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C H A I R M A N  O F  T H E  B O A R D  O F  G O V E R N O R S  

F E D E R A L  R E S E R V E  S Y S T E M  
W AS H IN G TO N . 0 . C. 2 0 5 5 1

Ju n e  3, 1975

S T R I C T L Y  C O N F I D E N T I A L  ( F R )

M E M O R A N D U M  F O R  T H E  P R E S I D E N T  

F R O M :  Arthur F. B u r n s

In preparing for the June 10-11 m e e t i n g  of the International 

M o n e t a r y  Fund's Interim Committee, the T r e a s u r y  and Federal 

R e s e r v e  have agreed on all aspects of a U. S. position except for 

one point. But that one point is of fundamental importance. T h e  

m a n n e r  in which it is resolved m a y  well d e t e r m i n e  the shape of 

the world's m o n e t a r y  arrangements, an d  therefore affect our 

econo m i c  and political interests over the next generation.

T h e  broad question at issue is w h e t h e r  central banks and 

gov e r n m e n t s  should be free to buy gold, f r o m  one another or f r o m  

the private market, at market-related prices. (Market prices 

have recently been in the range of $160 to $ 1 7 5  per ounce; the 

official price is $42. 22 per ounce. ) T h e  T r e a s u r y  is willing to 

accept a large m e a s u r e  of f r e e d o m  for s uch transactions. T h e  

Federal R e s e r v e  is opposed.
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T h e  s p e c i f i c  p o i n t  o f  c o n t r o v e r s y  i s  w h e t h e r  t o  a l l o w

i n d i v i d u a l  g o v e r n m e n t s  t o  i n c r e a s e  t h e i r  g o l d  h o l d i n g s  a b o v e  a  

s p e c i f i e d  c e i l i n g  ( f o r  e x a m p l e ,  a c t u a l  h o l d i n g s  a s  o f  M a y  1 ,

1 9 7 5 ) .  T h e  T r e a s u r y  i s  w i l l i n g  t o  a g r e e  t o  t h e  p o s i t i o n ,  i ---------

s t r o n g l y  b y  t h e  F r e n c h  G o v e r n m e n t ,  t h a t  t h e r e  s h o u l d  b e  n o  

c e i l i n g  o n  t h e  g o l d  h o l d i n g s  o f  a n  i n d i v i d u a l  g o v e r n m e n t .  T h e  \ 

F e d e r a l  R e s e r v e  b e l i e v e s  t h a t  i n d i v i d u a l  c o u n t r y  c e i l i n g s  a r e  \

e s s e n t i a l ,  a n d  t h a t  t h e  U n i t e d  S t a t e s  s h o u l d  n o t  a g r e e  t o  a n y  n e w  \ 

i n t e r n a t i o n a l  a r r a n g e m e n t s  o n  g o l d  u n l e s s  t h e y  i n c o r p o r a t e  s u c h  j 
c e i l i n g s .

T h e  J a n u a r y  1 9 7 5  c o m m u n i q u e  o f  t h e  I n t e r n a t i o n a l  M o n e t a r y  

F u n d ' s  I n t e r i m  C o m m i t t e e ,  a n  i n t e r n a t i o n a l l y  a g r e e d  d o c u m e n t ,  

s t a t e d  t h a t  f r e e d o m  f o r  n a t i o n a l  m o n e t a r y  a u t h o r i t i e s  t o  e n t e r  i n t o  

g o l d  t r a n s a c t i o n s  s h o u l d  " e n s u r e  t h a t  t h e  r o l e  o f  g o l d  i n  t h e  

i n t e r n a t i o n a l  m o n e t a r y  s y s t e m  w o u l d  b e  g r a d u a l l y  r e d u c e d .  "  

I n d i v i d u a l  c o u n t r y  c e i l i n g s  o n  g o l d  h o l d i n g s ,  -w h ic h  t h e  F e d e r a l  

R e s e r v e  f a v o r s ,  w o u l d  c o n t r i b u t e  t o  t h i s  o b j e c t i v e .  T h e  T r e a s u r y ' s  

p o s i t i o n ,  o n  t h e  o t h e r  h a n d ,  w i l l  b e  i n t e r p r e t e d  b y  m a n y  a s  a  

w i t h d r a w a l  f r o m  t h e  J a n u a r y  u n d e r s t a n d i n g .

