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Speech by
C.F.COBBOLD, ESQ.,
GOVERNOR OF THE BANK OF ENGLAND,
at a Dinner given by the Lord Mayor to the Bankers and Merchants

of the City of London on the 4th October 1955

There is little to say this year about foreign exchange
pelicy . We have made considerable further progress in removing and
simplifying exchange controls. Sterling can now be used freely
throughout the world for a great variety of purposes within a very
narrow bracket of rates.

The Chancellor made a clear statement of future British
policy at Stamboul. In present circumstances we must obviously
concentrate our energies on the internal position before considering
any changes in our exchange arrangements.

There has been much talk about sterling in recent months;
but the most important point of all has often been overlooked. In
1949 sterling was overvalued. The devaluation in that year left
sterling undervalued. Since then the margin of undervaluation has
lessened. If in the future we were to be so foolish as to allow
our costs to continue to rise disproportionately to those of our
competitors, the relative value of sterling would again come into
question. But to-day sterling is still undervalued rather than
oveivalued in relation to most of the principal currencies of the
world.

I propose this evening to review briefly the operation of
monetary poliey during the past year and to suggest some conclusions.
The post-war use of monetary controls is still experimental. This
is not an exact science. Nobody can tell precisely what effect
measures have had or precisely what would have happened if other
measures had been adopted. Different opinions can reasonably be
held and final conclusions will only be possible much later,

Since the late Autumn of last year monetary policy has
been directed to steady and progressive tightening. By the turn of
the year short-term rates had moved up sharply, the existing level
of Bank Rate was effective, and the technical foundations had been
laid for further monetary action. To carry the process a stage
further and to give a warning signal, Bank Rate was raised in January.
This warning was largely disregarded. In February a further rise
was judged necessary: the Chancellor also announced measures to
restrict hire purchase and to deal 'with the market in transferable
sterling.

On the foreign exchange position the effect of these
combined measures was immediate and decisive. The disturbing
markets in cheap sterling which had been growing up over the previous
four months disappeared almost overnight and have since given very
little trouble. Sterling generally took on a more favourable look,
which it retained until July, when bad trade figures came out, doubts
were expressed about the effectiveness of our anti-inflationary
measures, and rumours circulated about changes in our exchange
arrangements.

At the same time the tightening of money, coupled with a
similar but less pronounced tendency in the U.S.A., began to influence
commodity prices, with a consequent improvement to our terms of trade.



It is less easy to gauge the effect of the February measures
and the tight monetary policy of the succeeding months on the
internal economy. The immediate results were disappointing: for a
month or so the view persisted that tight conditions would not be
maintained for long and need not be taken seriously. But, from
April onwards, the measures were probably more effective than has
been generally supposed. Without them there is little doubt that
bank advances would have climbed much more steeply and the upsurge
of hire purchase might have got out of hand. Against a general
atmosphere of boom and expansion, the steady pressure of monetary
policy through those months was gradually building up resistance to
an exceptionally heavy demand for credit.

It became clear, however, during the Summer that the banks
would not succeed in bringing advances down quickly enough and to the
necessary extent without the support of a statement of Government
policy. The statement made by the Chancellor of the Exchequer in
July greatly reinforced the technical "squeeze" and, although the
banks still find themselves up against difficult problems, the tide
of advances has turned.

Experience since 1951 suggests certain conclusions about
the use and effect of monetary policy in modern conditions: to some
of these I have referred on this occasion in earlier years.

The proportion of the economy which is directly affected by
credit policy through the banking system, both as to investment and
as to consumption spending, is much smaller than it used to be.

With the enormous growth of the public sector, monetary action to
restrict the borrowing and spending of individuals, firms and
companies can be outweighed by the action of Government, local
authorities and the nationalised industries. Moreover, with the
redistribution of income since before the war, the immediate impact
of credit policy on consumption spending is outweighed by the level
of earnings and by fiscal policy.

Secondly, with present high taxation levels, business
people are less sensitive to an increase in the cost of bank
borrowing. International capital movements are less free than
before the war and also less sensitive, though by no means wholly
insensitive, to interest rate changes.

Thus, in its direct impact, monetary policy works on a
smaller field than it used to. But it still exercises a gradual
and pervasive influence over a much wider field. Bank Rate
movements are an integral part of monetary policy and still have
their psychological effect.

The experience of these years shows that it would be most
unwise not to make full use of these instruments: it would be
equally unwise to blunt them by loading them with more responsi-
bilities than they can effectively discharge.

In the past year the continuing high level of expenditure
and borrowing on Government and other public account has hampered
the effective working of a tight credit policy. Both
psychologically and in technical management, it has made the task
of the monetary authorities more difficult. Our friends and
critics therefore greatly welcomed the definite statement made by
the Chancellor of the Exchequer about public expenditure in his
speech at Stamboul, and will be further heartened by his remarks
this evening. People at home and abroad are now waiting eagerly
for action by H.M.Government.

My Lord Mayor, we have made enormous strides in standard
of living and in production since the end of the war. We are
active and prosperous but we are trying to do too many things at
the same time. Demand for goods and for labour is at a
dangerously high level., We must slow consumption down and we



must spread our investment plans, private and public, over a
longer period.

We are not the only country faced with a situation
of this sort, Nor need we be too gloomy about it, provided
that we tackle it all along the line. Our monetary policy
has got into itsstride and we must hold to it firmly. 1L
strong action is now taken by H.M.Government over the rest of the
field and if we keep industrial costs steady, the task ahead of
us should be well within our capacity. ’

My Lord Mayor, there is no fun for anybody in a prolonged
period of severe credit restriction. It is distasteful to the
monetary authorities, who have to impede activities and developments
which are in themselves sound. It is very disagreeable to the
banks, who naturally and properly want to lend money to their
credit -worthy customers. It causes hardship and disappointment
to individuals and businesses, who see their plans interfered with
and their balance-sheets prejudiced.

Let us all be determined (and by all I mean capital,
management and labour) to go quietly over the months ahead in our
various demands on the country's resources. A good beginning has
been made in the attack on inflation: let us work together and
finish the job.



July 25, 1955

My dear Kim,
I have just received your cable reading as foliows:

‘“‘Many thanks for your cable revised plans noted and
accommodation Claridges extended to Wednesday morning
Stamp will meet you London airport on Thursday when
details forfour visits to Bank and Knebworth can be fixed.”

I am very grateful for your help in fitting my plans into
yours,. and for the arrangements made.

Yours very sincerely

Ivar Rooth

C. F. Cobbold, Esq.
Governor

Bank of England
London, E. C. 2
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Managing Director

Department
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IVAR ROOTH

Signature
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FOR CODE/ROOMM
Time Received 4![;7 M
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Number of Wol&lzs
Log Commercial

INTERNATIONAL MONETARY FUND
WASHINGTON 25, D.C.

