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1926-29 1950-S5 19M-56 
(4 xeus) (4 nara) (51elLrs) 

(UilllotUi of dollere) 
CurnmfAccs~ 

. SerchaDdtse + 2,957 + 1,630 + 748 
.Touriat expend!turea - 2,216 - 1,664 910· 
Ialgrant rem1tt&aeea· 'and 
• cheritAble contributions - 1,060 . 712 sa, 
ht.rest and' Dividend + 2,085 + 1,929 + 1,U? 
.Other Stirvices + 89 58 H 

+ 1,856 + 1,155 + S'!!t 

JCap!tal··Aec,guAt 

'~g ~ Cllp!b.l mo'Vel.Dents· - 2,124 + 2.18 + 1,458 
Short term II .. + 852 - f,14S + 1;S81 

- 1,s}80' + 5,057 

Cold.,~~ .. 	 + 234 + ·-5,966 
S1l.ver;(a) 	 :""!.' 602 

lSeidua.l:· 	 +. 755 + 1,014 
.. 

(fA) 	 Prior.to 193-~, s11vf!r move~Gnte wer& 'included Wloag Itoth.r:r aervieeslll in the

ear:rfmt accouiit~ . 


. ·In·the.~s.:oda, 192G-t9aluf·1.330-:S5, the CWTettt ~CCOllnt sno;rea .large. ~ 
Pl:u~~.-w~idi~1I~lrreb&llUlcJKl 111- tb~·.IU.1n bJ>luge ontwaro 'l!lovG:1ent:s oteapit.:-.:l. 'l"ne 
net::;go.w:i1Wv~eittwa8 saall, .4DdOtltward~/ . . . 

',._",.'. . . ,," 	 . 
. 1. -: 

..:.; .In th'm'~Per~dcL19M-S5,the eurpl.u·cm curI"en~:.;liiceoUnt~s eonGlder~bly 
redUced., .A:$4.b11l1.qfi . <1ittlOwof told toOK:pltu:e ,b:l.1cmee.a b)"..:m. Wlprae~~en~ed' . 

.. .~t:: fir: capital .to _thi: UnIted ·St.&t.ea; Thf::-r~?ortcid .int:it.)~ on" short ,E"...>1d .long 
. :'t8ra':'ii.Ceomit:::~ted.·to-·.$3,~ aUUon.. whU:e- s~-Portl~tl tit, tii.fRcsldual i t~l!f . 
. ..Ot<.l~Ol'~itlllOnUildoUbtedlt:;repi.~ted-e cap!tal {nnQl1.. wMch·Rou!d ·be added 
.t.ootba-t:~81IOUUt.·· '., .' . . ." 


.-­
.' 

.. •..... ~-the-19J4~ P.erlOd.,·,the .geateat.parl-orth~ ri?/k')r~Iiea~itGl .1l0v~ent 
..~k'piti;e.:Uttb.!':w.t ·tWoj8rs,·.en-, 'aec:ar4ing-to TreasUij f:ifr\lrt'lls,$2.,601· 
.d.ll_1oil~;~v~d.a:&9proX1:matel,·eq~·b&t.weenshort-tG!'m· .tundB. an.a ·sec>.1r!t,jr. 
·o~~·uoDii;-<:a:iUiOt.'te 1Jll1't~ .Statneta. ·:alorl-tel1liba.rud.og funde ..wer6 rt:tcpo1U!1tbl.· 
"'f;~=tb~':~-·ot·>tlii· f:n-.rJ.Ow hI:·1~~5~·'htit·. tbe~·:Ca.r:!:t.a:l:·aOvemmt.s ..,me .c-OO~t.1vp17

:emtte,:li119sa. . ,,'orilligrl pU1'Gha.s&e'~ot seem-itie:.; J.n the Un.!.ted .S~t.eE:roee at: ul' 

ae~jimtiltipace .~1:J~_. to ,the eDd' of ·19Z6. - '. 


~:';' .', -~.:~ '":~:~:~':;:x'> 	 - . ".,. ,~~- .. 
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tzlA,ml 'b.'J9t1.ai at Gm?iW 
J~'tlSi.J7 .1, 1m -.April 1'- l.H1 

. (thOuDnda ot,~), , 

SJgld 12D'I.JIAi 3umaFl l-April 14 
'1. Pr1~te, bporta 

, ."~ 	!1ng1.&!t4 

Cauda 

Indla 

BelaiWa 

Japan 

S\d.berlamS 

Berleo 

fftmce 

All Other 


total. 

2.' Purcllaae8 1n ~ lrrth8 

United States aov..mumt. (--:t.) 


5. Leu' 
lot. 	~p torJ'1W81en Accour.it 


larmark1.ngB uader fripen!t.e . 

~ElDt 

FAaltmd 	 ,-
JTaDce - 2.JIO 
htberluJde 12.104 
8w1taerltmd ,,6.UO 

total 28.514 
Otber ~k.lrl&1I fl..lSI 

total 41.191· 

let ge1n of gold to the t.'uited states t.I ()l.773 
rroaG~ • fte..ta 

(a) 	 or ~bis ~t $61.528,000 represents gold soU b.1 Btttuda 1ft the .LGadoa urUt. 
(I» 	 In additiODt a total 01144,594,000 bl!d 'bem mtt.fled tor • ..1pmmt IiD1t wac 1ft 

\..'"rmult to Mw Unit.ed Stat.wJ ti8 of tho 010_ o£ bua1neu Oft·.AprU 14". of cbich 
t40,965,OOO represented ~ld ~ &glMtl, #1,9SZ.000 gold tr08 India, and 
$1.1l99,OOO {iOld mllCauda. It. iii not kDo'l'm bow Deb of the gold ~ 1D 
the Laa.dOD !l8l'ket eonsiata ot 8wJ(d.~ ,old. , 

(0) 	 aote: 'U7.Miij,OOO ot ,old UIUi i1tporteO b)" tbe United States Co,,~t duI'1n& 
the period Zamzar.v 1 to AprU 14. tu.389,OOO of tohie I'C!IpJ'&JJ.tecf SOld bo1tpt 
prim.· :0 J'~na~l')" 1, but bq.xtrted 1a the neceecU.ng per1oc1.' lODe of tblt! gf.)ld, 
of eoureo. 18 included und81" "Print. Import.s. 1It 

9&p1~A tmwni - Doee~ !Qt 1936 to AprU "'I. 1917 

Our data Oft· cepital ~t8 between the Second Federal' ~ 
Diatrict jJ:.ti.a nb1"oEid ~ ntr.-A: t~ .1prU 7, end. dOll!)t thfl'Gi"oH ntlect the 
~t of abort-ten tucida ill re;s~ to le.at. 1I8Etk'g l'1IIlOr8 0"t'eI" t.lte 
!JO&lslbU1t7 of 1.\ ~h::-ngo in tl:.o. gold price !D '\.be 1haited State•• 
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- -

let. IuflD'i of Capitel to Second Fedenl . 
!!B~m !'fletr16 Q:OII! Abr06d 

(in atl110nlJ of· dollarm. + ~ 1uflo\sJ - ::'1;' out.flow) 

Short. Tel'll &Curl", 

!!a51pg fa.9. !mnfJacti2A! !otal 


Brlgleoad . 	 • S6.1 + 1~.2. +US.ih __ 
-2~1 + 10.8 - n.e 

G~ + 24.1: £.2 + 19.a 
lull' - 6.i" 

-- 1.6 - 8.$ 
Jetharlslld8 . . -l8.7 + -.15- .. '59.1 
SW1tJH)Z"lmld . - 1.8 - 38.1 . - 47.1 
Q-thor 'Fuope + 19.5 + 15.i + 54.7 

fotal.!:J.uoopa 	 + 24.1 + 201.5 +2~:':.1 

C&riada 	 + 4.1 12.9. -. ,8.5-
i.e.t1B Anteri.ea . + 46.7 + 89.9 +Ue.6 
Far· East. - 19.1 ... 15.4 ~.I 
All. ()+.J.uar 6.9 + eaS 

- s., 
Qruzu5 Total: + 49.8 + 305.S + 552.1 

, . 
TbeHdat.., ooftrinBl. weekD ahoW6 oot'JlOVfil'Hnt. 01' Cl!p1t.al~'the 

Uf11tea Statu or8S~.8ft.ooo. If an fidju.$tunt be lllade tor be.lances .ean1ed here 
with Ar,entine f'acala,eutlltor tbe~t1on of called 1sauaa. $4.1.500,000 or 
~~ ·oatiJ:la1. lIG'f'UeIltl'epftaateti &11 ta'C'ftlU!tft in this ..nat'. l.i~wrmbuk1Da 
11abilleQri....tieG· tof'ore1gDm"G, wb11e~t200,GOO~el~~ the 1JU"iOft or eap1t.al 
0 "".'.-· +-

."., 
... ~~..._....... 	 .'~:~.,,:'''''..
. 

.. &Q 

'A D~ of dl~ Z'OVestmte ot Bbort-tel'll f'lmd8 &N 1nclud8din the 
Ali' re~.1nf'lQ.. ot ~,SOO.OOO·wmt.101led abetft. Latin Aalerlctm net' b&.limces 
.	hm,eput .·tna ·those uq~ ••rt_tt_tor bond· rtMlemptiOll ~s, 1~ 
creeead·. '*'6,100..000. !&BUsh BBt.b&lance. roSG ·or $55,500,000 ami Ge.nIe~. Dr . 
.~4.SOO,opo., 'aOthm" IUJoof*Ulw Mt::;l:IalaaCful._h1eh include dQlh.rs ~cqui1"'l!!d. b.J .' 
·ihe;U.8~S.L 1D ·cmmect1oD'Wltb gOld ....eol4 to t.be!pusU17. prior to .l~rU "1roH 
b7\"tt',&eO,ooo.OUt£l.R8.of' ·'U~or\-teN·tuud. nft ..~ tor gold"~oc .GiccWDt 
,-,~. ~. *8,200.000 tor~,;&11.700,000 .tor leth~l"lantlll cmd ts.SOO,OOO . 
tOr: hltiterlai:sde 811111&1'16, aD O1lt:f'1..ft cit t".maB took phce to .Jeptm. '11'l the ~ 
ot.'19.IOG,~... . . 	 . 

; .. ;:~·:f~:}:~.:·:·,.:· I.' u.. tsos.D).OOO .·Wlov of _¢uloa •eeourlt1 ftCCOUDt, t.be .tiae 
···nanjt:s... opwaUoas·a1.nad,7 .retel'l'1!4t.oc fteulte4.1D 8 net. 1ntJ.o. of -Wt1is· . 
.·~leaCfl¢.W1 ··rroa abr0m.4 ot ...900,COO. . Ret ~ftS otimmr1~1'1 8fi~~t'it1•• 
...~\tMl·~.$1"eoo,ooo, ·iI:a.gl~.le.th@1."ltiDdD.&r1tserUn.1S f:i!1dJapa,. Yilt1l.. ' . 

• ~tra .or.....800,000•.. $46.'IOO,OOC,tH,700.000 aact 319~..OOO "apeoU"'~t 
8CC:OtmUq..,toJ- the. bulko£ t.h8toWl..tbese~·a*e.ere COJ;1UJmOUitlJ'hMYJ' :1a 
1....I7Qclr.e~,.bat. ~;.... ~t1cat thad or~h. .«._le$of 
'~ea ~c:rOii:Ue. ·tOr e~ti took place .1!a t.he.1iMk lI!U1ed larch ~4. .­

. 	 't" • . '- , ' '- " . 

. :.:~:-:!,,::~·~/:,~'~A~~:*le·,.AOilobalda~ .Itl"ft.....·:7AaWJ.lI1bl,e torthct week of .1~1t.o 14, 
:' 7~·;U~Qfi.tioa oti.ba~_t(·.~.~t8'ls:fwlt1*·~~ the' UJdtetl States .~.. 

,,':/ :t.tii,~~tu of \he 101. ·Fl_,,1"Wi.l'IJ;l.~:fA ,bstoiaadlll the lell' lort City .•~.~( ..

'. :~:....at'etatcmeu, tor' Ap.rU .ltj.hlc:b ·1ibtAN4mi .1DcrN.H of' 1«,000,000 ·1n.~~c .. 


~t",";C>"j"'\'~~lt~i:';:. . . . '....... ' .. 	 ..:,;;~? 47 

,,..... :' ~ ,~. 
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. «,:' 
'. ." ~-}: 

". ; 

I, 

. foretp '~.' !he .~~.1Dtl.oe. 01 shOd-ten tads~.1m. oaloul.\ed:led . :'::.:, J 

tu.d811d.ll'~11.ba~blY 1~"_ 111 ~.,lt.., &lao ,tie~~~llId_~:."
tlmt ,~ SIC 4&117 ,~ ftJra Ua1te4 DWIber or 1wok5:rGp~•• Hftal tid ";-":":c;':: 

foreign .~..... seUe:ra 1a lhele. Iorlt .t.od£. ~ sa ·the ~el 01 April ,...; 
14.. It 1. ao,mall',»....,.,., ~ aell of the ~e Sa Ice \0 rontp IfH' 
oametroJl'·.f"uDdD recel-qd ,tor' the sale· of 'ecmr1t1ea hen Iv. F1ftt,., 1I1d1ft4Ua~. 
80 it. aq be aid that • 1&1"18 .,...._t of' $hOrt-~ tuDctft .~ p).Qe. to~",' :~:.:' 
tJn1ted Stat.ea 1a the wak tmded~, last. repft8E:llt'iDc 1B IIIIi&ll par.t... ~l1&n 
eC({1l1rd bJ' \he SW;u Ba1:lt. ot 'tba U.S.B.L but -1nl3- speeautlva IIIOV~ of 
abort-t.an 1'UIida to tbe UUted State. lD _Uclpa~1oDfit. rumored lftel" '«01.": ',' 
,ric4.iD the IJdted State. aad ,aId,..,. tONi_ aebAqe" 't'alut'or\he 

ran.w', " ",' 

dOn.:.., , 
lbUe a portia ot tbe trmd8,oosSDI Ilere, 18 ,WiI' ta.~ 

purebaos, or dollars: with a1at1nc,dfl9Oalt.8 In, t0n4p ,-=1ir1_. 80lH ,~-ot ': 
t.&_. repremmted SOld tie~ ia ·'lioDda ud attefttifor: ..10 em t....,:~ 
gold SArket.. IMrus ~l¥ ofter. ot gold .et t!le u.:.. oEthe Lcmdoa 'f'b1a. 
atiRRDlt to ·tat. UOO,OOO to £'&)().,OOO,. 1r1d&,y, Sa~ ·aad.~ otlaet..... . 
(April 9-12), an aYerage otare tbaD £l.lOO.oao ftS eo otfered each de.;'..0aI' .. 
e.t1Bte of gold h~ pri'ftlte17a lJeeeibel" 11.1958._ .,616,000,000.01 ',:' 
trMch $1.113.000.000 as !le14 1D L.ondcm. !he ..UBUlUJOe ot t'WaOrS o~·t,he 
possible redU.ct101l 1n the A1aencu:Aftt &014 price wUl doubtlen resul:t Ul,.d1S­
~l'd1ng of a C01lBidenble portl. of this pld, and· 1ta sale· to the l1nlted State. 
hl$sUJ7. rua 1IO~t. WIWi be 1a addtt1_ to ~t1ve pure!UUlf!8 ottioll.Ara 
tq holde.l'8· o.f balance" Il~ 
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of '.:: . 

". '.. 

to·'\U:e.:?;' 

. 

==- ---.:"" ..­

·;i,tJi'\1,.,k~n.~~~~:~ __ 
an pl'fmmted·tr. at.fecUDg' - ... bak. n8ttri8h .fb8 4ae8.. .'. ... . 

. prevent ~ F1d lsporta "'.tIlefJa1~._... ·tna atteaU1ts ~1aa!ik".' ~.~:~·2~::l:·~i:·f+· 
Jteeenu, a1Dce it It.1IrportfIlOld _ u.ot' ...... MDtI' ~~ ".......~." ..,.:.,.. 0',. 

tore!p. exchanp troa the 1IU'ke\.~' .•.deI4' \0 t4.(1e1e1..... ~'t:~:~. :l~~.. ··· 
bat balance. 1I1tJl \he .fedeTa11Jese11~ Jkml;~. .: ......;.:":.';.':../.-:.:.:.'::~: ~.}'};~{~i~.:~j~'t;;i, 

2. \lnder the .ponn .~. 1\ .. tJie 8saJd:D, Act of 19as•. ·tIIe .~ 

CJOveliaora of tJse ~l .....,..s.rata-lW 14, DS8 aDd -1a!i'itu7 1l.lP1 


·raised.reserve requ1remente· for:' ,." ..... 1Ja.1*.e. Uae tl.nIt so ,.. ~~.:. 
·ettect.OII Augut .15. 19&. \be. aoor:mcI SOper ....~(.. t.be.artlf-1_~~lj 
_tng' 41v1c!ed .1ftto eqUal parte, .. efteet1 ~..·... 1. '191.,·,_".
effeeti!la1' 1. 1m. !xeeu reserves, 1rb1cbW' been ba.l1t uP 1D \he 'period '19M;." 
et1re17 tbroushthe 1ntlow of aold -. atf'ected .. tollcmJ. '.',.:,. 

=--- . (lI1ll1ona or 4oi1ar8) . 
. : .. ,.. 

..,ZOO· • ,940.,zoo 4,.uo 
. 6,100 ',800

.8,100 5.400 

!he Iq 1 iMreue in J!'eHJ'ft raquinlnDb 1dlJ. ~ 

teo-o,ooo,ooo \0 required JIU81"I'88 aDd. Sllbtl'act thea· f100a exoeea ·.~lt 


- ..-.~: 

8d4 _0." 
tb1s is tho case.. reqa1red N8eZ"ftIJ w1ll. ...... beea'1taereusd ttoa 11.940*000.000 

to $6,200.~OOO bet__ .Augrtst. 14, 1918 &1Id Ia7 1, 19S1. .. lG" 'S,.HO.OOO .. oaq.

th8. gold .!'epft8eftted b.7 th1.a 1nc:reaH baa bellD ~ ater111aad 111 ltlll ett~t8 

an the banking qatelt. ". 


ODe po1Dt -7 be -.de CD aterU1_Uou.o£ gold 1EportS • izu::reaaea.1a· . 
requi.red reflC'Tes. fhis _thadhaa the eftect not aaJ.; or elbd:na.t.1n8 gold" ~ 
received as a buean. 'Which credit JIIf7 _ apanded. but in a&U.~ioD,ot:r_.ia1iaS; 
the danger !Jf credit tD.'pIUioA based on future gold.1aporta l7.r.1."edu~g tbePos81ble 
u.m.ta to ault1p18 cntd1t. npmsiCD aD the buls or a given ..f.e1CJU.1lt. 'ot gold. If, 
fO!' e:maple. U o£ &ember bank reaervesbmd 1"oraerly 8EIJ"JJ'ed' aa tzae 'bIud.a tor en 
ezpanoloa in.1Ilm'&ber be:lt cn\d1t of $10. tol.lo1dng the doubUDl 01 ~l"equ1l-e-
aenta, $1 CItJl 4R1pJiiOl'tt oralT $5. 1D ~ bank erad1t.. .. '. . 

s. OIl teceabeZ' 21. l.9S8 ··the Sec:retaq of \lwI .~.. -.oauc8d .\bat tile 
'h'eatR1Z7 

-prapo_ wbeaevw i\ 18 dee liid ~ mad Sa t.I2e pv1:t11o 
iDteftst, to do 80, to tate appropriate aeU_ 1I1t!l ~t..&0 net 
add1t1onal·8.Gq1id.a1Uona iYr releases ot gold b;r :tile. fJ.....,. ~ 
:aont.. fb1sw1ll be: &OG01IpUabed' b7 \be sale of UfdlU,oual pabUo- . 
debt obl1p.t1aDa. t.be prooeeds of wh1ch 1dll. be ued to. ·tIIe 
purchase ot gold, and b.J' \be pucJl&.ae or ~1aa or oatstaadloS 
obl.iaat.1oD.s 1R t.h&. c&ee of J:ImI8Ilta in \be ft·,..••· ~•• 

. . . 

L"'l pu.ttiDg this pollC1T'1Dto operation. the frea8lD"7. alter »aaember n. 

boagbt gold presented t.o it, vitil its cub b&laaCH. liol.d1a&'. \be .fPld·1n, _ 

.8inactive gold &:i.CCOUDt.."1'b16 &ceotmt· a\OOd' at .$4eS,.S2S,lU ·em .AprU. 14. Be... 
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c.. p. nmneberpr,. 
lore1gnlntoraat4OD D1vt.a1oa, 
April 1'. 19S7. 
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49 48 GOLD 

The Gold Standard between tIlC World Wars 

The use of gold COIl1S as money was virtually brought to an end bv the 
First. World War. In all countries _ 
from circulation and gold reserves were concentrated in the central banks. 
In contrast to the situation in 1914 the Europe of 1920 had twenty­
scven paper currencies, none with a gelid parity, none with fixed exchange 
rates and several of them in various stages of inflation. The First World 
War destroyed Britain's unehallengcd financial dominance. Her already 
noticeable lag behind newly industrialised countries in production and 
cxport growth grew worse. ,wartime trade interruptions spurred industrial­
isation in several of Britain's traditional markets. Britain lost ground in 
shipping and her role a,s an international investor was now rnuehdimin­
ished. The American dollar destroyed the pre-cminence of sterling without 
itself taking over sterling'S oid role. The USA became an international 
finarlcier during the' First World War, lending abroad to·finance an export, 
surplus during its nellUality, and later to aid its Allies. 

The dollar returned with ease to the full gold standard as early as 1919 
and tllereafter was dlC guidepost for realignment of other currencies. 

tlle gold standard' was a gradual world-wide process. Some 
COUll tries soo;ler or later their prewar gold parities; besides Great 

, Britain, tllCSC included the British, Dominions, Switzerland, The Nether­
lands and ber' colonies, Argentina, tbe' three Scandinavian countries, and 

(which did not drop her wartime gold export embargo until January 
the end.of 1925 some 35 currencies in addition to the US dollar 
been ·stabilised on gold or had displayed exchange rate stability 

year: Th ree years"l'a:terthe apparent reeonstructi6n of the 'inter­
national gold standard was substantially complete. 

From 1920 until 1924 the sterling dollar exchange rate was left free to 

float. The wide fluctuations which followed combined with the German 
Mark being stabilised against gold in 1928 led to a widespread British 
preference for again fixing tlle exchange rate. [n his budget speech of 
April 28th 1925 the Chancellor' of the Exchequer, Winston Churchill, 
announced that the restrictions on gold and silver exports would lapse at 
once and tbat the Bank 'of England would redeem legal tender in gold for 
export. The Gold Standard Act of 1925, passed on May 13, required the 
Bank of England to ~ell gold ingots of not less than 400 fine ounces for 
legal tellder at the traditional price of £3 1 7s. 10'hd. per ounce 11112 fine. 
Sterling could thus be redeemed .in gold in amounts worth no less than 
almost $8300 (£1670). Redemption in coin the general 

the Bank of England was to have the right to bring 
mint for coinage. The Bank remained obliged. as it had been 

Witll0ut interruption ever since 1844, to buy all the gold offered to it at 
£3 175. 9d. per ounce·11112 fine. This system was known as the 'gold 
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bullion stangard'. It enabled all the advantages of the gold standard to be <:\1. 
without the expense of maintaining a gold coinage. Thus the li.) 

essential features of the gold standard were retained: the staildard unit of o 
the currency still represented a certain weight of gold, and its price was ~ 
fixed. C\l 

By 1926 only one of the world's major countries (Sweden) provided N 
for the redemption of bank notes in gold coins; and only one (Great 
Britain) for the redemption in gold bullion. The widespread usage of gold 
coins had disappeared. The new gold-cxchange standard, during the first 

· years of operation in the 1920s, used cryicfly the. US dollar as a reserve 
asset; and for a few years, between 1927 and '1931, the pound sterling 
became the major reserve asset of the Netherlands. ' 

The United Kingdom decision to return to the gold standard at the pre­
war parity of $4.86 (the actu~ parity was $4.8665 but for convenience 


speech, has since 
It was a 

$4.86 is used.in the text as an aDt)roximation). announced in Churchill's. 


decision which was widely criticised as 
exchange rate. Most' prominent 

· among British cntIcs was John Maynard Keynes. [n 1925 Keynes pub­
a pamphet entitled 'The Economic Consequences of Mr Churchill' 

that the old parity would hamper exports and necessitate further 
in Britain. Churchill appears to have been impressed by 

· four main arguments the' poli,tical ,risks involved in any decision not 
to return; th,e big;-smooth rise in the exchange ra'te since the Tories' return 
(mentioned below); the widespread view that return would ensure long-. 
term benefits on employment and trade, even if the short-term was hard ; 
and the fact thaca:fter October '-zit; 1924', the gold supp'orted,exchange 
value of the pound had been able to rise, without appare'ntly'- any of the 
traditional deflationary side effects. . 

Although it is difficult to be precise about the extent of the over-
valuation Moggddge has argued that the of overvaluation was 10 
'per ccnt, i.e., that British prices had fallen 

worth some 90 per cent of this dollar rate. 
accounts of this decision take the view that both the rate of exchange and 
dle associated tight monetary policy imposed a. burden upon the economy 
which, owing to structural defects, it was ill-equipped to bear and which 
made subsequent adjustment more difficult than it needed to be. Although 

differ in the details of their reservations dissenters from this view 
are Alford,' Ald croft,' Sayers4 an d YO)lngson,s wi th Moggridge6 and 
Howso.n 7 being two of the most vocal critics of the exchange rate adopted. 
Sayers' view, that whatever the rate chosen wa;; to a certain extent im­
material, since this would be undercut by the French and Belgians, was 
seen to be c()rrect when both the French and the Belgians returned to the 
gold standard in 1927 at an undervalued rate. An often forgotten point 
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about the 1920s is that, after the initial inflationary burst the 
end of the First World War in 1918, British economic policy was deliber­
ately geared for a number of years to producing conditions for thc restora­
tion of the Gold Standard. This meant that by the end of 1922 
ary policies had already nursed the' exchange rite back up from $3.40 to 

$4.63, well before the formal revaluation. to $4.86 on-3 April 1925, 
The gold bullion standard lastcd for six years, from 1925 until 1931. 

The overall inadequacy of the reserves for gold standard countries meant 
that countries with overvalued currencies were forced' to pursue politically 
unacceptable deflationary policies. The rapid growth of trade unionism 
had made wages and prices much less flexible in the downward direction 
which further exacerbated unernployment. Governments generally were 
less willing to pursue 'laisser-faire' policies when lengthening dole queues 
threatened political stability. Great 'Britain abandoned convertibility in 
1931 and the United States in 1933. In the United States during this 
depression period -a considerable anlount of gold coin and gold certificates 
went into hoards. After the dollar became de facto' depreciated, Congress 

the I!old clause in contracts a~d made all obligations payable in 
any form of currency or coin. The Gold Reserve 

Act of 1934 established a new standard for the United States at 
$35 a fine ounce with gold usc' 
could no longer be coined and 
den t~ was forbidden. a 
ol1pp.40-41.) 

During the Great Depression (1929-1933) the international 
ardcollapsed, and from 1933 to t937 countries followed a 
extr~me natio~alism. Curre~eies wer'e 
raised and other restrictions on trade, such as 
tiple currency devices, were introduced. Currency devaluations intensified 
the depression in the gold-bloc countries i.e. France, the 
Belgium and Switzerland. 

Currency devaluations began early iil the Depression. In September 
1931 sterling was depreciated by about 30 per cent. On January 31, 
1934, the doll;J.r was forma:!ly devalued by 41 per cent and, between 1935 
and 1936, the currencies of tbe gold-bloc countries wer~ devalued. The 
gold standard, so laboriously restored fro III 1925 to 1930, was abandoned 
by every great trading country by 1936. The great depression swept away 
not only the newly established parities but also the historic gold parity of 
the dollar, sterling, the Netherlands guilder, and the Swiss franc. It was not 
until the link between gold and currencies was severed that the depression 
could be brought to an end and a slow recovery could begin. 

The inter-war years can be seen, with hindsight, as the period when the 
USA achieved economic dominance over the Western world. The failure of 
international monetary relations during these two decades was probably 
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due to the USA's reluctance to assume the responsibilities that this posi- C'I":) 
tion forced upon it. By'the end of the Second Worl,d War, it'had over- tJ":) 
come these inhibitions. The 'formulation of a new spirit of international 
monetary co-operation, a necessary condition for the planning of the post- ~ 
war reconstruction, depended, to a certain upon thc willingness of C\! 
the USA to assume economic leadership. C'-.t 

Th~ Gold Standard after the Second World War 

Just as opinion at the end of the First: World War was almost unanimously 
in favour of a return to the gold 'standard, so there was virtual 

I at the end of the Second World 
consensus on 


the need to ensure the convertibility of currencies betwecn countries and 

to avoid large and frequent fluctuations in rates. The Bretton 


Woods agreement (1944) was an 'attempt to modify the gold 'standard 

with the intention of removing the supposed defects 'of the classical 

standard while retaining some of its better features. Appendix I Sum­

marises the similarities and differences between the British and American 

plans which were put forward at Bretton Woods. The system adopted at 

Bretton Woods became }moWTI as the gold exchange standard. 


According to its Articles of Agreement, the purposes of the Interc 

national Monetary Fund' (IMF), which was established at Bretton Woods, 

were to promote international monetary ~o-operation, facili~ate the expan­

sion of international trade for the sake of high levels of employment and 

real income, promote exchange-rate stability and avoid competitive 


work for :i.' unilateriil systern 6Ci::urrellt' in't~rnationar p-ay­

ments and for elimination of exchange c'ontrols over current transactions, 

create confidence among member nations and give them the opportunity 

to correct b<ihnce of.payments maladjustments while avoiding mea.sures' 

destructive of national and international prosperity _ , 


Under the provisions of the Bretton Woods Agreement, all countries 

were to fix the value 'of their currencies in terms of gold but were not 

required to exchange their currencies for gold. Only the dollar remained 

convertible into gold at $35 per ounce or 0.0285714 fine ounces of 

per dollar, which is the same thing. Therefore all countries decided what 

they wished their rates to be vis-a-vis the dollar, then calcula.ted 

what the gold par value of their should be to give the desired 

dollar exchange ratc. All participating countries to try to maintain 

the value of their currencies within 1 per cent of par by buying or 

foreign exchange or gold as needed. Therules of the IMF all<iwed members' 

monetary authorities to sell gold (but not to buy) above the official price 

and to buy gold (but not to sell) below it. This system engendered the 

exchange rate stability provided by the gold standard. 


":Y 
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Members were required to pay 25 percent of their IMF quota in gold 
(with concessions for cOuntries holding small gold stocks). It was envisaged 
that gold would continue to form the major part of international reserves 
and that gold transactions would play an important role in settling those 
international payments that could riot be offset against one an'other 

exchanging one convertible currency for another in the foreign 
exchange market. 

In all tllese respects the new system was similar to the old gold stan­
dard. However, the IMF agreement provided formal mlcs allowing mem­
bers to change the par values of their currencies to' meet a 'fundamental 
disequilibrium' in their balance of payments, though these words were not 
defined. The Fund provided members with the opportunity of 'drawing' 
(i.e. borrowing) foreign currencies in amounts related to their quotas to 
supplement their reserves, th us allowing more time for the correction of 

deficits; and the 'scarce currency clauses' (which 
were. intended to put pressure. on -countries 

with a surplus in their balance of payments· to contribute their share 
towards adjustment. 

The most important difference between the new system and the old 
was not writtefJ into the Bretton Woods Agreement at aJl butfollowed from 
the policies of individual countries. No country, after 1945, operated any 
effective link between its gold reserve position and its domestic 
supply; where.a formal rule was maintained it was eompletely.ineffeetive. 
The USA retaine~ a' formal link in the form of a 25 per cent reserve 
ratio, but in the early post-war years the US gold stock was so large 'that 
the rule imposed no great constraint; when the fall in the gold stock and 

.of the money supply produced a- situation- where the rule' 
soon have begun to 'bite', Congress repealed it, in 1968_ In the 

United Kingdom the Bank of England still operates within the legal form 
of the 'fixed fiduciary issue'; but the gold stock is now held by the Ex­
change EquaJisation Aecoullt, not the Bank, and the amoullt of the note 
issue is in practice varied at the discretion of the Treasury. Thus fluctua­
tions in reserves no longcr have the effect on the domestic money stock 
that an inflow or outflow of gold had under the old system, and adjust­
ment~ of the balance of payments depend on discretionary action by 
govern ments·. This was the important difference between the new and the 
old systems. 

The transitional period after the setting up of the IMF proved much 
longer than was envisaged at Bretton Woods and it was not until the late 
1950s that the new system was fully operationaL After being closed, or 
all but closed, since 1939, tJle London !lold rriarket reopened in March 
1954. This was a market in which private 
The market was calm for 61-'2 years and the gold price remained With III a 
few cent~ of the US Tre'asury's buying and selling prices of $34.9125 and 
$35.0875 per ounce. In 1960 following the Cuban missile crisis there was a 
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rise in the speeulative demand for gold prompted by rumours of a de­
vaJuation of the US dollar (equivalent to i rise in the official gold price). IIf!1t 
On October 20 1960 the London price reached $40 an ounce, despite large In 
offieial sales, mostly by the US Treasury. This rise ill the gold price caused o 
foreign centraL banks, fearing' a dollar devaluation, to cash in -.:::f'F 
dollars at the United States gold window, and the US Treasury found itself C\: 
forced to put out a press statement formally endorsing- Bank of England C\r 
sales of gold to stabilise the London price at the ultimate expense of the 
American gold stock. By the autumn of 1960 the weekly Treasury reports 
of Amenean losses through the gold window were making the front page 
of the New Yor/;:. Times. . 

Charles Coombs, formerly Senior Vice President of the Federal Reserve 

Bank of New York who was responsible for US Treasury and Federal 

Reserve operations in the !lold and forei!ln exchan!le markets summarised 

the situation as follows:!! 


'Thus in late f960 the dollar- haobecome conveitibk into gold on 

demand not only by central banks' but also by private speculators all 

over the world. The United States Government had become thoroughly 

trapped by its gold commitments under Breti:on Woods and a heavy 


. for devising a safe escape route now fell on the new team 

of Treasury officials to be appointed by President-elect John Kennerly. 


In February 1961, Kennedy made his ple<;lge that the dollar-

gold priee'would remain immutable. The settled back to $35 but 

the 'pledge was no more than a' holding operation and negotiatiOlis be­

tween the leading Central Banks immeciiately began which were to result 

in-' the'-creation of-the -Gold Pool. -This was an -agreement- whereby the·· 

Bank of England would sell gold on behalf of the central banks of the 

USA, the United Kingdom, Switzerland, Belgium, Franee, Germany, 


and the Netherlands, in sufficient quantities to keep the price at 

$35. The Bank of England bought or sold in the market, as required, to 


the an!1 the participants contributed gold for sale, or shared 

gold purehased, according to a quota. France dropped oUt in 1967 but tlle 

remaining countries operated the 1"001 until March 1968. 


Between 1961 and 1965 there were substantial Russian sales 

the pool thereby helping the pool to operate both ways with purehases 

somewhat exceeding sales over the period as a whole. After the end of 

1965, Russian sales ceased and the pool became a substantial net seller. 

TIle Climax came with the devaJuation of sterling in November 1967; 

this again cast doubt on the stability of tJ1e dollar, which was widely 


'as overvaJued,. and created an enormous speculative .demand 
, The question now was how much official gold was·to be diverted 

to the London gold I1larket before it was acknowledged_that the game was 
up, Several attemptS were made to dam the flood, but with gold market 
specul~tion now focussing squarely on the dollar the crisis came in March 
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factors exerted an influence on the volume and direction of short-term 
capital flows that may at times have overshadowed interest-rate factors .. 

Conditions almost unique in history smoothed the operation of tlle 
system. Money, wages and prices were probably 'more flexible in both 
directions than they later became. Relative calm in social and political 
affairs and the absence of ambitious programmes of government spending 
and taxation all tended to tighten monetary control. Moreover, as Triffin 
has made clcar, credit money, i.e. bank currency and deposits, played an 
overwhelming part.in sustaining feasible rates of economic growth ill the 
century before the First World War: 17 Triffin estimates that by 1913 
credit money accounted for about 85 per cent of the world money 
supply. . 

Hellcr and Kreinen showed that balance of payments adjustments via' 
domestic macro-economic policy (Ii la gold standard rules) for the 1960s 
time period would be costlier than adjustment via the exchange rate for 

.. mo~t .countries.! 8 _They conclude that the ratio oL costs from. income 
adjustment to costs from exchallge rate adjustment is roughly 5: 1 for 
Canada, 3.5: 1 for Japan, and 3: 1 for the United States. A similar study 
for the post OPEC world would undoubtedly indicate that this ratio 
worsened. Michaely undertook a comprehensive study of the domestic 
policy responses to payments imbalances of the world's major countries 

during 1950-«;6.19 This is in fact a test of whether countries would be 
willing to live by gold standard adjustment rules as the 'period under con­
sideration wa.:; one of fixed excnangerates. He discovered that no country 

. ever nio'\red its fiscal policy 'consistently even in the direction called for by-­
external considerations. Michaely also discovered that even the directional 
respollse of monctary policy'to external"considerations'weaKcned fromth'e ­
1950s to the 1960s. 

As statcd by Bergsten reasons for this antipatl,y to gold standard rules 
are obvious. 2 

0 The level of domestic unemployment or. inflation which 
would bc needed to provide the sole cure' for payments deficits and sur­
pluses, respectively, would create huge economic costs and thus be politi­
cally unacceptable in most lllodern societies. Governlnents and monetary 
auworities already have great difficulty in achieving their numerous policy 
targets, and they could hardly afford to give up three of their policy 
instruments - tile exchange rate, selective controls and external financing­
wllich would be needed if tile 'rules' of the gold standard were to be 
adhered to. . 
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APPENDIX 1 

POST SECOND WORLD WAR PLANS FOR REFORMING 
THE lNTERNATIONAL MONETARY SYSTEM: 
THE ALTERNATlVE ROLES GIVEN TO GOLD 

• 
The lessons of the First World War were well remembered in the formation 

of international financial policy during and after the Second World W,lr, 
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The Emergency Banking Actiof March 9, 193i, granted the President 
emergency powers ov~r banking ~ransactions and over foieign exchange 
deal ings in gold' and currency movements. The next day, March 10, the' 
President issued an executive order extending the restrictions on 
gold and foreign exchange dealings beyond the ~anking holiday proper 
and l in effect, prohibiting gold payments by binking and nonbanking 
inssitutions alike, unless permitted by the Se6retary of the Treasury 
under license. These measures. were the precursors to a far-reaching 
alteration in the leg~l struct~re of the monetary standard. 

,25 
5. 1933-1934 a floating dollar 

Despite the effective suspension of gold ~ayments in March 
1933, the price of gold or the rate of exchange between the dollar 
and currencies that. remained rigidly linked to 'gold, hovered around 
"par" for over .a ·month. The s~spension was regarded as part of 
the banking emergency and henc~ e~p~cted to be :te~porary~ foreign 
exchange transactions were strictly controlled and limited; the 
Administration made no official announcement that it proposed to 
permit the dollar to depreciate or be devalued; and af~er some . 
weeks, several licenses to export gold were granted. Moreover, the 
technical gold position was sufficiently strong so that there was 
little doubt the preceding gold parity could have been maintained 
if desired~ the ratio of the gOld stock to the total stock of money 
was higher than at any time since 1914. 

One important step, unprecedented in the United States, was 
taken during this period. ori AprilS, an executive order forbade 
the "hoarding" of gold and required all holders of gold, including 
member banks of the ~ederal ReserVe System, to'deliver their holdings 
of gold coin, bullion, or certificates to Fedetal Reserve B~nks on 
or before May 1 except for rar~ coins, reasonaSle amounts ·for use 
in industry and the arts, and ~ maximum of SlaG per p~rson in gold 
coin and gold certificates. The gold coin an~'gold certificates 
were exchanged for other currency or deposits at face value, and 
the bullion was paid for at the legal price of,$20.67 per fine. 
ounce. The "nationalization" 6f gold outside ·Federal Reserve Banks 
was later completed by order of the Secretary 6f the Treasury, 
dated December 28, 1933,' excepting only rare coins.and a few other 
minor itemsfrorn the requirement that all gold coin, gold bullion, 
and gold certificates be delivered to the Treasurer of the United 
States at face value corresponding to the legal price of $20.67 per 
fine ounce. The expiration date for the surre~der of gold was 
later set for Janu~ry 17, 1934~ when the market price of gold was 
in the neighborhood of $33 per fine ounce. 

An executive order of Apiil 20, 1933, extending and revising 
the gold embargoj and. commenti by the Presiden~ at his.news conference 
the preceding day ended the p~riod of stabili~~ in the price of 
gold. The .President made it clear th~t the Adfui~istratiorr intended 
to permit the dollar to depreciate in terms of foreign currencies 
as a means of achieving a rise in. domestic pri~es. The order 
applied the restrictions on foreign exchange transactions not 6nly 
to banks licensed und~r the executive ord~r~of March 10, but also to-~ 
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~ll persons dealihg in foreign exchange. On the same day, the 
Thomas amendment to the Agricultural Adjustm~nt Act was offered in 
Congress. T~e amendment enacted into law on May 12, and explicitly 
directed at achieving a price rise through the expansion of the 
money stock, contained a provision authorizing the President to 
reduce the gold content of the dollar to as low a~ 5n percent of 
its former weight. The dollar price of gold immediately started 

..:',1'. rising, which is to say that so also did the dollar prite of foreign 
currencie~, including those like the French franc that remained on 
gold and those like the pound sterling that had gone off gold at an 
earlier date. Ih the next ~hree months, the market price of gold 
rose to, $30 an ounce, and thereafter fluctuated erratically between 
a lo~ of about $27,ahd a.high 6f nearly $35 until January 30, 1934, 
when the Gold Reserve Act wa:s .passed. During that period, the 
United States had a floating exchange rate determined in the market 
~rom day to day, as lin the period from 1862 to 1879. However, 
there was considerably greater government intervention in the 
market. On September 8, 1933,an official gbldprice, to be fixed 
daily at the estimated ~orld market figure l~ss shipping and 

, . insGrarice cost, was e~tablished. The Treasury agieed to buy gold 
at that price to g~ve Ameridan miner.s a price as high as they. could 
have obtained by export in, the~bs~nceof th~ expor~ embargo. 

Starting in October, the'government intervened actively to 
raise the price of gold. Th'e Reconstruction: Finance Corporation 
was authoriied to buy newlymined.domestic gold from October 25 on, 
and a few days later, through the .agency of the Federal.Reserve 
Banks, to buy gold abroad. The purchase price was raised almost 
daily. For a time, the large-scale RFCpurchases abroad made the 
announced price for newly mined domestic gold the effective market 
price. From.the end of November, hbwever, until the end of January 
1934, the announced price·exceeded the market price abroad. 

The aim of the gold policy' was to raise the prices of farm 
prod0cts and raw materials. Most farm products and raw materials 
exported by the United States had a world market, hence, the decline 
in the foreign exchange value of the dollar meant a roughly 
proportional rise jn the·dollar.price of suc~ commoditie~ as cotton, 
pe troleurn products, leaf tobacco, .wheat, and similar items. 

The decline in the foreign exchan~e value of the~ollar was 
initially a product of speculative sale of dollars in the expectation 
of devaluation -- a. short-t~rm capital outflow. The 'decline was 
sustained. by shi~ts' in the demand schedules ;for im~orts and the 
supply schedules of exports produced by the 'cessation of internal 
~eflation. Pri~es ~ose in the Unit~d Statei.relative to prices in 
~ther countries. If the ex~han~e val~e of ~he dollar had not' 
fallen; ,the price rise wo~ld ,have dtscouraged exports and encouraged 
impOrts. These forces were sub~equently reinfoiced by U.S. purchase 
of gold at home and a~road.~ .' 

