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Gentleman

This is 1in raply to your letter of Uetohay 30, 1050 in
wrish rou request ans=ars to the frllowing rcueations:

1. %hether 1%t is rossible far a national baak e purchnse

old from n foreign source and offaer it for sale to the

Federal Reserve, or to the United States Tremsurxy; and

7« 'nether a natienal Mank is muthorized to recelve, estabd-
1ieh or nesign letters of credit in connection with jurahases

or snles af gnld abdroad by ferelgn ¢lieante =nd tz regeive or oy
ot funds for thelr nceomnt covering srenssctione under such
1etters of oredit,

There 1s enelosed for your informetion a npuphlet containing the
Gold “emlstions lesued nnder the Gold Reserve Aet of 197L, na amended,
Under Zartion S5H,1% a0ld in any Sorm situeted cutside the United Jtpten
any be vequired, traneported, melted or trented, so5r earmsryked cr 'eld,
in custody for foreign or Aomaestic naccunt ~ithou} the necessity of
helding o license,

Undar Seetion “h M0 of the Hegulntions, gold wey be lmported for
=5le tn &# United Stntes mint or assny of firs without the nevessity of
obtsining » Treasury gold license, nrovided the requirementa of Lhut
coction sre complied with and the pold remnins countimouely in custons
custody untll fta delivery to the mins nr assey of fies, The =minte, Low-
ever, mrehsae only anld whieh wmeets the deposit requiremente set forgh
in Ceetinn Ali, 36 af the Gold Regnlatirns, amd is stherwise suftable for
wint overctions, Thus, in sanswer to ycur first cuestion, you are au-
thorized under the (Gold “esulrtinns to nurshnuge gold =zituated mbroad nnd,
in enmolinnce with Seection SL.LO, %0 lmvart mich gold for =.le to the
Unitad States,

it 9'ould be noted thnt gm1d may de imported into the Uinited
‘tntea foar urovoses otrar then for =-ls to the United States anly by
the holder nf » licanee suthorieing such iaportation, S“uch licenves
rea iponed only %o versons requiring zold for legitivete snd euetonnry
use in induatyy, »rofession or art,

ith respset to your gecond gusstion, vou =ra ndviced that there
cre ne s=tatutes nr resulations rrobibiting the zpecified Tinaneinl

229b6S

nnN v y
i_;-Sf)Gb


http:n11rt.t1

\WES
REPRODUCED AT THE NATIONAL ARCH! A

DECLASSIFED RG  5§ | \
Avinorty_ALNN T 7502 Entry 67475¢ vh
; By NAPA Dzte e iy File 6o MsceeeIvevss

Rox 5 _

T

gold beyond the limits of the continental United Statol“u, or

in lieu of, money, or for the value of its gold content”, Thus

we don't 1isenne e exportation of gold for hoarding orm oY 7S T
uses (except to foreign Governments and central banks), Under ‘
Section 54,34 of the Regulations the Seoretary of the Treasury,

with the approval of the Fresident, is alse authoriszed to iseue
licenses for the seguisition, etc., of gold for purposes “which,

in the judgment of the Secretary, are not inconsistent with the
purposes of the Aot", Although the purposes of the Aat are not
earefully spelled out I think the foregoing provisions of the
Regulations indicate an intention that within the continental United
States gold shall be acquired and held only for indusirial, ets.,
uees and not for hoarxding or monetary uses, snd to the oxtemt

that the Regulations ars operative outside of the sontinental United
States, §,e8,, vith respest to persons in the possessions who are
domiciled im, er residents of, the United States, that gold shall

not be held for hoarding or menetary purposes, it is therafore
concluded that 1% is doubiful whether suthority exists to license
the braneh of the National Oity Bank in Puertec Bieo %0 hold gold for
aceount of its customers, It is also conoluded, that whether or not
esuch authority exists, 1% would be contrary to ocur licensing policy
and to the policy expresged in the Regulations for us to license suneh

operations. 0o ‘l'/(\.am» }/0\/ /""‘W W e 7=

One further question dessrves mention. In the event that soms . ... W ,Q

authority were found to authorize the cperstiong which the dranch
of Hational ity Bank desires to perform in Fuerte Rico, it would
st111 be authoriszed to hold geld only for the account of non-

o residents of the United States.beceuse Section 54,15 specifically
says that geld may be acquired, held, etec,, "for the accouat of
persons other than residents of the continentsl United States®,

W9 The term "residents” &z applied to corporations would probably

exclude all cerporations incorporated in the United States.

3Pe Fred B, Smith

FBSmithiTs 2/23/59 ;( _ H
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In 1934 the very question here being considered was raised and
the decision made was in aceord with the foregoing sonclusien,
The Superintendent of the 8an Francisco mint in a telegram asked the
folloving gquestiont

*Do mining eompanies located in the Philippines and other
ssessions of the United States beyond continental limitations

sio)of Buited States have to be licensed %o melt their product

stop See Section 15 of Regulations possible exemption stop”

In reply a telegram was sent on May 31, 1934, over the signature
of the General COounsel as followsi

"Retel Nay twenty one to Direetor of Mint stop Under section
fifteen Provisional Regulations gold may be melted and treated
in the Philippines and other places subjeet to the Juriediction
of the United States bBut beyond the limits of the continental
United States without a2 license by individuales who are not
domielled in the contineatal United States ecomma and by partner-
ships and aseoeiations provided none of their members are
domieiled in the contimental United States comma and by cor-
porations other then those w:ich are incorporated under the
laws of the United Btates and which also have their principal
place of bdusiness in the continental United States comme

and those which are incorporated under the laws of any State

of the United States comma the District of Columbia or the
Territory of Alasks.".

It can be seen that at that time United States corporations
operating im the possessions were considered to be domieiled in the
United States, with the possible exception of corporations imcorporated
under the laws of the United States, but whieh bad thelr prinecipal
place of business im the possession. OSimce the Bational 0ity Bank is
incorperated in the United Btates and {te principal place of bueriness
ie also in the United States, it is belisved that ite dranch could not
be considered as domiciled in Puerto Rico under the test sprlied in

1934,

For the foregoing reasons, it is concluded that the branch of
the National 04ty Banmk in Puerto Rico may not hold gold for the ac-
count of its customers without a license issued dy the Treasury De-
partment,

This raises the question as to whether there is suthority for
the issuance of a license to perform this funoction and whether as a
matter of policy we ocught to do so, The standards for the i1ssuance
of licenses for the acquisition and helding of gold are set down in
Section 54,25 of the Geld Regulations., In general, this section
indicates that licemses will be issued to facilitate Ylegitimate and
customary industrial, professional, or artistiec uses® but will not
be issued "for the purpose of using or hoarding or disposing of ***

2296R8
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a corporation cannot change its domicile at will, and
although it may de permitted to transact Business where its
charter does not operate, 1t does not on that account acquire
a residence or domicile thers." 1/

Justice Holmes expressed thie view while & member of the Supreme
Court of Massachusetts, as follows:

"fhere are even greater objections to a dsudle domicile than
there are to double eltizenship, Under the law as it has been,
a man might find himself owing a double alleglance without

any cholce of his omn. But domiclle, a2t least for any ziven
purpose, is single by its essence., *** A corporation does not
differ from a natural nerson in this respect. If any perscn,
natural or artificoial, as a result of choice, or om technical
grounds of birth or creation, has a domicile in one place,

it ocannet have one elsevhere, becauce what the law megans by
domicile is the one technically pre-emineat headquarters, which,
as a result either of faot or fiction, every person is compilled
to have in order that dy aid of it certeip rights and duties
shieh have beem attached to i% by the law may be determined,

It is settled that a corporation has its domicile ia the jurie-
diction of the state which created it, and as a consegquenae,
that 1t has not a domieils anywhere slse." 2/

It ias feld that the common law rule as to the domicile of
corporations probadly is the rule which should de applied to the
guestion here being considered with the effect that the bremch of
¥ational G4ty Bank in Puerto Rico mst be considered as a verson
domiciled in the ccntinental United States and therefore not suthore
ized %o hold gold for the mccount of its oustomers without a Treasury
license, '

Use of the commen l&w rule, it is felt, probadly wonld de car-
rying out the intent of the drafters of the Gold Regulations, since
it is believed that the terms "domiciled” and "residents” wers used
therein in their popular sense, and not in sny narrow technical sense,
The common law rule as stated above is, it ia believed, in accord
with the popular understanding as to the domisile and residence of
corporations,

1/ ndtchor, ¥ncyclopedia Corporations, Volume 17, Section $300,

2/ Bergner & Engel Brewing Oo,, v. Dreyfus, 172 Mass, 154,

2230h9
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February 23, 1950

MEMORAN DUM

Ret Authority of a Branch of a United States Commereial
Bankx to Hold Ge¢ld for Accoumnt of its Customers in a
-Possession of the United States.

The Hational City Bank of Wew York City has made imguiry through
the Federal Reserve Benk of New York as to whether its branch in
Puerto Ries is authoriszed under the Gold Regulations to hold gold for
account of its customers., Seetion 54,15 of the Gold Regulatioans
deals with gold situated in the possessions of the United States.

It provides in parts

“Gold in any form (other than United States gold cein)
situated in places subject to the jurisdietion of the
United States deyond the limits of the continemtal United
States may be acquired, transported, melted or treated,
imported, exported, or earmarked or held im custody for
the aceount of persome other than residents of the con-
tinental United States, by versons not domiciled in

the contineatal United States." (umdersecoring supplied)

The decislon therefore hinges on whether the branch of Eational City
Bank in Puerte Rico ean be considered a person not domieiled in the
continental United States, within the meaning of Sectlon 54,15,

An examination of case decisions and texthook discussions
revoals that the law ms %o the domicile and residence of corporations
ie very confused gnd that there are many cpnflicting and irrecon-
cilable decisions and opinjons on this guestion, It appears, how-
ever, that most of the confuslon and confliet arises out of attempts
by courta to carry out the intent of legislative bodies which have
included in statutes rather loose references to domicile or residence.
Por this reason, most of the deecisions arising in connection with
questions concerning the Jurisdiction of courts, taxing aunthorities,
etc,, are not considered to be particularly relsvamt to the question
here considered. It appears, however, that at common law there was
general agreement concerning the prineiples governing the deter-
mination of the domicile and residence of corpormntions, The rule
13 stated as follows:

"It {8 the settled genersl rule that, in so far ase a
corporation can bhe regarded as a citigen, resident or inhabitant
of any state or country, it is & citizen, resident or inhabitant
of the state or ccuntry by or under the laws of which 1t was
created, and primmrily, of that state or country only.

It is egually well settled and fundamental that a corporstion
has ita legal domicile in the country or state by or under
whose laws it was cereated, and in that country or state only,
sven though it may be engeged in business and have an office
in another emuntry or state, and that, unlike & natural person,
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Fehruary 21, 1950

MENMORANTUM FOR THR PFIL®S
He: Authority of Fatlonal ©4ty's brenech in Puerte Rleo
in Hold Gold for Aeceount of jta Customers,
un Tebruary 2L, 1950 1 aslled Norman Davie at the Yederal
laparve Yasnk of New Tork snd advised himi
1. Trat Hotional C4ty's bhraneh in Fuerte Fies 1 not mthoriged
undar the Regmletions to hold gold for the asecount of its customers

vithout = Treasury license; and

“e That Treswury mould mot de disnosed to grant it s license
‘e this “urnose, exeept possidly to held iadustrial gald for licenceas,

Hy, Javia $0l1d wme that he wos npretty sure that this gold wae
not for industrisl rurposes, He was informed that sertain Swiss
intersstes deslired to send the gnld over tc Puerto Rice for security
rensons in view of the unsettled nalitical conditions in Purepe,

Fred 3, Smith

FESmithirs 2/21/50
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tronsactions, However, in June 1947, the fnternntionn) Honetary Fund
fesned a statemant to 211 of ite members stating thsat the Fund “strongly
denrecntes intamational tranmections in gold 2t nremium prices and
recommends that all of 1ts members take effective action te prevent

such transactions in gold with other countries or w»ith nutionals of
other countrigs”., The Internntionn]l Monstary Rand hes recently reaffirmed
this statement of nolicy. In response to the reguest from the Inter-
national Monetary Fund, the Secretary of the Trensury and the Chairran
of the Board of Govaermors of the Fedoral Feserve Sygtem issued & joint
statemmt on July 14, 1947 renuesting "Americen individumls, banks

and Yusiness snternrises to refrain from sncouraging and facilitating
this traffic (internationsl trnuszctions in gold at premium prices)

ahd in vartioular to refrain from extending the use »f their fneilities
snd funds for the carrying out of such transactions®, It ia sugzested
therafore that you will want to sxamine finaneial transactions invelv-
inz gold %0 insure that they are not premium price transactions con-
trary t5 the ponliey of the United States Government ss set forth in the
above~quoted Joint statement,

Yery tmly yours,

General Caux;aol

City Hational Bank & Trust Co,
Xansos City 10, Missourl

anclogure

TBSmithirs 11/16/50
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FROM: American Embassy, Buenos Aires Q\ Al . » L:h .
TO: Seoretary of State, Washington I Y e 5.9
DATED: April 19, 1945 |
NUMBER : 767
SECRET

US URGENT

MoClintock makss request that no action toward ths unfreeg-
ing of blocked gold of Argentine banks should be taken; prior
to Warren Mission's departure such action was contemplated. The

/

Argentine authorities, there is reason for believing, will very J
soon take aotion to remove from the boards of directors of two
of the banks in question, certain persons who are suspected of
being Axis sympathizers. No action should be taken to unfreeze
the balances presently blocked, however, until it is sure that

along these lines effective measures have been taken,

REED
DC/L: LCW:CVT
4=20=45
co; 4/26/46 For Information - Messra, Feig, Gilbert, Parks,

Richards, Robinscn, Delaney (4), Arnold, MeNeill,
+Blake (2), Ny Fed.
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Hr, Foley August 14, 1946
Actiddrector of the Mint

Sxpertations of Gold

Pvidence hag bean received thet some of the receat exportations of gold
for allegedly commercisl purposes have been illegitimate. Although still saall
in comperison to the possible world demand for gold fer industrial purposes,
exportations of gold for commercizl purposes have heen z¢:elerating rapidly,.

If the present volume of axportsbions were to continue, more tham 325,000
omces of gold wonld Ve exportel this celendser yrear as compmred to a $otal of
2,600 ounces exporfed in 1943, This memorandum reviews the development of the
situ-tion, comes to the coenclusien that more striet centrol of gold exportations
is necessary, and melkes certain recommendations for such sctiom,

Under the Gold Reserve Act of 1934 and the Provisional Regulszitions issmed
thereunder, the Treasury 1s authorized, with the approval of the Secretary, to
arant licenses for the exporfetion of gold when satisfied that the expert is
for a specific and customcry industrial, prefessionzl or artistic use and not
for the purpose of using or holdimgs or disposing of such gold beyomd the limits
of the continental United States 28, or im lieu of, monay, er for the value of
its zold content, Juch litenses are grnnted upon the dbasie of =n =pplication
of the experter in which he sets forth under oath informstion relative to the
nrovogsed exportation, including the use for which the g0ld ie to be exported.

Frior to 1942 expori licenses had been granted omly if the zold were in a
seni-fabricated form, Jonlicatien for the axporteotien of gold in bar form or
for large amounts in sheet or other nartially precessed form were either dis-
couraged or reifused. /A recent ‘ears it has been felt that rigidly restrictive
enforcement of the zoll regulations is no longer necessary and that, whenever
possible, all legitimcte business aclivity not inoonsistent with the Gold LHeserve
Agt of 1934 should be rermitted, Consistent with this position, exportations of
zold in bdbar form haw beem licemsed sinee 1942,

In 1944 gold aperiatioms begun to increase. Ia that year 139,000 fine troy
ounces were expertsd, 'ost of this zold was consigned to South America, particu-
larly Brasil. At the recuest of the Buresu, the Stats Department conducted an
investigation in ‘reeil 2nd reported that importations were licemsed by Bamco do
Brasil sad that che consignees wvere engaged in a legitimate busimess requiring
the use of zold, “pet checks in other Jouth Ameridan countries failed to dis-
clogse say umanthoriged use of gold.

Thereafter g0ld exportations continued to increase, 87,500 euaces were
exported in 1945, At the end of hostilitles added impetus vas givea %o gold
exportations by the spening of new markets. 3Because ef thias gonstant increase,
aspplications in exoess of {ifty eunces of gold, im addisien to deing processed
against the Iroclaimed List and the Speeial List of Blocked Hationals, were

ANAQCrT
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Minor chenges were made
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lear S5ir:

The amount of gold exported im the last year and the rete at which
current applicatioma are being received has forced the luresu of the
Hint to the conclusion that all gold exported is net being uged for
legitimete end customary imdustrisl, professionsl or artistle purposes,
Horeover, this Buresn has been advised of specific expertations te
consigneee who have mo sccasion to use gold for industrial purnoses

anf of other gold shipments ir viol:ztien of the lsws of the country
of impertatiom,

La » reasult, 1t hae been detsrmined that arnlicstions to export
ber sold or substantisl quantities of geld im partially nrocessed form
will horeafter be considered only 1f aeccompanled by a statement frem

the consismes, sworn to bsfore the nesrsst Tmited Stetes coneular
official,

The stetament of the consignee should inglude the followlns:
l. The business of the consigmes.

7. The tetal amount of g6ld used by the consignez in the last
yesr,

2, The amoumt of zold used Iy the consignee ir sesch of the thres
months immedicotely preceding the date of the statement and & detriled
socounting of the uwge of thet amommt of gold,

4, The gpecific use to be nmede of the gold for which sprlicetion
ig being filed,

5, A deteiled accounting of the tue nmd disposition of the last
previous shipmert of gold from the "mited Staoten.

6. A statoment thet the proposed importationm and payment thereflor
ie zuthorized or liceased wnder the loczl gold and exchuonge controel lawvs
and regul:stions. (Specifying the spplicsbls laws, regulstions or licenses.)

[DERNS '7"’:
Lie JO f U



http:exchM.ge

RG _sp

Entry cv4758Y
o EXPORTI T, 215
File.&x s

i '%W‘l}-"d B .

e 5

7. 1f the conelmee re=8elle #0ld for industirisl, comrorei-1l or
artistic use, the nimes nnd :ddrnceses of those to whom it iz re-sold
phould be glvan ond items 1 to b ‘nevered sbout esceh of such ~wmrchscera,

It shoul? Be uncerstond thot sonopnl aneara o sny o7 these In-
owlries will not bYe secent-tle in the “ursoaw of the "int, Yor examrle,
gtoteneat thet 2017 hes been or will Be uzed for ’‘svelry or dentel
wrvozes will not be suffleient, “he aecific iy es -nd aret of

Jevalry or dentsl rold mugt ba included,

In viaw of the 2bove, vou sre rivised th:t your sending arn-licr-
tlons to ~moord gold are denied, "hosa norllestlone will be raconeidered
uson re-subission in ceserdnnee with 'he showva -~ rocedurs,

cy direstion of the Jecretrr-t

Tery truly youra,

I

Lirector of the int

ChMcNedlltsk 3/7/46
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THIS I ULRVALUATED INFORPATION

Peyegreph 13 Member of Zurich banking fimm,
Ferograch 2 and 3: Swise banker vesiding in Yaris,

In fovenber 1049, = member of e promirent Zurich basking firm wan ep-
roechad to nct re pgent for the dlspossl of gold &> the equivelent
of 225,000,000 Swiee frence., The epnrofch vas made by an obscure
wisg lewyer, .r. teorg Stelnmerder, of Urenlastrasee 35, Zurieh,
on 6 Mareh 1950, the beaking firm received » similer offer from
rantlier 1ittle=-known Swiss lewyer, Hoehniger, fmu, of Cotermundigen,
The metal wos reported to te in Amsterdsm, Hollead, and the nepare
of ovnershiy to he in Dwitzerlend, Source hed the impression thet
the nroepective sellers were Ruseleons,

in Lecember 19, smother Swiss benker received = similer offer for
725,000,000 frence worth of ¢pld from Ir, G,9, Abt, of Behmhofstroase
2%, Zurich, The London beuker, lVontsgune Worman, flew to Zurieh o fomm
# gynileate with this wics beaker to negotiete with Abt, Although the
syndicate mede » fim #id to Abt for the @ld, mo de2l resulted, Ape
»erently the negntirtions were an the basis of JH2 per ounce. SYouree
inferred that the »rospective seller wos RHuseira, end thet the Hussiens
hed lerge holdinge in gold whdeh they desired to sell in Switgerlsnd to
r single huyer,

imring Herch 1950, Ireneh and dnglish benkers, meinly lazerd Freree end
toatague Hoymen, purchesed 4,000 ounces of gnld at ermroximatel§ §39
ner sunce from the Chinese., The ;0lé wes gold fron Formosa via Mecso,
sad i stored =t Vengier,

L)24 /50 Hessrs, Willis, OLrnold, Folleek, Scheffuer, Stusrt, Schwartz,
4ddy, Bittermenn, ¥, Smith, MoFelll, Ming

NAQNr:
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THE PRIVATE DEMAND FOR GOLD, [1931-53

vertible) sterling; they may purchase gold
only with a special license from the Bank
of England. Residents of all other countries
may buy or scll gold freely, provided pay-
ment is made in American account or Cana-
dian account sterling, or in registered ster-
ling. The latter category of sterling was
established when the gold market was re-
opened and may be held only by residents
outside the dollar and sterling areas. Reg-
istered sterling accounts may be acquired
by selling gold or dollars in London.
South African gold production remains
the most important source of supply for
gold markets. With the reopening of the
London market, past arrangements whercby
South African gold producers were permit-
ted to sell part of their production in free

markets were discontinued. Sales of gold
are now handled by the South African Re-
serve Bank which is committed to sell a
minimum of 4 million ounces (140 million
dollars) a year to the United Kingdom and
as a rule effects any additional gold sales
through the London market.