- GCOVERNCOR COBBOLD

BANK OF ENGLAND LONDONC;

Baumgartner asked me come to Paris in July as he away
afterwards. He informed me that you can see me Tuesday,

August second stop Heard from Harcourt that Treasury group

Arriving as previously stated in London BOAC on Thursday,

July twentyeight 10:30. Flying from London same day at noon

to Paris., Back from Paris20:55. Will see Treasury Friday,
July 29 from eleven. Leaving Loondon Wednesday morning August
third for Geneva. Will telephone wour secretary Friday morning
to find out when you want us to Knebworth. If you want I can

see you or someone else from Bank Friday morning before
Treasury meeting. Please arrange that we may stay Claridges

until Wednssday morning.

-~ .
"3 \ m )

sl N ROOTH

DO NOT TYPE BELOW THIS LINE

then not in London, Have therefore made following arrangements.
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June 27, 1955

My dear Kim,

Many thanks for your letter of June 17. I shall be happy
t> lunch with you at the Bank on Thursday, July 28, and stay
afterwards to talk to some of you. I understand from Bill Har-
court the Treasury wants to see me on Friday, July 29.

Ingrid and I thank you most heartily for inviting us ‘“‘to
spend at least a it of the weekend at Knebworth.”” We shall be
glad to fix the details when I see you in London.

In a letter to Crick, I asked him to arrange for a hotel room
for us.

Looking forward to seeing you soon, and with kind regards
from family to family, I remain

Yours ever

Ivar Rooth

C. F. Cobbold, Esq.,
Governor

Bank of England
London, E. C, 2.



Bank of Cngland

17th June 1955.

My dear Ivar,

Thank you for your letter of the 15th June.
I am delighted to hear that you are proposing to visit London
next month, and that Ingrid will be coming too. Perhaps you
would care to lunch at the Bank on Thursday, 28th July, and to
stay on a bit afterwards to have some talk with one or two
others here. I gather that this would not clash with any
arrangements the Treasury are making.

Hermione and I hope it will also be possible

for you both to spend at least a bit of the weekend at Knebworth.

Yours ever,

/
[

C/’

Mr.Ivar Rooth.



June 15, 1955

My dear Kim,

It is my intention to fly from here on Wednesday,
July 27, to arrive in London the following day., Ingrid
will accompany mee I shall be very happy then ta come
and see you and some of your colleagues on the Thursday
or Friday, I have informed Harcowrt of this and he has
promised to let Leslie Rowan know that I am coming, We
plan to leave for Paris on Monday, August 1,

Looking forward to seeing you, I am

Yours ever

Ivar Rooth

Cos F, Cobbold Esq,,
Governor

Bank of England
Lomon’ E.C. 2.
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October 19, 1954

By dear Kim,

Many thanks for your cable about the gold problem.
I do hope that we will have no difficulties when the matter is
brought up again at the beginning of November. It depends, as
you know, entirely upon what our Australian friends have to say.

We were very glad to have George with us for a while.
I am sure we will have very good cooperation from Bill Harcourt.

I end by mentioning that Ingrid and I will fly to
Stockholm on Friday, for my operation. As I promised George,
Ingrid will inform you of the results as soon as it is over.

With kindest regards to all the Cobbolds from the three
of us, I am

Yours ever

C. F. Cobbold, Esq.
Governor

Bank of England
London, E. C. 2



0CT 11 1%

Dear Mr, Governor:

I write with reference to the Fund's letter dated May 7,
195k regarding the annual consultations of member countries
with the Fund as to the further retention of any restrictions
maintained under Article XIV, Section 2 of the Fund Agreement.,

This letter is to confirm the understanding reached with
you that these consultations may take place in London in November.

The Fund staff mission will be headed by ¥r. Gabriel Ferras,
Deputy Director of the Exchange Restrictions Department and will
inelude Mr, Charles Werwin, Assistant Director of the European
~ Department, Mr. Iain MacKinnon, economist, European Department,
and Mise Eileeu Slattery, Secretary. The Fund group expects to
arrive in london in time to begin discussions with your repre-
sentatives on November 8, We would appreciate it if you would
inform the appropriate authorities of the Treasury.

Yours sincerely,

Ivar Rooth
Yanaging Director

Mr. Cameron F. Cobhold
Goveraor
Bank of England GC: Mg, Dir,
London, E.C. 2, Dep, Mg, Dir,
England Viscount Harcourt
Mr, Port=mnore
ERD
Euro, Dept,
LEG
RS
UN Rep,
SEC



July 7, 1854

My dear Kim,

T'his year, as in 1952 and 1953, I am planning to

. have a private luncheon for cur European colleajues, to be
followed by a discussion of problems of mutual interest. I
intend to have this luncheon on Sunday, S8eptember 26th, at
one o’~lock, probably in the Bank’s diningroom and then have
the meeting in our Board room.

George Bolton has been present at these meetings
in 1952 and 1963. I do not know if it is your intention to come to
the meeting this year or if you are sendiny George. In case you
should come yourself, would you please reserve that luncheon
and some hours afterward for this meeting? If you are not
coming, will you then ask George to come to the luncheon and
meeting? Iam writing a letter at the same time to the
Chancellor,

With kindest regards,

Yours ever

Ivar Rooth

Cameron F. Cobbold, Esq.,
Governor

Bank of England

London, E. C. 2,



June L, 1954

Dear Kim,

Thank you for your letter of May lhth, 1954 enclosing
a confidential memorandum on the U.,K., commodi ty markets., It is
very gratifying to see that virtually all the important commodity
markets are now fumctioning again. You may have noticed from my
statement before the Randall Commission last November that we in
the Fund regard the reopening of these markets as important
practical steps towards convertibility, I am, therefore, most
grateful for your note on the detailed operation and significance
of the various commodity market schemes and, particularly, their
relationship to the U.,XK, exchange control system.

Sincerely yours,

Ivar Rooth
Managing Director

Cameron ¥, Cobbold Esq.,

Governor

Bank of England ec; Mg, Dir,

Mm’ x'c0 2' D'p. h. Dir.
Euro, Dept,
SEC

{sdlr

June L 1954



May 17, 195k

Dear Leslie,

I was happy to receive your letter of May
13 and to learn that you and the Governor will be
at the airport when I arrive on the 26th,

Thank you for your invitation to dinrer.
I understand, however, that dinner will be served on
the "Monarch", so rather than make you rush through
dinner it will probably be better if I have mine on
the 'plane. But I hope that you will be able to
spare the time to stay with me until I leave,

Looking forward to seeing you, I am

Sincerely yours,

Ivar Rooth

M, L.F, Crick
Bank of England
London, E.C.
England.



Bank of CEngland

13th May 1954.

Dear Ivar,

We are delighted to know from your
letter of 5th May that we shall have an
opportunity of seeing you soon. The
Governor and I will see you at the Airport
around 5 p.m. on the 26th May and though
he has to return to town I shall stay on
and see you off. I hope you will have
dinner with me.

With kind regards,

Yours sincerely,
ROl Ly o

! v

L

W

Mr .Ivar Rooth.



May 16’ 195L

My dear Kim,

I have to thank you fer two letters and several
greetings through Max Stamp and others.