U.S. purchase of gold involved a reduction in the supply ,of 
goods for export, since gold is a potential export good, and hence 
a reduction in the .demand for dollars by holders of other currencies 
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(to b~y thedo~estically produced gold). The~purchase of foreign 
gold involved an increase in the demand for g60ds for import (namely, 
gold) and hence in t~e suppli~f dollars' offered in exchange for 
f9reign currencies (to buy fdreign gold). Th~ ~ombined effect was 
to create a potential defici~ in the U.S. bal~nceof payments' at the 
former exchange rate. Given B fl~xibl~ rate, :the potential deficit 
was clos~d by a depreciation "of the dollar su'~ficient to generate, 
through an increase iri export~ or a d~cline in i~ports or a move~ent 
of speculative funds, an amou:nt of foreigncul?rencies exceeding the 
amount demarided for other Fut~osesby enough to pay for the gold. ' 

These effects, depended' v~ryli ttle on the fact that gold was 
'the commodity purchased. Given a floating exchange rate, essentially 
the's~me effects on the dollar prices of intetnation'allY traded . ' 
goods wo~l~ have followed fro~ the ~ame dollar volume of gover0ment, 
purchase of wheat or perfume,! or from the econo~ically equivalent 
program,adopt:ed after World ~arII, of bUild,iing up stockpiles of 

,	fore ign-produced s trateg ic goods.' As it was, i'the use of gold as 
the vehicle necessarily meant an accumulation ;of gold, just as the 
u~eof wheat or, perfume would,hava meant the ~cc~mulation of that 
commodity. ' 

, , , 

, The choice of gold as thevehlcle did hav~animportanteffect 
on the impact of the ,p~6graru 6n foreigncount~ies.In the fi~st 
place -- and a corresponding ef ct would be ptesent for any, 
part icular' commod i ty --' the program had a spec'i ~l impact' on gold­
producing, coun.tries'. "In the second place --and' this effect would 
be present only 'for a commodity serving as ,the; 'basis 'of a monetary 
standard -:- it had a special 'i-mpact,on gold-standard countries. 
Being committee;] to, sell gold at a'fixed price,in terms of their own 
currency, these countries necessarily experience'(j pressur~on their 
gold reserves, which,in turn riecessitated eith~t abandonment,of the 
~old standard or internal deflat{o~ary pressur~. Those countries 
we,re placed' in the position of, having to adjust downward their 
whole no~inai price level: : 	 ' , 

; 	 , 

.The device used to achiev:e a decline in t'tle exchange Value of 
the dollar -- borrowing funds ~(through' ,the isst;ie ofRFC securities) 
to purchase gold -- was not uripre~edented. ~he identical device 
was employed before"l879 but that time for, precisely ,the opposite 
pur'pose: 'to proinote a' rise in' the exchange value of the dollar. 
As, noted' above f the mechanical; as ,opposed tottle' psycholog ical , 
at fects of the i;iccumula t ion of' a' g'old ,reserve :r;-endered resuli1pt ion 
more rather than less difficult., 

\. 
. !,' , 	 ,I 

'A major obstqcle .tousing;' gold as a vehicJ:e for lowering the 
exchange value o~ the dollar and thereby raisi~g prices was the 
existence of the so-called '~old clause in many ~ove~nment and 
private06ligat~ons and in private contracts. ~hat clause,~hose 

'use d~ted back ~o the, gteenbac~ period. after tHe'Civi~ War, required 
payment either in gold proper, 'or in a nominal ~mount of currency 

, equal, to,. the. value .of a speci f ied we igh t of gol.d .. I It was des igned 
precisely to protect lendets and others against currency dep,reciation. 
This c:lause, if bonored, would: have mul tiplied :the ,nominal obl'igations 

\. 
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of the federal government and of,manyprivate borrowers for interest 

and principal of deb~ by the 'ratio of the new price of gold to the 

old price of gold. Accordingly, a joi~t resolut{on was introduced 

in Congress ~n May 6, and passed'on June 5,1933; abrogati~g the 

gold clause in all public arid private contrabts~ past and future. ­
In February 1935, the Supreme Court, by a five-to-four decision, in 

ef~ect upheld the constitutionality of that resolution. Not until 

the Act of October 28, 1977, was the prohibition againsi gold 

61auses removed, and express allowance for their'use provided. 


At the outset: the gold pOlicy was one of t~o mutually incon­

sistent policies with respect to: the monetary standard ~imult~neously 

pursued by President Roosevelt. :The other was the organization of 

a World Monetary and Economic ~on rence which, convened in London in 

June 1933. President Hoover had, set in train th~ arra~gements Eor 

the convocation of the Conference in M~y 1932, arid it was briginally 

scheduled to be held in January 1933. The aim of the Conference 

was to achieve cooperative actio~ on international ec6nomic problems, 

and hopes were high that it would produce an agreement stabilizing 

foreign exchange arrangements. But the Conference was nearl~ a 

complete fai lure-, One reason was that, wh i Ie i twas in process, 

the President apparently decided def~nitely to adopt the path of 

currency depreciation. He sent a message to th~ ,Confe~ence ori July 

2, 1933, which disassociated the United States from any attempt to 

achieve what was described as a "temporary and prob~bly an artificial 

stability i~ foreign exchange ,on the part of a few large countries" 

and was termed a "specious fillacy." The messag~ was at the time 

given much of th~ public blame for the failure of t~e Confer~nce. 

However, whatever the President fuight have said and however consistent 

u.s. policy might have been, it seems dubious :that the economic 

preconditions existed for a viable exchange stabilization ~greement. 


The fundamental difticulties were the probable incompatibility of ' 

the exchange rates o~ the sterling bloc and of the nations that 

still remained on gold, and the ~nwi;llingness at the time of the 

gold-bloc countries to 'change their -gold pari tie~« 


The period of a variable pr~ce for gold cam~ to an end on 

January 31, 1934; when the President, under the authority of the 

Go18 Reserve Act passed the day before, reduced ,the gold content of 

the doilar to 13.71 grains and thus specified ~ buying and selling 

price of $35 an ounce for gold (480/13.71 = $35). He thereby 

devalued the gold dollar to 5g p~rcent of its former weight. Under 

the t~rms of the Act, title to all gold 90in and bullion was io be 

vested in the United Statesi/.allgold coins were to be withdrawn 

from circulation and melted into, bullion and further gol'd coinage 

was to be discontinued; the Secretary of the Treasury was tb control 


,all holdings and dealings in goldJ and the President was autho~~zed 
to fix the weight of the gold dollar at any level between 50 and 60 
percent of its prior legal weight. 

Since the Treasury had fbrmerly valued its own gold holdings 

at $20.67 an ounce, and paid only that price fdr gold it acquired 

from private individuals, commercial banks, and- the Federal Reserve 

System, it reil~zed a i~rge "pap~r" profit from the revaluation of 


"I' 
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the dollar~ which is to say, the Treasury could print additional 
paper mon~y entitled ~goldcertificates" to a nominal value of 
nearly $3 billion without acquiring additional gold and yet conform' 
to the legal requirement that it hold a specified weight of gold 
(now less than before)' for'each dollar printed. Those gold 
certificates could not be legally held by private,individuals, but 
they could be held by Federal Reserve ~anks. Accordingly, to 
realize its "profits," the Treasury had to turn over gold certificates 
to the Federal Reserve System, re~eiving in return a deposit credit 
that it could convert into Fed~al Reserve notes or payout by check. 
Stripped of its legal trapping~,the economic effect was identical 
with a simple grant of au thori ty.to the T'reasuiy to pr.int anrJ put 

,in circulati9n near.ly $3 billi~n of fiat currertcy ih addition to 
'the $3 billion in greenbacks already a~thorized by the Tho~as 
Amendment to ,the Agricultural Adjustment AcL ' 

Of the paper profit, $2 billion w~s ~pp~o~~iated to a 
~tabilization fund set up under the control of , the Secretai~ oitha 
Treas ury, who, wi th the approval o'f the Pres iden t, '¥'las author ized 
to deal in gold, , foreign exchange, and such other instruments· of 
credit as he deemed necessary for the purpose 6f 'stabilizing the 
exchange val ue of the dollar. Of i:he balance of the paper prof it, 
$645 million was used for the redemption of national bank notes, 
which simply substituted one form of fiduciary currency for another; 
$27 million 'ii/dS tC'ans rred to the Pederal Reserve Bank-sfor .making 
industrial loans; $2 million was charged: off t~ losses in melting 
gold COiTl; and $111 million'remained in the Ge~eral Fund cash b~lance. 

Thus th~ interlude d~ring~whichthe unite~ States was not ana 

gold ,standard was concluded. The type 6£ gold:stan~ard on which it 

operated thereafter is the' sub'ject of the section that follows,.


" . ' , . 

6. 1934 - 1948 the interwar, World War II, and postwar managed 

gold standard 26 


The official price of gold remained fixed'at $35 an ounce from 
February 1, 1934, until March 31, 1972, when the official price was 
altered to 938. In this sense, the date in 1934 marked the return 
to a gold standard. Bu~ the gold, standara to which the united 
States returned was very diff~rent, both domestically_and 
internationally, fro~ the orie it had left less'~han a·~ear e~clier. 
The Treasury bou<jht all gold offered to it by domestic producers at 
the price of $35 an ouric~ and sold at,this price to lice~sed domestic 
industrial llS(~CS'. Internation'ally,. the Treasllry bour;Jht and sold 
90ld at th,: f ixea price in monetary transact ions wi th fore ign 
monetary authorities •. The holding of goldcoih and bullion was' 
forbidden to private ind.ivid~~ls in the united, States, except for 
use in. industry and t~e art~ and for numismati~ holdings, and g61d 
no longer circulated domestically. The Federal ReseC've continued 
to have a gold reserve req~irem~nt, but the state of the reserve' 
was not a direct influence on policy at any time from lCl33 until 
the threatened depletion of the gold reserve in th~ period from 1948 
to 1968~ unJer the Btatton Wodds'arrangements. I~ 1945; ~hen the 

'System was approaching the. then existing requirement (40 percent for 
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Federal Reserve notes and 35 ,percent for ~ederal Reserve deposits), 

the law w~s chang~d to require e, uniform 25 p~rcent. 


Fixed buying and selling prices for gold were no longer the 

main reliance for maintaining rigid exch~nge rates with other 

currencies, even those of countries hominally on gold. Instead, a 

new finance ministry organ was created,th~ stabilization fund, 

with powers to engage in open market purchase and sale of foreign 


'exchange ane3 gold to influence ex'change rates:. Dur.ing the' late 
19305, most of the so-called'gold-bloc countries finally left gold, 
and npminally floating exchange rdtes with, government intervention 
through stabilization funds became the, rule. : During the war; many 
countcies' fixed, "off icial" exchange rates but sought to maintain 
them by extensive contr.ol ov~r foreign ~xchang~ tran~actions" " 
imitating the devices developed by Hjalmar Schacht for Germany in 
the 1930s, r~ther than by fr~e purchase'or sale at fixed prices of 
either gold or foreign exchange. Since then i' an even wider variety 
of multiple exchange rates,came into use. 

After 1934; the role of'gold in, the United States was not that 
of the base of the domestic monetary system. : Rather it became a 
commodity whose price was officially supported in the same way as 
the price of wheat, for example, w~s un0er vario~s agricultural 
support programs. * Th~ majo~ difference is ~hat the support price 
for agr icul tural products, was pa id only to domestic pro(j'ucers, the 
gold~supportprice to foreign monetary authorities as well. In 
addition, the agricultural products accumulated were freely s61d at 
the support pric(~s to anyone, the gold ,only to certain ,foreign 
purchasers and to licensed d6mestic industri~l users. In consequence" 
the gold program set a floor,under the world ~rice of gold in terms 
of dollars., 

The SUbstitution in 1934-of a fixed price for gold, rather 
than a variable price as under the e~rlier pJrchase program in 1933 
and early 1934, mea~t that the number of dollars spent on gold was 
no longer under the direct control of U.S. authorities~ Having 
fixed the pricie, they were c6mmitted to buy all that was of red by 
foreign monetary authorities;,and domestic producers. But the 
effects,of such purchases ,were the same as under the e~rlierprogram. 
For the United States, the purchases meant an increase in the dollar 
value of other exports relative to the d61l~r value of imports, 
thanks to a rise in prices of irite~natioAally traded gonds relative 
to dOmestic goods through the combined effect of changes in exchange 

-----,---'------
I 

,*Herbert J. Coyne-~ Many economists 00uld generally consider gold's 

role more distinctive than that of ~n ordina~y commorlity in this 

ceriod. Indeed, Dr. Schwart~ states in the book she' autho~ed with 

~ilton Friedman, ~ Monetary History of the u~ited States, 1867-1960 

(on p. 473) tha t: "The Ii nk ',between gold pur.chases and Treasury 

authorization to create high-powered money is, of course, the main 

remnant of the historical role of gold, and still serves to give 

gold some special monetary significance." 
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rates 'and in domestic price levels of the various countries. For 
gold-producing countries, the purchases me~nt ~ higher price for 
one of their products, hence an ~xpansion in the 991d industry 
relative to other industries and arise in incbme. For gold-standard 
cQuritries, th~ price fixed for gold in the UnifedStates determined 
the rate of exchange between their currencies ~nd dollars. They 
either had to adjust their in~ernal price, level to that new rate-­
in the process pre'sumably disposing of some of their reserves as. 
measur,ed 'in ounces of gold, --, or to change their own fixed price of 
gold. For all gOld-standaand gold-producing countries except 
the united St~tes an~ for n9ngold-standard and nongold-producing 
coun tries, the gold purchases :rnean t a reshu f. f 1 i ng of in terna t ional 
trade in response to a decreased'U~S. demand f6r pr6ducts other 
than uold, and an increased dem~nd for such,product$ by gold­
producing countries;' the program meant an inc ased supply of , 
products froIn the United States and a decreased' supply of products 
other than gold from go Id-produci ng coun tr ies.' Finally, in ter.na t iqnal 
trade had to adjust,to measures adopted by gold-standard countries' 
to meet loss' of their reserves. 

The price fixed for gold ;initially overvalued the product and 

therefore stimulated ~ ~apid i~creas~in produ6tion and a rapid 

accumulation government sto'cks ~ Productiori, in the United States, 

including its possessions rose from less than 2.6 million ounces in 

1933 to 6 millon in 1940; in the'world from 25 million ounces in 

1933 to 41 million in 1940. The rise in pric of other commodities 

and services from 1940 to 1948,. lowered the relative price of gold 

an~ reduced U.S. gold output (1948) below its 1933 Level, though 

w6rld output still exceeded the level of that year. 


, . 
There was an initial sharp jump in the U.S. gold stock frOm 

January to February 1934 that was accounted for primarily by the 
revaluation of gold, but part was produced by the substantial amount 
of gold, imported, as for:!~i~qers took advantage :6f. the higher buying 
price that becarn~ official on ~anuary 31. Gold was almost immediately 
shipped to the United States. ,In the six weeks from February Ito 
March 14, more than $0.5 ,~illibn of gold (valued at the Ilew pric~) 
was imported. Once the initi~~ rush of gold imports end~d, the 
~old stock continued to rise at a fairly steady rate to the ~ndof 
1937. until France left gold in late 1936, rodghly half of U.S. 

,gold imports came from France.: For the next ye,ar, Fral)ce was a ne t 
importer of gold from the united States rather th~n a n~t exporter. 
During the l~st quarter of 1937, ~,large-scale withdrawal of foreign 
short-term balances followed rumo rs that furthe'r deval ua tion of the 
dolla r was be ing cons idered' as 'a pass ible count,e r-cycl ieal ]fleaS ure. 
Wi thrl rawal 'of European short- term funds from the Un i t(~d Sta tes ceased 
in July 193~. These COJnter movements rdughly ~ffset the forces 
making for a eontinuecl flow of gold to this country, so the total 
gold stock remained fairly steady from autumn 1937 to autumn 1938. 
~1un i then led to a further fligh t of capi tal ;from Europe and a 
sudden ,increase in the r~te of gold inflow~ The outbreak of war 
simply maintained the rate 6f the gold inflow. The intensification 
of Britain's war effort after the fall of France in early 1940 and 
her attempt to tap'American supplies of \var material, as she had in 
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World Har\ I, produced a further increase. Finally,' the enactment 
of lend-lease in early 1941, whi~h relieved Britain and her allies 
of the necessity of acquiring dollars to fina~ce war purchases., 
brought an end to the rapid growth of the gbld stock. In sum, the 
gold stock in the Treasury rose from 200 million ounces when the 
support price was fixed in eaily 1934 to 630 million ounces by the 
end of 1940, a rise that was 1-3/4 times ~s much as aggregate world 

. output during the intervening-period. The gold stock declined 
somewhat during the.warj but ~n inflow .in 194~-48~ arisin~ from the 
demand .for u.s. goods of war devastated and n,eutrai ,countries, 
brought the stock to nearly an all-time,high in 1948 '(exceededonly 
in 1949). 

The rise in the dollar p~ice of currencies of gold-bloc 

coantriei wa~ at first much greater than that!of currencies, not 

linked to gold. From January 1933 t6 September 1934 the rise was 

70pe~cent for the currencies of ' France, Switierland, Belgium, the 

Netherlands, and Italy, and less than 50 percent for the pound 

~te~ling. The gold~standardcuriencies there~ore appreciated not 

only relative to the dollar but al~o relative to other currencies. 

The differential appreciation measu~ed the spe~ial impact of our 

gold price-support program on the position of the gold-standard 

countries •. The fact that they lost gold meant that they bore, as . 

it were, a larger part ofth~ effect of the e~pansion of U.S. . 

e~ports_~nd contraction of U.S. imports othe~ than gold than other 

countries did, and therebycushiqned the initial impact on those 

other countries. 


Had nothing else interv~ned, the gold-s~andard countries woulf 
have had to reduce their internal p~ice levels relative to :those of 
other countfies in order to stay on gold, that is, in order to 
render something like the ne'\., structl,Jre o'f exchang€ rates consistent 
with no p~essu~e on the bala~c~ of payments.' In fact, something 
else did intervene, but it intensified rather than eased the problem 
of the gold-standard countries. Gold purchases under the fixed 
price-support program coincided with a flight of capital to the 
united States from Europe largely induced by political changes: 
first, the rise to pqwer of Hitler in'Germany which led to a large­
scale attempt to transfer capital out of Germany; then the increasing 
fears of war whith led to flight of capital from France, Britain, 
and other Europeah countries. . 

If the united States had continued itsfloatingexchange~rate 
policy of 1933 and h~d fixed no firm price at which it was, willing , 
to buy the world's gold, the' capital flight w.ould have produced an . 
appreciation of the u.S. doilar relative to other cUrrencies,~which 
would have discouraged exports from the u.S.; and" encouraged imports, 
into the U.S. That outcome would have pr.oduced the unfavorable 
balarrce of trade required a~ the physical side of the capital import 
--and incidentally, would have worked agairist one.of the domestic 
objectives of New Deal policy, namely, to raise e'xports relative to 
imports as a means of stimulating employment. If, instead, the 
fT.S. and other c6untries involved had, all b~en on a gold standard 

the nineteenth century variety, the attempt to transfer capital to 
'l.. 
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the U.S. would have increased gold reserves in this country~ even 
without a rise in the dollai price of gold, and decreased gold reserves 
abroad: it would have increased 'proportionately the money stock in 
the U.S. and thereby have piomoted a rise in. domestic prices and 
income; and it woulQ have decreased the money stock:. abroad and thereby 
have promoted a ·fall in priries and income in foreign countries. 
These changes would have tertded to produce preci~ely the same shift 
in relative prices and the same unfavorab'le balance of trade as the 
appreciation of the dollar under the hypoth~tical flo~ting exchange 
rates would hav~ done. 

Since the flight of capital constituted; an increased demand for 
dollars, its effect on exchange r~te~ arid on U.S. trade ih commodities 
and services other thari gold were in precisely the the opposite 
direct ion. to those '6f the gdld price-s)Jpport; program and tended to, 
offset them. Th~~e was simultaheously an'increased offer of dollars 
for gold on the part of the;U.S. Government ~nd and an increased 
demand on the part of foreigners for dollars.. to hold. By trading 
assets hel,] abroad for gold and transferrin':j the gold to the U.S. 
Treasuty, foreigners could' acquire dollars and. the Treasury could 
acquire gold without in anyway affecting the rest of the U.S. balance 
of payments. To the extent that such offsetting occurred, the gold 
program did not af ct U.S. trade currents. and the relative prices 
of internationally traded goods in ~ays refe~red to earlier. Since 
such changes in t~ade currehts ~nd relative prices tended to reduce 
the amount of gold of ("ed for sale to the united States at its 
fixed price~ the capital inflow meant that this country acquired a 
la~ger amount of gold at $3~ an ounce thani~otherwise would ha~e~ 
Hence, while the capital inflow and the gold:· pricG-supportprogram 
had opposit~ effects on U.S. exchange rates and <on U.S. trade in 
commodities and services other than gold, both tended to raise its 
gold stock. For gold-standard countriesth~t were themselves ~ubject 
to a capital' outflow -- that is, for all the imp6rtartt gold-bloc 
countries ~hat had remained on gold after 1~33 -- the capital. 
outflow reinfo("ced rather' than offset the effect of ·the gold price­

. support program. I t required an' add i t ional :reduct ion in internal 
pric(~ levels beyond that called for by the s'upport program. Exports 
had to be still larger relative to imports if they were to finance 
the capit~l outflow witho~t a continued outflow of qold. 

The deflation that. would have been requi~ed by the combined 
fe·ct of .the U ~ S. gold pr ice-support program and the capi tal ou tf low 

was more than the gold-bloc :countries were willing to undergo, as­
perhaps the effect of eithe~ alonci might also have been. Accordingly, 
in the fall of 1936, Franc~,and Switzerland .devalued their currencies 
in conjun~tion with a tripartite ~eement between the united States, 
Ft:"ance, and Great. Britlan. The, governments ,of Belgium and ,the 
Ne therlands, wh i'ch followed sui t, and Swi tZ8rland also subscr'ibed to· 
the agreement. 27 . 

All ~hese countries set up exchange stabilization funds. The 

Tripa~tite Agreement of September 25, 1936, provided that stabliza­

tion fund hdldings of for~i~n currencies would be used to avoid 

undesirab fluctuations in exchange rates. Arrangements for 


--l 
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mutual currency support were undertaken, based qndaily gold 

settlements at prearranged prices. Each day the authorities of 

the six co~ntries would cable ~ach other the prices in terms of 

their own curren~ies at which they would sell and buy gold for the 

next twenty-four hours. Each party would, then decide, withbut 


,risk of exchange losses, the bu~ini and selling '~ates for the 
currencies ~f the other participants. Foreign balances at the end 
of each day were convertible intd gold at the guarahteed price. 
The Agreement was a precursor of the swap arrangements that the 
indu~trializedcountries per c~ed during 'the Bietton Woods period 
of international monetary arrangements,. , Under the' Agreement~ the 
U.S. Exchange Stabilization Fund purchased foreign currencies in 
New York at tates the foreign ,fundS determined ~nd that day converted 
these currencies into gold earmarked to its account abroad or 
released to it from foreign earmarked holdings in the 'United States. 
Mainly, however, goldimp6rts into the United S~atei were sold 
directly by foreign monetary au~horities or private importers to 
the U.S. Treasury. ' 

In purchasing gold, as in ~urchasing agricultural or other 

60mmodities, the U.S. Governrnen~ can be said to;have thiee sour6es 

of fu~ds: tax receipts, borrowlng, or money creation. Theone 

dif'ference is that the support program for other commodi ties 

(~xcepting silver) carried with it no authorization to create 

mbney, wheiea~ the support program for gold did, thereby auto­

maticall~ providing the financial means for its continuance~ 


Treasury deposits at Federal Re~erve Ba~ks could be increased 

through gold purchases by gold ~~rtificate cred~t~ equal tb the 

amount of gold purchased times the official pri~e of gold. Except 

(or a minor handling charge (1/4 of, 1 percent), ,this was also in 

practice the amourit the Treasury spent by drawing a check on its 

deposits in,acquiring gold. Gold purchases wer~usu~lly fihanced 

in this way; 'hence, ,increases in the gold stockpile pruduced no ' 

automatic budgetary pressure. The ,link between gold purchases 

and the Treasury authorization to create high-powered ~oney was 

the main remnant of the historic~l role ~f gold, and seemed 

to give gold some special monetary significance. The one important 

occasion wheh a diffe nt method of finance w,as lused ,was in' 1937, 

when the Treasury "sterilized" gold by paying fQrgold with funds 

raised through security issues. 28 


It is easier to describe the gold policy of the United States 
during the yea.rs 1934-1948 than: it is to describe the reSUlting 
monetary standard of the United Sta!tes. It vlas:not a gold 'standard 
in the sense that the volum~ of gold or'the maintenance of th~ 
nominal value of gold a.t a fixed price could be said to determine 
ditectly br even at several removes the volUme of money. It,was 
clearly) a fiduciary rather than a commodity standard, but it is 
~ot possible to specify briefly~who managed ,its ~uantity and on 
what principle. The Federal ,Reserve System"the Treasury, and still 
other ageocies supervising the banking system affected the quantity 
of mon~y b~their actions in accordance with a wide variety of 
Objectives. In principle, the Federal Reserve ~ystem had the 
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power to make the quantity of money ariything that it wished, within 
broad limits, but it seldom stated its objectives in these terms. 
It sometimes, as when it suppo~ted the prices of gov~rnment securities 
from 1942 to 1951, explicitly relinquished its .control~And it clearly 
was not unaff~cted in its actibnsby gold flow~. So long as the ex­
change rate between the dollar' and other currencies was kept fixed, the 
behavior. of relative stocks of. money in vari6us countries was neces­
sarily close to what would be ~roduced by gold :standards yield~ng the 
same exchange rates, even thou9h the mechanism:might·be q~ite different. 

968 -- the Bretton Woods doll old standard tem 297. 1 

The international monetary system th~t was designed at the Bretton 
Woods Conference in 1944 reflected professional views'on the defecis 
of the arrangements that had prevailelj in the i~30s. Protectionist 
trade policies, exchange controls, and competitive currency depreciation 
of the pre-World War II period were the cautionary experi~nces to be 
avoided by the postwar world. ; Removal of controls on trade and payments 
under a system of fixed exchan:ge rates, with a(?justment of rities 
liHlited to "fundamental" disequilibrium in the balance of, yments, 
accordingly were the goals of the system cre~t~d by the d~legatesto 
the Conference. The lendin~ facilities of the International Monetary 
Fund ware to be av~ilable to supplement IMF'me~be~s' gold and foreign 
exchange reserves to provide ~hem liquidity wh~n in temporary balance 
of payments. def ici t. 

1 ' 
Under the Bretton Woods Agreement of 1944, the Articles of 

Agre~ment of the International MOnetary Fund ~rovided that currency 
par values should expressed in terms of gold or th~ U.S. dollar 
expr,essed In gold. IMF' Inembers were req1lire,j to pay .25 percent of 
their quota subscriptions in gold, with some di~cretion allowed to 
reduce the gold proportion for cquntries with ~ weak reserve ~osition. 

Itl subscription payments became a permanent asset of the Fund 
av~ilable to supplement its lending resources;· many types of trans­
~ctions between the IMF and its members were r~quired to b~ made in 
gold; and members werr:= required to maintain the gold value of H1F 
hol(1i ngs of their currencies .. Thus g'old was to playa central role 
in virtually all aspects of IMF operations, and of countries' 
international monetary obligar,ions as defined ;in, the IMF, Articles. * 

As the Bretton Hoods syste(tl evolved in pr'actice, most ~ountri,es 
maintainedrthe legal par values for their 6uriencies by intervening in 
the exchange markets to mAintain exchange cafor their cu~rencies at 

cified levels in terms of 'the U.S. dqllar •. Onlythe united States 
met its par value obligations :by lHld!=rtaking fr.-eel) to buy and sell 
gold in oEEicialtransactions at t~e official ~rice -- the dollarls 
par value. The ~ntire system:of exch~ng~ rates was .thus.linked to 
gold through the convertibility undertakings of the United Sta~es. 

*Congres~man Henry S. Reuss -- This interp~etation distorts the 
meaning of :the Bretton Hoods system and exag rates the 1:'01,= of gold, in 
it. In fact, the Bret ton ~'Joods system was des igned to allow exchange

• • I 

rates to var.y In an orderly way. not to fIX them. Its authors, 
including Keynes, viewed it a~ the very antithesis a gold standard. 
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The ftstablishment of par values for currertcies was an important 
item on th~ Fund's agenda. Ca6ada" France, th~Netherlands, the 
UniteCl Kingdom and the'(Jnited States declared their par values in 
December 1946; Germany and Japan in 1953, shortly after they became 
members; and Italy, not until i960. Some'of these parities were 
short-lived. An abortive attemi,t at convertibility of ster.ling 
in 1947 ended in September 1949, when the pound was devalued. The 
Netherlands thereupon devalued' the guilder., and France,' ",hich had 
h~d separate rates for financi,al and' commercia~ transactions, 
unified them, depreciating the franc vis-a-vis sterling. 

In' private gold markets until 1953, the price of gold \vas at 
a premium, but the IMF rule required monetary authorities to refrain 
from selling gold at premium prices. In ~1arch 1954, several months 
after the premium had been eliminated, reflecting balance of supply 
and demand, the London gold market ,reopened. For the resi of the 
decade, the ptice of gold in private markets re~ained at $35 an 
ounce. 

With the return of many European currencies to convertibility 
in 1958, the achieve~ent of the Bretton Woods conception of inter­
national monet~ry normalcy seemed only a matter of time. The out­
flow of dollars in U.S. official aid, military spending, and private 
investment, and economic recovery in Europe and Japan had enabled 
foreigners to add to their holdings ,of dollar~ and gold. Apart 
from the 1950-51 Korean war ~p~urge,u.S. pri6eswere generally: 
stable until the middle of the decade of the '60s, and their rate 
of rise generally lower than in the' rest of the world ~ Money 
supplies in the rest, of the world (except in the U.K.) grew at a 
faster rate than in the U.S. perhaps as a result of the (J.S. 
contribution to the buildup of other countries' monetary reserves. 
The dollar's, status as the reserve currency of the international 
econony seemed 'impregnable. Commercial banks' and private fJrmsr 

could make foreign payments in their convertible"cu~rencies without­
the approval of central bank~. Tariff and quota restrictions on~ 
commod i ty . trade among· the ind ustrial i zed coun tr ies were eased' and 
foreign trade grew at a rapid ratedu~ing the period.' International 
transfers of capital grew, with New York at.the center of the 
f16ws, and the dollar assumed-the role as the vehicle curre~cy in 
which the borrowers obtained capital and the investors lent their 
sav ings " 

The successf~l operation of the system depended on foreign 
central banks intervening with their own cur~encies against the 
dollar to maintain par values, and the Unite~ States standing 
ready to buy or sell gold at $35 per. ounce in trans.'tl:t:i.o,n-::; with 
foreign monetary authorities. The U.S. balance of payments accordingly 
was deternined largely by th~ ~xchange parities otHer countries 
esfablished. In general, other c6untries desired surpluses that 
\.yould add· to their <lollar reserves, and the system tend~d to produce 
a steadily weakening U.S. balance of payments and growing doubts 
about. the sustainability of the u.s. gold convertibility commitment. 
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MEMORANDUM OF THE hlEETING OF THE STAFF 

GROUP. ON FOREIGN INTERESTS 


December 3, 1947. 


"',': . 

A meeting of the Staff Group on Foreign Interests was held 

at the Board's offices in Washington on Wednesday, December 3,vdth the .,.' 	 : 
:. " 

following in attendance: 

Board's Staff 

Mr. Dembitz 

~}Mr. Grove 

.j~Mr. Hackley 

Mr. 	 Hammond, Secretary 

'. 'J -ll-Mr. Knnpp, Chnirmnn 

. Mr. Tamagna 

i~r. Vest 


Federal Reserve Bank of New York' 

Mr. Davis 

Mr. Knoke 

Mr. Kriz 

Mr. Tiebout 


. Mr. Wallich 

i:-Part-time attendance 

The 	 following subjects were discussed: 

1. 	 Proposed Subsidy by Canada to Gold Producers. 

2. 	 Blocked and Other Foreign Assets. \ 

3. 	 Policy of the United States Government toward 
the Bank for Intc~1ational Settlenents. 

4. 	 Report on the Central Bank of the Dominican 
. Republic. 

5. 	 N.A.C. Developments. 

1. Proposed Subsidy by Cr.lllada to Gold Producers. 


Mr. Knapp reported that the proposal for a, subsidy o'f $7 a fine 
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Late in the afternoon Mr. Knapp reported that 

day attended a meeting at which the Canadinn problem was discllsscd, 

State Depar:tment was going to make representQ.tions to the Cunadiu.ns at 
once, und that the Internationa.l Fund was pressing forwnrd its Nm study",:: -, 

of the question• 
"'. 

.,," 

2.' Blocked and othor Foreign Assets. 
rt" 

Mr•. Knapp opened the discussion \'lith a statement to the effect 

that the Treasury and the N.A.C. were much concerned over the disposition 

to be made of fOr'cign assets in the United States which rcrnn.ined biocked 

because of non-certification (unblocking requires ccrtificatioriby the 

goverrunent concerned that no enemy interest is involved). , On the' one 

,hnnd, there was reluctnnce to betray the traditional confid(mce governing 

b:mkFr-:-customer relations, particularly when it'might involve confisc::ltory 

and in some cases perhaps. undeserved penelties. On the other hand there 

was reluctance to leave foreign assets Unused for purposes for which 

American citizens were being taxed. He 11eported that the Treasury was in­

clined to subrrdt the question to Congress with full information and with 

suggestions as to the possible course tO,be followed. The Treasury seemed 

prepared to recor.unend that countries receiving help from the United States 

under the E.R.P. be given full information regarding the blocked assets of 

their nationals, and that after they had acted, such blocked assets as 

remain'ed unrequisitioned be seized and vested in the Alien Property 

Custodian. 

In the general discussion that followed Mr. Davis expressed 

belief that the runount of assets affected, il1 the case of the ,French, for 
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example, was not enough to justify the course suggested. 

closure' of the ownership' of the :lssets would be' a most regrettable ,d~p~'~~ure .: .... 
. ,I 

from the t radition of confidence governing b?nker7customer relations.' "In: 
'. " j , ~ 

reply, Mr. Dembitz emphasized the dilaIl'lffia confronting the American gov9TIl­
.,: .. ."\' 

ment: he said that no one wished .to abandon the tradition of confidence But 

that the alternative was ,in effect to protect violators of foreign law~,,~~. ' 

to impose a' heavier burden on United States taxpayers than ttlcre viould be 
, ".'.'. '. 

otherwise. 

There was then discussed a plan s~gested by Mr. Kriz which ''Nas 
, 

in brief that foreign-of-med balances and securities in the United States 

should be compulsorily mobilized rmd inyested for their oymers in' obligations 

of the InteTIlr\tional Bank. This arrangement if legally feasiblo would. 

preserVe anonymity and yet would en~blethe funds to be used for the benefit 

of the countries whose nlltionc.ls own them. 

The discussioncov0red the need for the foreign countries con­

cerned to agree to adopt arr.nesty lnws so that disclosure of the Ol'YI1c'rship 

of the blocked funds might not be so objectionablo; it also covered 

alternative plans for preserving anon~nity of the holders and yet mobilizing 

their holdings for the benefit of the countries concerned against pa.yment 

in their local currencies or in local government bonds. 

A special problem WD.S presented by Swiss Balances, 'which include an 

unktlO"vTI though probably large amount of French money. The Swiss are. not 

borro~~ng from the United States and there i~ therefore not the same American 
I ' 

interest in the utilization of Swiss funds. The cr,ly result of reporting such 

funds to the Swiss Government would be to subj oct their owners to pen:J.lties for 

224072 


http:nlltionc.ls


": .,' 

; 

" 

" ; 

".: ' 

',', '.'-6­

h,:l.ving avoided Swiss tc.xo.tion. It might therefore be 


with Swiss Government certification if the individual 


to' us directlyconvincing evidence that ovmer~hip was entirely Swiss and 


volved neither enemy countries nor E.R.P. reqipient countries. 


3. 	 Policy of the United St.:;.tes Government toward th~ Bank ':;, 
for International Settlements. ' 

Mr. Knapp report'ed that he was a member of an interdepartmental 

co~illdttee set up to prepare a special report on the B.I.S. and that his own 

idea -- the committee having just undertaken its task -- was to say (I) 'chat 

there was ho convincing evidence of bad conduct on the part of theB.I~S. 

during the war and th~t tho question was no longer of governing im~6rtance 

,anyway, (2) that there was little if any justification for the alleg~tion 

that the activities of the B.I~S. "{Quld be inimical to the Internntional Fund 

and Bank, and (3) that the question of whether the B.I.S•. had useful functions 

to perform could safely bO,left to be decided: by the interested European 

countries. He suggestod, however, that the position of the Bank as a 

EuropeEIl central banking institution would, be strengthened if it were freed 

of tho Japanese interest nnd if some 'imy could be found to liquidate, or at 

least clearly to segrogate, the Bank's special operations in connection with 

German reparations the ql.lestion then remaining 'lIQuId be the nature of 

American participation, if any, in the adLunistration of the Bank. 

In the general discussion that followed there was no dissent 

from the vimv that the, B.I. S. might ,fell be a' useful institution, which, 

considering the European 'lush to continue it, the United States should not' 

frustrate. Cognizance was taken of the fact that the Bretton Woods Conference 

had passed a resolution recommending that the B.I.S. be liquidated, but 
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it W<lS pointed out that this e.ction was not binding 


Mr. Knoke emphasized the fact that the present uncertain , ":,,,

'.. ' .. 

United $tntes authorities to""rd the B.l. S. was extrcmely VCXlItiOUB, OJ)d ' .'l~::'If(/ 
/ .... ,.:' ' 

embar'rassing and th~t he thought the decision with respect to tho B.I.S. 

. ;'should be 	reached as soon as possible. 

4.' Report on the Central Bank of th0 Dominican Republic. ' 
.... 
Mr. Wa11ich :.~eported briefly on tho opening of the Domirtican 

Bank, Octobcn~ 1947, in the orgnnization :.)fwhich he had p::trticipatcd. ;He 

said that the new 1egis1ntion had been faci1~tntod by tho ex:i.stingpolitica1 

setup and thn.t tho public re-:ognized it was technically sound. In 

consequenco, tho Bank had rr,et a very fdmd1y' acceptance both by t.he public 

-. :",.....<':' 
, " 	 and by the conuner·c~.al bcw.'1ks. It hnd boa'1 feared that the public might riot 

readily accept the now' peso bank notes ;',tlich were to replace the United 

States currency formerly in circulation, ,but on the contrary tho peso notes 

had been in immcdi(:lte deru~d and ...rere replacing the' dolIi'll' currency much 

more rapidly than the new law had cC:1tcl;.p1ate'd. 

5. N.A.C. Devcllopmt>nts. 

Mr. Derr:bitz ccported that the most import,wt recent N.A.C. 

dcvelopmcnts had dealt ,lith aid to Europe, first the interim aid progr::un 

,:md then t.he longer-term Eu'ropeon Recovery Prograrn. Thore ht:.d been set up 

ru1 "Advisor"J Stoc'dnJ Cc:rualttce" which ir.J.c1uded rcprcsentutivGs of m.ost of 

t.he governmcnt agencios concerned 'With the Europcml problem (including Mr, 

Kn~.pp representing the Bo,~.rd), tc assure coordin~tion of work in varicus 

fields --foreign policy, fin':'J1cial,colmnodity procurement, legislative and 

1egn,1, presentation to the public, etc. -- r.md to ndvise Under-Secret:J.ry 
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I,t, is the view of the Policy Group thCl,t there S ',be' tho', 
today some point of reference where ,there is a fixed price of ,gold'in:t~rlns ' 
domestic cUrrency; that in) the existing world that fixed poi:ht.pf r,~~ert:ip:~.e 
be the United states, the United States dollar,'and the fixed p,;ri?,e ,'of gol~ 
terms of United States dollars; and that there should be no unnecessary 
to the free purchase and sale of gold in the United States, at:the'fixed 

,for the settlement of internation~ balances - Bll to the end of n",,'\ml".T. 

international monetary stability. 
..t .', . 

,- :: "",:,~, '. '" I':' -,' 
'This view has led the Po~icy Group to consider notonly::Federai"~eserve 

trnnsactio~ inyolving gold, but also certain aspects of the Gold Reserve Act of 
1934, as amended, and certain Treasury practices and procedures thereunder as 
as related mutters, as follows: ' ' , '!,' '.' ' ,;.:. \ 

."'." . '. ", , 
, ." '. , .' I"... w 

Licensing of Gold Transactions for Foreign Official' Account r' 

Commercial Banks' Gold. Operations at Premium Prices; ",: 

Loans on Gold; " .. '," 

The Trea,sury's 1/4 per centHandling Oharge; , ", 

Sections 8 and 9 of the Gold Reserve Act of 1934,as'amended~ 


The recommendations of the Group with, reference to these ~tters, 
some of the considerations involved, ure as follows: ", ", : ';i":~.,: " 

, ,'.:;,1 :'./!< ~ , , 
- ", ", 

• -;. !;':... , 

:.".' (1) ,Licensing of Gold Trnnsaction~ tor Foreign Official Account~ i, 

, " 

Recommendation for action: Thc.t the existing Treasury procedures' with "', 
respect to the acquisition of gold in: the United States be 'amended 
by meuns of the issuance of a general license or otherwise so"that ,\. 

foreign monetnTY authorities~,y convert free dollar balances into 
gold (for earmark or export) without the necessity ot o,btaining a 
specific license or complying with other formalities under the 
Gold Reservo Act of 1934,' as amended,: and the ProviSional Regulations 
issued thereunder. 

Comment: .Among the factors that cause foreign monetary authorities 'to feel 
uncertuinty concerning our gold policy, und e~pecially concerning their continued 

.", .I, 

,\ 

ability to convert dollar bc1ences into gold, one fuctor is certeinlythe present 
re~uirement that every purch~se of gold from the United States by a foreign , 
monetary authority must be the subject of a specific authorization by the Secre­
tary of the Treasury. !n connection with this authorization, the purchaser 
states the purpose for which the gold' is 'to be ac~uired. Further.more, if such gold 
is to be exported without first being placed under ear.mark,a specific license 
under the Gold Reserve Act must be obtained. T~ese requiremonts have the,effect 
of emphasizing continuously the fact that obtaining gold for dollars is not auto­
maticcnd that this country'could at any time discontinue' sales of gold. 

"~\ / " 

,i,t" The present ,procedure would seemtohcve arisen from the desire that 
, existed in '193.4, wh~n the procedures under the Gold Reserve Act were, first est ­\ ,:. 

ablished; to protect the gold stock of the United States. At present, with a\ 

\ 
United Stz.tes gold. stock three times its size in 1934 und an unprecedentedly 


i 
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19,?'~,e~.L0.,rplUB in theUnited Stetes br,lllIlce of payments ~ . thi,;lre o.~penrs I,l~ reas~n 
wr'" :blOlket euthorizationa end licenses should not. be lssUed(Wltho the approyc.l.· . 
oi~the President} and publicly announced by the. Secretary of theTreasurYi·.e~~ ... 
foreign monetary authorities to ccnvertany free dollar balr.nces .into.gold w~.~hout 
any such formdlties. The psychologicnl. effect of eliminating such formnli~i'es·:~~~~~S::. 
would be of some benefit, although the United Sto."t.es would .!!2i be committedir~:~~;;[;r;F:': 
revoco.bly to selling gold, s'ince the blDllket nuthorization .that is' s~gested here"'···.. 
could be terminated et c.ny time. . . '.. ,." ".... 

