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The idea of a national currency became compelling immedi-
ately after Latvia proclaimed its sovreignty on 18 November
1918. For Latvia to be independent indeed, not only politically
but also economically, there was no alternative for the issuance
of a national currency. Interestingly, the focus of the public dis-
course then was less on the problem of currency itself but rather
on the mechanism for its creation, i.e. a currency issuing bank.
The need to establish one was often discussed by the govern-
ment and in the political and economic circles. It soon became
clear, however, that addressing financial issues required more
than political lust, that objective economic preconditions that
were absent in war-devastated Latvia had to exist. For several
years to come, the nation was impelled to tolerate financial
havoc and exhibit forbearance with the circulation of several
alien currencies in Latvia's economic space.

The shortage of funds for the backing of national currency
was the main stumbling-block. First, high hopes were cherished
to establish a money issuing entity as a jointstock bank with
foreign capital and the state participating as a shareholder. But
the situation in Latvia, both political and economic, was thought
unstable by foreign governments, and foreign capital refrained
from participating in founding such an institution. At the same
time, the government of Latvia resolutely turned down as ex-
cessively risky the proposals of some too avaricious foreign fi-
nancial companies. The proposal to establish an issuing bank
using financial resources of domestic private credit institutions
and free local capital also had to be declined, as the volumes
were modest and in the possession of non-residents.

Facsimile signatures from the record No. 1

of the Bank of Latvia Council's meeeting which
took place on 23 October 1922.

LSHA, F. 6209, descr. 1, f. 1, p. 2.
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THE BANK OF LATVIA: PREDECESSORS AND FOUNDATION

The process of Bank of Latvia's foundation dragged on. The
Bank's objective and the actions and powers for its attainment
were for the first time legally defined in the Statute of the Bank
of Latvia (the Statute) by the Resolution of the Cabinet of Minis-
ters of the Republic of Latvia passed on 19 September 1922 (in
accordance with powers vested with the Cabinet of Ministers on
16 July 1919)'. Taking a legal perspective, this date should be
recognised as the first day of the Bank of Latvia's existence,
which was followed by a new edition of the Statute approved by
the Saeima (Parliament) of the Republic of Latvia on 18 May
1923 and promulgated on 2 June 1923. The initial date of the
bank's emergence can be argued from a practical point of view as
well. The brainwork got off the ground when the Bank of Latvia
Council, actually authorised on behalf of the Saeima by the Res-
olution of the Cabinet of Ministers of 19 September 1922, con-
veyed its very first meeting on 23 October 1922. On 1 Novem-
ber, the Bank of Latvia was granted financial and material re-
sources needed for its operation. It followed the liquidation of
the State Savings and Credit Bank on 1 November by the govern-
ment decision of 26 October, with the assets and liabilities of this
bank passing over to the Bank of Latvia. It is true, however, that on
1 November the Bank of Latvia started its operation with 6 mil-
lion lats in nominal capital instead of the granted 10 million,
while the rest of funding came a couple of months later’. The
Bank itself marked its birthday on 1 November.

To manage public finance, an establishment, usually named the
Treasury, is as a rule set up. To manage state finance of the newly
proclaimed Republic of Latvia, the first Treasury Division was
opened in Riga already on 18 November 1918.° From this rudi-
mental nucleus a set of functions began to rise; largely invigorat-
ed, it fell into the lap of the Bank of Latvia on 1 November 1922.

The first Treasury Division was followed by 15 more in 1919
and 7 more in 1920. "The General Regulation for the Treasury
and Its Departments" was approved on 12 November 1921. The
task of the Treasury was to conduct direct operations, while the
Foreign Currency Department attached to it and the Depart-
ment of Operations with Treasury Bills were under the auspices
of the Credit Department of the Ministry of Finances which, in
fact, took upon itself improper banking functions.

Later these diverse institutions of the Treasury were merged
into a single Treasury Department, into which, along with the
Treasury Divisions, the Budget Division and the Central Ac-
counting Department were also incorporated. On 1 April 1922,
the Treasury Department was finally dissolved and its functions
transferred to the State Savings and Credit Bank, which on 1 Oc-
tober 1921 emerged from the Foreign Exchange Division of the
Credit Department of the Ministry of Finance and the State Sav-
ings Bank. The Minister of Finance had expanded the functions

of the State Savings Bank to include banking operations by its
decision of 30 June 1921. On 17 September 1921, the government
issued a decree to grant state financing of 4 million golden francs
to the State Savings and Credit Bank as nominal capital to pro-
mote banking operations and expand business activities. The
Minister of Finance approved the Provisional Statute of bank's
operation on 12 September. The State Savings and Credit Bank
engaged in foreign exchange transactions. The currency issuing
operations remained directly vested with the Ministry of Finance.

When the foreign market situation became more favourable,
Latvian exports started to earn more foreign currency. The Cus-
toms, the state currency issuing monopoly, and severe tax req-
uisitions raised funds for the Treasury. Foreign capital began to
flow gradually into private businesses both as share capital and
loans. In 1921, the exchange rate of the Latvian currency stabi-
lised, and, thus, the establishment of an issuing bank using the
domestic funding became possible.

On 22 November 1921, the plenary session of the Constitu-
tional Assembley entrusted the government with the drafting of
central bank legislation. This task was undertaken by the Minis-
try of Finance. Legislators were split on the issue whether this
bank should exercise the issuing rights or a special issuing bank
of a private stock bank type should be established. Both proposals
had their pros and cons. As the attraction of impressive private
funding was almost out of question and the reviving economy
urgently needed current assets in ever growing amounts, the
foundation of the issuing bank could not be postponed to a later
time. There were only two options left — either to proceed with
issuing new Treasury notes or to set up a state issuing bank using
state funding. On the basis of the Law of the Republic of Latvia of
16 July 1919, the Cabinet of Ministers approved the "Regulation
on Money" (regulation with power of law) on 3 August 1922. In
accordance with this Regulation, the Latvian currency system
was based on the gold standard, and 1 lats, the national currency
unit, comprised 0.2903226 g of pure gold, with the rate of the
Latvian ruble and lats at 50 : 1. This led to distinct official gold
content of the lats and the franc (1 golden franc contained
0.29032254 g of pure gold), later (in October 1924) to be elim-
inated by the Saeima Finance Commission. Meanwhile on 19
September 1922, the Cabinet of Ministers' meeting adopted "The
Statute of the Bank of Latvia" (published by Valdibas Véstnesis on
22 September), and, as the lats was based on the gold standard, it
was the Bank of Latvia that guaranteed the exchange of the lats
for gold or foreign currency units on the basis of the Bank of
Latvia's officially set gold content in one monetary unit.

The Bank was founded as an autonomous state institution with
issuing rights and the capital allocated by state. The Bank of Latvia
commenced its activities not only with inherited balance and staft
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The first official publication of the Bank of Latvia Statute.
Valdibas Véstnesis, Nr. 213, 1922, 22. sept. 1. un 2. Ipp.

but also in the premises leased from the Ministry of Finance at 2A
K. Valdemara Street in Riga. The Ministry had been using the for-
mer premises of the Russian State Bank Branch since the summer
0f 1919. Referring to the Saeima ruling about the transfer of prop-
erty of the former Russian State Bank and Renteja (Treasury) to
the Bank of Latvia, the Council of the Bank resolved to get rid of
the unwelcome neighbour. As the luxuriant building was not spa-
cious enough to comfortably accommodate the two institutions,
one of them would have to vacate it sooner or later. Alas, it hap-
pened only in 1936 when the Ministry of Finance moved to its
new building in Smil$u Street and left the entire building in charge
of the Bank of Latvia administration (the Council and the Board)
and its Head Office. On 19 December 1923, the Council of the
Bank passed a Resolution requesting the Minister of Finance to
bring to the notice of the Cabinet of Ministers the issue about con-
ferring the property rights to the building upon the Bank of Lat-
via. The Bank intended to apply for some other Bank branch
buildings as well. However, a solution acceptable for both parties
was not found. At some point, the Bank was ready to buy the
house from the Ministry and include the respective value in its
capital at fair market prices.* The value of all buildings to be taken
over from the Ministry of Finance in Liepaja, Daugavpils, Rézekne,
Ludza, Jékabpils, Kuldiga and Ventspils was assessed at 547.3
thousand lats by the expert commission of the Credit Department
of the Ministry of Finance in February 1924. The Bank was ready
to bid only 176.7 thousand lats but some time later, in the presence
of a Ministry representative, raised the amount to 211.0 thousand
lats.” Yet no agreement was reached. The building remained on the
balance sheet of the Ministry of Finance, while the Bank paid rent
to the Ministry. After all, when the Bank took over the heating
system of the building shortly before the upcoming heating sea-
son, it demanded of the Ministry to cover the repair costs. The
budget of the Ministry had not foreseen any allocation for it. The
Bank made an attempt to settle these un-neighbourly relations in
1928 when it raised the question of recording the building with
the Land Registry in its name.®

Finally, the solution was found on 30 January 1936, when the
Bank of Latvia consented to pay to the Ministry of Finance 2
million lats in cash, i.e. the assessed value of the vacated build-
ing, out of its reserve capital by April 1. After that, the building
passed over to and in the control of the Bank.

Before World War II reached the territory of Latvia, the Bank
of Latvia had accomplished a lot, improving the condition of
the Head Office and the regional branch buildings. New build-
ings were erected in Altksne, Kuldiga and Jékabpils, and new
projects were launched in Césis and Talsi. Bulky reconstruction
projects started in 1939. On 7 February, the Council resolved to
set up a fund for the Head Office building, transferring to the
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fund 1 million lats from the profit of 1938.” A land plot for the
building was searched in the central part of Riga, and in April
1940, the Bank obtained 40 shares in the joint-stock company
Veérmanes darzs with the aim to get the entitlement to dispose of
its 4 866 m? large land plot, which was located at the corner of
Merkela and Térbatas Streets, either exchanging it for another
plot or building the new house on it®. However, no final deci-
sion on the construction works was made. In the threatening
atmosphere of war, architect A. Klinklavs was commissioned to
design an underground storage compartment (vault) for the
Bank of Latvia valuables in the territory of its Césis Branch and
a bomb-shelter under the Head Office building at the corner of
K. Valdemara Street and Cakste Square®. Land plots for the con-
struction of new branch buildings were bought in the spring of
1939 in Madona, Saldus, Jaunjelgava and Limbazi; the purchase
of land for a new building of Ludza Branch was underway.'* All
these branches operated in inconvenient rented premises.

The national task of the Bank of Latvia was defined in the Stat-
ute. It also prescribed the guidelines - activity directions and
methods - for the implementation of this task. The drafting and
adoption of the Statute took almost one year. The Cabinet of Min-
isters, exercising the right under the law of 16 July 1919, approved
the Draft Statute in an incomplete yet adequate form for the Bank
to commence its activities. The Saeima Finance Commission kept
on improving the document, while Janis Vesmanis, Member of
the Council of the Bank of Latvia, reported to the deputies on the
theoretical foundations of banking and how the Bank of Latvia
was going, on the basis of the guidelines of the Draft Statute, to
promote further growth of the Latvian economy and seek for the
golden mean between the private initiative and state dictate in the
economy. In his interpretation, the Statute, which would ensure
the needed autonomy and funding for the Bank of Latvia, was an
effective outcome of the country’'s monetary policy."" By Article 1
of the Statute, the Bank of Latvia was charged with the task to
regulate currency circulation in the country, promote commerce,
industry and agriculture by granting short-term credits, stream-
line payment settlements and conduct Treasury functions.

It can be easily verified that the author of the Draft Statute
Aleksandrs Karklins followed in the steps of his counterparts of
other new countries that had emerged from the ruble of the
Russian Empire and claimed to have democratic administra-
tion, borrowing this thesis from the Statute of the Russian State
Bank which vested the latter with a vast range of tasks (control-
ling currency circulation and strengthening monetary system,
supporting commerce, industry and agriculture by short-term
credits, etc.).'> The Statute was promulgated on 2 June 1923 and
afterwards amended on several occasions to specify the role of
the Bank of Latvia in the country's monetary policy.

51



Facade and ground floor designs of
the Russian State Bank Riga
Branch building.

Parapet shows changes in 1936 when the Ministry of Finance moved
to its new building at Smilsu Street 1 and the Bank of Latvia became
sole owner of the historical building.
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THE BANK OF LATVIA AND LATVIAN MONEY

The Statute granted the monopoly right to the Bank of Latvia to
issue money notes (banknotes), while, in general, the state money
had two masters — the Bank of Latvia and the Ministry of Finance.
The relationships between the two determined the evolution of
the Republic of Latvia's independent monetary system, which be-
gan with the emergence of the Latvian ruble in the spring of 1919
and was finally defined on 14 November 1924 by the Law "On
Treasury Notes". At that time, paper money of two different types
was circulated in Latvia, and politicians and economists were split
on whether such dualism would be useful in the future.

First, the Treasury notes denominated in rubles and, at some
point in time, authorised by the Constitutional Assembly, were
in circulation; their total value was 48.4 million lats or 2 420
million rubles’®, of which the notes in 500 ruble denomination
accounted for the value of around 38 million lats. These notes
ensured the turnover of commodities and services and featured
the inscription as being backed with all state assets. It was at-
tested with signatures of the State Treasurer and Minister of Fi-
nance, two officials representing the state. Almost 70% of this
money's nominal value was backed by state reserves, and this
was reckoned as a very good backing.

