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RESTORATION OF BRITISH GOLI“STANHMIP?\™“WHAT IT MEANS.

(A. C. Miller, Federal Reserve Board.)

Sterling exchange is at gold par! What does this mean?
In a merely tcchnical sense it means that the English paper pound
has a value in the exchange markets of the world equivalent to the
English sovercign. In tcrms of American gold currency this means
that it is worth $4.866. In other words, the English pound now
and henceforth has a definite gold value by reason of its inter-
Changcability at the Bank of England with the gold sovereign. But
the attainment of par by the English pound has much more than a
technical significance. It is in itself one of the most important
Steps achieved since the Armistice toward world economic restoration.
More even than that, it is an illuminating and gratifying sign of
oW far toward completion the whole process of post-~war readjustment
has run its course.

Ever since the Armistice agriculture, trade and industry
the whole world over - in the United States as woll as elsewhere,
in one degree or another have been struggling against the handicap
of Currency disorganization and exchange derangement. "Back to
TOTmalt has been a longing of the distraught mind of the peoples of
Europe, and to them the restoration of their currency to a gold
Yas1s hag become the symbol and the goal of "normal". How to get
“eir affairs securely back on a gold basis has not, however, been
Clear ¢, all of them. Such has been the mental confusion and moral
deVastation produced by the war! Time has, however, made it clear

that there are no short and easy cuts., History has repeated itself
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again in this instance. Mere man-made laws may sometimes be
Successfully interfered with, but cconomic law is as inexorable

as fate and exacts its strict fulfillment. Germany learned this
When, after a debauch of her printing press currency to a degree
Unparallelled in the history of great trading nations, her curren-
CY became literally worthless and she decided by a stroke of the
Pen to wipe it all out at whatever sacrifice and moke a fresh start.
Under the Dawes Plan and with the assistance of American gold the
€0ld stondard has been restored in Germany. And with its restora-
tion Germany is going forward with firm and steady steps to cconomic
Tecovery and financial solvency.

For six years England has been working to put herself on
& gold basis. From a low of $3.19 the pound has now risen to a par
°f $4.866. This has been accomplished not by devaluing or wiping out

currency notes but by steadily building up the gold value of
her currency in the markets of the world. Adhering to banking and
Monetary tradition*And never forgetting tho lessons of experience,
England with dogged persistence has held to her course and today
Sees her reward in the achievement of par for her exchange.

The importance of this achievement, whether it be looked
at from the point of view of the world's interest or of our national
American interest, cannot easily be exaggerated. The action re-
Cently %fiken by the British Parliament in ordering a restoration of

the gold standard and the rcestablishment of London as a free gold
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Darket was promptly followed by similar action in the self-govern-
ing commonwealths of the British Erpire and by countries in Europe
that were awaiting England's decision. The result is that there
are now only three of the larger nations, to wit - France, Italy
and Russia, that have still to swing into line in making the gold
standarg practically universal and restoring it to the primary
Position it occupied bofore the war as an international regulator
roney and exchange,

Before the war the gold standard was well-nigh universal
among the trading nations of the world, and London was the most
important of the world's free gold markcts and financial centers.
Its position was unique. The pound sterling had attadned a po-
Sition of primacy as a monetary unit of international accounting
and payment. It is not too rmch to say that the successful main-
tenance and the effective operation of the gold standard in pre-
War days was largely due to the skill and the success with which
London conducted her monetary and banking affairs in maintaining
® free gold market and thus buttressing the gold standard in other
€0ld-using or gold-exchange-standard countries.

By reason of the great changes that have come about in
the wor1g of commerce and finance in the past ten years the United
States has becone the world's greatest gold center and the world's
1eading free gold market. But events have demonstrated pretty

onclusively that the United States could never expect to get the
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full benefits of the steadying influance on hor affairs of the
gold standard until internaticnal 5cld flcws resumed a normal
CGarse through the reestablishment of Lendon as the mest impor tant
Cutside free gold market.

This pesiticn has now besen virtually attained. The gold
Stendard is now in effect in fcur-fifths or more of the commercial
world. The fantactic vageries which a certain schocl of econcmists
on both sides ¢f the Atlantic have embraced in their offorts to
find a substitute for the gold staadard have given way before the
world's resclution to tie its fate in monetary matters in the fu-
ture, as in the vast, to scretning mere objective and less capricious
than fallible humsn discroiion. However interesting the various
artificial devices, such ss dranagad curroncy, " "price stabiliza-
tien," etc., through credit menipulaticn ight be as onterprises
in celestial eccnomics, they cofferod little practical comfort to a
Wworld wearied with sufferings frem wobbling exchrnges. They brought
Stones to a world crying for bread. The clouis of uncertainty and
confusion which have rested over the world's monetary horizon for
a decade were not to be lifted by such devices.

With the gold stendard in practical operation international
trade and finance cen again be conducted without the uncertainties
end risks attending fluctuating menetary units. Few things aid more
tc the hazards of trade or give it more of a speculative character
then fluctuating exchanges. Eiéhange derangement discourages and

diminishes trade. The reestablishment of the pouni sterling as a
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dependable ménetary unit of intsrnatimnal payment may, therefcre,
beexpected t¢ give a substantial boost tc internaticnal trade
from which we in the United States may expect tc be great gainers,
Internaticnal trade cen now prcceed in a more orderly -nd normal
fashion and have less of the speculative character it has had in
recent years. Anything that promotes the traie of the world by
giving it a safe and stable basis in ths foreign exchanges will
gmure to our advantage, for ours is the greatest fereign trade

of any country. Everyone in the United States, whether engaged
in agriculture, commerce, industry or finance, will in time feel,
though he may not be aware of it, the stimulation that will come
with the restoration of the world's internaticnasl mschinery cf
éxchange- tc the firm and secure basis sssured by the restoration
of the gold standard.

It may also be expected that, with the remcval of the
dams which have obstructed the natural flow of gold from country
to country, credit will be lcosened snd afford stimulsticn in
healthful and safe ways to trade amcng the nations snd industry
within them.

With such an undoubted and important interest at stake
in the restoration of the g0ld standard, the United States clear-
1y has an interest in promoting ani assisting its reestablishment.
And as the largest singls holder of the world's stock of monetary

£01d, we in the United States not cnly have an interest in the
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restoraticn of the gold standard but a Juty to assist in its
restoration and msintenance wherever conditicans give dsfinite
promise of success. It is fer this reascn that our Federal
Reserve Banks have arranged tc let the Bank ¢f England have

sCme of their y4cld, should it be needed by the Bank of BEngland
in the first stages of England's resumption of scld payments

and the practices of s free gold market. It dces nct seem
likely at this time that the Bank of Englsnd will hsve much

or frequent cccasion to draw on our gcld supply, but past ex-
perience shcws that difficulties msy be encountered in the early
Stages of gold resumption snd that it is, therefcre, inadvisable
not to be prepared to mset them. The Bank of England and the
British Government have, therefore, acted wisely in arranging
for American gcld credits to be drewn upon in case of need.

It was particularly thoughtadvisable to have an American credit
¢f impressive amount for the purpcse of disccecuraging in advance
and beating off and defeating any speculative drives that might
be maje by operators snywhere in the world against sterling
eXchange, if such drives should be attempted.

By ccceperating with England in her endeaver to put
the gold stsndard into effect in her mcney market the United
States has -azain supplied a constructive facter of the greatest
consequence in helping t¢ place the economic ani financial

affairs of the world ¢n a solid and ssfe basis.



