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Note of Items Needing to be Further Checked or Confirmed

Accuracy of statement concerning manner in which gold in
circulation was held at the beginning of 193h.

Correct legal reference to the Act of March 17, 1862.

Confirmation of the procedure employed in Treasury gold
purchases, January 1933.

Confirm or correct reference to the origin of the gold taken
over by the Stabilization Fund in May 1934.

Check statement that new type gold certificates were given
in exchange for gold in the Redemption Pund for Federal
Reserve Jotes.

Note 4; Confirm or correct statement that gold bought by
the Stabiliszation Fund in May 1933 wes taken from the General
Fund.

Confirm or correct statements made with regard to Secretary's
povers to deal in Government securities for the Stabilization
Fund.

Confirm or correct the inference that no transactions in
sterling or Swiss francs were contemplated when the fiscal
agency arrangements of September 4, 1334 were set up.

Check date on which Guaranty Trust Company was appointed as
agent for the Stabilization Fund.

Confirm or correct inference that the JFund's operations in
francs were influenced by the assasination of King Alexander .
of Yugoslavia.

Confirm or correct the statement that no interest cost was
alloved for in calculating the Fund's ability to duy gold in
London at $34.77.

Check gold export point, Paris to New York, at time of crisis
of May June 1935.

Confirm cost of shipment of silver, London to New York.

Improve statements concerning Treasury's purchase of silver
from China in August$ 1335. )
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Page 9% - Correct statement concerning Chinese deliveries of silver
purchased by the Treasury in May 1935.
Page 96 - Correct statements concerning changes in Treasury Silver

Policy in November 1935.

Page 134 - Check whether Treasury took the initiative in negotiations
with Sweden at the time of the Tripartite.

Page 153 - Check statements concerning the requirement under the Tri-
pertite that gold earmarked must be the property of the
institution for whose benefit the earmark was created.

Page 158 - Check date and contents of Netherlands Bank letter.

Page 178 - Check statement that Bank of France placed all or most of
thé gold bought from the Pund in its earmark with the
Federal Reserve.

Page 189 - Check statements conceraing purchases by the Fund in the
open market in London. In general, I do not feel entirely
confident that I have accurately separated the Pund's gold
purchases in London, made in the open market, from those
made from the Bank of England.

Page 197 - Check inference that the Fund sold gold in the open market
in Loandon, Koveamber &, 1937.
Page 201, - Confirm the figures relating to the adjustments made by the
bottom & Fund vhen desterilization was begun.
202, top
Page 205 - Check statement that after desterilization the Fund's trans-
actions with the General Treasurer were continued under the
Secretary's letter of November b, 1936.
Page 216 - Check the statement that the Bank of England acquired dollars

for pegging sterling at 4.0b-1/8, June-August 1939, through
release of gold from earmark.

In addition, I have been unable to clear up completely a
question concerning the date on which approval was obtained
from the President for sale of gold to all or aay Central :
Bank or Treasury in 1936. The difficulty is stated on Page 112.
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I. %The Treasury's Gold Accounts Prior to the Passage of the Gold Reserve Act
of 193k,
A. The Nometary Gold Stock of the United States Prior to the Passage
of the Act.
Trom May 1933 to January 30, 1934, the Mometary Gold Stock of the United
States wvas virtually comstant at just over $4,300,000,000. It vas held partly
in the vaults of the Treasury, partly in the vaults of the Pederal Reserve Banks
and partly by persons who had not yet complied with the gold hoarding orders
i1ssusd under the Emergency Banking Act of 1933.1 On November 29, 1933, for ex-
ample, the distribution of the total monetary gold stock bdetween these holders

wvas in round figures as follows:

In Treasury 3,201,000,000
At Tederal Reserve
Banks £11,000,000
In cireulation 311,000,000 i1
Total 4,323,000,000

Of the 3,201,122,000 gold coin aad bullion held by the Treasury on that day only
N 33 million was free gold in the General Fund, all the rest deing held i{n trust

as indicated by the following statement of the gold liadilities of the Treasury:

i (Cheek accuracy)

11 When the Gold Reserve Act weant iato effect on January 30, 1934, gold coin in
eirculation., then estimated at $287,000,000 was excluded from the Monetary
Gold Stock. PFor reasons see Feleral Reserve Bulletin, Fedruary 1934, p. 95.
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Treasury's Gold Liadilities, November - ..
To the Federal Reserve Systea
@Gold Certificates held in vault by
the Federal Reserve Banks -
Gold JFund, Federal Reserve Board
(of which Federal Reserve Agents
Fund, 1,105,174,000; gold settle-
ment Pund, 673,403,000)
Gold Redemption Fund, Federal
Eeserve Notes
To Others
Gold Certificates in circulation
outside the FPederal Reserve Banks
and the Treasury
Reserve Against United States XNotes
Reserve Against Federal Reserve
Bank Notes and National Bank Notes

Total Gold Liabilities

Free Gold at the disposal of the Treasury

Potal Gold Coins and Bullion held

32.762.259.000
942, 794, 000
1,778,577,000
40,888,000
405, 755,000
219,387,000
156.039.000
30,329,000
33.168.01b.000
33,108,000
$3.201,122,000

*)co-pilod from Tadbulation attached to Statement of Governor Black concern-
ing the Gold Reserve Bill (82366) - Pederal Reserve Bulletin, Pedruary 1934,

No. T4-5 and the Treasury Daily Statement of November 29, 13933. <There are
slight discrepencies in these sources and vhere these occur the Treasury

Daily Statement figures are taken.
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Of these gold liabilities the 0ld Redemption Pund against Federal
Reserve Kotes and the gold held against Federal Reserve Bank Notes and National
Bank Notes were liabilities of the General Jund, and the remainder liadbilities
of the Treasury's gold account.
E;)<~¢e
This situation remained virtually unchanged until the Gold K: .. :-. Act

wvent into effect on January 30, 1934.
B. Gold Acquired by the Government as a Result of the Gold Purchase Progras.

In addition to the gold held in the Treasury and included in the Monetary
Gold Stock at $20.671834 per ounce the Treasury and the Reconstruction Pinance
Corporation held, on the eve of the passage of the Gold Reserve Acf?vgold pur-
chased at various prices higher than $20.67+ in the course of the three phases
of the gold purchase progra=m.

The first phase of this program lasted from September & to Octobder 24,
1933. During this period the Treasury accepted nevly mined domestic gold at
the Mints and Assay Offices on consignment for sale to persons licensed to ac-
quire gold for non-monetary purposes or for sale to foreign purchasers. The
secretary was authorized under Executive Order of August 29 to sell such gold

at prices based on the world prico%l)!ho second phase was carried out by the

oealira-vhether IhE Treasury tookover the R:Y.C. ¢gold omwJsmu=ry 15 or
JenwsTy 31 -and -February 1. I conelude fream the record thas 4% was the latser.

11)ene daily prices are given in the Secretary's Annual Report for 1934, p. 205.
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Reconstruction Pimance Corporation umder Executive Order of Octoder 15. Late
in Octoder the Corporatioa degan to purchase gold both at home and adroad
gradually increasing the price paid from $31.36 per fine ounce on Octoder 25
to $34.01 on Decembder 11. The gold acquired adroad wvas purchased by the
Guaranty Trust Company in Paris and London either from the Bank of issue or
in the open market with foreign exchangs bought by them at rates wvithin vhe
limits agreed upon vith the Federal Reserve Bank of New York acting as Plscal
Agent for the Reconstruction Finsnce Corporstion. The gold so acquired was
bought from the Guaranty Trust Company by the Recomstruction Finmance Corporation
with its own notes payadle in goldz. The amount of gold purchases suthorised
under this arrangement was at first $25,000,000 dut additional purchases up
to $20,000,000, $25,000,000 and $25,000,000 were authorised oan Decemder 12, 1933,
December 20, 1933 and January 3, 1934. On Novembder 23, 1933 the Guaranty PTrust
Company was instructed to transfer the gold it had acquired adroad from its
London and Paris offices to the Bank of Xngland and the Bank of Prance. Up to
January 15 the Reconstruction Finance Corporation had dought $23,000,000 of
domestic gold and $108,000,000 of foreign gold in London and Paris at the total
cost of $132,000,000 and an averagze cost of $32.75 per onnoo’.

On January 15 the President sent a special message to Congress asking for
povers to devalus the gold dollar, to vest title to all gold in the United
States in the Oovernment and to estadlish an Exchange Stadilization Fund out

of the devaluation profit. On the same day the exscution of the gold purchase

program was transferred from the Recomstruction Finance Corporation to the Treasury.

1 1eid.

2 Letter of November 1, 1933 from the Ouaranty Trust Company of New York to the
Tederal Reserve Bank of Nev York ia the *Gold -- General -- Fiscal Agents and
Depositaries® file

3 The R.7.C. gold vas taken over by the Treasury on Pedruary 1, 1934 at this price.
Treasury memorandum in *Transactions--Ceneral® file. ( Check vhether this was also
the cost to the R. F. C.)
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In order to carry out Treasury gold purchases Mr. Morgenthau obtained the
consent of the President for an issue of $250,000,000 U. 8. bdonds to de dated
Jamvary 16, 1934 and maturing april 18, 1934. 1In descriding the purposes of
this i{ssus the Secretary said in his letter to the President: ®Such donds will
be used to purchase tﬁrongh the Federeal Reserve Bank of Nev York gold coin con-
taining an amount of gold equivalent to gold purchased adroad by a bdank, meabder
of the Federal Reserve Byatem, designated by the Federal Reserve Bank of New
York. The price to bde paid for such gold coin will de the cost in dollars of
the equivalent amount of gold purchased abroad, 4{1 prices advised by me from
time to time with your approval, including handling charges and cost of trans-
portation to New York and insurance plus 1/4% of such dollar cost to cover the
overhead of such tranlactions.l The bonds will also de used to purchase from the
Federal Reserve Bank of New York gold coin coataining an amount of gold equal
to the domestic gold purchased by the Federal Reserve Bank of Nev York with my
lppronl'.2 The purchase of coin rather than gold bars with these Uhito& States
securities was necessitated because the legal authority of the Treasury to duy
g0ld at adove the 0ld statutory price was limited to coins. It wvas found ig
the Act of March 17, 1862 (31 U.5.C. T34 and 752--check). This Civil Var Act
authorised the Secretary of the Treasury to use bonds and notes for the purchase
of coin at such rates as he deemed in the pubdlic interest. It was therefore

aecessary for gold acquired adroad %o de coined or oxchnngé'for €old coin defore

it could de bought by the !roalngl,3 The folloviag modus operandi therefore was
1 fhe 1/4§ handling charge which was later imposed om all gold purchases and
sales under the Gold Reserve Act appears here for the first time and it can de

inferred that it wvas not made part of the new monetary system saé decause of
any desire to widen the gold poiats dut solely for revenus purposes.

2 %Gold--General--Fiscal Agents and Depositaries” file.
3 Memorandum Bovember 8, 1933 in "Gold--General--Procedure and Policy® file.
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worked out to accomplish this result:
Nodus Operandi for the Purchase of Gold Abro-d1

1. At the direction of the Secretary of the Treasury, the Federal Reserve
Bank of New York will request the Ouaranty Trust Company to buy a specified
amount of gold bdars in London or Paris. The OGuaranty Trust Company will use
their own funds ia London or Paris and will recoup themselves by purchasing in
the exchange markets the funde 80 used within the limit of exchange rates fixed
by the Secretary of the Treasury.

2. Vhen the gold 1s purchased it shall de delivered to the Bank of England
or the Bank of France to be held subject t0 the order of the Federal Reserve
Bank of Nev York. ZThe latter will arrange to have the gold held earmarked in
a special account at the Bank of England or the Bank of France and will advise
the Nev York Assay Office that the gold is held in London or Paris for the ac-
count of the Treasurer of the United States.

3. The Treasurer of the United States will imstruct the Assay Office in
Nev York to bhold at the disposal of the Guaranty Trust Company an amount of gold
coin equivalent in fine weight to the gold held adbroad.

4. The Guaranty Trust Company will sell this gold coin to the Treasury anrd
receive in payment Treasury notes maturing im adout thirteen menths, with inter-
est at a rate to be agreed upon, such notes to be in a face amount equal to the
cost in dollars of the gold purchased adrosd plus estimated shipping charges to
¥ew York.

5. The Secretary of the Treasury will authorise the Federal Reserve Bank
of Nev York to purchase these notes from the Guaranty Trust Company once a week
vhen the Guaranty Trust Company will pay the Federal Reserve Bank of New York
the shipping charges vhich the Federal Reserve Bank of New York will use %o de-
fray the cost of shipping the gold from London or Paris to the Kev York Assay
Office. If these estimated shipping charges should prove to de iasuffictent to
cover the cost of shipping all of the gold held in London or Paris to New York,
the Federal Reserve Bank of New York will mot de expected to ship the uncovered
balance of gold unless the Treasury pays the additional shipping costs.

The price fixed by the Treasury for nevly -mined domestic gold wheu coined

was $34.45 per ounce® and the 014 bought adroad under the above program vas

acquired at a roughly equivalent pr1e0.3

1 %Gold--Gensral--Fiscal Agents and Depositaries® file. Several plans vere worked
out and the ome quoted in the text is not attached to the formal letter of the
Secretary t. the Federal Reserve Bank of New York of January 15, 1934, putting
the plan into effect, but it appears to be the procedure actually used. -{Check)

2 gecretary's Aanual Report for 1934, page 205. _
J This s inferred from the fact that the price of the gold eoin held on Jan. 31
vorks out at $33.42 per ounce.
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The foreign gold trensactions of the Preasury at this time, therefore,

amounted to an exchange of gold coin at home for gold dullion adroad at the
statutory price and the repurchase of the gold coin at prices fixed by the
Secretary. The face valus of the coin so purchased was $32,438,350 valued at

$54,122,155.1

Under the gold purchase program as a vhole the Government acquired foreign

and domestic gold at a total cost of $191,000,000 and at average cost 0£$33.09
per ounce. Of this, over 61% was purchased in London and 33% in Paris and was
distriduted detween the Reconstruction Finance Corporation and Treasury pur-

chases as follows:

1 Memorandum of May 26, 1934 in "0old--Gemeral” file, which states that on that

date this amount of coin, purchased abroad under arrangements made with the
Guaranty Trust Company of Nev York prior to Jamuary 31, 1934 was still held

by the Federal Reserve Bank of Newv York for account of the Treasury (check).
On November 23, 1934 the Pederal Reserve Bank of New York still held $58,218,704-
in gold coin acquired under the arrangements of January 15, 1934 for the
Treasury, and was instructed on that day to have it melted into dullion under
the terms of the Gold Reserve Act. ("Transactions--Buying and Selling Gold--
General® file). This appears %o include the $3,000,000 in coin purchased in
the United States under these arrangements. (In his Annual Report for 1934
the Secretary says that on January 31, 1334 the Treasury held $30,623,145
face amount of gold coin acquired at a ocost of$49, . 1 cannot reconcile
the difference in these figures.)
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Cost of Gold Purchased as of January 31, 19}“‘)

R.7.C.
os®-.
Domestic Gold 695,000
Foreign Gold
In U.S. 154,000
In Paris 772,000
In London - 2,407,000

Total Cost to Treasury

Average Cost per o=.

Yalue at $35 per ounce

+
(millions)
23

108

132
32.75
141

Preasury
oss.

94,817

529,000
1,130,000

§
(millions)

3
55

58

61

I1. The Treasury's (Qold Accounts After the Passage of the Gold Reserve Act and

Before the Estadblishment of the Fund.

The foregoing details of the ways in which, and the purposes for which, gold

wvas held by the Pederal Reserve Banks and the Government just before the Gold

Reserve Act went into effect have deen given in order to make clear the precise

effects of that Act on the gold accounts of the Treasury up to the moment when

the Stabilisation Fund was estadlished.

A. The Transfer of the Gold Reserves of the Federal Reserve Banks to the

Treasury.

‘)Oondonnod from Tables given in "Pransactions General® File.
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On January 30, 1934, the Goveroment took title to all the gold owned by
the Federal Reserve System under Section 2 of the 8old Reserve Act which reads:

"Upon the approval of this Act all right, title and interest, and
overy claim of the Federal Reserve Board, and of every Federal Ressrve
Agent, in and to any end all gold coin and gold dullion shall pass to
and are hereby vested in the United States; and in payment therefor
credits in equivalent amounts in dollars are hereby estadlished in the
Treasury in the accounts authorised under the sixteenth paragraph of
Section 16 of the Federal Reserve Act, as heretofore and by this Act
amended (U.S.C. Title 12, Sec. 467). Balances ia such accounts shall
be payadle in gold certificates, which shall de in such fora and in
such denominations as the Secretary of the Treasury may determine.”

This transfer was carried out as follows:
The gold held bty the Federal Reserve Banks amounting to $178 millions

and the gold held by the Pederal Reserve Agents amounting to $628 millions, the
£01d held 1in the 0old Settlement Pund smounting $o $727 millions and the gold
held in the rvoral Reserve Agents Fund, smeunting to $1,035 millions--in all
32.568'l11110n|1-- vas taken over by the Treasury in exchange for credits payabdle

in gold certificates of a new type bearing on their face the wording:

"This is to certify that there is on deposit im the Treasury of the
United States of America - - dollars in gold, payadle to the
bearer as authorised by lav".2

The Yederal Reserve Agents Fund and the Gold Settlement Fuad which had
theretofore appeared in the Treasury Daily Statement under the heading "Gold Pund,
Tederal Reserve Board®, decame the "0old Certificate Fund, FTederal Reserve Board®,
and the whole amount of gold taken over from the Federal Reserve 3Systez as noted

above was placed in this fund.

1 Oopiss of the detailed receipts issued to the Federal Reserve Banks and Agents
for these amounts are in the "Gold--General® file. They include $13,800,151 in
€01d held abroad by the Federal Reserve Bank of Nev York which .nbsoqn.ntlgfhc-
came part of the first gold purchased by the Stabilisation Fund. See page __.(Confir

2 Treasury Press Release January 31, 1934, The wordiag of the old $20 gold cverti-
ficate was as follows: "This certifies that there have been deposited in the
Treasury of the United States of America twenty dollars in gold eoin payadle to
the dearer on demand.” The considerations leading o the change in wvording of
the gold certificates are set forth in a memoraadum from XMr. Bell to the 8Secre-
tary of Septemder 18, 1933, which is in the "Gold--General® file.
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The gold held in custody in the Ganeral Fund for the Redemption Pund against
Federal Reserve Notes was drought into the Gold Account, and the Redemption
Jund wvas set up as a liadility of that Account. XNew type gold certificates
vere given for this gold, and also in exchange for the old type gold certifi-
cates held by the Federal Reserve Banks?!)

The statements of the Gold Account of the Treasurer in the Treasury Daily
Statements of January 29 and 30, 1934, show the effect of the transfers (Table 1).
Both sides of the gold account were increased dy just over $800,000,000. The
€old reserves of the Federal Reserve Banks were converted from gold bullion held
in vanﬁ:’? €old certificates evidencing the deposit of a certain Qo*gh* of ;aia

b an R

bi&%&oa\to”ibld certificates of a fixed dollar valuell)

Table I -- Gold

January 29, 1941

Assets Liabilities
Gold Coin 825,913,005.20 Gold Certificates
Gold Bullion 2,501,653,068.06 Outstanding 1,126,967,919.00

Gold yund, Pederal
Reserve Bo-rd 1,761,798,715.79

Gold Reserve 156,039,088.03
(U.S. Notes)

Gold in General Fund 182,761,550, 4k

 Potal 3,227.567.273.26 fotal 3,227,567,273.26

1)chock - no anthority.

“99h¢okw4hn exactasss of this by compering the text of the old and new gold
certiftoetes.

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



11
January 30, 1934
Assets Liabilities

Gold 4,029,092,988.86 Gold Cersificates Outstanding

(Outside the Treasury) 1,126,234,369.00
Gold Certificate Fund

(Federal Reserve Board) 2,567,771,258.66
Redemption Fund 43,355,766.73

(Federal Reserve Notes)
Gold Reserve (U.S. Notes) 156,039,088.03
Gold in General Tund 135,692,506kl

Total 4,029,092,988.86 Total 4,029,092,988.86
3. The Inclusion of the Gold Aequired Under the Gold Purchase Prograz in

the Monetary Gold Stock and the Devaluation of the Dollar. .

On Janvary 31, 193% at 3:10 p.m. the Presideat's Proclamation reducing the
€014 content of the dollar went into effect. The Treasury immediatly took over
the gold purchased by the Reconstruction Finance Corporation, revelued this gold
together vwith the gold it had itself bought under the gold purchase program, and
included the total in the Monetary Oold Stock at $35 per ounce. At the same time
the gold in the Treasurer's Gold Account was revalued.

On January 31 a memorandux was prepared in the Treasury Department shov-

ing in round figures that the revaluation would work out as follows:
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Gold Held in the Treasury January 31, 193“1

014 Yalue Before Yalue at
Revaluation $35 per ounce
In Gold Acceunt $4,032,000,000 $6,826,000,000
Treasury gold 3,226,000,000
Gold acquired from
TR Banks 178,000,000
FR Agents 628,000,000
Gold Acquired from R.P.C. (Cost) 132,000,000 141,000,000
Gold Purchased by Treasury (Cost) 59,000,000 61,000,000
%,223,000,000 7.028,000,000
Profit 2,80k ,000,000

Before the close of dusiness on January 31 additional gold was deposited
in the Treasury bringing its gold account to $4,034,867,780 as of 3 p.m. and
increasing the -evaluation profit to over $2,805 millions. MNoreover, on Fedruary 1,
the Treasury carried out a aumber of gold transactions adroad. It disposed of
$14,500,000 of the gold acquired from the R.7.C.2 and bought $3,154,391 in gold
adbroad. These purchases hovever did not appear to have entered the accounts until

February 2.3 leaving the total in the Treasury's Gold Account on the day after

the revaluation $7,018,263,925.70.
Since the gold liabilities of the Treasury were expressed in gold dollars

and not in the form of a warehouse receipt for a specific amount of gold dullion

or specific gold coime deposited, they were mot increased, and conmsequently the

1 Table ia "Transactions--General” file.

2 Gheck carefully wvording of tadle in "Gold--General® file showing gold held by
the Treasury on April 30, 1934 and gold purchased from the R. F. O.

J Oon P 2 the Treasury acquired 30,125 ounces of gold im Paris and 60,000
ounces in Loaden according to a memorandum in the "0old--Oenersl” file. At

$35 per oumce these amounts work out at $3,153,375 and I assume they are the
same as the purchases referred to elsevhere in this file as having been made

or Fedruary 1.
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vhole iacremeat resulting from the reductioa in the weight of the gold dollar

was refl cted in an imcrease im goll held in the General Fund. The devaluation

profit realised on January 31 and Fedruary 1 was $2,805,512,060.87 and the item

"Gold in the Oeneral Fund" on the Daily Statement increased from §

on January 31 %o $3,132,484,953 on Pedruary 1. On Pedruary 1 the Gold Account

of the Treasurer stood as follcvn:l
Assets

Gold $7.018,263,925.70

Total $7,018,263,925.70

Liadilities

Gold Certificates

Outstanding outside

the Treasury $1,118,757.359.00
Gold Certificate Fuad

(Tederal Reserve Board) 2,567,627,658.66
Redemption Pund '

Tedoral Reserve Notes 43,355,766.73
Gold Reserve (U.S. Notes) 156,039,088.03

Gold in Oeneral Fund 3,132,484,953.28
Total 7,018,263,925.70

: Treasury Daily State=ment.

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



1l

C. The Accounting Treatment Given to the Devaluation Profit in the

Books of the Treasurer.

As directed by Section 7 of the Gold Reserve Act, the Devaluation profit
vas shown in thé Treasury Daily Statement as a miscellaneous receipt. Since,
hovever, the major part of the profit was to de set aside under the Act to es-
tadlish an Exchange Stabilisation Pund of $2,000,000,000, and the remainder was
reserved for non-budgetary purposes, this treatment of the profit was inappro-
priate and in some respects misleading. It obscured the true budget position as
indicated in the Comparative Analysis of Receipts and Expenditures published on
page 2 of the Treasury's Daily Statement. In this statement for Pedruary 1, an
excess of receipts of $973,716,937.20 was shown for the fiscal year 1934 as com-
pared to a deficit of $1,864,940,663.53 for the same period the previous year,
though the actual budget deficit had really increased slightly. The large net
balance in the Genersl Fund was also misleading.

Consequently on February 28 the Treasury transferred the devaluation profit,
which had by then increased to 32.808.221.137.09Jfron the General and Special
Punds (Budget) side of the Daily Statement to the Trusts and Contributed Funds
side, vhich was given the new title *frusts and Contriduted JFunds and Increment
in Gold'%’ On the daily statement of Pedbruary 28, $2,808,221,137.09 was deducted
from Miscellaneous Receipts of General and Special Punds and sdded to the receipts

of Trusts and Contributed Punds and Increment in Gold. Coénsequently this statement

{)xemorandua from Uader Secretary Bell to Secretary Morgenthau, Febdruary 28,
193%.
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shoved an excess of expenditures over ricolptn of General and Special Tunds for
the fiscal year 1934 of $2,352,170,239.42, whereas on February 27 it had shown
a surplus of $478,961,717.93, and the true budget position vas accurately indi-
cated. RExpenditures changeadle to the devaluation profit were thenceforth to be
Sreated as expenditures from Trusts and Contriduted Funds and Iacremeat im Gold
and eliminated from the dudget side of the Dally Statement eatirely. Among these
expenditures were losses on gold melting as they accrued and the Stadilisation
Fund, the bdalance remaining at the discretien of the Secretary ualess specially
appropriated by Oongrolo.l)

This rearrangexent of the Accounting Treatment of the gold increment still
left the swollen net dalance in the General Fund, pending the actual estadlishment

of the Stadiliszation Fund, and the disposition of the balance of the gold imcre-

ment for Special purposes.

III. The Estadlishment of the Fund.

On March 17, 193k, the $2,000,000,000 appropriated under the Gold Reserve
Act of 1934, for the establishment of ar Exchange Stadilisatioa Pund under the
exclusive contrel of the Secretary, was made available to him. A check for this
smouat was issued by the Treasurer of the United States under a Treasury Settle-
ment Varrant and made payable to the Secretary. The Tuad, hovever, wvas not

actually estadlished until a month later,

LI Preasury memorandus of January 29, 1934 im the "Gold--Procedure and Policy"
file indicates that $10,000,000 of the devaluation profit vas set aside as 2

reserve to take care of losses through adrasion.

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



16
A. Accounting Procedure Bmployed.

The first steps vere taken oa April 16. On that day the Secretary re-
turned the check for $2,000,000,000 to the Treasurer with the request that two
nev checks should be issued, one for $1,999,900,000 to de held pending further
instructions and one for $100,000 to be put in a disdursing account in the name
of the Secretary. A checking account with the Treasurer (Symbdol 17-610) was
opened by the deposit of the check for $100,000 and designated "Secretary of the
Treasury, Exchange Stabilisation Fund®". Pending the payment into this account
of the bulk of the Fund represented by the second check for $1,999,900,000 this
check was not shown as an expenditure from the gold increment in the Trust and
Contridbuted Punds section of the Daily Statement dut was treated as a Suspense
{tend)

The Secretary was th:. vplaced in a position to meet the preliminary ex-
penses of organizing the administrative machinery of the Jund and distributed the
$100,000 among three disbursing accounts. $93,000 was deposited in a disbursing
account designated Bxchange Stabilization Pund, Disdbursing Accounts, Secretary of
the Treasury (Symdol 17615) which became the active checking account of the
Stadbilization Fund with the Treasurer of the United States, and the remaining
$7,000 vas divided between two small accounts in the name of Special Disbursing

Agents.
On April 27 the Stabilization Fund was formally set up. The Treasurer's

1)1 infer this - check correct accounting term.
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check for $1,999,900,000 was deposited in the account designated Secretary of
the Treasury Bxchange Stabilisation Pund (Symdol 17-b610) and the total amount
paid into this account, $2,000,000,000, appeared in the Daily Statement of that
day as an expenditure under the heading Trust and Contriduted Funds and Incre-
ment in Gold. Two checks wvere drawn on Symbol 17610, one for $99,900,000 which
was deposited in the Secretary's Active checking account with the Treasurer
(Symbol 17-615), and one for $100,000,000 which was deposited in gold certifi-
cates in the Gold Certificate Fund (Federal Reserve Board) by the Tressurer of
the United States for the credit of a new account to be opened by the Federal
Reserve Bank of Nev York and designated "Secretary of the Treasury, Special
Account®,

The $2,000,000,000 paid to the Secretary by the Treasurer of the United
States was thus divided into three parts: An account of $100,000,000 with the
Yederal Reserve Bank of Nev York, disbursing accounts with the Treasurer amount-
ing at the outset to $100,000,000, and an inactive deposit wvith the Treasurer of
$1,800,000,000 (Symbol 17-610). Unmder instructions from the Secretary a nev
heading was added to the Liabilities side of the Treamrer's Gold Accountswith
the designation "Exchange Stabilization Pund®, which was to show the bdelence in
Symbol 17-610%);nd $1,800,000,000 in gold was transferred from gold in the General
Pund to this nev account. @Gold in the General Pund was further reduced by the
$100,000,000 deposited in the Gold Certificate Fund of the Federal Reserve Board

for the credit of the Secretary's new Special Account at the Pederal Reserve

1)Letter of Secretary Morgenthau to the Treasurer of the United States, April 27,

1934,
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Bank of Nev York, and the disbursing accounts vere included among the liadilities
of the General Fund under the heading "Deposits of Government Officers, Post-
mastors, Clerks of Courts, etc."
These transfers were all carried through om April 27, 1934, and are re-
flected in the following changes in the Treasury Daily Statement detween Aprgl 26
and April 27.
(in millions of dollars)
1. In the Gold Account (Liadilities)

OGold Certificate Fund of the Federal Reserve

Board $ 101
Bxchange Stabilisation Pund #1,800
Gold in the General Fumd -1,901

2. In the General Pund

Assets Liabilities
Gold =1,901 Deposits - Postmasters,

Clerks of Courts, Dis-
bursing Officers, etc. $ 90

Net Balance -2,007
The Secretary's Special Accocunt at the Federal Reserve Bank of ¥evw
York vas included at the outset in the item Government Deposits on the
balance sheet of the Bank, and this iter shoved an increase of $150 millionse
between April 25 and May 2. But after a fev days the Special Account vas in-
cluded under "Other Deposits” and the dalance sheet heading Government Deposits

wvas changed to United States Treasurer, General Account,
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B. The 8ecrecy of the Fund's Operations.

The $200,000,000 which constituted the active part of the Stadiliszation

Fund was by these means made avaliladble to the Secretary with a minimum of dise-
closure to the pudlic of the actusl disposition made of it. Once in active
operation the transactions of the Fund were effectively screened. .Ito dollar
assets vere divided betveen two accounts, "Derosits of Government Officers,
Postmasters, Clerks of Courts, etc.” in the General Pund and "Other Depesits”
at the Federal Reserve Bank of New York)through which many other transactions
were passed. Such gold, silver, government socurltiolﬂ;ﬁ foreign exchange as
the Fund might acquire would not be shown in any published staterents unless

and until the Fund made pudblic ite own balance sheet.

III. The Fowers of the Federal Reserve Banks to Hold or Deal in Gold under

the Reserve Act of 193k, .

The changes in the monetary standard of the United States made dy the
Gold Reserve Act of 1934 and the Proclamations, Orders and Regulations issued
thereunder were in effect for nearly three months bdefore the Exchange Stabilisa-
tion Fund was definitely established and put in a position to intervene actively
in the gold, silver and foreign exchange markets. During that interval certain
steps were taken by the Treasury affecting the powers of the Federal Reserve
Banks to hold and deal in gold under the Act which had a bearing on the later
relations between the Fund and the Federal Reserve Bank of New York.

The first of these was the anthorisation given to the Federal Reserve

Banks to aét as fiscal agents for the Treasury in the purchase and sale of gold

in accordance with the general monetary policy officially announced by the
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Secretary on the day following the passage of the Gold Reserve Act.

A. Powers to Buy and Sell Gold as Piscal Agent of the United States.

On January 31 the Treasury announced that it would sell gold for export to
foreign central banks vhenever the exchange rates in gold standard countries
reached gold export point, making all such sales through the Federal Reserve
Bank of Nev York as fiscal azent at $35 per ounce plus 1/U sudject to the regu-
lations {ssued under the Gold Reserve Act. 1 In a general statement to the
press, in which he summariszed the provisions of the Gold Reserve Act, the
Secretary also announced that he would duy through the Federal Reserve Bank of
Nev York as fiscal agent, for account of the United States, any and all gold
delivered to the United States Mints and Assay Offices at $35 less the usual
mint charges less 1/4. These purchases would bde sudject to compliance with the
regulations issued under the Act, and the price was sudject to change at any tirme
by the Secretary of the Treasury without notice.

On the same day the Secretary wrote to the Federal Reserve Bank of Kew
York officially advising it of thewe pudlic statements and authorising and re-
questing it to act in accordance with their terms, and to make written contracts
or agreements with such parties as the Secretary might approve to buy gold on
the terms indicated or on such other terms as the Secretary might approve. This
letter also stated that no gold held 111.5:11:5 was to be dought, that the Treasury
would fully recompense the Federal Reserve Bank of Kew York for all amounts paid

and for its out of pocket oxponlic, and that the bdank would imcur no liadilities

except for its own negligence.
1

Treasury Press Release, January 30, 193k.

N In pnon-compliance with sections 2 and 3 of the Act of March 9, 1933 or regula-
tions thereunder or with the Gold Reserve Act.

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



2l

These arrangements provided the basic mechanism for stabilising the
dollar exchange rate om other gold standard countries, provided that no devalua-
tions were carried cut by such couatries and the Secretary 414 not alter the
buying and selling prices mentioned in his two announcements. They also
estadlished a rather wide spread detween the gold export snd import points
betveen the United States and other gold standard couatries.l

They 414 not provide for two types of imtervention in the exchange mar-
kets, wvhich had become part of the technigue of managiag the imternstional gold
standard in the post war periocd. One of these was intervention designed to pre-
vent exchange rates from moving temperarily beyond the gold points due to lack

(/ of transport or some similar reason. The other was iaterveation designed to
hold exchange rates at the gold peint for short periods and thus prevent gold
movements that would othervise take place, and which might de rendered unnecessary
1f the rate could be temporarily pegged pending a change in market conditions.
Flexidility of this sort was, hovever, possible under those sections of the Act
which permitted the Federal Reserve Banks o deal iz or held gold as principals.

B. Powvers %o Deal in and NHold Gold under Sections 3 and 6 of the Act.

Under section 6 of $he Oold Reserve Aet the Federal Reserve Banks were
authorized to redeem gold certificates held by them at such times and in such
smounts as, in the judgment of the Secretary, vere necessary to maintain the equal
purchasing powver of every kiad of currency of the Uiitqd States. And uader
section 3 the Secretary was directed to prescride the cenditions under which the

Tederal Reserve Banks might acquire, hold, traaspert, melt eor treat, import, export

or hold under esrmark, gold for the purposes of settling imternational balances.

There—is-asthing tn-4he-filv—tU 1MIICEVS why SHIV Was tTheught desirabdile.

L7 N\~ , Ty
5( P .oyt l
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The regulations goveraing the exercise of these powers vere grouped
together 1in Article IV, sections 28 amd 29, of the Provisional Regulations of
January 1934. They authorised the Federal Reserve Banks to asquire fer the
twvo purposes specified in the Act: 1) gold adroad; 2) gold mot held 1llegally
in the United States; and 3) gold held by the Treasury for redemption of gold
certificates, dut only in amounts deemed necessary by the BSecretary of the
Treasury. The regulation specified that the Pederal Reserve Danks eould hold,
transport, export and hold under earmark gold so acquired, provided that if,
after six moaths, this gold had mot been used for these purposes it must de
deposited with the Treasury im exchaage for dollar credits payadle in gold
cortificates. The six months period might, howvever, be extended by the Secretary.

The Act and the regulations thereunder thus clearly contemplated an
active role, sudbject to the judgment of the Secretary, for the Federal Reserve
Banks in carrying eut, ss principals, gold transactions connected with currency
stadilisation, and d4id not entrust this function exclusively to the Pederal
Reserve Banks as fiscel agents and to the Stadiliszatiom Pund.

On March 23, 1934 the Secretary wrote to the Federal Reserve Bank of
New York giving it authority to acquire gold dullion held in the General Fund
either through the release from earmark of gold held by the Bank for the Treasury,
or from the Assay 0!!10..1 for sale directly er threugh intermediaries to foreign
central banks which bought gold at a fized price. Such sales were authorised
‘wvhensver and so long as* the exchange rates vere delov gold export point from
Now York. Gold so acquired was to de paid for by a credit te the Treasurer of

the United States of $35 per ounce plus 1/% dut 4f not used for the purpose
1 %gold--Oeneral - Buying and Selling - Gemeral® file.
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specified had, under Article 4 of the Regulations, to be resold to the Treasury
at $35 per onaet.l On the same day the Secretary wrote to the Assay Office
authorising it to deliver gold to the Federal Reserve Bank under the conditions
specified.?
In April 1934 two letters vere drafted by the Treasury and the Federal
/ !Rnom Bank of Nev York vhich broadened this authority sufficiently to permit
stho Federal Reserve Bank to undertake stabilization operations designed to hold
/ the exchange rates of gold standard countries at gold export point. These
drafts provided that the Federal Reserve Bank might acquire gold for the Treasury '
for sale to Central Banks of gold standard countries if the exchange rates vere
at or belowv gold export point frox New York and if the gold so sold was to re-
place or provide exchange or currency of such countries previously sold when
the exchange vas at or below gold export point. They provided further that the
Bank give advance notice to the Treasury that its sales of exchange were in anti-
cipation of purchases of gold for export not exceeding a definite -ount.3
These drafts were submitted by Mr. Logan of the Treasury to Mr. Crane of
the Pederal Reserve Bank of Nev York on Aoril 24, the day on which the Secre-
tary {ssued his instructions for setting up the Stabilisation Fund. Neither of
then wvas actually used to supersede the letter of Narch 23, dut on August 15,
1934 the Secretary wrote to the Federal Reserve Bank of New York stating that
the anthoﬁntion given in the letter of March 23 to sell gold to foreign
central danks vhen the rate wvas delow gold export point included authority
to acquire such gold from the Treasury at any time for sale by the Federal
Reserve Bank either directly or through intermediaries $o such central danks

and to replace exchange previously sold at a rate at or above gold export
1 go14--General--Buying and Selling" file.