As you know, we are working on those things that
intesest both of us. Owing to pressing work on Latin
America and some other problems we have not yet produced
as much as we had hoped. However, when I apg bagk in
Washingteon on May 27, some preparations will made and
I hope then to give H.P. something a few days later,

I heard from Portsmore that you had the intention
of coming to the airport on Wednesday, May 26, at about
five o'clock, when I ought to be there and have gone through
the formalities. I am leaving on the BEA Flight No. 251
from Geneva, and I am continuing with the "Monarch" at
eight o'clock fer New York.

Ingrid and Ellen join me in kindest regards from
family to family.

Yours ever

Ivar Rooth

C. F. Cebbeld Esq.,
Governor

Bank of England
Londoen, E.C.
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lyth May 1954.

Dear Mr.Rooth,

We have recently completed a
brief review of the progress made in
re-establishing the Commodity Markets
in this country which were closed down
during the early days of the war, and
as I think you may be interested I
enclose a copy of a memorandum on the
subject.

Yours sincerely,

Mr.,Ivar Rooth.



Bank of (lfnglmtf;

23rd April 1954.

Dear Mr.Rooth,

I write to acknowledge your
letter of April 16th and to say that
we shall welcome the visit of
Mr.Merle Cochran from June 2nd to
June 5th. I shall be writing direct
to Mr.Cochran about arrangements for
his stay in London.

Yours sincerely,

Mr.Ivar Rooth.



PERSONAL

Bank of CEngland

20th April 1953.

My dear Ivar,

We shall look forward to
seeing you round about lay 26th. I
am sure the Chancellor will be in
London at that period.

I an trying to arrange a short
trip over your side, probably to be in
Washington May 18th and 19th. I do
not know if you will still be there at
that time but as soon as my plans are
definite I will confirm.,

Yours sincerely,

Mr.Ivar Rooth.



PRIVATE & CONFIDENTIAL

Bank of Gugland,
C 22
eééﬁﬁ/aﬂqéVZZ

11th February 1953.

My dear Ivar,

I write to let you know privately that, whilst the
__Bank will not be formally represented in the Chancellor's party
L%-Qg coming to Washington, I have arranged for Parsons to pay a visit to

the Federal Reserve Bank of New York and then to the Federal Reserve
Board, Washington, arriving about March 2nd, so that he will be
available if the Chancellor needs technical help. He will get into
touch with you and I am sure you will like to have a talk with him.
I have reminded the Chancellor that Parsons has had much experience
of I.M.F. and that he may be useful if any technical points about
your affairs crop up during the week in Washington.

Things here continue to go pretty well for the moment,
sterling remaining definitely firm. As you will know, there has
been some rather rough water in Europe on the question whether the
U.K./U.S. talks ought not to have been preceded by more discussion
with the Europeans. My own feeling is that this will blow over and
that, certainly so far as most of our central banking friends are
concerned, they really agree that we cannot sensibly start to discuss
any detailed ideas with them until we have some idea of the likely
U.S. reaction to the general line of thought emerging from Common-
wealth Conference. I am very glad that the Chancellor's visit has
been fixed up and I am certain that this is the only practical way
of seeing if, how and when these ideas can be carried a stage
further.

I hope you are well and not too overburdened. It is
very tiresome for you that the business about a Deputy seems to have
gone astray for the moment.

Yours sincerely,

Mr.Ivar Rooth.




PERSONAL & CONFIDENTIAL

Bank of England " "

C 2
05497,a%4£x:2
27th February 1953.

My dear Ivar,

Thank you for your letter of February 1l9th. I was
interested to hear of your talks with Burgess and Frére. I am
also delighted to know that Merle Cochran's appointment is definite.
As you know, he and I are old friends and I have a very high
opinion of his abilities. I am sure that this appointment will
make your life a lot easier and do a great deal to strengthen the
I.M.F., particularly in your relations with U.S. Administration.

I had a long talk with the Chancellor just before he
left last night. He is fully seized of the importance of keeping
you personally in the picture and of working towards more Anglo-
American agreement in I.Ji.F. matters than has existed in the past.

I am delighted to hear that you are going to get a
short holiday which I am certain you badly need.

Yours ever,

Mr.Ivar Rooth.



April v, 1863
Personal

My dear Kim,

I promised to be in Vienna for the meeting of the
Int ernational Chamber of Commerce which will take place
May 19-22 and I intend to be present at the meeting of the
B,1.8. in Basle on Monday, June 8. Of course, I am coming
to I ondon and I am writing to you in order to find out if it
would agreeable for you and the Chancellor to see me if I
turn up in London on Monday, May 25 for a few days.

I want to try to go home to Sweden for a look at the
children and grandchildren and I shail have to spend a few
days in Paris after the B.L.5. meeting.

With love from family to family, I am

Yours very sincerely

Ivar Rooth

C. F, Cobbold, Esq.
Governor of the Bonk of England
London, England



PERSONAL AND CONFIDENTIAL

February 19, 19563

My dear Kim,

Many thanks for your letter of February il. I am
very glad that Parsons is coming to Washington M arch 2, and
I am looking forward to having a good talk with him. It might
interest you to hear that Graham Towers will arrive in Washington
on March | and stay here for a few days.

I had a talk with Burgess a couple of days ago and
found him, as I guess is true of the other members of the new ad-
ministration, very busy getting men for a lot of the unfilled posts.
I do not think that the administration wiil have been able to have a
policy formulated when the Chancellor comes. However, I think it
will be usefu! that he comes in contact with them. I do hope that the
Americans this time will not try to have Anglo-American talks on a
bil ateral pl an as was the case when the Belgians were here iast year
for negotiations. Then everything was decided without cur having
any chance to give the Americans our view. We had talks with the
Belgians and I think they would have agreed on an arrangement that
had been better for them and for us. However, it was impoeidble
to do anything, I do hope that as Burgess is there and as he has
been very willing to cooperate and quite interested in having the
Fund more active, we may count on a better cooperation. When I saw
him last time, I stressed very strongly the importance for the Fund
of a much closer Angio-American cooperation in the Fund than we
have had so far. I got the impression that he was aware of the-im-
portance of it.

Frere is here and he told me yesterday that he had no
objecti ons at all to your talks and hoped that you would be able to
arrive at some sort of convertibility.

I take it for granted that you have heard through Crick
of Merie Cochran’s coming on March 18, It goes without saying that
I am very happy. I am tired and hope to be able to get ten days’
holiday at the end of March and beginning of April when Ellen has
Easter holidays. We intend to go to a little place near St. Petersburg,
Florida,
Yours ever

Ivar Rooth
C. F. Cobbold, Esq.,
Governa of the Bank of England
L.ondon, England



JAN 14 1953

iy desr Governor:

I refer to my letter of Jamuery 1) conceyming the

sarticipation of the Und mmummm
sadit of the Pund,

I sm bappy %o inform you that Sir Fdmund Hell-Petoh
MMuMﬁnmdﬁ.mM.m

Deputy
tirector of iadit in the Comptrollor snd Mditor Gemersl's Offliocs,
will be wade awvallalile for this work.

