
MAY 4 1949 • 

IMy dear Mr. Chairman: 

This is in further reply to your letters of April 25, 1949, 
stating that your Committee .intends to begin hearings on S. 13 and 
S. 286 on May 5 and requesting the report of the Department on these 
bills prior to the date of the hearing* 

Both bills specifically authorize the acquisition, trading and 
export by members of the public of any gold mined in the United States 
or imported into the United States after their enactment, S. 286 would 
also repeal Sections 3 and 4 of the Gold Reserve Act of 1934* . Since 
these sections contain the authority to regulate transactions in gold 
in the United States, their repeal would permit a free market for all 
gold., I& substance, S. 13 would also result in a free market for all 
gold since it would not be possible to distinguish newly mined or im
ported gold from other.gold. 

The Treasury is strongly opposed to the enactment of these bills. 
They would create serious risks to our national monetary and banking 
structure and would result in a weakening of the present strong and 
stable position of the dollar in its relation to gold. At the same 
time-, the advantages expected by their advocates appear to be based 
on misunderstandings and illusory hopes. 

1. Enactment of either S. 13 or S. 286 would amount to a reversal 
of the decision made by the Congress in the Gold Reserve Act of 1934, 
that gold should be held by the Government as a monetary reserve and 
that it should not be available for private use for other than legitimate 
industrial, professional or artistic purposes. We believe that the United 
States should continue to "follow the principle that the most important 
use of gold is for the domestic and international monetary functions of 
the Government and that gold should not be held by private individuals 
as a store of wealth. 

2* The existence of a free market for gold in the "United States 
with a fluctuating price determined by private demand and supply would 
have exceedingly unfortunate consequences for our domestic economy. In 
fact^ the Secretary of the Treasury is required by statute to maintain 
all forms of United States money at a parity with the gold dollar. Since 
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the gold dollar contains l/35th of an ounce of gold, this means that 
the Treasury should maintain the price of gold at #35 an ounce in legal 
gold markets in the United States# Therefore, the Treasury would hardly 
have any alternative if the proposed bills were enacted other than to 
sell gold to the extent necessary to maintain the market price at $35 an 
ounce. Thus j, the rise in the price of gold which appears to be contem
plated by the proponents of these bills would not take place. 

If the Treasury did not take measures to stabilize the market at $35, 
the shifting of the price of gold could not fail to confuse and disturb 
the public. The campion interpretation of such fluctuations would be that 
something was wrong with the dollar and that the value of the dollar 'and 
all savings stated in dollars were going up and down with each fluctuation. 

Such prices for gold, however, would probably be the result of a 
relatively trifling volume of transactions. No significant determination 
of the value of the whole world supply of gold could be made with the 
United States Treasury> which is the main factor in the gold market, 
left out of the balance. Because of popular misconceptions, prices de
termined by an insignificant volume of transactions would be interpreted 
as applying to all gold, including £he 24,3 billion dollars in gold held 
by the United States Treasury. Thus, the public misinterpretation of the 
quotations in the so-called free market might cause a loss of confidence 
in the dollar and be extremely damaging to our economic welfare. 

If the Treasury let the price of gold in the United States fluctuate, 
it would be defeating the very purposes which have led us to acquire over 
24 billion dollars worth of gold. ?he Treasury has paid out those billions 
of dollars for gold in order to keep stable the relation between gold and 
the dollar. There would be no clear reason why we should have bought this 
gold in the past or should continue in the future to buy gold at $35 an 
ounce if we-were not also to be ready to sell it at the same price for any 
legitimate purpose in order to maintain that stability). 

It would be exceedingly improvident for the United States to sell gold 
at s?35 an ounce to foreign governments if such gold or other gold could be 
resold in the United States at premium prices. On the other hand, the 
Treasury believes it to be of the highest monetary importance to the United 
States that it continue to sell gold to foreign governments and central 
banks at $35 an ounce whenever the balance of international payments turns 
in their favor and they ask for settlement in gold. To refuse to make such 
sales at $35 would be equivalent to a devaluation of the dollar and an 
abandonment of our adherence to a gold standard. Moreover, if the United 
States should not; continue to buy and sell gold freely for international 
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settlements at $35 an ounce, we could not meet our obligations to the 
International Monetary Rind without adopting a system of exchange con«^ 
trols to prevent transactions in foreign currencies in the United 
States at other, than official rates. 