2 "ransactions--Buying and Selling® file.
3 *Pransactions--Buying and Selling Gold" file.
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1 This suthority permitted the Federal Reserve Bank of Kew York to

point.
cooperate with foreign central banks in preventing the exchange rates of gold
standard countries from actually reaching gold point and causing private gold
arbitrageurs opportunities to appear, and enabled it %o odtain gold for this
purpose from the Treasury without redeeming gold certificates. This letter
was sent at a moment vhen the Paris —!—/i rate on Fev York had gome above gold
export point.a Consequently on Aogust 1.5 the Yederal Reserve Bank of Newv York
aoquired 38,54k ounces of gold ($1,282,270) from the Preasury of which $1 mil-
lion was sold to the Guaranty Trust Company for shipment to the Bank of France
to replace 15 million francs sold by that bank at 6.69-1/2, and the balance

was 80ld to the Bankers Trust Company for shipment to the National Bank of

/‘{ M\”)(,Qﬂ(oqg\: ‘)ooq PRY 12§20 _ _53.7-(7‘9(’
Pl — 35544~

Small gold shipments to the Bank of France were made in the same way

on August 25, the gold being odtained from the joimt custody of the Federal
Reserve Agent of the Federal Reserve Bank of Nev York, and further shipments
vere made to the Bank of France and the Bank of the Netherlands up to Septem-

Yer 4, 1934, when the Treasury established new fiscal agency arrangements for

intervention in the foreign exchanges by the Stadilisation h:.md.3 ¥o further

use appears $0 have been made of this method of exchange interveatioa until

"}
Pedruary 5, 1936.
In addition to these limited powers of initiative in exchange stadiliszation

operations, the Federal Reserve Bank of New York comtinued to act, unier rigidly

1 #go1d--General--Buying and Selling--General® file. Angust 10 the Secretary
wrote to the Federal Reserve Agent at ¥ev York authorising him to release gold
bars held in joint custody dy the Federal Reserve Agent and the Federal Reserve
Bank of Nev York for the purposes specified in the letter of March 23, 1934.

2 on August 15 the Yederal Reserve Bank of Nev York calculated the gold export
point to Paris at 6.6926¢ while the Paris 2/T rate was 6.69-1/2¢. It also cal-
culated the gold export point to Brussels at 23.7714 while the Brussels 2/T
rate wvas 23.08.

3 8ee page 43. )

Y See page {3E 120 e
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determined lisitations, as an intermediary in gold transactions of foreign
central banks and in some cases in gold transactions bdetween foreign central
banks and the Stadilization Fuad through gold sarmarking operations.
C. General L&conlo'to Hold Ocld under Barmark for Poreign Central Banks.
Under sectien 3 of the Gold Reserve Act the Secretary of the Treasury was

given droad latitude to permit transactions in geld for purposes which "in his

Judgement are mot inconsistent with the purposes of this Act.” The holding eof

€014 by the Feddral Reserve Banks under earmark for foreign ceatral danks was

——

deemed to be such a purpose by the Secretary, dut under section 34 of the Provi-

sional Regulations it wvas for them to odtain a liconool frox the

Treasury te continue this long established central danking practice. This was

———— i

done, and on Pedruary 5 license NY-18-1 was issued to the Federal Reserve Rank

of Nev York suthorising it to transport, impoert, export, melt or treat gold held
h& it under sarmark for a foreign central bank, or sent to it after January 30,
1934 from adroad dy a foreign central bank, or delivered to it for account of

a foreign central bank pursuant to a license granted dy the Secretary of the
Treasury; and to earmark such gold and hold it in custody for a foreign ceatral
b‘nkz. Vithout this license all earmarking of gold at the Federal Reserve Banks
would have deen illegal, and even under its terams the customary freedom of inter-

central bank gold transactions vas restricted. Transfers of earmarked gold

V
from the acceunt of one central dank or were permitted enly vhen the
w"'/._-—\f” i &

central dank requesting the transfer had received $ihe license from the Treasury

$o make it. This restriction gave the Treasury an opportunity to make sure

1 Pora 2.0. 18.

2 This license has 2ot deen made availabdle t0 me, BPut its terms vere summarised
¥ the Federal Reserve Bank of Newv York in letters to its correspondents. The
terms as stated in the text are taken from a letter from the Federal Reserve
Bank of New York $o the Bank of Vemesuels in July 1936.
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that such transfers were met carried out by central banks for third parties,
and vere in harsoay vith the Treasury's pelicy that all earmarked gold should
e exclusively the preperty of the foreign ceatral dank fer whom it was ear-
marked and sudbject %o their imstructions ulq.l This decame a matter of lively
interest to meny ceatral danks particularly when the question ef reciprecity
ia gold dealings was under discussion at sthe time of the Tripartite Agreement
of 1936.%

In addition the Federal Reserve Bank of Nev York was suthorised on
Podruary 7, 1934 to buy, as fiscal agent for the Treasury, gold held by it
under earmark for any foreign govermmeant, or central daak or for the Bank for-
International sottlomna.l

These carefully defined powers to deal in gold retained by the Federal
Reserve Bank of Nev York were a subsidiary part ef the general framewerk of the
nev monetary system of the United States put into effect under the Gold Reserve
Act of 1934, W¥Within this general framework the Stabilisatioa Pund had a useful
though somevhat restricted field of operations, bdut defore it engaged in any
exchange stadilisation activities #f demonstrated i%s usefulness as a convenient
plece of machinery for executing various special transactiens in which the
Treasury was interested. Its first foreign tramsaction was the exchange for

silver of gold acquired by the Treasury ez FPedruary 1, 1934 and still held

adroad at the end of April.

1 There is mo indication in the files to show why this policy was adopted.
‘j'ﬂou--counl--lwug and Selling--General® PFile. =(' ? |\ &

J'C{- - 13-
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PART II

Preliminary Operations and Fiscal
Agency Arrangements of the Fuad - 1934

I. The Bxchange of Treasury Gold Held Adroad for Silver and the Ratry of the

Stabilisation Pund into the Silver Market.

A. The Legality of Silver Purchases bty the Fund.

3. PFiscal Agency Arrangements for the Exchange of Gold for Silver
and the Purchase and Sale of Silver.

C. %he Actual Exchange of Gold for Silver and the Eatry of the
Btadilisation Fund into the Silver Narket.

D. The Fund as a Channel through which Foreign Silver was Bought

Under the Silver Purchase Act.
II. The Pirst Investments of the Fund in Government Securities.

III. PFiscal Agency Arrangements for Interventioa by the Fund in the Exchange

Market.

IV. The Yirst Intervention in the Exchange Narket - Freanch Francs.
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I. The Exchange of Treasury OGold Held Abroad for Bilver and the Eatry of the
Stadilisation Fund iato the Silver Market.

Even bdefere the devaluation of the dollar the Treasury bezan to Sransfer
to the United States gold acquired adroad uader the gold purchase progrnll and
by FPedruary 7 all the 1,130,309 ounces deposited at the Bank of England by the
Pederal Reserve Bank of Nev York for the Treasury had been repatriated through
the release of an equivalent amount of gold heldunder earmark for the Bank of
England by the Pederal Reserve Bank of Nevw York.2 The €014 acquired by the
Treasury in Paris vas also ilportod.3 In addition gold purchased for the Recon-
struction Finance Corporatien adroad degan to be imported in robrnary? Tovards the

end of April there remained in the hands of the Treasury in London less that
$50,000,000 1n gold.)

On April 24, 1934 Secretary Morgenthau asked and edbtasined the appreval of
the President of the purchase of silver with the Stabilisatioz Fund at the London

market price up to the valus of gold held in Londen by the Federal Reserve Bank

of Nev York as fiscal agent for the Treasury (355.589.000).6 On the next day

this authority was extended to include the conversion of foreign funds realised

from the sale of this gold into silver in Nev Yerk as wvell as in London. !
1 By January 31, 1934, 499,695 eunces of gold acquired in Lendon in January had

been so transferred.
2 There is no indication in the file as to wvhy the Bank of England wished to
3 carry out this transaction. N
40O kiles were imported from the Bank of France in Fedr 1934, This s
2%.ut throo-flftht-gf the total acquired by the Treasury in ;.r?-.

4 fhmese imports of gold previously bdeught by the R.F.C. and the Treasury and
Alrondy.fzclndoc in the monetary gold stock of the country caused difficulties
for the Federal Reserve Bank of New York im reporting its gold import and ex-
port figures. Letter of the Federal Beserve Bank of Nev York to the Treasury
Fedruary 5, 1934, "Gold--Precedure and Pelioy"® file.

See e 23 . The dispesal of this gold vas the firet foreign transaction of

the Stadilisation Fund.
No reasons are suggested inm the files as to why this exchange of gold for

silver was considered desirabdle.
T *go1d" file.
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A. The Legality of Silver Purchases by the Fund.

Under section 9 of the Gold Reserve Act the Secretary is empovered to
“ssll gold ln'nay amounts, at home and abroad, in such manner and wpon such terms
as he may deex mest advantageocus in the public imterest®, and in gection 10 he is
authorised to deal for account of the Stadilisation Fund im gold and foreign ex-
change and such other instruments of credit and securities as he may deem necessary
in oerder to stabilize the exchange valus of the doellar. Xeither of these sections
mentions silver. OConseguently Mr. Morgeathau wrote to the Attorney Oeneral on
April 2% for an epinion concerning his power to dispose of the gold held by the

Bank of England and acquire silver in place of lt.l

This letter wvas supplemented by a letter from the Treasury's General
Counsel, Jr. Oliphant, to the Atterney General enclosing a memerandum supporting

& droad interpretation of the Secretary's powers. In this memorandum Nr. Oliphant

1 fetter of April 24 not in file but is referred to in Mr. Oliphant's letter of
May 14, and the Attorney Oeneral's letter of epinion of May 29.
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said that the question to %e decided was whather tha Secretar— was suthorized

under section 10 of the Gold Resorve Act to sell 2011 or other assets in London

or elsevhere and acquire silver in New York or other silver markats, both spot
and fotures. NXr.Oliphanh asrzued for a 1lidersl interpretation of the word "deel"
in the Act and prezented a detsiled arguzent to shov that silver was a money
material ard cou:ld be accepted and held By the Stadilisation Fund. On May 29l
Mr. Cummings sent an opinion letter to the Secretary, in which, after citing
sections 9 and 10 of the Act, he concluded:
"Section 9 expressly authorises you to "sell"” gold at home or

abroad, and the authority of section 10 to "deal" in gold contem-

Plates selling, no less thar duyirg. Considering the recognised

mediums of exchange, you would perforce eell gold for (1) gold or

some form of obligation or currenrncy peyeble in or linked to gold,

or (2) silver or some form of obligation or currency payadle in

or linked to silver, unless some form of currency linked to no

metallic standard or an obligation payadle in such currency also

be considered.

"?o trade gold for gold as a stadilising operation would, I
suppose, accomplish nothing; $o0 trade gold for a representative
of gold might also fall short of accomplishing the intended result.
In such manner it may well be reasoned that in particular circum-
stances silver would de the logical, perhaps the only reasonadly
accoeptable medium for the conmversion of gold in a stadilising opera-

tion. There is, ir fact, no more reason for believing that Congress

1
= Letter and memorandum in "Transactions, Buying and Selling PYoreign Exchange--
General”, file.
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intended to exclude silver or (what wonld smennt to very much thre
same thing) obligations or exchense payedle in or linked to eilver.
than it intended to exclude other recogniszed medimms of exchanpge.
Bspecially is this true of stabilisation &f the price of the dollsr,
as it may de affected or influenced by silver. {s the purrose scucht

to be accomplished.

“For these recsons it s my orinion that you are authorized to
dispose of the gold mentioned {n your letter and to acquire silver
in lieu thereor."l
The wording of this opinion was broesd emough to cover not only the pur-
chase of silver with golé 7 the Secretary, but, as Mr. Oliphent held argued, to
bring eilver within the reccemnised mediurs of ewhonge in which the Stabilisation
Pund could desl for the purpocse c¢f sirtilisirge the doller. It appecrs to have
been 80 interpreted by the Secretery for on June 5 the Federal Reserve Bank of
Nev York was authorised to bdbuy silver for the Pund not orly froerm the proceeds
of gold sold atroad, but from tre Secretary's Speciel Account at the Federal
Reserve Rank of New York.
Under this droad interpretatiorn of sectione © ard 10 of the Gold Reserve
Act the Secretary was in a position not only to uee the S5tatilisation Fund for
the exchange of gold for silver, but to sell the eilver so acqQuired gni to pur-
chase additionsl silver. The Stabiliszation Fund therefore becare a convenient
and effective plece of machinery in tbe hands of the Secretary for carrying out
some of the purposes of the Bilver Purchase Act of 1934 which bdecame law on

June 16, In order ts set this machinery in motion the depository and fiscal

i "Gold" fils.
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agency arrangements developed to carry out the originsl plan of exchanging
€014 held in London for silver wers adapted to the requirements of the Silver
Purchase Act.
B. TPiscal Agency Arrangements for the Exchange of Gold for Silver
and the Purchsse and Sale of Silver - 193k,
On April 24 the Secretary wrote to the Pederal Reserve Benk of New York
requesting it (1) to purchase spot silver in London directly or througzh agents
(::at sarket, but within suel: meximur gmounts and prices (at the current dollar-
sterling exchange) ae indicated in specific instructions to de given from time
to time by the ?rez.u;;}>(2) to sell the $LL 583,000 gold held abrosd under
earmark for the Treasury {n amounts sufficient to make these purchases; (3) to
select silver depositoriee in London, subject toc the approval of the Secretary,
and pay all ressonadle cherges of transportation and storage and cost of trans-
portation into the United States wher so directed by the Secretary; and (4) to
deposit, as fiscal azent of the United States, balances accruing from the sale
of gold and not immediastely used to purchase silver, in any bdanking institutions
in London which had been desicnated as depositories of the United States. The
Treasury specifically directed that these sterling balances should be kept at
a sinirum. The following dar these instructions were extended to cover the pur-
chase of spot silver in Newv York. The Federal Reserve Bank of Nev York and its
agents were authorised to advance, at current rates of dedit interest, sums needed
to cover the cost of silver in New York and to reimburse themselves from the
proceeds of gold sold ir London at the market raie of exchange without profit or
loss to th.ll.l'.l.‘z;h. Treasury also authorised, effective May 1, the purchase

of forvard as well as spot silver in carrying out the gold-silver cxchaggo.l ;]
2 Confirmed in the Secretary's letter of May 16 to the Pederal Reserve Bank of N. T.
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The firas of Nocatta and Geldsmid and the Natienal Provincial Bamk, Ltd.
were selected as depositeries of silver in Lenden, and seven Nev York silver
depositeries were chesen by the Federal Ressrve Bank of Nev York and approved

1 The OGuaranty Trust Company's Londen dramch was chosen as

by the Secretary.
depositery for the sterliag proceeds of the gold oold.2 and under eral inmstruc-
tiens givea pursuant to these arrangements the Guaranty Trust Co. degan at once
to carry out the gold-silver oxchanco.3
These fiscal agency arrangements were made defore the Stadbilisation Pund
vas actually set up em April 27, and while the gold held under earmark in
Lendon was still part of the geld ia the Oeneral Fund of the !roanury.u On May 1
the Guaranty Trust Co. of Nev York asked for official confirmation that the pro-
ceeds of the gold seld abdread were by lav under the exclusive control of the
Socrotnr7.5 On the same day the Secretary purchased $14,500,000 of this gold
from the Treasurer of the United States, and em May 10 he dought the remaining
$30,089,047.20. The Secretary was therefore adle to give the assurance requested
by the Guarsnty Trust Co. and om May 9 the Yederal Feserve Bank of Nev York wrote
them a formal letter of appointment as agent to carry out the purchase of silver
and the ether operstions incident to the gold-silver exchange, and confirmed that
the proceeds of the sale of gold deposited in their Lenden office were under the
exclusive coentrol of the Secretary of the Treasury and that the Federal Reserve

Bank of New Yerk as fiscal agent was authorised to drav upon them.

X These were: Chase Safe Deposit Company, Bank of Manhattan Safe Deposit Co.,
Irving Safe Deposit Co., Chemical Safe Deposit Co., Guardian 3afe Deposit Co.,
Bowling Oreen Safe Deposit 0o., National City Bafe Deposit Co.

2 Letter of the Secretary of the Treasury to the Guaranty Trust Oo. of Newv York
April 24, 1934,
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Ja aemorandum in the "Gold--General"” file showvs that the gold held adread by
the Treasury en April 30, 1934 was as follews:

Held adroad by the Federal Reserve Bank of Nev York

for account of the Treasurer eof the United States

(acquired under the Gold Reserve Act) $23,365,381
Purchased through the Federal Reserve Bank and held

in custedy for account of the Treasurer of the

United States en January 31, 1934 1%,067,k88
Bought abroad on February 1, 1934 3,154,391
$40,587,260

This accords with the fact that the Ouaranty Trust Cempany had degun to carry
eut the exchange defore May 1, but appears incensistent vith the purchase of
the whole $LL, 589,000 ia gold by the Stadilisation Fund en May 1, and May 10.
(I have not been adble $o reconstruct these details completely.)

4 This is iaferred dut may de incerrect. Vhen the gold was deught by the Stadi-

lization Pund gold in the General Fund 4id met decline correspoadingly while
the Treasurer's dalances at the Federal Reserve Bank d4id declime. This sug-
gosts either that the gold was net in the General Fund er that some additional
geld transactions were carried out of which I have found no recoerd. This
should be checked and corrected.

5 Letter of the Guaranty Trust Co. of New York ("Gold" file).
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At the szme tize the Pedcral Reserve Zsn: of Now 7ork was instructsd
to trensfer all the gold held im custod, for the Treasurpr of the United Siates
to & new custod; eccount for the Siabilisation Fund, designated "“Secretary of
the Treasury, Special dccount."” 4all gold relesse! to provide funds for the
purchese of silver ir lLcndon by the Cuaranty Trast Co. was thereafter o be
teken frox tLis account.l Cn digy 1! ths designeticr of tiis gocount var charged
to Secretiry of the Trezsury Special Custody Accouamt #1 and a nev Special Custody
Account ;. was openec for silver purchasel for tie sccount of the Fund. FTnese
were tre first of a series of cuetod; accounts wiicl were opened gs the Pund
acyuirel varicus kinds of non-dsllar ascets.

These fiscal arenc, and lepository srrangeients were made to teke care
of the gold-silver exchange, tul as the silver prograr of the Govercamernt developed
they wersc furiler exponded. As noied alove vle Sccretary on June 5 authorized
tie Federal Eecserve Zgn. az fiascal z:eat to puwrclase eilver, under srecific
autborizatisas, mot only with the proceeds of goid evld abrosd, bat with the
Secretar,'s specia~ account, tizt is wil: the dollar asseis of the 8itadilization
Fund. Tais instructioca was given jusi vefsre tha passage of the Silver Purchase
Act on Juns 19. On Aduzast 3, tze day before the nationslizatilon of silver at
50.01 ¢=nts per ouncag the Secretary aulhorized the Federal Reserve Bank of Nevw
Yorz to sell tae silvar bdougat under the suthorization to purchase when so directed
by specific insiructions froxz desigaated oficiale of the Departnent. %he
Secretary did not, howeTer, boegia to iispcse of the ellver held by the Fuad uatil

late in October, whem arrangements were mace for expanding atill further the

L retter of May 10, 1934 from the Tressury tc the Pederal Reserve Bank of New York
(*Pransactions - Buying and Selling Gold - Genmerz1" file)

2 presidential Proclamation, Aucust 9, 193k,
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Fund'e activity ia duying silver. On October 26 the Secretary wrote two letters
to the Federal Reserve Bank of New York, one authorising the bank to purchase
eilver for account of the Jund in markets other than New York and London and
providing for the payment of a commission of .02 cents per ounce on such silver,
and the other enclosing a form letter approved by the Secretary, to bde written
by the Federal Reserve Bank of New York to agents which it might select to carry
out purchases of silver in markets under the various letters of authority to pur-
chno.l

The Chase Bank and the National City Bank of Nev York were appointed as
agents under the letters of Octoder 26 and on Neveamber 24, 193L the number of
London depositories of silver was increased to seven by adding to the list the
remaining five bdullion drokers, Samuel Montagu & Son, Pixley and Abell, Skarp
and ¥ilkine and ¥. X. Rosbschild & Son.

By the end of the year 193U the Stabilization Fund therefore was in e

position to duy spot or forwsrd silver in any market through the Yederal Reserve
em——— ‘____——/\—-

Bank or its azents, the Guaranty Trust Co., the Chase Bank and the National City
Bank, and to hold silver so dourht in any one of fourteen depositories, seven

in London and seven in New York. It was also in a position to sell silver so
acquired throughvtho Tederal Reserve Bank of New York dut no detailed arrange-
ments had been made for disvosing of silver in the market and no danks had been
appointed agents to carry out such sales. On July 2, 1935 the Pederal Reserve
Ban; pf Bew York submitted a draft letter to bde written to such agents as it
mizht select for the sale of silver under authority of the Secretary's letter

of August 8, 1934 in order to be inm a position %o act quickly if specific

- The series of letters giving suthority to purchase is composed of the letters
of April 2l, 25, May 16, June 5 and Octoder 26 from the Secretary to the

Yederal Reserve Bank of New York.
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inestructions to sell should be 1|sued.l The Treasury took the viev that if such

letters vere sent to s number of deniks rumors micht arise that the Treasury was
contemplating a chance in its silver policr and wes retting ready to sell lilvor.g
It therefore advised the Federzl Recerve Eenk of New York that it would go over
the rropose? letter and have it resd; to send ont ghortly before gerles 57
silver were conter—leted. In this perticunlar the detatled fiscal agenc: arrange-
ments for StaYilirstion Pund operctions on both sides of the silver marke: were
left incomplete.

C. The Actusl Exchange of 0cld for Silver and Entry of the Stabili-

gation Fund into the Silver Market.

The purchase of Treasury gold held abrozd by the Fund was completed on
May 10, payment being made by drawing on the Fund's checking account with the
PTreasurer (Symbol 17-615). The first weekly balance sheet of the Fund was
drawn up on May 14,2 shoving that $10,732.000 in sold had alresdy been e xchsnged

for silver. By June U this had been increased by a further $13,350,000, leaving

1 *Genersl Piscal Agency* file.
2 Merorandus from Xr. Leylirn to Mr. Oliphant of July S, 1935. (Genersl Fiscal
Agency file)
l Cn trhie date the asssets of the active part of the Tund were distridbuted as
follows:
Dollars ‘135 0875 ,000
Svecial a/c - 7.R.B. of K.Y, $100,0C0,000
Treasurer of the U.S. (Symbol 17-615) 33,869,000
Disbursing Accounts €.,000
0old - Special Custody a/c et F.K.B. of F.7. #1 33,859,000
8{lver- * . k& 4 " #2 10,690,000
Yoreign Bxchange-Tiscal Agency a/c of F.R.B. of
K.Y. at Gusranty Trust Oo. 40,000
U.5. Government securities 19,506,000
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the Fund with $20.5€€i00ﬁ in 201d held by the Benk of 32n-land and $251,058,000
in silver in various devositories. The exckrn~e of gold for silver, es origi-
nzlly contemmlated wee not crrried further, hut durin~ the mext two weeks
$€,0010,000 in silver wae bourht in eccordence with specific instructions issu-d
under putharity of the Becretary'c letter of June 5, and paid for B dedite to
the Secreterr'e Snecicl Account pt the Federrl Regerve Brnk of Few York‘l In
all 67 million ounces of silver hed dbeen *ousl:t ebrord £t er srverroe cost of

Li 80 certs rer ounce. In June this was immorted into the United States and
held in a speciel eccount for the Secretery v the Assay Office.g

D. The Pund ez ¢ Channel Througl Wrict Foreign Silver Vas Bought

Tnder tre Silver Purchaee l‘ct.

The weekly balance shects of the Fund shov that its holdings of gold
and silver were virtuslly unchenged fror June 16 to October 22, 193k, dut én
October 2€ the Pund begen to spct as e chrnnel for the purchese of silver abroed
end ite erle to the Trepssurer of the United States under the Silver Purchese
Act. Jot only were the fiscal agency and depository arrangements for the pur-
chase of silver further expanded as noted above, but the sale of silver already
acquired ves begun. Or October 2¢ Mr. Morgenthau wrote to the Mimt authorising
it to oell'the 67 millior ounces hell fer the Fund $o the Treasurer at the rate
of 5 million ounces per week till 50 millior ounces were delivered. This

transection were @ purchzse by the Secretsry urder section 3 of the Silver Purchase
= No rersons are sugzested in the files for this change of policy.

g Letters of the Secretary of the Treasury to the Director of the Mint and
Superintendent of the Assay O?fice, June 13, 1934, ("Buring and Frlling
Silver® file)
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Act of 1934 from the Stadilization Fund at 50.01 cents per ounce, and the pro-
ceeds were credited to the Fund's checking account (symbol 17-615) with the
!roasnror.t' On December 28, 1934, when 45 million ounces had deen sold, the
Secretary instructed the Mint to sell the remaining 5 milliea ounces under
authority of his letter of Octoder 26, and to transfer the balance of 17 million
ounces to the Fund. This dalance was then sold directly by the Fund to the
!roalnror.z

This whole transaction - sale of gold, purchase of silver abroad and
sale of silver to the Treasurer at 50.01 cents per ounce - yielded the Stabdili- V//
satien Fund a profit of over $3-1/2 aillions.’

In the same veek in which this series of silver transactions was com-
pleted, the Stabilization Fund again decame a duyer of silver in lomdon. This
was the first of a series of purchases im which it acted as the channel through

vhich current purchases of silver abdroad were made under the Silver Purchase Act.h

FSevster

2 Letter of Decemder 28

3 Letter of July 1, 1935

4 i s clearly indicated by the weekly dalance sheets, which shov silver
being bdought adroad, held in London for short periods, imported iato the

q::tod States and sold to the Treasurer and replaced by fresh purchases
abread.
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II. The First Investments of the Pund in Government Securities.

Under section 10 of the (Gold Reserve Act the Secreterr vae giver very
brosd powers to deasl in Goverarent securitiee for the account of the Purd.
Section 10(e) epecifically authorises him #o deel, for the account of the Pund,
"in £old end foreign sxchsnge end such other inatruments of credit end securi-
ties as he may doer necessary" for the purrcee of stediliring the exchensze
velue of tke dollar: and section 10(D) stetee:

“The fund shall be svallahble for erperditure under the dirantion of
the Secretary of the Treasury snd in hie diecretion, for eny purrose
in connection witr cerrving out the nrovisiors of this section, in-
cluding the investment snd reircvestment in direct ocbliestions of the
United Stetes of any vcrtion ef the fund which the Secerntary of the
Tressury, with the aovprcvsl of the President pey fror time to tire
detersine are not currently reguired for etadbilising the excherse
velvue of the dollar. The proceede of 21) grles 2rd irvestmerts and
all eerninge and interest accruing under the operations of this sec-
tion shell be paid to the fund end be available for the purpoees of
the fund.*

It was therefore pvossidle for the Fund to enter the Government bond
rarket for two purroses - first to influernce the etate of the market as part of

its general stabilization activitiee. »nd seccnd ss one of the Governxert'e

%gvdctnent accounts.®
[fl tbis forr of statezent correct? All the $2CC million was set aside for
statilization oper=tions. Uee of pert of this to purchase Governrent bonde
d41@ not recunire the consent of the President es fer as the filee indicate.
Does section 10(b) refer to possidle uses of the inactive part of the Fund /
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These sections of the Act voat;d in the Secretary the power to carry out "open
market" operstions in Government bonds through the Stabdilisation Yumd. In
l‘artng: held before th.SOQAtO Committee on Banking and Currency in Jume 19Ll
Mr. Morgenthau rejected the view that such powers should be restricted to one
Government agency, the Federal Reserve Board, but made it clear that the possi-
bility of conflict betweern the Treasury and the Federal Reserve authorities in
the conduct of such operations had bdeen eliminated by close cooperation between
them. Moreover he made the unequivocal statement that 333_2515251_23123::_£35’

vhich the Fund dought and held Government securities was to obtain earning

assets. Referring to the Government securities held by the Fund at that time

P

Kr. Morgenthau said:
"We have them there to furnish a certain amount of income against
the expenses that we incur. I don't have to have them. I like to
feel that there is enough income there to pay our monthly bille. I
like, vherever I can, to have enough income to take care of the ad-
ministrative expenses; that's the only purpotc.‘l
¥Yhen the Fund was first estadlished the desire of the Secretary to pro-
vide it with earning assets without making the Fund an active influence in the
Governmen} dond market coincided with the need of certain other Government
agencies which had Government bonds to sell. Before the Fund was estadlished
the Comptroller of the Currency vas faced with the problem of disposing of
2% Consols held to secure the notes of imsolvent National Banks. In April he

was anxious to sell $20 millions of these to the Treasury. The Treasury could

1 Devaluation of the Dollar and Stabilisation Fund. Senate Hearings on
E.R. 4646. June 13 and 19, 1941, pp. 20-21.
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Yuy them either for one of its investment acoounts, or for the Genersl Fun’.
If the Consols had been s0ld to the General Fund they would have been retired
and this might have indicated to the public and to Congress that there was a
change of policy with regard to the retirement of National Bank notes. At a
time vhen Congressional pressure was strongly for inflation rather than defla-
tion, such a step mizht have created an impression not desired dy the Treasury,
even though the balance in the General Pund was ample to buy the $20,000,000
Consols otforod.l Under these ctrculltunco; it wvas very convenient for the
Comptroller to sell them to ar "investment account under the control of the
Secrotary‘!. The first substantial securities transaction of the Stadiliszation
Fund, therefore, was the purchase of $19,500,000, 2% Consols at par from the
Comptroller of the Currency. Payment was made by drawins on the account of the
Fund with the Treasurer (Symbol 17-615).

On May 16 the Comptroller asked the Secretary to arrange for bids to de
submitted to him through the Federal Reserve Banks for adout $10 millions of
3%, 3-1/8% and 3-3/8% Treasury bonds held to secure the circulation of insolvent
banks. These bonds vere bought by the Federal Reserve Bank of Eew York for the
Stabilisation Fund on May 18, and paid for from the Secretary's Special Account
with the bdbank. This was the first use made of thie account in any of the Fund's
operations. The first purchases of Government bonds in the open market by the
Tund were also made at this time. On May 21 end 22 it bought a total of $5,000,00
Treasury 3's and 3-1/8's through the Federal Reserve Bank of Nev York. On May 23
the Farm Credit Administration offered $2,815,000 in Government securities of

various issues to the Secretary, which he bousht directly for the Fund at prices
1 Memorandum to Mr. Coolidge dated April 14, 193k, Unsigned (“Investment in
United States Securities, Oeneral® file.

!:iiticnuof
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in line with the market as quoted by the Pederal Reserve Bank of New York. Thus
between May 18 and May 23 $13,000,000 in Treessury donds waskept off the market
by the purchasee of the Fund from Oovernrent asencies and $5,000,000 were dought
by 1t ir the market through the Federal Hesorve.l [;hi=hooo—o—00§toaco con-
cernins the marret effect of this sucsientiel suvpors./

No further purchases of Government securities other than 2% Consols and
Panaza 2's were made during 1G34. Or ¥ay 1L the Treasurv sdopted the rolicr of
blicing for these issues when offered for sale by the Trecsurer in conrection
with the disposal of bonds pledged dy insolvent Kationsl Banks to secure vostal
savings decosits. 2 The first purchases of this eort were made on Xay 12, Tre
Fund ales continued to buy Consols from the Comptroller, $3,00C,000 being dought
on September 13 and again on Decerber 1k, grd smaller smounts in the interval.
In meking these purchases the Fund ueed {te account with the Treasurer of the
United States when it subtmitted bids directly to other Government arencies, and
its account with the Fecdersl Reserve Fenk of Few Tork when it sudbmitted bdids

through ¢that barn':,

By the end of 1G3L4 the Pund hed nurchesed $LY 52Q,C1C ner velue of

/
Government .ocufleel. all but $5,000,000 of which were bought from other Govern-

ment azencies. OF the totel $2L 526,950 was in 2% Consols and $1,831,LFC in 2%

Panams Canal donds. 1 rnotwl Loorneiine the Sezvedtivo Lo ir i

1 Phere s nothing in the files to indlcato the reason for the Fund's purchases
in the open market.

2 Memorandum of May 1l to Under Secretary Coolidge (unsigned). *Transactions in
United States Government securities - General” file.

2 Stetement of securities beld by the Fund om Jemuary 10, 1935. (Insolvent Fationsl
Banks file). There had been no changes between December 31, 1934 and January 10,
1235. On both dates the Government securities item on the bslance sheet was

$4%,067,000.

e -,
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for 27 bonds bearing the circulstion privileze s an sarning asset for tre Pun’

by selecting these issues for purghass froz lists sudzittsl by other Sovernment

‘q'nciool. and on Janusry 11, 1535 the Federal Reserve Bank of New York was

instructed to sell all the securitiee held By the Pund except ita 2% Consols and

2i Fanams Canal bonds. These ssles were carried out from January 12 to Jenusrr 21,

19357 J!Q;HQQrkvi for Gvoao&r} bonde wee (now firm,* and the Facd nade 3 -rofit

of 3$220,000.~

III. Tiscal Agency Arrangements for Intervention by the Fund in the Exchange
Market. .

On September 4 the Secretary, with the oral approval of the President]
suthorized the Federal Reserve Bank of Nev York as fiscal agent of the United
States, acting directly or through such agents as they mizht select to deal in
foreign exchange for account of the Stcbilisat;on Pund.

This letter estadlished the basic fiscal agency arrangements for the
intervention of the Fund in the exchange market and contained the following
points:

1) The Bank Qas authorised to purchass or sell or agree to purchase or sell
for the account of the Fund foreign exchange, (including foreign coims and cur-
rencies and/or the coins or bullion into wvhich such coins might de convertidle)
for present or future delivery.

2) The kinds of exchange to be dealt in, the rates and the maximum amounts

to be bought or sold within designated times and at designated places would be

*Check-—-inference- thei—ne - further susnort was needed.

lMemorandum of May 1k cited above and Memorapium of December 14, (*Transactions
in United States Securities - Oesneral® file,

2Insolvent National Banks file, January 12, 1935.

Sdritten approval vas given on September 21.
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specifically authorised from time to time by the Secretary of the Treasury or
an official of the Treasury designated by him. Specific authorisation would
constitute a deteramination that the transaction fell under section 10 of the
Gold Reserve Act.

3) The Treasury agreed to provide the Federal Reserve Bank of New York
or its designated agents the dollars and foreign exchange required to fulfill
all contracts and agreements entered into under the authorization and to pay all
out of pocket and necessary expenses and customary charges, including dedit
interest when incurred.

L) No 11adbility would de incurred by the Federal Reserve Bank of Kew York
except for its owvn negligence.

A form letter approved dy the Secretary of the Treasury to be written by
the Federal Reserve Bank of Kew York to each of the agents chosen by it as fiscal
agent to carry out these operations was enclosed, and the Federal Reserve Bank
of Nevw York wvas authorized to agree with such azents that they incurred no
liability except for their own negligence.

The Federal Reserve Bank of New York was authorised to pay to such azents
a commiesion of .00125 cents per Fremch franc, and .005 cents per Dutch guilder
and Belgian franc on all purchases and sales, made through them, this to be added
to the customary charges made by broknro.l
The form letter to the agents repeated the substance of the Secretary's letter to

the Federal Reserve Bank of Newv York and advised the agents that the operations

V/ l Yo commission was fixed for sterling or for Swiss francs. The files do not
suggest any reason for these omissions. The inference is that no transactions
in these exchanges were contemplated. Check this inference.
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suthorised were avproved Yy the President, that the form of letter written to
the agents was s2pproved by the Secretary, amd that the agents might rely on the
agreenents mede under it by the Federal Reserve Bank of Nev York as fiscal agent
as bipding on the United Staton.l

Under this authority the Federal Reserve Bank of New York at once ap-
pointed the Chase Nstional Benk and the Kational City lnni&“;nd on September 25
the Paris offices of these banks were designated as depositories for the Federal
Reserve Bank of Nev York as fiscal agent. The Guaranty Trust Co. of Newv York
vae already acting as agont.g and on Pedruary 1ll, 1935 the Bankers Trust Co. was

added to the list.

IV. The Pirst Intervention in the Exchange Market » French Francs.
¥hile the formal details of these fiscal agency arrangements were still
being worked out the Stadilization Fund undertook its first large scale exchange

stabilizsation operation. On Septemder 5 it entered the market for French francs

———

in support of the dollar.

~—

During the last two veeks of August and the first days of Septembder the
franc had been very firm both in dollars and in sterling. Gold coming in to the
London market had been going either into hoards or to Paris, rather than to the

United States. The impression was gaining in Europe that & further devaluation

of the dollar, or at least a substantial inflation ia the United States was very
— ° R
probable, and thst the British authorities would allov sterling to follow the

it

dollar should it depreciate in terms of the gold currencies. There wasa good

1 wngneral Piscsl Agency" file.

2 Check whether the Ouaranty was arpointed under the letter of September 4 a8
well as under earlier letters.
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deal of speculsative selling of dollars and a strong movement gf capital from
London to Paris. A circumstance that increased this movement was that the French
Government was at this time under legal odligation to reduce the outstanding
volume of French treasury bills, and Prench banks were consequently actively
increasing their balances at the Bamk of France by transferring funds from
London. At the same time sterling was ia good demand in Newv York to pay for
Treasury purchases of silver under the Silver Purchase Act.l Consequently
sterling vas weaker in Paris than it wvas in New York, and arditrageurs were adle
to make a profit by selling sterling for dollars, dollars for francs and framcs
for sterling. This further weakened the dollar in terms of francs, and on several
occasions late in August the dollar-franc rate went to 6.69-5/8. Gold export
point from Nev York to Paris at this time was about 6%6’&%}2 :nd gold was allowved
to move from New York to Faris. In the veek ending Septemder 1 the exchanges
were very irregular and sterling broke sharply from 5.06 to 4.98. Prancs, how-
ever, continued firm and the gold movement to France from America continued,
amounting in all to $28,430,000.°

These gold oxportn.vort in accordance with the policy of the Treasury
announced on January 31, that gold would bde permitted to move freely to gold _
standard countries wvhen their exchange rates reached gold export point, dut t‘y‘“
-v;i drought to an abrupt end by the intervention of the Fund.

