 6,027,272.95 Swiss gold
francs, of which 400,000 Swiss gold francs have been transferred to the
account for exceptional costs of administration and 3,000,000 Swiss gold francs
to the provision for contingencies. The balance of 2,627,272.95 Swiss gold
francs has been carried forward,

At the end of the previous financial year (on 3i1st March 1949), the
surplus had amounted to 5,101,855.91 Swiss gold francs and the Board of
Directors had decided that it was necessary to transfer the whole amount to
contingencies accounts: namely, 300,000 Swiss gold francs to the account for
exceptional costs of administration and 4,801,855.91 Swiss gold francs to the
provision for contingencies.

The moderate extent to which the surplus has increased does not in
itself sufficiently indicate the substantial expansion of the activities of the
Bank for International Settlements during the past financial year. There was,
first of all, a considerable increase in the deposits entrusted to the Bank.
Apart from the long-term funds connected with the Hague Agreements, the
total amount of deposits rose from 242 to 497 milion Swiss gold francs,
The total of the balance sheet (when calculated so as to render the figures
comparable with those of last year) rose from 722 to 984 million Swiss
gold francs and there was a considerable expansmn of the volume of the
Bank’s business.

Having thus obtained an increase in the means at its disposal, the Bank
- has generally been able to comply with the requests that it has received
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from the various central banks with which it has relations. The resilting
transactions, whether they have consisted in the arrangement of short-
term credits or the carrying-out of foreign exchange operations or sales,
purchases or exchanges of gold, have in each case been undertaken in con-
formity with the monetary policy of the central banks concerned, the Bank
having ascertained — as is incumbent upon it — that there was no objection
on their part. The Bank wishes to acknowledge the spirit of co-operation
which has been shown by the central banks and which does so much to
facilitate the Bank’s operations.

Another important development has been that, as regards the presen-
tation of the balance sheet, it has been found possible to segregate the assets
and liabilities connected with the execution of the Hague Agreements of 1930
from the other items. These assets and liabilities have been placed under a
separate heading forming a second division of the balance sheet. Their total
amounts ‘to 297 million Swiss gold francs, which is the same figure as
Jast year, no new developments having occurred affecting the sums involved.

This new arrangement of the balance sheet has been made possible by
‘an agreement concluded with the principal Creditor Governments under the
Hague Agreements concerning the interpretation which should apply to the
Bank’s commitments in this connection. Particulars of the agreement m
questlon Wlll be found on page 244 of this Report.

The present changes in the balance sheet together w1th those introduced
last year, when the provision for contingencies was shown as a separate item,
enable a clear and complete view of the position of the Bank to be obtained.

The Bank has continued to perform the functions of Agent under
 the Agreéments for Intra-European Payments and Compensations and in the
carrying-out of this task has had all the assistance needed from the govern-
ments and other bodies concerned. The Bank has also continued to co-operate
on a satisfactory basis with the International Bank for Reconstruction and
Development and with the International Monetary Fund.

* %
*®

The financial year which has just come to an end is the twentieth
since the establishment of the Bank and it has, therefore, seemed of interest
to give here a brief review of its activities during these twenty difficult
years, covering an unusually critical period in the history of the world
and especxally of the continent of Europe.

When the Bank for International Settlements began its operations, in
May 1930, the most immediate disturbances caused by the first. world war
had, in general, been overcome: there were no longer any shortages of
food or other commodities; and inflation had been mastered, practically every
country having returned to the gold standard at old or new parities.- But
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some of the more remote conséquences of the great rupture of 1914-18 were
beginning to make themselves felt: world prices were definitely declining
from the levéls at which they had settled down in the course of the twenties;
‘the first sign of this development had been the weakening of the prices of
agricultural products as early as 1927; and in the autumn of 1929 the collapse
of the New York stock exchange ushered in a downward movement wlnch was
to become “‘the great depression”.

The decision to create the Bank had had a place in the negotiations
and agreements which led to acceptance of the Young Plan, the hope then
being to provide -a commercial basis for a “definitive settlement” of the
questif)n of German reparations. But with this was combined another idea
artsing out of a long-felt need, viz. that of establlshlng a permanent institution
for 'co-operatxon between  central banks.