T h e r e  a r e  f o u r  b a s i c  e l e m e n t s  i n  t h e  F e d e r a l  R e s e r v e ' s  

s t a n d  o n  g o l d :
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F i r s t ,  t h e r e  i s  n o  c o m p e l l i n g  p r a c t i c a l  p r o b l e m  t h a t  

r e q u i r e s  e a r l y  a c t i o n  o n  g o l d  i s s u e s .  S i z a b l e  b o r r o w i n g  f a c i l i t i e s  

e x i s t  t o  h e l p  c o u n t r i e s  t i d e  o v e r  e m e r g e n c y  n e e d s  f o r  b a l a n c e - o f -  

p a y m e n t s  f i n a n c i n g .  C o u n t r i e s  n e e d i n g  t o  u s e  t h e i r  g o l d  h o l d i n g s  

c a n  e i t h e r  s e l l  s o m e  g o l d  i n  t h e  m a r k e t  o r  a r r a n g e  t o  u s e  t h e i r  

g o l d  a s  c o l l a t e r a l  f o r  l o a n s .  H e n c e ,  t h e r e  i s  n o  e c o n o m i c  r e a s o n  

f o r  b e i n g  c o n c e r n e d  a b o u t  d e f e r r i n g  a  r e s o l u t i o n  o f  o u t s t a n d i n g  

g o l d  i s s u e s .

S e c o n d ,  u n t i l  w e  a n d  o t h e r  c o u n t r i e s  h a v e  f o r g e d  a  g e n u i n e  

c o n s e n s u s  o n  t h e  d e s i r e d  s h a p e  o f  t h e  f u t u r e  w o r l d  m o n e t a r y  

s y s t e m ,  w e  s h o u l d  n o t  i s o l a t e  t h e  g o l d  q u e s t i o n  a n d  d e a l  w i t h  i t  

a p a r t  f r o m  o t h e r  c r i t i c a l  i s s u e s  o f  m o n e t a r y  r e f o r m .  M o v i n g  a h e a d  

o n  g o l d  i n  t h e  a b s e n c e  o f  s u c h  a  c o n s e n s u s  m a y  i n a d v e r t e n t l y  a n d  

d a n g e r o u s l y  p r e j u d g e  t h e  s h a p e  o f  t h e  f u t u r e  m o n e t a r y  s y s t e m .

T h i r d ,  e a r l y  r e m o v a l  o f  t h e  p r e s e n t  r e s t r a i n t s  o n  i n t e r ­

g o v e r n m e n t a l  g o l d  t r a n s a c t i o n s  a n d  o n  o f f i c i a l  p u r c h a s e s  f r o m  t h e  

j' p r i v a t e  m a r k e t  c o u l d  w e l l  r e l e a s e  f o r c e s  a n d  i n d u c e  a c t i o n s  t h a t  

w o u l d  i n c r e a s e  t h e  r e l a t i v e  i m p o r t a n c e  o f  g o ld  i n  t h e  m o n e t a r y  

s y s t e m .  In  f a c t ,  t h e r e  a r e  r e a s o n s  f o r  b e l i e v i n g  t h a t  t h e  F r e n c h ,

| w i t h  s o m e  s u p p o r t  f r o m  o n e  o r  t w o  s m a l l e r  c o u n t r i e s ,  a r e  s e e k i n g  

