
Gold and Dollar Flows in 1958

FOREIGN COUNTRIES and international
institutions increased their gold reserves and
dollar holdings by $4.2 billion in 1958.
Nearly four-fifths of the gain resulted from
balance-of-payments transactions with the
United States, and the remainder from pur-
chases of gold from new production and
other sources.
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The U. S. balance of payments shifted
from a surplus in 1957 to the largest deficit
in any 12-month period since the Korean
War. Exports dropped one-eighth from
1957 to 1958, while imports and capital
outflows fell only slightly.

Growth of the gold and dollar holdings
of industrial countries reflected transactions
with the United States and with nonindus-
trial countries that used dollars acquired

from the United States to cover their pay-
ments deficits with other industrial coun-
tries. Concentration of reserve gains in
countries that hold a large proportion of
their official reserves in the form of gold
led to greatly increased demand for gold.

Net gold purchases by foreign countries
from the United States totaled $2.3 billion
in 1958, exceeding $1 billion in the second
quarter alone. Thereafter they declined,
while foreign dollar holdings grew at an in-
creasing rate.

TRANSACTIONS WITH THE UNITED STATES

The U. S. payments surplus on goods and
services was $1.7 billion in 1958. It was far
below the level of 1957 but a little above the
average for the two years preceding the ex-
ceptional growth in exports that began in
1956.

Merchandise exports declined from a
peak early in 1957 to a low early in 1958,
but changed little during the last three quar-
ters of the year. With the ending of the in-
vestment boom in industrial countries
abroad, demand for industrial materials ex-
ported by the United States dropped sharply.
Foreign demand for U. S. capital goods also
declined. Return to the usual sources of sup-
ply for fuel after the Suez crisis reduced
petroleum exports from this country.

Exports of services declined only slightly
between 1957 and 1958. Imports of mer-
chandise and services, including military ex-
penditures abroad and remittances, were
unchanged, as the table on the following
page shows.
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The outflow of private capital was only
moderately less than in 1957, and the out-
flow of U. S. Government capital remained
at the high level that prevailed in that year.
The inflow of foreign capital to this country
declined. Foreign net acquisitions of long-
term assets in the United States were less
than one-tenth the average for the two pre-
ceding years.

Private capital. The outflow of private
U. S. capital totaled $2.9 billion last year,
about 10 per cent less than the record
amount the year before. Additions to direct
investment in foreign countries and to new
commercial bank credit extended to for-
eigners both declined. Contrariwise, pur-
chases of new foreign security issues by U. S.
investors reached a postwar high.

SELECTED COMPONENTS OF UNITED STATES
BALANCE OF PAYMENTS

[Tn billions of dollars]

Component

Goods and services:
Exports1

Imports2

Balance

Net outflow of U. S. cap-
ital and Government
grants:

Private capital
Government loans3 . . .
Government grants4..

Foreign capital and un-
recorded inflows5

Net transfer of gold and
dollars to foreigners6

1954-55
average

19.0
17.6

1.4

1.4
0.1
1.8

0.6

1.4

1957

26.5
21.4

5.1

3.2
1.0
1.6

1.2

- 0 . 6

1958"

23.1
21.4

1.7

2.9
1.0
1.6

0.4

3.3

p Preliminary.
1 Excludes military transfers under grants,
2 Includes military expenditures abroad, pensions, and net re-

mittances.
3 Includes other short-term claims.
4 Excludes military grants.
5 Includes direct and other long-term portfolio investments (other

than U. S. Government securities), and unrecorded receipts appearing
in balance of payments as "errors and omissions."

6 As shown in table on p. 248.

NOTE.—Data for net transfer of gold and dollars are from Federal
Reserve; other series, from U. S. Department of Commerce. Details
may not add to totals because of rounding.

Direct investment in foreign countries fell
to $1.1 billion, about half the amount for
1957, as outflows to Canada and Latin
America declined. In that year, payments
for oil concessions in Venezuela and for in-
vestments in Canada had been especially
large.

Commercial bank credit extended to for-
eigners continued to rise in 1958 although
the increase was smaller than in either of
the preceding two years. Banks provided
this credit in part through more extensive
participation in Export-Import Bank loans.
Bankers' acceptances declined, reflecting re-
duced commodity trade and possibly some
shift in its financing to other forms of credit
and to financial centers abroad.

Offerings of foreign dollar bonds in U. S.
capital markets were in exceptional volume
in 1958. A major factor in the growth of
issues by foreign governments has been in-
creased investor confidence in the ability of
the borrowing countries to meet the future
dollar obligations represented by the bonds.
Foreign governments outside the Western
Hemisphere floated bonds totaling $250
million, of which more than one-fifth was
issued in conjunction with loans from the
International Bank for Reconstruction and
Development. The Bank issued $400 mil-
lion in bonds to finance increased disburse-
ments on its loans.

New bonds issued in the United States
by Canadian local authorities and corpora-
tions totaled $450 million. Most of the
issues were in the first half of the year, when
interest rate differentials between Canadian
and U. S. capital markets widened.