Second, the Bank of Latvia banknotes worth 22.3 million lats
(of the total 26.0 million lats, the remaining part of which was
held by the Bank of Latvia for various payment needs) were in
circulation. They were fully backed with gold and safe foreign
currencies, thereby attesting to Latvia's creditworthiness.

Bronze, nickel and silver coins were also circulated. On 1 No-
vember 1924, around 0.5 million lats were circulated as bronze,
2.2 million lats as nickel, and 8.5 million lats as silver coins."

This monetary dualism had both supporters and opponents.
On 14 November 1924, the Saeima reviewed the draft laws sub-
mitted by both parties. Ringolds Kalnings, the Minister of Fi-
nance, had drafted one of the proposals — the Law "On the With-
drawal of Treasury Notes from Circulation". The other draft law
had been drawn by the Saeima Finance Commission. In the pe-
riod between 10 September 1922 and 26 January 1924 when
R. Kalnings did not serve as the Minister of Finance, three min-
isters had succeeded each other (A. Riekstins, A. Busevics and
H. Punga), and a draft had been drawn for the withdrawal of
rubles, i.e. the Treasury notes, from circulation; this draft pro-
vided for a change in the name and printing of new Treasury
notes, with the gold backing still at the disposal of the Ministry
of Finance and the Bank of Latvia responsible only for gold stor-
age. In the period above, a draft of such reprinting had already
been once discussed at the plenary session; following the criti-
cism voiced by R. Kalnings, then a Saeima deputy (from the non-
party National Centre) and the Chairman of the Bank of Latvia
Council, the draft was rejected and returned to the Commission.

Having returned to the Minister's position in January 1924,
R. Kalnings submitted a new draft law to the Saeima Finance Com-
mission, which, alas, was again rejected. Both draft laws were
reviewed by the Saeima plenary session on 14 November 1924.

R. Kalnings based his draft on a cautious presumption that a
parliamentary system might fail to guarantee constant issuance
volumes of Treasury notes, which, in the circumstances of yield-
ing to populist requests and ignoring actual economic conditions,
could easily and voluntary be increased at any point, thereby
giving momentum to inflation. These inflationary threats un-
derpinned R. Kalnings' insisted on withdrawing the Treasury
notes from circulation.'

The proposal relied on the principle that only one establish-
ment, one regulator in the country should circulate the bank-
notes which could be exchanged for gold at any time. The whole
gold reserve should be placed at the disposal of the Bank of Lat-
via. It could be used solely for banking operations in compliance
with the Statute of the Bank but in no case in the interests of in-
dividual political groupings. And even though R. Kalnings was
the Chairman of the Council of the Bank of Latvia at that time,
the latter did not discuss this proposal, which presumably was a
draft of the Ministry of Finance; at the same time, R. Kalnings'
veto on the project of the Bank of Latvia Council to issue 20 and
25 lats banknotes in the summer of 1924 testified to his lack of
faith in project's success. It is implied also by his collaboration
with A. Karklins who held Director's position at the Credit De-
partment of the Ministry of Finance at that time, and the bitter
remarks on the "intrigues” of the two written in exile by Adolfs Klive.
A. Karklins, in turn, supported the decision of the Saeima on
retaining the Treasury notes and the gold reserve, making refer-
ence, inter alia, to the interests of national defence.'®

Meanwhile, the Saeima Finance Commission turned the pro-
posal down, primarily arguing against placing the national gold
holding at the disposal of the Bank of Latvia. The Finance Com-
mission was of the opinion that the gold reserve was a certain
back-up for "extremely important and extremely urgent state
needs". This strategic reserve had to be maintained with the gov-
ernment that was held responsible before the Saeima; there was
no ground and need to pass the gold holding over to the Bank of
Latvia, for be it so, the government and the Saeima would not be
able to make use of it expediently enough. In such a way, the
process of the national monetary system was primarily under-
pinned by a political, not an economic motive, to retain control
of the Saeima over the national gold holding stockpiled in the
period from the second half of 1921 to the first half of 1923.

The proposal of R. Kalnings was criticised from the Saeima
rostrum by deputy Péteris Bergis from the Saeima Democratic
Centre and non-party public figure faction as well as Voldemars

Bastjanis and Jalijs Celms, both from the Saeima Social Demo-
cratic Party faction (the latter, by the way, replaced R. Kalnings
in the position of the Chairman of the Bank of Latvia Council
three years later). Directly or in roundabout ways, they voiced
the opinion that Latvia was not ready as yet to place the respon-
sibility for the national monetary policy solely at the disposal of
Bank of Latvia economists.'” In their opinion, gold was the key
to Latvia's strategic security to be held under the control of po-
litical elite. As Article 1 of R. Kalnings' draft Law "On the With-
drawal of Treasury Notes from Circulation" won the support of
only 24 Saeima deputies, the parliamentary debate was discon-
tinued and the draft law rejected.

The majority of the Saeima deputies supported the keeping of
Treasury notes, and in the afternoon of 14 November 1924, the
Law "On Treasury Notes" was passed with 49 deputies voting
for, 12 voting against, and no deputy present abstaining (pub-
lished in Valdibas Vestnesis on 24 November). The Law stipu-
lated that "Treasury notes issued in rubles shall be withdrawn
from circulation and shall be replaced by new Treasury notes in
lats in the following denominations: 1, 2, 5, 10 and 20 lats. (..)
The total value of Treasury notes in circulation shall not exceed
48 million lats, and the state shall be answerable for them with
all of its assets. In order to ensure exchange rate stability of the
issued Treasury notes, the state shall deposit the gold reserve in
state deposit accounts with the Bank of Latvia's in the amount
equal to at least one fourth of the total nominal value of Treas-
ury notes in circulation."

As a result, the dual monetary system was preserved in Lat-
via: the Ministry of Finance oversaw the Treasury notes (paper
and metal), whereas the Bank of Latvia issued banknotes. The
stages of issuing lats banknotes and Treasury notes, including
coins, are described in classified papers by Latvian researchers
of numismatic history.'®

The Bank of Latvia banknotes of 10, 20, 25, 50, 100 and 500 lats
as well as Treasury notes of 5, 10 and 20 lats were circulated
along with silver coins of 1, 2 and 5 lats denominations, 1, 2 and
5 santim coins of bronze, and 10, 20 and 50 santim nickel coins.

The money notes of the two types differed mainly by the
nominal value (Treasury notes were issued as paper notes and
metal coins of small denominations to serve primarily for eve-
ryday circulation), the issuer, the volume of issuance and backing.
In order to avert inflation, the volume of Treasury notes stipu-
lated by law to ensure minimum currency circulation in Latvia
was not increased with time. The volume of Bank of Latvia
money notes, by contrast, depended only on the available backing
in accordance with the Statute. The issuance was not too volu-
minous, hence providing the backing for the issued banknotes
did not present difficulties for the Bank of Latvia (see Chart 1).

THE BANK OF LATVIA (19221940

Chart 1. BACKING OF BANK OF LATVIA BANKNOTES WITH
FOREIGN RESERVES (1922-1939; millions of lats)
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Source: Data from Bank of Latvia Annual Reports 1922-1939.

The foreign reserves reached a peak in 1928 (81.5 million lats)"’,
while the share of gold in foreign reserves increased notably
during the first decade of Bank of Latvia operation.” In the
meantime, the actual issuance volumes were never on par with
the potential emission, and the Bank of Latvia, even though the
Statute ruled otherwise, abided by the principle that all issued
banknotes were to be fully backed either with gold or safe for-
eign currencies. According to the Statute, the issued banknotes,
if not in excess of 100 million lats, had to be secured with gold
or safe foreign currencies in the amount of not less than 50%,
the rest could be backed by short-term bills (in accordance with
the wording of 2 June 1923; pursuant to the amendment to this
article published on 28 May 1936, the backing requirement for
issuance of up to 100 million lats was at least 30%, and a 50%
backing requirement was applicable only to amounts above 100
million lats).

The backing of the lats was more than two times above the
level stipulated by law even during the global economic crisis
when the foreign currency reserves dried out markedly. The
government likewise managed to maintain the officially de-
clared value of the lats in international relations. Hardships be-
gan after 21 September 1931 when the economic-crisis-hit UK
and a number of other countries abandoned the gold peg and
let their national currencies fall. Latvia did not follow suit but,
on the basis of Cabinet of Ministers "Regulation on the Foreign
Exchange Operations” passed consistently with Article 81 of the
Constitution (Satversme), on 8 October 1931 cancelled the ob-
ligation to exchange banknotes for gold. This formally put an
end to the period of the gold-standard-backed lats, although
the lats exchange rate preserved the gold standard peg for five
more years.
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20 lats.
Banknote of the Bank of Latvia,
printed in 1925 in England

(Waterlow & Sons Ltd.).
Paper, 135.0 x 75.0 mm.

100 lats.
Banknote of the Bank of Latvia,
printed in 1923 in Riga.

Artists Rihards Zarins and 20 lats.

Karlis Krauze. Banknote of the Bank of Latvia,

Paper, 154.0 x 88.0 mm. printed in 1924 in England
(Waterlow & Sons Ltd.).

Artist Vilhelms Kriamins.
Paper, 135.0 X 75.0 mm.

50 lats.
Banknote of the Bank of Latvia,
printed in 1924 in England
(Waterlow & Sons Ltd.).

Paper, 145.0 x 80.0 mm.

25 lats.

Banknote of the Bank of Latvia,
printed in 1928 in England
(Waterlow & Sons Ltd.).

Paper, 133.0 x 89.0 mm.
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500 lats.

Banknote of the Bank of Latvia,
printed in 1929 in England
(Bradbury, Wilkinson & Co. Ltd.).
Paper, 190.0 x 104.0 mm.

25 lats.

Banknote of the Bank of Latvia,
printed in 1938 in England
(Bradbury, Wilkinson & Co. Ltd.).

Paper, 142.0 x 76.0 mm. 50 lats
Banknote of the Bank of Latvia,

printed in 1934 in England
(Thomas de la Rue & Co. Ltd.).
Paper, 145.0 x 80.0 mm.

100 lats.

Banknote of the Bank of Latvia,
printed in 1939 in Riga.

Artist Janis Sternhergs.

Paper, 150.0 x 80.0 mm.




Chart 2. LATVIA'S GOLD AND FOREIGN CURRENCY RESERVES
(1922-1939; millions of lats)
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B Foreign currency reserves (Bank of Latvia)
—— Gold in bullions abroad (Bank of Latvia)
Gold in bullions abroad (state)
—— Gold coins (Bank of Latvia)
Source: Data from Bank of Latvia Annual Reports 1922-1939.
Table 1. OVERVIEW OF ACCOUNT "PRECIOUS METALS" OF THE
BANK OF LATVIA FOREIGN DEPARTMENT (as at 11 October 1944)
No Name and location of correspondent Weight of gold (kg)
1.  Bank of England, London (gold of Ministry of Finance) 3655.2
2. Bank of England, London (gold of Bank of Latvia) 28989
3.  Federal Reserve Bank of New York (gold of Bank of Latvia) 3048.1
4. Banque de France, Paris (gold of Bank of Latvia) 1 000.0
5. Bank fiir Internationalen Zahlungsausgleich, Basel (Bank for

International Settlements; gold of Bank of Latvia - deposit account) 5.0
Total 10 607.2

Sources: Brédrihs, I. Baltijas zelts un Anglijas intereses. Arhivs, XI. Zelts, tiesibas.
Melburna, 1971, 19.-26. Ipp.; Dunsdorfs, E. Latvijas zelts Londona. Arhivs. XI. Zelts,
tiesibas. Melburna, 1971, 27.-48. Ipp.; Klive, A. Latvijas zelts un ta liktenis. Arhivs,
XI. Zelts, tiesibas. Melburna, 1971, 9.-18. Ipp.
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For the purpose of preventing a dramatic outflow of Bank of
Latvia foreign reserves in the times of heightened demand for
foreign currencies, free exchange of lats banknotes for foreign
currency units was discontinued by a government decree, and
the foreign currency trading became state monopoly and was
vested with the Bank of Latvia. With free exchange of Bank of
Latvia banknotes for gold or foreign currency units suspended,
the principal distinction between these banknotes and the
Treasury notes was lost.

On 8 October 1931, consistently with Article 81 of the Con-
stitution, the Cabinet of Ministers passed the first, later supple-
mented "Regulation on the Control of Goods Imports". A new
legislative act on foreign exchange and foreign trade was adopt-
ed on 8 June 1934. It empowered the Bank of Latvia to author-

ise individual credit institutions to buy foreign currencies. On
7 March 1935, this law reappeared in new wording.

Due to external developments, the lats was officially depreci-
ated by pegging it to the British pound sterling on 28 September
1936. The government of Latvia introduced amendments to the
Credit Law (the Cabinet of Ministers passed and the President
promulgated the Law "Amendments to the Credit Law"), stipu-
lating in Article 1 that Latvia's currency unit was the lats which
was equal to 0.0396487 British pound sterling (thus one British
pound sterling cost 25.22 lats). In all transactions and acts con-
cluded by this date, the unit of the lats stipulated under this Ar-
ticle replaced the current unit of the lats at rate 1 : 1. This amend-
ment came into effect at 6:00 on 29 September 1936. In a radio
broadcast on 28 September, the Minister of Finance Ludvigs
Ekis confessed that the need to depreciate the lats was deter-
mined by setting the exchange rates of the French franc and the
British pound sterling equal.*! He also admitted that in the name
of foreign trade and national economy Latvia was following in
the steps of several world countries that figure important in Lat-
vian exports; he, likewise, voiced his hopes that exports would
gain momentum and the community would not be affected.

