
GOLD AND DOLLAR HOLDINGS of foreign
countries and international institutions rose
$5.9 billion in 1959. The United States
paid $ 1.4 billion to the International Mone-
tary Fund as increase in its quota, and other
transfers to the rest of the world amounted
to $3.7 billion. Foreign countries also pur-
chased an estimated $850 million of gold
from new production and other sources.

FOREIGN GOLD RESERVES AND DOLLAR HOLDINGS
Billions of dollars
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SHOI! H I M HOLDINGS
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NOTE.—End-of-ycar data. Includes international institutions.

U. S. transfers, even excluding the pay-
ment to the Fund, exceeded the previous
record high of 1958. They reached a peak
annual rate of more than $4 billion in mid-
1959, but declined thereafter. The U. S.
balance of international payments was in
deficit on current account in 1959, while
in the preceding year the United States
had a current surplus. The net outflow of
U. S. capital, however, was smaller, com-

pared with 1958, and the net inflow of
foreign capital greater.

Gold purchases by foreign countries in
1959 were less than half as large as in 1958,
while their dollar holdings rose almost three
times as much as in that year. The change
was due in part to a difference in regional
gains in holdings; countries that customarily
convert reserve gains into gold had smaller
increases than in 1958. Also, the relaxation
of foreign exchange controls provided an
opportunity for European businesses and in-
dividuals to increase their dollar holdings.
Working balances increased as trade ex-
panded, and high interest rates attracted
private investment into U. S. Government
securities.

UNITED STATES BALANCE OF PAYMENTS

The United States had a payments deficit on
current account (goods and services, mili-
tary expenditures, and remittances and pen-
sions) of $900 million in 1959. It was the
first annual deficit since 1953. In 1956-58,
the United States had surpluses ranging
from $1.5 to $5 billion.

Imports of goods and services increased.
A sharp rise in merchandise imports after
mid-195 8 accompanied the recovery and
renewed expansion of economic activity in
this country. The largest gains were in
manufactured consumer goods (especially
automobiles), raw materials, and steel.
Steel imports were increased both by the
prospect of the strike in this country and by
the strike itself. After mid-195 9 merchan-
dise imports leveled off.
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The average level of exports during
1959, on the other hand, changed little from
1958. After falling from late 1958 through
the spring of 1959, merchandise exports
(exclusive of shipments of military supplies
under grants) rose during the remainder
of the year, as renewed expansion of de-
mand in other industrial countries gained
momentum.

Private capital. The net outflow of private
U. S. capital in 1959 was one-fourth smaller
than in 1958. Direct investment accounted
for more than half of the net outflow. It
was especially heavy in the second quarter,
when U. S. companies purchased stock of

UNITED STATES BALANCE OF PAYMENTS

[In billions of dollars]

Component

Goods and services:

Exports of merchandise *.
Exports of services

Total

Imports of merchandise.
Imports of services 2 . . . .

Total

Balance

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

Private capital
Government loans 3

Government grants 4 . . . .

Foreign long-term capital
and unrecorded receipts 5

Net transfer of gold and
dollars to foreigners

1954-55
average

13.5
5.4

19.0

10.9
6.7

17.6

1.4

1.4
0.1
1.8

0.6

1.3

1958

16.2
7.0

23.2

12.9
8.7

21.6

1.5

2.8
1.0
1.6

0.5

3.4

1959?

16.2
7.1

23.3

15.3
8.9

24.3

- 0 . 9

2.1
60.4

1.6

1.3

63.7

* Preliminary.
1 Excludes military transfers under grants.
2 Includes military expenditures abroad, remittances, and pensions.
3 Includes changes in short-term claims.
4 Excludes military grants.
5 Direct and other long-term investments (other than U. S. Govern-

ment securities), and unrecorded receipts appearing in balance of pay-
ments as "errors and omissions."

6 Excludes payment to the IMF of increase in U. S. quota.
NOTE.—Data from U. S. Department of Commerce.

their foreign subsidiaries from foreign
minority stockholders.

In contrast, other forms of U. S. capital
outpayments declined. U. S. investors
bought smaller amounts of newly issued
foreign and international securities than in
1958. New issues of Canadian local gov-
ernments remained large, but the Interna-
tional Bank for Reconstruction and Devel-
opment, for the first time since 1955, offered
no new issues in the United States. The net
increase in outstanding commercial bank
credit to foreigners was only one-third the
average increase of the preceding three
years. Long-term loans to Latin American
countries accounted for most of the 1959
credit expansion.

Foreign investment in U. S. corporate
securities rose, in contrast to a small decline
in 1958. Most of the rise was in holdings
of corporate stocks by European investors,
and foreign purchases of corporate bonds
remained small. Foreigners continued to in-
crease their direct investments in the United
States.