If tha procedure for selling gold to foreign monetary authorlties is , 
simplified a~ suggested above. it would seem e.ppropriate at the srune 

to 'Oermit trr.nsfers of gold held under earmc.rk in the Unitej Stctes between the'· .~::;~~ 

gov~rnments €'cIld centrc.1 bc.nks of other countries' in additi(m to those which .ere '~';~:i>:. 

adherents to the Tripartite Declaration,except such countries as may be excluded ' 
for particular re·csons. ., .•~" .. 

'! " 

With respect to Eurchases of gold by the United States, no change iin'~',:;~' .... 
the' existing system appears to be necesse.ry at this time, with the exception of . ' .. , 
the possible elimination of cert:::intechnicnl requirements for the most port, ... ' 
involving "pr:.perlt work. . ' . ,.... ; ..... . 

J ' \) , :.~ '.:' '.'-'L.. 

(2) . Commerci~l Banks' Gold Onerations at Premium Prices 

-Recommendation forection: That the Treasury Department and the Board 
of Governors of the Federal Reserve System join in issuing a public 
statement along the following lines: 

rtIt is well known that active speculc.tive markets in gold 
exist in mnny fim.ncial centers throughout the world, some legally 
and others illege.lly. Under present Circumstances, gold 1s quoted 
Inmany foreign centers (often in U. S. doHe.rs) at premiuins over 
afficiel prices.' The premiums differ from one center to another 
so tnct privr:.te speculntors, el~hough unable to purchase gold in 
the United States, can make large profits by purchasing gold r.gti~st 
dollers in one foreign market and selling the gold for dollars. in 
another. ' ' . 

. "The International Monetary Fund has recently issued a state­
men~ dep~ocatin8 internetionaljoelings in gold c.t premium prices, 
and . requesting member countri.es to take such action as they can 
takew1thin thGir j urisdictlona to prevent such dec.l1ngs. '. The 
Fund pointed out that these transcctions tend to undermine exchange 
stability and tkt they c:::.use gold to flow into private hoards 
rather th~n into monetary reserves. Fuxthermore, in countries 
where the gold lssold, payment is often made with dollars that have 
been illegally acquired or held, and one effect is to use up dollars 
that mitiht otherwise have been used to e.cquire imported gooC),s e.nd 
eqUipment sorely needed in .those countries. . 

"In view of .these circumstences, and on genere.l grounds of 
nation:::.l policy; the Treasury Department and the Bonrd of Governors 
of the Federal Reserve System request American bcnks to refrcin from 
encourcGing and facilitating this tl'affic tnd in partic~l,.r t'o refrain 
from extending the use of their facilities and funds for the carrying 
out of such tr:::.nsc.ctiona. n 
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" ,CON?IDENTIl.:L 

{"",:'"')mment: Aside from the f~,ct that gold is' '", 'in mnnyfincnc' 
" :.': ~ ~: ;.~ 

'" r~:; p:~,;.iJ.ium prices in term~, of locd currency,. t,h~re ,dso ,~ppec~f3' 't~ be , ""',j>Ir...{c,':':' 

\.:.c:.£'k0t for gold at (I, premHml c.geinst dollcrs In Co number of countrles., of ,;~~(';t, 
the principe~ cause~ of this ph~nomenon" aside' fro~ the' fact~ha~ 'gold ~s'iri' :A~:~*~:r,':, 
many weys a more sUltv.blc hcnrdlDg medium then, dollors, is the new the.t there'l~t';;: ' 
may'be an increese in the officie.l dollar price of gold 'in the near tuture.,,:,;h:gi;';!,:':' , 

. 	 ,',' "!'.' , ,r:', '.:." ;":' ~':: . }+:)'L\tj.r~>~ "f 

" Gold is traded in some countries' at pricel:l toot ere only moderate::'" 
ly ubove $35 an ounce, while prices in other countries on e. ret ..~il busis have 
ranged up to $aO'un ounce not only in ter.ms of locel currency equivelents but' 
alse, in some cases, directly in dollers. The 'opportunities ,for arbitrage 'deal­

'," ings in Bold against 'dollars between different foreign markets have therefore ' 
. -:, 

, : 

," ,,:~ ,proved tempting to Americcn commercial banks. There is evidence to show thet " 
'", :'.;, ..,: United state's commercid benks, although, not eating as princii;>a.ls, have been'en­

gaged in such arbitrc,ge dealings in the capacity of agents for foreign buyers and 
sellers, end as P.. source of credit to' finance such trcnscctions .'while the gold,' , 
is in transit. FJ;'equently these bc.nks get buying orders "at best" from ~heir ,,:,~:,' 
customers :::.tbroc.d with instructions to effect the purchase to the debit of the \' 
customers' aocounts on the books of the United states b~s. ",' 

',' ", 

These oper8.tions first received public attention in articlesnppearing 
in our 11ress h'.st January, end .were brought more clearly betore the :public by'" 
the Monetnry Fund statement of June 1947, but they seem to have been going on 
for quite some time. The stories of lest Jcnuary dealt with purchases of gold 
at premium prices by Anwrican benks in Mexico\ at the rote of 30,000 ounces a 

":, . 	 day e.nd the sale of such ~old (at a consiJ.ert.ble profit - 50 per cent or more) 
particularly in Chinn cnd How3kong but also in 'the Near East. Unexecuted orders 
in the hands of one ot our banks clone,.t that time were 'reported to Federcl 
Roserve Bank of New York at aroUnd 100,000 ounces, but severe.lother benks ere 

.( also involved in these transactions. It is d.ifficult to estimate the volume of 
," 	 this kind of business so far put through but one bank has estimated that since 

Jf!.nuary 1946 et least $100,000,000 of gold has been sold to the Near East and 
Hongkons, much of it through 'our banks. while 'India, China, HOI1€'fiong and Mocao 
have recently tcken action to restrict private gold imports, this nction may not 
be com~letely effective and in any case markets continue to exist in certain 
other countries. 

Not cnly Mexice but other countries (Chile, Brazil, etc.} are reported 
to have become partiCipants in this trade, pre~umably at times at the institiation 
of our banks .. The latter h;ve also turned to Switzerlc.nd and to Argentina, and 
it hos .been reported that )gold has been acquired in Switzerlani by an American 
bank in lots of around 30,000 ounces at the total cost of cround$42 per ounce. 
This e;old was shipped to HOuP')wnt3 or the Near East by air and sold at prices 
which still allowed e profit to loc~l dealers after the payment of a 5 per cent 
commission to the American bank. . 

When importc.nt Americc.n banking institutions pc.rticipate in gold tre.ns­
actions f.c;c.inst dollars at 'pl'smium prices, they not only contribute to monetary 
instr.bility, as thl3 Monetary Fund stc.tement pOints out, but they may also give 
speciel encouragement to foreigners' belief th~t the dollar is at a discount and 
nmy soon suffer :::.t reduction in Gold content. Such suspicions would not be alto­
gether elimi~~ed by ending the partiCipation of American banking institutions 
in thesu gold dealings, but such a step might do much to clear the air. Further­
more, in most cnses these trnnsactions usa up dollc.rs which have escc-ped the 
exchcnbe controls 9iforeign coUntries and which are being diSSipated in the 
purchose of gold for private honrding rather than being, used for the purchase of 

224077 

http:dollc.rs
http:importc.nt
http:Switzerlc.nd
http:princii;>a.ls


:- ' 

", .. ;., 

CONFIDENTIAL 

. r'.'?9r(·~·:·,and equipr.lent sorely nee~ed .abro~d,.o~ ,for heeded 
~;,·Lcir:.l·monote.ry reserves. . ..' ., .;>:/",:))... ~ 	 . . ." , .. 

.v\·t I.'::', :1, ':;:~', :." 

pe.rticipation by :our banks ·in this trnffic raises the question :" ... ," .. ' 
Junericnn bQ!lking institutions should engnge in practices inimic(>,l to.. ,the iIi.t-:-:,,',~~;;~~,.~ 
arests of foreign countries and to our own interests in promoting eCO,nomic ro.~p!j,.,·' 
ery abroad. We believe t~at they would· not .wish to do so if. they recognized, 'fiN~;::< 
the l~ationnl and international interests involved, and that If the €.uthorities ""At;;;, 
will sive them a cleer leed, by the issuance of 'e: statement nlongthe 1in~s,.::::~k'f':7~J~:'. 
suggested, the benks will follow it. . ... ' .. ..," ':A?';;Y,~::' . 

(3) - Loans on Gold 	 .... '. . . .'. ... 'r~~~:tJ~~;: 
Recommendation for action: ,That the Treasury e.nd Federal Reserve "F~:::~t ~i~,:·1i;.::';)~;:' ' 

System adopt a coordlnatedpolicy ulong the following lines ,"~'''/':'r:''~~;::~':,~'' 
witll respect to ,the rocking of loans on gold by FederaJ,. Reserve . , ':1.' 

Banl~s and by commerc ial banks (or other lenders) in the ',"i ", 

United S~ates: " , 
.."' . 

(1) 	 The Federal Reserve aanks would continue'their 
present policy of mekinG . loans on Bold for an 
initial period of only three months, subject 
to renewal, but specie,l Treasury-Federal Reserve 
cor.sultation and review would be tinderteken > • 

if &ny renewal is proposed beyond 12 months from 
the date of the original loan; 

(2) 	 The Treasury would decline to license any commer­
cial bank loan on gold for an initinl period of' 
IIlC're th:m 12 months, e.nd any application for a 
license to renew such e loan beyond 12 months . 
would be the subject ,of special Troasury-Federal 
Reserve consultation and r'~view; 

(3) 	 If a loan appears to besought for predominantly 
speculative purposes, the Federc.l Reserve Benks 
would (as'£.tpresent) refuse the loen or, in the 
case ofa commercial bank lonn, the Treasury would 
decline to license the tr~nsaction. 

Comment: It is considered to be en appropriate function of the Federal 
Reserve Bunk:.s to make short-term loans on gold to foreign monetcry cuthorities 
(centrQl bE~nks or governments) which require dc)lle.r funds to meet temporr.ry 
r~quirements for foreign exchange. Locns'on gold are :mcde at the regular dis­
count rate of the Feder31 Reserve Bcnk of New York, which is ,at present 1 per 
cent per annum, and because of this low rate, foreign monetary authorities 
would ordinrlrily borrow fram the Federal Reserve. In some cesss speciel fcctors 
may cause a foreign monetary authority to seek a loan on gold from private 
sources in the United St£.tes, rather than from'the Federal Reserve Bellk: - e.g.,' 
in order to cultivate closer relations with the privete lender; or the borrower 

.	may not be G central b:'.nk or government, in which case it will· ordinarily not 

be ac~cptable as a borrower from the Federal Reserve Brnk. NotWithstanding 

the fact that the rocking or short-term gold loans to monetary authorities seems 

properly a centrel banking function, there appears no reason why private lenders 

should not be allowed to make them also, provided that they are not for purposes 

that are predominantly speculative. . . 


http:temporr.ry
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(-~ (~._: Unnecess:lry restrictions upon loan; _~g~inst g9ld ~ould im~~~ir, 
l, ': :sefulnass of gold (especially !Sold held in New York under earmark) J and 

uimillish the inclin~t.i6n of foreign countries to hold gold. ,They woUld " 
run contrary to this country' 5 other policies which look toward a wi:ler'd1s 
bution of world Bold reserves. ,Loans on gold are, however, subject to certc:in 

" , nbus~. Foreign central bonks mey at times engage in the improper practice of 
",.'."' , continuing to show Gold in their reserve position even though it has been " , 

pledged agr;.inst a loan',-thereby-l-n:effect making use of the gold while givi~ 
. .' .... their public the false .impression that the rsservesramain intact. While such _, 

practices should certainly not receive any encouragement, the fnct that some ,~·n':;"1 
:' 

~:~~~~~nb=~h:~~~em!:et~:,,:b~:~,;~tg~~dt~n~~r;:ning element .1n O;~:l~~~~"
.' ~ " ...,~:~ 
... :.~..:: .. A second more serious possibility of abuse arises, however, from the' '\:' 

fact, that any country which borrows dollars on gold rc.ther than selling the"'.i:~~t:>" 
gold cutright is thersby placing itself in n position where it would profit , ~~,., " 
from cny increase in the dollar price of gold.' Itmc.y appear from time to .:'. 
time tlw..t foreign countries are motivnted simply (or JDllinly) by this cons'idera- ' 
tion, and that in effect they are indulging in bets against ,this country' B ':'::: ,,­

future gold policy. In any case in which it is rensonably clear that the pur~ 
pose of borrowing on 30ld is predominantly speculative, it 'would seam desirabla 
on arounds of public policy to refuse ,the prospectivo borrower access to lending 
fncilities in the United Stutes. ' , , 

It seems especially difficult to justify the moking of loans on gold 
for periods of more than 12 months. It would be much cheaper for the borrower 
to sell the Bold and later repurchase it rather than to pay interest for eny 
such extended period. Loans on gold running for more then one ye~r should 
therefore be regarded as economically questionable; it would seem wise not to 
extend or facilitate such loa.ns, except through renewals which would permit 
each transaction to be scrutinized periodically for evidence at its economic 
justification. Even if a foreign country appears genuinely to seek a loan on 
gold for psycholoGical purposes, e.g~, in order to utilize the proceeds while 
still continuing to show the gold as an asset;: it would seem preferable for the 
lor~ to be made on a relatively short-term basis so that the situation could be 
reviewed ct frequent intervals; 

The coordinated policy which we recommend would not rigidly prohibit 
the renewal of loans on gold beyond 12 months, but it \would exclude the extension 
of such loans for en initial period of morc th~n one 'year. Commercial banks 
coull continue to HiCke 10 ens up to 12 months if they wished; the Federal Reserve 
would continue to limit anyone uxtension of credit to a three-month maturitYI 

, with the possibility of renewals on a relatively routine basis up to 12 months 
(tho Federal Reserve Bank would probably indicate .in advance to the borrower, 
as it does at present, that "we are prepared for theprescnt to grant a 10ceD. 
or loans to you on the following terms and conditions, ••• such 10eD or ioana to 
run fer 90 dnys but no loen or renewal thereof to mature later than 
(up to, one. year) after the date of the first such loan"). --­

A recent long-term loan on.gold by an American bank ngainst gold on 
deposit in Switzerland {a$7 million lean from the Chase National Bank to the 
ROUIlltinien Government for 2. ,term of four years'} :illustretes a method by whicli 
privr.te lenders in this country coulJ c.void' 't-eatrictions placed upon their 
activities through the Treasury's licensing procedure {which :'lppl1es, ,of course, " 
only to der-lings in gold situuted in the United States}. Should the policy 
recoDmlundeu above be adopted and should transrc.t10na of this sort become wide­
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February' 7, 1947 
I 

To: Policy Group on Foreigrt Interests Subject: . Loans on Gold 

From:· Staff Group on Foreign Interests 

On November 8, 1946 President Sproul of the Federal.Reserve 

Bank· of New York addressed a letter to the Secretary of the Treasury 

proposing a conference among representatives of the Treasury, the Board 

of Governors, the Federal Reserve Bank of New York, and perhaps the state 

Department, to discuss policy qu€stions relating to loans on gold. 
\ . 

President Sproul transmitted aG.opy of this letter to· Chairman Eccles 


with.the suggestion that the matter might be studied by the Staff Group 

. \ 

on Foreign Interests,a suggestion with which the Ghairman concurred. 

The Staff Group has discussed this subject and desires to submit to the 

PolicY'Group the' following recommendations: 

A. Recommendations: 

(1) Short-term loans on gold by the Federal Reserve Banks 

It is an appropriate function of the Federal Reserve Banks to make' 

shor~-term' loa:ns on gold to f,?rei,gn central banks; (and governments) 
..... 

'.;. '. which require dollar funds to meet temporary requirements for for­

t 'a?:", ...' . ei~.eXchange: .In .order that: all foreign correspondents of the 
V~:~:f.,.'·'. Fede.ral ~eserve Bank ,of New York may be fully aware of· this facility, 

···:;::~;~;~;)P..,:· it. is sugg~st~ that the Board and the New York Bank consider in- . : 
• " ..... '. ···of, ... '" ,' . 

e i
:::::{!i~;\;;i/';~~;s~::h:::;e::=p::::::d"b: :: :::::s::e:::i:ver­

',. 'I 

.-.:; ~\:,~> ..~<~,,~::;.'., corre,spondents•. 

,'..:;f/ ""'::'; .'\;.,:.,; .,.::.,.)} .. '(2)' Loans on gold by privat~ institutions ~~ the United States 
.....•... \." .

'" . ,,~,,~~,!,~~<,;:!.':l~~".~~,~~~i~.t,';~~·:::.~.· ·:."~··i!:~{ ... ;.~.' ,::"'- :.:. <',. :.:..... :. . . '.. ~:. ~::.>';:C:: .t • 

:.' ,'Aforeigii central bank (or government) may desire to pledge its gold
" .. '\.. ' ,-' ' .: .: :,;' :.·'<l.~;,;~.·>'" {~;' .... ~': ~:.: .. ,:-.'i 1. '."-.t .. ' , . \ . ' 2'2 4 0 8iO"~.:;·~\~)::'.' t, ;'t . 

;.•. i.., .....::a:t the.. Bank of New 'York as collateral 
.' ........'. 


".. . . t\~fltf~~, ••J;. ,r··,·· 
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for a loan from private source~ in the United states, either because 

the loan is of a type that the Reserve Bank woUld not desire to make, 

or because of other reasons. At present no barrier should be raised 

to such a transaction by denial of facilities at the New York ,Bank 

or by refusal of the appropriate treasury gold licenses, unless the 

proposed 1000 appears to be reques,ted primarily for, speculative pur­

poses. 

B. 	 Discussion: 

Loans to foreign central banks c~d governments against the se­

ourity of gold were not unusual before 1933; they were' made by many cen~ 

, trnl bariks and by the large commercial h~s in New York and probably in 

London and other large fin~ncial centers abroad. Such loans were not 

frequent, however. Since ,1955, the Federal Reserve Banks hevebeen asked 

to make, and have made, such loans with increasing frequency, but the 

large, American commercial bankS made but one such loan* until Februnry 

1945, when £1 syndicate headed, by the Chase National Bank'made a 100 million 

dollar loan to the Netherlands Government llgainst gold earmarked at the , 

Federal Reserve Bank of New York. Since then, a number of appli\:ations 

have been made by American commercial banks for licenses under which gold 

earmarked with the Federal Reserve Bank of New York would be set aside 

as collaterai for loans ,to be made by them tovarious:foreign banks~ The 

'incre~se< since 1955 in the frequency of 'applications by foteigU cOmltries 

far dollar loans against g'old appeurs to be due in' the main to two factors: 

(1) 'th~f~ct' that since the early thirties the world has not had an inter- ,\ 
, ',.'t 
, ,<)' ... '. 

'national 	monetary standard basedon an unrestricted flow of gold between 
,;' '{{;..i!>~~:: 	 ' " ' 

in London, " 	
:' 

2,;24081,' 
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countries, eV'en with respect to balance-of-payments settlements by cen­

tral banks and goV'ernments; and (2) the need of various foreign countries 

for dollars for the reconstruction of their economies ,and the reestab­

lishment of their foreign trade at a. time of extremE; unsettlement in their 

finl'ncie.l, economic, end political affairs. 

Although the Gold Reserve Act of 1954 ,restored convertibility 

of dollars into gold and of gold into dollars, it contains provisions 

for Treasury control (in the form of a licensing system) that give grounds 

,for som~ uncertainty as to the ability of foreign countries to buy and 

sell gold freely in the United States. It also contains provisions, as 

,yet unrepealed,'which apparently haV'e led to questions abroad as well, as 
, ' 

at home as to whether the price of gold in this country may be changed 

by administrative action.* Furthermore, uDder Treasury regulations, a 

1/4 per cent h~dling charge for purchases and sales 9f gold was imposed, 

which makes, it cheaper for foreign countries to meet short-term needs 
' , " . 

for dollars by borrowing from the Reserve Banks at present interest rates 

rather than by'selling and subsequently repurchasing gold.
" . 

In view of the possible influence on the increase in applica­

tions for 'gold loans of these three factors, i.e., the Treasury gold 

lice~sing system, uncertainty about the tbited States', gold price arising 
":: , 

'from certain existing legislation; and the Treasury' S. 1/4 per cent handling 

chargef6r gold transactions" the Staff Group expects: to give further , ,, 

", " ," 

,.consideration to these matters wi:th a view to possibly formulating 

.,' .~.' ': >, :.... • 

':'•. ~, . 

, " 
"', 

I "\ 

of the power of ' the Secretary of the T~easury to buy and 

sell gold at such prices as he may deem advantageous to the public 

interest (Secs. 8 and 9 of the 'Gold Reserve Act of 1954)'. Section 12 

of the ./\ct', authorizing the President to alter the gold content, of the ' 

dollar, was perm!tted to lapse by the Congress on June 50, 1945., 


'~;': ',;' ~::,,;:t~~:;,:~ " , ' 22 40 8 2 
J :.~'., ' 

" , !~~i!S; 
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recommendations, which coUld be communicated to the Treasury at an appro­


priate time, with respect to desirable changes in the Gold Reserve Act, 


and in the Provisional Regulations issued thereunder. 


The principal consideration which has led the Staff Group to 


recommend that no barrier be raised at this time to foreign loans on gold 

.,'".*. 

for legitimate purposes is that the prohibition of such loans would impair 

the usefulness of gold (especially gold held in New York under earmark), . .,. . 
, , 

and diminish the inclination of foreign countries to hold gold. A wider 


distribution of world gold reaervesis considered to be in the interests 


of the United States. Undue concentration in this country of the owner­
, I 

ship of monetary gold reserves might lead to pressure for demonetization 


of gold in the rest of the world and would in any cas~: fo~ce this country 


to hoid for an indefinite period an unproduCtive int~rnational asset. 

, .~. 

. 'Loans on gold at least have the merit of leaving the unproductive asset ih , '. 
".' ..

" ,"' 

theh~s of 'foreign coUntries. Since we want to encourage foreign coun­

tries,to continue the policy of holding reserves 'in the form of gold, we 
..' . . 

should try not to interfere with their ability to raise funds readily by 


either selling or pledging their gold when any need arises. Indeed, if 


we deliberately restrict the usefulness of gold as collateral, foreign 


:;, ',J countries may be induced increasingly to Bwitchtheir international reserves' 
., •... 

out of gold and into interest-bearing U.S. ,Treasury securities, which 


'would be usable as collateral on dollar loans; in such case, the United 

,'.. ", ' 

'states'not, only would acqUire an unproductive internat~onal asset but 
I 

" .~,:. ~.~,;.:', . :' : " \ " ' i 
'alSO would incur an interest obligation to foreign countries. 
, . '. 

It is recob"llized that' loans, on ,gold are SUbj~ct' to certain '., 

, A~ suggested 1>Y" President Sproul in his letter to ti\e Secretary' 

,;:,.'~:24083.' , 
, . ,F>;"'.,'. 1" .... : .'~ 

.. ;:,.>.:.'.:'.•'.... 
""':.: .­



.. - 5 ­'" 

. ) 


of th~ Treasury, foreign central banks may at times engage in the improper 


practice of continuing to show gold in their reserve position even though 


it has been pledged against a loan,thereb,y in effect making use of the 


gold while giving their public the impression that the reserves remain in­

tact. Most central banks which have engaged in this practioe, however, 


. seem to have. shown a corresponding foreign exchange li~bility in their 


bslance she'et arid where this bas been done th€l deception is not a very 


flagrant one. While the practice of including pledged gold in the monetary 


reserve should certainly not receive any encouragement, the fact that some 


central banks engage in it should not be the determining element in our 


decision whether to make loans against gold generally, nor should a foreign 


central bank be refused a gold loan which has sound. economic justification 


merely because it indulges in th€l aforesaid practice. It would, moreover, 

. ' 

.;' .. 'be inappropriate for the System to make it a condition of any gold loan .. 
::: ~ ' .... ;~ ...• :: 

that the pledged gold be deducted from the borrowerts mon€ltary reserve• 
.I,:' " 

· It may be deSirable, 'hoWever, to call the attention of the U.S. Executive 


Director in the' International Monetary Fund to any undue spread of the 


:.' : ., 

'. 'I' • , 

practice of not revealing pledges of gold for dollar loans, with a view 

· to possible action b,y the Fund to discournge this practice• 

',', . ..... , A second possibility of abuse arises from the fa~t that any 

c~try which borrows dollars on gold rather than selling it otitr~ght is 
, .'""., ;. :1.:.' ., . 

1na;positionto profit f;rom an increase in the dollar 
-.. 

·.pri~~ ~f g()ld •. The .same is true ofcourae of a country which borrows 
,r .' ' 

.', ".. , "", .. :-.' . ' . . \ ' 

dollars tii any oth~r form while retaining .gold reserves, or which liqui­
... 

··,tes dolla~'r~s~rv~~ instead of gold re~erves to meet a' balance of pay­
. '-.;, ~, ,:."~~..:-':::,~?\. :".~,.,~.' "~;;'.\;:~;:;.;;:'-~-;', ,; ,. >'~:::> ... ', . ':' .:>:~.,.,., .,'. .' 

~ deficit •. Indeed any actionby' whiqh a country seeks to maintain 
'W . 

. 

-'. ' , 
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(or'increase) its gold holdings can be said to involve an element of 


speculation on the future price of gold. The Staff Group believes that 


this factor should not be ignored and that where the speculative element 


appears dominant access to lending facilities in the United States should 


",',' .so far as possible be denied. It is of the opinion, howaver,that loans 

on gold should not be refused to countries whose requests appear to be 

governed by their needs for foreign exchange rather than by speculative 

intent. A policy of refusing such loans would lead logically to restric­

tions upon other forms of' borrowing in the United States qy a country 

which at the same time was holding 'gold rElserves, and it would not give 

adequate weight to the interest of the United States in encouragtng a. 

broader international distribution of world gold reseryes. In any case, , 

American commercial banks might escape restrictions imposed through the 

licensing procedure by making loans against gold'loc~ted abroad. :. ,;' ..~: 
:..,. ',.. " ~.7 ..... 

As ari exampl~ of an operation in which the speculative element 


would appear to ~ave been dominant,' the Staff Group would cite the recent 


experience with the central bank of Uruguay. This Bank had bought dollar 

• ..,., I 

/' :., exchnnge forward from exporters who could not move their goods abroad 


because of'wartime shipping shortages. In order to convert its long 

. .~'" 

"':'" dollar position into 'along' gold pOSition, ih~s Bank borrowed anequiva­
'.:', " 

.;; ,', 'l~~t 'a:mo~t of dollars from the Reserve Banks' against the pledge of' ear­
.. ~~. ..... '" 
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renewals. It had become clear that Uruguay was not borrowing to meet a 


demonstrated need for foreign exchange, but was motivated simply by a 


belief that gold was a better asset to hold than dollats -- i.e. that e~ 


increase in the price of gold was to be expected. It is possible to 


argue that the action of the centr~ bank of Uruguay was more in the 


nature of a "hedgen thc~ an outright speculation, since if dollars were 

, 

to depreciate against gold nithout n corresponding deprecia.tion in the 

gold value of the Uruguayan peso, the Bank might suffer a loss in terms 

of p~sos from the mD.inten~ce of a long dollar position. Opinions differ 

as to whether any hedge was ever really necessary (i.e. as to whether in 

practice it was reasonable to bdieve that Uruguay would not follow the 
• ". I 

'. .~'United states in any change in the gold price), but in any case with the 
,~. . 

pass~ge of conditions requiring the central bank of Uruguay to take an 
t.,', 

..... ,... abnormally large forward dollar pOSition, any special ~eed for a hedge 

, ..;" disappeared. 

The Staff Group desires to offer the following further comments 


on it~ recommendations, noting thai in all cases of locns on gold it is 


ass~ed that "political clearanceu will continue to be obtained from the 

"", . 

, , 

'", (1) 'Short-term loans on gold by the Federal Reserve Benks 

These loans'6ri goldhave'ordinarily been mooe to foreign central .... . ," 

, . ~. 

h.'lnks (aiui 'governments)iri order to meet short-tern (one year or 
.. ,. 

iess) or seasonal foreign exchange needs. In the past they have 
" " ,': ' ,J " \' 1 ;: .. .'.. , \ .. 

occasionally been made against gold in transit to the United States , ' ' 

, 

f6f::~'~~' t~ 'the Treasury, but in r~cent years they' he.ve 'been made, 

,::;,;,;i?~'9",~~~~i~~i>gSl~ 'held" und~e~m~~ for foreign account in the ' b~~~?~~)~; 
,,"('~:;::"<"": ;,,;,"\,,:':' "~ ;'" " . . . :' 2'2'4"086, ' 

'th~F~d~ral.·'RE;.erv. Bank ~f .New York. .,.' .. Ji~~i~ 



FEDERAL RESERVE BANK 
OF NEW YORK 

RESEARCH MEMORANDUM 

To 	 Mr. Sproul Date January 20, 1955 

FI'ODl 	 Fred H. Klopstock and " Subject C~pital Inflow Into the 
Horst Mendershausen United States and the 
Balance of payments Division Dollar Shortage 

Copiea To Melin: Treiber, Williatri,s, Exter, Ro~lse, Rouse,' Sanford, 
N. P. Davis, Roosa, Lang, Bloomfield, Coombs, 
Garvy, Athern, Roche, Webber, Carr, and Kriz, and 
Miss Bog'iLrdus. ' 

During the, past few weeks, quite a number of bankers and government 

officials have evidenced a great deal of interest in an article in the ~ 

York Times of January 2, filed in Geneva by Mr. Michael Hoffman. In response 

to your request transmitted through Mr. Roelse, this note comments on his 

dispatch which summarizes, under the catching headline ,"Flight of Capital to 

U. S. Continues", aJ:'ecent as yet unpublished GATT study that is supposed to 

contain the following propositions: 

L While it is generally known ~hat in the period 1931-37 a massive 

movement of European cap~tal to the United States took place~ the IIdisturbing 

influence of such capital movements" extends over the entire period since the 
.' ' 

t'i(entie,S' (leaving out of account the war-dominated years 1938-45) and 11 emerge s 

Bts the 	chief cause of whatever dollar shortage has existed since 1926." 
. . 	 : . 

i 

2.' "The very countries that assert the duty of the United States to 

help them with capital investments have been pouring hundreds of millions of 

dollars a year of their own investment funds into the politically secure United 

States capital market." 
, 

3. If capital movements into the United Stat~s,rather than the 

trade imbalance, are the chief,cause of th~ dollar shortage, the thesis that 

lower tariffs are required for better world balance becomes" dubious. 

We have written to GATT for a copy of the studY. 'Wbilewaiting for 
" .. 

'. ~"J:' 
.. tb~ full story:, we offer the following comments on the ideas presented in 
" ' 

224087', article. 
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Prewar capital movements statistics suffered frominadequatecoveragtF, 

and those of the postwar period are subject to a big margin of error because 

of large illicit capital transfers', (especially in 1947-49) that have remained 

unrecorded. The statistical evidence that is available confirms the GATT 

proposition that there has been a continuous inflow of long-term capital into 

the United States in the prewar period. And except for the years of the Great 

Depression, this net inflow of long-term foreign capital was paralleled by a 

net rise of foreign short-term claims in the United States. 

In the early postwar years, the statistical evidence Shows,~ost 

foreign countries were able, by means of massive gold ,Sales, to maintain, and 
\ 

even to add to, their short-termcclaims; at the same t1me--accprding to our 

statistics--there occurred a net disinvestment of "visible" foreign long-term
~ , 

capital,'as foreign exchange control authorities, especially in Europe, were 

able to force their citizens to surrender their United States investments. It 

is qu~te likely, however, that the recorded net liquidation of securities and 

other capital in the 1946-51 period was more than 
, 

offset by unrecorded, 
' 

and 

unmeasurable, clandestine entries of foreign capital into the long-term,;capitai 

market. T~t foreigners during the last few years have added to their asse~s 

here is well known. The following abstract from the balance-of-payments stat is-

tics shows--not very satisfactorily, but as far as trends are concerned, not 

too badly~-what happened in the field of capital movements .duringthe prewar 

and postwar periods. 

In the course of these years, a great variety of factors induced 
I '1' ' ' 

movements of funds to the United States. By way of, qUick summary ,:::J nonresidents 

bought assets from residents in order to participate in high earnings (1923-27); 

These flows have been analyzed in an ,extensive literature of private and 

official publications. ~ 


, "~. 224088 
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United States Balance-of-PaymentsStatistics 

Inflow of Foreign Capital into United States 1923-39, 1946-54 
(In millions of dollars, excluding international institutions) 

Long-term capital 
(Direct investments' 
securities, etc.) 

Short-term capital Total 

1923-27 869 1,606 2,475 

1928-29 821 79 900 

1930~33 . 231 -2,680 - .2,449 

1934-39 . 1,151 3,037 4,188 

1946-51 255 584 .329 

1952-54* 830 2,950 3,780 

* 1954 partly estimated. 

to make capital gains (1928-29); to repatriate foreign securities cheaply 

(1930-33); to make a speculative profit on the devaluation of their .currencies 

(1934~37); to escape the threatening financial dangers, restrictions, and bur­

dens of the approaching second world war (1938-39); to safeguard capital in a 

period of international tension and of fear of another world war (1946-51); 

and to build up interest-earning short-term dollar assets for the account of 

monetary authorities {1952-54).1I Foreign traders and bankers built up working 

balances throughout most of the twe~ties and in the early fifties,' and most~ 

speculative and fugitive balances in the thirties and forties. Whether desirable 

or undesirable from the pOint of view of national governments and monetary au­

thorities, normal or perverse by the standards of abstra,ct economic analysis, 

.. related or unrelated to ordinary trade, these capital movements developed through 

the actions of bankers,. traders, and private individual~ pursuing their own 

I 

224089 
". 
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The years in parenthesis suggest the times ~hen the particular motives were. 
relatively preponderant~ 
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interests in the foreign exchange, money, and commodity markets. Without the 

opportunities that the markets offered and the loopholes in postwar foreign 

exchange controls, these ,capital flows of course could not have occurred. And 

in market terms, there was nothing abnormal about some~ody sending funds to the 

, United States if he was willing and able to do so', 

These capital flows to the United States appear paradoxical when they 

are regarded from a somewhat simplistic pOint of view. : Assume that the critical 

problem of the United States balance of payments is to provide an "ample" supply 

of dollars to the outside world through imports, investment, or aid. AssUme 

further that in the absence of such' an "ample" dollar supply the outside world 

is "short of dollars", Le, that it cannot obtain "enough" supplies of goqds and , 

services from this country. You may then set as a policy norm that whatever 

dollars the United States supplies should be used by the outside world to buy 

the goods and services it needs, rather than' for bUying capital assets here. 

What if "the world" decides to apply part of its do14r earnings to 

the building up of deposits and investments in the United States? If it does, 

it seemingly manifests an excess supply of dollars ~ It "wastes" some of its 

dollar earnings on purposes that by assumption are not included in its "needs". 

However rational the flow of capital to the United States may be in view of 

existing incentives, it seems paradoxical in terms of the policy norm. 

This paradox seems to have gotten under th~ skin pf some observers 

who wax indigriant over the inflOW of "hot" money into the United States at a 
, 

time when the United States taxpayer provides sizable aid to Europe and thus, 

in fact, ~eplaces with,his ,own earnings funds that are profitably invested in 

the United States by citizens pf aid-receiving countries. 

The first thing the victims of this irritation, should ,note is the 
. ,.' 

variety of, reasons that have brought· funds here, some of which have nothing to 

. ' 

2'2:4,090,' 

,. ,.j 



5 


do with capital flight. Secondly, it should be understood that the prevention 

of "undesirable" or lIexcessive" movements of funds to the United State.::;, what-. 

ever these discriminatory words may mean, is impossible without an elaborate 

system of national and internationally interlocking controls over capital move­

. ments. Thfrdly, it seems very doubtful that the lIundesirable" capital movements, 

however defined, were of an order of magnitude commensurate with what used to be 

called the "dollar·gap"· in the balance of payments of foreign countries. 

Leaving aside the so-called concealed dollar shortage of the recent 

past, the dollar gap of the postwar years, which was defined operationally for 

the purposes of foreign aid, was, in the aggregate, much larger than ~ clan­

destine capital movements that are likely to have occurred during the last 

decade. 

Of course, all estimates of such movements are pure guesswork. The 
residual item (errolls and omissions) of the United States balance-of-payments 

statement, to which reference sometimes is made as an indication of the size 

of the concealed capital movements into United States dollar assets, does 

nothing .more than suggest the relative magnitude of unr~corded capital move­

ments at different periods of time.lI It cannot betaken as a measure of the 

absolute amount of such movements over any period of time. In estimating the 

clandestine capital movements, adequate attention is not always being given to 

the fact that in one or two coUntries, notably Britain,the sense of integrity 

prevailing in most of the business community is an important factor inhibiting 

capital flight, that a certain measure of caution in order to prevent detection 

stands in the way of tr.ansfers of l~quid funds, and that many American recipients 

of such capital do not always welcome them, in view of the tax, accounting, 

!.! 	 See Arthur I. Bloomfield, "Speculative and Flight Movemnets of Capital in 
Postwar International Finance", Princeton 1954, pp. 8-10. 

/.' 
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and custody problems to which the holding of such funds gives rise. In short, 

foreigners may not have salted away as many dollars as the suspicious .observers 

have it. It cannot be denied that unrecorded transfers of private capital 

were large in 1947 and also in 1~49, and contributed importantly to the rapid 

deterioration of Europe's balance~of-payments position'in those years. Yet; 

at its worst, the annual movement into the United States probably did not ex­

ceed one billion dollars, and may have been substantially less in 1946 and 1948. 

Estimates of the dollar gap during these years are, of course, very much de­

pendent on the definition of such a "gap", but on any count the gap during these 

years was a multiple of any reasonable estimate of capital movements into the 

United States. 

As to the alleged continuation of a large-scale flight, capital inflow 

into the United States, it would appear to us that the reverse is true •. The 

strengtheningof,European currencies as evidenced in the rapid improvement in 

the European gold and dollar position may well reiflect--to an admittedlysma.ll 

extent--the ,return of private capital from its places of· hiding.. in the United, • 

States, Switzerland, and perhaps Uruguay--to mention the more popular havens of 

flight capital. Of course, we lack the statistical evidence for 'this proposi­

tion,but from what one hears and sometimes reads, it does not appear unreasonable. 

The statistics on foreign security purchases collected in the Balance 

of Payments Division of this Bank, and the Department of Commerce figures on di­

rect investments, indicate that long-term investments on the part of European 

.countries have been averaging approximately ~75 million dollars during the period 
'. '..:.' 

1952~54. These investments reflect primarily British acquisitions of United 

States sUbSidia~ies and affiliates,Y. and SwiSS.PurChaS~S of United States shares, 

some other European interests are, of .i ' 

. course,entirely legitimate; they have strengthened Europets position in the 
American market, and have been approved by the exchange control authorities •. 

:224092 .. 
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the latter having amounted to approximately 80 million' dollars in 1954. Some 

of this money represents, of course, ,non-Swiss capital, but a capital. inflow 

of this magnitude is insignificant, from the viewpoint Iboth of the European 

dollar position and of the United States capital market. Our own capital move­

ments statistics show, moreover, that the build-up of private short-term funds 

in the United States has been relatively small in recent years and that the 

existing balances do not appear to be in excess of reasonable working capital 

needs. 

There is no indication in recent statistics of any heavy participa= 

tion of foreigners in the "politically safe" United States capital market, Le. 

ofa flight of capital to the United States. There are many indications of a 

broader nature that capital is feeling quite safe in Europe today, as far East 

as ~rlin. 

) 
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To .Secretary's Office SUBJECT: Effects of Gold Inflow' On the 

FROM..m;L&1J~·J;1H .... . '::"'r"'~}~f~(·;::·,....'....u.Adj,jl:a.:err.:'4-Ba...JJglmanfl.cs.:eWoLf..tiPaaymSfULIen:c.tl.....tsJiJ!~~~' United States. 19472t.9.~,':~ 

.Copies to ::s:~eUtaU,ryll,'.I~e;r:::eo~::·;:l~:::W:t~::'UnitedS~~s or:·!~~tt; 
'-'.','. .... 

1947, 1948, SJ;ld 1949 were t'lofold. First, the sale of gold increased the money 
. . ' .. :;'. 

, .' , . ,','~' ' ~ 


supp~ held b.r the public, as the dollar proceeds were spent to buy goods in this .. 


country. Second~, the sale of gold enlarged the credit base 1:u expanding bo:th 
t,' 

the gold reserves of the Reserve Banks and th~ reserve funds of the nation's 

banks. These additions to ba.n.k reserves pl'<::llZlded funds for a further, secondary. 

growth of the money supply since the banks' ability to make loans or to Purchase 

investment seourities was tbereqy enhanced. 

The influence of foreign-account expenditures upon bank reserves and 
~ .'. .. 

deposits reached a high-water mark in 1947 when over 3 billion dollars of 

proceeds of gold sales and dollar balances with the Federal Reserve Banks was 

spent. Thereafter, as Table I shows, the amourits declin,9d sharp~. 

TABLE I 

FOREIGN ACCOUNT SPENDING AFFECTL'lG ?.fENBER BANK RESERVES. BY SOURCES, 1947-49 
(In millions of dollars) Change in' . 

Gold y dollar balance~'with 
Year purchases Reserve Banks t - =decrease) 

1947 + 2,913 - 116 

1948 + 1,490 + 250 

1949 + 183 +. 125 


]/'Change in gold stock: 1947 adjusted for:the United states subscription 
to the International Monetar,y Fund. . 

, , 
I 
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In 1947 foreign-account spending was so great that, despite 


large gold sales, foreign dollar balances 'with' the Federal, Re~:~rve &:nk~:' ',' :::,';'~ , 

,., . 

, ' ' " /

declined. In,the'next two years these balances were built up. In 1949, the ' 

growth in foreign accounts with the Reserve BSnksalmost offset the'effect of 

the 1D.crease in the gold stock oil bank reserves and deposits. , 

Both in 1947 and 1948 gold sales to this country were far in excess of, 

world gold production (outside the USSR), which in recent yea;s has had a Value' 

of 750 million to 800 million dollars annually'. Although the increment to the 

United States gold stock in 1949 was well below the value of the slowly-rising 

world gold production, gold sales to this country over the three years 
. ':. 

were greater than production b,y more than two bil1ion dol1ars. Gold reserves 

of other countries therefore dropped sharply. 

The primary effect of gold and foreign-account operations on the 

money supply held by the public in all three years was expansive. In 1947, as 

the Table II indicates, gold purchases and foreign balances with the Reserve 

Banks accounted for nearly' al10f the growth in the money supply. In the next 

year, 'gold operations offset' a part of the decrease in the money 'supply that 

was attributable to other factors. Last year the influence of both gold and 

other factors was negligible. 
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TABLE II 
, , 

.. , . 
,", 'ANALYSIS· OF CHANGES IN THE MONEY SUPPLY, 1947-49 . " ..:. ' •.. ~. 

(In millions of dollars) 

Adjusted Pr~ effects Effect ofdemand Currency' of ~l operating "other_ ' 
deEosits outside banks ' Total on e monel SUEo1Z oEera l.ons 

1947 + 3,807 - 254 + 3,553, + 3,029 +, 524 
1948 - 1,601 ~ 397 - 1,998 ' + 1,240 "';3,238 
1949 + 1,200 .!I -1,100 + 100 + 58 + 42­

,~: .. 

.!I Change from December 31, 1948 to December 28, 1949. 

In 1947 and most of 1948 the Reserve' System and the Treasury had to 
, 

cope,with inflationary developments which arose in part from the effect of goldv 

- 'operations on bank reserves as well as on the money SUpply. Bank reserves, as 

is indicated in Table III, rose perceptibly in 1947 and 1948, and dropped 

sharply in 1949. 