Measures to curb potential devaluation-ignited domestic price
hikes were simultaneously introduced. The peg to the British
pound sterling was maintained until 26 September 1939, when,
due to the war, its value in the international market started to
depreciate again. Than the Law stipulated that the Bank of Latvia
would freely set the exchange rate of the lats and would not
follow fluctuations in the British pound sterling, if the latter's
value fell by more than 5% against the US dollar or the Swedish
krona. On 16 June 1940 when "the army of the friendly country”
entered Latvia, the British pound sterling cost only 20.35 lats,
recording a drop of 19.3% in its value.

The formation and storing of gold reserves were managed by
the Bank of Latvia Council and the Board. Although it was in-
tended to exercise the issuing rights in lending, the Bank of Lat-
via used deposits and other resources to finance it. Investing
solid resources in gold and foreign currencies might be disap-
proved as the blocking of values that might otherwise be put to
use to promote production. It should be born in mind, howev-
er, that the central bank stocks were built not only as the Bank's
reserve but also as that of the entire economy (see Chart 2).

The impressive volume change in 1937 in comparison with
1936 fully depended on the falling value of the lats resulting from
a shift in its peg. Latvia did not manage to put these reserves to
use, and the Bank of Latvia gold and foreign reserves turned into
an object of protracted wrangle between occupational powers,
on the one hand, and the countries where these reserves were
stored, on the other (see Table 1 for gold reserves abroad).

BANK ADMINISTRATION

The Council

Consistently with the Statute promulgated on both 22 Sep-
tember 1922 and 2 June 1923, the Bank of Latvia was governed
by the Council and the Board. Members of both were appointed
by the Cabinet of Ministers from among candidates nominated
by the Minister of Finance.

The tasks of the Council were laid down in the Statute. The
Council was responsible for general activities of the Bank, plac-
ing the responsibility for individual areas of operation and ma-
terial provision upon the Board. The Council approved or re-
jected issuing proposals of the Board, monitored the adequacy
of the gold stock, and checked and controlled other values
deemed as backing for the issued money notes. The Council ap-
proved budget plans drawn by the Board and weekly and
monthly balance sheets, audited the Head Office's departments
four times a year, approved annual reports and profit and loss
statements prepared by the Board for submission to the Audit
Commission, and jointly with the latter engaged in detailed
analysis of its objections before forwarding these documents to
the Minister of Finance. As a result, they were always accepted
and approved by the Minister of Finance without any serious
objections. The Council approved the appointment of Bank's
top officials and submitted candidate lists to the Minister of Fi-
nance (a division or agency could be closed only upon consent
of the Minister of Finance). An essential part of the Council's
activities was related to commercial banking and consisted in
accepting or rejecting various lending schemes drawn by dis-
count committees and approved by the Board.

Consistently with Article 38 of the Statute of 22 September
1922, the Council consisted of the Chairman, Deputy Chair-
man and at least five Council Members, including Director
General and a representative of the Ministry of Finance,
whose final number was determined by the Cabinet of Minis-
ters upon the recommendation of the Minister of Finance. Ar-
ticle 41 of the Statute proclaimed on 2 June 1923, provided for
the Council to comprise 13 persons: the Chairman, Deputy
Chairman and 11 Members of the Council, including Director
General of the Board and a representative of the Ministry of
Finance. Such a well-represented council was predetermined
in order to balance pressures of political groupings on Bank's
policy.

The Chairman, Deputy Chairman and Members of the Coun-
cil (since 2 June 1923, except the representative of the Ministry
of Finance and Director General) were appointed for a term of
three years and could not be dismissed prior to its expiration,
except extraordinary cases specified in the Statute. This proce-
dure was also aimed at safeguarding central bank's independ-
ence against pressures from the country's political apparatus.
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The composition of the first Council of the Bank of Latvia was
formed on the basis of and its authority derived from the Statute
passed by the Cabinet of Ministers on 22 September 1922. On 19
October, the Cabinet of Minister approved R. Kalnings as Coun-
cil Chairman, and A. Klive, Janis Bisenieks (Fricis Menders after
his demise on 3 February 1923), A. Karklins, Karlis Benze,
Stanislavs Kambala, Péteris Siecenieks, ]. Vesmanis and Janis
Zébergs as Council Members.” Together with Deputy Director
General of the Bank Karlis Vanags, they participated in the first
Council meeting on 23 October 1922 and continued to work till
early June 1923, when the Saeima requested that the Bank of
Latvia's Council composition be renewed, which was fulfilled.

Article 67 of the Statute published on 2 June 1923 provided for
the cancellation of the previous Council's powers and, hence, the
formation and approval of a new Council.? Consistently with
this provision, the Cabinet of Ministers approved a new compo-
sition of the Council on 5 June 1923, with R. Kalnings as the
Chairman, A. Klive as the Deputy Chairman and the former
Council Members P. Siecenieks, F. Menders, J. Zébergs, Ansis
FriSmanis, J. Vesmanis and A. Karklins. K. Benze was shortly out
of the Council, while S. Kambala was not reappointed. Six of the
new Council Members were Saeima deputies (except J. Zébergs
and A. Fri$manis). The newly-formed Cabinet of Ministers ex-
tended the Council composition®, with Jezups Trasuns and
Francis Trasuns participating in the Council meeting on 15 Au-
gust for the first time and K. Benze returning to the Council®.

According to the Statute, the Council had advisory power
with regard to the selection of new Council members. When
after working for three years in the Council the Statutes re-
quired the replacement of its Members, it was the Council that
recommended new nominees to the Minister of Finance. Usu-
ally from the point of view of expedience, the Council recom-
mended re-appointing those who "had served their time", and
the Minister more often than not respected such Council rec-
ommendations. The final appointment of Council Members
was the prerogative of the Cabinet of Ministers following an
initiation of the Minister of Finance. With the latter serving as a
medium, the Council was afterwards informed about the ap-
pointment of a new member or reappointment of the former
ones. In the reviewed period, there was not a single case of the
Council recommending someone inexperienced in Council ac-
tivities from outside. By contrast, the approval by the Cabinet of
Ministers of candidates recommended by the Minister of Fi-
nance often proved to be a surprise, as their selection was often
marred by political intrigue. In contrast to representatives of
the Ministry of Finance, the position of Director General in the
status of a Council Member had never been accounted for in
the Bank of Latvia annual reports (see Table 2).
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Table 2. COMPOSITION OF THE BANK OF LATVIA COUNCIL (at end of year; 1922-1939; on 17 July 1940)

Year Council Chairman Deputy Council Council Members
Chairman
1922 Ringolds Kalnings - Karlis Benze, Janis Bisenieks, Stanislavs Kambala, Aleksandrs Karklin$ (MoF),
Adolfs Klive, Péteris Siecenieks, Janis Vesmanis, Janis Zébergs
1923 Ringolds Kalnings Adolfs Klive Karlis Benze, Adolfs Blodnieks, Ansis FriSmanis, Aleksandrs Karklins (MoF),
Fricis Menders, Péteris Siecenieks, Francis Trasuns, Jezups Trasuns,
Janis Vesmanis, Janis Zébergs
1924 Ringolds Kalnings Janis Vesmanis Karlis Benze, Adolfs Blodnieks, Ansis FriSmanis, Aleksandrs Karklins (MoF),
Fricis Menders, Péteris Plostins, Péteris Siecenieks, Francis Trasuns,
Jezups Trasuns, Janis Zébergs
1925 Ringolds Kalnings Janis Vesmanis Karlis Benze, Adolfs Blodnieks, Aleksandrs Karklins (MoF), Adolfs Klive,
Fricis Menders, Péteris Plostins, Péteris Siecenieks, Francis Trasuns,
Jezups Trasuns, Janis Zebergs
1926 Ringolds Kalnings Adolfs Klive Roberts Baltgailis (MoF), Karlis Benze, Adolfs Blodnieks, Eduards Eihmanis,
Markus Gailitis, Fricis Menders, Janis Miezis, Péteris Siecenieks, Jezups Trasuns,
Antons Velkme, Janis Zébergs
1927 Jalijs Celms Adolfs Klive Karlis Benze, Adolfs Blodnieks, Eduards Eihmanis, Markus Gailitis, Augusts Gribe,
Fricis Menders, Janis Miezis (MoF), Péteris Siecenieks, Jezups Trasans, Antons Velkme
1928 Jalijs Celms Adolfs Klive Adolfs Blodnieks, Eduards Eihmanis, Markus Gailitis, Augusts Grube,
Karlis Kasparsons, Fricis Menders, Janis Miezis (MoF), Péteris Siecenieks,
Jezups Trasuns, Antons Velkme
1929 Jalijs Celms Adolfs Klive Péteris Aronietis, Ernests Birkhans, Adolfs Blodnieks, Heinrihs Gabe, Markus Gailitis,
Fricis Menders, Janis Miezis (MoF), Péteris Siecenieks, Jezups Trasuns, Antons Velkme
1930 - Adolfs Klive Péteris Aronietis, Ernests Birkhans, Adolfs Blodnieks, Jalijs Celms, Heinrihs Gabe, Markus
Gailitis, Julijs Erglis, Fricis Menders, Janis Miezis (MoF), Jezups Trastins, Antons Velkme
1931 Adolfs Klive Adolfs Blodnieks Péteris Aronietis, Ernests Birkhans, Karlis Bumeisters, Julijs Erglis, Péteris Jurjans,
Radolfs Lindins, Janis Miezis (MoF), Vincents Strelevics, Jezups Trasuns
1932 Adolfs Klive Adolfs Blodnieks Péteris Aronietis, Ernests Birkhans, Karlis Bameisters, Julijs Erglis, Péteris Jurjans,
Ruadolfs Lindins, Vincents Strelevi¢s, Jezups Trasuns, Alberts Zalts (MoF)
1933 Adolfs Klive Edmunds Ziemelis Péteris Aronietis, Ernests Birkhans, Julijs Erglis, Péteris Jurjans, Augusts Kiraus,
Vincents Strelevics, Jezups Trasuns, Adolfs Valters, Alberts Zalts (MoF)
1934 Adolfs Klive Edmunds Ziemelis Péteris Aronietis, Ernests Birkhans, Julijs Erglis, Péteris Jurjans, Augusts Kiraus,
Janis Skujevics (MoF), Vincents Strelevics, Jezups Trastns, Adolfs Valters, Alberts Zalts
1935 Adolfs Klive Edmunds Ziemelis Péteris Aronietis, Ernests Birkhans, Julijs Erglis, Péteris Jurjans, Augusts Kiraus,
Janis Skujevics (MoF), Vincents Strelevic¢s, Adolfs Valters, Alberts Zalts
1936 Adolfs Klive Edmunds Ziemelis Ernests Birkhans, Jalijs Erglis, Péteris Jurjans, Augusts Karaus, Janis Skujevics (MoF),
Vincents Strelevics, Adolfs Valters, Alberts Zalts
1937 Adolfs Klive Edmunds Ziemelis Ernests Birkhans, Jalijs Erglis, Augusts Karaus, Eduards Rozite, Janis Skujevics (MoF),
Vincents Strelevics, Péteris Vimba, Alberts Zalts
1938 Adolfs Klive Edmunds Ziemelis Ernests Birkhans, Aleksandrs Dinsbergs (MoF), Jalijs Erglis, Augusts Karaus,
Eduards Rozite, Vincents Strelevics, Péteris Vimba, Alberts Zalts
1939 Adolfs Klive Edmunds Ziemelis Ernests Birkhans, Aleksandrs Dinsbergs (MoF), Julijs Erglis, Augusts Karaus,
Eduards Rozite,Vincents Strelevics, Péteris Vimba, Alberts Zalts
17 July Péteris Ozols - Voldemars Bastjanis (MoF), Ernests Birkhans, Aleksandrs Dinsbergs,
1940 Eduards Dzelzitis, Adolfs Kramins, Augusts Karaus, Janis Putnins, Alberts Zalts

Sources: Data from Bank of Latvia Annual Reports 1923-1939; LSHA, E. 1, descr. 1, f. 41, p. 18.

In 1922-1940, the powers of a Council Member were delegat-
ed only to two Directors General of the Bank, and they were
Edgars Svéde and K. Vanags. E. Svéde lost his mandate in Sep-
tember 1926, while K. Vanags who replaced him held his pow-
ers till the summer of 1940. The reports and proposals the Di-
rectors gave to the Council formed the ideological and informa-
tive basis for much of the Council debate and many of the
Council resolutions. That is why they would always be present
even without the special request specified in the Statute.

Within the Bank's Council, the representative of the Ministry
of Finance maintained business communication between the
two institutions, and his authorisation ranked him third in im-
portance in the Council, for in the absence of the Chairman and
the Deputy Chairman his duty was to preside, if necessary, the
Council meetings, which he did, albeit rarely. The Minister of
Finance was entitled to substitute the Ministry representative in
the Council with another person at any time by selecting one
from those activity areas of the Ministry where he deemed the
contacts with the Bank of Latvia most important at each par-
ticular moment of time. For this reason, the representatives of
the Ministry of Finance in the Bank of Latvia Council always
retained a senior position in the administration of the Ministry.

The term the Ministry of Finance representatives served in
the Bank of Latvia Council varied. A. Karklins' activities had a
long-standing effect. He was the author of the Draft Statute, the
first bank regulation for the principles and procedures of lend-
ing, and many articles on Latvia's monetary system published
in the journal Ekonomists (published in a book in 1927%).