Altogether, U. S. investors purchased
nearly $1 billion of newly issued foreign
securities in 1958—two-thirds more than
in 1957. Their purchases consisted largely
of fixed-interest obligations, but included
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some new equity issues. Foreigners also in-
vested in the foreign securities offered in the
United States.

Government loans and grants. Net dis-
bursements on U. S. Government loans and
net Government grants as a whole were un-
changed from 1957 levels, although net
disbursements by the Export-Import Bank
increased by 10 per cent to a postwar
record. Most disbursements by the Bank
provided financing in connection with the
export of U. S. commodities or capital
goods.

GOLD MOVEMENTS

Official gold holdings of foreign countries
(excluding the Soviet Bloc and Mainland
China) rose by $3 billion in 1958. Foreign
countries purchased gold to the net amount
of $2.3 billion from the United States and,
according to preliminary estimates, they
added almost $900 million to their holdings
from new production and other sources.
They transferred $150 million to the Inter-
national Monetary Fund to meet quota sub-
scriptions and repurchase obligations.

The countries that purchased gold in 195 8
had large balance-of-payments surpluses
and used a large part of their dollar receipts
to acquire gold for their official holdings.
Almost all the growth in foreign gold re-
serves in 1958 and earlier years was in hold-
ings of seven countries, as the chart shows.
Four of them—the United Kingdom, Bel-
gium, the Netherlands, and Switzerland—
have traditionally held their official reserves
almost entirely in gold and have used net
dollar receipts to purchase gold. The other
three—Italy, Germany, and Austria—have
added both gold and dollars to their official
reserves.

Increased demand for gold for reserve
purposes exceeded by a wide margin the
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supply available from new production and
from sales by countries other than the
United States. As a consequence, foreign
purchases of gold from the United States
rose almost to the record 12-month total for
the period immediately following the out-
break of the Korean War in 1950. As in past
years, the countries buying gold from the
United States in 1958 did so without re-
ducing their aggregate official holdings of
dollars.

Transfers of foreign-held dollar balances
to Federal Reserve Banks in connection
with gold purchases tend to reduce commer-
cial bank reserves. In 1958, however,
Federal Reserve open market purchases of
securities and reductions in reserve require-
ments improved commercial bank reserve
positions and prevented such transfers from
having a restrictive impact on domestic
money markets.
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FOREIGN DOLLAR ASSETS

Foreigners increased their dollar holdings
by $1 billion in 1958. About three-quarters
of the increase was in official holdings, and
reflected substantial reserve gains by Japan
and smaller ones by Canada and other
countries.

Many countries increased their private
short-term dollar holdings. Those of Swit-
zerland declined, however, mainly in the
first half of the year when short-term interest
rates in Europe (after allowing for the cost
of covering the foreign exchange risk) were
at times almost one per cent above those in
the United States. The decline was less than
the growth in 1956-57, when some Euro-
pean currencies had been under pressure and
some Swiss holdings of short-term funds had
been converted into dollars.

TRANSFERS OF GOLD AND DOLLARS

TO FOREIGNERS, 1958 x

[Net transfers from, or to (—), the United States,
in billions of dollars]

Type of transfer

Total

Gold
Dollar holdings. . .

Deposits

U.S.Govt.sec:
Short-term.
Long-term.

Other*

Year

3.3

2.3
1.0

1.1

(3)
(3)

- 0 . 1

Jan.-
Mar.

0.5

0.4
0.2

0.8

-0.8
0.1
0.1

Apr.-
June

1.1

1.1
(2)

0.6

- 0 . 4
- 0 . 1
- 0 . 1

July-
Sept.

0.9

0.5
0.4

- 0 . 4

0.8
(3)
(2)

Oct.-
Dec.

0.9

0.3
0.5

0.1

0.4
(3)
(2)

1 Includes international institutions.
2 Net transfer of less than $50 million to United States.
3 Net transfer of less than $50 million from United States,
4 Represents mainly bankers' acceptances and short-term com-

mercial paper.
NOTE.—Details may not add to totals because of rounding.

Changes in interest rates influenced the
form of dollar assets held by foreigners. As
yields on Treasury bills declined more
rapidly than rates paid on time deposits in
the first half of 1958, foreigners reduced

their holdings of short-term U. S. Govern-
ment securities and increased their deposits
at commercial banks in the United States.
Similarly, in the first quarter there was a shift
into bankers' acceptances and commercial
paper as rates on these instruments went
down more slowly than bill rates. Since the
marked upturn in bill rates last summer, for-
eign investment in Treasury bills has in-
creased and deposits have declined.

Total foreign holdings of U. S. Govern-
ment bonds and notes changed little for the
year as a whole. Fluctuations during the
year reflected for the most part minor ad-
justments in portfolio maturities.