TABLE III 


DEMAND FOR AND SUPPLY OF MEr.mER BA.TI1K RESERVES. 1947-1.9 
(In millions of dollars) 194..,11',~ ~ 

Demand for reS,erves due to changes in: 

Reserve requirement percentages +2,986 -3,587 

Deposits +783° 'I/; -140 

Excess reserves +263 + 36 - 184 


, " 

, Supply of reserves' attributable to changes in: 

Gold stock 2f +3,082 +1,324 + 58 

System holdings of Government securities -2,050 +1,650 -4,448 

Other ,factors + 14 ,+ 2 ,+ 479 


Changes in reserves 	 '+1,046 +2,976 -3,911 

'j/1947: change from January' 8, 1947 to January 7, 1948; 1948: change from January,7, 
1948 to December 31, 1948., Y 	Gold stock adjusted to changes in foreign balances with the Reserv,e Banks. In 1947 
gold stock also adjusted for United States subscription to ,the International 
Monetary P\md. 
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In 1947, the effect of the gold increase was canceled by measures 
• ' . 1 .. . . ": .' ' , ... 

taken by the monetary, and fiscal authorities.:.' Dlring 19,48, the increases in 
.' ."; 

reserve requirements by the Federal Reserve Board accounted for all of the rise. 

, in bank reserves. The fall in bank reE1ervee in 1949' was also associated . 
almost entirely with chsnges in the prescribed reserve requirements; these 

. 

reductions were made in .order to ease the adjustments in theeconom;y necessitated' 

by the halting of the inflationery boom. 

From the figures in Tables II and III it, is apparent that in 1947 and 

. 1948 the gold inflow made substantially more dif{icult the efforts of the 

Reserve System and the Tre~sury to bring to a halt the inflationary forces 

prevalent in the economy. The direct contribution to the money supply made by 

gold purchases was not the most burdensome of the problems. It is true that gold 

purchases added to the funds avail~,ble to domestic purchasers, bUt increases' in ' 

deposits due to foreign demand for goods and services are not ,peculiar t~' 

purchases made with the proceeds of gold sales,' as the same effect would have 

occurred if other nations he,d bOrrowed from the, bariks (with gold as' collateral). 

Such borrowing, however, would not have enlarged barik reserves as did the gold 

inflow. 

It is this feature of the gold inflow-its' tendency to build up bank 

r.eserves--thet was most troublesome to the Reserve System during the period. In 

its efforts to hold down expansion of do~estic bank credit and the growth in the 

money supply the Reserve System was confronted at every tum with the necessity 

;,~, 

, 
" , 
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of mopping up these reserves. The problem was particularly grievous because. 
,- .' ~ . '.~, ' , 

domestic developments limited serverely the us~ of interest-rate changes as a:' 

method of credit. control. 

Despite these limitations Federal Reserve and Treasury action 

contributed importantly to bringing the inflationary forces under control•. Some 
, . 

measure of their joint efforts is depicted in Table III, which shows that the 

change in the System's security holdings canceled out a large share of the gold 

inflow in 1947 • In 1948,. system holdings increased because of the rise in 
. I 

pre~cribed reserve requirements. The principal method pursued was to reduce the 

availability of bank reserves by using surplus Treasury cash income to redeem 

maturing securities held by the Reserve System. In this way the banks were 

forced almost constantly to make adjustments in their reserve positions through 

the sale of short-term goyernment Hecurities. Any increments in the excess 

reserves of many banks were thus of short duration. At the same time, interest 

rates rose modestly, and uncertainty as to their futUre course developed, thus 

affecting the lending practices of the banks. 

PUrthermore, the use of Treasury net receipts in the above-described 

fashion destroyed bank deposits and thus altered .the money supply held by the 

public. In t.his way, the purchasing power of domestic buyers was reduced, and, 

the effect of gold purchases on both deposits aqd reserves was thus brought under 

control. 
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It would, be inappropriate, however,: to appraise the ~ignific~ce~of 
:,:. > .:' "'" .~ 

the gold inflow into this, country 'exclusiv~lY in term~ of its money-creatihg "'"",~ , 
" , 

effects. These efrects were incidental to the primary purpose of the gold 
,,", 

: ' 

imports-the financing of American exports. 'More precisely, the purpose of 


the gold sales to, the Treasury was the financing of those exports which could ' ! 


not be paid for by other means. It is the nature of gold as a medium of inter:" ' ,; 


national reserves that it is normally used for, the, purchase of marginal exPorts, 


which ,WOUld not, and could not, be purchased if the buying country lacked such 

,]/ 

reserves. 


Thus, gold sales to the Treasury financed 13.2 per cent of total 


American exports of goods and services in 194¥, 8.3 per cent in 1948, and 2~6 

per cent in the first nine months of 1949. It is of course impossible to 


determine exactly what exports were financed by'gold sales, as distinct from 


all other forms of payment for American exports. But there seems to be some 


justification for saying that most, i,f not all, of the gold sales of European 


coUntries (amounting to approximately 2,500 million dollars between January 


1947 and June 1949) were used to finance "less urgent" purchases, in this country, , 
, 

i.s." purchases over and above basic food and raw materials requirements. 

Without goldrese~es; the buyers probably would not have ,made these purchases. 


1I Unde;- certain circumstances, however, such as ,those pre!8-iling in certain'Latin 

, AmerJ.can countries, during 'the postwar years under consJ.deration, gold sales 

cannot be considered as a resort to Blast" reserves since these gold holdings
-' had been acquired in the course of the war years in payment' fur export sur-' ' 

pluses and with the specific intention of making use or them when supplies of 
AmericBll goods again became available. These gold sales amounted to approxi­
mately 1 billion dolls,rs between 1947 and 1949. 

~	 The 1947 percentage figure is based on gross gold purchases, and disregards'the 

tr~nEfer of 688 million dollars in gold to international institutions. This 

"outflow" obviously had no effect upon the current international transactions 
of 	the United St<"tes. , " ", 
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In other words, there seem to be good reasons for assuming th~t 

the export effects (as distinct from the over-all monetar,y effects) of' gold 

sales were con~entre.ted in certain definable sectors of· the American economy. 

These sectors probably were the machinery and equipment industries (apart from 

top-priority items); the "less essentielfl sectors of agricultural production" 

such as tobacco and meat products; and such service industries as the movies. 

This view is corraborated ,by what can be observed of the manner in which 

certain co~trles handled their import controls, changes in ~hich clearly indicate 

what goods constituted" from their point of view, marginal dollar purche"ses. 

For instance, commodities, purchases of which 'l-iere eliminated or curtailed 

through the successive tightening of the "austerity screwl! in the United 

Kingdom, must be considered m/;'rgi::al-and thus, by implication, financed by 

gold sales so long a,s they continued. In other, co.untries, the lengthening or 

shortening of the list of ~ermitted imports indicates what they considered'as 

•marginal imports, to be permitted or expanded in accordance tdth the availability 


of exchange resources.• 


If' this view (which, it must be emphasized, foliows from the 


concept of the use of gold for essentially mE,rginal purposes) is accepted, it 


. follows that the pressure on prices, too, that these gold-fine~ced'exports 


exerted, must be trace~:tble in specific sectors of the economy. There can be 

v 

no question that foreign orders of steel, rolling stock, and electrical 
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equipment contributed to the price ;ises in the '"officialD, ~d perhaps also in 


the "grey" , markets of these commodities. Conversely, it is not sUrprising 

I . . •• " ' 

; .. 
to find, that the disappearance of the grey markets in such "non-essential" 

, 	 , 

commodities as rayon yarns and certain industrislchemicals coincided with' the 

'le.st sta.ge of the drawing down of gold reserves (and dollar balances) by some ' '. 

Latin American countries, and the imposition or reimposition of exchange 

controls in these countries. It probably would be inappropriate, however, to 

consider the gold sales to the Treasury as an important causal factor of the 

price rises of "essential" food stuffs, such as wheat. Foreign purchases of 

wheat would have taken place even if foreign countries hid not been. able to 

,I!I2.ke use of their gold reserves., 


There is one more aspect of the gold inflolf of recent years which 


is of considerable practical significance in the long run. Gdd sales, by some 


, Filropel:'..n countries did not take the form of a continuous flow, but came in 


"Spurt.S" of B. few weeks or months at a time. Thus the Netherlands, for instance,
J 

financed a large proportion of its purchases in this country in early 1948 by 


substantial gold sales; somewhat later it was reimbursed by the, EOA for some 


of these purchases. The united Kingdom was faced with an intensification of 


its dolle.r imbalance in ea.rly 1949 and had to resort to large gold sales. The 


increE.se of their dollar balances toward the end of 1949 enabled both countries 


~ 	 to repleni~h their gold holdings through purchases from the Treasu~. In both 

instances the gold sales ~cted as a buffer again'st a sudden cutting off of 

purchases in this country. This use of gold reserves--to finance a strictly 
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temporary stringency-is of course the proper "classical" function of gold 
.. 

reserves. "It is inter.esting to note that .this· bction is still serV~d~in 
, , .' ~ ., " .~ 

spite ofERP, the Internnt~onal Monetary Fund, and direct trade and exchange 
. . .. " 

controls. From the point of view of the United States; the appearance 'of a gold 

inflow at a time of temporary recession such as the earlier months of 1949, is 

of course of considerable significance. Contrary to expect&tions,American 

exports expanded in the first six months of 1949. This expansion was partiy 

the result of increased disbursements of foreign aid, but in part it was also 

finance4 by gold sales. This increase in exports offset to some extent the' 

. decline in business expenditures which caused the recession. Since a short-


run decline in the level of American business activity leads normally to a more 


than proportionate decline in the volume of imports and thus of the dollar 


earnings of foreign countries, the sale of gold by foreign countries to the 


Treasury may be counted upon as a minor anticyclical buffer. 


JHA:MK 

.. 
" 
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.' . ,Gold Holdings of the Uli1t~d$t8,~e~ .....• :. 
CEndof Inonth figures.. In Ini1iions of dollars} 

Federal. .­
" ,··Re-serve Total 

H 

{Go'ld 'slid . 
Gp1d 

1932 
.. 

Certificates} 
~ ~ 

,.: ' •. f"

"Jan. ,2,976
'j.> :

. Feb. .~" ,,- "'".'. ,,' --.... 2,938 
Mar. 3,020' 
Apr. 3,004
May 2,790
Jime 2,578
July 2,,635 . 
Aug. 2;773 
Sept~ . 2,893
Oct .. .. 3,003 
Nov. 3,049 .... 
Dec. .3,151 

1933 

Jan. 3,256

Feb. ~,952 

MaJ:'. 3,250

Apr. '3,416 

~.Y . 3,52~

June 3,543

July 3,548

Aug. 3;588

Sept'. 3,591

Oct. 3,591

Nov. 3,573

Dec. 3,569 


1934 
.-

Jan. 3,557

Feb. 3,931 

Mar. 4,336

Apr. 4,621

May 4,683

June 4,808

July 4,930

Aug. 5,001

Sept. 4,980

Oct. 4,989 

Nov. 5,107

Dec. 5,143 


Circulation Treasury 

970 183 
939 188 
896 186 
882 194 
883 '.190' 
882 172 
861 190 

'. '.'. 831 +95 
802 209 

.·.···782 .. '.191 .. ,",:
·862 200 
782 293 

793 217 
933 207 
473 270 
·371 236 
317 191 
299 188 
285 200 
274 178 
257 188 
250 195 
243 219 
237 23,0 

178 297 
167 3,340
16i 3,197 
157 1,177 
153 1,143 
150 1,098 
146 1,053 
143 1,034 
139 1,058 
139 1,077 
'133 1,092 
130 1,165 

M.0rieta.:ty, . ·Sta"Qilization 
/ -::,',... ,.Stabilization Gold Fuild-Operating

FUnd'" _.. Stock :':. .. , ::Account 
, ' . ",' 

4,129. 
.:<'-<;:j,4,067 

' .4,103 
.4,080 ",.!. •• '. 

-t'_~~j,865 
' .. :.3,632 

3,687 
,. ~..3,801 

,., . , ..~. ,! .' 3,906
" .' .... ,,' . . . . "1:.: ... ,

,". ". 3,977. 
.." 4~053 

.. >~~ .­4,226 

..ro; 

4,266 
4,093 
3,~95
4,025 
4,028 
4,031.· 
4,033 
4,041 
4,037 
4,036 
4,036 
4,036 

4,033 
7,438 
7,694

1,800 7,757
1,800 7,779
1,800 7,856 21 
1,800 7,931
1,800 7,978
1,800 7,978
1,800 8,002 
1,80.0 8,132
1,800 8,238 
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..'.,' :..'; ""':.:"'! (Total::·".,•.'.· •. · :~····"<:,...r. 
.. -.... --...,.... ..,.... Monetary': , :~..::·::..Sta.bil1.zatiol 

Circulation ·.,.. Treasury 

127 1,057 . 
.126' :1:,042.' 
123 1,052 
1.21 1,019 
.119 ' .. 1,039 '.' 
'117.·· '995· . 

'.' ...·.:·,115 "982,; 
. ·····:114 :787' 

'-: . ' 

Jan. 
Feb. 
Mar. 

. Apr. 

May 


':June 

.:rl,lly
Aug .. 
Sept. 
.Oct. 
Nov. 

} Dec. 

1936 / 

Jan. 
FeD. 
~. 
A-'pr. 
May 
June 
.tuly 
Aug. 
Sept. 
Oct. 
Nov. 
Dec. 

Jan. 
Feb. 
Mar. 
Apr. 
JIay 
.tune 
.July 
Aug. 
~pt. 

..Oct. 
Nov. 
Dec. 

Federal 

Reserve. 


(Gold' and 

Gold 


Certificates) 


5,405 
5,559 
5,592 
5,769 . 
5,901
6,203 . 
6,246 

'.,6,502. 
. '6,633 


7,053 

7,347 

7,571 


.7,667 
7,685

. 7,680 
7,717 
7,837 
.8,119 
8,210 
.8,312 
8,397
8,662 
.8,811 
8,864 

8,862 
8,859 
8,856 
.8,853 
8,850 
8,846 
8,843 
8,840 
9,138 
9;134 
9,132 
9,129 

) 

",.:. ;, :. 

Stabilization 

Fund, 


- ,,:.;. 

1,800 
1;800. 
1,800... 
,1,800 

. ... 1,800 
:1 800"'::". •. 

.·,(, .. if~~;·~) ..'.' 

1~80o' . 
i,800 
1;800 
1,800 

1,80b:': 
1~800 
1,800 

1,800 

1,800 

1,800 

1,800 


--c'1,800 

. 1,800 


1,800 

1,800 

1,800 


1,800 
1,800 
1,800 
1,800 . 
1,800 
1,800 
1,800 
1,800 
1,800.
1,800 . 
1,800 
1,800 

. Gold ' ..Fund-Operatin€ 
Stock ACCOu.tlt '. 

.' 

8,391 
8,527
8,567 .. 

:8,710 

·8;858 

9116·
, . . . .... 

. ,9,l,44 '.; 
. '9,203'.': 

9,368 
9,693 
9,920 


10;125 

.;;.::;" , 

.10,182
'10, ,167 . 

10,184 . 
 ..,10,225 

,!'",; ;-,;

10,402 

10,608 59 . 

10,648 

10,716 

10,845 

11,045 

11,184 

11,258 


11,358 
11,436 , 

11,574 
.. 

11,799 
11,990 ...
12,318 .169 
12,446 
12,567 

.. 

12~741 
.12,803 

12,774 

12,760 
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112 
111 

.110 
109 

107 

106 

104 

103 

102. 
101 
100 

99 
98 
97 
96 
95 

94 
92 
91 
90 
89 
.88 
87 
86 
86 
85 . 
84 
83 

822 
729 
663 
643 

608 
576 
598 
605 
662 . 
588 
537 
505 
550 
485 
478 
498 

602 
685· 
827 

1,056 
1,250 
1,584 
1,714 
1,840 
1,717
1,784' 
1,758 
1,748 



", "~1~~'<!J."''''·::'" :;"<~""~~:'¥:'~'i'<{,.:1;': ";';;'(.'~,!~:"" 

1 

3 

Jan. 
Feb. 
Mar. 
Apr. 
May 
June 
July 
Aug. 
Sept. 
Oct. 
Nov. 
Dec. 

Jan. 
Feb •. 
Mar. 
Apr. 
May 
June 
July 
Aug. 
Sept~ 

Oct. 
Nov. 
Dec. 

Jan. 
Feb. 
Mar. 
Apr. 
May 
June 
July 
Aug. 
Sept. 
Oct. 
Nov .. 
Dec. 

Federal' 
Reserve 

(Gold and 
Gold 

.. ', 'Certificates) 

9,127 
9,183 
9,223 

.10,650 
10,648. 
10~645 
10,642 
10,640 
10,918 
11,272 
11,613 
11,798 

11,948 
. 12,125 
12,553 
13,103 
13,326 
13,524 
13,878 
14,321 
14,679 
14,838 
14,976 
15,209 

15,561 
15,813 
16,076 
16,428 
16,994 
17,754 
18,202 
18,618 
18,940 
19,289 
19,586 
19,760 

Circulation 

82 
81 
81 
80 
79 
78 
78. 
77 
77 
76 
76 
75 

75 
74 
74 
73 
72 
72 
71 
71 
71 
70 
70 
69 

69 
68 
68 
68 
67 
67 
66 
66 
66 
65 
65 
65 

," :: 'Stabilization 
Treasury 

1,747 
1,712 
1,691 

338 
390 
439 
497 
618 
965 
917 
824 
838 

859 
875 
831 
'814 
758 
714 
488 
453 
382 
383 
512 
565 

500 
496 
489 
475 
347 
342 
394 
429 
438 
351 
349 
369 

"Fund' 
,". 

1;800 
1~800 
1,800 
1,800 
1,800 
1,800 
1,800 
1,800 

. 1,800 
'1,800 
1,800 . 
1,800 

1,800 
1,800 
1,800 
1,800 
1,800 
1,800 
1,800 
1,800 
1,800' 
1,800 
1,800 
1,800 

1,800 
1,800 
1,800 
1,800 
1,800

, 1,800 
1,800 
1,800 
1,800 
1,800 
1,800 
1,800 

:·Y·,'·' .....,..:j,::,;~ , ".', 

, .' ,,:·Total :/,. 
,Monetary, ~. Stabilizatior. 

. ,_ c::,Qold ,_ ' ;';:::.,:!Jrund-Operaj:;irig 
--'Stock"-'~"-: . Accourit· __.. 

, 12, t~~::; 
12,776 .. 
12,795., 

J 	 12,869 ,'. 
12,919 
.fi:2,9.63 
13,017, ," 
13,136 
13,760 
14,065 
14,312 . 
14,512 

14;682 
14,874 
15,258 
15,791 , ' 
15,957 
16,110 
16,238 
16,646 
16,932 
17,091, 
17,358 
17,644 

17~931 
18,177 
18,433 
18,770 
19,209 . 
19,963 
20,463 
20,913 
21,244 
21,506 
21,801 
21,995 

154. :' 

164 .' 
",-', 

145 

86 

105 

48 

Over 
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• '1 ,.' • 

, ' 

..:.~~ .>4 . 
4 

Federal 
Total -,Reserve 

(Gold and 
, 'GOld '. Stabilization 

Certificates) Circulation ":- Treasury Fund Stock ,Account 

- '64 -{:;800 ~:-,: ..::':. ,-:22}l~6
Jan. 19,913 338 
Feb. 20,031 64 336 1,800 22,232 
Mar • 20,112 64 391 1,800 22,367 ,.,:88 
Apr. 20,204 63 438 1,~00 22,506 
May , 20,325 63 387 1,800 22,575 
June , 20,322, 63 440 1,800 22,624 
July 20,317 63 495 1',800 22,675 
Aug. 20,314 62 542 1,800 ' 22;719, 
Sept. 20,461 62 438 1,800 22,761 
Oct. 20,572 62 366 1,800 22,800 
Nov. 20,568 61 355 1,80022,785' 
Dec. 20,504 61 371 1,800 22,737 25, 

Jan. 20,533 61 353 1,800 22,747 
Feb. 20,515 61 329 1,800 , 22,705 

Mar • , 20,495 60 332 1,800 22,687' , 12 

Apr. 20,510 60 320 1,800 22,691 


, May 20,522 60 332 1,800 22,714, 
June 20,566 59 311 1,800 22,737 8. 
July 20,546 59 339 1,800 , 22,744 
Aug. 20,575 59 321 1,800 22,756 
Sept. 20,576 59 319 1,800 22,754 7' 
Oct. 20,569 59 312 1,800 22,740 

Nov. 20,573 58 312 1,800 22,743 

Dec. 20,554 58 314 1,800 22,726 12 

,Jan. 20,520 58 304 1,800 22,683 

Feb. 20,476 58 310 1,800 22,644 

Mar. 20,413 57 305 ,1,800 22,576 14 

Apr. 20,303 57 312 ( , 1,800 22,473 

May 20,261 57 308 1,800 22,426 

June 20,224 57 306 1,800 22,388 11 

July 20,163 57 315 1,800 22,335 

Aug. 20,071 57 315 1,800 22,243 

Sept. 20,011 56 308 1,800 22,175 7 

Oct. 19,947 56 313 , 1,80Q 22,116 

Nov. 19,898 55 311 1,800 22,065 

Dec. '19,766 55, 316 1,800 21,938 43 
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. ," .-. ".' ,:. .": ~ ; , Federal 
.. 

; .~;,,~': Reserve ';';.- ": . Total. , 
:•.7', 
.. 

. , '"- _:10.':.'> .'. 
.J .":'. ' . " -­

" \:: : ";'. ",,' : Mqnetary' .... ;, :<Stab1~1z,atior: (Gold. and ....,~.,.;; .........".~ .-, , .. ~" ..... -"',,-,,,.,,- ".. 
- .'" ' ,-' " " StabiliZation--'--' --G,OId '~-"-""Fund-operatl~GOld"' 
1944 . Certificates) Circulation Treasury Fund Stock .. Account 

.. 
• ~ : .~:" '~"' :::. ~'i" • ~.).':.~':!. 

.ran. 19,746 55 317 1,800 21,918. - .. 
" ,. 

-.:. ':::".!-i;. ~ 

.Feb. 19,536 320 1,800 21,712. ~T, '" ·::<'f:·;ff!.~~~ , 

55 ".-:-::.J•Mar. 19,423 
55 

323 1,800 21,600 . ,' 14 
Apr. 19,265 55 310 1,800. 21,429 '.,", ". ~~.f!.:.{i', 

~:; :May 19,097 54 313 1,800 21,264. ~::~;.;.~. 


June 19,010 54 310 , .. 1,800 21,173 21~;. 

"July 18,823 54 319 1,800 go, 996 , .. 

314 . .. 1~800 20,926 .,,.:.,'". ,',:';"f;\".,Aug. 18,759. 53 
' ".SE;!pt. 18,647 53 324 1,800' . 20,825 .. :25 .:,' . 

. ,.
.Oct. 18,552 . 53 321 1,800 '20,727 ". 


Nov. 18,528 53 307 1,800 20,688 

· Dec. 18,444 53 321 1,800 '20,619 12 


~:-

, , ....1.....'" .~.: "1945 
. , 

,~ '~':'Jan.• 18,373 53. 324 1,800 20;550 .,i 
. "Feb. 18,346 53 308 .1,80'0 20,506 

Mar. 18,261 53 305 1,800 20,419 32 

Apr. 18,207 52 314 1,800 20,374 

May ,18,112. 52 306 ,1,800 20,270 

t'" 


June 18,055 52 306 1,800 20,213 th 

July 17,981 52 320 1,800 20,152 

Aug'. 17,926 52 '310 1,800 20,08~ 

Sept. 17,898 52 32} 1,800 20,073 , .. 20 

Oct. 17;879 51 306 1,800 20,039 

Nov. 17,870 51 . 309 1,800 20,030 

Dec. 17,863 51 351 ( 1,800 .20,065 18 


' . 
,1946 . 

Jan. 17,983 51 323 1,800 20,156 
Feb. 18,049 51 333 1,800 20,232 

Mar. 18,075 51 331 1,800 20,256 54 

Apr. 18,097 51 304 1,800 20,251 

Ma~ 18,092 50 299 1,800 20,242 .. 


June 18,103 50 316 1,800 20,270 71 

JuJ,.y 18,105 50 311 1,800 20,267 . 


·AU{S. 18,098 50 333 1,800 20,280 
· Se~t. 18,095 50 360 , 1,800 20,305 113 

Oct. 18,229 50 324 1,800 20,402 

Nov. 18,310' 49 .311· 1,800 ' 20,470 

Dec. '18,381 49 298 1,800 20,529 177 


Over 
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March S,' i94S . r- '"="'~ EJVEr 

REPLY" TO FEDERAL RESERvE MEMORANDUM WITHRFSPECT TO 1~1.~R~.:~ l1a48 
. CERTAIN ASPECTS OF UNITED STATES. GOlD POLICY AND PROCEDURES '.' . , 	 .... .~. w. a... 

. " .' ".'~\ ': .,' . -; ·...·.,tt'~~m.,\~ . ", .~.,' 

The Federal Reserve memorandum recommends that changes be ~ade in 

United States policies, procedures or'laws relating to gold in five major 

respects: Gold transactions 'for foreign official accounts, 'Commercial 

banks r gold operations at premitimprices, loans on gold co.llateral, the 

1/4 of 1% handling charge, the Secretaryrs power to buy and sell gold at 

discretionary prices under sections 8 and 9 ot'the Gold Reserve Act of 

1934. Each of the Federal Reserve Bankfs recommendations will be con­

. sidered separately. 	 . 

I. 	 Federal Reserve Recommendations. 

1., 	Licensing of Gold Transactions for Foreign Official Accounts. : 
, . -	 I. 

Recommendation for action~ That the existing TreaSury 
. 	 procedures with. respect to the' acquisition of gold 


in the United States be amended by means of the is- ' 

suance of a general license or otherwise so that 

foreign monetary authorities may convert free dollar 

balances into gold (for earmark or eXport) without 

the necessity of obtaining a specific license or com­

plYing. with other formalities under the Gold Reserve 

Act of 1934, as amended, and the Provisional Regula­

tions -issued therea~der. 


The comment on this point makes sev~ral suggestions which do not ap­
pear in the recommendation: (a) a broad'general license is desirable be-· 
cause gold not first placed under earmark may be exported by the Federal 
Reserve Bank of . New York only pursuant to a specific license under the Gold 
Reserve Act; (b) transfers of gold held under earmark in the United States 
should bo freely permitted between the governments and central banks of 
other countries 'except as to such countries as may be excluded for.'parti ­
cular reasons; (c) no change is necessarY with respect to purchases of gold 
by the United States with the exception of the possible elimination of 
certain technical requirements, for the most part involving "paper work". 

The foregoing recommendation and suggestions seem to indicate some 
unfamiliarity with the present status of Treasury practices and procedures. 
No further license beyond NY~18-l is necessary for purchases and sales of 
gold by the United States, both of which.arc carried out through the 
Federal Reserve Bank of New York as fiscal agent of the United States. 

The only formality required by the Treasury for sales of gold is that 
it be informed by telephone of the request to buy and that verbal approval 
be given. In most instances approval for a sale is given immediately •. 
Only under unusual circumstanoes. is' any lengthier consideration required.. 
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, Subsequent to the sale, written corroboration of telephonic authorizations 
are sent to, the Federal Reserve Bank of 'New York for purposes of record 
and auditing,' Inasmuch as the Treasury 1s., selling its gold, these require­
ments appoar to constitute a practical:minimum of formality, ' 

Gold sold by'the United States toa foreign government or central bank 
through the Federal may be exported without being placed under earmark and 
without a ,special license. The Federal Reserve Bank's license No. NY-lS-1, 
authorizes the Federal to IJexportgold'* * * delivered to you (the Federal) 
for account of any foreign government or foreign central bank, by the ' , 
United States '* '* *." ' 

Extensive liberalizing 'amendments to the NY-18-l licens'e were proposed 
by the Treasury to tho Federal Reserve Bank of New York in January, 1947. 
These amendments would, among other things, dispense with the paper work 
now required iri connection with purchases and sales of gold between the 
United States and the Internation~ Monetary Fund and the International Bank 
for Reconstruction and Development. They also would authorize the 'transfer 
of earmarked gold held at the Federal between all foreign governments and 
central banks except those specially deSignated by1;he Treasury~ ,The ' 
Trea;ury has made numerous requests that the Federal consider these proposals 
so that 'amendments satisfactory -to the Federal and the Treasury could be 
agreed upon and submitted to tho Presid'ent for approval. 

The only SUbstantial delays which occur in connection with purchases 

of gold arise in connection with the Gold Declaration of February 22, 1944, 


, and involve political as well as financial considerations which must be 
cleared ,!;1ith the Department of State. The Federnl Reserv,e memorandum does 
not recommend anyc~nges in procedure for purchases of gold except the 
"possible elimination of certain technical requirementslf~ , The Treasury 
stnff, on a number of occasions has asked the Federal Reserve Bank of New 
York's foreign staf'f for advice on any 'vays to simplify the paper work 
involved and any specific recommendations would be welcomed. 

On 'bo'th purcho.ses and sales the Treasury has been ready to approve 

transnctions in advance before the final .cable orders giving the exact 

ZlIllounts are received or decoded in the New York Bank. 


The Treasury agrees that outst~~dingpublic statements on purchases 

and sales of gold arc obsoleto in, many respects. ,. Consideration is being 

given in connection with a more extensive,study of gold policy to the ~e­


sirability of issuing c ne~ public statement and to the form which that 

statement might take. It docs not seam, hovlever, tp.at mUch simplification 

or improvement of operating policies can be achieved, other than b.Y agree­

ment on amendments to license N6 •. NY-18~1. 


2. Cornmercinl Banks I ~Gold Operations at Premium Prices • 
. i 

Recommendation for action: That t4e Treasury Department 

and the 'Board of Governors of the Federal Reserve 

System join in issuing a public statement along the 

following lines: ' 


******* 
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A broadened version of this recommendation was agreed to by the 

Treasury and the Federal Reserve System and issued as a joint .statement 

on July 18, 1947, substantially in the language recommended in the Federal 

Reserve memorandum. Mr. Knoke has r~ported that United States banks (to : 

which this Federal Reserve recommendation was' confined) are cboperating 


1-',fully. The Treasury, since that time,has also amended its gold regula-
,,, 


tions, applicable to all persons within the United States, going as far' . 

inrestricting,premiumgold transactions in accordance with the recommenda~ 


tion of the International Monetary Fund' as seems feasible. The Treasury . 

is now endeavoring to obtain full information about the measures taken 

by other members in compliance with the Fund's request in order to con­

sider .future United States policy on premium price gold tran~actions. 


3. . 	Loans on Gold. 

Recommendation for action: That the Treasury and Federal 

Reserve System adopt a coordinated policy along the . 

following lines with respect to the making of loans on 

gold by Federal Reserve Banks and by commercial banks 

(or other lenders) in tho United States: ' 


(I) 	The 'Federal Reserve Banks would continue their 
present policy of making loans on gold for an 
initial period of only three months, subject 
to renew'al, but special. Treasury-Federal Reserve 
consultation and review vmuld be undertaken 
if any renewal is proposed beyond 12 months from 
the date of the original loan; 

. {2} The Treasury wo~ld decline to license "any commer­
. 'cia! bank loan on gold for an initial period of . 
· more than 12 months, . and any application for a 
license to renew such'a loan beyond 12 months 
would be the subject 'of special Treasury-Federal 
Reserve consultation 'and review; 

{3} 	 If a loan appears to ~ sought f.or predominantly 
speculative purposes t the Federal Reserve Banks 
would (as at present) refuse the loan or, ~ the 
case of a commercial bank loan, the Treasury would 
decline to license the transaction. . 

.The Treasury Department does not desire to advise the Federal ReserVe 
as to the policies and conditions upon which gold collateral loans should 
be made by the Federal Reserve banks. However, the Department docs not . 
wish to support the policy of restricting gold loans by the Federal Reserve 
banks to periods. of 90 days with virtually' no renewals beyond. one year. 
Accordingly, we do not beliave that renewals of such loans beyond 12 months 
should be subject to special Treasury-Federal Reserve consultation and . 
reView. 
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'. '. The Treasury Department does' not agree with either of the recommen­
, dations of the Federal Reserve System regarding the licensing of gold. 

collateral loans by commercial' banks. The Department discussed this sub- .' 
ject with the Federal Reserve and considered it at great length in con- . 
nection with an application for a license to the Bank of America authoriz~ 
ing a gold collateral loan to the. Central Bank of Nicaragua.;. Our conclu­
sionswere submitted to l"'lr. SproUl at that time and the arguments advanced 
by the Federal in this memorandum do not appear to invalidate them. 

We believe that gold licenses should not be limited to a period of 
one year subj~ct to possible renewals•. In many instances the desire of a 
foreign central bank or foreign government to obtain a gold collateral loan 
from a oommercial bank is based upon the need to provide for amortization' 
over an extended period of time. 'Commercial banks would not 'beprepared 
to enter such long-term arrangements on the basis of a one-year license 
subject to possible renewals •. Such a policy would, in effect, amount to a 
determination that most commercial bank gold collateral loans'would not 
be licensed! (There. have been five applications for gold collateral loans 
in the last few years•. Each one ran for a period of years.). '. .' 

As pointed. out in the Federal Reserve memorandum, unnecessary' res­
trictions upon loans against gold.would'impair the usefulness of gold and 
diminish the inclination of foreign countries to hold gold.' This would.run 
contrary to this country-ls·policies which look toward a wider distribution 
of world gold reserves. The ability to make loans against gold tends, 
however slightly, to foster the importance.and usefulness of gold reserves. 

The fact that long-term gold collateral loans are exPensive and 
economically unjustifiable is not a reason upon which a denial of a gold 
license may be predicated. The liconsing pmverunder the Gold Reserve Act 
of 1934 is related to.tho carrying out of gold poliCies consistent with . 
the purposes of that Act. It would appear to be an abuse of this power to 
deny a liconso on the grounds· that the foreign goVernment was not using 'good 
judgment in negotiating the particular loan. In this connection it should 
be noted that some of the Treasury staff were disturbed at the terms of 
the Nicaraguan loan requi~ing a payment of 3-1/2% interest on outstanding
atlounts of a loan almost fully secured by gold and' dollar collateral and 
which wOUld run until January 31, 1955. . The Treasury concluded, neverthe­
less, that it could not base a denial of.a gold license on the belief that 
the terms of 'the loan were econo~ically unjustifiable. The Federal Reserve, 
other agencies of the Government,and the International Monetary Fund did 
not feol that they would be justified in attempting to dissuade either the', 
Bank of America or the Nicaraguan bank from entering the loan agreement •. 

The Treasury can not support the Federal Reserve recommendation that 
licenses be denied if'the motive of the foreign gOvernment appearsto'ba. 
predominately speculatiye.. The United States has little to fear from specu­
lative loans since the Treasury has no expectation that there will be an 
increase in tho monetary value of gold. The payment of burdensome interest 
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rates over a period of years without any oompensating benefit from an 1ri~ 
crease in the gold value would seem to be an effective way to discourage 
'speculative gold loans. ,Moreover,it would be ,exceedingly difficult to ' 
determine whether a proposed gold collateral loan was primarily motivated: 

'by speculation against an increase in the price of gold or by other reasons. 
The Treasury would not wish to base its,'gold licensing policies on the 
assessment of such imponderables.' ," 

, , 

'4. Treasury's 1/4% Handling Charge. 

Recommendation for consideration: That consideration be 
given to the advisability of eliminating; or reducing 
to an amount approxi~ating the actual handling costs, 
the TreasUryt s '1/4 per cent handling charge on gold ' 
transactions, especially if ~uch action were acoompanied 
by corresponding action by the other members of the 
International Monetary Fund, ' 

The Treasury 'Department is notconv~ced by the Federal Reserve reasons 
for this recommendation. If there is any practical benefit to be gained 
from the I·realization of a fixed point of reference for gold in the world", 
it does not appear why a buying price of$34.91 and a selling price of ' 
$35.09 are not satisfactory "points of reference lt • other countries in, 

, the past have had simihir spreads in their buying and selling prices for 
gold. Furthermore, it is difficult to understand, the reasons for the· 
Federal Reserve. s conclusion that such a buying' and selling price :is a' 
hindrance to the most effective working of the international gold standard., 

Moreover, the reference to tlthe international gold standardtt and the 

further suggestion ,"especially if'such action were accompanied by corres­

ponding action by '~he other members of the InternEttional Monetary. Fund"" , . 

seem to make the discussion of this point' rather 90njectural. So far as 


. the Treasury lmows, no important country in the world besides the United 
States has fixed prices for buying, and selling gold which are usable for 
international settlements by other countries. Hence no other countries 
can take "corresponding action" with their gold prices, Furthermore, the 
substitution of controlled buying and selling prices for foreign currencies 
by all important countries other than the United States, the overwhelming , 
restrictions of exchangecontr6ls, and the almost complete preVention of 
gold outflows and' shortage of geld from having any effect on internal 
credit structures seem to leave no remnant of the orthodox "international 
gold standard" except the United States Treasury's buying and selling' 
prices for gold. 

A second reason' offered by the Federal Re'serve aga.izist the li~ 'charge' 
claims that its removal woUld eliminate one reason for loans On gold. 
Since such loans are not admitted by the Treasury to be wrong or undesirable, 
this reason is likewise questionable. ' 
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. No refutatiqn is given in the Federal {leserve memorandum t9 the twCi 
re~sons cited in favor'of this 'charge, namely, that it deters capricious 
shifts between gold and dollars, and that it provides revenue for the 
United states Treasury. and the Stabilization ~d. 

, ". . . 
. , . I' . 

5. Sections a and 9 of the Gold Reserve Aot. 

Recommendation for consideration: . That consideration be 
given to introducing legislation at. some appropriate 
time, perhaps in connection w~th ot~er related legis­
lation terminating the power otthe Secretary of the 
Treasury contained in Sections 8 and 9 of the Gold.' 
Reserve.Act to buy and sell gold "at such rates and 
upon such terms and conditions as he may deem most 
advantageous to the public interestn. Pending such an 
amendment ot the law, it is believed that some, assurance . 
to the market as to the prese~tgold,price would' be 
given by a statement of the Secretary of the Treasury 
pointing out the limiting eftect ot Artiole IV, Sec­
tion 2 of the Articles of Agreement ot the Fund on the 
Secretary's authority to deal in gO:J.d, particularly if 
such statement were made in. connection with an announce­
ment by: the Secretary respecting the proposed procedure 
for licensing of gold transactions for foreign official 
account. . 
.' ' . . . . 

The first paragraph of Federal Reserve comment on this point includes 
the.statement, "However, the importance of this matter should not be 
exaggerated and, in view of the present legislative situation; it is not 
suggested that any I bill' be introduced at the present session of Congress •.11 

Although intended ',to' apply to June 1947, this sentence would seem. a. good 
statement of policy for the 1947-48 ses~ion of Congress. 

The Treasury i~ doubtful if it would be wise to recommend such legis­
lation to Congress at any time unless the problem becomes a much more serious 
one than now,. particularly in view of the danger that such a. proposal would. 
afford a favorable opportunity for efforts to make more drastic changes in ./ 

tho r~lation. of gold to. our monetary system... . 
, . " 

As indicated'. above, the Treasury is studyiOg'the des irability of issuing 
a public statement 'on gold policy•. COnsideration will be given to 'the 
possibility of giving some further as suranc 0 about the Price of gold in'any
such statement. . . , .' . 
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Office of International 

, " 

',. . ',. 

,'., .,',' 

Dear Mr. Knoke: 
, "., 

There are enclosed cop:ies' of a DJemorandtun- which expresses:'
• q"'" . 

the views of the Treasury Department',onthe Fed~r~lRese;~~' .. 
. ., . '. '>'.: :: .. :. «:-., .' ."'~ :',. ::'! .. ~~ ..,~~; ?~{.:;:-;~' .~.;..;~~" :....~ 

memorandum ot June 27, 1947, wi.th respect to certai~.·. a~pects~' 
, . '.'. . . J; .' '"~,-:' ;..,:.;:,,'~' .. :,',~:.'. ,:;.. : ..~~:T':-·.:,\.:.. :;,/.\,,':.. ,~-~~~.:;~':';~'~:,\:: ·,';,-i"\:::;C:"I:':£;<';;;:;;-':": 

of United States gold policy and proc,edures.· ·As indicated'.: . 
.', 

in our memorandum, we are considering the desirabiiity of 
: .',. 

issuing a public statement on, gold policy and, :I.n ,this.' con-•. , 
.' I <" ,~ • 

nec.tlon, have undertaken a more extensives,tudy of 
. ::". "involved. 

Copies of this memorandum are also heing sent to Mr. Knapp_ . 

If you desire to discuss the questions raised ih these memoranda, 

we are prepared to meet with you and representatives of the 

Board of Governors of the Federal Rese,rve System; at your 

convenience. 
,.....Very truly yours, 

, '. I . ." • 

. ,: 

/s/ Frank A. Southard, Jr. 

FrankA.~Southard, Jr. 
Director, Office of International Finance 

Mr. L. Werner Knoke 

Vice President 

Federal Reserve Bank of New York 224121
33 Liberty Street 
New York, New York 
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'. '. 
',~' . . 

':~.o''' ' .... :~ ",,'., 

, Dear tlr. Overbyt ," ': 

In Mr.'St)roul's absen~~' from tbeaftlce (' 
...;.'.. ' 

tor afew days, pe~lt me ~ acJ:~i;.a&~"~~"~~k 
., .~ . 

.: ........ , :.....
'~ '., ~:,~~: . '~-,;:~-:, :>~:;:.{·~~:~:,~~~~·~r:·'4~': '. '"" 

10D t~r 'Your'ietter ot June 12th ilth"~1oh yOu,' en­

:..,closed for his confidential iDlormatlon. a COP7:'ot 
.",.' . 

, , 

National Advisory Council Document Do. 436•.' .These 
'..' 

.... . ,II """ , ! " 

wUl be brought to Mr. Sproul' 8 attention when be 


returns... 


Very ,truly l~u~S, 


Mary C. a-,gan, 
Secretary to liar. ,Sprcu. 
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FEDERAL: RE:SERVE·BX~""i(·i:;;·:'k. 
. . OF NEW YORK ":"~':'if' 

MISC. 3 S.:Z-SOM-fl-48 

'. ~"OFFIe. CORRESPONDENCE 
'f~~ 

June 13, 1947· 
DATE~______________ 

MR. PROPOSED STATEMENT BY THESn
TO________~____------__-------­ SUBJECT: ~==~==-::-=--====-=-==---===-_INTERNATIONAL MONETARY FUNDL. W. KNOKE ___FROM __________________________ DEPRECATING INTERNATIONAL GOLD 

TRANSACTIONS AT PREMIUM PRICES 
J; 

I assume that Mr. Overby in sending you NAC Document 
. ) 

No. 436 (as he says he did>in a note to me this morning) 

. has also informed you that the recommendation contained . 

in the paper was approved by NAC yesterday. 

I had a call from Mr. Dembitz at the Board this morning , 

confirming this and adding that the.only critical comment 

made at the meeting was that by Mr. ,Gaston on behalf of the 

Export-Import Bank who seemed to think the statement was too 

vague and would have liked to see more teeth put into it. 

However, NAC seems to have felt that this might arouse the 

fighting spirit of the othel' members, and ~t was decided to 

leave the statement in its present form. 

LWK:BOC 
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- "" 

TREASURY DEPARTMENflElO~IvE:Ei 
WASHINGTON 

SECRET 
rJUN 121947 I ' 
'1 

Dear Hr. 

In vievi of your interest in the subject, I am 
senc.::ng along to you .for your confidentia-l information a 
cop~r of the ITa tional Advisory Council document on the sub­
ject ,of gold tre.nsactions at premiUm prices. For your 
information, the ~Iational AdYisor:: C01.ulciJ. at i t.s meeting, 
tc6a;r adopted tte reccnmeno.atioI!<;!ontained in the attached 
docUliH::nt. . 

I hope to ~et up to HEm ):ork very soon and look 
fOl".·!arC~ to seeing you at that time. 