It should not be assumed, however,, that it is at all certain that 
the proposed free market in gold would result in a marked rise in the 
price of gold for any extended period even if the Treasury should not 
stabilize the market at #35* Expectations of substantial increases in 
price are based on widespread exaggeration of the significance of various 
premium quotations abroad and inadequate appreciation of the degree to 
which prices of gold everywhere depend on the readiness of the United 
States to buy at #35 virtually all gold which is offered to the Treasury•* 
There is also inadequate appreciation of the extent to which gold imports 
and trading are restricted in every important country in the world and 
the valid reasons for such restrictions*-

3*v The international monetary relations and obligations of the 
United States would also be prejudiced if gold were authorized to be 
exported and imported freely*. Ofce of the dangers of permitting exporta— 
tions of gold from the United States without restriction is that much of 
the gold would flow to black markets abroad* In Some countries the gold 
markets are illegal; in others,.gold imports or dollar payments for gold 
are prohibited*. These restrictions are designed to conserve urgently 
needed dollars to finance essential imports*. Permitting gold exports to 
these markets would work directly against our efforts to restore Europe 
to financial solvency through the European Recovery Program* 

In this connection, the International. Monetary Fund has expressed 
its concern that international gold transactions at premium prices tend 
to divert gold from central reserves into private hoards*. The Fund has 
asked its members to take effective action to prevent premium price 
transactions in gold with other countries or with the nationals of other 
countries*. The existence of a free market in the United States with a 
fluctuating price for gold*. coupled with the repeal of authority to con
trol the export of gold,,would make it impossible for the United States 
to cooperate with the Fund in achieving this objective*. 

4* Treasury sales of gold to the extent necessary to maintain a 
#35 price in a free market created by the enactment of either of these 
bills would in effect mean that any holder of dollars or dollar obliga
tions would be able to convert them into gold. While this would be 
preferable to an erratic movement in gold prices in the United States,. 
it would force this Government to a course of action which might have 
extremely serious consequenoes* 
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Internal gold convertibility is likely to exert critical pressure 
at the most dangerous and damaging times and to do little good at 
other times » It threatened the foundations of our financial structure 
during the depression and it might have done so again during the last 
war, yet it has proven of no use either to prevent inflationary booms 
or serve other desirable purposes at other times, Y/hen left in a 
centralized reserve,, our gold stock gives impregnable international 
strength to the dollar. If our gold stock, on the other hand, were 
dissipated into immobilized private holdings,, our power to maintain the 
position of the dollar might be critically weakened. 

The problems of financing the last war would have been tremen
dously magnified if private citizens had been free to draw down our 
gold reserves. The prosecution of the war, for example,, would have 
been critically hampered if government and business borrowing had been 
limited because gold hoarders had left no excess reserves in the banking 
system* 

Even our 24 billion dollars of gold holdings would be completely 
inadequate to meet a serious run on gold from the 27 billion dollars 
of United States currency in circulation, over 140 billion dollars of 
bank deposits, and scores of billions of dollars of government se
curities, not to mention other relatively liquid assets* Conversion 
of around five or six per cent of these government and bank obligations 
would be enough to bring the Federal Reserve Banks below their legal 
minimum gold reserve »= 

Even in a letter of this length it is not possible to state all 
the considerations which cause the Treasury to oppose these bills*. 
We believe, howevqr, that the foregoing will give you a general in
dication of the difficulties and problems which the Treasury considers 
would arise from the enactment of either of thenw 

The Bureau of the Budget has advised that there would be no object 
tion to the submission of this report to your Committee since the 
proposed legislation is not in accord with the program of the President. 

Very truly yours, 

(Signed) Vfow McC. Martin, Jr# 

Vfou. McC* Martin, Jr*., 
Acting Secretary-

Honorable Burnet R# Maybank 
Chairman, Committee on Banking and Currency 
United States Senate 
Yfashington, D# C# 
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