On Yednesday, September 5, the Fund acquired a supply of spot francs by
selling Pcs 134,301,220 three months forward azainst spét. It sold during the

day'n'totnl of Fcs 85,155,038 of the spot francs and also an additional

1 (Not checked from Treasury sources)

2 This summary of market conditions 1is dased on the market reports of the Com-
mercial and Financial Chromicle of August 25, Septeamder 1 and Septeamber §.--
pp. 1134-5, 1290-1 and 1450. The—goldshipments wers amnounced sariy 4a
Septewber—{check). See p. - for the part played by the Federal Reserve Bank
of New York in this gold movement.
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Tos 5.7“%.999l three months forwvard. These transactions were all carried out

by the Guaranty Trust Co. as agent for the Federal Reserve Bank of Nev York,
fiscal agent of the Treasury. They caught the short interest unavare, and forced
it to cover. The dollar-franc rate vas driven belov gold export point and the
Fund was able to make all its sales of spot francs at 6.68 or bettor.g At the
same time themarket delieved that the Briti:-h Exchange Equalisation Account was
also squeesing the short inmterest. Sterling, like the dollar also {mproved
during the day. but the two "controls” appear to have acted 1ndcpondontly.2

The total transactions in francs en September 5 vere as follows:

000 omitted
Forvard Francs Spot Francs 8pot Francs
Sold Bought Sold

Fes. $ Tcs. 3 TR [

1ko,0u6 9,368 134,424 8,984 85,155 5,960
S 6.6k D €624/ =2 7.60 ¢ ..
This left the Fund with a short forward position of $9,368,000, against

——""7

vhich 1t had $3,294,000 in spot francs on hand, leaving a net uncovered ;hort

-~

forward position of $6,074,000. ZFrom September 5 to September 25 it remained
I

—r

in the market as a seller of spot francs at 6.68, a price adove dollar-franc
parity but below gold export point to Paris. On September 6 and 7 it added to

its supply of spot francs by further sales of forward francs against spot, but

i If the order in which the individual transactions took place could dbe safely
sssumed t0 be the order in which the specific authorisati ons aprear in the
files, an account could be given of the details of this "trapping” manoever.

£ The recovery of the dollar took place late Yednesday afternoor after the
Buropean merkets were closed, Sommercial and Financial Chronicle September 8,

1934, p. 1k50,
u// Z’ )] There is no reference in the files examined of any collaboration between them
at this time.

140,04 — 13,02y +55I5T =(F0777 fes shoct Y X)= (NT¥3%
=) Xx=¢.42 ¢k,
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sold sudstantially more spot francs than it purchased, thus increasing its
ancovered short forward position (?nblo 2_)? \;:}tng the next fev daye only a ,
fzaction of the amounts made available to the agents of the Pund for sale at ;gﬁnq
6.68 were taken by the market and on September 12 sales of spot francs for thdcjdy
account of the Pund ceased. The maig—;;::;:zz;:-;nre nov in futures which had
e s

to be sold in substantial amounts until September 22 in order to maintain the
ceiling of A.68 over the market. Exchange traders were well avare of the fact
that the Pund had taken & short rosition in forward francs and the franc con-
tinued to be fire partly because the market felt the Fund might soon bdecome a
buyer of spot francs to cover this position, and partly decause it was not yet
convinced that there would be no further dovaluntion.l

By “eptember 22 the Fund hsd reduced its holdings of spot francs to the
equivalent of $1,327,00C and had increased its short forwari position to
$17,270,000, leaving it witkh an uncovereé skort forward position of $15.F9S.000§.

During the weex of September 22-29, however, the merket geired tle im-
pression thet the Britisk authorities hed become convinced that there would de
no further Gollar develustion. Sterling continued to de weak, dut the doller
became very firz in Faris, and the Fund vee therefnre adle to enter the merket
for spot frenes tc cover its forwerd vosition et profiteble ratee, instead of

having to ship gold to Parie. It bought Fea 15,000,000 on September 25 at 6.66

100nmorc1al and Financial Chronicle, September 1T, p. 1589, especially quotction
from "L'Information® Paris.

g!hnno figures are calcueted from the specific authorizations and notations show-
ing actusl purchases and sales thereunder in the "Foreign Exchange, French Francs
September 21, 1934 o January 15, 1935" file. Correctness has deen checked by
carryine through the calculatioas to Octoder 12 and checking the position on
October 12 with figures given in the weekly dalance sheet of October 15 showing
the net short forwvard position and holdings of spot francs. (Note: After
Octoder 12 some of the specific authorisations are missing, and weekly balance
sheets frox September 10 to October & are mission from the files.)

J
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and gontinued to buy on a declining market till October 6. By this time over
one third of its forward commitments were coverci (Table . ) but the process
vss interrupted by the assasination of King Alexander of Yugoslavia and

K. Barthou on Cctoder §. The Fund immediately ca;e to the sunnort of the franc

with e purchese of Fes 42,01k 000 at 6.63-1/4 (34 780,CC0). Three dnyn later

it s0ll suhstantielly the same amount three nonthl forwerd st c—h!KVW Kloconnt'*_
v NS
and wre thus vut in a vosition to make e purcheees of spot frence without

tzxin=~ an uncoveredi lons pooiuon.Z Its net ehort forwerd position on October 12
was §$11,385,007. Between October 22 and Noverber 5, the Fund ertered the market,
which had now fallen to about 6.60 and bought virtuelly sll of its requirements
againgt itz contracts. Beginnine December 7 theee began to fall due and on

Jaruary 15, 195> the whole series of transactions wes closed out, and the Pund

was out of francs completely. (Table .. ) Durinz these covering operations

which began on the day when they were apruinted us e&gente for the Federrl Reaerve
Bank of Kew York, the Chase Bank and the Bationsl City Bunz acteld for the Pund
in addition to the Guaranty Trust vo.

The first substantial interveantion of th‘ Fand in the exchzrge market

-—\___\
wvas thus to impose a check on an outward movement of gold to Pzris dus to rurely

temporary causes. Dy selling forward frence the Func wes atle %o creck a soecu-
_/

N —

lative attack on the Ssller, end before these cortrecte fell due it was able to

cover ites re-uirerments in a weak market for france. Had the franc continued
strong it would have had to ship gold, but as 4% actuslly vorked out. both the
sale of the futures and the coverinz operztions sontrihuted to stability in the

dollar-franc rate. L;hb whole operation therefore was a stabdbilizstion qperationf(

1 Zne forard franes were woid st €69
2 Ie the inference correct that the $2,931,00C in forwsrd francs sold on October 12
were sold for this reason.
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TABLE

i 1
/r*“”y\s+_aﬂu*mh .

TRARSACTIORS OF THE STABILIZATIOE FUND IN FREKCH FRANCS

September 1934 to January 1935

(in thousands of dollars)

Spot Francs Ket
Forward Spot Spot Delivered Short Spot Short

France PFrance Francs Under Forward TYorward 7Trance Torward

Date Sold Bought  Sold Contracts Position Held Position
Calculated from Operating Records

1934

—~ Sept. 5 9,368 8,984 5,690 ! - 9,368 3,294 6,07k

6 668 666 1,749 - 10,036 2,211 7.825

7 233 200 59k \}& - 10,269 1,819 g.u452

\ >~ 8 375 - 53 - 10,64 1,764 8,880

< 10 792 - 266 - 11,436 1,498 9,938

- 5; 11 1,49 - 173 - 12,927 1,325+ 11,602

3 g 12 172 - - - 14,649 1,325 13,329

S 15 35 - - - 1h,97% 1,325 13,559

N3 T 3 - - - 15,29% 1,325 13,969

N~ 18 36 - - - 15,330 1,325 14,005

~ 19 1,610 - - - 16,940 1,325 15,615

21 g0 - - - 17,020 1,325 15,695

25 - 998 ( LY- - 17,270 2,323 1k4,947

28 - 332 - - 17.270 2,655 14,615

Oct. 1 - 1,658 - .- 17,270 L 313 12,957

2 - 663 - Q‘ w - 17.270 4,976 12,294

5 - 398 = = 170270 5-705 11v565

6 - 331 - - 17.270 6,036 10,826

9 - 2,780 L34 ? - 17,270 8,816 g, U5k

12 2,93 - - - 20,201 8,816 11,385

Calculated from Weekly Balance Sheets -3 Pt 88

Oct. 15  *® ¢ L, e . 20,170 8.8%> 11,330

22 - 1= - - 20,170 &,841 11,329

29 - 2,878 5 - ~M¢Dt' 20,170 11,719 g,L51

Fov. § - 8,213 ( - -~ - 20,170 19,950 220

12 - - - - 20,170 19,950 220,

10 - 1 - - 20,170 19,951 219%

26 - - - - 20,170 19,951 219=

Digitized for FRASER
https://fraser.stlouisfed.org

Federal Reserve Bank of St. Louis

=S pGRHELF




°3

TABLE - (Continued)
4%
(in thousands of dollars) N o\ (
Ln"’?vg‘*
Spot Francs Net
Forward Spot Spot Delivered Short Spot Short
Francs JFrancs France Under Forward Porward RFrancs Porward
Date Sold Bought  Sold Contracts Fosition | Held Fositior
Dec. 10 - - - 10,071 10,nQq Q, 88N 219
Dec. 17 - - - 4,212 5,897 5,678 219
2u - - 2,536 3,261/ 3,082 219
- o~ 506 2,91° 2,n2 219
BN
1035 "~
Jen. 7 - 156 - —_167 2,931 2,723 2ce
15 - 2088 - 2,931 - 000 0C0

Figures given in dalance shests. K ( o(w»*‘ M ‘)'&M\ﬂ

Includes interest received on franc dalances.
Balarce needied to close out forward cortracts.
Charges during the week.

R jro |
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PART III
The Operations of the Fund from January 1935

to the Tripartite Agreement of September 1936.

I. The First "Gold Scare”.
A. Support of the Foreign Rxchanges: January 15 - Pedruary 18, 1935.
1. Intervention in support of the franc: Janmuary 15-28.
2. The shift in the activities of the Fund to the sterling market:
January 2k,
3. The condition of the Fund on Fedruary 4, 1935 and the replenish-
ment of its dollar balances.
4, Continued support of sterling, Pedruary 4-18, and the use of
sterling balances to duy gold and silver.
5. The Fund during the first “"gold scare” - Summary.
B, Operations of the Fund Immediately Pollowing the Decision of the
Supreme Court Upholding the Abrogation of the Gold Clause.
1. Reentry of the Fund into the franc market and the reversal of
its market position: JFYebruary 18, 1935.
2. The use of sterling balances to buy silver and the sale of francs
between February 18 and March 25.

3. Sale of gold to the Bank of Prance: March 6.

II. Disposal of the Fund's Sterling Balances and the Sale of Gold Held Under

Barmark at the Bank of England: Merch 25-June 3, 1935.
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III. Advances to Yoreign Central Banks Against Gold Barmarked Adroad.
A. Arrangements Nade by the Pederal Reserve Bank of Nev York with
the National Bank of Belgium and the Netherlands Bank.
B. The Crisis in the French Franc - May-Jume, 1935.

IV. The Silver Transactions of the Fund: 1935+
A. Summary of Silver Transsctions: Decembder 193L-June 1935.
1. The Speculative Boom in Silver: March-April
B. Pegging the Sterling Price of Silver: July-December 1935. and
the Accumulation of Silver by the Fund.
1. Preliminary Operatioas: July 9-10.
? Pnuiu .c 30-3/114 Jnly 16-An¢ut 11

4 S~ . 4 a1 & -

J. ‘!rnnltton to a Nev Storling Prleo
4., The Fund in Septemder, 1935.
5. Peggzing at 29-15/164: October 10 to December 5, 1935.
C. The Difficulties of China and the Fund's Far Eastern Purchases.

Dr— —S8ale vf the Fundis Stlver te the Treasury: Jamuary-August 1936.

V. The Silver Transactions of the Pumd: 1936
A. Ninor Silver Transactions.
B. The Mexican Agreement: January 1936
C. The Pirst Chinese Agroucn-t: May 1936.
D. The Right of the Fund to Sell Silver Futures under the London Agreemsnt.
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VI. Gold and Sterling Transactions and Commitments: Novembder 1935-Septembder 1936.

A.
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Reneved Offer to Purchase Gold from the Bank of France: November 1935,

Standing Offer to Purchase Gold in Loadon at the Lonmdon-New York

Shipping Parity.

Creation and Liquidation of a Short Porward Position in Sterling:

January-Nay 1936.

Gold Transactions from the French Elections of April-May 1936 to the

Tripartite Agreement.

1. Purchases of Gold in London at the Nev York S8hipping Parity.

2. Renewval of Arrangements with the Netherlands Bank at Treasury
Initiative.

3. Preparations for the Sale of Gold to England: June 1936.
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I. The First “Gold Scare®.

By the tine the Fund had covered all its forward commitments ia Freach
francs oa Janmary 15, 1335, the gold bloo currencies were much firmer thaa
they had been in Eovemder and December, 1934. During the first tvo weeks in
January they ruled at rates sufficieatly high to preclude the possidility of
g014 movements from Paris or other ocontinental centers om an exchange basic.
Freach francs wore particularly stroag, for goanfidence was felt in the poli-
ciss of the Finance Ninister, N. !hndh.l The situation chamged radically,
however, when uneasines:s spread rapidly abroad somceraing the outcoms of the
gold elause cases before the Supreme Court. Omn January 15 both sterliag and
franss were wesk. By mov the frane had droksa throagh the gold expert poimt
o New York of sbout 6.5 ceats, and had reached 6.533 and sterliag was k.864.°
Duriag the day the two rates fell even further $o 6.47 aad 4.83-7/8. The
situation in the market wes descrided Yy the Commereial and Fimancial Chromicle
as follows:

*(vhen the franc fell below 6.59) it became evideat that foreigm exchange
banks were unwilling $0 assume even the slightest risk of a dowvawardi revision
of the American gold price while the metal was in transit. As a comseguence
of this hesitation to duy gold abread to dring $o this side for profit, the
foreign exchange panic was oa as foreign currenciss wers throwm overbdeard in
a frantic attexpt to buy dollars. which were appreciatiag videly in Serms of
sterling and foreign money. Vith the gold poiat completely igaored there was
20 automatic check ea dspreciation ef the exchanges. It was Just as though

Prance and other countries had suddealy abdandoned the £014 standard. JFrancs

1 Commereial snd Pimancial Chroaiele, Jume 12, 1935, pp. 184-6.
2 Nooa cadle rates sertified by the Federal Reserve Baanks $o the Treasury.

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



55
weat %0 6.87. A% suy point around 6.59 for FPrench framss gold could have
Been imported at a profis, aad at 6.47 the poteatial profit was faatastic.
Bu$ banks refused $0 scoept the epportunity bdecause of the fear that the
price of gold on this side might be lowered while the metal was ia $ransis,
and transforn the profis intc a loss. The Treasury Department was asked $o
give as:ar:ace as to {ts futurs goléd duyirg price, dat (the Secrestery?!) msrely
s2iZ that ‘until further motice' it would buy gold at $35 per omnce. 'Uatil
farther notice' wvas nét sufficlent assurance $o the bdanks****®,
The Stadilization Pwnl intervensd at ozce in this situ=tica sad was ia
—_— -
the zarket contimuously s 2 seller of 20llsrs until Pedrusry 18. Yor tle
first two weeke it surported chkisfly the Presel fyine, dut thareafter its V
eperations were exclusively ia support of sterling.
A. Support ef the FYoreiga Exchanges: Jasuary 15 - February 18, 1935.
1. bnhrmuoa ia support of the frane: January 15-28. ]
On Jamuary 15 specific authorization was givea to the Pederal

Reserve Baak of Bev York to bduy Fos. 28,250,000 /T oa Paris at the markst,

B

but not over 6.55-3/%, the Bank of France to convert $these francs immediately

fato gold and hold the gold under sarmark for the Federal Reserve Baak of New

York as fiscal ageat.. The Fumd ihms acquired abewd 53.000 ewnces of gold

in Paris st a cost of approximately $1,800,000. On the following day 1t shifted ?
its Op;ratiou $0 the Paris markst and antherised $he Federal Reserve So ia-

siruot She Baak ef France %0 sell wp %o §4.000,000 against franes’ at 6.57-1/8,
1 Ivid. Jamuary 19, 1935. p. 359. |

2jccording $0 a msmorandus prepared in the Troasury Department im Fedruary 1934
(undated but filed vith Tedruary ecrrospondeacs) geld oould de takea by daaks
from France for shipment to Nev Yerk if francs oould de obiained at 6.58-3/%,
bab if gold was shipped %o Londea franos would have $0 de ediained at 6.58.—

Nr. Dietrioh’'s ®Gold" file.
3Amehudfm-rmtbmﬁm of vievw.
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to:convert these francs iato gold, and to held this gold under earmark for

the Federal Reserve Bank of New York. At this rate gold imports froa Paris

te Nev York would still have been profitadle, even if the market had responded
eompletely to the support given by the Puad. On the same day a second authori-
sation was given for the sale of $5,000,000 in Paris by the Bank of France at
6.59 or detter. This nev limit vas well above the market! and indiceted the
Fund's willingness to bduy francs at any rate up to, and possidly slightly adove
the gold export point from Paris to New Iork.a From Jenuary 17 to January 28
the Fund was in the market daily as a seller of dollars at any rate up to 6.59

cents in amounts ranging from $5,000,000 to $3,000,000 per day.> The Pederal

Reserve Bank of Nev York was imstructed by the Secretary on January 17 to have

\.———/i

all francs thus dought by the Fund converted imto gold dy the Bank of France, -

e — -

Digitized for FRASER

and the gold to be held under earmark dy the Banik of France.

As a result of these operatioms the Fumd acquired 1,049,421 oumces of
6

gold ia r.ru5 at a cost of about $36-1/2 millioms. At an average rate of

6.56 cents per franc this represented a purchase by the Fund of about Fes.

550,000,000. It was consideradly less than the total of the daily limits

fixed by the Treasury's suthorisatiom which amouat im all to M.000.000.7

1 The noon Paris ?/T rate oa January 16 was 6.5661 cents.

2 In the files this suthorisation comes first, dut there is no indication of
which was actually first. I infer from the fact thst the £.59 limit was main-
tained 1n the folloving daye that the Fund raised its limit duriag the day. ¢

3 fhe market responded to 6.58% on Jamuary 18 and 19 but fell again to 6.605 W
January 28. Trom January 29 to Pedruary ¥ france were just over €.55 cents and
d1d not move to 6.59 again until Fedruary 13.

% Lotter from Hr. Morgentheu $o the Pederal Reserve Back of New York of Ped. 18,

confirming telephone imstructioas of Jamuary 17.--*Transactions - Buying and
Selling Poreign Bxchange - Framcs coxverted iato gold" file.

5 Memorandum of Federal Reserve Bank of Rew York to Mr. Dietrich. (Karch 1942)

6 Thie figure is mot given in the files, but the averags cost of the dulk of the
€014 acquired im Paris was §$34.66 per cunce (weekly Balance sheets) indicating

an expenditure of $36,351,801.

7 The specific authorisations vor: as follows: Bate Anoust

with g eff  wsdn wme

iR .
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The last of these authorisations vas given on January 24 for executiom on

January 28. At the same time a decision appears to have deen taken at the

Preasury to shift the support of the Fund from francs to sterling and to im-

port the gold acquired by sale of dollars in the Paris market. The first

~—

shipment vas mede on January 24 and on Pebruery 14 the last of the 1,0k0 k2)

ounces was -hippod.l The gold acquired as a result of the Fund's initial pur-

chase of francs in New York appears to have been transferred to the Bank of

!ngland.z

[ 2. The shift in the activities of the Fund to the Sterling market ]
January 24, 1935,
Simultaneously with the initial sales of dollars in Paris the
Fund had entered the London market with a small purchase of 14,300 oumces of
gold at $34.60 per ounce, and on the following bought an additiomal 30,100
ounces at $35.65. These purchases amounting in all to sdout a million and a

half dollars were not followed by others dnrincth. aext veek, but oam Jamusry 24,
' '//M:
‘ 3

the day vhen the last authorisation to sell r::ﬁéi in Paris wvas given,” gold
purchases in Loadon were renswed on a more vigorous scale. The Fund, through
the designated agents of the Federal Reserve Bank, decaxze a daily buyer of

gold. BSterling which after the exceptional weaknest of January 15 had remained

5

for ten days within the range of B.575 to N 882,  fell on January 26 te 4.86

and on that day the Fund supplemented its gold purchases in London dy taking a

1 zetter of Pedruary &, 1935 to the F.R.B. of Nev York confirms iastructions to
import a total of 1,049,423 ounces of gold from the Secretary's Special Acct.
at the Bank of France.--NKr. Dietrich's "Gold" file.

2 ®here is no evidence in the files of any gold having been imported from FParis
Yefore January 2k and mo gold washeld at the Bank of France om Fedruary 18.
(Yeekly Balance Sheet) Also the later gold withirawals from the Bank of Rngland
for import to the United States and shipment to Framce cannot de reconciled
with changes in the veekly dalance sheets unless this transfer wvas made. There
is however no direct reference to such a transfer in the files.

r/zr'3 There is nothing in the files to suggest the reasons for this shift from the
Paris to the London merket.
¥ These are noon-cabdle rates certified to the Treasury by the Pederal Reserve Board.
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long pesition in -torlihg. Starting with a purchase of £237,000 ia FNev York

on January 26 at 4.5610 and a sale of $5,000,000 in London or January 28, the
Fusd became an active purchaser of sterling in both markets. By Pebruary 4 it
had bought £1,299,000 in New York and £1,560,323 in London at a cost of nearly
$1b millions.l MNeanwhile the gold purchases had been substantially ealarged.
This acceleration is shown by the folloving statement of the authorisgtions
given to the Federal Reserve Bank of New York to duy gold in London during the

first three weeks of the 1atcrvontion:2

January 15-21 tl.gg?.?is
January 28-Pebruary 4 16,828,417

3. The condition of the Fund on Pedruary %, 1935, and the replenish-
ment of its dollar dalances.

These heavy purchases of gold and sterling greatly reduced the dol-
lar assets of the Fuad. Rarly in January, just defore the interventiom began,
these had been increased from $125 to $1LL millions by the sale of Trsasury
lotoc.} the proceeds of vhich were credited to the checking account with the
Treasurer, so that when the Fund actively eatered the exchange markets its dol-
lar aseets wvere adout evenly divided detween this account and the Secretary’s
Special Account with the Federal Reserve Bank of Newv York from which the payments
of gold and exchange were made. During the first wveek of the imtervemtion the

account with the Treasurer wvas imcreased by a further $9 millions by sales of
1 fhe specific authorisatioas work out at $13,906,236 and the sterling shown in
the weekly dalance sheet of Pedruary 4 was $13,907,000.

2 Compiled from specific authorisations which give the maximum numder of ounces
and the price and are filed in a separate folder for each of the designated

agents.
3 See page |
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freasury notes, and sa Janmuary 2% the Fund begen to import the gold it had
acquired iz Paris dy the sale of dollars.l M Pedruary 4, $4 million of
this gold had reached the United States and 2ad beer g0ld to the Treasurer,
the proceeds deing credited to the Speclal Accoumt at the Federal Reserve
Bank of ¥ew York. %his was a vary small offeet arainst the dedits to thie
account, for the Pund by that time had epent about $71 millione in suvrort

2 in edditional $1k mi1l1ome of gold vas in tramsit, but

of the exchanges.
befaore this arrived the Special account would have deen completely exhausted
had not a transfer of $50,000,000 been made %0 it from the Account with the
Treasurer.

By Fedbruary b the dollar assets of the Pund had been reduced to $55 mil-
lioms and its g£01d holdings reached their peak for this phase of its eperations
(Chart .. ). The comditior of the Fund on thst dsy wase se follows:

Principsl Assets of the Stabilization Pund Pedrusry 4, 1935

omitted)

Dollars $85,028

Vith Tressurer $29,502

At Pederal Reserve 55,526
Sterling at Bank of England 13,907

7% 992~

Gold -

In Londen 41,609

In Paris 18,191

In transit 14,192
Silver (12 custody) 5,368
Government securities 26,358

llottcr of Preasury to Pederal Reserve Denk of Nev York, Fedruary & (wr, Dietrich's

®Gold" file.
2poreign operations from January 15-February ¥ were:
Increase in gold in Londoaz $21,106,000
Dollar sales in Parie 36,300,000
Sterling bdeught 13,900,000
$71,306,000
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Since the nervousness of the foreign exchange markets continued umabated
and further heavy drains oa its dollar resources continued the Fund on
Podruary € degan to import gold from Lomdon. The first shipmeat was of
277.17% ounces ($9,700,000) takea from the gold Bought by the Fund in May
lsﬁl. and this was followed by others uatil an amouat roughly equivalent to
the Yuad's purchases of January and Yebruary was hportodz. Its dollar assets,
however, continued to decline uatil Fedruary 18 (Chart . ) when the Supreme
Court readered its decision ppholding the adrogation of the Gold Clause. Until
then the Fund continued to drav down its dollar balances by duyimg gold, ster-
ling and silver, faster tham it duilt them up by selling gold and silver to
the Treasurer.

N. Coatimued support of sterling, February 4-18, and the use of
sterling dalances to duy gold and silver.

Prom February 4 to 18 the Fund vas in the market daily in support
of sterling. Betwveen these dates it dought adout £,500,000 in FNew York and
£%,710,000 ia London at a total cost of about 335.500.000.3 bringing its total
purchases of sterling from Janmuary 26 to Pebruary 18 %o nearly $49,500,000. Ia
addition it bought a further $9,750,000 gold and $3,500,000 silver ia the London
market without draving on its accumulsted sterling balances. Until Fedruary 11
the highest price paid for this gold was $34.71 dut on February 16,35,600 ounces

were bought at $3U4.7575 and 13,200 oumces at 3}&7‘[58“ ‘per ounce. The silver

1 See page 2, and page ’2 - mete.

2 Letters of the Treasury to the Federal Reserve Bank of Bev York of Fedruary 6
and 21. 0Oold held on January 15, 1935 was $20,503,000 and on March ¥, 1935
was $19,541,000 (Weekly dalance sheets). )

3 Oompiled and caleculated from specific suthorisatioas in "Transactions - Buying
and Selling Poreign Exchange - Sterling - Anthorisations® file.

% gnere is no indication in the files as to why the Fuad was villing $o pay these
high prices. The Treasury memorandum of February 193% cited adove states that
the highest Price the Treasury eould pay - slloviag for iaterest - was $3k.77.

"
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purchases began on Fedruary 6 and by Pedruary 18, 7,178,000 ounces 999 fine
were bought through the designated agents of the Federal Reserve Bank of New
Yorkl at prices wrich were held within the merrowv range of 24-5/16 to 24-13/16
pence per ounce .925 fine. This silver, 1ike the gold currently dought, was
imported into the United States and\;;ld to the Treasury under the Silver Pur-
chase Act, but the first shipments di1d mot resch the United States wntil
Pevruary 21°.

As a result of these sterling, gold and silver purchases the Fund took a
total of £10,000,000 off the market from February 4 to 15. At the same time
it dieposed of adout $18-1/2 millions of its growing sterling belances dy buy-

_;2:::‘:;e¢1tin¢ additional gold end silver in London.[j!ho gold purchases amounted to

et T &3,425,470 or the sterling equivalent of $16.718.8k7.093£1nn4 were made at prices
ranging from 1hle 10-1/24 to 1k42s 104 per onacoh. through the agents of the
Federal Reserve Bank of Nev York. The silver purchases weremade under an arrange-
ment vheredy silver was dought im London by the Fund with sterling, the dollar
equivalent of which was credited to the Special Account of the Secretary at the
Pedoral Reserve Bank of Nev York and charged to the Treasurer's Gemeral Accounmt.
It was the equivalent of a release of sterling by the Fund to the Treasurer for

the purchase of silver under the Silver Purchase Act, a method sudbsegquently

1 Memorandum to Mr. Dietrich from the Pederal Reserve Bank of New York of March
1942. The specific suthorisations add up to 7,275,000 ounces at a cost of
$.627.69. = 45 71 ¢/

2 Letter of the Treasury to the Federal Reserve Bank of New York of Pedruary 18,
1935. "Buying and Selling Silver - National City Benk® file. The §5,343,000
of silver bought in December 193% in Lomdon and held at the deginning of the
intervention, vas iwported in the week of January 21, held in custody for a
short time and sold to the Pressurer detween Fedruary 4 and 18, deing replaced
by $3.358,000 silver nevly dought ia Loadon (Veekly dalance shests).

3 Memorandus from FPederal Reserve Bank of Nev York to Mr. Dietrich, April 1942,
b Specific authorisations.
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adopted for certain silver purchases in Londonl. The Federal Heserve Bani of

¥ev York was instructed $o buy 3,900,000 ounces at 24-5/8 and 2u-13/16d per

ounce .325 fine, a price vhich works out at about 32,657,988 (£545,052)2.

5. 7The Yund during the first “Gold Scare" - Summary.

The cause of the special etrength of the dollar, not only in the

2013 bdloe currencies, dbut in sterling, during this period wvas the unvillingness

e

of gold arbditrageurs to pd;?brn their ordinary market functions at a time wvhen

dollars were ia strong demand. The basis of this demand was the bdelief that a

e ———————————

decision by the Supreme Court in the gold clause cases adverse to the Jovera-

ment would be followed by a sharp aprraclation of the dollar in teras of other

2014 currencies. Since the expectation was wide-spread that this appreciation

would be brought about dy a fall in the American zold price arbitrageurs werse '

uawiliing to tace the risk of loas involved in suci exchange while their gold

was in transit. Consequently gold was not taken in substantial amounts froa

the Bank of France and other Central Banks of gold dloc countries, the supply

of dollare was not:.n...:::.. and exchange rates movai beyoald gold points. Gold

did, hovever, move to the United States in sudstantial aaoants froa private

hoards on the Continent and froa Londoan, but this did mot keep the rates at

zold pointas, for private holders who had teaporarily loet confidence in gecld

as 38 store of value, offered it at a ®*discount” 1n_§pon market in Paries .(f;ha

intervention of the Stabilisation Fund, even though supplemented dy active in-

tervention by the British Exchange Equalisation Accoumt in support of sterling

in the Paris llrk.is was not sufficient to correct this situation wholly.

b

2
‘p
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The Tederal Reserve Bank of New York states that no sterling vas rcload‘ﬁ to
the Treasurer %0 bduy silver before Feb. 18 and that the amount of silver pur-
chased through designated ageants was only 7,178,000 ounces. The transactions
noted hovever were specifically directed dy the Treasury and accouat for an
amount of sterling disposed of and not explained dy any other transactions
noted in the files.

Letters from the Treasury to the Federal Reserve Bank of Nev York, Ped.1lh and 15
in "Transactions - Buying and Selling - Sterliag - Authotisations® File,

There 1s no evidence in the files of aay cocperation or consultation detween
the Punds.
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Froa the beginning, however, it had a great influence in steadying the markets.
As soon as the markets became svare thet danks thought to be operating for the
Fund were selliag dollars, the exchanges decame somevhat more normal. BEves so,
the franc rate remained persisteantly bdelowv gold export poiat to Nev York matil
Fedruary 111. On Fedruary 1l Mr. Norgenthau issued a public statement im which
he satd:?

*1. Since January 14th banks and dealers in foreign exchange and gold
have practically stopped buying and selling gold, within gold impert and export
points - vhich means that the International Gold Standard as betwveen foreign
countries and the United States has ceased its automatic operation.

2. Thanks to the foresight of 73rd Congress, ve nov have a Stadiliszation
Fond . |

J. Vhen we sav that the external value of the dollar was rapidly going
out of control, we put the Stadilisation Pund to work on a moment's notice, with
the result that for the past four weeks we have successfully managed the wvalue
of the dollar in terms of foreign currencies.

The country can go adout its dusiness with assurance that ve are prepared
to manage the external value of the dollar as long as it may de necessary.®

Though the gold arditrageurs wers still dissatisfied decause the Secretary's
statement did not guarantee that the American gold price would mot de reduced,

the markets responded to it, and to the continmued support of sterling by the Fuad.

I The noon /T Paris rates certified to the Treasury Yy the Pederal Reserve Board
from January 1% to Fedruary 11 were as follows:

January 1% .06597% January 23 065738 Tedruary 1 .065620
15 .065336 24 065480 2  .065508
16 .065661 25  .06539% ¥  .065520
17 mo 26 .0651%% 5  .065672
18 . 3 28  .065052 6 .065616
19 .065848 29  .065511 T .065
g .065681 3o %g;% g :823
il no- 068753
2 Treasury Press Releass, Fedruary 11, 1935. 0659 - Bﬁ@&,ﬁ,w}-d,,ﬁ _
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Francs shared in the general strength and moved adove gold export polmt to
Hevw York.l

Froa January 15 to Pebruary 18 the amount of dollars put into the exchange
market dy the Fusd was about $128,000,000, of which $38,000,000 was used to
support the franc and $90,000,000 to support sterling. Its operations duriag
this period may de summarised im round figures as follows on the dasis of its
operating recoris and weekly balance sheets:

Operations in Support of FPrancs and Sterling

A. Praacs
France bought in Wev York January 15 Fes. 28,000,000 $ 1,800,000 ((,.93)
Dollars sold in Paris January 17-28
(conversion at 6.56) 554,000,000 36,300,000 [6 55)
Total francs bought | Pes. 582,000,000 § 38,100,000 ((, 55)
3. Sterling
Sterling bought January 26-FPebruary 18
in Nev York £ 3,800,000 $ 18,600,000 (4.¢75)
in London 6,300,000 30,700,000 ((/ 975)
G0ld dought in lLondon without use of )
Tund's sterling balances January 16-FPed. 18 © 7.700,000 36,500,000 |4,740)
Silver bought in Loadon without use )
of Fund's sterling balances 800,000 3,900,000 (4'775'
Total sterling dought . & 18,600,000 $ 89,700,000 /4, 5§23)
1-
Total dollars sold in support of ,franc $ 38,100,000
Total dollars sold in support of sterling £§9, 700,000
Potal dollar support of exchange market $127,800,000

1 Commercial and Financial Chronicle, Pedruary 16, 1935, pp. 1024-5. The
Paris noon 2/? rates im Nev Yerk February 12-18 were as follows:

Pedruary 12 BEoli Podruary 15 .0659M6
12 .065 16  .065975
1 065946 18 065833
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Dispositior of Foreigm Exchange Bought

France converted iamto gold by the
Bank of France Pce.582,000,000 § 38,100,000
Franc balances retaiased Pedruary 18 None ‘55

%.

s s e,

Sterling boucht by azents and used to 1

Wy gold & 7,719,000 $ 36,500,000 £.7Y
Sterling balances of Fund used to duy aold 3,100,000 16,700,000
Sterling bought by agents and used %o f" 7

duy silver 700,000 3,500,000 4,40
Sterlines delances of Fund used to buy silver 550,000 2,700,000 4 4,7
Total sterling disposed of in purciese

of gold and silver & 12,350,000 $ 59,400,000 %.4/0
Total sterling bought January l5-Pebruary 18 & 18,500,000 $ 2£¢,700,000 ¥, 523
Total sterling disposed of Jan. 15-Ped. 18 12,350,000 59,400,000 . 410

2

Betained by Fand Pebruary 18 & 6,050,000 § 30,300,000 4.5¢§

Of the $91 millions of gold acquired in these operations adout $50 millions
was imported and sold to the Treasurer by February 18, and by March 1 ¢ further
$42, 700,000 was luportod.} The Fund's dalance sheet of March & ghows its gold
holdings at $19,541,000 all held under earmark at the Bank of England. This
amount was slightly less than the $20,503,000 held since Mey 1934. The bdalance
of $30,822,000 in sterling which it retained on February 18, therefore, repre-
sents in effect ites net contridbution from its own resources to the stadilisation
of the exchanges during the "gold scare”. Zven this may be thought of as not
wholly an open position in view of the prospective need ofthe Treasury for

sterling for the purchase of silver in Loadon under the Silver Purchase Act.

1 one total gold purchases of the Fund from January 17 to Pedruary 18 were
1,520,255 ounces (Memorandum of Federal Reserve Bank of Nev York te Mr.Dietrich
Narch 10:2) 1R,300 ounces wes bowght on January 1€. At $35 per ouace the cost
works out at $53,709.425 which confirme the approximate correctness of these figures

2 The sterling actually held by the Fund on February 18 (weekly dalance sheet) vas
£6,327,379 valued at $30,822,518. The discrepancy is umavoidable vhen cperating
rather than accounting records are used.

3 I have prepared dut 3ot iacluded here s detailed note coafirming these figures
and shoving that the gold acquired ia Paris on January 16 must have bdeen trams-
ferred to the 3enk of Baglaad.
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B. Operations of the Fund Immediately Pollovwing the Decision of the
Supreme Court Upholding the Adrogation of $the Gold Clause.
1. Reentry of the Fund into the franc maerkst and the reversal of

its market position: PFedruary 18, 1935.

On the morning of Fedbruary 18 the Fund was still active in support
of the exchanges, dut shifted its main operations to the French market. It
ma® 2 small sale of $95,000 in London at 4.87125 and bought .&ﬁ 15-1/2 millien
france at a cost of mt $1.000.000.1 On this occasion it supported the franc
in NWew York, Paris and London. PFes. 1,500,000 were bought in Nev York at 6.58,
$485,000 were s0ld in Paris at 6.59 and Pes. 5,600,000 vere bought ia Londoa
with sterling at 74 francs per pou.nd.z When the Supreme Court rendered its
decision upholding the Government im the gold clause cases, the exchanges re-
sponded strongly and the Fund entered the market as a seller of doth france and
sterling, selling Fecs. 500,000 at 6.64% and £575,000 at 4.8842 (tz.uo.ssf)’lu
New York. The episode of intervention to restore the exchanges _:f“"n:)l:nl}
was at an end, dut an open position in both francs and sterling remained to de
liquidated.

2. The use of sterling dalances t0 duy silver and the sale of francs
betwveen Pebruary 18 and March U4,

After its al sale of sterling on Pedruary IW_

not enter the sterling-dollar market again until April 53. but it quickly d4is-

posed of substantial sterling bdalances by silver transactioas of various kinds.

1 Specific authorisations and weekly balance sheet of Fedbruary 25.

2 gpecific authorisatigns ia "Buying and Selling Fraacs - Guaranty Trust Co.
and Irving Trust Co. files.