R. Kalnings, the Chairman of the Bank of Latvia Council, was
nominated to serve as the Minister of Finance for the second
term on 27 January 1924 and remained in the Bank of Latvia
Council Chairman's position as well. A. Klive, his Deputy in the
Council, congratulated him at the 28 January meeting and
voiced a strong conviction that "this would make Council activi-
ties only more successful and productive".”” This, however, was a
mere courtesy, because the combining of the two jobs not only
impaired the logics of administrative relationship between the
two establishments (the Ministry and the Bank), but was also
contradicting the Bank's independence clause under its Statute.

In accordance with Article 43 of the Statute, the first job rota-
tion within the Council had to take place on 2 June 1924. At its
meeting on 4 June, the Council decided to resolve the issued by
drawing lots, as no accord of free will on leaving the Council as
prescribed by the Statute was reached.”® At the next Council
meeting on 12 June, the marked lots went to the Chairman of
the Council R. Kalnings, his Deputy A. Klive, and also P. Sie-
cenieks. In unanimity, the Council applied to the Minister of
Finance with a request to renew R. Kalnings' powers.”
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The last meeting of the Bank of Latvia Council to be chaired
by R. Kalnings was held on 28 June 1927. With his powers ex-
piring on the next day, the Council resolved to pass the function
of presiding over meetings to the Deputy Chairman A. Klive
until a new Chairman was appointed; R. Kalnings was asked to
be present at the meetings with an advisory function®. As it was
not prescribed by the Statute, R. Kalnings did not participate.
By the Cabinet of Ministers Resolution of 28 June 1927, he was
succeeded by J. Celms in the position of the Bank of Latvia
Council Chairman.*

Pursuant to Article 44 of the Statute (wording of 2 June 1923;
included as Article 59 in the Credit Law of 1935), the Council was
independent in its decision-making process, while the Minister
of Finance enjoyed veto powers for a period of three days after
the receipt of a Council decision. If irrespective of the Minister's
veto the Council held to its decision, the Minister could submit
the point of contention to the Cabinet of Ministers within a sev-
en-day period. On most occasions, ministers were not disposed
to find fault with the Bank's Council decisions, and their resolu-
tions on the latter's documents did not testify to serious disagree-
ments. The Bank also acted with understanding relative to Min-
ister's objections but, when rejecting any of them (which was a
routine practice), always referred to the Statute. There was only a
single occasion when in compliance with Article 44 of the Statute
the Cabinet of Ministers was applied to for arbitration.

In 1931, a discord arose between the Council of the Bank of
Latvia and the Minister of Finance in connection with the Bank
of Latvia entitlement to dispose of its foreign currency. The
Bank of Latvia did not give in to the requirement of the Minis-
ter of Finance for the Bank to apply, like private commercial
banks did, for the Foreign Currency Commission's permission.
The Minister of Finance forwarded the case to the Cabinet of
Minister for arbitration, and the latter acknowledged on 13
April 1932 that it was the position of the Bank of Latvia that
conformed to the existing legislative standards regarding for-
eign currency operations.*

The legal provision about the renewal of the Council's com-
position was not always respected. For instance, when the pow-
ers of J. Celms expired on 16 June 1930, the Cabinet of Minis-
ters approved A. Klive, his successor, only on 24 November
1931.” The explanation was to be looked for in the mutual rela-
tionships of interacting political parties that attempted to affect
the country's monetary policy.

As to the remuneration of Council Members, Article 59 of the
Statute was amended on 1 March 1927. From this point on,
Council Members were paid only for those Council meetings in
which they had been present. As previously, the amount was set
by the Minister of Finance. Board Members, clerks and employees
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continued to receive salaries on the basis of free job contracts;
in addition, the salaries of Board Members, Board authorised
persons, department and agency heads and proxies were deter-
mined by the Minister of Finance upon Council's recommen-
dation, while those of other clerks and employees were in
charge of the Council. The prohibition under the Statute for
Council Members to hold positions in credit institutions and
companies that were granted loans by the Bank of Latvia was
defined more exactly (cooperative organisations were an excep-
tion). Board Members, department and agency heads and
proxies were prohibited to participate or join, in person, by
proxy or any third party, shops and enterprises whose interests
were in conflict with those of the Bank of Latvia.**

On the basis of these amendments, the Council passed an
instruction of the Bank of Latvia Council on 1 June 1927. It was
of a formal nature, because with regard to the composition,
functions and powers of the Council it actually replicated the
provisions under the Statute.”

The Statute provided that the Bank, despite being a state en-
terprise, was independent in its decision-making process. The
sole impediment to this independence apparently could be the
Minister of Finance exercising veto powers relative to the Bank's
Council decisions. Without the veto of the Minister, the Cabinet
of Ministers was unauthorised to intervene in the Bank of Latvia
decisions, but it enjoyed the right to grant authorisation for a
period of three years to Bank Council or Board Members.

In its activities, the Bank of Latvia abided by its Statute and
acted as an advisor to the Ministry of Finance on monetary pol-
icy issues; its opinion was sought and respected when drafting
legislative acts. It would have been weird if the Council of the
Bank, whose composition was constantly changing to comprise
representatives of several political parties with different, some-
times antipodal political and economic views, had attempted to
find a common denominator on the basic money circulation is-
sues, to later engage in a debate with Ministry representatives
who were from different parties as well. Thus, E Menders, a
long-standing Council Member of the Bank (1923-1931), was
convinced that "Socialism will abolish that private property
whose function it is to drain the life out of the needy or, to be
more definite, out of the working class™*. Staunch right-wing
representatives were missing either in the Council or Board. It
was the Bank's apolitical stances that safeguarded its integrity.

The Council of this type could be effective in dealing with
internal operations of the Bank, auditing, credit distribution by
majority vote, etc., while the Saeima and the Ministry of Fi-
nance were in charge of the country's general monetary policy.
It was indirectly verified by K. Kacens, statistician from the In-
spection Division, in his articles on important monetary policy

changes (with respect to lats stability, backing, exchange rate,
etc.) published in journal Ekonomists, where he constantly and
exclusively referred to "the government decision”. Likewise, the
sources do not display any serious intention of the Council to
expand or in any other way alter its place in the monetary pol-
icy domain. The staunch negative stance voiced by researcher
A. Aizsilnieks is not unfounded either: he consistently referred
to the Bank of Latvia as a state commercial bank with issuing
rights granted.” On the other hand, participation in currency
emission, formation and storing of reserves for backing the na-
tional currency, execution of Treasury functions - all serve as
evidence for the former Bank of Latvia Council Chairman's
consistent description of the Bank as a central bank despite the
activity areas and methods differing cardinally from conven-
tional goals and objectives of central banking.

J. Celms, who the Cabinet of Ministers confirmed as the
Bank's Council Member on 21 July 1927%, replaced R. Kalnings
in the position of the Bank of Latvia Council Chairman around
the time when the Bank celebrated its 5th anniversary. He took
part in the Bank of Latvia Council meetings from 6 October
1927 to 29 October 1931. At the beginning of the Council
meeting of 3 December 1930, J. Celms announced his resigna-
tion and informed of his stepping down as presiding person. At
the request of the Council, A. Klive as Deputy Chairman pre-
sided over the meetings till end-November 1931.

On the occasion of J. Celms' appearance at the Bank's Coun-
cil meeting, Director General K. Vanags announced his objec-
tions about the management framework instituted by R. Kal-
nings and the relations between the Bank and the Ministry of
Finance; he emphasised the need for greater autonomy and in-
dependence of the Bank of Latvia as an issuing bank and voiced
his hopes for the support on behalf of the new Council Chair-
man to the Board's efforts in this respect. One can judge from
some conflict situations between the Ministry and the Bank
related to the granting of credit, approval of discount commit-
tee members and other apparently unimportant issues record-
ed in the Council minutes, the reproof of Director General had
not been without intent.”” But alas! J. Celms was not positively
inclined to push for changes in mutual relations of the Saeima,
the Cabinet of Ministers, the Ministry of Finance and the Bank
of Latvia. Neither was his successor A. Klive.

The Board

The Bank of Latvia Board was also appointed by the Cabinet
of Ministers from among the candidates nominated by the
Minister of Finance; it comprised five directors: the Director
General, Deputy Director General and three rank-and-file Di-
rectors. The Cabinet of Ministers was authorised to replace any

of them at any time, and it was entirely at the Cabinet's discre-
tion to follow or not to follow Minister's recommendations.

Upon appointment, the Director General automatically be-
came Member of the Bank of Latvia Council. He was a legal
representative of the Bank, acting under the law and the Statute
consistently with the Council resolutions without special au-
thorisation. He likewise managed all activities and operations
of the Bank and was in charge of its assets as well as of the
wealth passed on to the Bank.

By 1940, the Bank of Latvia had had two Directors General
approved by the Cabinet of Ministers (E. Svéde (1923-1926)
and K. Vanags (1926-1940)), three Deputy Directors General
(K. Vanags (1922-1926), Vilis Bandrevi¢s (1926-1938) and
Zanis Sénbergs (1938-1940)), and five rank-and-file Directors
(S. Kambala (1925-1936), Alfreds Varenais (1922-1925), Er-
nests Ozolin$ (1923-1940), Janis Stalbovs (1925-1940) and
V. Bandrevics (1923-1925); see Table 3 for changes in the Board
composition). In the absence of K. Vanags un V. Bandrevic¢s in
1936 due to their illness, J. Stalbovs acted as Director General
for a short period of time.*

The Bank of Latvia Board started its work with only A. Varenais
and K. Vanags, former Directors of the State Savings and Credit
Bank, appointed to the position. By the Cabinet of Ministers Reso-
lution of 4 January 1923, they were soon joined by V. Bandrevics,
former Director of the People's Bank, and E. Ozolins, former
state auditor.* Yet until 15 October 1923, the Board comprised
only four members, as the search for and the appointment of
Director General was delayed; afterwards the Board was joined
by E. Svéde who was Latvia's Consul General in Berlin in 1920~
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1923. When in 1938 V. Bandrevi¢s was dismissed, his place
was not taken by a new Director. At the time when the Bank
and the State collapsed in 1940, in their initial positions still
were K. Vanags (Director General since 1926) and E. Ozolins
(Director). E. Svéde, the first Director General, was dismissed in
1926 for misconduct punishable under the Criminal Code of
the Republic of Latvia, V. Bandrevi¢s was allowed to step back
from the position of Deputy Director General in 1938 (appoint-
ing Z. Sénbergs instead), but A. Varenais passed away in 1925
(J. Stalbovs took the position on 17 November).

The Board implemented the Bank's policy pursuant to the
Council decisions and instructions, managed the activities of
the Bank at the central and departmental levels, administered
and controlled all the operations, drafted recommendations,
monthly balance sheets and annual reports for the Council,
worked out internal rules and regulations, conducted regular
and irregular department audits, monitored the amount of
money notes in circulation, was in charge of increasing the
amount of gold stock and sufficient backing for the issued
amount of money notes as well as took care of material pro-
curement of Bank's operation, record keeping and circulation.
The Board was responsible for appropriate accounting at the
Bank and sound keeping of its all values; it likewise managed
printing, withdrawal from circulation and disposal of money.
The Board prepared interest rate forecasts and regular weekly
reports to the Council in compliance with the weekly reporting
framework established by the Bank of Latvia Council in 1923*.

The Directors, meanwhile, managed and were fully answer-
able for specific banking activity areas in accordance with the

Table 3. COMPOSITION OF THE BANK OF LATVIA BOARD (at end of year; 1922-1940)

Year Director General Deputy Director General Directors

1922 Karlis Vanags (acting) - Alfreds Varenais

1923, 1924 Edgars Svede Karlis Vanags Vilis Bandrevics, Ernests Ozolins, Alfreds Varenais
1925 Edgars Svede Karlis Vanags Vilis Bandrevics, Ernests Ozolins, Janis Stalbovs
1926-1935 Karlis Vanags Vilis Bandrevics Stanislavs Kambala, Ernests Ozolin$, Janis Stalbovs
1936, 1937 Karlis Vanags Vilis Bandrevics Ernests Ozolins, Janis Stalbovs, Zanis §énbergs
1938, 1939 Karlis Vanags Zanis Sénbergs Ernests Ozolins, Janis Stalbovs

1940 Karlis Vanags - Ernests Ozolins, Janis Stalbovs

Sources: LSHA, E. 6209, descr. 1, f. 1, p. 38; data from Bank of Latvia Annual Reports 1923-1939.
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procedure established by Director General. For performance
imperfections in the areas within their competence, Directors
E. Svéde, V. Bandrevics and S. Kambala had to step down and
leave the Bank of Latvia.

In June 1925, an inspection of depository where pledged
credit collateral was stored disclosed that the actual amount of
merchandise therein was considerably smaller than recorded.
Court proceedings were initiated and investigation launched,
and charges of negligence amounting to more than 1 million
lats punishable under Sections 51 and 639(2) of the Criminal
Code were brought against the Director General. On 7 April
1928, these charges were also confirmed by the prosecutor of
Judicial Panel.

This made the Bank of Latvia conclude that serious adminis-
trative barriers should be created. In the period up to 1940, a
number of internal procedures and instructions regulating al-
most every single step and activity of the staff were drafted and
approved by the Bank of Latvia Council. A significant part of
the respective work load was vested in the Inspection Depart-
ment (headed by Krisjanis Vilders).