Private demand for gold is the smallest
in many years. According to press reports,
some gold has moved out of private holdings
in France, as the Exchange Stabilization
Fund has made net purchases in the market.
Reports from India indicate that activity in
the local bullion market continues at a low
ebb. There appears to be some return flow
of gold from Tangier to Europe. These
trends reflect the abatement of private inter-
est in gold in most markets of the world.
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cases the United Kingdom was the country
to which gold was consigned. Gold im-
ported into the United Kingdom for refining
and processing can be held there by banks
and dealers for the account of nonresidents
or exported, subject to license, to any coun-
try outside the Sterling Area, provided the
country permits the import. Although
there are no figures available, it would ap-
pear that the amount of gold located in Lon-
don vaults for the account of foreigners may
be considerable.

A free gold market has existed in France
since early 1948, but legally the market is
restricted to domestic transactions; the im-
port and export of gold require permission
of the Bank of France. A considerable
amount of gold and gold alloys moved
through France in recent years, including
reported imports and exports under license
as well as unreported movements between
France and neighboring countries.

Italy has a free internal gold market. The
import of gold coins into Italy is free but
the import of gold in other forms and the
export of any type of gold are subject to
license. According to Italian statistics. a
considerable quantity of gold coins was im-
ported into ltaly from the Netherlands,
France, and Belgium in the years 1950-52.
According to statistics of other countries,
semi-processed gold has also moved into
Italy. It is impossible to trace the move-
ment of gold from Italy.

The gold market in Switzerland has been
completely free since mid-1952 when the
last of the wartime controls on gold transac-
tions and the import and export of gold
was removed. Switzerland has been one of
the principal transit centers in the movement
of gold in all forms. Statistics indicate that
Switzerland imported gold in semi-processed
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forms, and exported it to the other Western
European countries.

The Tangier market is closely related to
Europe. The exchange and gold markets
in Tangier have remained completely free
for local and foreign residents alike. Dur-
ing the postwar years an active gold mar-
ket developed with facilities for storage, in-
ternational transfer, and settlement of gold
transactions. From 1948 to 1953, according
to Tangier statistics, net imports for storage
were about 53,000 kilograms (60 million dol-
lars). Gold came almost entirely from Euro-
pean countries.

Movements to Middle and Far East.
Since early 1949 Beirut has become a pri-
mary transit center in the movement of gold
from West to East. At that time the Gov-
ernment of Lebanon liberalized the transit
of gold, permitting traders to keep gold for
a period up to four months, and to export
the gold to any destination. In 1952 the
period was extended to six months to aid
Beirut gold traders who were having difh-
culty in moving their stocks, owing to falling
Indian demand. According to Lebanese
statistics, an average of 75,000 kilograms of
gold (84 million dollars) has passed through
that country each year since 1950. The prin-
cipal countries of origin have been the
Netherlands, France, United Kingdom, and
Switzerland, and it is indicated that most of
the exports have been destined for Kuwait.

In the Far East, Macao has served as a dis-
tribution center and a point at which gold
coming from Europe and the Western
Hemisphere is converted into bars and shapes
acceptable to local traders. Closely asso-
ciated with the Macao market, Hong Kong
has traditionally provided the facilities for
arranging and financing international gold
transactions. Gold can be shipped to and
from Macao with little restriction. Unul
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recently imports of gold into, and exports
from, Hong Kong were restricted, but gold
may now be imported into this colony for
reexport to any destination in the world
with the exception of Kuwait.

Prior to the middle of 1949, China was
a principal market for gold passing through
Hong Kong and Macao. With the exodus
of refugees, following the establishment of
Communist control in China, this flow was
reversed for a time and there was less ac-
tivity in these two markets. At the middle
of 1950, however, with the outbreak of hos-
tilities in Korea, gold trading in these mar-
kets began to flourish again, reflecting a
renewed demand in the area. According to
estimates of local bullion dealers published
in Hong Kong, gold imports into Macao
during the period 1948-51 totaled almost
300,000 kilograms (338 million dollars) of
which about one-third were imported in
1951. Imports declined somewhat in 1952,
and in 1953 were said to be only about 30,000
kilograms (34 million dollars), but recently
this flow has again shown signs of increasing.
The same sources indicate that Hong Kong
imported gold from Macao and the Philip-
pines, and exported it, until November 1952
principally to Bangkok and Singapore and
since then to Singapore, Burma, Indonesia,
Indochina, and Japan.

Bangkok serves as a transit point in the
movement of gold and also as a center for
gold redirected to India. Until 1952 the
import and export of gold were illegal. In
October of that year, a syndicate of Thai
t?an.ks was granted permission to import a
limited amount of gold each month; this
gold apparently originated in Europe. Im-
ports by private merchants continued to be
officially forbidden.

In March 1947 the Reserve Bank of India
suspended the issuance of gold import li-

censes, but an internal free market con-
tinued. Since then this market has been
supplied by newly mined domestic output
(around 8 million dollars annually) and by
clandestine imports. From all indications, it
appears that sizable amounts of gold reached
India illegally by two principal routes—
through Beirut and Kuwait from the West,
and through Hong Kong and Bangkok
from the East. However, this gold traffic
apparently began to decrease in March 1952.
At that time a slump in commodity prices
was accompanied by a decline of around 15
per cent in the rupee price of gold, leading
to 2 settlement crisis in the local bullion
exchange. Forward trading was suspended
for two months, and after the reopening of
the exchange the price continued to decline
through December. In early 1953 the price
recovered somewhat and remained rela-
tively constant. This development coincided
with the tapering off of inflationary pres-
sures since 1952.

DevELOPMENTS 1IN 1954
In the first half of 1954 the price of gold

in the various markets remained around
$35 per ounce. Only a small amount of gold
appears to have moved into private chan-
nels, probably only that required to meet the
normal demand for industrial uses.

The most important development in this
period was the reopening of the London
gold market on March 22. The market had
been closed since 1939, but authorized gold
dealers had been permitted for some time to
act as agents in arranging transactions be-
tween nonresidents. The London bullion
market consists of the same six firms as
before the war, and banks in the United
Kingdom are also authorized to deal in gold.
Residents of the Sterling Area may freely
sell gold only for resident (that is, incon-
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ency to fall. The supply of gold was aug-
mented as a result of the decision in earl.y
1949 by the Union of South Africa. to permit
the export of fabricated and semi-processed
gold for private sale. At about the same
time Chinese sources ceased to be net buyers
of gold. For scveral years China I:lad ?b-
sorbed- large quantities of gold but in mid-
1949, following the establishment of Commu-
nist control, the Chinese liquidated part of
their holdings.

The world-wide currency adjustments of
September 1949 took place at the ume »-{hen
prices of gold in most markets had declined
to below 950 per ounce. These adjustments
contributed further to the diminishing pri-

vate interest in gold, accentuating sharply -
the decline in prices which by May 1950

reached a level between $36.50 and $39.50
per ounce. o

With the outbreak of hostilities in Korea
in mid-1950, there was an immediate and
widespread renewal of private dem'and fo_r
gold. The amount of gold flowing into pri-
vate hands in the second half of 1950 reached
an estimated 275 million dollars, compared
with around 75 million in the first half.
Correspondingly, prices in the various mar-
kets rose until January 1951, when they were
at or above $42 per ounce. . .

In 1951 the amount of gold entering pri-
vate channels reached a new high and gold
prices fell, the sharpest drop taking place
after September. At that time the Inter-
national Monetary Fund announced that it
would leave to member countries decisions
pertaining to the regulation of gold transac-
tions. Following this announcement, the
gold producers of Canada, Australia, So_uth-
ern Rhodesia, and West Africa were given
permission by their respective governments
to sell gold in processed form on free mar-
kets. No limit was placed on the amount
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of sales by Canadian and Australian produc-
ers. In Southern Rhodesia and West
Africa, free market sales were limited to 40
per cent of output, but this restriction was
removed in 1952. Furthermore, the provi-
sion that gold had to be in processed form
was removed in Australia, Southern Rhode-
sia, and West Africa in 1952 and in South
Africa and Canada in 1953, thus leaving pro-
ducers free to sell gold in fine bar form.

The amount of gold entering private chan-
nels in 1952 was substantially less than in the
preceding year. Demand declined through-
out the East, particularly in India. Appar-
ently there was also less demand for gold in
France until the latter part of the year. In
fact, net sales of 34 tons (38 million dollars)
from private holdings occurred in .thc latter
country in connection with the Pinay gold
loan. Reflecting the decreased demfmd,
prices of gold in various markets declined
to about pre-Korean levels.

In 1953 the flow of gold into private hands
appears to have been about the same as in the
preceding year. In 1952, however, the rate
of absorption was about the same lhrqugh»
out the year, while in 1953 it was higher
in the first than in the second half. As de-
mand contracted, the dollar price of gold in
Zurich and Tangier fell in November below
the official parity of $35 per ounce, and prices
in other markets fell to close to parity. At
this point South Africa producers ceased sell-
ing in free markets, and by the end of thc
vear prices showed again a tendency to rise
slightly in most markets.

GeocrapHic PaTtern oF Gorp Frows

From available information it appears that
private demand for gold in the W;st was
largely concentrated in a few countries. In
Western Europe, the greatest demand for
gold apparently originated in France, and

e
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there was evidence of persistent demand
from Italy. For some years, there was an
active demand for gold coin by the Greek
public. In London, gold has been custom-
arily held for the account of nonresidents.
Zurich and Tangier have been important
international gold centers. There is no sta-
tistical evidence of any significant demand
for gold in other Western European or in
Latin American countries.

Private holdings in Middle and Far East-
ern countries have been subject to few effec-
tive restrictions and appear to be more wide-
spread than elsewhere. Until the imposition
of restrictions in 1952, Egypt appeared as an
importer of gold. In Saudi Arabia and a few
other countries in the Middle East, gold
coins were used as a medium of exchange.
Until mid-1949 most of the gold entering
Asia reportedly was destined for China and
India; afterward the main flow was directed
toward India.

Gold entering private channels either for
use in industry and arts or as addition to
holdings comes from two sources—new pro-
duction or sales by monetary authorities from
official reserves. Between 1950 and 1953, the
Union of South Africa reportedly was sell-
ing in gold markets about 40 per cent of its
annual production of more than 400 mil-
lion dollars. More than half of the gold
produced in other sterling area countries
(estimated at around 100 million dollars a
year) also went into private uses or holdings.
In 1952 Canadian producers sold approxi-
mately 30 per cent of their current gold out-
put (157 million dollars) through foreign
private channels, but such sales appear to
have declined in 1953. Newly mined gold
from Latin America and Asia, after being
refined in the United States and Europe, was
also sold in gold markets, largely in the
Middle and Far East; over the past years

these sales accounted for more than half of
the combined production in these areas,
totaling some 100 million dollars a year.

There were reports of intervention in lo-
cal gold markets by monetary authorities. In
France the Exchange Stabilization Fund
intervened from time to time in the market,
principally as a buyer of bars and a seller of
coins in view of the higher demand and
prices for gold pieces. The Bank of Greece
sold gold sovereigns to the public for a num-
ber of years, such sales amounting to around
65 million dollars in the period 1946-52. Some
350 million dollars of gold, mainly in coins,
was sold before 1948 by the Swiss National
Bank and until 1950 the Bank of Mexico
also sold gold coins. Between 1948 and 1950
the Government of Saudi Arabia acquired
about 80 million dollars of gold sovereigns
in payment for oil royalties and in later years
it issued Saudi Arabian gold coins; most of
these gold pieces were exported for sale at a
premium, while some became part of the
local currency in circulation.

The flow of gold from producing countries
to the various markets of the world and its
distribution between major areas can be
analyzed broadly, despite the limitations of
underlying data described on page 3.

Movement of gold to Western Europe.
During the past decade Western Europe was
the final destination for part of the gold re-
ceived from producing countries and a tran-
sit area for gold shipped to Middle and Far
Eastern markets.

Semi-processed gold from South Africa,
the principal source of supply for gold mar-
kets, moved largely to a few European gold-
processing countries. It appears that France,
Switzerland, and the Netherlands were the
immediate recipients and principal transit
countries, from which processed gold was
moved to other countries and areas. In some

7
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FEsTiaates or Suppries anp Uses ok Goup, 193153

[In millions of dollars at $35 per fine ounce]

Supplies of gold Uses of gold
Flow into private channels
Changes
New in
Year produc- | Reported official Residua!: Changes in private
tion receipts Total gold United holdings outsxdz (nited States
fexclud- frorn o reserves States and U'SS.R. etc. ¢
ing USS.R? (exclud- Toral industry
U'SS.R)! . S and arts Ex Oth

. (net)? stern ther
. Total countries areas
1931 720 100 820 Sin0 310 10 300 —200 500
1932, 775 30 855 1,150 --295 -=10 285 —475 190
1933 795 70 865 460 405 —=1i0 515 —-300 815
1934, 825 35 910 1.465 —555 —=110 —445 —250 —=195
935 885 25 910 9275 —-65 -35 =30 -200 170
1936 970 10 980 1.595 615 =5 —610 -128 —485
1937, 1.040 210 1.250 1.715 —465 5 —470 -5 -39
1938. 1.140 —400 740 295 445 445 =175 520
1939. 1.220 S5 1,275 1.925 —650 10 —~660 —175 —~485
1940: .. & s 1.3t0 55 1.365 1.710 —345 15 —360 -50 -310
1 45 1,310 1.210 35 65 25 40
1,125 30 1.155 980 175 45 130 2 105
870 |.... ... 870 5 —-35 85 —120 150 ~-270
12.930 ELE) 13.305 19.895 —1.590 —65 ~1.525 ~1.725 200
775 W 775 385 390 95 295 175 120
740 e 740 3 350 1o 240 125 115
755 45 800 350 450 155 295 125 170
765 30 795 420 375 50 325 50 278
805 | .. ..... 805 388 420 45 375 225 150
840 840 475 365 110 255 175 80
865 845 410 455 100 355 150 205
840 840 150 690 70 620 200 420
865 |.. 865 310 555 95 460 150 310
. ’ it % o 860 75 935 4. 505 75 430 125 3os
Total. 1944-53.. . . s.110 150 §.260 3.705 4.555 905 3.650 1.500 2.150
Grand rtotal, 1931-53.| 21.050 515 21.565 18.600 2.965 840 2.125 —225 2.350

11931-37, estimates of U. S, Bureau of the Mint; 1938-52, estimates of . S. Burcau of Mines; 1953, estimate of Board of Gov-

ernors of the Federal Reserve System.

Intomplcle data. Includes imports by the United States and other munmes until 1939 and since then receipts by monetary aulholr

not include any other sales by [".S.S.R. in gold markets

Data for 1938 have been adjusted to include outflow to U

ties.
o( 520 mulhon dollars of gold stated by Bank of Spain to have been sent to lh! L S S.R.

Estimates of U'. S. Buresu of the Mint for net amount of gold

States mints and assay offices and private refiners and dealers less return of old jewelry and serap. In addit

cein as follows: 1933, 100 million dollars; and 1934, 50 million.

gold issued by United

issued for use in industry and the arts: i. e..
meludu return of gold

*Includes also gold used in mdum) and arts and errors and omissions 1n over-all set of estimates.

ance, for the 23-year period as a whole there
appears to have occurred a moderate decline
in private Eastern holdings, and the net flow
of gold into private channels presumably
related to a few countries of Western Europe.

The net liquidation of gold during the first
phase went through three stages. In the
years 1931-35, the decline in world prices af-
fected especially raw material-producing
countries and depreciation of sterling pro-
vided a profitable opportunity to holders in
India and other countries to shift from gold

4

to different types of investments. Under such
conditions Eastern holders may have liqui-
dated during these years about 1.5 billion
dollars of gold, while private holders in
other areas may have acquired nearly the
same amount.

Subsequently, during the period 1936-40,
liquidation of private gold holdings be-
came important in Western countries—ex-
ceeding 1 billion dollars—while such liqui-
dation in the East was perhaps only .5 billion
dollars. Many private holders in Europe ap-
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parently preferred to dispose of their gold in
order to shift into overseas assets that seemed
to afford greater security from governmental
controls and from the effects of war. In addi-
tion, in the later years various governments
required the surrender of gold held by their
nationals, and the German forces requisi-
tioned gold in occupied countries.

In the years 1941-43, which mark the tran-
sition between the two phases, there was re-
vival of private demand in the East and some
further liquidation in the West. The Allied
and Japanese Governments sold gold during
these years in the Middle Eastern, Indian,
and Chinese markets as a means for raising
local currency to finance military operations.

The second phase, 1944-53, was charac-
terized by a succession of political disturb-
ances. Strong inflationary pressures pre-
vailed in the early postwar years and it was
not until 1952 that most countries made
decisive progress toward financial stability.
During this period an estimated 3.7 billion
dollars of gold went into private uses out-
side the United States, representing about
half of foreign gold production of the pe-
riod. The peak of private demand abroad
appears to have been reached in 1951, when
the equivalent of 80 per cent of that year’s
foreign production went into industrial uses
or private holdings, or was otherwise unac-
counted for.

Factors INFLUENCING Postwar DEmanD
aND SuppLy

A number of specific developments have
affected the supply and demand in gold mar-
kets in the postwar years. In a statement
of June 1947 regarding transactions in gold
at premium prices, the International Mone-
tary Fund recommended that all its mem-
bers take effective action to prevent inter-
national transactions in gold at premium

prices with other countries or with the na-
tionals of other countries. In compliance
with the Fund’s recommendations, member
as well as certain nonmember countries gen-
erally tightened their controls over private
gold transactions.

Despite these measures, the amount of gold
flowing into private channels in 1948 was the
largest in many years, and in the first half
of 1949 the flow continued at about the same
level. Increased demand was reflected in a
rising price until mid-1949, when prices in
most markets, as indicated in the chart, were
at or above §50 per ounce.

A decline in these prices followed, as sup-
plies increased and demand showed a tend-
BAR GOLD PRICES
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between such markets in different countries
were generally restricted, their activities in-
volved varying degrees of evasion of govern-
mental regulations, particularly with respect
to import and export of gold and related for-
cign exchange operations.

Prices of gold varied greatly among these
markets and they fuctuated widely from
time to time. The prevalence until recently
of premium prices—that is, prices higher
than the official dollar value of gold—was a
phenomenon that arose from attempts of
governments to insulate their respective gold
markets through the imposition of direct
controls. Premium prices scem to have re-
sulted mainly from effective depreciation of
the various currencies involved, but such
prices also reflected, in varying degrees, both
the risks involved in the illegal nature of
many transactions and a speculative prefer-
ence for gold.

Abarement of private demand and decline
in prices for gold in most markets to official
valuations over the past year have accom-
panied achievement of financial stability and
relaxation of exchange and trade restrictions
in Western Europe and the Sterling Area. In
any system of general currency convertibility
and free gold movements, such as prevailed
before the war, changes in private demand
for gold would be reflected in Auctuations in
exchange rates and would result in compen-
satory gold movements. Under such condi-
tions, there would be no room for wide dis-
parities between the price of gold and the
corresponding foreign exchange rates.