Even before 1gr4 there had been a number of occasions when central
banks had found it useful to co-operate- with one another in order to facilitate
international settlements in times of acute difficulties. In connection with the
currency stabilisation which followed the first world war and extended over
the period 1922 to 1930, groups of central banks had repeatedly been formed
for the granting of special ‘‘stabilisation credits”, active assistance being
rendered, In particular, in the work of financial reconstruction undertaken by
the Financial Committee of the League of Nations. But there were certain
weaknesses inherent in these ad-hoc groupings: they were apt to break up
again as soon as their immediate object had been attained and it was difficult
to keep political oons1derat10ns from -entering into the question of thelr
formation, :

The essentially. new feature added. by the foundation of the Bank for
International Settlements was the permanent form which it gave to the
co-operation between central banks by providing an organisation established
on a technical basis and in that way insulated from . political influences, and
ready to act in the general interest of all concerned. '

- *
*

Article 3 of the Bank's Statutes laid down the tasks of the new institution

in the following words: . : , . .

““The objects of the Bank are: — to promote the co-operation of

_ central banks. and to provide additional facilities for international

financial operations; and to act as trustee or agent in regard to international

- financial settlements entrusted to 1t under agreements with the part1es
» conr:emed " : : :

r In 1930 the Iargest international transfers were those occas:oned by the
payment  of war. debts: and German reparations, and it was one of the
original duties of the Bank to carry out the New Plan for the receipt and
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distribution of German reparations as defined in the Hague Agreements. In the
first year of its activities, the Bank received and distributed the annuities paid
by Germany and served, in addition, as Agent in connection with the original
issue of the German Government International 5% per cent.. Loan 1930,
for the service of which it agreed to act as Trustee. This loan was placed
on nine markets and vielded a net amount of about $300 million, one-
third of which the German Government received (in accordance with the
Hague Agreements) for the German Post Office and the German Railway
Company, the remaining two-thirds going to six Creditor Governments. Under
the Hague Agreements, the Bank was to intervene, within the limits of
the funds available to it and having regard to its liquidity, with a view
to preventing any suspension of the transfers in favour of the various
Governments, more especially by placing on the German market, with the
approval of the Reichsbank, an appropriate part of the annuities paid by
Germany.

When in 1931 the financial crisis broke over Europe and, through the
Hoover Moratorium of 1st July of that year, the machinery of the Young
Plan was brought to a standstill, the Bank, having acted in conformity with
the obligations imposed upon it, had invested on the German market amounts
corresponding to long-term deposits placed at its disposal by the Creditor
Governments for the particular purpose of facilitating transfers, as well as a
portion of its own funds.

At the International Conference held in London in the third week of
July 1931, the Governments of the United States, the United Kingdom, France,
Italy, Belgium and Japan recommended that the volume of credits previously
granted to Germany should be maintained; in conformity with this recom-
mendation, no reductions were made in the Bank’s investments on the
German market, which have not increased since that time. The Agreement
reached at the Lausanne Conference of 1932 was never ratified by the
governments; thus the rights and obligations of the Bank under the Hague
Agreements have not been altered in regard to such matters as still derive
from those agreements, which therefore continue to govern the position of

the ‘Bank.

The Bank at the time took an active part in the attempts made to
counteract the pernicious effects of the financial crisis. On the
particular recommendation of the London Conference mentioned above, a
committee was appointed by the Bank and this committee, under the chairman-
ship of Mr Albert H, Wiggin (from the United States), issued a report signed
by all the members in August 1931. In accordance with the Young Plan, a
further committee, under the chairmanship of Professor Alberto Beneduce
(from Ttaly), met in December 1931 in Basle to consider the transfers which
could be made by Germany, the following being some of its unanimous
conclusions of a more general character:
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“The Young Plan, with its rising series of annuities, contemplated a
steady expansion in world trade, not merely in volume but in value, in
which the annuities payable by Germany would become a factor of diminish-
ing Importance. In fact, the opposite has been the case. Since the Young
Plan came into effect, not only has the trade of the world shrunk in volume,
but the very exceptional fall in gold prices that has occurred in the last
two years has itself added greatly to the real burden, not only of German
annuities but of all payments fixed in gold.