The Director General tried to enhance supervision via shifts
in Board Member responsibilities. In 1938, K. Vanags person-
ally took charge of the Inspection, Central Accounting and Le-
gal Departments, the issuance of money and administration;
V. Bandrevics was in charge of foreign currencies, guarantees
and correspondence, current accounts in foreign currencies,
letters of credit, foreign transfers and payment orders, cash col-
lection and foreign clearing operations; E. Ozolin$ supervised
secured loans to manufacturers, domestic guarantees and secu-
rity transactions, work of cash office and vault; J. Stalbovs was
responsible for bill discounting, bills "on call”, public settle-
ments, operation of the Department of Information, Parcel
Post, Duty Stamps and Other Valuables; in Z. Sénbergs' compe-
tence were current accounts and deposits, domestic transfers
and payment orders, operation of the Settlement Department,
loans to farmers, and the management of in-house mainte-
nance, secretariat and the archives.*

In the early days of August 1938, when stricter controls had
been imposed on foreign currency circulation and the authority
of the Foreign Currency Commission expanded, K. Vilders
placed before the Council a report on the results of inspection
at the Foreign Currency Department, stating that inspectors on
several occasions had detected that its books did not give any
reference to the Foreign Currency Commission's decisions rul-
ing the sale of currency. Péteris Role, Head of the Foreign Cur-
rency Department, informed that foreign currencies were as a
rule sold at customers' requests, with all required import docu-
ments attached; after verification, the latter were returned to

customers. As the required information was included in cus-
tomers' applications, the Foreign Currency Department deemed
additional recording in the books unnecessary.*

Acting in the same way as during the conflict with the Minis-
ter of Finance in 1931, the Head of the Foreign Currency De-
partment P. Role emphasised that the Department's actions had
been lawful and that the enclosed instruction on currency
transactions was intended for private credit institutions and
was not binding on the Bank of Latvia. On the basis of this
statement, P. Role turned K. Vilders' claims down. P. Role also
acknowledged that, if need arose, the requirements of the in-
spection could be met in the future. The situation was ambig-
ous, because despite the fact that the new instruction of the For-
eign Currency Commission of the Ministry of Finance on for-
eign currency recording and accounting was just in the making
and the order on the "Regulation for Credit Institutions on the
Classification and Utilisation of Obtained Foreign Currency" by
Commission Chair was circulated only on 19 August®,
K. Vilders was basing his judgement already on it. By stating
that the issue had been long resolved while neglected by the
Bank, A. Klive, the Council Chairman, also acted weirdly. The
two responsible officials P. Role, Head of the Foreign Currency
Department, and V. Bandrevics, Director in charge of foreign
currency transactions, were "asked to vacate” their positions,
and both submitted their employee's notices on 1 September.

Together with the employees of the State Audit Office and
Ministry of Finance, a representative of the Bank also worked in
the Bank of Latvia Audit Commission which audited the Bank's
annual report and submitted the audit report to the Minister of
Finance and the Council of the Bank of Latvia. The Audit Com-
mission's initial instruction was drafted by the Ministry of Fi-
nance in 1923, yet it was rejected by the Council under the pre-
text of the proposed scope of auditing hampering the operation
of the Bank; the Board and Council worked out a new audit
instruction, which was approved by the Ministry of Finance on
3 October 1923%.

People from the Bank of Latvia Board worked also in a num-
ber of other state organisations outside the Bank, which logic-
ally were related to the central banking functions of regulating
the currency circulation. Among them, most significant were
the Riga Exchange Foreign Currency and Securities Quotation
Commission and the Ministry of Finance Foreign Currency
Commission, with the Bank of Latvia representative enjoying
the veto power in the latter. At the request of the Ministry of
Justice of 22 July 1927, the Bank of Latvia also delegated its rep-
resentative (Director J. Stalbovs who was in charge of coopera-
tive and credit union matters) to the Audit Council for Coop-
erative Societies®.

SUPERVISION AND AUDITING

The Audit commission composed of two employees of the State
Audit Office and one representative of the Ministry of Finance
was responsible for performing the audit function at the Bank of
Latvia. One of the employees of the State Audit Office chaired the
Commission. J. Mengots was the Commission Chairman until
1929, B. Kriika was in the position until July 1930, and Valentins
Rasa was Chairman until January 1936 when he was replaced by
Janis Celms, who conducted audits of the bank annual reports
jointly with Alfréds Krancs from the State Audit Office and Vice-
director H. Lielmanis from the Credit Division of the State Eco-
nomic Department of the Ministry of Finance. J. Celms passed
away on 2 May 1939, and his duties went over to Gustavs Ilzins,
an auditor of the State Audit Office.”

Seeking to promote financial discipline, the Minister of Fi-
nance L. Ekis approved a new instruction for the Bank of Latvia
Audit Commission on 4 July 1936.%° It prescribed the duties of
the Commission, among them auditing of the Bank's annual
report, balance sheet, profit and loss statement consistently
with the bank books, documents and data obtained via inspec-
tions, and forwarding of the audit reports to the Bank's Council
and Board and enclosing it also to the report to the State Audit-
or and the Minister of Finance. After a joint review of the said
documents and the elimination of all points of contention by
the Audit Commission and the Bank's Council, they were pre-
sented to the Minister of Finance for approval. The profit and
loss statements underlying the distribution of profit obtained
legal power only upon such approval.

Over time, the audit report analysis became ever more thor-
ough, and the debate about the Audit Commission's opinion at
the Bank's Council meetings soon turned into the most heated
deliberation of the year. The Council scrapped those Commis-
sion opinions that did not comply with the Statute or were oth-
erwise unfounded. In defence of their stances presented in the
Bank's annual accounts, the Council regularly referred to the
actual economic situation in the country. Thus, Director Gen-
eral K. Vanags reproached the auditors for neglecting the eco-
nomic hardships of the country when assessing the Bank's per-
formance in 1931. In compliance with the Audit Commission's
recommendation, the Council charged the Board with the task
to work out, with no delay, an instruction on storing and re-
cording of pawned items (passed on 8 January 1932).%' After the
coup d'état of 1934, auditing of the branches of the Head Office,
which dealt with loans and foreign currency transactions, be-
came more frequent. This marks the extension of the Bank's
authority also to audit those private banks which engaged in
foreign currency operations (the Northern Bank, the Latvian
Private Bank, the Cooperative Transit Bank, the Industrial and
Reciprocal Credit Union).
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Upon Audit Commission's recommendation, the pay scheme of
Bank of Latvia staft wages was streamlined and improved in 1937.
On the basis of Bank of Latvia Council resolutions, a uniform
framework of Bank of Latvia staff remuneration was set up.”

Internal audits of Bank departments, conducted on a quar-
terly basis in compliance with the Statute, were carried out by
the Council Members following a preliminary distribution of
specific areas. As a rule, the provincial branches were inspected
by Directors. In addition, the Inspection Department of the
Head Office also got involved, and the Council Members used
to gather for a great inspection tour of selective regional branch-
es as well. Then the Council meetings were held in the premises
of inspected local departments in the presence of local manag-
ers. Depending on the severity of breaches, sanctions for dis-
closed violations or against those who committed them were
imposed (e.g. rotation to another position or department, re-
ducing signatory powers, etc.).”

The Bank of Latvia exercised powers also in the domain of
customer control and supervision. It was authorised to request,
atits discretion, corporate and private balance sheets of the bor-
rowers, performance reports, statements from commercial
ledgers and other information needed to establish the material
status of the debtor. The Bank, however, lacked resources to ex-
ercise these powers, hence supervisory functions were imple-
mented primarily by the Banking Division of the Economic
Department of the Ministry of Finance. The inspectors of this
division conducted audits also upon Bank's recommendation.
The reports of the Economic Department's inspections of credit
unions were often presented before Council meetings. In April
1927, the Bank came forth with a proposal to grant it entitle-
ment to receive a copy of audit minutes of those cooperative
societies which had received loans from the Bank of Latvia.>*

The Bank of Latvia Board Members received monthly pay of
certain amount. Thus Director General K. Vanags had under-
signed a monthly salary of 1 973 lats, his Deputy V. Bandrevics'
salary was 1 850 lats, the remaining three Directors got 1 727
lats each.

In those days, the Council Chair A. Klive was paid 2 467 lats,
while his Deputy received 40 lats and the other Council Mem-
bers 30 lats per each meeting. Since their monthly wages were
discontinued and replaced by remuneration for attended meet-
ings, the number of Council meetings increased. Overall, 3 463
Bank of Latvia Council meetings were held in the period be-
tween 23 October 1922 and 31 July 1940.
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BANK OF LATVIA'S STRUCTURE AND STAFF

When the Bank of Latvia started to operate, the historical
structure of the State Savings and Credit Bank was preserved. It
consisted of the Head Office at K. Valdemara Street 2A in Riga,
a network of provincial branches, and agencies with postal and
telegraph offices. Despite the Council commissioning the Board
to expand the network of branches already in 1923 and recur-
rent inclusion of this issue on the Council meeting agenda, the
initial structure remained almost unchanged till 1940. Only
two new branches were set up (in Balvi and Gulbene), and other
two were authorised to or charged with executing a full spec-
trum of domestic banking operations (Césis Branch in 1923
and Aluksne Branch after the construction of its new building).
All agencies of the Bank of Latvia with postal and telegraph
offices were closed on 1 January 1924 (in Vecpiebalga, Vecauce,
Dobele, Grobina, Kandava, Sasmaka (Valdemarpils), Vecgul-
bene, Madliena and Dundaga).”® At the end of 1923, apart from
its Head Office located in Riga, the Bank of Latvia had seven pro-
vincial branches executing all banking operations (in Liepaja,
Jelgava, Ventspils, Daugavpils, Rézekne, Valmiera and Césis),
and 15 branches without bill discount and foreign currency op-
erations (in Kuldiga, Tukums, Talsi, Smiltene, Limbazi, Saldus,
Bauska, Jékabmiests, Jaunjelgava, Aizpute, Rajiena, Valka,
Aluksne, Madona and Ludza). The latter branches were pri-
marily entrusted with conducting the Bank of Latvia passive
and Treasury operations.

As of 1 February 1925, the working hours of the Bank of Lat-
via and its branches were made to conform to those of civil
servants, i.e. cut by one hour. Building on the application of the
Ministry of Labour about a six-hour working day, it was the
decision of the Bank of Latvia Council by which the Bank's of-

Chart 3. NUMBER OF BANK OF LATVIA CIVIL SERVANTS AT PROVINCIAL
BRANCHES
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ficial work hours were set from 10 a.m. to 3 p.m. Following the
acceptance by the Minister of Finance, such working hours
were adopted by the entire Bank.””

In 1928, the Council introduced classification of the Bank or-
ganisational units (departments and divisions) into categories.
It was done for managing convenience and matching staft re-
muneration to specific requirements of the job.

The first category included such Head Office units as the De-
partment of Inspection, Central Accounting, Foreign Currency,
Letters of Credit and Currency Collection, Loans to Manufac-
turers, Bill Discount and Bill "On Call", Current Accounts, De-
posits and Transfers, Secretarial and Maintenance, Treasury
Operations, Cashier's Office and Vault as well as Daugavpils,
Liepaja and Ventspils Branches.

The second category comprised such remaining Head Office
units as the Department of Loans to Farmers, Foreign Corre-
spondence, and Legal Affairs, the Information and Parcels' Post
as well as Césis, Jelgava, Rézekne and Valmiera Branches.

The Bank's Bauska, Kuldiga and Tukums Branches were clas-
sified under the third category, but all the rest, i.e. entities en-
gaging only in passive banking and treasury operations, fell un-
der the fourth category.

These categories were decisive in determining salaries of top-
level employees of various departments and divisions (e.g.
Heads of the Head Office first category departments and Man-
agers of provincial branches with the right of first signature re-
ceived 600 lats, Heads of the Head Office first category depart-
ments with the right of second signature and a first category
provincial authorised person with the right of first signature
were paid 500 lats, assistant to the first category division Head
with the right of second signature got 450 lats). Top-level civil
servants enjoyed the right of first or second signature. Depart-
ment Heads usually had the right of first signature and were
seldom replaced. Top-level provincial branch employees were
provided with Bank-paid appartments. The wage dynamics de-
pended on the significance of the function. In April 1937, most
department Heads of the Head Office with the right of first sig-
nature received monthly salary in the amount of 740 lats. Heads
of the Maintenance Department and the State Expenditure De-
partment, both with the right of second signature, received a
lower salary (493 lats). At that time, the Head Office of the Bank
employed 400°® people (in 1923, there worked 295 people, in-
cluding 12 Council Members, five Board Members, 256 civil
servants and 22 employees); on 1 January 1937, the number of
civil servants at provincial branches was 316 (in 1923, there
were 234 civil servants and 33 employees; see Chart 3).

The largest staff numbers of provincial branches were reached
in 1930-1932 (337, 336 and 337 respectively); however, due to

labour optimisation at the close of the 1930s and emigration of
the Baltic Germans, this number had fallen to 280 by 1 January
1940 (354 on 1 October 1940). In terms of employees, the larg-
est branches were those in Daugavpils, Liepaja, Jelgava and
Rézekne. Nevertheless, only Managers of the first two and the
Manager of Ventspils Branch received a monthly pay of 740 lats
in 1937, while those of Jelgava and Rézekne as well as Valmiera
and Césis Branches were paid a monthly salary of 678 lats.
Managers of 11 smaller branches, which did not conduct dis-
count and foreign currency operations (actually not a decisive
factor) got a lower monthly pay of 370 lats (four managers of
similar branches were paid more, e.g. 414 lats was the salary of
Jaunjelgava Branch Manager, 493 lats were paid to Kuldiga, Tu-
kums and Bauska Branch Managers).”