Government loans and grants. Net disburse-
ments on U. S. Government loans and net
Government grants fell one-fourth, owing to
sharply increased loan repayments. Mainly
as a result of an advance repayment by the
United Kingdom, repayments to the Export-
Import Bank exceeded disbursements. Ger-
many made an advance repayment on its
debt to the United States arising out of post-
war economic aid.

FOREIGN GOLD AND DOLLAR HOLDINGS

One-half of the increase in foreign gold and
dollar holdings accrued to international in-
stitutions, and most of the remainder to in-
dustrial countries, mainly in Continental
West Europe. Many nonindustrial countries
also increased their holdings, however, and

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

March 1960



GOLD AND DOLLAR TRANSFERS IN 1959 259

some of them improved their reserve posi-
tions further by repaying previous drawings
from the International Monetary Fund. In
1958, many of these countries suffered
losses.

Foreign countries. Continental West Euro-
pean countries increased their holdings by
$2 billion. Italian holdings rose $900 mil-
lion; at the end of 1959 they were almost
equal to Italian imports for the year, a ratio
higher than that for any other major foreign
country except Switzerland. French hold-
ings also rose greatly, even though France
repaid $200 million to the International
Monetary Fund.

Holdings of the United Kingdom fell
slightly as a result of large repayments to
the Fund and the Export-Import Bank. The
rest of the Sterling Area showed slight gains
in gold and dollars, and in addition increased
its sterling reserves.

Among Latin American countries, Ven-
ezuela lost almost one-fourth of its re-
serves, but the aggregate for other countries
rose. Asian countries increased their hold-
ings, owing mainly to a large gain for
Japan.

International Monetary Fund. Resources of
the International Monetary Fund rose by the
equivalent of $5 billion in 1959, reflecting
a general 50 per cent increase in quotas,
with higher increases for some countries.
One-fourth of the increase in quotas was
paid in gold.

At the end of 1959, the Fund held $5
billion in gold and U. S. dollars. It also
held the equivalent of $4.1 billion in Bel-
gian francs, Canadian dollars, French francs,
German marks, Netherlands guilders, and
pounds sterling, which are the currencies
drawn in the past.

Drawings by member countries on the
Fund in 1959 totaled only $200 million,

FOREIGN AND INTERNATIONAL
OOID RESERVES AND DOLLARS
Billions of dollars
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NOTE.—End-of-quarter data.

compared with a high of $1 billion in 1957.
Repayments of $600 million were a high for
any one year.

International lending institutions. Foreign
countries in 1959 joined with the United
States in increasing the funds available to
nonindustrial countries through international
institutions.

The authorized capital of the Interna-
tional Bank for Reconstruction and Devel-
opment was doubled. In 1959 the Bank
increased its borrowing in capital markets
outside the United States, mainly in Ger-
many, Switzerland, and the United King-
dom. It authorized new loans of $600
million, the second largest total in the Bank's
history. Disbursements, amounting to $500
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million, were down from 1958 but above
previous years.

The Executive Directors of the Bank ap-
proved the Articles of Agreement of its
proposed affiliate, the International Devel-
opment Association. If the Articles are
ratified by the member countries, the Asso-
ciation will come into existence in late 1960.
The Association will finance projects in
less developed areas on easier terms than
are available from the Bank.

The European Investment Bank and the
Overseas Development Fund of the Euro-
pean Economic Community began opera-
tions. Also, the charter of the Inter-
American Development Bank was ratified.

GOLD MOVEMENTS

Official gold holdings of foreign countries
(excluding the Soviet Bloc and Mainland
China) rose $800 million in 1959, com-
pared with an increase of $3 billion in the
previous year. Reduced world demand for
monetary gold reflected smaller reserve
gains by some countries that customarily
hold reserves in gold, and losses by a few
such countries.

Foreign countries made net gold pur-
chases of $1 billion from the United States
and acquired an estimated $850 million
from new production and other sources;
however, they transferred more than $1
billion to the International Monetary Fund,
mainly to meet increased quota subscrip-
tions. The gold holdings of the Fund in-
creased $1.1 billion; the U. S. gold subscrip-
tion was nearly offset by net sales of gold
by the Fund to this country.

The United Kingdom, France, Japan, and
Austria made the largest gold purchases
from the United States. As in past years,
most countries buying gold from the United

States did so without reducing their official
dollar holdings.

Purchases of gold by foreigners tend to
reduce U. S. commercial bank reserves since
they involve transfers of foreign-held dol-
lar balances from the commercial banks
to Federal Reserve Banks. In the first half
of 1959, such purchases were permitted to
exert a restraining influence on commercial
bank reserves; thereafter, the reserve drain
from continued gold outflow and seasonal
factors was largely offset by Federal Re-
serve purchases of U. S. Government se-
curities.