MeasureMENT oF GoLp FrLows

In general terms, estimates of the flow of
gold into or out of private channels for any
time period may be derived by taking the
difference between the amount of gold pro-
duced and the accretion to official gold re-

2

serves during the period; this difference
represents the gold used for industrial or
artistic purposes as well as changes in private
gold holdings irrespective of their forms.

This article is based in part on regularly
reported figures and in part on incomplete
data and estimates. Statistics on gold pro-
duction and official gold reserves are believed
to be reasonably reliable. All major produc-
ing countries, except the U.S.S.R., provide
information on gold production. Thus, the
annual supply of gold may be measured by
the world production outside the U.S.S.R.
plus any reported transfers from the U.S.S.R.
to other countries. Apart from these reported
transfers, it may be noted, there have been
indications of recent sales of Russian gold
in free markets but the volume of these can-
not be accurately gauged.

The figures for the changes in gold held
in official reserves are based on reported gold
holdings of central banks and governments
and international institutions, unpublished
data on holdings of various central banks
and governments, and estimated official hold-
ings of certain countries from which no cur-
rent reports are made available—again with
the exception of the U.S.S.R.

The difference between gold supplies, as
defined above, and changes in official gold
reserves (outside the U.S.S.R.) represents in-
dustrial or artistic uses of gold, changes in
private gold holdings, and errors and omis-
sions. From this difference may be deducted
the net use of gold in industry and the arts
in the United States since estimates of such
uses and of the return of gold coin and scrap
are available for the United States for the
entire period covered by the article.

Residual figures derived on this basis repre-
sent the net flow of gold into and out of
private hands in the rest of the world, that
15, outside the United States and the US.S.R.
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While prewar estimates indicated that ap-
proximately the same amount of gold was
normally used in the arts and industry in the
rest of the world as in the United Star#-, there
is no basis for distinguishing * 'arious
forms of private use of . ing in
other countries during the postwar years.
In view of the limitless interchangeability be-
tween artistic and other forms in which gold
may be privately held, the aggregate residual
for the rest of the world appears to be the
only reliable yardstick of the private demand
outside the United States and the US.S.R.

A distribution of this residual between
changes in Eastern countries and in other
areas has been estimated on the basis of
available information on local gold produc-
tion and sales by monetary authorities within
individual countries, as well as on move-
ments of gold to and from countries and
areas. A number of countries publish figures
on gold movements, but their value is limited
by the incompleteness of the statistics and the
variety of definitions of the items covered.
Furthermore, government restrictions in
most countries on the import and export of
gold have given rise to illegal movements.
Any analysis of the statistics, therefore, de-
pends largely on supplementary information
which may be available from official or un-
official sources. Owing to the inadequacy of
the reported data and information, it is im-
possible to estimate the quantity of gold
moving from one country to another. An
estimated distribution between broad geo-
graphic areas, which is used for some of the
analysis in this article, is subject to a much
wider margin of error than the over-all resid-
ual estimate of changes in private holdings.

FructuaTtions 1N PrivaTe Goup HoLpings

The table on the following page indicates
that the aggregate supply of gold for the 23-

year period 1931-53 may be estimated at 21.6
billion dollars, of which 21.1 billion was ob-
tained from new production and the rest
from the USS.R. Monetary reserves in-
creased an estimated 18.6 billion dollars
(from 18.1 billion at the end of 1930 to 36.7
billion at the end of 1953). The difference
of 3 billion dollars between supplics of gold
and additions to official reserves may be
taken to represent the amount absorbed by
private uses throughout the world.

The gross demand from industry and the
arts in the United States during the entire
period took 1.8 billion dollars. About half
of it was covered by the return of coin and
scrap, which was particularly large in the
thirties. The net private requirements of
this country (840 million dollars) were
covered by domestic production which for
1931-53 totaled 2.4 billion dollars.

After deducting the net private use in the
United States, there is left 2.1 billion dollars,
representing gold used in arts and industries
or added to private holdings in the rest of the
world (outside the USSR.), as well as
errors and omissions. This residual may
understate the absorption of gold into pri-
vate channels to the extent of any gold sales
by the U.S.SR. in free markets, which may
perhaps have reached a few hundred million
dollars over recent years.

The period under discussion may be
divided into two phases. The first phase,
193143, was characterized by large sales
from private holdings in Middle and Far
Eastern countrics, moderate accretions to pri-
vate holdings in other areas, and, on balance,
a net liquidation of some 1.5 billion dollars
from private holdings. In the second phase,
194453, substantial growth of private de-
mand in both the East and the West re-
sulted in the addition of around 3.7 billion
dollars of gold to private holdings. On bal-
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Surke Inapp telephonad this mermins to sdvise me of
the auteore ol the weekiay vesterday at the Board of Covemors.
Thely caonelusions may be summriged ss follows:

1/ The polioy group is unaympathetio o the idea of the
How York Federsl Tescrve Bunk making & eorvid tment aver any
period of tims %o exdend one wmar gold colletsml leans on &
Mirly eutometic lesisg

2/ On the ethar hund there wes cormplote rendiness to recom:end
that ths New York Federel lleserve Bank take over on the terue
and eond tions enstamarily wsed by the Hew York Vederal iaserve

Bank (namely at one porecent such loan te e for Lhroe monthe

atth nu omntic remewnl up W one vear) amy umount preseatly

loaned to the Seagilian Uovermmont, I the loan wers

traqsfarred o the New York Federal lesorve dank the year

would " oin %o rupn at thet time so that the Brugdlieng would

not "ur to repay wntil Julv 1048 rether thao a year from the
ilme of d-ewing as they would under the Staovilization Agreement.

&/ nppar-antlv the peliny ;roup also zon:-idered an altermtlve
arrunzement whewoby the How Yor: Fodersl eworve denk would take
srer U860 willien of the gold collateral loen to the 3raglliane
ou the expectation thet the Treasury make a {30 million
Hexlcan=typs Stabilisstion igreement, Their deliberutions
conosradng this matesr appears $o involve no deperture from
their decigion on the preceding two polats,

Burk:“ gaid that he wanted to etats for the resord that
this poliov proup weg mn infermal advisory board and that any
deci sion eonesvnins & gold loun would heve to e buten by
the Bosard of Directors of the New York Federnol (sserve Jank
subject to approval by the Board of Govermors.

Orvig 8, Zohmidt
Aotins Director

Di viglon o' Hometary lessarch

nys Hessrs, Overby, Glessser, HKamarck, Friednan, Ney, lddy, RoHel 1l

AL slw »
T=1a47? o

Lot 9(‘)88

/

/

Bl


http:t:l'r\.at
http:w~')l.ll

REPRODUCED AT THE NATIONAL ARCHIVES

AU "ﬂh‘/._.—

The United Btates should not insizt that forelign countries follow
the same osatral banking polieies thet we do. ¥hile it is wndoubtedly
bad policy fer a cowmtry to immobilise its goid reserves for & period of
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five yoars, the United 2tatas has little dirset interest in the matter,

wmless theee loens should sssume very large propertiens. In that casze

there might be serious objeetion from the standpoint of our own gold

resexve policy. Nereover, :8 a consequance of imsabilising their gold

rnurvu, the berrewing countries msy be required to drow on the Interne-
tional Nemstary Yuad,

doss not
gold.
(1)

(2)

(3)

{4)

(5)

(6)

HIB-of 11/27/46

Vi. Censlusion
From an emminstion of the relevent legal and ecsnomic fseters thers

sppear Lo be am overvhelming arguseat in faver of denying or grent-

ing licenses te cemmereial banks to asquive & pledge interest in sermarked

Losans secured by gold collatersl de net involve any serious
enfliet with the purpeses of the Geld Reserve det.

Leans wede by the Intermatiomal Bauk or other beanking ehenmels,
subjeet to their apprepriate limitatiens, rrebubly are prefershle
Mthuﬂdnhtdmhmmgmm,mthmutm
of interest rates.

Geld licemsing policy shoxld be used as part af menetary regula-

tions of ths United States, rather then as a deviee for pelicimg

lesns. Whers thare are objestions of a serisus soré te & preposed
losn sther netheds sheuld be used te siop the lean,

It is gensrally wdssirabls for commereial dexks te nake leng-
term loans, but such losns ere sbjecticnable omnly when they
conztitute a large part of the tstal,

The wse of geld eollatersl for shert-term lending spevations by
the Pederul Rasetrve Bavks i mobjectiensble, Federal Resstrve
Banks, hewever, should mst make leug-terms losns for resenstruction
purposes, usr sheuld they renew short-term losas fer imdedinite
perieds.

4% the present time, in view of the small amownt of these leans,
there appsars ts be litile ¥eal objestion %o them., The matier
night desons mare sericus if they increased to lurger amewmts and
if, as is pessible, banks insist upen getiimg geld as collateral
for leans te foreign commtwies. This prastice would impeir the
urefulnese of gold reserves, and thewefore eught te be discouraged.

225687
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Ttates to encourege forelgn countries to svade certain vestrictions., Inm
the case of Unschoslevekia, the losm disenssion way be related to the
mumqu»e:mpmmpmwmwn

her sdility teo ssowre foraign swghsage bty the sale of sueh rvoperty fer

gold o7 etier exshemge, The propesed Gsssh s BOTOOVET, Wad to b

sade for the sesount of & bank ne¥ the cantral bank, ond wes %o bo used

for gemeral recoxstrwsiion mseds. In the camsn of Roumimis, Usschoslowsiis,
and one of the Delivian cases, the loans were really to fimsnes curremt so-
count defiaits, As mush they cons within the proper sphare of the Pund or

ths Bank, Rowmmsmis is; of osurse, wot & zembor »f sither, but Rouwsanis
unmmmmmhuncumnduthhhmm. In MWriaf,
the pledging of gold se » mvuns .r:mwmwmuuumum

Memummmmtumm Yhe
wmmmwum-mnmwmamnm
sational Benk snd the Fond secm wsdsrtaking active oparations.

mm!mmnwuhmmumnuhwmm;
the purpoes hes bem to obviate %MMWQ gold whars the

3

mumthomtaf.m

These lowms reise some Lssuss shen viewed fyom erd-oint
domeatlc banking pelicy. Banking theory has gemerally froemed upen the
extension of long Verm leans by cesmoreisl bamka, The law, howsver, sontaios
po explielt mmuuu.mnmwmmwmmt Iiatitation
loans which sre asgsared by warehowse recaipts, scceptunses, md Mwﬂ-
able mmummunmxnmw;. Cleariy gold 14 o8 good
colliters) ss bankers' aceeptancus., Nevertheless, benk amaminers sy ordti-
cize & haak for holding 0o seny long-ters lexns. In v '
aspats of the bumke preposing to sake these iesar, snd '
involved, this doos not sppesr te be a sevieus sttion, To & serlain
aomMa:ﬁmmlmdemamum the
aet of 1973, divaroing commereisl snd invesiment batking, since the siterrs-
unummmhmmcmﬁmmuuwm
sent channels, This t, however, would spply to say leag-ters losn,
regardless of its cells 4 ipan seeured Ly gold cellateral is alesrly
less sbjeetionabls from the stamipednt of e sl making polisy thun
wn uasecured losn of the sane term.

17, howevar, the prastice of pledgisg gold shwuld becous videspresd,
imeriosy bawke wight inslst wpom gold emllatersl for loams o other foreign
countries, The uselwlnese 2f gold recerves vould them be greatly lmpaired,

-4
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s losn is msde in its curvency by the Imtermationsl Bamk.) The immosbilizstion
of geld reserves throwgh cellatersl loans night prove objeetiomable from the
shnﬂydnturthmwﬁy,hﬂitvouldutboamhuutmrmm

the stasdpednt of the United Jtates under present canditions. If there waere
danger of large withdwawsls of gold fxom the United States, such leams weuld
be equally objestiesable with othsr foreign loans sade under thoss comdi-
tisns. :

V. Other Policy Cemsideratiems

The lsans should be considered zlse frem the standpedant of
internat mmqmm.mm The sxperimnce of
fereign lemfing in the perisd foellewing the first World War indisates thet

it is uwdesivedle 10 wre funds sbtained by a fureign lean o mset local
currency requirements, This principle hes been incerporated into the
charter of the Internatiomal Bank, which may lend ts 1ts members omly fer
the fereign currency pertism of the loen preject, with certain miner excep-
tiems, n.mmmmwmmmmw
tures, the loan marely contribdutes te its ability te purehase goods im the
somtry sepplying cardial, or in the countriss in which the cwrressy supplied
car be trensferred. The prejests do not necessarily prodtice the future
axshange needed to pay the loan and 0 may add to the difficulties of the
boarrowing comtries by crestimg an inflaticzery pressure and m their
halance-eof -paynents situatiea., As imndicated, the prospsctive I bee
rowsrs wder tonsiderstics are already uvoamd in cartain fi , difre-
culties, mmutalmﬂﬁpuulhtmlinawqofuﬂdmtu
limitations impesed by the Artiales of the Internstional Bamk, as well as &
neans of seeuring fumds et ¢ lower rate of interest.

Walle it ssems doubtful wisdom to use owr gold licensing pelicy «s a
device for deciding what policiss Tereign geversuents should use, it is st
loast significant to nete thot the propoved leans are gus in variouws
raspests, In the ceses of Belivia and Xi the sold to be pledged
represents about half of their gold reserves (§22 millien for Belivia amd
24.8 nillion fer Misaragua). The trassactions proposed thus would seriously
nisreprezent their resesve pesifien. Noreewer, Bolivis im 1945 imcreased
m;ouummbymmmms.mwuguumum,
premmably zs & matter of “window dressing®, since dellar exchange satisfies
legel requirements quite 25 well as gold, These losns would have te be re-
vaid out of surpluses ia current accownt balamoss of payments, Wiesragus
couM, of courss, repay the pledged gold mers easily tham Belivia, since
recent gald predwotion im Blewrague bhas besu in the neighborheed of $7 million

u year, wvhereas Bolivia has had @iffienlty in purchasging evem such gold as
proami in the comtey,

The purpeses for which the funds berrowed under the propesed transso-
tions are t¢ be used are such thet leams shouwld or could be zade by the

internationsl Bank s> other agemcics. It seems undesirable for the United

225680
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previde an autematic limit %o the expansion of currency snd depesits,
¥hile ths United Jtates has retained the principls of a zeld reserve,
despite the inecomvertibility of the dallar, the resarve ratio has been
reduced from 40 dnd 35 pereent of nete issus and depesits, vespestively,
te 25 percent. The yold reserwves of the Wnited States are, of cowrse,
~artieularly impertant for the settlesemt of interastionsl balunces bo-
causs of the lerge foreign balimses held in the United ZStates, ¥ith the
gold cencentrated in the Treasury, the ability of the banking aystem o2az &
whols to meet fareign obligatiocns 13 yrester than if the resarves wers
divided up ememg many private helders.

The goversment msmopely +7 gold holdings alse das the purpese of
sssuring that prefits or lseses arising from chunges in the geld cemtent
of the dallar scerus to the public, rather than to private helders. A
tleek markst for geld can sise sauily dewnlsp with the dellar imeomveriible,
unlags the govermment sses to it that gold is used by priwste persems only
for licensed purpeses. In this way s premima en gold can be svoided,
partisulariy in periods of rapidly rising cesmedity prises.

IV. Geld Liesmse Pelicy and Geld Collateral Loums

Loans seewred by gold collatars] de mot seem to be repugnant, if at &ll,
in were tham a formal sense te the pelicy embedied in the Geld Reserve ict,
Under Bastion 3 of the Aet and Section 34 of the Regulatisns,
licenses may be lasusd fo porposes net incensistent wi purpeses of
the Ast. Thewe are *to pretest the cwrreney system of the United States,
te previie fer the hetter uss af the nemetery gold stoek sf the United
States, and Ter other pwrposes.® GCsld wder éarmerk iz net a part of the
asnetary geld stock of the United States. It i» part of the geld stock of
the foreign owner, though of course it zay decome & part of the U,3, geld
stocks by ultimeate sule. The pledge interest sequired by o bask is reelly
e right to cellateral in dsllars, If the berrower fails te pay the lean,
the Bank could mot soquire $he gold but eould, by appropriste legal process,
eoquire the right to the dellars represanted by the gold, which would have
te be sold to the Tressury., MNereover, sarmsrked gold used as collaterai
dees not reprecent any dispersier of tha gold reserves sines the gold does
not pass out of the physical sextrel of the Federal Reserve Banks.

There is, however, x thesretical objection to the pledge of gold. The
geld pledged $s lamebilised, while if it were seld it would Yesems part of
the menetary stoek of the United States. CGrenting of & lsem by 2 cemmereisl
bank incresses the fereign liabilities of the United Statss, sinee the pro-
cends nay be uped 4o purebese geets in other countries, witheut z¢ the sams
time providiag additienal gold reserves. This night be & serieus chjeetion
Lf the geld stosks of the United States ware clese %o the permiseible minlmum,
The same ohjestieon wowld, of courss, apply to any fereign loen made by a bank
under those sireunstamess, vhether 1% hed gold cellateral or (Thts 1is
of course eme of the yeassns fer requiring the consent of the Gevemment, where

aAQr o
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50 thut the saie of §5 ar 210 sdlidon of gold weuld inwelve e
serious loes in gold reserver and might require s dwestle de-
flation of bask ovedit. idocerding to the 194% Ceatrel Bunking
Law of Belivie, tho Bames Cantrel must eordinarily have & resarve
sgalnst ciroulstiom of 50 parsamt in goid {ia

ssrwerk sbvosd) smd !c:ﬁa sxehatge, and

i
8
;

(4) Comtries might wish to held their gold wesmcumbered {n entloipa-
nd vrige of geld in the United States., Cleerly,
f it considered this pessibility, could offer
latar male of gold &b the higher srice if the
geld were in plwn foel possegsisn of the comntry imvelved, Since
the earmark opevatisns repessest owssrshlp by the foreiga emtry,
thers would sppear e bte 0o cbjechion o this ectre. Whae, how-
sver, the pledging operetiom is merely & dovics to aveid sale, it
hesomes nere guestisseble. 4 foreign cowmitry whish sells nll in
arder te odtain dollars would of courss be at & dissdwvantage in
ot with & soumtry which used the devios of a loan seowred
osllateral, Hince it is thw mnowmand palicy of the
-.mmmnm«m;m;-m«-rmm his
ot appensr %0 be :myxmhntmmm, t.!wmu
lecs lasge in the paliey of ferelgn centwal beuks,

IT. UuS, Geld Lesnsing Peliey

The Gold Ressrve det of 1934 estadiished the primoipsl of govarnaant
swnership of all wemetary geld. Iilcemses may be issusd wmder sestion 3
(¢) for indusirial, rrefessiemnl or srtistic uses of goid, (b) to the Pederzl
Rezerve Banks fer tha settlement »f intarnstional balsnces, wud () for ether
purpeses whish, in the judgeemt of the Seeredary, sre¢ 2ot inconsistest with
the purpeses o7 the Aet, The ket wer intendsd to camtralise snd conserve
nonetary gold stocks and t» eonfine the use sof gold in the settlemmt of
internetionsl bDelimces to the Tedaral Rererve Sywiene Licenges wust of course
be fssued to hald gold im vaviews forms where the gold is mot pasrk of the
sonvtary gold stoeks, ®.5., in process of miaisg end xeﬁmt. or whem
used for industedial FEPOSsSe

The nenevely of holding wenstury geld is predicated on the deslrebility
of contralising geld reserves. Thess gold reserws pexform a deubls fumo~
tiomy (1) they are swailsble to settls fereign balances, snd (2) they

i
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pexieods, the propesed loams by the coumercial banks resent s different
issus since thess leans are lemg-terwm leans with repaysent provisiens
extending for as lemg us 5 years, The funds sblained sre net te De used
to meet surrext obligatiens but to finanes permanemt nrojests of dewslop-

loans.

ment, or, ia the ease of the Rowssnisn lean, te purchese wheat with re-
paymont extended over a peried of ysars. The questien of policy presentad
by these losms may be consideved voder twe heads: (a) should geld be used
ss collateral fer leag ters leans, and (b) should sugh lowms be mede by
commareial baaks, or only by Federal Réserve Beaks? The questiem of policy
mast Le comsidersd im the light of the geld amd benking pelicy of the United
auu-mmmmumudtmmmq-mh

I1. Ressens fer Leens

Foreign comtries would appear to have fowr probsbls reasoms far wigh-
ing %o use gold as nl.hhul for their loanms, esch of which deserves specisl
consideratient

(1)

(2)

(3)

By using gold az cellateral, the rate of interest {s lowsr than
en loatis otherwise secured from commereial banks or froem the
International Bank., The Md‘htd“hh"thnbuﬂncﬂu
the Intarnstionsl Bemetary Tund for the same peried of time, de-
pending wpon the amount of the loan, und the period of time for
which 4% 1y held, Of courre, the cost involved ln selling the
gold now and repurdhasing it later is much less than the interest
paid en & lten seewrsd by the pledge of the zaold or the purchass
af currency frow the International Bamk. It is repertad, hewever,
that the Bajk of Americe proposes to charge 3.5 psrosnt on the

&, willion lesn te Niecaragma, even when secured by geld te the
oxtent of §2 milliem. The Bexk alse will require Niearsgus to
saintain & dalesce of $1.5 million with the Benk, so that im
preciles only & half million dellars of the losn is wnssoured.