In the circumstances, the German problem — which is largely res-
ponsible for the growing financial paralysis of the world — calls for concerted
action which the Govemments alone can take .

In this connection, certain considerations seem to us of great impor-
tance. The first is that transfers from one country to another on a scale so
large as to upset the balance of payments can only accentuate the present
chaos .

Again, the adjustment of all inter-governmental debts (Reparations and
other War Debts) to the existing troubled situation of the world — and this
adjustment should take place without delay if new disasters are to be avoided
— is the only lasting step capable of re-establishing confidence which is the
very condition of economic stability and real peace ..

We appeal to the Governments on whom the responsibility for action
rests to permit of no delay in coming to decisions which will bring an
amelioration of this grave crisis which weighs so heavily on all alike.”

In the event, some special agreements between governments were
reached, but no general agreement covering the main economic and financial
problems. However, considerable efforts had been made during 1931 to grant
emergency help, and in this the Bank participated. It was mentioned in
the second Annual Report of the Bank that ‘‘if there be added together
-the total amount of external advances granted by central banks, by the
Bank for International Settlements, by the principal capital centres and
by Treasuries, including the sums advanced to the British market, a figure
of approximately 5 milliard Swiss francs is reached, or about one-tenth of
the total amount of short-term indebtedness outstanding at the beginning of
1931”. The Bank was concerned with the emergency credits to the National
Bank of Hungary, the National Bank of Austria, the Reichsbank and the
National Bank of Yugoslavia, a temporary advance being also granted to the
Bank of Danzig. In addition to the credits granted on its own account, the
Bank for International Settlements organised and participated in syndicates of
central banks: three central banks — the Federal Reserve Bank of New York,
the Bank of England and the Bank of France — accordingly participated, to
the extent of $25 million each, in the credit of $100 million to the Reichsbank,
and twelve central banks in the credits of approximately $26 million to the
National Bank of Hungary.

It is interesting to note that the emergency credits with which the
Bank was thus connected have all been fully repaid, most of them within the
space of a few years, while in the case of the credit granted to the National



Bank of Hungary, for which a much longer period had been arranged, the
final repayment was made in 1946,

Outside the sphere of credits, the Bank for International Settlements
helped in the preparation of, and assisted in a consultative capacity at, the
World Economic and Monetary Conference which met .in. London in June
1933 and represented a last great combined effort, under the auspices of the
League of Nations, to bring order into the economic and monetary situation,
Unfortunately, on the monetary problems relating to the stabilisation of
currencies the Conference made no headway, the participating countries
grouping themselves in different monetary blocs; but with regard to more
Jong-tange monetary policy for the world in general the Conference adopted
five resolutions, in which renewed stress was laid on monetary co-
operation. Central banks should recognise, it was said, “that in addition
to their national they have also to fulfil a task of internatiomal character.
Their aim should be to coordinate the policy pursued in the various centres
in order  to contribute towards the satisfactory working of the international
gold standard system.” :

In its fifth Annual Report (for the financial year ended 3ist March
1935) the Bank devoted a section to general observations on “the co-operation
of central banks”. The views expressed in it may in some respects reflect
the partlcular situations and problems prevailing at the time, but the fact
remaips that the Bank has consistently kept to the fore the need for greater
monetary co-operation 1nternat1onally, and it is gratified to find the increased
recognition of thls need and the further measures taken to meet it smce the
second world war.

In its more current banking activities, as distinct from the granting of
special emergency credits, the Bank has naturally felt the effect of the many
_disturbances, particularly in its operatwns on the gold and foreign
exchange markets.