DOLLAR TRANSFERS

Foreign countries increased their dollar
holdings $2.1 billion. Growth in private

TRANSFERS OF GOLD AND DOLLARS
TO FOREIGNERS, 1959 x

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

Type of transfer

Total . . .

Gold
Dollar h o l d i n g s . . . .

Deposits at:
Federal Reserve
Banks

Commercial
banks

U. S. Govt. sec:
Short-term 3
Bonds and notes.
Other 3

Other 4

Year

3.5

0.7
2.8

0.1

- 0 . 6

2.1
0.7
0.3

0.3

Jan.-
Mar.

0.7

0.1
0.6

(2)

0.2

0.1
0.1
0.2

0.1

Apr.-
June

1.2

0.4
0.8

(2)

- 0 . 2

0.8
0.1
(2)

0.1

July-
Sept.

1.3

0.2
1.1

0.1

- 0 . 3

0.8
0.3
(2)

0.1

Oct.-
Dec.

0.4

0.1
0.3

- 0 . 1

- 0 . 3

0.3
0.2
0.1

(2)

1 Includes international institutions. Excludes payment in June of
$1,375 million to the IMF as increase in U. S. quota, of which $344
million was in gold and $1,031 million in "special U. S. notes. Data
differ from the total for 1959 shown in last line of table on p. 258
mainly through exclusion of changes in liabilities of nonfinancial
businesses and of some U. S. Government agencies.

1 Less than $50 million.
3 Short-term securities exclude special U. S. nonnegotiable, non-

interest-bearing notes (IMF series), which are shown as "other"
securities.

4 Represents mainly bankers' acceptances and short-term commer-
cial paper.
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GOLD AND DOLLAR TRANSFERS IN 1959 261

holdings accounted for almost two-thirds
of the total expansion. Dollar holdings of
international institutions increased $1.8 bil-
lion. This total includes $1 billion of special
notes which the United States transferred
to the International Monetary Fund as the
dollar portion of its quota increase.

Foreigners hold dollars mainly in the
form of bank deposits and U. S. Govern-
ment securities, but the composition of
holdings changes with fluctuations in rela-
tive yields on different types of assets.
After yields on Treasury bills rose above
rates paid on time deposits in the second
quarter of 1959, some foreign holdings
were shifted. Bank deposits declined, while
foreign holdings of short-term U. S. Govern-
ment obligations and of other short-term
assets, mainly bankers' acceptances and
commercial paper, increased. In contrast,
all of the growth in foreign dollar holdings
in 1958 was in deposits in commercial
banks.

Foreign holdings of U. S. Government
bonds and notes increased appreciably for
the first time since 1955. Purchases were
concentrated in the last half of the year,
when yields on Treasury notes and some
bond issues were close to 5 per cent.

DOLLAR HOLDINGS AND INTEREST RATES

Foreign dollar holdings totaled $21 billion at
the end of 1959. Two-thirds of this amount
was held by foreign official and interna-
tional institutions; the remainder was pri-
vate holdings. Different categories of for-
eign dollar holdings are affected differently
by relative changes in interest rates in in-
ternational money markets.

International and foreign official holdings.
The International Monetary Fund and the
International Bank for Reconstruction and
Development hold most of the dollar assets

of international institutions. They need dol-
lar funds to carry on their operations and
do not transfer their assets from one money
market to another in response to interest
rate differentials.

Foreign official institutions hold dollars
as part of their monetary reserves. Most
countries also have reserves in the form of
gold. Some countries hold their reserves al-
most exclusively in gold (for example, Bel-
gium, Netherlands, the United Kingdom,
and Switzerland). Some other countries
have in recent years been increasing the
proportion of gold in their reserves (for
example, Austria, Germany, Italy, and
Japan). Changes in the proportion of gold
and dollars in official reserves have not
reflected the influence of variations in yields
on dollar assets.

Foreign private holdings. These holdings
serve in large part as working balances
of banks and other enterprises engaged in
international finance and trade. They may
also represent short-term investment by en-
terprises of funds not required for imme-
diate working purposes, or of funds later to
be invested at long term. When movements
of funds have not been restricted, private
short-term investments have on occasion
been transferred from one international
money market to another in response to
interest rate differentials. The relaxation
of foreign exchange controls of most major
foreign countries in 1958 and 1959 in-
creased the opportunities for such transfers.