The use of goj.d rellateral makes pessible 2 loap to & comtry
whish would ctherwise be considersd tod grest s risk, Thus
Belivia is in defanlt en surlier hond issues. The Niceraguan
politicel situation is not entirely stebls, while repayment
prospects might be too mneertaiy fer privete sapitel. Casghe-
eslovakia Bas recently had ite difficulties with ¥.8, GCovermment

agencies in matters invelving swplus property dispesal and
lesns,

The ceatral banking systeas of mest foraign countriss permit
gold held under sarmark to be regarded s part of the nemetary
reseress of the cowntry. By pledging this gold it is possible
thet dhe monatary reserves would not appear to be redused, wmlese
subseguantly the borrowers were mblc neet M*ﬁ;on;l the
case of Bolivia total gold regerves amount to onlY?_ :

ARt D
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Subjests Losms sesured by esrmarked geld,

Treamwy has offered no ohjsetion W this practice, The Now Yigk Fedevel
iisserve Bank &t the pressut tise has owtstanding ia loans of this
#13%.9 aiilion, of which $110 aiilism is fer a losa %o

the Bethew
o symdieats of banks and secured by sarmerked gold =8 cellateral, The
Treasury, with Presideatisl apprewel, granted a lissnse to the baske te
acquire s i mut&am'w¢mm

it the pressmt tiae losns of thiz sert aggregatisg X03.5 nilliom are
being concidered Wy commereisl banks, Of thess loans only twe are likely
to require achlon in the immediats future mmui‘.mmnmuy

in New York has applisd for a Tresswy licewss to beld & pleige isterest in
1.5 million of geld as cellateral for & lean to the Estisoel Baxk of Csecho—
i te

Treasgury, with the approvel of the Presidemt, te fssue licenses for geold
transactions not imoomsistemt with the practises of the iot, net cthervise
provideéd for,
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ire “lasser June 11, 1847
Bre w
Polish Sale of Usld %o the Unitad States

This i¢ in regard ¢v the inquiry whothor(Folgnl)ess soll
to the imited Stetes 128 million of gold shiech was obtaiued fre=
fussiae :

The United States is 2til) purehesing goldeeat 335,00 per
fine sunee, mimus 1/4 of 1% and sther mint ehargese-in meecrdmnce
with publis stetements issusd by the Searetary of the iressury
on Jemsary 31 esd Pobruary 1, 1934, subjeet to compliamce with
the rer:lations lrsued under the Jold Feserve Aet of 19354,

Parehases are subjeot also &b the turms of thr 7014 do-
clarstinn »f Februsry 22, 1944,

Ascaptanes of gold, of courss, requires sdsquabs evidense
that the seller hee proner title to the zeld. ’

Provided that the title tc the pold te be offered by
voland is glear, sueh £old4 would now be yuredasadle by tha
Unived States under the regulations and considerations mentioned
above, The Seoretaryv's stetemeits of Jamary 31 and Februnary 1,
1934 snd the Pegulations lssued under the Ueld Ugsayve Agt of
1934, nowever, are subject to smenduent at any tioe.

This answer to this iaguiry hes been eleared with ¥sazrs.
peweill, Fred Smith, #iehards und Pebwarts.

D

CAL 87 36=]1led?
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Treasury Departme%"/ .
Division of Monetary gesearch

DAL e 194

: [ . , June 11, 1847
To: " T aed A424Q5£ , u%fh”( » .
From: AE thad eaios

( Ftat
Ik o w inguiry whethor (Polgnd) oms soll
ol "y% lom of gold shich was obtiized frewm

I i

The United States is ztil)] puretasing goldw-at $35.00 per
fine oumee, mimus 1/8 of 1% and other mint shargeseein seecrdance
with public stetements lasasd by the Seeretary of the Ilreesury
on Jamary 31 esd Pabrvary 1, 1934, subjeet to complianse with
the rep:latiouns lzseed under the Jold Peserve Aet of 1034,

Purehases sre subject elso &b the torms of thy £old de-
claretion of Februsry 22, 1944,

Ascaptance of gold, of courss, requires sdsquats evidonse
that the seller hes preser title to the zeld.

Provided that the title te tha zold Yo be offered by
‘oland ie glear, suoh gold would now be yurehassdle hy the
iinfted Ststes ender the regulations and considerations mentioned
abave, The Secretary's statemeats of Jumary 31 and Felruary 1,
1934 and the Pezulations issued upder the Ueld lsparve Ast of |
1934, wewever, are subjeoct to sxendoent st any tive,

This manswer te this ismguiry hes been slssred with: Vaasrs.
degeill, fred Smith, ZAlcharde and Febwarts.

GAD 18z 16w]llad?
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. erties, ete.) why has it suddenly be-
come an infernational money-changer,
buying one day, selling the next?

8—Is the rental of the Federal Re-
serve vaults storing papal ingots in-
cluded in the “handling fee”?; to what
extent is the American government,
i.e. John Taxpayer, responsible for the
safe delivery of this gold to the Holy
See?

4—S8ince Article 1, Section 8, clause
8, of the United States Constitttion,
prqvides that Congress shall have the
power to negotiate commerce with for-
eign countries, can’t we have a public
full-dress review of the entire trans-
action, starting with the initial explora-
tory correspondence or conversation
with the Vatican?

6—When asked as to how he was s0
well informed on the deal, Bishop Mec-
Shea admitted he had represented the

—

God, Synthesis and Art

A College Chapel Talk
By James R. Baird

THE AUTHOR is professor of English
in Connecticut College, New London.

AN IN A STATE of civilization
Mchoom always and inevitably,
I think, between two great
basic concepts for his explanations of

his existence. Before I state these, let
me dispense with the hedonist, the
voluptuary, the man who lives for the
satisfaction of the senses. We all know
him. He is seen more and more in this
world. He lives by the words, Get for
Me. He is the parasite of life; and he
merely exists.

Now to return to the concepts. The
first is expressed in the Buddhist’s law
of karma, the essential doctrine of all
Oriental metaphysics and religions. By
karma the Buddhist passes through
four states of knowledge: 1) grief is
the condition of human life; 2) grief
arises from the desire of the ego, the
love of self; 8) the self is false; 4) the
annihilation of the world of the self is
the way to reality.

The second concept is expressed in the
great Hellenic, Judaic, and Christian
traditions of seeking out ways to con-
firm the self as the manifestation of
God on earth. For the Buddhist, this
world is only an illusion, and the ideal
end of man is to pass from knowledge
of the world into nothingness. Bud-
dhism negates the world in all its forms
and conditions. The traditions of Occi-
dental man to which we belong affirm
the world—or shall we admit the truth
and say that they ought to do s0? For
we live in an age of very timid affirma-
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Vatican at the time of the papal pur-
chase as he was on the apostolic dele-
gate staff. Now, the temor of the
treasury correspondence indicated it
placed the Holy See in the status of a
sovereign (i.e. political) state for the
purpose of the business and the bishop,
himself, said the Vatican role was that
of a sovereign state. Does it not fol-
low, then, that Bishop MecShea, a native
American citizen, was representing a
foreign power in a transaction far
from spiritual?

We rest.our case. We are not anxious
to cavil over some of the minor clinks.
We merely repeat the statement in the
first paragraph: the Vatican’s purchase
of gold from the United States may in-
volve “one of the most flagrant viola-
tions of the separation of the church
and state tenet” in modern times.

S -~
-

tion. We are slaves to our fears of
our own science; and in the realm of
affirmation we are afraid to insist upon
an art which would represent again,
and for our time, the clash of man’s
will upon the barriers set against his
aspiring knowledge. Our artists, with
very few exceptions, are afraid of great
themes. We have forgotten how to af-
firm what we profess to believe. Most
of the time we are simply playing at
being alive in the world, we who pos-
sess a tradition of God made manifest
in man, we who say that we believe in
the self.

It is no news to any thinking person
that we need new and great and daring
theologians. But it may not have oc-
curred to some of us that, even though
we cannot all be men of holy orders or
ministers of our traditional faiths, we
may all be theologians in the creation
and the practice of art. We need a
new theology of art, as much as we need
a revitalized theology of Hebraism and
Christianity. If we believe in the
spiritual importance of man in this
world, then let us in God’s name make
more and more of it.

The truth which I propose as the
foundation of a theology of art is very
simple: whoever dedicates himself to
art, dedicates himself to God, for the
practice and the study of genuine
art is the study of the manifestation
of God in the world and is thus a valid
theology. Whoever touches poetry,
painting, sculpture, architecture, musiec,
or the dramatic arts, wherever the
forms of these arts are genuine abstrac-
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tions of human experience and human
feeling, touches God.

Every great work of art is an em-
blem of the mind of God. And now I
come to my central thought: the real
power, the authority, the majesty of all
art is its synthesis of human experi-
ence. In this synthesis it presents the
proof of God made manifest in man. I
think I can illustrate what I mean by
a simple analogy. One of the most
beautiful aspects of nature is the phe-
nomenon of interrelationship among
natural forms in a small setting, closely
studied.

HEN, in the processes of the mind

; N of art, the human creator invents
a form to synthesize, to bring together,
to compel into oneness a number of
tokens from the realm of human feel-

ing, he is creating the ultimate synthe-

sis of which the human mind is capable;
and in so doing he is performing an act
which is God-born. For at the base of
all synthesis in art is the poignant
question of man’s existence: how does
the human being bring reality out of an
existence which tends endlessly to fall
apart in fragments. We are not — no,
not one of us—today what we were last
year; and has not each one of us felt
the frustration of trying to interrelate
the areas of feeling, of sympathetic re-
action, of thought through which we
constantly pass? We want to be all our
separate ages at once. Only art grasps
all these states of being; only art, act-
ing for God, makes us really able to lay
hold on life. Form in art is order; and
art compels order through its syntheses
of these areas (as in the work of a
great lyric poet or a great musician)
and its demonstration of interrelation-
ships among objects and ideas which
seemed totally irreconcilable in the real
world (as in the work of a great paint-
er or a great dramatist). Man’s power
of synthesis reflects the great order
which is in the mind of God.

W. Somerset Maugham’s recent la-
ment on his eightieth birthday that he
would like to believe in God but found
he couldn’t amazes me. For what on
earth has Mr., Maugham been doing all
these years other than revealing God?
He is a theologian in spite of himself.
I will leave it to you whether he is a
great novelist. I would contend, any-
way, that he is a very masterly artist
at synthesis, and I suggest that some
of his synthesis, especially in his tales
from the South Seas, is superior.

Recently, I have been reading a book
called Art and Faith. It is an exchange
of letters between Jean Cocteau and
Jacques Maritain. Here Maritain, par-
ticularly, says some beautiful things,
and I should like to give you three to
think of. They seem to me statements
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The Strange Case of Vatican Gold

Those Purchases from the U. S. Government

By Paul J. Clarke

NE of the most flagrant viola-

tions of the separation of the

church and state tenet in this
country may have been uncovered as
certain details of the “hush-hush” sale
of gold ingots, engineered between the
U. S. Treasury and the Vatican, became
known.

The first news of the gold sale
“leaked” through a story in the United
Nations World magazine of December,
1952. Strange to say a careful check
fails to reveal that the story was ever
released to Washington newsmen
through the usual government informa-
tion channels. It was forwarded to the
UN World through its Italian sources,

The UN World article (which, inci-
dentally, was reprinted in THE CHURCH -
MAN) asserted the Vatican had pur-
chased many millions in gold ingot
from the great United States gold sup-
ply over a period of the past several
years. European rumors had it, ac-
cording to the story, the pope'’s busi-
ness was given preferential treatment
and he was allowed to buy the precious
metal at $34 per ounce, one dollar be-
low the pegged rate of $35 per ounce.

The magazine further declared the
firm of J. P. Morgan handled the Vati-
can’s investments in this country and
that the Holy See was ‘heavy” with
stocks in leading American industries.
Returns on these investments, it was
reported, yielded a profit large enough
for the Holy See to pay off its operating
expenses and have a surplus to “plow
back” as capital investment.

Space limitations did not permit the
UN World to give details, but the
article carried enough information to
stimulate the curiosity of all thinking
persons who read it. It raised many
questions the curious believed should
be answered.

To those of us who wanted the
answers there was, obviously, only one
course to follow. The Treasury De-
partment and the apostolic delegate, his
excellency, the Most Rev. Amleto Gio-
vanni Cicognani, the Vatican’s official
representative to Washington, would
be asked for details of the transactions.

A letter was addressed to Archbishop
Cicognani outlining the charge. Was
the Vatican buying American gold at a
mark-down and if so, how come? A
second letter was directed to the Sec-
retary of Treasury in the same terms,
but with the added question: What fed-

eral agency authorized the sale and
who represented (a) the United States
and (b) the Vatican in the deal?

His grace, the archbishop, did not
deign to reply, or even acknowledge, the
correspondence. He delegated the mat-
ter to a trusted lieutenant, an auxiliary
bishop in Philadelphia, 150 miles away!
But, more of that anon.

It took the Treasury Department ex-
actly five weeks to reply. Then it was
both a disclaimer and a partial answer.
Over the signature of A. N. Orarly,
Assistant Secretary of Treasury, the
U. S. Government officially said it had
sold $26.8 millions in gold ingot to the
Vatican in a series of transactions. It
categorically denied giving the pontiff
a rate or discount on his purchase. He
paid $35 an ounce, the letter said
firmly, and added, a trifle waspishly for
an impartial federal agency, that the
Vatican was also tagged “plus one-
quarter of one per cent for handling.”
The Vatican was treated the same as
other gold clients was the firm note
struck and the secretary refused to be
drawn into a discussion of the per-
sonnel involved.

EANWIILE, the Most Rev. Joseph
) Mark MecShea, bishop of Mina
and auxiliary bishop of the Philadel-
phia diocese, came on the scene. This
prelate, it should be inserted here, is
considered one of the outstanding cleri-
cal personalities in the Roman church.
A native of Lattimer, Pennsylvania, he
attended Catholic high school in Phila-
delphia, St. Charles Seminary (one of
the foremost clerical trade schools) and
was ordained in Rome. Comparatively
voung (he was 45 when consecrated
bishop in 1952), he served the Oriental
Congregation in Rome and was secre-
tary to the apostolic delegate for 12
years before his current assignment
moved him from Washington back to
the Quaker City. .

We learned that the letter of inquiry
addressed to the apostolic delegate had
been forwarded to Bishop McShea for
action. We received a phone call sug-
gesting an interview at the episcopal
residence, St. Francis De Sales rectory,
at a mutually agreeable time.

Our interview with his grace was
both enlightening and frustrating.
However, the enlightenment was cast,
not on the business at hand, but to what
lengths the Roman church in America

THE CHURCHMAN

r 4
was anxious to becloud the details of
the transaction. And, of course, from
this knowledge, grew our frustration.

Bishop MecShea admitted the pur-
chase of gold from the U, S. by the
Vatican to the degree of “Oh, say, $17
or $18 millions.” He denied any
favoritism in price, said the Vatiean
was charged “as much as any other
sovereign state buying American gold.”
He took pains to explain the purchase
of gold by a sovereign state is not un-
usual (this was inferred in the treasury
letter) and told us a large number of
papal ingots were held in the Federal
Reserve vaults in New York. This, the
bishop said, was a common practice,
too. What with the changing political
tides in Europe, all state heads believe
a certain portion of their national
treasure is safer here. The bishop also
revealed the Vatican had, over a given
period, sold back about $5 millions,
making a total net sale of $21.8 mil-
lions. (His figures, incidentally, were
more accurate than the Treasury De-
partment’s,)

Bishop McShea denied the reports we
had received from reliable sources that
the Vatican had invested heavily in
American industries (also carried by
the UN World) and that these invest-
ments repaid heavily during the pro-
duction-sales boom in the war years.
He refused to even generalize as‘to
what type stock holdings the Vatican
had in America.

In finalizing the- interview, Bishop
MecShea frankly urged that we forgo
any further investigation into the mat-
ter since U/nited Nations World had
“assured the apostolic delegate it would
print a retraction of its article, ad-
mitting the story was without basis in
fact.” Here, the bishop was in error.
United Nations World has never print-
ed a retraction. Its only public cor-
respondence on the matter was a letter
in the April, 1953 issue, from the very
same Secretary of Treasury, claiming
“error” in the reduced price clause of
the yarn. Otherwise the UN World
stood pat on the report.

As A result of our informal inquiry,
we find most of the original ques-
tions unanswered, with many new, per-
haps more pertinent ones, arising, We
will attempt to summarize thesc in
what we feel is the ascending order of
their importance:

1—Why wasn't the story, or stories,
of the gold purchases released to the
Washington newsmen as a normal, rou-
tine publicity handout covering a Fed-
eral agency action?: why did it have to
“leak” from Rome?

2—In view of the vast Vatican state
treasure (cash on hand, investments
all over the world: art treasures, prop-
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#r. Friedman July 22, 1946,

G. A. Eady
Justification for United States Gold Sales

I believe that Harold Glasser passed on to you a memorandum
which I wrote you asking if we could make the grounds on which
the United States sells gold to foreign central banks more rea-
listie, I should be glad to have your opinionm.

The following verbiage invariably used by the Central Bank
of Uruguay is an example of the kind of statement which ocur policy
forces foreign eentral banks into making:

®This operation corresponds to the poliecy adopted
by this bank of converting into gold the forelign exchange
regerves which are not used at the moment, originate from
the interchange with your and other countries, and will be
acquired as they are needed by the sale of a corrésponding
emount of gold., We give this declaration so that you may
be in a position to submit it to the Treasury Department
of your eountry in requesting the authorization for our
account and under our responsibility, We refer in this
respect to our letter of December 18, 1939, in which we
stated that all our future buying and selling orders will
be given only for the ptirpose mentioned.®

Cabling this every time they buy a million dollars of gold seems
wasteful and time-consuming for cables and undignified. We, in effect,
force the foreign agency into a hollow, meaningless rigamarole,

GAE 2dmh
7/22/464
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(b) by the Federal Reserve Banks for the vuryose of settling international
balances; and, (c) for such other purposes me in his Julgment are not
inconsistent with the purposes of this Act."

It can be seen thet the langusge nhove reauires thot this stiate-
rent of wurvose be included in the regulstione, It cocn slso te zeen that
the Seceretery of the Trcasury-enﬂ/or the Fedaral Reserve Bank is not re=
guire? to sell gold in every cree for the setilerent of &n internztionsl

balance.
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nmnm u-a. hlmrudunthl::l. ‘from 6. L. Tasy to
J. B, l‘rim ill vhinh lt il moltcd thlﬁ the !rumr;r Dupartnnt
d.hconﬂ,m the pnotlco of nk:lng foroin gonn-nn and cntnl banks
the purpose for vhich mld 1- bcu; pnrchnul. Ir. la.dy points out ‘that
in the past ve m r.qm-aa a -uu-nt .mm that the gold is belng |

; acquired to 'uttlo = htomtiom ‘bnh.nct' or to 'hcreuo goIa rourn'
k Hia thnu u thut any pnrahu of goll hnk h: a foruicn ;ovomut or
cemtral bhank is, temporarily at least, a ntthmt of an international
balance and/or an increase im its gold reserves. BSince ve have mo
control over the gold onee it has been purchased, Nr. Nidy thinks that it
is reidiculous to ask them to state the purposs. 7 '
In the boglaning 1% should be said that the Treasury Department

s ‘-"‘ S A2 S e P B i ad BB s
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P

& Ras in the past frequently refused to license the sale of gold for the

& settlement of international dalances. Simce the passage of the Gold

Reserve Act of 1934 the traditional sale of gold to forelgn governments

and sentral banks has been for the purpose of imoréasing their gold re-
There have

serves held in earmark at the New York Federal Beserve Bank.

been few, if any, cases in which we have licensed the sale of gold for

export.