3 Specific suthorizatioms in "Transactioms - Buying and Selling Foreign Bxchange -
Sterling - Authorisations® file.
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It continuned through its agents to buy silver on a moderate scale im London.

From Pedruary 19 to March B specific authorisations were given for the purchase
of 1,800,000 ounces of silver at prices from 254 to 25-13/164 per ounce.l I
addition the Fund released sudstantial amounts of sterling to the Treasurer for
the purchase of nunrz under the Silver Purchase Act. The greater part of this
sterling appears to have deen released in the first veek after the reversal of

the Fund's market poaiuon3. In the following week the Fund appears also to

have taken delivery of 2,000,000 oumces of silver purchased from the Central Bank
of Chiu.h This was part of a purchase of 10,000,000 ocunces originally pegotiated
for the Fund by the Chase National Bank im November 1934, for delivery to the
Chase National Benk in Shanghai. Difficulties had arisea in the delivery of this
nllvors and an arrangement was made in Fedruary 1935 for postponing the deliveriss

according to the following cehodnlo:s

2,000,000 ounces ($1,090,000 at 54.50 ceats) March 1935
5,000,000 ounces (42,609,000 at 53-3/8 cents) april 1935
3,000,000 ounces (41,650,000 at 55 cents) Nay 1935

B Specific authorisations for the purchase of silver im London im which the price
is quoted in pence per ocunce .925 fine gave the option to the Federal Reserve
Bank to charge the cost to the Fund's stérling balance at thc Bank of Bagland or
to the Special Account of the Secretary at the Federal Reserve Mank of Nev York.
The files do not indicate bhow payment was made in each case.

2 pron Pedruary 18 to Jume 10, vhezr the sterling bdalances were liguidated £745,568
was released to the Treasurer (Memorandum to Mr. Dietrich from Federal Reserve
Bank of New York, March 1942) The rates are mot given ia the files dut the dollar
equivalent at 4.875 wvorks out at $3,634,6h4,

3 This is inferred from the substantial reductions ia sterling bdalances at this
time not otherwvise explained, dut is aot dased on direct evidence.

¥ $he Fund's silver holdings increased Wy $1,600,000 in the week of March b but
{ts purchases in London through designsted agents in those weeks were only $400,000.

5 See page O for the mature of these difficulties.

6 "transactions - Silver - Central Bemk of Chima" file, especially letter of Treasury
to the Pederal Reserve Bank of Nev York of February 13, 1935.
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Under this arrangement the Central Bank of China was given the opiion of making
delivery im London, sudject to a reduction of 3/16 of 1% in the price. By
Nay 31, 7,252,000 ounces of the total had bdeen delivered and the balance was
still further po.tpoud.l The Ceatral Bank of China elected to deliver in
London making its first deliveries esarly in March and its second deliveries
early in Iny.a

In these variocus vays the sterling balances of the Fund were reduced froas
$30,822,000 to $22,180,000 in the two weeks followingz the gold clause dccluon.’

3. Sale of gold to the Bank of France: March 6.
On March 6 the Treasury authorised the Federal Reserve Bank of New

York to transfer 326,8L( ounces of gold held under earmark at the Bank of Rngland
to the Benk of France and to sell this gold to the Bank of France at Fes.16,919,084
per fine kiloL. This sale of Just over $11,000,000 in gold to the Bank of Fraace
reduced the gold holdings of the Pund to $8.136.000.5 The franc proceeds were

immediately sold. On Karch 6 the Fund disposed of Fos.165,%10,000 at 6.68-1/2 e

1 First to Septemder 10, 1935 and later for the fimal 2,000,0000cunces to November

1935. 748,000 ounces were delivered in July. *Transactions - Silver - Central
Bank of China" file.

2 This is inferred from the reductions in sterling dalances at those times vhich
are othervise unaccounted for in the operating records. There is no direct
statement in the filss showing the exact delivery dstes or that payment was
made in elerling.

3 VWeekly balsnce sheets. The operating records isdicate that the reduction was
accorplished aprroximately as follows:

Sale of sterling for dollars $2,810,000
Sale of sterling for franes 380,000
- Relesse of sterling %o Treasury and to designated
agents for the purchase of silver %,300,000
Payment for silver dought froa Ceatral Baak of China 1,000,000
Actéal reduction as per dalance sheets . . . . . . . . . . $8,6%2,000

% retter of March 6, 1935 ia *Pranssctions - Buying and Selling Gold - Gemeral® file.

5 Yeekly bdalance sheet - March 25. The veekly dalance sheets of March 10 and 17
are missing from the files.
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WMM+ Thereafter it remained
inactive in the franc market until a fresh crisis in Freach affairs called for

rensved support of the franc bdeginning May 18. This crisis produced as one of
its effects a strong market for sterling which assisted the Fund in disposing

of its remaining sterling bdelances and gold still earmsrked at the Bank of England.

II. Disposal of the Fund's Sterling Balances and the Sale of Gold Held Under

Esrzerk st the Bank of England: Marchk 25-June 3, 1935.

Between March U gnd March 25 the Fund disposed of $700,000 of its remaining
sterling b:zlencer, prodetly through further silver parchane:ﬁd but it did mot
again decorc 2 sellzcﬁzy\sterllng for dollars until April 4. Sterling in the
meanvhile k=2 fgller bdelov the averaze price at which the Fund's belances had bdeen
acquired. Althous* ite sterlinz wes carried on the balance sheet at 4.872 on
April 1 the Pund sold £278,500 in New York st prices ranging from %.84-1/2 to
4.82-3/4 on April &, reducing its sterling holdings to $19,833,000. From April §
to 17 it was daily in the market as a seller of small amounts of sterling at
prices which rose gradually to 4.85-3/4, dut after disposing of $%,700,00C of its
holdings in this way again vithdrew from the market. In the meanwhile it had
made only one small purchase of silver in london at 28-1/24 for which it had paid
in sterling and been reimbursed by the Treasurer in dollars, dut om April 25
it resumed these purchases on a sudstantial scale. By May 9 it had suthorised
its agents to purchase 4,250,000 ounces at prices ranging from 354 to 32-3/84
per ounce, to be charged either to its sterling account with the Baak of England

or ite special account at the Federal Reserve Bank of Nev York. As a result it

¥ GGeen. "French Prascs - Buying and Selling - Guaranty Trust Co., Chase Nationmsl
Bank, Irviag Trust Oo. and National City Bank" files. Fos. 165,810,000 et 6.68-1/2
1s $11,057,658. The only other frane transaction of the Fund at this time was a
purchase and sale of Pes. 500,000 on March ¥ on which the Fund made a small profit.

’}55-0 silver was released to the Treasursr on March 14 (abdout $235,000) but from
the data availabdle I have deen unable to give an exact statemeat of these minor
silver transactions.
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dispesed of the sterling equivalent ef abeut $1,900,000. Iz additiea the Secre-
tary bdeught frea the Nexican Treasury 2,571,021 eunces Vof silver .999 fine en
Nay 7 at 33-9/164 per eunce te be delivered to the Bank of Eagland. The cest
wvas met by a dedit to the sterling account of the Fuad at the Bank of Bngland
and silver was shipped to Nev York on May 9.1

On May 10 sterling rese to 4.85-1/2 and contimued very firm fer some time
thereafter. The strength of sterling at this time was dus in part to the market
reaction to a radie address of Secretary Ngrgenthau on May 13 in which he said
that the United States would met be an ebstacle to exchange stadilisation, and
iz part to the mevement of fumds to Lendon resulting frem the increasingly
eritical situatien in France. Consequently the Fund reentered the market as
a seller of sterling, and ceased te release its sterliang balances for the pur-
chase of silver. It remained, hewsver, a buyer of silver in London, dut in-

structed its agents te have the cest charged te the Secretary's Special Acceuat

2

in dellars at the Yederal Reserve Bank of Nev York.” The Fund was thus ia the

market as a duyer of sterling through its agents in erder to pay fer silver at
the same time that it vas a seller of its accumulated sterling balances. From

May 10 te 20 it was selling sterling daily in w: at rates wvhich rese

steadily te 4.91-5/8.° In this way it dispesed of $5-1/2 milliens of its re-

maining b.lneu.u and this, teogether with payments in sterling fer further

deliveries of silver in Lenden by the Central Bank eof cuu5 left it with enly

6
a little ever £500,000 ea Nay 20. The Fund then ceased to sell sterlimg dut

teek advantage of the stremg sterling market to sell its remaining geld at the

Bank of England in Lenden and remit the preceeds home.
1 *fransactions--Buying aad Selling Gold and Silver—8ilver—-0-Nexice® file

2 By June 17 it dought a furthar 2 000 eunces at frem T4.57 cents te 712.10
cents per ounce (Specific Autherizat ou’ Yringiag its tetal purchases siace the
end of the geld scare te adeut 11 lulhn 0 s. (Meme to Mr. Dietrich frea
the Pederal Reserve Baaxk of New York 9 states that 10,326,000 eunces
vere beught ia Lendon frem Fedruary 18 te J .

3 2; ;;aun,.m 17vnt r.to:‘ odtained ¥y the m Rey 10-20 were ¥.87-1/2 o2
and %,91-5/8 on Nay
5 ic Anthorisati 6%he veekly dalance sheet of Nay 20 shews
Digitized for FRAsﬁRz:egh:o ‘.rr( ;. gy sterling lnld at $3.149,000.
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On Nay 25 the Treasury instructed the Pederal Reserve Bank of Few York to
sell on MNay 27, 32,000 fine ounces of gold im London from the Pund's holdings
at the Mank of England at S}h.93.1 and to hold the sterling procesds with the
OGuaranty Trust Company pending the receipt of the dollar proceeds of the sale
of this sterling. The dollars wvere to bde credited to the Secretary's account
at the Federal Reserve Bank of Nev York as they decame availadle. This order
was executed on May 27 at $3h.98.2 At this price 225,60C ounces were sold by
Nay 31, leaving only 6,800 ounces at the Bank of BEngland. Or June 3 this was
sold at $3h.933 and in the same day a payment of £600,000 ia sterling vas made
to the Bankers Trust Co., London for silver purchased for the Tuasd in Saigon,

Indo- Chilnh. and the Fund was left with oaly a nominal amount of sterling.

1 retter of May 25 1n "Transactions, Buying and Selling Gold and Silver - Gold -
Sales - Juaranty Trust Co." file.

2 fhe execution mote and the specific authorisation in the files do not agree
as to price.

3 e gold sold at this time was the Balance of gold acquired dy the Fuad ia
Mey 1934. It was carried on the books of the Fund at $35 per ounce, dut the
cost that would have bdeen incurred if all gold so acquired had been shipped
to Nev York on Pedruary 1, 1934 had deen transferred to the Fund and placed
i{a an sccount entitled *Reserve for expenses of shipping 1,273,972.777 fine
ounces of gold froa London, England, to the U. 8. Assay Office.* !hq expenses
of importing 277.173.628 to New York on February 6, 1935 (see page * ) hnd
shipping 7%,739.956 cunces to Paris on March 7, 1935, (part of shipment
referred to on page (|, ) had deen charged to this accouat leaving a balance
0£$202,560.3%. All the rest of the 1,273,972.777 ouaces vas disposed of abdread,
{n the gold silver exchange descrided above (page 7-), and by the sales made
at this time, and on June 5 this balance was transferred to "Profits on the
sale of gold® on the bdooks of the Fund. Letter of the Treasury to the Federal

Reserve Bank of FNev York, Jume 5, 1935.

5 Letter of Treasury to Pederal Reserve Bank of New York, Juss 3, 1935, ia
*?ransactions - Buying and Selling Oold and Silver - Bankers Trust Co." file.
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While the Pund was 2isposing of its remaining golld in Londen at prices not
only lower than that at whiech the Secretary was realy to sell to Central Benks
of eountries on the gold standard (335 per ounce plus 1/3)1. but evea delow the
official gold value of the dollar ($35 per oumce), the crisis in the Preach

franc vas at its height, aad the Fund came actively to its suppors.

1 Press Release of January 31, 193%.
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III. Mvances t0 Foreign Central Banks against Gold Rarmarked Abroad.

Durfng this crisis in the French franc the Fund further developed its
technique by using a method previously developed as part of the routine of
inter-Central Benk cooperation. Throughout the "gold scare” its support of
the foreign exchanges had been either in the form of sterling and francs
boughtsin New York or dollars sold in London and Paris for its account, or by
the purchase of sterling in order to pay for gold and silver bought in London.
None of these operations gave to foreign Central Banks a supply of dollars
with which they also could intervene in the exchange market. Such a supply of
dollars, hovever, could easily de provided by the device of earmarking gold
abroad against an advance of dollars in New York or Y%y the purchase of gold
abroad against immediate payment in dollars. Before the "gold scare® facilities
of this sort had been offered to foreign Central Banks by the Federal Reserve
Bank of New York bdut as the Fund took over this central danking function the
transaction became more and more an inter-government arrangement. This evolu-
tion is clearly shown in the relations detween the National Bank of Belgiuam,
the Netherlands Bank and the Bank of France on the ome hand, and the Yederal
Reserve Bank of Nev York and the Stadilisation Fund on the other hand, after
November 1934,

A. Arrangements Made by the Federal Reserve Bank of New York and the
Stabilization Fund with the National Bank of Belgium and the
Netherlands Bank in November 1934 and April 1935.

Barly in Novembder 193l an arrangement was made under which the Federal

Reserve Bank of New York agreed to make advances to the National Bank of Belgium
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against gold earmarked in their name in Brussels, guaranteed free for export

under all circumbtances, and to bde shipped by the first availadble steamer to

Nev York. This gold wae to de sold $o the United States Treasury at its buying
price of $35 per ounce less 1/4. The dollar advance of the Federal Reserve
Bank of Nev York was to be made from the moment of earmarking to the delivery
of the gold, and interest was to be charged at the Newv York Bank's discount
rate (at that time 1-1/2%). This vas a purely imter-Central Bank arrangement
into which the Stabilization Pund 41d not ontor.l It was made on the initia-
tive of the Belgian Bank "in the interests of the belga-dollar exchange®. A
limit of $25,000,000 wvas set, though the actual transactions were expected to
de lllll.2 and in fact the arrangement was not utiliszed even wvhen the belga was

devalued on April , 1935.3

On April 10, 1935, coincident with the first
belga devalnntionh. the Netherlands Bank approached the Federal Reserve Bank of
Nev York with a similar request. It asksé whether the Eew York Bank would be
willing to have the Netherlands Bank drav on them azainst gold earmarked in
Amsterdam for their account. The Netherlands Bank did not intendi to make
regular nse of this facility, dut wished to bde in a position to sell dollars

in Amsterdam in case of erratic exchange movesments. It already had an arrange-
ment of this sort with the Bank of France which had proved to be coavenient in
meeting erratic marksts in France. This request was discussed by the Federal
Reserve Bank of New York with the Secretary of the Treasury, and the Netherlands

Bank was advised that the best method would be for the Treasury to buy the gold

1 fhere is no reference in the files to any participation by the Pund in the con-
templated transaction. A

2 "Frangactions--Buying and Selling Gold and Silver--Gold--Belgian Kational Bamk” fil

3 There is no reference to any transactions in the files but this has not deen veri-
fied with the Federal Reserve Bank of New York.

4 Check.
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vhen the Netherlands Bank waated dollars, and the following arrangement was
proposed. The Secretary formally offered to buy from the Netherlands Bank
up to $10,000,000 in gold for immediate payment ia dollars--the gold to Dde
esarmarked i{n their vaults in the name of the Pederal Reserve Bank of Nev York
and shipped to the United States Assay Office in New York at the risk and ex-
pense of the Netherlands Bank on the first available steamer. The gold was to
be guaranteed free for export under anmy circumstances and to be settled for on
the basis of the ocutturn of the United States Assay Office at $35 per ounce
less 1/i., The Netherlands Bank replied that it would be glad to make use of
this facility, understandings by the first ;v‘ilublo steamer, the first svailable
Dutch steamer in regular service with the United States. It approached the
Dutch Government to obtain the necessary guarantee and on April 17 coafirmed
the details of the arrangement and gave the full guarantee of the Minister of
Pinance, observing that it expected to use the facility only in case of erratic
movements in the exchanges adove gold export poimt. Such movements had occurred
in the franc-guilder rate sarlier in the month and the Netherlands Bamk policy
of selling francs at that time had proved satisfactory to them.l

By requiring that the Dutch Government should give the guarantee that the
€014 should Be free for export uader all circumstances, the Secretary gave to these
arrangements something of the character of an agreement between governments to
take the place of the more informel type of imter-Central Bank cooperation exempli-
fied by the earlier Federal Reserve Bank-National Bank of Belgium understanding.
In one respect, however, the flexidility of the earlier imter-Central Bank deal-

ings was retained for the arrangement was vithout a definmite date of terminmstion

T The relevant correspondence is in Mr. Dietrich's "Stabilization--Oeneral 193k-5¢
file and in the "Transactions--Buying and Selling Gold and Silver--Gold--
Netherlands - Nederlandsche Bank® file.
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and vas a standing facility that the l.tho¥1.ndc Bank could use at any time

up to the amount specified. This matter was taken up in Septemder 1935 after
the Fund had intervened on a large scale on similar lines in support of the
franc. A difference in point of view bdetween the Netherlands Bank and the
American-Treasury as to the nature of the transaction was then disclosed. On
Septemder U, 1935 the Federal Reserve Bank of Nev York suggested that the ar-
rangement of April 10 and 11 should terminate at the end of Decemder. On
December 2 the Ketherlands Bank asked for an extension of one year. This re-
quest was refused on January 7, 1936, bst the Federal Reserve Bank of New York
on instructions from the Treasury suggested that the Netherlands Bank should
approach them by cable when they had need of dollars and assured them that such
a request would be given prompt and comsiderate attenmtiocn. %o this the Nether-
lands Benk replied on Fedruary 11, 1936. that the mers statement that they were
free to approach the Federal Reserve Bank of Newv York and that the Treasury
wvould give their regquest prompt amd comsiderate attention was not of much use

Ak
to them for reasons that they stated as follows:

"As ve explained to you om a previous occasion (vide our letter of
April 17, 1935) we only wish to be able to sell dollars in this mearket in case
erratic movements of the dollar rate should occur. Ve do not kmowv whether
this is likely to happen in a mear future. B2ut if it should happen, it is
almost sure to happen suddenly. If on such an occasion we cannot act at once
but have first to approach you in order to make an arrangement under which ve
can operate, precious time will be lost, and at the best our iatervention vill
have a much smaller effect. 7

*yWe should, therefore, be greatly odliged if you would kindly once

more give your attention to the matter and reconsider vhether it would mot de
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possidle to arrange bdeforehand for the desired facility deing valid for a
certain period. Iam case the period of a year is comsidered rather long for
the purpose, we should also de grateful when it could be arranged for us to
obtain the facility for half a year or sven for three moaths, on the under-
standing that we could approach you for renewal towards the end of the half
Year or the gquarter.® Z ,/

Ao et :
5 On‘larch 25. 13}6 the Federal Reserve Bank of Bew York vtt—inaifnntt&—iy—eh-

{ ‘t/, —

!rcasury to rlply-anmtollovt ““” ‘

*While the desire of De Nederlandsche Bank K. V., Amsterdam, to secure
a firz commitment on the part of the U. §. Treasury to purchase gold in Holland
at a fixed rate in order that they may take care of aay coamtingency which
might arise oving to sudden fluctuations ia the dollar-guilder rate is appre-
ciated, the nscessity for such an arrangezent does not appear as edvicus as it
was wvhen previous arrangements were made in April of last year. At that time it
appeared that the free movement of geld at the gold export point might bde inter-
rupted by the imadility or hesitation oa the part of the commercial banks to assume
the risk involved. It was also doudtful whether steamer facilities or iasurance
coverage vas avaliladle at times and in amounts necessary to take care of a large
movement. In the intervening time it has been demonstrated that these fears
were unwarranted and any necessary gold shipments have been taken care of in the
sormal manner. Therefore the Treasury does not consider it expedient to enter
into extraordinary arrangements of this nature at the present time.

"When communicating with De Nederlandsche Benk it would bde appreciated
if you would assure them that while the Treasury desires to cooperate whenever

feasidble, the present decision is dased on a matural reluctance to eater into
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an arrangement of this nature uanless conditions exist which prevent commercial
banks from handling these transactions in a normel way."

Beyond this leisunly clarification of views no further action was taken
with respect to the renewal of the arrangements of April 1935 until the end
of May 1936 when the guilder was very weak folloving the Popular Front wictory
in the Prench elections of April 26 and May 3. Until this time the only sub-
stantisl gcld transactions of the Fund had dbeen in support bf the franc during
the earlier crisis of May and June 1935,

B. Crisis in the French Franc, May-June 1935-aaddimp=3wd-3536.

The strength of sterling which had permitted the Fund to close out
its open position in sterling at profitable rates detwesen May 13 and May 20,
1935 bad coincided with pronounced weakness in the French franc and other con-
tinental gold currencies. The agitation of Mr. Reynaud for devaluation of the
franc was gaining ground in France, the bdudget difficulties of the Prench
Government remained unsolved, and the Bank of France was losing gold. During
the week of Nay 11-17 the Paris ?/? rate in Nev York ranged from 6.58 to 6.53-1/k4
and the franc vas also weak in sterling.

Under these circumstances the Secretary wvas prepared to use the Stadilisza-
tion Pund once more ia support of the franc. On May 17 the following arrangement
wvas made vith the Bank of France by the Federal Reserve Bank of New York acting
as fiscal azenf for the Treasury. The Federal Reserve Bank of New York agreed
by telephone to purchase up to $5,000,000 in gold to be earmarked at the Bank
of France in the name of the Federal Reserve Bank of New York and guaranteed free
for export under all circumstances. This guarantee was included in all the |
arrangements of this kind, but on this occasion the Treasury did not ask speci-

fically for a guarantee from the French Government in addition to the guarantee
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of the Bank of trueo.l

The Bank of France wvas authorised to sell dollars
for francs up to the specified amouat of $5,000,000 at 6.58 or detter. As
the dollars were s0ld and the francs were received by the Bank of Trance, the
Bank of France was authorised to earmark the gold equivalent for the Federal
Reserve Bank of New York. %This authorisation was good for all day May 18 and
vas repeated daily until May 23. Although the franc was under heavy pressure
throughout this period mo actual transactions were carried out under these
authorisations. The Bank of France was losing gold l}uﬂly. and the British
1/ Exchange Bqualization Account was actively tupportu‘l ﬁ in London% and on
May 23 the Bank of France raised its discount rate from 2-1/2% to 3%. V¥ith
this support the franc-dollar rate did not fall delow gold export point and the
limit of 6.58 fixed in the authorisations a4 not briag American official sup-
port iato the market until it had done 10.3 This was in harmony with the
Treasury's attitude that official American support should not be given as long
as the gold standard mechanism was functioning umlly.h
These arrangements differed in form though not im practical effect, from
the interveation in support df;rmt in January 1935. Instead of intervening
v unilaterally in the market through its agents the Fund now entered into a cooperz-
tive arrangement with the Bank of France under which the actual details of the

exchange intervention were left at the discretion of that Baak sudject to limita-

o~

tion as to rate and total amount. There wvas, moreover, an elemant of risk

present at this time which had not deen part of the sarlier arrangement. In

1 the cable of the Pederal Reserve Bank of New York to the Bank of France of
May 17 making this proposal concluded as follows: "We should be grateful to
you to confirm to us our understanding that such earmarked gold shall de free
for export under any circumstamces”. ¥This cable is mot im the files but vas
furnished by the Federal Reserve Bank of New York im a memo prepared for
Mr. Dietrich in April 1942,

2 There is no reference in the files %o consultation or cooperation between

h and Ameri Punds at this time.
:c:r“}&or the act gold export point to New York was at this moment lower

than 6.58-3/4, ¥his may have deen the case owing to the Fremch shipping strike.

B That this was the attit
with the lothorh:d: ’llkn“ ::o::d. :::::“7 A8 GONFLImad oy ke Latex SPFrespORREnC:
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January 1935 these was no question of an imminent devaluation of the franc dut
this was nov a distinct possidility, even a prodedility. Should the Bank of
France deem it necessary uader the authorisations of March 18-23 to sell dollars
in the Newv York market after the Paris market had closed for the day the francs
purchased wouldnot de peid imto the Bank of Fraace uantil the following morning
and the gold equivalent to bde credited to the Federal Reserve Bank of New York
as fiscal agent would de the gold equivalent of the following day. Should the
French Government devalue the franc overnight the Stabiliszation Fund would be
sudbject to a loss similar to that which the Bank of Prance itself and other
central danks holding gold in Lomdon had sustained wvher England left the gold
standard in September 1931.

In order to guard against this risk the Secretary on May 24 telegraphed
to the Governor of the Federal Reserve Bank of Nev York as follows:

"GOVERNOR. Before you execute any orders to purchase francs in our
behalf you are to have an understanding wvith the Bank of France, confirmed by
cable, that any francs so purchased wvill be immediately converted into gold
and earmarked 30 be shipped te the Federal Reserve Bank of New York on the
first availadle steamer. Should the Bank of France desire to bave the francs
purchased in this market after the markets have closed in France so that francs
cannot be promptly deposited and converted imto gold uatil the folloving mornins,
the Bank of France will nmsed to make arrangements to obtain the dollars from
us before the Bank of Prance closes. Ve are williag to deposit dollars in
amounts to be agreed upon to their account in the Federal Reserve Bank of New
York against gold earmarked as suggested above and they can imstruct the Yederal

Reserve Benk of New York to make such disposition of these dollars as they desire.

H. Morgenthau, Jr."
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In-conformity vith these instructions the Federal Reserve Bank of New

York as fiscal agent altered the forx in which American assistance was offered

to the Bank of France. It reneved its authority to the Bank of France to sell

$5,000,000 for francs at 6.58 or better in a cable sent on March é“-ly-tho fol-
lowing conditions:

“ONE that if you sell dollars against this authorisation you will advance us
the franc equivalent value May 25 and convert such francs into gold to de
earmarked by you in our name on May 25 guaranteed free for export to us
by firet availadle direct steamer

TWO that as soon as we receive cable advice from you as to the amount of dol-
lars s0ld by you and gold earmarked for our account we will give you
credit on our books for such dollars value May 25//‘lf%%—you—k&ndly—ooa—-
Tirem-3e-us tomorrow by-eeble -thet you are-in—agreement with this arranze-
et

It also offered on the same day to purchase up to $5,000,000 in gold earmarked

at the Bank of France subject to the usual guarantee and to be shipped to the

United States Assay Office in Newv York by the first availadle direct steamer

and to be settled for with the Treasury on the dasis of the final outturn of the

United States Assay Office at $35 per ounce less 1/4 less customary charges

at the expense and risk of the Bank of France. Immediately upon receipt of

advice that the gold had been earmarked the Federal Reserve Bank of New York

would credit the Bank of Prance with dollars which it was free to dispose of

in any way it do:irod.l This arrangement provided the Bank of France with

1 These three messages are given in a letter from the Pederal Reserve Bank of
Nev York to the Treasury of May 2¥ in the "Transactions--Buying and Selling
Gold and silver--Gold--(p) Bank of France" file.
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dollars in advance of its actual requirements and availadle for the purchase

of francs at any rate without wvaiting for it to fall to or delow 6.58. It was
imrediately taken advantage of and on the same day the Stadilisation Fund pur-
chased $5,000,000 of gold from the Bank of Prance under its terms. On May 25

the offer vas renewed and a second $5,000,000 in gold bought. The situation in
Prance continued to deteriorate although the Bank of Prance continued to raise
its discount rate, which reached 6% on May 28. The government of Plandin was engaze:
in a desperate effort to secure emergency povers from the Chamdber with which to
govern the country and support the franc, and pressure on the franc continued to
increase. Therefore on May 27 the Federal Reserve Bank of ¥ew York offered to
purchase up to $25,000,000 in gold on May 28 on the same terms as previously but
Secretary Morgenthau requested that the Bank of Prance should de adviged that this
offer should be considered only as a reserve offer to be used in case the normal
operations of the commercial bdanks were not sufficient to meet the demand for dol-
lars. $7.500,000 in gold were bdought under this authorization on May 27 and a
Yurther $17,500,000 on May 28. At this time the Treasury was considerings action
on a far more vigorous scale. A draft cadle to be sent by the Federal Reserve
Bank of New York to the Bank of Fraamce was prepared in the Treasury to the effect
that the Secretary would purchase up to $200,000,000 in gold from the Bank of
Prance earmsrked in their vaults on May 31 “such gold to be guaranteed as hereto-
fore Dy you as well as by the Treasury free for export under any circumstances.
and to be shipped at our option to the United States Assay Office in New York

or to London." If shipment to New York were slécted settlement was to de on the
terms of previous transactions but if shipment to London were elected settlement

was to be at $35 per ounce less Miat charges less 1/4 and less expenses of trans-
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shipaent to New Yort.l This message wvas not sent bdut on May 31 the !rgaun:y
offered to purghase up to $150,000,000 in gold on the terms of the foregoins
draft cable and under this offer $33,775,000 in gold was bought by the Fund.
On this day the French crisis reached its height for the Chamber refused to
grant the Flandin government the emergency powvers it demanded and the Govern-
ment fell. A new government under Bouisson was formed with Caillaux ae Finance
Kinister, and the crisis appeared for the time being to de under control for
the franc moved above gold export point for the next three days. Howvever, the
Bouisson government on June 4 was unable to odtain the emergency powers which
it in turn demanded and it was not uatil June 7 that a new government under
Plerre Laval was formed and given the povers which all precedinz governments
had demanded. During this period of crisis the Tressury renewed ite authorira-
tion to the Bank of France to sell gold to the TFund for the balance of tte
$150,000,000, namely, 3116.225.000.2

By June 17 all the $68,773,000 in gold purchased by the Fund durinz the
French crisis had been imported and sold to the Treasurer. As indicated on
Chart ‘jw for three weeks in July theFund vas almost wholly a dollar fund once
sore with over $170,000,000 in balanoolakﬁktha Treasurer and:;ho Secrotary'
Special accounts and $26,000,000 in Government securitiee. Its only non-dol-
lar sasset was $4,000,000 in silver. The Fund therefore was 1nﬁ;}collont

situation to assist the Secretary in the vigorous renewal of silver purchases

which took place at this tire.

1 In the files this dreft is as a modification of the specific authorization
to purchase $17,500,000 in gold as noted in the text. It does not appear to
have been sent.

2 The relevant cable correspondence is in the "Transsctions--Buyine and Sellin-
Gold and Silver--Gold--(p) Bank of France" file.
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A. Summary of Transactions: Deceader 1938-June 1935.

When the Silver Purchase Act went iato effect ea Jume 19, 1934 the price
of silver in New York was adout 45 cents per eunce. Under the stimulas of
Treasury bduyiag it rose gradually te just ever 5. ceats in Nevember 1934 and
at this level it was stadbilised for the mext feur -onth-.l It wvas at this
level that the four Stabilisation Fund operations ia silver already described
were carried out: (1) the purchase of 10,000,000 eunces ia the Londen -nri-t
betwveen Decemder 17, 1934 and January 2, 1935 en a dellar basis ranging frea
53.08 cents to 54.75 cents per eunce; (2) the purchase of 10,000,000 eunces
from the Central Bank of China, subsequeantly delivered ia London, at just
over 5L cents per ounce; (3) the purchase of melted down old silver plastres
in Saigon, Indo-China; and (L) the purchase ef 7,178,000 ounces in London en
a sterling basis during the first gold scare within the marrov range of 24-5/16
to 24-13/164 per oumce .925 fine.2

1. The Speculative Boom in Silver: March-April 1935.

After Foebruary 18 the price of silver began to rise in an accelerat-
ing speculmtive movement. By the end of Pebruary it reached 56-1/2 cents, and
at that point a speculstive movement began. This is descrided by Mr. G. 6.
Johnsen as follows:

*The price rese 5 cents in March and em April 26 it reached 81

cents, the record post-depression price. As a result of this rise

in the vorld silver price, the price paid by the Treasury te domestic

producers (64-1/2 cents) decame out of line, and en April 10 a presi-
dential proclamation increased the domestic price te 71.1 cents.
When the world price caught up again en April 24, the domestic price

was raised further to 77.57 cents. —
1 The average daily price in New York from Novembder 1934 to Pebruary 1935 was

as follows:
1934 1935
November .543 January S5kl
December .54k Pedruary 586

(Survey of Current Business)
S Of. po.o s, Ry ét-} ¢+ and e
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interpreted by the silver group as indicating that the Preasury
purchases were improving bdasically the pesition of silver through-
out the world, but the price mevements thereafter coaclusively
proved the peculiar nature eof the Treasury's pesition and the
artificiality eof the increased silver price. The Treasury's pesi-
tien has deen peculiar because it has been sudstantially the enly
buyer on the world (Lendon) market, except in temperary periods

of intense speculation. The price has deen artificial decause it
has generally been the bid price of the Treasury and net a werld
price at all. Consequently, over a period, the Treasury has deen
able to make the world price anything it desires, so leag as it is
willing to take up the entire offering en the market at that price.

"Yhen the Treasury stopped buying em April 2€ decause the
speculators vere unwilling to sell in txpoetution of further price
rises, the market begaz to fall off.*

The sterling acquired by the Fund during the gold scare and released
subsequently to the Treasury for the purchase of silver in Londen was for the
most part dispeosed of bdefore the price rise bdecame pronounced, and during the
period of rapidly rising silver prices the purchases of the Fund were inter-
mittent and on a small scale, as shown by Table 3 .

Tadle >

Specific Authoriszations to Buy Silver 15 Lendon:
Yebruary 19-ipril 25,1935.

Date Ounces &£ Price
(pence per es. .925 fine)

Fedruary 19 450,000 25

27 600,000 25-11/16

27 350,000 25-11/16
March 7 275,000 27-3/8
April 8 400,000 28-1/2

25 1,300,000 35

The Treasury did not completely withdraw frem the market om April 26, but

continued to support it on a small scale through the Fund as indicated by Tadble Lf.

1 The Treasury and Menstary Pelicy 19}}-13}8.llov-rd University Press, 1939, p.183,

2 «Pransactions - Buying and Selling Geld and Eilvor - 8ilver - Chase National
Bank - Bankers Trust Go. - Natienmal City Baak® files.
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huca
Specific Authorisations to Buy lurr in London:
April 26-June 17, 1935

£ Price $ Price
Date Ounces (pence per os. .925 fine) (cents per eos. .999 finme)
April 29 250,000 34%-11/16
May 2 1,000,000 32-3/8
g 1,450,000 32-3/16
9 250,000 32-1/2
21 300,000 T4.57
June 4 1,000,000 T2.10
6 100,000 T2.%
6 250,000 72.%
14 250,000 12.98
17 780,000 T2.36

008, 006
This tadle shows thzt vhen the Pund had disposed of substantially all its

sterling balances except an amount needed to pay for silver purchased in ldgonz

it ceased to instruct its agents to buy silver on a sterling basis and changed
to a dollar buil.3

B. Pegging the Sterling Price of Silver : July-December 1935, and the

Accumulation of Silver by the Fund.

The substantial silver purchases of the Fund in the first half of 1935
were regularly imported and so0ld to the Treasury. At no time prior to the mid-
dle of July 414 it Bold much over $6 millions in silver and in the first part
of July the greater part of its holding of $4,382,000 was in transit from Iado-
China. In the middle of July this policy wvas changed. The Treasury emtered
the silver market on a large scale, holding the Nev York price at slightly over
65 cents per ounce as shown in Tabdle 3/. Silver purchases became the main,

almost the sole dusiness of the Fund which accumulated large holdings in its

own hande (Chart L ) and in addition made sterling available to the Treasury

B "Pransactions - "Buying and Selling OGold and Silver - Silver - Chase National
Bank - Bankers ZFrust Co. and National City Bank® files.

2 See page ‘-

3 There s non.u ip the file to indicate whether these silver purchases were

made tobsteady market during its 4
by e ng ecline or to support sterling,
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Tetle §

Average of Daily Prices of Silver in ‘!' Yoerk by
Menths: July-Decemder 1935
(cents per es. .999 fine)

July .682 Octeder .654
Angust .66k Neveaber .654
September .654 Decemder 584

for purchases uader the Silver Purchase Act. The Fund was regularly in the
market to bduy sterling for the purchase of silver in Lendon frea July 8§ te
December 5. During this period it purchased fer its ewn account adeut 170,000,000
ounces and made sterling available to the Treasury for the purchase ef abeut
28,000,000 eunces uro.z and in September the Fund itself held adeut 126,000,000

ounces of silver.

1. Preliminary Operatiems: July 8-10, 1935.

On July 9 snd 10, 1935 the Pund reentered the sterling market fer the first
tize since May 203 and beught abeut aus.ooo at frem 4,96 te 4.9%5, and seld it
te the Treasury fer the purchase eof silver under the Silver Purchase Act, amd
ea July 9 it beught 350,000 eunces ef silver threugh its agents at £7.21 cents

per eunace.
2. Pegging at 30-3/164: July 16 te August 10, 1935.
Frem July 16 te August 10 the Fund beught silver threugh the designated
agents of the Yederal Reserve Bank of Bev Yorku at this fixed price. At a

sterling rate ef 4.96-1/4% which was appreximately the average fer this peried,

1 Survey ef Current Business.

2 Compiled frem Specific Autherisatiens, except fer silver purchases frem July 16
to Sept. 9 which are taken frem a memesrandum of the Federal Reserve Bank of Nevw
York te Mr. Dietrich, April 1942. My cempilatiens frem specific autherisations
were semevhat less fer this peried than the actual figures, se the statement in
the text is predadly a slight underestimate.

3 "Transactions - Buying and Selling Foreign Bxchange - Sterling - Autherisations®

4 $ne Chase Eatienal Bank, the Bankers Prust Ce., The Guaranty Trust Co. and the

National City Baxk.
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this is the equivaleat of 67.33 ceats per eunce.l At this price the Fund was
almest a daily bworz. aad acquired ever 45,000,000 eunces at a cest of ever
$30 -uun.’ In executing these purchases the FPederal Reserve Bank of Nev
Tork was given the eptien eof charging the Secretary's special acceunt in del-
lars eor its acceunt as fiscal agent with the Bank of BEngland in sterling.
Censequently the Fund was in the market fer sterling as well as silver while
its designated agents vere independeatly iam the market fer sterling te pay fer
silver in Lenden. Ne sterling balances, hevever, accumulated in the hands eof
the Fund at this til..h

3. Abdserptien of Heavy Offerings frem the Rast and Transitien te a New

Sterling Price.