Withdrawals of foreign private funds
from the United States have generally taken
the form of sales of dollars to a foreign
central bank. If the central bank holds its
reserve gains in the form of dollar assets,
the net effect is the substitution of a foreign
official holder for a foreign private holder
of dollars. In this case the movement of
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F0IEI6N PIIVATE DOLLAR HOLDINGS
Billions of dollars

- 5

- 4

- 1

1951 1953 1955 1957 1959

NOTE.—Represents short-term dollar holdings and estimated
holdings of U. S. Government bonds and notes. Data for
Canada derived by subtracting official holdings of U. S.
dollars (as reported by Bank of Canada) from total Cana-
dian holdings.

private funds does not result in a gold
transaction. On the other hand, if the for-
eign central bank holds its reserve gains
primarily in gold, the movement of private
funds may cause a foreign purchase of gold
from the United States. The policy of the
foreign country to which the private funds
move is therefore important in determin-
ing whether foreign gold purchases will
accompany the movement.

Transfers of Canadian short-term funds
from the United States may instead lead to
shifts in the exchange rate for the Canadian
dollar, since the Bank of Canada changes
its reserve holdings little, and permits the
exchange rate to fluctuate. A change in the
rate tends to induce adjustments in Canada's
balance of payments.

Canadian private holdings represent, in
addition to working balances, the proceeds

of security flotations in the U. S. market,
short-term investments, and balances held
in connection with foreign exchange trans-
actions. Some Canadian funds were trans-
ferred to European money markets in 1955,
when yields on Treasury bills in European
markets were above those in Canada or the
United States. No large transfers in re-
sponse to interest rate differentials have been
reported since that time.

European holdings account for about
three-fifths of the private holdings of for-
eign countries other than Canada. Since
1952, they have risen relatively more than
U. S. exports to Europe. These holdings in-
clude not only working balances but also
short-term investments of liquid funds.
Holdings of countries in Latin America,
Asia, and Africa, on the other hand, pre-
sumably are mainly working balances.
Their rise has been in line with growth in
U. S. exports to these areas, after allow-
ance for exports financed by U. S. Govern-
ment grants. Prior to 1958, foreign private
dollar holdings, apart from Canadian hold-
ings, fluctuated little in response to inter-
est rate differentials.

Since early 1958, when U. S. interest
rates began to rise, both absolutely and
in relation to rates in Europe, foreign pri-
vate dollar holdings have risen almost $1
billion. The increase was mainly in Euro-
pean holdings. It showed the effect of the
abolition or relaxation of exchange restric-
tions by major European countries and the
accompanying growth in working balances,
as well as the attraction of higher yields on
dollar investments. While the rise was large
in terms of European private holdings, it
was equal to only 5 per cent of total U. S.
short-term dollar liabilities to foreigners.
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Gold and Dollar Transfers in i960

NET GOLD AND DOLLAR transfers to for-
eigners in 1960 were $3.8 billion. Although
the volume of net transfers was the same as
in 1959, the pattern of international trans-
actions was different. The U.S. trade surplus
rose from less than $1 billion to $4.7 billion,
but this improvement was offset after mid-
1960 by unusually large outflows of U.S.
private capital. These outflows reflected in-
ternational differences in money market
conditions and also uncertainties about ex-
change rates.

The capital movements that burdened the
international payments position of the
United States benefited the positions of other
countries correspondingly. In some, such as
the United Kingdom, capital inflows helped
to offset a deficit on other accounts. In
others they added to an already large pay-
ments surplus. In part to help reduce the
inflow of funds, Germany and the Nether-
lands appreciated their currencies by 5 per
cent in early March 1961.

Payments surpluses led to large gains in
the official reserves of many European coun-
tries in 1960. The United Kingdom, Switz-
erland, and the Netherlands took their gains
in gold, following customary practice.
Other foreign countries changed the com-
position of their reserves by taking most of
their reserve accruals in gold, and some con-
verted dollar assets into gold. In the second
half of 1960 alone, foreign countries pur-
chased $1.8 billion of gold from the United
States, a postwar record rate.

Foreign central banks resold some gold
to meet the strong private demand that

developed in the fourth quarter. Despite
these sales, speculative private purchases
kept the price of gold bullion in the London
market more than 1 per cent above the U.S.
dollar parity from mid-October to the end of
January 1961. Private demand for gold
subsided and purchases by foreign central
banks declined after the President, in his
messages to the Congress, reaffirmed the de-
termination of the Administration to main-
tain the integrity of the dollar.

Events since mid-19 60 have focused at-
tention on the need to improve the ability
of the international financial system to with-
stand massive movements of short-term cap-
ital. Various proposals have been made
that would enable the International Mone-
tary Fund to provide greater assistance in
meeting this potential cause of imbalance.
The President announced in his balance-of-
payments message that the Administration
would study ways of increasing the effective-
ness of the Fund.