On sdainietrative and other srromgeasnts in connection
with this sssignuent 1t i@ zy imtention to desl direetly through
Mr Ddeund, MNeny themks for your cooper:iiom.

"~ Yours sincorely,

/S
Chairmon of the Tuseoutive Eoard
and Monaging Uirector

Hr. Comevon F. Cobbold

Governoy
Bank of
londom, L.C.2
Paglend,
ot Exe Dir.
Trean
Internal juditor
Eec,

GPA/RLE oss 1./14/53 Central Files



JAN 13 1953

Dear Mr, Cobbold:

Many thanks for your letter of January 6th
advising me that Mr, Basil Sanderson will be visiting
this country towards the end of February. I am glad
you suggested to Mr, Sanderson that he look me up while
he is over here., Needless to say I shall be delighted
to meet him,

Yours sincerely,

Ve

Ivar Rooth

Mr. Cameron F., Cobbold
Governor

Bank of England
London, E.C. 2, England

INkLIRMATION COPY



PERSCNAL
Bank of England

18th December 1952

My dear Ivar,

Thank you for your letter of
11th December about Stamp's appointment
as Director of the European and North
American Department. I am glad you feel,
as I do, that Stamp will make a useful
contribution on your Staff. We have
been glad to make it possible that he
should take this on for a year, both
because we recognise the importance of
the position and because we are anxious
to give you what support we can.

Yours sincerely,

Mr.Ivar Rooth.



December 15, 19562

Confidential
My dear Kim,

I have to thank you for your secret cable of December
10 and for the cable about parts of the statement which Bolton
telephoned me about and with which I was in full agreement.

We expect to see shortly the full statement in the
Brit ish papers and we shall, of course, study it thoroughly.
One of the things that interests me is what you really mean
by your idea of modifying the Articles of Agreement of the
Fund. You need not answer this question as I am going to ask
Stamp to give me that answer.

I had previously mentioned that I was going to take a
holiday. However, with the possibility of further discussions
in the McCarran Committee and with pending discussions with
Merle Cochran, and with the possibility of our hearing something
on the U.K.-U.S, Canadian loan, I have discontinued my plans and
will stay in town.

You might have heard that Snyder and the St ate Depart-
ment are now backing Cochran and that we are only awaiting an
answer from the new administration. Snyder wanted to discuss the
matter with Humphrey. As Snyder left for Europe yesterday, he
cannot meet Humphrey before December 22. I have been in contadt
with Burgess and I know also that Dulles is in favour of having
Merle as Deputy Managing Director.

With all best holiday greetings for yowm and your family,
I am

Yours very sincei'ely

Ivar Rooth

C. F'. Cobbold, Esg. :
Governor of the Bank of England
London



December 15, 1962

Confidential
My dear Kim,

I have to thank you for your secret cable of December
10 and for the cable about parts of the statement which Bolton
telephoned me about and with which I was in full agreement.

We expect to see shortly the full statement in the
Brit ish papers and we shall, of course, study it thoroughly.
One of the things that interests me is what you really mean
by your idea of modifying the Articles of Agreement of the
Fund. You need not answer this question as I am going to ask
Stamp to give me that answer.

I had previously mentioned that I was going to take a
holiday. However, with the possibility of further discussions
in the McCarran Committee and with pending discussions with
Merle Cochran, and with the possibility of our hearing something
on the U.K,-U.3. Canadian loan, I have discontinued my plans and
will stay in town.

You might have heard that Snyder and the St ate Depart-
ment are now backing Cochran and that we are only awaiting an
answer from the new administration. Snyder wanted to discuss the
matter with Humphrey. As Snyder left for Europe yesterday, he
cannot meet Humphrey before December 22. I have been in contadt
with Burgess and I know also that Dulles is in favour of having
Merle as Deputy Managing Director.

With all best holiday greetings for yow and your family,
I am

Yours very sincerely

Ivar Rooth

C. F. Cobbold, Esa.
Governor of the Bank of England
London



Al 11, 1 95%

i

My dear Kim,

Today I formally advised the Executive Board of
my intention to appoint Max Stamp as Director of the
European and North American Department. Most of the
Directors have already been talked to informally, but
the formal proposal is necessary according to our Rules
and Regulations.

I am proposing that Stamp have a salary of $15,000,
This salary is net of income tax. You will remember that
we talked about a salary of $15,000 but with the idea that
I would think over the possibility of $16,000. I have
thought the matter over and I am sorry to say that it will
have to be $15,000. Paying more than this would raise a
number of questions about the salaries of other top
officers of the Fund = department directors and advisors -
and might very well lead to discussion in the Executive
Board of the salaries of top staff, From the poimt of
view of the Executive Board this is not a good time to have
such a discussion; and since I am so busy it is not a good
time for me either.

I am looking forward very much to having Stamp on
the staff. I know that he will be of great service. Thank
you again for making it possible for us to have him.

With best regards,

Sincerely yours,

)

\
C.F. Cobbold, Esq., Ivar Rooth
Governor, Managing Director

Bank of England,
LONDON, England.

%
¥ @
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October 17, 19562
Private and P ersonal

My dear Kim,

I have just received your private and personal
letter of October 14 and thank you for the information. I shall
keep the letter to myself. I understand that you are coming over
sometime in November and am very much looking forward to
seeing you.,

Before getting the letter, I had asked Max Stamp,
when he goes to London, to try to find out whether you think there
is any reason for me to go to London and western Europe, somatime
in the beginning of December. I shall be glad if you would pass on
your reply either through Max or tell me what you think about it
when you come here,

I saw Susan a couple of days ago in the office and
we shall get in touch with her fairly soon.

Ingrid joins me in our kindest regards to Hermione
and yourself,

Yours ever

Ivar Rooth

C. F. Cobbold, Esq.
Governor of the Bank of England
Londen



DECLASSIFIED July 22, 1952

Secret

My dear Kim,

You told me it oes without sayiny that a return to a limited
convertibility must not be a renewal of the experiment of 1°17 but that -
“iven peace - eonvertibilliy will be introduced as a definite measure. To
be on the safe side, you will when taking such a step discuss the problem
of additional reserves with friends in the U.8. and in Canada. Those of us
who mivh: be approached will have to be convinced that the steps already
‘aken or contemplated will be effactive. Not knowinc encugh of vour situation
to exnress a definite opinion we will mainly have to rely upon your appraisal
of the sitaa‘’ion. But you will understand that we will ask questions and that
you will have {o eonvince us that (here are good chances for avoidiny an ex-
periment & la 1747,

1 zuess that after the Introduetion of convertibility, your problems
will eome:

a) from the UK., economy

b) from the economy of the sterling area

¢) from the attitude of other countries having or obtaining
L tha' may be converted.

