
BILLE AN BHAINNC CHEANNAI3, 1842.
CENTRAL BANK BILL, 1942.

EXPLANATORY NOTES.

PARTS I;IH.

1. The Currency Commission performs a number of central bank
ing functions such as the issuing of legal tender notes and the 
holding of monetary reserves of gold and foreign assets. It is not, 
however, empowered to perform such functions as the re-discounting 
of commercial and other bills for commercial banks or the granting 
of advances to them against specilied securities. Following recom
mendations of the Banking Commission which reported in 1938, it 
has been decided by the Government to set up a monetary authority 
possessing the usual powers and functions associated with central 
banking. The Bill accordingly proposes to establish a Central Bank 
and to dissolve the Currency Commission.

2. In addition to the specific powers, functions, etc., set out in 
the Bill, the Central Bank will have the general function of safe
guarding the integrity of the currency and ensuring that, in what 
pertains to credit control, the constant and predominant aim will 
be the welfare of the people as a whole (section 6). The principal 
specific powers of the Bank are set out in section 7. These are 
additional to the existing functions of the Currency Commission, 
such as the issue of legal tender notes, etc., which will be taken 
over by the Bank in accordance with section 10. The main new 
powers of the Bank will include:—

(1) the receiving of non-interest-bearing deposits from commercial
. banks and the settlement of clearance balances between these

banks;
• »

(2) the re-discounting of bills of exchange and the making of 
advances to banks against such bills or against Government 
securities;

(3) the fixing and publication of rates of interest for re-discount
ing bills and making advances;

(4) the buying and selling of Government securities.

The powers at (2) are generally known as acting as lender of last 
resort and those at (4) are usually described as open market opera
tions. By virtue of the powers (2) to (4), the Central Bank will 
be able to supply funds against domestic or other assets to banks 
and other credit institutions, to assist in maintaining the liquidity 
of the credit system and also to influence credit conditions and 
interest rates. The exercise of the power at (2) will depend on 
the commercial banks requiring accommodation from the Central 
Bank. In the case of the power at (4), however, the initiative will 
be taken by the Central Bank. This power and the fixing cf the 
rate of interest or discount are the principal means by which central 
banks regulate credit conditions.

3. The capital of the Bank will be held entirely by the Minister 
for Finance and the paid-up capital of the Currency Commission 
will be returned to the existing shareholding banks of the Com
mission (section 8). This involves a departure from the recom
mendation of the Banking Commission Majority Report. The 
shareholding banks of the Currency Commission will, however, be 
associated with the Central Bank (section 11) for certain purposes 
such as the election of panels from which banking Directors will 
be appointed by the Minister for Finance.

4. On the dissolution of the Currency Commission all its property,
assets, debts and other liabilities, contracts, etc., will be taken over 
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by the Central Bank (section 12). The staff of the Currency Com
mission will be transferred to tne Bank on the same tenure and 
conditions of service as they have at present.

5. The Board of the Central Bank will consist of a Governor 
and up to eight Uirectors of whom not more than two may be 
Civil Servants (section 5). The Governor of the Bank will be 
appointed by tne President on the advice of the Government and 
will hold cfi.ce for a seven year period but will be eligible for 
reappointment (section 15). This differs from the method of 
appointing the Chairman of the Currency Commission who is 
elected by the ordinary Commissioners. The conditions of appoint
ment, disqualifications, etc., for the Governor are similar to those 
for the Chairman of the Currency Commission. The Directors of 
the Central Bank, other than the Governor, will all be appointed by 
the Minister for 1 inance—three of them from a panel which will 
be prepared by the Associated Banks. Tenure of office will 
normally be five years as against three for members of the Currency 
Commission, and the terms of appointment, disqualifications, etc., 
wili be similar to those for members of the Currency Commission 
(sections 19 to 21). The method to be followed in preparing the 
panels from which the Minister for Finance will select banking 
Directors is set out in sections 22 and 23 and in the Second 
Schedule to the Bill. The Minister will appoint a time and place 
for the meeting of the representatives of the Associated Banks, who 
will proceed to elect, in the case of the first banking Directors, a 
panel of six persons. These names will be communicated forthwith 
to the Minister who will then select his nominees from the panel. 
If the banks’ representatives fail to attend at the appointed time 
and place or fail to elect a panel, the Minister may appoint any 
three eligible persons he thinks proper, but no person who is in 
the permanent service of the State may be so appointed.