Foreign investors added an estimated
$270 million to their fixed-interest dollar
securities in 1958 through purchase of new
dollar bonds issued by foreign governments
and the International Bank. Many of these
bonds were issued at yields ranging from 1
to 2 per cent above those on U. S. Govern-
ment bonds; they had the additional attrac-
tion of being free of U. S. income tax if held
by foreign investors.

SHIFTS IN GOLD AND DOLLAR HOLDINGS

Foreign industrial countries, chiefly West
European countries, added more than $4
billion to their gold and dollar holdings
during 1958. For many countries, growth
in these holdings was resumed in 1958 after
an interruption in 1957 that resulted pri-
marily from inflationary pressures.

Most nonindustrial countries lost gold
and dollars in 1958 and some also drew
down their sterling balances, in many cases
continuing drains of earlier years. Losses by
nonindustrial countries and gains by indus-
trial countries were accentuated by a change
in the relation between prices of raw mate-
rials and manufactured products. Export
prices of primary-producing countries aver-
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aged about 5 per cent lower than in 1957,
while those of most industrial countries de-
clined little if at all.

European countries. At the end of 1958,
gold and dollar holdings of the United
Kingdom and continental West European
countries were .$21.8 billion, 65 per cent of
the total for all foreign countries. Holdings
of the United Kingdom and most other
major countries increased more than 20 per
cent during the year. French holdings rose
rapidly as the country's balance of payments
improved in the second half of the year.
Germany and Switzerland, the continental
West European countries with the largest
holdings, increased them by relatively small
amounts.

Strengthening of reserve positions was ac-
companied by a movement toward converti-
bility of European currencies. In late De-
cember, 12 West European countries gave
foreigners the right to convert currencies
acquired through current transactions into
any foreign currency, including dollars.
Prior to that time, Switzerland was the only
West European country with a fully con-
vertible currency. The currencies of most
of the other countries had been convertible
for nonresidents at small discounts from
official rates. France's move to convertibil-
ity was accompanied by a 15 per cent de-
valuation and by several internal financial
measures designed to end inflation.

The European Monetary Agreement re-
placed the European Payments Union at the
time West European countries moved to
convertibility. Members of the Union had
settled balances resulting from transactions
with other members partly in gold and dol-
lars and partly by automatic credits. As a
rule, signatories to the Agreement settle
balances in convertible currencies, gold, or
nonautomatic credits, in much the same way

ARIA HOLDINGS
OOID RISIRVIS AND DOLLARS

Billions of dollars

CONTINENTAL
WEST EUROPE

ALL OTHER

UNITED KINGDOM

JAPAN

20

1954 1956

NOTE.—End-of-quarter data.

1958

that countries with fully convertible curren-
cies settle their international balances.

Countries outside Europe. Canadian gold
and dollar holdings rose $230 million, re-
flecting in large part receipts from new
security issues in U. S. capital markets.
Japan added $385 million to its holdings as
imports fell almost one-third and exports
were maintained. Gold and dollar holdings
of most nonindustrial countries declined,
despite drawings on the International Mone-
tary Fund, and by year-end some were be-
low the minimum needed to satisfy statutory
reserve requirements.

INTERNATIONAL MONETARY FUND

The International Monetary Fund contin-
ued in 1958 to aid countries with balance-
of-payments deficits. Early in the year,
France drew $131 million under a stabiliza-
tion program approved by the Fund. Later,
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Fund drawings and standby arrangements in
connection with stabilization programs in
Argentina, Brazil, Peru, and Turkey totaled
$155 million; each country, as part of its
program, moved toward more realistic ex-
change rates. The U. S. Government gave
financial assistance in all these programs,
and some European countries also provided
credits to France and Turkey.

For 1958 as a whole, repurchases of cur-
rencies exceeded drawings on the Interna-
tional Monetary Fund. Most of the repur-
chases represented dollars that had been
drawn by industrial countries in the pre-
ceding year.

At the end of 1958 the Fund held $2.5
billion in gold and U. S. dollars. It also held
the equivalent of $2.3 billion in Canadian
dollars, pounds sterling, Belgian francs,
German marks, and Netherlands guilders—
currencies which have been drawn in the
past. Commitments under standby agree-
ments were $900 million.

In order to insure the Fund adequate
resources to meet potential exchange crises,

the Board of Governors of the Fund voted
in early 1959 to approve a general in-
crease in members' quotas of 50 per cent
(and larger increases in special cases), and
to require that each member pay one-fourth
of its quota increase in gold. Each member
country has to approve the proposed change
in its own quota.

The European moves toward fuller con-
vertibility of currencies as well as the stabi-
lization efforts of France and several nonin-
dustrial countries were generally accompa-
nied or followed by further relaxation of
quantitative restrictions on imports, espe-
cially discriminatory restrictions against im-
ports from the dollar area, and of restric-
tions on international capital transactions.
Actions of this kind benefit the countries
taking them and also enable producers in
the United States to compete on more equal
terms in foreign markets; they also give
private financial institutions in all parts of
the world greater opportunity to expand
their international business.
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