U.S. BALANCE OF PAYMENTS

Gold and dollar transfers to foreigners rose
sharply after mid-19 60 to a seasonally ad-
justed annual rate of $5.1 billion. The higher
rate of transfers reflected large outflows of
private capital, which more than offset the
steady improvement in the U.S. surplus on
current account—that is, on goods and serv-
ices, military expenditures, and remittances
and pensions.

Transactions on current account and on
private long-term capital and U.S. Govern-
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ment capital and aid may be regarded as
the underlying elements in the balance of
payments. Long-run balance in these ele-
ments is essential to equilibrium in the total
balance of payments. The U.S. deficit in
these underlying elements declined from
$4.5 billion in 1959 to $1.7 billion in 1960.
This deficit dropped to an annual rate of
$1.5 billion in the third quarter and would

U. S. BALANCE OF PAYMENTS
[Billions of dollars]

Component

Current account:
Exports of merchand i se 1 . . . .
Exports of services

Total

Imports of merchandise
Imports of services2

Total

Balance on current acct.

Long-term capital and aid:
U.S. Govt. capital and aid:3

Net loans
Nonmilitary grants

Private capital:3

U.S. capital
Foreign capital

Balance on current acct.,
long-term capital,
and aid3

U.S. short-term capital3

Unidentified transactions3

Net transfers to foreigners

1959

16.2
7.2

23.5

15.3
9.0

24.3

- 0 . 9

4 - . 4
- 1 . 6

- 2 . 2
.5

- 4 . 5

- . 1
.8

3.8

Memorandum: Transfers,
without seasonal adjust-
ment 3.8

Seasonally
adjusted

annual rates,
1960

1st
half

19.0
7.6

26.6

15.2
9.4

24.6

2.0

- 0 . 9
- 1 . 6

- 1 . 9
.7

- 1 . 8

- . 4
4

2.6

2.8

2nd
half*

19.9
7.8

27.7

14.2
9.4

23.6

4.1

- 1 . 3
- 1 . 7

- 2 . 7
(5)

- 1 . 6

- 2 . 0
- 1 . 4

5.1

4.8

p Preliminary.
1 Excludes military transfers under grants.
2 Includes military expenditures abroad, remittances, and pensions.
3 Minus sign indicates outflow from the United States.
4 Excludes U.S. subscription to International Monetary Fund.
5 Less than $50 million.
NOTE.—Data are from U.S. Department of Commerce and Federal

Reserve. Details may not add to totals because of rounding.

have declined further in the fourth quarter
except for the large foreign investment of a
U.S. automobile company. Much of the im-
provement reflected differences in business
cycle timing between the United States and
industrial countries overseas.

Current account Exports expanded vigor-
ously in 1960 and imports declined. The
annual rate of exports in the fourth quarter
was $1.5 billion higher than in the first
quarter of the year and $4.5 billion above
the cyclical low early in 1959. Most of the
gains occurred in exports to Europe and
Japan, where boom conditions prevailed in
1960. The growth in exports to these
countries, however, included a wider range
of goods than those accounting for the ma-
jor cyclical fluctuations in exports between
1956 and 1959.

Although heavily influenced by cyclical
factors, the behavior of exports suggests that
the underlying competitive position of U.S.
industries has improved. Nevertheless, fur-
ther expansion in exports will be required to
cover outflows of private long-term and of
Government capital as well as some increase
in imports associated with future growth in
the U.S. economy.

Imports were a little lower than in 1959.
Accompanying the downturn in demand in
the United States, imports declined by more
than $1.5 billion at annual rates from the
second to the fourth quarter of 1960. Lower
domestic consumption of industrial materials
reduced imports of metals, building mate-
rials, rubber, and wool. Imports of steel mill
products declined from the exceptionally
high level of late 1959 and early 1960. As
a result of increased competition from do-
mestic compact cars and of some reduction
in inventories, imports of foreign automo-
biles in the fourth quarter were reduced to
less than half the first-quarter rate.
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GOLD AND DOLLAR TRANSFERS IN 1960 267

U.S. Government capital and aid. The out-
flow of Government capital was larger in
1960 than in 1959, reflecting U.S. subscrip-
tion payments to two new international in-
stitutions, the Inter-American Development
Bank and the International Development
Association. Receipts from advance repay-
ments of outstanding loans to industrial
countries, which had been large in 1959,
were lower last year. As a result, the net
outflow of Government loans increased by
$700 million. Government grants changed
little.

Private long-term capital. Mainly because
of a reduced rate of foreign investment in the
United States, the net outflow of private
long-term capital was one-sixth larger than
in 1959. Foreigners purchased $300 million,
net, of U.S. corporate securities in the first
half of 1960 but were net sellers after
midyear as evidence of recession appeared.
In early 1961 they again added U.S. cor-
porate securities to their portfolios.