The initial idea in the first year of the Bank’s existence, when the
monetary authorities in a great number of countries held fairly large amounts
of foreign exchange in addition to their gold reserves, had been to receive
and administer a portion of the foreign exchange holdings of the central
banks with as little recourse as possible to the actual markets, since it was
thought that in that way it would be possible to avoid upsetting the equi-
librium of the markets. To achieve that object, it was hoped to create what
was then known as a “foreign exchange clearing system”, and a part of the
effort then exerted was in the direction of unifying the rates quoted for
operations in the different currencies. The disruption of the monetary system
in 1931 cut short these various endeavours to achieve uniformity of treatment
irrespective of “particular market conditions; but it seems likely that, even if
a more stable order had survived, it would have been necessary to apply
" those initial ideas with a greater degree of realistic flexibility. What actually



_happened was that the financial and other convulsions in 1931 not only put
‘an end to the Bank's receipt of the annuities under the Young Plan but also
.caused central banks to reduce their holdings of foreign exchange, with a
. consequent decline in the amount of funds available which could be entrusted
to the Bank for International Settlements. In addition to the devaluations,
there was In some countries an embargo on transfers and a paralysis of the
delicate mechanism by means of which commercial transactions had previously
:been carried on with a minimum of cost and delay and under conditions
‘which made for a semi-automatic cotrection of disequilibria arising in the
'ordlnary run of affairs. . .

As from_ the autumn of 1931 the Bank endeavoured to adapt itself to
the new circumstances, It was not only that its resources had become smaller
but that the increasing tension both in the political and in the economic
sphere was hardly conducive to stronger interrational co-operation in monetary
matters. Even so, it proved possible to arrange credits, more especially of
a commercial type, according to a method which consisted in obtaining
credits from a central bank in its own currency, offset by a credit in gold
or in another currency. To the extent to which they were utilised, such
credits provided an exchange guarantee (thus helping to make up for the
absence, in so many currency relations, of forward exchange markets) and,
at the same time, afforded a means of commercial financing. By 1938 more
than ten European central banks had concluded arrangements of this kind
with the Bank for International Settlements.

Since the central banks had gone over to keeping more and more of
their reserves in gold (being increasingly influenced by both monetary and
political considerations), they made a practice of converting the amounts
acquired In currency from day to day — and this was reflected in a certain
increase in the Bank's gold operations. At the same time, the Bank continued
to act as intermediary in any purchase, sale and exchange operation desired
by a central bank, being able to offer relatively favourable terms thanks to
its central position and to the fact that its available resources were held partly
in gold and partly in the leading currencies.

Furthermore, a system of bank accounts expressed in a “‘weight of 'goi'd"
was created to facilitate transfers in gold values of any desired amount. It
was used chiefly for payments between postal administrations within the scope
of the World Postal Union. - '

While remaining in contact with all markets, the Bank decided, as a
matter of policy, to keep aloof from the bilateral clearing arrangements which,
from 1931 onwards, had been adopted by the majority of countries in central
and eastern Furope. For the time being, this may have somewhat restricted
the volume of the Bank’s operations, but as a fundamental principle it had
been thought wise to effect the Bank’s operations only in freely convertible
currencies {which, of course, did not necessarily mean that special arrange-
ments could not be made to give the Bank a specific exchange and con-
vertibility guarantee — such arrangements making it possible for particular



operations to be undertaken in certain controlled currencies as if they were
convertible). With regard to the Bank’s investments in the German market,
the aggregate amount of which had remained below the figure reached at the
time of the Hoover Moratorium in July 1931, interest, after being made
available in Reichsmarks, was regularly transferred in gold or in convertible
currencies. :

The administration of the Bank's business was invariably conducted with
due regard for the need of mamtamning a high degree of liquidity and of
balancing all “‘exchange positions” as they arose —a state of balance having
an &dded importance at a time when the international monetary system had
been in so large a measure disintegrated. Thanks to the observance of these
rules, the Bank was able, without any particular difficulty, to come through
the recurrent periods of crisis in the years immediately before the outbreak of
the second world war — especially the critical days in September 1938, in
March 1939 and again in the summer of 1g39. '

It has already been mentioned above that the Bank acted as Agent in
connection with the issue of the Young Loan, for which it also serves as
Trustee. In addition, the Bank consented to act as Fiscal Agent of the
Trustees of the German External Loan of 1924 and as
Trustee of the Austrian Government International