The efferings of silver, especially frea China’ decame increasingly heavy
during the peried when the Lenden price vwas held at 30-3/164, ever a third of
the tetal purchases at that price deing made frem August 7 te August 10. On
August 12 the Yund began te let the sterling price fall slightly dut en August 15
1t ence mere pegzed it at 294 per eunce. The purchases of the Fuad en these

four days vere as follovo:s
Day Ounces Dellar Cest
August 12 6,300,000 $ &,245,000
13 11,150,000 7.kk4g,000
1 21,000,000 10.322.000
15 00,000 3. ,000
Total 555000 $5,275,000

1 Not calculated, dut taken frem a specific autherisation of August 7. On that
day the Fund was duying sterling at 4.96-1/4. The range ef the Fund's sterling
purchases frem July 16 te August 10 was 4.95-5/8 te 4.97. Cest of shipment te
New York was approximately cents. (f111 im)

2 He purchases were made August 3-5.

3 co-guod from specific autherisations which shev 45,575,000 eunces at a dellar
cest of $30,725,947. This underestimstes the actual ameuats decause yor was

ften delivered in excess o s

- Weekly balance shests.
5 James G. Paris - American Memetary Policy 1932-8, p. . (check frem better source)

b Cempiled frem Specific Authoriszatiens : Silver.
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In additien the Fund purchased stewlimg £UiT3,6M6 which it released te the
Treasurer fer the purchase of silver under the 3ilver Purchase Act en August 12,
13 and 14.1  Under this cencentrated suppert sterliag rese te 4.98-1/k, se-the
deliar price of silver beoght in Leaden vee temperarily stesty at edewt 66 cents
paz—eunceZ.

Por the rest of August sterling was steady at abeut %.98 and the Lenden
Price of silver was pegged at 29d, so that the dellar price ef the silver deught
by the Fund was kept within the range ef 65 te 64.90 cents per eunce which wvas
uppu'oxiut'oly maintained until Deceader 5. The Fuamd 4id net purchase additiemal
sterling for the Treasury in August dut centimued to adserd large ameunts eof
silver taking fer example 11,650,000 eunces ($7,700,000) en August 19 and
4,800,000 eunces ($3,120,000) en August 20.5 Tewards the end ef August these sil-
ver purchases declined bdbut the Fund vas in ths market again frem Septemder k4 te
9 buying mederate amounts at up te 29-3/164 per eunce. As the pressure of silver
offorings diminished late irn August and early in September the Fuad alse accumu-
lated/Bederate sterling balance vhich en Septeaber 9 smeuated te $3,£29,000."

4, The Fund in September 1935.

During the peried frea July 15 te Septeader 9 the Fund purchased silver

threugh designated agents as f011n|:5

1 Specific Autheriszatiens - Sterling. At reughly § eunces ef silver per &£ sterling
this previded for additiemal purchases ef 3,800,000 eunces in Leaden.

2 Check. This has 2et been calomisted.

J Specific Autherisatienms - Silver

4 Weekly balance sheets
5 Figures supplied by the FPederal Reserve Bank of New York ia a memerandum te

Nr. Dietrich in April 13942,
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Narket
In ¥hich
Purchased Ounces .999 Pine Dellar Cest Manner ef Paymeat
Lenden 43,644,910.95 $28,620,555.67 Paid to designated agents
£5,770,927-8-1 frem Fund's
a/c with Bazk ef Eagland
92,554,835.51 61,466,352. 7% Dellars paid te designated
agents.
136,199, 746.46 90,086,908 .42
Bembay 286,887104 184, 747.43 Paid to designated agent

£37,000-0-0 frem Pund's
a/c with Bank ef England.

136,486,633.50 $30,271,655.85

Of the 136,000,000 eunces of silver thus beught by the Fund enly abeut
16,000,000 eunces had been seld to the Treasurer and en September 9 its heldings
of silver reached their peak (Chart .- ) ef abeut 120,000,000 eunces. Of this
adbeut 90,000,000 eunces were held in London.l At this time the principal assets

of the Jund were as fellews:

(000 emitted)
Dellar Assets 96,931
Acceunt with the Treasurer 29,232
Special acceunt, Federal Reserve
Bank ¢f New York 67,699
Sterling 3,829
Silver 17,915

Thersafter silver purchases centinued en a smaller scale, dut the silver imported
frem abread and seld te the Treasury en balance exceeded the mev purchases. The
Fund had proved a valuadle agency ia the hands of the Secretary net ealy in deal-

ing with the fereign exchangs problems iavelved im carrying eut such ceacentrated
1 Weekly balance sheets.
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silver purchases abread but alse in facilitating the erderly transfer of the
silver itself to the United States. On September 10 the Fund beught adeut
£210,000 spet sterling at just ever 5.9Y4 and released sterling £156,000 te the
Treasury fer the purchase ef silver. It then dispesed of all ite spet sterling
but maintained and even increased its leng pesitien Dy purchasiag £974,000 des
ito-mscemnt for delivey en Octeder 10, 11 and 1k, On Septemder 18 and 20 it
beught a further £485,000 sterling fer delivey en Octeder 1% and en Septembder 23
te 25 reentered the silver market in Lenden te duy &,250,000 eunces, acquiring
part of the sterling te pay fer this ia the spet market and alse purchasing an
additienal £75,000 fer delivery te the Treasurer. On Septemder 26 it resumed
its purchases eof sterling fer Octeder 1li delivery amd by Octeder 10 had added a
further £480,000 te its cemtracts falling due en that date. During Septemder
the Fund was apparently putting itself in a pesitien te assist in carrying eut a
aev definitive pegging of the price of silver by previding itself with sterling
net currently rcqnirod.l The silver bdought after September 10 was acquired at
frem 29-3/16 te 29-15/164 per eunce and ea Octeber 11 the Stadilisatien Fund
began te buy silver regularly at the latter figure.

5. P.g'.{ 29-15/164 Octeber 10-December 5, 1935.

Froem Octeder 10 te Decemder 5, 1935 sterling was steady within a range ef
4.91-1/2 te 4.9% with a gradually risinmg temdency tewards the end ef the peried.
Between Octeder 10 and 25 the Fund deught £1 millien sterling fer release te the
Treasurer to purchase silver in Lenden and a further small ameunt en Nevember 20.

This was sufficient te enadle the Treasurer te purchase adeut §,000,000 eunces

1 This 1s inferred as there is mething in the files te indicate the reasen for
the accumulation ef sterling contracts fallimg due em Octeder 1L, 1935.
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of silver at the pegged price. Thersafter from Octoder 30 to Deceamder 6 the
Sch'tn;y regularly imstructed the Yederal Reserve Bank to purchase and release
to the Treasurer sufficient sterling to pay for a specific numder of ouaces of
silver. These authorizations provided inm all for the purchase by the Treasurer
of 12,270,000 ouncoa.l At the same time the Fund was again a daily purchaser
of silver through the designated agents of the Federal Reserve Bank of New York
at the pezged price. Between Octoder 10 and Decemder 5 it dought approximately
29,275,000 ounces in this 'nyz.

This nev intervention in the silver and sterling market 5ronght the Stabili-
sation Fund's purchases of silver to over 170,000,000 ounces since the sterling
price of silver was first pegged iam July 1935, and its purchases of sterling for
release to the Treasurer to an amount sufficient to duy adbout 28,000,000 ounces.

At no time, howvever, after Septemder 9 did the Fund allow its sterling bdalances

to accumulate in any substantial amount. The silver previously accumulated and

nevly bought in London was gradually imported and sold to the Treasurer and on
December 9 the Fund's total holdings wers reduced to 43,447,000 and its London
holdings were reduced to 26.000.000’ounce|. These were all imported by December 23
but at the end of the year the Fund's silver was once more increased by substan-

tial purchases in china.3

C. The Difficulties of China and the Fund's Far Eastern Purchases.
The bulk of the silver purchases by the Stadiliszation Fund were in support

of the silver market in London but as has deen noted a numder of transactions

B Compiled from Specific Authorisations - Sterling. These figures should perhaps
be checked from the accounting records as they undoudbtedly contain some error,
probably deing an underestimate.

2 Specific Authorisations - Silver. Same comment as above note.

3 Weekly balance sheets.
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vere undertaken direct with the Far Bast. The first of these was the purchase
in Novemdber 1934 of 10,000,000 ounces from the Central Bank of Chima at about
'5;: cents per ounce. This was followed im May by the purchase of 4,663,17L
ounces of 0ld demonetized Iado-Chimese pilastres .325 fine in Saigon, Indo-China,
This transaction was initiated by the Banque de Paris et des Pays Bas acting pre-
sumably as agent for the French Indo-Chinese govermment in Saigon who submitted
the offer to sell to the Benkers Trust Company of New York. This purchase was
for delivery of the piastres on bdoard the American steamer Golden Dragoam which
wvas scheduled to sail on June 3 for Saa Francisco, and, as has deen noted adove,
vas paid from the Fund's sterling dalances in London on Jume 3. In the mean-
while the Central Bank of Chima was experiencing difficulties in delivering the
10,000,000 ounces purchased by the Fund and also in making deliveries on
25,000,000 (?)1 ounces purchased direct by the Treasury. On Jume 3, 1935 the
Central Bank of China wrote to the ChaseBank asking for an extension of deliveries
both on the Stadilisstion Fund purchases and the other Treasury purchases in
vhich the reasons for the delay ia shipment wvere set forth. The rise in the
sterling price of silver in London from about 2k-1/24 to 32-1/24 and even higher
made it difficult for the Central Bank of Chima to obdtain silver in Shanghai for
delivery agzainst the earlier contracts. MNoreover it had caused a shortage of
cash in Shanghai and a serious local eredit situation. The Central Bank of Chins
could nmot, therefore, export silver from Shanghai at this time. I had in fact
suggested to the Chase Bank in a cadle of May 2% that the silver might be delivered

to the Chase Bank in Shanghal dut not exported. This letter was transmitted to

1 There are only indirect references to this purchase in the files and this
should be checked from other sources.
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the Treasury and at the request of Mr. Lochhead the Chase Bank cadled to its
Shanghai bdranch on July 22 that the United States Treasury had under considera-
tion a plan %o accept the undelivered silver in Shanghai in momthly lots of
500,000 ounces provided that the Chase National Bank would state that this was
safe. If the Chase Bank in Shanghai considered the arrangement safe it was to
advise the Central Bank of Chima of the plam and to inguire whether such an ar-
rangement would lead to expressions of more friendly feeling concerning the
American silver program on the part of Chinese officials in their public state-
ments. Cables vere received from the Central Bank of China stating that a reply
to this proposal must be delayed because the Finance Ninister was out of town.
This plagt:;ponrll to have bdeen carried out and on Septembdber 30, 1935, part of
the axrears on the silver dought directly by the Treasury (2 million ounces) vas
delivered in London and the 2 million ounces still outstanding under the Stabdbili-
sation Pund purchase vere extended further to Novemder 30, 1935.1

In the meanvhile the Stabiliszation Fuad had purchased on August 22, 1935,
286,887 ounces in Bombay through the Natiomal City Bank at 2“—3/“4.2 This silver
vas in a fora of bars known as "bdroken hill smelters” and was shipped directly
to the United States on the American steamer President Adams. The cost was paid
for in sterling from the Fund's account vith the Bank of 1n¢1.nd.3

In November 1935 Chima abandoned the silver standard and the Treasury
inaugurated a nev policy of silver purchases which a:: descrided by Nr. G. G.

Johnson as follows:

1 sPransactions - Silver - Central Bank of China®. Ssu™puges .

2 See pages (7 '$ 20 vene

3 There is nothing in the files to indicate why omly this sinzle purchase of goid
was made in Bomday during the period whea the sterlimg price of silver was beins
actively supported in London at s sterling equivalent of about 65 cents.
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"Yhereas previously it had almost exclusively confinmed its

foreign operations to the London market, shortly after the departure

of China from the silver standard it inaugurated a policy of direct

purchases of silver elsevhere. Arrangements were made vheredy the

entire silver production of Mexico, about 76,000,000 ounces in 1935,

vas to bde acquired by the Treasury directly at the current Newv York

price, and similar direct purchases were arranged with China.*

These direct purchases from Chinma were arranged detveen November 14 and 22
through the National City Bank and the Chase Bational Bank. On November 1l the
Preasury submitted a bid for 25 million ounces of silver f£.0.b. American steamer
in Shanghai not later than February 11, 1936 at 65.17 cents per ounce .99S fine
to the Central Bank of China. The Central Bank of China accepted, stating that
it was anxious to make the shipments as socon as possidle bdut was unable to deliver
all the silver in fine bars. A somewvhat lover offer was then made by the Treasury
(64.03) for dars of lesser fineness and the Tteasury stipulated that the shipment
must de by American ship to San Francisco and not via Susz or New York. These
terms wvere accepted and on November 22 another 25 million ounces were purchases
on the same terms. Consequently the Central Bank of China undertook to ship
52 million ounces including the last installment on the purchase of the previous
year. The silver was made availadle to the agents of the Treasury in the vaults
of the 0ld Bank of China duilding in Shanghai and the Chinese Minister of Finance
expressed the wish to leave the time of shipment entirely in the hands of the
Treasury. The Treasury, hovever, imsisted through its agents upon the original
terms of shipment and the silver was actually shipped in January 1936.z

On:::lanco sheet of the Fund Decembder 31, 1935 total silver held was

46,652,000 representing the net result of these Chimese purchases and the sale

1l G.6. Johnson. Op. cit. page 184. This notation is inserted in order to provide
the necessary minimum background dut should de replaced dy direct Treasury
sources which are not available in the files.

2 The details of this purchase of the 50 million ounces of silver in November should
de checked. G.G. Johnson states that the arrangement was a 90-4ay option to
urchase and that $10 millions in gold was earmarked for the Cenmtral Bank of Chins
n Pebruary as part payment for the silver. I find no references to this in the
Stabilization Fund file and the text should bde carefully checked.
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to the Treasury of silver imported from London. On Jaruary 13 the entire

52 lillton—onncos of silver were in transit from China. 8ince a large portion
of the Chinese silver (40,000,000 ounces) had to bde sent to the Seldy Plant of
the American Refining and Smelting Company for refining the gradual disposal of
this silver by the Fund to the Treasury took a considerable time. It wvas 2ot

1l
until August 31, 1936 that it was completely disposed of.

Y. . .. - Transactions of the Fund: 1936.

A. MNinor Silver Transactions.

The silver purchases of the Fund at the level of 65 cents per ounce ceased
on December 5, 19352 and shortly thersafter the Treasury vithdrew its supprort
from the London silver market. This market "for the first time since 191k, was
forced to suspend operations when no other duyers appeared and the huge sum of
20 million ounces vas offered. By December 20 the price had collapsed to 51.75
in Newv York and 48.29 in London. *** The sharp decline in the price of silver
was halted by the Treasury on Decembder 24 at 43.75 per cunce vhere it was pegged

until the middle of January when it wvas moved on 5 ceants more"

Yhen this readjustmeat in the london price of silver downwards had brought
1t to about 45 cents per ounce the Stabilisation Fund reemtered momentarily the
silver market in london. Between Jamuary 6 and 17, 1936, it dbought 1,250,000
ounces in London at prices gradually declining from 45.72 cents to Ll. L2 cents,

at a cost of just over $600,000. This silver was passed on to the !roacnror.h
1 Weekly balance sheets (see Chart 3 ).

2 Specific Authorisations.

3 0. G. Johnson. Op. cit. Pages 184-185

4 specific Authorisations and weekly balance sheets.
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The Fund did mot thersafter make purchases ia London until after the Tripartite
Agreement. Om Octoder 19, 1936 it again became a duysr for about a week during
which its agents were instructed to purchase up to 2,458,000 ounces at from
43.47 cents to 4L.07 cents per ounce. This l:%g;t was held by the Fund uatil
the end of July, 1937.1 Thereafter the participation of the Fund in the exscu-
tion of the Treasury's silver policy was on a small scale as far as market deal-
ings wvere concerned. The Fund was an occasional purchaser and seller of ferward’
future silver contracts and it reappeared in the Nev York market as a pnrehalor(
of silver from July to the end of August 1937. During the latter part of 1937
and the first fev days of 1938 it was once more a small scale duyer of silver in
London. In addi&ibn ﬁho Fund degan to carry out minor trading transactions in
the silver market in London beginning Novemder 6, 1936. The sterling credits

or debits resulting from these small operations wvere regularly liquidated and
the dalance in t:; silver trading account mxx mak opened at that time ha¢ never
reached substantial proportions.

Aside from the liguidation of its silver holdings the major silver tramsac-
tions of the Fund in 1936 were the use of silver as collateral for exchange
stabilisation arrangements made with Mexico and China.

3. The Mexican Agreement.

On January 7, 1936 the Secretary of the Treasury wrote to the Federal
Reserve Bank of New *ork enclosing a form of letter approved dy him to de sent
to the Banco de Mexico by the Federal Reserve as fiscal agent. The Secretary
stated that the transactions to bde carried out under the terms of this letter

by the Federal Reserve Bank of New York were to bde governed by the general

fiscal agency letter of 30ptc-bor/ig;§‘,rﬂt!‘ dealings in foreiga exchange for
1 VWeekly balance sheets.
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account 91 the Stabdbilisation Fund. The agreement with Mexico was for an sdvance
of $5 million against the purchase by the Stadilization Fund of an equivalent
amount of Nexican pesos which the Banco de Mexico agrsed to repurchase on the
demand of the United States Treasury at any time at the rate at which they had
been acquired. The exscution of this agreement was guaranteed by the deposit
on the part of the Banco de Mexico of silver collateral.

Since the terms of this agreement were along lines which served as a model
for subsequent exchange stadilisation .grog-onﬁp vhich were executed by the
Stabilisation Pund, the text of this htto‘:}.‘:.;ull wee as follovs:

"The Secretary of the Treasury of the United States has, as a result
of his recent conversations in Yashingtion with the Secretary of the Mexican
Treasury, authorised us, as fiscal agent of the United States, to snter iato
the following arrangement with you, oa dehalf of the Repubdblic of Mexico, for
the purpose of supplying the Repudlic of Nexico with dollar exchange, from
time to time, as may de required:

1. Yo, as fiscal agent of the United States, will purchase from you,
from time to time as requested by you, Nexican pesos, the pesos so
purchased to De credited to us (as fiscal agent of the United States)
on your books im a special account to be opened in the name of the
*Federal Reserve Bank of New York as Fiscal Agent of the United
States.” Interest at the rate of }’ per annum is to be credited on
such account. Upon receipt by us of advice by telegran that this
account has deen credited with a stated amount in Mexican pesos, wve
shall in tura credit you on our dooks in a special account to be
opened in the name of "Banco de Mexico as Fiscal Agent of the Re-
pudblic of Mexico” im an amount in U. 5. dollars egual, at the then
prevailing rate of exchange in Nev York for telegraphic transfers
on Mexico, to the amount in pesos so credited to us on your books.

2. The total amount of pesos purchased by us from you and standing to
our credit on your bYooks as aforesaid, exclusive of interest, shall
not at any time exceed in the aggzregate the equivalent of U. 8.
$5,000,000, computed at the actual duyiag rate for such peeos.

3. You agree that any or all pesos purchased by us from you, together
with interest thereon as aforesaid, and standing at any time to our
credit on your bdooks as aforesaid, shall be repurchased (in U. S.
dollars) by you from us at any time, and froam time to time, upon our
request, at the same rate or rates of exchange at vhich such pesos
were purchased from you by us.
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4. As security for the performance by you of your agreement to repur-
chase such pesos as aforesaid, you authorise and requédes Federal
Reserve Bank of Nev York and Federal Reserve Bank of San Francisco
to set aside from time to time and to pledge to Pederal Reserve Bank
of Nev York as fiscal agent of the United States, so much of the sil-
ver nov held for yow accouat under earmark by Federal Reserve Bank
of New York and Federal Reserve Bank of San Fraacisco (smounting to
approximately 11,000,000 ounces) as the dollar equivalent of pesos
purchased and then standing to our ecredit om your books as aforesaid
bears to U. 8. $5,000,000; and in the event of your failure to re-
purchase such pesos as hereinadove provided, you do further authorise
us as pledgee aforesaid, to sell so much of such silver so held uader
pledge, at any time, at the so-called official price for silver as
then quoted by Messrs. Handy & Harman, Nev York, New York, and to
apply the proceeds thereof in such manner, as may de necessary to
save us, as fiscal agent of the United States, and the United States,
harmless from any loss by reason of any failure to repurchase said
pesos as herein provided; and you do heredby authorise and request
Federal Reserve Bank of San Francisco to homor any request made by
us to hold or deliver for our accouat, as fiscal agent of the United
States, and as pledgee aforesaid, any or all of the silver mov held
for your account under earmark by said Yederal Reserve Bank of San
Francisco.

5. It is understood and agreed that our odligation, as fiscal azent of
the United States, to purchase any amount of pesos pursuant hereto
shall be conditiomal and dependent uron your msintaining with us and/or
the Pederal Reserve Bank of San Prancisco, an amount of silver suffi-
cient to secure, as hereinabdove in paragraph U provided, your obliga-
tion to repurchase such pesos.

6. It is underestood that you will take such further action as may bde
reasonably requested by us to effectuate the purposes and intent of
this arrangement.

7. This arrangement shall continue in effect until Pedruary 1, 1936, and
from month to month thereafter except that we, as fiscal agent of the
United States, may on or defore the fifteenth day of amy month advise
you that our offer to purchase pesos under this arrangement, im so far
as it has not been accepted, is to be discontinusd at the end of that

month. * ;

This agreement differed from a loan by the Treasury to the Barco de—textco
in several important respects. A loan of a similar amouat would have the same

effect in supporting the Mexican peso in the New York markst dut uader the
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terms of this agreement the Banco de Nexico was uader a continmuing obligation
to repay the dollars it had received upon demand. It had not only to bde pre-
rared to supply dollars at a fixed maturity date dut had at all times so to
manage the exchanges as to be in a position to supply these dollars under pen-
alty of losing the silver which it had pledged as collateral.

The dulk of the $5 million credit was advanced $to the Banco de Nexico in
January and the pesos vere repurchased under the terms of the agreement in May
and June 1936. The following tadble shows the transactions under the ngroe-ont:l

Purchased by the Federal Reserve Bank of Nev York as Fiscal
Agent of the United States

Date Mexican Pesos U. §. Dollars
January 10, 1936 14,500,000 4,031,000
January 22, 1936 2 ,000 695,000
Total 17,000,000 4,726,000

Repurchased by the Banco de Mexico

Date Mexican Pesos U. 8. Dollars
Eay 26, 1936 9,805,755.4% 2,726,000
June 9, 1936 7,194,244 .60 2,000,000
Total 17,000,000.00 4,726,000

The carrying out of this agreement in accordance with its original iatent
appears to have been somevhat umexpected in the Treasury Departaent for on
January 22 Mr. Coolidge in a memorandum t0 the Secretary commented on the agree-

ment as follows:

*1 feel that we have made an agreement and that the investment is care-

fully protected and that we could wsll afford to stay put until the

silver policy meets 1¥Sfinal mfﬁ! the meantime ve got 3%5. I anti-

cipate in the final wind up we will get the silver and Nexico will gt

the dollars. I think any demand in the near future would bde resented

by them and that we have no very good reason for changing our minds

so soon."

T Ietter from the Tederal Reserve Bank of New York to the Secretary of the Preasury
in "Transactions - Buying and Selling Foreign Exchange - Banco de Mexico” file.
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This memorandus iadicates that the Treasury was comsideriag whether to
terminate the agreemeat shortly after its imauguration. A further question
concerning it arcse, namely, vhether the Pederal Regerve Bank of Bew York had
the right under the agreement to permit the sale of any of the silver held by
it under the agreement. The opiniom was held dy Mr. Opper that in the adsence
of a default by the Banco de Mexico such sales wers mot permissidle under o
strict construction of the agreement. Should the Banco de Nexico and the
Treasury agree to such sale no legal objections would arise except that in that
event the amount of the advance secured dy the silver would have to be reduced.

The pooon purehalod by the Fund were carried om its balance sheet as an
asset dut mo oountor entries vere set up to shov the silver held as collateral.
This was recorded as a notation attached to the weekly dalance sheet under the
heading "Silver Collateral Accouat®. Of she $5,000,000 in silver held in this
account one-half was in San FPrancisco and the other half in New York.

The agreement lapsed in June 1936 and was replaced by a somevhat similar
arrangement in January 1938.

C. The First Chinese Agreement.

On May 25, 1936 the Secretary concluded an agreement ideatical in all
important respects vith the Nexican agreement for the purchase of Chinese yuan

1 The agreement wae concluded as

azainst dollars secured by silver collateral.
a result of communications and conversations with representatives of the National
Government of the Republic of China. The arrangemeats which the Secretary

suthorized the Yederal Reserve Bank of New York to make with the Central Bank

of China provided for the purchase of up to $20 million of Chiness yuan and
1 The text of the agreement and the covering letter are found in the "General
Piscal Agents and Depositaries - General® file.
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the collateral provided Yy the Cemtral Bank was to bear such a proportioa to

50 million ounces as the amount of dollars used in the purchase of yuan dere

to $20,000,000. The terms of the first paragraph of the Mexican agresment were
repeated almost verdatim in the letter to the Central Bank of China except that
the dollars provided by the Fund were $0 de credited to the Central Bank of
China in a special account and mot as fiscal agent, as in the Nexican agreement.
A requirement was added that the yuan credited to the Federal Reserve Bank of
Nev York as fiscal agent as interest should be repurchased at the same rate of
exchange at which the yuan earaning the imterest had deen dought. The silver
Pledged as collateral was not to de set aside as in the Nexican agreement froa
silver already held under earmark by the Federal Reserve Bank of New York dut
wvas to de held by the Central Benk of Chima ia depositaries in Nev York or San
Francisco designated by the Treasury for the account of the Federal Reserve Bank
of New York as fiscal agent and/or to de placed on board a United States steamer
in Shanghai consigned to the Federal Reserve Bank of Nev York at such deposita-
ries. The details of the shipping documents and the imsurance were provided in
the agreement.

As in the Mexican agreement in the event of failure on the part of the
Central Bank of China to repurchase the yuan including iaterest, the Federal
Reserve Bank was to be safeguarded im taking over the collateral from any loss
as a result of such failure. The only difference betwsen the Chinese and
Mexican agreements in this respect was that the Central Bank of China should
arrange to have the collateral comverted into silver dars which were of good

G
delivery in New York. A purchase of yuan by the Federal Reserve Bank of Newv York
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as fiscal agent was sudject to:;,:l‘;ulunt %y the Central Bank of Chinma of
its undertakings in regard to the pledge of collateral.

This agreement was to terminate oa December 15, 1936 and if a remewal
vas desired notice vas required to reach the Pederal Reserve Bank of New York
thirty days bdefore that date.

This first Chinese agreement was 2ot actively availed of and the only entries
connected with it appearing on the balance sheet of the Fund are a small liadi-
1ity to the Central Bank of China which appears first at $138,000 on the bdbalance
sheet of August 3 and which remained from September 1k to October 19 at $312,000.

D. 7The Right of the Fund to Sell Bilver Futures under the London Agreement.

One other guestion concerning silver arose prior to the Tripartite Agree-
ment. This was the guestion of whether under the London silver agreement of
1933 the United States Treasury was entitled to sell silver futures. Omn June 5,
1936 Nr. Oliphant prepared a memorandum to the Secretary inm which he referred to
his memorandum of May 7, 1934 concerning the power of the Stadilisation Fund to
deal in silver under Section 10 of the Gold Reserve Act.z Mr. Oliphant did not
pass on the question of whether the Fund could sell spot silver under the London
Agreement, "at least as long as the nev dalance remaiaing after such sale equals
the total of the amount held upon the sffective date of the agreement added to
the amount agreed to de purehilcd'. He 41d, however, give his opinion that the
London agreement did not contemplate any restriction upon the sale of silver

contracts for future delivery, basing his view upon the legal comcept that no

sale actually takes place until title to the obligativn sold passes. A future
1 ™hpre is nothing in the files to indicate the margin of this small liabdility.

2 See pages ;- g
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contract was not a sale of silver uader the precedeants estadlished by the cou.rtn.l

On Noveaber 16, 1936, $2,050,000 of silver sold forward appears on the dalance
sheet of the Fund. Beginning in January the Fund bdought forward silver and by
February 8 had completely covered this short positioa which was completely liqui-

dated by March 15, 1937.
-

VI. Gold and Sterling Tramsactioas and Commitments Bovemder 1935 - September 1936.
> | A. Reneved Offer to Purchase Gold from the Bank of France: Noveaber 1935.

Duriag the period from July to Decemder 1935 when the Fund was actively sup-

porting sterling through its silver purchases in London and wvas accumulating a

g

large holding of silver, gold 41d mot reappear amomg its assets. It nevertheless

still was prepared to renev its assistance to the Bank of Prance along the same
lines as in the May-June 1935 crisis. In Octoder the Becretary asked his Rxecu-
tive Assistant, Nr. Thompson, to send information to Nr. Lochhead of the Stabdili-
sation Fund froam Paris conceraning the gold carrying capacity of the United States
Lines in comnection vith a transaction which the Secretary wvas contemplating at
that tuoa and on November 15 the Treasury offered to purchase up to $25 sillion
from the Bank of France against an equivalent dollar amount of gold to de ear-
marked in their vanlts st—Sir—=pez-samee, such gold to de guaranteed free for
export under any circumstances. This offer was renewed daily dy eable from
November 16 to 233 but wvas mot Saksn advantage of by the Bank of France. At the
same time ::‘;:::gnnt.d a nev form of imterveation in support of sterliag which

becaze a regular and important feature of its later stabdilisetion operations.

17his memorandum is in *Transactions--Buying and Selling--Gemeral®
2Letter of Nr. Thompson to Mr. Lochhead written froz the Hotel Ngurice in Paris

On Octoder 15, 1935.
3'!‘ruuction|--m1u and Selling Gold and S8ilver--0old--Bank of France" file.
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B. " Standiag Offer to Purchase Gold ia lLondom at the London-New York
Shipping Parity.

On November 15, 1935 the Federal Reserve Baank of New York wvas imstructed
to inquire as fiscal agent for the Treasury as to vhether the Bank of England
would be willing to act for it in the purchase of up to 700,000 fine ounces of
g0ld in London at not over $34.77 per ounce, excluding brokerage., and to earmark
such gold for the Federal ReserveBank. Upon the completion of such purchases
the Secretary would imstruct the Federal Reserve Bank of Nev York to credit the
Bank of England in dollars. The Bank of Eagland replied by cadle that it was un-
likely that it could obtain gold at this price, for the outturn at $34.77 vas
only effective when, as had bdeen the case in the preceding week, gold wvas offered
in the lLondon market and mo bids vere made for it at over the New York shipping
parity. The Bank of England pointed out that om May 20 the gold "premiun" was
2-1/24 to 34 over Few York shipping parity equivalent to a price of $34.82 per
ounce, but stated that i% would be glad to act vhenever the market made it pos-
ciblo.l

The Treasury's offer to purchase up to 700,000 ounces at exactly New York
shipping parity on London2 vas not withdrawn, howvever, dut was kept open .z.aaila
until January 11, 19}6.3 This standing offer to duy gold was mot a stadbilisa-
tion operation in the sense that it drought the Fund into the sterling market
at any particular level of the sterling-dollar exchange rate. At any given
moment the shipping point could bde reached by a fall in the Lomdon price of
gold, sterling-dollar rate remaining unchanged, or by a decline in the ntoriing-
1 "?ransactions--Buying and Selling Gold and Silver--Gold--Great Britain--Bank

of England” file

2 Cf note on page [/ indicating that the price of‘:§M.77 per ounce did not allow
for interest. Confirm wvhether this did mot actually make the Treasury's stand--:
offer higher than that which could be offered Yy private arditrageurs. Check
wvhether there are implications to de drawn from this.

3 Cables of November 23, 27, 30; December 7,14, 21, 28, 1935; and January 4, 1936
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dollar rate (appreciation of the dollar ia sterling) the London price of gold
ro-ainl;g unchanged, or by some comdination of the two. (?ho standing offer,
however. prevented the appearance at any time of an unusually large gold ar-
bitrage profit opportunities for shipment of gold from London to New Yor;]
and it therefore comtriduted to a more orderly movement of gold to the United

e

States vhen the shipping point was reached. Ia this sense it was in harmony

.zifh the Treasury's general policy of intervening vhen the "normal® functioning

of the exchanges was for any reason 1lpnir0¢.1 But it vas not an operation

which would stabilise the dollar-sterling rate bdecause the London price of gold
vas fundamentally based on the general movement of sterling in terms of all the
g0ld currencies including the dollar wvhich was kept within gold points in rela-
tion to other gold standard currencies by the operation of the monetary systex
adopted in January 1931. The common movement of sterling in terms of the gold
currencies might be very wide without dringing the Fund into the sterling mar-
ket under its standing offer expressed in terms of a dollar price of gold. _iz’//‘

was not until after the Tripartite Agreement that the general level of the

sterling-dollar rate as distinct from the London-New York gold shipping parity

P

wvhich might de associated with any given rate, decame a eriterion of interven-

tion by the Fund in the London dullion larkot.z Betwveen Noveadber 27 and

Cﬂ”ﬁuxﬂxf December 6, 1935, 37,871 ounces of gold were purchased under this standing offer

<: at a cost of $1,316,000 and this gold was held by the Fund under earmark at the
Bank of England until January 26, 1936, when it was sold in London at the price
of 1k0s 7-1/2d.3 This sale coincided wvith the re-entry of the Fund directly

into the -torligggyarkot. -

1 s.. M' « &

2 These statements are not based on material in the files dut are made in order
to distinguish chargly the purposes of the transactions vhich were later passed
through the A. and accounts of the Fund at the Bank of England

3 "Prangactions - R. Bank of England - Loadon" file. Thers is nothing in the file
to indicate why this gold was sold in London.
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C. Creation and Liquidation of a Short Forward Position im Sterlinmg:
-Jnnunry-lny. 1936.

On January 9, 1936 the Fund had closed out its small eutstarding sterling
balance of £776-1-7. Its sterling purchases, of which this sum vas the remmant,
carried out in comnection with the silver operatioms in the last half of 1935
had been made at a level of adout 4.93 dut by the end of January the rate was

approaching $5.000and the Stadilisation Fund began to sell sterling ome month

_52533554_1332_3:3§1n¢ to check the appreciation of sterling. This also put the

Fund in a position to intervene later to support sterliamg without taking a long

position as it had had to do during the first gold scare.l Betveen January 24

and Pedruary 27 it had sold in Newv York the sterling equivalent of $14, L43 000

forward, all dut £00,000 of which was for end of Fedruary delivery. The

bulk of this sterling was sold at jJust over 35.00.2 Beginning on Fedruary 1L

the Fund degan to purchase spot and end of the moanth sterlimg both in New

York and London at from 4.97-3/% to %.99-3/4 to cover this position and at

the :EE~2£_EE:’:ggth sold a further &1 ,830,000 forwvard for the end of March,

leaving its net short forward position on Narch 2 at 08.157.000.3 This posi-

tion was taken at slightly lower rates, 4.98-21/32 to %.99, and the Pund

began to cover in small lots for the end of the month delivery and in spot

on March 7. It closed the March position at rates which gradually declined

from 4.98-1/2 to 4.95-3/4. This operation was repeated at the esd of April

and a still smaller forward position was carried forward to the ead of May

($1,305,000) at 4.93-1/2. Betwsen May 5 and 7 the whele of the May position

was closed out by the purchase of sterling for delivery Nay 29 at some-

what higher rates, 4.95-11/16 to Y.97-1/16, dbut the whole operation was

1 There is mothing in the files to indicate the reason why the Fund went short
of sterling atnfhic time.

; Specific Authorisations - Baying and Selling Sterling.
14.
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ﬁ\\
profijtti:>to the Fund. The average rate realised for its forward sterling
801d rose from 5.0008 for the Pedruary position $o 5.227 for the Kay ponitton.l

The net effect of these operations was $o0 check the rise in sterling vhen it

reached the high point of over $5.00 and then to bring it support as the rate

7 operation resembled the first deal-

ings of the Fund in French fr:nc.z tut because of its moderate sise it was proda-
3

bly not a major factor in the market.

On May & the Pund retired completely from the sterling market until

September 26, the day following the announcement of the Tripartite Agrocnonth

but some gold transactions continued to de carried out and preparations were
made for a major shift in the center of the Fund's interest from Paris to London.
D. Gold Transactions from the French Elections of April-May 1936 to the
Tripartite Agreement.
The Prench elections of April 26 to May 3, 1936 were won dy the Popular
Front parties, and the nev government of Leon Blum took power on Junme 2. At
the time of the elections forward francs (check date) fell to a discount of 26%
and a nev period of intense anxiety concerning the future of the franc began.
1. Purchases of Gold in London at the New York Shipping Parity.
On March 30 the Treasury had reneved its offer to duy up to 700,000
ounces of gold in London at $34.77 per ouace and this was regularly kept open
until May 16 when the amount was reduced to 500,000 ounces. This offer was kept

open until August & vhen the amouat was again reduced to 350,000 ounces and vas

1 Weekly bdalance sheets.

2 T :"";’C—
See pase e

3 This is inferrec but has not been looked iato

4 "Buying and Selling Sterling--Specific Autkorisations”. The weekly balance
sheets for this period shov only mormsl sterling balances.
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maintained at that figure until September 26.1

During the period of the Freach elections this offer decame effective for
the first time since Decemder 19, 1935, with the sterling-dollar rate at adout
(C and the Fund became again a buyer of gold im London. As indicated by
Tabdle /~/ sudbstantial dut iatermittent purchases of gold were made under this
authority up to the date of the Tripartite Agreeaeat, which supplemented dut
did not supplant this aspect of the Stabilisation Fund's operations ia London.

!abhé

Gold Bought by the Stadilisation Fund ia London
$34.77 per ounce from April 28 to October 22, 1934 2

Date Ounces Dollars
April 28-May 1 k2,221 $1,467,000 397 7¢
May 25 20,142 700,000 34.75
June 19 191,827 6,669,000 3#.77
August 4 - 6 112,613 3,914,000 3 ¥ 7<
Octoder 2 28,992 1,008,000 >¥.77

The gold thus dought smounting to $13,758,000 was mot imported dut was held

under earmark at the Bank of lulnnd.’

2. BRenewal of Arrangements with the Netherlands Bank at Treasury

Initiative.