There was little change from 1959 to
1960 in the recorded net outflow of long-
term private U.S. capital, despite a large
transfer in December 1960 when a U.S.
automobile manufacturer purchased minor-
ity interests in its British subsidiary. New
issues of foreign securities in the U.S. mar-
ket were at the lowest level since 1956. The
International Bank floated a loan early in
1960, but thereafter it borrowed abroad.
Canadian borrowings declined sharply after
the first quarter of the year, following warn-
ings by the Canadian Finance Minister that
Canadian borrowing abroad involved an ex-
change risk.

Private U.S. short-term and unidentified
capital flows. Large recorded outflows of
short-term U.S. capital began in mid-1960.
They were accompanied by net payments of
$700 million in the second half of the year

on unidentified transactions, which appear
in the balance of payments as errors and
omissions. Customarily such transactions
show net receipts.

U.S. banking claims on foreigners rose
$900 million in the second half of 1960,
after increasing less than one-fourth as much
in the first half. About one-third of these
bank funds moved to Europe and Canada.
This movement resulted in large part from
changes in money market conditions.

After the June increases in short-term in-
terest rates in Germany and the United
Kingdom and the decline in U.S. rates, there
were strong incentives to transfer funds from
the United States to those countries. In the
second half of 1960 short-term rates in the
United Kingdom generally exceeded those
in the United States by more than 1 percent-
age point after allowing for the cost of cover-
ing the exchange risk. During much of the
period there was also an interest advantage
in favor of Canada, although a smaller one.

On the other hand, an increase of $460
million in bank claims on Japan in 1960
resulted in large part from changes in Jap-
anese exchange regulations. These changes
broadened the use of dollar acceptance cred-
its for financing imports and also permitted
the establishment by Japanese banks of con-
vertible yen accounts for foreigners. The
increase of $300 million in bank claims on
Latin American countries represented fi-
nancing of commercial transactions as well
as assistance to some countries that suffered
from imbalances in their international pay-
ments.

Unidentified outflows reflected not only
differences in money market conditions be-
tween the United States and foreign coun-
tries but also uncertainty about exchange
rates. A large part of this flow appears to
have gone to European markets, including

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

March 1961



268 FEDERAL RESERVE BULLETIN • MARCH 1961

some in which interest rates were lower than
in the United States. Changes in commercial
terms of payment were important in uniden-
tified flows. In addition, these flows in-
cluded transactions by both U.S. residents
and foreigners in connection with purchases
of gold and of securities and short-term as-
sets in foreign currencies that were expected
to appreciate. In mid-January the U.S.
Treasury Gold Regulations were amended to
prohibit acquisition and possession of gold
or gold securities outside the United States
by persons subject to the jurisdiction of the
United States.

Gold and dollar transfers. Net foreign
purchases of gold from the United States in
1960 were $1,670 million. Foreign coun-
tries purchased $1,970 million of gold, while
the International Monetary Fund sold $300
million to the United States and invested the

TRANSFERS OF GOLD AND DOLLARS
TO FOREIGNERS, I9601

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

Type of transfer

Total . . .

Gold
Dollar holdings....

Deposits at:
F.R. Banks...
Commercial

banks
U.S. Govt. sec:

Short - term3.
Bonds and

notes
Other securi-

ties*
Others

Year

3.8

1.7
2.1

- . 1

1.3

.2

.1

.5

.1

Jan.-
Mar.

.5

(2)
.4

2

(2)

- . 1

.1

.1

.4

Apr.-
June

.9

.1

.8

A

.9

- . 1

.1

.1
- . 1

July-
Sept.

1.2

.6

.6

(2)

.5

.3

— . 2.

- . 1

Oct.-
Dec.

1.2

.9

.3

(2)

(2)

.1

.2
- . 2

1 Includes international institutions.
2 Less than $50 million.
3 Excludes items described in note 4.
4 Represents special nonnegotiable, non-interest-bearing U.S. notes

(International Monetary Fund series and International Development
Association series).

5 Represents mainly bankers' acceptances and short-term com-
mercial paper.

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

proceeds in U.S. Government securities.
Five countries—the United Kingdom, Switz-
erland, the Netherlands, France, and Bel-
gium—accounted for almost three-fourths
of the purchases by foreign countries.

Foreigners increased their dollar holdings
by $2.1 billion in 1960. Almost two-thirds
of the increase was in deposits with commer-
cial banks. Some of these deposits repre-
sented working balances of European banks
which they acquired by accepting dollar-
denominated deposits. Time deposits of for-
eign and international institutions also rose
in 1960. The increase occurred in the sec-
ond half when U.S. Treasury bill yields were
below rates paid on time deposits.

