Bolance of Ps anta of ‘me nited %»tes

1926-29 195033 . 193436
{4 _yesrs) {4 years) .me.:g;)

, L | {(Zilitons of mllare)
. Current idccount _

- Berchandise | + 2,357 + 1,830 + 748
Immigrmt mmi ttances und - -
‘ cheritable contributions - l,asa = T2 384
Intérest and Dividend + 2,085 + 1,929 + 1,117
Othar Services 4+ B3 - 58 - 8
ot balunce on current account + 1,835 + 1,185 o+ 537
Car m:‘.-acc % y
Lang t.m capital maveme..ts - 2,124 + 218 + 1,458
&mr‘t tern ¢ + B32 - =214 ¥ 1,581
Fet balance on capitsl sccomnt - 1,292 - 1,980 + 3,037
: ﬂ‘-‘; ilwr ‘ |
Gold. . | + 2% + 60 - 5,986
Silver {a) - - _ - 602
xéezéihﬁi- - : - 7 R + 1,014

(a) ?rior to 1“95«1. sllver zovenents were Lncluded asoag Yothear sxsniew“ in the
currmt accmmt. '

= In th@« ‘pariods, 1526-29 and’ 195&-55, the maat account showed large. sure
plusas w'ieh were balanced in the- min by largﬂ outward movezments of eapitzls The .
net gold mvment Bas- mll, and outss.ré ‘

R 'f.'tn tho nariad 1954--35, the surpius on. current account was Cﬂnﬁaﬂer&hly-

‘ reﬁnee& 4:%4 billion inflow of gold took plece,. balenced by an unprecedented

i ‘gapital to the Unlted Btztes. The roportdd {nflow onishori ead long

- ‘term-ac At dmowited to. $5,087 aillion, while some porticn of the Hesidual item
o ..uf ez.,t}mfail}tm mdoubtedly repremtad B eap*tal inrlw which shozud be aﬁﬂaﬂ
: _:M“that mt. :

‘ In the 133-3-»55 period, th& greaatas{ gar* “of the 'e*mrt.ezi ca‘.z.tm novesent

i:opemtims—;” &ort«-tem hammg f’mﬁe vere ms*;ens;bla
:far thcx _hulk af ths mi‘low ba 1953, but ﬂ}eat ca tau mmmts -were mmﬁvely
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& & Jonuary lefpril 14
Px‘im?ae Isports
m& mnmd
- India

2. mrcwma in London by the
' United Ststes ﬁmmmtth)

5. Lees

So¢ Earasrkings for Fmign ﬁ-eemt.
Bermurkings under Tripsriite

Agreeacat _
Fnglend ‘ —
Hetbherlende - : 2,704
Suitzerland ’ mBalZ0
fotal L 28,584
Other Wﬂ&gﬂ ' ; 8,133 .
Total - 41,897
et gein of old to the Unitsd States _ Jor773

froa sbroad $ a5

(a) Of thia asumt $67,528,000 represents gald sold by Busedz in the Landms mrkeh :

(b) In sddition, » total of £44,504,000 hsd been engeged for shpment sod wee in
trousit to the United States ss of the close of bmainess on April 14, of shich
240,963,300 represented gold from England, £1,952,000 gzold firom Isdie, snd
$1,692,000 gold from Cansda. It is not imomm how mmeh of the gold eugsged ia
the London msrket consists of Buselen-mined gold.

(c) Hote: £117,343,000 of gold sss inported by the United States Covernment dur!.ng
the perisd Jemusry 1 to ipril 14. 263,369,000 of this represented gold boughbt
pricr o Jsnuery 1, but lsported im the sueceeding period. HNone of t.hia gsm,
of courpe, is included under "Private Isports.®

saont, - Docenber 50, 1986 to April 7, 1087

Dur data om cepitel zmovesents between the Second Federsl Beserve

District end abrosd anly extend 0 April T, snd do nat therefors refleet the

asoveneat of short-teram funds in resposse Lo lest week¥z rumors over the
poselbility of = chunge in the gold price in the United Ststes.
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Net Inf’la& af anlzal ts Second Fedsral

Short Term Security

Benking Fonde Zranesctions Zots)

' Eeglend , * 35,5 + 93,8 + 15845
France ~ - 2B.E + 10.8 - 124

Gernsny ( * 24,5 - Se% + 13.8

Italy o - 8.5, - 1.8 - 8.3

Betherlands - ' g - 18,7 + 56,5 - ¥ F8.6

Seltserland - - 83 - 38,8 - 47,

Otkor Europe + 18.5 + 15.,% + 38.Y

Totel Europe + 248 + 207.5 . 220

Cenada ¢ 4.5 - 128 - 8.8

Letin Averics 4 46,7 + 82,8 + 136,86

F&r Eﬁﬂt ‘ - 18,8 + 15’4 - ZeP

A1 Other . - Be® *+ .8 - BB

 Grond Total +49.8 4305% + 552,9

: '?bam data, eovering lé weeks ghow & Bet movezent of capit.a‘i ie the
United Statez of §852,832,000, I en ndjustment s made for belasees carried heore
with irgentine fiscal agents for the redesptlon of eallsd lssuss, $48,500,000 of
tbe oszital movesent represented em inerecse in thie market?s shrort—~tern banking
1labilities to foreigmers, while m,m,mo repregented the inflos of capitul
on sawity account. ‘

C & nmr of élverm sovenents of sheri;a-tem funds are included in the
n@t reported infloe of §49,800,000 mentioned above. Latin Aserican net balsnces
‘here, epert from those aeguirsd W aArgsntise for bond redespiion purposes, ine
gresced by §4€,700,000, English nst dalances ross bty $35,%00,000 end Germes by

| "$£4,500,000,  ®Other Europsun® net: belances, whishk include dollars acquired by

. the U,8.8.R. in connection with zold sold to the Tressury prior te April 7 roze

By ﬂs,ma,m Outflows of short-tern funds were reported for gold=kloc eccout
13 mﬁ Gf 32%,%%,% far m’ ﬁﬁ,’?ﬂo,{}w Lor Hethsrlapds and %8,?&@.
for mmeﬂnaﬂ. M}.&ﬂy, en vutllow e' mude took plwce ta Japan in the mmt

. "Of A 319,%,@., V

, DO ln the asaa,m,m .tnﬂaw of wg&t&l e semzrity amt, the &rge:s iaa
rcdmﬁua opsrations alrsedy rdferred to resulted in o net infiloe of Letin

" Americsn capltsl from sbrozd of ‘$89,800,000, Bet purchsses of imericaz securities
_ emounted to $165,800,000, England, Betberlsndas, -Ssitxerlont end Jepam, with

. 3&th ﬂf m'm’m, %sgm’m’ 3?5,739,@ sad %19'555‘,5% mapmﬁﬁl’,
| gpecounting for the bulk of the total. These urchessc sere contlmuously hesvy inm

‘Jemusry sad Fabrusry, dut becske mors errstic at tho end of Herch., Hat ecles of

| imoriéan securities for example took place ia the meek ended Hereh 74, )

, i ﬁhﬁe 0o global &at& are ag yot- svailahle for the week of Auil ? t.e X4,

Iy incication of the movemsutief ehort-term funds to the United Smtss under -
' ‘~t.ha tmpstus of the gold price rusorsiis to be found in the Eew York City Hember '

‘ mtmt fot &pril 14, waieh nm en wcmae of 544.900,&0@ in SPus to-
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l
‘ !oraign &mks.' The %ml :nfm ot' short~tara M&, when miaulated next
Tuesdsy will undoudtedly be consideradly larger in spoumt. It mey also o mﬁmﬁ
thet the SEQ dsily figures for a limited number of broksrage houses revesl tha ~ %%
foraelsn sourcss. wers mnminthe&m!orkmmwt}mmekorm%

14, It ia not likely, hovevsr, thet much of the incresee in Dus %o Foreigm Bonks

care from funds received for the sale of secarities hers YWy zrivate mdiﬂﬁaala.

80 it may bo sald that a large movement of short.term funds %00k plece to the

Onited States In ihe weak ended ¥ednesdsy lsst, representing in small part 531152’8
secuired by the State Bank of the U.S.8.R. tut meinly a specolative sovement of
short-ters funds to the United States in anticlpstion of & rumored lower gold ~ -
price in ths United States and & !aigkerr x‘omi@ mhaage velus for the dolm"“ o

S Meam@ormmmgmmmmammmnmn R
parchases of dollars with existing devosits 1n foreiga eocuntries, soms partiof
thes repressnted gold dehoerded in Lomden and offered for gale on the Londom
gold market. Wheress ordinarily offers of gold st the time of tbe Londom fixing
sgount to Yot £209,000 to 2300,000, on Pridsy, &mmmeflast.m
{april 9-12), an aversge of more than £1,100,000 was so offered each day, O .
estinnte of gold hoorded privetely om Decenber 31, 1956 wmas &1.&16,3&8,0&-.& T
which £1,17%,000,000 was held in London. The contimuance of rumors over the
possible reduction in the Americas net gold orice will doubilees result 8.5 dip=
kosrding of e considerable portios of this pold, and 1is sale to the United Sintes
" Treasury. This movement would be in additien to speculative wrcﬁasgs of flcllars
ty bolders of balances atrosd, : _ ‘ ‘
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mwmntwﬁmdmmmmkmm “fhe fund does not, howe!
~mswmmummwsnmmmmgmw‘
reserves, since if it izmports gold in lieu of a asuder bank, {ts pure of
tmxmemmmmmsmewmmwaawaﬁ
Mkmm”sﬁ&mmmlmm e

‘ 2. mmmmuwmmugmamss mm#
 Governora of the Federal Reserve Systez on July 14, 1586 and on Jauwsry 51, 1957 ..
’»Wmmmwramm.mmmwmmm
“effect on fugnst 15, 1956, the second 50 par ceut {of the : smenits)
deing divided into equel perts, ane effective Merch I, 1957 end the other %5 teke
effeect Hay 1, 1937. Mmmma,ummmm@ﬁmmm
mtmnmammmawmmmutmz B

Bugast 4, 1936 - §8,200

- August 15, 1938 8,200
‘Februery 22, 1937 , I - N
Hareh 1, 1957 ‘ 6,?00

mmlm@emmrwmuwmmwmam
$600,003,000 %0 required reserves and subtract them from excess yeserves. If - -
this 1stmm.wmmwmmmmmsz,m,emm
?he goldremmwdby this increase hos baeninge]ysminmdmits effecta
mabankingsyam. :

Gnspmtmywméememuiwﬁmaf@mmpomwmmmm"
required reserves. ZIhis method hes the effect not only of eliminating gold slresdy
mmm“ammm&mitmwmmw,mtmm&m,ofradtzcing ,
the danger of credit expension based on future gold imports by redueing tho posgible
limits to =ultiple credit expansion on the baeis of a given smount of gold. If,
for exzaple, 21 of amesber bank reserves had formerly served as the beeis for sn
mmmmmm:a@m,ram;mmzngwmmmm
aenta, zmmm%mmmmu |

Se mma,msmmwammmmzm '
freasury . T

'mmmisuammmmmmmnc
interest to do so, to take appropriste action with respest to net
additional sequisiticns or relesses of gold bty the Pressury
sent. This will be sccomplished by the sale of edditional mblia—-
debt obligations, the rroseede of which will b used for the . -
purchese of gold, and by the purchase or redeaption of ombstending
ohugaummm@eaaofmtsinwemmﬂ »

In mutting this paliey into operation, the Treasury, efter Decsmber 21,

boaght gold presented to it =ith its cash belances, holding the gnld in an
®ingctive gold sceount.® This sceount atood at. m,m,m an’ .ﬁpmﬂ. 1e. Between
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The Gold Stzlt)dard between the World Wars

The use of gold coins as money was virtually brought to an end by the
First. World War. In all belligerent countries gold coins 'were withdrawn

from circulation and gold reserves were concentrated in the central banks.

In contrast to the situation in 1914 the Europe of 1920 had twenty-
seven paper currencies, none with a gold parity, none with fixed exchange
rates and several of them in various stages of inflation. The First World
War destroyed Britain’s unchallenged financial dominance. Her already
noticeable lag behind newly industrialised countries in production and
export growth grew worse. Wartime trade interruptions spurred industrial-
isation in scverdl of Britain’s traditional markets. Britain lost ground .in
shipping and her role as an international investor was now much dimin-
ished. The American dollar destroyed the preeminence of sterling without
itsclf taking over sterling’s old role. The USA became an international

financier during the First World War, lending abroad to-finance an export-

surplus during its neutrality, and later to aid its Allies.

The dollar rcturned with case to the full gold standard as early as 1919
and thereafter was the guidepost for realignment of other currencies.
Rebuilding the gold standard was a gradual world-wide process. Some
countries sooner or later regained their prewar gold parities; besides Great

" Britain, these included the British, Dominions, Switzerland, The Nether-
lands and her colonies, Argentina, the three Scandinavian countries, and
Japan (which did not drop her wartime gold export embargo until January
1930). By the end.of 1925 some 35 currencies in addition to the US dollar
had either been stabilised on gold or had displayed exchange rate stability
for 4 full year. Three years-latér the apparent reconstruction of theinter-
national gold standard was substantially complete.

From 1920 undl 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 the exchange rate. In his budget speech of
April 28th 1925 the Chancellor of thé Exchequer, Winston Churchill,
announced that the restricions on gold and silver exports would lapse at
once and that 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 sell gold ingots of not less than 400 fine ounces for
legal tender at the traditional price of £3 17s. 10%d. per ounce 11/12 fine.
Sterling could thus be redeemed .in gold in amounts worth no less than

almost $8300 (£1670). Redemption in coin by the general public was not

permitted. Only the Bank of England was to have the right to bring gold
bullion to the mint for coinage. The Bank remained obliged, as it had been
without interruption ever since 1844, to buy all the gold offered to it at
£3 17s. 9d. per ounce-11/12 fine. This system was known as the ‘gold
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bullion standard’. It enabled all the advantages of the gold standard to be
enjoyed without the expense of maintaining a gold coinage. Thus the
essential features of the gold standard were retained: the standard unit of
the currency still represented a certain weight of gold, and its price was .
fixed. ] : v

By 1926 only one of the world’s major countries (Sweden) provided
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-exchange standard, during the first
years of operation in the 1920s, used chicfly the US dollar as a reserve
asser; and for a few years, between 1927 and ‘1931, the pound sterling
becamne 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 actual parity was $4.8665 but for convenience
34 .86 is used.in the text as an approximation), announced in Churchill’s.

‘budget speech, has since been-interpreted as a watershed in British inter-

war economic history. It was a decision which was widely critcised as
having overvalued the sterling/dollar exchange rate. Most prominent

-among British critics was John Maynard Keynes. In 1925 Keynes pub-

-are Alford,? Aldcroft?

lished a pamphet entitled “The Economic Consequences of Mr Churchill’ -
warning that the old parity would hamper exports and necessitate further

- painful deflation in Britain. Churchill appears to have been impressed by ..
- four main arguments — the political risks involved in any decision not

to return; the big, smooth rise in the exchange rate since the Fories’ 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 that~after October 24; 1924, the gold supported-exchange

value of the pound had been able to rise, without apparendy, any of the
traditional deﬂauonary side effects. )
Although it is difficult to be precise about the extent of the over-

valuation Moggridge has argued that the degree of overvaluation was 10
per cent, i.e.,

that British prices had fallen sufficiently only to make the
pound worth some 90 per cent of this dollar yate.! The majority of
accounts of this decision take the view that both the rate of exchange and
the associated tight monetary policy imposed a burdéen upoen 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
they differ in the details of their reservations dissenters from this view
Sayers* and Youngson,® with Moggridge® and
Howson? being two of the most vocal critics of the exchange rate adopted.
Sayers' view, that whatever the rate chosen was to a certain extent im-
material, since this would be undercut by the French and Belgians, was
seen to be correct 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 following 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 the restora-
tion of the Gold Standard. This meant that by the end of 1922 deflation-
ary policies had- already nursed the exchange rate back up from $3.40 to
$4.63, well before the formal revaluation.to $4.86 on-3-April 1925.

The gold bullion standard lasted 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 madec wages and prices much less flexible in the downward direction
which further exacerbated unemployment. Governments generally were
less willing to pursue ‘laisser-faire’ policies when lengthening dole queucs
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 amount of gold coin and gold certificates
went into hoards. After the dollar became de facto depreciated, Congress
abrogated the gold clause in contracts and made all obllgatlons payable in
legal tender, that is, in any form of currency or coin. The Gold Reserve
Act of 1934 established a2 new gold standard for the United States at
$35 a fine ounce with gold used only for international settlements. Gold
could no longer be coined and private hol d'm’g of gold coin by US resi-
dents was forbidden, a prohibition abohshed in 1974, (lbzs was discussed
on pp 40-41.}

During the Great Depression (1929 1933) the mtemamonai gold stand-
ard collapsed, and from 1933 to 1937 countries followed a policy of
extreme nationalism. Currencies were devalued competitively, tariffs were
raised and otheér restrictions on trade, such as exchange controls and mul-

tiple currency devices, were introduced. Currency devaluations intensified.

the depression in the gold-bloc countries i.e. France, the Netherlands,
Belgium and Switzerland.

Currency devaluations began early in.the Depression. In September
1931 sterling was depreciated by about 30 per cent. On January 31,
1934, the dollar was formally devalued by 41 per cent and, between 1935
and 1936, the currencies of the gold-bloc countries were devalued. The
gold standard, so laboriously restored from 1925 to 1930, was abandoned
by every great trading country by 1936. The great depression swept dway
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-
tion forced upon it. By the end of the Second World War, it had over-
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 degree, upon the willingness of
the‘USA to assume economic leadership.

The Gold Standard after tl e 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 unanimity
at the end of the Second World War against returning to a gold standard
without substantial modifications. There was also a general consensus on
the need to ensure the convertibility of currencies between countries and

“to avoid large and frequent fluctuations in exchange 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 gold
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 known as the gold exchange standard.

According to its Articles of Agreement, the purposes of the Inter-
national Monetary Fund (IMF), which was established at Bretton Woods,

were to promote international monetary co-operation, facilitate the expan-

sion of international trade for the sake of high levels of employment and
real income, promote exchange~rate stablhty and avoid competitive

“depreciation, ‘work for 4 unilateral Systém of current international pay-

ments and for elimination of exchange controls over cirrent transactions,
create confidence among member nations and give them the opportunity
to correct balance of payments maladjustments while avoiding measures
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 finc ounces of gold
per dollar,’ which is the same thing. Therefore all countries decided what
they wished their exchange rates to be vis-a-vis the dollar, then calculated

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

dollar exchange rate. All partlcupatmg countries agrecd to try to maintain
the value of their currencies within 1 per cent of par by buying or selling
foreign exchange or gold as needed. The rules of the IMF allowed 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 stabilicy provided by the gold standard.

24053
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Members were required to pay 25 per cent 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 not be offset agamst one another
through exchdn;,mg one convertible currency for another in the foreign
exchange market. : :

‘In all these respects the new system was similar to the old gold stan-
dard. Flowever, the IMF agreement provided formal rules 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, thus allowing more time for the correction of
balancc-of-payments deficits; and the ‘scarce currency clauses’ (which
- never came into-operation) were. intended to put pressure. on -countries
with a surplus in- their balance of payments to contribute their share
towards adjustment,

The most umportant difference between the new system and the old
was not writtep into the Bretton Woods Agreementat all but followed from
the policies of individual countries. No country, after 1945, operated any

effective link between its gold reserve position and its domestic money’

supply; where.a formal rule was maintained it was completely incéffective.
The USA retained 2 formal link in the form of a 25 per cent rescrve

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

.the expansion of the moncy supply produced a sitvation where the rule - . --

might 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 Equalisation Account, not the Bank, and the amount of the note
issue is in practice varied at the diseretion of the Treasury. Thus fluctua-
tions in reserves no longer have the effect on the domestic money stock
that an inflow or outflow of gold had under the old system, and adjust-
ments 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 seting 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, the London gold market reopened in March
1954. This was a market in which-private buyers and sellers could operate.
The market was calm for 6% years and the gold price remained within a
few cents of the US Treasury’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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large rise in the speculative demand for gold prompted by rumours of a de-

vatuation of the US dollar (equivalent to 4 rise in the official gold price).

On October 20 1960 the London price reached $40 an ounce, despite large

official sales, mostly by the US Treasury. This rise in the gold price caused
foreign central. banks, fearing a dollar devaluation, to cash in surplus
dollars at the United States gold window, and the US Treasury found wself
forced to put out'a press statement formally endorsing Bank of England
sales of gold to stabilise the London price at the ultmate expense of the

" American gold stock. By the autumn of 1960 the weekly Treasury reports

of American losses through the'gold window were making the front page
of the New York 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 gold and foreign exchange markets summarised
the situation as follows:® .
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“Thus in late 1960 the dollar had becomé convertible into gold on 77 "

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 Bretton Woods and a heavy
responsibility for devising a safe escape route now fell on the new team
of Treasury ofhcnals to be appointed by President-elect John Kennedy

In February 1961 Kennedy made his famous pledge that the dollar-
gold price’would remain immuuable. The price settled back to $35 but
the ‘pledge was no more than a holding operation and negotiationis be-
tween the leading Central Banks immediately 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, France, Germany,
Italy 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

stabilise the price and the participants contributed gold for sale, or shared -

gold purcha,sed according to a quota. France dropped outin 1967 but the
remaining countries-operated the pool until March 1968. )

Between 1961 -and 1965 there were substantdal Russian sales through.

the pool thereby helping the pool to operate both ways with purchases
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.
The climax came with the devaluation of sterling in November 1967;
this again cast doubt on the stability of the dollar, which was widely
regarded as overvalued, and created an enormous spcculative .demand
for gold. The question now was how much official gold was-to be diverted
to the London gold market before it was acknowledged that the game was

" up. Several attempts were made to dam the flood, but with gold market

speculation 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 the
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 abscnce of ambitious programmes of government spending”
and taxation all tended to tighten monetary control. Moreover, as Triffin
has made clear, credit money, i.e. bank currency and deposits, played an
overwhelming part in sustaining feasible rates of economic growth in the
century before the First World War.' 7 Triffin estimates that by 1913
credit money accounted for about 85 per cent of the world money
supply. : . - ’

Heller and Kreinen showed that balance of payments adjustments via -

domestic macro-economic policy (4 la gold standard rules) for the 1960s

time period would be costlier than adjustment via the exchange rate for
.most countries.'® They conclude that the ratic of.costs from income
adjustment to costs from exchange 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 has

worsened. Michaely undertook a comprehensive study of the domestic
. policy responses to payments imbalances of the world’s major countries

during 1950-66.'° This is in fact a fest of whether countries would be

willing to live by gold standard adjustment rules as the ‘period under con-

sideration was one of fixed exchange rates. He discovered that no country_
" . ever moved its fiscal policy consistently even in the direction called for by
external considerations, Michaely also discovered that even the directional
responsc of monctary policy to external-considerations-weakened from-the -
1950s to the 1960s.

As stated by Bergsten reasons for this antipathy to gold standard rules
are obvious.2? The level of domestic unemployment.-or. inflation which
would be 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 modern societies. Governments and monetary
authorities already have great difficulty in achieving their numerous policy
targets, and they could hardly afford to give up three of their policy
instruments - the exchange rate, selective controls and external financing -
which would be needed if the ‘rules’ of the gold standard were to be
adhered to. »
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APPENDIX 1

POST SECOND WORLD WAR PLANS FOR REFORMING
THE INTERNATIONAL MONETARY SYSTEM:
THE ALTERNATIVE ROLES GIVEN TO GOLD

' 8
The lessons of the First World War were well remembered in the formation
of international financial policy during and after the Second World War,
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The Emergency Banking Act: of March 9, 1933, granted the President
emergency powers over banking transactions and over foreign exchange
dealings 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 banking holiday proper
and, in effect, prohibiting gold payments by banking and nonbanking
inssitutions alike, unless permitted by the Secretary of the Treasury
under license. These measures were the precursors to a far-reaching
alteration in the legal. struccqre of the monetary standard.

'

: : - 25
5. 1933-1934 -- a floating dollar

' Despite the effectlve suspension of gold paymenta in March
1933, the prlce 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 suspension was regarded as part of
the banking emergency and hence expécted to be temporary; 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 after 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 l9l4 ,

One important step, unprecedented in the United States, was:
taken during this period. On April 5, an executive order forbade
‘the "hoarding" of gold and required all holders of gold, including
member banks of the Federal Reserve System, to: deliver their holdings
of gold coin, bullion, or certificates to Federal Reserve Banks on
- or before May 1 except for rare coins, reasonable amounts for use
in industry and the arts, and a maximum of $100 per person in gold
.coin and gold certificates. The gold coin and 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" of gold outside Federal Reserve Banks
was later completed by order of the Secretary of the Treasury,
dated December 28, 1933, excepting only rare coins and a few other
minor items.from 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 surrender of gold was
later set for January 17, 1934, when the market price of gold was
in the neighborhood of $33 per fine ounce.

_ ‘An executlve order of Aprll 20, 1933, extending and revising

the gold embargo, and comments by the President at his.news conference
the preceding day ended the period of stablllty in the price of

gold. The President made it clear that the Admlnlstratlon intended

to permit the dollar to depreciate in terms of foreign currencies

as a means of achieving a rise in. domestic prices. The order

applied the restrictions on foreign exchange transactions not only

to banks licensed under the executive order:of March 10, but- also to-~
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..all persons dealing in foreign exchange. On the same day, the

' Thonas amendment to the Agricultural Adjustment Act was offered in
Congress. The 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 as 50 percent of
its former welght. ‘The dollar price of gold. 1mmed1ately started
‘rising, which is to say that so also did the dollar price of foreign
currencies, 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 three months, the market price of gold
rose to- $30 an ounce, and thereafter fluctuated erratically between
a low of about $27 and a high of nearly $35 until January 30, 1934,
when the Gold Réserve Act was passed. During that period, the
United States had a floating exchange rate détermined in the market
trom day to day, as.in the period from 1862 to 1879. However,
there was consxderably greater government intervention in the
market. On September 8, 1933, an official gold price, to be fixed

. daily at the estimated world market figure less shipping and

“insurance cost, was establlshed The Treasury agreed to buy gold |
at that price to give American miners -a prlce as hlgh as they could
have obtained by export in. the absence of the exporﬁ embargo.

&tartlng in October, the government lntervened actlvely to
raise the price of gold. The Reconstruction’ Finance Corporation
was authorized to buy newly mined 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 RFC purchases abroad made the
announced price for newly mined domestic gold the effective market
price. From the end of November, however, until the end of January
1934, the announced price. exceeded the market price abroad.

The aim of the gold pollcy“was,to raise the prices of farm
products 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 in the dollar price of such commodities as cotton,
petroleum products, leaf tobacco, wheat, and similar items.

The decline in the foreign exchange value of the dollar was
initially a product of speculative sale of dollars in the expectation
of devaluation -- a short-térm capital outflow. The -decline was
‘'sustained by shifts in the demand schedules :for imports and the
- supply schedules of exports produced by the cessation of internal
deflation. Prices rose in the: United States relative to prlces in
other countries. ‘If the exchange value of the dollar had not
fallen, the price rise would have discouraged exports and encouraged
imports. These forces were subsequently relnforced by U.S. purchase
of gold at home and abroad.; , : S -

i
'

U.S5. purchase of gold 1nvolved 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 buy the domestically produced gold). The‘purchase of foreign
- gold involved an increase in the demand for goods for import (namely,
gold) and hence in the supply ‘of dollars offered in exchange for

foreign currencies (to buy forelgn gold). The combined effect was
to create a potential deficit, in the U.S. balance of payments- at the
former exchange rate. Given e flexible rate, ‘the potential deficit -

was closed by a deprec1atlon of the dollar sufficient to generate,
through an increase in exportb or a decline in 1nports or a movement
of speculative funds, an amount of foreign currencies exceeding the
amount demanded for other purposes by enough to pay for the gold.
!

These effects. depended very ‘little on the fact that gold was
‘the commodity purchased. Given a floatlng exchange rate, essentially
the same effects on the dollar prices of internationally traded
goods would have followed from the same dollar volume of government.
-purchase of wheat or perfune, or from the economically equivalent
program, -adopted after World War II, of building up stockpiles of
‘foreign-produced strategic goods. As it was, the use of gold as
the vehicle necessarily meant an accumulation ;of gold, just as the
use .of wheat or.perfume would: have meant the accumulatlon of that
commodlty ‘ -

The ch01ce of gold as the vehlcle dld have an 1mportant effect
on the -impact of the program on foreign countries.' In the first
place ~- and a corresponding effect would be present for any,
particular commodity -—'the program had a special impact on gold-
producing countries. . In the second place -- and: this effect would
‘be present only for a commodity servzng as the basis of a monetary
standard -~ it had a special- lmpact on gold- standard countries.
Belng committed to sell gold at a fixed priceé in terms of their own
CUrrency, these countries neces:arlly experienced pressure on their
gold reserves, which in turn necessitated elther abandonment .of the
‘gold standard or internal deflatlonary preesure.‘ Those countries
were placed in the position of having- to adjuat downward thelr
’ whole nomlnal price level. - : - R ~ :

The device used to achleve a deollne in the exchange value of
the dollar -=- borrow1ng,funds;(through,the issye of RFC securities)
to purchase gold -- was not unprecedented. The identical device
was employed before 1879 but thdt time for precisely the opposite
_purpose: to promote a rise 1n the exchange value of the dollar,
As noted above, the mechanlcal as .opposed to the psychologlcal
effects of the acoumulatlon of -a gold reserve rendered resumptlon

more rather than less dlfflcult. . , y .
. i - . K
... . A major oostacle to u51ng gold as a venlcle for lowerlng the
exchange value of the dollar and thereby ral%lng prices was the
existence of the so-called gold clause in many government and
 brivate obligations and in private contracts. ‘That - clause, whose
use dated back to the greenback perlod after the C1v1l War, required
‘-payment either in gold proper, 'or in a nominal 'amount of currency
- equal to. the value of a spe01f1ed welght of gold.,aIt was designed
prec1sely to protect lenders and others against currency depreciation.

This clause, lf honored, would have multlplled the nominal obligations.
. . L . A8
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of the federal government and of many private borrowers for interest
and principal of debt by the’ ratlc of the new price of gold to the
old price of gold. Accordingly, a joint resolution was introduced
in Congress on May 6, and passed' on June 5, 1933, abrogating the
gold clause in all public and prlvate contracts;, past and future.
In February 1935, the Supreme Court, by a f;ve ~to~-four decision, in
effect upheld the constitutionality - of that resolution. Not until
the Act of October 28, 1977, was the prohibition against gold
clauses removed, and express allowance for their use provided.

At the outset, the gold policy was one of two mutually incon-
sistent' policies with respect to the monetary standard simultaneously
pursued by President Roosevelt. | The other was the organlzatlon of
a World Monetary and Economic Conference which. convened in London in
June 1933. President Hoover had set in train the arrangements for
the convocation of the Conference in May 1932, and it was originally
scheduled to be held in January 1933. The aim of the Conference
was to achieve cooperative action on ‘international economic problems,
and hopes were high that it would produce an agreement stabilizing
foreign exchange arrangements.  But the Conference was nearly a
complete failure. One reason was that, while it was in process,.
the President apparently decided definitely to adopt the path of
currency depreciation. He sent a message to the Conference on July
2, 1933, which disassociated the United States from any attempt to
achieve what was described as a "temporary and probably an artificial
stability in foreign exchange on- the part of a few large countries".
and was termed a "specious fallacy." The message was at the time
given much of the public blame for the failure of the Conference.
However, whatever the President imight have said and however consistent
. U.S. policy might have been, it seems dubious .that the economic
preconditions existed for a viable exchange stabilization agreement.
- The fundamental difficulties were the probable incompatibility of
the exchange rates of the bterllng bloc and of the nations that
still remained on gold, and the unwllllngness at the time of ‘the:
gold-bloc countrles to change thelr gold parltles.