[ Loan of 1930. In the month of February 19335, the

Bank further agreed to undertake certain banking
and agency functions in connection with the ad-
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territory; and it alse lent its aid in the execution of certain settlements
regarding the Austrian Kredit-Anstalt, Vienna. :

In accordance with the Bank’s Statutes, the members of the Board
of Directors, who are either governors of central banks or nominated
by governors, meet regularly ten times a year; and the Annual General
Meeting has provided an occasion for representatives of some twenty-five
central banks to forgather. In monetary matters the psychological attitude
prevailing on the various markets is often a factor of very great importance;
and, in affording an opportunity for consultations and an exchange of views,
the various meetings held at the Bank are conducive to mutual understanding
and thus help to prepare the way for harmonious action,

In matters of more technical co-operation between central banks, the
Bank as far back as May 1931 arranged a meeting between representatives of
twenty-four central banks for the purpose of discussion of a number of
monetary and credit problems (relating to gold and exchange transactions,
medium-term credits, etc.).

Over the years, the Monetary and Fconomic Department of the Bank
has been steadily extending the range of its activities, its work including not
' only the preparation of the Annual Report but
also studies of the economic”and financial situation

i | 1 | of various countries and the publication of pamphlets

2000 ‘l TUT dealing with foreign exchange regulations in different
i . 1 countries, -etc.
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autumn of 1931, As regards the break In the curve for the year 1947, see the foouinote to the graph on
the previous page. oo



As an’ international institution situated in the middle of Europe, ‘the
Bank for International Settlements was, of course, subjected to a crucial
test by the outbreak of the second world war. It is true that in
Article X of the Hague Agreement of 20th January 1930 it was expressly
laid down that:

“The Bank, its property and assets, and also the deposits of other
funds entrusted to it, on the territory of, or dependent on the administration
of, the Parties shall be immune from any disabilities and from any restrictive
measures such as censorship, requisition, seizure or confiscation, in time of
peace or war, reprisals, prohibition or restriction of export of gold or currency

"~ and’ other sim.ilar interferences, restrictions or prohibitions.”

A number of countries, not signatories of the Hague Agreements, had
by special arrangements granted privileges of a similar nature to the Bank,
But not all the countries in which the Bank conducted business were
signatories of the Hague Agreements or had granted the Bank special rights,
and it was, of course, clear beyond all question that the Bank should not in
any way use its privileges to affect the relations between the belligerents.
Several provisions in the Bank’s Statutes indicate that the Bank must keep
aloof from political questions and, moreover, especially during the periods of
political tension preceding the war, the practice had been to conduct the
Bank’s operations on a purely technical plane.

The state of war necessarily gave rise to new and difficult problems for
those whose task and concern it was' to maintain unimpaired the financial
position and the moral credit of the Bank, these being the very foundation
of an international institution such as the Bank for International Settlements.

In the autumn of 1939, after individual consultations with the Governors
of central banks who were members of the Board of Directors of the Bank,
a number of decisions were taken fixing certain principles for the conduct of
the Bank. It was thus decided:

1. to suspend all actual meetings of the Board of Directors and also the holding
of General Meetings with the attendance of representatives from the different
countries, The procedure adopted was that any necessary decision (for
instance, in relation to the Bank’s profit and loss accounts, etc.) should be
approved by correspondence. The legality of deécisions taken at the formal
General Meetings which had to be held was ensured by the fact that voting
by proxy is permitted under the Statutes;

2, to make a special declaration with regard to the nature of the Bank’s opera-
tions during the period of hostilities. In the declaration in question, which
was sent on 18th December 1939 to all the Bank’s correspondents, the Bank
.announced its express intention of refraining . from all operations which,
although permissible in a purely legal sense, were not “above reproach both
from the point of view of belligerents and neutrals”;

3. to refrain from any ‘act 1mply1ng recogmtlon of pohtlcal or territorial changes
which had not previously received unanimous recognition; approptiate
measures were i fact taken to safeguard the rights of all the parties con-
cerned, in so far as this depended upon the Bank; :