The puovision of Section 28 of the .old regulations that gold may

be expoirted to the extant “"mecessary 3o setile international balances® is

derived from Section 3 of the Sold Reserve Act of 1934 which authorizes

the Becretary of the Treamury "by regulatioms issued hereunder®, to pre-
soribe the conditions under vhich gold may be ®acquired and held, trans-

ported, melted or treated, imported, exported, or earmarkedt. . . . . .
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@r. Howard day 7, 1951
Je *- m
cale of goin bars

This is to record the agresment reached on *riday, ‘ay 4, between ‘sssrs.
rallor, Vussell, and mysell rogarding the New York issay )ffice's future sales
of coin bars (700 or 917 fine) rathber than the {ine bars which have uniformly
been gzold for a number of years. 1 have already telaephoned the substance of
thiz agresment $o r. Sanford, Assistart Vice Fresident of the Vederal Reserve
Jank of Yew York, and he ussures me of their coeperation.

Ihe change in practice is being made in response to the wishes of the dnt,
Ihe tabilisation Fund and the lNow York feserve “ank have no objection to the
chanre but neither have they any independent wisi: to sell cedn rather tlanm fine
bars othier than the wishes of the ¥int on behalf of the general interests of the
nitea ‘tates. It is recognised that the refining costs on (40,000,000 of coin
bars would be in the vieiaity of 360,700, and 1t is to the general intersst of
tie (mited “tates to awid getting raddled with all or most of the coin bars of
the world an® have t¢ refine them for its own acgount in order to dls,o0se I Llome

Vessrs. Jaller, fuseell anc 1 agreed to-cday that beginning ‘onday ay 7,
1751, the Assay Office will sell omly ocoin hars tu the feserve back (as ‘iscal
tpant of the United States) in normal clroumstances, wmtil ‘urther notice, at
the pleasure of the Vs, « lowever, if a country wishes te¢ buy mld to pay its
subseription (but not other gold paywemts) to the International Yonetary und,
or 1f a country has soms other valid reasom for prelerring flne bars, every
roasonable efford will be made to ascovrodats them, (n such exceptlonsl cases

the Faderal eserve Pank will so notify the issay (ffice at the time the order
is placed,

it is alse understood that tie Assay . [ice does not now receive regularly
the information 1t desires conserning the sountriss to which rold purchassd
from it by the “tabilisation "umd is to be resold. /i1l such fafermaticn {=
always available to the “imt “srvice from my office, and 7 a» assured that the
‘sceral ‘eserve tank will be slad to indlcate any countrias for which gold ia
baing bougit, in so far as such facts exist and are imown to the “ederal.

1 'r. “ailor
r. unsell
vy, vodeill”
‘re Sanford _
2 axtre to v, lioward (for New Tork Assay Uf{ice)

Aliddy sybe5 £7/51
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SUBJRET: Swuggliug of Geld
Plsse Asguired: Spainm, Bilbao
Date of Info; 16 April 1948
Report ¥o. S0 d» 9EGY

S0UNGE:  Falrly relishle sourss in Bilhae from a well-plased infermant.

Kartin PAGONABARRAGA and Vistor ESTREAN, first and second machiniste

of the Ibarra y Cia. ship "Cabo dsparisl” were engaged as of mid-
April 1948 in ssuggiing gald betwesn Amerisa and the Ibverian
Peninsula, The "Vsho Agpartel® visits New Terk, Fhiladelphis,
Lisbon and 3ilbao. The smugzled geld is delivered im the port of
Ligbon.

6-2-48 e¢c to1 Gunber, Avmeld, Shwarts 3, Vosd-Neler, Willis, Ighwsrtz,
By, Metormann, Sesret Barvies, Mint and 7. Sdmith.
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205, Dacamber €, 2 p.m.
FOR STATE AND TREASURY

Imbassy has obtained addlitional comments »f French gold

hoard gquestion from Leon Schick (gold specialist connected

with well-known firm), supplewenting his 1044 cptimatesn

slver 1in enclosure 2 to Embassy report 530, Wovember 28.

in view of Schick's long experience as practloal arbitragist,
- hin estimates and opinions may have background value for

ERI geld studies. Over perlod of years Reagan has found

him carful and rellable in views on econcule questions).

One.  Gold hoards at time of liberation. _

Schicl 35111 conslders his cstimate of about 7.6 billion
gold franes (2200 fine tons) in Prance and about 2 billion
avroad belonging to Frenchmen abt that time to have been
subastantlally correct. However, he has revised breakdown
of Latter figure (page 9 of article) to read:

In London 400 millfon gold francs in 1944 of which at least
200 m1llion still held there undeclared;

In 3witzerland 1500 miliion gold francs, most of which has
since been smuggled directly or indirectly 1nto Francey

In Argentina possibly 50 million gold francs. - ,
Twe. Gold hoards in France at presenté

Schiok\believes as much
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| 2205700
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Schiick believes as much as 600 tons of gold may have

been emuggled into France since liberation bringing total
within Prence to about 2800 fine tons (about dolliars 3.1
B1l7icn).  These 600 tons composed approximately as follows:

14} Gold already held abroad by Freuchmen, 300 tons. This
has been lmported indirectly by arbiltrage operations

(via Swissc and French francs) and usually not imported

Ly oripglnal holder. Such imports are largely from Switzer-
jand because of long period during which gold operations

in that country were anonymous. In England, howeve: , gold
depoolts are only utilizable if unblocked through Offilce
den Changes and therefore large proportion still heid in
London by originel holders.

(3) Goid imports financed by liquldation of undeclared
forelipn securities and liquid assets abroad other than gold '
i50 tons. - : .

{C) Gold imports financed by tourist black-market trade and
proceeds of under-invoicing of French exports. Schick
belicves that from liberation until mid-1946 most small
French exporting firms under-invoiced by about 1O percent.
Hince then rising French prices have so aitered competiltlve
positlon that possibility of under-invoicing reduced te 5
percent or less. (French polioy of permitting 1lC percent

~i{ proceeds of certain exports to be used for equlpment
tmports has also reduced under-invoicing).

Note that increase in gold hoards within France slnce
Liberation is considered by Schick to be offzet largely

by decrease in undeclared French gold and other assets

abroad (A and B above). This source has now largely .

dried up. Gcld smuggling at present very small, probably not
more than ton a month.

T™hree. Destination of Swiss gold.

Schlck guesses that, of gold released o public by Swiss
National Bank or dishoarded in Swiltzeriand in 1945

and 1946, about 40-50 percent went to France, 20-25 percent
to Italy, and remainder to Near East and other countries.

Since then about 55

'e)
'

o
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Since then about 55 percent goes to France, 10 percent
to Italy, 25 percent to Near East, etc., and about 10
perccnt is hoarded in Switzerland.

Swiss coins constitute overuhelming proportion of gold
smugglad into France in reccnt months but flow has
appreciably diminished following suspension Swiss gold
sales. Most French napoleons outstanding had already
V'een absorbed into Prance, where they are quoted at

3525 francs as compared to quotation of only 3175 for
uorresponding Swiss "vreneli" coin. HNapoleons preferred
vecause of (A) habit, (B) fact that possession of Swiss
toine, being of recognizable recent coinages, is more
»isky.

Four. Prospects of French dishoarding.

Schick believes that, despite "metal-mindedness" of
French savers, greater part of French private gold hoards
would be released 1f budget were balanced and reasonably
convincing monetary stabllization accomplished. He even
feels Finance Ministry should study means of stabilizing
inflationary effect of such eventual dishoarding,
possibly by foroing use of gold for equipment imports.

Sent Department 5245; repeated Bern 78.
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WO« £437, Twenty-first

FCR TREASURY AND OPHER INPERESTED AGENCIES
Tz connection pubilic snnouncement that further pounds
30 wiillon in gold sold since September 15, British
treasury stetes information on gold shipments will not
be published but monthly statement gross gold sales
will be wmade.
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My dear M. Muites

Tefarence i3 made to cur recemt semversation regsding the
applioatiees by Nurkey, Ttaly, Syris and letesen fer wembsrship
1 the Intermatiomsl Puode. You have asked 45 be advised
a5 to ¥he predlems whish | arise unfer ths Gald Dealuwwtimg
umamdmwur\\m«qn.m& hw
muaumuwmwmrm -
Inbermational NHenstary Fand,

wmmmtmummmmw

or have adhared te its prineiples, It sheuld be moted that althaugh
Portugal and Spmin &ve fneluded oa this list, they did we® wdbers to
the Geld Peclaration unki] after the swrender of Cerminy. A% the
present tine th Department seusiders that purshases of gold frem these
twe countries are gubject te the Deslavetiom.

mmwmmuwmmw
fund appetrs to relse Wwe probless in csawetion with the Oold
Duhuuu. Fres, i sue of the neuerals ummm

dollars, uwﬁu uusummmmnmm

that eountry wndey Wis Gold Deslaratien. Secendly, if any country
wore S0 hesoms & mamder of the Fund befare it had adepied the Seld
Declaratien or adlwred %o i%s prinsiples, sush a seumtry oould ast
=3 & sunduty fer e dispossl te the Newstery Fusd «f lewbted gold
held by other somniries.

I am sending & aapy of this Llevtar te the Secretary of the
Tational Advidery Cemsefl se that the Ceuncil may sansider thess
questions, 1y in regard be the panding spplisstioms fer
rambershiy in e Mmtermitiensl NHsawtury Fund,

Singsrely yeurs,
¥r, HBarry D, White
Sxweutive Rirester
Interostisml Mewtary Faad
Room 987
1818 X Street, NN

Znslssure

Do
To
)
~3
w

CHMoNeillior -~ 9/12/46
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appliontienst Wy Turiay, Italy, dyris and ledausz fgr wmibership
in the nternatiomsl Pun» rauh-m ssksd 43 be mdwisad

mwmﬁﬂwmmdm. A% the

present tine ¥ Diphrtasnt ssusiders that pursheses of gold from those

e couniriss aze subjest o the Deslaratiem. |
hmﬂﬂmhﬁhww

7und appesze te reise Wwe predlems in
Declaraiien,  Phrat, if e of the neu

i
i
H
;

soquired gold divestly er imiirestly frem the Axis wore aduivied %o
the Intermatioml Meaviery Puad defere making s settlesent with the
A11iss Zor leowd geld, sush & ceuntry ceuld use 4% gald in Wrense
aotisns with e Duterwatiemal Nonetary Pund aad therely obtain
dollaze, although the Uatted Stutes weuld wet purehsss geld frem
that eeuttry undey ¥hae Uald Deslaratisn. Secemdly, Af any eoaumtry
were %o hesowe & mimder of the Yund befere it had adepbed the Gald
Declaratisn or adhwred %0 L% prinsiples, such & Jmumiry oould ast
&3 & senduty far ihe diipassl b the Nuwetary Fumt o lseted gold

5.
;

1818 X Street, NN,
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de
2.
LD
4
LN
Ba

7.

8
$e
10,
12,
12,

Wa

.
18,
18,
17,

18,

E’mmu’m

19,

Breass} .
£ -

. 24,
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Duntuiess Mepublis ey
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* & ,;’At‘hehmt te Enel, No. 1 to des. Me. 438, June 11, 1948, from Bern.

" Tranalation of report from Geasve published bg
- (1a_Txibuge Econenlque, Paris, May 14, 1948

T sttention of fisnctal circles has besn drewn %o the 'branaantionl

ﬁ . ° . Repatristions of Swiss gold, which had bdeen blocked in Great Britain
L. i because of the war and is now authorized by the Bank of England to be
fio . experted, have been tha source for a good part of these free-port
07" operations at Geneva, Expert from Switserland being prohibited now, this
T g0ld had been dopesited there like ordinary merchendise with a view to
ol ihmtwth‘%m«-udnmfrumht.

e BBy

Wiy : Thus, mnuht, there hes ‘besn szkablished » quotation fer gold in
s free pert, It flnotuates at present between $44 and §46 per ounce,

7% while the offigial rate is $35. Such a premium tempted, not enly indivie
ke duils whe find more convenience operating in this fiseal and monsetary

"no nen's land¥, but alse the effisial agencies of certzin countries

s which, not be:lng vound by the Bretton Woods cgreements, de not neglect

o to operate on a truly free market. It is thus that planem taking off

from countries satellite to the U,8,3.R,, vho ars themselves gold preducers,
depasit their cargoes at the Gemeva airdrome from where they then go the
fres=port way without anyone being able to preveat the reshipment and the
subsequent tronsactions which result from it., By this means, these
countries =« despite the nonconvertibility of their currencies =- can thms
precure on bei.er terms the dollars with which te obtain the raw materials
which the Marshall Plan has not been able to offer them as a rasult of the
Soviet veto, There have alse been sevaral ghipments of gold frem the Cape,
undoubtedly originating from mines which succeed in hiding from contrel a
small part of their preductien, as well as private shipments from Tangler
or even from the Western ceuntries, However, the bulk of these operations
is made up by the deliveries originating frem Lastern Europe, excluding
Rugaiu. The SBoviets == for reagons which will be understood ~= appear,
indead, much mere interested by the sinilay marketa of the Far East with
which they are in direct sontact acroass Siberia,

The gold seld in the Swiss free ports goes freely to the Neer East and
then to the Far East where the eperaiions are much greater and the rates
perceptibly higher, Being quoted in Bsyrouth for exaumple at $48, gold sells
in Bagdad and Ammam in the neighborhood of $50; at Macao and Hong=Kong up
te $65 and even §7% =n ounce. The rates go up with the transport risks and
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Encl. No. 1 to ues. No, 438, June 11, 194, from Bern. { " » # o
J /
No. 159 Bern, Way 19, 1948 COWFIDENTIAL /| . -
/ ' /"}‘ C i

Dear Mr., Southard:

Attached i trensl tiow of « stary regently published in Peris abouot the
gold traffic carr ied on through the Swilss free ports, which was cslled to my
attention by a prominent Swiss bunker ‘nl nay be of interest in connection with
the Legation's telegrem o, 595 of lay 5, 1948, to the State Depurtment,

It will be noted thet the voluwe of this traffiec is esti mntcd te exceed
25-30 million Swiss franes per month and is expected to iners.se, end th t »rices
for "gold in free port" == cu*‘*ntly fluctuating between $44 and $46 per ounce ==
are ragularly quoted, It will LuL'“cr be noted shul Swiss, South-Afriec n, and
other gold 1s reportedly also involved in thls traffie, thoagh in lesser quantities
than that from the gateliite countrles.

In discussing the subject, this banker stated thst the reason siven in this
story for the gold shipments b;” the satc’lite co:'ntries was the true one; the
Swiss free ports 7> used as a convenient baze of operations for selling this
gold against hard cucrencies «t the best rotes ~hi ch can be obtuined in the
free markets throughout the world,

This banker also indicated thst the foviets (and presumably the satellites)
are currently saaiting Swiss frines rather than dollers, for fear tha t the United
States might take some aciion déaigned to deatroy the wvalue of heir dollar
holdings or rashtrict thelr freedom to utilize them. Ua the olher hanld, he szaid
there was no indication that the Soviets or the safellites were actually "unload-
ing" dollars in Switzerlund, and it was his viewv that Lheir ~urrent preference
for Swiss francs wog not a significent fector in the curreni decline of the
dellar on the Swiss market,

Very truly yours

(sgd.) Donald W, Curtis,
U, 3, Treasury Representative.

Mr. Frank A, So:thard, Director,
Office of International Finance,
U.8. Treasury Department,

Enclosure:
¥renglation of report published by
micue, dated Moy 14, 1948
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Qeeanisat
fustralis An amendsmpt to Lhe Cormonwealunh hct (Decewber 17, 1929)
authorized the Comaonwealth bank to Brequlre persons to
exchange for Australian notes zny gold coin or bullion
held by them.® Shortly after Great Britein went ofi the
zold stundard and the Australian Government prevented
all citizens f{rom holding gold or gold currency.

229716
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Hexico There exists a legal warket ror gold coins.
Uruguay fhere exists & legal market for gold coins.
Africa:
Egypt There exists a legal merket for gold coins.
Asias
India The foreign exchange conirol rsgulations mention specifically
nat there are no restrictions on Jomestie dealings in gold.
Iran There is a free wmarket in opersiion.
II, Paivalis GOLD nOLDIHG ILLLGAL
Zurope:
Dannark Under a Law of March 14, 1948 the winicter of Trade has bDeen

authorized to reyuire all gold to be delivered to tie nztional
bank. Whether this autnority has been actually used is not
KNnown.,

Netherlands Gold coin and bullion held by Dutch residents was vested in
March 194

reay? According to information available from Norwegian scur€es in
New York, holding of zold by private individuals is illegal.

United Kingdom Gold deposits held by nonresidents anc dating hack to the
prewar years are legal,

Americat
Colombia? Newly-nined gold is sold exclusiveiy to the cenlral bank.
Africa:
Union of South Under the South African Hasergency Finance kegiubtions (Septem—
Africa ver 9, 1939), residents are not entitled to hold gold; non~
residents, however, may hold gold wnich they acyuired bLelore
September 6, 1939.
Asias
China? There ig a text avallsble in our {iles under which tne central

tank of China orderea on Fetrusry 17, 1947 that &ll gold be
turned over to it &t a [ixed buying rate. however, according

to tihe inform.tion available from Chinese scurces in New lork,
this text is not interpreted as making gold sales to the cenural
bank eompulsory, nor as profibiting gold noldings. On

rebruary 11, 1948 goldsmiths were permitted to resune the sale
of gold ornunents.
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SEROPELSE SnOWLNG TdkE LeGalltY OF
PHIVATE GULD HOLUING

L. FrdVath GOLU HOLLING LEGAL

Euyrope:

Belgium A Law of October &, 1944 provided for & conpusory declaretien
ol private gold holdings; bul no subsecnent legislation hus
besn passed to re uisition such gold.

France Holding and tradimg in gold in French territory wnich was .ro-
hipited in september 1939 became legal on rebruury 3, 1948,

tal A deeree of Iebruary 28, lyid amsde legal again holdlrng and
internal trauing in gold,

cweden” Accorulng to inforastion Iroa Swedish scurces in Hew York,

nolding of gold by private inciviuuals is legal, fthere is
a thin market in gold., Hewly-mined gold is sold oulijator-
ily to the niksbank.

Switzerland The right to neld gold is unrssiricted, Trading in gold in
vwitzerland continues Lo be subject Lo Lhe regulations enacted
in 1942,

anad There are no regulations proniviting tne volding of gold by
residents, Under the benk of Canada Act, the Governor-in
Council woo aulnorized to re. uire chartired banks and otiiet
persons to transfer gold to the Bunk of Uanada, bub this
power hes ceoen used only with respect to the chartered banxs,
The Foreign kachange Ac.uisition Order (a.ril 30, 1340) doss
not reyuire vesidenis te surrender geld; in fact, gold is
not mentioned in the order. 1In prectice, all gold wmined
in Canada 15 sold to the Mint,

Argentina liere exists & legal market for gold cein.

Brazil Privete sales to the public by producers, and up to 300 :dl-
lion cruzeivos {roa Ireasury rescrves, were authorized in
July 1945. 1in June 1948 the government decided to wint gold
coins for ¢ wotal of 250 wmillion ¢ruzeiros.

Caile Chilean gold producers exchange their gold (&fter it Las

been refined) at the ceniral bank for old gold coins wtich
they sell to Lhe market.

228718
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BOARP OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM
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Date_ June 22, 1948

To Nﬁ?. UeNeil

From Mr, Tamagna

MESSAGE:

Your comments will be appreciated.
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It is siae true Liay 20 times fils errangoment could tie 4 as

mall ag 5200 million of the sssets .f the Statdlisation Fund so st
thay would ol be svailable for vler uscea, It woudd probeul)y W nEUe
“.:.,a:; t erelore Lo heve an understa Jding with all comcorned that
“tanilisstion Fund's participation would be quaiilied o Lhe exlent
necessar; for 1% %o conduoct ¢t or siolllization operallons, Sel.,
Larpe drawings U, the Nexicens wnder the Stabilisation Apreement with
them, It would seem clear thet, at a meximum, the most thet the ta-
1l satlon Fund would ever have (o uwse for obier purposes wonid Le
§100 miliien (in sddition w & carh calmnce of spprozdac tely 390 mdllien
viieh 11 vould slways hade), 50 Lhet Waker wy circaslances wo could
alwayes withhold frou lmsediete puilic disclosure JA00 nlilion In drawe

.T‘L__.l.