- The period of a varlable prlce for gold came to an end on '
January 31, 1934, when the President, under the authority of the
Gold Reserve Act passed the day before, reduced .the gold content of
the dollar to 13.71 grains and thus specified a buying and selling
price of $35 an ounce. for gold (480/13.71 = $35). He thereby
devalued the gold dollar to 59 percent of its former weight. Under
~the terms of the Act, title to all gold coin and bullion was to be
vested in the United States; all gold coins were to be withdrawn
from circulation and melted ‘into bullion and further gold coinage
"was to be discontinued; the Secretary of the Treasury was to control
‘all holdings and dealings in gold; and the President was authorized
to fix the weight of the gold dollar at any level between 50 and 60
percent of 1ts prior legal weight, .

Since the Treasury had formerly valued its own gold holdings
at $20.67 ‘an ounce, and paid only that price for gold it acquired
from private individuals, commercial banks, and. the Federal Reserve
System, 1t realized a large "paper" profit from the revaluatlon of
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the dollar; which is to say, the Treasury could print additional
paper money entitled “"gold certificates" 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 Banks. Accordingly, to
realize its "profits," the Treasury had to turn over gold certificates
to the Federal Reserve System, receiving in return a deposit credit
that it could convert into Fedeal Reserve notes or pay out by check.
Stripped of its legal trappings, the economic effect was identical
with a simple grant of auLhorlty ‘to the Treasury to print and put
~in circulation nearly $3 billion of fiat currency in addition to
‘the $3 billion in greenbacks already authorlzed by the Thomas
Amendment to -the Agrlcultural Adjustment Act

Of the paper profit, $2 billion was approorlated to a
stabilization fund set up under the control of the Secretary of -the
Treasury, who, with the approval of the Pre51dent, was authorized
to deal in gold, foreign exchange, and such other instruments of
credit as he deemed necessary for the purpose of stabilizing the
exchange value of the dollar.  0Of the halance of the paper profit,
$645 million was used for the redempﬁion of national bank notes,
which simply substituted one form of fiduciary currency for another; .
$27 million was transferred to the Federal Reserve Banks -for making
industrial loans; $2 million was charged of £ to losses in meltlng
gold coin; and $l4l million remained in the General Fund cash balance.

l

Thus tqe 1nt9rlude durlng which the Unlted States was not on a
gold standard was concluded. The type of gold' standard on which it
operated thereafter is the suwject of the sectlon that follows.

6. 1934 - 1948 -~ the 1nterwar, World War 11, and postwar managed’
gold standard<® “ o '

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 $38. 1In this sens e, the date in 1934 marked the return
to a gold standard. But the gold standard to which the United
States returned was very different, both domestically and
internationally, from the one it had left less'than a-year earlier.
The Treasury bought all gold offered to it by domestic producers at
the price of $35 an ounce and sold at tihis price to licensed domestic
industrial users, Inturnationélly, the Treasury bought and sold
'gold at the fixed price in monetary transactions with foreign
monetary authorities.,. The holdlng of gold coin and hullion was
farbldden to private individuals in the United States, except for
use 'in industry and the arts and for numismatic holdings, and gold
no longer cirvculated domestically. The Federal Resarve continued
to have a gold reserve requirement, but the state of the rescrve-
was not a direct influence on policy at any time from 1933 until
the threatened depletion of the gOld resevve in the period from 1948
to 1958, under the Bratton Woods arrangements. Ia 1945, when the
"System was approachlng the. then ex1st1ng requlrement (40 percent for
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, Federal Reserve notes and 35, peroent for Federal Reserve degosxts),
i the law was changed to require a. unlform 25 percent

R R

g Fixed buying and selling prices for gold were no longer the
i : main reliance for maintaining rigid exchange rates with other
currencies, even those of countries nominally on gold. 1Instead, a
4 new finance ministry organ was created, the stabilization fund, f
E with powers to engage in open market purchase. and sale of foreign
. "exchange and gold to influénce exchange rates. During the late
o 1930s, -most of the so-called gold-bloc countries finally left gold,
, and nominally floating exchange rates with government interwvention |
| through stabilization funds became the rule. ' During the war; many
countries’ fixed "official" exchange rates but sought to malntaln'
. them by extensive control over foreign exchange transactions,
imitating the devices developsd hy Hjalmar Schacht for Germany in
the 1930s, rather than by freés purchase or sale at fixed prices of
either gold or foreign exchange. Since then, an even wider varlety
of multiple exchange rates came into use.

I

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. exampl@, was under various agricultural
support programs.* The major difference is that the support price
for agricultural products. was paid only to domestic producers, the
gold+support price to foreign monetary authorities as well. 1In
addition, the agricultural products accumulated were freely sold at
the support prices to anyone, the gold only to certain foreign
purchasers and to licensed domestic industrial users. In consequence,,
the gold program set a floor. uqiar tha world prlce of gold in terms
of dollars. ‘

. The sabstltutlon in 1934 of a fixed prlce for gold, rather
than a.variable price as under the earlier purcnase program in 1933
and early 1934, meant that the number of dollars spent on gold was
no longer under the direct coutrol of U.S. authorities, Having
fixed the price, they were committed to buy all that was offered by
foreign monetary authorities:and domestic producers. But the
effects.of such purchases were the same as under the earlier,program,
For the United 3tanes, the purchases meant an increase in the dollar
value of other exports relative to the dollar value of imports,
thanks to a rise in prices of internationally traded goods relative
to domestic goods through the combined effect of changes in exchange

f ' . i} .
*Herbert J. Covne -- Many economists would generally consider gold's
role more distinctive than that of an ordinary commodity in this
meriod. 1Indeed, Dr. Schwartz states in the book she authored with
Milton Friedman, A Monetary History of the United States, 1867-1960
{(on p. 473) that: "The Iink'between gold purchases and Treasury
authorization to create high-powered money is, of course, the main
remnaht of the historical role of gold, and Stlll serves to give
gold some special monetary SLgnlflvance
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rates ‘and in domestic price levels of the various countries. For
gold~producing countries, the purchases meant a higher price for

one of their products, hence an expansion in the gold industry
relative to other industries and a rise in income. For gold-standard
countries, the price fixed for gold in the United States determined
the rate of exchange between their curvencies and dollars. They \
either had to adjust their internal price.level to that new rate --

in the process presumably disposing of some of their reserves as.
measured in ounces of gold. -- or to change their own fixed price of
gold. For all gold-standard and gold-producing countries except

the United States and for nongold-standard and nongold-producing
countries, the gold purchases meant a reshuffling of international
trade in response to a decreased U.S. demand for products other

than gold, and an increased demand for such.products by gold-
producing countries; the program meant . an incréased supply of
products from. the United States and a decreased supply of products -
other "‘than gold from gold-producing countries.. Finally, international
trade-had to adjust to measures adopted by gold thndaLd countries

to meet loss of their reserves. :

The price fixed for gold jinitially overvalued the product<and
therefore stimulated a rapid increase in production and a rapid
~accumulation of government stocks. Production,6in 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 prices of other commodities
and services from 1940 to 1948 lowered the relative price of gold
and reduced U.S8. gold output (194?) below its 1933 level, though
world output Stlll exceeded  the level of that year.

i

There was an initial sharp juno 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 formigners took advantage of the higher bhuying
price that became official on January 31. Gold was almost immediately
shipped to the United States. . In the six weeks from February 1 to
March 14, more than $0.5 billidon of gold (valued at the new price)
was imported. Once tha initial rush of gold imports ended, the
gold stock continued to rise at a fairly steady rate to the end of
- 1937. Until France left gold in late 1936, roughly half of U.S.
-gold imports came from France.: For the next year, France was a net
importer of gold from the United States rather than a net exporter.
During the last quarter of 1937, 4 large-scale withdrawal of foreign
short-term balances followed rumors that. further devaluation of the
dollar was being considered-as-a possible counter-cyclical imeasure.
Withdrawal of European short-term funds from the United States ceased
in July 1938. These counter movements roughly offset the forces
making for a continued flow of gold to this country, so the total
gold stock remained fairly steady from autumn 1937 to autumn 1938,
Munich then led to a further flight of capital from Europe and a
sudden .increase in the rate of gold inflow. The outbreak of warvr
simply maintained the rate of the gold inflow. The intensification
~of Britain's war effort after the fall of France in =arly 1940 and
her attempt to tap American supplies of war material, as she had in
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World War'I, produced a further increase. Finally, the enactment
of lend-lease in early 1941, wnich relieved Britain and her allies
of the necessity of acquiring dollars to finance war purchases,
brought an end to the rapid growth of the gold stock. In sum, the
gold stock in the Treasury rose from 200 million ounces when the
support price was fixed in early 1934 to 630 million ounces by the
end of 1940, a rise that was 1-3/4 times as much as aggregate. world
coutput during the intervening: period. The gold stock declined
somewhat during the. war, but an inflow in 1946-48, arising from the
demand .for U.S. -goods of war devastated and neutral .countries,
brought the stock to nearly an all-time hlgh 1n 1948 (exceeded . only
in 1949). , :

The rise in the dollar price of currencies of gold-bloc
countries was at first much greater than that'of currencies not
linked to gold. From January 1933 td September 1934 the rise was’
70 pevcent for the currencies of France, Switzerland, Belgium, the
Netherlands, and Italy, and less than 50 percent for the pound
sterling. The gold-standard currencies therefore appreciated not
only relative to the dollar but also relative to other currencies.
The differential appreciation measured the special 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 of the effect of the expansion of U.,S. '
exports. and contraction of U.S. imports other than gold than other
countries did, and- thereby cushloned the initial 1moact on those
other countries.

Had nothing else intervened, the gold standari countrles would
have had to reduce their internal price levels relative to .those of
other countries in. order to stay on gold, that is, in order to
render something like the new structure of exchange rates consistent
with no pressure on the balance 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 pqower of Hitler in Germany which led to a large—
scale attempt to transfer capital out of Germany; then the increasing
fears of war which led to flight of capital from France, Britain,
and other European countries. .

- If the United States had continued its floating exchange-rate
policy of 1933 and had fixed no firm price at which it was willing |
to buy the world's gold, the capital flight would have produced an
appreciation of the U.S. dollar relative to pther currencies, *which
would have discouraged exports from the U.S. and encouraged imports
into the U.S. That outcome would have produced the unfavorable
balance of trade required as the physical side of the capltal import
---and incidentally, would have worked against one of the domestic
objectives of New Deal policy, namely, to raise exports relative to.
imports as a means of stimulating employment. If, instead, the
. ".S. and other countries involved had. all been on a gold standard
the nineteenth century varlety, the attempt to transfer capital to

( o T ‘
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3

the U.S. would. have increased gold reserves ‘in this country, even

without a rise in the dollar price of gold, and decreased gold reserves

abroad; it would have increased proportlonately the money stock in

the U.5. and thereby have promoted a rise in domestic prices and
income; and it would have decreased the money stock abroad and thereby
have promoted a fall in prices and income in foreign countries.,

These changes would have tended to produce precisely the same shift ~
in relative prices and the same unfavorable balance of trade as the
appreciation of the dollar under the hypothetlcal floating exchange
rates would have done,

Since the flight of capital constitutedi an increased demand for
dollars, its effect on exchange rates and on 1J.S. trade in commodities
and services other than gold were in precisely the the opposite
direction to those of the gold price- support, program and tended to.
offset them. There was simultaneously an increased offer of dollars
for gold on the part of the U.S. Government and and an increased
demand on the part of foreigners for dollars. to hold. By trading
assets held abroad for gold and transferring the gold to the U.S.
Treasury, foreigners could acquire dollars and the Treasury could
acquire gold without in any way affecting the rest of the U.S. balance
of payments. To the extent that such offsetting occurred, the gold
program did not affect U.S. trade currents and the relative prices
of 1nternatlonally traded goods in ways referred to earlier. .Since
such changes in trade currents and relative prices tended to reduce
the amount of gold offered for sale to the United States at its
fixed price, the capital 1nflow meant that tnls country acquired a
larger amount of gold at $35 an ounce than’ 1t otherwise would have.
Hence, while the capital inflow and the gold price~-support progran
had opposite effects on U.S. exchange rates and-on U.S. trade in
commodities and services othear than gold, both tended to raise its
gold stock. For gold-standard countries that were themselves subject
to a capital'outflow -~ that is, for all the important gold-bloc
countries that had remained on gold after 1933 -- the capital’

‘outflow reinforced rather than offset the effect of -the gold price-

support program. It required an additional rreduction in internal
price levels beyond that called for by the sueport program. .Exports
had to be still larger relative to imports if they were to flnance
the ca01tal outflow without a continued outflow of gold.

The deflation that,would have been required by the combined
effect of the U.S. gold price-support program and the capital outflow
was more than the gold-bloc ‘countries were willing to undergo, as
perhaoe the effect of either alone might also have been. Accordlngly,
in the fall of 1936, France. and Sw1t2erland devalued their currencies
in conjunction with a trlpartlte agreement between the United States,
France, and Great Britian. The governments of Belgium and.the
Netherlands, hlcn followed suit, and Gw1tzetland also subscribed to:
the agreement.

All these countries set up exchange stabilization funds. The
Tripartite Agreement of September 25, 1936, provided that stabliza-.
tion fund holdings of foreign currencies would be used to avoid
undesirable fluctuations in exchange rates. . Arrangements for
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mutual currency support were undertaken, based on dally gold
settlements at prearranged prices. Each day the authorities of

the six countries would cable each other the prices in terms of
their own currencies at which they would sell and buy gold for the
next twenty-four hours. ‘Each party would.then decide, without

.risk of exchange losses, the buying and selling rates for the
currencies of the other participants. Foreign balances at the end
of each day were convertible into gold at the guaranteed price.

The Agreement was a precursor of the swap arrangements that the
‘industrialized countries perfected during the Eretton Woods period
of international monetary arrangements. . Under the Agreement, the
U.S. Exchange Stabilization Fund purchased foreign currencies in
New York at rates the foreign . funds determined and 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, gold imports into the United States were sold
directly by foreign monetary authorities or private lmporters to

the U.5. Treasury. :

In purchasing gold, as in purchasxng agrlcultural or other
commodities, the U.S. Government can be said tohave three sources
of funds: tax receipts, borrowing, or money creatlon. The -one
difference is that the support program for other commodities
(excepting silver) carried with it no authorization to create
money, whereas the support program for gold did, thereby auto-
matically providing the financial means for its continuance.
Treasury deposits at Federal Reserve Banks could be increased
through gold purchases by gold certificate credlts equal to the
amount of gold purchased times the official price of gold. Except
for a minor handling charge (1/4 of 1 percent), .this was also in
practlce the amount the Treasury spent by drawxng ‘a check on its

depOSltS in. acqu1r1ng gold. Gold purchases were usually financed
~in this way; hence, -increases in the gold stockplle produced no
automatic budgetary pressure. The link between gold purchases
and the Treasury authorization to create high-powered money was
" the main remnant of the historical role of gold, and seemed
to glve gold some special monetary significance. The one 1mportant
occasion wheh a different method of finance was jused was in 1937,
when the Treasury "sterilized" gold by paying for gold with funds
raised through security issues. o C

It is easier to describe the gold policy of the United States
durlng the years 1934-1948 than:it is to descrlbe the resulting
monetary standard of the United States. It was not a gold - standard
in the sense that the volume of gold or the maintenance of the
nominal value of gold at a fixed price could be said to determine
directly or even at several removes the volume of money. It was
clearly a fldu01ary rather than a. commodity standard,. but it is
not p0551ble to specify briefly, ‘who managed . its guantity and on
what pr1ncxole. The Federal Reserve System,- the Treasury, and still
other agencies supervising the banking system affected the gquantity .
of money by their actions in accordance with-a w1de variety of
objectives., In principle, the Federal Reserve System had the
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power to make the quantity of money anything that it wished, within
broad limits, but it seldom stated its ObjPCtlveS in these terms.

It sometimes, as when it supported the prices of government securities
from 1942 to 1951, exp11c1tly relinquished its control. And it clearly
was not unaffected in its actions by gold flows. So long as the ex-
change rate between the dollar'and other currencies was kept fixed, the
behavior. of relative stocks of money in various countries was neces-

- sarily close to what would be produced by gold: standards vielding the

same. exchange rates, even though th@ mechanism might -be quite different..

7. 1948-1968 ~- the Bretton Woods | dollar/gold $tandard system29

The international monetary system that was designed at the Bretton
Woods Conference in 1944 reflected professional views on the defects
of the arrangements that had prevailed in.the 1930s. Protectionist
trade policies, 'exchange controls, and competitive currency depreciation
of  the pre-World War II period were the cautionary experiences to be
avoided by the postwar world. ' Removal of controls on trade and payments
under a system of fixed exchange rates, with adjustment of parities ‘
linited to "fundamental" disequilibrium in the balance of payments,
accordingly were the goals of the system credted by the delegates to.
the Conference. The lending facilities of the International Monetary
Fund were to be available to supplement IMF mefmbers' gold and foreign
exchange reserves to provide them llquldlty when in temporary balance
of payments deficit.

Under the Bretton Wood¢ Agr@ement of 1944, the Articles of
Agreement of the International Monetary Fund provided that currency
par values should be expressed in terms of gold or the U.S. dollar
expressed in gold. IMF nembers were required to pay 25 percent of
their quota subscriptions in gold, with some dl cretlon allowed to
reduce the gold proportion for countries with a weak reserve position.
Gold subscription payments became a permanent asset of the Fund
available to supplement its lending resources; many tyoes of trans-
‘actions between the IMF and its members were required to be made in
gold; and members were reguired to maintain the gonld value of IMF
holilngs of their currencies. Thus gold was to play a central role
in virtually all aspncts of IMF operations, and of countries’
international monetary obligations as defined in the IMFE Artlrles.

As the Bretton Woods system evolved in practice, most countrles
maintained” the legal par values for their currencies by 1nterven1ng in
the exchange markets to maintain exchange rates. for their currencies at

- specified levels in terms of the U.S. dollar. Only the United States

met its par value obhligations by undertaking freel¥y to buy and sell
gold in official transactions at the official price -- the dollar's
par value. The entire system of exchange rates was thus linked to
gold through the convertibility. undertaklngs of the United States.

1

*Congressman Henry S. Reuss -- This interpretation distorts the

ﬂ@anxng .of the Bretton ﬁ)Odo system and exaggerates the role of gold - in
it. 1In fact, the Bretton Woods system was designed to allow exchange
rates to vary in an orderly way, not to fix them.  Its authors,
1n»lu&1ng Keynes, viewed it as the very antithesis of a gold standard.
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. The establlshment of par values for: currencies was an lmportant
item on th@ Fund's agenda. Canada, France, the Netherlands, the- ‘
United Kingdom and the United States declared their par values in
December 1946; Germany -and Japan in 1953, shortly after they became
members; and Italy, not until 1960. Some of these parities were
short-lived. An abortive attempt at c¢onvertibility of sterling
in 1947 ended in September 1949, when the pound was devalued. The
Netherlands thereupon devalued the guilder, and France, which had o
had separate rates for financial and commercial transactions,
unified them, depreciating the franc: v1s’awv1q‘otor11ng

In private gold markets until 1953, the price of gold was at
a premium, but the IMF rule required monetary authorities to refrain
from selling gold at premium prices. 'In March 1954, several months
after the premium had been eliminated, reflecting balance of supply
and demand, the London gold market reopened. For the rest of the
-decade, the prlce of gold in prlvate markets remaxne& at $33 an
ounce. . i ‘ A ,

With the return of many European currencies to convertibility
in 1958, the achievement of the Bretton Woods conception of inter-
national monetarj 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 dollarq,and gold. Apart
from the 1950-51 Korean war upsurge, .S. prices were generally -
stable until the middle of the dncade of the- '69s, 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.XK.) grew at a
faster rate than in the U.S. perhaps as a result of the U.S.
contribution to the buildup of other countries"® monetary reserves.

. The dollar's status ‘as the reserve currency of the international

. econony seemed ‘impregnable. Commércial banks' and prlvate firms
could make foreign payments in their convertible .currencies withéut-
the approval of central banks. Tariff and quota restrictions on.
commodity trade -among the industrialized countries werefeased'and
foreign trade grew at a rapid rate during the period.  International
transfers of capital grew, with New York at 'the center of the

flows, and the dollac assumed the role as the vehicle currency in
“which the borrowers obtalned capital and the investors lent their
savings. « .

The successful operation of the system depended on foreign
central banks intervening with their own currencies against the
dollar to maintain par values, and the United States standing
ready to buy or sell gold at $35 per ounce in transachkions with
foreign monetary authorities. The U.S. balance of payments accordingly
was determined largely by the exchange parities other countries
established. 1In general, other countries desired surpluses that
would add to their dollar reserves, and the system tended 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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at the Board's of;¢Ces in Washlngton on Wédnesday, December 3, w1th the

following in attendance:

MEMORANDUM OF THE MEETING OF THE STAFF
GROUP ON FOREIGN INTERESTS
December 3, 1947.

[

A neetlng of the Staff uroup on Forelgn Interests was aeid

Board's Staff

Mr,
*r,
.)(-Mr.

Mr.

SMr.
! MI‘.
Mr.

Dembitz

Grove

Hackley

Hamraond, Secretary
Knapp, Chairman
Tamagna

Vest

Federal Reserve Bank of New York

Mr.
Mr.
Mr.
\ MI‘ .
%, ’ " Mr.

Davis
Knoke
Kriz
Tiebout
Wallich

*Part-time attendance ‘ | ,

The follOW1ng qubgects were discussed:

1.
2.

3-
he

5.
1.

Proposed oub51dy by Canada to Gold Producers.‘

Blocked and Other Foreign Assets. .

Policy of the United States Government toward
the Bank for International Settlements.

Report on the ( ontral Bank of the Domlnlcan

. Hepublic,

'N.A.C. Developments.

Propésed Subéidy by Canada to Gold Producers.

Mr. Knapp reported that the proposal for a-subsidy of $7 a fine
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Late in'the afternoon ﬁr. Knapp reported thét héfﬁad du?%gg‘§ﬁe
day attéﬁded a meeting at which the Canadian problem &as diségégég;ﬁtgdi the
State Department was going to meke represcntations to the Canadigpé %é'i
once, and thét the internationai Fund was pressiﬁg forward ité oﬁﬂté£;§§”;
of the question. “_ | B u. e § ,;: “

: 2" Blockea and Other Foreign Assets. | 1:

Mr.,Knapb Openéd the discussién with a sta#ement t@'thgieffccﬁhii‘;‘
that thc Treasury and the M.A.C. were much concefned over the disppsifidnf;;
ﬁo be made of\foreign aésets in the United Siatcs which rcﬁained biocked>;
5ecagse of ncn«certificatibn (unblocking feqﬁiras certificatioﬁ.b& the
governmcnt‘concerned thét'no enémy interest, is.inVQIVOd);. On tﬁé'one
‘hand, there was reluctance to betray the traditional confidenée:governing
bankgrécustoﬁer relations, particularly when it’might inVolye confiscatory
and in séme cases pérhaps~ﬁndesérved penzlties. On the other hand there
was relucﬁance to leave foreign assets unused for purposes for which
Americaﬁ citizené were being taxed., He repofted that the‘Treasury was in~
clined to submit the question to Congrosé with full information and‘with
suggestions as to the possible course to be followed. The Treasury seemed
prepared to reconmend that countries'receiving.help from the United States
under the E.R.P. be gi&én full information‘regarding the blocked asscts éf
their nationals, and that after the& had acted, such blocked assgts as |
remained unrequisitioned be seized and vested in the Alien PFOpérty
Cusﬁodian. |

In the general discussion that foliowed Mr, Davis expressed
belief that the amount of assets affected, in'ﬁhe case of thc;French; for

(
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éxnmple, was not enough to jﬁstify the course suggested.' He felt thaﬁfaisl :
closure of the ownership of the assets would be a most regret able dopa"ture
1

from the tradition of confldence governing banker—customer rclatlons.' In

-‘;,.

reply, Mr. Dembltz emphsslzed thc ‘dilemma confrontlng the Amﬁrlcan govbrn~ _f”

ment: he said that no one wished to abandon the tradltlon of confmacnce but N

that the alterriative was in effect to protect v1olutors of fore cign l&ws ;nd

REER B

to impose a heavier burden on United States taxpayers than thOre would be<ff

otherwisc,

.

There was then dlocussed a plan suggested by Mr. Kriz Nhlch was :fw
in brlef that forelgn—ownbd balances and securltles in the Unltod States
should be compulsorily mobll*zed and 1nvestea for bhelr owners in obllgatlon°
of the International B&nk. This arrangement if legelly fea51blg wouldv
preserve anonymity and yet would enzble the funds to be ﬁsed'for the benefit
of the countries whose nétionélsown'them.

The discuésion'covared the need for thc foreign countriés-con—'
cerned to agrec to adopt amnesty laws so that dlsclosuro of thc ownﬂrshlp
of the blocked funds might not be so objoctionablo; it also cov;red
alternative plans for preserving'anonymity of the holders and yet mobilizing
their holdings for thc benefit of the countries éonccrned against paymént
in thClP local currencLes or in local govcrnmont bonds.

A special problcm wos Drescntod by Salss Balances, whlch 1nclude an
unknown though probably lurge amount of Frcnch moncy. The Swiss are. not
borrow1ng from the Unltcd States and there is therefore not the some Amerlcan
interest in the utilization of Swiss funds. The cnly result of roportlng such

funds to the Swiss Government would be to subgect their owners to penaltiesibr

224072


http:nlltionc.ls

?arraﬁged to dispense'

having avoided Sﬁiss texation. It'hight thérefore'be
with Swiss Government certification if the individual owners could submlt'
to us directly.convincing‘evidence that ownership was entlrely SWloS and 1n-

volved neither enemy countries nor E.2.P. recipient countries,

3. Pollcy of the United States Government toward the Bank
for Internatlonal Settlements. | : , AT

Mr. Knapp reportéd that he was a mémber of an interaepd}£meﬁtdif
committee set up to prepare a special report on the B.I. S. and Lhot hlS own »_g
jdea —- the committee hav1ng Just undartakcn its task — was to szy (l) ahat |
there was no convincing evidence of bad conduc+ on the part of the B I, S. A
during the war and that thq'question was no longer of governing importance
~anywa§, (2) that there was little if anffjustification for. the allegation
that the activitics of the B.I.S. would be inimical to the International Fund
“and Bahk, and (3) that the question‘bf whethef the B.I.S. had useful functions
vto perform could éafeiy be_léft to be decidedfby the interested European l
coﬁntries. He suggesﬁed,‘howevér, that the pésition of the Bank as a
Furopean central banking institution would be'strengthened if it were freed
of the Japanese interest and if some way could bé found to liquidate, or at
least clearly to segregate, the Bank's special operatlons in connection- w1th
German reparatlons the questlon then Pemalnlng would be the nature of
American participation, 1f any, in the admlnlstratlon of the Bank.

Iﬁ the géncral discussion~that'foll$wed there was no dissent
from the view that tﬁe\B,I}S. might well be a:useful institution, ﬁhich,
c&nsideping the European wish to continuc it, the Unifed States.shéﬁld not‘
frustrate. Cognizance was taken of ths fact that the Bretton Woods Conferehée

had passed a resolution recommending that the B.I.S. be liquidated, but
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Mr. Knoke cmphasized the fact that the preaent uncertaln attltude of the
United States authorltles towmrd the B.I.S. was cxtremely Vﬁxatlous and
abarrassing and that he thounht the d30151on w1th “espbct to the B. .S.
should be ceached as soon as p0331ble. | B
Le - Peport on the Central Bank of the Doa,niéan Eéﬁublié.‘
mr. Wallich reported briefly on thQ opcnlng of the Domlnlcan
Bank, Octobe 1947, in the organization of’wb ch he had plrt1c1patcd. He fiff
said that the new leglslatlon had been fmcxlltatod by the exlstlng polltkcal
.setup and that the pub¢1c rc*ognlzed it was tecnnlcally sound. In ‘
consequenco, the Bank had met o very friendly acceptance)both by thé pubiic
and by the commercial bahks. It had been feared that ﬁhevpublicvmight not -
readily'accept~the new peso bank notes wvhich were to replace the United
*States.curroncy formerly in circulation, but on the contrary the peso notes.
'bad been in immcdiate demand and were replacing tﬁe'dollaf curfency muéh
more rapi&ly}than the new law ﬁad contemplated,
| | S5e NsALCo Developmenté. |
Mr. Dembitz ceported that the most important recent NeA.Ce
devélopments had dealt with aid to Europe, first the interim aid program
and then the longer—termrﬁtéop an Recovery Provra There had been scﬁ up
"Advisory Stce?ing‘Ccmmittee" which included representatives of most of
. the govurnmﬂnu agencies conceimed with the Europpwn prﬂblﬂm (1ncludxﬁg Mr.
fnopp representing the Bozrd), tc assurc coordinztion uf work in varicus
ficlds -~ fﬂrelgn pollcy, financial, commodity procuremcnt, legislative and

'lcgal, presentation te the oubl:c, etce —— and to advise Under-Secretary
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POLICY GROUP ON' FOREIGN INTERESTS WITH REFER-
- ENCE TO CERTAIN ASPECTS OF UNITED ST%TES GOLD

todey some p01nt of reference where there is a fixed price of gold in’ terms’of
domestic currency; that in)the existing world that fixed point of referencevq 8%
be the United States, the United States dollar, .and the fixed. prico ‘of gold in

<V1nternational monetary etabillty.

: This view has 1ed the Policy Group to consider not: only Federel Reserve
tronsactions involving gold, but also certain aspects of the Gold Reserve Act of f
1934, =ss amended, and certain Treasury practlces and procedures thereunder ae well
a8 related matters, as followe. , 1, . ‘ B Y

Commercial Banks! Gold Operations et Premium Prices,_ﬁ;
‘Loans on Gold; "

The Treasury's 1/4 per cent Handling Charge; S
Sections 8 and 9 of the Gold Reserve Act of 1934, as amended.

AP0 B
T Nt k. et gt

The recommendations of the Group w1th refersnce to these mntters with
7*  some of the considerations involved, ere es followe. . B Ly

L?ﬂA (1) Llcensing of Gold Transectlons for Foreign 0fficze1 Accounts '

Recommendetion for esction: Thet the. existlng Treeeury procedures with -
respect to the acquisition of geld in' the United States be amended
by meons of the issuance of a general licenss or otherwisse so.that
foreign monetory authorities may convert free dollar balances into
gold (for earmark or export) without the necessity of obtaining =
specific license or complying with other formalities under the .
Gold Reserve Act of 1934, as emended, and the Provisional Regulations
issued thereunder.

Comment: Among the factors that cause foreign monetary authorities to feel
uncertainty concerning our @old policy, and especially concerning their continued
. ability to convert dollar belcnces into gold, one factor is certainly the present
requirement that every purchiase of gold. from the United States by a foreign =
monetary acuthority must be the subject of a specific authorizetion by the Secre-
tary of the Treasury. In connection with this authorization, the purcheser =
states the purpose for which the gold is to be acquired. Furthermore, if such gold
is to be exported without first being placed under earmark, .a specific license
. under the Gold Reserve Act must be obtained. These requirements have the effect
of emphasizing continuously the fact that obtaining gold for dollars is not auto-
' \ . metic ond that thls country could =zt any time diecontlnue sales of gold.

ST AP The present precedure would seem to heve arisen from the desire thet
.. existed in 1934, when 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 Stotes gold stock three times its size in 1934 ond zn unprecedentedly
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19%«6\3 rplus in the Uhlted Strtes belance of paymen s, thure appeurs no reason

‘blenket suthorizotions and licenses should not be issued (with the approvgl K

of “the President) and publicly znnounced by the Secretary of the Treasury, enabling'f

foreign monetary asuthorities to ccnovert any free dollear balances into gold without

any such formslities. The psychological effect of eliminating such formulities

would be of some benefit, although the United States would not be cammitted ir~.