Non-interest-bearing notes held by inter-
national institutions increased, reflecting
both the initial U.S. payment to the Inter-
national Development Association and re-
payments of dollars to the International
Monetary Fund by countries that had drawn
on the Fund in earlier years. Increased for-
eign holdings of short-term marketable U.S.
Government securities after midyear re-
sulted from reserve gains of countries that
traditionally hold a large share of their re-
serves in such securities.

Foreign private dollar holdings declined
$500 million in the second half of 1960
after rising by almost that amount in the
first half. At the end of the year, however,
they were still more than $1 billion higher
than in mid-1958 when U.S. short-term rates
were at their previous cyclical lows.

When foreign private holders sell dollars
to foreign central banks that take all or part
of their reserve gains in gold, there is an in-
creased demand for monetary gold. Thus,
movements of private funds from the United
States to the United Kingdom, Switzerland,
and the Netherlands contributed importantly
to net foreign gold purchases from the
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United States in the second half of 1960.
Part of the dollar movements presumably
were connected with private purchases of
gold in the London market.

FOREIGN GOLD AND DOLLAR HOLDINGS

Additions of $4.2 billion to foreign gold re-
serves and dollar holdings in 1960 reflected
transfers from the United States and net
purchases of an estimated $370 million of
gold from new production and other sources.
In the fourth quarter, when private pur-
chases of gold reached a record level of al-
most $500 million, foreign central banks
sold an estimated $160 million, net, to pri-
vate purchasers. During almost all of this
period the price of gold in the London mar-
ket was above the price at which official
institutions in member countries are per-
mitted to buy gold under the regulations of
the International Monetary Fund. By the
end of January 1961 these private demands
for gold had declined to more normal levels.
In February the gold premium disappeared
and the flow of monetary gold into private
hoards stopped.

The increase in gold reserves and dollar
holdings in 1960 was more concentrated in
a few industrial countries than in other re-
cent years. Holdings of many industrial
countries changed little, and those of most
of the less industrialized countries declined.

Germany, the United Kingdom, and
Japan increased their holdings by a total of
$3.5 billion. This sum, in combination with
the smaller gains of Canada and France,
was equal to the total amount of gold and
dollars transferred to foreigners by the
United States during the year. Most foreign
countries had smaller export surpluses in
1960 than in the preceding year, and the
sharp increases in gold and dollar holdings
were due to capital inflows.

INCREASES IN FOREIGN GOLD
AND DOLLAR HOLDINGS

Bil l ions of do l lo

1954-56 1958 1959 1960
ANNUAL

AVERAGE

NOTE.—Includes international institutions. Countries with
largest gains are:

1954-56: Germany, Switzerland, and Canada;
19S8: United Kingdom, Italy, and the Netherlands;
1959: Italy, France, and Japan;
1960: Germany, United Kingdom, and Japan.

By contrast, Germany once again had an
export surplus on merchandise account of
more than $1.3 billion. In addition, net cap-
ital inflows were of record proportions. As a
result German gold and dollar holdings in-
creased $1.8 billion, compared with a rise of
$200 million in 1959 when unusual transac-
tions helped prevent reserves from increas-
ing. Capital imports reflected high interest
yields as well as speculation on the German
mark and on capital appreciation of securi-
ties.

British holdings increased $1.1 billion in
1960 after repayment of [ $300 million to the
International Monetary JFund. This rise in
holdings occurred despite a record British
trade deficit and some decline in reserves
of sterling area countries. Foreign dollar
deposits placed with British banks increased
the dollar holdings of these banks in the
first half of the year, ahd high short-term
yields in Britain attracted short-term funds
in the second hah*.
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GOLD RESERVES AND DOLLAR HOLDINGS
SIUCTCD IUROMAN COUNTRIIS

Billions of dollars
7

-

--wv
_,S UNITID KINGDOM

NITHIRIANDS

f 1 1

OIRMANV /

ITALY

^FRANCI j . ,

/ ' . . • . ^ *

_

i 1

- 4

- 3

- 2

195* 1960

NOTE.—End-of-quaner data except for France which are
end-of-year data in 1954, 1955, and 1956.

Most of the increase in Japanese holdings
resulted from a capital inflow of $460 mil-
lion from the United States. Canadian hold-
ings increased in the first half of the year as
non-Canadians deposited U.S. dollar funds
with Canadian banks.