All the Directors of the Head Office and Branch Managers
were subject to the Bank of Latvia Council and Board. They
could be withdrawn and rotated to another department point
blank at any time. It sometimes happened that an employee was
ordered to move over to a very distant place of work, say from
Liepaja to Balvi. To escape such moving actually meant leaving
the job with the Bank of Latvia.

The Bank of Latvia Head Office was composed of 19 organisa-
tional units (18 since merging the Currency Collection and
Credit Letter Departments in 1929). The Cash Department
(headed by Ferdinands Darginovic¢s; see Box), the Promissory
Note Discount Department (Voldemars Bubets) and the Cur-
rent Accounts (deposits and transfers; Pavils Gruzna) Depart-
ment were those with the largest number of employees. The In-
spection Department never employed more than seven people,
while the staff of the Central Accounting Department rose from
15 to 24 in the 1920s, to contract to 12 people in early 1940.

The Clearing House commenced its activities on 3 January
1927. It was an institution outside the Bank of Latvia, founded
at the initiative of private credit institutions for domestic settle-
ments (clearing) which the Bank of Latvia supported and
housed in its premises.®’ The employees resolved on 23 Decem-
ber 1929 to change its name, and henceforth it operated autono-
mously as a Clearing House attached to the Bank of Latvia un-
der the Regulation approved by the Bank of Latvia Council
Resolution of 8 January 1930. It was governed by a plenary
meeting and commission elected by it; the sessions of the latter
were held on a working-day basis.®> Some subsequent annual
reports of the Bank of Latvia comprised more detailed perform-
ance accounts of the Clearing House in a separate chapter, while
those between 1933 and 1939 present only the settlement statis-
tical data. In the context of state payment system development,
the number of processed payments increased, both in terms of
volume and value, over the years (see Chart 4). Yet the Clearing
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Chart 4. CLEARING HOUSE PERFORMANCE (1927-1939)
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House was included in the Bank of Latvia budget and organisa-
tion only in 1940.

The Ministry of Finance was in charge of international clear-
ing; it entered into agreements with certain world countries
mostly in the second half of the 1930s, when, due to the short-
age of foreign currencies triggered by the world crisis, the de-
mand for this type of settlements augmented. The clearing ser-
vices were provided through the Bank of Latvia in liaison with
the Foreign Currency Commission.

Discount Committees

Discount Committees as advisory groups for granting credits
were established at the Head Office and eight Branches entitled
to conduct a full spectrum of banking operations. Similar Dis-
count Committees had been working at the State Savings and
Credit Bank and continued their operation at the Bank of Lat-
via. Members of Discount Committees were approved in the
position at the beginning of each year by the Minister of Fi-
nance following the Bank of Latvia Council recommendation.
Meanwhile at the Bank, a tradition for each Council Member to
exercise entitlement for nominating his/her candidate to sit on
the Discount Committee became deep-rooted. From time to
time, controversy regarding the competence of proposed candi-
dates arouse between the Minister of Finance and the Bank
Council. More often than not, the Bank won the upper hand,
yet sometimes they still had to yield to the Minister's stances.
The Bank of Latvia Council elected the first new Discount
Committee on 2 February 1923 for the Daugavpils Branch.
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FERDINANDS DARGINOVICS IN CHARGE OF THE CASHIER'S OFFICE

Glimpses of the Bank of Latvia's history are documented and
featured in photographs entrusted to the Bank by the family
members of the former Bank of Latvia employees, e. g. Viktors
Balins, the son of Hermanis Balins, a long-term employee at
the Inquiries Department, and Lidija Nazere, the daughter of
Ferdinands Darginovi¢s (03.06.1884-09.02.1944), chief cash-
ier at the Bank of Latvia. A document shedding light on the
Bank's two employees and the history of Latvia arouses great
interest. An excerpt from E Darginovics service record, signed
by H. Balins, encompasses the entire period of his employ-
ment at the Bank of Latvia, followed by a dismissal from office
at the outbreak of World War II due to the regime change in
Latvia.

Ferdinands Darginovics, the Bank of Latvia's authorised person
and chief cashier, was born in TelSiai District, County of Kau-
nas, Lithuania. He was Lithuanian by nationality and Catholic
by belief. E Darginovics served as a volunteer in Césis Infan-
trymen Regiment No. 178 (located in Liep3ja) from 1 September

1904 until 1 October 1906. From 1 June 1907 until 1 August
1920, he was employed at the State Bank of Russia. As an exter-
nal student, he graduated from Liepaja Nikolay's Grammar
School with a certificate in 1907. Thereafter, he took up employ-
ment as assistant accountant at the Liepaja Branch of the State
Bank of Russia. On 28 September 1909, E Darginovics was ap-
pointed to the position of assistant cashier at the Samara Branch.
On 6 June 1911, E Darginovi¢s married Emilija Margarita
Matisone (born in 1893) who gave birth to their daughter Irena
on 27 March 1912. E. Darginovi¢s was exempt from military
service on account of ill health in 1914. On 14 February 1915,
E Darginovi¢s was appointed, upon his request, to the position
of assistant accountant at the Riga Branch of the State Bank
of Russia; however, the Riga Branch was evacuated to Tula al-
ready in July. Pursuant to the Resolution of 1 December 1915,
E Darginovi¢s was employed as assistant secretary, and from
25 February 1916 until 10 January 1917, he held the position of
accountant at the Accounting and Settlement Division.

On 21 January 1917, E Darginovics was appointed secretary at
the Armavir Branch of the State Bank of Russia. He was also
employed in the capacity of auditor at the Accounting and Set-
tlement Division of the Riga Branch of the State Bank of Russia
from 1 August 1917 until 1 September 1918. Subject to the ap-
pointment by the Central Department of the People's Bank of
Russia, E. Darginovic¢s worked as chief cashier at the Jefremov
Branch of the above Bank (according to another source, he was
manager). Thereafter, he held the position of auditor at the
Head Office of Tula. The above entries were included in the List
of Duties of 1 May 1920.

E Darginovi¢s was appointed to the position of cashier at the
Currency Division of the State Treasury after his return to Riga
in 1920. He worked as chief cashier at the State Savings and
Credit Bank from 1 October 1921. On 16 February 1922, the
Bank's management granted procura to the sophisticated expert
for the supervision of the Republic of Latvia vault and cashier's
offices.



Following the establishment of the Bank of Latvia on the basis
of the State Savings and Credit Bank, F. Darginovics continued
to perform the above tasks, given his profound theoretical know-
ledge and know-how acquired during the appointment to differ-
ent banking operations related positions at the State Bank of Rus-
sia and also in Latvia over the period of 15 years. F. Darginovics
was an expert in transactions of the Cashier's Office, and his
accuracy and prudence were an asset. A man, who neither
drank, nor smoked, nor gambled, was fluent in Latvian, Rus-
sian, Polish, Lithuanian and German languages and also loved
specific banking operations, had worked at the Bank of Latvia
since the Bank commenced its operation on 1 November 1922.

In the capacity of the authorised person of the Bank of Latvia
Cashier's Office and Vault, F. Darginovi¢s performed the rele-
vant functions until the Bank of Latvia was reorganised under
the occupation regime. He was in charge of the keys and seal of
the Bank of Latvia's Vault and was entitled to open its doors at
any time on a 24-hour basis. Diploma No. 1290, signed by the
President of the Republic of Latvia and issued to F. Darginovics
on 16 November 1932 upon awarding him the Order of Three
Stars, Fourth Class, is displayed at the Bank of Latvia visitors
centre "Money World".

E Darginovics had to sign in person the circular ¢/88 of 2 Au-
gust 1940, stipulating that all branches of the Bank of Latvia had
to deliver immediately all deposits of gold to the Bank of Latvia,
since the Bank of Latvia's assets were taken over by the Soviet
power. E Darginovi¢s continued to work at the Bank, perform-
ing the functions of chief cashier until 25 July 1941. Insufficient
workload was the official reason for his dismissal on 13 August
1941.

The year 1941 also saw significant changes in E Darginovi¢s pri-
vate life as he married Alide Ievina (born in 1906) who gave
birth to their daughter Lidija. Hence, given the loss of the job,
World War II and its aftermath seemed ever more threatening.
E Darginovi¢s was the member of the Latvian Pensioners' As-
sociation (card index No. 124) from 9 April 1942. E Darginovics
died soon after he had ceased to perform his professional du-
ties. Hence he did not live to see his 60th birthday, the next re-
gime change, and his daughter's three-year birthday.
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In 1930, there were 11 Discount Committees with 68 mem-
bers, of which 13 worked at the Head Office, seven in Dau-
gavpils, Jelgava, Liepaja and Rézekne (each), five in Césis, Valm-
iera and Ventspils, and four in Bauska, Kuldiga and Tukums.**

The Bank of Latvia Board reviewed opinions of Discount
Committees and forwarded them to the Bank's Council for final
judgement. This took much of the Council meetings' time.
Thereafter, the Council-approved determinations were add-
itionally reviewed by the Minister of Finance, yet his veto-pow-
er-based objections were seldom taken into account. The Mem-
bers of Discount Committees were not on the Bank of Latvia
pay-roll but were remunerated for participating in the Commit-
tee meetings. On some occasions, their travel expenses from the
place of residence to the respective branch were also covered.
When 2 lats were added to the existing pay, the Discount Com-
mittee Members at the Head Office received 7 lats per attended
meeting as of July 1924.% In February 1930, the payment was
raised once again, amounting to 15 lats per meeting for the
Head Office Committee Members and 10 lats per meeting for
Branch Committee Members.

The Minister of Finance approved the Instruction for the
Bank of Latvia Discount Committees as late as 21 July 1934. By
it, the legal status of these committees as advisory bodies and
the traditional, time-tested procedures were defined in admin-
istrative terms.*® In conformity with the new trends of the ep-
och, this document included a requirement to make a solemn
pledge before taking up office.

Discount Committees at the Bank's provincial branches exist-
ed till 1 February 1939. The Bank of Latvia Council Resolution
of 25 January 1939 provided for discontinuation of their activ-
ities thereafter. Only the Discount Committee of the Bank's
Head Office was preserved, and, even though its composition
for 1939 was approved, its liquidation was just a matter of time
for reasons both political and practical. As a pseudodemocratic
relict, the Discount Committees did not longer fit into Latvia's
economic structure. From the practical point of view, they were
unable to keep up with the lending speed. Committee meetings
took place when the requested loans were pretty often already
out in circulation. The initiative to discontinue their operation
was rational and resulted from a joint exchange of opinions
among the Prime Minister, the Minister of Finance and the
Bank of Latvia Council Chairman. Consequently, the Bank's
budget saved certain funds at the expense of remuneration and
testified also to the management efforts to rationalise the labour
process. The Council of the Bank attempted to handle this issue
at the beginning of 1939, but some conflicting stances emerged,
e.g. A. Klive, the Council Chairman, referred to staff cuts at the
Bank of Latvia as leading to more efficient work process, while

E. Birkhans, a Council Member, insisted on technology upgrad-
ing as a means to attain higher efficiency; according to him, ra-
tionalisation may even require increases in staff numbers in cer-
tain circumstances.

After the dissolution of these committees, granting of loans
and bill discounting were fully vested with the Branch and Head
Office administration, despite Article 51 of the Statute being still
in effect and stating: "The Council establishes Discount Com-
mittees with advisory power for granting loans. The Members of
Discount Committees are approved by the Minister of Finance."

Upon accepting bills within the limits of granted loans, a joint
opinion was issued by the Manager of the respective branch, his
authorised assistant and an authorised official. If a unanimous
opinion resulted or if the Manager's opinion coincided with that
of one of his colleagues, the Manager's decision on the accept-
ance of respective bills was positive. If he considered that ac-
cepting the bills referred to in the application was not welcome,
he reported to the responsible Bank of Latvia Board Director
whose turn it was to decide on accepting or rejecting these bills,
thereafter giving notice about the decision taken to the local
branch. The Head Office was entitled to decide also on bills that
were rejected by both authorised persons while deemed accept-
able by the Branch Manager. The three persons referred to above
issued opinions also on the increase/decrease of loaned amounts
and loan discontinuation, cancelling protested bills, and other
assignments which formerly had been the responsibility of Dis-
count Committees; henceafter, the matter with the opinion en-
closed was forwarded to the central bank's Head Office for fur-
ther action. Senior accountant of the department could act for
any of the said officials in their absence. The new regulation
provided also for strict recording of discounted bills and their
registration in a separate book, while the opinion and the deci-
sion to accept a bill were written on customer's application.
Relative to single discount bills and discounting of 6-month
commercial bills of industrial enterprises, the Council Resolu-
tion about the Bank of Latvia Board making decisions on their
acceptance remained in force.”’

PROFIT AND LOSS

The Bank of Latvia profit depended on how efficient the eco-
nomic activity of the borrowers had been. The profit of manu-
facturers and merchants was increasingly affected by the situ-
ation in foreign markets, where the competition was aggravat-
ing, particularly so amid the global crisis. Notwithstanding the
overall unstable situation and even the tangible losses sustained
due to a number of ineffective lending activities, the Bank earned
profit in all years of its operation (see Table 4).

The Bank of Latvia income distribution rules were set forth in
the Statute. According to it, 25% was transferred to the nominal
capital, 10% went to the reserve capital (see Chart 5 for the dy-
namics of Bank of Latvia nominal capital and reserve capital),
0.5% was the amount payable to the Council Members and 2%
to the Board Members, 5% was paid out to the staff in the form
of bonuses (if the latter sum exceeded the amount of 6-month
wages (2-month wages since the middle of the 1930s), the dif-
ference was to be transferred to state revenue). The remaining
amount of 57.5% was transferred to state revenue.