Sincerely yours, 

«:,~~by~ 
Special ASsista.'1t to 

;,i,r. AllE.!l Sproul, 

P!,esident, 

Federal Reserve Bank of ?-Ien York, 

~\Iev; York, l;ew York. 


;:;nclosure. 
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To': National, .I\dvisory COUIlC:i.1 \. . 

. , 

. Fron: ~ro.tiom1 Advisory Council Staff Committe~ .' . ",', 
" " '." ." 

.',:,: : 

Gold Tra.nsactions at PremiiJmj:"rices" .. 
. '::-,"

The ProbleD .' ....'.::,',,:,: .',.. 

1. Gold ,is n01T beLYlg sold for local currency in a h'UIlber of f:re~gn '~·}~,i;t··
countries c.t prices' o.bove its :mqnetary value, as measured by the pars .'; ':',; .. 
certified to the Intermtional Monetary Fund or the equiwlerit of $35 per' ,:....~~:;; ...;~.; 
ounce o.t· the official exchange rn.tes•. 'In many cases' gold is sold evon .,." :. 
for po.yr:..cnt in dollars a.t prices ,above ;:)35 r..er ounc~.. _' 

. These premit1r.l prices ha-.-a existed on the ble.ck markets of various' '.'. 
European countries ·o.nd on legru. IllZlrkets in the Philippines and sOlne ·Latin.: "". 
American countries. The principal premi'UILlmrkets" hortever; have. been' ..'.;, . ' 
China, lndia, and the Uiddle East. Severru. countries,e~lh.' Mexico, Chile. ...:., 
and Peru, have sold SOlile of their:newly.:.nined' gold. ,on the premiur.lmarkets.;; 
Other countries tmd ports, e.g., j?nmtla, Cuba, Hong Kong and LIacao, hAve : .. ' 
served as intemcdiaries for the shipo3rit. of gold to pl:lces ,mero' 'higher 
preniuri. prices prewil.. Beirut, Lebanon, o.pparently is tho principru. ..: 
market for the sale and transshipment of gold to the l:a.ddle . Ea.stern are<:!,s.: 

The bulk of the preniumgold transactions ha.B been· carried out on ., ... 
priva.tc. account, but some governments or cC::1tr:ll banks have sold gold .. ' .'; 
to their aim natiomls either a.t premit1r.l or parity prices (U~xico, U1:'eece, . 
and China) and· sone have exported gold to the. preoiuo narkots (llo:x;icp o.nd , ... . ",Chile). Froll the o.va.iltble inforr.ntion it appears tha.t g91d nay be ir.l..-. . " • 
ported 'legit:iJ:ntely and sold for dollars < obtained'onfree r::~kets in Syria:' 
Lebanon, and the Philippines. China has, hOiTevcr, recently prohibited pri­
wtc gold transactionS, and India has reiIlstituted an em.bargo on priv<lto . 

.gold imports.. \ '. . ". , ' . . ' . .' .'. . .' . . . 

2. IIining interests have been a."Corting pressure on the UnitedSto.te$, 
ilS l'Te11 .:lS on' several other gov~rnments' Yihich aro r::embors' of thc Fund, .. ' 
such as South .~~ica, Caood<l, nndthe United Kingdon, to porr.:.i; priv<lte 
exports of gold for non-industr;ial 'or non-professional purposes to places ... 
1There there are, either legal or 'illegal oarkets uponr;hich gold nay b.e ..•.. :._ 
sold at a premium. . ........:.. 

3. Scction 32 of the Gold Regula.tionS <luthorizes thG ~e-exp?rto.tio~ \;, ':':';' .~\' ,. 
pursuant to license of golli. derivedfroin imported gold-bearing rn.nterinls. ..' '. ,:' 
1'11 thout restriction as to the intended use of the gola at· the place of, .. , .... 
destino.tion. Refined gdld'm.ay be imported and transshipped thr9ugh the .' 
United State~ in custQril.s custody for re..oexportation. under .section 33 of, 
the Regulations. Domestic refiners; ba.nks and other enterprises ha.vc .':' 
been importing foreign gold. and re-exporting it· under these secti.ons· for 
s~e in the premium markets of ·the .world. They luve <llso participated 
to a large e:=:tent, in the sales of gold produced in one foreign country 
and shipped to other foreign countries uhere premJ.\llil prices prevail,· 1Tith- . 
out tne gold being imported into the United Stat'es or passing through the ." .' 
United states unier customs custoc\Y.· ,. . " .'~'" 

; ..... 
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4. ,The purchase '(but not' the sale) of gold at pricesabo,;e~arity b.1"~,,, 
gowrI1I!1ents (or their fisc!ll agents) :rlhich are nembers of the International 
Monetary Fund 1"[ould appear to contravene firticlo IV, Section 2;of 'the' " 
~greor.ent, after the Fund has prescribed a ~rgin on gold transactions, 
~~e~. ' ' , , 	 '/ 

liThe, FUnd, shall prescribo a r..c;rgin above' ap.d belm'T par 
value for transactions in gold b.1 nonbcrs, and no nembcr 
shall buy gold at a price above par vn.lue p;l~s the prQscribed 
m.rgin, or sell gold at a prico belor; pllr .,olue ninus' the pre- .. " , "., 

scribed tlargin. II ' 
." .. : 

Discussion 

I,. If private exports of nCTTly-r.rl.ned gold to countries ~7here preIJiuo,. 
pricesprcv:til uere p\3rnitted by tho United states, a double price of gold 
'\70uldresult, 'one, a par value for gold sold to the Treasury and' for in~ " 
dustria! gold,1:1hich nay be' obtained, .froD, the' TreasUl7, end the other some' 

.," thigher prico for export.:lble, nenly-r.lined gold. This differential mght 
result in evasion of the ,U.S. gold regulations by thG diversion of indus­
trial gold to GJ..."Port purposes. lioreowr" to peIT'..it exports of gold for ' 
hoarding purposos in ot..lj,er countriGsnight nake it nore diffidult to . , 
justify the prohibition of private gold holdings in tho United states.' 

/ 	
The same sitUJ.tion 17duid, of course, .:lrisein.other countries ...·lith sub­
stantial gold production. " 

2. TIhilG sot!e of the gold sold to primto persons in foreign 
countries is used ::'..s an c.ctual neditlr.l of Gxcha.fI.ge l the bulk of it .. , prG­

,sunnbly goes into private, hoards, p....l.rticulDrly where currencies are un­

stable,' The hoc.rding of gold reduces the nctu..1.1 or potentia!. foreign 

exchange reserves of, tho lllporting countries and curtails thoir essential 

iriport progrnns since the gold could otherrTise'be used to purchase neces­

sary co.TJr.odities. IThe lo.ss of exch.:3.nge reserves my be ,owr-enphasized' 

since the, exc~1.nge used for, gold oper&tions, uhere they~re illegal, might 

ncver find its uay i11tO, centrtU holdings. The;; importation of gold at . 

,premium prices, for hoarding, h017.:3VCr, is, frcquentJ.y paid for dir'3ctly b.1 
the exportation of goods and s9rvices (frequontly through illicit charmels), 
yrith a consequent loss of potential fore~gn e,;::change to the govern."':1ents. " , 
The dissip:ltion of actual or potential foreign exchange reserves' uill in- ' 
croase the denands upon tho, Intornationa1'Uonetary Fund for the purchase of 
currency or t..."-le .::.tmount 'rrhich foreign governnents :mn.y soek to borrOi1 from .... 
the International Bank or the U.S. Govornoent. ' It Trill ,also ncike it nore 
difficult for then to nect their exchange obligations on current a.ccount 
or th'3ir payr~nts of- interest and amortization of debt. 

3. Since the ~dAgrconent conte:r::iplatcs the continu:ed use of goid 
as a nonetar,y reserve: and as an ordinau.r'means of settling international' 
balances, it is ~portant for the operations ,of the Fund that existing 
or potential ~monetary gold should not be diverted fron central reserves. ' 
Fund charges must,also be paid in gold except ~hen a country's monetar.r " 
reservqs are low (..:\.rticle V" Section 8(f». Moreover, the raGe at which 

, , 
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.' 	members Dust repurc}1asetheir currencies !roo. the Fund is-d~tertnned in -',:,"~t"l'. 
part by their m.onetary reserves which arc defined as gold arid convertible-,<::;' 
currencies (Article V, 'Section' 7(b) ancL'< cn. The Fund alsol1i1l sell . , : 
currencies for gold (Articlc'V, Sections 6 nnd 7(a», and insofar as DeI:'!.- . "", 
bers offer gold for currencies other than dollars held by the Fund, the . ',--,> 

Fundts position is strengthened. '. . 

4. Pr8niur.l prices for gold arc net only a synpton put also a. cause 
of J:lonotnry instability., They create uncertainty. about the' value o~ the" 
local currenC'lj' andan,u!'l....dllingness to h:Jld it, honce a flight !rom' the' 
local currency t.lCl.Y take place. In nony coUntri~s i1here there arc protliun 
prices for gold, even u.S. dollar'currency is at a discount in terns 'of 
gelId, ,thus casting sone doubt on'the sto.bility of the dollar", .. 

,5. The existence of 6. preciun price for gold constitutos a species 
of r.rultiplc currency practice rrherc the. ilcobers concerned have certified 
par values in terns of gold, or oft~e U.S •. dollar of a imOlnl constant gold' 
quantity. '."fuile nultiple exchc.nge rates are ,not prohibited during the -, 

. , transitional period bJr the Fund Agreement" ,the, Agreement did not 'conte:r.:tplate 
the usc of golds:lles as a ,clevice for adopting additioruiloultiple. ra.tcs~ 

6. The ioport' 9f goldin~o countries'rrhere premiUI:i prices prevail 
is gener:!.lly illegal, and the Fund sheul~ properly be' concerned i1ith the 
adoption of policies by its nCI;lbers ~mich ....1ould prevent the violation of 
the regulations of other nenber countries as a nattcr of'intcrn~ticncl 
cooperc.tion in furtherance of.the objectives of the Fund. 

7. The Int,,Jrmtiolllll Monetm""J Fund hils, ta.ken up'thc preblan of 
internationa.l transacti;..:ns in gold at preniuo prices and has tentatively 
decided to issue a statenent'to :lll nenbcr. countries strongly- deprecating,: 
such trnnsri.ctions, ,and reconno!'!ding that all of its oenbers take effCctive 
action to prevent 'such transactions in gold -rIith other countries or 11.ith 
the nationals of other countries•. The International Monetary Fund planS 
to prescribe the wsrgin above and belou par ,for gold transactions ~- non­
ber countries prior to the issu.::mco of. the statement. The present draft 
of the Fund. st.:lter.:.ont, which has been approved by the ·Conm.ttee on External 
Sa~es 6f Gold but not as yet by the Board of'Executive Dircotors, and 0. 

. copy 	of nhich is attadlCd to this oemorandum, also states that the Fund ' 
would not object to doncstic transactions. in gold at 'prices ~bovc parity, 
unless thC"J have tho effect, of establishing nel1· .rates of exchnnge O]J. ID.lder­
~ing existing rates of other r~mbers, or ~'1less they result in a .signi­
ficnnt 1mc.kcning of the internc.tional- finonciru. position of a member "':Thich ' 
night affect its utilization of'the Fund1s resourcos. It should be noted 
that by this latter reservation, the fund: reserves the right to object 
under cert:lin conditions to dOJilestic.gpld salc policies of mcnber' coUntries 
which do not ::..ffect iliterrultional gold novcoents and interrntional Qxchilngc 
ro.tes.The Fund alsC' recor.!llonds that ncmbers make any representations : 
T{hich, in their judgment, ure narranted by the circumstances to the govern­
ments of non-l1lonbar couiltr~esto join vtith them in eliminating t his. source 
of cxchnnge instability. '. . 
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, 8. Impler.cntntion of the Fund '~statenent by the TreasurY Depart:tlent 
11ill undoubtedly involve continuation of the Deparment.s, present policy '. 
,pf licensipg tho eXportution of d9Destically produced gold only for fn~ 
dustri.:ll, pl"ofessiona.l and artistic use, as 17ell as a further tightonii'1g , 
of the restricticns to insure that all gold e~orted fron the United States 

'is sold at prices -rrithin the na~gins prescribed by the Fund. It nay,2.lso ' 
be deened advisnblo th:lt tho, ':i;'reasur.r Deprirtnent and'the Fudoral Hescrvo , 
Board" afterconsultaticn~tlth the i~drich Caowittee, exercise norD.l suasion 
upon J\r.~rican b~s and business onterprises to induce then to desist frOD 
engnging L~ intornationil tr~~s~ctions in gold at preDiunprices. ' . ' 

Recor:t::endaticn • 
'The follo~ing action is su~~tted for the consideration of the Council: 

(1) 	 The i-JationaJ. :ldvisory Council requests the United States 
~~ecutive D1rector on the International~onetnr,y Fund to 
approve the issU::;.nce of a statenent substantially in the 
form riffi7 under consideration by the Fund, strongly depre­
cating int:::rnational tr.:msactions in gold at preI:l.iur.l pric::os 
and reconnonding ,that all menbers take, effective action to' 

prevent 	such transactions in gold yiith other countries, 
or ~1ith, the m tionals of other countries. 

(2 ) 	 The Natioml ,:~dvisory Council rlould P+'efGr that. the Inter~ 
mtional IIcnct:try Fund nake the proposeq statcr::ent public 
after it ho.s bc,:m received by all ner.;,ber govcrnr.lents. If' 
this is'not .3.graeable,to the Board of Executive Directors,. 
the U.S o ExecutiVe Director ,is ;requested to'tal,e the posi­
tion that all cenbcr governnents be pernitted to publish.
the statement. 	

, 

, 
\ 

(3 ) The No.ti:mal ::..d'llisor"J Council recognizes tho.t roceipt of 
such a statcr:ent by. tho United States Govorrummt nay re­
quire the tightening of oxisting United States restrictions 
'upon the exportation of gold, <l11.d the exercise of moral 
.suasion to L~duCG .1:r.:8ri can banks and o.thor ontcrprises to 
desist frO!:'l. 0ngo.ging in int~rnational gold transactions 
at prcniun pri~os. The Council ,approves in principle the 
desirabilit,y of appropriate action being taken to comply 
i7ith the request of the International Monet[lrJ Fund, \Then, 
received, including any necessary representations to non­

.Dauber gdvern:tlents. 

SECRET 

22'4128 

http:NQ.J.i.36


,SECRET' 


I ' 

. DRAFT STATEMENT TO ALL MEtJrBERS 
OF THE INTmrATION.AL MONETARY FUND 

" " 

. . The Interna.tional Monetary Fund has given consideration to ,the inter':" 

ne.tional gold transactions at prices substantially above monetar.r parity 

which have been taking place in various areas of the world. .Because of the. 

importance of this matter the Fund feelsthet' 811 its members should. be .. :-: 


.. ".'

Dade aware of its views • 

. A primery purpose of the Fund is world exchange stability and it is 
,·the considered opinion of the Fund that exchange stability may be under-' 
mined by continued and increasing external. purchases and se1"es' of ,gold at 
priceswh-ich directly or.indirectlyproduce.exchange transactions lit 
depreciated rates~ From informatlonat its disposal~ the Fund believes 
that unless discoUraged this practice is 11kelyto become extensive, which 
would fundaDentally disturb the exchange relationship between the members 
of the Fund. Moreover, these transactions involve e. loss to monetary 
reserves, since much of the gold goes into pr1vatehoards rather than ' 
into central holdings. For .these r'eFI,sons; tl?-e .Fund strongly depreca.tes 
interm:'t ional t ranse.ctions in gold' at preoiUI:l prices and recomoends the:.t, 
all of its Eeobers take effective action to prevent such transactions in 
gold with other countries or with the nationals of other countries,. 

,, 

It is realized that some of these transactions are being conducted 
by or throughnon-meober countries or their nationals. The Fund recoomends 
thf',t·member.s nw.b:e any representEttions which. in their ju~ent: ere 
warranted by the circUI:lsta.nces to the. govaernments'of non-member countries' 
to join with them in elioina.ting thiS source of exchange instab11ity, ... ' 

The Fund has' not overlooked the pr,oblems arising 'inconnectiQn with 
domestic trE)n'ssctions in gold. at prices' ebove parity. The conclusion. 
was reached the.t the Fund wouldnot object to such sales at this time' 
unless they'have the effect of establishing new rates of exchange or _ 
undermining {1xisting rates of other members, or unless they result· in a 
significant weakening of the international financial position of a meober 
which might· affect ~ts utilizat~on of the Fund's resources. 

The Fund hopes that members will take Elction as protlptly as possible 
to put into effect the recoomendatlons contained in this.statement. The 
Fund for its part will be glad to be of all possible assistance to its .~ 
nembers and is prepared to discuss a.tiy gold problem which affects any 
individual me~ber. 
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OF THE 

FEDERAL RESERVE SYSTEM 


Washington 
Office of the Chairman 

March 4, 1947 
(Rec'd. 3/5/47) 

.Mr. Allan, Sproul, President, 
Federal Reserve Bank of New York, 
New York 45, New York. 

, ~' ...,. • ',,\ I. •Dear Allan: 
' •• ,if.." ,: 	 "" 

I have read the draft letter to the National Bank of Nicaragua appended 

to your letter of January 30 addressed to Secretary Snyder, and I understand that 

you have heard from him that the Treasury has no objection to its being sent. I 

likewise have no objection but would like to offer two comments on the le~ter fer 

your consideration. 


The first is that while we have no special sources of information con­

cerning the motives which have induced, the Nicaraguans to apply for this loan, the 

evidence strongly suggests to us that the main:reason is simply their desire to 

show an illusory increase in their external reserves at a time when they are ex­

panding their internal currency and credit. If this is so, i.e. if the Nicaraguans 

plan tocarri the borrowed dollars along with the pledged gold as a reserve in the 

National Bank, your draft letter appears to miss ,the main point. The alternative form 

of external finanCing which you suggest -- sale and subsequent repurchase of their 

gold -- would not produce this sham increase iri external reserves. Perhaps specu­

lation on a rise in the dollar price of gold is not so prominent a motivation in 

this case as some of the comments from our Embassy have indicated -- if it were, 

'~hy do the Nicaraguans apparently plan to continue holding a substantial part of 

their external reserves in dollars rather'than gold? 


I realize, however, that you would find it difficult to write a letter 

rebuking them for using misleading bookkeeping ,me1thods in presenting their reserve 

accounts, and perhaps your letter as drafted w~ll serve at least to smoke them out 

a little as to the nature of the transaction. , 


My second comment on the letter is that you might add a passage suggest­

ing that, even if the Nicaraguans feel that they are committed to go through with 

the loan contract at the present time, they might consider the views expressed in 

your letter in the light of their right to prepay the loan at any time. 


I 	 understand that the Treasury has declined to accept your suggestion 
that they' approach the Bank of America on this matter through the Comptroller of 
the Currency and that you now plan to send that bank (through the Federal Reserve 
Bank of San Francisco) a co'py of your letter to the National Bank of NiCaragua. 

agree that you can hardly do less, although in view of the terms and general , 
background of this transaction, I would not be ,inclined to ",vaste much sympathy on 

"the Bank of America if the deal fell through. 
, , 

Sincerely yours, 

(Signed) M. S. 'Eccles 

M. 	 s. Eccles, 
Chairman. 

I 
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80DOrabl. I. 8. Iccl.., Cha.i.rmIus, 
Board of GoYOl"DOra or the 

,-' " 

lederal Beserra Stata, 

. luhillgtou 25. D. C~ 


J).~larriDllrl 

As an 1Dvatttrate l.tter writer, I &lI DOt surprised. bJ: JOur letter ot r~bnt­
ary IIth. . It rai... <i'lllt.t,iona I ught hay. 1'81.. l!Il11Ialt it Gar pclaltJ.ona had:.:be8n 
ren.rs-ad. leYertheleslJ, it pro'b!l.bl;r take. lIP ratruir fonuU.l.7 ..to o1ght bett.ei 1\&v. 
0.811 d18cu8~ed 1Jatormal.l1, since I hav. harbored no deslre to breach our understan4­
1tig. w1 t.b relat.1oJl to t.be cOrt.duct of the foreip' . fairs ~ the. r~.ral lienne .•ystem. 
A semi-legal administrative stat! approach to 8U W\t.tera· IiCm8t1aallJ &ma.rl.e the ".. 
traffic, aa I tiDd in deal1ng w1th liT own a f • t.1me t.G Ume.'( :. 

1 ". " ",. . .~.::.• ' .' 

Ia \bis ou., .. llare dj,reo . th D ill i_nug applicatiolu( for . 
11oens8s.. lor va.rioua banks t.o SI1gag91 i sac 0118, and subaequentl,. iB con- . 
neation .itb 1Dforma.t1oa. wb1Ch cu tJ:oa..t OODCC'u1ng .o:ther 4ealinp. 
1» gold by bank.s bere. 'hac the to 1Iq. at tica, I aeaaed south1D& 
aore 1aiportant thaD the 1nd1Y1d. aDd t.hoUiht 1\ aeces8&l7 to br1n;', the 
mattar to the attent.ion of '1'r_8'U'7 \auIaet1iat..l1. I slso "pt' in 
mind, hOHver, our SystelA tarest the 'IIh problem end proposed that '\lie should 
j).J:"Ocee<l to atudy it, using the MchiA set up in 1.945. By general letters rai.ed 

t all ....,.ata of \he p%'Oblel!l b8 COR­
conci on8~ fbie, it N81118 to me, leaves plenty- ot 

reom (alt.hough t.1ae is ot tb!J. nos for the -staft group aad the polleT group to . 
complete their st.wiies of toM ut ,. and tor 118 to a..tta1n a uet.1J:lg ot m.1nda,_ U 
possible, before we discuss the problem with the Secretary at '\be Treasury. I think 
t.he whole th1a& ay appear ill ita proper perspective if' you imagine that. _ the Secretary 
ot t.be treasury ft8 here talJdul rltbme, and that I brought the.. COld. que.tioDS to. 
his at.tentloD, o:rally, becauM 'they bad prasent.ed ·\huaelvea to .. _ar.ld I tJ::wugbt be ­
ought to mOil a.baat them. Could &n70ue Qbje~ t.o Umtor t1Dd 111: it an attempt.. to 
'by-pass the Soard or t,ha achiDe,.,. of COOrd1uat.10Il' 

As to 'JrT 9pecltlcletter on til. 1I1care.guan lou Gue, it I bad aDT Yin. on 
the a;:.pllcaticD tor a license sublJl1ttecl thI'ougb 118 by the Bank- of .lmfJrlce. I. A., 1. Bad 
to expreastheJa at ODC8 it they nre to bava 8Il7 cbaD_ ot beizag .tt.cUve. Sometime. 
we have to act on the baai. of Qur 01I'D . ,Judgment, and. mo.lad.., 1tlthcnat beDetit. ot 
f1nal at&tt studies and group reports,. and. this ftll 088 of thO.. caeas. A'CoW of the 
letter which .. t>l'epared to send to the !iatioDal Bank of 3ican.gaa OIl thb matter,aud . 
which .has beaD elund '::1y thQ Traasury, ..aa malldd to 10'4 lIi1ih 1Ir. lDoke' 9 let.ter"ot· . 
J BllUery- JOth. Since you and I, iIO tar as 1 mow, are t.b& aYailablamctmbers of the 
Policy Group, I suggast that you leak it over aDd l.t~ kDow what you think of it. 

t.he r,lU81!1t.loDs as 1 saw thu t and sug~ B 

http:prasent.ed
http:auIaet1iat..l1
http:1Jatormal.l1


· ." . . '. ., ~ 

lor 1I1881t, I' _ atl'oqly ot thll op1D1on, tbat we bay. ail obl1pUou aDd z:~.1-, 
b111t7, to the lIat:l.onal 8ailk of Dlcarap&. to, k'iDC \Olt••'tattOD the Yi.... :' '" ' 
expressed 1&1, the letter.. I! it 18 golqto 'btl \ISH it should lIP tOl'Wal'4 0011101- :.;';'", ::,:~,;: 
dentally wlth the Troasu17" s atatel:umt. 'that. It.hael''Hommeaded W the Pr••lclaDt.~.,: , 
usu&Dce of the licens., applied tor: bT tluJ Bult o~ Aflllerloa B. A., wh1o~ 118.1 ooae, ' 

,through 8n7 day. At the same t.S..me, it wou14 II.. approprlat. au4 cle.1ral>le to 
lftfo.rm the BaDk of America of what .. haft cIou. ' , " : ' 

."t. 

Ioura 8111081'81", 

/"' 

Allan Sproul. 

'\ 
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BOARD OF GOVERNORS 
? • ' OF THE. ' 

F.&DERAL RESERVE SYSTEM 

.Washj ngton 

February ll, 1947. 
(Rec'd. 2/l3/47) 

Mr. Allan Sproul, President, 

Federal Reserve Bank of New York, 

New York 45, New York. .',. . .. ~ 


Dear Allan: 


I have so far been an interested bystander in your stimulating correspon­
dence with the Secretary of the Treasury concerning gold policy '-- your letter of 
November 8, 1946 concerning loans on gold by our commercial banks; your letter of 
January 30, 1947 concerning the Nicaraguan gold loan case; and your letter 'of 
February 3, 1947 concerning gold operations by our commercial banks in foreign 
markets and concerning some general problems involved in administration of the Gold 
Reserve Act of 1934 by the Secretary of the Treasury. I have appreciated .receiving 
copies ot' this correspondence but at this point I reel obliged to ask whether most 
if not all of the questions raised in these letters are not matters upon which we 
should have a System policy, and if so, whether. they should not be discussed within 
the System before being broached with the Secretary of the Treasury. 

More specifically, are you not tending to bypass the very machinery which 
we setup last year to coordinate the views of the Board and of your Bank on questions 
of the System's international relations and policies? I refer, of course, to the 
Informal Policy Group and the supporting Staff Group on Foreign Interests. When 
your first letter of November 8 arrived, I was happy to agree with your suggestion 
that the subject of gold loans by commercial banks, with which it was concerned, be 
referred to the Staff Group for study, and their report to us with recoromendations 
has just been distributed. I believe that we in the PoliCy Group should now form 
our conclusions on these recommendations -- and,discuss them with the other Presidents, 
since I see that you have put the subject on the agenda for the coming Presidents' 
Conference -- before undertaking any joint conversations with the Treasur/ and State 
Departments and sending those Departments any lettars or memoranda expressing our 
respective views. But my more important comment is that it would have been distinctly 
preferable if the Policy Group had been given an opportunity to focus on the gold 
loan problem -~ and on the matters covered by your subsequent letters to the Secretary 
of the Treasury -~ before your letters were ever written. ' 

It is not my thought that you should be bound to silence if you hold views 
on the~e matters which differ from those of the Board. I feel very strongly, how­
ever, that there should be some kind of consultation and discussion within the System 
on mattersbf· national policy in international finance before you commit yourself . 
to proposing reconsideration of such policies by the Secretary of the Treasury. 

'So far as your letter of Janua:7 30 on the Nicaraguan matter is concerned, 
understand. that the Treasury is proceeding to license that transaction and that the 

only question which remains relates to the kind of a letter which you might write 
to the National Bank of Nicaragua to express your doubts as to the wisdom of their 
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action in the matter. I would like to suggest' that if you still contemplate Writ.;... 
ing such a letter, its dispatch should be delayed until the Policy Group has 
considered our general gold loan policy. 

Your letter of February 3 touches on some matters which the Staff Group 
has informed us it already plans to study further (i .. e. the charges and licensing: '" 
procedures used by the Treasury in 'connection' with international gold transactions),' 
as well as some further subjects relating to participation of our commercial banks 
in foreign gold operations which would seem suitable for Staff Group consideration. 

would suggest, therefore, that the Group be instructed to prepare a report.on. 
these subjects as a matter of first priority, ~nd perhaps-also to 'submit to u~ ',:,:" 
their observations on Repre'sentative .Engle's bill' (B.R. 1333) for releasing newly- ,c. ­
mined gold for sale in the domestic market. I hope that this work can be com- ' 
pIe ted in time for our projected meeting on gold loans with the State and Treasury 
Departments, but in any case the, exchange of v~ews among our respective staff 
members should result in our obtaining some useful guidance. 

Sincerely yours, 

(Signed) Marriner 

M. S. Eccles, 

Chairman., 
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THE SECRETARY OF THE TREASURY. • ,.<{. 

,. ., 
."l, 

.~ ~ 

Washington· 

February 5,1947 
(Rec'd. 2/6/47) 

Dear Mr. Sproul: 

Careful consideration has been given to your letter of.Jan­
uary 30, with respect to an application bY the Bank of America National 
Trust'and Savings Association, San Francisco, for a license to acquire 

. a pledged interest in part of the gold earmarked in your vaults for. . . .e .; • 

.account of the National Bank otNicaragua. 

As indicated in the staff memorandum attached to my letter of 

January 27, the Treasury Department is reluctant to usa its licensing 

powers under the Gold Reserve Act as a means of controlling the purpose 

and terms of loans by cOlllIJlercial banks· secured by earmarked gold. Ac­

cordingly, upon receiving assurance that all preliminary matters have 

been completed satisfactorily and that the Federal Reserve Bank of New 

York, the Banco Nacional de Nicaragua, and the Bank of America are pre­

pared to carry cut the proposed transaction, we are prepared to recom­

fiend to the President that an appropriate license be issued. . A letter 

addressed to the attention of Mr. Sanford is being sent asking the Fed­

eral Reserve Bank of New York to com:uunicat;~ this decision to the Bank 

of America. 


Although we do uot believe that the Office uf the Comptroller 
of the Currency would w~sh to question the making of this loan by the 
Bank of· America, we do propose to advise the ether members of the National 
Advisor! Council and the U. S. Executive Directcr cn the Int·ar:'1ational 
lllonetary Fund cf the terms of the proposed loan for their inforlUation 
and any action which they may deem appropriate. 

If the Federal j;~eserve Bank of New :lork, in view of its long­
standing central banking relationships7lith.the l.'4ational Bank of Nicaragua, 
desiri~S to ~',Tite a lettel' along the lines of ' the draft enclosed with your 
letter ~f January 30, we perceive no objection to such a decision. 

I a,r; grateful to· :;ou fer bringing this matter to Illy attantion 
and I trust that our proposed line of action as indicated above, meets 
with your understanding and approval. 

Sincerely yours, 

(Signed) John w. Snyder 

Secretary of the TreasurYr 

• allan Sproul,President, 
Federal Reserve Bank. of New York, 
New Yo:rk, N'3'" Yorl~. 
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,BANK OF ENGLAND~" 
lOth February 1947 

Dear Werner; 
•

Your letter of the, 30th January regarding operations now ' " 
taking place in the London Bullion Market give,s:, me the opportunity 
I had been seeking to confess my anxieties about 'certain inter- ' 
national developments af.fecting gold and exchange. I will first ". 
a.:riswer your specific questions:-<::'" 

" (1) 	Who, ,if anybody, Any person not resident in the 
is allowed to United Kingdom or those parts 
own gold in

l 
London? of the Sterling Area which 

prohibit the holding of gold 
by residents,may own gold in 
the United Kingdom. Special,,' 
limited exemption is of coUrse 
granted to the gold manufacturing
industry. ' 

(2) 	Who is allowed 'The same answer applies here'as 
to hold gold in (1). The Bank of England will, 
under earmark of course, only set gold aside 
in London? ' for another Central Bank or a 

Monetary Authority. 

(3) 	 Are dealings in Dealings between residents are 
gold freely forbidden and dealings with 
permitted? non-residents are only allowed 

with the express permission of 
the Bank of England. I go into 
greater detail later on,the 
question, of dealings. 

(4) 	 Is gold freely The importation of gold in the 
importable and form of bullion or coin is free 
exportable? from formality. The exportation 

of gold in any form is subject 
to, license. 

(5) 	Are commercial Banks may not make advances 
banks free to against gold without the 
make loans permission of the Bank of 
against gold? England. Such permission has 
If so, are ,such been granted only most 
loans still exceptionally in; as far as . 
officially dis- , I can remember, one instance,
couraged, as Einzig and this was of a temporary 
says in his Foreign character. 

Balances, London,­
1938, etc., etc.? 


(6) 	Do,You hold any This is the most important
strong views as to question, and I propose to
gold transactions reply' by giving you a short ' 
carried on, etc.? review of our policy and how 

we see things 1n the light of 
Bretton Woods. 224136., 
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:" ...... ' ,Dealers in. gold iil London are restricted by 
;,·,;.':::;;:~,.::,~:;;Jn ',Defence (Finance) Regulations and will continue "to ' 
,.,': ,: ,.; :'restricted when' the Exchang'e Control Bill has been pass'ed'.:'~·~~~mf:tz;:~~ 

There are six Authorized'Dealers in gold 

of England, 'namely:­

Johnson Matthey &: Co. Ltd. 
S~muel Montagu'& Co. 
Mocatta & Goldsmid 
Pixley &: Abell 
N. M. Rothschild&: Sons 
,Sharps & Wilkins 

These firms are allowed to buy gold on our " ,', ". 
residents 'of the United Kingdem who. offer their geld to.' the Tr,easi..irY <:t:::;'7
under paragraph IV ef the Defence (Finance) Regulatiens. This,new ,~;::;7,~~:;,:;~.~, 
represents a very small part of their day-te-day busiri,ess.The,,>;\,ti,:';;;'\;.::. 
Bank ef Epgland make;, geld available threugh these firms for resale:':Y;:/:", 
to industry fer industrial purposes. Except for licensed users:' and ' ':'~:~y, 
fabricators of geld these who ceme within the scope ef the Deferice"~':~S:\~'" 
(Finance) Regulatiens, i.e., persens resident in the U. K./ are":;:;::~:::',:'~:" 
prehibited frem helding geld cein or bullien for their own acce$t!', ' 
As iDdicated in my reply to your first question, there are certain ...., ' 
Sterling Area ceuntries who. now permit their natienals to deal in .. ", 
'geld, e.g., Pale'stine, Egypt, Iraq, etc., so. that they are not :-':,:::;', 
disqualified frem helding geld in Landen. ' . 

, 	 , 

,'Geld held by nen~residents is subj ect to. ether rules. While 
we are epposed to. a market developing in Lenden at prices other 
than the official price we de not object to. anen-resident trans­
ferring his gold helding in Landen to anether nen-resident but if 
the transactien sheuld invelve sterling, it could enlybe transferred 
to. an acceunt ef the same residential status,. i.e., Swiss to Swiss, 
French to French, etc. In these transactions we weuld not always knew. 
what censideratien had been received by the transferer. Furthermere, 
a nen-resident is at liberty to. repatriate his geld - the necessary
licence being a mere fermality. 

The importatien of geld into. the U. K. in the form of bUllien 
er cein is, as I have already stated, free of license: on the other, 
hand, during the pa,st seven years there has been no inducement to , 
hold gold en safe, deposit in Lenden and as yet there is no tendency
fer gold to. come here on private acceunt for safe custody. If such 
a tendency develeps it may be necessary to censider imposing some 
licensing precedure er ether means of keepingeurselves fully , 
acquainted with the pesition. We have ef ceurse no. objectiens to. 
fereign depesits in Lenden but are merely anxious teaveid the 
develepment ef anything which might resemble a Black Market. 

The expertation ef geld in 'any ferm is subject to. a license 
and such licences are only granted in the c~se ef ­

(1) nen-residents repatriating their gold holdings: 

(2) ,members 	ef the Trade exporting semi-'or whelly-manufactured
geld articles. 
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.	In 'i.iLlis latter case. st'eps are t8.ken to "ensure th~·t· such exports are ;":;~."::<'" 
not being made simply to satisfy a hoarding demand in the country:to )'?;'i'::',· .' 
which the gold is consigned. 	 ' .' "p';-;", . :::'t'.:.,,;?,... 

I now come to the gen'eral questi~nof gold arbitra·g~. Free g~ici
dealings are permitted by the relative authorities "in the Middle~ .. ' .. 
East and India where the price is aro.'und £20' per ounce and these·;"'~.:::::"" 
markets are naturally proving a great source of attraction to pro- '::t ,<
ducers in the Western Hemisphere. Furthermore, the Indian Exchange <,;: '. 
Control are prepared to issue import licences for gold bought from ......'. 
what they describe as. "-soft" currency, cowitries. In consequence, 'we . 
have--heard of small purchases of gold' in ~ewYork and Mexico' for ~e- . 

. sale in India by Dutch and Belgian firms and .of regular purchases 'In:' ... 
New York br. China and Syria. The price for these purchases in ~ewYork 
is around $43' per ounce, thus showing. a handsome profit. Peru, Chile 
and Brazil where, as elsewhere, gold production costs have risen . 
enormously, are also participants in the trade. Many of these trans­
actions have the disturbing feature of representing a depreciation
of sterling against gold. 	 . 

.' .. ;:", 
Before the war London was an international centre for gold,. . 

arbitrage and we are therefore upder great pressure to'allow London 
firms to participate·in the business"but so far ~e ,h~Y~.QD1~¥a~~0~d 
t.p-em to a,gt as. q~.Qker2...i.~~!PJt. ~ nOFm.~:I:...s..qmm.i~ If they .choseto 
act as prinCipals, t1iey could onlY do so within the margins laid .

/ down ,in Article 4 Section 3 of the Bretton Woods Agreement, namely,
within 1%, either side of parity; this restriction, which I should ' 
add is ruthlessly administered, causes many protests among the 
bullion dealers. 

We regard gold dealings at exotic prices as'representing in many 
cases an implied deprecia.tion of the currency concerned. The Inter­
national Monetary Fund have disc:ussed the question but have not yet
taken a definite stand. Members of th~ Fund are apparently not pre­
pared to apply the same restrictions in their own countries that we 
are applying here. Obviously, with gold selling through New York 
at $43, our 1% restriction effectively prevents British firms from 
engaging in the' business as principals. This would not matter if our 
action were supported by a general poTicy of preventing the business 
from being done, but it is not, and actually such business is on the 
increase. This leaves us in the position of having to be deliberately
unfa:!r to British firms and leaving all the profits to third parties. 
We have refused, hitherto, to take a more self-regarding view because 
we believe our policy to be in the general international interest as 
there will be serious monetary consequences ,if dealings in gold at. 
unofficial and varying prices should become widespread. 

No irreparable harm results from the sale of the relatively 
small gold production bf Latin America in the various "free markets" 
at a substantial premitim. It feeds a hoarding demand andcaUseS.~ 
a minor wave of disturbance and many consequential reactions but, 
while it underlines the weakness of certain paper currencies, it does 
not necessarily, damage the major currencies. During the' past weeks, 
however, we have accumulated evidence that Canadian and, I believe, 
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u. S.(7;old producers, restiv~ under'risin s '" " " 

lesser Latin American companies, have 'pressed heavily fo~ perm.is 

to sell tl1eir p,roduction in "fre,e Dia:rket~n .• ',:Th~ _Frenchand'.:a~+.gian,; 

Colonial producers are also on the point o'f receiving encourag'emerit ' 

from their Government~ to sell, their production in India, China,:"::;i.'I~~ 

etc.: If anything of this nature occu.rs; 'the South African Government 

would not be able to maintain their present practice of buying'~all' 

production. at the existing, parity and gold mines controlled from' 


, London would 	expect to share in this ngood fortune" •. It will be , 
argued that the weight of new gold offered would smash the premium 
and that the "free market" prices will revert ,to parity. I do not' 
share this view as I am convinced that there is so much inherent' 
suspicion of, most paper currencies that a greater ,supply' of gold, ' 
stimulate an even greater demand. The effect of.. a general availapilft 
of cur,rent gold production would be to";put a great part of the'world 
on a variable gold standard to the great damage of sterling and .. , " 
European currencies and with calamitous economic consequences from 
which the dollar would not escape. 	 '.:: " '("',,,:·:'if="."',,·:," 

The British G'overnment will of course take up this matter, ,', , /:,:j:;~~'::L':: 
thr()ugh the usual channels and at some time the Ihternational Monetary,:,:' 
Fund will have to be brought in.- But I believe this question 'to be of c ••·, 

sufficient interest and seriousness to give me a right to worry you ,,' 

with my personal views and to ask for your candid comment. . ;..: 


Yours' sincerely" 

/s/ G.L.F. Bolton 

Mr. L. W. Knoke 
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, Supp.lementing JIio~ hoke'. ~OfIIl' 1aqg1rl•• of ·1b';,,101toD{l,.~·.~ 

1o-qiIlfo1'lllally to solicit your views OD some ot \he general.. cp.StioDS·ot .oh! .. :::~":', 
policy now emerging &8 a result ot tranaaeticme pa.rt.1ci,p&ted'1D 'by 'b:anka1D w..'. ... 
D1a1"·k:et and, to 801D8 extent, by factors 1nthe ~dOIl ~t;';~:.f.h.1Jft ir&r1lao~..,: ~;':' 
are principal.ly' connecte<t with the 1014 trarfl., 1D.tb.e Bear 1a8~' and Par Ea.'·'&t··;'i,~~'j:i;;'.,:: .. 
prices subatanthlly abova 'the official: price ....~. ;, '''~ ,;,;. ';'i;;t·:::·,· "·""i{·:,~~·r.'~~~i;·· 

, , " '.. . . . " '. ".:<;-"."",' ":. :,- ~>~:fE:~L"~"',.. ,;:,::::,~~:r~~;!Ji~\:;/ 
f1IO f1DdS of ~8act1ons bave "GenU, ~..ted th~.ael.,.e~, w~~ "~" .';"'.::.. 

perhape, ot 1uterest to DOth ot us. (1) Some banks 1D tb1S OO:amtrr. are buYiDI gold..-." 
.abroad, frequently tnm f'or$lgn central bulk., a Fioea 1D ezoess.9£ $35' per ,:ti:ne':';":: , . 
ounce, and selling the gold in foreign markets & a further actniulce .1nprlc•• :' \,~~':~Fi.· ... 
(2) Some banks 1n this country are t1nancin the· chaM and ~pm.nt ot, gold,'" , . 
bought 	in foreign countries· b7 toreip (L 11 deal.r8~ ·through dol.l8.r 


' 

, ',. " .', ' . " " .•.' .~":... '\I {\ •. 

relativel,. amall.1D amolint~'" · 
, are " . •ny ~8aoncern of" fONip ,. 

which is tQ our8dv8.llt.&ge, 
uncertainty a'bout the future o~ &Old 

stabUit7~ . 