Ad a) I have a feelinc tha! even with the preseni restrictions on
imports, from both dollar and other countries, the demand for hard currencies
is almost (00 blg. But that may be a temporary phenomenon. For an outsider
it is of course impossible to know if the present restrigtions will close the
dollar wap after a while. But can you avoid liberalizing your imports some-
what say next year” And what will the effects be of such a liberalization”
Both the U.8. and Canada will probably in the Fund (and the U.8. also in the
N.A.C.) not insist but urge some liberalization also of dollar imports,

Ad b) I:uess that for political reasons you will have to permit the
sterline area countries or many of them to use p art of their present holdings
not only for sterlin: payments but also for buying hard currencies. I take it
for granted that this permission will only be given ‘o the central banks and
eorresoondiny authorities of these countries. But nevertheless, I wonder i
there is not a risk of part of them beiny used for a flight from sterling,

Ad ) If you take on a substantial oblijation on convertibility, much
of the sterling held in aceounts will, I presume, be either econverted into
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dollars as a precautionary move or offset by forward sales.

Apart from the American holdings of sterling, unusual demands
for conversion may come from two other groups of countries, First, there
are countries that need to convert a substantial part of their sterling into
dollars to meet their dollar payments. Such countries include all the
Scandinavian countries and Holland, Probaply other countries with a sterling
surplus will also convert most of their surplus sterling receipts into dollars
to aveid risk., The quasi-speculative demand for dollars mnﬁ therefore be
areat,

I feel that the demand will be substantially ~reater if each individual
holder of sterling may converi into dollars than if only the central bank in
the couniry should have this right either in the London or other markets, But
it may be that there is a risk of broken cross-rates if any non-U.K. (and non-
sterling area) holder of sterliny should be prevented from turning them into
dollars. There is of course already pressure on sterling through cheap ster-
ling transactions and to this extent there will be no mew demand for dollars,
Indeed, it is possible that private cheap sterling transactions will fall off if
central bank heldings of sterling are made convertible.

As I mentioned, my feeling is that the steps already taken to tighten
the money market might be enough., But is not the strain on your real resources
still too great? Is this not a reason for cuiting down government and municipal
investment” And considering the delay before new measures become effective,
should that not be done in good time before introducing convertibility? I
wondeB, too, whether other expenditures of the Government will not have to be
reduced very soon because the resulis of the last budyet have been somewhat
disappointing. And should not such measures be taken soon, for even here the
time lag is probably not inconsiderable. You mentioned the necessity of
cutting down or prolonging the defense program. Of course, 1 cannot have any
idea of what can be done alony those lines,

Appropriate measures on credit, investment and budget policy are /’ f {w
even more urgent in most of the rest of the sterling area than in the United | W
Kingdom. The difficulty of vetting them (o take such measures & even greater

than it is for you. And yet the future of sterling may depend on what the mest

of the sterlin- area is prepared to do to live within its means.

* * *

Another side is a) the necessity for increased production and
productivity combined with reduced costs, and increased exports in certain
industiries; and B reduced time for deliveries in many export industries.
It ~oes without saying that coal and heavy electrical machinery belong to
this group.
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One condition for increased production in all sterling area countries

is, of course, the avoidance of strikes and lockouts. And this brings in the
wage problem and the effect of possible increases in the cost of living on
waces and the cost structure, As one example, the reluctance to inerease
railway fares is understandable. But can it be aybided”

Is there not a great need for educating the man in the street on
the U.K.’s problems” Should it not be made quite clear in very simple
words that the present unemployment in textiles is due tc increased
foreion competition and not to the new monetary measures! and that in-
creased wayes wil! increase the difficulty of selling textiles and other
products, too.

i have just seen that the Prime Minister is coing to discuss in
Parliament the steps that have to be taken. If it were possible to secure
the support, or at least the passive acouiescence of Attlee and those who
follow him, it would probably be easier to ~et a more substantial help
from this side.

If you contemplate some sort of convertibility, you will need to
husband your resources and one way will be to invoke the waiver clause
in your U.S. and Canadian loans. Cur staff believes that prima facie, the
1551 payments justify a waiver. In any case, they are prepared to tell
you what they find after a preliminary study and before any formal action

is taken,To do this. ... giatigtical work ought to start at the end of September

to enable you to know how we feel before your decision has to be taken.
Yours very sincerely

Ivar Rooth

C. F. Cobbold, Feq.,
Governor of the Bank of Fn~land
London



Jaly 18, 1952.

My dear Kim,

On my arrival yesterday from a week’s vaca: ion in Maine where
we had a good time, 1 received your letter of July 14. 1am glad to hear
that the Wallenberg’s island is at your disposal. I have informed my brother
accordingly. You will hear from Ingrid or me about Mrs, Wijkander, as soon
as Ingrid has got a reply. 1 shall send this letter to you ¢/o the Bank of
Sweden s0 you will get it when you are back in Stockholm from Finland, I
understand you are leaving London on the 2¢th.

When leaving the Wallenbergs, you can go either north or south of
Lake Milaren. I suggest that you drive on the south side. After having driven
some 20 English miles, on the other side of 3%dertalje you will approach a little
town called Mariefred. It is not a mile off your main route. Just before enter-
int Mariefred, there is on your right, an old Swedish palace from the XVith
century called ‘‘Gripsholm’ which is worth your having a glance at. It is not
necessary for you to go through the palace if you have no time but gou ought
to take the short time it will take to see the exterior. The palace is open to
the public. The lady in charge called *“‘Oldfru® is Mrs. 3bderberg, whom 1
know well, She does not show the palace but in case you need some help, you
can apply to her. 8he is a close friend of my first wife.

Passing through brebr_p, you might stop a second and have a look
al the outside of the palace of Orebro which is something of the same type
as the Gripsholm but the Gripsholm is a museum while Orebro is ssed by the
Governor of the province and the province’s government. Details about
Bofors will fol low.

When over on the Norwegian side, the road follows the river from
Kongsvinger almost straight west. After about an hour, you regch a big river
going south., There are two roads to Oslo, one following the river close.y,
the ot her going more west of the river., The latter is newer and more interest-
ing.

Another suggestion for Norway is that in case you intend to g0
to the mountains north of Lillehammer, it might be a good idea to drive
north from Kongsvinger and see the Bank of Norway people only a couple
of days before the boat leaves. But as I said, such a clange depends entirely
upon what you intend to see in Norway.

But take my sugyestions about your Norwegian trip only if you have
not a better proposal from Jahn,
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1 was quite astonished to find on my desk the enclosed cutting
from Business Week of July 12 which you might have seen. It goes without
saying that there is no link whatsoever between me and Business Week,

Ingrid joins me in hoping you have a wonderful trip in our part of
the world.

Yours very sincerely

lvar Rooth

C. F. Cobbold, Esq.,

Governor of the Bank of England
London
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My dear Ivar,

Many thanks for your letter of July 8th. I
am so glad you were able to come over. It was very nice to see
you both on personal and official grounds.

I have just heard from the Wallenbergs who say
that their island is free when I shall be there and‘we have fixed
up in principle to go out there. I will in any case give your
brother a ring and hope to meet him.