Starting with 1935, the Bank of Latvia made numerous dona-
tions to goals that were in line with the ideology of sovereign
statehood. The Bank of Latvia transferred its first large donation
(15 thousand lats) to the Freedom Monument Committee in
1935; it was followed by donations from the 1936 profit (Coun-
cil Resolution of 19 February 1937) for building the Victory
Square (300 thousand lats), to the aviation of Latvian paramili-
tary organisation (100 thousand lats), the Latvian Press Asso-
ciation for building the Sigulda Castle (25 thousand lats), the
Youth Fund (20 thousand lats), the Institute of Latvian History
(15 thousand lats), etc. The Latvian paramilitary aviation corps
received five airplanes in 1938 which were built at the Liepaja
Naval Port workshops for the money donated by the Bank of
Latvia, the Latvian Mortgage Bank, the Latvian Land Bank, and

Table 4. BANK OF LATVIA PROFIT (1922-1939)
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Chart 5. BANK OF LATVIA NOMINAL CAPITAL AND RESERVE CAPITAL

(1923-1939; millions of lats)
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Source: Data from Bank of Latvia Annual Reports 1923-1939.

the Central Bureau of the Sickness Insurance Fund.®® As such
allocations of funds did not comply with the Bank's authority
specified in the Statute, the Council proposed amendments to
them to make the donated money legal.®

By the Cabinet of Ministers Resolution of 2 September 1937, the
Statute was amended and the structure of the Bank's capital and
income distribution was changed. Capital was classified in special
capital and specific capital. Up to 30% of net profits were trans-
ferred to special capital on an annual basis; it could be used for the
needs of the bank or for general purposes at Council's discretion.
The formation of specific capital and its utilisation depended on
Council's decisions. In such a way, the Council exercised greater
autonomy in income distribution and fund utilisation, while the
profit share appropriated to state revenue remained unfixed
(28.9% in 1939; permissible 30% of net profit or 1.8 million lats
transferred to special capital), contracted notably and, starting
with 1937, the amount appropriated to the state budget was no
longer reported in the published annual reports of the Bank.

Year Net profit Transferred to state revenue Year Net profit Transferred to state revenue Year Net profit Transferred to state revenue

(thousands of lats) (thousands of lats) (thousands of lats) (thousands of lats) (thousands of lats) (thousands of lats)
1922 856.0 501.8 1928 5715.1 3418.0 1934 1582.0 933.4
1923 182.2 104.8 1929 6 898.9 4171.7 1935 1 600.0 944.0
1924 5598.4 3296.3 1930 3765.9 22428 1936 1456.6 859.4
1925 7 150.6 4226.8 1931 163.2 96.3 1937 3107.4 712.6
1926 37535 2196.6 1932 1306.5 770.8 1938 3286.9 788.3
1927 4784.6 28474 1933 1529.9 902.7 1939 5961.9 1722.5

Sources: Data from Bank of Latvia Annual Reports (funds appropriated to the state budget in 1937-1939) and Bank of Latvia Council meeting minutes

(LSHA, E. 6209, F. 1, descr. 1, f. 34, p. 122; f. 36, p. 124; f. 40, p. 118).
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Lifting of the safe in the 1920s.
Work supervised by master locksmith
Pauls Tilemanis.

The basement and vaults of the Bank of Latvia building served as
currency storing premises; in the large hall, customer services were
delivered; in the offices, the employees recorded payments and
processed money, the Bank's Council and Board held their meetings
and implemented the taken resolutions.

These ancient reflections of history have been caught by well-known
and anonymous photographers and are stored in depositories of the
Bank of Latvia, the National Library of Latvia, the National
Archives of Latvia and elsewhere.
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COMMERCIAL AND LENDING ACTIVITIES

The Bank of Latvia engaged in all regular currency and pay-
ment operations characteristic for a large commercial bank of
those days.

The Saeima-approved Statute of the Bank of Latvia charged
the Bank with the task to promote commerce, industry and ag-
riculture by means of short-term crediting. The commercial ac-
tivities of the Bank pursued several objectives. First, it was a
means to regulate money supply; hence the Bank of Latvia
money was put into circulation also via granting loans. Second,
these activities had to boost the overall economic growth and
the national policy, for credits to commerce, industry and agri-
culture were granted with the aim to strengthen those segments
of the population which formed the basis for the new political
framework (particularly the emerging farmers who had just ob-
tained landed property from the state). Consequently, lending
to agriculture ranked among the Bank of Latvia priority areas of
activities despite the fact that the amount of money issued as
credits to this economic sector was not among the largest and
could not be compared with the sums allocated from the state
budget mainly via the State Land Bank. Third, lending was
aimed at pressing down interest rates via granting loans at lower
rates than in the free money market.

Crediting of state enterprises and state projects can be consid-
ered the fourth objective of Bank's commercial activities. The
fathers of the Latvian monetary policy did not believe that a lib-
eral economy could lead to the establishment of a national state.
The case of the Latvian Merchant Bank was a good illustrative
instance. For rehabilitation of this distressed bank, the Council
of the Bank of Latvia allowed the Board to grant it, as solely a
Latvian bank, a loan of up to 0.3 million lats on 30 July 1926.
Even though the Bank of Latvia did not have an explicitly valid
entitlement to execute such a function, it had to supervise the
utilisation of these funds. Some Council Members (J. Trasuns,
F. Menders and E. Svéde) objected to this loan, arguing that it
would incur losses in the future.”

Albeit credits granted by the Bank of Latvia were definitely of
a short-term nature, their regular recrediting or extension of
their term turned them into long-term loans.

The commercial activities of the Bank of Latvia were regulated
by Articles 19-36 of the Statute, providing for the types of com-
mercial operations the Bank of Latvia was entitled to engage:
1) discounting of bills and other maturing liabilities; 2) opening
of credits and granting short-term loans; 3) accepting cash de-
posits and various valuables for storing; 4) buying and selling of
bills, drafts, foreign currency and other valuables; 5) issuing of
letters of credit, executing money transfers and other types of
commission operations; 6) conducting of various operations at
the expense of public institutions. The Bank discounted only

such bills that were undersigned by at least two eligible officials,
were based on commercial transactions, and were maturing in 3
months or less. Longer-term discounting was allowable solely
with the consent of the Bank of Latvia Council.

The Bank of Latvia could impose sanctions and restrictions
on insolvable customers. Limits were set on the amount of cred-
it. It should not exceed 75% of the estimated value of real estate
pledged as additional security (Article 24), and 60% of the mar-
ket value of pledged inventory or commodities (Articles 24 and
25). A number of other commercial operations for the Bank of
Latvia to conduct to earn profit were also listed.

The Bank was not set a special purpose commercial objective
but was rather assigned functions of national significance: to
regulate the money supply by commercial methods, to promote
the economic development by injecting necessary financing in
the right place and at the right time, to integrate fragmented
group interests of split communities. This controversial object-
ive of crediting to attain social, political and economic goals
stemmed primarily from the thinking driven by political inter-
ests. In fact, it meant market regulation by the state. As testified
by scarce information from the Bank's Council meeting min-
utes, it was this issue that from time to time caused Council
Members' principal disagreement.

On 19 May 1925, the Council decided to allow the banks and
all other credit institutions using central bank issued credits to
collect a limited interest rate on bill discounting and other debt
starting with 1 January 1926. This norm was not allowed to ex-
ceed by more than 4% annually the rate on loans issued by the
Bank of Latvia. It already included recompense and expenses of
all types. For it, credit institutions were required to undertake li-
abilities (reversals).”? This decision had staunch opponents
among Council Members. Thus A. Blodnieks, then a member of
the Saeima Faction of New Farmers and Small-holders and an
experienced merchant, stated that "1) it is impossible to decree,
under compulsion, i.e. to lower the discount interest norm in the
money market, 2) the enforced 12% is not consistent with the
current private money market, because the banks already buy
money for 12%, 3) the only effect of this coercive instrument on
the operation of new Latvian banks, not to speak about non-resi-
dent banks without liabilities (reversals), can only be adverse,
4) it would divert deposits away from the private banks, 5) this
decision could only be applied to cooperative money institutions
that do not work with monies of other entities but only distribute
funds received from the Bank of Latvia among their members".”>

The suppression of private initiative resulted in an increas-
ingly expanding role of the state in the economic space, and the
banks mostly resorted to the international money market for
funds they needed. Meanwhile by the end of the 1920s, the

Bank of Latvia had lost its leading position in lending to Latvian
banks. The Bank of Latvia pursued such credit policy that si-
multaneously was the national financial policy. Credits went to
farming and industry rather than commerce. Trade had evolved
and went on attracting bank financing.

The very first legislative act that the Bank of Latvia Council
passed immediately after commencing operation was the "Reg-
ulation for Crediting of Agriculture” (the document was exam-
ined at the Bank of Latvia Council meeting as a draft submitted
by A. Karklin$ and approved on 24 November 1922)7; it pro-
vided for granting loans through rural credit cooperative socie-
ties and organisations founded and managed by farmers, their
unions, joint-stock and stock companies. The aim was to alleviate
the purchase of means of production for newly-landed farmers.
The Bank of Latvia granted credits to them via the said credit
institutions.

The Bank of Latvia policy relative to manufacturers was pru-
dent. The Council unanimously maintained that loans to manu-
facturers could be granted against secured sole bills only in the
circumstances where manufacturers had already started busi-
ness and secured orders on their own, with bill holders having
invested a good portion of their own capital. Exceptions were
allowed only in extraordinary cases.”

Extensive crediting of Latvian rural districts put the Bank of
Latvia to a lot of trouble. The survey by Director J. Stalbovs of
8 January 1929 about the situation at Latgale credit unions
demonstrated that farmers often treated their obligations to the
Bank quite thoughtlessly. In the District of Rézekne with 48 ac-
tive credit unions at that time, 36 had not made payments to the
Bank of Latvia in due time. Two of the unions had been pro-
nounced insolvent, while the rest had delayed payments of
smaller or bigger amounts of around 200 thousand lats. The
union boards usually found fault with the poor harvest, but
some pointed to various party instigators who escalated the
situation by inciting people not to pay back the borrowed mon-
ey, promising them debt write-offs. Around half of the indebted
amount had accrued in the previous years. By an extensive analy-
sis of data, J. Stalbovs proved that the District of Rézekne had
not been hit by adverse weather conditions more than any other
neighbouring district or the rest of Latvia where similar activ-
ities proceeded satisfactorily. Excessive administrative expenses
of cooperative societies (above 5%) were also at fault, with the
intermediation interest established by the Bank of Latvia unable
to offset them. The Rézekne District Discount Committee had
been of the opinion that the payment term should be extended
till 1 April. The Board rejected this territorial-responsibility-
based solution declaring that each instance should be reviewed
separately.”
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In association with the bank loan standards for merchants
and manufacturers and other types of payment services, the
bank interest rates on loans were pushed up by instability of col-
lateral, insufficiency of funds as well as inflation and craving for
higher profits. In order to contain this tendency, the Bank of
Latvia imposed an interest rate ceiling for those bankers that
intended to borrow from the Bank of Latvia.

In its stand against excessive raising of interest rates, the Bank
of Latvia demanded banks to undertake written liabilities (re-
versals), i.e. to promise not to charge more than 15% per annum
when discounting the bills. In January 1923, such written un-
dertakings arrived from 17 credit institutions while major com-
mercial banks in Riga and Liepaja rejected to cooperate with
the Bank of Latvia under these conditions.”® Sanctions were im-
posed on the banks that refused to obey. On 26 April 1923, the
Council passed a resolution on temporary closing of credit as a
sanction for the first breach of rules, and almost immediately in
May it was applied to the Stock Bank of Latvia (for one month)
and the Central Bank of Farmers (for two months).”

The availability of loans increased inhabitants' purchase pow-
er and consumption artificially, while the latter's incommensu-
rable growth and weak productive capacity adversely affected
trade, with its passivity aggravating and reaching a peak in
1925, thus negatively impacting also the country's balance of
payments. The Bank of Latvia was forced to participate in bal-
ancing it by using its foreign currency stocks for the purpose.
Within a year, the foreign currency reserves of the Bank of Lat-
via shrank by half. The Council took a fundamental decision "to
permit only short-term credits if they promote production ca-
pacity and boost exports” on 20 November.”®

The real financial situation in the country was characterised
by a Council decision of 3 February 1927 strictly rejecting the
Ministry of Finance's proposal to alter the credit policy of the
Bank of Latvia in support of epidemic-hit rural districts. In re-
sponse, the Council wrote: "No government demand can force
the Bank of Latvia to change its principled decision not to in-
crease or decrease the total volume of credit, which is deter-
mined by the Bank's main responsibility - its monetary policy."
It was emphasised thereinafter that the assistance to the victims
of epidemic was the state budget issue.”

With the falling consumer goods imports, limited crediting
and confined outflow of foreign currency, the Director General
of the Bank of Latvia could report to the Council on 31 August
1927 that the stock of foreign currency was rising and the back-
ing of the issued banknotes exceeded 100%. Likewise, the for-
eign trade balance had improved notably during the last six
months. The Bank of Latvia ascribed all these attainments to its
efficient lending policy.*
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However, these gains were of a short-lived nature. Already in
1931, a profound credit restricting started in order to ensure the
lats stability amid the crisis-hit foreign market situation and
several countries devaluing their national currencies. The joint
decision of the Bank of Latvia of 14 January 1931 provided for
the reduction of bank loans against bills by 5.6 million lats
(largest reductions by 1.8 million lats and 1.2 million lats for the
Riga City Discount Bank and the Riga Exchange Bank respect-
ively) and commodity credit by 3.8 million lats (including by
1.0 million lats for the Riga Exchange Bank and the Cooperative
Transit Bank (each), and 0.8 million lats for the Riga Commer-
cial Bank).®!