- revocably to selling gold, since the blnnket °uthorization th&t is suggested her
could be terminated et zny time. , . o . ,

If the procedure for selllng old to forelgn monetary authorlties i 4
simplified as suggested above, it would seem eppropriate at the same time freely
to permit trensfers of zold held under earmerk in the United Stztes between the
governments end central banks of other countries-in addition to those which gre
edherents to the Tripartite Declqration, except such countrles as mey be axcluded

for particular rezsons.’ : : : e

With respect to puxr urchzsés of gold by the United Stqtes, no change in ‘if'_

the existing system appears to be necessery at this time, with the exception of e
- the possible elimination of certcin: technlc“l requlrements - for the most part :
involving "pcper! work. ‘ . . . L . oty

-
J

(2)  Commercicl Benks' Gold Operations at Premium Prlces

- Recommendation for action Thet the Treasury Department and the Board
of Governcrs of the Federel Reserve System join in 1ssu1ng a public
statenent along the following lines: ,

“It is well known that active speculutive nerkets in gold
axist in meny fincncial centers throughout the world, some legally o
and others illegelly. Under present circumstances, gold is quoted
in many foreign centers (often in U. S. dollers) at premiums over
officizl prices. The premiums differ from oné center to another
so that privete speculators, slthough unable to purchase gold in o
the United States, can maske large profits by purchasing gold against
deollers in one foreign market and salllng the gold for dollars.in
another. '

. "The Intern tional Monetary Fund hes recently issued o state-
ment depreeating internationel dealings in gold ot premium prices,
and requesting member countries te take such action as they can
take within their jurisdictions to prevent such declings. The
Fund pointed out that these traenscctions tend to undermine exchange
stability and thet they cause gold to flow into private hoards
rather than into monetary reserves. Furthermore, in countries
where the zold is sold, payment is often mede with dollers that heve
been illegally acquired or held, and one effect is to use up dollcrs

. that might otherwise have been used to acquire imported goods and -
equlpment sorely needed in those countries.

"In view of these circumstances, vnd on genercl grounds of
nationzl pelicy, the Treasury Department and the Board of Governors
of the Federzl Reserve System request American banks to refrcin from
encourazing and facilitating this traffic snd in particulcr to refrain
from extending the use of their fecilities and funds for the carrying
out of such trsnsections.®
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T mment: A51ﬁe from the fact that gold is traded in many fincneiel centers
ﬁ“ﬁ *,mlum iium prices in terms, of loczl currency, there elso. Pppe;rs to be on actlv
Y ket for gold at o premium ogeinst dollors in o number or countrles. One of
‘the principesl causes of this phenomenon, aside from the fact that gold is in
mony ways a more suiteble hoarding medium then. dollars, is the view thot there
may be an increase in tho Offl&lel dollar prlce of gold 1n thg near future.A

. Gold is tradud in scme countrles at priceo that ere only moderate—
ly above $35 an ounce, while prices in other countries on 2 ret~1l basis have
renged up to $80 an ounce not only in terms of local currency equivelents but
else, in some cases, directly in dcllers. The opportunities for arbitrage deal- -
ings in gold ageinst dollars between different foreign markets have therefore : - =

-proved tempting teo Americen commercial banks. There is evidence to show thut
United Stetes commercisl bonks, slthougzh not acting as princlpals, have been en- A

- gaged in such arbitrege dealings in the ccpacity of agents for foreign buyers and
. sellers, ond as e source of credit to finance such trenscctions while the gold .

- is in transit. Frequently these bunks get buying orders "at best" from their ﬁl‘,

customers cbrocd with instructions to effect the purchase to the deblt of the SV

custoners! "ocounts on the books of the United States banks. Ca S

These operztions Tirst received public attention in articles appearing f‘»
. in our press lest January, cnd were brought more clearly before the public by

the Monetery Fund statement of June 1947, but they seem to have been going on ‘
for quite some time. The stories of lecst Jannary dealt with purchases of gold j
at premium prices by American benks in Merlco at the rate of 30,000 ounces a

dey ond the sele of such bold (et a considertble profit - 50 per cent or more)
perticularly in China and Hongkonz but also in 'the Near Eest. Unexecuted orders
in the hends of one of our banks zlone -t that time were reported to Federzl
Reserve Bank of New York at cround 100,000 ounces, but severzl other benks =re
also involved in these transactions. It is difficult to estimate the volume of
this kind of business so far pubt through but one benk has estimated that since
Jenuary 1946 =t least $100, 000,000 of gzold has been sold to the Near East and
Hongkong, much of it through our banks. While India, China, Hongkong and Maczo

" have .recently teken action to restrict private gold imports, this cction may not
be completely effective end in any cese murkets continue to exist in certuin
other countries. . . .

Not cnly Mexicc but other countries (Chile, Brazil, etc.) are reported
to have besccme perticiponts in this trade, presumably at times at the instigation
of our banks. . The latter h.ve alsc turned to Switzerland znd to Argentina, and
it has been reported that 'zold hes been ecquired in Switzerland by an American
bank in lots of around 30,000 ounces ot the totzl cest of around $42 per ounce.
This 301d wes shipped tc Hongkong or the Near Ezst by air and sold at prices
which still allowed & profit to loczl declers uitur the payment of a 5 per cent
commission to the American bank.

" When importont Amerlcun banking institutions phrticipate in gold trens-
acticns sgeinst dollers at premium prices, they not only contribute to monetary
instsbility, as the Monetary Fund statement points cut, but they may also give .
specicl encouragement to foreigners' belief that the dollar is et a discount and
moy soon suffer o reduction in gold content. Such suspicions would not be alto-
gether eliminated by ending the participetion of American banking institutions .
in thesc gold dealings, but such e step might do much to clear the sir. Further-
more, in most coses these transzactions use up dollhrs which have escaped the
exchonge controls of foreign countries and which are being dissipated in the
purchase of gzold for private hoqruing rather than belng used for the purchase of.
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d or for heedec syrengthening of of-

Pcrt1c1pat10n by our banks in this ‘traffic raises the question whether
American banking institutions should engage in practices. inimlcal to the 1nt- ¥
erests of foreign countries and to our own interests in promoting economic TGE?V“,
ery cbroad., We believe that they would not wish to do so if they reccgnlzed R
the nrational and internationsl interests involved, and that if the authorities‘,
will give them a cleer lecd, by the issuance of e statement ulong the llnes
sugpested the bepks will follow it. A C.

(3) Loans on Gold

Recommendetion for action: That the Treasury and Federal Reserve -
System cdopt a Goordinated ‘policy along the following lines -
with respect to the mcking of loans on gold by TFederal Reserve
Banks and by commercial banks {or other lenders) in the - '
Uhlted States: : . :

{1) The Federal Reserve Benks would continue’ their
: present policy of meking.locans c¢n gold for en
initizl period of only thres months, subject
to renewal, but specinl Treasury-Federal Reserve
consultation and review would be underteken
- if eny renewzl is proposed beyond 12 months from
the date ‘of the original loen;

{2) The Treasury would decline to license any commer-
cial bank lozn on gold for an initiel period of °
more than 12 months, end any application for a
license to renew such » loan beyond 12 months
would be the gubject of apecizal Treasury-Federal
Reserve consultation and revieW°

(3) If a2 loan appedrs to be sought for predominently
speculetive purposes, the Federzl Reserve Bonks
would (es et present) refuse the loen or, in the
case of o commercial bank loan, the Traasury would
decline to llcense the trqnsactlon.

Comment: It is considered’ to be an appropriate function of the Federal
Reserve Banks to make short-term loans on gold to foreign monetery cuthorities
{central benks or govermments) which require doller funds to meet temporary
requirements for foreign exchange. Locns on gold are mede at the reguler dis- -
count rate of the Federal Reserve Bank of New York, which is.at present 1 per
cent per onnum, and because of this low rate, foreign monetary authorities
would ordinarily borrow from the Fedaral Reserve. In some cuses specizl feoctors
may cause a foreign monetary euthority to seek a locn on gold from private
sources in the United Stetes, rather than from the Federal Reserve Bank - 8.8,
in order to cultivste closer relaﬁions with the privete lender; or ﬁhe borrower

‘may not be « central brnk or gevernment, in which case it will ordinarily not

bé dcecoptable as a borrower from the Federal Reserve Bank. Notwithstanding

the fact that the meking of short-term gold loans to monetary authorities seems
properly o centrzal banking function, there appesrs no reason why private lenders:
should not be allowed to make them also, prcvided thet they are not for purposeav.
that are predominuntly speculative.
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- S Unnecess*ry restrlctions upon loans ugc.lnst gold would impair £he
sefuln ss of zold (especially zold held in New York under carmark), and %
-'dlmlnlsh the inclination of foreign countries to hold gold. They would ' thu~
run contrary to this country's other policies which look toward = wider distri~
‘bution of world gold reserves. Loans on gold are, however, subject to certain
. zhuse. Foreipgn central banks mey at times engage in the improper practlcevof
~continuing to show gold in their reserve position even though it hes been -
pledged ageinst a loan;thereby-in-effect meking use of the gold while giving °
their public the false impression thet the reserves remesin intzct. While sucp
practices should certainly not receive any encouragement the fact thet some
_central banks engage in them should not be the determining element in our .

decision whether to make loans agslnst gold generally.

o2
¥

A second more serious possxbillty of abuse arises,. however, from the
fact thet sny country whick borrows dollars on gold rether thon selling the’
0lé cutright is theresby placing itself in a position where it would profit
‘from cny increese in the dollar price of gold. It mzy appear from time to
time thot foreign countries are motivated simply (or mainly) by this considera-
tion, and that in effect they are indulging in bets against this country's ...
" future gold policy. In any cese in which it is reasonzbly clear that the pur- * -
pose of borrowing on zold is predominantly speculative, it would seem desirable
on grounds of public policy tc refuse the prosPectiv» borrower access to lending
fnc1lit1es in the United States. ‘ : . .

It seems esgoci@lly difficult to justify the moking of loans on gold
for periods of more thon 12 months. It would be much cheaper for the borrower
to sell the gold and later repurchase it rather thaon to pay interest for eny '
such extended pericd. ILoens on gold running for more than cne year should
therefore be regarded cs economicelly questionable; it would seem wise not to
extend or facilitate such loans, except through renewals which would permit
each transzction to be scrutinized periodically for evidence of its economic
justification. ZEven if a foreign country appears genuinely to seek a loan on
gold for psychological purposes, e.g., in order to utilize the proceeds while
- 8till continuing to show the gold as an asget, it would seem preferable for the

loen to be mede on a relatively short-term besis so that the situstion ccould be
reviewed ct frequent 1ntervals. T ,

- The coordinated policy which we recommend would not rigidly p“Ohlblt
the renewsl of lozns on gold beyond 12 rmonths, but it ‘would exclude the extension
of such loens for cn initial pericd of more thén one year. Commercial banks
could continue to mcke loens up te 12 months if they wished; the Federal Reserve
would continue to limit any one extension of credit to a three-month meturity,

. with the possibility of renewals on a relatively routine basis up to 12 months
(the Federal Reserve Benk would probably indicate in advance to the borrower,

as it does at present, that "we are prepared for the present to grant = loean

or loans to you on the following terms and conditions, ... such loan or loans tc
run fer 90 days but no loen or renewal thereof to mature later than

(up to ome year) after the date of the first such loen").

A recent long-term loan on gold by an American bank ageinst gold on
deposit in Switzerlond (a $7 million loan from the Chese Netional Bank to the
Roumznian Government for = tcrm of four years) :illustrates a method by which
privete lenders in this country could =void restrictions placed upon their
netivities through the Treasury's licensing procedure (which applies, of course, .
only to deelings in gold situated in the United States) Should the pollcy
recommended above be adopted and should transsctions of this sort become wide-

224079



http:privr.te

e | : B , | © February 7, 1947
To:  Policy Group on Foreign Interests Subject: ' Loans on Gold

From: - Staff Group on Foreign Interests

' On November 8, l94é President Sproul of the Federal_Reserﬁe
‘Bank- of New'York addressed a letter to the Sccretary of the Treasury
proposing a conference among representatlves of the Treasury, the Board
of Govornors, the Federal ReServe Bank of New York, and perhaps the State
Departmcnt to discuss pollcy questlons rolatlng to loans on gold
Pre31dent Sproul transmltted a qopy of thls letter to Chairmen Eccles
W1th the suggestion that the matter might be studled by the Staff Group
on Forelgn Interests, a suggestlon with which the Chairman concurred.

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

Policy ‘Group the follow1ng recommendatlons. '

'A. Recommendatlon8° : o v o,

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

:?f<?' ’ ‘It is an approprlate function of the Federal ReServe Bwnks to make
- short-term loans on gold to forelgn central banks (and governments)

'whlch require dollar funds to meet temporary requirements for for-

: elgn exchange. In order that all forelgn correspondcnts of the

':VFederal Reserve Bank of New York may be fully aware of th1s facility,

z:it is suggested that the Board end ‘the New York Bonk consider in-
iicludlng in the1r next Annunl R ports a descriptlve statement cover-

; ing thls and other serv1ces performed by the System for foreign

_‘corre pondents.

!~(2) Loans on gold by;prlvate 1nst1tutions 1n the United States
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for a loan from‘private sources in the United Stetes,'either beceuse
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 tﬁe Nevaork'Bahk
or by refusal of the appropriate treasury gold licenses, unless the: | ?}?Cil
proposed loan appears to be requested primarily for speculative pu£~ | o
posas;: | |
B; Discussien:
Loans to foreign central banks and governments against the se-
curity of geld were not unusuei}before 1933; they wereimade by msny cen~
.trai banks and'by the large commercial banks in New York and probably.in
London and other large financial centers qbroad. Such loans were not |

frequent, however. Since 1935 the Federal Reserve Banks have been asked

to make, and have made, such loans with increasing frequency, but, the
large Amerlcan commercial bunks made but one such loan* until February

' 1945 when a syndlcate headed. by the Chase Natlonal Bank made a 100 million
dollar loan to the Netherlands Government agalnstvgolq earmarked at the
Federel Reserve Bank of New York; Since‘then, a number of applféations

| hasé beenAmade by Ameriean commercial banks for licenses under ﬁhich gold

:’:f~f earmarked w1th the Federal Reserve Bank of New York would be set a81de

3}§?i:as cellateral for loans to be made by them to- various: forelgn banks. The
41ncrease since 1935 in the frequency of appllcatlons by forelgn countries

. for dollar loans against gold appears to be due in the main to two factors:

: i(l) the fact ‘that since the early'thlrtles the world has not had en inter—

monetary standard based on an wnrestricted flow of gold between

* A §300, 000 loan on gold located in London,f
made in the early thirties.: :
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countries, evén with respect to balance-of-payments settlements by cen-

tral banké and governments; and (2) the neced of ﬁarioﬁs foreign countrieé
for dollars for the reéénétructicn of their economies and the reestaﬁw
., lishment of thblr forelgn trade at a tlme of extreme unSettlement in their
flnanclal, economic, cnd political affalrs.
Although the Gold Reserve Act of 1954 restored convertibility
‘of dollars into gold and of gold into dollars, 1t contalnu provisions
for Treasury control (in the form of a licensing systém) that give grounds
‘for some uncertalnty as to the ability of foreign countrzcs to buy and
Sell gold freely in the Unlted States. It also conta;ns prov181ons, as
,yet unrepealed,~whiqh apparently have led to question$ abroad as well as
. at home ‘as to whether the price of gold in this caunﬁ%y'may be changed’
by'adminlstrative actioni* Furthermore, under Treasufy régulatidns, a
1/4 ber cent handling charge for purchases and sales of gold wes imposed,
; whlch makes it cheaper for for01gn countries to meet short-term needs
for dollars by borrowing from the Reserve Banks at preSent 1nterest rates
rrather than by salllng and subs quently repurcha81ng gold ‘
| In view of the possible 1nfluence on the 1ncrease in applica~
tlons for gold loans of thesc three iactoru, 1;e., the Treasury gold

L licensing system, uncertainty about the United StatuS' gold price arising

’-from certain ex1st1ng leglslatlon, and the Treasury 8, 1/4 per cent handling

: :'charge for gold tronsactions, the Staff Group expects to give further

) H@dﬂsiaération to these maﬁters wiih a view to possibly formulating

* I e. because of the power of the Secretary of the Treasury 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 1934). Section 12
. of the Act, authorizing the President to alter the gold content.of the -

dollar s permitted to lapse by the Congress on June 30, 1943. | -
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| recéﬁmendatiOns, which could be commmicated to the Treasury at an appro-
priate time, with réspe¢t to desirable changes in the Gold Reserve Act, |
and‘in the ?rovisional Regulations issued thereunder; |

The‘principal copéideration which hés led the Stéff Groﬁpito

' recommend that no ba:rierAbe raised at this time to.fofeign loans on gold
for legitimate purposes is that the prohibition of sueh loans would impair
the usafulness of gold (eSpe01ally gold hcld in New York under earmark),
and diminish the inclination of foreign countries to hold gold A wider
dlstribution of world gold reserves is considered to be in the 1nterests
Aof ‘the Uhited States. Undie concentration in this country of the owner-
ship of monetary gold reserves might lead to preésure for demonetization
of gold in the rest of the world and would in any case force this country
to hold for an indefinite perlod an unproductive international asset.
.‘uoans on gold at least have the merit of leaving the unproductlve asset in

"the hands of forelgn countries. Slnce we want to encourage foreign coun-

"tries to continue the policy of holdlng reserves in the form of gold, we
should try not to 1nterfere aith thelr ability to raiSe funds readily by

"elther selllng or pledging thelr gold when any need arises. Indeed, if
we deliberately restrict the usefulness of gold as collateral, forelgn

: "{f'countrles may be induced increaszngly to switch their 1nternationa1 reserves

‘out of gold and into 1n.terest-bearinb u. S Treasury Securlties, ‘which.

would be usable as collateral on dollar loans; in such~case, the Uhited
.(States not only would acqulre an unproductlve 1nternational assat but
also would incur an interest obligatlon to foreign countrles.

AIt is recognized that loanu on gold are subgect to certaln

“2?4083.
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of the Treasury, foreign central banks may at times engage in the 1mproper
practlce of continuing to show gold in their reserve position even though

_it has been pledged against a loan, thereby in effect making use ofAthé

‘ gold while giving thelr public the 1mpresalon that the reserves remain in-
tact. Most central banks which have engaged'in this practioe¥ however,

. seem to haveeshcwn a correqunding fofeign exchapge liability in their
balance sheet and where this has been done the decepfion is not a very
flagrant one; While the practice of ineluding pledged.geld in the monetary
reserve should'certainly not receive any‘encouragement,'the fact that some
>'centra1 banks engage .in it should not be the determining element in our

‘. d90181on whether to make loans agalnst gold generally, nor should a foreign
central bank be refused a gold loan which has sound economic Justlflcation . ;‘7,‘

‘ merely because it indulges in the aforesaid practice. It would, moreover,

be 1nappropr1ate for the System to make it a condition of any gold loan

) ~that the pledged gold be deducted from the borrower's monetary reserve.
QiﬂiIt may be de81rable, however, tc call the attention of the U.S. Executive.

3 Director in the'International Monetary Fund to any undue spread of the
lipractice of not revealing pledges of gold for dollar loans, with a view
fto p0381b1e action by the Fund to discourage this practlce.

A second p0381bility of abuse arises from the fact that any

country which borrows dollars on gold rather than selling it outright is

".thereby placed in e position to profit from an increase in the dollar
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(or'increase) its gold holdlngs can be said to involve an element of -

Speculatlon on the future price of gold. The Staff Group believes that
this factor should not be ignored and that where the speculative element
N appears dominant access to lending.facilities in the United States should
80 far as possible be denied; It is of the opinion, howsver, 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 forns of borrowing in the United States by a country.
‘whieh at: the same time was holding‘gold reserves, and it would not give
adequate weight to the interest of the United States in encouraging a,
'broader dnternational distribution of world gold reserueS: In any case;}
American'commercial banks might escape restrictions'imposed through the
‘licensing.procedure'by making loans against gold located abroad:

_ As aﬁ example of.an'operation in whioh the Speculative element
‘e_would appear to have ‘been dominant, the Staff Group would cite the recent

'experlence with ‘the central bank of Uruguay. This Bank had bought dollar
.1-exchange forward from exporters who could not move their'goods abroad
4'becau5e of wartime shipping shortages. In order to'convert ita long

'f‘dollar p051tion 1nto ‘a long gold position,: thls Bank borrowed an equiva-

‘lent amount of dollars from the Reserve Banks against the pledge of ear- "'

"marked gold and invested the proceeds in further gold purchases. Indeed

'it sought to renew its loans for thls purpOSe after the origlnal occasion

hfor the loans - 1.e. the shlpplng shortagea—— had’ apparently passed.‘

'Following'lnformal dlscu331on of the matter 1n the Staff Group, the New
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renewals., It had‘become clear that Uruguay was not bor;owing to meet a
.demonstrated need for foreign exchange, but was motlvated Slmply by a
bellef that gold was a better asset to hold than dollars -~ i.e, th&t an
increase in the price ef«gold was to be expected. It is poasible to
' argue that the action of the central bank of ﬁruguay wis more in the
S peture of a "hedge" than.an outright specqlation, Sincetgg dollars were
- to depreciate against gold without a corresponding dep;ecietion in the
gold value of the Uruguayan peso, the Benk might suffer a loss in terms
of pesos from the maintenznee of a 1ong dollar p081t10n. Opinions.differ
as to whether any hedge was ever rca_ly necessary (i. e as to whether in
practice it was reasonable to believe that Uruguay would not follow the
:Unlted States in any change in the gold prlce), but in anj case with the
passage of condltlons requlrlng the central bank of Uruguay to take an

‘7abnormally large forward dollar p081t10n, any special need for a hedge

, dlsappeared.

The Staff Group desires to offer the follow1ng further comments

'on its recommendations, notlng ‘that in all cases of loens on gold it is ;

‘ assumed that “politlcal clear&nce“ will contlnue to be obtamned from the

a State Department.

M% (l) Short-term loens on gold by the Federal Reserve Banks

¥ s

:'QTheSe loans on gold have ordlnarlly been mede to foreign central

‘ banks (and governments) in order to meet short—torm (one year or

less) or seasonal forelgn cxchange needs. In the. Dast they have

o

' occa81onally been ‘made agalnst gold in transit to the Uhlted States

\ fo Bale to the Treasury, but 1n recent years thcy hcve been made '

only against gold held under earmark for foreign account in the

S 2'4@86

vaults of the'Federal Reserve Bank of New York.




FEDERAL RESERVE BANK

L o OF NEW YORK
~ RESEARCH MEMORANDUM
- . | .
To  Mr. Spi'oul . N , Date January 20, 1955
From Fred H. Klopstock and - ' Subject Capital Inflow Into the
Horst Mendershausen « ) United States -and the
_‘Balance of Payments Division ~ Dollar Shortage

Copiés To Messrs: Treib.erv, Williams, Exter, Roeélse, Rouse, Sanford,"
N. P. Davis, Roosa, Lang, Bloomfield, Coombs, )
Garvy, Athern, Roche, Webber, Carr, and Krigz, and
Miss Bogardus. .

, During the~§ast fey weeks, quite a number ofAbankers and government
officialszhave evidenced a great deal of interest in aﬁ article in the Egg
York Times of Janusry 2, flled in Geneva by Mr. Michael Hoffmaﬁ. In response
to your request transmitted througﬂ Mr. Roelse, this note comments on his

‘ - .

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

U. S. Contigues", a recent as yet unpublished GATT stuay tﬁat is supﬁosed to

contain the following prbpositions: |

. 1. While it is generally known that in the period 1931-37 a massive

movement of BEuropean capital to the United States took place, the "disturbing :

rinfluence of such capltal movements" extends over the entire period since the ,
;.:‘twenties (leaving out of account the var-dominated years 1938-45) and "emerges

“as the chief cause of whatever dollar shortage has existed since 1926."

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 8 year of their qwn investment funds into the politically secure United

‘States capital market..- | ‘ -

, 3. I1f capital movements into the United States, ‘rather than the
»trade imbalance, are the chilef. cause of the 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. While walting for

‘ V{'j the full story, we offer the following comments on the ideas presented in

um.hﬁmnswﬂd&lj _ o . - 224087
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Prewar capital movements statistics suffered’from~inadequate:coverage,

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

of iarge illicit eapital transferé'(especially in 1947-49) that have remained

unrecorded. The statistical evidence that is available confirms the GATT -
A. proposition thet.there has been a continuous inflow of long-term capifal into

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

Depression, this net inflow of 1ong-te£m foreign capital was paralleled by a

net riee of foreign short-term claims in ehe Ugited States.

In the early‘postwar years, the statistical evidence shows, .most .
foreign eountries-were able, by means of massive gold sales, to maintain, and
e;ee to add to, their shor%-termnélaims; at the same time--according to our
statistics-~there occurred a net dlsinvestment of "visxble" foreign long-term
capital, as forelgn exchange control authorltles, especially in Furope, were - , i
able to force their citizens to surrender their United States investments. It
is qu;te likely, however, that the recorded nethliqnidetion of securities and
other capital in the 1946-51 period was more than‘offset by unrecorded, and
unmeasurable, clandesfine entries of foreign capital into the longitermxcapitai
markeﬁ. That fofeigners during the ;ast few years ﬁave added tq their assets
hefe ie well known. The following sbstract from the balance-of-payments statis-
ﬁics ehOWngnot very satisfactorily, bﬁt asifar as trenés are concerneé, not;
too badlywhwhat happened in the field of capital ﬁovemeﬁts.during'the prewar
and postwar pefiods. ‘ | ' ) . " A }
In the course of these years, a great varlety of factors induced .

movements of funds to theVUnited States. By way of. quick summary,—/ nonresidente

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

“j These filows have been analyzed in an extensive literature of private and : K
| official publications. . ~ :
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United States Balance-of-Payments. Statistics

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

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

- 1923-27 869 R 1,606 | 2,475
1928-29 821 - | T 900
1930-33 | 31 - 2,680 - 2,449
1934-39i "1,151 o 3,037 4,188
1946-51 , - ess ; 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 thelr currencies
(1934~37); tC 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 ﬁp interestwearning short«term dollar assets for the account of
monetary authorities (1952-54) . -/ Foreign ‘traders and bankers built up working
balances throughout most of the twenties and in the early fifties, and mostly
i speculative and fugitive balances in the thirties and forties. Whether desirable.
‘“}'ﬁéf undesirable from the point of view of national governments ahd monetary al=
“;‘Athoritias, normai or perverse by the standards of abstfact economic analysis,
‘A'reiated or unrelated to ordinary trade,.these_capital moveoents developed through

the actions of bankers,ttfaders, and private individuals pursuing their own °

l/f The years in parenthesis suggest the times when 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 aﬁd the loopholes in postwar foreign
exchahge controls, these .capital flows of course coﬁld not have occurred. And
in market terms, there was nothing abnormal about someﬁody sending funds to the
United States if he was willing and able to do s0. . |

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. Aesume
further that in the aﬁsence of such'aﬁ "ample" dollar supply the outside world
is "short of dollars", i.e. thet‘it cangot obtain "enoqgh“ supplies of goods and
services from this country. You mey then set as a policy norm that whatefer
dollars the United States supplies should be used by the outeide world ﬁo buy
the goods and services it needs, rather than for buying capital assets here.

What if "the world" decides to apply part of its dollar earnings to
the building up of deposits and investments in the United States? If‘it does,
it eeemingly manifests an excess suﬁply 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 Unlted States may be in view of
existing incentives, it seems paradoxical in terms of the policy norm. |

This paradox seems to have gotten under the skin of some observers
-who wax indignant over the inflow of "hot" money into the United States at a
time when the United States taxpasyer provides sizable aid to Europe and thus,
in fact, replaces with his own earnings funds that are profitably invested in
the United States by citizens of aid-receiv1ng countries. .

‘The first thing the victims of this irritation should note 1s the

variety of reasons that have brought funds here, some of which have nothing to E ' F

s - | ‘2?4090
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do with capital flight. Secondly, it should be understood that the prevention

of "undesirable"lor "excessive" movements of funds to the United States, what-.

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

system of national and internationallyAitterlOcking controls over capital move-
t méﬁté. Thirdly, it seems vefy doubtful that thé "undesirable" capital movements,

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

.called the "dollar‘gap"iin the balance of payments of foreign countries.

Leaving aside the so-called concealed dollar shortage of the recent
ﬁast, the dollar gap of the postwarvyears, which was defined operationally for
the purposes of foreign aid, was, in the aggregate, much larger than any clan-
destine capital movements that'are likely to have occurred during the last '
decdde.

Of course, all estimates of such movements are pure guesswork. The
»residual item (errors and omissioné) of the United States balance-of-payments
stétément, to which reference sometimes is made as an indication of the size
of thé concealéd capital movements into United States dollar assets, does
nothing more than suggest the relative magnitude of unrécorded capital move-
.mentsiat different periods of time‘E/A It cannot be taken as a measure of the
absolute amount of such movements over any period of tlmen In estimating the
clandeStine capital movements, adequate attention is not always being given to

T ‘the fact that in one or two countries, notably Britain;;the sense of inteértty

'.prevailing in most of the business community is an important factor inhibiting
 ‘capital flight, that é certain measﬁre of caution_in orier to pretent detection
stands'in'theiway of transfers of liquid funds, and that’mény American reciplents

- of such cgpital do'ndt élways wvelcome them, in view of the tax, accounting,

l/ See Arthur T. Bloomfield, "Speculative ‘and Flight Movemnets of Capital in
Postwar International Finance", Princeton 1954, pp. 8-10.
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‘and cﬁetedy preblems to which the‘holding»of euch fund% gives rise. 1In short,
foreigners may not have selted'away as many dollars as the eu5p1cioue;observers
have it. It cannot be denied that unrecorded transfers of private capital
were large in 194? and also in l§49, and contributed importantly to the rapid
‘. deteriofation_of Europe*s baiancenof-payments position:in those years. Yet,
at its worst, the annual movement into the United States probably 4id not ex-
cged one billion dollars, and may have been substantially less in 1946 and 1948.
Estimatee of the dollar gap during these years ere, of course, very'ﬁuch de- |
@endent onvthe definition of such a "gap", but on any count the gap during these
years was a multipie of any reasonable estimate of caﬁital movements into the

United States.

As to the elleged continuafion of a large~scale fligh{ capital inflow
into the United States, it would eppear to us that the reverse is true. The
strengthening of . European currencies as evidenced in the rapid improvement in
the Buropean gold end dollar position may well reflect;ato an admittedly 'small
ekfent-~§he,re£urn of pfiyete'capital from its places.of’hidinguin the United . : .
Statee, Swifzerlana,vand perhaps Uruguay--to mention the more popular havens of
flight capital: of course, ﬁé lack the statistical'evideece for this broﬁosi-
tion,ibut from what ene hears and sometimes reads, it dees noﬁ 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 dii
| rect investmehts,'indicate that long-term investments on the pért ef European .
countries have been averaging approximately 275 million dollars during the period A
l952~54 These investments reflect’ primarlly British acquisitlons of United

: States subsidiaries and affillaxes,i/ and Swiss_purchases of United States shares,

;/ The investments by the British and some other European interests are, of :
< . course, entirely legitimate; they have strengthened Europe's position in the o
American market, and have been approved by the exchange control authorities. )

22409L_j}
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the latter having améunte& to approximately 80 million’ dollars in 1954. Some
of this money represents,.of cdurse,,non-Swiss capital, but é capital inflow
-of this magnitude 1s insignificant, from the viewpoint iboth of the Europeah
dollar positién and of the United Statés capital market. Our own cépital move~-
-‘ meﬁfs statistics show, moreover, thét the build-up of private short-term funds
in the United States ﬁas been relatively small in recent years and that the
existing balances do not appear to be in excess of reasbnable working papital
needs.