It is kind of you to have got into touch with

“your sister-in-law. I am sorry that we shall miss Mrs.Wijkander
but I will, as you suggest, get into touch with them an& see whether
some of the family would help us find a place to stay for the night.

It is very good of you to have taken so much
trouble. I know we shall enjoy ourselves in Scandinavia and only
hope that nothing happens to interrupt our trip.

Yours sincerely,

Mr.Ivar Rooth. ~_,,—”"—————



July 8, 1862,

Personal

My dear Kim,

Back after a good trip, I want to thank you and Lady Hermione,
Susan, and all your friends at the Bank for the very kind reception you
gave me and for all the information 1 got. 1 was also very happy to find
that Mladek did not only get the same kind of reception but was also asked
to come to London at least once a month, Of course, 1 had already told
him that he should go to London as soon as possible. Previously, he had
been so tied down by the work in Ruris, partly the EPU and partly the
French consul tations, that he had been prevented from doing it. I shall
be glad if you would sometime, when he is there, find time to see him
for a couple of minutes,

: .1 have written a letter to my brother, Harald Rooth, Svenska
Pemiinglotteriet , Stockhol m (corner Riddergatan and Sibyléegatan). His
telephone number in town is 870545, His farm is Tjulsta, HS}®. Harald
is the brother who is the best skater in the family and knew your father-
in~law and Irene Lawley at the Princess Skating Club, He is now running
the lottery that was started by my father in 1898 and that was taken over
by the government some fifteen years ago. Harald also has a farm at the
above address which is just a mile off the main road from the south to
Stockholm, not far after you have passed the royal palace, Tullgarn, If
the Wallenbergs should not be able to lend you their island, I suggest that
you lqetd’ %}%ﬁ%mﬂlmﬁ brother as soon as you arrive in 3tockholm from
England’, ’

As soon as I hear anything more from my brother, I shall inform
you if he will be in town when you are there or if one of his boys can take
you out to an island and in such a case, which island w-uld be the best.

Coming home, 1 learned that my sister-in-law, Mrs. Wijkander,
will bot be at home or at their summer place, Mosserud near Bofors, on the
17th of August when you are supposed to arrive. That is the day when Ellen
will be confirmed and Mrs. Wijkander has promised to be present at the con~
firmation. Anyhow Ingrid has written to her and 1 take it for granted that they
will be able to have some of her daughters to help you put up your tents
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in a proper field if there is no room in the house.

1 have been thinking of our mutual problems and I shall
write you a letter as soon as 1 get a little more time.

Ingrid joins me in kindest regards to all of you.

Yours very sincerely

Ivar Rooth

C. F. Cobbold, Esq.
Governor of the Bank of England
London



PERSONAL & CONFIDENT IAL

 Bank of Enpland,
S ndom. 5.2

12th May 1952.

My dear Ivar,

You may like to have a few private impressions of
developménts over the last two months. ¢

I think we can now say confidently that the changes
in credit policy, started in October and firmed up at Budget time,
have fulfilled our expectations. It is never possible to quantify
the results of credit policy but various things are clear. There
is a distinctly different attitude to borrowing both on the part of
lender and borrower; the bhanks have been frightened about liquidity
percentages and being forced To sell investments at"a loss, and
self-interest has been a powerful support to their attempts to go
slow on advances for public policy reasons. Borrowers have
suddenly realised that it is not safe to base their expansion plans
on the assumption that bank credit will always be avalE i)EbIe, and
this is having even more ellect Than the cost of borrowing.

You know as much as I do about the improvement of
sterling in foreign eyes. The atmosphere has certainly been better
and the market has more or less looked after itself since Budget.
Our ggL_lg§§_9£_%9%é_§£é_ggllars for April was rather less than thi
E.P.U. settlemen this confidential of course) and in May so far it

Iooks about tThe same.

There is still a substantial "bear" position on
commercial account, though the more speculative element has mostly
been covered.

The gilt-edged market has behaved well and has been
fairly settled at the lower levels. We have not been supporting -
in fact rather the other way. We were very glad to get’%ﬁé‘ﬁig
electricity issue behind us, and now have nothing very troublesome
to deal with in this market for some monthS ahead. ——

—

I will not attempt to prophesy what will happen next,
One of the troubles is that, with the improvement in the exchange
position, the public (and the Govermment) are less conscious of the
dangers and inclined to forget the necessity of taking further steps
to strengthen the currency. But I dare say the pendulum will swing
again and further moves will again come under active discussion =

P.T.O.




my guess now is that this may be less likely before the Summer
than in the Autumn, but you can never tell.

Another matter for your private ear. HM.G. are still
discussing successor to Rowe-Dutton, and if a good man is available
(H.P. is the most likely) he would probably take the I.MM.F. Executive
Directorship too - with Stamp and later on a successor from B.of E.
as alternate. G.F.Bs. would probably continue to come for Annual
Meetings etc., probably as Alternate Governor. I think this would
be a better arrangement. But it is still in the air and may not
come about - so keep entirely to yourself please.

As usual, politics are the worst trouble - both internally
with wage claims, etc., and externally w1th the German question
becomIng most preoccupying.

I hope you arevboth well and enjoying youselves.

Yours ever,

LA

g

Mr.JIvar. Rooth.



February 26, 19568.

Personal nd Confidential

My dear Kim,

1 was very glad to receive your letter of February 14, with
your picture of the developments in England. We also took much
interest in the Commonwealth Conference, but so far we have not
been able to get any information about the contemplated measures
to attain convertibility and what you mean by mavertibllity. I need
not tell you that we are extremely interested in any information on
that point that you, either directly or through Stamp, can give us,

I fully agree with you that it is better that you do not approach
us for assistance until your internal program is completed.

1 am in close contact with Stamp and have told him of the
changes in the U. S. attitude towards the use of the Fund’s resources,

«+ a8 ] see them. Although I gquess that he has passed them on, I think

that In this connection, I should mention the following:

One of the reasons for the changed U.3. attitude is no doubt
the criticism of the inactivity of the Fund, The main reason, however,
is, so 1 believe, that the U.3. administration wants to avold, especially
during this election year, as far as possible, all budget allocations for
non-military purposes. Therefore, there seems to be much more
willingness by the U.S. Treasury to permit drawings on the Fund, But
at the same time, our American friends fear that too much might be
drawn on the Fund and that therefore, a cautious policy should be fol-
lowed, The U. 8. is always stressing a view, which I share; namely,
that the Fund should be revolving.

The ERP decision was taken only for a year and is no longer on
the books. However, until lately, it has been in the mind of everybody.
1 am quite convinced that now drawings by several but not all West-
European countries can be contemplated. I also believe that some
sterling area countries can be discussed. Where the line should be
drawn, 1 do not know and it will be impossible to have a view on it until
we are approached by a country. En passant, ] may mention that 1 am
telling my central banking friends that they need not approach us offi-
cially but that they can get in touch with me in confidence in order to

hear my reaction,
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' - & country wanting to draw against its gold payment has now
the overwhelming benefit of any doubt which is not quite automaticity

but not very far from it. For every one wanting to draw, it is of course

necessary that the drawing be of a temporary character and needed for

foreign payments, It is also essential that a country has or is willing

to put its house in order.