6. The Banking Commission Majority Report recommended that 
the Board of the Central Bank should consist of three banking 
Directors and four ncn-banking Directors and that the method of 
election or appointment* should be that which obtained for members 
of the Currency Commission, the banking members of which are 
directly elected by representatives of the shareholding banks. It is 
to be noted, therefore, that this recommendation is not being imple
mented and that the Minister for Finance will have the final selec
tion of the banking Directors of the Central Bank. It is also to 
be noted that there may be up to five non-banking Directors, apart 
from the Governor, as compared with three non-banking members 
on the Currency Commission.

PART IV.

# ^present, in addition to legal tender notes, the monetary 
circulation includes consolidated bank notes issued by the Cur
rency Commission to its shareholding banks. It is proposed to 
terminate gradually the issue of consolidated bank notes and 
to concentrate the right of note issue solely in the hands of the 
Central Bank. It is contemplated that according as consolidated 
bank notes are withdrawn they will be replaced by a more or 
less equivalent amount of legal tender notes so that no de
flationary results are intended. Sections 29-30 of the Bill pro
vide that consolidated bank notes will be extinguished within 
a period of twelve years. Any such notes outstanding after the 
31st December, 1956, will be redeemed by the Central Bank out 
of funds provided for that purpose by each of the Associated 
Banks in respect of its own notes (Section 31).

8. At present the responsible banks pay a charge of 2\ per 
cent, per annum on consolidated bank notes, 11 per cent, being 
paid to the Currency Commission and^he remaining 1 per cent, 
being pa’d as stamp dutv to the Revenue Commissioners. Section 
32 provides that the full 24 per cent, will be paid to the Central 
Bank on notes outstanding during the twelve years’ period of 
extinction.
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9. Section 35 deals with the problem of bank notes of former 
issues which are outstanding and are estimated to be unlikely 
ever to be presented for payment to the responsible banks. These 
are commonly described as “ dead ” notes and belong to issues 
of bank notes which were made prior to the 6th May, 1929, when 
consolidated bank notes first appeared. The section empowers 
the banks concerned to write off from time to time, with the 
sanction of the Minister for Finance, the amounts of notes deemed 
to be “ dead M. The basis to be taken will be the amount of 
former bank notes outstanding for all-Ireland on the eve of the 
6th May, 1929, and the amounts of “ dead ” notes to be writ
ten off will also be estimated on the all-Ireland basis. This 
method is necessary as it is impossible to estimate how many 
notes are “ dead ” in the twenty-six county area and in the six 
county area respectively. The section provides that the Minister 
may attach to any sanction given by him to a writing-off such 
conditions as he may think proper. He may, in particular, re
quire the bank concerned to pay either to the Central Bank or 
to the Exchequer a specified proportion of the amount written 
off. The object of this requirement is to secure for the State a 
share in the profits which result because of the non-presentation 
of such “ dead ” notes for payment.

PART V.
10. This Part requires every banker, as defined in section 36, 

to deposit with the High Court £10,000 during the years 1943-45, 
and £20,000 thereafter. The object aimed at by this require
ment is the protection of the public (1) against persons who 
might attempt to conduct a banking business on too slender 
resources, and (2) against the wiles of the unscrupulous purport
ing to conduct a banking business which might, in fact, be of a 
very dubious nature and have something other than banking as 
its main object. Section 38 sets out the procedure in regard to 
the making of deposits, whether by way of money or securities, 
the changing of securities in which a deposit is held, etc. Section 
40 provides that where a Court Order is obtained against a 
banker for a debt the High Court may require that the debt be 
paid out of the deposit maintained by the banker.

PART VI.
11. This Part provides that as from the 1st January next 

after the enactment of the Central Bank Bill no person may 
carry on a banking business unless he holds an annual licence 
issued by the Revenue Commissioners. A fee may be charged 
for such licence and it is intended to provide in a subsequent 
Finance Bill for the charging of a yearly fee. Any person may 
apply to the Revenue Commissioners for such a licence. Every 
licensed banker will be required to prepare a balance sheet and 
to keep it posted up in a conspicuous place in every office or 
place of business. He will also be required to furnish on demand 
to every one of his creditors and, in the case of a limited com
pany, to every member of the company, a copy of the latest 
balance sheet on payment of a sum not exceeding fid. The Minis
ter for Finance is empowered, with the concurrence of the Cen
tral Bank Board, to make regulations requiring licensed barkers 
to prepare and publish balance sheets at specified times and inter
vals and prescribing the form in which the balance sheets are 
to be prepared. Penalties are provided where a licensed banker 
does not comply with such regulations or with the roouirmrient 
to post up the balance sheet in his various offices and branches. 
At present banks incorporated outside Ireland are not bound bv 
the requirement to publish the financial sta+ernrmt prescribed 
under fecticn If8 of the Companies (Consolidation) Act, 1908. 
Unless they are exempted bv the Minister for F;nauce the new 
provisions will apply to such banks as well as to banks incor
porated in Ireland.