There is no'indication in recent statistics of ény heavy participa-
tion of foreigners in the "politically safe" United States capital market, i.e.
of_é flight of capital to the United States. There are many indications of a

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

as Berlin.
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Gold-Memo on the Meeting of the Staff &

~ Policy Gfou‘p on Foreign Interests, 1947
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J. He Adler, Balance of Payments Division

. Divisian‘ United states. 1947_49? -5 o

194? 1948, and 1949 were twofold. First, the sale of gold 1ncreased the money

N ':\ ®
a

supnly held by the public, ag the dollar proceeas were spent to bmy goods in this ,,rJ:

country. Secondly, the sale of gold enlarged the credit base hy expanding both
the gold reserves of the Reserve Banks and the reserve funds of the nation's .
banks. Thesé addltlons to bank reserves pruuded funds for a further, secondary
growth of the money supply since the banksg? ability to make loans or to purchase
,investment securities was thereby enhanced. : '

_ The\inflpepce of foreign-acgount expenditufes upon bank Teserves and
depoSits.reached a high-water merk in 1947 wheﬁ over 3 billion dollars of
proceeds of gold sales and dollar balances Wlth the Federal Reserve Banks was -

Vspent. Thereafter, as Table I shows, the amounts declinmd sharply.

TABLE I .
FOREIGN ACCOUNT SPENDING AFFECTING %EMB R BAHK K RESERVES, BY SOURCES, 1947—49
(In millions of dollars) :  Chenge in
‘ _Jf . doller balance "with
~ Year purchases Reserve Banks { - = decreasgl
1947 + 2,913 - 116
1948 o ) + 1,490 + 250
1949 + 183 , +. 125

;/lChange in gold stocks 1947 adJusted for’ ‘the United States subscription
to the International Monetary Fund.

S 224096
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In 1947 foreign-account spending was 8o great that, despite

large gold seles, foreign dollar balances with ‘the Federal Reserve Benks ﬁ“x
declined. In the next twb years these balances were built up. In 1949, the 4
| growth in foreign accounts with the Reserve Banks almost offeet the effect of

the increase in the gold stock on benk reserves and depoeits.}
* Both in 1947 and 1948 gold sales to this country were far in excess of
world gold nroduction (outside the USSR), which in recent years 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~slow1y—rieing
world geld production, gold sales to this'couhtry over the three years N

were greeter than production by more than two billion dollars. Gold reservee
‘of other countries therefore dropped sherbly. |

The primary effect of/gold and foreign—eecount operations on the

money suppiy held by the public in ali three years vas expansive. In 1947, ae
the Table II indicates, gold purchases and foreign balances with the #eserve |
Banks accounted for nearly.all'ef the grewth ie the money supply. In the next.
year;'gold operationsloffset‘a part of the decreese in the meneyxeupply that
wag attributable to other factors. Last year tee ipfluence of bofh\geld and,>

other factors was negligible,

224097
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TABLE II

ANALYSIS OF CHANGES IN THE "JONEY SUPPLY, 1947-1_&
(In millions of dollars)

Adjusted | o \ Pri £f §t§ ' Effect of' o
: demand . Currency ; uéiﬁ gpexe*ating othe : ’
Jear deposits outside banks - Total en e money supoly M
1947  + 3,807 - 254 + 3,553 . -+ 3,029 N T
1948 - 1,601 - 397 - 1,998 + 1,240 -3,238

1949 - +1,200 1/ -1,100 + 100 o+ 58 + 4R

1/ Change from December 31, 1948 to December 28, 1949.

In 1947 and most of 1948 the Reserve System and the ’l‘rea.sury had to
cope._ with infletionary developments which arose in part from the effect of gold.
'operations on bank reserves as well as on the money supply. Benk reserves, as
is indicated in Table III, rose perceptibly in 1947 and 1948, and dropped
ehaz‘piy in 1949, | . '
‘ ‘ TABLE III

DEMAND FOR AND SUPPLY OF MEMBER BANK RESERVES, 1947-49
' i f dolle X
(In millions of dollers) 15 7_1_/ 1 1/ 1

Demand for reserves due to changes in: : : L
Reserve requirement percentages : 0 +2,986. - -3,587

Deposits ‘ : +783 - 46 - 140
“n Excess reserves . ‘ : +263 + 36 - 184
' Supply of reserves attributable to changes ing ' ’ .
Gold stock 2/ +3,082 41,32, + 58
System holdings of Government securities -2,050 +1,650 by 448
OthsT factors : + U oo+ 2 o+ 419
Chenges in reserves . : #1,046 42,976  =3,911

" "1/1947% change Trom January 8, 1947 to January 7, 1948; 1948: change from January 7,
1948 to December 31, 1948. o

. 2/ Gold stock ad_]usted to changes in foreign balances with the Reserve Banks. In 1947
gold stock also adgusted for United States subscriptlon to the I_nternatlonal

. Monetary Fund.
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In 1947, the effect of the gold increase was canceled hy measures

taken by the monetary and fiscal authorities., During 1948, the increases in
reserve reculrements by the Federel Reserve Board accounted for all of the rise”
"in benk reserves. The fall in bank reserves in 1949 was also associated |
Valmost entirely with changes in the prescribed reserve requlrements, these -
reductions were mads in order to ease the adjustments in the economy necessitatedxu>"“
by the halting of the inflationery boom. ' ,

From the figures in Tebles II and III it is epparent that in 1947‘end
‘1948 the gold inflow made substantially more difficult the efforts of the :
Reserve Syetem and the Tressury to bring to & helt the inflationary forces
prevalent in the economy. The direct contribution to the money eupnly made by
gold purchases was not the most burdensome of the problems. It is true that gold
purchases added to the funds availsble to domestic Durchasers, but increases in
deposits due to foreign demand for goods and services are not peculiar tq
purchases mede with the proceeds of gold sales, as the same effect would have
occurred if other nations hed borrowed from the,banks (with gold as collateral).
Such borrowing, hovever, would not have enlarged bank reserves as did the gold
inflow. | |

| It is this feature of the gold inflow—its tendency to bulld up bank

reserve<-—thet was most troublesome to the Reeerve System during the period. In
its efforte to hold down expansion of domestic bank credit and the growth in the ,‘

money supplj the Reserve System was confronted at every turh with the necessity

'i . 224099
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of mopping up these reservés. The problem was partlcularly grlevous be;ause

.domestlc developments limlted serverely. the use of interest-rate changes as a
method of credit control. .

- Desplte these limltatlons Federal Reserve and Treasury action ‘
conffibu%ed importantly to bringing the inflationary forces under control. 1Some
measure of‘their Joint efforfs is depicted in TébleiIII, which éﬁﬁws‘that&thé
chanée'infthe System;s'security holdings canceled optva largé share of the gold

" inflow in 1947. In 1948, system holdings increased because of the rise in
prescribed{reserée requirements; The principal4method pursued Qas“to réduce'the
'availability of bank reserves by using surplus Treasury cash 1ncome to redeen
maturing securlties held by the Eeserve System. In this way'the banks were
forced almost constantly to make adjustments in fheir reservé positions throuéh
the sale of short-term government securities. Anyjincrements in the excess

reserves of mény 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. )
' Furthermore, the use of Treasury net recelpts in the above-described

fashion destroyed bank deposits and thus altered the money supply held hy the
public. 1In this way, the purchaéing power of domestlc buyers was reduced, and,

the effect of gold purchases on both deposits and reserves was thus brought under

control.
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It would be inappropriate, hcﬁeverﬁ to aﬁpraise the‘éignifiggncéiqf )
the ‘gold inflow 1nto thisicountry‘excluéivély‘in torms of iﬁs‘ﬁbﬁé;;;¥;gﬁiiét '
" effects. These effects were incidental to ‘the priméry purpose of‘ihefgbié S
imports-~the financing of American exports. ‘Mbré preqisely;iﬁhe ﬁﬁrpose“§f
.the gold sales)to:the Treasury was thé financing of those ekpgrts‘ﬁﬁich cé&ld
not be pald for by other mesns. It is the nature of gﬁld‘as a ﬁe&ium ofAiﬁﬁef;‘ A 'OZ
national résefves that it is normallybused fortﬁhe'purchase“of margihal exporis,ﬁ
which.kould ﬁot, and couldinot, be purchased 1£ fhe.buyiﬁg country la;ked_égch‘:

N

Thus, gold sales to the Treasury fihanced>13.2 per cent of tqtal‘

" reserves.

Americaﬁ exports of goods and services in 194%('8.3 perlcent in 1948, and 2.6 | - )
pér cent in the first nine months of 1949. It is of course impossible:to

determine exactly what exports were financed by"gdld seles, as distinct fromt

all other forms of payment for Americah exports. But there seems to he some
jﬁstification for seying thét most, if ﬁot al;,:of‘the gold saleg of Egrﬁpean

countriss (smounting to appfoximétely 2,500 mil}ion‘dollars/betweeh January

19%7 énd June 1949) were used to finance "less grgent“ purchase8~in‘thisAéountny,‘
i.e.,\purchaséa over and‘above‘ﬁasic food and réw materials requirements.

Without goldAreserv953 the buyers probably uould not have made these purchgsés.

1/ Under certain circumstances, however, such as-those prevailing in certain Latin

" American countries, during the postwar years under consideratlion, gold sales
cannot be considered as a resort to Mlast" reserves since these gold holdings

. had been acgquired in the courge of the war years in payment for export_ sur-

pluses and with the specific intention of making use of them when supplies of
American goods again became available. These gold sales amounted to approxi-
mately 1 billion dollers between 1947 and 1949.

g/ The 1947 percentage figure is based on gross gold purchases, and disregards the
tronsfer of 688 million dollars in gold to international Institutions. This
"outflow" obviously had no effect upon the current international trensactions

 of the United States.
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‘In other words, there seem to be good reasons for assuming that

the export effects (as distinct from the over-all monptary effects) of gold
sales were concentreted in certain definable sectors of the American economv,
These sectors probably were the machinery and equigment indugtries (apart from
| top~priority items); the "less essentizl" sectors of agricultural production,_
such as-tobacco and meat p?oéﬁcts; end such service iﬁdustries ae the moviés.
This view is corraborated‘ﬁy what can be observed of\the maﬁner in which
certain countries handled their import COntrolé, changeg in %hichfclearly indicate
what goodé constituted, . from their poinht of view, marginsl dollar purchases:

‘,{ ' Fér instance, commodities, purchases of which vere eliminatedAor curtailed |
throughlthe successive tightening of the "austefity screw” in the United |
Eingdom, must be considered merginal--and thus,'by implication, financed by
gold églés so long as they continued. In other;cduntries, the lengthening or
ghortening of the list of permitted iméorts indicates what they considered as
ﬁarginal Imports, to bhe permitfed dr'expanded iﬁ accordancé with the availabilify
of'exchange resources.

If this view (which, it mst be emphasized, follows from the
concept of the use of gold for essentially'marginal purposes) 1s accepted, it
- follows that the pressure on prices, too, that these gold-financed- exports |
exerted, must be traceable in specific sectors of the economy. There can be

no questicn that foreign orders of steel, rollin% stock, and electrical

o)
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o
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equipment contributed to the price rises in the ”official“ and perhaps also in

the grey markets of these commodities. Conversely, it is not surprising
to find that the disappearance of the grey markets in such‘“non-essential”
commodities as rayon yarns and certaln 1ndustrial chemlcals coincided with the
‘lest stage of the draw1ng down of gold'reserves (end dollar balgnces) by some .
Latin Americen countries, and the imposition or reimposition of‘exchangé .
controls in these countries. It probably would be inappropriate,'however, to
conglder the gold sales to the Treasury as an 1mportant causal. factor of the‘v~:{
price ri*es of "essential® food stuffs, such as wheat. Foreign purchases of .
;wheat woula have taken place even if foreign countries had not been able to

meke use of their gold reserves.. |

There is one more aspect of the goldlinflow of recent years which

is of considerable practicél gignificance in the long run. Gdd seles by some
’ Europeah countries did notltake the form of a cqntinuous flow, but came in
"spurts" of o few weeks:or months at & time, ° Tﬁus the Netherlands, for inétance,
finanéed a lérge proportion of its purchases in this couptryvin egrly 1948 by
substantisl gold sales; soméwhat leter it was reimbursed by the.ECA for some

of these ﬁurchases; 'The United Kingdoﬁ WaS faced with an intensification of
its doller imbalance in early 1949 and had to.rgsdrt to large gold smles. The
incresse §f their dollsr balances toward the end of 1949 enabled both countries
to'replenish their gold holdings thréugh pqrchéses'from the Treasury. In both
instences the gold salés acted as a buffer agaiﬁst a sudden cutting off of

purcheses in this country. This use of gold reserves--to finance a strictly'
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reserves. It is interesting to note that thls £Unction is still servedm;in‘H
spite of ERP, the Internatibnal Monetary Fund, and direct trade and ethéngev
contfois. From the point 6f view of the United States, the &ppearancé'of‘ﬁ éoid“
.inflow at 8 time of temporary recession such es the earlier months of 1949, is
of course of considerable slgnificance. Contrary to expectstions, American
éxpérts expanded in the first six months of 1949. This expansion was partly
the result of increased'diébursements of foreign'aid, but in part‘it‘was.also
fihanced by gold sales. This increase in exporfs offset to some extent\tﬁe'
" decline in businesq expendltures vhich caused the recession. Since a’ shorﬁ;
run decllne in the level of American business act1v1ty leads normally to a more
than proportionate decline in the volume of imports and thus of the dollar
earnings of foreign countrieg, the sale of goldvby foreign countries to the

Treasury may be counted upon as a minor anticyclical btuffer.
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“Jan. ’;'"’“

- Feb.
. Mar.
Apr,
May
June
July

‘Aug.
_ Sept. .
- Oct.

" Nov.
Dec.

1933

Feb.
Mer.
Apr.
May
June
July
Aug.
Sept.
o Oct.
Nov,
Dec.

1934

Jan.
Feb.
Mar.
Apr.
May
June
July
Aug.
Sept.
Oct.
Nov.
Dec.

' (End of month figures.

Federal.

.Gold Holdings of the United States g

In millIOns of doliars)

-Reserve Total L -
(Gold &nd o Moretary - Stabilization
Gold , -Stabilization . Gold ?*} Fund-Gperating
Certificates) Circulation Tréasury - Fnd Stock o “Account
2,976 970 183 4,129
2,938 939 188 4,067 i
3,020 896 186 4,103
3,004 882 194 " 4,080
- 2,790 883 1190° 3,865
2,578 882 172 3,632
2,635 . 861 190 3,687
2,773 a 831 - . 195 o . 3,801
2,893 -~ .. - 802 - . 209 T 3,906
T 3,049 802" - 200 ' : 4;053-<
3,151 82 . 293 4,226
3,256 793 217 4,266
2,952 - 933 207 4,093
3,250 473 270 3,995
3,416 371 236 4,025
3,520 317 191 4, 028
3,543 299 188 ~4,031=
3,548 285 200 4,033
3,588 274 178 4,041
3,591 257 188 4,037
3,591 250 195 4,036
3,573 243 219 4,036
3,569 237 230 4,036
3,557 178 297 4,033
3,931 167 3,340 7,438
4,336 161 3,197 K 7,694
41621 157 1,177 1;800 - T,757
4,683 153 1,143 1,800 7,779
4,808 150 1,098 1,800 7,856 21
4,930 146 1,053 1,800 7,931
5,001 143 1,034 1,800 7,978
4,980 139. 1,058 1, ’800. 7,978
4,989 136 1,077 1,800 8,002
5,107 133 1,092 1,860 8,132
- 5,143 130 1,165 1,800 8,238
224108
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June
July
Aug.
Sept.
Oct.
Nov.
. Dec.

1937

dJan.
Feb.
Mar.
Apr.
May
June
July

_Sgpt.
Oct.

Nov.
Dec.

Federal ’

QTotal

224109

Reserve. b it . R :
~(Gold and e Liipmilizl Monetary w-~Stabilizatiox
Gold o Stabilization Gold . Fund-Operating
Certificates) Circulation < Treasury “ Fund . Stock Account '
5,405 1,057 1,800 : - 8,391
5,559 1,042 1,800 - 8,527
5,592 1,052 1,800, . "8 ,567
5,T69. o Lo L Boo'h
5,901 - L L,0390
6,203 . 7995
6,246 82..
vf?ﬁ6 502. e
6,633 .
7,053 "~
7,347
7,57 109 643 1,800 - = 10,125 . - e
7,667 107 608 1,800 10,182
7,685 106 576 1,800 10,167
- 7,680 104 598 - 1,800 10,184 )
7,717 103 605 1,800 10,225 .
7,837 102 662 . 1,800 10,402 i
8,119 101 588 .1,800 10,608 59 7
8,210 100 537 . 1,800 10,648 Lt
8,312 99 505 . 1,800 10A716
8,397 98 550 . - 1,800 10,845
8,662 97 485 - 1,800 11,045
8,811 96 478 1,800 11,184
8,864 95 498 1,800 11,258 -
8,862 94 602 © 1,800 11,358 .
8, ,859 92 685. 1,800 11,436
8,856 91 827 1,800 11,574 v
8,853 90 1,056 1,800 11,799
8,850 89 1,250 1,800 11,990 o
8,846 88 1,584 1,800 12,318 169
8, ,843 87 1,714 1,800 12,446 o
8 840 86 1,840 1,800 12,567 |
,9,138‘ 86 1,717 1,800. 12,741
9;134 85 . 1,784 1, 800' 12,803
9,132 84 1,758 -1, ’800 12,774
- 9,129 83 1,748 1, 800‘ 12,760



1938

Jan.
Feb.
Mar.
Apr.
May

June
July

Aug.

Sept.

Oct.
Nov.
Dec.

1939

Jan.

Feb. .

Mar.
Apr.
May

June .

July
Aug.

Sept.

Oct.
Nov.
Dec'.

1940

Jan,
Feb.
Mar.
Apr.
May

June
July
Aug.

Sept.

Oct.

Nov. 
Dec.

X Federal

Over

224110

Reserve CoUVTetal | T IR
(Gold and L .Monetary : Stabilizatior
. Gold , S l-;‘:::’Stabiliz&tion‘~<ﬂQgGoldmj;jygFun&-Operaﬁing
Certificates) Circulation ~ Treasury - - Fund "7 ~~8tock - .Account™™
9,127 82 1,747 1,800 12,756 =
9,183 81 - 1,712 1,800 12,776 .
9,223 81 - 1,691 1,800 C 12,795
10,650 80 338 1,800 /12,869 =
110,648 79 390 1,800 12,919 .-
10,645 78 439 1,800 i2,963
10,642 78. 497 1,800 13,017, .-
10,640 77 618 1,800 13,136
10,918 7 965 1,800 13,760
11,272 76 917 1,800 14,065 -
11,613 76 824 1,800 . 14,312 -
11,798 75 838 1,800 14,512
11,948 75 859 1,800 14,682 - )
+12,125 T4 875 1,800 . 14,874 o
12,553 74 831 1,800 15,258 154 . .
13,103 73 814 1,800 15,791 . B
13,326 T2 758 1,800 15,957 - o
13,524 72 T14 1,800 16,110 - 85 _:
13,878 71 488 1,800 16,238 e
14,321 71 453 1,800 16,646 o
14,679 71 382 '1,800° 16,932 164 .
14,838 70 383 1,800 17,091 s
14,976 70 512 1,800 17,358 N
15,209 69 565 1,800 17,644 156
15,561 69 500 1,800 17,931
15,813 68 496 1,800 18,177 : S
16,076 68 489 " 1,800 18,433 . .. 145 .
16,428 68 475 1,800 18,770 .- B
16,994 67 347 1,800 19,209 © . SR
17,754 67 342 1,800 19,963 . - 86
18,202 66 394 1,800 20,463 L
18,618 - 66 429 1,800 20,913 -
18,940 . 66 438 1,800 21,244 105 -
19,289 65 351 1,800 21,506 e
19,586 65 349 1,800 21,801 -
19,760 65 369 1,800 21,995 48



Federal : : AU
Reserve : . P ' Total _«. . = 7~
(Gold and 3 - Monetary .. ° Stabilizatio
- Gold : .. Stabilization Gold - .. Fund-Operating
11941 .- Certificates) Circulation ~’Treasury Fund . Stock . . - .Account
Jan. . 19,913 64 338 77 1,800 T 722,116 T
Feb. 20,031 ‘ 64 33 . - 1,800 22,232 -
~ Mar. 20,112 64 . ‘391 . 1,800 . 22,367
Apr. . 20,204 : 63 438 1,800 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 © 1,800 - 22,785 -
Dec. 20,504 61 o3 1,800 22,737
1942
Jan. 20,533 -6l 353 1,800 22,747 S
Feb. 20,515 61 329 1,800 22,705 - Rt
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 . N
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 A
- Sept. ' 20,576 59 319 1,800 22,754 ' T
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 S 12
1943 - | | | .
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 : o
May 20,261 57 308 - 1,800 22,426
June 20,224 57 -+ 306 . 1,800 22,388 Co1
July 20,163 57 ‘ 315 1,800 22,335 ‘ oo
Aug. 20,071 57 - 315 . 1,800 - 22,243 S
Sept. 20,011 56 -7 308 1,800 22,175 7
Oct. 19,947 56 313 . 1,800 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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1944

Jan.
Feb.
Mar,
Apr.
May
June
July
Aug.

.Sept.

.Oct.
‘Rov.

ST M a2

"Dec.

1945

"Jan, -

Feb.
Mar.

Apr.

May
June
July
Aug.
Sept.
Oct.
Nov.
Dec.

1946

Jen.
Feb.
Mm‘d
Apr.
Mey
June
July
.Auga
‘,Sept.
Oct.
Nov.
Dec.

21, Federal .-
:% Reserve

.....

g

(Gold and L wiww 7 Monetary' ri--Stabilizatilor
‘Gold T T, ST gtabilization”T TTGEld . T Fund-Operating
Certificates) Circulation Treasury ~ Fund Stock. - = ‘Account
19,746 55 317 1,800 21,918 - L
19,536 .55 320 1,800 21,712 i e
19,423 55 323 1,800 . 21,600 . 14,
19,265 55 310 - 1,800 - 21,429 = i
19,097 54 313 1,800 21,264, = e
19,010 - 54 310 .. 1,800 21,173 .. 1-
18,823 54 . 319 1,800 20,996 .: S
18,759 . 53 314 . 1,800 | 20,926 . i i
18,647 - 53 324 1,800 20,825 25 .
18,552 " 53 321 1,800 20,727 L.l
18,528 53" 307" 1,800 - 20,688
18,444 ‘53 321 1,800 20,619 12
18,373 53. 324 1,800 20,550
18,346 53 308 .1,800 20,506 RN
18,261 53 305 1,800 20,419 32 .
18,207 .52 314 1,800 - 20,374 Y
18,112 52 306 .1,800 20,270 oL
18,055 52 306 1,800 20,213 81
17,981 52 320 1,800 20,152
17,926 52 310 1,800 20,088 T
17,898 52 323 . 1,800 20,073 20 -
17,879 51, 306 1,800 20,036 :
17,870 51" 309 1,800 20,030 _
17,863 51 351 1,800 20,065 18
117,983 51 323 -1,800 20,156
18,049 51 333 1,800 20,232 -
18,075 51 331 1,800 20,256 54
18,097 51 304. 1,800 20,251 L
18,092 50 299 1,800 20,242 ‘ e
18,103 50 316 1,800 20,270 ST
18,105 " 50 31 - 1,800 20,267.
18,098 50. 333 1,800 20,280
18,095 50 360. 1,800 20,305 113
18,229 50 324 1,800 20,402 :
18,310 49 311 - 1,800 20,470
118,381 49 298 © 1,800 20,529 177
Qver
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Federal

Total

April 28, 1950

Reperve BN SR
(Gold .and L : Monetary 7 Stabilizatior
, Gold - Stabilization ' Gold =% Fund-Operating
1947 °© - Certificates) Circulation  Treasury ~ Fund ~Stock I . -Account
_Jen. 18,627 49 212 -yl L8007 .:20,748 .cv
Feb. 19,113 49 1,168 ©..20,330
Mar. 19,222 48 1,192 20,463 .
- Apr. 19,537 .48 1,189 20,774 - *
May 19,689 48 . 1,196 20,933
June , 20,039 48 1,179 21,266.
July 20,296 48 1,193, 21,537 -
Aug. 20,534, 47 1,184 21,766
Sept. 20,723 47 1,185 21,955
Oct. 21,044 47 1,203 22,294 i .
Nov. 21,363 47 1,205 . 22,614
Dec. 21,497 47 1,210 22,754 ¢
1548
Jen. 21,701 46 1,187 122,935 L
Feb. 21,776 46 1,214 23,036 ‘
Mar. 21,878 46 1,213 23,137 79
Apr. 21,910 46 1,212 23,169 ST
May 22,036 45 1,223 . 23,304 co
June 22,258 . 45 1,229 23,532 208 -
July 22,407 45 1,226 23,679 - Ee
Aug. 22,465 45 17216 23,725 oo
Sept. 22,603 45 1,224 23,872 188
Oct. 22,726 44 1,233 24,004 R
" Nov. 22,889 44 1,232 24,166 Lo
Dec. 22,966 44 1,233 o4, 244 155 -
1949 ,
Jan. 23,025 44 1,202 f 24,271
Feb. ~ 23,045 43 1,201 24,290 :
Mar. 23,077 - 43 1,194 - 24,314 154 -
Apr. 23,099 43 . 1,189 -24,332 e
May 23,116 43 1,183 24,342 .
June - 23,245 43 1,178 24,466 71
July 23,285 43 1,193 24,520 ‘ o
Aug. 23,362 42 1,203 24,608 : :
Sept. 23,350 42 1,210 24,602 126
Oct. 23,320 42 1,221 24,584 S
Nov. 23,232 42 1,205 24,479
Dec. 23,176 42 1,209 24,427 .
1950 ‘
Jan. 23,168 41 1,185 24,395
Feb. 23,120 41 1,183 24,345 °
Mar. 23,020 S 41 1,185 24,246
Federal Reserve Bank of New York
Research Department ' A
Financial Statistics Division 224113
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0ff1ce of Ivtcrnatlonal»F1nanc

March 8, 1948 ‘““AEW'EE
W.'ﬂ‘ ~

. REPLY TO FEDERAL RESERVE MEMORANDUM WITH”RESDEGT TO
+ CERTAIN ASPECTS OF UNITED STATES. GOLD POLICY AND PROCEDURES

o £ ‘!"E

The Federal Reserve memorandum recommends that changes be made in
United States policies, procedures or laws relating to gold in five major
respects: Gold transactions for foreign official accounts, commercial
banks! gold operations at premium pricés, loans on gold collaterzal, the
1/4 of 1% handling charge, the Secretary's power to buy and sell gold at
discretionary prices under sections 8 and 9 of the Gold Réserve Act of
1934, Each of the Federal Reserve Bank's recommendations will be con=-

,~siﬂered separately,

I. Federal Reserve Recommendations.,.
1. Licensmng of Gold Transactions for Foreign Off101al Accounts,

Recommendatlon for action That the existlng 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 thereunder,

The comment on this point makes several suggestlons whlch 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 be 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 forcgoing recommendation and suggestions seem to indicate some -
unfamiliarity with the present status of Treasury practices and procedures, .
No further liccnse beyond NY-18-1 is nccessary 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 circumstances is any lengthier consideration required,
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. Subsequent to the sale, wrltten corroboration of telephonlc authorlzatlons R
are sent to. the Federal Reserve Bank of New York for purposes of record '

and auditing, Inasmuch as the Treasury is. selling its gold, these require-
ments appear to constltute a practlcal minlmum of formallty.

Gold ‘sold by the United States to & 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-18-1
authorizes the Federal to "export gold'* * * delivered to you (the Federal)
for account of any foreign government or forelgn central bank, by the

" United StatGS'* * .0

Exten51ve llberalizlng smendments to the NY-18-1 license were proposed

by the Treasury to the Federal Reserve Bank of New York in January 1947,
These amendments would, among other things, dispense with the paper work
now required in connectzon with purchases and sales of gold between the
United Statcs and the International Monctary Fund and the International Bank
for Reconstruction and Development. They also would authorize the transfer
of ecarmarked gold held at the Federal between all foreign governments and
central banks cxcept those specially designated by the Treasury, The
Treasury 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 the President for approval, ,

The only substantial delays which occur in connection with purchaées
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 with the Department of State., The Federal Reserve mcmorandum does
not recommend any chenges in procedure for purchases of gold except the .
"possible elimination of certain technical requircments",  The Treasury
staff, on a number of occasions has asked the Federal Reserve Bank of New
Ybrk's forcign staff for advice on any ways to simplify the paper work
1nvolved and any specific rccommendations would be welcomed

On ‘both purchases and sales the Treasury has been ready to'approve
transactions in advance before the final cable orders glving the exact
amounts are reccived or dccoded in the New York Bank.

The Treasury agrees thgt outstanding public statements on purchases
and szles of gold are obsolete in many respects. - Consideration is being
given in connection with a more extensive study of gold policy to the de- .
sirability of issuing ¢ new public statement and to the form which that
statement might take, It docs not seem, however, that much simplification
or improvement of opcrating policies can be achieved other than by agree-
ment on amendmonts to liccnse No. NY-lS-l :

2. Gommercial Banks' :Gold Operations at Premium Prices.

Recommendation for action: . That the Treasury Department
and the Board of Governors. of the Federal Reserve
- Systenm join in issulng a public statement along ‘the
follow1ng lines: :

***-****
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4 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 reported that United States banks (to .
which this Federal Reserve recommendation was confined) are cooperating
fully, The Treasury, since that time, has also amended its gold regula-
tions, applicable to all persons within the United States, going as far .
in restricting premium gold 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 transactions.
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 the United States. ’

- (1) The Federal Reserve Banks would continue their _
present policy of making loans on gold for an o
initial period of only three months, subject
to renewal, but spécial.Treasurbeederal Reserve
consultation and review would be undertaken
if any renewal is proposed beyond 12 months from
the date of the orlginal loans ‘

(2) The Treasury'would decline to license any commer-
- ‘cial bank loan on gold for an initial period of
"morce than 12 months, 'and any application for a

license to renew such‘'a loan beyond 12 months
would be the subject of speclal Treasury~Federal
Reserve consultation ‘and review;

(3) If a loan appears to be sought for predominantly
speculative purposes, the Federal Reserve Banks
would (as at presents refuse the loan or, in the
case of a commercial ‘bank loan, the Treasury would
decline to license the transaction.,

The Treasury Department does not de31re 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 does 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 belicve that renewals of such loans beyond 12 months -
should be subject to special TreasuryiFederal Reserve consultation and '

review,

224117



.~£‘- “;: o .

.. The Treasury Department does not egree 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-

sions were submitted to Mr., Sproul at that time and the arguments advanced

by the Federal in this memorandum do not appear to invalid&te them. : :

We believe that gold licenses should not be limlted to a periad of ;
one year subject to possible renewals, ' In many instances the desire of a

" foreign central bank or foreign government to obtain a gold collateral loan

- from a commercial bank is based upon the need to provide for amortization
over an extended period of time, Commercial banks would not be prepared
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's .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 power under the Gold Reserve Act
of 1934 is related to the 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 license 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 requiring a payment of 3-1/2% interest on outstanding
amounts 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 economically unjustifiable. The Federal Reserve,
other agencies of the Government, and the International Monetary Fund did
not feel that they would be justiflied 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 appears to be .
predominately speculative. The United States has little to fear from specu=-

“lative lcans since the Treasury has no expectation that there will be an
increase in the monetary value of gold. The payment of burdensome interest
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rates over a period of years without any compensating benefit from an in~

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 policles on the :
assessment of such imponderables. ‘ , ‘ ‘

dpe Ircas ‘s 1 Handlin Ghar €.