Drawings in cases where the country is willing to undertake
the repurchase within 18 months will, I guess, be posgible for varimas .
reasons, say the import of raw materials to be experted in manufactured
form. However, it will not be the signing of the dotted line on an IOU
.that alone will turn the trick,

. . 1 do not rule out drawings by the U.K, or an arrangement with

the Fund to draw in case of need during say a six or twelve motbhs’
period. The possibility of such an arrangement would, I believe, depend
mainly on the effect of those decisions that were taken in November and
December, and on the proposals that will be made in your new budget,
and thelr acceptance by Parliament. But other problems will probably
also have to be discussed; e.g., your stocks, the unrequited exports and
your willingnese to allow non-U.K. borrowing in London.

Your views as to the eventual repurchase of the amounts previous- -
ly drawn on the Fund would no Boubt be helpful,

I am worried that so far your Labour Party does not understand
or seems not to be willing to understand your economic problems. The
attitude of your trade unions, shown among other things in the strike in
Wales against the health charges, is also preoccupying. This is not a
criticism especially against the U.K. 1am sorry to say that the Labour
Party in 3weden has, before the last elections, been threatening with
political strikes In case they should lose the majority. A willingness
to follow the rules of the game of democracy aoexm{lomuumos to stop
where you yourself are not the boss.

We follow the French developments as much as we can and with
great concern. I regret that our direct contacts with France are too small.
The assistance that I get from London in this respect is very much ap-
preciated.

Ingrid and Ellen join me in love to you and your family. G i
Yours ever Loaas,
Ivar Rooth

‘ 9

C. F. Cobuold, Esq.,
Bank of England
London.
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A ecountry wanting to draw t its gold payment has now
the overwhelming benefit of any doubt which is not quite automaticity
but not very far from it. For every one wanting to draw, it is of course
necessary that the drawing be of a temporary character and needed for
foreign payments, It is also essential that a country has or is willing
to put its house in order.

Drawinge in cases where the country is willing tc undertake
the repurchase within 18 months will, I guess, be possible for varims
reasons, say the import of raw materlals to be experted in manufactured
form., However, it will not be the signing of the dotted line on an 10U
that alone will turn the trick.

‘ 1 do not rule out drawings by the U.K, or an arrangement with
the Fund to draw in case of need during say a six or twelve motihs’

period. The possibility of such an arrangement would, I believe, depend
mainly on the effect of those decisions that were taken in November and
December, and on the proposals that will be made in your new budget,
and their acceptance by Parliament. But other problems will probably
also have to be discussed; e.g., your stocks, the unrequited exports and
your willingness to allow non-U.X, borrowing in London.

Your views as to the eventual repurchase of the amounts previous«
ly drawn on the Fund would no Boubt be helpful. -

I am worried that so far your Labour Party does not understand
or seems not to be willing to understand your economic problems. The
attitude of your trade unions, shown among other things in the sirike in
Wales against the health charges, is also preoccupying. This is not a
criticism especially against the U.K. I am sorry to say that the Labour
Party in Sweden has, before the last elections, been threatening with
politdcal strikes in case they should lose the majority. A willingness
to follow the rules of the game of democracy seens sometimes to stop
where you yourself are not the boss.

We follow the French developments as much as we can and with
great concern. I regret that our direct contacts with France are too small.
The assistance that I get from London in this respect is very much ap~
preciated. .

Ingrid and Ellen join me in love to you and your family.

Yours ever

Ivar Rooth

Q. F. Cobbold, Esq.,
Bank of England
London.
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Bank of Englan

20th February 1952.

My dear Ivar,

I am sending you a formal
acknowledgment of your official letter
of Lne l6th February on the recent
decision on the use of the Fund's
resources. May 1 add my personal
congratulations on your success in
achieving this Step in your task of
making the Fund more useful. We know
full well the difficulties which yoﬁ have
faced.

Yours ever,

Mr.Ivar Rooth.



PERSONAL & CONFIDENTIAL

Bank of England,
L7 N—

1l4th February 1952.

My dear Ivar,

I am afraid we have been rather remiss in not giving
you a picture of developments since our last talk here, but things
have been moving quickly and it is at the same time very difficult
to form a clear picture. You may however care to have a view for
your private information of how things look to me at the moment.

On the internal front I think we are on the right
road. The November measures in credit policy are working through
the economy and having at least as much effect as was anticipated.
It is difficult to see the result of the import cuts etc. announced
in November and in January: there was certainly a general feeling
of relief when the Chancellor announced his decision to bring the
Budget forward to early March and it is to the Budget that everybody
is looking. There are some ‘'signs that the "overload" is being taker
off the economy - in fact there has been a rather sharp rise in

\ unemployment figures, though not of course in the places where the
"overload" is most felt.

The Commonwealth Conference was, I thought, very
useful, and (though the proof of the pudding must be in the eating)
should lead to a good deal of action on the right lines throughout
the Commonwealth.

But I cannot say that I feel entirely reassured about
the position. The gold and dollar figures are still bad. We are
spending an enormous sum on armament, which is at the root of a lot
of our economic difficulties, and I must say that our American
friends (who I know have their Congress and Election difficulties)
are not being helpful.

As to any approach to I.M.F. for assistance my personsl
view is that we ought not to borrow more from anywhere until we have
completed our internal programmes and definitely set our sails
straight. But I can conceive it very possible that we should like
to have a talk with you about possibilities when the Budget is over.
The satisfying feature is a feeling of urgency in the Government and
a unity through the Commonwealth that things have to be put straight
and if unpleasant decisions have to be taken they should be taken in
time - but there may be some!

I hope you are well and all enjoying yourselves., My

love to the family. Yours sincerely, %‘

Mr.Ivar Rooth. —iilh



PERSONAL & CONFIDENTIAL

Bank of CEngland

3lst July 1951.

My dear Ivar,

Thank you for your letter of July 24th about the
troublesome question of Executive Directors' pensions. I have
had a private talk with the Chancellor in the light of your letter.

I do not think that the Chancellor has any desire to
have an unnecessary row about it and he will have a word with you
when he gets to Washington. T do not think it can be entirely
blurred over, both because of the strong feelings we have on the
subject and because of the Auditors' Report. I am sure, however,
that the Chancellor will handle it with discretion.

I hope you are well and resisting the Washington
Summer climate. I am going away for three weeks now and shall be
back for a final word with the Chancellor and Bolton before they
come to your party.

Yours sincerely,

Mr.Ivar Rooth.



July 24, 1951

PERSONAL & CONFIDENTIAL

My dear Kim,

Although still mainly working on the Iraq
Report, I am now beginning to study the background of
some of the various problems outatandlng. One of the
things that I am worried sbout is what 1s likely %o
be written in the press, when at the next Annual Meeting
at the suggestion of the U.K., the Pension Plan for the
Executive Directors 1s on the agenda for discussion.
The matter is also referred to in Chapter VI of the
Annual Report and has been mentioned by the Auditors.
Even 1f the discussion is ecarried out in the Committee,
I am afraid of a leakage to the press.