These restrictions on credit availability were accompanied by
much clamour on behalf of media, to which the Bank of Latvia
noted that they were basically on account of untapped credit lines,
while the amounts for productive objectives remained intact.

In the process of discounting bills, the Bank of Latvia had ac-
tually departed from the optimal standards for bill makers and
had accommodated itself to the current situation beforehand.
The Board had resolved as early as 28 March 1930 to accept bills
even if the bill maker was not trustworthy enough but had at
least two endorsers whose creditworthiness matched the bill
made.®? The Council also took the given circumstances into ac-
count and gave similar instructions to Discount Committees.
As a consequence, the Bank was compelled to undertake the
risk of financial loss.

The report by Director J. Stalbovs disclosed that on 1 March
1936 the discounted bills, split in 369 accounts at the Bank's
Central Office totalled 15.9 million lats, with almost 20 thou-
sand bills discounted. The credit institutions of cities had used
12.4 million lats, manufacturers 2.5 million lats, merchants
639 thousand lats, farmers' organisations 258 thousand lats,
and rural credit institutions 76 thousand lats.* In comparison
with the previous year, the scope of work had not increased.

In October 1936, the Bank of Latvia Council reviewed several
solutions aimed at enhancing competitiveness of the economy.
A Klive, the Council Chairman, proposed a 0.5 percentage point
reduction in credit interest rates on active bank operations
(from the range of current 4.5%-6.0% to 4.0%-5.5%), applying
it to the private banks, the Latvian Credit Bank and the Latvian
Postal Savings Bank. This proposal was supported. The interest
rates on loans secured by collateral and current accounts for
private persons and companies were lowered by 1.0 percentage
point (from 7.0% to 6.0%).%*

Council Member E. Birkhans objected saying that a lower in-
terest rate was unlikely to yield particular effects, as there were no
sectors to invest in.* This was the most serious problem of the
new state. The financial framework was generally so chaotic that

state institutions, banks including, were competing, on the one
hand, among themselves and, on the other, with the private
banks. The issue of turning short-term credits into long-term
ones was disputed by the Ministry of Finance and the Bank of
Latvia over many years, yet the parties stuck to their own stances.

The so-called seasonal credits turned out to be an effective
solution to the problem of small-holder lending. As a rule, these
loans were extended to rural credit institutions within the
amount allocated by the Bank of Latvia under specific terms in
spring and were repayable by 1 December. From the middle of
the 1930s, this amount (around 10 million lats) was constantly
growing with every new year, and the quotas for one rural cred-
it institution increased accordingly.

The largest loans of different type and against various security
(the Bank of Latvia often issued loans against mortgages of oth-
er state banks, such as the State Land Bank and the Latvian
Mortgage Bank) went to the builders of Liepaja tramlines, Riga
Central Market pavilions and Kemeri sulphur spring sanatori-
um. Even though the loans were issued as short-term ones, it
was clear from the very start that their term would be extended
again and again.

The latest checkup the Council conducted at the Manufactur-
ers Credit Division in the spring of 1940 showed that the state
financing for industry had been mostly channelled into the
state corporate sector. From the beginning of the year to May,
total loans to industry had grown from 148.7 million lats to
153.7 million lats, and the lion's share (117.0 million lats) had
gone to state institutions and companies. 24.5 million lats was
transferred to the account of the Latvian Credit Bank, while the
share of private companies amounted to mere 12 million lats.

The Ministry of Finance had a special bond-secured current ac-
count for the construction of the Kegums HPP (12.7 million lats),
while the accounts of other customers were in the amount of
31.7 million lats, including also the above-referred loan of the Lat-
vian Credit Bank. Special bond-secured current account credits
were granted to state institutions (71.6 million lats, including
56.9 million lats of the Grain Bureau, 4.8 million lats of the Flax
and Hemp Monopoly Company, and 4.4 million lats of the State
Land Bank). State institutions had been granted financing of
1.1 million lats against bonds and different valuables, which
amount was used by the Ministry of Agriculture for the purchase
of grain silo, whereas private businesses had been granted 1.6 mil-
lion lats. In the meantime, the Grain Bureau received a major part
(31.3 million lats) of the total commodity credit (34.4 million lats),
with private businesses obtaining only 3.1 million lats. Grain and
timber were most often used as pledge. The general situation of
the state institutions' account with the Credit Division on 25 May
1940 accurately captured the above-referred credits.

When in February 1938 the subscription to the state 5% cou-
pon bonds to raise funds for the construction of the Kegums
HPP started, the Bank of Latvia was charged with the realisa-
tion and distribution of these bonds. Henceforth, all credit in-
stitutions using the Bank of Latvia financing were automatically
entitled to circulate these bonds. The other credit institutions
could obtain such entitlement only with the permission of the
Bank of Latvia. The Ministry of Finance was committed to pay
0.25% of their nominal value to the Bank.* The Council of the
Bank resolved to accept these bonds as security for standard
loans and guarantees. The Bank invested 10 million lats in the
construction of the Kegums HPP and additionally around 35 mil-
lion lats in the distribution of 5% coupon bonds purchased from
the Ministry of Finance. However, due to the limited purchasing
power of inhabitants, the Bank of Latvia credit portfolio in 1940
still contained Kegums coupon bonds worth 13.3 million lats.

The securities portfolio of Bank's Head Office comprised
stocks, mortgages, credit notes and other types of securities
worth 26.8 million lats (including the shares of the Bank for
International Settlements for 312.5 thousand lats).

By 1 January 1940, the Lending Division had extended 5 013
loans to farmers in the amount of 7.0 million lats. In 1939, 881
new loans totalling 1.3 million lats were granted, of which farm-
ers in Zemgale received 489.5 thousand lats, in Kurzeme
366.0 thousand lats, in Vidzeme 306.5 thousand lats, and in Lat-
gale 170.5 thousand lats. In 1939, these loans to farmers earned
296.8 thousand lats in profit for the Bank of Latvia. In most
cases, loan repayments came in due time, and the borrowing
terms were deemed favourable for farmers.*

Like that of the other state banks (the State Land Bank and
the Latvian Mortgage Bank), the credit policy of the Bank of
Latvia spurred the development of rural cooperative societies
and credit unions; however, after 1935, lending started to con-
tract because the ailing banks were practically nationalised,
with their balances merged with the Latvian Credit Bank. As a
result, the Bank of Latvia suffered serious losses totalling 815.7
thousand lats, including the loans lost in the Farmers Central
Bank in the amount of 193.9 thousand lats, 103.8 thousand lats
in the Mutual Credit Union of the Latvian Central Agricultural
Association, 300.4 thousand lats in the Latvian Bank of Com-
merce and Industry, and 200.4 thousand lats the Baltic Mutual
Credit Union.*®
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THE COLD SUMMER OF 1940

The liquidation of the Bank commenced with the substitu-
tion of top officials. On 15 July, Director General K. Vanags
was informed by J. Pabérzs, the newly appointed Minister of
Finance, that Péteris Ozols, with his powers becoming effec-
tive as at 13:00 on 13 July, would replace A. Klive in the posi-
tion of the Council Chairman. The Council and Board Mem-
bers who gathered for the meeting on 16 July learned that the
Cabinet of Ministers had released, as with 15 July, Edmunds
Ziemelis, Eduards Bisenieks (he had just replaced Council
Member P. Vimba whose term of office expired on 16 June
1940), J. Erglis, E. Rozite and V. Strelevi¢s who all had re-
signed from their positions of Bank Council Members "at
their own initiative". The Ministry of Finance was represented
by V. Bastjanis in the Bank's Council, with A. Dinsbergs,
E. Birkhans, A. Karaus, A. Zalts, K. Vanags (Director General),
E. Dzelzitis, A. Kramin$ and J. Putnin$ as other Council Mem-
bers.

This substitution process proceeded matter-of-factly and cor-
rectly. A. Klive used his professional routine to speak well of
everybody. Meanwhile, K. Vanags expressed his gratitude to his
former colleague A. Klive for his long-standing contribution,
and the new Chairman thanked for good wishes, promising to
spare no effort. The minutes at P. Ozols request were taken
down by A. Zalts, and it was the only occasion in the history of
the Council that the records were kept by a Council Member.
The meeting on 17 July was recorded by J. Roze, and that on 23
July by K. Dzilleja who took down the minutes also of the final
meeting under No. 3 463 on 31 July 1940.%

The response of the Bank of Latvia Council Members to the
declaration of 22 July 1940 of the so-called Latvian People's
Saeima about the nationalisation of banks and large industrial
enterprises "in the presence of a friendly country's troops" was
businesslike and professional. During the Council meeting on
24 July, V. Bastjanis voiced the stance of the Ministry of Finance:
in Riga and all cities and towns of Bank of Latvia Branch loca-
tion, the Bank was to take over the management of currency
operations in the future. It would be a temporary task ending
with the formation of a new credit system. V. Bastjanis hypo-
critically appealed for the Bank's Council consent and urged the
latter to get properly ready for the implementation of this task.
A. Zalts had immediately grasped the meaning of the socialist
form of financing and maintained that "the nationalised banks
could continue their work in the reorganised system, with their
lending objectives specified and, in addition, instituting a bank
administration headquters". The Council resolved "to take over
assets and liabilities of nationalised credit institutions and to
undertake continuation of operations of the overtaken institu-

tions".*
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On 31 July, the Council discussed the draft submitted by the
new Board (K. Zandersons, K. Vanags, E. Ozolins and J. Stal-
bovs) for transforming the nationalised credit institutions into
Bank of Latvia Branches and resolved to number them in the
future, with the first number going to the former Exchange
Bank. On that date, branch numbers were assigned also to the
Latvian Stock Bank, the Liepaja Bank, the Vidzeme Mutual
Credit Union, the Riga and Pardaugava Mutual Credit Union,
the Riga IT Mutual Credit Union, and the Riga Jarmala Mutual
Credit Union. It was also decided not to merge, for the time be-
ing, the assets and liabilities of the nationalised credit institu-
tions with those of the Bank of Latvia and to maintain separate
accounts for each institution, while recording the sum total of
their assets and liabilities in the Bank of Latvia balance sheet on
liabilities side.

The Director General announced immediately afterwards that
V. Gerashchenko, a representative of the USSR State Bank, had
arrived at the Bank and had requested an office and an official
who would explain the operation of the Bank in the Russian
language to be placed at his disposal. K. Zandersons explicitly
stated the purpose of this visit: the incorporation of the Bank of
Latvia in the system of USSR banks and reorganisation of all
nationalised banks.”"

This was achieved by discharging the Council by a legislative
act of 3 August and passing its duties over to the newly-formed
Board (Board Chairman K. Zandersons, Director K. Vanags,
E. Ozolin$ and J. Stalbovs). This body worked till 10 October,
when the Latvian Republican Office of the USSR State Bank be-
gan its operation in the premises of the Bank of Latvia under
the USSR State Bank Order No. 71 of 5 October 1940. G. Teplov,
representing the USSR State Bank in Latvia, was its manager,
and K. Zandersons became his Deputy.”*

CONCLUSION

The overall performance of the Bank of Latvia can be assessed
from the point of view of its basic monetary policy objective, i.e.
the stability of national currency. The activities in this respect
were encumbered by the fact that the Bank of Latvia was not the
only currency issuing body, and the money stock comprised
only 40% of its money notes. Bank's professional administration
managed to preserve the planned issuing and lending policies
and, as much as possible, the stability of national currency.

Income earning was not a central objective of the Bank; hence
profit earned on an annual basis cannot be used as a measure of
its efficiency. However, its contribution to the state budget was
noteworthy, and the sums allocated for the progress of national
policy and national culture and in support of the traditional
life-style were also impressive. Moreover, the Bank's ability to
generate income to cover its operating expenses enhanced its
independence.

Credit policy pursued by the Bank of Latvia and its opera-
tional practices both were time-dictated and contributed to
the model typical for the first stage of central bank evolution,
when central banks were currency issuers, provided interbank
settlements, and offered banking services to governments. The
Council of the Bank of Latvia lived through numerous disa-
greements on the issue of lending. A. Klive, who was a member
of the Latvian Farmers Union, never refrained from the oppor-
tunity to support the interests of agriculturists, insisting on
a higher quota and a lower credit interest rate. Meanwhile,
E Menders from Social Democrats always objected to assisting
some economic groupings at the expense of others. Yet all prin-
cipal issues were always passed by voting, and the number of
votes always played a decisive role. Those who lost could only
appeal for their particular opinion being recorded in the meet-
ing minutes. Over time, the number of such records decreased
and later disappeared completely.

On many occasions, the Bank of Latvia violated its Statute and
engaged in risky lending deals initiated by and under political
pressure of the state. The Ministry of Finance and the Cabinet of
Ministers borrowed money from the Bank of Latvia, paying
with mortgage bonds issued by other state banks, thus disre-
garding the provisions under the Statute with respect to both the
loan maturity and collateral, not to speak about the aim of fi-
nancing; consequently, the overall money supply was impaired.

From the historical point of view, the political and economic
processes, of which the Bank of Latvia became a part and which
it moulded to the extent possible, were violently disrupted,
while the lessons learned proved useful when after the restora-
tion of Latvia's independent statehood the central bank was re-
established to take also over the assets of that Bank of Latvia
which was formed in 1922.
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