) Recommcndation for consideratlon. That consideration be
: given to the advisability of eliminating, or reducing
to an amount approximating the actual handling costs,
the Treasury's 1/4 per cent handling charge on gold
transactions, especially if guch action were accompanied’
by corresponding action by the other members of the '
International Monetary Fund, : ,

The Treasury ‘Department is not conv1nccd by the Federal Reserve reasons
for this recommendation, If there is any practical benefit to be gained
from the “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", Other countries in
- the past have had similar spreads in their buying and selling prices for
. .gold, Furthermore, it is difficult to understand the reasons for the
Federal Reservels conclusion that such a buying and seclling price is a ‘
hindrance to the most effective working of the international gold standard

Moreover, the reference to "the 1nternational gold standard" and the *
further suggestion Mespecially if "such action were accompanied by corres=-
ponding action by the other members of the International Monetary Fund",.
seem to make the discussion of this point rather conjectural, So far as

. the Treasury knows, 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 "eorresponding action" with their gold prices. Furthermore, the
substitution of controlled buying and selling prices for foreign currencies
by all important countrics other than the United States, the overwhelming
restrictions of exchange controls, and the almost complete prevention of
gold outflows and shortage of gold 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 buyang and selling
pricos for gold, :

4 sccond reason offered by the Federal Reserve agalnst the l/L% charge
claims that its removal would eliminate one reason for loans on gold, ‘
' Since such loans aré not admitted by the Treasury to be wrong or undeszrable,

this reason is 1ikewiso questionable. _

224119


http:of$34.91

i b

"No refutatlan is given in the Federal Reserve memorandum to the two '

- reasons 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 Fund. ’

5. Sections 8 and 9 of the Gold Reserve Act, - L

Recommendation for consideration. That consideration be
given to introduc1ng legislation at.some appropriate
time, perhaps in connection with other related legis-
.lation terminating the power of the Secretary of the -
Treasury contained in Seections 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 interest®, Pending such an
amendment of the law, it is believed that some.assurance
to the market as to the mresent gold. price would be :
given by a statement of the Secretary of the Treasury
pointing out the limiting effect of Article IV; Sec-
tion 2 of the Articles of Agreement of the Fund on the
Secretary's authority to deal in gold, particuldarly if
such statement were made in connection with an announce-
ment by the Secretary respocting the proposed procedure
for licensing of gold transactions for foreign official
accmmt; . . o .

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,bill be introduced at the present session of Congress,"
Although intended'to apply to June 1947, this sentence would seem a. good
statement of policy for the 1947-48 session of Congrees.

The Treasury is doubtful if it would be wise to recommend such 1egis~
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 1n
the relation of gold to our monetary system.. '

As indicated above, the Treasury is studylng the de31rabi11ty of issulng
a public statement on gold policy.. Consideration will be given to the
possibility of giving some further assurance about the prlce of gold in any
such etatement. : . ,
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~of Unitéd States gold policy and procedures."As 1ndieated ‘

in our memorandum, we are considering the desirability ef

issulng a ‘public statement on gold policy and in this con-

nection, have undertaken a more extensive study of the problems

involved. ' | ‘ 1" o R . ,~;S-.i.
Copies of this‘memoranaum are also being sent fe Mr; Knapp;et;

If you desire to discuss the questions raised in these memoranda,

. we are prepared to meet with you and representatives of the -

Board of Governors of the Federal Bese;ve System; at your

convenience.

Very truiY»yours,

/s/ Frank A. Southard, Jr. *if .

' : o : Frank A.*Southard, Jr.
‘Director, Office of International Finance

Mr. L. Werner Knoke

Vice President Co .

Federal Reserve Bank of New York 1 - 224121
33 Liberty Street : o :

New York, New York



Mr. A. B Overby, Special laaiutant

. tc the Secretary,
Treasury Department,
Wa.shington 25, D. G. T

closed for hia confidential infomtion a copy of

will be brought. t.o Hr. 3pr0ul‘a attenti.on uhan he

returna.

#CR3 CAV

you for your lett.er of Jnne L’ith'

Yery truly yours,

Hary C. Begén, ‘
S8ecratary to Hr,. Sproul.

wit.h uh...ch yau en-

R

22412




' MISC. 3 B.2-80M—11-48 ’ ’ A ' T . » ’ _ ,' T . FEDERAL RESERVE BANK
' ' o © OF NEW YORK SRR

OFFIC CORRESPONDENCE S

DATE -
PROPOSED STATEMENT BY THE
TO SUBJECT:
T L. . KHOKE ' ' " TINTERNATIONAL MONETARY FOND -
FroM " _ - DEPRECATING INTERNATIONAL GOLD

TRANSACTIONS AT PREMIUM PRICES

I assume that ﬁr. Overby in sending you NAC Document
 No. 436 (as he says he did,in a note to me this morning)
“has also informed ybu 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 addlng 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 aroﬁ;e the
fighting spirit of thé'othe: members, and it was‘decided to

leave the statement in its present form{

LWK:BOC
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SECRET

Dear ir. Spro

TREASURY DEPARTMENRE@EIVED

WASHINGTON /. JUN 16 1047

. In view of your interest in the subject, I am
sencing along to vou For your confidential informaticn a
copy of the Mational iZdvisory Council document on the sube~
ject .of gold transactions at premium prices. For ycur
informaticn, the Fationsl idvisory Council at its meeting
teday adorpted the recommencatlo“ contained in the attached

document.

.

I nosc to wet up to Hew York very soon and look
forvard to seeing you at that fﬁme.

Lre Allen “pr0L¢,

Presicent,

(>4

Sincerely yours,

Ao M. Overby

Special Assistant to Secretary

Tederel Zeserve zank of Hew Ior“,
Jew York, Hew York.

wnclosure,
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Natlonal ndv1sory Gouncll

.\ ?rom: ) ><Natlona1 Adv1scry Jouncll Staff Gommlttee

"Subjcct: Gold Trans“ctlons at Premlum Prlces 1°= ,i;.-T '

The Problen

-1, Gold is now belng sold for local currenqy in a number of fqrclgn
countries at prices: above its monetary value, as measurcd by the parS‘ o
certified to the Internatiomal Monotary Fund or the equivalent of 35 per
ounce at- the official exchangu rates, In many cases gold is sold even.
for payncnt in dollars at prices above ;35 PeT ouncey, .

" These premiun prlcas have existed on the black marxets of varlous
European countrics and on legal markets in the Philippines and some Latin .
American countries, The principal premium markcts, however, have been A
China, India, and the liddle East, Several countries, @.g., MLx1co, Chile
and Peru, have sold some of their newly=mined-gold. on the premium markets,
Other countrics and ports, ce.gs, Panama, Cuba, Hong Kong and Yacao, have
served as intormediaries for the shipment of gold to places where higher
premiun prices prevail, Beirut, Lebanen, - apparently is the principal
marhet for the sale and transshlpmcnt of gold to the. lMiddle Eastern areas.:

The bulk of the prerlum .gold transactions has beun carrlud out on’

. private account, but some governments or cemtral banks have sold gold A
" to their om natlonals either at premium or parity mrices (HMexico, ureece,,-g o
and China) and some have exported gold to the premium markets (chlco and -0
Chile), From the available infermation it appears that gold may be im- L
ported legitimately and sold for dollars-obtained on free markets in Syrig,
Lebanon, and the Philippines, China has, howuvcr, recently prohibited pri-
vate gold transactlons, and India has ralnstituted an embargo on private - .
'gold imports, Vo : _ o
2. Mining 1nterests have been eycrtlng pressure on the United States

as well as on several other govermments vhich are members of the Fund,
such as South .ifrica, Canada, and the United Kingdom, to pormip prlvate
-exports of gold for non-zndustrlal ‘or non-professional purposes to places
vhere there are either legal or 1llegal markets upon- which gpld nay be ..
sold at a promlum. . B

3. Scction 32 of the Gold Regulatlons authorlzes the re-exportatlon "
pursuant to license of gold derived from imported gold-bearing materials = v
without restriction as to the intended use of the gold at the place of . |

destination, Refined gdld may be imported and transshlnped through the,r‘
United States in customs custody for re-exportation under Section 33 of.

the Regulations, Domestic refiners, banks and other enterprises have f}.
been i _mpcrtlng foreign gold and re-exporting it under thesv sections for °
sale in the premlum markets of the world, They have also participated .
to a large cxtent in the salss of gold produced in one foreign country

and shipped to other foreign countries where premiumAprlces prevail, with~ °
out the gold being imported into thé United Statea or pa331ng through the =
United States under customs custody. : L ‘ PR R
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N Tho Durchase (but not the sale) of gold at prlces above parlty by ;
governmeqts (or their fiscal agents) which are nembers of the Int»rnatlonal
Yonctary Fund would appear to contravene Article IV, Section 2, of the: .
~ Agreement, after thu rund has grescrlbed a margin on gold transactlons,

’i‘et', cor

L

"The. Fund shall prescrlbu a nargln above and oelcu par
valuc for transactions. in gold by members, and no nember
shall buy gold at a price above par value plus the proscribed A o
nmargin, or sell geld at a prlcu belew par value nlrus thu pre- I
scribed margind! : R

-

»

ADiscussion R . N

: 1, If prlvate cexports of cvlyanlncd gold to countrles Jhcre premlum
prices prevail were perritted by the United States, a double price of gold
would result, one, a par value for gold sold to the Treasury and for in- -
dustrial aold, which may be obtained from the Treasury, &nd the othcr some”
higher price for exportable, newly-mined gold, This differentisl might
result in evasion of the U,S. gold regulations by the diversion of indus-
trial gold to cxport purposés, Horcover, to permit exports of gold for
hoarding purposcs in other countries night make it more difficult to
Justify the prohibition of pr1v1tu gold hol dlngs in the United States,
The same situation would, of course, arisc in other countrles Jlth sub-"
stantial gold productlon.

2, Thile some of the gold sold to private persons in forcign
countries is used 2s an -ctual nedium of exchange, the bullk of it~ pre=
Sunably goes into private hoards, pnrtlculhrly'whcre currcncies arc un~
stable, - The hourdlng of geld rcduccs the actual or potential foreign
cxchange rescrves oi thoe 1nport1ng countrics and curtails their essentidl
inport prograns 51ncc the geld could otheririse be uobd to purchase neces-
sary cormoditics, The loss of exchange rescrves may be over-erphasized
since the cxchange uscd for gold operations, where +hey arc illegal, might
never find its way into. central holdlngs. The importation of gold at
premiun prices for hoarding, howuvrr, is frequently paid for dirzctly by :
the cxportatlon of goods and secrvices (froquwntly through illicit channels), ‘
with a conscquent loss of potentiel forelgn exchange to. the governments,. ’
The dissipation of actual or potential forcign exchange reserves will in-
- croasc the demands upon the Internaticnal lonetary Fund for the purchase of
curfency or the amount rhich foreign govermuents may scek to borrow from -
the International Bank or the U.S. Govermments It will also make it nore o
difficult for them to meet their exchange obl*gatlons on current account
or their payments of interest and amortlz“tlon of debt, :

3+ Since thc 1=‘unc3..a.g:r'cement contemplatcs the continued use. of gold
as a monctary rescrve and 2s an ordinary -means of settling internaticnal -
balances, it is important for the operations of the Fund that existing. - ..
or potential .monctary gold should nct bé diverted from central reserves."
Fund charges must also be paid in gold excépt when a country's nonctary .
reserves arc low (Article V, Section 8(f)), Horeover, the rcte at which

SECRET . o _ ’ '{ .4“‘ \ ' 2?4126~
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i members x:mst repurchas«, tnalr currencies from the Fund is. determ.ncd in ,
- part by their nmonetary rescrves which are defined as gold and convertible
currcncics (Article V, Section 7(b) and (c)). The Fund alsc will scll
" currcncics for gold (urtn.clc v, Sections 6 and 7(a)), and insofar as men-
bers offcr gold for currencics other than dollars held by the Fund the

Fund!s position is- strcnbtbcnud

k,. Proniun prices for gold arc not only a synpton but also a.cause
of monctary instability, Thoy create. uncertainty. about the value of the-
local currcncy and an wwillingness to hold it, hence a flight from’ the
local currency nay ‘take place, In nany countrl s where there are prepiun
prices for gold, aven UeSe dollar currcncy is at a discount in terms of
gold thus co stmg some doubt.on the stabillty of the dollar‘ )

: _5. Thc existence of 2 premiun price for gold censtitutes a spocles
of miltiple currency practice where the nembers coneerned have certified
- par valués in terms of gold, or of the U,S, doller of a known constant gold
quantity, thilec mult:)_ple wcch» nge rates arc not ‘prohibited durlng the
- transitional period by the Fund Agreement, the figreement did not contemplate
the use of gold salx.s as a device for adoptlng ...dd:L tional mul*:.p.i.a. ratos.

Y

6. Thc import- of geld J.nto countm‘.s where prenmiur: prices prf‘vall
is generally illegal, and the Fund should properly be concerned with the
adoption of policies by its members which would prevent the viclation of
the regnl"tions of other member countrics as a matter of :Lnt**rn, tional
. Cou; :g.rg.tlon in i‘urthcrance of the ob;ect:x.ves of the Fund, -

7. The Int srnetional Honetary Fund has taken up the problen of
international transacticns in geld at premiunm prices and has tentatively
decided to issue a statement to all membdr. countries strongly. deprecating
such transactions, and recormending that all of its nenbers take effcctive
action to prevent ‘such transactiéns in gold wwith other countries or with
the natiomals of other countries, The Intorn‘.tn.onal Monetary Fund plans
to prescribe the margin above and below par for geld transzctions by nepe
ber countrics prior to the issuance of. the statement, The present draft
of the Fund statement, which has been approved by the Comrittee on Extcrna.l
Sales of Gold but not as yet by the Board of-Executive Directors , and a
- copy of which is attached to this memorandun, also states that the Fund -
would not object to demestic transactions in gold at ‘prices above parity,
unless they have the efficet of establish:mg new -rates of exchangc oz under-
nining cxisting rates of other rembers, or unless they result in a signi- .
ficant weakening of the interna tional -financial position of a member which
night affect its utilization of the Fund's resowcss, It should be noted
that by this latter rescrvation, the Fund reserves the right to object
under certain conditions to domestic geld sale policies of mermber: countrics
which do not affeet intornational gold novenients and international »xchgngc -
rates,; The Pund alsc rccormends that members make any representations

which, in their judgment, are warranted by the circumstances to the govern— . “

ments of non-membor countrles to JOZLI). with thcm in elmlnatlng this source
of exchange mstao:.;.n.ty. ; .

SECRET ¢ - I | -
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8, Implemontatlon of the Fund's staterent by the Treasury Department
will undoubtedly involve continuation of the Department's present pollqy ‘
.of licensing the eyportgtlon of domestically produced gold only for in- . .
dustrial, prozessmonal and artistic use, as well as a further tightening B
of the restricticns to insure that all gold exported from the United States
'is sold at prices within the margins prescribed by the Fund, It nay 2lso |
be decnmed advisable that the Treasury Department and’ the Federal Heserve S
Board, after ‘consultaticn with the .ldrich Cormittec, cxcrcise moral suasion
 upon Arﬁrlcan banks and business cnterprises to induce then to desist from
cngaging in 1nturnutlon,1 tr“ﬁSuCtIOHS 1n golA at prcmmun prlcos.

St -

’
.o

. Recormondation o o | .

‘The folloving action is sutmitted for the consideration of the Council:

(l) The ﬂatlonal udVlsory Coun01l rcqucsts thc Unlted Stutes
Exccutive Dircctor on the Internmational Monctary Fund to . .
. approve the issucnee of-a staterent substantlallf in - the - .
" form now under consideration by the Fund, strongly depre=- '
cating intcrnational transactions in gold at premium prices
and recomnmending that all members take effcctive action to
‘prevent such transactions in gold with other countries,
or 7ith the nationals of other countrlcs. »

(2) The National .dvisory Council would prefor that the Inter-
national !enetary Fund rake the proposed statement public ,
after it has bezn reccived by all nember governnents, If-
this is not agrceable.te the Board of Executive Dlrpctors,
the U,S, Exccutive Dircector is requested to take the posi-
tion that all renber govcrnmcnts be pernitted to publlsh .
the St&tuﬂbnt. :

1 . . .

(3) The National sdvisory Council récognizes that rcceipt of :
such o statorient by the United States Government may re- ",
quire the tightcening of oxisting United States restrictions
‘upon the cxportation of gold, and the exercise of moral = . -
suasion te induce .merican banks and cther cnterprises to
desist from engaging in international gold transactions
at premium prices, The Council approves in principle the.
desirability of appropriatc action being taken to comply
with the rcquest of the International Monetary Fund, when -
received, including any necoasary reproscntatlons to non-
_ncnber govcrnmcnts. . |
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R R

DRATT STATAENT 0 ALL MBBERS
OF THE INTSRNATIONAL MONETARY FUND .

~ The International Monetary Fund has given comsideration to the inter- - -
national gold transactions at prices substantially above monetary parity
which have been taking place in various areas of the world. Because of the
importance of this matter the Fund feels thet all 1ts members should be’f”'x',
nade aware of its views, C o

A primery purpose of the Fund is world exchenge stability and it is -

~the considered opinion of the Fund that exchange stability may be under--

mined by continued and: increeeing external purchases and sales of gold at
prices which directly or indirectly produce.exchange transactions at

‘depreciated rates, From information at its disposal,. the Fund believes

that unless discouraged this practice is likely to become extensive, which
would fundamentzally disturt the exchange relationship between the members
of the Fund. Moreover, these transactions involve e loss to monetary
reserves, since much of the zold goes into private hoerds rather than -
into central holdings, For these reasons, the Fund strongly deprecates
internztionel transzctions in gold at bremium prices and recommends thet
all of its members take effective action to prevent such transactioms in

‘ gold with other countries or with the natzonels of other countries.

-

It is realized that sone of these transections are being conducted
by or through non-member countries or their nationals. The Fund recommends
thrt members mzke any representations which, in their judgmsnt, ere
warranted by the circumstznces to the gowernments of non-member countries
to join with them in eliminezting this eource of exchange instability, o

The Fund has not overlooked the problems arising in connection with
domestic tremssctions in gold at prices above perity, The conelusion.
was reeched that the Fund would not object to such sales at this time:
unless they®have the effect of establishing new rates of exchange or .
undermining existing retes of other members, or unless they result:in a
significant weakening of the international financial position of 2 member
which might affect its utilization of the Fund's resources.

The Fund hopes that members will take ection as promptly as possible
to put into effect the recommendations conteined 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 any gold problem which affects any

indiV1duel member,

SECRET
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e : ~ -BOARD OF GOVEHNORS -
Eo - ‘ A OF THE « .
: ' FED“‘RA.L RESERVE sxswa

Washlngton R R SR
Office of the Chairman

March 4, 1947 .= - 'fﬂf,

(Rec'd. 3/5/47) - -~ . . ¢

iir. Allan Sproul, President, _

Federal Reserve Bank of New York, .

New York 45, New York. ‘ '

Dear Allan:

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 letter for
your censideration.

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 toc 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 to carry the borrowed dollars along with the pledged gold as a reserve in the
National Eank, 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 in 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 wers,
shy do the Nicaraguans apparently plan to continue holding a substantial part of

hair external reserves in dellars rather than gold? ,

I realize, however, that you would find it difficult to write a letter
rebuking them for using misleading bookkeeping. methods in presenting their reserve
accounts, and perhaps your lettsr as drafted w1ll serve at least to smoke them out
a little as tc the nature of the transaction.

iy second comment cn 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.

L understand that the Treasury has declined to accept your suggestion
that they approach the Bank cf America on this matter through the Comptroller of
the Currency and that you now plan tc send that bank (through the Federal Reserve
Bank of San Francisco) a copy cf your letter to the National Bank of Nicaragua.

1 agree that you can hardly do less, although in view of the terms and general
background cf this transaction, I would not be inclined to waste much sympathy on
-the Bank. of America if the deal fell through.

Sincefely yours,
(Signed) M. S. Bceles -

. 8. Becles,
Ch&ir M1
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- FEDERAL RESERVE BANK OF NEW YORK |

' ?abmaryl‘k 1947,
Honorable 4. 8. Becles, Chairman, ’ IR
Board of Govarmars of the 0.V
Poderal Hesarve Systez, =~ S e
‘¥ashington 25, D. C.

Dear darriners

A8 an invetorate letter writer, I am not surprised by your letter of Febru-
ary 1lth. It raises questions I might have raised mywmelf if our positions hed hacn
revarsed. Hevertheless, it probably takes up rather forually what sight better have -
besn discusged informally, since I have harbored no desire to breach our understend-
ings with relation to the conduct of the foreigm affairs of the Foderal Reserve Syetes,
A semi-legal administrative staff approach to sucl zatters sometimes mrln the R

£

traffic, as I find 1p dealing with ay own s B tize to time, -
In tois case, we were direo n in nandling Qpplicatim for

in gold by banits here. %When thesk
zores laportant than the individ qus and thought it necessary to bring. tho
ratiar to the attention of hg Treasury immediately. I alsc kept in
wind, hcwever, our dyatem o\problem and proposed that we should
procead to study it, using\the aachin sot/up in 1945. Hy general letters raised

sd-that all aspects of the problem be con-
condiljions. This, it seems to me, leaves plsaty of
reom {although time is of the ewgence) for the etaff group and the policy group to
complets thelir astudies of the mat?lor, and for us to attsin a meeting of minds, if
possible, before we discuas the problea with the Secrotary of %he Treasury. I think
the whole thing w1ay appesr in its propsr perspacilve if you imagine that the Secretary
of the Treesury was hers talking with me, and that I brought these gold questions to.
hia attention, orally, bscause they had presented thewselvas to me and I thought he
ought to know about them., Could anyone object to that or find in it an attempt. to
by-paaa the Beard or tho zachinery of coordination? ’

siderad in the 1ligzht of prese

Ag o uy spoei.ﬂc }.atter on the Kimagm loan ease, £f I had any v.‘..wa on
tha applicaticn for a license submitted through us by the Bank of Americs N. A., I had
to sxpress them at once if they wsere to have any chance of being effective. Sometlmes
we have to act on ths bagis of our own . judgment and inowledge, without benefit of
fingl staff studies and group reports, and this was one of those cases. 4 copy of the
letter which we preparsd to send to the Sational Bank of HRicaragua on this =atter, and
which bas been clearsd by the Treasury, wus malled to you zith Mr, Knoke's letter of
Januery 3Gth. Since you and I, sc far as 1 inow, are the available mexbers of the
Policy Group, I suggest that you look it over and let m=e know ahat you think of 1t.

i
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For myself, 1 am atmngl.: or the opinion. that wo have an obligaucn and roaponsi-
bility, to the Naticnal Bank of Hicaragua, to bring to its attontion the views -
exprossed in the lettsr. If it ia going to be used 1t ghould gu forward aoinai- . )
dentally with the Treasury's statemant that it has recommended %0 the Presidant the e
issuance of the licemse, applied for by the Bank of America H. A., wshich may com® ...

-through any day. A4t tho same time, it would seem appropriate w.d dcslrahla w
inform the Bank of America of wha.t we heva dbno.

Iouz'& siaceroly, o "

- e VAL .
FEAN SR e . R . {

Allan Sprbgl.

ASSLEL 3 ZAV
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BOARD OF GOVERNORS
o “OF THE . :
FEDERAL, RESERVE SYSTEM

‘Washington

February 11, 1947.
(Rec'd. 2/13/47)

Mr. Allan Sproul, President,
Federal Reserve Bank of New York, _ L
New York 45, New York. S S R T

Dear Allan:

I have so far been an interested bystander in your stimulating correspon-
dence with the Secretary cf 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 gome general problems involved in administration of the Gold
Reserve Act of 1934 by the Secretary of the Treasury. 1 have appreciated receiving
copies of this correspondence but at this point I feel obliged to ask whether most
if not all of the guestions raised in these letters are not matters upon which we
should have a System policy, and if so, whether they should not be dlscussad within
the System before being brcached with the Secretary of the Treasury.

llore spec1flcally, are you not tending to bypass the very machinery which
we set up 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 recoumendations
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 cther 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 Treasury and State

~ Departments and sending those Departments any letters 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 tc 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 thece 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 matters of national policy in international finance before you commit yourself
to proposing reconsideration of such policies by the Secretary of the Treasury.

8o far as your letter of January 30 on the Nlcaraguan matter is concerned,
I understand that the Treasury is proceeding tc 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 cof dlcaragua to express your doubts as to the wisdom of their
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‘acfion in the matter. 1 would like to suggest that 1f you still contemplate wr:rl;—--,Q
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 subjeé¢ts relating to participation of our commercial banks
in foreign gold operations which would seem suitable for Staff Group consideration.

I would suggest therefore, that the Group bs instructed to prepare a report on

their observations on Representative Engle's bill (H.R. 1333) for releasing newlyb T
mined gold for sale in the domestic market. I hope that this work can be com-

pleted in time for our projected meeting on gold loans with the State and Treasury
Departments, but in any case the exchange of views 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 SECRATARY OoF THE TREASURY
i ' Washlnston‘

A February 5, 1947
' - - (Rec'd. 2/6/47)

Dear Mr. Sprcul:s

Careful consideration has been given to your letter of Jan-
uary 30, with respect tc 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
.account of the Naticnal Bank of’ Nlcaragua.

As indiqated in the staeff memorandum attached to my letter of
January 27, the Treasury Department is reluctant to uss its licensing
powers under the Gold Reserve Act as a means of controlling the purpose
and terms of loans by commercial banks secured by earmarked gold. Ac-
cordingly, upcn receiving assurance that =11 preliminary matters have
been completed satisfactorily and that the Federal Reserve Bank of Hew
York, the Bancc Nacional de dicaragua, and the Bank of America are pre-
paered to carry cut the proposed transaction, we are prepared to recom-
mend to the President that an appropriate license be issued. - A letter
addressed to the attention cf Hr. Sanford is being sent asking the Fed-
eral Heserve Bank of New York to communicatz this decision tc the Bank
of America.

Althcugh we dc not believe that the Office of the Comptroller
of the Currency would wish to question the making of this loan by the
Bank cof Awmerica, we dc propose tc advise the cther members of the National
Advisory Council and the U. S. Executive Directcr cn the Internaticnal
sdonetary Fund ¢f the tsrms cf the propcsed loan for their information
and any action which they may deem appropriate.

; If the Faderal desarve Bank of New Iork, in view of its long-
standing central banking relationships with the Naticnal Bank of Ilcaragua,
desirss to write a letter along the lines of the draft enclosed with your
letter of January 30, we perceive no objecticn tc such a decision.

I am grateful tc. you for bringing this matter tc my attention
and I trust that our proposed line cf action as indicated abcve, umeets
with your understanding and approval.

Sincerely yours, -

Oy -

(Signed) John %. Sﬁyder

Secretary of the Treasury.

xre fllan Sproul, 'Presidenf,
Federal neserve Bank. of Hew York,
New York, Haw Ycrk.
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'BANK OF ENGLAND ..
10th February 1947

Dear Werner,
L

Yeur letter of the 30th January regarding operations how'

I had been seeking to confess my anxieties about certain inter- g]& 
national developments affecting gold and exchange. I w1ll first '-5‘
answer your spec1fic questions:- ‘

(1) Who, -if anybody,
is allowed to
own gold in London?

(2) Who is allowed
to hold gold
under earmark
in London?

(3) Are dealings in
gold freely
permitted?

(4) Is gold freely
importable and
exportable?

(5) Are commercial

: banks free to
make loans
against gold?
If so, are such
loans still
officially dis--

couraged, as Einzig

says in his Foreign
Balances, London,
1938, ete.,. ete.?

(6) Do you hold any
strong views as to
gold transactions
carried on, etc.?

‘Any person not_ resident iﬁﬁfﬁe T'”

United Kingdom or those parts

of the Sterling Area which
prohibit the holding of gold

by residents,may own gold in -7
the United Kingdom. Special .
limited exemption is of course
granted to the gold manufacturing
1ndustry.

'The same answer applies here as

in (1). The Bank of England will,
of course, only set gold aside
for another Central Bank or a

‘ Monetary Authority.:

;Dealings between re31denté'efef

forbidden and dealings with

- 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.

The importation of gold in the

form of bullion or coin is free
« from. formality. The exportation

of gold in any form is subject
; to license.

Banks may not make advances

. against gold without the
permission of the Bank of
England. Such permission has
-been granted only most
exceptionally in, as far as’
I can remember, one instance,
and this was of a temporary

- character.

This 1s the most important
question, and I propose to
reply by giving you a short -
Teview of our poliey and how
we see things in the light of

Bretton Woods. 294136.



Dealers in gold in London are restricted'by various -clauses -
in the Defence (Finance) Regulations and will continue to'be'so

- ef England namely.
Johnson Matthey & Co. Ltd.
Samuel Montagu & Co.
Mocatta & Goldsmid

‘Pixley & Abell L

N. M. Rothschild & Sons
;Sharps & Wilkins

" These firms are allowed to buy gold on our behalf from
residents of the United Kingdom who offer their gold to the Treasury
under paragraph IV of the Defence (Finance) Regulations. This now
_represents a very small part of their day-to-day business. The o
Bank of England make. gold available through these firms for resale
to industry for industrial purposes. Except for licensed iusers and
fabricators of gold those who come within the scope of the Defence
(Finance) Regulations, i.e., persons resident in the U. K., are
prohibited from holding gold coin or bullion for their own account._
As iIndicated in my reply to your first question, there are certain
Sterling Area countries who now permit- their nationals to deal in -
‘gold, e.g., Palestine, Egypt, Iraq, etc., so that they are not
disqualified from holdlng gold in London.

Gold held by non-residents is subgect to other rules. While
we'are opposed to a market developing in London at prices .other
" than the official price we do not object to a non-resident trans-
ferring his gold holding in London to another non-resident but if _
the transaction should involve sterling. it could only be transferred
to an account of the same residentisl status, i.e., Swiss to Swiss,
French to French, etc. In these transactions we would not always know.
what consideration had been received by the transferor. Furthermore,
a non-resident is at liberty to repatriate his gold - the necessary
licence being a mere formality.

The importation of. gold into the U. K. in the form of bullion
or coin is, as I have already stated, free of license: on the other
hand, during the past seven years there has been no inducement to
hold gold on safe.deposit in London and as yet there is no tendency
- for gold to come here on private account for safe custody. If such
a tendency develops it may be necessary to consider imposing some
licensing procedure or other means of keeping ourselves fully
acquainted with the position. We have of course no objections to
forelgn deposits in London but are merely anxious to avoid the
development of anything which might resemble a Black Market.

. The exportation of gold in any form is subgect to a license
and such licences are only granted in the case of -

(1) non-residents repatriating their gold holdings:

(2) members of the Trade exporting semi- or Wholly-manufactured
~ gold articles.
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:In<unis latter case. steps are taken to ‘ensure that such exports are
not being made simply to satisfy a hoarding demand in the country x
which the gold is consigned. ‘ _ B ” f

- I now come to the general question of gold arbitrage. Free gold
‘dealings are permitted by the relative authorities in the Middle -
Fast and India where the price is around £20 per ounce and these " *.
markets are naturally proving a great source of attraction to pro-l;:»ﬂ ;
ducers in the Western Hemisphere. Furthermore, the Indian Exchange ... .

