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June 26, 1957 

Mr. Marget Gold 

J. Herbert Purth 

!• The role of gold in our economy today• 

(i) The main function of gold in our economy today is to 

act as a residual means of payment in settlement of international 

balances. 

The role of gold in the settlement of international bal

ances has been recognized in: 

The Gold Reserve Act of 1934 (Section 3)> which authorises 
the Secretary of the Treasury to issue regulations, with the approval 
of the President, that "prescribe the conditions under which gold may 
be acquired and held, transported, melted or traded, imported or ex
ported, or earmarked • . . by the Federal Reserve banks for the pur
pose of settling international balances*s 

The Gold Regulations issued by the U. S„ Treasury Depart
ment (paragraph 54*28), under which "the Federal Reserve banks may 
from time to time acquire from the United States . . . such amounts 
of gold bullion as, in the judgment of the Secretary of the Treasury, 
are necessary to settle international balances"s and in 

Article IV, Section 4(b) of the Articles of Agreement of 
the International Monetary Fund, according to which "a member whose 
monetary authorities, for the settlement of international transac
tions, in fact freely buy and sell gold within the limits prescribed 
by the Fund . . . shall be deemed to be fulfilling" its obligation 
to maintain the par value of its currency. 

The "residual" role of gold in the settlement of interna

tional balances follows from the fact that, in practice, most inter

national transactions today are settled in either 0. S. dollars or 

pounds sterling. However, the U.S. Treasury stands "ready to buy 

gold at the official price of #35 per fine troy ounce from all legal 

holders" (Annual Report of the Secretary of the Treasury for 1951, 
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p. 54)j and gold can be freely sold for pounds sterling in the London 

gold market at a price which has deviated only by negligible frac

tions from the equivalent of 135 &n ounce. Gold is thus a cosmjodity 

which can be converted into the prevailing international currencies 

at fixed prices, and is as generally acceptable in international 

transactions as any internationally acceptable currency. 

(ii) The second function of gold in our econoagr today is 

implicit in the statutory requirement (Federal Reserve Act, Section 

16, paragraph 3) that nevery Federal Reserve bank shall maintain re

serves in gold certificates of not less than 25 per centum against 

its deposits and reserves in gold certificates of not less than 25 

per centum against the Federal Reserve notes in actual circulation.11 

This requirement obviously sets an upper limit to the expansion of 

Federal Reserve liabilities, and therefore to the money-creating 

power of the System. Actually, however, the combined reserve ratio 

maintained by the Federal Reserve Banks is at present (as of June 19, 

1957) 46.9 per cent of their liabilities. If the Federal Reserve Banks 

were at this time to expand their liabilities so as to reduce the 

reserve ratio to the legal minimum of 25 per cent, these liabilities 

would be expanded by 80 per cent} needless to say, such an expansion 

would be equivalent to a very serious inflation. The function of 

gold as a brake upon the expansion of Federal Reserve liabilities is 

therefore not a factor of immediate economic iisportance. It may, 

however, regain such importance at a later time. 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



To: Mr. Marget -3~ June 26, 1957 

2. Description of the international gold bullion standard in use 
in the United States sinc^ 1934* 

The international gold bullion standard may be defined as 

a system under which gold, at a fixed price, is freely used in the 

settlement of international balances (see above, l*i.), though not 

in the settlement of domestic transactions. 

The United States thus adheres to the requirements of an 

international gold bullion standard ttby buying and selling gold 

freely at a fixed price, $35 an ounce, in transactions with foreign 

governments and central banks for all legitimate monetary pur* 

poses11 (statement of the Secretary of the Treasury, October 5, 1949)• 

The fixed gold price of $35 psr fine troy ounce was established by 

the Presidential Proclamation of January 31, 1934} it has become the 

basis of the par values of the currencies of all members of the In

ternational Monetary Fund by virtue of Article IV, Section 1(a) of 

the Articles of Agreement of the International Monetary Fund, accord

ing to which Hhe par value of the currency of each member shall be 

expressed in terms of gold as a common denominator or in terms of 

the U. S. dollar of the weight and fineness in effect on July 1, 

1944WJ and it has been given statutory recognition in the United 

States by the Bretton Woods Agreement Act, Section 5, according to 

which "unless Congress by law authorizes such action, neither the 

President nor any person or agency shall on behalf of the United 

States . . . propose or agree to any change in the par value of the 

U. S. dollar." 
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3. Gold inflow and outflow and adequacy of our present gold supply. 