12. The principal methods used by central banks to regulate 
credit have been mentioned already in paragraph 2. In recent
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years some central banks have been also employing a further 
metnod, whereby minimum cash reserves are required to be kept 
by the commercial banks with the Central bank, which has 
power to decrease or increase the amount of these reserves. Such 
a provision is not being included in this Bill as it is not consi
dered necessary in the circumstances of this country. For one 
reason the main purpose of the requirement regarding the holding 
of minimum cask reserves is to prevent commercial banks from 
unduly expanding credit. Commercial banks in Ireland are not 
prone to err in this direction. In fact the opposite charge is some
times made—that they do not extend sumcient credit. While 
not accepting this charge as correct, the Government think it 
desirable that the banks should increase their investments within 
the State having regard to their relatively large holdings of ex
ternal as compared with internal assets. These large holdings of 
external assets represent accumulations mainly on the accounts of 
customers of the banks due to favourable external trade balances. 
Such accumulations are not within the control of the banks, and 
their repatriation in the shape of imports of capital goods, plant, 
machinery, etc., depends on the rate at which agricultural and 
industrial development, housing, etc., proceeds—matters which 
do not properly fall for determination within the banking sphere. 
It is felt, however, that the banks may be in a position when 
times are more favourable to assist further in the repatriation 
of our external assets where such can be done with benefit to 
the national economy as a whole. With this object in view and 
in order to encourage banks to increase their investments within 
the State the Government have included in the Bill the powers 
set out in section 45. These provide that the Central Bank 
Board, with the consent of the Minister for Finance, may make 
regulations requiring every licensed banker to make with the 
Central Bank an interest-free deposit of a specified amount, or 
calculated in a specified manner, whenever after a specified date, 
the assets held by such banker within the State fall below a 
specified proportion in relation to his liabilities within the State. 
It is also provided that different requirements may be prescribed 
in respect of different bankers—a provision necessary in view of 
the variation in the character of their business and general 
liabilities. The scheme of the section was not the subject of 
any recommendation by the Banking Commission. The penalty 
for non-compliance with the regulations is a fine not exceeding 
£100 for every day during failure to comply.

PART VII.

13. This Part deals wTith counterfeit and unauthorised currency. 
Certain currency notes issued in other countries (somewhat similar 
to our legal tender notes) are not technically “ bank notes ” within 
the meaning of the Forgery Act, 1913, and the object of section 47 
is to cover such notes and make it an offence to forge such notes.

14. Cases have arisen where photographs of bank notes have been 
published in newspapers or periodicals and again where imitations 
of bank notes, with various adaptations and changes, have been 
reproduced for advertisement purposes. While there has been no 
intention of forgery or deception in these cases, such publication or 
reproduction is a currency offence. The object of section 49 is to 
provide a suitable penalty for such offences, but one more lenient 
than that for forgery.

15. It is necessary to safeguard the currency against unauthorised 
issues of documents which purport to be in substitution or exchange 
for lawful money and accordingly section 50 makes the issue of 
such documents or their receipt an offence. In addition to the 
official coinage and legal tender notes, the law permits bank notes, 
bank drafts, cheques and similar bank documents to be issued and 
received in payment. The issue of bank notes is strictly regulated 
while the other documents are covered by various statutes such as 
the Bills of Exchange Act, 1882, and the S amp Act, 1891. The

4



prohibition, of unauthorised issues such as tallies is required- for 
the protection of the currency. Such prohibition is also desirable 
in the inteiests oi' individual members of the public who might 
suffer loss by a fall in the value of tally money, etc., between the 
time of receiving it and subsequently exchanging it.

PART VIII.

16. As vs as recently announced, it is proposed, owing to scarcity 
of nickel, to mint 6d. and 3d. coins in future from cupro-nickel 
composed of 75 per cent, copper and 25 per cent, nickel. The cost 
of coinage will be reduced and the appearance of the coins will not 
be materially altered. Sections 52 and 53 contain the necessary 
consequential amendments which must be made in the Coinage Act, 
1926, and the Gold and Silver (Export Control, Etc.) Act, 1920.