" Control are prepared to issue import licences for gold bought from . .
what they describe as "softh" currency countries. In consequence, ‘we '
-have heard of small purchases of gold in New York and Mexlco for re—
"sale in India by Dutch and Belgian firms and of regular purchases in. °
New York by China and Syria. The price for these purchases in New York
is around $43 per ounce, thus showing. a handsome profit. Peru, Chile

and Brazil where, as elsewhere, gold production costs have risen . v
enormously, are also participants in the trade. Many of these trans- . -
actions have the disturbing feature of representing a depreciation R
of sterling against gold. . -

Before the war London was an internatlonal centre for gold
arbitrage and we are therefore under great pressure to allow London
firms to participate in the business, . but so far we_have Qnmx_allow d
them,ig_gg;ﬂggﬂgzggg%g taking a normal commissjon, "1f they chose
act as principals, they y 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 admlnistered, causes many protests among the
bullion dealers. . S

We regard gold dealings at exotic prices aS'representing in many
cases an implied depreciation of the currency concerned. The Inter-
national Monetary Fund have discussed the question but have not yet
taken a definite stand. Members of the 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 policy 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
unfalr 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 w1aespread. :

No irreparable harm results from the sale of the relatively
small gold production of Latin America in the various "free markets"
at a substantial premium. It feeds a hoarding demand and causes:
a.minor wave of disturbance and many consequential reactions but,
while it underlines the weakmness 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 fold producers, r estive under rising costs and envieus of -
lesser Latin American companies, have pressed heavily for permissio
to sell their production in "free markets" “The French and Belgian

from their Governments to sell their production in India, China, i~
etc. If anything of this nature occurs, ‘the South African Government
would not be able to maintain their present practice of buying“all 5
production at the existing parity and gold mines controlled from
London would expect to share in this "good 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 will
stimulate an even greater demand. The effect of. a general availabilitx
of current gold production would be to\put a great part of. the world
on a varlable gold standard to the great damage of sterling and’
FEuropean currencles and with calamitous economic consequences from
which the dollar would not escape. : RN

"The British Government will of course take up this matter. :
through the usual channels and at some time the International Monetary .-
Fund will have to be brought in. But I believe this question to be of
sufficient interest and seriousness to give me a right to worry you
with my personal views and to ask for your candid cemment. .

Yours sincerely,‘

/s/ G.L.F. Bolton .

L. W, Kpoke
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The Baron Catto, Governor,
Bank of Bugland,
_ London, England.

Hy dear Cattor o

SR Bupplamanting wr, Kneko’n rsmt mquiri.aa of ¥r,.Bolton,
you inforpally to solicit your views on some of the gemeral qncauona ‘of gold
policy now emerging as & result of transactions participated in by banks in t.hio ;
market and, to soms extent, by factors in the London msrket. - Theas tra.nsmmn‘ )
are principally comnected with the gold traffic im- the ﬁm Enat and l'ar Eaati at
prices subatantially above the official prioe kera e et K

Two kinds of transacticns have renontly premtcd thomalvoa whioh are,
perhaps, of interest to both of us. (1) Some banks in this country, are buying’ gom
‘abroad, frequently from foreign central banks, at prices in excess of §$35 per fino" e
ounce, and selling the gold in foreign markets at\a further advence in price,
(2) Some banks in this country are financing the jurchase and shipmnt. of. gold,
bought in f‘oroign countries- by femi@ (Lan \
1oana. ‘

tribute to the use of gold/ and\y xibid 3y in m: use, which 1s to our a&vamage,'
and that any intsrference usd uncertainty about the future of gold
and. prejudice the further Yastoration brnational monatary stability, - .

at the armment can bo left thers. We still .
have a modified form of interndiional/ gold standard and that would seem to require
that dealing in gold as a commedity“should not interfere aseriously with its use as

a monstary metal, Thig, in turn, has geemed to me to require that there be at

least one fixed point of reference in the world, where there is only one price of
gold in ternms of domestic currency, and shere the commodity aspect of gold 1s sub=
‘marged in 1ts monetary use. In recent years that fixed point of reference has been
the Onited States dollar, and the fixed price of fine gold in terms of United States
dollars., This suggestes that we in the United States should not do anything, nor .
pernit (if we ean avoid it) cur important banking institutions to do anything, which
raiges guestions as to the stability of the United States dollar of presaent gold
content, That is what may be at lasuwe if important benks and houses in our prinei- -
pal finencial centers facilitate or encourage or participate in the purchase and gale
of gold abroad, for doliars, at prices different from those fixed dy law in the
United States. In the world!s present state of political, social and economie
unsettlenent, it is too sasy for people to belleve that, because gold 1s being
‘bought and sold abroad at a premium in termas of dollars, the dollar is at a diaeount
and zay soon e:uffer a roduction in gcld content. )
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" There 1is also nnother aspoot of the quemtion o namely, tha souroe of _the
dollars used to buy gold at premium prices. Obyiocusly, in moat eases, thsy u-a
'"dollars which have escaped the exchange controls of variocus countries and, in |
of national interest; they are being dissipated in the purchase of gold for pri

" hoarding rather than being used for the purshase of goods and oqnipment sorsly
neaded or t‘or strengthaning official matary roamas. - Lo

. I do not want to mmphwize what ia preaently Y problsm ef mall 10
sions, although it zay well lead to importent eonsequences. 1 .am mot particular"
interested in the price at which gold sells sbroad in so-called free markets for
local eurrencies. It might be that, if more American gold were made available, these
prices would be more stable; but I do not think we are called wpon, in making go!
availahle for international transactions, to _supply gold for hoqrding and as’
againat distrusted paper curreneles all over the worid.  These ai'e things that’
only bs corrected when there has been some improvement in underlylng polibical and
economic conditions, and when 1t is possiblo to fix realistic and livable paritisa
for the world's various ocurrencies. am interested in setablishing policioa and
maintaining practices whioh will help prcvida the \foundation for that. restoration
of monstary stability which was the reason for the\ establishment of the Intamtional
Honetary-Fund., Which suggests, of courao, _thepe are matters with’ which the Fund
sventually will be concerning itself,  Mp«fi® as central bsnkers y BEY be ublo
to assist in keaping things moving in ‘

policy in this area, and I lmow
It would thersfors be help
questions,

Allan Spmul.

ASIEAV
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Eebruary 3,x1947.

Honorable John W. Snyder,
-SBecretary of the Treasury,
Washlngton 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. '

Meanwhlle I should like to give expr9881on to certain views 1ntended to
broaden the consideration of the whole question of gold at. the policy-making level.
Now that we are well into the transition stage of the postwar reconstruction period,
and now that the International Monetary Fund and the' International Bank for Recon-
struction and Development are 'about to- begin opérations,.it is timely to review the
whole gold policy of this country and the legislation Whlch affects it:—Only in
this.way, it seems to me, can we help to.give direction to the international use and
treatment of gold, rather than allowing current development of practices in. the -
market to give such direction, and thus largely to determine policy on relatlvely
narrow grounds.

» Since my earlier letter, which referred cnly to loans on gold to foreign
- borrowers by commercial banks in this country, two other aspects of the same general
question of gold nolicy have presented themselves. First, it has come to our
attention that some banks 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 & further advance in price. There are even 1ndlcations
that such business 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 nartlclpatxon of banks in this country 1s concerned.

It can be argued that, at worst, these transactions are relatively svall
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 contrilute
to the use of gold, and to flexibility in its use, which is to our advantage as &
orincipal holder of goid, end that any interference with them might cause uncertalnty
about the future of gold and prejudice the further restoration 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 same time, in some countries, and outside its limited use in



‘ Hongf;b;e John W.'Sﬁyder'

industry and the arts, it is treated and dealt in as a commodlty. To keep this i
international gold system in working order, and to insure that dealing in gold “3;1 -
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 refarence,
where there is only one price of gold in terms of the domestic currency, and where
the ccmmedity aspect of gold is submerged in its monetary use. In the existing =~ .
world that fixed point of reference must be the United States, the United States
dollar, and the fixed price of fine gold in terms of United’ States dollars. ' That
is a part of our responsibility as the most powerful economic force: and as the
leading commercial nation in the world, and a part of our contribution to- the
restoration of monetary stablllty.

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 countny,
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-
s 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 |
regulatlon.

There is another side to our responsibility as the fixed pocle of the
world's monetary system, and of the world's use of gold as a part of that system.
We should not do anything, nor permit (if we can avoid it) our important banking
institutions to do anything, which raises guestions 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 dollers, at
prices different from those fixed by law in the United States. In the world's
present state of political, social and econcmic unsettlement, it is too sasy for
the foreigner (or for our own peoole) 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 mey 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 zold dealings, a clear affirmation of American gold ‘

e price policy could do much to clear the air. . : e \

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 cf gold for
private 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-
couraglqg a capital f'l:Lgh‘l; from forelgn countries and the breaching of their

.exchange controls.
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‘Honc “>le John W, Snyder

.. . I do not want to overempha51ze what is presently a problem of small -
dlmensions, 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 all over the world. These are ke
things that can only be corrected when it is possible to fix realistic and livable
parities for the world's various currencies. I am not particularly interested: in
claims of unfairness to the gold-mining industry of the United States, and I. do.
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 malntalning )
practices here which will provide the foundation for that restoration of monetary
stability which is one of our international objectlves. I am confident that the
prineipal financial institutions in this markat, 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 . =~ -
contrlbutes “to national policy in this area that I am pressing these questions.

28,

N

Yours sinCerely s

: o | Allan Spfoul,
' Presgident.

AS:LWK:0EM: HW(R)
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" Jumary 30, 1947,

scmmm Jobn W, Buyder, ¢ h T
> Beeretary of the ?reasm‘y, PSR S SN
¥ashington 25, B. G |

Dear Sacretary Snyders

On Decenber 24, 1946,. this bank &W to yaa, tcr the at'wntion at’
Br. C, R. Hefleill, an agplieaﬁnn by the Benk.of Aperica Saticnsl Trust and Sevings
Associntion, Ssn Francizcs, for a licemss to acquire a pladged intarest in part e!’
the gold sarmarked in our wvaults for accoumt of the Batlomal Bank of Himagm.
Some six weeks prior I had written you & letter Taising with you certain pnnral
suestlions of policy with respect %o losns on gold. Conaideration of these. questiona
counsellad delay im acting uwpon the applicatien : tha h'mm'y in t.ho ahsence cf
urgent nead for 1ta disposition. .

Fe undzxstami that negotisti{ns conderning this loan have now pmgreauad
! mhutakan Mammmly

roefrain in this case from axpms ardals vim Qniu apart froas meml mn- .
slderations of policy with rovpacy soX %& gold, it does not seem %o vs that . .
eithar the nurposs of thig ﬂaﬂ‘.‘ AL Nty long-terns character Jnstiﬁes"tbe
age. of gold (and dollar bd Mady ownpd by the horrower) as collstersl, Om
the basis of imfermation adgilable ¢ wg (peh of it mondhand, to ve sura) which

laraaly %o seet an internal s natio rathar than %o rndrsss an" intarnational lack

ef beisnce. In such cireumstandes,-fn internal finsncing arrangexzsnt rather than

. the pledging of a largs part of the borrowing country¥s externsl assets for a

" dollar loan, would seem to be the better amswer. The term of the loan; which may

ba for us much as aight rears, also ssems inconsistsot sith the pladging of gold

reserves and the payment of interest at a substential rate. In this connection, we
cannot overlook the dispateh of Rcveamber 13, 1946, from our embagsy in Henagua to

tbe Departaent of State, hich indleated that & major comsideration im arranging ..

such 3 lesn might da Blcarague's desire to retain title to its gold in anucipuunu

of & possidle devaluation of the United Stetes dollsr, Whatever the ressong asd

~ motives, ths loan sought is one which this dank, if asked, wowld not care to zeke;

- sor would we wizh to be 1in the poaition of ming to anccurage our emsreial banks

to make such a loan.

\ In thess ciromastancss wa cou'la not recommend favorable action on the
"application 1f cur recommendation wers requested. Fe can slso apprecists, howsver,
. that the Treasury might not vish to use its licensing procedure ss a mesnm of con~
trolling loans of this kind, and we inow that therea is a consldersble body of
opinicn which holdz that ths widest possihle uze of gold should be sncouraged, so
lorng as such use doas not violate the letter or the epirit af our gold leginlatm.
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imrthelena. t 19 impuss.tblo to avoid sone romnatmity, whatever the &dtion
taken by the Treasury; responasibility with respect to internationul transactions
‘of large, private financial institutions in thia country, such as ths lender in
this oage, and résporaibility with respest to seighboring Anerican mpubuos,
ss the borrower in this case. We ahould like to suggest, therefore, that if the "
‘Treasury ut.s favorably ca this aspplisation, it take staps n the me tm t.g

vith the namw Bask of Eioangua, with’ thiu!: v have. Md Mmdly mlaum
for aany years. Thers i{s enclosed a draft of the kind of letter we wnld send to
the Batienal Baax of ﬁm:am if this pmudnra Le tollond, a8 I hepe u rin‘ba.ﬂ

Allan Sproul .,

sn Sproul,
- President.

P.S. It haa ccourred to us that, £1
’ functioning, it mizht have ¢
perhaps it la too earl

a transaction of this kind, but
e Fund to bring such a transaction

LR A0 AW
Znclosure
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MEMQRANDUM TO THE FILES

. P

Subject° Loans by Commercxal Banks Secured by Earmarked Gold

Meeting in Mr. Schmidt's office, 9 January 1947, attended by Mesers. Frledman and

. McNeill of the Legal Division, and from the Division of Monetary Research, Mrs. Gold
and Messrs. Schmidt, Kamarck, Ullmann, deBeers, Jenkins, Wlllls, Tomlinson, Hebbard,'

Kleiner, Eddy. o ' . ’ R SR <

It was unanimously agreed:

(1) that it was not undesirable for the Treasury to issue licenses,
with the required approval of the Pr931dent, allowing gold under earmark
for foreign central banks and governments in the New York Federal Reserve =
Bank to be pledged as securlty for loans by U. S. commercial banks, and

(2) that the Treasury should not officially review the terms of"
progpective loans for which licenses were asked and should not indicate
whether the terms were satlsfactory 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 borrowers 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 reascns why central banks may wish to
pledge gold for loans 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 earmerked gold may not only remove
the need for those particular leoans by official lending agencles, but may also lead
‘the way to further. foreign. lending by commerc1al ‘banks.

3. It is the policy of the United States to encourage widespread holdingléf
gold by foreign centrsl banks and governments. Hence, we should not insist that.
gold e sold to the United States whenever a country needs to use its gold to obtaln
dollars.

be The right to pledge gold to secure loans is one advantage in hOLding gold whlch
should not be obliterated. It adds flsx1b111ty to international flnan01a1 arrangements
.and reserves.

5. The usefulness of loans secured by gold for 90 days up to one year is fully
recognized in the policies of the Federal Reserve Bank of New York. Particularly
during the difficult period of postwar reconstructlon, lcnger term loans on the same-
security may be entirely defensible.
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' Arguments against the loans, ehd theﬂcantrary'afgdments;'ﬁefe Qe“fellcee-n

1. It is cheaper for the borrower to sell the gold than to borrow agalnst it.
(Re301nder. The borrowers should be allowed to decide what is in their best 1nterest )

2. If U s. citlzens are not allowed to hold gold to speculate on an 1ncrease
in its price, central banks should not be allowed 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 pledging it for loans is entirely consistent with this and, as stated s
above, tends however sllghtlx/ to foster the importance and usefulness of gcld
reserves.) . ‘ e

3. A second form of the argument that forelgn central banks ehould not be allowed
to speculate on an increase in the price of gold by borrowing against earmarked gold
is as follows: It is against U. 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 flrst glance, this seems to carry some weight, but looked at another way, the
point seems questionable. By the same test, one might say that obtaining any loan
abroad,Z5xcept for very short perlOQ;7 while the borrowing central bank or government
still owns gold, is a 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 rate of interest?) .

L. 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 bank.
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
banksg! balance sheets, and long-term borrowing against gold is a bad central bank
policy. {(Rejoinder: Enforcement of such objections, if they ars valid /and in fact
- they appear open to : uesth_/ 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. Commercial banks may insist upon gold security for all their foreign loans.
(Rejoinder: Resistance by borrowers and competition among lenders should work against
this danger. Furthermors, there have been no loans by banks to most of the countries
seeking the right to pledge gold for loans, g0 that such loans may be considered an.
unavoidable step toward more normal ccmmercial bank lending abroad.)

7. In certain cases, compromising of a foreign country's present gold stock
would violate the understanding upon which the U. S. Governmsnt has made loans to that
country. (Rejoinder: Since each loan to be secured by gold will require a Treasury
license, there will be ample opportunity to discuss each case and to take up with the
foreign country any possible violation.g :

G. A. Eddy.
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APPEIDIX: Possible Reasons why Foreagn Central Banks should w1sh to Borrow Aga 15t
o Gold. o

It does not appear necessary for the U. 8. monetary authorities to know or = .4
agree with the reasons why the borrowers wish to borrow against gold. Possible : 7
reasons in favor of borrow1ng against gold rather than seeking to obtaln an unse~ .

" cured loan aret

(a) That the prlnclpal of the loan can be made almost riskless so that a

lower interest rate cen be obtained. (It is recognized that for perlods up to 6 . R
months it is now cheaper for a foreign. central bank to' borrow against gold at the -

New York Federal Reserve Bank than to pay the l/A of 1% charge twice on a sale an& e
subsequent repurchase of gold.)

(b) Loans cadpe obtained in some cases which would not otherwise be granted
at any reasonable interest rate if at all,

Possible reasons for borrowing agalnst gold rather than selling the -gold
include the following:

(a) Some countries may have central banking laws calling for a certain gold
cover. of obllgatlons, even though the gold is pledged as securlty 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 oenefit 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 defimit 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 bank desiring tc 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 bank 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 llabllltles, accordlng to the principles '
followed by the Uruguayan 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 dcllars, ‘
i.e,, it has pald out pesos and is hclding a dollar asset against them. For over a
year the Bank has been borrowing against its earmarked gold in the Federal Reserve Bank
of New York in 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'~ unwillingness to maintain such a loan outstanding beyond
one year, : . :
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‘It would seem desirable to permit Uruguay to contimme 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 forward 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 Exchanga Authorities do. Uruguay might also be able to work out’ commerclal
bank loans secured by gold to meet 1ts needs, although thls mlght be cumbersome.
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Honorable M. S. Eccles, Chairman, - @ . ;5'7 Sy
Board of Governors of the ' :
Federal Reserve System,
Washington 25, D. C.
Dear Marrinerﬁ
Enclosed is a copy of a letter which I have today
gsent to the Secretary of the Treasury cpncerning -the licensing

of gold transactions. It is somet ing i which I am sure you

should have a

agq

r

~Allan Sprcui,
President.

AS:EAV
Enclosure




Dear Secrestary Snyder:

Honorable John W. Shydér,
"Secretary of the Treasury,

Washington, D. C.

There have recently beeh'presente& to us, in a variety of'ways,uprogéséls‘

for foreign loans on gold which involve our processing applications to the Treasury
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
which these approaches have taken are as follows: P

(1) Apolication by Bankers Trust Company for a license to have approximatelyt I

(2)

(3)

not proceeding with issuance/of 1%gexse pendi ther indication from

"‘Bank and Trust Co. inférmed Federal Reserve Bank of New Yc-¢< that it was

Application by Manufacturers Trust Company, New Tork, for = license to

$5,250,000 of gold (now held under earmark at the Federal Reserve Bank of
New York) belonging to Banco Central de Bolivia, which is the central

bank of Bolivia, mortgeged, assigned, and trunsferred to Bankers Trust
Company, such gold to be held at Federal Resqrve Bank of New York for
Bankers Trust Company. Gold to serve ag secupity for a loan not exceeding
in aggregate $5,000,000 to mature Piye installments on 3lst day
of December in 1947, 48, 49, 50, ¢ \Purplyse of the lcan is to :
finance the construction of an 0il\pipe line in‘Bolivia. Treasury is

Application by Chemicgl Bank Yompany for a license to have ‘
held finder earmark at Federal Reserve
entral de Bolivia, the central
bank of Bolivia, mortgaged, pledged, assigned, and transferred to .
Chemical Bank and Trust Codgnanys such gold to be held at Faderal Reserve.
Bank of New York for Chemical Bank and Trust Co. Gold to serve as

security for a loan not exceeding an aggrégate cf $5,000,0200 to mature
not later than September 30, 1946, subject to possible shert term renewal
or renewals at option of Chemical Bank and Trust Co., Chezical Bank and
Trust provided overdraft facilities to Banco de Bolivia in addvance of the..
issuance of the license. Owing to the fad¢t that the overizsaft was retired
& few days before the license was received by Federal Reserve Bank of New
York from the Trsasury, the license was never actually issuad as Chemical

no longsr needed. . ‘

have approximately $1,500,000 of gold (now held under earzzrk at Federal
Reserve Bank of New York) belonging to National Bank of Czeschoslovakia,
the central bank of Czechoslovakia, transferred to an earr=rk account at



'the Federal Reserve Bank of New York in name of Manufacturers Trust -+
Company and to acquire a pledge interest 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 Companyv
to Legiobank Ltd., Prague, for financing imports from the United States
and. South America of raw materials and finished products into . = .
Czechoslovakia -~ such credit to be available. by drafts at 3 months'
sight on Manufacturers Trust Company. .

(4) ‘Inqulry of Bank pf Aperica, San Fran01sco, with re pect £ steps to be’
- "taken to obtain a pledge interest.in $2,000,000 of \gold now held at -
Federal Reserve Bank of New York for account of Bango Nacional de “‘&{9.”

Nitaragua, the central bank of Nlcaragua, as p&rtial security for a

Naclonal de Nlcaragua. Purpose of this oan is said toNke to provide
is an ‘
independent entity, wholly owned by an Government, but it
operates with funds advanced by th alk .

(5) Report concerning an inquiry abopt a loan on £0ld by Guaranty Trust :
Company %o Banque Nationale de Romganie in sghount of about 5100,000,00
to cover purchase of 1,000,000 tons ®f corf (cereals) to be shipped to
Roumania owing to severe drought and co“-quent need for foodstuffs.
Banque Nationale de Roumanig-faid e reddy to ship gold bars to
guarantee advance. Guarapfy Trust CompPany wowld want gold to be ear-
marked in vaults of Fedeyal Reserve Bank\of New York. Repayment of
credit would require foyr to five years dnd would .be accomplished by
use of proceeds of futune exports of wood, petroleum, and cereals.

This particular method of trying #0 obtain dcllars seems to be spreading;
conceivably it might grow-te absu tions. I think we should review policy with
respect to grantlng,;icenses which will permit such transactions; so that we may be
consistent both 1n,6ur treatment af foreign countries seeking loans and in our treatment
of domestic 1nst1tutlcns which are\trying to consummate such loans. The gold licensing
procedure affcrdsga convenient method of controlling or preventing the practice, and 1
suggest that therd be an early meeﬂlng to consider whether it should not be used in this
way. : . ' '

\.\\ . ’{l . .

The matter obyvicusl fhvolves important guestions of policy apart from our
licensing procedure, We shall 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 cnly 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 meet urgent needs for dollars while
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
handling charges and other fees. If dollars are needed for long periods or for capital
purposes, however, it mey 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
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" be. granted or which would Ye granted only at high rates, may be obtained, and at'low
rates, if gold is pledged to secure the loan. But the dollars could also be obtalned
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 otherw1se have. to- be
used to repay the loan. The only cost to the foreign govermment or central bank then
would be the 1/4 per cent handling charge imposed by the United States Treasury‘/n R
purchases and sales of gold, a charge which, 1tself, may. need reconSLderatlon.‘ﬁ :

I have come to the conclusion that there are' robably two prlncipal reasons
~for thlS rash of inquiries concerning loans on gold, neither one' of whlch, it Beems B
to me, we should encourage. The first reason is the p0§31bility of show1ng gcld'in
reserves while at the same time hav1ng it pledged agalnst a loan. ~Some’ foreipgn “w3:
" countries have done this in the past, I think, and it isbad bookkeeping, bad banking,
~ and bad in principle. For countries still in a primltive stage of monetary and - . -
"fiscal development, this practice might seem to b urblng to public confldence
than wide fluctuations in gold reserves, but 1 doubt it and so think it is no way '
to progress towsrd economic maturity. ' '

The seccnd reason is anticipatdon of a po~51ble increase in the prlce of gold.
A foreign borrower may consider it prudént to pay a premium, in terms of interest on a
credit, in order tc retain the chance/of sharing i the windfall profits of an upward:
change in the gold price. This also I8 something/which I question whether we should
encourage or condone. We have an internahd gold standard, supported and made some-
nternational Monetary Fund. It is the
_those which are members of the
affairs within this general framework

-responsibility of all countries,
Bretton Woods organizations, t
- -and not to try to gain specizl)f advantage by bxtiing against the house. If our goods
i are going to be given up to fpreign countries for borrowed dollars now, why should the
borrowing. countries retain the chance of havinf'an additional future.call on our pro-
duction by reason of a changeiin the price of gold, no matter how remote the p0581b111ty
of such a change may be. \\\\ , ‘

It may be argpaé- -1 supp At control or prevention of these private loans

" on gold is an interfgfence with the return of international business to private channels,
but if the ou31nessfrcqu1res a pledge of gold held in our vaults under our special gold
license, it has already departed fﬁom private channels. The business is then obviously.
not of the charactler which lends 1t§e¢f to the ordlnary risks of private international
lending and borrowing. Borrowers ih such circumstances might better have recourse to
the International Bank for heconstructlon and Development, or else might better sell
their gold now to ;Bt the dollarg/they need.

It may be a;gﬁsa:“ai;;, that 1f foreign countries now give up, for dollars,
gola which they accumulated during the war, they may be less likely later to try to
attain an internaticnal balsnce 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 both ways, however. They might equally .
well meké 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 intsrnationally it will be used mainly for settling residusl balances.
international organizations and between central banks. In that case loans on gold
are not really on the pathway back to private international financial dealing. This
aspect of the problem might also well be considered at the meeting which I have sug-
gested, and which I think should include representatlves of the Treasury, the Board ,

Allan Sprdul,
President.

AS:EAV :
cc to Chairman Eccles

. :ij/ \\
\ | }
- |

More and more, it seems to me, those final settlements will tend to take place within
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INTRODUCTIOR

The prasent smtzst ical posiuién of pold, which I have studied in &
. o l/ > 2308 03 b ¥
compenion memorandum,™ raises seversl very difficult guestions: (1 How
B . ) bl '
great at this time is the world's need for gold? (2) If there is & rogl
need for more gold, can the current supply be :incz‘aaﬁed? {3} Iz tie
present price apmapm.a’oe? (L) bm::m the future of gold depends lergely on
the willingnesg of the United States to gbsorb 1%, what siake in hho meisl
hag this country?

To these gquestions I offer the fo 11 owinyg

(M

take the point 01‘ view that the need for geld im @ myth, 1ts use sisvietic, and
its supply irrels an‘a; or we may ezgign to geld - ag we scturlly de in our
day=-to-day pm ‘iaic:e,‘ and have the legal obligai;ion to do wder the Intere
z:atz.onal l{o.zatm:“;; Fund agrosment - the role of minmawﬁ;l. currensy whick
c;lag.rly it can only *pcrfcrm if the valus of ithe exisiing stosky and of ths
current output, is sppropriate, which in turn depend primarily upon the - ’
~ price of gold. Teo tveat gold as internationgl currency and at the came .i:ime
paintein its pm‘.ce at whaet I submit is an "m&is ul(.« level, wholly inzdequate

"‘kl

4o ensure international ..anm Ly, ia & contradiction in terms. That we can
vcfxacti?el' use gold as & msanad of ‘int rﬁav onal ssttlenent only if its vmce

1s ad*us&,d to the posm‘ar structure of commodity p:r iz a prﬁ';’mf”itiﬁn that
I set fof'th in thw memrmam and which wmorsover I 3E=cnld like tc sze dis cussed
| fm*ther since ifh impmges upon one of the basic economic problems that we ars

facixig todays

<P 1) Cfe ma mimeogrephed m@mrandus on “The °‘rvsenu Statisticel Foglition of - 3
_ Gold,¥ dated June Zh 19&70 : -

}
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‘1. Conclusions

A ¥We are much concerned today ebout the impending dollar shortage,
which threatamis to dovelop #t the turn of the year into a world-wicds |
liquidity criéisg This prospect, ‘mgethervwit'h the present statistical.

| éosition of gold, leads in my opinion to the following ,conclusioma:l\

1. There are two waye to preveant the impending intemat;io'na.l

‘uqmldity cr.isié or at least to reduce its impgcﬁa Gne is to sbendeon our
drive towards multilatéral world trading and relstively free and stable
-exchangss, and re~establish closéd systews, barring the use of sny inter-
nationel cuwrrency aznd resorting inste&d to international barter conducted
;th‘rough rigid exchange controls. The other *ﬁa%;‘ out iz to axtend further
American fingnecial aid the. ou’oer world, mo*'e partwular}.y to iﬁestc
Europe.

2. Should we chooge , as I believe we will, the sscond alterna-
tive as "a:’lvocat.ed by Secretery Mershall in his address at Hawérd, there
woﬁLd Se Vavai.;‘.able tc us three means of ensuﬁng intemation&l Jiquidity:
(1) az:i;anszon of loa.ns to foreign governmenits over and above those gm;ted
~S° far, (2) extenaion of outrlght grants; and (3) e readjustment in the
pr:u:e of galdo Should we oyerextend foreign leans, the structure of inter-.

na’uona; md.ebtednesa will, I fear, eventuall;,; ccll.az:se because there are -

L aefinite 1imlts to the transfer of interest and amortization payments.