We atill 
to require 

that dealing 1D. gold as a commodI should not interfere seriously '11th its use &S 

a :nonetaI7' metal. This, in turn, has seemed to 1M to require that there be at 
least one fixed point of reference in the world, where there i. onl7 one prioe of' . 
gold in terms of domestic currency, .and where the 00l1IIDDd1t7' aspeot ot gold 1s .8U~ 
merged iu 1ts monetary U1I8. In recent years' tb.&t t1:xed peat ot reter.neeus 'been 
the United States dollar, and the fixed price of tiDe cOld 1». terms ot United States 
dollars. this 8Ugg8ste that we in the United.' States ootald DOt do anything, Dor ' . 
permit (1f we can awid it) our important banld.ng institutions to do ~I, which 
raiaes questions as to the stabU1t7 of the Onitec1 States cIollar of' present 1014 ". 
contant. That 1s -what maY' be a.t issue 1t 1Ulportant banks II.Ild hausas in our prilsci­
pal financ1al oenters facilitate or enoourage or partioipat. ill the puroha8~and aale 
of gold abroad, tor dollars, at prioes diEt.rent :f'roIl those t1z.ed by law in the 
enited States. In the world' 8 present .tate ot political, 80c1al Uld econODlic 
unsettlement, 1t ls ;too eaay for people to belle.,. that., because gold is being 
bought and sold abroad at a )l'emium 1n terms ot dollars, the dollar is at a discount 
and maY' soon Burfer a reduction in gold content·. 
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. . !here 1s alao aiu,ther aspect ot theq1;lest.ion - uameIT, .the souroe ot :U1e 

dollars u.ed to 1m, aold at prell1um. prices•.' Obv1.oua17, 111 molt caaes,ths;y arer;~iJl';""~" 


. dollars ..111",h haft eaoapecl the ezohange contr018 of variOU8 GOUntries and,'J:D ~/' .:: 
ot national lnterest; they are beiDg d1.a81paied 1D ~ purchue at goldt~r Pr4.~~" '", :. 
hoarcUng rather than beiDa uNd tor the purobase'~ poda and equipment sorelY: ""::W:';:::··:~\\"." 
Deeded.. or for strengthening official mcmetaq reHZTes. ',. " .",.. .' :" ' ' 

. ',,, ".: " " , ,....' '. ". ',' -.',. '. - ", . . .:'.~ ".~" '.. '",<.,:-.,' , .,' ";':":"~~'~~+f~:-:';~'r"::'~: 
, '1' do not want to overempbuize what i. presenUy &pro~'of emall ,<l1"D;.!';,':~~\: 

aioDs, althougb' 1t lIIa1118U lead to 1aportaDt CIoDsequenoe••. 'l>~ Dot part.1~l,l :'f.;,g;~'~l~;· 
interested in the Fiee at wh1chgold ,alla a'broa41D ao-cillect tree l8Uk8ta':toi"';~,jtfi~:~;;.r?",: 
local currenoies. It might b8. that, if' more Ame.r1oan gold were· mad.i.vaUabla,"'~~s.e,,;;~· 
pr1~es ~uld: be sore stable, 1:nrt I do l'1ot th1nlt.:we azoacalle4' ~~, in,m~g,F~~~~~:.\~i',\1 
available tor intftmational transactions, to ..~p.PlTlOld~or ~,~ end .s,~r~~..l'f;';~;": 
against distrusted paper currencies all oyer the world•. ' ,fb••8 are things·that'~"'~r/Y:,::'.:' 
onlY' be aorrected~n there has been some improvement 1Il,'1ind.r17J,ng pOll~c<a.i~~',.:~~~4j:"~t 
eoonomic conditiOlls. and when it is possible to .fix realistic and Uvabl.epar1t.;11a' ':.,";j~~',: 
for the world's ftl"1ous ourrenciaa. I am. .aterested 1D ••~~b1ng pollo1fut"and' :'<J ,: 
maintaining praoUoe. whioh, w1ll belp prcm.da the, fo\Uldat~on tor ~t.. ~storat1on:":~',:, ' 
,ofmonetaljr atabilltJ. which 118.8 tlia'reasontor the e.tablismaent at the Internat!onal" . 
Moneta.ry-Fund. Which suggests, of course, .. ~," • are att.erswith' which the.rund, 
eventuallY' "ill be aoncerning 1ta9lt. ' M a 'u'ceiitril banker'ili,·'ia.a.7 be able', 
to assist iD'keeping things. JIK)"ing in e rigb t1o~. .' . "'" ' '.' 

I should l1ka the New I 
policy 111 this area, and I !mow 
I t wou'lditherefore be help 
questions. 

. AUan Spl'Oul. 

AS,S!, 
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F.ebruary 3" 1947.. 

Honorable John W. Snyder, 

Secretary of the Treasury, 
 . .. ' 

". '~._'_. l· • : ­Washington 25, D. C. 

",Dear Secretary Snyder: 
": 

Thank you for sending me a copy of the memorandum prepared by the Treasury 
staff on the question of loans on gold, which, accompanied your letter of January 27, 
1947. We are going over this memorandum, and will shortly communicate with you ", 
further with respect to the meeting, of those interested, which I first suggested 
in my letter of November 8, 1946. 

I

)u7eanwhile I should like to give expression to certain views intended to 
broaden the consideration of the whole question of gold at the policy-ma~ing level. , Now that we are well into the transition stage of the postwar r:econstruction peri,od, 

. ' and noV{ that the International Monetary Fund and'the'Internatio'nal Bank for Recon­
struction and Development are 'about to begin' op~rations, it, is j:.irilely to review the, 
whole gold policy of this country and the legislation which affects it,.-"Only in I, 

this way, it seems to me, can we help to give direction to 'the international use and 
treatment of gold, rather than allo~g current development of practices in the 
market to give such direction, and thus largely to determine policy on relatively 
narrow grounds. ' 

Since my earlier letter, which referred only to loans on gold to foreign 
borrowers by commercial banks in this country, two other aspects of the same general 
question of gold policy have presented themselves. First, it has come to our 
attention that some b~{s in this country are buying gold abroad, frequently from 
foreign central banks, at prices in excess of $35 per fine ounce, and selling the 
gold in foreign markets at a further advance in price. There are even indications 
that such pusiness has been actively solicited by our banks. Second, and a variation 
of this practice, is the financing of the purchase and shipment of gold, bought in 
foreign countries by foreign bullion dealers, through dollar loans placed in this 
market. All of these transactions appear to us to be legal, at least in so far as 
the participation of banks in .this country is concerned. 

It can be argued that" at worst, these transactions are relatively small 
in amount, violate no laws or regulations of this country, are Chiefly the concern 
of foreign countries and should be ignored by us. Or, at best, that they contribUte 
to the use of gold, and to flexibility in its use, ~hich is to our advantage as a 
principal holder of gold, and that any interference with them might causeuncertairity 
about the future of gold and prejudice the further l~estoration of international 
monetary stability. I do not believe that the argument can be left there, however. 

Gold is still the monetary-reserve metal of' practically all countries, 

and it is still the accepted residual item in the settlement of international 

balances. At the s~~e time, in some countries, and outside its limited use in 
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'" 
industry and the arts, it is treated and dealt in as a commodity. To keep this' 
international gold system in working order, and to insure that dealing in gold 
as a commodity does not interfere seriously.with its use as a monetary metal,' ",.'~' 
seems to me to require that there be in the world some fixed point of reference, 
where there is only one price of gold i.n terms of the domestic currency, and'where 
the commodity aspect of gold is submerged iri its monetary use. In the exist1Ilg ,'., 
world that fixed point of reference must be ,the United States, ,the United S:tates ', .. 
dollar, and the, fixed price of fine gold i~ terms 9£ Uni~~d' States dollars~ ,~~'That ' ~t 
is a part of our re~ponsibility as the most powerful economic force' AAd .as . ~he::::;·l~;';:.. 
leading commercial nation in the world, and a part of our contribution to the ., 
restoration of monetary stability. . . 

To play this role we must first see to it, it seems to me, that there . 
are no unnecessary obstacles to the free purchase and sale of gold in this country, 
at the fixed price, for the settlement of international balances. This suggests' 
the need for a re-eXamination of the Gold Reserve Act of 1934 ,and the provisional 
regulations issued thereunder which, perhaps, contain such obstacles. I have in 
mind, for instance, the license required in connection with every purchase and 
sale of gold, the handling charge of 1/4 of 1% on all gold purchases and sales, 
and the power of the Secretary of the Treasury to vary the rates, terms, and con­
ditions of oUr purchases and sales of gold at home and abroad. It may well be 
that the time has now come to remove or to modify these provisions of law and 
regulation. ' 

There is another side to our responsibility as the fixed pole of the 
world's monetary system, and of the world's use of gold as a part of thatsystem~ 
We should not do anything, nor permit (if we can avoid it) our important banking 
institutions to do anything, which raises questions as to the stabilitY-of the 
United States dollar of present gold content.. That is what may be at issue .if 
important banks in the principal financial centers of this country facilitate or 
encourage or participate in the purchase and sale of gold abroad, for dollars, at 
prices different from·those fL~ed ~J law in the Unites States. In the world's 
present state of political, social and economic unsettlement, it is too easy for 
the foreigner (or for our own people) to believe that, because gold is being 
bought and sold abroad at a premium in terms of dollars, the dollar is at a dis­
count and may soon suffer a reduction in gold'content. While such suspicions 
might not be altogether eliminated, by ending the participation of American bank­
ing institutions' in these gold dealings, a clear affirmation of American gold 
price policy could do much to clear the air. 

\ 

This suggests another aspect of the question -- namely, the source of 
the dollars used to buy gold at premium prices. Obviously, in most cases, they. 
are dollars which have escaped.the exchange controls of various countries and, in 
terms,of national interest, they are being dissipated in the purchase of gold for 
,privs.te hoarding rather than being used for the purchase of' goods and equipment 
sorely needed abroad, or for needed strengthening of official monetary reserves. 
In effect, whatever we do to facilitate or encourage this traffic, is also en­
couraging a capital flight frcm foreign countries and the bre~ching of their 

. e'xchange controls., 

http:privs.te
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I do not '\1ant to overemphasize what is presently a problem of small, : .'/','!.... 

dimensions, although it may well lead to important consequences. I am not par-:: 
ticularly interested in the price at which gold sells abroad in so-called free ' 
markets for local currencies, nor do I think: 'we are called upon, in making gold 
freely available for international transactions, to supply gold for hoarding and 
as a hedge against distrusted paper currencies alJ. over the world.' These are, ':i;,:;. , 
things that can only be corrected when ,it is possible to fiX realistic and livabl~,,:·":·:, 
parities for the world f s various currencies.. I am not particUlarly:, interest~d :',~~ :~:;. " 
claims of unfairness to the gold-mining industry of the ,United States ~ . and' I, do .~t'·" ,. 
not regard it as of importance that if our markets do not facilitate, or partici-'''''' 
pate in gold transactions they will be carried out in London or elsewhere, if 
dollars are not involved. I am interested in establishing policies and maintaining 
practices here which will provide the foundation for that restoration of monetary 
stability which is one of our international objectives. I am confident that the 
principal financial institutions in this market, and ,in other markets of the . 
country, will follow our lead if we can give them a clear lead, applicable to all 
alike. It is because I want to be sure that the New York market conforms and 
contributes 'to national policy in this area ,that I am pressing these questions. 

Yours sincerely, 

Allan Sproul, 
President. 

AS:LWK:OEM:HW(R) 
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BOaorable lolm 'f. 8A;rder, 

. " ,: Seereia.t'7 'ot tbafioaaaUry, .... : ".,." 


Wuh1JigioD 2S, .D. C. 


Dear Sacretar,r IDyder.'- . ~.,-

,08 .December 2:4, 1946",tbi8 bimk ~ to,ou, tor ,the attenUo~ ,~;.. ",,!',", 
11". c. ,R. Jlclelll, anallPl.teatiGD bJ' the ~,otl.aenoa Iat1cl'1al !net. I!I11d ~lncB 
Aasoeb',t1Gm, Sim'raociiteo, tor .. Uc.-nee to a.quiJ'e • ~,1Iatare.t 11.1. PaH~t 
tbe gold earaa.rked in our vault.G tor aeeotmt, of the llatl.cntal lank of Iliean.pa. '; ", , 
Some fS1.x weeks gr10r I 'bad. writteD lOU' a lat'NrraieiD& 1d.th JOu oel'ta1D ..afll'il'_,; , 
questions ofpoUey nth. respect to loau GIl ",1. Ccmai4ent:1oD ot the.e:questiOD8· 
coiDlseU3d delq ia acting lipan the I:ppllcatiea 'the !reuU'r;Y 111 the allsen" of' 

\Irg.nt ..Deed tor 1 W d1spes:1.t1on. ' . . . .... '<' :'<""'.::'>::.J'::~~:;:;;":,<' ' 
'.....rn~C>"""{ tb.1s loaD haT. DOW p.rOgtOesued 

uld . em 1» takea~ 1Jb1l.4t. mt ..~~ll 
bQ1:_.~~u nth em appUcatioDs, 'Ie ~t 

......&"~ ......,.u..... Qu1te apart. troa p.mer81_~ri";' " 
goJ.d. 11. &:HI. DOt seem to 'Os,'that: ' 
tH' lODI-t.arIia Ql\aract.er Just1ties'thft' 
OJ' the borrower) q collata.ral~ , ,0., 

the be.sia ot iDtcr.ut,1on a ole h ot it. ~GDd, to be L1U1"9) which" 
waa forwarded ,with the appU' tiOD, 1 aJr~ that tha bo1.'TQW1ug is 'being'dODe 
l81'giil1.1 W ,teet &11 1!lumal 8 'CI.titio rather than to .redress cm'lDtarnat1.G'nal lack 
ot b&l.aDoe. In Buch eircUIl3'tan lntamal f1Danoing 1UTIJl¥lg9&.ct' ra\bar, than 
the plodging ot 8; large p&r't of t.he borrowillg COU1\tzy'.- .nenml. fl'sseta for a. 
dollar leaD. VIOuld a8Bfa toba the bet.ter ~. '1'hiI ·tum at the loan" vbich 11&1' 
b$ for 1i8 llWch uai4bt ,rears, also :seems iDcoaslstant. I1ith tbe, pl.adgir.lg or gold 
roserves, awl thee 'iMl~tot. iJlterest., at &.81l'bStGlst1al. rat.., Ill, this., COIlBOCiti4D., .... 
cannot oT.rloo11 t.h4 d.1JiIpatell or floft::la.r 13, 194&, hem <NJ" emba.887 iil BaRaga&'to 
the De~t ilt State, Qioh 1adloated that a -.fP' aena14era\1oa 1a a.l'J:'8DaiN",:,· 
aDeh a 10&1 might be J.icaraguat.9 dellire to reta1J::a title to its SOld in usUc1paUoa :; 
of' a ilO881bl.1J deftllU&tioll ~r tbe Ua1ted Statea dOllar.lb&teYv the reaSon. ad', , 
ll1Oti.,.e~lt tha lean ..J.Ougbt 1s one whieh 'ih1lJ baDk, if' ask&d, 'SO\1ld ~ot care to QkeJ' 
DOr would" viR to be in the POS1t10D of _ming to_cowage our OOl/lJl1erUal bP.uUta. 
to make sUch a loan., ' 

In thaile ciroml!stanees w. could not. I'9commen4 favorable action 011 the 
'application 11' aur'reCGmiiendat.ion 'Mrs reQues~. We can also "Pprec1B."ta, iwlfflViJr, 
that, the Treaaury 71ii!ht not nab to use ita l1ceD81ng ~ure' alii" a 'iilOIllil ,or ClOD­
trolling loans or· thieidDd, and_DOW that. \bon 18 "- GOll81derabl.e 'bod3' Df ' 
opinion much. holds that ta'lidest po.dble WI. of Salii lShoud, be 'lDcoure.ced.. 10 
lO)lg as sucb use does not violate the letter or the spirit at our gold lsc1al&t:t.aa. . 

http:lsc1al&t:t.aa
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http:pl.adgir.lg
http:1UTIJl�lg9&.ct
http:Ql\aract.er
http:1Jb1l.4t
http:Iliean.pa


~ '( .' '"" 
".; ,'.. 

.... 
~ ~.' .... :.:..>~ 
. .' ' 

.. 
. -." '.~ 

" . 

\., . 

leverthel.... 1t ie b!pQaa1ble to ayoU .... ·.l'88pOlllllb1Utly, eatever the &e'l:.1D1ll 

taltn by the !J'ea5UZ'7J h8!JOU1'bUlt, -.1thrupeot. _W1DteI'lUlUo~ vansaoUoDJI . '\';"'.~".: 
.of ws-,private t1aanc1al1ut1tuUou ia ~a ~-." ne~ .0 ~l~ ~ .~.~'~:~~i~{if"/ 
t,his ..., ud re'P9I!e1b1UtT nt.h 1'8eperi, to -lan.~ ""'1eurepub11,,_a,·:I,~,.2~r:.:· 
aUI tbebDrro..,. 18 \bis case. Ie abould Uko to ...... ..ntore, that' if _~ ')~Wl'.,~·,·:: 
Trea8lJ1T uta favorabl7 •. \h.i.& appl1eatuB, ,1' tab s.,.·., ••...me '~ ..~'.-:t{~t: ! 

hrillg 	8'IIab 'f'18W11 a... baft apnea" to t.be.a\t.eDUOIIof .. 1a.... aIld. liorroww, ~ 
and to .......,.GD4l81!ll,,1d.9r&tioa Gt ,b loaa.U.. W,S.OOVH. ,~..enda·,lte.lt .~.;~:ah 

1\ a1ght,,.··. pr,iaw to pJ'0e..8Ja .. BiaU ~·.&aan_·twoUiII tibeCOapVoUet'.l". .' . PPh ap .' 	 '. "., _..... > •. 

the ~,., s1ilc. it 1a ".A&t.1011aJ. baIIIl,··aad ,. Q.ou14:. bl1IIl1l1aa .. to.~.a_. 
1dt.h tJaa'aUODal. "'Qt Ilacagu6, w1tb'1Jhiab .. baft· uA, M8IuU7N1auW·';':;.. 
tGJ', ~ year... !bere 1& ~oloBed a dnl't! .-f: 111. !d.Dd' or leftWI" We wDl4,-.4tO 
the latiODal Iaat ot JI,1oarqa 1t tb.U prooe4tan 18 fOlJ.o....; .. I hOP. i' w1U'~, 

, ..8. 	 It baa ocoulTed to us that, 
.tunctlon1ng, it might have 
Perhaps it is too earl 
to ita at.t6nt1on•. 

LIliAS•., 
Eacloslift 

. :, 
.',' • ..1 

"I., 

t10aal netu"y·F\md Are tully 
.. tranaac.1ollot this ld.DCi, 'but 
l'Uad to 1Jria« II'f,lch a Va.GaaO-UOA 
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MEMORANDUM TO THE FILES 

Subject: Loans by Commercial Banks Secured by Earmarked Gold 

Meeting in Mr. Schmidt's office, 9 January 1947, attended b.1 Messrs. Friedman and" 
McNeill of the Legal Division, and from the Division of Monetary Research, Mrs. Gci,ld 
and Messrs. Schmidt, Kamarck, Ullmann, deBeers, Jenkins, Willis,Tomlinson, Hebbard,""" ," 
Kleiner, Eddy. ' '" .., :,;::/" 

It was unanimously agreed: 

(1) that it was not undesirable for the TreasUry to issue licenses, 
with the required approval of the PreSident, allowing gold under earmark 
for foreign central ba~s and governments "in the New York Federal ReserVe 
Bank to be pledged as security for loans b.1U~ S. commercial banks, and 

(2) that the Treasury should not officially review the terms of 
prospective loans for which licenses were asked and should not indic'ate 
whether the terms were satisfactory or Unsatisfactory to the borrower's 
interest. 

_The propriety of such loans had been questioned in a letter from 'the "President 

of the Federal Reserve Bank of New York to the Secretary of the Treasury. A previous 

discussion of the question was held in Mr. Overby's office some time ago. 


Reasons in favor of the _conclusion to issue gold licenses to secure loans are: 

1. Would-be foreign bOrr0'11ers evidently are ready to pledge gold to secure 

loans, and in the absence of compelling ,considerations to the contrary, the Treasury 

should not oppose such requests. Possible reasons why central banks may wish to 

pledge gold for lo~ns are discussed in the appendix. 


2. It is a general policy of the Administration to encourage foreign lending 
through private channels rather than to continue reliance solely upon official 
channels. The making of some loans secured by earmarked gold may not only remove 
the need for those particular loans 'ay official l"ending agencies, but may also lead 
-the way to further foreign lending by commercial banks. 

, 3. It is the policy of the United States to encourage \"l1despread holding of 

gold by foreign central banks and governments. Hence, we should not insist that 

gold be sold to the United States whenever a country needs to use its gold to obtain 

dollars. 


4. The right to Dledge gold to secu:ce loans is one advantage in holding gold which 
should not be obliterated:. It adds flexibility to international financial arrangements 

"- and reserves. 

5. The usefulness of, loans secured by gold for 90 days up to one year is fully 

recogni3ed in the policies of the Federal Reserve Bank of New York. Particularly 

during the difficult period of postwar reconstruction, longer term loans on the same 

security may be entirely defensible. ­

224147 
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'1"', . Arguments agai.b.st the loans, and. the "'cdntrarY . argumen ts ~ were. iis ·tolloVi~~ ·~':tj:~\j~:~r;J.{i;:'L " 

. .~ .. . 

1.It is cheaper for the borrower to sell the gold than to borrow against it. . 
, . (Rejoinder: The borrow~rs should be allowed to decide what is in their best interes~.)~. 

.. ';. . ,-' 

2. If U. S. citizens are not allowed t~ hold gold to speculate on an incre~~~ 
in its price, central banks should not be ailowed that, privilege either. (Rejoinder: 
It is absolutely essential to the utility of the gold standard· and of our own gold 
stock that foreign central banks own gold. Allowing them to retain oWnership of 

:, ~"., .~.~ gold while ple~ing it for loans is entirely'consistent with this and, ,as stated 
above, tends Lhowever' slightl;d to foster' the importance and usefulness, of goid' ' 
reserves.) " " . " . ,. ... . ..". ..... , .. - ; '. ~ .'. 

3. A second form of the argument that foreign central banks should not be allowed 
to speculate on an increase in the price of g9ldby borrowing against earmarked gold 
is as follows: It is against O. S. interests to allow them to borrow against the ' 
gold and buy goods with the borrowed dollars, and then later, if the price of gold is 
raised, sell the gold at the higher price and be able to buy more goods. {Rejoinder: 
At first glance, this seems to carry some weight, but looked at another way, the 
point seems questionable. B~ the same test,onemight say that obtaining any loan 
abroad~xcept for very short periodi7 while the borrowing central ban.~ or government 
still owns gold, isa speculation on a rise in the price of gold. For example, if 

~ 
the Bank of France borrows in dollars without security for, say five years, while it ... 

:'" still retains a relatively large gold reserve, would one properly charge them with . 
.;.. reprehensible speCUlation on a rise in the price of gold? On the contrary, such a 

policy would probably be accepted as a standard and commendable practice'. Is it then 
speculation if the Bank gives security for the loan by a pledge of some of its gold 
thereby incidentally obtaining a lower rateoflnterest?) 

4. Use of gold as security for loans by commercial banks is an infraction of 
Treasury gold policies and may encourage demands for private ownership of gold. 
(Rejoinder: This use of gold is an insignificant infraction of Treasury gold policies. 
No U. S. private interest is allowed to obtain actual possession of gold under the 
proposed loans, and the foreign ownership is limited to a government or central ban..1{. 
Private ownerShip of gold would not appear to be appreciably encouraged.) 

5. The pledges of gold are likely to be accounted for faultily in the borrowing 
banks' balance sheets, and long-term borrowing against gold is a bad central bank 
policy. (Rejoinder: Enforc~ment of such objections, if they are valid Land in fact' 
they appear open to quastio.n/ should be sought through' other means, than Treasury gold­
licensing policy. It hardly seems up to the U. S. Treasury to tell the Netherlands\ .. 
Central Bank; or that of Uruguay, how to do its accounting or its central banking.) 

6. Co~~ercial banks illay insist upon gold security for all their foraign loans. 
(Rej oinder: Resistance by borrowers and competi tien among lenders should vlork against 
this danger. Furthermore, there have been no loans by banks to most of the countries 
seeking the right to pledge gold for loans, so that such loans may be considered an 
unavoidable step toward more normal commercial bank lending abroad.) 

7. 'In certain cases, compromising of a foreign country's present gold stock 
would violate the understanding upon which the O. S. Governmant has made loans to that 
country. (Rejoinder: Since each loan to be secured by gold will require a Treasury 
license, there will be ample opportunitl to discuss each case and to take up ydth the 
foreign country any possible violation.) , 

G'. A. Eddy. 
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.APPENDIX: Possible Reasons why Foreign Centr~ j3anks sh~uld wish to)orrow Aga~~i~'~,~;Gold.. . ' .. ,. . .... '·.C ..... , ..-;;...... ..... ·i.• ;J'i':;:'~.\":.;.;:.J~"'.' 
,/' . 

It does not appear necessary for the U~ S. monetary authorities to kno~ or •. '+;. 

agree with the reasons why the borrowers wish to borrow against gold. Poss1ble 
reasons in favor of borrowing against gold rather than seeking to obtain an unse­
cured loan are: 

(a) That the principal of the loan can be made almost riskless so.that a 
lower interest rate can be obtained. (It is recognized that for periods up tc? 6 ""': ..~ .. 
months it is now cheaper for a foreign.. central bank to borrow against gold, at the . ::,>~'

~' • ,CO ." .. New York Federal Reserve Bank than to pay the 1/4 of'l% charge twice on a sale and ~.' 
subsequent repurchase of gold.) r 

(b) Loans car\be obtained in some cases whiCh would not otherwise be granted 
at any reasona91e interest rate if at all. 

Possible reasons for borrowing against gold rather than selling thego;td 
include the following: 

(a) Some countries may have central banking laws calling for a certain gold 
cover of obligations, even though the gold' is pledged as security for a loan • 

. .':;, 

(b) There may be psychological advantages in showing gold among the central 
bank's assets.' 

(c) The foreign government or central bank would receive the benefit of any 
increase in the dollar price of gold. 

(d) . Obtaining dollars as a loan against gold rather than by a sale of gold 
places a greater obligation on the borrower to adjust its finances in order to 
repay the loan. E.g., a government which induced its central bank to sell its gold 
to pay for an import definit would be under less pressure to achieve a repurchase of 
the gold than if it only borrowed on the security of the gold. 

The Case of Uruguay; 

Uruguay presents a special case of a central banlc desiring to borrow against 
gold, 'in order to obtain funds to buy more gold. The laws of Uruguay or a very firm 
policy of the central bank requires that the central ban.1c at all times cover its peso 
obligations with peso assets or gold,whose peso valuation is subject to the laws of 
Uruguay. The dollar, being subject to the sovereignty of the United States, is not an 
acceptable asset to be held against peso liabilities, according to the principles 
follo-;;ed by the Oruguaya..., Central Bank.• 

That Bank maintains the service of buying forward dollars from Uruguayan exporters. 
The Bank has been endeavoring to buy gold to avoid taking an open position on dollars, 
i.e" it has paid out pesos and is holding a dollar asset against them. For over'a 
year the Bank has been borrowing ag~inst its earmarked gold in the Federal Reserve Bank 
of New York iD. order to buy additional'gold up to the amount of its holdings of forward 
dollars. Thereby it avoids taking.any foreign exchange risk. At the insistence of 
the Federal Reserve Bank of New York, this facility has now been terminated because of 
the Federal Reserve Bank's unwillingness to maintain such a loan outstanding beyond 
one year. 
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'It would seem desirable to permit Uruguay to contime the practice' of covering 
its peso liabilities by borrowing dollars and buying gold. This can be done either 
by inducing the Federal Reserve Bank to continue the gold-secured loan for Uruguay 
up to the amount of forwa.r'd dollars in the hands of the Uruguayan bank, or by 
having the U. S. Stabilization Fund buy and sell forward dollars in the way the,' 
British Exchange Authorities do'. Uruguay 'might also be able to work out commercial", 
bank loans secured ?y gold to meet its need~, although this might be cumbersome. ' 
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FEDERAL RESERVE .BANK OF NEW YO.~K 
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November 8, 1946 • 

. .. 
. ,' ....

Honorable M~ S. Eccles, Chairman, 
Board of Governors of the 

Federal R.eserve System, 
Washington 25, D. C. 

Dear Marriner: 

Enclosed is a copy of a letter which I have todar 

sent to the Secretary of the .the licensing 

of gold transactions. It is . which I am sure you 

will be interested and 

letter,-we should discu 

l"oreign Interests. 

should have a g 

.,.!. AlliiL.'"l cip:r,,;.u:'_ 
~.."IIT'!~~~ 

, :_'\:.' NO" 

Allan Sproul, 
President. 

AS:EAV 
Enclosure 



Chemical Bank and '" 

lic'ense to ' 

, ":' ..., . 
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t,"~~ ~ .. FEDERAL RESERVE BANK' OF NE:;W YORK 
, '. ;". 'i:~'.. ,..\.. " . 

Honorable John W. Snyder, 
-Secretary of the Treasury, 

Washington, D. C. 

Dear Secretary Snyder: 

. ", ;' ''',/ 

November 8, 

There have 'recently been presented to us, in a variety of ways, propos 
for,foreign loans on gold which involve our processing applications to the Treasui7'~ 
for licenses which would permit lenders to acquire a pledge interest -in gold which ", 
we hold in custody for foreign central banks or governments. The different forms-~r)':'~1;/: 
which these approaches have taken are as follows: l ,,:';,:f'~:[?:;';':::" 

(1) APP~i~'~~no~ ~~(~~w T~~~ ~~~~~.:~~!!c::.F~.~~a:;~~~:::~1~fd~~1~},.
New York belonging to Banco Central de Bolivia, which is the central 
bank of Bolivia, mortgaged, assigned, and t sferred'to Bankers Trust 
Company, such gold to beheld at Federal Res,rve Bank of New York for 
Bankers Trust Company. Gold to serve sec ity for a loan not exceeding 
in aggregate $5,000,000 to mature . e installments on 31st day'" 
of December in 1947, 48, 49, 50, d 51. Pur se of the loan is to 

•••..• t 

,'.finance the construction of an oil ipe 1 e in olivia. Treasury is 
not proceeding with issuance of lese p ding ther indication from 
Bankers Trust Company that t intenproceed with the loan, COnsum­
mation of which awaits ta"n legisI t ve action in Bolivia. 

," " ., . 

~,.,,'"! ~'.. 	 -:: .•

(2) 	 Application by Chemi 1 Bank ompany for a license to have , :. :'. :,. "\ .. :.. 
.. ' .','- ''..,; .

approximately ~\ 000 0 of go nder ear:nark at Federal Reserve' 

Bank of New York) belon ing to central de Bolivia, the central 

bank of Bolivia, mortgag ,pled ed, assigned, and transfe~ed to .. :; 


Chemical Bank and Trust Co an such gold to be held at Federal Reserve. 
~ 


Bank of New York for Chemical Bank and Trust Co. Gold to serve as 

security for a loan not exceeding an aggregate of $5,000,000 to mature 

not later than September )0, 1946, subject to possible shc~t term renewal 

or renewals at option of Chemical Bank and Trust Co. 

Trust provided overdraft facilities to Banco de Bolivia in advance of the,' 


.... issuance of the license. Owing to the fact that the over::::~ft ','las retired 
a few days before the license was received by Federal Reserve Ban.1<: of New: 
York from theTrsas~J, the license was never actually iss~ed as Chemical 

'Ban.1< and Trust Co. informed Federal Reserve Bank of New Yc::3:. that it was 
no longer needed. 

(3) 	 Application by Manufacturers Trust Company, New York, for s. 
have approximately ~1.500,000 of gold (now held under ear,~k at Federal 
Reserve Bank of New York) belonging to ~ational Bank of Czechoslavakia, 
the central bank of Czechoslovakia, transferred to an eaI'I:.2..rk account at 



'.', , 
.. ".";f'"'' 
~: ~.,; L, 

, ,',' 
." ' 

~- "", 	 _ -.:'. ' .. ~ .. ,,'., ~ .. >.' ',: r' ,::,.~::~;. ;:~')'~~;"';'~~~'b·,~t,~:b:;;·,:~t~:~'.5,~".:ri!'!~:'~;'~;::::/:'~'~<)';:';';'~"~~~~~';::':':':-";::;"<~''l~1i~~';('\;:.':~: > 
the Federal Reserve Bank of New

;', 

York in 'name "of'Mari:ufaciUrers TrUst' ;~,~,~~,'B)3:;~~;ziil~~(;;~;~!i?:!~'P1:':;: 

Company and to acquire a pledge iOterest in such gold while so ear­

marked. Such gold to constitute collateral to revolving acceptance 

credit'line of $1,500,000 to be extended by Manufacturers Trust Company 4i" ':':'~:. "
• ,'•• • 

~~. <' ' , '.to Legiobarik Ltd., Prague, for financing imports from the United States 
, , .:~ ,.' ." 

and,South America of raw materials, and finished products into " ; .. 
. ", ".:" 

, ,C~e6hoslovakia -- such credit to be available by pratts at 3 months' 

s~ght on Manufacturers Trust company. , , ~ ,,', ' 


'(4) 	 Inquiry of Bank of America, S~ Francis~o; with r~ 'pe~t 'lo ~;teps to"be 
,taken to obtain a, pledge interest in $2.000.000 of old now held E!-k,:' ,:": 
Federal Reserve Bank of New York for account of Ban 0 Nacional de .. J,~"'-,:'." 
Nicaragua, the centrai bank of Nicaragua, as partial security for a 
$4,000,000 loan which Bank of America is aking to Banco 
Nacional de Nicaragua. Purpose of this oan is said to to provide 
funds for the use of the Mortgage Ban Mortgage Ba is an 
independent entity, wholly owned by e Nicaran Government, but it 
operates with funds advanced by th central.) , 

Company to Banque Nationale de Ro 

, This particular metho ,of trying 0 obtain dollars seems to 'be spreading; 
conceivably it might ~ow-~e absu tions. I think we should review policy with 
respect to granting)lcenses which will permit such transactions, so that we 'may be , 
consistent both in~ur treatment at foreign countries seeking loans and in our treatment 
of domestic insti~tions which are \trying to consummate such loans. The gold licensing 
procedure affords {a convenient methbd of controlling or preventing the practice, and I 
suggest that ther~ be an early mee~ng to consi~er whether it should not be used ~ this 
way. \. /. . ' 

, 	 /' 	 ' 

The matter"ob.y~ous~~volves important questions of policy apart from our 
licensing procedure. We~l want to consider whether loans on gold, particularly 
under present conditions, which do not permit the ownership or holding of gold in this 
country except under license, are not wholly the business of central banks and govern­
ments, in so far as they have any justification at all. In the past such loans have ' 
been fairly common, as between central banks and governments, but it has been considered 
that ordinarily they were appropriate only to meet short-term (one year or less) or 
seasonal needs for dollars, generally associated with a crop failure, interference with 
shipping, unusual delays in marketing exports; and to ~eet urgent needs for dollars whi~e 
gold was in transit. Their initial justification, I suppose, was that borrowing would 
prevent unnecessary shipments of gold, and that 'the cost of such short-term borrowing 
might be less than the cost of selling and repurchasing gold, when account was taken of 
hanc;Uing charges and other fees. If dollars are needed for long periods or for capital 
purposes, hpwever, it may be questioned whether ,a loan on gold is the appropriate vehicle 
for meeting the need. It can be held, of course, that credits which would not otherWise 

't, : 



. "", 

" , 

.... .~~'. g11;~e~~~' whichwouJ.d be ~~~t~d' onl; '~C~~g;,:"f~l~~~"tii"1l;;,itrg~~~i:,~~~ · 
rates, if gold is pledged to secure the loan. But the dollars could also be obtaiOed 
without interest cost by selling the gold, ,and the gold stock of the foreign country 
later replenished when it has the dollars available which would otherwi'se have, t,o'~~" ' ' 
used to rep~y the loan. The only cost to the foreign government or central, bank ,th,e,n" 
would be the 1/4 per cent handling charge imposed by the United States TreasurYQIl 
purchases and sales of gold, a Charge which, itself; may, need reconsideration.: ':::',' 

, " "', :: " ,,. 

, " I have come to the conclusion that' there' are\,PrObablY two principal ;ea~~'ns' ,'" 
'for this rash of ipquiries concerni~g loans on gold, neather one: ,of which:, it si!i$mft':;~~~t·: 
to me,' we should, encou;rage • The first reason is pt:hep.o~sipility 9{',sh~'lVing i~la,J.JL':;: :;c;~~N" 

reserves while at the same time having 'it pledg~d agains't' a loan. ""Some ''foreign' .:,.:;(.~<: 
countries have done this in the past, I think, and :i:t is bad bookkeeping, bad banking; 
and bad in principle. For countries still in a'primitive stage of monetary and ,,',', 

, I ' , , ' .. 

'fiscal development, this practice might seem to b urbing to public confidence 
than wide fluctuations in gold reserves, but doubt it and so thi~ it is no 'way 
to progress toward economic maturity. 

:,' " .. :­
The secend reason is anticipa price of gold. 

A foreign borrower may consider it pru nt to pay a premium, in terms of interest on !l 
credit, in order to retain the chance of sharing i the windfall profits of,an upward 
change in the gold price. This also 1 somethin which I question whether we should 
encourage or condone. We have an interna . ona1 old standai-d, supported and made some-
T/hat more flexible by the establishment of ~ nternational Monetary Fund.' It ls tbe 

.responsibility of all countries, cer' 1y 'those which are members of the 
Bretton Woods organizations, t conduct the arfa s within this general framework 
and not to try to gainspecia advantage by b tting against the house. If our goods 
are going to be given up to f reign countries or borrowed dollars now, why should the 
borrowirigcountries retain t chance of havin 'an additional future, call on our pro­
duction by reason of a change\Cn the price of old, no matter how remote the possibiiity 
of such a change may b~. ~ 

It may be ar~;-I supp t control or prevention of these private loans 
on gold is an interf~ience with the return of international business to private channels, 
but if the business/'requires a pledge of gold held in our, vaults under our special gold 
license, it has alteady departed f~om private channels. The business is then obviously. 
not of the charac'l1er which lends it~elf to the ordinary risks of private international 
lending and borro~~ng. Borrowers ~ such. circlli~stances might better have recourse to 
the International Bank for Reconsttuction and Development, or else might better sell 
their gold now to g~;t the dollar~/they need. ." . 

.It may be a~~ that if foreign countries now give up, for dollars',' 
gold which they accumulated during the war, th~y may be less likely later to try to 
attain an international balance which will permit them to recoup their gold sales~ In 
other words,· if currencies become reasonably stable during the next few years., some 
countries might decide they could do without gold in the future, leaving us holding the 
bag -- or the gold sack. This argument cuts Doth ways, however. They might equally 
well make this decision after they had used the ,gold as collateral for a loan, but if 
there had .meanwhile been an advance in the price of gold theirs would be the advantage. 

We want to be clear, of course, as to what we' have in mind with respect to, 

gold. I assume that it will not again be made free for domestic holding, purchase and 
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sale, and that internationally it will be used mainly for settling residual bai.anc~s. :,'" 
More and more, it seems to me, those final settlements will tend to take place with~n·"'·~'·:; 
int'ernational organizations and between central banks. In that case loans on gold 'S/i:~'~~~,~: 
are not really on the pathway back to private internatioD.al f'inancialdealing. This;:~~::~,:·':::, 
aspect of the problem might also well be considered at the meeting which I have aug':':,~}:L"." 
gested, and which I think should include representatives of the Treasury, the Board '.'.?!)?':,;,:,,: 

,of Governors of the Federal Heserve System, this bank, \and perhaps the State Departme:nt~ 

Yours ...... ".:< ..... -:"::,J~~ll~~t 
~....~:.. Sproul"·~ ':.::, ;" 

,', 

AS:EAV 
cc to Chairman Eccles 

\. ' 

'.': 

\ ' 
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mmt1DUC'l'ION 

'!'he pr'~8ent s'G&tiatic~..l position of gold, .m:i.ch I have stud:i.e~ iIi e: 

comp.?.nion meraora!.ldl.Ui!,1/raises sever8.l very difficult questions: (1) H,)~ 
great at this t:ime is the WOTld' 5 need for gold~' (2) If t.here is Co rJul 

need for more gold, can the cU!"I'snt 5UPP~{ be ;incrae.sed? (3) Is the 

pregant price appropriate? (4) SiDee the. fUV.ll'8 or gold depends: J.8.t'gel;- 011 

has thi:J cmm try? 


To thene questions I eifel" "iihe fclloni.:ng answs-:r: We may ei.ther 


current output, is appropriate, 'Which in tm.~n depend pr~..meriJ.y upon th~j. 

prie~ of gold.. To treat gold as international cUl'I'er.!C!y a.!'1d at the same time 

maintain ita price at wns.t I submit is. an u..T~~ea1istJ.e level, lil101ly im:.dequ9.te 

to ensure internatioool liquidity, is & contradictiion in termso 'lllat 'ire C·s"''''l 

effectively use fold as a. means of'international ssttlerlent only if its price 

1s adjustSd to the pos·~"'m!' structu:."e of commodity pr-2ces is a propo!ii:i.tion bhi!i.t 

1 set forth in this memorolmdum an.dwich mo!~sover I shou~d like tc< S~e discwifled 

further since it impinges upon one of the biil.sic oeo!lomic p::oblema trlat v!e a:r-e 

facing todayo 

""<'-'. FCto the m:i..m.e~gr~hedmal!iorandum on f[The ;Presen'/j StQ.tj.st1c:ll-FO;I·i;:l.Qn ~1' 
. Gold, dated June 24 J 1947 I) 

;:: 
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concerted and. executed on an international plane under the International 
~ -. ,~' 

/,:', < ,," , .... 

. l? .Conclusions 

We are muoh concerned today about the impending do~' ~hortage, 

Which threatens to dovelop at t...ite turn of the year into a. vorld-wida 

liquidity crisllIo This prospect, together with the present st.:'1tisticru.· 

position of gold, leads in my. opinion tI? the followingconclusio)15: 

1 I) ~here are two ways to prevent the impending int.er-tla tional 

liquidity Cr:lsis or at least to reduce its impacto One is to shandon our 

driva towards nru1tilatara! ?!or1d tntd"'i.ng !IJ'ld rel~.tivaly free and atable 

. exchanges, and re-establish closed eystewa, barring the use of an", inter­

national cm·rency and resorting instesd to i.t'~rnstional barter conduot.ed 

tl-..rough rigid exchange controls<> The other way out is to a."!:tend further 

American financial aid to the· outer world, mor~ p<-'lrticularly to Western 

Europe 0 

20 Should we choose, as I believe we 1ei.1l, the second alternB':"' 

tive as advocated by Secretary Marshall in his eddress at liarvard, there 

would be available to us three means of ensurJ.Ilg int..ernationttl liquidity: 

(1) extension of loans :to foreign governmen'bs ov-er and above those granted 

so far; (2) exten.8ion ot outright grEmtsj 8..'ld (3) e. readjustment in the 

price of gold" Should we overextend iorej.gn lOa.'15, the structure of inter-· 

national .iJldebtedn!!ss wi1l, I tear, eventually coD.apse: because there are. 

definite limits to the transfer of L~terest and ~~,ortiza~OD paymentso 

Shou.l.d wemke ou'tright grants the vehicle of our- tin:mciaJ. aid., "If<3would 

have to overcome the connotation ot ftcharit;:r," so det.rimental both to the 
: 1_:, ,.~.. ,'. 

. donor and to the recipie.'1to The t.lUrd device to J.DCr9aSe the volume of 
" '".. 

international means of pa.yment would be a.n all=round rise in the gold price,) 
.' ~,~ 

',.' : { :-. 
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economic and financial e£fects since the deficit. c:ountries would be able 

to ·meet a larger proportion of their import surpluses with the aid of 

their ex:istine gold reserves and/or of their current. gold productiono It 

i8, of course, no pana.caa for the economic. ills of the world; but C,anads 

and the United Kingd\?m and the aterling area, Jrrsnce, and other Continental 

'Western. European cOlmtries :would experience 8n instantaneous improvement 

in their internB.tional-aseet position", For purposes of illustration, I 

calculate that, should the price of gold be raised froID J5 toO 56 dollars 

par fine ounce, as ifl:!.5 proposed in the United States Congress, the i . .''lcrement 

in officie.l foreign gold stoc~ (sxcltlding Ul.$ ,U"S"SoR o) would be about 9 

billion dollarso The gold price rise would also inducs privat~ dehoarding 

(which, in a countl.'"Y like France, could assume lerge proportions); 2nd it. 

would increase the v2.lue of the current output of gold by 300=500 million 

dollars in the .ri..~t ~,-ear, and by much more later on as the stimulus to gold 

production gradually result.ed. in greater outputo VieY'Jed in theperspeotive 

of the Administration program for Europe of 15-25 billion dollars for the 

next'three to live years, the improvS!l1911t in int.ernatiollal liquidity through 

the readjustment of the gold pI'ice 1i'Ould thersfore .be a very substantial 

ons.. South America and the Far East would also bena,{,'1t, while ot.~erw18e 

additional loans or grantD J1auld be necessary" After suoh a readjustment 

in the dollar value of the monetary gold stock, the volume of internationa.l 

currency could be supplemented by dra1liings or. the Inter!'.a.tiona.l lionetary 

Fund and by loans from the Internationa.l. Btml:o Outright grants would then 

be confined to necessitous countries.. AnothEr adv8.I.'1tage of extending 

',/ fUrther financial aid thrOUgh expanding the dollar vslue of, the world' 3 . 

monetary stock would be the fact that this clE.vice is Itcommercial" in it.s 

essence,· in contrast to outright grants which are "political." International 

,,224161' 
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trade and t.he economi.c syStem. in America. .and abroa.d ll'.ould, I talro itll bo 

treer in an environmentot international liquidity brought about by an 

essentially commercial device than by an extension of go~rnmental grsnts •. 