(i) At the end of 1946, the total U. S. gold stock (the 

gold stock of the U. S. Treasury plus gold in the Exchange Stabili

zation Fund) amounted to #20,706 million* In the following years, 

there was an inflow totaling #4,065 million (net after payment in 

1947 of #688 million in gold as the U. S0 gold subscription to the 

International Monetary Fund) so that by the end of August 1949 the 

gold stock reached an all-time peak of |24,771 million. An outflow 

of #2,844 million reduced the gold stock to #21,927 million by the 

end of the first quarter of 1951J &n inflow of #1,606 million raised 

it again to $23,533 million at the end of the second quarter of 1952; 

a renewed outflow of #1,803 million lowered it to #21,730 million by 

the end of the second quarter of 1955 J and a renewed inflow of #996 

million brought it to #22,726 million at the end of May 1957* At 

present, the U.S. gold stock is therefore about #2 billion higher 

than at the end of 1946, and about #2 billion lower than at the end 

of August 1949* 

(ii) The facts with respect to the adequacy of our present 

gold supply may be stated both in arithmetical and in economic terms. 

The U. S„ gold stock is equal to nearly 60 per cent of the 

estimated gold reserves of the entire free world. Even if the offi

cial dollar holdings of foreign countries (about #7.8 billion) are 

deducted from the U. S. gold stock in view of the willingness of the 

U. S. Treasury to redeem such balances in gold on demand, the remain

ing net gold holdings (about #14.9 billion) would represent nearly 
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40 per cent of the entire gold holdings of the free world. The 

ratio between U. S. gold holdings (gross or net) to annual U.S. 

merchandise imports ($12.7 billion in 1956) is such higher than the 

ratio between gold holdings and imports of any other major country 

of the free world. Similarly (as mentioned above, 1# ii.), the ratio 

of gold to Federal Reserve liabilities is much higher than the statu

tory minimum. 

From the point of view of economic analysis, however, these 

arithmetical relationships are not of decisive importance. In the 

days before the First World War, the United Kingdom acted as banker 

for virtually the entire world with a gold reserve that amounted to 

$165 million at the end of 1913. Although such a reserve would be 

considered woefully inadequate today, the United Kingdom did not then 

suffer from any balance of payments difficulties because it maintained 

financial stability and the world had unlimited confidence in the 

value of the pound sterling. More recently, at the end of 1950, not 

only did the Federal Republic of Germany have no gold at all, but its 

foreign exchange holdings of $274 million were exceeded by its foreign 

exchange liabilities of $432 million, so that its net foreign exchange 

reserves actually were a negative number. Nevertheless, the country 

was able to enter into a period of unprecedented expansion of domestic 

and international economic activity while maintaining financial sta

bility, and by the end of April 1957 it had accumulated $1.8 billion 

in gold and $2.8 billion in net foreign exchange assets, to achieve 
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the highest gold and dollar reserve of any country of the free world 

other than the United States. Even a small gold and foreign exchange 

reserve therefore can prove to be adequate if the country isaintains 

financial stability and inspires domestic and international confidence 

in the maintenance of the value of its currency. On the other hand, 

the largest gold reserve can be dissipated within a short time if in

flation leads to an excessive rise in imports, a sharp decline in ex

ports, and the flight of capital. 

If the United States continues to be reasonably successful 

in the struggle against inflationary pressure, and thereby isaintains 

confidence at home and abroad in the value of the dollar, the present 

U. S. gold stock should be fully adequate for its needs. But if the 

United States were unsuccessful in its fight against inflation, even 

a much larger gold stock might well turn out to be inadequate. 
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