With Lhese e L.ongs e . b seeme Wbt the dtemstlive ro-
al c.o/e as suletantielly &ll) of th: sdvantajew of ot er @oposals
oo have | ogn made. Far ae Wudng, during e perliod selole iy (Puw-

inms ero wede the Tremsury would; .o effect, Le woddin: the cash an. go.-
G tee fiuancling costs b wal sweandt of cougy. Secoadly, e Lo
vilisabion Pae would Lo pasbicipeting in lbe operation as Ially as L
vould under otier proposals wilch Lave cew.. skde, Flmaally, thir alter-

nubive operstion would se«0id sces f the 1 al GIfTicuSties *ﬂ‘x'*rant

in obhers, particularly itae pro islons of the welton Woods Aureemunt

Aot ane Arbicles of Aireement i ths MY beving to do vith sl .rmmd
lepositories. It is beilsved tierefore Lhail i 1V is decided to follow
tirow om Uhe ides of medntairdng secrecy e DF druwmlige, the alter-
neblve solatlon sutdined mve* gxvenl serlous considerwtlicn,

=, ® €
(-‘,, s i 2 IV R e g ol *
v

cCs Mussra. Amo.l.d. Glendinning,

LLozarC and Brom

Heff%lfinger
Sout e o
UL W FLVIAL Ul QLY

il wwanameiersrs  6/20/50

Ay | '
fA|, \ Ny + )/
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¥r., feorpe A, willis

Fred N, Saith

I have xy doubts about the desirability of :eeplag the proposed
Interns tional Monstary Fumd operating fund in the Tressury. Horeover,

if held in the Tressury, I cee litilc advantage in holding 1t in the
,,t,nuxmumnm,udcmmm I think it would

e betrer to have 1t a special deposit with the Treasury. Ny reasons
are ocutlined belows

Advantagess

(a) Keeping in Treasury

1) More secrecys

2) Easy to follow iransactionss

3) Treasury has use of money uatil draery end
() Mready precedants for simllar accounts.

(o) In stavilisation Pund

(1), (2), sad (3) same as abave.
(L) stebilisation Pund "participates" in most ilmportant

“tablliration operation % date,
-iesdventages:
() Keoping in Treasury

(1) Dubious wisdom of tryin. o keep transections secret
and posslile punlie eriticiam;

(2) Bintce possibility that experiment will fall or st least
that sterling rate will alip bedly, doubiful thet

Treasury should he too clesely identified with operation;
md

(3) Legal suthority not sbeolutely clear,
(v) In Aabilisstion Pund

(1), {(2) and (3) s as « 43 to (2) could ce
wfm:.uum Fund's existence. As o éS) suchm
1 difficulty than if held in Tressury.

(k) Bo precedents for holding im Stabilisation Fund,

sordthsrs 6/25/5h
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ecrecy in Intemational Monetary Fund Transactions.

It is wwerstood that the U ited States has approved the principle
of maintalning secrecy for s limited period with respect to Imtemstionsd
Honetary Fund drewings and that in order to sccomplish thia, consideration
is veing given to the Intemational Monetary Fund establishing a small cash
operuting fund of perhaps §200 n:llion, This eperating fund would be dee
rived either frou the sale of gold to the United States bty the Intemationsl
vonetary Fund, or the redesption of nom interest=besring notes of the Treasury
now held Ly the Intermationel Honetary Fund.

It bhas bean sugpested that in orver to Lave the maximun smeunt of secrecy
conceming the use of the eperating fund, it should be held in the Tressury Do~
partoent xs a ceposit with the U. 5. Zxchange Stabilisation Fund, Tids nethod
would have the sdded sdventage to the Treasury of saving seme [loancing costs
during the period the fande are held ntil 1t became necessary to use them
‘or stavilisation operntions,

The gquesticon has boen raised s to the legal suthority for holding
this operating fund in the Exchange Stabiliszation Fund, The texts of Seetion
10 of the Jold Heserve Act of 193), as e ended; Section & of the sretton voods
Agrecments Act of July 31, 1945; and Article XIII, Section (o) of the Inter-
nationsl Nonotary Fumd Articles of igreement, all of which have a bearing on
this question, are atiached,

One legel question arlses by reaseon of the specification of suthorised
depuasitories in the iretton Woeds A recments Act and the Articles of Agreement
of the Honetary Pund, Artiels XIII, Section 2(a) of the Fund Articles indicates
the ceatral venk as the depository for all the Fund's holdings of the cwrency of
o member country and in the sbgence of a central bemk some other institution
demlgneted by the nember which is eccepteble to the Monetary Fund. Pursuant
W this provision, slnce we do not have a centrsl bank in the true sense of
the word, the Congress in the Dretton Woodis Agrecnments Act authorized any Fede
eral legerve bank %o act as e depository for the Fund, It will be noted that
the Comgressional sction was merely en suthorisation and not an exclusive
spesification, There is nothing in the legislative history of the Srettan
Woods Agreemants Act to ludicate an intention by Congress that the Fedesul
Leserve banks and no other institution should act as depusitories. T™e langua e
of Sectiocn 2(a) of the srticles of Agreement suggecte that only one imstitution
in each momber country should be aned o3 a deposifery, but apparently this
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Y lengusge was ol cousidered to be mandatory because Congress authorised sJ1
L - of the Federal feserve banks 0 sct oo depositories snd the Tresaury Depart-
" ment notified the Pund in a letter dated Uctover 2L, 1946, that Hiis
Congressionn) suthorisation comstituted the designation mentionsd in the Fund
Articies., In visw of the foregoing, there seems to be uo reason why otler
BE appropriste institutions suwch as the xchange Stabilisatiocn Pund could not be
e designated as depositories for the Fund's holdings of dollars.

It is believed that n reasonsble legal Jjustification for using the
Lachance Stabilisation Fund as a Jdepository for this acraun.,, fand can ve made
mtbegmanuuutmofambnwtmld iacidental to, wnd
reasonably related to, the effectuation of the ;mrpaaea!’nr which the iLxzchange
Stebilization Fund wes created as set forth in Section 10 of the (old Resorve
Act, nesely, stabilising the exchange value of the dollar, It should be noted,
however, umt express suthorisation is difficult to find in Section 1V mainly
because that secticn deals with the uses which can be made of the Exchangs
Stabilivetion Pand itself and pot with the uses to ve =ade of otier funds,
Accgrdingly, wo contlusive legal opinion on thls question cam De glven, but
simoe it is primsrily s matter of aduninistration rather than substantive s
it would appesr tiat the general powers of the Secretary of the Treasury,
in the gperation of the Department and in the operstion of the Exchange Stabilisza-
tion Fund, should be broad encugh to include such action.,

This iz barme out by the fect that on muwtous occosions the Secretary
of the Treapury has received and held special deposits without the existence of
any esxpress gtetut oy sutherisstian for doing se, Among a num.er of specisl sc-
counts whuch have been so held ares an sccount in dallsrs containing funds ep~
propriated by the United States for sssistamce to the Buropssn Psymemts Union
and another scoound in dollars to be drswn upom for expenses of the Uuited
Bation= Zalisf Workis fgency for Pelestine Refugees in the NMiddle rast. The
lntberwcms.lmtcmdn:lmivdyoffmbm ted by the Unibed
States, but imcludes alse contrivutions made to the tlonal organisation by ot.el
countries, It is, therefare, very similar to the type of account which ls con-
templated for the specisl operating fund of the Intermatiousl Monctary Pund,

In sany ceases the reason for establishing these accounts with the
Treasury nas been to save financing costs for the Treasury. Uuntil dresm upon,
macimmmlllbhfwuamﬂl‘—-lw-b-dﬂ'wﬂu¢h
Treasur; , md therefore save the Treasury iunterest costs o money which
wise would have to be raised Ly pablic debt finaneing. It can Le said, there-
m,awamtwafmmntm-nttoholdmhdﬁih
Treasury when possible, This smwe ressoning would apply in the mota.p&i-nl
oparsidlng fund to Le established by the International Henstary Fund snd deposited
with the Luchange Stabilization Puwad, It would appesr that, if the funds are not
Jamuwnfarnmieh‘ﬂctm,am”n‘inhwm
would derive to the Tressury from this operstion,

In conclusio:, it may be stated thet although it is not pouaible to
ivcacomlaainl-ulaplnimtmtm&ypntwunammu
exprossly suthoriszed, it can be said that a ressomabls legel justification for
the proposed sction cam be nade, It is assumed thet this will be tsien into ac-
count in the consideration of the poligy question of whether such wse should be
made of the Stebilisation Fund,

Attachments FOR OFFICIAL USE ONLY
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Secreoy in D Drewings

le The UsS. has agreed with the British on the prineiple of maintaining
uuuyummfua”-wm

2 Drawings would be revealed by the Ireasury Daily Statement, which
publishen redempiiom of IHF netes. A werking balsnes of perhaps $200
nillion would parmit greater secresy. Sesresy could be maintsined by
keeping this woridng balance in the Fedsral Reserve Bank, but a more ,
effective device weuld be to held it im the Exchange 3tabilization Fund.

3. The most practical mesthod of sstablishing the woricdng belance with-
out adding to the inierest-bearing debs of the i.5. Gevermment is to have

than in the Federsl Heserve Bemk of New York. If this is done, the
Ireasury saves intersst beszuse the dollars held by the Stablliszation Fund
are made available $o the Irsasury's Gensral Fuad at need without payment
of interest, amd this can mot be done with an INF deposit in the Fedaral
Keserve Bank.

ae If the INF sells gold to -
me.muum-utmumm. 1f the dol~
lars are held wiih the Stabdlisation
in interest ecost to the extent that
rund without interest.

;
5
:
5

{i
55
i
£l
I

be If the INF ssshes non—interest=bearing motes sad holds ihe dol~
lars in the Federsl Resszve Bank, there is an interest to
Irw.mlmmuuuwamsmnumm hewever, the %

cost cam be redused to the sxtent that these dollare are mads availables to
the General rumd.

he The legality of the Exchange Stabilisatien Fund helding a depesit for
the IMF is being checked by the lagal Division. While the check is not
eomplate, there does not sean te be & legal problem.
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Jummery 31, 19%h

Camplegment Trusd Fund Y n,859,29.05
Suapetnan, Cffise of the Sswretary of the Trewmey 13,139, k.81
Bends snd Seeuritics Lest in Tremeit 1,199.18
Reisburpement, dstimetive Faper, Bidsdd or Lust 2,190.73
gnuw ffiss of the Secrstary of A
Procesds of Vithheld Pareige Chesks by Dk, 920,68
waunmmuwm o SRS
wmmm_w ate

Alfm Froperty Cush Asowemt, Horld ¥er I 1, G, 557 0k
Alien Froparty Pumds, 20% "ithheld, Wordd Wer I 3, 206.99
Precends of Adjusted Compansshion Fepment Chosks 1.665.47
fresends of Camselled Chesks 10,368, 37
sugtwion Depesit Fond Acemmt L2, 372.54
Bagerise Deposit Fund dscommt T2 257.35
Gomen Ueposit Pusd leeount 23k, 649 16

Advanges Wy tho Repubiis of China, fer Paynert of
T A ‘ 126,970, 61

Adwenges by the Rigudlis of (hima, feor Fmymemt of
e e, oo ey 247, 69263

‘,,"‘“’m I“ Pre-393k Benda, the Covemmmmt cf the
Y 2,236,086

"m fer Swropemn ioonomis .Cesparetiom,
vily Agmay 2, 250, 000,00
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# Less than $50,000

===t CALENDAK 1E
TOTAL : .
JAN FEB APRIL  MAY || JAN=MAY | JUNE 10|f 1957 1956 1955 1954
ux - «100.0 -300.0 -100.0}| =700.0 - -  +100.3 - =50.0
Blgim - - -3.3 -72.6||-an.1 -12 3.k 3.k o
Sritse = . .= =5041  <65.1}] =120,1 P = -8.0 = #1558
wals o Sk 2.9  <1h.0fl 0. - || 2.0 N e o
: g.f.s. - “an 5.3 -u.éjh 86,0 F 3.8 - - - <880
Ialy - - - el w63 | - - o . e N
Perigl - 8 - - -30.0|| ~20.0 - - - 5.0 <5k
o DTRAN - = - A I -_1.”1 - - “ " ?
Vatioaa - -L$ | - 10 3.0 b.0 8.8
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U. S. GOLD %

NET GOLD PURCHASES BY THE UNITED STATES, BY COUNTRIES
[In millions of dollars at $35 per finc &Dy ounce. Negative figures indicate net sales by the United States;

1 Quarterly totals
Annual totais !— —— o e ik
Area and country 1 1936 1952
. July- Oct.- Jan.- Apr.- ' Julv-
1549 1950 1951 1952 1953 1954 1955 1956 Sept. Dec. Mar. Tune Sept.
Continental Western Europe: !
Belgium. .. ........... ... 1—-43.0] '-58.0[1—-18.3( 1—5.8 1—-94.8/.......|....... 3.4/....... 1.4 3.4 ...
ETANCE:. ¢ ¢ . v sosciwnni 5 8 3 govuaao s s s s 5 5 —84.8] -20.0[.......0...c... et —67.5 —33.8.......|.......]....... B
Germany (Fed. Rep.of).....0........|[.........]venn. —10.0] —-130.0/—225.6| —10.0|.......|.......l.......[ ..........
Netherlands. o ooooniionininn —~23.5% ~79.8)| -—4.5/—100.0 Y L | P T T I : 20.0I S0
Portugal. . ................. 14.0 —15.0] —-34.9( -5.0 ~59.9| —-S4.9| —S5.0....... | .... .| ... .. -
i T T Y v -22.9| =32.0(....... -20.0| —15.0....... £ [0 | I 15.2
Switzerland . ,.............. —40.0 —38.0)] —15.0 22.5 -65.0 —15.5....... —8.00 —8.0/.... ...

Bank for Intl. Settlements. . —34.1 —65.3] —30.4 ?) —94.3 —20.0|....... | e
Other...... =123 -16.4| =29.7] -17.3 -17.5 2.6 5.0 4.0 3.0....... 7.01 vol.......
Total...o o ~250.2 —380.2|—184.8(—t15.6| —s46.4/—328.3] —77.5] —19.2] —s.0] 18.6 .4:' 6.0. .

Sterling Area: . | |
United Kingdom........... 446.3| —1,020.0! 469.9| 440.0) —480.01 —50.0}....... 100.3 $OO0, 315 b s v s |
Union of South Africa....... 195.7 13.1 S2.8- NS e e
Other’. ... o it 3.2 3.5 3.6 -3 -.5 -.5 =allen o556 8| onieimlonns e B |
Total.................| e4s.2|—1,003.4| s25.6| 4s1.2] —4s0.s| —so.sl 1| j00.3|.. . 1003 ..
Canada.... .. ... ........... 3.4 -100.00 —10.0 7.2 .. . 4.6, .. 14.6] 5.2 . |
Latin America: !
Argenfina....... ....... ] =99 —49.9| -20.0 ~84.8/.......0....... 115.3 55.1 40.1| 10.0| 104 | %0
Colombia.................. 7.0 -10.0 17.5( —22.8 -3.5....... feeenn 28.1 »2-J |f ARRN) (In (
COPW i 55 2 vamms 55 95 £ ag —10.0 282 ~20.0/....... 5 ¥ E & v T L rea PEee ISP ST,
Mexico. ... ... Bress = w0 65 B 0 —-16.1| -118.2| —60.2 87.7 -28.1 803 ... e Fac wiias o i
UTURURY . s s svsinan o s s s 500 —14.4 —64.8 222 14.9 —15.00 -5.0 1.0 29.1 2.0 27 1[5:06. .0 Er ;
Venezuela.................. -5%0.0......... — 9 -3.0....... —-200.0{....... —2000... .......... '
ONET ;2 s 5 v pummera 5 25 @ 5 2 g . =10.5 —7.2'—34.7 —-2.4 -.3 17.2 3.0 -.7 - 2I —-.2| -3.6| 2.8
Total ... ....... .| —143.9] —172.0/-126.0{ s7.5| —131.8] 62.5] 140l —28.3] 8s.0-133.0 __”éf.si 120 150
AN 4-55.4] $-38.9/3-53.7| -6.7 -5.7 -9.9 -4.9 ~.2[....... } -2l -4 -5 a0
. p
Eastern Europe............... —-6.2 13.7..... [ PRSP, P PR IJ,I' .................... ' o B
Al other. .. ... ... ... ...... 4| 6—44.2(¢-76.0....... 2) — 4. 7200.0 "75.0l 725.0 7300. OI 300, (): o
Grand total............ 193.3]-1,728.2 75.2] 393.6|—1,164.3/—326.6] —68.5| 280.2| 155.0 25.2| 341, 5, 3!R.4, I8 9
|
! Includes sales of gold to Con(o follows (ln m.lnlonl) 1949, 5 Includes sales of gold to Indonesia as follows: 1950, $29.9 million:
S’O 1950, $3.0; 1951, $8.0; 19 2 $2.0; and 1953, $9.9 and 1951, $45.0 million.
* Less than 550 ¢ Includes sales of gold to Egypt as follows: 1950, $44.8 million; and
) Includes sale of $114.3 million of gold to l!‘:x 1951, $76.0 million.
4 Includes sale of $43.1 million of goid to - 7 pralems purchase of gold from Internauonal Monectary Fund.

ANALYSIS OF CHANGES IN GOLD STOCK OF THE UNITED STATES
[In millions of doilars)

Gold stock | Net Ear- Gold stock Net Eu-j
(end of year) | 1 o case | gold m-rk;d& Domes- (end of month) | |\ aee | gold Tﬁ,’*gﬂ_ ' Domes-
Year in total | import,| $7CC 2 | tic gold Month * in total | import, gcr“'x, tic gold
. pold or- oF i produc- | . gold or OF iy produc-
Treas- | o011 | sock | export crease tion Treas- | ¢ 1| stock |export| oo tion
. .ury (=) =) .. ury . (=) (~)
1944, ... ... .. 20',619 20,6311 —1,349.8(—845.4| —459.8)| 35.8 [1956—Dec...... 21,949 22,058 —47.7 27 51.2 4.6
1945, . ... ..... 20,065 20,083 —S47.8/—106.3 -1356.7| 32.0
1946, . . oconi i s 20,529 20, 706 623.1| 311.5|° 465.4] S51.2 (1957—Jan. 22,252| 22,377 319.0( —-53.9 295.9 s.0
1947, .......... 22,754 22,868| 22,162.1}1,866.3 210.0( 75.8 Feb...... 22, 22,19 18.6] -29.8 28.0 4.4
1948. ... ... ... 24, 24,399 § .411,680.4) -159.2] 70.9 Mar 22,306| 22, 10.2| -—8.8 16.0! L
1949, ... ... ... 24,427 24,563 .6 686.5) -—495.7| 67.3 Apr...... 22,318 22,424 17.4 20.8 —5.80 4.7
ay..... 620 302.6) 20.0 285.4) S.0
1950. ... ... 22,706( 22,820|—1,743.3|—371.3| —1,352.4] 80.! June..... ,623( 22,732 5.5 10.0 —-6.0 4.9
195, ... 22,695 22,873 . 52.7|—-549.0 617.6/ 66.3 July..... 22,627 22,738 3.8 2.7 —.8 $.8
19520 s o 55 o s 23,187] 23,282 379.8] 684.1] -—304.8( 67.4 Aug...... ,626| 22,733 —.5| 28.6 —-11.4 5.8
1953........... 22,030( 22,091|—1,161.9 2.0/-1,120.8) 6.0 Sept...... 22,638( 22,7 r.l 18.9 -9.0| 5.7
1954. §21,713( 21,793 -297.2 16.1] —325.2| 65.1 coeeel] 22,691 22,838 5.4 42.8 36.9 6.5
1985 . ... ... 24, 21,783 —-40.9 97.3| -—132.4) 65.7 Nov....,.] 22,763 22,837 2.4 26.7 -31.2 St
1956, . .........F 21,949( 22,058 305.9| 106.1 318.5| 65.3 Dec...... #22 781(»22,857 ri9.9 (&3] 42,0l [}
» Preliminary

available.
! See note 2 on followh;&pqr. GolJch(eId under earmark at the Federal Ruerve Banks for foreign

2 Net after payment of million in gold as United States gold sub- and international accounts amounted to §6,022.6 million on Dec. 31, 1957.
scription to the lnu:mnﬁonll Monetary F\md . Gold under sarmark is not mch.nded in the gold stock of the United States.
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Foreign Dollar Holdings, 1945-March 1958
(In millions of dollars)

(1) (2) (3) (5) (6) (8) (9) (10) (12)
Total Foreign Dollar Holdings Short~Term Lollar Holdings fU=S.de't. Bonds & Notes 1/
I P Total | _ _ = fi ‘
End of ' Tater- ] Official  Foreign Countries Inter- }
Petwid Tereign | mabional (incl, - - Inational | Foreign| Inter-
Total Coun-— Inatitu~ Tnter- | Total 'Official frivate=1nstitu- | Total national
(h)+(10}! triss t btions national {(7)+(8) tions ﬂ(ll)f(IQ) Institu-
(6)+(11) ! (9)+(12) Tnstitu- (Offisial): £5ons
tions)
{1)+(9) ;
19U5 0 00 6,563 | 6,883 - L,179 | 6,883 2,70l | - 2/ 2/
19hBessss 6,180 | 6,007 L7l 3,518 | 6,007 2,963 | L7k 2/ 2/
1907 eusss 7,116 L, 85 2,262 L,094 | L,854 3,022 2,262 2/ 2/
| 1548, ... 7,718 5,85 1,86l L,701 | 5,85h 3,017 1 1,86L 2 Hg/
19490 ass 8.226 | 6,409 1,817 ,566 | 5,960 3,052 | 1,658 608 159
1 1950..... 10,197 8,393 1,804 5,148 | 7,117 3,L97 1,528 1,552 276
1951,.... 10,173 | 8,271 1,902 5,189 | 7,661 1,113 1,6hL1 871 261
1952..... 11,719 | 9,884 1,855 6,239 | 8,961 L, 307 1,585 1,173 270
19534:..0 12,739 ]10,825 1,914 7,296 10,019 4,352 1,629 1,091 285
1954000 | 13,019 {11,505 @ 2,12 8,510 |11,1L9 4,379 1,770 1,100 35k
1985, o ouu 15,230 13,028 2. 209 8,834 111,720 I, 767 1,881 1,629 321
19560cc0 | 16,433 11h,590 1,813 9,497  {13,L87 5,hk2 L,L52 1 1,Lo 391
iggga..., 16,576 |1h,836 1,740 9,422 13,616 5,711 1,518% 1,ll2 222
T Jan,... 16,739 |1L,898 1,841 | 9,617 [13,68L 5,685 1,619§ 1,436 222
Feba.., 16,70L |1k, 562 1,822 9,540 {13,763 5,690 1,467 1,554 55
Mar..., { 16,688 |1L,955 1,733 1 9,355 113,765 5,787 1,377.! 1,5u6 356
Note: Detail may ngg_édd to totals becauée of rbunding. -
;§ Estimated, June 2, 1958
2/ Nct available,.
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I 1dabilities Liabilities; Total |(Claims onm
| to Foreign | to Other [I3abiliiles Foreiga | Earmarked
nOfficial" | Foreign [to Foreign | rccountsi 9024

. Accounts | Accounts | Accounts .