R Shoulé we me.lss out:*i ) armts the vehicle of our financial aid, wa would

’ have to overccme t.he connotatmn of “charlt;," so detrimental both to the
' .dcnor anc‘. t.o the f*ec:f.p enw The tmrd demf..s: ..o increzse the volume of
intematlonal means cf payment wculd be an ali-rcund 7“1‘36 in the gold pr:v"e,

' concerted and wevuued on an mtematicnal plane under the In*be“ne.ticnal

"Honetary Fund . L read;ustment in ‘bhe price of gu'la would have immediate
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economic end financial effects since the deficét'countries would be able

to meet a larger proportion of their iwport su#p}useslwith the a&id of

their existing geld reéervee and/or of their current gold production;k It
is, of course, no panecea for the economic ills cf the world; but Canada
and the United Kihgdqm and the sterling sarea, Eran¢e, andé other Continental
Western European countfiee.unuld e#parience an insﬁantanéous improvament
" in their international-ssset position.. For pﬁrposes of illuétration, I
calculate that, shouly the price of gold be rs:iééci from 35 to 56 dollars

per fine ounce, as ﬁaa proposad in the United States Congress, the increment
in officizl foreign gold stecks (excluding the T.S.8.%.) would be about §
billion dollaré;k The gold price rise would slgo induce private dehoarding
(which, in e country like France, could assume 1afge proportions); snd it
would igcreasé the velve of the current outpat éf gold by 300-500 millionA
dollars in the first year, and by much more later on as the stimulus to‘gold
production gradﬁally resulted in greater out;ut; \?iewed in the'perépe#tive
’o} the Administration program for Europe of 15-25 billior dollars for the
 nexi three to five years, the improvement in intermational liquidity through
the readjustment of the gold price would thersfors be a very substantial
oneav South America and the Far East would alsc oenefit, while o*herwiae
additional loang or grants would be necessary. ‘4fter such a read justment

- in tha dollar value of the monetary gold atogk the volume of 1ntoraat10n31

bjfcur rency could be supplemented by'draw1nas or: ths Interqat*onal honetarv

' 'VFund and by loans from the Internationsl Benk. Outright grants would thsﬁ
x"  be confined to necessitous countrieso Another édvantagé of extending

' ‘fﬁrther f;nancial aid through epr§ding the dall&r‘value of .the world’s,

ménetary'étoék would be the fact that this device is "commercial™ in its

5 e&éénce;" coﬂtrnst to outrlght grants whick are "political."® International .
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trede and the economic system in Americs and sbrogd woﬁm, I tske 1%, oo
freer m an e:;vironmsnt of international liquigiity brought about by an
essentiaily commercial device than by an extension of governmental grants..
3. A rise in the price of gold would be but a recognition of
the irrevoceble facts thét.ti (1) the price of gold has either remsined
tmchanged ir the face of a. .sharp increase in ccmmod;.ty prlcas or, in cases
ahere theve has been an inecrease in the ofi‘..c:.al gold price in respcnse to
currency devaluation, it has been outstripped b;t,r the commodity price riss:
(2) at the presefat price the output of gold mll not‘expantd to any sppreci=
gble extent; (3) theré isg no" lﬁkeiihood %ha’c-evér 01 pv’:wate dehoarding, in
the Vest or in the Easﬁ; unless the price is readjusted to the changad
conditions; and (L) ‘governn{ents and céntral banks are reluctent, except
when ﬁhey have no choice whatever, to drew upon their present gold hold-
ings since they expect an ultimate recognition of the world-wide deprecia-
o ,‘tio‘n of currencies through & rise in the price :of gold.
. ho & readj’daiﬁen’s in the price of gc;lci would i;e a logicaln step
' i)ecaﬁse within the present ’intgmational financﬁ.eal sot-up gold continues to "

be needed, not as a basis for domestic currency issue, but as an inter-

national meéns' of payment. fl}xe need is all the greater since: (1) the

| ‘pre‘nent chaot:.c state of fomign trade requires larpe settlements in gold, ;

€ 2) even when the Internatmnal Monetary Fund lB ;ully e*'ating s settle-
’:.men*bs mll sta.ll have to be made in gold, once the Fund's l:mted lines

.of credit have been fully utilized; (3) :x.nasmuc,h as gold is p*-:.marlly 1
British Emp:re pmduct, t}:ze flow of current procmcu on sarvas to lessen
'the pressure on tae Bra.t.gsh and Canadian b&lancef’ of payms:nts- (L) ‘c.he rige

:i.n_ the value of mtema’m.onal tranaactzons mkass it neces sary to use groeter

¥

amounts of gold bo settle ba...ances 1n m'oernc tioral accounts; and { )

2?41 ""» |

increase in the money supply calls for more gold ...f ca.pltal movements are”
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5. So far,‘emphasis‘has been laid on ihe intérnétianal aspeéts
of the problem of gold today. _ihe'problem musﬁ, howe#ar, be also viewed
in its American perspective. The preseni rate of our exporte is higﬁér"
than.in any war year, when lend-lease accounted for about four fifthe of
cur total shipments. With 10 per cent of the goods produced in this coun-
try going ébroad, aspofts generate & portion of the national incoms, in
iﬁdustry and agriculture alike, that may be of critizal iﬁportansa to
gsome branches since it may very wall constitute-the pargin betwaen profit
and loss. Since exporis cannot continue at the prasent lavel unless fur=
ther financisl aid is extended to foreigu countries, the question uey be
raised aé to the cbnsequencea‘for our domsstic economy of & éudden drop
in exporte later this year. Yere we, tharaforgg in an envirorment of &n
incipient recessien genereted by a dsclins in American exports, to incf@mse
the price of gold so as to susizin an appropriate level of employmant, we
would create at %ﬁevsame timé a hasgis both for American prusperitf gad

for internaticnal liquidity.

* * #
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2., The World's Heed for Gold B

The extent of the world's nesd for éolq hss to be considered in
terms of gold's present role.,v Its ciomestic role as & cover for currency
isaixe 'ﬁselangs definitely to the past ksince in most countries the iega;
cover requirements have beén either abolished or at least so reduced as
not to hamper the expansion of money suppiy. ’T:iis hes been done even in
the United States, where_";he legal requiremaﬁis as to the reserves to he

held by .{;he Federal Resez;ve Banks were reduced in 19kS from their former
level of 4O per cent in gold certificates 53&3‘.:1.%’{: Federal Reserve notes in
circuia’tion and 35 per cent in gold or ‘laﬁful mcney against deposits, o
& uwiform minimun of 25' per cent in gold certificates agsinst combined note
and deposit lisbilities; and the hearings bsfore the Comuittees on Benk-
ing &nd Curre.ucy of the Senate and of the House left little doubt that

this was by far the mest rational solutmn of the pmblem.

¥hile it ias unln.kely that gold =ill be called on 2gain to serve
as an actual basis for currency issue, the izetal continues to play a con-
spicucus mls as the last~resort means of 3.:1tema tional settiements. It
per;orms definite ;’unct*.ons under the International Honetsry I"und}/énd gince
the latter provides only limited lines of c:rediff, settlement must be made _
in gold bnc_:e these are exceeded.  The demand for gold vriil be ex-%m graater

if and when the current commercial-policy negoiiations resuli in & return
th cor -policy negot ,

1/ "'he membar couniries pazd part of tiheir %bscr'«puon in gold. &ny
member wishing to obtsin directly or inGire: t,l;y the currency of ancther men-
ber in exchange for gold must acguire such currency by selling gold to the
Fund, provided that it can do sc with egqual advanZaze. Gold newly produced
by mines in a mexber's territory may be gscld by it in any market; but the
_ Fund is ready tc buy gold at any time for any currency of which 1% has a
.. 8tock. Xoreover, a mamber amy be required %o ssll its currency to the Fm.;d

for goldo
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;/to multilateral world trading. Pending the esteblishmeni of this envisnged
econnmic order, gold continues to be cal alled upon to settle the large balances
that arise from the prsseant chaotic stste of forsign trade. Indeed, thers
are mumerous instances of settlements in geld of the balances that have' |
accrued under bilateral paﬁmenﬁ arvengements, znd this widespread prectice
is a clsar indication of gold's present uge, - Plnalxy, afte* the outflow
of gold from the United States during the war yuars, uhis country has com-
menced abaorblnb it agaln in paynent o f-fareign purcheses here.
bpart f”om these general reagons, more specific consideraticns

can be invoked in a.cerzalplng the world's oclé reed. Gold is predeminantly

a British Empire preauct, 51n e about bzvug of the world cutnu* {includ-~

ing the U.S.S.R.) originstes in the British Commonwealﬁh;%/ To the extent

that gold flaas to the British monetary authorities, pressure on ths BrltISh

balanc@ Of paynents position is 1eaaened and the Britiaﬁ need for direct

financial aid from the United States is reiieved. o ;
Another sxgnzflﬁan& messure of thiz need for & larger supply of |

gold is ths incrsase in the monetar} valus of internaticnal transactions,

To form an apnroximate idea of the inflation in the valne'of such trans-

..actions that-ha occurred sinoe the oaginning of »he war, 1et us cons1der’
the rise in prices of the commodltles entering Lnto international trade.

For thls purpose, the best‘we can do is io use the indices of imnort and

'df”f} ‘ expo*t prices of the twn countrles thet flg%re mest prominently in wor 1é trades

1/ According to the Union Gorperation, Ltdo, the British Empire's per-
centage in world gold production {including the U.S.8.R.) is as follows:

1940 1ol 19k2 1543 19k 19h§  ioh6
591 61,0 65,8 69.5 7043 70.5 ‘688

“2?4165
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| THDICES oF TNPGHT AND FXPORT PRIOES
{638 = 100) S

Impors Prices : '
tnited Statesz ' 270
United ¥ingdoms

‘Ls djusted o e
'justacl ' ' i35
Export Prices
Ve . -t
United States 15u
Uzited Kingdom: ' '

Unadjiusted C 221
Adjusted , 189G

& A

" L

Ir the “adjusted” Tigures for the Unived Xiagdow

m?"bﬁ!"
C2llomavce iz mads for the per centh deprecintion of
G dollisy in i}:}; &

the povad sterling in teras of

hh
3o G
Sm :

Fhatever may be the ﬁlel‘ﬁp nedes im the consirtction of

British aud Americsn indices, the Armerican and the “adjusted” Eritisn fizures

tell e similar story: the prices of commodities entering into

trede sre roughiy double ‘shoss befere the sar. Sipes the Amsvican price of

-

S pold }zag remaine"‘ unchenged éu.d the British wass raised only by 13 per zent,

it iz clear that more pold -k&’ neadsed to setile the greatly incresszed balances

griging in ithe in%arnm‘;imn&l aocounts8.

3. The Supply Outlook : o

at foreigrn countries coudd use &-larper supply of gold st thi

juncture, in spite of ihe International Monstary Fund snd imericen foreign

~ lending (both direct and indirect through tme International Da

tt;arefcre be c‘.uced‘eaic. Are they, however, in @ pogition o ivcreasc
} 2 k

L  reat prsdmtion or ‘bo indﬁce private dehoard J.L,,:’

vastigate the cutleok for smup-

In z‘:he presemt section I shall inve

"’"pnes i‘mm curvenb produ..tmn anc. cia"mard‘h.g 3 &n’i in the next s*"ticmg the

L.

more gold is,

224166
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in a sense, immediate; hence production has only & limted relevance to the
problem of igxtemational ligquidity. Homver, evsn under more normal longe
run conditions, more gold might be neededo .
The production problem is partly techm.cal. partly economic,- Thé
mining engineers, vzhils explormg goldmbearmg areas, are mainly concerned
with the quantity of ores, their location, and their cant«ent, and they for-
mulate their forecasts in sccordance with smh‘ findings. 7To take an ex-
ample, "the most competent authorities on the Rand" produced in 192;1 a cal-
culation accord:ipg to which the South African industry would continue until
- about 1952 to produce between 1 and 15 million fine mmces. of gold per
ézmum {equal to about 500 million dollars), after which there would be a
zradual falling off to, say 7.5 miilion 0‘!3.1(!38 in 1970, . )
Such & forecast of fuuure gold output to be valid, must be'"é.'ccom«- |
pamed by the reservation r.hat it ie made on the basis of the mstinb o=~
V lstionships between the gold price and preauction costsql/ Changea in pro=-
duction costs and the gold pricef eppear, in»:iee;l, 2 more potent factor in

N
detem::mng ou’cpu‘b than tha accidants of dizcovery of new depoesi tsq ‘Should

- 1/ How essentlal is such & reservation is illustrated in- the follow-
ing table, compering forecasts of gold production for the decade 1930-1940
with actual output. The estimates are thos= presented in 1930 by the Gold
Delegation of the League of Nations, one having been compiled by M, Joseph
Kitchin, "a recognized authority on preciousz-metal statistics,” and the . .
other by the League of Nations Secretariat on the basis of official and
- semiofficial data furnished by representatires of princi producing

} f:outrt.r.iea:° (’ﬁm remnder of this footnote is on page ;

224167
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4s to the restv of thw world, no rsceat estimates oﬁ' Petare zold
" output comparable to those vgim:above for South Africs are, to my knowe
.iedge; available, | »

‘ ¥hat avounts of gold arw erly to bé releaged by hoarders ; it is
impessible to predict. In.the Vest, hoarding is a highly raticnalized prace
tice in times when the_price'-oi“gdld ie expected to rise, and since this
véry gituation is likely to prevail in the near and intermediate future, it
can hardrf be axpected that hoarders ta.li relsege their geid at this tine,

| The larzest private hoardings amoug the Hestern nateiozxé: are those held by
the French: soms asﬁimateﬁ put the amount of gold in ;:m.v&ce h::érds in
France at the equzvalnnt o lh-% biliion dollars. In tﬁe Fagl, gcid.af
_-a symbol of ricnes = is the t“aditlonu mediun ir which aam*»gs are held
and Eastern hoar'dmg ﬂxe:afore:_ ;ncreaeas in tines of I;igh pz'ices and pros-
' perity’, and. decresses when pf:;c:aa are low and saviﬁgs emalle, It would accord=
‘ingl;r take 8 ‘large=-scele czepress:.on to :Latiuue any Basterz dehoarding com
pa.rable ﬁo that of the 'cnl?*«leso
Beth the future gald groduction and‘: gold dehoarding thus depend
‘on the fumre price of gc"de 'fms rmses the question as tv the appropriate-
: nasa of the present price f’or ensur:mg s@phec aaequat» to cover the mrm'a
B gcld nama. |

‘4, The Appropriateness of the Present Gold Price

R ‘For the gol&-ﬁrodzwing countries, the view that minming cests‘are'
. too h:.gh is ’wnt.smo:mt to. hold:mg that the price of gold is %00 low. As was
shtmn in ny study of the present stetistical position of gold, the sprf-’ad
betﬁeeh tha price of gold e.nd the cost of m:ming angd x'efming i& todaj 80

nerrew that the proi‘its of the gold.-»minim z.nduszry have dec l;.nec. uhron,,hout

’ the anta.re ﬁorld, emd marglna.. pronucers are workmg at a loss. To gome

2?4168‘
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extent this state of mf&..ra« can be remedied by technical improvemsnte o
reduce costs and ircrease vecoweries. Ine costs can glso ‘be reduced by
decreagsing or sliminating the tax burfiznsv }Jlace on goid mining;}-'/and,
:mdeed, wax relief nes recezntl:f beer: &2 rantsd to gold mines in cm,.th Africa
and Canada. In ordeayr ‘c.e ensurs a wmeasurs of P“'O.z.l‘c’}fabl ity to domesti:: gold
uinss, & BPQC.LEL. gold pr:i,cm, higher then ths eqmvalem of the Amex-iq:m prics;
can ba fixed either directly in the form of permission to the wines to
. ! : .

sell ﬁe’airl'_’ sined gold at & higher price;g" or iﬁdirsctly in the form of a

a , .

>

81::1')31&}'93 Hotives for such pries fixing csn &lse bs found in ths apparent
desire of the government a.:zé entral bamic suthoritiss teo prevent nwlj ,,
gined gold from diasppearing on ihe black markets.

Help to the mining induntry throygh tee relief subsidies and
spacial official pr:ices for gold is priearily a domestic affsir. The wider-
i p-onlam o£ the approp iatsoens of ‘-:he gold price clearly transcends, hséeféer,

the pres@ntmﬁay difficulties of thv wiaing industry, snd mst be viewed from

a much wider angle than the ;aara cost of producing zold.

1/ For example, by revising UAe highly Lechnical ProviSions regerde.
ing the calculstion of dep}.euon £11 ORAIICHE § by discriminating in favor of
new mines or ulirs-desp-level mining (a3 rec'enﬂy in South &frﬁ.ea), ard by
eliminating double tazatiou.
2/ In Chile the Mint has been selling pold since 194l in official suce.
-tions at sbout 46 dellars per owice, The pold used for such sales is thaet-
contained in the copper bars, concentrates, and minorals, e::pert:ad from .
Chile two tha United States and repurchased from the United States at 30
dollars per cuica.
3/ Augtralia, which esmmushed & auba:,ci,r on gold wmiming in the twen 1@3,
- has iately had raecourse to it agein to keep thé los-grade mines in opers~
- tionme In Mexico 2z subsidy on the production of pold was esteblished in
194k, In Chile the domesticelly mined geld is sold to the central bank et
15 per cent more than . the of ficigl price of gold in the United Siates, - -
S5imilarly, in Rumenis decmesbic gold is sold to the national tenk at substan=
v tial premia. In the French overssas territeries pramia on gold produe~ '
tion were esteblished in May 1947, retroactive as from Janusry 1947. -
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The fundamental questiom is whether gold. at itz present price,
can perfom its function as intermational currency. This, of courss, is

g very diff:wult. quaatmn to angwer. It has, however, such a direct and

immedlate bearing on tiw international liquidity that iy seems to me impera-

tive to explore the various avenues of approsch to an enswer,
1, That within our present internati nal fipsncial set-up the

world iuas a need for gald, 1 showed a.bove in wecttmn 3 and Zrom Section 3

I drew the conclusion that. there is litile "'-ae.a.mcoa of an mcrea:ée: in the

'aupply of gold out of current production and private dencarding. <ome zeold

3/
preducers are moreover atoring newly mined gold.™ As to the existing govern~

ment end central-bank holdings, there is tiwougnhout the world an extreme
reluctance to depart from gold. Even comtries that have substantial gold

reserves prefer ineurring foreign debt to selling gold. BEnglend is the

' most ccnspicuous cage of & comtry deliberatasly acﬂuzat.latlm gold and ab’

the same time barrcm‘ing in canada end the Umter‘ States the dellars, at
least a8 part of ﬁh&h it could abta.in by liguidating its gold holdings.
Smtzerland, Argantina, bmm, md other cmmtzu es &lso are keeping the
bulk of their currgncy reserves in the form of gw.cxo Only the countrisg thal
have had no cheme whatever have latalv »sed up pz:ra, of their gold noldings

(E"rame 3 weden, and the Notherlende - the latter after having borrowed

subatant-ial sum againat collateral of gold for ‘over & year). 1In thesse condin~

t:.ons gold is more @ med:.xml for stering wealth than sn internatiornal cur-

1? ‘l’he Preszdent of the Ecl’ntvre Porcupine ¥ines stated at the annual

‘ meeta.ng of the sharehclders. that the coampany was acoumilating aad storing
gold and that the Canedisn Government had knowledge of it. This is the
~first company that has shown storsd gold in ii;s balance shest; but repertedly

this is & mdespread practiceo
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2, Glearly prodweing countries canaot expand their oubput,
-gold preducers and pm.vat.e investors are hoarding gold, and gqvenmig;:ta
.’are reluctan’f te part wixh their heldings, becanss 't;he present price of
gold is not considered appropriate. In fact, it hes either rensined un=-
changed in the face of a sharp increase in commodity prices or in cases
where there has been an increﬁse in the oi‘fic:ial gold price in responss to
currency devaluation, it hue been ocutgbtrippad by the comnelity price rise,
 Table I brings together the percentage change s_' in officiel prices of gold
- and in commodity prices, the sountries bheing gi‘-rén in the order of magni-
t:utia of the foruoe:

TiBLE T

,-

PERCENTAGE L"LM’GL&:’ SINGCE 19;? IZ’ e OFFICIAL PRICE ulf" GOLD M’I)
f CORMODITY PRICES

Price of Goid : ¥holestle Prices
Sweden o - B + 72 (¥arch 1947}
United States o + 71 {April 19&7}
Canada C + 42 {#arch 1947)
Argontine o : O + 117 (Earch 1957
Chile 0 + 169 (February 1947)
Switzerland ' ) * 99 (April 1947)
United Kingdom + 13 + 72 (April 19u?)
Netherlands : + 48 + 349 (March 1347}
Belgium + LGay %232 (January l?h?)
France * 232 + 7519 (¥areh 1347)

| 1/ Binc 19.36-»3
J Sm§ 1938;1

- In Sweden, which alor\e among une countmss of the world has a lower officigl
price of gc»ld toan in 103? 5 and in those countries where the ofz"clal sold

_pr ce has rexained uncnangad, camedity prices hav* in reu.,ed by 50-100 per cen$;

’ elsewhere tbey have risen much more than ths gald price, This discrepancy’

;La ‘not unlike thet which prevaileu in 191% and 1920, when the rise in com=
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3o Altogetﬁer épért from this pricé_discrepamy, t.he SPPropriats-
nsse of the gold price can be tested by the secular movements of the
price level, As is shown in the chart on the next page, ccm:#odit;r pricss
after each mejor war have ﬁeaz; subject to s sharp inecrease, which in the
lete 1860%s and in the_a e&iriy, 1920%s was foliowed by an equally Bha.*“p
dec_lina; ®ill the same patlera of prices repsat 3 teelf?

The chart shows commodity pi‘ices in 'curz*ant doliars and, for
“the posi~devsivation years s a*so Min teme of :3 ." 4Althongh ii is very
'd. iicult to inierpret the alg‘n.fivanﬂeg i£ any, of changes in the level of
prices as reflected by 2 "gold” index, -ﬂ:hen the prics of gold has been
altered, this statistical device ensbles ug to make t¥o observations of
mt'erest: First, "in terms of gold" the ém:mal average for 19h6 was about
at the levels of 1310 and 1931; and the es}timx‘;;sci aversge for May 1947 éﬁs
.about at that. of 1930. Secordly, if the present prices seem high to us;
it is. only becauss we make cémparisona with 1939 when prices were extremely
low "in terms of gold" - being indeed at é.bout the level o;? the end of the
ninei;aanth century. | |

| Should we dlsregard the gcld" prices aud gonsider only the “actusl"

prices as ?‘eflectzed by the uppar 1ine of ths c}-a,rn, we clearly discerm thai
‘in t.he years 1921.»28 prices remained stable at umos per cent above tcxe 1em::1
prevalling before the’ First World ¥ar; and that batwsen 1929 and 1832 the
.prlce level fell by fully hO per c(mt. Now, as,:m the thirt:.as, we have to
support a h@avy dsbt stmctme which can cn.t;;" be carried ..f prices are kept
reaaonably 3table, not. necessarily at t.hs pwesex*'b ievel, but at one,; say, |

Lo per cent above 1939. At this level prices would be high in comnarison'

».mth the avemgc of the last. 75 yoars, and we thmrefcv-a might be again con~-
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‘ 1
ex‘t.ending beyond the llm.‘cs 'conpatible with thg maintenance of existing
indebtedness. | .

lj» Let me formulate in the following terme the imp] c,a'b:.ons of
the secula.r price record as iLustrated in the chart. The present infla-
tionary eituation is, in my opinion, & very temporary one, In the loog
run, dsfiation, not infiatiog, ie likely to be the }:asic pifoblem - with
félling prises, unsold surpluses, and unemploymento ‘ The Agerican wage
and cost structurs, howsver, is so r:;gid that any aeacl.mn in prices, beyond
‘one mvolving only tae mlated pro;t‘z.t. mavgms, pv'obablg would be rasis ted
by business end labor alike. The farm grcn‘ps would likewiss cppose any
léﬁge-scale reduct.ion in food'prices., The Ti"a*ea’sziry would of ¢OUrse be Gohe
. cerm&d with the .cnpacb of & devline of pz'*s cas on ax recamts and on the
real burden of the gevernment vaebt, As tc those who are respongible .f.cr
t.he ovax*-all economic policy, they would clearly preier policies of Lngr»
 range cna;ra.,ter da mgnod to mcrease ‘che mab‘iL oy of mu seonony, rather
t‘nan 8 dormawam read;msm«ant in the .price ans cost structure, Iin swch a
cmtmgmmy, prevailmg over-—all econouic. ami umonetary policies mipht well
be recms*dared; and the question of what is i;he nroper gold price would

" then be given fresh attentiono

5. The American Stake in Gnld

In the event thet we havs to face . \”ua..b dci‘lamommv situztion,
"ma a*gumem.s usually :mve&ed &osn.nat gt incressa in the price of gold vould
' vmemfore, I beliavs, 1ase Their va}.:!.d_ Gf these avgusents the nost

“:u::pcrﬁant are the ¢013.ouing.,
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A, The "Maldistribublon" Argument

N

It is somstimes stat ted that the United Ststes 1s holding & die-
proportionate part of the world maﬁetary zold éfack, Should the price of
gold be raised, it is asseryed that gom wenld i...,fe? ir increasing quan-
titias te the United States,

To this srgument, there i a twelold answer:

First of all, the monatary pold stock of the United States seems
hgh if attention is paild only o the recorde&fafﬁ’ic:&.#l raserved of the
worldo The rpicture is, nomz.u..:r ery u.ti':“r-mz i7 ast only s:‘ecérdsad but
also centrally<held bul mndiscloasd rassrves sre thken ints uccount; as iu
Taple YI. . | , : .

TLELE I

1/
PERCERTAZE OF WiRLL CFFIC I:’iu J0.D "‘“"""if” s RS pY '3_"2{{ UNITR) STATES

Percentege P Pagreenitags
) ) of o / . of . z
‘ Fasorded Reserwon— - Toral Zesarves™

a5
1932 35 ‘ 33
1833 35 31 :
1934 39 %
1938 47 i3
1936 L2 )
1337 . 50 LLg .
1938 33 . 83 8
i 1939 76 &1
1540 7% 73
gk 76 . o
1942 o 7h ‘ L gg
1843 - - 70 | 55

18k : &7 ‘ 66

195 &y - 57 |
wis & R 2

o-—.ww " -~

.../ a-axcl“ciinn the . Efg;:a s on ,
T;’n}i}.m;ug diazlosed holdings of the 5 guilization
_/ Including, "in addition to th&» ¥ :

Jr AT Rt e EA
=

Cfrem monsts :

¥ shotistice
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ho*smvar a.wmx imabs the pemertagss: figm'ee' given in the second
column may be, they s,laa::}.}; ..micaﬁe that in 1940 the Umtec. States pose
sesgad over 70 per cent of the werld menetary gold emcluding the U 8‘,3 ofvas
but by 1946 only S,m&&ﬁper cent, If allcwance is wede for ths probatle
Russgian holdings ,i the United Sistes prob&’clj is now holding cnly & little
more than 50 per cent, | |

A little over half of the world gold stock held by the United
States is uﬁdoubt&dly a reasqﬁable proportica. ‘f‘ Bafore the depreszion of

.

_the early thirties, sboul L0 per cent of ths werld sgpregete of natlonal

'
O

insomes was probably produced in the Unlted er 29y and this ,,. mmiry pro-
céssed sbout LU per cent of the worid cutmut of raw msisrials. Ab pre~.
sent & roszsonable guess would probably weigh hv United States .;voﬂfmr

ag reprfesez*xtiﬁg over ona half of the entire world, imcluding the U.2.5 o"m
In terms of these proportions, the Americen gold hoii.ci&ga can hardly be
viewed as excessive,

There iz alanc another angle to the ergutent as to the “mal-
distribution" of gold. Most of the pold influwx to Americe from 193L to
1939 was 'cauaed by the vast movements of cepital frow Burope to the United
fS‘hanes, 4y present, samilar moments of caoita..L are precluded by Lhe
Bretton ﬁoods Agreaner ts and by national forsign ezchsnge controls, with

. the resu.lt. that such gold as the United States mey be cslled upon to

A_"Sl.ascll‘b in the i‘utm'é.wivll prima.nly reprasent payoents for goods anc';.

j.ff "f"éerﬁcés sold to foreign countries in excess of goBdsand services that
| ws buy from them, |

o ! ’"’b.e ﬂaw of gold, through wh_vh the ouber world pays for its

excess of expamii»ur..s kere over 3.‘53 own s&las to this country, create

dcmestlc employment j.zz &mericao It ie .true, of gom?se, that in the

224176
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) present conch.tions af ovarfull m“ eyment, the gold mi“tux nz.sy not be wel*
“ comso How 1ong, hmver, are present conditions to last? lmd if we

should again have madequate employment in auch ind.uatries as. automobilea,

machinery, etcu s for ﬁinch a marglnal producmon for mort ensures an

over»a]l margin of profit, how long would we hesitste to abeorbd more  gold?

-

Bo' ma ”E:chznge Staba.litz" Argument .
| It is furﬁmr objected that a change in the price of gold vould e
upset the e:xisting exc‘la.ngs rate strn...tureo

Thig ase ert:.on, however, is enly vaiid if tbe change in the
pme of gold is wnilateral, like the. Haphazsm davaluﬁucns of the tha.rtiea.
Should t.he pr:we of gola be changed simultanecusly thmugncut the world,
5 as ia possible mder the Bretton Woods fagreampnts, /tﬁm price% af‘ fores.;gn

cu:n'emiea relatme to each ot,her txfou?ui remain tmalteredo "”nd.eed, the

‘ggaerted an’ increase in tha dollar value of the carrent gold output and of -

L Qgg‘o}.lmino is the‘ relevant axt:ract i‘rom 3rt_cle IV,
thehArﬁcle § uf Agreemant.

> & uc ) change is approved” 3 every mem
ch"has 10" per cent; of ‘more of the total of the’ quotsss The




-

‘a subatanti&lly h:.gher ammm’c. cf dollars to finance their purchases in

thae United Sta.tes., 4 hlgher price for gold would therefcre be tantamount
to a double subsidyz a gr&nt to forelgn gold producers s cnief_.y the
British Empire, the v sosoao s and Latin America., and a windfall profit

“to ﬂovemmenta, stabx;.zzation funds, and central banks holding the

i

fore:.gn st«ocks of monetary goldo ,

AR About. ten months ago I drgued }n the»follc‘-.ﬂng terms that it
N 1:3 in the interest o.t‘ the Um ed St.at-es to maintzin the present: geld prices™ /

T .5 L e "The increase in intarnatzomﬂ liguidity which an in=-
© 77 crease in the price of gold would confer can equally be
- s made good by active United Ststes participaticn in the
“U 7 e ieei International Monetery Fund and Bank and other new agen-
PR v’ ciés of international economic cooperation, and by addi-
.. .7 ¢ tional direct foreign lending. It is true that the con-
‘. - w, tributions to the Bretton Woods institutions and direct
‘foreign loans are a consideratles price wnich the United
;. States has to pay for internationsl economic cooperatiom; - - :
. but, in compensation for the financisl eid, the foreign ' '
,.count.nes have accept-ad definite commitments as regards
.their economit and financial polisies. Should inter— : , «
national liquidity be: n.ncreased, not by providing dol- ' , S
lars”through ‘the International Monetary Fund and through I
'direct ard indirect’ lending, but Ly the hephazard way - ‘
of raising the’ price of gold as in the thirties; the
,’United States would still be contributing large emounts , ’ .
%o, the iztsici“%vor]d, but she would receive no'ch:x.ng in - ;

et

 “the United States haa established aafeguaras as -

1326 P TRN

)ih:.ch oreig‘t cogntriea nay make of the dol-

P e .
thq gtock: of‘monetary gold hald outsn.de the Un:t.ted
Stata: < in’ terms

Syl

s«yould have no centrol whatevar over the.. . iiivi . L

g 3 y of ﬂollars_ to the outer ‘F’orlda Slnc, 5 o




I advanbed_‘this Arg\mént, ho‘we*éer, the situation hag changed in ao*manjr

'respects that I wonder *boday whether an increase in ‘bhe pr:.ce of gold woul:l
not, mder cert.a:.n conditiona, ba polit‘.cal}.y more pract:.cable and econmically
more efﬁeient than an extenaion of American 1end1ng or of "paacetime 1end-= - .

193330 3’.n support of such. a conclusion, I should Like to suhuit the i'ol»
1ow:lng a.rgmnents, ' o R B - -
As a reault. of the price mlamcn since last smer, there |

hae baen a reduction of as much as one third in the real value of foreign | :.

monet.ary gold stecks, current gold productlon, ‘existing dollar bank:mg |

balamea, the Im;ernatxonal Hone'csry Fund's gustas s the resources ava:z.lable
at presant. to the Intematlon&l Bank, and the mutilized portions of ('ne o 3
Amencar 1oan8 grantec last year. The real value of cur financial aid, o Q

actual ‘and potanmal has declineé acr*ord;mglyo

slowly than bad hean expectedo Tne size of the lines of credit. that it




and stahle exchanges, and in their place re-»estabhah s.lOS&d systexs, in
nhich balmces of a key currency uﬁl be used as intemaumnm. curr«,m,y ’

t.o Amtemat:.onal barber conducted thmugh r:.gm exchanc,e controls, 'Ihe

'ot‘zer way aut is to conta.nue to ex’oend American f...nanc:y.al aid to the outer

l; Should we chaosa, bal:.eve wa mll, the second alternative,

‘aa advocated by Secretaxw kfarshall at Harvard there would be available to

'us the follom.ng thrae maans to ensm:a internatmnal liguidity.

A \%e ceuld e:ctend leans t.o forengn govemments over and above

Should we overaxtand forelgm loans, the structure of

‘those granued 80 farc.