As a consequence of the French elections both guilders and Swies francs

vere very easy early in May 193(. Dutch funds degan $0 move to London and New
Ve €06 L€ e R -
York and gold to bde shipped from Few—TYerk to W‘h On this eccasion the

Treasury did not wait for Dutch i{nitiative in making arrangements for support-
ing the guilder in New York dut on May 26 imstructed the Federal Reserve Bank

of New York to cable to the Netherlands Bank that, wvith the viev to aiding in

1 The successive cables giving these authorizations are in *Transactions--
Buying and Selling Gold and S3ilver--Gold--Great Britain--Bank of England* file.

2 “Pransactions--Gold--R. Bank of Bagland - Lomadon" file.

3 Veexly dalance sheets.
4 Commercisl and Financial Chromicle.
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the prevention of erratic exchange flncthtiono. the Secretary of the Treasury
vas villing to arrange for the Netherlands Bank to 4drav ea the Federal Reserve
Bank of Nev York as fiscal agent on or defore Juae 2 wp to $10,000,000 against
an equivalent amount of gold earmarket in Amsterdam at $34_.77 per oumce, such
€old to de guaranteed free for export umder any circumstances. The Netherlands
Bank vas asked to signify its agreement by cadle o receipt of which the Treasury
would make the dollars immediately availadle. The Treasury advised the Federal
Reserve Bank of New York that this transaction would be carried out for the
Stabiliszation Fund.

On May 28 the guilder dropped slightly below theoretical gold export point
from ‘;atordan to Nev York dut the Netherlands Bank, though it accepted the
terms of the Secretary's offer, cabled that it would not need the facilities
in the next fev days and asked for an extension beyond June 2. An extension
was granted, dut only to June £ and this was followed by veekly remewals of the
Treasury's offer uatil July 11, 1G3€. At this time the Netherlands Bank thanked -
the Federal Reserve Bank for these renewvals dut stated that if it was impossidle
to renev their agreement for leonger periods they would drop the arrangement with
the understanding that they might ask for a reneval by cable at any time. To
this the Treasury agreed and the arrangement lapsed until Saturday, Septembder 2€,
1936, the day Holland adandoned the gold stardard ia consequence of the French
deflation. A reneval was then arranged from Septeamber 28 to Octoder 3 and two
further weekly renewals fo}lovcd. Oa Bovember 24 the vhole arrangsment was super-
seded Yy new understandings incident to the Dutch adherence to the Tripartite

Agreement. ¥o use wvas actually made of the facilities by the Netherlands Bank.
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3. Preparations for the Sale of Gold to Emglasd: Jume 1936.1

Under the moaetary policy in effect since Jamuary 1934 the United States
Treasury had stood ready to sell gold at $35 plus 1/% to the central danks of
countries on the gold standard. Upon the assumption of powver by the Popular
Froat parties in France in Jume one of the primcipal foundations of this pelicy,
the adherence of France to a fixed gold standard at a dollar-franc rate satis-
factory to the United States appeared to be threatened. On June 8§ the Secretary
asked and obtained from the President authority to sell gold through the Stabdi-
lisation Fund to all or any foreign govermments or central bdanks in such quanti-
ties, at such time and vith respect to such governments as he might deex most

advantageous to the pubdblic intcro-t.z

1 The statement that the changes in %he monetary policy imdicated im this section
vere made in preparation for sales of gold to England wvas dased on statements
made by Mr. Dietrich orally in May 1942 and not on any written evidence in the
actual record. The new authority odtaimed by the Secretary from the President
wvas to sell gold to all central damks and not to the Bank of England in parti-
cular.

z Copies of the letter in which the President approved the sale of gold to all
or any foreign governments or central banks appearing in the files all are
dated September 27, 1936, and bear the motation "Approved, Franklin D. Roosevelt,
September 27, 1936", yet this letter is clearly referred to by the Secretary
as having been approved on June 8. This is appareat from the wording of the
first paragraph of the Secretary's letter to the President of September 27 re-
questing authority to use the Stabdilisation Fund for the purchase of gold from
all foreign governments or ceatral banks, the text of which is given delow, p.\:
I have not been adle to resolve this conflict of dates, and therefore guote the
letter approved by the President comcerning the sale of geld as it appears in

the files:
*Septembder 27, 1936

Ny dear Nr, President:

On January 31, 1934, with your approval, I issued statements amncuncing
that I would, uatil further motice, duy imported gold at $35 am ounce (less
ons-quarter of ome percent) and sell gold for export to foreign central banks
under certain circumstances at $35 aa ounce (plus one-quarter of ome per cent) .
Section 10(a) of the Gold Reserve Act of 1934 provides, in effect, that I may.
with your approval, directly or through such ageacies as I may desigmate, deal
in gold and foreign exchange by the use of the Stabilisation Fund estadliished
by that section.

It is poesidle that thers may bde disturdances ia the foreign exchange
markets such that the pubdlic interest will require the sale of gold through
the Stabilization Fund to all or amy foreign governments, foreign central banks
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On June 8 the Secretary alsoc wrote to the Federal Reserve Benk of New York
anthori;ing it to acquire up to $51,000,000 of gold from gold to be received
from the New York Assay Office from adroad detween Juns & and June 16. The
specific shipments to be acquired im this vay would be indicated through the
Federal Reserve Bank by telephone by Mr. Lochhead of the Stadilisation Pumd
office and payment vas to be made at the usual prics of $35 per ounce less 1/k
less mint charges, the Federal Reserve to pay to the comsignor $34.9125 per
ounce and to the Assay Office to de credited as a miscellanecus receipt of the
Treasury .0875 per ounce. The Assay Office was instructed to make availadle to
the Federal Reserve Bank, Assay Office dars of as nearly as possidle equivalent
amount of gold imported and was to hold this gold im a special account subdbject
to the order of the Federal Reserve Bank of Nev York as fiscal agent (Secretary's
Special Account). 1In order to facilitate this transaction the Assay office was

instructed to waive its dar charges, the mint charges therefore covering only

melting and refininmg coltu.l

These arrangements vers made in contemplation of a sale of gold to the Bank
of England which had bdeen accumulating d4ollars in New York. By having the Stabdi-
lisation Fund take gold coming in from abdroad upom arrival, this gold was pre-

vented from appearing among the assets of the Treasury as an addition to the

or the Bank for International Settlements at the price of $35 per finme troy
cunce (plus one-quarter of ome per cent). If you approve, until further motice
from you, of such sales at such times and in such quantities and with respect
to such governments or banks as the Secretary of the Treasury deems most advan-
tageous to the pubdlic imnterest, I shall appreciate it if you will signify such
approval by signature of the motation at the foot of this letter.

Faithfully yours,
Approved: /s/ Neary Morgemthau, Jr.,
Franklin D. Roosevelt Secretary.
The Vhite House
Septembder 27, 1936."
There is mo letter of June &, 1936 in the file dealing with sales of gold to
foreign central banks.

1 the letters to the Federal Reserve Bank and to the Assay Office giving these
instructions are in Nr. Dietrich's "Gold" file.
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monetary gold stock. Comsequently, should it sudsequently de disposed of to
the Bank of England by the Stadilization Fund the transaction would not be re-
flected in a reduction in the gold stock and the operations of the Pund wounld
be screened from the publlc.1
Under this arrangement the Stabilisation Fund acquired dy June 22
$48,604,000 1n gold and this vas increased o $50,299,000 by July 13.2 Together
with the gold acquired in the London market at $3U4.77 this drought the total gold
held by the Fund to $59,138,000 on July 13.° On September 15 letters similar
to those of June & were sent to the Federal Reserve Bank of New York and to the
Assay Office authorizing the acquisition by the Fund of a further $51,000,000
in gold from gold to de received from abroad at the Assay Office between Septen-
ber 15 and Octoder }l.h Yhen the Tripartite Agreement went into effect on
October 12, 1936, $29,619,000 had been acquired under this authorisation. This.
together with further purchases in the London market at $3L.77 (Table 4 ),
tought tho/;:;:lhold by the Fund to $93,681,000 on that d.y.5 (Chart III).
The operating records of the Fund do not indicate the source of the gold
acquired from the Treasurer at this time dut both the June and September arrange-

ments were made at a moment wvhen a heavy drain of gold from France to the United

States was in progress ss indicated by the followving table:

1 fhe statements in this paragraph are not based upon material in the files but
upon information given orally by Mr. Dietrich in May 19u2.

2 These are the amounts held for the Fund by the Assay Office shown in the weekly
balance sheets of the adove dates. The Fund held mo gld June §. The balancs
sheet of July 6 is not in the files.

J Weekly balance sheet.
% Mr. Dietriéh's "Gold" file.
5 Weekly balance sheets.
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Month

April
Nay

June

July
August
Septembder

116

Tadle
Gold Imports inmto the U.S8.: April-Sept.1936

(%000 omitted)

Total Imports iato
the United States

28,055
169,152
211,715

15.379

67,49
171,82

Imports from
Trance

1,514
133,157
202,983

27
17,880
136,671

The contemplated transfer of s substantial part of this gold to Great Britain

was not carried out, but the breach ia the erigimal policy of 193k under which

the Bank of England was excluded from the purchase of gold ia the United States

because England was not on the gold standard was ratified by the aev practical

arrangements negotiated under the Tripartite Agreement. [trn Octoder 13 onwards

the British and American Stadilisation Funds wers mo longer odliged to exert

their influence on the sterling-dollar rate largely by wvay of Pu-il.z
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PART IV
The Stadilisation Pund Within the Framework of the American

Nonetary System as Nodified by the Tripartite Agreements of 1936

I. The Alternstives Presdnted to Great Britain and the United States by the

Culminatior of the Chronic French Financial Crisis: Autumn 1936.
II. The Readjustment of the Gold Bloc Curremcies: Septembder 1936
III. The Tripartite Agreement - Declarations of Primciple and Intent.

IV. The Tripartite Agreement - Conmditioms for Participation and Vorking
Agreements.
A. Tormulation of the Prineciple of Reciprocity in Gold Dealings.
B, S8teps Taken to Naks this Principle Effective on the American Side.
1. Approval by the President of the Use of the Stadilisation Pund
to Implement the Nev Agreements.
2. Orant of Anthority to the Federal Reserve Bank of New York to
Deal in Gold in Bxecution of the New Agreements.
C. Compliance vith the Conditions for Participation by Great Britain
and France.
D. Compliance with the Conditions for Participation by Belgium, Switszer-
land and Holland.
E. TFailure to Include Sweden Among the Participating Countries.

Y. The Prodlem of Reciprocity of Gold Dealings Under the Tripartite Agreement.
A. Questions Ralsed by the Federal Reserve Bank of Nev York and by Foreign
Central Banks Concerning Treasury's Gold Regulations Before the Tri-

partite Agreement.
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B. Modifications in the System of Gold Regulation Introduced by the
" Tripartite Agreement.

C. Questions Concerning Earmarked Gold Raised Yy Foreign Central Banks
After the Tripartite Agreement.

D. Agreement by the Treasury to the Free Transfer of Rarmarked Gold be-
tween Nemders of the Tripartite Agreement and Revision of License
T-18-1.

R. Further Questions Raised by the HNetherlands Bank Relating to the
Cperation of the Tripartite Agreement.

1. Proposal to Include Dollar Assets Held for Stadilisation Purposes
in the Scope of the Tripartite Agreement.

2. The Period for Vhich Gold Held under Barmark would Remain Free
for Export.

3. Conversion of Gold Held under Earmark by Foreign Stabiliszation

Punds in the Event of Revocation of the Tripartite Agreement.
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I. The-Alternatives Presented to Great Britain and the United States bWy the
Culmimation of the Chronic Frenmch Fimancial Crisis: Autuma 1936.

The entire bdasis on vhich the exchange stadilisatioa operations of Oreat
Britain and the United States had bdeen conducted since Fedruary 1934 was threat-
ened by the reneval of the Prench fimancial erisis in June 1936. Should the
nev French government decide that it ecould ao longer "defend the franc" at the
0ld gold value, or conclude that it was mot in the imterests of France to con-
tinune to do so, it might choose one of several alteraative policies, all of them
involving serious problems for Great Britain and the United States. It aight
adopt a regime of exchange coatrol; it might simply allov the franc to depreciate
or carry out a devaluation by unilateral action and run the risk of retaliatory
action Yy England and America and other couatries; or it might reach an agreement
vith England and America under which the fraanc could de stadiliszed at a nev level
with their consent and cooperation. Had FTrance passed over to a regime of ex-
change control or simply ceased to defend the franc, the British authorities
would have deen faced with four alternatives:

1. to adhere to their policy of mot purchasing any currencies that could
not freely be converted imto gold - thus transferring their stabdilisa-
tion operations wholly to the Belga, the Guilder and the Swiss franc.
This course was for many reasons impracticabdle.

2. to give up continuous intervention in the exchange markets.

3. to accept the risks involved in trading in other currencies, dollars
in particular, without the right to convert these other cnrroncioo-

into gold.
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4. to arrive at an agreement with the United States Treasury vhereby
- the British anthorities could convert dellars acquired in the course
of stadilisation operations imto gold.

The United States was likewise confroated with a series of alternatives.

It might adapt its policy to a sudbstantial exteasion of the regime of exchange
control .brondl. or to a regime of competitive exchange doproetation;z it might
attempt to confine its exchange stabdiliszation operations to the minor gold cur-
rencies, but this was sure to bde ineffective and ilpraetieahlo;3 it =might accept
the risks of stadbilisation operations in curreacies not oconvertidle into gold
at all, or convertidle, as im the case of sterliag, into gold at prices that
would merely reflect fluctuations in the dollar exchange which the American au-
thorities might not be able to comtrol; or it might reach some agreement with
Great Britain which would give the United States a real participation in con-
trolling not only the relationy betwsen the London price of gold and the sterling-
dollar rate, but more fundamentally the sterling-dollar rate itself.

4 French devaluation with the consent and cooperationm of the United States
and Great Britain was from the American point of viev clearly preferable to the
other possible courses of action open to France, dut it decame evident in the
suzmer of 1936 that some sort of Anglo-American agreement eonéorning the dollar-
sterling rate was a prerequisite to this. An end of arms length dealing between

the British and American monetary authorities and a frank recogaition of the

’///(: 1 The significance of this is suggested by the fact that Germany is not once re-
ferred to in all the operating records of the Stadilisation Fund.
Once deprived of the fulcrum of effective fixed gold prices in the gold dloc
countries the United States was singularly ill-equipped to take part in such a
competition. }
3 Stabilisation of major currencies through mimor markets does not come within
the range of logical or effective monetary policy.
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fact that the ceatral exchange stadilisation prodlem - that of the sterling-
dollar rate - should de attacked directly rather than indirectly through Paris,
vas olo;rly indicated.

The accumulation of gold by the Stabilisation Pund Vegimning in Jume 1936
vas carried eut in connection with plans already under consideration for some
sort of Anglo-American nador:tanding.l These vere matured during the arduous
Regotiations of Septemder, at the conclusion of which France received assurance
that a Freach devaluation would not de met dy retaliatory action ea the part of
Great Britain and the United States, and that Prench efforts to support the franc
at a aev level in a free exchange market would meet with cooperation in London

and Nevw York.2

II. The Readjustment of Geld Bloc Curremcies, Septembder 1936.

With this assurance the Prench Government on September 24, 1936 (check)
declared its intention of devaluing the frane, and Yy the Lav of Octoder 1, 1936
fixsd the limits of this devaluation at between 25.19 and 34.35% of the old gold
parity and anthorised the creation of an Exchange Stabiliszation Fund to coamtrol
the exchange relations of the framc to other currencies vithin these limits. It
also authorised the Benk of France to revalue its gold stock at the upper ef
these limits, 40 milligrams of gold per franc. By a convention between the Bank
of France and the Ministry of Finance the Exchange Fund washstablished and

10 milliards of the nearly 17 milliards of devaluation profit was transferred

1 At a conference at the Treasury in December 193€ the Secretary stated that the
Tripartite Agreement was under consideratioa for momths defore it was consum-
mated. "Inactive Gold" file.

2 These negotiations are not referred to in the operating files, and do mot come
within the scope of a factual account of the Fund's operations. The preceding
paragraphs are not based on Treasury records, dut have deen inserted to provide
a2 minimum of background for the factual account. They should de confirmed, cor-
rected or perhaps omitted.
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to it. The Fund was owned by the Governnment and mansged for it by the Bank of
France.”

At the same time the Swiss franc wes alsc devalued. The limits within
which the gold value of the franc should be confined were fixed by law at from
25 to 34-1/4) of the former £0ld value, arrroximately the limits set for the
French franc, and the gcvernment instructed the Swiss Natisnal Bank t5 hold
the franc for the time beins at sbout 20% of the former zold value.

On Serterbver 2€ {check) the Netherlands Bank was relieved of the duty of
redeening its notes in #£0ld, 2nd the guilder wes allowed tc derreciate ebouat
20% in dollars. It was not devalued, but merelv maintained =t this new level,
An Lxchsnze Stghilizstiosn Fund wes established which wes entrustzd with the mzisr

re

[C]
Pore

ronsitility of executirg the forelgn exchanse volicy of the government and

the Bank.

III. The Trir=artite acreement - Declarstion of Frincirle and Intent.

bl
B

On the dazy following the Tronch Governmant's announcement of its Jec

sion
t~» develue the franc, the Americzn and British Trezsuries issued stetements de-

wauld "estsblish

e
ct

claring that ther welcomed this decision in the hore th=t

more so1id foundations far the stability of internation2l econonis rel=ticns”

M
'3
fu

st=ting thet the thres sovernments intended "to cortinue towe arrrovriate

(o)
(&

atle resources so as to avoid as fsr as rossible any disturbance of the

[

ve

Y]

1]

bzsis of interr~<ti-nzl exchanscs resnlting from the rvroresed reed justment.!
Traces of tie rsrd bargeining rreceding these declarations sre found irn the in-
[ -

clusion in the Americar and Eritish statements of the vroviso that "each Govern-

.

mer.t must of course, in its volicy t~marde internaticnal relztions, tale int3
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full account the requirements of intermal prosperity®, and ia the inclusion

in the British statement of a reaffirmation of the Government's purpose "to

avoid to the utmost extent the creation of any disturbance [Ia the syster of

international exchanges/ by British monetary action.®

The text of the Secfetary's statement of September 25 amnouacing the new

understanding which became known as the Tripartite Agreement, was as follows:

Digitized for FRASER

"By authority of the President, the Secretary of the Treasury makes the
following statement:

1. The Government of the United States, after comsultation with the
British Government and the French Government, joims with them in affirming a
common desire to foster those conditions which safeguard peace and will best
contribute to the restoration of order in internmational economic relations and
to pursue a policy which will tend to promote prosperity in the world and to
improve the standard of living of peoples.

2. The Government of the United States must, of course, in its policy
tovards international monetary relations take into full account the requirements
of internal prosperity, as corresponding considerations will bde taken into ac-
count by the Governments of France and Oreat Britain; it welcomes this oppor-
tunity to reaffirm its purpose to continue the policy which it has pursued in
the course of recent years, one constant odject of which is to maintain the
greatest possidle equilidrium in the system of international exchange and to
aveid to the utmost extent the creation of any disturdance of that systerm dy
American monetary action. The Government of the United States shares with the
Governments of France and CGreat Britain the conviction that the continuation
of this two-fold policy will serve the general purpose which all the Governments
should pursue.

3. The FPrench Government informs the United States Government that,
Judging that the desired stadility of the principal currencies cannot be in-
sured on a solid dasis except after the re-establishment of a lasting equilibd-
riun between the various ecomomic systems, it has decided with this object to
propose to its Parliament the readjustment of its curreacy. The Government
of the United States, as also the British Government, has welcomed this deci-
sion in the hope that it will estadlish more solid foundations for the stadbility
of international economic relations. The United States Government, as also
the British and Freach Govermments, declares its imtention to continus ta use
aporopriate available resources so as to avoid as far as possidle any disturd-
ance of the basis of international exchange resulting from the proposed read-
Justment. It will arrange for such consultation for this purpose as may prove
necessary with the other two Governments and their anthorised agencies.
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4, The Government of the United States is moreover convinced, as are
also -the Governments of France and Oreat Britain, that the success of the
policy set forth above is liaked with the development of internatioaal trade.
In particular it attaches the greatest importance to action deing taken with-
out delay to relax progressively the present system of quotas and exchange
controls with a view to their abolition.
5. The Goveranment of the United States, in common with the Governments
of France and Oreat Britain, desires and invites the cooperation of the other
nations to realise the policy laid down in the present declaration. It trusts
that no country will attempt to odtain an unreasonadle competitive exchange
advantage and theredy hamper the effort to restore more stadle economic rela-
tions which it is the aim of the three Governments to promote.® 1
On the following day = @~ . adhered to the priaciples of the Tripartite
Agreement in a note from the Belgian Emdassy transaitted by the Secretary of
State to the Treasury Department, in which the Belgian Government expressed its
willingness to "take part as often as it may be necessary or useful in the con-
sultations which may be called, either between the interested governments or
between the competent institutions”, and stated that it had decided "to modify
in no way the mometary policy which it had carried out during the last year and
a half and which has had the effect of assuring the complete stability of the
Belgian franc in the international exchange market, avoiding any disturbance in
that -nrkot.'z
On Novemder 21, 1936, the Swiss and Dutch Governments announced their sccept-
ance of the principles of the Tripartite Agreeaent in identical notes which were
transmitted by the State Department to the Treasury. The text of these notes
stated that the two governments had "cognisance of the declarations by which the
Governments of France, Great Britain and the United States have seen fit to
L)
express their intentions with regard to their monetary pelicy and adheres to ghe

general pri . . stated in their Tripartite declaration of September 25."3

1 Treasury Press Release, September 25, 1936.
2 PTreasury Press Release, Septembder 26, 1936.
3 Treasury Press Releases of November 24, 1936.
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These statements were declarations of intent and were made effective by a
series ;f bilateral agreements in Octoder and Novemdber which estabdlighed s new
international gold settlement system which included not only the pound, the
French franc and the dollar, bdut also the belga, the Swiss franc and the guilder.
Until these agreements were concluded the scope of official American ani British
exchange stabilization operations as conducted prior to September 25 was actually
restricted. Though the Secretary had odtained the approval of the Fresident on
June 8 for the sale of gold to all central banks through the Stabilization Fund,
the officially announced gold policy of the Treasury was still that of January 31,
1934, Under this policy the Treasury was ready to sell gold for export only to
central banks of countries on the gold standard when the exchence rates of their
respective currencies reached gold export point. Under this policy the United
States Treasury could not, after the French, Swise and Dutck devaluations, sell
€0ld to any of these countries or to the United Kingdom, for neither Great
Britain nor Holland were on the gold standard and there were no fixed gold
parities with France or Switserland from which gold export points could be cal-
culated. The British Exchange Equalization Account would not buy foreizsr ex-
change that could nmot bde converted intoc gold at a fixed price and was thus tem-
porarily excluded from the continental as well as the American markets. It was

for a fev wveeks actually dormant.

IV. The Tripartite Agreement - Conditions for Participation and Working

Agreements.

A. PYormulation of the Primciple of Reciprocity im Gold Dealings.

The central principles agreed upon in the megotiations preceding the conclu-

1 The correctness of this statement should be confirmed vhen the exact authority
granted by the President on June 8 is checked. See pn. and p.
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siea of the Tripartite Agreemeat wers matual consultation coaceraing th lml

of sxchangs rates amd reciproeity ir gold dealings. : !ho econditions Inl.? M‘

the United States would sell gold $o other couatries im accordance with Obk
pringciples vere foraulated in a statemeat of policy approved by the President

on Septemder 27.2,vh1eh vas issued on Octoder 12 after the necessary techaical
arrangesents had deen worked out with the Bank of Bugland and the Benk of France.
The text of this statement was as follows: '

“Supplementing the anncuncements mede by him oa January 31 asd Fedruary 1,
1934, to the effect that the Treasury would duy gold, snd on Jamuary 31, 1934,
referring to the sale of gold fer export, the Secretary of the Treasury states
that (hereafter, and uatil, on Swenzty-four hours motice, this statement of
intention may bde revoked or altersd) the United States will also sell gold for
immediate export to, or earmark for the account e¢f, the exchange equalisation
or stadilisation funds of those countries wvhose funds likevise are offering teo
sell gold to the United States, provided such offerings of gold are at such
rates and wpon such teras and conditions as the Secretary may deenm most advan-
tageous to the pudlic interest. The Secretary anmounces herewith, and will
hereafter announce daily, the names of the foreign countries complying with the
foregoing conditions. All such sales of gold will de made through the Pederal
Reserve Bank of Nev York, as fiscal agent of the United States, upon the follovw-
ing teras and conditions which the Secretary eof the Treasury deems most advan-
tagsbus to the pudlic imterest:

Sales of gold will be made at $35 per fime oumce, plus
sne-quarter per ceat handling charge, and sales amd earsarking
wvill be governed the Regulations issued under the Gold
Reserve Act of 1934.%3

3. Steps Taken to Naks this Prinmciple Effective on the imerican Side.
In order to adapt the existing arrangements and procedures of the Stabiliza-
tion Tund and the Federal Reserve Bank of New York to the aev pelicy, certain

modifications im existing practice were imtreduced ¥y the Treasury.

1 The eperating records do met contain the texts of the agreements reached by
the various treasuries, and the text is therefore sudject to correctien. -

2 Segretary's letter to the Federal Reserve Bank of New York, Octoder 12, 1936,
ia *Prassactions - Juying and Selling Gold and Silver - Gold - Geaeral® ﬂh.

3 ®reasury Press Eelease of Octobder 13, 1936.
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1. Approval by the President of the Use of the Stadilisation
Fund to Implement the New Agreements.

On the same day that the formal statement of the mew policy was appreved

the Secretary obtained confir-ation"fron the President of the authority first

granted on June 8§ for the sale of gold by the Stabilization Pund to all or any

foreign governments, foreign central banks or the Bank for International Settle-

1
ments, and also obtained his approval of the purchase of gold from all or any

foreign governments, foreign central banks or the Bank for International Settle-

ments by the use of dollars, foreign exchange, or other obligations, currency

or securities.

The text of the Secretary's letter to the President asking for this authori-

ty vas as follows:

"My dear Mr. President: ,

I refer to my letter to you concerning the Stadilisation Fund, by
your approval of which, dated June &, 1936, you authorised the sale of
gold through the Fund to all or any foreign governments or central banks
in such quantities, at such times and with respect to such governments
as I might deem most advantageous to the public interest. In my letter
I pointed out that on January 31, 1934, with yowapproval, I announced
that I would buy imported gold at $35 (less one-quarter of one percent)
per ounce until further notice and sell gold for export to foreign
central banks under certain circumstances at $35 (plus one-quarter of
one per cent) per ounce; and that Section 10(a) of the Gold Reserve Act
of 1934, establishing the Stabiliszation Fund, authorizes me, sudbject to
your approval, to deal in gold and foreign exchange by the use of that
Fund directly or through such agencies as I may designate.

It nov appears that in connection with such sales or otherwvige the
public interest may require the purchase of gold through the Stabiliza-
tion Yund, by the use of dollars, foreign exchange, or other odligations,
currency or securities, from all or any foreign governments, foreign
central banks or the Bank for International Settlements. The sales and
purchases referred to are most likely to de make by the stadiliszation or
equalization funds of foreign governments. If you approve, until further

1 See p,/ .+ for the text of this letter. In all the correspondence in the files
sxcept the Secretary's letter here quoted, this letter is referred to as baving
been dated Septembder 27 and approved by the President on Septemder 27. There
is no letter in the files concerning the sale of gold which was spproved by the
President on June 8. If there were two letters the text should bde corrected.
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metice from you, such purchases of gold at such times and in such quan-
$iises and with respect to such governmeats er baaks as the Secretary of
ihe Treasury deems most advantageous to the pudlic interest, I shall sp-
preciate it 1if yeu will signify such appreval dy signature of the mets-
Sien at the foot of this letter.

Faithfully yours,

(signed) Henry Morgeathau Jr.

Approved: Secretary.
Signed - Franklin D. Roosevelt
The Yhite House, 1
Septemder 27, 1936.°

After the technical arrangements vith Oreat Britain and France wers ceapleted
and the nev policy amnounced, dut while megotiatioas vere still in progrese
wvith Belgium, Switserland and Nolland, eae further step was taken to iasure
the smooth and flexidle operation of the mev system through the Btadiliszation
Fund. On Bovember 6 the Secretary obtained the appreval of the President for
the purchase from and sale of gold o the Geasral Fund dy the Stadilization
Pund at a flat price of $35 per ounce. The text of the Secretary's letter oa
this matter vas as follows:

%y dear Xr. President:

In connection with the recipescal arrangements for the purchase
and sale of gold bdetwesen the United States and the exchange equalisa-
tion eor stabilisation funds of foreign countries set wp pursuant to
the press statement of Octoder 13, 1936 and letters approved by yoeu on
Septemder 27, 1936, it may become necessary from time to time for our
Stabilizsation Fund to duy gold from or sell gold to the Gemeral Fund.

If youspprove I propese to make such purchases and sales at the
flat price of $35 ar ounce without adding or subtractiag the eme-fourth
of one per cent charge. I shall appreclate it if you will signify such
approval by signature of the motation at the foot ef this letter.

Paithfully yours,
(Signed) Eenry Mergenthau Jr.
Approved: Secretary of the Treasury.
Frazklin D. Roosevelt
The VhiteHouse,
Bovesbder 6, 1936.* 2

i SPransactions - Buying and Selling Gold and Silver - Geld - Gemeral® file.
2 game as no0te 1.
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2. Orant of Authority to the Federal hum_hlk of Nev York to
Deal ia Gold im Execution of the Nev Agreements.

On September 27 the Secretary also obtained the approval of the Presideat
of a letter to the Pederal Reserve Bank of Eev York authorising them to ac-
quire gold bars held by the Treasury from the United u.‘../&'ﬁ. for the
purpose of sale iz accordamce with the statement of pelicy ocomcerning reciprocal
€014 dealings with foreign governments and central banks, against a credit on
their books in favor of the Treasurer of the United States of $35 per ounce plus
1/4%, with the understanding that if the gold waw not so used it would be returned
to the Treasurer in accordance with Section 29 of the Provisional Regulations
issued under the Gold Reserve Act.l This letter was sent to the Federal Reserve
Bank of Newv York enm October 12, together with a letter confirmiag that the
Secretary's public statement of Octoder 12 approved By the President ea September
27 constituted a license withia the meaning of the Federal Reserve Bank's license
NY-18-1 dated Pedruary 5, 193%, as amended, and that the gold sold pursmant thereto
might be held Yy the Federal Reserve Bank of New York for export to, or earmark
for the account of, the Exchange Bqualisation or Stadilisation Fund purchasing
such mld.z Similar letters wvere sent on Eovemder 23 with reference to the sup-
plementary statement of the Secretary of that hto.’

In this way the powers of the Pederal Reserve Bank of New York to hold and
deal in gold under the monetary policy of Jamuary 31, 1934 were drought iato
harsony with the aev arrangements under the Tripartite Agreement.

0. Oempliance with the Conditions of Participation by Great Britaia ull France.

‘¥he techaical arrangesents necessary to put iato effect the mometary agree-
1 8¢¢ page h. =LY '
2 '!rnuettono-!whq and Selling Gold and Silver--Gold--General® file. Only

oas of the Secretary's two letters is inm this file, dut both are recapitulated
in letters of acknmovledgueat from the Federal Reserve Bank of Newv York.

3 Mr. Dietrich's "Stadilization--General--November-December 1936* file.
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ments negotiated detwsen the Britieh, French and American Treasuries were
vorked out dDetween the Federal Reserve Bank of Nev York as fiscal agent and
the Baak of England and the Bank of France. Rach ceatral bank undertook to
convert into gold the dalances in its own currency accumulated each day by the
other central bank as a result of exchange control operations uniertaken by it
and to release from earmark sufficient gold to meet obligations incurred by
the foreign central bank as a result of such operations. They further agreed
to advise each other daily of any transactions as a result of which gold was
to be earmariced or released under the monetary agreements between the respective
!rcanuriol.l Since the French did not fix a definite nev gold value of the
franc dut allowed fluctuation within certain stated limits and since there was
no fixed official gold price in London of any sort, doth the Bank of Prance
and the Bank of England undertook to quote dbuying and selling gold prices to

the Federal Reserve Bank of Nev York which would hold good for each day for the

settlement of control tranlactlont.a In a cable received on Octoder li, the

1 On Pedruary 10, 1937 the Federal Reserve Bank of New York cabled to the Bank
of England and the Bank of France suggesting an amplification of this under-
standing to read: "The Bank of England and the Federal Reserve Bank of New
York will advise sach other daily of any transactions as a result of which
gold is to be earmarked or released under the monetary agreement dbetween Great
Britain and the United States, and neither party shall be obli under such
agreement to sarmark or release gold of which such notice shall not have been
given with twenty-four hours' notice.® This amplification was the outgrowth
of discussions with the Sviss National Bank concerning the exact interpreta-
tion of the "twenty-four hours” clause in the Secretary's public statements of
Octoder 12 and November 23. The Bank of England d4id not formally accede to
this amplification which was, however, in accord with the informal understand-
ings reached with them and with their actual practice. See PR

2 The operating files do not give the text of the monet agreements reached
between the Treasuries, nor do they give the full details of the arrangements
vorked out between the Bank of England, the Bank of France and the Federal Re-
werve Bank of Nev York. In particular the adbsence from the files of any details
cencerning the arrangements with the Bank of France leaves a gap. The statement
f{a the text is based on a memorandum of September 32; 1939 in Mr. Diegrich's
80014 - 1938-9" file which states that it vas otig ted in the Tripartite
Agreements that both England and France would quote daily buzing and selli
prices of gold. In practice the Fund's gold transactions with the Bank of France.
as showa by the spec?fic authorizations, were nearly all on a dollar bdasis. The
French arrangements, therefore, resembled more closely those with the Netherlande

Bank than those with the Bank of England.
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Bank of England confirmed this understanding as follows:
f¥We shall advise you daily of the london gold price, at which price
ve shall be prepared to buy from or sell to you gold to settle any
eontrol transactions in sterling you may undertake up to your close of
business on that day. Similarly we shall advise you of any transac-
tions as a result of vhich we either earmark or release gold with you
at your published pricoc.'l
All these arrangements vere made sudject to modification or cancellation
by either party on twenty-four hours' notice.
In order to avoid any confusion that might later arise, special gold and
s ‘,l,'. Yu
currency accounts were opened by the three central banks umdter which the trans-

actions of their respective stabiliszation fumds vere to be passed. The sterling

and franc accounts opened for the Pederal Reserve Bank of Nev York at the Bank
e S ————

\/\_—\ —

of England and the Bank of France wvere designated No. 3 accounts and the gold

e ——— N\
accounts opened were designated Account B.

——— e

-
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¥ith these arrangements completed the Treasury made public its official
statement of policy and named Great Britain and France as countries complying
wvith the conditions laid dovn.3 At the same time the British Government con-
firmed the agreement and announced that similar arrangements had bdeen made be-
tveen the United Kingdom and France.
6””/5T//Co-pliancc with the Conditions of Participation by Belgium, Switszer-

land and Hollend.
The statement of principle of Septemder 25 covering the Tripartite Agreement

had invited the cooperation of other nations to realise the policy laid down and

1l *"Pransactions - Buying and Selling Gold and Silver - Gold - Great Britain -
Bank of England® file.

2 Ivid.

3 freasury press releases of October 13, 1936.
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the press relsase of Octoder 13 provided for reciprocal gold dealings with the

exchange equalisation or stadbiliszation funds of countries meeting the coaditions

specified for participation. B8uch Funds were agencies or departments of gevern-

ments and undertakings between stabilization funds wvere inter-govermmental in

character. Belgium, however, which was the first country to adhere to the prin-

ciples of the Tripartite Agreement, did mot at that time have a Stadilisation

Fund, and the Swiss Fund wvas nothing more than a segregation of assets on the

books of the Swiss Eational Bank. In order to maintain the inter-governmental

character of the agreements the Treasury insisted upon odtaining a goveranment

guarantee for the undertakings of the central dbanks vhen these, rather than

stabilization funds, were designated as agents by participating countries. Such

a guarantee was reluctantly given by the Balgian Oovernment for the National

Bank of Belgium on November 9, 1936.1

By the middle of November understandings vere reached detween the Belgian,

Swiss and Dutch Treasuries and the United States Treasury for the adherence of

these countries to the Tripartite Agreement and on November 17 the President

approved the folloving modification of the Secretary's pudblic statement of

Octoder 12.2

"Supplementing the announcement made by him on Octoder 13, 1936, relating
to the sale of gold for export, the Secretary of the Treasury states that
(hersafter, and until, on twenty-four hours' notice, this statement of inten-
tion may be revoked or altered) the United States, in addition %o sales of
gold to the exchange equalization or stadilisatiorn funds of foreign countries,
will also sell gold for immediate export to, or earmark for the account of,
the treasuries, or any fiscal agencies acting for or wvhose acts in this con-
nection are guaranteed by the treasuries, of those countries whose treasuries or

The text of the guarantee is given in Mr. Dietrich's "Stadilization, Nov.-Dec.
1936* file. This guarantee was negotiated for the Treasury Yy Nr. Merle Cechran
thez Pirst Secretary of the American Emdassy in Paris and forwarded by him ¢o
the Secretary on November 17. The Belgian Government asked that it should mot
de made public without its consent and poimted out that the National Bank of
Belgium was fiscal agent for the State. Such guarantees implied a change in
the relationship to central danks of governments of those countries which still
adhered in general to the principle of the independent central bank.

2 7 . ary press release November 2k, 1936,
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fiscal agencies so acting or guaranteed are likevise offering to sell gold
to the United States, provided such efferings of gold are at suchrates and
wpon such terms and conditions as the Becretary may deer most advantageous
to the pudlic interest. The Secretary announces herevith, and will hers-
after announce daily, the names of the foreign countries complying with
the feregoing conditions. All such sales of gold Y%y the United States will
be made through the Federal Eeserve Bank of Nev York, as fiscal agent of
the United States, upon the following terms and conditions which the Secre-
tary of the Treasury deems most advantageous to the public interest:

Sales of gold will be made at $35 per fime ounce, plus
one-quarter per cent handling charge, and sales and earmarking
vill bde governed by the Regulations issued under the Gold Re-
serve Act of 193L.