s u c h  a n  o u t c o m e .  C o u n t r i e s  s u c h  a s  F r a n c e  t h a t  a r e  o p p o s e d  to
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c e i l i n g s  o n  t h e i r  i n d i v i d u a l  g o l d  h o l d i n g s  u n d o u b t e d l y  w a n t  t h e  

f r e e d o m  t o  b u y  i n  t h e  p r i v a t e  g o l d  m a r k e t  s o  a s  t o  s u p p o r t  t h e  

m a r k e t  p r i c e .  I t  i s  a n  o p e n  s e c r e t  a m o n g  c e n t r a l  b a n k e r s  t h a t ,

a t  a  l a t e r  d a t e ,  t h e  F r e n c h  a n d  s o m e  o t h e r s  m a y  w e l l  w a n t  t o

s t a b i l i z e  t h e  m a r k e t  p r i c e  w i t h i n  s o m e  r a n g e .  In  m y  j u d g m e n t ,

t h e r e f o r e ,  t h e r e  i s  a  s i g n i f i c a n t  r i s k  t h a t  t h e  T r e a s u r y ' s  r e c o m -  ^
T[u*

m e n d e d  p o s i t i o n  w o u l d  i n a d v e r t e n t l y  f o s t e r ,  o r  a t  l e a s t  p e r m i t ,  c/ %

a n  i n c r e a s e  i n  t h e  r e l a t i v e  i m p o r t a n c e  o f  g o l d  i n  t h e  m o n e t a r y  prv&jjip’

(S'U. t*]system. oZAj:-̂
F o u r t h ,  a  l a r g e  m e a s u r e  o f  f r e e d o m  f o r  g o v e r n m e n t s  t o  [) a Z Z ^ '-

t r a d e  i n  g o l d  a t  a  m a r k e t - r e l a t e d  p r i c e  m a y  e a s i l y  f r u s t r a t e  e f f o r t s  ET
B

t o  c o n t r o l  w o r l d  l i q u i d i t y .  F o r  e x a m p l e ,  s u c h  f r e e d o m  w o u l d  p r o ­

h o l d i n g s  a t  a  m a r k e t - r e l a t e d  p r i c e .  ( F r a n c e  h a s  a l r e a d y  d o n e  s o .  )

v i d e  a n  i n c e n t i v e  f o r  g o v e r n m e n t s  t o  r e v a l u e  t h e i r  o f f i c i a l  g o l d

t

T h i s  i n  t u r n  c o u l d  r e s u l t  i n  t h e  a d d i t i o n  o f  u p  t o  $ 1 5 0  b i l l i o n  t o  ^

t h e  n o m i n a l  v a l u e  o f  c o u n t r i e s '  r e s e r v e s .  L i q u i d i t y  c r e a t i o n  o f  

s u c h  e x t r a o r d i n a r y  m a g n i t u d e  w o u l d  s e r i o u s l y  e n d a n g e r ,  p e r h a p s
t y j r

e v e n  f r u s t r a t e ,  o u r  e f f o r t s  a n d  t h o s e  o f  o t h e r  p r u d e n t  n a t i o n s  t o  ->
*gi

g e t  i n f l a t i o n  u n d e r  r e a s o n a b l e  c o n t r o l .  T h i s  i s  a  m a t t e r  o f  g r e a t  

c o n c e r n  t o  M r .  W i t t e v e e n ,  t h e  h e a d  o f  t h e  I M F ,  a n d  t o  m a n y  o t h e r  

f i n a n c i e r s .
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As our governm ent ’s policy^ on gold has evolved,* the '

F e d e r a l  R e se rv e  has sought to avoid taking a r igid  position,

I have gone some distance  to try to conciliate the: French  view:

F i r s t ,  I have reluctantly agreed  to a part ia l  return 
of the International Monetary Fund's  gold holdings to 
m em ber  countries ;  this action, strongly de s ired  by 

|  F ran ce ,  would augment the gold stocks of F ran ce  and 
|  other countries ,  but would weaken the IM F  itself.