Articles will probably be written about an
open disagreement between the U.K. and the U.8. Those
elements who wish to meke us trouble might also Join
in the publicity. All this cannot but hurt the prestige
of the Fund and reduce its usefulness.

I would ask you to consider, therefore, if
some way can be found to avold unpleasant and harmful
publicity.

Tryinf to find a way to avoid it, my first

idea was to see if the Executive Board could be willing

to propose to the Governors to approve the Pension Plan,

if the U.K. should be agreeable to withdraw 1ts resolution.
However, this cannot be done as payments under the Plan
already started in November. The members of the Board

and the Alternates who have Jjoined the Plan have made
payments and acquired individual rights. Some people, who
during thelr service with the Fund were under the Pension
Plan, have even, in the meantime, left the Fund.

Now I should like to know if you think that
the discussions could be carried out only in the Committee,
and be confined to a statement by the U.K. Governor of
the legal view, as you see 1%, and perhaps also saying
that you 4id not like the procedure. I bellieve that if
over and above that something should be sald, or even
implied, of the impropriety of the decision, there might
be a very heated discussion. BSaad will then probably
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make 1t a major 1lssue, and this may meke 1t difficult
for Southard to take the peaceful line which now seems
to be his attitude.

You will understand that I do not feel at
ease thinking of what mlght happen. I should, therefore,
be glad 1f you would conslder the problem. If you find
i1t proper, do touch upon i1t with the Chancellor or someone
else 1n the Treasury.

It is, of course, a minor matter compared with
those problems that the Treasury nowadays 1s confronted
with. But unfavourable publicity of this kind would,
of course, lncrease the difficulties of improving the
standing of the Fund, and should, therefore, if possible
be avolded.

Yours ever

Ivar Rooth

C.F. Cobbold, Esq.,
Bank of England
LONDON, E.C. 2
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Speech by v,

C.F.COBBOLD, ESQ., \E\
GOVERNOR OF THE BANK OF ENGLAND,

at a Dinner given by the Lord Mayor to the Bankers and Merchants
of the City of London on the 7th October 1952

Speaking on this occasion a year ago I expressed the
view that the economic barometer was veering towards stormy and that
the stability of the currency should be given first priority. It
would be idle to suggest that the barometer is now set fair, but the
figures which the Chancellor has given show that the storm into which
we were running last winter has considerably abated. We are now
holding our own, if somewhat precariously, on overseas account,

I should like to dwell for a minute ‘'on the internal
value of the currency. This is the key to the problem, For some
years past, largely because of our vast war expenditure and its
aftermath, people have been inclined to feel that money seems to get
worth less all the time and is likely to buy less in one, five or
ten years' time than now. Has that attitude begun to change? Are
people beginning to say "Well it looks as if prices may come down a
bit - our pound may be worth more in a year or two - we will save it
instead of spending it now"? If we can reach and hold that point,
than we shall have inflicted a defeat on inflation and won a victory
for the currency.,

I believe that material progress towards that point
has been achieved, In the process several theories have been put to
the test of experience, Nearly a year has passed since new monetary
measures were introduced, and some conclusions can now be drawn, In
the first place it has been demonstrated that, in very different
conditions from those ruling before 1939, movements in Bank Rate and
monetary policy generally can still have a very potent effect.
Secondly some ghosts have been laid; it has been proved that, when
conditions require it, a sharp rise in the Bank Rate is not inevitably
followed by widespread unemployment or by a lack of money for
essential purposes. Thirdly it has been proved that Bank Rate and
monetary policy alone cannot work miracles but must be supported by
Government fiscal and expenditure policy.

The comparative effect on the national economy of
private borrowing and spending on the one hand and of public
borrowing and spending on the other has completely changed since Bank
Rate policy was used in earlier days, It follows that action through
the credit system on the borrowing and spending of individuals, firms
and companies can now be much more easily outweighed than formerly by
the action of Government, local authorities and the nationalised
industries,

In the domain of private borrowing and expenditure
there has been a strong and healthy reaction to the measures taken;
but much remains to be done in other directions. Recent statistics
and banking figures show very clearly that results in the private
sphere are in danger of being neutralised by heavy expenditure on
official account and by the resultant necessity of heavy borrowings
for Governmental needs,

It is generally held in the City that this is the most
importent question of the day for our further progress in strengthening
the currency. I am sure that the Chancellor of the Exchequer has it
in the forefront of his mind. The City will follow with eagerness
and sympathy his progress, when framing his estimates and Budget
proposals, in bringing public demands on the country's resources of
labour, materials and money within the bounds of what we can afford,

There



There has been much discussion in recent months, in
the City and elsewhere, about our future foreign exchange arrange-
ments. I do not propose to go into the complicated technical
arguments for and against different types of exchange system, I
would just say this. The Bankers and Merchants for whom I am
responding to-night firmly believe that a freer system of
international payments, with currencies more freely exchangeable
through the world, offers the best prospect for our trading and
industrial future.

But, My Lord Mayor, Bankers and Merchants are
realistic people. They appreciate that these exchange problems
need to be carefully weighed and cannot be dealt with in isolation.
Above all they appreciate that, whatever may be the pattern for the
machinery of international payments, the fundamental problem remains
the same, Under a full exchange control system or under a free
exchange system, the value of the pound and with it our ability to
buy our food and raw materials, must depend primarily on our internal
policy and on our own efforts in the United Kingdom, Unless we can
produce, and sell overseas on a competitive basis, enough goods and
services to earn what we need from abroad, there is no exchange
system nor any technical arrangement which will maintain our living
standards,

The City was glad to learn of the arrangements for a
Commonwealth Economic Conference. Here, where there are so many
long-standing and day-to-day business links with every part of the
Commonwealth, no emphasis is needed on the importance of Jjoint study
and co-operation with the other Commonwealth countries. To the
other members of the sterling area in particular, the purchasing
power of sterling is of vital interest and their policies in their
turn have much influence on the strength of sterling. But let us
remember that the first responsibility is ours in this country.
Sterling is our currency. It is on our success in making ends meet
and paying our way that the future of the pound will depend.

I referred earlier, My Lord Mayor, to the changes in
monetary policy which have taken place in the past year. These
changes, together with the restoration in December of a degree of
freedom to the foreign exchange market and the reopening of some
commodity markets, have called into use machinery that was a little
rusty. They have given the City a chance of furbishing up the
dealing techniques for which it has long been famed; they have
helped to show that these techniques have not been forgotten, and
that London has not lost its preeminence in financial skill and
knowledge. Every day there is evidence of new ideas and enterprise,
whether it is in forging new links for developing business with the
Commonwealth, in tackling the complex problems of raising finance
for industrial development, or in other fields at home and abroad.
Difficulties are great and disappointments many, but much is being
achieved and it is our hope that conditions will so develop as to
give scope for ever greater achievement.
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