The Secretary further announces that his statement of January 31, 193k,
relating to the sale of gold for export, is accordingly withdrawn.*”

This statement was issued on November 23 for release November 24 teo—go vith a
supplementary statement naming Belgium, The Netherlands and Switserland as
countries complying with the conditions. It was made part of & cable’ diepatched
by the Pederal Reserve Bank of New York on November 2l to the Eational Benk of
Belgium, the Swiss Hational Bank and the Netherlands Bank. After quoting the
Secretary's statement each of these cadles added the following paragraph:

"In connection with these statements wve enumerate delow the terms and
conditions which wve understand were suggested during the recent discus-
sions betwsen you and our Treasury, bdut the techamical details of which
you and we shall of course continue to discuss in the light of experience
gained from actual operation.”

The conditions named were identical as far as the Belgian and Swiss

National Banks were concerned except for the prices at which they agreed %o
sell gold to and duy gold from the Federal Reserve Bank of New York for de-

livery in Brussels and Berne, rclp.ctivoly.l The text of the conditions sug-

gested in the cable to the Swise National Bank was as follovws:

1 were: Per kilo fine
sHeys prioss t Belgas Sviss francs
Selling gold/tgn Federal Reserve Bank 2.2{8.%2 “.g%g.zg
Purchasing gold from the Federal Reserve Bank 6,615. §,865.
The Swiss National fixed stc buying and selling prices of gold de facto
on 1936. (check).
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®1. On the basis of reciprocity in accordance with the statements of
Nr. Norgenthau of Octoder 12 and Novemder 23 Swiss National Bank
is prepared to sell to Federal Reserve Bank of New York as fiscal
agent of the United States gold for immediate export or earmark at
Swiss francs 14,973.92 per fine kilo and duy gold from Pederal Re-
serve Bank of New York as fiscal agent of the United States at
Swiss francs 14,869.80 per fine kilo both delivery Berne.

2. Swiss National Bank and Federal Reserve Bank of Nev York will ad-
vise each other daily of any transactions as a result of which
gold is to be sarmarked or released under this arrangement.
3. It is understood and agreed that this arrangement may be revoked
or altered by either party on 2L hours notice without prejudice
of course to past transactions.®
Since both the Belgian and Swiss Banks agreed to duy and sell gold at fixed
prices and since the United States Treasury had also established fixed bduying
and selling prices these agreements provided for stabiliszation of the belga-
doller and Swiss franc-dollar rates on wvhat amounted to 2 gold standard basis
—

A
with wide gold points and on a twenty-four hour bdasis and depending on official

gold transactions as a stabilising mechanism rather than on private gold arbdi-

trage.

\

Lsled S
The conditions proposed to the Netherlands Bank mere-elosely ressadled

those agreed orn with the Bank of Framee. 8ince the Dutch stabdilization fund was
not bound to buy or sell gold within any limits fixed Dy law the Dutch agreement
for the purchase and earmarking of gold and its sale and release from earmark
was not based on a fixed guilder price but on the dollar price of the United
States Treasury. A provision was also inserted requiring previous consultation
concerning theaperations of the two funds in each other's markets. The text

of the conditions proposed to the Netherlands Bank in the cables noted above

vas as follovws:
1 Phege cables are all in Mr. Dietrich's "Stabilization Nov.-Dec. 1936" file.
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Netherlands Bank is prepared to consult with us as fissal ageat
of the United States, from time to time, as to the amounts of dol-
lars to de purchased or sold in Amsterdam and the amounts of
gullders to de purchased or sold in New York, as vell as to the
rates at which purchases or sales of the currencies in guestion
will de made.

On the dasis of reciprocity in accordance with the statements of
Mr. Morgenthau of October 12 and November 23 any dollars thus
acquired for the account of the Dutch Exchange Bqualisation Fund
will upom your request be coaverted by us iato gold at the rate
of $35 per ounce fine plus 1/4 of 1% handling charge and any
guilders thus acquired for the account of Federal Reserve Bank of
Nev York as fiscal agent of the United States will upon our re-
quest bs converted by you into gold om the dasis of $35 per ounce
fine less 1/L4 of 1% handling chargs.

The gold thus acquired will de sarmarked for account of the owner
in the country of the other party and will at the request of the
owner be shipped to the country of the owmer by first availabdle
steamer of his country, the cost of shipment including insurance,
melting charges and any loss in weight through melting always to de
borne by the Dutch Exchange Equalisation Fund.

Netherlands Bank and Pederal Reserve Bank of Nev York will advise
each other daily of any transactions as a result of which gold is
to be earmarked or released under this arrangement.

It 1s understood and agreed that this arrangement may de revoked
or altered by either party at 2U hours motice without prejudice of
course to past transactions."

The Federal Reserve Bank of New York suggested to all three of the danks

the opening of special accounts for the coatrol operations of the same sort and the

same designations as those set up at the Bank of England and the Bank of France.

E. Failure to Include Sweden Among the Participating Countries.

The three countries adhering to the Tripartite Agreement in Novemder 1936

wvers all memders of the former "gold bloc", bdut efforts were made also to dring

sesbders of the sterling area within iis scops which vere unsuccessful. This s

showa b3y the negotiations conducted with Sweden.
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On October 13, the day when the Secretary's statement naming Great Britain
and France as having complied with the conditions laid down under the Pripartite
Agreemeat vas issued, the Sveriges Rikedank was approached with a viev $o the
negotiation of a similar arrangement for reciprocal gold donllngnl. but 1t re-
plied that Sweden had no stabilisation fund and that the Riksbank's gold trans-
actions were for its own account. It iaquired whether, if the Federal Reserve
Bank of New York should buy gold from the Riksbank it would accept a price cal-
culated on the basis of the London gold price, and wvhether it would sell gold
to the Riksdank irrespective of the exchange rates of gold standard countries.
The Federal Reserve Bank replied that it had referred this message to the
Treasury wvhich had suggested that that general question of reciprocal gold deal-
ings be taken up with them by the Swedish Treasury® through the Swedish Legation
in ¥Washington, and that it could not discuss such questions untii the general
question was decided through that channal.3 Sweden 4id not, hovever, decome a
memder of the Tripartite, basing its refusal on $wo main grounds which were
stated by the Sveriges Riksbank to the Federal Reserve Bank as follows:

1. The London gold market was freely open to the Sveriges Riksbank.

2. The monetary policy of Sweden assured it of stadbility in the

sterling and therefore, after the Tripartite, ié,.. much stadi-
14ty {n Nev York, Paris, Brussels and Zurich as was enjoyed by
sterling itself.
Consequently the Sveriges Riksbank could see no advantage in making an agreement for

reciprocal gold dealings with the United Btntoo.h

1 fhie 48 inferred from references to cabdle correspondence not in the files. If
the initiative vas not American the text should de corrected.

2 The conflict of point of viev between the American Treasury which wished to make
arrangements only with foreign governments, and the point of view of other coun-
tries wvhich entrusted their monetary policy to their central banks was here
clearly exemplified.

3 Mr. Dietrich's "0old" file.

4 *Buying and Selling Gold and Silver--Gold--Sveriges Riksbank" file.
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The technical arrangements suggested to the central banks of the smaller
€014 dloec countries by the Federal Reserve Bank of Newv York, which in effect
secured for Sveden so wide an area of exchange stability, were agreed to promptly.
They were accepted without qualification by the Netherlands Bank and the National
Bank of Belgium, dut the Swiss National Bank gqualified its acceptance by ralsings
the question of the exact interpretation of the 2i-hour elsuse.} Rxcept for
the amplifications of this clause required to make its exact meaning clear, the
Tripartite Agreement as a practical wvorking system was nov complete. It soon
became clear, hovever, that the gquestion of exactly vhat was implied by its
underlying principle, "reciprocity in gold dealings” wvas by no means completely

settled.

L |

See page | | .~
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V. The Prodlems of Reciprocity im Gold Dealings Unmder the Tripartite

- Agreement .

The Pripartite igreement rested upon the basic principle of reciprocity

in gold dealings. In some respects it lideralised, bdut in others it restricted

the system of gold regulation previocusly in effect in the United States, and it

raised a numder of issuss concerning the way in which reciprocity was to de

defined.

In carrying out their gold transactions in the United States foreign govern-

ments and central banks were faced with a set of regulations wvhickh divided such

transactions into six different categories:

1.

Digitized for FRASER
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Purchases and sales of gold for the General Fund by the Yederal Reserve
Banks as fiscal agents, in accordance with general statements of policy
issued by the Secretary of the Treasury vwith the approval of the President
(statements of January 31, 1934 and subsequently statements of October 12
and November 13, 1936). These statements gave a general license for the
acquisition of gold from the United States Treasury provided certain
specified conditions were met.

Purchases by the Federal Reserve Bank of Nev York as fiscal agent for the
United States of earmarked gold other than United States gold coin and
¢old received by the earmarking central bank from noaresident aliens of
thcfi own nationality (General Authorisation of the Secretary good until
further notice.)

Purchases and sales of gold by the Federal Reserve Banks for the purpose
of settling international balances, which were governed by Article IV of
the Provisional Regulations issued under the Act.

Gold earmarking transactions carried out by the Federal Reserve Bank of
Nev York under its license NY-18-1.

Purchases and sales of gold by the Stadilisation Fund carried out throng:
the Federal Reserve Bank of New York as fiscal agent.

Federal Reserve Bank of St. Louis
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6. Purchases of gold in the United Btates that could only bde carried
out under special license from the Treasury granted under Article V,
Section 34 of the Provisional Regulations, for purposes deemed by
the Secretary mot to be inconsistent with the general purposes of
the Gold Reserve Act.
These rather complicated distinctions were the logical outcome of the
administration of Section 3 of the Gold Reserve Act which read:
“The Secretary of the Treasury shall, by regulations issued here-
under, with the approval of the President, prescridbe the conditions
under which gold may be acquired and held, transported, melted or
treated, imported, exported or earmarked: (a) for industirial, profes-
sional, or artistic use; (b) by the Federal Reserve banks for the pur-
pose of settling international balances; and, (¢) for such other pur-
poses as in his Juigment are not inconeistent with the purposes of
this Act. Gold in any form may be acguired, transported, melted or
treated, imported, exported, or earmarked or held in custody for for-
eign or domestic account (except on behalf of the United States) only
to the extent permitted by, and sudbject $o the conditions prescribed
in, or pursuant to, such regulations.®
There being no parallel system of gold regulation in other countries, many
questions concerning its operation were raised even before the Tripartite Agree-
ment and in determining these questions the Treasury gradually made clear the
purposes for which it wvas willing to grant special licenses for the acquisi-
tion of gold in the United States.
A. Questions Baised by the Federal Reserve Bank of Newv York and by
Yoreign Central Benks Concerning the Treasury's Gold Regulations
Before the Tripartite Agreements.
Prior to September 1936 the occasions im vhich the Federal Reserve
Bank of FNev York found it necessary to ask the Treasury for rulings conoceraning
the system of gold regulation vere infrequent. It had received from the

Qper N 1S

Treasury on Nersh 23, 1934 a broad interpretation of its powvers, under Article IV
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of the Previsional Regulations, $o acquire gold for export to the ceamtral baaks
of gold standard conntriu.l and had been adle under this authority to facilitate
an export movement of gold to Framce in August and Septemder 193k and to Prance
and the Netherlands in Fedruary 1936.2 It had also edtained an informal ruling
from the Treasury in Novembder 1935 confirming its authority under the same
article of the Provisional Regulations to make advances to other central banks
against gold earmarked witd the Bank for stabdilisation purposes. This ruling

vas -:ﬂ::' before complying with the request of the National Bank of Nicaragua

for an advance of $300,000 against gold held under earmark in Nev York.” It

wvas also adle, after consultation with the Treasury, to sgree, on July 22, 1936
to accept from the Bank of Veneguela adout £500,000 in British sovereigns to be
delivered by the Guaranty Trust Co. of New York, and to hold this gold under ear-
mark and make advances in dollars against it. This transaction was part of a plan of
exchange control at that time projected by the government of Venesuela, and in ac-
ceding to the proposal the Federal Reserve Bank of Nev York made it clear that the
gold must be the property of the National Bank and subject to its imstructions
only, and that it was earmarked sudject to the terms of the Jederal Reserve Banik's

license wvhich aunthorised

1 of. page 2>

2 90014--Oeneral--Buying and Selling--General® file. Between Fedruary 3 and §
it obtained gold from the Gensral Fund for skle to various New York banks for
shipment to the Bank of France amounting ia all to adout $16,000,000 and to the
Fethorlands Bank amounting im all to adout $3,500,000. In connection with these
shipments 1t advised the PTreasury that francs vere ruling at from 6.69-1/2 to
6.69-7/16 and guilders at 68.76 to 68.78--4-e—delow gold sxport point—from
Sew Jork. -

3 *Pransactions--Buying and Selling Gold and $ilver--Gold--National Bank eof
Nicaragua® file.

& *Pransactions--Buying and Selling Gold and Silver--Gold--Bank of Venesuela®
file (check).
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the Federal Reserve Bank to hold such gold if delivered to it from adread
after Janmary 31, 1934 or in pursuance of a license issued by the Secretary ef
the Treasury. It also pointed out that it wvas authorized Dy the Secretary ef
the Treasury to purchase gold other than United States gold coinm, held umder
earsark for foreign central banks at the price and under the conditions stipu-
lated in the Provisional Roguhtionl.l
e

In the summer of 19}5"" central banks degan to consider the transfer
of a part of their reserves to the United States for conversion imto gold and
inquiries concerning the American regulations decame numerous.

On August 24, 1936 the Norges Bank cabled to the Pederal Reserve Bank of
Eev York asking it to purchase $5,000,000 in gold for it and to hold such gold
under earmark, to vhich the Bank replied that gold for earmarking could only
be odtained from the United States Treasury under license issued by the Secre-
tary vith the approval of the President. The Norges Bank replied by letter
explaining its request as follovs:

"Tou will understand that the purchase of gold Yy us as a regular
note issuing institution is quite a regular transaction. We are at
present holding comsiderabdle reserves of foreign exchange, and as a
matter of banking policy we wish to invest part of these reserves in
gold. If in future the demand for foreign exchange should make it

desirabdble to turn this gold into cash, we should ask you to sell the
2014 again, or the event may arise that we may vish to take the gold

avay.
We presume that the present regulations of the gold market in

the United States are not intended to place any diffisnluu in the
way of regular market transactions of this kind ****

This letter was referred to Mr. Lochhead by the Federal Reserve Bank of

Nev York and on September 17 Mr. Sproul of the Federal Reserve Bank replied,

.

{%&tho American system of gold regulation in detail, and pointing eut

.‘}{ X

2 %ransactions, Buying and Selling Gold and Silver - Gold - Forvay - Norges
Bank® file.
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ia particular the distinction drawn between foreign central danks which bought
and s0ld gold at a fixed price and those that did not. Wo special licenss was
required for the acquisition of gold by central danks of gold standard couatries
as long as their exchanges were bdelov gold export poimts, and under Article V,
Section 34 of the Gold Regulations, the Secretary was empovered to grant licenses
to other central danks for purposes vhich were not, in his Jjuigment, inconsistent

1 The Federal Reserve Bank was, under

with the purposes of the Gold Reserve Act.
its owvn license, authorised to receive gold sent to it from adroad, or acquired
in the United States in either of the adbove ways by Foreign Central Banks or
governments and to export such gold.l

On August 27, 1936 Mr.¥Warren L. Pierson of the Export-Import Bank submitted
a detailed 1nqg§r7 bhe had received vhile in Sweden from the Sveriges Riksdank
concerning s;;&g:B-Anorican gold regulations to the ?ron.uryz and on September 15
the Swiss National Bank addressed an urgent cadle ingquiry £o the Federsl
Reserve Bank. In confirming this cable it advised the Federal Reserve Bank that
up to that time, except for recent minor transactioams in pounds and dollars,
its intervention in the exchange market for stabilization purposes had deen ex-
clusively in Prench francs, dut that it wvas nov contemplating scquiring dollars
for this purpese. It therefore intended to keep dollars in gold deposit at the
Federal Reserve Bank of Nev York and consequently wished to know wvhether it
could sell its dollar bdalances with the Federal Reserve Bank against gold, and
4f so wvhether the Federal Reserve Bank could convert such gold at any time }nto

to i
dollars. It further wished to know whether it could send gold/the Federal Ressrve

1 g letter 15 a very clear exposition of the system of gold regulation.

2 spransactions - Buying and Selling Gold and Silver - Gold - Sweden - Sveriges
Riksbank® file.
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Bank at any time for deposit, either from Switserland, Paris or'London. and
vhether it would be entitled to hand over this gold from its deposit in New
York fo other Banks of Issus, eventuslly to the Bank for International Settle-
l.ltl.l

These inguiries were received during the negotiation of the Tripartite
Agreement and replies were not sent until January 1937 when the newv systen
of gold regulation was cttnbllnhed.tfﬂ

B, MNodifications in the System of Gold Regulation Introduced by the

Tripartite Agreement.

The standing offer of the United States Treasury to sell gold for export
to central banks which bought and sold gold at a fixed price whenever their
exchanges reached gold export point was withirawn by the Secretary's statements
of October 12 and Hovember 23, 1936. Henceforward foreign central banks could
acquire gold in the United States without a special license only when acting
as fiscal agents for their governments or exchange stabilization funds, or
wvhen guaranteed by governments which had concluded arrangements for reciprocal
201d dealings with the United States, and had been named by the Secretary as
baving fulfilled the eonditions of the Tripartite Agreement. This meant that
the central Pank of a country which was a memder of the Tripartite Agreement

o~ RF T
could not,gcqniro gold from the United States Treasury and have it earmarked
free for export on its—ewvn—accoumt at the Federal Reserve Bank of New York
vithout a special license from the Treasury for each transaétion, and that even
vhen acting as fiscal agentg for its exchange stadiliszation fund or its ¢ov§rn~

ment it could not acquire gold from the United States Treasury and have it ear-

i "Transactions - Buying and Selling Gold and Silver - Oold - Swiss National Bank”
file.

(SO I 84
2efpyp 1900E

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



142

marked unless it had given twenty-four hours motice of the transaction as a re-
sult of which gold was to be earmarked and had passed the transaction through
the special accounts set up under the operating agreements through which the
Tripartite Agreement wvas made effective. This latter restriction was in accord
with an "amplification® in the "twventy-four”® hours clause of the Secretary's
announcements of Octoder 12 and November 23 vhich was made as a result of gues-
tions raised by the Swiss National Bank. This alblification vas as follows:
"st*neither party shall be obdligated to earmark or release gold
as a result of a transaction of wvhich notice has not been given within

twenty-four hours.

Each party will have twenty-four hours in which to notify of
exchange acquired bdefore receipt of revocation notice.

Neither party shall have a right to get gold for exchange acquired
after receipt or giving of revocation motice.” 1

1 Letter of December 29, 1936 from the Federal Reserve Bank of New York to the
Swiss National Bank (Mr. Dietrich's Stadilisation--General--Novemder-December
1936 file). This amplification was made after comsultation with the Treasury
in response to a suggestion from the Swiss National Bank to the effect that
each party should have the right to initiate transactions umder the terms of
the agreement during the lapse of twenty-four hours after the receipt of a
revocation notice. (Tramsactions--Buying and Selling Gold and Silver--Gold--
National Bank of Switserland file). It was submitted to the other four
*member” central banks for their confirmation on Pebruary 10, 1937 (Mr.Dietrich's
"Gold" file). To this the Bank of England replied in March that it had been
in touch with the British Treasury, and preferred no formal change in the agree-
ment. It wvas satisfied with the working of the informal agreement, and would
not enter into a discussion of the exact interpretation of the “"twenty-four
hours” clause, being sure that if occasion should arise, a fair agreement would
be reached with the Federal Reserve Bank of New York. (Mr. Dietrich's "Gold"
file). The Netherlands Bank agreed, dut in its reply raised the question of
the inclusioa within the Tripartite Agreement of dollar exchange held feor
stadilisation purposes. Of. pp. '{(-é
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Thus, vhen the Swiss National Bank,sent tvo cables to the Federal Reserve
Baxk of Bew York on November 5, 1937 agking it %0 earmark $11,000,000 in gold
to the dedit of its account, it vas informed that the Federal Reserve Bank
could not comply because the dollars acquired were not notified to them within
tventy-four hours and placed in the special account. The transaction therefore
fell outside the Tripartite Agreement and the Swiss National Benk must apply
for a license for earmark from the Secretary of the Treasury. who must also de
advised as to the purpose for which the earmarking was desired and de given
confirmation that the earmarked gold would de the property of the Swiss National
Bank and not of a third party.l Under the same restriction it was necessary for
the Netherlands Bank to apply for a special licenss on Decembder 1, 1937 in order

to convert into gold $50,000,000 which it held for the Dutch Stabilisation

G Lo
rnnd.2 and for the Swiss National Bank and—siso the same in connection with a

similar conversion of $80,000,000 requested on Decemder 18, 1937.3

L Mr. Dietrich's "Stadilisation" file. The Swies National Bank replied that it
had had to intervene in the exchange market by selling francs and buying dol-
lars to the extent of $21 millions in order mot to have the dollar exchange
fall further, that its Zurich dranch would imstruct the Federal Reserve Bank
to transfer the $21 millions to the Special Account, that they wished $11
million of this to dbe converted into gold, that the gold was their property,
and that they vere again intervening in the exchange market. 7To this the
Federal Reserve Bank replied that they nov assumed the transaction to bde
under the Tripartite and would carry out the Swiws National Bank's instructions.
A special license does not appear to have bdeen insisted uwpon after these ex-
planations.

2 The Dutch Fund wished to convert because at that time it 41d not expect to have
to sell dollars to comdat higher dollar rates in Amsterdam. "Transactions -
Buying and Selling Gold and Silver - Gold - Netherlands Bank"® file.

3 In its cabdle requesting the license, the Sviss Bank d1d not specify for what
reason the conversion was requested nor state that the gold would de the pro-
perty of the imstitution for whose benefit the earmark vas created. The =
license vas granted only after the Swiss Bank Rad advised the Federal Reserve
Bank of Nev York that their dollar balances wvith the Federal Reserve delonged
entirely to them and formed the main part of their Equalisation Tund . --
*Pransactions - Buying and Selling Gold and Silver - Gold - Switserland, Sviss
National Bank" file.
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Under the system of gold regulation in effect after the Tripartite
Agresment the central banks of all countries not zamed as having complied |
with the conditions could acquire gold from the United States Treasury eanly
under a special license from the Secretary, irrespective of whether or not
they bought and sold gold at fixsd prices. Thus when the Banque Nationale
du Royaume de Yougoslavie cabled to the Federal ReserveBank of New York on
November 13, 1936 imstructing it to buy $120,000 in gold bars, charging their
account, and hold the bars under earmark, the Federal Reserve Bank replied
that the matter must de taken wp by the Treasuries of the respective govern-
ments through diplomatic chn.noh.l Similarly, vhen the Banco de la Repudlica
Oriental del Uruguay wrote to the Federal Beserve Bank of New York on December L,
1936 advising them that it had a seasonal abundance of dollars which it wished
to convert into gold and earmark at the Federal Heserve Bank of Nev York pend-
ing a seasonal decline in exports, and inquiriag wvhether if it d4id convert
these dollars into gold it would subsequently encounter legal difficulties in
freely moving the gold, it was advised that gold could only be made availadle
to it for earmarking under a special license. The Federal Reserve Bank, hovever,
called attention to the invitation to other countries to join the Tripartite
Agreement and suggested conversations between the two Treasuries on the question
of reciprocal dealings in gold through the Uruguayan Legation in Washington.

If the general question were decided, through this channel, the Federal Reserve

Bank ocould discuss details with tm.z

-

Finglly the central danks of all countries, whether "members” of the Tri-

EﬂM“““ or not, could acquire gold in the United States from sources
Mr. Dietrich's "Gold" file.

2 Ivid.
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9 p
other than the United States Treasury only under such-a license. Ian this ISH-

ST respect the license issued $0 the Federal Reserve Bank of Nev York ia
TPoedruary 1934 as amended to January 1, 1936 (NY-18-1) to import, export asd
hold gold under earmark for foreign central banks remained unchanged by the
Tripartite Agreement.
C. Questions Concerning Rarmarked Gold Raised by FPoreign Central Banks
After the Tripartite Agreement.

On December 10, 1936 the Swiss National Bank advised the Federal Reserve
Bank of New York of its intention to ship 300 million Swiss francs in gold to
then for earmark, and inquired whether the Federal Reserve Bank would eventually
be willing to take over the whole or part of this gcldl from them against the
deposit of an equal amount of gold for the account of the Federal Reserve Bank
vith another central bdank complying with the comditions of the Tripartite
Agreement. Yor this privilege the Swiss National Bank was villing to pay a
premium to be negotiated, and asked the Federal Reserve Bank to indicate at
which central bank it would bde willing to accept such cold.a To this the Federal
Reserve Bank replied that the proposal was "not suitadle” but that if the Swiss
National Bank should urgently require dollars, the Federal Reserve Bank, as
fiscal agent of the United States, would duy gold actually placed on doard a
steamer sailing for Nev York on receipt of a cable to that effect, and would
discuss the details and price if the Swiss National Bank vere interested. The
Swiss National Bank replied that it would occasionally revert to this offer.

and isdicated that the gold would de placed on shipboard ia 3.1;1:-.3 -

1 ?hg cadle reads "to place at our disposal with you the whole or part of this
e1d.*

2 I7 this were, e.g. the National Bank of Belgium, the Swiss National Bank could
obtain dollars in Nev York by means of a parchyye of gold in Belgium.

3 Mr. Dietrich's "Stabilization - General - Nov.-Dec. 1936" file. This corres-
pondence is not in the Swiss National Bank file.
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At the end of Decemder the Federal Reserve Bank of New York received its
first formal requests for the transfer of earmarked gold under the nev regula-
tions. These were for a triangular transfer of U bars valued at adout $600,000
from the sarmarked gold of the Bank for Intermational Settlements to the
National Bank of Belgium and from thex to the earmark of the Swiss Eational
Bank. The Federal Reserve Bank advised all parties that it could not act with-
out a ruling from the Treasury and the whole matter was referred to the Secretary,
with the information that part of the gold had been held under earmark for the
Bank for International Settlements since 1932 and that part of it had been
shipped to Nev York for earmark inm October 193€. On December 29 the Secretary
authorized the transaction, dbut stated that this must not bde considered as a
general ruling of the Dopart-ont.l

On January 5, 1937 the Sveriges Riksbank once more cabdbled to the Federal
Reserve Bank of New York asking it to confirm that the Riksdank could still,
without license, have gold earmarked in New York irrespective of whether imported
by it to the United States or dbought by it from other central banks having gold
earmarked with the Federal Reserve. After discussing the matter with the
Treasury the Federal Reserve Bank of New York replied that it was licensed to
export gold received by it from abdroad but.tb.t *with respect to gold thereto-
fore earmarked by us and bdought dy you it will be necessary for you to approach
us vhenever you have a concrete case and give us the facts thereof and we shall

2
then submit the case to the Treasury Department for determination.”.
1xr. Dietrich's *"Stabilisation - General - Nov.-Dec. 1936"* file.

2 m, Sveriges Riksdank continued, however, to be regarded as a *good prespect”
for memdership in the Tripartite Agreement, a consideration which was ia the
mind of the Treasury when it granted it, iz Pedruary 1938, a license good for
twvo months for the movement of part of its gold to Nev York by means of trans-
fers from the earmarked accounts of other central danks or the Bank for Inter-
national Settlements (Treasury memorandum of Pebruary 16, 1938). *Pransactions--
Buying and Selling Gold and Silver--Gold--Sveriges Riksbank® folder.
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On_Jamuary 11 the Netherlands Bank inquired by cable whether, if it sold
part of the gold held at that time under earmark with the Federal Reserve Bank
of Bew York to the Swiss National Bank, the gold would de at the free disposal
of the Swiss National Bank. This imquiry aleo wvas submitted to the Treasury
and the followving reply seat by the Federal Reserve Bank of New York: "Having
been authorised to do so bty the Secretary of the Treasury, we reply in the
affirmative.*l

Tinally a detailed reply to the ingquiries of the Swiss National Bank of
September 15, 1936 concerning the American gold regulations was sent by
Mr. Harrison of the Federal Reserve Bank of Nev York on January 13, 1937. In
one of the preliminary drafts of this letter the distinction wvas pointed out
betvween foreign central banks acting for their own account in acquiring gold
in the United States (requiring a license) and central danks acting as fiscal
agents for the exchange stadiliszation funds or governments of countries mexmbers
of the Tripartite Agreement. In the final letter, howsver, the inquiry of the
Swiss National Bank "Would it be possible to sell you our dollar balances with
Eev Tork banks against gold" was simply answered as follows: °*I take it that
I am right to assume that this question no loager has the significance it pre-
sented on Septemder 15, and that the operations which prompted it will hence-
forward bde conducted by your Stabdilizationm Fund”., The Swiss Bank's inquiry:
#*Could we send you gold at any time for deposit either from Switserland, from
Paris, or from Londoz and would the Swiss National Bank de entitled to hand
over gold from their deposit in Newv York $o other danks of issue, eventually
to the Bank for International Settlements!” was ansvered as to the first part

in the affirmative and as to the second part as follows: "As you no doudt
1 Transactions, Buying and Selling Gold and Silver - Gold - Netherlands Bank, file.

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



Digitized for FRASER

1Lg

know, $he Treasury has permitted the transfer of gold held by this dank fer
the account of the Bank for International Settlements $o the account of the
Bangue Nationale de Belgique, and thereafter to the account of the Swiss
NHational Bank with the Federal Reserve Bank of Nev York. The Treasury has
advised this bank that such decision should not be iaterpreted as a general
ruling of the Department, nor as an answer to any general inquiry on the sud-
Ject. The foregoing, meanvhile, would not debar the Sviss Nationzl Bank from
censigning gold to the Federal Reserve Bank of Nev York to bde placed directly
under earmark for another central bank or the Bank for International Settle-
ments.® The letter as a whole constituted a carefully prepared condensed sum-
mary of the American system of gold rognhtion.l

D. Agreement by the Treasury to the Free Transfer of Barmarked Gold de-

tveen "Nembders" of the Tripartite Agreement, arnd Revision of License
NY-18-1.

It had decome increasingly clear as a result of these interchanges that
the restrictions in force on the transfer of gold earmarked at the Federal Re-
serve Bank of New York were felt by foreign central danks to de a hindrance in
the execution of their exchange st=dilisation functions. Since such transfers
wvere freely alloved by the central danks of countries members of the Tripartite
Agreement, the qusstion wvas also raised as to vhether they were consistent, as
applied to such central banks, with the principle of reciproeity of gold deal-
ings on which the Agreement rested. The Treasury therefore prepared to make a
general agreement with the participating treasuries on this point.

On Jannary 27, 1937 Mr. Taylor in behalf of the Treasury delivered the
following note to the Pinancial Attachds and other representatives of the five

1 i!ranuction.--hwinp and Selling Gold and Silver--0old--Switserland--Swiss
National Bank" file.
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cooperatiag countries:

*The United States Treasury is prepared, on the dasis of reciprecity,
teo autherise transfers of earmarks of gold between the treasuries, e xmhaage
oqualisatién or stadilisation funds, er fiscal agencies, referred to ia the
announcements of the Secretary of the Treasury of Octoder 13 and November 24,
1936, as well as the central banks of such countries.

This authority would be revocadle at any time with respect to any
transfer not fully consummated at that time. Both with respect to earmark
and to transfers of earmarks, the authority would extend, in accordance vwith
present regulations of the Federal Reserve Bank of Nev York, only to such
gold as is the property of the imstitution for wvhese benefit the earmark is
created.

The United States Treasury would sppreciate deing advised as to the
attitndolof the governments and imstitutions concerned on the foregoing pro-
posal.”

The views of the interested governments were sounded out through diplomatic

channels,

2 and favorable replies wers received, that of Great Britaln being con-

tained in the following “Alde Memoire" dated February 26, 1937:

"His Majesty's Government in the United Kingdom thank the United
States Treasury for their statement and have the honour to inform ther
that in corresponding circumstances it is the practice of the United
Kingdom authorities to transfer earmarked gold without conditions or
restrictions.

His Majesty's Government welcome the statement and understand
the United States Treasury would be glad of any comments they wish to
offer. As a general principle His Kajesty's Government regard it as de-
sirable that gold should bde adle to change hands freely and accordingly
in their viev it would de helpful if the newv procedure were extended to
countries other than those mentioned in the October and Novemdber anmnounce-
ments. In particular His Majesty's Government suggest that it would be
desirable that favourable treatment should de oxtcndcdsto the Bank for
Internationsl Settlements as regards dealings in gold.

BRITISH EMBASSY
WASHINGTON, D.C.
Fedruary 26th, 19}[.'“

1
2

J
b

Digitized for FRASER

*"Pransactions--Buying and Selling Gold and Silver--Gold--General" file.
Oadle of BSecretary Hull to Mr. Butterworth at the United States Embassy ia
Loadon. Mr. Dietrich's "Stabdilisation” file.

See page . =X | VT

*Pransactions—-Buying and Selling Gold and Silver--Gold--Oreat Britain--
Bank of England” file.
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T ?is viev vas aot wholly accepted by the Treasury. Not oaly was the ismclu-
sion of "non-meader® countries mot contemplated, dut transfers to aml frea
the earmark of the Bank for International Settlements continued to de subject
to license. The rather sharp difference in point of viewv is indicated by
the following interchangs of cadbles in December 1938:

1.

Digitized for FRASER
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B.I.5. to F.R.B. - December 2. Ve should desire to transfer from gold
earmarked our own account with you approximately kilos 500 to account

of Bank of England. Should appreciate if you could immediately approach
U. 8. Treasury to obtain licenss oz dehalf.

F.R.B. to Bank of England - Decemder 2. B.I.S§. has requested us to
transfer to your account approximately 500 kilos gold. 3Before complying
we shall have to obtain a ruling from U. 8. Treasury Department to facili-
tate. Please cable your instructions regarding deposit so that we may
present complete details to the Treasury.

Bank of England to P.R.B.- December 2. Arrange to take over 500 kilos
gold in Kew York from B.I.S. This transaction is the first of a series
intended to assist in our operations. If there are any odjections we
would prefer cancelling.

Preasury to F.R.B. - Decemder 5. In this case you are hereby authorised
$0 make transfer requested.- - - - - Decision should not be interpreted
as a general ruling of the Department.
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On-March 22, 1937 the Secretary obtained the approval of the Presideat,

in viev of these favoradle responses, for the issuance of a nev license te

the Federal Reserve Bank of Nev York giving them the necessary authority te

make transfers of gold earmarks in accordance wvith these nrrang:-ont:.l A

nev license NY-18-1, dated March 2k, 1937, superseding license NY-18-1 dated

February 5, 1934 was then issued. Its text was as follows:

Digitized for FRASER

*Federal Reserve Bank of New York March 24, 1937
(Kame of licenses) {Date of issue)

New York, Nev York

(Address of licensee)

Sirs:

1. TYou are hereby licensed to transport, import, melt and treat, and
export gold novw held by you under earmark for any foreign government or
foreign central bank or sent to you after Jamuary 30, 193k from abroad by
any foreign government or foreign central dank, or delivered to you for ac-
count of any foreign government or foreign central dank by the United States
or pursuant to a license granted Yy the Secretary of the Treasury, and to
sarmark such gold and to hold it in custody for any foreign government or
foreign central dank. Gold received by you for earmark hereafter must de
the property of the institution for whose denefit the earmark is created.

2. You are also hersdy licensed to transfer earmarks of gold detween
the treasuries, exchange equalisation or stadilisation funds, or fiscal
agencies of such countries, or such gentral banks, as may be designated
from time to time by the Sefretary of the Treasury. Gold transferred bty
you hereunder must dbe theproperty of the institution for vhose bdenefit the
sarmark has theretofore been created and must decome the property of the
institution for whose benefit the sarmark is to be created.

The phrase "foreign central bank" is used herein to denote any foreign
bank performing the functions of a central bank, including the Bank for

International Settlements.

Reports of the disposition of the gold herein licensed to de held shall
be made on Form TGR-18.

This license is not transferable and is sudject to the provisions of tﬁo»
Gold Reserve Act of 1934 and the regulations issusd thereunder.

1 *Pransactions--Buying and Selling Gold and Silver--Gold--General® file.
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This license supersedes license No. NY-18-1 on Fora TGL-18, issusd te
you on Pedruary 5, 1934, and amended on March 23, 193k.

Issued with the approval of the President:

(Signed) Kenry Morgenthau, Jr.
Secretary of the Treasury

This license may bde terminated, revoksd or modified at any time in the
discretion of the Secretary of the Treasury."

In his letter of transmittal to the Federal Reserve Bank of New York the
Secretary designated Great Britain, France, Switserland, Belgium and the
Fetherlands pursuant to paragraph 2.1

The terms of this license drew a sharp distinction between "Membders"
and "non-membders® of the Tripartite Agreement with respect to the transfer of
sarmarked gold, and by requiring that the gold transferred by the property
at all times of the institution for which it was earmarked provided a safe-
guard against any such transfers being carried out indirectly for third parties
or private persons. Prior to the Tripartite Agreement it had not been the
general practice of the Federal Reserve Bank of Nev York to inquire of its
central danking correspondents as to the ownership of gold earmarked for thenm,
and the Federal Reserve Bank was reluctant to earmark gold for govornontl.z
In order to safeguard the Bank in this particular the Treasury sent, with the
license iteelf, the folloving letter of guarantee:

"Until further notice you are advised that this Department will aot
consider that you have incurred any liability uander said license if you
rely on the correctness of representations of a foreign government or a
foreign central bank (including the Bank for International Settlements)
that particular gold is the property of the institution for whose dene-

£1t the earmark of such gold is, or is to be, cresated, unless you have
reason $0 delieve the gold is the property of amother tnstitution.®]

1 *Pransactions - Buying and Selling Gold and Silver - Gold - General® file.

2 This 1s brought out in a series of questions concerning the earmarking pro-
cedure by C.V.0. in the Treasury Department in April 1937.--"Transactions--
3 Buying and Selling Gold and Silver--Gold--General® file.
Ibid.