Latin America (oontd.)

.p 1h3.8 2&.2

. .Panama, Republic ofe.e L9 1h2 5.
rgruoo..ooo eecvescop o 9.1 53.1 62.2 . 38.3 . »
EL Salvadorseeses.. 10.g 208 - g%.lg h{;-t 2]2}55

X o scese | s o 17. k 7. , . e . - °
3:§g:§g18.......ao-noo T 50605 502.h v1°8¢9 161.0 25705
Other Iﬂtin Amﬂricaooo }éllg_ 99:2 152;9 sl‘hj 12.h

TOTAL LATIN AMERICA, ' 2,167,9

ASIA - : ky
China Mﬂinlandaoooo eo e 559 3063 ) 36 2 2'5 .
Hong Kongoooo- secccce .1 . 67 6 67 8 7.9 =
Indiaogncuoocooo:ooooo 53‘0 26 1 7901 7.5 o
Indonesiac ooooo e o0 .3 701 896h '02 600
Iran. evsececse se0sesce .h7.9 h.3 52.3 2801 7209
Israelo ° sosacoe Oo.; 3h.1 1h03' ha 5 21.3 -
Jap&niona o0 000000000' %3.2 ) 13h.3 697 5 ]'38.8 : -
Korea, Rep. Of T RERT AN -’ 112;8. . ’ 8.5 ol 12103 : 5!0 »
PhilippineSeececsecees | 88.2 99.7 | 1879 |  53.2 5.8 2/
Taiwan. ooooo toesevonae 6308 o 8-1 9109 5.7 oy
Th&iland......-.....qo . 1
Other ABi8..cceensccse | ,.111

TOTAL ASIA..Q.0.0".

- Other Countries-
Auntralia..........-.o

Belgian Ooncb.........

vTeoeRe .ll...'.

Egypt
Union of South Afrioca,
All OthBr.......---oop

TOTAL OTHER COUNTRIES|{ -
INTERNATIONAL, o o0everes

GRAND TOTALQQQQOO;QO

# Less than $50 thousand, ‘
pv Includ:; gold which is lu;.d ror daubstio banks as colhtaral mdor arrange- i
ments withs. . .. ¥

Spaincoodoooo ‘31‘7 .4111°n Brllilg.........‘20h.6‘Iillion
Turkw....... 81.7 mmh"'.. h.o
Included in Phdlippine mont- 15 $5.6 million of earmarked gold which is
held by the Federal Reserve Bank of San’ Prmuiaco a8 agent for the Federal
Reserve Bank.of Kew York, ";',' -
Part of United Arab Ropublis:(ing lqptandﬂrrh since February 1958,
Data on Syria are included in "Other Asla.® [Liabilities to Syria as of
December 31,.195Y, as nportod by banks 1n the Sooand (N.Y,) Pederal Reserve

mm.u-h-"-m'n»j_ Iaul 5% DIVOTZED OUTEIIE i 1,3, OOVEENT
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'h%’A U.S. i
Short-Term ILiabilities to Foreirners, Short-~Term Claims on Foreleners,
, and Parmarked Gold Balances as of March 31, 1958 (preliminary) L e
[ (In millions of dollars) ' :
[ " Iiabilities|ldabilitics| Total |Glaims on
; ; to Foreign | to Other |[Liabilities Foreign Earmarked
nOfficial" | Foreign to Foreign| accounts| Gold
Accoumts | Accounts Accounts ‘
Europe TN | I
A'ustria.noonoooooononao‘ 3’-‘1‘09 10oh 35503 90“‘ 18.2 N
Belgiﬂm_.. ------- XEEEEX) 11.7 ; 9801 10908 3301 h9905 %
CZOOhOSlO‘V&ki&. eeocscoe . 02 .3 » '3 3 ¢
DONMATK . e e v venneerennn e 103, 3 27.5 130.7 7.9 1.1
Finland.. ........ esscoce 5605 ho? 6103 5'7 15-7 A
Franceseseeesess. il 27.9 273.6 301.L 10k4,1 173.5
Germany, Fed. RBP. Ofo o 1’338.2 170.1 1,50803 12908 8)-‘1!2
GZ‘QGCG..---..... ccccccc L] . 131.3 22.8 lshol 7.1 ll
Italy... ............... @ 93506 13005 1,06601 ' 53.3 225.7 ;
Netmrlandﬂoo oooooo seves 2h802 7h.9 32301 33.6 615'6 ;
| NorwaYueessevseens vesens | w@B8 T Tk 107.3 2.1 [ 172 ;
POlan»d-oo;o.-ouoaontooo- 1.7 ‘ 2.8 h-)-& 605 - '»
Portugal. oooooo soevenvo oo 6509 8902 i 15501 107 %.7 ,"
R\mla-nia....-.-oaooo‘tco- 03 * 08 2% i \‘
Spain-..o. oooooooo oo-o.o. u.? 23.7 2805 38.5 . 31.7y ‘
swedenICOCCICQCCICOOIOCQ 20500 5305 2580h 130'4 75.6 1
SWitzerland..... secsovee 177.9 7}4005 ' ’ 918.5 2703 91‘3.8 |
Turk'} ------------ esovvee 5.5 7.3 1208 7)406 BSIéy
UuSeSeReeenrivensrenaes i 5 : * J
United Kingdom....ecoe.e 577.2 4
Yugosl&m.........-.o.. hl
Ot/h\.:r EU.I‘OPG...--....... d.b =
TOTAL EUROPE....Q.-.'.. ‘
_Qilnada..................u !
Latin America . I
! . Argentinaooao--cohcoa"t‘ 3200 112,3 ]-,J)-loB 25.8 héoa 3
| BoliVideseeecoeoccoces . 53 17,7 23.0 | . 3.1 *
B T wenuane v 20,9 953 116,2 168,1 259.6 1 :
| Chile,..... e EEEAE b 13,0 6l1.0 76.9 39.7 20,4 {
| Colombiaeesiceseecncanes 52,1 83.3 135, 89.0 11,0 i
; CUDB:o 5050 s 4.0 escccccense 105.2 h 13808 . 2hhoo lwos 13!-‘-.2 j 'i
Dominican RepubliCeesese 18,3 29.8 L8.1 11.7 10,8 i
Guatema]-aooo--oao-ooooot i ) h207 2301 6508 809 2300y’ ‘
I‘ie}:iCOo.-co.l-co.-.ca... 19&03 169.8 36h.1 . 219.2 109.2
i Netherlands Vest Indies .
{ Re Surinam............n 2109 ’4‘;:'-02 . 66'1 i ' 208 . ls'b
- e ;
| TS T OR TN S W) R K DLV O0ISEE TR U.5. SOVERGINT
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United States gold stock, monetary gold reserve
req ioenents, auna forelf: dollar holdings

1934~1958
(millions of dollars)
United United States Total Foreign
States nonetary foreign offiecial
gold gold reserve doller _, shori-term
End of period stock requirement holdingsd/ dollar 1/
holdings
1934 8,259 3,115 670 2/
1935 10,125 3,984 1,301 2/
1936 11,422 biyd53 1,623 2/
1937 12,790 4y 604, 1,893 2/
1938 14,591 5543 2,158 2/
1939 17,800 6,738 3,221 2/
1940 22,042 8,238 3,938 2/
1941 22,761 8,631 3,679 2/
1942 22,739 10,409 4y 205 2,244
1943 21,981 12,287 54 375 3,320
1944 20,631 14,0645 5,597 3,335
1945 20,083 10,919 3/ 6,883 4,179
1946 20,706 10,780 6,480 3,518
1947 22,868 11,341 7,116 4y 094,
1949 24,563 10,795 8,226 4/ 4,566
1950 22,820 11,045 10,197 5,148
1951 22,873 11.758 10,173 5,189 W
1952 23,252 12,092 11,719 6,239
1953 22,001 12,157 12,739 7,296
1954 21,793 11,847 14,019 8,540
1955 21,753 12,009 15,230 8,834
1956 22,058 12,120 16,433 9,497
1957 22,857 12,101 16,576 9y hR2
1958 — _
Jan, 22,860 11,855 1£,739 9,AkT ~
Feb, 22,736 11,774 16,78 9,540
Mar, 22,487 11,735 16,688 | 9,355

1/ Includes holdings of international institutions.

2/ Not available,

3/ Reflects the lowering of reserve requirements against Federal Reserve notes
and deposits to 25 percent from previous requirements of 40 percent against
notes and 35 percent against deposits.

4/ Includes for the first time, estimated holdings of U, S, Government bonds
and notes,

June 2, 1958
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United States gold stock and foreign short-term dollar holdings, end-year,
! 1945-57 and Mar, 31, 1958

(In millions of dollars)

United ' | Foreign short-term dellar holdings 2/
; States ) Required . s . Interna-
End=-period pold | gold 1 Foreign coun®ries ltdenal Stie
| stock | resservesl/| : ik stitutions
{ | 0fficial | Private 3/|Total | (official)
7 { i |
19L5eeiiaieaeitiias | $20,083: 10,909 | §L,179 | $2,70L  |$6,803 | -
B 11 TR .+ | 20,7060 10,780 i 3,0LhL 2,963 6,007 | SLTh
19UTeauseeronanaans | 22,8687 11,3L0 1,832 3,022 L,85h | 2,262
, |
' |
19UBe s envamensnanane | 2hs399] 11,938 2,837 3,017 5,854 1 1,86l
1990 eeeenneennness | 21,5631 10,795 2,903 3,052 5,960 | 1,658
1950s eusevrarnnnnn . 22,820‘ 11,0L5 3,620 | 3,497 7,117 | 1,528
195100 enerennnnn, .. | 22,873; 11,758 3,548 | 4,103 ¢ 7,661 1 1,6l
195200 sasosssnonnns | 23,252 12,092 L,654 | L,307 6,961 1,585
1953ceertenncnnees.s | 22,061 12,187 | 5,667 4,352 |10,019 1,629
| i g
1950eeecessennnaess i 21,7930 11,847 | 6,770 L,379 11,19 | - 1,770
1955 ceeen.... eeeeas | 21,7531 12,009 4,953 I, 767 11,720 1,881
19560 ceiaranneennaa | 22,058 12,120 8,045 5,hu2 | 13,L87 | 1,452
l - ¥
Ly 22,857§ 12,101 7,905 5,71 113,616 1,51¢
1058 | : | g3
Marchesesee... ceeo| 22,187 11,725 7,978 | 5,787 {13,765 | 1,37
i ’ !
! |
z | |
| f |

}/ Required gold reserves are fixed by law at 25 percent of notes and deposit
liahilities of the Federal Reserve System, These figures also include small
amounts of statutory zold reserves against certain other types of currency.

2/ Foreigners also held U.S. Government bonds and nctes amounting to $1,5L6
million on March 31, 1958.

g/ The Treasury Department does not engaze in gold transactions -with foreign
individuals or private institutions, but only enters into such transactions
for monetery purposes with foreign governments, central banks, anc certain
international institutions, '

June 2, 1958
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Treacsury 30ld Ztocliz, Jecember 31, 1234 - ilay 21, 1958

Zac¢ of Treasury llet
Calendar Year 3014 3tock Chaagze
1934 Sy 238 --
1935 10,153 1,384
1533 1,228 1,138
1837 12,750 1,502
1833 14,511 1,751
123° 17,345 3,132
1240 21,595 4,352
14l 22,73¢ 741
1942 22,725 -1
1243 21,930 ~7300
1944 s MY 4> -1,319
1045 2C,065 - 554
1846 20,528 4G
1047 22,754 2,225
1943 24, 264 1,490
1649 24 427 33
1850 22,7065 ~-1,721
1851 2,395 -11
1952 23,18 40z
1953 2,C3C -1,157
1954 21,713 -3i7
1855 21,980 =23
1858 21,949 259
1957 22,781 232
UET CHIANGE (1934 - 1927) 14,542
Fnd of bonth 1253
January 22,753 2
February 22,6358 -97
Meren 22,394 -252
4pril 21,99 -393
Hay 31 21,5/-3 -403

m'
Q
=)
L]

.J
G2
®
l—d
0
]
!

B

[ET CHANGE (1934 - May 31, 1953)  13,35%

229739
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-Box 5

6/29/55
Mr. Elting Srnold
Fred 85, Smith

0o
to discuss with you, Bittemmmm, and Willis a new gold pool scheme which
I havo discussed with him, His proposal is designsd to elimimmte un-
necesgary dollar transectionsg in commection with small poyments tha
members heve to make periodically to ths 1Ji.Fs Frequenily the amount
of these payments is such that whole bars can not be transferred and this
necessitates ather complicated dollar credits and dsvlis,
. coptaining about 5,000 ounces
lils original proposel was\for the estatlishsent of a joint I JiF.e
Stabilization Fund gold account\in which the two institutions wo.ld not
oun any partiouiar « As membershad to make gold payments to the
IJiFy they would pay dollars in the exmct smount to tle Stabilizetion
Fund and this sews amount would be oredited to the IM.F. in the joint

<
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Footnote to Treasury Daily Statcment or February 26,
1947 describing the payment of the subscription to

the Internatio..al Monetary Fund

"¢ Pursuant to Gold ieserve Act of 193L, as aended by the “retton
Woods Agreements Act, approved July 31, 1945, there was paid on Feu, 26,
1947, $1,795,725,000 to the International Monetary Fund ‘ram the =
change Statiligation Furd, thereLy bringing the amo nt of such paye
ments to date up to §1,500,000,000, The payment was made as follows:
in ;old amounting to $687,500,000,11, in currengy amounting to
02755221,79949, and in non=ncgotiatle, non-interest-iearing demand
notes of the United States .amomt.jng to $532,000,000, in place of & like
amount of currency. There wes also paid st the ssme time to the Interna-
tional Monctary Fuand from the general fund of tie Treas.iry the amount
of $950,000,000, in place of wiich the Intermational Monetery Fund
acce el a like lace mount ol non-negotisble, none-interestebearing
demarnd .otes of the United States, T is campletes the payment of the
United “tates quota of $2,750,000,000 in the Internationul Monetary
Fund, (The payments previcusly made in tie amount of $275,000 uu
Dec, 27, (945, and $5,000,000 on How, 21, 196, were made in dollars
cuat of thewriding funds of the Zxchange Stabilisation Fund,)

225737
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TRANSACTIONS WITH REGARD 0 PAYMENT OF U, S, SUBSCRIPTION

o N AL ARY FUND

(In month of February, 1947

EXCHANGE STABILIZATIN FWND

Paid dollars to Monetary Fund out of checking account of
Stebilization Fund maintained with U, 5, Treasurer
(mer 1%5) QC.'l.'.l.'..l'.’"’.tl'.td.0..'0!...'.'.00.00

Paid dollars to Monetary Fund ocut of checking account of

Stabilization Fund maintained with Federal Reserve Bank of
New York, (Nom 19h6) GBS0 EPVLAENCEOOOROCOUPOOQREROOOOLY
md gdld OVO!' u U. S. mmw o.ooo.d.oo-o;n-ocooooo_ooi

Was repaid dollars by U,5, Treaswry for credit to Stabili.
zation Fundts checking aeccownt with U,S, Treasurer ...ceoce.

S. TREASURY

Recsived gOld from Stabilization Fund .ceeccecscecssocescen
Turned gold over to the Monetaly PUNA secvscvoccoscrosssane

Paid back dollars to Stabilization Fund (see countsr part
of this trmmmn’ bel“) QersbavEnovirecnvndosstesosneeN

Twned gold over to Federal Reserve Bank of New York
(g0ld certificate fund) in exchange for dollars seeeceesces

Paid dollars to Monetary FUBd scececavesenivencsvecscncsnnoce
demand

Geve Monetery/ Fund notes (special public debt

Obligatiﬂn!) GPROESPEPBPOVPOATsOOROCIPE0EIOOOREBOEROIOROIOOOR

Received dollars from Sbabilization Fund for credit to
it's checking account with U.S, Treasurer (see counter
pm of this trmtionﬂ, M) WoosEsoENsOIOOEOOIIERROEDE

INTERNATICNAL MONETARY FUND

Received dollars from Stabilization Mund (during 1945 and

19h6) 090004000 dR0srPesTOLTIROIVOOBARCEROOOONINOEESIIROOOOOIE

Receivad gOld fm U..S. Tmﬁm @00 s0cORPVPOENIOGIEORSIROGCOEROGQOEOPOTBDION
Received dollars from v.S, TrOABUEY seconssiccssencnsctavnes
Received demard notes from U.5, TreaBWIY ceevccccccccsvecsn

s axcept as indicated)

$275,000,00
5,000,000 ,00
1,800, 000,000 .00
5,275,000,00
1,800,000,000,00
687,500,000,11
54275,000,00

275,000,000,00
275,224,999 .89

1,762,000,000,00

54275,000,00

55275 4000.,00
687,500,000,11
275,22L;,999.89

1,782,000,000.00

Q23738
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TRANSACTIONS WITH REGARD TO PAYMENT OF U. S, SUBSECRIPTION

TO INTERNATIONAL MONETARY FUND
co

EFFECT G EXCHANGE STABILIZATICN FUND

Paid out:

m:llm..,..l'....ltl $5’275'°00'm
GOldq-c-:uooooo.oooo 1,800,0(»)000.& m-,go552753000000

Recelved:
Don.r’...c.co‘....o.c-oi.l....-'0-...-1.0.0..0 . 5’275,00°.w

Payment on U, S, subscription to Monetary Fund.... 1,800,000,000.00

Paid out:

Dollars:
To Stabilization Fund
(represented by credit
to its checking account
with U, 8, W)ooo ‘5,275.”00&
To Monetary Fund....eces 275,22L,999.89

g ' ™
mldoooocoo’ouonocot!......! 962.500.0&.11
mld mt.'ootoooo.uno-.oo 127821000!000.00
3,025 ,000,000,00

Received

Dollars:
From FRB in exchange
for SOM--.u..."-do.n 275,000,000.w
Gold from Stabiliza-
tion Fund.qbu..obootoo'o 1,%,0&.@.&

2,075,000,000,00

Payment on U, S, subseription to Monetary Fund..,. 000 «00

EFFECT ON MONETARY FUND

Received)

Douar“..‘.......l....l0.‘;....‘........0.....' 2&.h”’999.89
Gold.ncoocooono-o-o-ooooioot-ocn'-oooqocctqoot_o 687,500,000.11
Demand NQ“'QOOQOUO.QDIOOQOCtbld'i.o'.l....l.l. 3178210001200'00

'Ibm U. 8‘ "ubscﬂ.ptjm (“ lbwe)..-.......ooow. 2,75030m’00°0w

229739
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TRAN SACTIONS WITH REGARD TO PAYMENT OF U, S, SUBSCRIPTION
MONETARY

{continued)

ANALYSIS OF TRANSACTIQNS WITH RESPECT 7O GOLD
ACCOUNT OF EXCHANCE STABILIZATION FUND

The gold account of the Stabilization Fund was cleared
out by the following charges:

Dollars representing repayment to Stabilization Fund
with corresponding credit to its checking account
Ui‘bh U. S. mlmrotaohoqoto.'otocooutoo.-oc--colo 5,275,“)0.”