Second, I have proposed the important concess ion that 
f a government m ay  buy gold f ro m  another government, 
j i r re sp e c t iv e  of its established ceiling, if  the purchase  
1 will  accom modate  an emergency  need by the sel ling 

government to mobil ize  its gold holdings; a l so  that a 
government which had made a s a le  under emergency  
conditions could repurchase  that amount from another 
government without involving the emergency provis ion.

Third, in view of a d e s i re  to come c loser  to the French  
\ view, I have suggested  some lifting of the ceiling that 
I would apply to an individual country’ s gold holdings 
j (e. g. , f rom  100 per cent to 105 per cent of the actual  
| holdings a s  of May 1, 1975).

Indeed, I have even been willing to go further.  I have

consulted Henry K i s s in g e r  a s  to whether there i s  some polit ical

quid pro quo we might want to extract  f rom  the French in exchange

for acceding to som e part  or all  of their des ired  position on gold.

But Henry te l ls  m e  there  is  none at this time. Resolution of gold

i s s u e s  in their p re fe r re d  manner is  very  important to the French ,

and they will  probably be willing to pay a lot to get their way. If

we do ever accede to French  views on gold, we should at l e a s t  use

our bargaining lev e rage  to achieve some major  polit ical advantage.
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If the United States took a stand on the gold question that . 

fa i led to sa t i s fy  the French  in current  international  negotiat ions, 

would there be adverse ;  economic or polit ical consequences?  I .  

doubt it, for two r e a s o n s .  F i r s t ,  som e other European countries 

(most importantly, the G erm ans  and the Br it i sh)  a re  unlikely to 

part ic ipate  with the French  in a European,  go-it-a lone policy on 

gold. I have a s e c r e t  understanding in writing with the Bundesbank -- 

concurred in by Mr.  Schmidt -- that Germ any will  not buy gold, 

either f rom  the m ark e t  or from another government,  at a pr ice  

above the off icia l price  of $42. 22 per ounce. Second, there  is in 

my judgment a reasonab ly  good chance o f  a ’’s u c c e s s f u l ’1 negotiation 

in P a r i s  next week, even if  it proves  im p o ss ib le  to win French 

acceptance of individual country gold cei lings  and other a spe c ts  

of the U .S .  position on gold i s s u e s .  The polit ical  p r e s s u r e s  to 

reach  agreem ent on in c r e a s e s  in IMF quotas a r e  great .  A package 

that included these  quota in c r e a s e s  and som e  other re la t ively  un- 

controvers ia l  m a t te r s ,  but did not include agreem ent  on gold, s ee m s  

fea s ib le  and should be an acceptable  outcome for the United States .

All in all ,  I am  convinced that by f a r  the best  position for 

us to take at this time i s  to r e s i s t  a r ran gem en ts  that provide wide *
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latitude for centralbanks and governments to purchase gold at 

a market-related price. It is m y  understanding that this position 

is supported by Japan, the United K i n g d o m ,  b y  s o m e  other developed 

countries, and by m o s t  if not all developing countries. This position 

also c o m m a n d s  strong support in our o w n  country a m o n g  those of 

the financial and a c a d e m i c  communities that are sensitive to these 

issues. Severe criticism on the part of prominent and influential 

financiers w o u l d  inevitably follow if the Treasury's present position 

prevailed.

Finally, I m u s t  point out that the Treasury's position on 

gold will have to be aired in Congressional Hearings w h e n  changes 

in the I M F  Articles of A g r e e m e n t  c o m e  up for approval. In m y  

judgment, M r .  Reuss, w h o  is a leader on issues of this type, will 

denounce the Treasury's position on gold once he understands it.

This is one m o r e  reason w h y  you should ponder the gold issue 

very carefully.

C o p y  to:

Secretary S i m o n  

Secretary Kissinger 

M r .  G r e e n s p a n  

M r .  L y n n  

M r .  S e i d m a n
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