30 A rise in the price of gold would. be but a recognition of 

the irr~o<:.uble fact.s that: (1) the price of gold has either remained 

unchanged in the face of a: sharp increase in commodity prices or, i11 cases 

lmere there has been an increase in the official gl,ld price in response to 

cUrrency devaluation, it has been outstripped by th'S commodity price rise; 

(2) atthe present price the output of gold ri~l not.?.rpand to any cippreci­

able extent; (3) there is no 1ikelihoodwhate\~r of private dehoarding, in 

the West or in the East, unless the price is readjusted to the chllngad " 

conditions; and (4) governments and central b&1ks are relUcUL~t, except 

when they have no choice whatever, to cirSII" upon their present gold hold~ 

ingssince they elQlect an ultimtlte recognition :0£ the ""o:do-:v1.de ,depreaia= 
I 

tion of currencies through 8 rise in the price :of gold~ 
. I 

. . . , 

. 4.,· A readjuStment'in the price of gold would be a logical step 

because within the present intE!rnational f'inancilll set-up gold continues to 

be needed, not as a basis for domestic currency issue, but as an int,er­
"', . 

national means of pa:ymento .'!he need is all the: greater- since: (1) the 
',' 

present chaotic state of fo~:1gn trade requires la~ge settlements· in gold; 
. , I . 

(2) evan 1Ilhe:n the International Monetary Fund is fully operating, settle­
, • 1 • , 

menta will still have to be made in gold, once ~he Fund's limited lines 
. . . 

of credit have been fully utilized;· (3) inas.'!luch es gold is primarily a 

~ritish E~ir'e product, the' now of current praluction 6ervaa to lessen 
'. c. '.. . . ' I· '. 

the pressure on the Britisb and Canadian ba1anc~s of payments; (4) the riea 
. , 

internationcll transections m::'.kes it necessary to use gl"'tJeter 
.,' ',. '.;. .•:. j., 

~.- :r. "J 

amounts of gaM to settle balances in i..'lternf,tiol'...a.l accounts; and (5) the 
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,.. So far, empha.9ie has been laid on the international at'J)eets 

ot the problem of gold today,,1'he 'problem must, however, be also viewed. 

in its American perspecti~eo The present rate of our exports is higher' 

tha...1'l in 811Y war year~ ...men lend-lease accounted :ror about four fifths of 

our total shipments.. With 10 per cent of the goods produced in this coun­

try going abroad, exports generate a portion ot the national income, in 

-industry and agri~u1ture alike, that may be of critical impor~e to 

some branches since it may very well constitute the margin between profit 

and 108so Since e::cports can-not continus at the present level unles2l fur"; 

ther £inanci.&l aid is extended to foreign countries, the question may be 

raised as to the consequences for our dOI!!Gstic economy of &. Budden drop 

in ex:ports later this year" WeI'() we, therefore, in a.L environment of an 

incipient recession gener&ted by a dsclins i..'1 American erports, to incre,lse 

til,a price of gale) so as to sustain !'ill appropriate level of employment, we 

would crea.te at the same time a basis both for American prosperity and 

for international liqtidity. 

* '* 

'. 

,. " . ~ 

224163 




-7 

20 The World's Heed for Gold 

The extent o£ the world I B nesd -for gol~ hs,s to be considered in 

tenns of gold's present roleo Its domestic: role as & cover for currency 

issue belongs definitely ~ the past since in most countries the legal 

cover raquil~ntsh&Ve bean either abolishad or at least so reduced as 
\ 

not to hamper the expansion of mone~r supply. 'Ibis has been' done even in 
, 

the UnitedStatas, where th!?J legal requiremen~ as to the rese!'Vea to be 

held by ~dle Federal Reserve Banks were red~ced in. 1945 from their former 

level of 40 per cent in gold certificates against ~'cd~ra~ ReseI7e3 n,:>t.os 10 

circulation a.nd .35 par cent in gold or La>i1:fu,l raoney ;-=.gainst deposits, to 

a uniform mir.J...mWll of 25 per cent in gold certi'iicatan agaL"tst, uombim::d note 

and deposit liabilities; and tbe hearings before title Co!l'!Illi.ttees on Bank·~ 

ing and Currency of the Senate and of t,he House left litt.l~ ci.oubt tr~t' 

this us, by far -the most ra.tional 8olutionof the problem. 

While it is unlikely that gold 1fill be c6D.ed on again to serve 

as an actual basis f'or currencyis8us, the HIatal continues to playa C011­

spicuous ,role as the last.-resort mea.'1S of i~'lt,':l:rrlC~,tiona.l settlements 0 It 

performs definite f.'unction~ under the Int.el~national MonetB.-?--tJ Fund;,.!!and since. 

the latter provides only limited lines 'of c:!."adit, settlement must be made 

in gold once these are exeeededo . The demand for gold r,lll be ev-a,."1 greater 

if and 'When _the current commercial-policy negotiat:i.ons res-il-!; 4! ~ retum 

: ". 

!7 l'he. member countries paid pa.'rl. of their su.bscription in goldo Any 
member wishing to obt&in directly or indil~e;-,tly the CUl'renoy of: ancthar me!ft"" 
ber in exchange for gold .must acquire sooh currenc.:y by :jelling geld to the 
Fund, provided tilatit can do so wi th equal &dvan'(,a..;;e 0 Gold neti'?ly prodl.lCed 
by mines 1ri a member's tarritorymay be-sold by j.t in any market; but t,he . 
Fund is ready to bu.y gold at any time for any currency of which it has .a 

:"." 8tocko!!oreo~!er, a member may be requ.1.red ';;0 sell i t9 currency to the Fund 
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to multilateral world tradingo Pending the establishment of this envisnged 

economic order, gold continues to be called upon to settle the large balances, 

that ar.ise trom the present chaotic state of i"orsign trade" Indeed~ there 

are numerous instances or settlemnts in gold of the balances that hav<t' 

accrued under bilateral pti)1nent arrangements, ind this Widespread practice 

isa clear indication of gold I B present useo ' Finally, atter the outf'lotr 

of gold from the United. States during t.t..te liar years, this COUlltry bas COID­

menced absorbing it again in pi~jl'lllent of 'foreign purchases here. 

~part from ~~ese general reasons, more ffpecific corwiderati~ns 

can be invoked in ascert2ining -r/hs world is gold need. Gold is predO!ldrumtly 

a British 	Empire product, since about. tT1U 1;.l)iros of the world output (includ­
, 	 1/

ing the UoSoS~o) originlltes in the British C01I'Jl'!onllle~lth,,- To tile extent 

that gold 	tl~s to tile British mone~J autho~lties, pres~~e on the British 

balance of payments position is lessened ai'ld the British need for direct; 

"­
financial 	aid from the Unit.ed States is relieved c 

Another sigrafic.lmt measure of th;.~ need for a larger s,upply of 

gold is the incrsaae in 'the monetary value of int,ernational transactions 0 , 

To form an approximate idea of the inf'lation in the value of such trans­

, actions th~t has occurred since the begimling of the war, let us consider 


the rise 'in prices of t.'le co.t!mlooities entering into international trade .. 


For this purpose, the beat lYe can do is to use tl'>.e indic3s of import and 


expo::'tprices of -the two coul'ltries thl!.t fig1:re most pro!l!inent/ly in 'World trado: 
-":_" 

17 According to the Union Corpoi~tion,Uttd .. , the Brit:l.sh Empire's pet;::' 
. - 'r 

~~': .... , ;, cent.a'ge in world gold product.ion (including the U-..S.S..R.) is as follows:­

" , !2.4.Q 1941 .'t-942 194~ .19W~ 1945 1946 

5901 6100 65 0 8 6905 70 .. 3 7005 68~6 

' .. 
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llnpo!""~ P:M.ce!f 
---u':"1i"ted S"tate~ 

United Kingd,:::;m: 
..... "., t

'iJru;uijusted (~.)4 

.&-djusted 199 

Exoort Prices (....... "'11 ... _~_ ' 


'Unitsd. tlt.a.tss 
Udted. Ri~d.olll~ 

Urwfi;just.-ea 221 
Ad;ius ted 19(; 

N~,;telt l.1!. the fl ii"~d~iuet.edl: ;~'igU!'gS for the ur.i.i t.sci. Kj,:ngdl)!i; 

!dItlr.t&~::ce is mad-s tor the lh pe,r- Cf'!lit. d~r-i!!'c:Ls;tj,{)r" of 
the palma, Slier-ling in t,erA!~ of' the, d;;lJ...m" in 1939, 

arising in tbe int.ernation&1 accounts" 

, . 'lhat foreign countries could US€! ~'large]!" sUPI;ly of gole «'t this 

therefore, be ccnced.ed" Are they, however~ ini;;!, poait:1.on to Increase ell:'''', 
.', '. 

, " rent production OJ:' to induce private dehO.s.l~jj ng7 

,In the present .section I ahS11invnstigl:J..oo t.ie outlook :tor r:1~ 

frqm current produ.c~ion and d~hoardillgj ~i '.'i.n the next $~ction, the. 
"):~~~t,.~(~:'*,,> .,... ....,..,.......'" or g,old' from official currency, reiser/.'ves, 1'b.fl need f:or !:.lore gold is 9 

224.166. 
• >:. ~.'~.\" .:.•,':' " • .. ".,' ~:<~/: 

. .. "'J• 

http:poait:1.on
http:ccnced.ed


• 

... 10 "" 

in a. sense, i.mmediate; hence production has only &. limited relevance to the 

problem of ~ternational l1quidityo H01ft!lvsr, even under more nQrmal long­

run conditions, more gold might be neededo 

The production problem is partly· techniccUf, partJ.y economic,,· The 
i 

minjng engineers, 1!hile exploring gold-be.;aring 
; 

areas, are mainly concerned 

with the quantity of ores, their location, snd their content, and they for­

mulate their torecastsin accordance with such findingso To take an ex­

ample, "the most competent authorities on the Rand" produced in 1941 a cal-

cuJ.ation· according to which the South A£:cl.can inciust,ry would conti..i"lUB lmtil 

about 19$2 to produce between 14 end 15 million fine ounces or gold per 

annum (equal to about 500 million dol.la.rs), after much there would be a 

gradual falling off ixJ,- say, 7S million OU!lces in J.970" \ 

\ 

Such 8. foreoast of future gold ot:.tput to be wlid, mW3t be ·~;ecom-

panied ·by the re8erntion that it is made Oll the basis of the msting re-­

lationships between the gold price and production cOfita}:l Cha..ng~a in pro-
I 

duction costs and the goldp.-ice appear, indeed, a more potent factor in . 
. ~. . 

deteriDining output than the accidents of discovery of new depositsq Should 

YRow essential :is IJUCh a reservation is illustrated in· the follow­
ing table,,· compe.ring forecasts of gold prootlction i'or the decade 1930-1940 
vitb actual output.. the estimates are thos~ presented .in 1930 by th~ Gold 
Delega.tion or the League of Nations, one ha.ving been compiled by lir co Josepb 
Ki~J "a recognized authority on preciou,'3-metal statistics, ff and the 

... other by the League of Nations SE:lcretariat on the basis of official and 
s.emiotf'ic?ial data ru:ni.shed by repreaentati:es of principal producing 
countries.. {The remainder of this footnote :lS on page llJ . . : 

,,'. . ' ":'!:;~:f.<:~~.,,:.1,;:.' ~: :..... ; , ' ., , . . 

,.. '"' . -- ~ 
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As to the rest of the world, no recent. e.st:imates of ..ftd:':ll"G geld 

. outI)ut camparable to tliose giYml above for South Africa Ill'e, to my 1ro.ow~ 

ledge, available'o 

What amounts·. of gold. a...-re. likely to be released by hoa...-ders 7 it :1a 

impossible to predieto In. th~Vlest, hoarding is a higl:l1y ra~j,onnlizoo prac­

tice in times .lIbEm the .price ·of· gold is expeot-eO to rise, and sinoe this 

very sitllationis likely to prevail in the near and intermediate future, it 

call hardly heE>3.pected that hoarders 1rll1rel'38.se t..'1eir gold a.t this time~ 

The largest privata hoardings amOng the 'Western nations. are ·thosG: held by 

the French.; Bome est:itn;:ttes put tlW amotmt of. gold in prlv.Q,t.e hoards in 

~~r.sooe at the equiva.lent of 4 - S billion dollara 0 In the EeBt, gold = 

a . s:YJl1bol of riches·.., is the traditional lIiadj.\m! in wr..ich a~vitlg$ are held, 

and Eastern hoarding there.for~ ~reaa6B in· tir!lef1 of high prices and pros-. 

parity, and decreases when prio~s ars lQlt and ~avings miw110 l,t 'Vou1a. accord= 

ingly- take alerge-seale depression to ind~e ailY Eastern dehoarding com­

pB.ro!lble to that of the thirtieso 

Both the future gold production and:gold dahoarding thus depend 

on the future price of' ~oldo Th:4'J raises the ,question as to. the appropriate­

n~as of the present price for ensuring supplies adequate to cover the world! 8 

gold neOOso 
:. i 

. 40 "The Appropriat.ep.ess of the Present Gold Pt~ 
~ " K~ : 

.. .. ;~ . For. the gold-p1"Oduoing countries, t...qe view that mining costs are 
, :'.. ,' 

' 

too high is tantamount to holding th2.t the pr:i,ce of gold is 'ioolow" }.s was 

. '. sbomn in my study of' the ·prese."lt st&ttstical position of gold, the spread 

-:: 1'< 

betWeen· the prioe of gold and th& cost of minlng a..'1d ~'e.rining is today so . 

'c'.. 11&l"'r01f .that t."te profits of the gold-mining induatry have deolined throughout
• .'--';(j'. • . ..:' 

~ entir~1Iforld, and marginaiprodllc~rs are working at a 

. ! . 

losso Xo some 
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redut;e costs and 5L..'irease rccover:"i..e5.. 1he coS'ts Om:'!' also be reducect by 

••-~- 1a - -d' - 11 ddec:reasing or G:tindnat:ing the· tax. bw:u..ens p cee. on gOl. nu.n::..ng;,,:,' an , 

indeed, t.a.:r relief has recently. been.grantE:.-,:1 to gold mines in ,South Af~...ca 

and (.:anada~ In order to ensure a llieasure of prof'itability '1:.0 dOiltestie gold 

ru.in.w, a. epec'lai gold prlce~ higher then the equi.-..ril1ent of the Amer-ican prie6~ 

can b. fixed either directly in the form oi' pemi3sion to ttw !liines to 
, ,2/ 

sell new~y minecl gold a.t & higher price,;" or in.ci:i!"ectly in the fOI"'Jl of a. 
3/ ' 

st"llsidy,,- !lotivee for such price fiXing Ci'.m a;ts~~ be tou-'ld i ..i the G.pparent 

Help to the mining ir:.dUtlt.ry through t.~ relief EflilisJ.dies .rmd 

sp6ciaJ.. official p:dceEi for gold is pr'imarily a. do-:;nestic affairo Tb.El Wider 

problem or the appropriatsner:18 of the gold. price clearJ.y t1"&nScends, however, 

the pres®ot-d.ay difficulties of the ruining industry, Ilia must be viewed frQlll 

3 much wider ,angle fuCl.n the mere cost Df producing gold.., 

y tor eiDinple, bi revising the h.igh~y technical provlsions regat:d-· . 
ing the calculation of depletiOn ru.10i'la.n.ces~ by discr.J..1Jlinat.ing ill. favor of 
new mines or ultra-deep-level mining (as reeently in South A£rica);' .snd by 
elimina.ting double t..a:.tatioIl" ' 

~i In Chile' the Mint. hc.s been selling {~o1rl since 191t4 in o.ff'iciol 8..Uc­
,tions at abou't 46 dollars per OU:."1C8o The g{:lld used for such salee is 'that" 
contained' in the copper- bars, conoentrates, and minerals, oo,.-portad from,,' 
Chile to 'the United States and I'epurchlls~ from the United States at 35 

": ,'_: dollars per ol.U1CQ" , ' ;." 

3/ Australia, much established E\ aubaidy on gold l!linl.ng' in the twenties, 
has lately bad racourse to it again to keep' the lOTi-grade r;Unae in opera­
tion;. In liexieo £ subi3idy on the procluetiot! of gold wrui est;.e,bwhed. in 
1944,. In Chile the domesticilly lI'lil'lOO gold is sold to th~ central bank at 

"":'~' " 1$ por cent more 't.b.an the, official price of gold in t..'I:la UIdted Ste:tes o 

~"'. SiJ.ui41~lY.t in RU!Wmis. dQUler;tic· goid i5 sold to the na.tiona~ ba..'lk at substau­
<:;.' tLal pramiao In the Frsnch over-89M terriu!"ies premia on gold produ~ , 

,. tion -rEi esteblished in May 1941, retroacti:ve ?..s £r<:im ,Jenuary 1947 .. " 
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'lhe fu.ndamental questian is whetb.I';:~T gold,: a.t it.'3pres611t price, 


can perform it.s function as international eu..TTency" T'.uiis, of course, .18 


a.very clifficult Q,1.J.EJstion t"o a;.:umer.. It has, hOffeV"er,. su~h a direct and 


· immediate bearing on tile internat.ioMl liquidity tha.t it s~ell!"!i to me :i:mt, era= 

live to explore the various avenues of sppr&<.ob to a..'"'l e.nmter o 

.10 'lbat. within OlU" present international .U,nancial fiet~ur; the 

world has a. need for gold, I showed above in S~etion 2; .,and fr-om Section:3 ' 


draw the conclusion that there is little likelihood of an incre2'...3€: in the 


. sUPPl1 of gold out of current production a.."1d pri.1fate deho~1"ding Some gold
0 

prCliucarsare moreover stor:L."lg n6ilJly mi:ooo. gold",l/ .~5 tc the existing govem~ 

mant e.nd eentral.-bank holdings~ there is tltt'Ollghout. the iTorld an e::xt..reme 


reluctance to depart, from geld" Even countries that 11l:"we 3ub;;;ta..'1.ti31 ~old 


reserveS preferincUl"l"ingf'oreign debt to selling gold 0 Eng1.end is tile· 


most conspicuous case of a. country deliberat.ely accumulating gold G.."'1d at. 


the 85UIl8 ti.me borrowing in Ca.nada and t.he United, States the dollars". a.t 


· leas~ a part of which it could obtain b;y liquidating its gold holdings" 

Switz.erland, Argent.i.na, Canada, and other countrj,63 also are keeping the 
, '. . 

bulk ottheir currencY' reser-rl8s in the form of gold" Only t .. '1e counttia8 that 

· have had DO' 'Choice whatever have lately used up put of' their gold h(,ldinge . . :" 

(FranCe'; 8wsden, and the lietberl6Ilde ... the lattel' atter hllving bO~l'f)wed a 


'substantiaJ.5Um. against collatlEtralot gold for :ovsZ" a year;) 0 In these ccndi­
-,. ". "," .... ::·.1:". '. '. 

tions g~l~ is more a medium for storing W'dalth th2l1 an iuternatiorLal cur­
:j 

.. '.' .'17 The President oftbe ltcIDt'Vre-Poreupin~ uIiie'S"Statea.' at" the annual 
. meetiiigof the shareholders . that the company was Ilccumulatillg and stor:ing 

gold and tlmt the Canadian Govel.'l1.tIlent had knmfladge of ito This is t.he . 
:firSt company tr.at has shmm' stored gold :1...11 i t,.c:: ba1.a!lCel ghe~t; but reportedly 

is f- wi~espread practice 0 . 

•... 

• , i , •. ' 

.. ' -"!'-- "'~-" . ­
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20 Clearly prodooing countries camiot e~"'l<i their ou.tputJ 

,gold producers and private investors are hoarding geld,' and governnlenta 

, are reluctant to part with their-holdings, becat,se the present price of 

gold is not considered approprl..iit.a", In .fact, it has either r~ed 00­

char..eed in the face of a sharp increase in cOmJl').odity prices or in cases 

where there .has been an incre£.se in the oi'ficW gold price l.n response t~ 

currency deV"c:o.luation, it hh.s been outstrippad ,by the commodity price rise.;. 

Table I brings together the percentQge ehlli~e~ in official_ prices of gold 

'Price of Gold Wholessle Pricos__._ zI 1_ •• _ .... . , 

Sweden 8 +. 72 (Mnrch'1941) 
U!'I..1ted States o + 71 (April 19La) 
Canada o ? L2 (March 19u7) 
Argent:i.na., o + 117 (March 1947), 
Chile o + 169 (Fsbruai~ 1947) 
Switzerland o ~ 99 (April 1947) 
United ¥. ingdom + 13 +7~ (April 1947) 
Netherlands ... h8 of- 14~2,14arch 1947)
Belgium + 492/ +,2, Ja"l'llary 1947) 
.Franc~ 

) 
~ 232- • 75- (Maroh 1947) 

17S"ince 1936-38"
. ' Y Sincs 1938"<," • 

,', ~~ : . • .;,r.... . 

" -;;> , ",', In Sweden, .bieh alone among tile count...""iss of the world tw.s a. :\.ower of.ficis.l 
." 

, price of gold than ill 1937, and in those cou~triee where the of't'j.c1al gold 

'" price' has remained uncilaugoo., commodit.y prices 'hava increased by 5()"lOO per cent;, 
, ; ,\ 

, . elsewhere they:have risen much more than the gold price" This discrepancy' 

.... ",:.. is not unlike that which prevailed in 1919 and. 1920, when th~ rise :L1'1 com­
" .......~ 'w::~_ , • ~ ',' " . 


~od~iy. prices Bimiier1y out..stripped t.~at ill ,?old o ' 
,I ...... ' . 

http:Argent:i.na
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30 Altogether apart from this price, discrepancy, the appropriate­


n988 of the gold. price can be tested by the sooular movements of the 


price level., As is shown in the ChL-rt on the next page i eOJM1Odit;r pricss 


att,er each major war have been subject to a sharp increase, Rhich in the 


late lf36i.Jbe a.s.d in the early 1920 is was t'ollOired by tili equally shA.""'P 


decline., Will the same pattern of prices repeat itsEllfl 


Tbe chart 8'1owe commodity prices in CUTl"ent dollars and, for 


the 'post-devaluation years, also "in terms of gold,,': Although it is verI' 


'difficult to intel"pret t..~a si.::,anificanceg if' an~, of' crumges in the level of 

prices ,'&5 l"a.t"1ected by a ilgoldU index, nhelt the prics 0:: gold has been 

altered" ~~ atati3tical dev7~e en&bles us t~ ma}~e two observations of 

interest: First" ltin terms of gold" ilie enrm.al average for ~9L6 was about 

at the levels of 1910 and 1931; and the est1matsd average for May 1947 was 
, I·' 

about at that of 1930" Secondly,:if' t.'le pr-esent prices seem high to us s ' 

it is,only ooca:uBawe make compari8oD5 10.th 1939 wen prices were extremely 

low lIin terms or' goldt
• - being i..ttdeed at aboutt..l-te leval of the e!.I.'-ld ot the 

nineteenth century., 

Should. we disregard the ctgold" prices and consider only the 1Ja.ctual" 

prices,as reflected by the upper line of ths chart" 'We clearly discern tllat 

in the- years 1921-26 prices rem&ined stable at 40=60 per cent abow the le"~1 

prevailing before the First World liar; and that, betwsSll 1929 GIld 1932 the 

price level feil by £t.1llY 40 per canto f.loll,as, )...·1 the thirties, we have to 

support a heavy debt structure which can only be csl"l:"ied 1£ prices are kept 

reuOnahq' stable, not necessarily at the, present 'level, but at one, say, 

40 per cent above 1939. At this level prices would be high in comparison'.' . . . . 

:w:l,.th the a,verage' of ,the last 75 ;years, and ve therefore might be again con~ 
..... ,\},' f. I""" 

front~~,'~~circu.inataneeSlike those of the btenties, with s. d01l.tllmrd!t!?3 17 2 
, ~ 

.. ',,' : ", ' ~, 

',', '.. '-'I.;. 
\. " ..~ . ,,:;' :: . ',..,.. 
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extending beyond the limits contpat.ible ttiiA" the maj.nt.enance of existing 

indebtedness • 

.40 Let me formu.lB.te in the :fol1~. terms the implications of 

the ,seculB.r price record a8 illustrated in the 'chart. The presantinfla­

tiollL7 s1tttation is, in my opinion, a. very teropOl~&ry on9 9 In the long 

run, deflation, not in..fl"1a.tion, is. likely to be tne basic problem - with 

£a])1 ng prices, unsold surpluses, and unem.ploymezrto ' The All"teriean wage 

and coatstructu:re, however, is so rigid. that any decline in prices, beyond 

one lJlvolviDg only the inf'latod. 'profit margins, pJ:'Obablywoulri be resisted 

by business and labor alike. Tile farm grO'lps lioulcllike-nse cp"pose any 
j 

large-scale reduction in food prices. The T!'aasu..voy· l1ou.ld of courSE; be (:on­

cerned With the impact ot a decline of. prices on "Gax receipts a~d on the 

rea;t burden of tite govemmentdsbt.. As to those WQ B.rr::: r-espons:i.ble for 

the over-all eeorlO'c:U.c poliey, they wou1.d clearly profer p()lici~~ of long~ 

rim(iG character designed to iric,rease the· stabilit.y of the ecOllomy, rat,ht:lr 

than a dcmnlfal"d raadjustmant 'in the price anti cost structure.. In Sl!cll ;i! 

cont.ingsucy,. prevailing over-all economic and monet.a.t'y policiE:$ rrd.ghtvl?ll 

be rec~idered; and the question of 'What is the pi'oper gold price Vfocld 

tnen be given fresb attentiono 

1h~ American Swt", in' Gold 
.., cp-.&;I" 

~~. " ' ..; ." 
{ ,;' 

:lnthe event ~t we have to face '~'1lCh a aa:natiol'l•.u'y situation, 

. . . . 

. :therefore, I believe, lose their validity.. (if thes6: ax"gl:-:ments the :Just 

. important are the .f'ollom.ng•. 
( 

," " ~ 

" ': 
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A0 The "N.a.ld.iBtrlbut1z.on~l !':!Jiur..ent, 

It is 30mstiirles stated that the Unj.ted States is holding 8. c1ia­

proportionate part of the "\.,"'O:"ld mon6ta..""Y gold sT,ock, Should the prioe of 

gold be ra.ised.l' it is aasarted that gold v{;uldflo1r in increasing C!'..ICUl­

titisa tic the United. Stateso 

First of al1~ 'Gbe nOll!;'ltsry geld stvck of the United St:s:tes Be€Dlfl 

high if att-E'.ntion is pa"\.d only to the, recor.dc-d.', offi(~;ial :'oi)Sel:vofl of the 

r.orld o 

Table TIo 

1920 34 

1925 Ul 

1930 it.D 


1931 37 36 

1,932 3S 33 

1933 35 

1934 39 

1935 47 


1936 
1937 
1938 

1939 

191.~O 

'19hl 
1942 .74 
194.3 70 

191../1! 67 


1945 
1.946 ': . 

- ,224175t-j~c·l~~r. ,P TT;" ~ R ,..... , -w;;;, ..u.s.....g, Ulle ,"~;::. .,... .;, "0, , 

.2/Incill.il.H.,ng d1scloBOO haldi-11gs of the St&b:Uir.e,tion li't;,:,\'~~::lo 
,Wj',l~~,f~!~~~!)~,..:~:1~~!·iO!l:,p, th~ !7'eco}::doo ,rc.Gel'7~f~s,~ 

om monet..ar,y. ,st..,r,'t.ist.iCf'k:~ _, ',' '; :c: 
.. ;~-:i~3~?"·*"'~;i~:':=!"~.~;;.::~'t:: ~; ;,~~: ~, ;. t~;/" _:;:), t;' I••~-,):-;-,:;j~':-~' ~ "/~f,~' :~: i:w.' 

http:trlbut1z.on
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column way be, they cloa.:rly indicate tlk"\t in 19hO the United St,at.::'1z pos.., 

sese,ad over '/0 par cent of the world lllonet..al'Y gold excluding the UoS"SoR o: 

but by 1946 on.ly 5;;~·60 per cent" If al..lc:vance is PMe for the probable 

Russian holdingsJ the United States prob&bly is nOli' holdir.tg only a. little 

more than 50 per cento 

A JLt~tle over haJ~ cf ~~e ~orld gold stock held by the United 

States is undoubtedly c;. reasonable proporiicli.o' Before the depr-essic1n of 

inoomes waspl"obably produced in the United St;.\te~J; G.'Jc1 t:hi~ cou.nt~··y' pro~ 

as representiUg over ona hall' of the entir-e world, including the UoS,-,S"R o 

In terms of these proportions, the AIile!".lclm gold hold:tnge can haz-dly be 

There itt wo another a.ngle to the. argument as -to the nmal_ 

distribution" of gold., Most of the gold influx to A1l:!er:J.ca ,fro:::i 1934 to 

1939 wats cauaed by the vast movements ot cap!tal from Europe to the United 

S'l;.ates.. At present, similar movam.ente of c~?ita:i. ore pr.eclu.ded by the 

Bretton 'Woods Agreements and by ,national foreig11 exchs::nge controls, with 

the rasult that such gold as the United States mc.y be cal~ed 'lpon to . ,. 
. \,.: .. 

Sbsorb in the future will primar:iiy rsprasan'r:, payments i'r..)'r' goods and 

services sold '00 foreign countries in excess or 'gc4dJand services that 

we buy fram them/) 

The .flow or gold, t.1-}rough which t,he outel' lrorld p<'lys for it-s 

excess of expenditures here Oire!, it.:; mm sales to this count,ry, creat.es 

domestic'empioyment in A~ricao It ietrue, or 7ou~se, that in the 
~ . " . . . . ." . ", 

",',.'.-, 
.; J 224.176 

http:creat.es
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,:. '. :;", ,present conditions ot overfull emplO)'DleJlt, the gold intlux: may not be 11'81­

'comao How l~ng, hcnrevar, are present conditiona to last? And if we 

"~houJ.d' again h&~ iDadequate employment in such ~.,ndu.etries as, automobiles, 

machinery, etca, for which a. marginal production for exp~rt ensures an 

',ovex'-alf margin of profit, how long mluld we hesitate to abeorb :nora gold? 

It is further objacted that a change irl. the price of gold would 
\ 

. , upset the existing exchange rate structure.. 

Z'nifl aosertion, howev~r, is only valid if' the change in the 

price of gold is ur.dlateral" like the ,haphaasrd devaluations of tha thirtieso 

, 'ShciUld the price of gold be changed simultaneously thr-ougnout the world, 

~c'::,~_,~~,~, '~, i~Po~,S1ble under the Bretton Woods Agreements,li.the prices of foreign 
i: .-->'.: . . ~:~~,~k:l.:~;~·~t-~;:.~~:~.'..};:,:,~ .;~ '... ':.... '. . . . '; '.' " .. ' . . ",' 

,currencie8 relative to each other wuuld remain unaltereda Indeed, the ' 
..';;';. ·'h ;.:·'ro:;' '", , . . ' . . 

;;~~!~~"~~uld ,be una.rfected., and any h'}'Poi:hetieal effects'on .the .export:· ' 
;.~~~~~: - '·~:~~i·.~~~ ~~ .",;:. . '. . . . ',.:.,' " '. , :".' 

'nlnl"l"''& trade would be reoiprocally- cancelled, ·nocountry obtaining an·, 

·:;;-:~e o~er'~ount~ies ~ the CO:upetitionf~r'in~m~t10na.1/ '::" 

, ' 
. , 

r', 

, ' 

. . .! .', 
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".. ": '.: . a sublJ'tantiallylugher amount Of .doitars to i'ina.:nce t.ireir pu-T"'Chasea in 

. the. United States·,,·, higher price for gold wou.1.d therefore be tantamollnt 

to a' 'do;uble sub&idy.· a grant to foreigii g~ld producers, chlef'ly the 

British Emptre,the'UoSoSoRo, 8r~Latin ~merica; and a windfall profit 

. to' governments, stabilization .funds, and central banks holding the 

',. ,.. roreign~tOcks or monetary' goido 
". . ':~ ". .; "-' . . " . 

. A.bout ten months ago I argued in the.follOW'lng terms that it 
; ;'. '... '. . . ..' 1/ 

is in the interest of the United States to. maint..&L"l. the present. g~id pI'ice:­

"The increase in internatioIl!tl1iquidity which an in~ 
" '.;i crease in the price of gold would oOl1fer om. equa.lly be 

made good by aotive United States partioipation in the 
Intematiorial Monetary Fund and Brulk. 6Dd ot.llel' new agen­
cies otiriternational economic oooperation, &~d by addi­

. tional direct foreign lending.. It is true that the con­
tributions to the Bretton Woods institutions and direct 
fomgriloans are a considerable price ltnich the United 
states. has to pay for ~ternation&l economic cooperation; 
but; in..compensat.ionfor the financial 8.id, t..l1e foreign 

.. countries have accep~ definite commitments as regards 
.~:I,f, ec,onOndCand financii4 policieso Should inter­
na:tiona+.. liquidity~be,'inC-reaseq, not by pl"Clvid.ing dol- . 
'.1.a.~"·tnroUg~theIritei.natioi'lEt.1 Yoneta..-y li'urid and through' 

.' illd.;rect'lending, but by the ha.phazard way 
.....<~"'-'J~ the:pric".·of'g~ld as in the thirties, ·the 

. '1!0ul,r ~·till.:be c.mtributing.large 8l!lOunts 
world, . . she ltOuld receive nothing in 

. . . . . .... , . .tlieBretton .WOods ~greement8 . 
. '." . ts:with foreign coun­

s+,.+:<.i:..., :'established safeguards as . 
"'.. ,"'...",... 'O,,.,,.,,"1··....i . i:U:ly m6ke of' the dol...· 

. should' the remnants Of . 
outside ~~e United 

thE!. UoS;, dollar. si13ply by .. ,.;...... " 

"J.-.::n:.a.D·~'u..I'if~~''y~i:.:::~~·· .& higher price for gold, 
.... ..:..•.., . ...:.. control wha.tever OVer the .. : 

; -' " 

,>:,~"'.,.... ~lI',,.!,".... !)mil p8.)nento" 
,,!:::.' -':, ' :?::;,,: 

',' - ", 

However, it iff· ... :'" 
, "-'. 

aOJDeS,t.1ca:I.l.:y·;a,'1d:l.i:rter~ti~ria1ii; such Elccncaic:",,:, .' 
•.i •. "'...:,('!',··.•j··... ,· '. ';~~y.}~..,.~;.~~~~~ ~ :':)i':< ,,::::t\~ ~ "'~',~~ ;~<. ',; ..,~. :. ~,::.. ' .:~;~::": ":~' .... ~ ~'~~: .,', :,' 

OU.ll.liJJ.::f . dollars. to the' outer 'World;" Since'." 
~f:. ,~,' . :,~, ' " . 

"'~ " : 
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"::':"::1 advanced this argument, however" the situation has changed in so lilADY,
", ..... 

r"o ...... . 

r8S])6Cts that I wonder today whether an increase in the price of gold.would . 
. ..... "\ ..' . ~ 

not~ tinder certain conditions, be politically more practicable and economiaall7. 

, . '~.j mo~ efficient than an e.xte~ion of American lending or of tlpaac8time lend­
< • 

168880" In support at such,. conclllSion, I .should like to submit the fol­,-"', . 
. '. " I 

.. 

. '. . . has been a . reduction of as m.uchas one third in the real, value of foreign 

. .."~ . 

.. 

monetary gold stocks, current gold production, 'existing aolla.r banking 

. " '.:':::.~ . b~es, the International Monetary Fund's quotas, t..'1e resources av8.il.able 
...' 

'..... ... 
. :' :':" at·present to the International Bank, and the lmutilized portions of the 

'.' "," , . , 

1he real value of our financial aid, 

, .•... 

....' , 

. ,t :' .. 
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" '~.' . 

. ,'; '. I \' , 

whieh balanees ora key C'Ul'TellDy 1I'1ll be used as international currt.mcy, 
.::,,' 

oth.er way out is to conti.nu~ to extend American financial aid to the outer 
" .. 

world, more particularly to Western Europe .. 
':'. ," 

~ ", ,.- ,.4,,' Should wa. ohoos~, ~ i believe w~lfillJ the second alternative, 

advocated by Secretary Marshall' at Harvard, there l10uld be available to 
'," ",. 

t.'le· follo'l'inf; three' means to' ensure international liqri.idity" 
..:; ~.:~::.. :~-: ." ...~. '~:: 

': ... : .... ::~" Ao We could ex:tend lolil1'l~"t,o foreign governments over. and above 
;;·.~"';"f:·~ . .-i::·:~;,.:, " ""'~: ",' ' .... .' 

_', 'tii~fJe' granted 80 for" Should we overextend foreign loans, the structure or 
:. ~': ~ ~:. . 

;':~;~;·j~;d4i~...,,,:,-.~~:uI:n,~tionaJ. indebtedries~J howevar, wOUld eventually collapse because there' 
".~"1'![;;7;'i~'t;?';';': i,; . - ":'. ;, . ',.;~ ". -,' ~ :,' '\ ", ,:. ,:":!./.! ...... '". .' ' . 

te limits to the tre.n.s.rer ()t 'interest and &Ilt'rtizstion pli.i/men<t.so· 
,7{' >,;6',.' : ..•. '", ,:,.-.;:.J'.,:- " ~.~;.~ .. ,,;~\.,~~<~;.~~....<~ ": '.:', \ . -.': . ~ 
B.. lle:eollld" re-estab~.h.- ."lend..;lsaseo It Although Seeretal"Y 
.' .' •• ,' ': ""~". '. ' ~ ~ 1 , ....'" \: :!':~;::.. -. ". . 

oua:I..I,.,L has giVen, no hiil'ts.as to :l;h~, .torm the aid to 'Europell'ould take, the " . I 

""""""'''''.1'''''''''''.''< : ';, :~~r~~:;~;' .',,~.:.~~~::~~~?' ~r;t~~r:·~~:·~'::L~ ~(~~{,~~.:~·····~.~i{;;~:·:~f~:~{>:· '::.:. j," .>.. .....~.' . '. :,' . 
,'. has presumabl~ in mind ,straight grants rather than lo&1S· 8.S 

::~;>;;tiiw:.;::~~:·~>~ ;'!;E;i;::f!~i~~i~"-aido .To this f~rm' of aid there' 

.. ot' the doi:tor and ~f the recipie-nts, 
,~.~. ,'.~ <t"', .: ••• ~,.' .• ~'. :',' .:, 

,tex"llQ1liio:nal charltyo:~>:,. " 
~t~z1i;fi\f(f1~;1f~~~~~~~l~li~ti~~~~~~'i~~:,~ ;~:.~,~~,,~;~ '}" '~r~::":': ::.:': ~' .. ;. r.' • ~;+ .',. 

c~n~t he extended' in itsentirsty . 
, ;"~. ;,~{",' . ., ~:.,,:." ~ . '. ' . 

':oreven'tit Ii m&Ncomb1natiort··': :.;" ,:';:, 
:)~~:i~":'<\:~f~~';:~;r'~.~: ':.:, "~'~' .': ..:".'." ..... ';:,', ;<'::'::-" .'.:-; ;,':. ,:' :.'~"~; 
tional subsidT' could not be: ·:,0i·""~':'.;'·' ,. :.. 

.. :'·:r:·'(,:i::i;.>::' ,;:,~:';.'., 0:. ',' '"::::;';;::5''' . " 
in 'Congress, be' gl4al'ltedby rus-:. ",.' "~E s~~f~, ~re~~~a~~~n(' ..... 

,~ in any form til.at. is" ., . . . , 

http:hiil'ts.as
http:pli.i/men<t.so
http:conti.nu
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.., . . .. '. V 
·.;politically and economic~ expedient, should be consideredo­

. .'. . 

So. Let us BSSUl1I8, for the sake of argument, that it would prove 

feasible .~ raise the price ~! gold from 3S to 56 dollars per fine ounce, . 

.."i' as wasP~PO~ed in the United States COngres8o~ Since official foreign 

gold ~~e~ outside ~ U:riited States (excluding the U..s..s..Ro) may be 
. ."" ~. " ' .~ 

est.1lBated at present at about IS billion dollars, the U..sodollar equivalent 

;~'~ f~~~gn gold stock wo~ beinareased to :Bome 24 billion doUai-so . 
. , , ' 

:rh.e w:lDdtall profit arising out of a higher price for g old. would thus 
I,· ,. ," , :'. ':'" 

...• increasE: by 9 billion dollars t..~e stock .of gold eventually available as . 

international cmrrencyo It is of course unlikely that this increment would 

, ;i:~'>:' be us'eeI in'ita entirety for international payments, but cJ;early the inter­
: .' ~.': . ~.?, :', '::..,w,'>,:, .',' , .' ) . . 

, ,', .. 

::.<, national economy would instantlybecome more liq~do Apart from the J.n.-; 


:>0~:;}~:.~·{'!;'·:i·i~~~:(~' i~~t~~~·~\i~.~~"-~~:· -. . ~., . 

"""' ereas~:'~ official reserves, the rise in the price of gold would indu.ae 


.~·~,~:·~~:;·:~·~:·~;<ti~.:j!'t·~1;~~~;~.:~;>" ".. . ' " ',' ,'. . 

priva1;.8 del:io8.rding, which in ,Q country like France eight assume large. pro~"... 

";'S;4,~';~~~"~:.~~;f~W?~~~3;~?~,.·' ,r:,", 1~. 
 "",' .' ".: ,'. ; , "" ' , " ': ' 

UU:C-.LI_UIJ... · under r~able political oonditions. Moreover, the value of the 

,'-':' r.••., ...', •.• :: ,-. ,; ,*' 

. .~. '. . '-- . , " , '~'{. .­
OU1t:Dlllt ot gold 1!Ould. ipCrease from 1 billion dollars a year to ,. 

. I: 
, " .~. 

. ";,e~8 bei:au.s8' ot the grad~ly'expanding outP~t.~-:-:.' - "",:< . 
.,:;,~;~(~..':r:'r~~:~·:<:·~,i ~;:>,~:~\;;.>:." \,.: "" '; .:' -.": ':.,:: .~,:,'~'- .. , .:: :- { .: .~:.-" ~ ~'-" '. .' <.:.:.' " '>~~~~/·~;'-~~~··~<:i~~!. f :f<' "~-:".: 

raT."""'" ~shall has refrained trom mentioning any figure a~~'.. " 
. -,:' ';!~:;:::,,~:>~~·A:·:.~·>. ~,;', ~~ " "~-~',~';'~'~'" '.' ~. " :.:: ~. -';: ,,-:/<,: ":" ;~ ";:'. : ....": -' . 4~" ....~ ·'l~:<~:i~~.':,:·~~ ...2\:.~··.. ;:-.l·~~::.~.:~; :~ . 