The concentration among a few countries
of gains in gold and dollar holdings at a time
of very large transfers to foreigners empha-
sized the importance of capital flows when
major currencies are convertible. Large
outflows of funds contributed to uncertain-
ties in financial markets. Inflows of foreign
funds, on the other hand, greatly increased
domestic liquidity in some countries that
obtained these funds, thus hampering the
effectiveness of monetary restraint for purely
domestic purposes.

In an effort to restrain inflows, Germany
prohibited the payment of interest on for-
eigners' deposits and the sale of money mar-

ket paper to foreigners after mid-1960, and
in August Swiss banks imposed a charge of
1 per cent per annum on foreign-held de-
posits of less than six months duration. The
revaluations of the currencies of Germany
and the Netherlands in March 1961 also
were aimed, at least in part, at reducing the
inflows of foreign funds that were contrib-
uting to inflationary pressures.

The convertibility of most European cur-
rencies, in fact established at the end of
1958, was formally recognized in February
1961. At that time nine of these countries
(and also Peru) accepted the obligations of
Article VOI of the Articles of Agreement
of the International Monetary Fund. Pre-
viously only the United States, Canada, and
8 Latin American countries had accepted
those obligations. All these countries are
now prevented from imposing restrictions on
current exchange transactions and from per-
mitting divergent exchange rates for their
currencies (multiple-currency practices)
without prior approval of the Fund.

GOLD AND THE DOLLAR EXCHANGE
STANDARD

Gold is the major component of the inter-
national reserves of many countries, includ-
ing virtually all major capital-exporting
countries. At the end of 1960 official gold
reserves of foreign countries exceeded $20
billion, the gold stock of the United States
was $17.8 billion, and gold holdings of the
International Monetary Fund were $2.4 bil-
lion. In addition, foreign countries held
more than $10 billion of official reserves in
dollars, and 13 British Commonwealth coun-
tries, together with the dependencies of the
United Kingdom, held the equivalent of
about $6 billion in sterling.
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These official holdings of gold, dollars,
and sterling, together with the drawing
rights on the International Monetary Fund,
constitute the reserves of the international fi-
nancial system of the free world. To assist
in meeting international payments, coun-
tries may supplement these reserves by bor-
rowing abroad and by utilizing private hold-
ings of foreign exchange.

Growth in international reserves in the
past decade has been almost entirely in gold
and dollar holdings and in increased draw-
ing rights on the Monetary Fund. Sterling
reserves have changed little. For the period
as a whole the increase in dollar reserves has
been about three-fourths of that in gold re-
serves. In recent years gold has become
more important.

From the end of 1950 to the end of 1956
foreign countries added about $3.5 billion
to their gold holdings and about $4.5 billion
to their official short-term dollar holdings.
The development and extension of the
dollar-exchange standard in these years was
marked by an increase in foreign official
dollar holdings from about one-fourth to
more than one-third of total foreign gold
and short-term dollar reserves. Since 1956
this proportion has declined, as foreign
countries have added $6 billion to their gold
holdings and only $2.5 billion to official
dollar assets.

The increased emphasis on gold in recent
years has reflected in part substantial growth
in the reserves of four European countries
that have traditionally maintained their re-
serves almost exclusively in gold. These
four—Belgium, the Netherlands, Switzer-
land, and United Kingdom—added a total
of $2.5 billion in gold to their reserves be-
tween the end of 1956 and the end of 1960.

More important, France, Germany, and

Italy during the same period added more
than $4 billion in gold to their reserves. By
the end of 1960 Italy had more than doubled
the proportion of its reserves held in gold,
and the proportion of French reserves held
in this form was higher than at other times
of large reserve holdings. The gold propor-
tion of German reserves declined sharply
after mid-1959 as official foreign exchange
holdings increased very rapidly.

In 1960 the increased emphasis on gold
as a basis for reserves was not confined to
industrial countries. After midyear, when
foreign purchases of gold began to rise,
and especially after October, when private
speculation led to the establishment of a
premium on gold, the central banks of a
number of less industrialized countries also
purchased large amounts of gold. Some of
these countries, such as Argentina and
Spain, were experiencing rapid increases in
their reserves and they expanded their hold-
ings of convertible foreign currencies as well
as their gold reserves. Others apparently
converted dollar assets into gold.

Although rapid conversions of foreign
exchange into gold may contribute to inter-
national disequilibrium, a continuing, rapid
accumulation of monetary reserves in a few
countries is a more fundamental problem.
International equilibrium is more likely to
be maintained in the long run if countries
with adequate reserves and continuing bal-
ance-of-payments surpluses finance their ex-
port surpluses on a long-term basis that in-
cludes credits or other aid to less developed
areas, instead of adding further to reserves.
Current efforts to distribute the burden of
international assistance more widely among
industrialized nations are thus an essential
part of a program to improve the system
of international payments.
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