17. At present the responsibility for the issue of token coins rests 
under the Coinage Act, 1926, with the Minister for Finance. He 
has, however, discretion under the Currency Act, 1927, to make 
arrangements with the Currency Commission for the issue of coins 
through the commercial banks and, in fact, all issues up to the 
present have been made in this manner. Section 54 of the Bill 
provides that the Central Bank will in future issue coins and that 
profits on the future issues will be paid into the Bank’s General 
Fund, which will also bear the expenses of issue and redemption. 
It is proposed to dispose of past profits as follows: to repay 
advances made from the Exchequer to meet the expenses of the 
issue of coins in the past; to make £300,000 available to be paid to 
the Savings Certificates (Interest Charge Equalisation) Fund; and 
to carry the balance to the currency reserve in the Bank’s General 
Fund.

18. Section 55 clears up possible doubts as to the ownership of 
the copyright of existing coins or any coins which may be issueil 
in future. It is declared that such copyright is vested in the 
Minister for Finance.

PART IX.

19. The Currency Commission is at present required to keep in 
addition to the General Fund and the Legal Tender Note Fund a 
Note Reserve Fund. The assets of the Legal Tender Note Fund 
are required to be valued twice yearly on the basis of the current 
market value of the securities therein and any surplus is trans
ferred to the Note Reserve Fund. Conversely, any deficiency in the 
Legal Tender Note Fund is made good by a transfer from the Note 
Reserve Fund. Section 56 proposes to wind up the existing Note 
Reserve Fund and to replace it by a currency reserve within the 
General Fund. It is proposed to transfer part of the assets of the 
Note Reserve Fund to the Legal Tender Note Fund and to apply 
them in writing down the assets of that Fund below their market 
values at the time of the transfer. The remainder of the assets of 
the Note Reserve Fund will be transferred to the new currency 
reserve. In general these changes are being made for greater 
simplicity in accounting arrangements. The present system of half- 
yearly valuation of the assets of the Legal Tender Note Fund is 
adversely criticised in paragraphs 234 to 236 of the Banking Com
mission Majority Report where a recommendation is made that 
whenever the current market values of the assets show an increase 
it should be left to the discretion of the Currency Commission or 
the Central Bank whether or not the resulting surplus should be 
transferred from the Legal Tender Note Fund. Section 57 gives 
effect to that recommendation.

20. Expansion of the hire-purchase system involves an increase 
in the amount of funds that become locked up to finance firms 
which sell goods under this system; furthermore, those who buy 
goods under this system are, in effect, mortgaging part of their

5



future income. Important financial and social questions are, 
therefore, involved and the Banking Commission Majority Report 
recommended that the growth of the system should be carefully 
followed. Section 58, accordingly, empowers the Central Bank to 
obtain from persons engaged in the hire-purchase business all such 
information as it may think necessary or desirable.

21. The object of section 59 is to extend to crossed cheques 
drawn by a bank on itself the protection which is afforded to 
ordinary cheques under the Bills of Exchange Act, 1882.

22. At present, under a ruling of the courts, a deposit receipt 
of the Bank of Ireland is deemed to be a trustee security, but the 
deposit receipts of other banks do not possess this status. Section 
60 proposes to remove this discrimination and to give the deposit 
receipts of all Associated Banks a trustee status.

23. The publication in Iris Oifigiuti of the returns referred to in 
section 61 has ceased to be a matter of public interest and is 
accordingly being (discontinued. The returns in question will con
tinue to be made to the Registrar of Companies in whose office they 
will be filed and open to inspection on demand.

FIRST SCHEDULE.

24. The majority of the sections of the Currency Act, 1927, which 
are set out for repeal in the First Schedule, relate to the constitu
tion of the Currency Commission, the appointment of members 
thereof, etc. Other sections of that Act proposed to be re
pealed relate to consolidated bank notes, the admission of the 
first shareholding banks as shareholders in the Currency Com
mission, and the Note Reserve Fund, which is being wound up. 
Sub-sections (2) and (3) of section 38 of the 1927 Act, relating 
to token coinage, are being replaced by the arrangements set 
out in section 54 of the present Bill. Sub-section (3) of section 
63 of that Act empowers the Currency Commission to exercise 
the functions of a banker in relation to the moneys for the time 
being in the General Fund. This sub-section is being repealed 
in view of the wider and more specific central banking powers 
set out in section 7 of the present Bill. Section 11 of the Coinage 
Act, 1926, which relates to the expenses and proceeds of the issue 
of coins will be replaced by section 54 of the present Bill. The 
repeals in section 3 of the Currency (Amendment) Act, 1930, are 
necessitated by the winding up of the Note Reserve Fund. 
Section 49 of the Finance Act, 1932, and section 15 of the Finance 
Act, 1937, also proposed to be repealed, relate to the stamp duty 
on consolidated bank notes, which is being terminated on the 
date of enactment of the present Bill.

Roinn Airgeadais. 

Marta, 1942.
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