• .< ,.,' • .. V~oUs estlmateE emanating frOiD the' ~dmini8trati'on;'\.'; ~.~;.' 
~::....'.\,: "-,:, ,,' .':' .:' '.- , """~' '"','. :. ' .. : J:~<::\/r: ~?:l'" ". '.". . ... 

u.&.I,.I..\.cu; tr,;I"'''''1oCU necessary 'to fill'the gap.in the. doUa:.r· . 
" :;;(;~~:·<~~~;!,T&T~';~;.j·~'.~.<::~~~ ~ . ;;.~t~t;~~:·.:·~-~·;~:;.:.::::..:·:~~'·; ~ .' '. 
billion. dol.lars .tor th~ DeXt;. three 

http:bei:au.s8


,";. " -2$­
, : . .it 

ot pa~nt8 Obta1na~~ thr~ the gold price rise is ver;r substantial indeed, 
, , . ~,. ' ...... . .~ 

. ".~' •• ' J'. .' ",,' . ;-.:.'1' ' ' :.". '"'" 

"and. althoUgh'it could' not do the job by itseU'" itwo.uld certainly reduce 
"'1';" • ~ .• . ;.>"'~~:~~~;<.'~:~' ' 

vei:y '~~~tiaJ.ly ih~ neceSsity tor outright grants.. Th.e expanSion in' 
,,,,,",,',,/,:,,,,,<," '". "'~ :, \:f/::·/i~.';'·· ~,~~ ,:. . . ~'.::~:::>~'::'~:; ~ ,."'" '. '.,f" 

tb.e' doll~. Yslue of :the monetary gold stock could then be supplemented by 

'.:':-L:~:~'·}>·''''~:':"~:'·~'·_:'·:'_' .,,: .'" :'_'_,.~:,' ~" , " ;,' , , 

, the Permitted drawings on tlie International Mone1:.ar)" ~ a.YJ1 by lenOing ot 


5th~:i~~iuationiu'~>~t: would theretore be possible to contine the ' 
'A~ ~~.:";:,q~~~~~~~~~~;fr.~~-~ .:' "<1;'·~\? ~~;;:~;t~~~:~:~ '~':"~ '~,:.:..v ;' '. .,' ., • , 

outright 'gi-antsto': countries' altOgether Without: gold reserves or other 
i);~:: ,.,:,':::~,:;,:',~:~;l::~;g:;~~.,,,,:,.> ',~, ",;'~~,r ,; .." .: .. ',' ,,' . 
;::~ta.c11ities~ ,South America and the Far East, which also have a serious dollar 
I'~~'~'~~~ ~.' : >". ~> '1~"~/~~'; '~."~ , " :::.- " " : .. ~.._. ,.,~.~ , : . ", , , , . .. 

';r shortage, would llkerise benefit from a readjustment in the gold price, 
,~~,~:~~:~~,!~7~,<~:~~,.:.. ;" :,r:~~t , ""~_._- : .:,;", . -./ ' : . 

thuS ~voiding further American loans and grantso 
" .:,,' 1 ~.'." :. 

To sum uj,t We havetbe ohoioe ot extend1rig the, financial aid 

lirorl~(;;~~~t~ti~ primarily through one of .twomearu.n out,..., 
'." ", :, ' .. ' 

" in their essence; and a readjustment 

',~,'l-aisiDgthe price of gold, we 1'IOuld create , 
!, : ~_;~l~?i~'~:~i~:·~ :j.:~:' ~-2~~~:~:·~~·.' .~~' ::! ,~. '. ;". . . .' ,_. ;',:~ : -~ . ' 
freer world trade and' a freer economic system' ' 

, , " ':;"" ,.' , ;' I. "'.': ' ' , " ': 

" ' '\, ~0lIIDl~~' ~evice'. This, it s~:~:" ' 
{~;':. ,,~,,:::~:,: .:"', :-.,' :: ",' ' 

f'a,m,-' o£ giviDg' serious consideration 
">, , ;7"'I.::.p~;~<;'.:1 ~ ... :' ',""'" -< '" !1 

........I,>4.........."J 
'problem that I have developed;' 

" '\~/:i~~~~·;':';;,~r:·;'\·/·' !:' ,,, 

http:Mone1:.ar
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""".( ~. , ','TOt ..·.:·,·Q.utdiner.. S~ t Pla.,,-·:;·Ch1et· ECOlfIC;·':;;~:j·': -t 
• '/."'. . .' f,·. 

PROM. Janp·.·· L1b1ch'., , 
i': I 
" ,. 

SUBJECTt .. v 

• ",,,: I',. . 
.~ .:::,,::' .' 

',' 

....':-;' ~t ' . . . 

Rett (lab1. parl08S, and le1Jte7·JPA48aSel._l.o·yov 1••ter 
10",.1946 . : -\ ;'.::;:;". . i .. -....:.: ;,.~ :,;.' '." '. , '.:J ' 

. . '. '. '. ,.:, i :':.,.:;:: 'j.,i' ::,,:;,.;: • . :.::.,;j:~;l.:{.~;~" .', '. . 
I am enolos1.n&'·'statemen;t's ·obtalnedi,f"m'·';tm:e; tm-mer 

• ' :..:p .,' .,'.',::: ~~ ;.:' ,;,::. '~',:i-~~::;'J' ,~. , ..~.': "t~; ,~t:... ,:.': " '~: .' ;'.': i.:"~l,:;,. ~ :: ':< ~';:,('" . 

direotor. of :,·,fo~".;. i!Jt~ .John,,_ .,:,,aM,;,,;:i~8_·.lIiL~GCJni1.t, and 


.' ,- , >~~;:.~:,:-:-'::'!';',;":~'i:' >,~:~:·:,;:,\w-:\~ :',~.,' '!:":~:-::~; "" <~,~~:,,":'~:~;;~~.~;>::::~>~', :~": ~ .. :,~.:."i',,~ ',; '," " ' . 

the Chem1tl1t tJlavl>Q. ·,.001a.;.';48 :;ther.- :,ar' ... no,: ·ta0111t18. 


, , ',< ••~, ',: ';':<:;~'~'f: ~.-"" /' ,~<.."; '~~j:ii~'~~!:": >::~. i' ~r,~(~:.: ~,'f.~,;~(1;:/~<)}J,i.~~·~,j;{ >.:.:;'?~,):~;;?;/ < j~.:.,:,~~~ ;"~"~ i-':~ ".2~~f..' '~'.. 

here to have'··the;pjei',lch:;'.repo~t.;"tpGl'u.lat~d' wt~op,1ed~:- I have 

'. " .... ~~' 1::~., :~..:<, ~-' " ,,1/;~.~.75.'~:.: \""J~;:~.',;'~r,:~_;~?::,:",~:· '>'7:':;" \y.~':{~r;:~f:~ :,>",:,<{,;~ ~:~: :,:i'>~;"; : '. " ' 


no cop,. otUhem '"lett;:-'·:"Irvln·;Maa«:m...1D'~tn.!p"1.' ..JiDba8S7 hall 

0' .' ~ ': :,~",~., _ 1~";-""l:' ,'~ : 

been into:me·4· 07' ~e:cm:·"the ·gGii~1~ilne:j!~\;~.:but'h~'a':'not'·8een 
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~.,'!1, ~!t:!~:~f::~~~~~:~!lUa"~~','~~.\~~~~m~':!!~~:::~~" ~.8d
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~_ ·Ul. ol'&Q1aa'loii'~ of,··:l"· ~:~rd;··'.~~'~a."i,.,of"_tb1n8• 

. '.' . '. "·;·:·"'··:·'·i' l' ". :"',':,:;:,:r· ..! •. ' .';\,'.Ml, .. '.;...:;.,,/.< ..." , ." 

.... .Porp'1ltng JAto 'pr.&9'loe;r'op••tloW:;:••.·:toi'IC1C\'Q t 'b.1s 

flhl)v!Da ,••p, te~1 ~"'4ea a··:'.otiB1.1.\.!:n!... hac1>.l'eQo~.
toll1.ap.' .tYl&4l!bStn1o,....a'l~· . ,!·t,ie;. '.; ...• '.:'; ..• ,',' , .. 

~.' "H .~,:,~"".. • :.!. :·1:',:'''':·.';:;~·:''~ ,~,._ ',::> ,',:- :~.. ·_k .:r,:'"·,,......, ,;:,~~;-~.~;~;}: ..:~> .' ~ , ,"','" 
•. " ••a151 ••.': h!l8:'t~.al;i.co~",;,'(biit11.;~".'~1rhUe he 
wo~ke4 ., "'~Q.' .. 'It.:'.t, .... ";.-.vt:D&;".ajl?'!.n·':opm1U,oa't,. 

.	him ~4 00n4uct.4num,~1aj.,:z.••ClaztCht!.,tor;~hl••.~ito~':;'htl::-W.4 the 
~_t1oa ot'ma""84~' Rhe., pft_t.·;'·tel'tb.'.~ .&'1'14 
to '~,~~',J~W~U;:"~~'.''''''~~.i~~.'':con''I.aUe4·:;" ,. 
_. 't~P;ldJa \\'P lID'11"'t1Ie,!:Utifta_t.0Il'· ot~~;'~'.•fi~<· , '. :l.J'''J'.res-" -.'~'~"'" ...(,.•••",~J:q:enlo:::>.. "".'pllii.C,'~,.".'ObAld,ll;.t>....~:tOlCh_~L,•.,:-.::,;', , . :_0.8' 

,.,.·au.~.'·~~~~.,~~.£.;imt.:~.,~.t~.~.;:.~.i~~.;.~~,~.!. 

. re.i'8lU'aJite \_r~c, '. m._~,~;:;':tl1"Qi:l1J,lJ'.:\:.~...o,~:.01tl...." 
.",lth ft'...1;11~.1;i<1'"' ,;WUe' ;.!_~ Itall_~·1;.;._ot1.t.·..d . 
·tp1en4a . ~~. ~! ~1·;~~~...:';:~~~\:~,.~~~'··': :;·,~:>-,·~~:~,:::~J·:t::~';2~:::t:·;~··.. ::,:-(·.. ' .e ~e4,of·:apeMlDI<_a::'tMa;·.:~:_;:~ja:a:_.and
of-vias iU1~.rIa4e·'oo.$..IlI:.QiOQO:·,...;.~HI.,:....ed.. alao 
of' .t1nen~1na.,l)oriot;~: ...c:,.~·,.:~::· i·.·.~ ··.··f::{::··· ::: ~~ ..:.: ... :~.;,:~~~;~':~.; .• .:;~}},~·i;:~~:~:,r::·:,;: ':". . 
"'. I~ is J\'••8.td;,mo·.~~... 1R.'.ve#~4.~1/*he'.,~ 
tact,.. ot._viDa·'.".' "'•.G.~~••:··Att8l''c;~~:~A111.d ,~, 
JI8lQ' .•, _ .... ""•."...:""'.,,.~.d; ~o;,baye _.'eIm.•••h1netl:.:£'r}::~.; '"......", 
~._"4, II." . _.~.'.:..·1•. . ... ,.,; ·.~·.P~.,~.:.t1,.l ~.e...•.... ~..,..1'.''.....' ...e4no. tba., he u".. :Uke4:.t_.:'~·Nd:.~,hI:·..18.,a~·'.,...,' . 
!Plead· ot the !ba11ah' amt';,:t;h,o::....~..,;;;,;{,"'::,:r:J . ' .. ,;;':""'1 :,. : 

.. '. .,' .'.:. " .... ,[,;':,:!" " ,,/:';.",iJ) I :."''r;;;:ji(:\·;;~\:'.i':''i;·r.::: " . !:. ' . 

. . Lean_I··••,.'a1""::j~:. M~;::·.•'.i;a·i;••. ~." Ii~. 
1'lOtor1o\ta Cleat.·J 

·'.;;;', iftt'Zwrr '· ••J.Qal.A"·._ fe.·...0---.'.' -.;...,fO,q, .. ,..:. ;,. ~""".'.....'._......"."·.t·!L,,.· ... :.! _._";a' .,..... , .....:. "'_.~., .....u..·.iv...rtd'.k_.:,':.&':;\.~.; 4.....l111l,1,Ut lO" •.If..v:....,..; 'QU.W. .Iot ....,..., 

.whO' tzxti-ot1U.":\i.~,:::to;:~:~.i;~:';:.~(i's...~njPi(i$u.:.I.""":\''''ta.d. 

' ..• Ba~11•• ,·d\lrlnS ~':.~.o.r:,~n~ ';". •. s1ven·D7 LGa;a4J1, 
.... .:and' oame hom bt. :tuhJT;U" ... '.rd_~ lotfre..· ....celtltbel • 

.•. ~ 	 . . .•••. ... '" .1'ttr::<~pF, ~~":,~~~~: •• ~l~~:~QJ.:'R~~Cftft, . 
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'.. :~.. ,~i"'::·,:·.-;,j·"d,-,:.;Ii·' .'::~:.;~ .:·L-,',;i<li~,;;i~,,:,~-:>: 
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"INTEROFFICE :MEMORANDUM,.,r.~·,:. 
. .'. . ii' .',·,'1;.,' .., ' .. " ".':<::~.::~.:. 

tt : ~ ~.t4 

,"" . 
.;,~~.~.,:,!.,~(,j";lf;f·~~··! :''''~';~';;':';, •j_ 

";>"":'~"j~ 
.': '. ,.' 'r . l·' , . l''0' ,'~ita'"y" ·~:;f"9" 4'8~:';(

L .'~.:..: ,.'. ::J{i-":.\j ;~~;:~._ .~ •. ,;. 
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r---__~. '~?f~>,~\·);:j;:,~'r'..:';: ""',~:'\,~:i~,;;:~,t~:2\~;~;::;: "J >.'c ,Y. ' " 

~1~O~Cffii·~;(s· i:"'~:; . ,Ji(.t:1"21Z'·'&Cf L..,.
w' ~~C~~"'C'.' '\ 11 'tlh ,'~ Ji)"
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,:WkR"'OEPAR±MEN'"F:Jl' :,,: 
;~ OFFICE·'OF':~~E.AS~I~TA~t/~~C~ETA~Y:;"~~;WAR;~Jl(':", . ,.',. '. "; 'r" ",.,,', '" .;, 

S:rRATEGI0~: SERVIC.E,S ~.:V~lt.:' 
.:-.< ' if> "':~: ." ". 

25th &;:E STREETSj' N.W. 
t: .._·, ;, 'WASHINGTON 25,"0:C.• ,- .;; 

,:' : :~', -,: ," ': :;. ; . ,'~ .' :~::' .."....' ." ,j:~. ~~ 
::".,,;:~, '5"J"ahuarY'1946;',i~I" . 

q, • .'¥' ::.f: "; ~j,~' ·h·\ " ' f~l:;> 

'. ';t .. ·~,j,.".'..t,!·:.":.: .' ~I'ii ' " r: .. 
Major Bims' V.: Tofte: j:.: "; '~'! ': .': .TO: 

I' ",' < ' ',: !·i. ;: ".~. ,,., ~. ":i·~:j;J··:":".•"'t:" ,{ " ~r 
:,,~, 

FROM: 'Sgt.'Leo~':J:~:Ji',alek:::;>.:;.. ..' :11,"" ;.' , ,
I "" ,; )';~. ~;..~t·_~r~};; ·~1j··j~;SJ,i!S,.:'_) .i~~~G::':-~ /~:;::~~i~~5t:··/::.:;::\:~~~;!~: ;?~:.lJ,}· ;.;:~~.t fr~ ... ~ 

, SUBJ~CT:' Safe; Ha·ven"mv.est1gat1.ons:, (,; '~';." :',ri,t1"q~\" "I; 

,: i i"" ':.' t:: ' 

I'. 

;, .,', i"'::;"";: ~i.;:i.:t;;t~;~:::Y·;~~;!i{::~'5(:sJ\:'~kf;\~~:F~rj~~;~F~;~:~(I~<;t>hr;"> '. , . 
REFERENCE:, Jlemorandum ;da:ted:'~20' D,ecamber. f'rom:ECONIC to,' ~,h1ef', Sl 

1 . , .... ,:' '.:";;:.,"::' "':;E :·.:t:·}~'''·':.:',:;..:::'~ir,:·::>·''~ .,:,' .';".' 
;, , ! . 1. 1 f'u+.iyag~ee<~t~~~~:~U~g:e'stlori·,~La·~::l*;~:th~;:~emoranauiJi;

i , _ I ~tt" _. • ..,' ,lnll. *. r '~I' f. _,. _ '. _ _ . \ .' 

,i.e. Ito recruit ~~e h:~~P~f'. th,~ 1·~rnu;ln;;p~:oplf:ln:,~:n,I,er.~o;,':flnd~·~~e 
Hav~ fUnds. However,!' ~avs~~(rrai"se' some'~ 9bjectl~n'$·to:the ·te,clmi­
calities suggested out of'i the "J,mowledge of'~: t:tIe 'Gel'!liani pi:,ople' acquired 
duri¥ ,a ,25 year, r~£li,~~~Cr:: .~D:':Tha!o~~t~r~ "';::" ..:"G\':r: .:;:;,:·Y'~ ;::~:,';.'~; :,; :~: . 
, I 2. The 'maj~r1tY"Of i the:.Germans: will :ti:dt;; ~~~phD.a '·tOaD. :appeal 

proiniising f'inancial .reward ,f'c;r;:submftt1T1lP;Sa·t~"H8.ven~ '1nro:6n.ation.. ' 


I ,,' -0 ,', ! ' 

f'rom ~ psychologic~ point of ;vie\V~ , .. ' i:,' : 

)3. :MOneYWlllh~t~b~ /'a ,~~;fiC1e~t in~~htive. under, t~e·'· 
I . . i,_ ': 1\" . , 'I,t! " ..... 1., . , 

e:dst:lng COnditi~ns .i~:Ge~any~ 1w:~.e,r.;~ .. ,p~~~~.• ~":~iF~~~~:.~PUY.",.~::thi,ng. 
I::.' ", L. ,\ 1 ",,,, '..: ',:1.1" "" ,'. " .' .,i". While:i~.he,' ~P~,'t",~~~~;;1?~;:)$,~J~~,:;f?,~"l. 'Publicity.the ~ 

infor.m.ants should-be promisedi~~f1t"their anonym1;ty wP.l be lUarded 
if' de~ired,,·l '::fee;rrtJl8t"'m:()ri:"iJif'o'rmat'ioif!"~ln}(15e~" :r'orthcon1'ing::'tha t . 

way. ! .....J ::': " :·:,:~:{~«:>;::~}~"~!i~T~:~g;,:},~,:.;:,;,~",,:,?}:,<,x:: '::::"~:r ,,: ~ ." .. 
: 5. Instead' of'. being of'tere·d·rem.uneration~ ·t)le' informants 

should be assured of'~f'orgi:veiie8's:·.f'or·;:theirNazi;..ar.f111atloDs,. if' they 
were 1small Nazis".' Tb.is.,'iwould:, .me8n,::assuran~.~, of' ,.:l'1vel1hood' and" other 

, advantages f'or' the individualc'oncerned;'Nazlswm,are"being held and 
• , 1 I "'!" .' 1\' " , . ' 

facing trial' f'or . their act,ivitfee shou&a be 'promised' leniency f'or" ,,' ' " " . r ' 
. submi ~t1ng information. 'Since~lle inf'c>l."l1l8.n1;siil: inyp:iv,?d probab;];y' are 
secretaries J ,book:k:eeper~:jp~k :~~.;tlers:etc. ,jtt· i,is<a~sstml.ed that no 
major: criminals .$re among ~hem. ~nd thiS sugge~tion should· b,.- no means 

\' , .' ". ;ll" ,"be interpreted asgivlng War Criminals a "car;teblanche".'
') .' • I' .~ , ," ,- - 'p: " 
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, """," . ,'!HE NATlONAL ARCHIVES 

, . 
.,. 

TO: 


'::'r: ",Att.ent::l!on':,' Colol'1el·w.:uriam,.'l'",~'Ma:adox", i' 

~:: :"}~~~~:~:i:lfi!:,~~t',~~~Yi$j~{~ft;~~;;,~~~: :g(:;:1t 

'i -"i.:, " 

~:>,~< ',. ", " 
Subject: 'Fortirgn· .r.eprest?nta~iV:~~":mid', e,nlp~gye~s :i01":;',::/,,:: "" , 


-"..;i-.Drierican::'£frJns"::·'i!'1.:~:,:,;',",.:.,;,' : 111;1"'" , ~':,'I';'


,",". "-)L\ '~~,i,t" ,,-; t>::":~~. j,.,;J:;;G';:.'. .. ' 
Ina memora~um ~ronr th;i.s .,o1'.i:-ic~'~~:;14r.o :' Herbert': J~ ': CutmningsJ 


Depa:tment ~f state, ~~te~ill,.. Fe,q~ 194~~.i:.l;le-:racili:ti~s" o~'the . 

Ecom.c Sec~1.9n were o.fferea. :al?:~:~eans, oftc::h:ec~'..;the'po~itl.ca1 and 

war-time cOlIDllercial·,Cl,61ii:\1-:ties.,qf-,persons ',and;;,f-ii"llltf.about·· to be 

employed ab:road as"representa1iiveS,ofAmEn:'ican',,:'fJ.rms •..<. ;~', 


.. ~:., _7'~.~::,:. '.' ..:.... ,'~'''' >~.:::..;:_.-:;>.~ ...~ '.' ;',_ :.~;:i.~:~;:;!~',-.,:l;(.. .. ..:;:;. 
RepOrts c'ontinue to' reach us· that"'Germansanct.other undesir­

, ." ~ 1,"'-' .,.'"' " } • :. '''',,'' _. ' .. III ..' ' .",. ' . . 

able. a.l.:iens hayeb~eri;;,~ucce~lsflll,:'in'. o?tai~rig,'Anieric,itl,,:representationaJ 

partl.cularly in former· fl'1e~tr;~.1>PQ:uJltrl.ef) •. f,id~n!:s9~e,,~as:~s;,th~Y)lave 
'u~ed the~ new credenti~s";8f:,~~de~c~;:o~;:'lf\~~:~~'il?~m~:::~~,:,pe,~th from 
the. Amerl.ca:l~r::I11P(;)/ h~};~,::lPr:eva..~~~\UP(;m ..,:th~:~~f~~~~gn",~()ye~Il1D.ent 'l.n ques­
'\iion to ~~+~9k·;:th~1.l";:f)~qs ~:t':~ ~~~i:r' :r:~: :1I:J:le~p'~ctabJ.i.~~~~~,~'~owingly 
cO,n£err.~~: ~p.p',~.,:,~h~m)~Y;;i~~~::Lp~n!;~~~ 'i~;~,~~" ~nt~rfeF~~ :1Ii..ththe 
carryillg; ou't.l:pf'" tli~;:;r~:R~:t.~l,a~;tQ~,:pr~grazp.~-~!'~~,~.:it,' prQV:l,des,:~e foreign 
. overriilient With '.s:"lEt i t1JD8.te ff:'reas'onVfor\do-ltib£:t -:';';, their ;:undesirabilit • 

g , , .,', ;,." ;.~",::::'~:::~~:,:J' ~'~~ : ~?;~i{f,~,;~::.:,>i~:;:;'~ ~ > >'~:':}1i~0~~' :;::J,:~:::' /::': \ y 

In order 'to' qriv~' ~oinc th~ point, to' the" statE! Department, we 


, suggest that the !'i~l4.j;~,f~£cesiri.~;t0l"l1l~r·~ ~~tr.al.; cou:n~r~~s .be· requested 
to report on i~tances whe,I!~A.tne.r.ican repr~~erita:tions, have, been ,granted 
to undesirable persons,; .plac~",sP~Cial.:', e~h~si,s; on,the:activities of 
the individual. dUri~ ,tpe .~ ~d),'if .pOssi~ble~:·,':s~a~i~~he,exterit of 
the change .Il1E14e ill:, his presttge" ~ flll,8llcl~~ ~o.Sl.t~?~ as, a, result of 
hi~ new status~ " ", ;, I" ' ,I: ,"")1 "", ",", 'I • " ' 

:",',;},,';}' "~;:Ji;:i~'i ,~' 

:~, .', ,.'l~.",,, Gardiner ,:S.~ Platt 

", ':"'~~~5j'~!:if;~:t:1'; ~;1~!II~i~~~~fr: Cl~;;:~'.:·.,••,•••'· "',, 


,', 
' 

"", ~A.R;qEPA:~'TMENTI:':'; "l,; ,'::.,;,;;, ::,.,~",,;"', 

.. 
• ,1,$"', ... 

""';;ttG-~UG 'f-t1:~ , 

,;{iL:d:,~6'lii~;f.~~:": 
;i'~r1;~;':::;:::'i " 
r~:;::i~:1;Ji"{::"'; i' 
:.:, ..~ 

":':'f',?:<';',>" '" 

" ',,", OF~I~~o~:inIE~f'.ST~~!".;~ECRGt~RYjiq~:~AIf: ' .',<',." 
STRATEG'IC SER\lICES',UNfT~: .. 

, :.~-..: .'" .. .",' .:, 'f '. ' I~ ...' . \r.\<.,· . ..;:., ~ .•,!:- ' • ,I; . ..; '" 

.:25th ii, GsTRGI:TS; N.W~:'·<:' ' 
'~.' ~ , ,'. .: ~ .. '!A~WI~~TO~.~;~'5;._-D~C.,:~;~'·f<~lt: ' 

, ' ~. ;.'/'n: '. "',":~' ;.:. :,:::,'~ 1!!~" 
.' , ',:INTEROFFICE, MEMORANDUM ,'" 

,Chi~,.s::::i.: :,' :l: .' ., """ .. ~>:~~1~~;~~~~~~c~4~. ,,', 
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Ii ' J3R~.TISH EM13ASSY I 

=~ Date:JANI 4 0~-'8, D.O • 
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'8tll\ March','" '1947... ". J.::k '. 
.; 1. .L :~~~'7~~~~~::~;'.,..~.': :,'BAt: 527/8'4/if7 -. ': i~,1 . 

,., :~l;' "" ," .', I), ,;'.1", 

~ . "., 
"~ I 
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\.0 " Y~ ]0 " ,..... .' 
", ,\.; ,. ,...... ,j, 
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Cb 
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Mr. W. C. Dowling, , • 

',As.sistant Chief, Division O:fi' 


Southern European Attair~, 

'1:'. Department of state, " l
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, I' i 
'Personnel on the British side fo~ this task are 
very::sl:\.o:rt and any asisistance you can provide in 
this respect will be ,most warmly <welcomed, particularly
if person,s":~can',,be, ':madleaval'labu.:'e:!,withthe least 
possible ..delay. '1 " ~ f " , ,:1" '; 

"~he ,E~'~e1gn Off~'ce wil'J; agrJ'e::to' 'yo~~'pape'r' 
~ OCA.O ;~214ll;:Jof :2S,th,Fe,ibJ?laryol'1 ":t~e subject<:ofChetniks, 
: but B1.s :HaJesty"~ .'Gov~l!~e'nt W0U:tdRot·,ofo~urse, 
, continue.to assi~t; In;,::'lD81ntatn1ng,'those transferred 
, to AlI,OOK. oampsa~t'er4t·st',May"wheQ: it is suggested that 
I.G.C. take over,suPP!l.y responsib11ity, provided that 

, the la~~,~;t" organ1sat1:on find them eligible. Those 
,who are found ineligible for I.G.O. or I.R.O. 
,ass1s;tancewill have }to 'beoome: "again fiBri t!sh ' 
'responsibil1ty. :': 'j::' :'," , :.,/.1 ,I ~ ,.-,= '" 

The Fore1gn :01'1'1:,oe proml:se. '.to i'J.et: \rS, have'" 
,their de:t'lri1tive :vi'ew~ very shortly on Un1ted States 
paper OOS 657/16 Iwhic~ deals with the repatriation of' 
Sov1et c1t1ze:na:.:! ,.,',.:"; . ,.,.~ . ... .', , 


, :':, •• ' ~: ~.~. • .. : < ". ' • ~
~ 
I" .

So far as sc~ee:ning, 'deta:nitions' :g.'o':,.,; ·theFo:re1gn 

Off1ce' suggest t.qe :following: ' 


, '. '::.1..:; '" ....' . 

CA) Blaoks 

! ' 

I " :' H ,: " , ";:~ "" ~. , ' 

I, . 
Persons,:aga1ns't: whom fa'prima: fiacieiCas$ 'oanbe 

.., ,!r,nade:tO:'lsl:iow :t1:l!lt I,:they,w1111rtgly'andact-1Te'liY: , . ' 
cOilaboratedftl1thj theeneD1l'i'i·~ga.;1nsr .,tl1~A;Ll1ie~s,' : . 

." .or~comm1~tted (atro'c:1tl:esor' ,cirlme"s aga1nstthe' .... ' 
All:les':,' and whose j'cOFldu·ct·: car{,oe·· S'hOWD ·t·o"hav'e 

"been, .such as. ito"Just1fy th~r~B'rl t1sh orUn1!'ted 
. .' States,(}overnmenta'.in;'conslderlngthe-1-rforclble 
'.' .!&urrenderto [the: gov,e:~nmel'lt·s, ;,;pf thelr,' countr1es 
" .; ot ,origin torr ,trial, and· event;:u:al punishment.. .' 
" -.(Separate pro;po'sal:s-wiil be::'~d.e for:' t~e' '>, " 

TJk.rain1anah !,.' ' .. ' "'~. .' . , 
. :" 

,I . 

, I 

/(B) Wh1tes 
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(B) 'Whit,es" 	 ," i t" 

i~:~/ .' ',:. :':i. ,,,:,, ::, ,t,:.~~'.:":'" ~:.,;' , : ' ... l :,: ,.:! ' ,. .;, . ",.' ~ ,.

.' . Persons who prima, facie appe'ar likely to 


I
'/ 

be:e:ome" the. concer,n "of ,I .,R.O. ,in .ac,c,ordance 
, .with,th~ l:te,r~~::Qt,":lt,;~"?q(:)'I}~i~'1. t~ttQ)ll.~~,!nen:· " ' .. 
;'; the 1.R.,@. l's',e.,s~8:~l~~~~A ..~;' rr:~is.~~i:in¢l1:1,d~ ,'.',

'.. 	 ,persons;,w:p.Q,,6,.rE!,,+,egar.g.ed ~s InI?:oQ,ent by the. '" ~ 
l 
j. Britls'h aX' t1~ite~'J!,ta,tes.,G,:o"t,,~,r,nm~nts. ; but " 
i, 	 ,who ;·Ei,;I!e,',1fo~.c.:,s.Q. ,:r~g~~C1;ed l?,~, t~e. gpv~rnments 
I' 
i 	 ot' tlile~r cQ~~~r~~.lh.O~,::origin.I 

I 	 . ' :., , 
. , ",~. ,...~' ,.:, r~:;':' i ,~.} "I: .. ',~' _~. 'd 

! 	 ,':,' 'i(0), Grezs, '\, .J ';, '~"i' 1" :> ",;':: i, ," , '" .,' 
"Pers~~s; ,., .Whp~'l;'~t t::;~~; a9~,~'Y~~. b~Eht:PR~~;1.bl.~. 

"t<'.:, s9reeIJ." su,fff,q;1.(;!rrl:i,;:Ly,. :tho:r:ou.:g~ly;·
\to,~,es,tabllsh'::" r!ma:'facl'e whe ther
the:ytral1:::,uhd~~~, categories "On 8r 
~ J3)::,q > ::::, ': ;:':"If;,,' " "';;,,tl; .::'",' 

1fhoIH:ia.t'te~:, pr~]:lmin8.:iof:"scrtH3nlng /;', .... 
"app'e,ar .pr1:ma :f~;cie 	 nelther eligible 
~or~'I' i,t:l~~~n~tip¥l, ,~psistange" l:lnd,er

'. ,,;the, (cQns,ti tut1;bn, of the' I .• R'. 0'. ~'nor 
"~''''' .. ~""'~Ht .... ~4~ ;;»,I'~" i ",,-, . '

" .' ,+l~~;ly ,;~9,~,~,es,~~:ve;., f,orcib~~ " ,," " 
" '." " repti'tr1a,tt01:h, .:: ":.., " -.,' "'~ '. \ " (" ,,,' ,',I:!',, ( ! ~I; 	 .\ .'> 

The Foreig~ Off:ti~~ ,~r'!3< !(jrc'I";;a,nxiou,s that 
Brigadier Maclea:n sh~uld have' a' 'prec'i'sef Anglo-American 
Q.irective for the day-to-daY:"9perations of his mission. 
They only fear that issue "ot"thls byC.C.S. is likely 

.' 	to take considerablej :time and. hQpe once agreement has 
been reached that <tt, 'cao-"·be,...sent to him with all 

~ 	 .l.•• -..; .';~".r,' ~,,I<;,'1', ". " • 

: 	possible speed. 1 In ;tne meantIme the Foreign Office 
'suggest that he lsnouid continue 'to act on the ' 

instructions which Ii sent you under cover of my letter 
527/14/47 of 11th Fepruary. The Foreign Office will 
be glad to consfder ~ny modifications to these 
instructions which ypu wish to suggest. 

! i ' 
, 'I . I .,

The I.G.C. ;&re ponsidering what surplus 
British mili tart sto.eks in Italy they wish to take 

lover 

2~4219 
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over and the Fore1g~Ott1ce p~0~1se to let us have 
. a statement on th1s ,matter aSSdon as Poss1ble. 

'!'he Fore1g~ ou:Jee have eoDle doubts about 
your content10nthat,; :!I.G. O. should be able to res1st 
undue p1'"esi~ure trom gpvernments .of or1g1n once the 
organ1~sat-1on have tak~n over 1n ,Italy. In any case I 

1n v1ewot the very short t1me·· a'va1lable. to.rscreen1ng 
. ", I . , '.. "'01..'" "., ••.. • '. ' • • '" .. beto~Treat7r~t1t'1rfit1on",·:'~heY.:.reJlla1~ 's,t.ro~l.Y:, t,-n . 

·.tavourot remo"r1ng trom' 'dling'er' ~fJ:lJlany., ~s·· Poss,1ble . 
ii (f'~~ ~atany ra~e o.tthGse;(Wh~ar~llowla l?,;rl...t.1~ll 'r~.s.p.'?nJ~1;p1l1tY.

f I ''!'hey vonlQ' not" e?'P~'6t :I~hl!:, I,~(J';,9, ':,t ll, Pl!U't1~1pa,t e: 1n su eh 
. .' a mover' but .screen;1ing:j:wpu~;~\90fltlpue .1n· ~p:rtp. Af:r+ca or 

. 'elseidire~rerand,;t:h.~ ;Fq:r.elgf,l·0ttl ce: would', r~q~~ s.t that 
any':: Persohs' t6un~:: to:::!~'e ~"Wh1 tel;' .!!lc'oord1ng t'o our 
det1n1 t10ns would 1n ldue CGurse rece1ve I.G. ,0. ,or
I.R.O.,.asSlstanee~;:.f} The Fbrelgri>Str1ce·b8ve'~.tiritortunately 
no ooncre.te·prog~e~~'·i;!~~;PQrt':.i~pt~~e .a~ yet about"plans 
tor, the..:transfet'i~o'2:~().r~li )l.:rr~e~:I'iot; :those. 'Greys.' who. 
area /81"1t1sh. r.e~pop.s'j,ib~'1,1ty~:, :... ,.! . 

. ..... . " .... : i . '1''1'" . . 

, , ''i1::' sli~ld J!1ke' to rhav~a"eii~" ~;'hY. d1so'; ~ s~;;~
w1:th YOU' and' Rr~~jWarreh:aboiit 'tlif:s matter so that we 
may decide what ~urth~r.' s~~p~ w~ tl};tOuld,:.now ~a.ke to 
get themaCh1nery.tor::;a:sol;ut+.onw,ork1ng ~ . 

" '.. ...'. .1 .• lil.·'· , ... ;,c"'.'; "j:';, ~ . 
. . 

'I ";, 

,.:. ','.. '" . 
. I; 

·'1 
, 

; '" 
, 

f 
i 

.: ~7. .. 

l·· Yc;rars !e.rY::·'~1ncetely:, .. 
' • , A.~':<,/ .\.;" ~ '1! . . ',.',.", ,,' ',', 

,. , i,:, ~', ;. , , ' 

.'''' :', 
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UNITeD STj\'l'ES ;0F A}H~RICA 

I 
, 
I , 

r - I. I "'6 19""'UndonJ)! 	May I..:::,. ,440
I , 

No" '10924 

3tJBJE!CT~ EUROPEAN A.D~lSOl\~ COHl"!!ISSIor\'~ TrRosrnittine, 
draft of a dlrectd.ve on D1 sP,;:tace(l .Persons 
1n Germany of oth~r than Ger'man nationality

I . I' 
• jl; 

The Honorable Iii 
Th~ S~cretary of:State,. 

Wash1ngtol!.v 100°"1: 
I ' '. 

S1r~' 
1 

1/ I have the honor, to .!l"\close a copy of a drDft 
directive on IUsplaced Para,ons in Germany of othar the,~'. 
German nf.!t1onal1ty recs1vec 1nformally from 51r Wll1tllm 
Strang~ "Who 1ntends to clr.dulate thle paper 1n 1,ue (;0'11'88 

to the Europe.!:ln J~qvlsory Cdmmlselono The draft dlrectlve 
I 	 hae ,been eho1..;'n to Dr,,! Eo 1-1",1 Penrose W110 hRa been con~erned 

with ~ome of the questionsltreated ther~ln 1~ the oourse 
of hi s work in Lonrlon~ bu~ 1 t w()uln a1 so be ft,ppI'ecll':~'teG if 
the Americ~n Delegfltlbn ooul(1 be furn! shed Td th SU()b. 0om.., 
ment e on the paper as: the lntere;:ted author1 ties in Wp\~h­
lngton mRY have to of;fer~1 

EncloAure~ 

10 

JD3IM\1 

ReB:oectf~11y 

" b"o~~ tbe 
II " . , 

', 

I 
I Second 

~: 

I !:; 

'i 
Ii; 
I 
i" 

I 
! 

Draft d1rective 
I'

BA stated .. 

~ 


yours il .:: 
, J; 

Chfirge~: dO Affslre" a~ i,',
" I: . 

I I 
JACOB .0" BEI.\M 
Secrl:"!t'~ry of Embe.~qy 

.. 

./ 
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AT THE NATIONAL ARCHIVES 

I ,. 1_.-:..nc oaur'a 
1944" from 
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I 
, I. 

I I'~'l 1 D [ 1 : !\. l~QQd '~f ~~y ~~ l'.O~ n BF")lltc" ,~o" v.:. ':",- ~ J .' .j •. n • .' r; l' ... ,,~( . ,-' J I:'J 1t ....,on~)on, t.rliI, nn:~.Vtne AmeT'1C~1 	£m~~".Y R 
I:, ~,' 

I ~: 
, iCOpy, 
: I,

-----:\ 
I , 

DRt~FT DIRECTIV: tN DISPLACJI;:J P~H.50NS 
• 	 : i I ; 

1 .. Your pr1ncipr::l toskis iniconnectlon 'l!>'1th dlRDlen~;d. 
person e of oth~r than G;errr.a~J nf! tlonal1 ty (a.nd 1~ pax'~
tlculnr oersonp. of non--.Germ~n nnt1onnl~ ty brcugt'"lt :~:, t,; 
l'l .' 	 I I I,,'ermany from outs1de for forced Inhour and other 0111'·· ... 

ooses) will be the fOl1b'lr:ingl~- . 


, 	 I( I' ": ! I 

(a) to 	
III 

Bttemntl~. 
l 

g Rny p.re­prevent them from 
,,'I 

mc ture or- umlegul'efed n:ovemeI1lt!? All 
tnF:rms of prop~g?naa should hei ~mployen to 
thl send.; 	 : : . .' 


; I 

(b I to eetnbll ~h ~ camp's RnC'! feef.tng oentrp.9 1n 

Gel'lIllHiy for thc:m:· 
: I . 

(,,) to e.tabU.h:" "tjl1ct heolth ,control; 

(0) to 	 .. forI theirI ., \'7P,1 f.Rre nf'.n~i nQ:,.;,l1rrarH':e th~t~ .. 
deunrturn from Germ~ny~ . 

. . 

• iI '.1" , 'I :':;. 

'l~ to ensure that re~lttBnoe~ rby ~lenlnc~rt 


per901HI tel t 'l1e1:r: *·Ftrr.l.lil1~ qu\t'. 01' ""Ot~~'~fl OI 

1unemoloym"wt ben iefl t I; are continued" . 1<"'or 

t'h1 a purpo <::e!l you I bhoul~~ oortUflunlcote throu::~h 
the a:oproDrl:!"l.te chann 1']1~, \or1 th the 8,,'Ghori 
ties of tha boun'd'1e o eoncerheo, :?.S Ui9.YIlJi?:it 

to the benef:1cierie~ \>1111 l)e made by the:r. 
anil ultlmetely de~.l t with in the n.nancif'l 

, II Gset tlement b,etw~en ermany ano ench count r'y 
ooncerned (N .. Bn 1:111 s SIJb-pRragr~'Oh deep r: ;)t 
apply to d.1~plSC~~ 'Per~one'Of neutral OT' 
satellite natlQn~lltyJ; " 

(f) to 
L ,Ii 
i'l ~~ 
I ,~~ 

" 	 ". 

-.',,--:----~---!,~,~-.. ,.....-,-.-_._.-.• ,~. ~,'.~-,,~,--.~.:..-~,-~~''" 	 I· 
I 
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......."=,..~''''~., .... '''~.-:::~-:.;:!::=-:--'-~':<.'.'.. 

,-,--_.,. 

I,' 
I I; I 

&') ! 

~'rl,' 

I 1

to collect nece~e~ry data regarding number~, 
1dent1ty, locetIdh. nRtlonhilty~ origlnB1 
domlc1les f etc#~·tof dl~pla~~d perao~s. F~11 
particulArs of ~~e d.lsp1;;Jced person s gnd I,}:? 

the hOlnes to if>.'h1ch they td sh to return Sh")il~.1 

I' . Ibe collected a.s ~oon as ?O!ol11b1p in order ';:0 
enable the authorl tleq concerned to he CO:1·,.,.

I ! ' 
sulted B~ to tho~e wlehe9 8~d R prelIminary 
8yet~m of nrlorltl~9 to be e~tabl1ehedo Such 
fa0111 t1es' as may be pract1cable shoul\~ t:f:! 

I,ll , I 
~iven them for communicAtion w1th theIr 
t~fam1l1As; I,",I I, 

, I 

i: i 
to \-/ork out an 9rder of pr19ri tIes for the 
removr:ll of these Jper~onA fr0m Germ;H1Y p hRvj.nf~ 
due regard to the 1mportancb of the work on . 
which they may qe' enga.ged 1n Germa.n.y" Fo::> 
thl A" consul tatfdn ld11 be nece9sary..",:i ttl t'h,~:) 
authoritlee of trite countrle~ concern~d a.nd · I\, U I ' ' . II' ,
W1th Uvl,"oM,041:..i-".o;: II 

\ ; 
to eetnbli sh COrit~lct wi th the authox-1 t1 ~s i:;, r 
the rece1v1ng

.J 
cdtihtrles andl 

I ,I 
,,:1 th U~N. Ro Roj~,[r 

~lth a view to prenaration for the racepti;x1
I 'I ' , .

of displaced per,~ons in the; areas to ~"~lch 
th~y mre retlIrn1rH~a They R-r-0u1a not he 
despatched from L~~rmany unt+1 the1r home 
8uthorlt1esarelpreoared tOlreaelve them~ 
This msy ent!111-qrior arrr.m~;ements for the 
reception 1n Geliptsny of Gerrrnn Ii P,t 'Pre~ent 
occunyinq: the1r"fuome9~, 

• 1:) ilil' .•.1 

ss Boon AS the p~1orltlRA h~ve been e~tab-
11 shed snd the ~rceseR:ry arrangement R havf~ 
been mn~e for t~1' receptlonjof these perA0ns
1n the1r countr1es of de~tln~. tiOD ft to nrraugf; 

, I I"for their order\y trnnefe~;i . 
~ , I· ,' 

you should approach the author1 ties of' t~le 
I ,~.. h' thcoun t r1e'3 ~oncerI?~oe throUF, e a",proprla';e 

ohannel. with al~.~ew to makln~ arrangem~nt~
•. I I I": ­

for the collection by th~1rir~pregent9tlve 
of any Genn;:rn cu.f.l"~ncy in t~e Pos~~p,Q:\.on or" 
their natlona19Jllfor it~ exohan~·.'e» within 
~uch l1m1ts as t~ey S0e fit! 1nto other our­
rency, and for ~he grant 1nlap~ropr1nte 

currenc1es 

I 
I 
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