3 S.xme Emericen financisl eid cann ot ba ex anded in its entiroty
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o -

politically and economicelly expadlant, should be cons::.dered. - o
. S.o Let us assuma, for the sake of argment, that it would prove

B

feasible to raise the price of gold from 35 to 56 dolmrs per fine ounce,

‘as was proposed in the United States Congresa;‘/ Since official foraign

gold resams outside the United States (excluding the U.S.S.R.) may ba

eaiﬁ.mated at present at sbout 15 billion dolla.rs, the U.S. dollar equivalent

of 'bhe foreign gold stock muld be increasad to som.e 24 billion dollara

The rindfall profit ar:.sing cut of & hlgher pnca for gold would thus

increase by 9 billion dollars the stock of gold eventua]ly availabla ag »

international c:urrenc:y. 'It ig of course unlikely that tlns increment would

be ‘usad in l'bS entlret.y for inter'za’cional payments, but clearly the inter-

un:ler’ famable politieal conditions. » Moreover, the value of the
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very Bubstmtially the necessity for outnght gran‘bso 'Xhe e:xpansion in~
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Reft Cable Pari 088, und“iaﬁtar PAQEBQa; alno iour letter
' 0 &!ny 1946 gy ' o
- 13 amn anolcsing~statem@nta cbtainadAfromw |

cgla.
gnah ropérﬁa:tr alnced cr copied,lz have

Fr

Tednl gom

Y
L% c“.-_;)"

EURTIN

ne copy’ of tham“lefﬁ

been lnformsd hx ma“an thﬂ gdn&rnl lines but hka hotwsean

tha reports a& he 15 in Londnnw
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copy

When B. a.'neeaa ax'rived m Par:la abcut. -the 96
August 1940, he informed me that Tekalon should now profit
from the presence of the Germans to manmufacture as much as
possible~waven work&ng all night as’ the “Germans would be
. buyers and it was neoeaam to make eontacta with m

_ In Qstober 1941 when I wga in. m.ce ¥e. Naal mfomd
me that the German Administrator of Tek&lon, Y, Lman
whom he had seen the day before at Cannes stated: I have
seen in Gormley's &osaiar at’ the Majestic 'a Yetter against
him signed by Reese," Weal. sai.d to met "I cannot belleve
that of Reese, tut as L L »
inveaugate this as Le&ndﬂ 1s wall«eomected wit:h the
Hejestic." .

In my opmimx t:hy: attitude of Keal and ‘Reese showd

a definite.desire to: ‘agllaborate with ‘the Germans, Reese
onl aotedmﬁmv. istruction oeminly‘ t:;id not ot
oen his own: mitimive.[

224188
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. Ea.joatia 'dp'aa‘i ra, -aocording
V;J.n.’;.(?ranw. It might be that
, ‘ebG.e. Are. in thadaasier S .
o u.could no doubb .. .
obtain- aaee&a.'= ﬁ‘e dmzbt ‘3‘-'”1.d3&:'hag'ﬂ. be.med],to‘
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Wom wﬂ'—mxg ”
Zw L1 ST Austsw \
oaHissoz s |

-

36 ‘Rue de chmemdun'

ﬁ'; Jan P, Mbich

. Botel Waldorf e D
. 83 Aveme Wm, Sy
Paris. o RS

* w daar m-. mmm"

w&ay 3 2.4 ;_ _e;yreame‘ ormmwwmm
Gomlsy and m d.a xmdwawad 1121 not-bei disclosed
in connection. m-mw. “If, ymx deaz.m tuvthw m.mﬁ.tim
I am at yw digpoa ; «

éir 3.1 Heal gwe at: 1@33 m mma' uf’ momy
homllins o 300,000 to #ugsolini persont pit-to
such use &as he gew fit. Heal also eambliahod & utemry
prige for the best artiocle dealing with the :mmm alaim
to dominate the !Eaditmmm (me Hoatm)a :

| Neal became & méber of the: maeisﬁ Party ansﬂ
' hia card of Mambwahip wae ai@aﬂ by mwsehmﬂ pe@nnally.

(3) My laat meung winh K8l was in- 1941 in Honte-
Oarlo, I found him particularly hesfile to America and .
BEngland and of both countries he! spoke.ifi-geathing "terms,

He expressed his bellef in-a. fim ‘Germangictory, -advocated
"Collaberation” between Prance and [Oermany.as the only meaens
of rebullding Pranse and extolled the 1des of a United ‘
States of Mm - t&m t!mn mmm e idea for the - .
future afEnmpa , : ,,

(4) Imedintn rex:wm@ bhis eonvarsation, I met
Dr. Polckmen end Mr, ] Limans (otherwise Earlos Limans)
in the hotel lobby. Limans -beckoned me ‘40" 'one side, sald
- they were going up to. see Heal, and added (apeald.ng in -
English) "why don't you be maaonabla and . come -in with us
- 1ike Real, ¥You w:!.ll make all the money you want,” To this
I made no reply. I think you know Pelakn andumana
wore at the Mujeaﬁc aml ]: knarw Lims aemm the AP,

Yonra vm tmly,

Clo 224190




"v:..-mbo»fillﬂ.ng maeh.tna

: Lenndri, ainuo b@fore wtlm m mw:'tha lovar‘ or Madma
-2 Virgu !mal, as. pmaenﬁ with ‘her huabmﬂ'at Gmm.

. E, Virgll Neal.is the prinet a;ﬁf@«“~
Tmn.@n Gﬁm W’*'having ‘ﬂb@ Y k 'ni u &

mﬁllian frmcs (S yw. <3 ks m e;

wera going to ocoupy the m-ee zona ‘he mt&mﬂ ko the Kmtal
do Paris, Monte Carlo, where he gtayed: several months, Hia
inocore was wnaidembiy atigmented, When he no longer doubted
an Allied victory, he fled to Switmerland with his wife. The
Garmans were supposed to have facilitated his fsdepartmm and
‘his pusage nmaa tha Mas*"fmnuw.

: Lmdri wesp meived rmqum at. the Ohabeau d*Am '
and at Monte Carlo. :Madamm. Weal, could obtain all the
travel pagses vhich: ahe ‘needed vi&ited‘?him very o ten at
Paris. Sheé frequented night- ciuba with him in the company
of Germans and of Doriot who was & very good fyriend of
Leandrits, She stayed oﬂmn with h.im at hin residema,

53 AV'Q d\\- W@ﬂh&l FOGh. k) “\.4

by uhioh had the nesessary’ inptallations, but the were
efmm of s.fter the war in oase of an Allied viatm &nﬁ
decided to crante a8 olanﬁostme bnsines £

" The mnds wom advanced by Nea md ‘
was charged with starting the businecss mﬁ“with amina as
& blind for Neal who wanted to keep out of a&ght at an;;r priw. :
‘mey natm'ally reapod mat clanﬁeamm profi

. When sv agreemnt, the "'-Soaiate %m’m
183 Rue de la ?ar.ta, ‘began to- omanim the mamufac
of shaving aaap at ix

, ? Rue du MM Jatm, atz colmhm
‘ (8@1!30}: 5 , L ,

Tha dimoatorate of Mlnnf ,on'bhm

PArE , ~~f’=mtora,
g s an ' : ell ‘A8 PAW
*imtwma. Aa aoan ae t!m rmtm-y was mady, they puﬁ a wm

e 224191
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ahomist of the mm»n Laboratories 'm
m oMar to bmm tho mmufnan

e py : :
the rwmmm and" ﬁhﬁ @D e sk pte Tokalon =
were gent to the cohmbea fae ory to orientate the persommel
recruited by the P.?.F.. vms.o P" alalir nealig, the
chiuf of vhich m ri-.ot ’

‘rhia lmmlneaa wan remain. absolud soret
few perguns of confidence who were chosen:to. mniit had:-
vegeived & formil order to XKeep. t;he mst abmmt.o as.lenee

under penalty or dism&‘a;mr ‘ o e

mma one céuld fr&qumm q him- and
Preszatl. BEe was received very often .’:by m mmmmgo with
whioh he had lm aanrovanms

ing kx waY
his deals uth t.aaxxdx-.t and m-amm Mh at ez.e .y’
realiping that the mo was up for gh : '
prudent %o abmam abwa mutmmd
_ clow out m mwm .

Neal was. mﬁamly mt« mam tlmt' Icemdri and Maaati
wam mtm-&ws conabummA e '

" The Lesndsi mmmtmam AMA);@u Ave. du’ Ne
.mma, wzmm LY vmmm den of ‘the P.P,Fs. Con
"Antoine”, the afreotor  WB8 8 ¢ @ o

mml haa aumml mte tn:m aoffers of -the smat Faaci.w :
mm several years before the war, & sum of sa.mo
o a. and in gratitude, Mussolini, who umomm him an
o :mdimao, bmtowod him with a dgcoration,: He was very pm
to wm it and of balng uanad comnnaate by mmm.. He

224192
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- g p.dtalian, - . Ages about 37 years.
L - he age of 12 or 13: Narried &o

. mmh mm J.n 1949 Or 41 with whom he lived- for wvsz'a;
yoars bofore m m. Speaka n'mh az;d Gamm wam&lya
Ly cmma. mr loyed by thé"s@eeiwa @olmlen
183 mae dé la Pompe xs&n A He pwﬁm tu hme bam*
) 'uapﬁain in ﬂhe :ms.m x- wrm.

. He was appointed, in 1939, agen ..:rax-’m:mgmt, seavet
servige. Iater he mﬁed mwm ‘Ainformer: rw he Gormans ., Enown
4in sertain oirole. g

e in Pardg: 7T Ru
_ WEh- 4 Eaxur ms mtmenﬁ wuh awmbs, en eue
nmr. It oould_f ba that: vhe; mt u nat in hia nm {to
"3.” at mseﬂlo: smn tmmm

‘8. Ab HMente aurz.e, 21 Bivd, des BassHe

ammam. ‘He made ! uent - aalf-svzood trips. s.n them lagt
two oities for the Tok -organinab who gerved as a mm,

but more partioularliy- x'm* m ‘socount of M
_ saﬂe gp{:i.?x mm attaohﬁ »}‘-qmﬁ m .mﬂ mma af um mm
Fe¢ below). .. ;f.

In 1939 n» ha& a‘:nwle jab an mmt &t Le usndim

erfumer, and lived in a mpdest studlo 1.his.. x‘ue

?15%13 At.). “In July 1939 ha }.uft -Lesquendie :
.mmu &b o ‘galary of: 603000 m&

of ﬁm-wam he Jaimd ﬁae' aegﬁ.m @aribam&ma,
;..,vm woll that thd.a ms.m, which wag ,

no oy gﬁ;@iax ould never: ‘wam the country. This was in
-order o put on émwm Aform ao that hecwm muy
pmetmw mm nilitary: almlw* making friends among the Prench

aqra obtain Anformation, The moVements of the PFrench
inh troops wmmz.arly mtematad h:.m a.a wau ae cmm
'-Qf the- fl@ﬂ#g L

- Wmn m vm wmnﬁ FM&%%:L jqf.m_, t‘gw ngigm W&Mma,:

‘he begsn to lesd &~ l..ifa; and to spend without counting |

the cost in Jukiiiis "‘sreatmmn s and the maéb chﬁ.@'ni.gm alubs,
‘mking all his Wim m a heawb;m aam S

B&s w.tra. m wan vmsy aimple, haé hwa‘ol.f 'deckwa out

) ff-v”":.l.s.ke a princess at. the famous dressmakers, wore sumptuolls dresses,
»preuious fur (wmm “Jewela: of great: value, eto.- etc., = His job .

HW&‘ ﬁ :
‘with what X eﬁ‘ic

g lgem gach mwfqpmpom

on mmw
- SECRET

224194
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| When the Germans &rrived in Paris in June 1940, he
,.Negigad him m&(x L) @g,& wmémd aidn*t even t;aka pma
: © his game (relative aa;," ‘persons m
- %o mwo m wimd to. ‘ “

W ALY
begen to blow, he oh
wished %o have himgelf pas , K or: o ; :
heh ad never ceased $¢ 1 P 8n ' Lend .
ﬁum and the mw&am, um}.e m had. m& m mm of nasty
‘ about them.  That didn't: prevent m ma m&mmly

& mn&h Lster !:m wae a dini wam- ; € ‘

ﬁha m:taam Mz m w.m ma &w. Foeh,
mﬂim, at Cermendanur Mm *mm-
ﬁ%ﬂ; ﬁw)m 5“‘& .an et
m:ﬁ M :vwi o TAR

2724195
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. ','-‘Awm and aftep nm ons. cau}r.é“ am" that it was Prepaati -
" who was designated to stay at: Payis and wn&&m 6. to;
T immmon asmt»b ge !:e aa-; ‘the,bmt'p&wed r:m MM

, .fmni; Worked for m Gestapo as
maah' and 'mwhw with

Dupet (160 At.), German administ
?okalen; Had his: eufﬂ.am of fco at. the Chamb
and Lvate- oz‘ﬁm &t ma mma W

fop Mm m
| V&rmxiata wit

224196




DBernard B, Gormley ‘
. Ivish mti@nality amam 457 September 1940, It was
< gPter gseveral ?ui

Gormley bimself, that m latter was ary

' pewrso
&w Ministe

. Was mmgw of tho &e

- mﬁ It- m a
the tim or hhe éamatm,
&0 m&hewmg@%mtm

d@s#mmd a‘

of %w amtma

mzmti % 2 gti'amg' ,TWSPMM?&&: f}m?mg had: ﬁ R
ger-Director of Soeloto Tokalen,

ta' &t Tokalon by Wirth; who guestioned
P and. sent to
St. Denis for 9 months, ‘After a sesroh in his o

‘at his private residence, 4 Rue Delesu & Nemilly,: ‘all hig

awum. Shen he was mz.aam foom
' Joft, | It was after gtopa m
3 in m:xw 1:51;“?9@:;& at‘

mwnda ma

takan
Liman

shot because & mg‘g

H@ &.’mm‘ lwkad £ apwtmn_ﬁa. the top W

; ﬂm fmot’ “wa&lw‘ and r@imh

P
Ge Be le 'rmqumt mtwvim ‘mm &tﬁ.ﬁmﬁ

Italian armistioco commispion b ALX en Provencs -m‘a""m
Hergeille, He pretended to be the um w,mzmapz

Italian general (whose name.
cm& 840

224197



hxm emt as an“muw mum Py

‘reported. to have'
fortune, .

. unfoptunatiely we haventt'b g &
- of the 9@3‘:8&;@;{h§“5 il :,. e

mw time laat Junev. ’m lma "*bam gma

fenmgh* Msma the aw&'é;'éié f{;ﬁ »&mm

L

L £ ('W,\/ Auomw
HISS,V‘!OdQ,’ .

8. That Wis {asaw ationa, 'y
the

e Awmvd& t:a wr 'mtzaat: mﬁmt&mg

o Tide the greater part of hls

g B mm L andosty |
3. He h&d DY QM &Kw‘mﬁ m

t%wmd uﬁ’ Waez,na. to R

v

the wayahaawmto inforn himself on - nm& W& the
wmm“ the tréop movements ‘tnved to
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premd !:o have mcela@éed in
5.8 auwospd eries

Harseille train, 1 Was' 4marz who ‘ident uf,;}hlu bod

" who had.it treansported: to Paris and.who
“the burial. BEe bﬁ}l@% ‘ : :
fer M&c R ‘

aummatm mlvam oy m his! lumxwa mwmbna, Mwn
by a chauffeur, he .alma hadtwo ‘maching 54 “The - aamm
- gave him all the gas he mm m he- hu,w 11 ﬂm,;ﬁgawm
naeeaawy to tmvex SR ‘ -

Joffre at aaimsb ez, He had as
vho was, it sppesred, nt o
Almost all the pmrmml halmsm o the
rare mwptm | ] R
He mmxumm%m ';
the Germans and every m
Germany. mw mbea v‘,

30 or 40 millionss It 18 wa},l known that: the ww
nothing ubtm?’!ib bamne»: m hat was made in this arrair

mm‘the smll»w i T sierndhs, qua 3
taum whiuh ma mm ’m m‘ m Wm

’m Wm&i‘am@d S.nﬁe st
~ the triuk wng M
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N Fm' gn'aung into pzl'acueal f’operatmn the rormla ar ‘his
shggmg goap, Leandri nnded 8 technielan Ha ‘had
is gmab rnx.and ngmia_hemaﬁ.. ' ‘

2 meu waa hin taahniml\z eananlm :
worked at Tokalon. "He put the ‘ghaving so: 'vm wmtim Loy

‘him and conducted numercus: researches fop ‘im, for he 'had the
Mmtion of mfmm other. mmsa for the- mma and

[y

ntly with Germen of ficers,
m:tm Doriotiste and

o - spending mor thaa
of Imvina $8-7] mde aontxna 40. frmu.*
of finaneing namc' fq l -

o It 1s w«aaati who avsmt n every detail

ractm of shaving scap a% Colonbes. mer the: &nied mm&s.ng
many of the machines:of. the fastory were su gya:ﬁad ‘to: have been
removed, M. Antofne is reported to ba a5l thwe”and a8ys .
now that he never:liked: tsha , 2 :

Joumnww wm aI.so,al t‘riend“_‘f‘mm'

" ‘hestons of coal whicH wis uged bo -of
- . Batignolles auring the: m:xml of ﬁa:*!mm mw gwm by Leandrs
* .end"came from Ms rao tory,117 rue du Herschal Joffre. ati W@ﬁ.
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Z’af),

ouning or eantmluug any. n
stuto Bopm and uam

v

that Real mﬂo W mmm to
: ing m Hasd prmamla Iine. u“

cmmm. etc. These lemrs mm hava inflmmd “the ‘&-
torial policy of the 8t. Louis Post: mzpa:boh at this- cmm

time, but such activity u\dd] not hm as
the ‘letters wore written prior to our entranoe um tho"m and
similar letters were, mformmly, written by maa;y 8.

men abroad who were cxposod to Rui propagands.
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WASHINGTON -25 bC.

3ressed wlb

recbmr-*luamons ou tlma,u 111 this mcwrcm e Ty AOm)lad.1~
'ws.l. le and ry semololu.‘ “owevor, Lw* questlon arises

a..s

;;f mind '}.l.bu 557,

RPN
=ty
o

coa.L 'noc be lu ;)J_'”’l*lwit}f-"d by 830
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"WA'R" D '
or-‘nce OF THE As<
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STRAT‘EGIC SERWCES ‘UNIT

¢
)

|

|

| S s EE STREETEF NN
| e T WASHINGTON 25,D.C.
|
|

i 5 January 1946

REFEI?EE\TCEn nemorandum dated 29!1)" ember i‘ron}x ECONIG to
' l ‘ P P - ; %

|
j l. I fully egree with the dugg stio b

1.6, to recruit the help of the Gema"" poople in order. to Pind: Safe
Haven funds. However, I have to reise some objections to the techni-

during a 25 yesr, residence in that country.

4

} 2. ‘I'he majority of the Germene' will not’ respond to an appeal
promising financial reward f£or- submitting Safe Haven information,
from a psychological point of view. o

ci
; .

| 3, Money will net'rba ‘a aufficient incentive under the
existing conditions in Germany, where people'

: ca.nnot "’ouy enything.

waYy. I

15. Instead of ‘oeing offered remuneratione the ini’ormants :
should be assured of-forgiveness:for: ‘their Nazi-affiliations, if they
were "small Nazis", This would mean assurance of -Yivelihood and other
' advantages for the individual eoncemed‘ Nezis who. are being held and
facing trial for their activities should be promised leniency for
submitting information, -Since the ini’omen‘l:e*,‘ involved probably-are
~gecretaries, bookkeepers; benk ;tellere ate,, *i‘d; ds assumed that no
major! criminals are among them and this suggestion should by’ no means
be interpreted as giving War Criminals a "carte blanche"
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o A o .

256 E smssrs, Nw. L
u.WhﬂNNGTOsz

Subjecﬁ" Forexgn. cp

In a memorandnm fr A :
Depa.rtmenb of State, dated ?i.t February l9u th ffacn.la.tn.es of the
Econic Section. were offered Eas -a--means, of"| checklng the political and
war~time commercial actlvitles of persons andhfirms about to be

In order “to drive h msthe po:.nt to the. S’oate Depa.rtment we
. suggest that the. i‘ield *ofi‘ices inﬂformer neutral countries be requested
to report on 1nstances where Amefican representatlons have been granted
to undesirable persons,, placing specmal emphasn.s on-the ‘activities of
the individual during the war and, ‘if possible, stating the. extent of
the change made in: h:.s prestige and f:manc:.al poszt:.on a.s a: result of
his new status. : g : . ,
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Hr. W. C. Dowling, ' 3k S
Assistant Chief, Division of 3 S
Southern European Affairs, e i
.Department of State, ~ | A ¥

\

%hatnan~approach shouldy ‘be; mads
tha

1and therefore ‘the respensibiiiﬁ?b

l gty &‘Mé
*questlon“of refugees, displaced

B4

ss@’
"Ipersonswan&”surrendere& enemy peraonnel 1n &taly.

yﬁﬁmeetingiw”telegraphed your Yiews" 15" the

The Foreign ffice AgTe “with youg,suggestion‘w
riow to T:iG.Ci ¢l

organisation 5o 'take” ovep' Aamind strative™ "

fresponsibility for ALCOM camps with effect from lst
‘April, and responsipility of supply with effect from

lst Hay or'evén  ‘adoher Af: this' should’ be practicable.

:They haveFinrormed 8ir- Herbért Emereon accordingly.

s Asiregards the screening ‘to be undertaken

in ALCOM camps, the Foreign Office welcome your offer

that‘United States?personnel shbuld participate in
the screening?team :andﬁhopeithat&theyﬁcan‘be made

re v

availablewver

t sl
- of screening to bevdanevinﬁﬁLC®M~campsw‘“lt appears,
‘accorﬁing*to*thé'Foreign%@ffice‘s'1nformatic “that

are not?if a”pesitien\tdigetﬂmagether*~ S
*teams’ofﬂexpertSMto carry*ontwscreening”
115have "

2oy

under%ak n*by the twe‘governments.**The»Foreign

Officé’ ‘alB8o“Hope | ivery much that you wlll agree to

meke available any personnel you /can to help in the

.scr&ening of camps whlch are a qutish responsibility.

. - ‘
. o b
) | . fibe

" WASHINGTON, D, C, : | co A iy

| C
i |
| |
o .+ . . [Personnel
I - |
DECLASSIFIED
Authority A up o030, 5
Bz fuat e NARA, Datoli oo/,

I
i
/'

v‘
N

RR4217
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'Personnel on. fhe ‘British side for this task are

very :short and any assistance you can provide 1in

“this respect will be most warmly -welcomed, particularly

if persons:can.be ‘made -avallable: with the 1east
poasible delay.e.,xﬂﬁw T

The Foreign Offiee will agree to yeur paper

. CCAC :2X4/1.-0f . 28th" Fe@rnary on-the subject of Chetniks,

but His Majesty's Government: would .not, -of ‘course,
continue .to assist ingmaintaining those transferred

~to ALCOM camps: after det-May 'when 1t 1s suggested that

1,6.C. take over supply responsibility, provided that -

- the latter organieation find them eligible. Those
-who are found ineligible for I.G.C. or I.R.O.
_assistance will have" to become again a: Britieh

~responsibllity,

[

The Foreign foioe promise te let ua have

. thelr definitive views very shortly on United States

paper CCS 657/161wh1eh deale with the repatriation of

H

So far as screening definitions go, the Foreign

Office: suggest the: following.

(A) Blacks g‘;iﬁ

_ Persons. against whom ‘a ‘prima facie: ‘case can be

- ;made:. toshow thatithey willingly and actively . .
.. -collaborated: withkthe enemy ‘against: the Allies, R
© - or :committed atrocitles or .crimes against the'

- ‘Allies; and whose conduct’ can be: shown to ‘have

. ‘been. such as.to Justify the: British or United

- States Governments An: censidering thelr forcible
.isurrender to the governments of their ceuntries

-+ oforigin for. .

" (Separate re
;@,Ukrainiana'

/(B) Whites

FaZoen Tl oo e =L

=

004218

S


http:continue.to

= 3 -

v‘.’/"j . | H
. : |
(B) ¥nites: - el

S
SN

, : Persons who prima facie appear 11kely to -

i : : become’ the.concern.of I,R.0. in accordance

.- with the ; .terms. of its constitution,-when L

.. the I.R.Q. is established . This may include

; persons: who;are regarded as innecent by ‘the -
British or United States Governmente, Jbut
‘who ;are-not.so ragarded by. the governments
~of their coﬁntriee of origin.

i

(C). Grex L

\
—Peraene (I)l om,. T “yet been poeeible‘q
' : ‘to screen eufficiently tho::-oughly“'~
a,g;ﬁte ‘establish prima’facie whether
wu,ghey fall undén.categoriee (A) Or o
(B 1 T

. . : *appear prima facie neither eligible
i | g S g;gfor&internatienal agslstance, under
i L, € % tion 0 he = O

»rw‘grepatriatlpun

The Foreign Office are. very: anxieue that

. Brigadier Maclean ehould have a precise’ Anglo-American
directive for the day—to-day operations of his migsion.
They only fear that issue of this by C.C.S. is likely

. to take considerable time and hope once agreement has
been reached that -4t :can-be. sent to him with all

- possible speed. In ‘thHe meantime the Foreign Office

- suggest that he ! ehould continue to act on the
instructions which I| sent you under cover of my letter
527/14/47 of 11th February. The Foreign Office will
be glad to consider any modifications to these
instructions which you wish te suggest.

: The I.G.C. are nonsidering what surplus
British military etocks in Italy they wish to take

Jover

L R £n4218
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over and the Foreigqj
- & statement on this &

The Foreign orrd

o

L

your contentiothhatﬁ
undue pressure from g
organisation have tak
in view of the

. favour of removing

/

mmymmmnmw@eﬂu,w"mw
: a:movewbut'screen&hQﬁﬁ&uiﬁ”@bnfinue
-elaekﬂewe,;andktﬁgéFéﬁ;v 0;
- &ny:persons found: to' e White

No concrete progress:

for the.transfer to’ North Africa of those. 'Gr
are & British responsi |

25 “I'should T1ke'to.
with yoﬁ”andﬁﬁf:anﬁ

el

getthe;machinerx'fOfF&iéelﬁtLQﬁﬁﬁér@%ﬁas.

b
B g

‘ ving from
: at*any»rateior‘ﬁhéee WHo are

I.G.C. shou

i

ce have gome

Office Promise to let ug have
atter a8 goon as

Possible,
doubts about

14 be able to resist

overnments of origin once the

4

!

¥

! e

bility. | |

en over in Ital

very short time available for screening
,VbeforéwTreaty'erification,fphgj;?eya

Y. In any case,

in ‘strongly. in

_danger ag many as possibls

'8 British responsibility.

: " according
definitions would,lggdge‘ggppsg,

S Y ) i * P e
axqurs~gery‘sincegglxl,
i O A é‘.; RV

th@?I;G:C;—to;pgrtieipateﬁiﬁ‘such

~in"North Africa or

elgh Officé would requést that

to our

have @ very early aiscussion
ren-about ‘this mattep 80 that we
‘may decide what further steps we shoul

d now take to
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" P
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London, iﬁayg:ﬁﬁ 1044.
0. '15924 f
3UBJECT; EUROPZAN ADVISO%Y CUiMI38ION s Transmitting
: : draft of a aireetlve on Disnlaced Fersons
in Germany ﬁf otner than German nationality
The Honorable | k i“?
The Secretary of Stats), Lo
¥ashington, 'D G.|, |
Birz' :

German nationality =

I have the hsnor to »nc1059 a copy of a draft

directive on Misplaued Faréans in Germany of othar than
ceived Anformally from Sir Wiliiam

Btrang, who Aintends %6 circulate thie paper in due couree

to the European Aﬁviqary Co

has been ghown to Ur.iE. F.
with gome of the queetions
of his work in london, but

mmiseion. The dreft dlrective
Penrose who has been songerned
treated therein ir the cource
it would also be gpprecianted if

the Americsn Delegation oould be furnlghed with such oo

mente on the paper as the
ington may have to offer.

|
iz
|
1

Reag

Enclosure: ' |

1. Draft directive
asg statede l H

JD3/MV |

intereszted authorl les in

cectfully
| the

cond

w; nm

|
' .

yﬁura,;
Chargm
{

JACOB,D¢ BEAM
Secretary of Hmbaaay

”&ffalrea a.%.

2?4221
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/Tnclosure o. 1 in Despateh|No. 15924, of Fay “C,

s e 4l
1844, from the American Liebassy at Lan
\ Mo I

]

don, Englang/

I )
(i ; !‘ ‘4,
SGPY o

 DRaFT DINECTIVE GN DISPLACED PYRS0NS3
' ’ [

i

1. Your principsl %tnsks inlconnection with dlapleved
persons of other than German|nationality (and in pur-
ticular persong of non-Germai nationality brought Rl A
Germany from outside for forced labour and other pur-

poses) will be the fol#owing:«

(a)

[ ]! "
to preventi them from attemnting any nre-
| by v
meture or unregulsated movementes., All
means of propsgenda should he employed %o
this end; | o o
: , ot
te establic¢h.cemps snd feeding centrey in
Sermany Tor Them:y
| E
3

to establishja strict health contrel;

I .
to arranie for thelr welfare nending theix
dgeparture fr?m Germany:

to engure that remlttances by dienlaced
perzons Lo thelr|families out of wayws or
unemnloyrent benefits are continued.  For
this purpose you|should communicote Shrou:h
the approprinte channels with the authorl-
tiece of the countries concerned, =g vaypa:i
to the beneficizried will be made by thexm
and ultimstely dealt with in the financis!l
gettlement between Germany and each country
goncerned (N.2. this gub-paragrach does notl

apply to displsce persona of neutral or
setellite netionallityi; :
| I . (£) to
] 1 ,fiﬁ
B dJ o
5 oy . [ .w;
\ i .
i .
o
e SO SN 1 DO e -
g s
| »
I i a K
I B
‘ i
| f ?:
| !
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P i
gﬂfff (f) to collect nenesaarv data régard;rp number:,
o ldentity, 1ount10n, ationnlityD oririanl
domiclles, etc./|of dlsplaced persons. Full
narticularc of the displaced persong and of

the homes to which they wish to return ghou’
be collected as soon ae noqélble in order %o
enable the authoritiee concerned to be con-
sulted s=s to thoae wiches end s prelininary
aystem of nrloritinn to be eqtabliehpd, Sveh
facilities as mgy be praﬂticable should ba
glven them for comﬂunic=t10n with their
families; 1, :
(z} to work out an oraer of priorities for the
removsl of thoee neraons from Gernmany, having
due regard to thp 1mpoptancc of the work on
vhich they may bu engaged 19 Germany. For
‘this, consul*atlcn will be necessary with the
authoritiee of the countries concerned and
with U, l\.ne;“s.;; ‘ | }
(h; to estnblish congaet with the authorities of
- the recelving countries and|with U.W.R.R.a.
with s view %o pyeﬂaration for tha reception
of displaced persons in theiareas to which
they are re’cvrninﬁn They pboulﬁ not bhe
despatched from ?armany until thelr home
authorities are nrevared tc[receive them.
This may entsil Erior arrangementes for the
reception in Germnny of Germsns st vpreaent
occunying their. home9°

(1) 88 soon as thre pyioritipq have been estab-
lished snd the neceseary srrangemerite have
been made for thp recepfionjof these persnns
in thelir countripq of deatinntion, to arrsangs
for thelr orderly tranafer;}

(k) you should avproach the author1t1e= 0f th

countries @3ncerqsﬁ throurh the anw“oqug,
~ channel, with a|view to mawing arranpewant"

for the collectiqn by theip, repressntative
of any Germsn currency in thn pos*cﬂaion c?
their nationalgj for Lte exchance, within
such limitg as they sre fit! into other cur-
rency, and for the grant in|aporooriate

'
i

currencics
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