Gold tranaferred by U, S, Tressury to Monetary
F‘md...l.....'......‘....‘.".'...Clll..l.l...t’lb... 687’5&’0&'11

Dollars transferred by U, S, Treasury to Monetary
Ml.....'.l..l'....6.'0.0.0..Q...Q.‘.l..'.‘.l.l... 275’22h,999089

Balance of account representing part of gold taken
Up in ngeral m Of Uh So Tremoolooooooo.ooo.o 832,000,000.00

Mﬂ- Mge’.‘....l...‘.....i.t!‘.......'.... 1’m’OM’Om.m

LFFECT ON CENERAL FUND OF U, S. TREASURY

The part of the $1,800,000,000 of gold taken up in
Generel Fund of U, S, Treasury consists of:

Dollars credited to Stabiligation Fund's checking
account with U, S, Treasurer in exchange for
gomloocoo-lllOlo-o-.loocol‘o-‘onolo-coloo'noolo't. 5’275,0()0.%

Portion of dollar payment to Monetary Fund which
was not taken care of by exchanging geld (with
New York m) for dollll‘l..............n.....u-. 22)‘-’999.89

Balance of gold account 88 8bOVB..cesessvesoscoosn 832,000,000,00

Gold taken up in General Fumd of U, S,
Tre“m."’...llﬂﬁOh.Ql.Q.O...OC'COOOQQOOOC 837’)499’999!89

PROCF ¢

Cold turned over by Stabilization und to U, S.
T‘I‘easm.lilo.v.intolottooIo..l.D!Coo...-..-o-...... l’mgom,m.oo

Less - Gold exchanged with FRB for
dolladB sevecsssoccnnissnsays 275,@,000.%
CGold turned over to Monetary

Fund» ePeROGIeeePOtIINsOROTdaoN e 687,5001,000.11 962,500,%0.11
Gold acquired by General Fund of U, S, Treaswry, as
above BP0 P000B000008000R0sRs00CORERROOCORORREOIRROO 837,1‘991999089
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ON DAILY TREASURY STATEMENT OF 2/2 L?

PG 1
Sold
Anseds
G0dfeesssssvecesnsrncnssescsnsacesseas = § 687,500,000,11
Liabilities:
Gold CertificatePund - Board of Governora,
Detbange SUALML IR o —eomeesoee ot 1s000 000, 00000
Gold in gemeral fuBd svrsesececccccnsecves  837,0199,999,89
‘ General Pund |
€ Asseta:
GOld veevavsssoassssscccassssancrsnsossans o 837,499,999.89
Liabilities:
BAlBNOB 4vvesrcsnssscrnacassosscensaneenss TB375199,999.89
PAGE 2
Expenditures
I General:
Bretton Woods Agreement Act:
International Monetary Fund eeccecesescoee 7 950,000,000,00
PAGE D
Expenditures
Bpocial Deposits (Bet) sevcerescscessrcnesene 7 55275,000,00
PAGE &
Receipts

Non-iarketable obligations,

Special Wotes of the United States
International Nonetary Fund Series.......¥1,782,000,000,00
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Where Federal Reserve Bank gold came from.‘ <.

Under the Federal Reserve Act there are six primary ways
in which the Federal reserve banks have acquired the gold they now have:

(a) Section 15 of the Federal Reserve Act allows the Secretary
of the Treasury to deposit moneys held in the general funds of the
Trecasury, with the exception of funds held for the redemption of National
bank notes. Under this authority the Government has placed large amounts
of gold in the Federal reserve banks.

(b) The recent Bxccutive Orders requiring all other persons and
firms to surrender gold and gold certificates directed that this gdld and
these certificates be delivered to the Federal reserve banks. A very sub-
stantial awount of gold and gold certificates has been acquired in this
nanner.

(c¢) Section 14 of the Federal Reserve Act gives the Federal rescrve
banks broad powers to acquire and otherwise dcal in gold coin and bullion
at home and abroad. The Federal reserve banks at the prcsent time own no
gold abroad.

(d) Gold and gold certificates were acquired by the payment of sub;‘
scription to thc capital stock of the cheral‘reserve baqks.' Subscriptions
by both National banks and State banks had to be paid in gold or gold
certificates and this accordingly furnished the Federal reserve banks with
a certain amoynt of gold. (Fcderal Reserve Act, Scctions 2-9). Banks
hereafter becoming members of the Federal Rescrve System can continue to
aseuire gold certificates to pay their subscription.

(e) Beforc the enactment of the Federal Reserve Act, National banks
had to maintain a certain pcrcentage of funds as reserves against their

dcposits. The rescrve requirced did not have to consist entirely of gold,
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but gold was very largely held as a reserve. The United States, shortly
after the Federal Reserve Act went into effect, found itself attracting
a large amount of gold from abroad as a result of the Furopean war, and
the Federal reserve authorities felt that not gnough of this gold was
finding its way into the Federal reserve banks, Under the Federal
Reserve Act as originally passed, a large portion of the reserves of
member banks was permitted to be kept 1n thelr vaults and accordingly
the supply of monetary gold was scattered throughout the country. " For
this reason the Act of June 21, 1917, amended the Federal Reserve Act to
require all member bank reserves to consist of credits on the books of
the Federal Reserve Bank,

(f) Under the original Federal Reserve‘Act, Federal reserve notes
could not be issued dollar for dollar against deposits of gold. The
amendment of June 21, 1917 permitted this, In consequence large amounts
of gold certificates and gold currency were retired from circulation to
be used as the basis for the issuance of Federal reserve notes, (Federal
Reserve Act; Sections 16~19).

Present value of gold held by Federal Reserve Banks, — All

of the gold now owned by the Federal reserve banks is carried on their
books at $20.67. This is the value fixed by law and is what the Federal
reserve banks paid for it, After March 6, 1933, banks could pay out gold
for eprrt only under license, and, after April 20, ﬁobody could export

gold except with a license, As a result the dollar declined in the foreign
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exchange market, and, because of this decline, anybody purchasing gold
outside of the United States had to use more dollars to get the cur-
rency with which to purchase the gold.

This docs not mean that gold in the United States increcased
in value in terms of dollars. Such gold is not worth the world price
beeause it does not have the privilege of being exported. This applies
to gold owned by Federal rescrve banks as well as by other persons. A
substantial amount of the gold now owned by Federal reserve banks was
acquired after the cxport embargo. The Federal reserve banks paid $20.67
for this gold becausc the gold did not have the privilege of export.

From April to the cnd of August, the Fedcral rescrve banks
sold millions of dollars of gold for use in industry, thc profcssions,
and arts. They sold this gold for $20.67 and did not complain that they
were not rcceiving just compensation. The Federal reserve banks are
still selling gold at £20.67 to persons licensed to acquire gold under

the August 28 Executive Order.

Effcct of Devaluation on Value of Gold.-— If the value of

gold in the United States increases because of devaluation, it will not

be the result of action by thc Federal rcserve banks but of the action

of the Government in regulating the value of the money of the United States.
Aftcr the gold.of the Federal rescrve banks is taken over by the Govern-—

inent, it will continue to bc worth only $20.67 so long as the Government
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does not devalue. If the President should lift the embargo on gold,
gold could be purchased abroad with Federal rescrve notes or any other
currency at $20.67. The money the Fedcral rcserve banks reccive for
their gold will always be worth as meny dollars as the gold they own is

now worth to them.

Payment for the Gold.

Because the Federal reserve banks are by Act of Government
banks of issuc they will be paid in money (gold certificates) which will
always be seccurcd 100 per cent with gold. -- The Federal Reserve Act now
provides that the rescrve for Federal reserve notes and for Federal reserve
deposits may be in gold certificates; approximately $900,000,000 of these
rescrves is now in gold certificates. The Federal Reserve Act now provides
that the collateral deposited with the Federal reserve agents may be
cligible papcer, gold, or gold certificates and that the Federal reserve
banks may at any time exchange gold certificates for the gold with the Fed-
cral rescrve agents. The proposed bill continucs this provision that
gold certificates ﬁay be held as a rescerve for Federal rescrve notes and
deposits and may be deposited as collateral. The proposed bill eliminates
the provision that gold may be held as a reserve for Federal reserve notes
and deposits and may be déposited as collateral. The proposed bill
climinates the provicion that gold may be held as a part of the reserve

or deposited as collateral with Federal reserve notes, but provides that

the Secretary of the Treasury shall rcdeem gold certificates ovmed by the
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Federal rcscrve banks to the extent nccessary to enable Federal reserve

banks to maintain their Federal reserve notes along with other kinds of

currency of the United States at a pariﬁgfwith one another. In other
words, the Federal rcserve banks shall have a right to obtain as many
dollars worth of gold as they now have to the extent needed for the
purposes for which they now havec gold.

Gold certificates will be rodecmodxgor the Federal rescrve banks
in all cascs where there 1s any lcgitimate reason.for rcdemption. The
bill expressly provides for rcdemption for such purposes and for the
holding of gold for the settlcment cf intcrnational balances, for industry
and the arts and if nccessary to maintain parity of purchasing power of
all forms of currency including, of course, Federal rescrve notes and
Fedcral rcscrve bank notes.

The gold certificates which the Federal reserve banks now
hold and will receive for their gold are, likc other kinds of currency
-of the United States, legal tender. True, because of the Exccutive
Orders issued under the Act of March 9, 1933, for thc purpose of pro-
teceting the reserves of the Federal reserve banks, they may not now

circulatc except among the Federal reserve banks, the Federal rcserve

agents and the Treasury. Should these orders be lifted, gold certifi-

cates may agein circulate like all other kinds of currency. Federal

reserve banks may be expected, however, ta hold these certificates

for use as a reserve or collatcral for Federal rescrve notes.
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Ovmership of Gold of Federal Reserve Banks.

The Federzl reserve banks are corporations; and the corporations,
not the stockholders, have title to the gold. Indced the member banks as
stockholders of the Federal reserve benks have a morc limited interest
than do stockholders in most corporations. The Federal Reserve Act provides
that, after payment of a 6% dividend and the cstablishment of a spccified
surplus, the profits should go to the United Statcs (as an excise tax) and
that likewise on dissolution, all surplus after paying stockholders and
creditors should go to the national.government. Congress did away with the
cxcise tax last year, but the dissolution provision remains. Nor do the
member banks have a property interest in the gold by rcason of their deposits.
The Federal Reserve Act has, sincc its cnactmemt, provided that the 35%
rcserve for deposits may be in gold, gold certificates, or lawful money.

The Federal Reserve Act provides that Federal Reserve Notes
"shall be obligations of the United States". This. is the locus of the
ultimate responsibility for maintaining Federal Reserve Notes at a parity

with other kinds of currency of the United States; and it is appropriate

that the gold should be held by the Treasury.
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SUBJRCT: Saggling of Geld
Plase Acquired: Spainm, Pilhae
Date of Info; 15 April 1948
Report No. 80 O 9EW

SOURQE: TFalrly relishble scwrse iz Bilhes fyom a wll-plased informsnt,

Martia PAGONABANRAGA and Vister ESTRMN, first and secend machinista
of the Ibarra y Cia. ship "Cabo Espariel" were ongaged as of mid-
April 1948 in ssuggling geld between Mmerice and the Iderian
Peninsula. The "Vabe Agpartel” visits New Terk, Fiiladeliphisa,
Lisbon and Bilbas. The mmgrled geld is delivered in the port of
Ligben.

6~2-48 ac %e1 Gunber, Avmeld, Waaris 3, Vood-Nafer, Williy, Sﬁut:,
Rigy, Metermann, Segred Barviee, Mint smd 7. dmith,
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FROM: Paris
TO: Seceretary of State

NO: 5245, December 6, 2 p.u.

Zmbasgsy has obtained additlionzl comments of French gold
hoard guestion from Leon Schick (gold specialist connected
with well-known firm), supplementing his 1044 astimates

ziven in enclosure 2 to Embassy report 530, November 28.

In view of Schick's long experience as practical arbitraglst,

- hia estimates and opinions may have background value for

ERY mold studies. Over period of years Reagan has found
him ecarful and rellable in views on economiec questions).

One. Gold hoards at tiwme of liberation,

Schick still considers hip estimate of about 7.6 billlon
gold franes (2200 fine tons) in France and about 2 billion
avroad belonging to Frenchmen at that time tc have been
sube tantlally correct. However, he has revised breakdown

of latter figure (page 9 of article) to read:

In London 400 million gold francs in 1944 of which at least
200 m1l1llion still held there undeclared;

In Switzerland 1500 million gold francs, most of which hae
since been smuggled directly or indirectly into Francej

In Argentina poesibly 50 million geld franecs -, ,

Two. @Gold hoards in France at present:

Schick believes as much

RESTRICTED

INFORMATION COPY
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Schick believes as much as 500 tons of gold may have

been smuggled into France asince liberation bringing total
within Prance to about 2800 fine tons (@bout dollars 3.1
billion). These 600 tons composed approximately as follows:

(A) Gold already held abroad by Frenchmen, 300 tons. This
has been imported indirectly by arbltrage operations

(via Swisec and French francs) and usually not imported

by origlnal holder. Such imports are largely from Switzer-
land because of 1ong period during which gold operations

in that country were anonymous. In England, howevelr, gold
depopits are only utilizable if unblocked through Office
des Changes and therefore large proportion still held in
London by original holders.

(B) @Gold imports financed by liguidation of undeclared
foreign securities and liquid assets abroad other than gold
150 tons, . : ]

{C) Gold imports financed by tourist black-market trade end
proceeds of under-invoicing of French exports. Schick
belleves that from liberation until mid-1946 most small
French exporting firms under-invoiced by about 10 percent.
Since then rising French prices have ao altered competltive
position that possibility of under-invoicing reduced teo 5
percent or less. (French policy of permitting 10 percent

oi proceeds of certaln exports to be uséed Tfor egulpment
imports has also reduced under-invoicing).

Note that increase in gold hoards within France aince
Liberation le considered by Schick to be offset largely

by decrease in undeclared French gold and other assets

abroad (A and B above). This source has now largely .

dried up. Gcld smuggling at present very small, probably not
more than ton a month.

Three. Destination »f Swiss gold.

Schick guesses that, of gold feleaéed tie public by Swise
National Bank or dishoarded in Switzerland in 1945

and 1946, about 40-50 percent went to Franee, 20-25 percent
to Italy, and remainder to Near East and other countries.

Since then about 55

RESTRICTED

229704




. [

R L i 3
; ¥,

REPRODUCED AT THE NATIONAL ARCHIVES D¢ C LA o5 [FIE D R\\
A““°“”~A£AHLSZZ_fo§f G /
Y a0 o Entry 69475657 é?ﬁ‘ 75E

\\ F”e GDLO 5(:&‘(_,9,1,@‘5
Box

RESTRICTED
-3- {5245, Dacember 6, 2 p.m., from Paris

Since then about 55 percent goes to France, 10 percent
to Ttaly, 25 percent to Near East, etc., and about 10
nerccnt is hoarded in Switzerland.

Swise coins constitute overwhelming proportion of gold

smuggled into France in reccnt months but flow has

appreciably diminished following suspension Swiss gold

sales. lNMoat French napoleons outstanding had already

veen absorkbad into France, where they are quoted at

3525 francs as compared to quotation of only 3175 for
worresponding Swiss - "vrenell” coin., Napoleons preferred
vecause of (A) habit, (B} fact that possession of Swiss

yoinu, being of recognizable recent coinage, is more

isky.

Four. Prospects of French dishoarding. ,
Sehick believes that, despite "metal-mindedness" of .
French pavers, greater part of French private gold hoards g
would be released if budget were balanced and reasonably
convineing monetary stabllization accomplished. He even
feels Finance Ministry should study means of stabilizing
inflationary effect of such eventual dishoarding,

poaslibly by foreclng use of gold for equipment imports.

Sent Department 5245; repeated Bern T8.
CAFFERY
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FCR TREASURY AND OPHER INTERESTED AGENCIES
In connection public snnouncement that further pounds
30 million in gold sold since September 15, British
treasury states information on gold shipments will not S —
be published but monthly statement gross gold sales
will be made.
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Tund appesre te reise Wwe predlems in cemmestien with the Gold
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_ Baetary
dollars, although the Uaited Smdes weuld et purehase gald frem
that esuntry umder ¥hs Gold Declayatien, Secendily, if suy ecmwry
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held by other countries. ,
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Epril 6, 1329.
Dear Chairman Eccles:

I telephoned you yesterday to acdvise you about furt:er
developments concerning Czechoslovak deposits helé in New Y~rk.
You mentioned that, while I have <ept you posted from tize to
time about this situvation, you woulc like %o have ume write you e
brief summary sn th:t it might be availalble zs & mctterof record
for the board.

The German army entersd Czechoslovaxie on l.ednesday,
larch 18. The next afternoon, karch 16, Secretary korgcathau
telezhoned to me to szy that,after consultation tetween the
Treasury and the State lUepartruect, it hiad besn cdecided to ask me
to telephone the principsl banks in New York to request that un-
til Hondzy, ¥:rch £0, they volunterily refrain from :seving any
important or unusual transsctlons in Czechoslovak bounk @ccounts
originating on or after March 15. Th:e Secretsry mentioned that
ne thought 1t was lmportant to take tals position for 2 few days
until the confused situation in Czechoslovakia might becone clear-
er. I told the Secretary th~t in substance th:zt was the position
which we had taken, for the time being, here in the benk with
respect to the deposit of the Czechoslovak’Efgzgge}’ngk_and theat
I would comply with his reguest sé-far as the sther prinéipal
banks in New York were concerned. Ar~cordingly, I got in touch

vith the senior officers of seven of the banks and most of them

$¢3
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2. Hon. k. S. Eccles, Lpril 6, 1929.

® said thet thet was the po'sition v:ich they would normally tske In
. eny event and tnet they would be glad to coorerste. They vncer-
stood, however, that the request was not a formel one end that
‘ theipr c-nperation was voluntery. One benk, while agreeing to cc;-
operate so far as they could, raised some nuestion &s tc their
leral right tn refuse f:o honor withdrawals even for s temnorery
neriod.
On Tuesday, ¥arch 21, having heard nothirg further from
the Secretary of the Trégsury, I telephoned to him to sey thnt I
assumed that the barks were now free to handle Czechoslovak ab-
counts in whatever way they deemed utest. After consulting with
the State Department he telephoned me stout lunch time on Tues-
day, Merch 21, seyihg that he "did not want to suggest to the
. banks what they should do from now on, that it was up to them and
to their lawyers.®
On Thursday, lkarch 20, Undersecretary Hanes telephoned
to me to zsk that we try to obtein "voluntarily"™ from the banks
in Hew York the amount of deposits which they held for the Czeche-
slovak Netional Bank. He explzined thzt the information was to
te made available to the State Department which wss considering
glving it to the Czechoslovak Minister in Washincton. I told Hr.
Hanes that I would get in touch with him atout this on Saturdey,
hpril 1. Accorvdingly, I: called him on the telephone thet zorning,
sayix;g that, in our opinion, if the Treasury wants this informa-
tion they should dgmand ivt of the banks es a matter of law rsth<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>