June 17, 1955 °
Internsl Memorandum

Interview with Mr. Werner Knoke, formerly in cherge of the Foreign Depertment of the

New York Feder:zl Reserve Benlk gnd recently retired

Mr. Knoke vag put in chearge of the Foreign Denartment of the Federal Reserve
Bank in Jenuery 1937. Men nov there sre Mr. Normen id, Davis, son of the stetesmen,
Mr. Senford, Pete Lang, Mr. Rosell - now in Addis Abzba on leave of zbsence from the
Bank.

The Foreign Department of the New York Federsl Reserve Bank acts on behalf
of the System. Sen Francisco has the Orient end & sm&li rart of Letin Americs; Dallas
has a small part of Mexico; but even go, Mr. Knoke is cuite sure that slthough those
countries have connections with San Frencisco end Dallas, they &lso have connections
with New York.

The depsrtment maintsins the accountSof foreign central benks, acts as cor-
respondent for them, handles gold as & fiscal egency operation, maintaing an intimste
contect with central banks end bankers of other nationg by visits to and from those
countries, mskes 1t possible for them to keep in touch with Americen policy and for
Americans to keep in touch with finenciel policies in the other countries.

Meenwhile the men of the department 2re slweys on cell. Mr. Rosell wes
loaned from tais bank with a two years' leeve of sbsence to act as governor of the
central bank in Addis Ababe. Two men sre in Baigon, one in Korea. Tnis traveliing
gives the young people of the department experience end mekes it possible to build a
corpswnich will be at home in the affeirs of eny nation.

The foreign exchenge operations of the department include first, the pur-
chasing of foreign currency to support the market fér that currency in its own country,
second, the buying and selling of securities with dollar balences invegted in govern-
ment bills or in bankers' scceptances which could be essily licuideted. DTuring the

1920's there was $500,000,000 to $6V0,000,000 in benkers' scceptances for foreign

accounts which was handled by this benk. Mr. Knoke ssid that tne bankers' acceptance
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had recently begun £ nev development, but even so, the Tressury bills cut sharply into
its share of invested money. The benkers' acceptance scoount nov runs $4,000,000,000
to $5,000,000,000. They zre handled by the other depertments for the Foreign Depart—
rent sccount, The Foreign Department seems to operzte as @ separete functionsl unit
within the benk.

I asked ebout tre Benk of Internztionzl Settlement and the World Bank and
Monetery Fund. He szid that they were treated like other centrsl banks.

Mr. Knoke laid heavy stress on the importence of training men so that they
could be et home in other countries and act as hospitable hests to vigitors who came to
New York. He szid thet in spite of the huge transections and the greet sums handled,
they had néver been sble to find any mechanisms vhich took thé plece of personezl con-
tacts, He himself went sbroad esrly in the 1930's &s & subordinate. Then, being head
of the department, he went in 1938, 1945, 1947, 1952 and 1954. Now being retired, he
is being cslled on &8 consultsnt, snd this too has traveling with it. He likes it
very much.

Since the wer several factors in the internaticnal situation have hit new
highs. This includes the foreign debt, the gold held for foreign sccounts, the balznces,
the portfelios and the deily trensections. This growth has mesnt the growth of the
department.

Mr. Knoke expleined that there sre onidy about 5U central banks in the entire
vorld, with most of them operating for some time, but new ones like the benks in Cam-
bodis and Laos heving been recently set up. The Bealken countries are on the list, &nd
so is Polsnd, but they a2re inoperstive becsuse Russis now hag teken over those countries.
All but two or three of the countries in the world having central bsnks have accounts
here in the New York Federal Reserve Bank.

Unliike Mr. Strong and Mr. Harrison, vho were great travelers who iiked to go

to Europe, Mr. Sproul himself does very little Europesn treveling. He clzims that he
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does not have to, &s all the world comes to New York, but the *truth is that he is not
very fond of traveling abroad. Mr. Haerrison was & bachelor vho loved to travel. Hr.
Strong also loved to travel and had a resl feeling for setting up a new central bgnk,
or vhet smounted to & new central bsnk, in the United States. He was the leasrner in

that field.

Efter 1945 Mr. Knoke said thet New York had its wings clipped end that Washing-
ton was stronger. The job is now too big for eny single central btenk, but in his mind
no Board could tszke the place of & first-rste central benker.

He said thet ell funds of the Mershell Plen and of other plens for helping the
reconstruction of Europe after the war came from the Treasury through the Federal Reserve
Bank of New York.

Agked gbout the house of Morgan end the Bank of Englend and the cuestion
vhich ceme up in snother connection about when Morgan ceesed acting as fiscal agent for .

PG wnibkittades
the Benk of England, Mr. Knoke seid that'égqy~were still very intimste. Because Morgen
has been broken up (was this under anti-irust prosecution?}, it is Morgan Staniey with
which the Bank of England desis, nott Morgan and Compeny &s such. In the 1920%'s the
Federal Reserve Bank of New York had become the biggest Americen holder of Bank of
Englend funds. The assumption is that England works with the central bank but also
works with private benks for the floating of securities.

The funds for the Daewes and the Young Plans flowed through this bank at the
time those plans were in operation. Mr. Cameron, the chief suditor, was in the Foreign
Depertment during the reparstions period.

Mr. Knoke was with the Irving Trust ten years before he came to the New fork
Bank.

This interview was extrzordinarily interesting but soméwhat curtziled by the
fact that Mr. Knoke had apparently expected another type of cuestioning. I on my part

hagd thought that he was in charge of foreign resesarch. It seems that in the beginning
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when he first went to the department, foreign research was centered in the Foreign De-
partment, but it has since been tsken out of there and moved to the resesrch division.
Thus we telked & little at cross purposes, but in srite of this handicep, I learned
more sbout the Foreign Department than I heve ever known previously. The cuestion is
viiether enything hes been written about the foreign operations of that department
which cen be read, or whether this too is snother of those operating units which seems
to concern oniy the pecvle vwho operste in it or with it.

Mr. Knoke will be gled to come and telk snother time. I told him it might be
possible that Dr. Chandler would vant to speak with him about his earlier knowledge of

the benk's Foreign Department.

MAIB
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