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



153

Immediately thereafter the Federal Reserve Bank of New York degan to
prepare a general letter to its comespondents adroad stating the teras and
conditions governing their accounts and sudbmitted to the Treasury the pro-
posed paragraph relating to sarmarked gold. It proved extremely difficult
to reach an agreement as to the exact wording of this paragraph, the prineci-
pal points of discussion revelving around the question of whether the infor-
mation covering ownership wvas to be repressnted as being mede at the request
of the Treasury or as a requirement of the Federal Reserve Bank tt-olt.l In
the course of this discussion the entire "terms and conditions” letter was
shown to the Treasury for its comment. It was not until Novemder 3 that the
earmarking paragraph was finally agreed to. The "terms and conditions® let-
ters were sent out on Decemdber 1, dut copies were not sent to the Treasury

Yol et
until they had been ssat "in order that the Treasury would not de in a posi-
tion to have to pass on such lottcrs.'z

The paragraph on gold earmarking as finally sent out read as follows:

*Earmarking of Gold

Yo hold a license issusd by the Secrstary of the Treasury of the United
States, pursuant to the Provisional Regulations issued under the Gold Re-
serve Act of 1934, to hold under earmark, and to export, gold nov so held
by us for any foreign government or foreigm central dank, or hereafter sent
to us from abroad by any foreign government or foreign cemtral bank, or
delivered to us for account of any foreign goverament or foreign central
bank by the United States or pursuant t0 a license granted by the Secretary
of the Treasury. VWithin the authority of, and sudject to the terms of our
license, wve will upon your instructions earmark and hold for your account,
individually or as fiscal azent, and sudject to your imstructions, gold
which is your property or the property of your government or of its ex-
change equalization or stadilisation fund, providing the same facilities

1 For the details of this prolonged discussion, see "Transactions--Buyiag nnd
Selling Oold and Silver--Gold--General®” file. It is not perfectly clear
from the file, hovever, vhether the requirement was in the first instance of
Treasury or Federal Reserve Bank origin.

2 4t the request of Mr. Opper. Nemo for the Files, November 10, 1937. "Trans-
actions--Buying and Selling Gold and Silver--Gold--General® file.
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for the custody of such gold as ve previde for the custody of our own
similar property, dut deyond that sssuming no respomsidility. It will de
understood that gold which you request us $o0 earmark is your property ualess
you advise us that it is the property of your governmeat or of its exchange
equalisation or stadilisation fund and im such event you should request us
to earmark it in a special gold account in your name with a distinguishing
symbol, as, for example, " ", and advise us, if
Jou have not previously done so, that it will be understocd that any gold
vhich you may requsst us to earmark im such special gold account delongs to

your government or its exchange qualisation or stadilization fund, as the
case may de."
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B. Further Questions Raised by the Netherlands Bank Relating to
She Operation of the Tripartite Agreement.
A Turther series of important questions growing out of the practical

workings of the Tripartite Agreement as an exchange stadilisation mechanisa

o
were raised during 1937 by the Netherlands Bank.

1. Proposal to Include Dollar Assets Held for Stadilisatioa Pur-

poses ia the Scope of the Tripartite Agreement.

On Pedruary 26, 1937 the Netherlands Bank accepted the "amplifica-
tions" of the originmal working agreement worked out detweer the Swiss National
Bank and the Federal Reserve Bank of Nev Yorkl. under vhich paragraph four of
its understanding vith the Federal Reserve Bank of New York was amended to read:

"De Nederlandsche Bank and Federal Reserve Bank of Nev York will
adviee esach other daily of any transactions as a result of which
€0ld is to be earmarked or released under this arrangement; and
Beither party shall de odligated under this arrangement to ear-
mark or release gold as a result of any transaction of which such
notice shall mot have been given within 2L hours® 2

It made, hovever, the following suggestion for a stild further amendment:

®*Considerations of a technical mature may make it advisadble for our
Bank, in times when the dollar is fira in terms of guilders as vell
as in times vhen the guilder is firm in teras of dollars, to maintain
a working balance on our dollar accouat with yourselves or with the
Guaranty Trust Company of Nev York or another Newv York correspondent.
If the aforesmentioned paragraph four as it reads at present is inter-
preted strictly, the case may arise vhere such a bdalance cannot de
converted into gold after receipt of a motice of revocation of the
arrangement by your Bank or by the United Treasury. Ve would ask,
therefore, vhether you could agree to the inmclusion of such dalance
or balances under the privileges of paragraph two of the arrangement,
up t0 a certain maximum which we suggest should be fixed tentatively
at five hundred thousand dollars in the aggregate. Conversely, we
would de willing to allov a corresponding exception to paragraph four
for any balances which your Bank may hold in Amsterdam, up to ome

million guilders in the aggregate.®
1 3¢¢ pages |/ - .-
2 "Prangactions, Buying and Selling Gold and Silver--Gold--Netherlands--Neder-
landsche Bank® file.
J Ivid. Paragraph 2 provided for the conversion into gold of dollars acquired
3 the Dnt:.gr uliuuon Fund in accordance vith Mr. Morgenthau's statements

Octoder 12 ‘nd Novembder 23, 1936.
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After coasulting the Treasury the Federal Reserve Baak of Newv York
replied oa April 15, 1937 that this proposal could mot "be reconciled with
the fuadamental intent and purpose of the arrangements emtered iato pnrdnt
to the so-called Tripartite Agreement”, pointing out that the new paragraph
four was not an amendment iz sudstance, dut a mere amplification of the
original text of the agreement which provided that the two danks would advise
sach other daily of transactions as a result of which gold wvas to de earmarked
or relsased for earmark. It further pointed out that the right of coaversion
applied only to dollars acquired by the Dutch Equalisation M.l The Nether-
lands Bank on April 30 replied that its proposals applied only to bdalances

which it held for the Equalisation Fund, dut the Treasury nevertheless adhered

to its pounon.z

By a strict interpretation, therefore, of the twenty-four hour clause any
stabilisation operations undertaken Yy couatries members of the Tripartite
Agreement which involved ths taking of open positions in the curreacies of the
other membders were excluded from the scope of the Agreement.

2. The Period for Which Gold Held under Barmark ¥Would Remain Free

for Export.
The question of the period for which gold, once earmarked for a

foreign central bank, would remain free for export was first dealt with dy the

Tederal Reserve Bank of New York in a letter to the Bank of Venezusla dated

May 12, 1937, as follows:

®As to gold which is earmarked in your name iz our vaults remaiaing
uacoaditionally at your disposal, free for export at any time, and fer
aa iadefinite time, it is, of course, not possidle for us either to

1 *Pransactions, Buying and Selling Gold and Silver--Gold--Netherlands--Neder-
landsche Bank" file.
2 via.
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guarantee the persanence of existing lawvs and regulstions or to fore-
cast their changeg. It seems appropriate for us to point out, however,
that since early in the year 1933 vhen gold transactions in this coun-
$ry were first placed under restriction, this dank has continuously
boen granted licenses by the Secretary of the Treasury $o export, at
the request of its owner, all gold earmarked in our vaults for account
of any foreign government or foreign central bdank." 1

The probdlea, howvever, was raised in a more insistent form in a letter

from the President of the Netherlands Bank, Mr. Trip, to Nr. Harrison of

the Federal Reserve Bank of Nev Tork dated Jamuary 11, 1936, acknowledging and
commenting on the Federal Reserve Bank's general "terms and conditions” letter
of December 1, 1937. 1Ir this letter the Nederlandsche Bank, as a mezmber of
the Tripartite Agreement, asked "vhether we may take it that gold acquired under
existing arrangements and earmarked for our account in your vaults will, under
any circumstances, be free for export to any destinastion in times of war as
well as in times of puco'.z The suggestion was at first made in the Treasury
that the point bde dealt with in the language of the letter to the Barnk of
Venssuela quoted adove, dbut this was rejected in favor of a more thoroughgoing
consideration of the problu.3 On February 23 Mr. Taylor prepared a memorandum
for the Secretary referring to the Netherland Bank's statement and suggesting
that the matter de made the sidject of diplomatic negotiations. Mr. Taylor's
memorandum was as follows:

*There is no satisfactory precedent or sufficiently definite authority
in the field of international lav relative to the obdligations of a country
with respect to gold earmarked for another country or its central bdank.
This ingquiry gives us the opportunity of suggesting $o the adherents of
the Trijertite Declaration the possidility of entering into a treaty or
some other form of bdinding agreement guaranteeing on a reciprocal dasis
that sarmarks of gold belonging to any membder of the Tripartite Declara-"
$ion will bde free for export to any destination in times of war as well

1 "Prangactions, Buying and Selling Gold and Silver--Oold--Bank of Venesusla®.

2 "Pransactions, Buying and Selling Gold and Silver--0old--Netherlands--Neder-

landsche Bank' file.
3 “Pransactions, Buying and Selling Gold and Silver--Gold--General® file. Oesk.
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as in times of peace, at least so long as such countries are aot at
wvar with each other. Such an agreesent would be valuadle mot only
as clarifying rights vhich are at present uwacertain, dut as increas-
iag the prestige of the Tripartite Declaration and increasing the
advantages of adherence to the Declaration, as well as advancing in-
Sernational lav relative to earmarking.

If you delieve that this suggestion has any merit, we would sug-
gest to the Pederal ReserveBank that it reply to Prip along the fol-
loving lines:

'Gold is now acquired by and earmarked for you as an adherent
of the Tripartite Declaration, in accordance with the statement
of the Secretary of the Treasury (see our cadle No. 62 of Novem-
ber 2k, 1936), that is under an arrangement coacluded directly
betwveen our two treasuries. Accordingly, your inquiry would ap-
pear to be a matter for clarification among all the adherents
of the Tripartite Declaration. Ve have therefore referred your
inquiry to our Treasury for its consideration.’

Thereafter ve might discuss the matter with the State Departaent

and, if State Department thinks the idea worth canvassing further, it
could de droached to the Tripartite memders in some appropriste manner.*

1
The suggested paragraph was accordingly included in Mr. Harrison's reply to
Mr. Trip of April 15, 1938.

3. Conversion of Gold Rarmarked by Foreign Stabilisation Funds in

the Event of a Revocation of the Tripartite Agreesment.

Finally Nr. Trip in his letter of January 11, 1938 requested that
Federal Reserve Bank of New York to include in its "terms and conditions” a
statement to the effect that it was prepared to assist in the sale of zold held
under earmark for the Netherlands Bank in the event of the revocation of the
Tripartite Agrocnont.z The Federal Reserve Bank of New York in reply simply
referred once more to the regulations in force, and pointed out that in the

chase and sale of gold it could act only as fiscal agent for the United ftatcn.j

1 "Pransactions, Buying and Selling Gold and Silver--Gold--Netherlands--Neder-
landeche Bank"® file.

2 Check Netherlands Bank letter.

3 Ivid.
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I. %The Brasilian Agreement: July 1937.

Ia July 1937 the Treasury concluded an agreement with the Ministry of
Finance of Brasil for the sale of gold to Brasil and the provision of dollar
exchange to assist that country in stadilising the milreis. It also concluded
a second stabilization agreement with the Central Bank of China at that Hime
and in January 1938 made a second stadilisation agreement with the Mexican
Government.

On July 15, 1937, Secretary Morgenthau concluded negotiations with Arthur
de Sousa Costa, Ninister of Finance of Brasil, for an agreement covering the
sale of gold to Brasil by the United StatesTreasury and the provision of dollar
exchange for the purpose of stabilizing the milreis. The letter emdodying the
agreenment vas seat to the Yederal Reserve Bank of Nev York on July 15 with
instructions to carry out the contemplated transactions in dehalf of the
Stabilization Fund under the terms of the Secretary's letter of September k,
1934. The agreement with Brasil was in two parts.

Paragraph One of the Secretary's letter to the Ninister of Finance stated
that the United States agreed to sell at the price provided in Section Wl of
the Provisional Regulations ($35 less 1/4) up to $60,000,000 of gold which
would be earmarked by the FYederal Reserve Bank of New York for account of the
Banco do Brasil.

The remsainder of the agreement followed closely the limes of the repurchase
agresments concluded with Mexico and China the previous year. The Federal
Reserve Dank of Newv York as fiscal agent agreed to purchase milreis from time
to time as reguested by the Banco do Brasil acting for its government whigh

would be credited to the Federal Reserve Bank of Nevw York as fiscal agent in a
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special acoount. Upon receipt of advice that the milreis were credited the
Tederal Reserve Bank of Nev York von;ld credit the dollar equivalent in a special
acoouat for the Banco do Brasil at the prevailing telegraphic transfer rate. The
total milreis so bought plus imterest accrued, wvhich was set in this agreement

at 1/2 of 1% above the average rediscount rate of the Federal Reserve Bank of

Nev York for the preceding month, was mot to exceed the equivalent of $60 million
computed at the rate at vhich the Banco do Brasil agreed to repurchase the mil-
reis. The Banco do Brasil agreed to repurchase the milreis at such times as might

be mutually agreed upon when the milreis were first dought by the Federal Reserve

Bank of Nev York and at the rate at vhich the Federal Reserve Bank dought thexm.
The Banco do Brasil agreed to repurchase also the milreis credited as interest
at the request of the Federal Reserve Bank of New York or in the absence of such
request every ninety days or at the termination of the agreement.

As security for the fulfillment of this agreement the Banco do Brasil agreed
to pledge gold to Dde left in the custody of the Federal Reserve Bank of New York
in an amount equivalent to the milreis purchased plus interest at the repurchase
rate. In the event of a failure on their part to repurchase the milreis they
agreed to authorise the Federal Reserve Bank of Nev York to sell the gold to the
United States Treasury in such a manner as to save the Federal Reserve Bank of
Noew York from any loss or harm resulting froms their failure to fulfill the terms
of the agreement.

The agreement was to terminate onm July 15, 1942 sudject to earlier termina-
tioa wpon thirty days' notice.

The two parts of this agreement, though related closely, vere techaically

separate. The Banco do Brasil under the repurchase sgreement might ship gold

https://fraser.stlouisfed.org
Federal Reserve Bank of St. Louis



161

from Brasil and pledge it as collateral for milreis bought by the Pederal
Reserve Bank of Nev York. In this way it could imcrease the dollar exchange
available for stadilisation operations and the tranmsaction would have the
effect of a loan against collateral. In this part of the understanding there
wvas a significant difference as compared to the earlier Mexican and Chinese
agreements. The milreis purchased by the Federal Reserve Bank of New York did
not have to be repurchased at any time upon demand bBut only after a definite
lapse of time to de agreed upon and in addition the interest rate was reduced
from 3% to 1% per annum. Should the Bamco do Brasil purchase gold from the
United States under the first paragraph of the agreement it would have to find
the dollars from some other source. If it then pledged the gold under the re-
purchase part of the agreement its dollar resources would not have been increased.
The effect then would be that the Banco do Brasil as fiscal agent for the
Brazilian Government would become the owmer of gold which would appear among its
reserves but against which the United States Treasury would hold a liern. Should
the milreis purchased by the Federal Reserve Bank of Nev York and secured by
this lien not be dought dack by the Banco do Brasil the gold would be lost to
thea. In effect, therefore, the Banco do Brasil simply secured an option to
buy gold from the United States Treasury at times to bde agreed upon and in an
amount not exceeding $60 million. This privilege was the more substantial in
view of the long term of the agreement, though the United States Treasury was
safeguarded by the option of termimation on thirty days' notice.

On April 7, 1938 the Brasilian Govermment ingquired through the United lt;too
Eadassy in Rioc de Janeiro whether it could odtain a dollar advance of $15 million

agzainst gold shipped from Brasil under the agreement for the purpose of covering
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arrears oA commercial credits on imports from all eountries. This ingquiry was
answered by reference to the terms of the agreement of July 1937 and on Angust 2k
the President and Exchange Director of the Banco do Brasil advised the American
Anbassador at Rio de Janeiro that the Goverament intended to export 28 tons of
€0ld adroad to set up a 1liquid foreign reserve and that it intended to avail
itself of the facilities of the July 1937 agreement and open an account with the
Federal Reserve Bank of Nev York guaranteed by gold on deposit. It requested
this loan for one year remewadle sudject to advance motice of thirty days. On
August 26, 1938 the Treasury replied through the State Department that the
Federal Reserve Bank of New York was prepared to receive and earmark gold for the
Banco do Brasil and was prepared to carry out the t.?ll of the July 15, 1937
agreement, fixing the time of the repurchase odligation as one year from the

date on which it would buy milreis and allowing the repurchase of milreis credited
as interest to be made every 180 days instead of every 90 days. On Septembder 2
the Treasury authorised the Federal Reserve Bamk of New York to carry out the
terms of this understanding. It,!ll not, hovever, uatil after the outdreak of
the Furcpean var on September 26 that the Banco do Brastl degan to ship gold

to the Yedeml Reserve Bank of New York from its London office in execution of

these .rrangtlontl.l

1 #ne relevant correspondence is in "Transactions--Buying and Selling Gold
and Silver--Gold--Brasil--Ninister of Finance" file.
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[I!. The Second Chinese Agreement: July 1937.

The special agreement with China negotiated in May 1936 remained im effect
through periocdical renevals of from one tc six months until it was replaced dy
a nev agreement negotiated early in July 1937. The Central Bank of China had
asked for and odtained consent to one modification of the May 1936 terms. On
June 23, 1936 it wrote to the Federal Reserve Bank of New York pointing out
that under this agreement the Federal Reserve Bank of Revw York had the con-
tnctual» right to sell exchange on Shanghai the day after it had given notice
of a demand for repurchase of Chinese yuan wvhich it held secured by a pledge
of silver collateral. The Sentral Bank of China requested a few days' time be-
fore this right could bde exercised in order that it might take steps to dispose
of the collateral or otherwise find the necessary dollars. The Treasury agreed
that they might have 120 hours from the time of the despatch of the cable de-
manding repurchase within which they aight repurchase the yuan.

On July 9, 1937 Secretary Morgenthau issued a press release announcing a
second Sino-American monetary agreement under which the United States Treasury
vould acquire gold from China and would sell silver to China and would arrange
to provide the Chinege with dollar exchange. He noted in particular that the
Chinese Minister of Finance had come personally to the United States to conduct
the negotiations.

The arrangement made with China at this time emdodied three parts and the
substance of it is briefly set forth in the followving memorandum sent by
Nr. Opper from the Treasury to the Pederal Reserve Bank of New York for their

comment on July 9, 1937:
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"l. The United States to purchase from the Government of China 62,000,000
ounces of silver now held in the United States at 45¢ an ounce, on
Serms similar to those applying to the earlier purchases froa Chisa.

2. Chinas to use the dollar proceeds from the sale of silver for the purchase
of gold from the United States at $35 an ounce, plus 1/4 of one per
cent, and agree to hold such gold under earmark at the Federal Reserve
Bank of New York, and to use that gold oaly for the purpose of maintain-
ing stability of yuan exchange.

3. ZYor the purpose of stadilisation of yuan exchange the United States
Treasury, acting through its fiscal agent, the Federal Reserve Bank of
New York, will be prepared to provide U. 8. dollars up to $50 million in
exchange for an equivalent amount of yuan contingent uporn a repurchase
agreezent, and upon the maintenance in the U. S. of collateral to an
equivalent amount in gold. This arrangement to de terminated on a
definite date mutually agreeadle unless reneved from time to time there-
after by agreement on at least 30 days' notice. Interest on the amount
of dollars given up in exchange for yuan to be charged at the rate of

perceat per annum.
The repurchase agreement referred to in the last paragraph of this memo-

randum wvas an amplification of the May 1936 agreement and provided for the pledge
of either gold or silver or some combination of doth as collateral for the yuan
to be purchased by the Federgl Reserve Bank of Eew York. Its terms were briefly
as tbllon: The Federal Reserve Bank of Nev York agreed to purchase yuan to
be earmarked in a special account for them as fiscal agents for Chésma and to
credit the dollars to the Central Bank of China in a special account on terms
identical with thoss in the earlier agreement, except that the interest was to
be charged at 1/2 of 1% above the discount rate of the Pederal Reserve Bank of
Nev York. In this respect tbe Brazilian arrangement was followed. The total
smount of yuan to e purchased was the equivalent of not exceeding $50 million
instead of $20 million as in the earlier agreement. The 120-hour modification
of the Nay agreement was included in the newv terms. ‘
The terms covering the pledge of gold and silver collateral were ia respect

to gold the same as those in the Brasilian agreement and in respect to silver
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the same as those in the first Chinese agreement and the date of termimation
was fixed at December 31, 1937.

ﬁongh this agreement was negotiated at the same time as that with Brasil
it still contained the provision that the Central Bank of China was odliged to
repurchase the yuan at any time upon demand of the Federal Reserve Bank of Nevw
York as fiscal agent.

On July 12, 1937 the Yederal Reserve Bank of Nev York as fiscal agent of
the United States purchased 62,514,710 ounces of silver at .9399 fine from the
Central Bank of China at a price of 45¢, thus providing that Bank with about
$30 million. This transaction was not carried out through the Stadilization
Fund dut om July 19th the Fund purchased from the Treasurer of the United States
1,285,714 ounces of gold at $35 £1at! at a cost of 3“.999:&1 on July 29 sold
330.099.?0»! it to the Central Bank of Chins at $35 plus 1/4. This gold was placed
under earmark for the Central Bank of China. On Novembder 10, 1937 the Central
Bank of China carried out the first transaction uander the yuan repurchase agree-
ment crediting the Federal Reserve Bank of New York with 50 million yuan and
pledging Jjust ﬁu‘-*ls million in gold as collateral. The Chinese Bank in
initiating this transaction advised the Federal Reserve Bank of New York that the
dollars were needed to counteract pressure or the Chinese purrency, and the bdulk
of the dollars were paid over at their reguest to Chase National Bank of New York.
By Fedruary 10, 1938 the entire $50 million provided for dy the agreement was
availed of and in Fedruary 1539 more than one half of the yuan were repurchased
under the terms of the agreement.fsiiswtugxtk The following statement forvarded
by the Federal Reserve Bank of New York to the Treasury on March 1, 1939 sum-
marizes the transactions under the yuan agreement which were carried out defore
the ountbdreak of the world war:

1 Under authority of the Secretary's letter of November 6, 1936.
2 The relevant correspondence is in *Transactions--Buying and Selling Foreign
Exchange--Bank of China® file.
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Resume of the Federal Reserve Bank of Nev York of the Yuan Purchased and
Reseld and the Gold Pledged and Released for Sale under the Agresment of
July 1%, 1937, as amended

TUAN

Date Purchased Yuan Bate Dollars
Novemder 10, 1937 50,000,000 $.29375 $14,687,500,00
November 26, 1937 50,000,000 .29375 14,687,500,00
December 30, 1937 50,000,000 .29375 1k4,687,500.00
Fedruary 10, 1938 15,000,000 .29500 4,425,000.00

165,000,000 ,487,500,00
Date Sold
Fedruary 15, 1939 50,000,000 $.29375 $14,687,500.00

Tedruary 28, 1939 ,000,000 .29375 1k,687,500.00
Iz'oo.ooo“".‘ooo' !59.375.%.&5

Balance £5,000,000 $19,112,500.00
g0Ld

Yalue @ $35 per
Yine Ounces Pine Ounce

Pledged to us as fiscal agent

of the United States out of gold
held under earmark for the Central
Bank of China as security for the

performance of its agreement 1,395,381.168 $48,838,340.89
:.:.‘:i‘r:g::;;dl;?dlg;;m'“ 420,880.600 1%,730,821.00
::.:ng;i:rur:xl';‘;;d IS?g’"“‘”‘ ” 420,814,406 1k,728,504.24

| —FTEB 06 29°%59:305.51
Balance __553.686.162 $19,379,015.65
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2/l ®. The Second Mexican Agreement, M TR
Ia January 1938 the new repurchase agreement was negotiated with Mexioo

vhich folloved the first agreement closely except that it was for an amount
not to exceed $10 million instead of $5 million, and against gold and silver
collateral instead of against silver collateral only. The pr'ovhionl regarding
the handling of the collateral and the obligations assumed by the Bank of
Mexico and the Federal Reserve Bank of Nev York as fiscal agents for their
respective governments were the same as those in the Chinese and Brasilian
Arrangements except that in this case also the requirement that .the Bank of
Mexico must repurchase the pesos acquired by the hdor\al Reserve Bank of Nevw
York at any time upon demand was continued. The interest rate was, hovever,
reduced from 3% per annum to 1/2% above the Federal Reserve Bank of New York
rediscount rate for the precedingmonth and the date of termination was fixed
at Decemder 31, 1938,

On March 5, 1938 the Bank of Mexico cr;ditod the Federal Reserve Bank with
38,100,000 Mexican pesos and pledged 28,000 ounces of gold held by it under
sarmark wvith the Federal Reserve Bank of Nev York as collateral. The pesos
were purchased by the PederaY Reserve Bank a; .2775 per peso and the Bank of
Mexico was credited with $2,997,000. This small transaction was liguidated
by the repurchase of the pesos by the Bank of Mexico on March 16.1

In recording on its balance sheet these nev stadilisation agreements of
the repurchase type the Stabdilization Fund included the foreign curreacy dought
among its assets and set up a contra entry for the gold pledged and its l.hé
dility for this gold to the foreign Central Bank. On the MNarch 1k, 1938

balance sheet doth the Mexican and Chinese transactions appeared as follows:
1*%fransactions--Buying and Selling Foreign Exchange--Bank of Mexico” file.
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ASSETS LIABILITIES

Deposits

Central Bank of China

165,584,166.67 Yuan  $48,659,120.83
Bank of Mexico

10,800,000.00 Pesos 2,997,000.00

Gold of Foreign Banks held Liadility for Gold of
as_collateral on Exchange Foreign Banks held as
Deposits collateral
Gold of Central Bank of China Gold of Central Bank of
1,395,381.168 os.  48,838,340.89 China  $48,£38,340.89
Gold of Bank of Mexico Gold of Bank of Mexico 3,079,968.85

87,999.110 os. 3,079,968.85
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PART VI
The Gold and Foreign Exchangs Operations
of the Fund from the Tripartite Agreement

to the Outdreak of the Var

I. The Sterling Balances of the Fund after Septemder 1936 and the Money

Emaployed Account.

II. Stable Exchanges: October 1936 to March 1937.
A. Transactions in Sterling.
B. Transactions with the Bank of France and the Netherlands RBank.
C. 0Gold Transactions with the General Treasurer.
1. Proposed dbut Rejected Flan for the Use of the Stadilisation Fund
in Connection with the Gold Sterilisation Policy.

D. Summary of Gold Transactions.

III. %The Second Gold Scare: April-June 15937.

IV. Boutine Operation of the Fund: July-Septembder 1937.

V. The Dollar Scare: Octoder-Decemder 1937.

A. The Purchase of Incoming Gold from the General Treasurer.

VI. Desterilisation, Pirst Csech. Crisis and Unstadle Exchanges: January-

Aogust 1938.

VII. Decline in Sterling and the Munich Crisis: Acgust-November 1938.

YIII. Transition to a New Sterling-Dollar Rate: November 1938-January 1939.
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IX. Pegging the Sterling-Dollar Exchange Rate at 4.68: January-August 1939.
A. Accumulation of Gold by the Fund from January 17 to April 3, 1939.
B. %The Prodlem of Gold Shipments by Parcel Post.
C. Loss of Gold by the Fund: April 3 to July 3, 1939.

X. The Fund During the Var Crisis: August-Septemder 1939.
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I. The Sterling Balances of the Fund after September 1936 and the Money
Baployed Account.

The general readjustment in exchange rates folloving the French devaluation
of September 1936 included a readjustment in sterling. During the short period
vhen the British Exchange Equalization Account was dormant in late Septembder
and early October, sterling declined from a level of adout $5.00 to a level of
adbout $h.40?. and the sterling rates of all the other countries participating in
the Trimartite Agreement were appropriately adjusted to the new relationships
established with the dollar and the new level of the dollar-sterling rate.

During this readjustment the Stabilization Fund gave moderate support to
sterling. TFrom Septemder 26 to October 7 it dought adout £,250,000 at rates
declining from 4.96 to h.89-1/2.1 It also bought on Octoder 2 just over
$1,000,000 in gold at $34.77 under its standing ordor.z and on October 12 it
held the equivalent of $10,830,000 in sterling and had $13,763,000 in gold
under earmark at the Bank of lngllm‘..3

There after transactions as a result of which gold was to be earmarked
or released from earmark, became, under the Treasury's strict interpretation
of the twenty-four hour clause of the Tripartite Agreement, the principeal
means by vhich the Stabilisation Tund promoted stability in the foreign ex-
changes. Such transactions were passed through the mew "control accounts" estab-
lished with each other by the participating central banks in behalf of their
respective governments or exchange funds. Nevertheless many minor, and some
major stadilization operations vere still effectuated in other nys.(/m .

Jund, hovever, did not allow any of its operations to result in open positions
1 sterling, Specific Authorisations.

2 %0 page i ‘(v e

3 Weekly balance sheets.
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ia for‘lp currencies of any importance as it had done occasionally in franes
\/ and sterling defore the Tripartite Agrnmt.llﬂn general gerating rule was
novw for sterling purchased by the Fund to be credited to its mew “"control®,
¥o. 3, Accouta at the Bank of England which was then izmediately dedbited as
the sterling was converted inmto gold by the Bank and placed under earmark in
Account 3.3 and for the sterling sold by the Fund to be charged to its No. 2
Account which was then replenished by release of gold from sarmark at the Bank.
For some time after operations under the newv arrangements had degun, the
Fund retained its long position in ntox-l\..z“~ ?il was held uncharged in its :& G

Wt 3 OVY TV B b vl A
No. 2 Account at the Bank of EnglandV for the Fund at 7/16% and appeared 1o o

"Money EBmployed® account. The rate of interest earned in this "Noney Employed®
account varied thereafter with the changes in short term interest rates in London.
The balance in the No. 2 sterling account remained stationary at abdbout $1,000,000
until Decembder 21, 1936 and from January 1937 on it decame nomimal. It fluctuated
for some time at not over $200,000 and then began to showv a small credit which
became stabilized at between $150,000 and $250,000 in the first quarter of 1938.5
The changes in the Fund's open sterling position of which the greater part
vas in the "Money Employed" account from the Tripartite Agreement until July 12,

1937 are shown in Table | .

See'p.’ . amd Pi.

Opoud Octobor 13. 19}6

Gold dought under the Fund's standing authority at New York shipping parity
was held under earmark in Account A.

WV g W -

Veekly dalance sheets.
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v Ml
The Fund's Long Position in Sterling

Octoder 1936 - July 1937

Noney Employed Account Balance in No. 2 Account

Date Pounds Dollars at the Bank of England
1936
October 12 $10,830,000
Eovember 3 10,830,000
December 7 2,000,000 9,830,000 1,000,000
1937
anuary 18 2,000,000 9,830,000 1,000,000

25 5,905,000 6,000
Tedbruary 1 2,000,000 9,829,000 207,000
March 1 2,000,000 9,829,000 208,000

15 1,600,000 7,865,000 235,000 A

22 450,000 2,251,000 39,000

29 1,225,000 6,036,000 113,000
April 5 700,000 3,469,000 64,000

12 gooo 2,723,000 75,000

19 ,000 2,240,000 89,000

26 350,000 1,746,000 91,000
Nay 3 275,000 1,375,000 41,000
June 21 275,000 1,375,000 k1,000

30 250,000 1,250,000 42,000
July 12 - - 64,000

The fluctuations shown in this tadle were closely related to a series
of special sxchange transactions with the Ceantral Bank of Argentina which
are noted in the next section.

Sterling acquired by the Fund for its nev No. 3, or "Control®, account
appeared for the first time on the weekly balance sheet of April 19. fThe .
smount was only $7,000 and the dalance in this account mever rose adbove “9.600.2
After the liguidation of the Money Employed account dalances in the No. 2 Account
were also nominal, though doth accounts were active as a result of regular inter-

vention by the Fund in the sterling market which continued under rapidly changing

circus stances until the outdreak of the world war,

1 Wveekly balance sheets.
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II. 8t%adle Rxchanges: October 1936 te March 1937.

& October 1936 to Narch 1937 the new system of exchange rates remained
as stadle as if an iaternational gold standard with wide gold poiats had deea
in full operation bdetween the countries in the Tripartite Agreement and from
Narch to Jume 1937 this stability was disturded only to the extent of a depre-
clation of the franc to the lower limit of devaluation fixed by the law of
Octoder 1, 1936. During this period, hovever, the various "comtrols" had to
meet a numder of pressures on the new exchange relationship.

A. Transactions in Sterling: Octoder 13, 1936 to March 31, 1937.
Z}ru Octoder 13 to November 19, 1936, the Stadilisation Pund was the pur-
chaser of sterling for conversion into gold in its nev account B at the Bank of
Bngland at the price quoted to it daily by the Bank./The sterling was bought
at rates vhich fell gradually from 4.90 to 4.87-3/4 until November 12 when the
market began to harden,’ and at the same time the Pund bought gold heavily at

$34.77. 1Its standing order to duy at this price was increased on October 30
from 700,000 ounces to 2,850,000 ounces, wvhich was then reduced to 2,150,000
ounces on November 6 and to 1,450,000 on Novemder 23. At this limit it was
regularly reneved until Octoder 29, 1937 when 1t lapsed until,at the request of
the Bank of BEngland the original order for purchases up to 700,000 ounces was

2w WMal’\ 435>

renewed.  TFrom October 28 to November 2 the Pund dought mearly $19 million in
gold in this vay and by November 30 had added a further $40,000,000 bringing
its gold under earmark in Account A to a peak of $72,556,000. These purchases

being determined by the relationship between the Iondon gold price and the

1 From Noveaber 7 to 16 the weekly balance sheets shov $841,000 on deposit for
the Fund in sterling at the Guarantey Trust Company in London. I have mot deen
adle to identify the transaction Qv Bg rise to this deposit.

2*Bank of England Weekly Gold Setter file. What inferences should be drava fros
the tnitistive of the- of Bngland asking that the erder should de renewved?

- Ve e s L een L -~ - . - - = 5

https://fraser.stlouisfed.org
Federal Reserve Bank of St. Louis



173

sterling-dcllar rate and not by the level of the sterling-dollar rate were
thus coatinued after decisions were taken at the Treasury to dispose of seme
of the Fund's gold acquired in Account B as a stadilisation oponuon.'?
Before the French devaluation the British Exchange Bqualisation Account
had been steadily accumulating gold dut this inflow had deen checked Dy o
temporary strength in francs in Octoder and the first part of November at i-h’ttx
nev level. It was resumed, however, ia the latter part of November and gold
also began to move heavily to Holland, Switserland and the United States. As
a result of the inrdcniu tendency in sterling it wvas decided at the Treasury
that any substantial appreciation in sterling so soon after the announcement
of the Tripartite Agreement would make that agreement appear ineffective as an
exchange stabilization mechanism and consequently that the Fund should sell
some of its gold held ‘i.n London.z The first sales vere made on November 23
and 17,724 oucel&xsr’clmod at 1i2s 24 and the sterling proceeds credited
to the Account No. 2 at the Bank of England. This sterling was taken into the
Fund's accounts at a rate dased on the average cost price of the gold in
Account B,at that time $34.7667377. 1.e., the dollar value of the sterling re-
ceived was made equal to the dollar cost of the gold oolml.3
Gold was released in London in this way from November 23, 1936 to March 1,

1937 as follows:
Gold released from Account B

Date at Bank of England ($ Value)
1936

Noveaber 23-25 616,000

Decenbder 8 2,167,000

1937

January 25 1,683,000

March 8-12 5,489,000

1 Chetk
2 Mr. Dietrich's "Stabilisation--General: Nov-Dec 1936" file.

3 "Buying and Selling Gold--G.R.A." file.
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[!’hno sales of gold were one element in a highly successful series of

stabilisation operations which helped to confime the fluctuations in sterling
within a marrov range for some months after the conclusion of the !rtpartuo}
dut which were complicated by a special transfer prodlem raised by Argentinma.
This problem was effectively dealt with dy the active cooperation of the British
and American Funds.

On Novemder 19 the Central Bank of Argentima cabled to the Federal Reserve

Bank of Nev York that its dollar requirements for the balance of the month
would be $45 million and that 1t would sell sterling in Nev York and duy dollars
in London daily to cover the greater part of this rcquruont.l On the same day
the Pund bought £200,000 at 4.88-7/8 from the Central Bank of Argentina, most

of whichk was converted into gold, dut on Novemder 23 it sold £175,000 in the

market at Jjust over 4.0 from its Wo. 2 Account. Most of this sterling was od-

tained as noted adove by the release of gold from ou'mk.a On November 25 a

further £1-1/2 million wvas bought from the Argentine dank at L4.59515 and was
credited to the No. 3 Account. Of this about £430,000 was immediately sold in
small lots at spproximately the same rates and only the dalance converted into
gold. Sterling continued to be strong and the Fund released a further $2,000,000
in gold on December &, selling abdout $L0OL 000 during the day at 4.91.

On the next day it bought $450,000 at 4.90025 which it converted

1 Mr. etrich's "Stabilization--General: Nov.-Dec. 1936° file. On November 27
1936 the Secretary cabdbled tu President Roosevelt then at sea, referring to this
transfer and stating that the money was needed to off a loan in Newv York and
that the necessary exchange orders were placed with the Bank of land and the
Tederal Reserve Bank of New York and that by use of both the United States and
the British Stabilisation Funds they were being executed without any disturbance
in the foreign ex market. The transfer appears to have been spread out
over a longer period thanm the last two weeks of November.

2 This sale was the first of its ¢ under the Tripartite. Sterling had turned
nervous in the middle of the day (November 23) with many buyotn--lngortert of tin.
rubber and silk, and stock exc houses remitting the proceeds of securities

by foreigners in New York. re were no apparent offers and it looked as

t.:cla‘ the sterli t uld giving rise to criticism of the working of
e sterling rate wvo run up, e
Tripart

tish Exchange Bgualisation Account other stadbilizsation funde under the

te unless sterling was supplied. Since the British Exchange Equalisatior
Mouti :.wtod.:o :ho r& tgro:Fp the Bank of England each morni .‘3‘1 gold
1ce vhgeh wvas both g b 1ng a J selling price, the h‘“fo'” able tg et ster-
ing S.rolouc of gold at this p cz. Memorandum by Mr. Lochhead in *Stabiliszs-
TR i e A T R T i h
1 . Ins of quo as e go £
:ﬁ‘?gluu price the Bank catq 1:‘&1 bog:‘xi to quote a daily duying and uﬁi:.g

rice deteramined a margin of 0.2 shillings on each side of the London fixed
;rico. Thus on Izeh 17 {t would buy at 142 s, 24, and sell at 142s,64.
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1n%o gold. On December 28 sterling reached 4.91-3/4 and the Fund vas agaia ia
the market, nov deing a net seller of &ss.ooo for 1te Aowouat Jo. 2. |

These transactions are noted here in detail as examples of the "routine”
day-to-day intervention of the Fund thesteady the urﬁto.

In January 1937 the Argentine requirements became sudstantial omce more
and from January 19 to 21 the Fund dought £2 million from the Central Bank of
Argentina for delivery on January 26. Of this it immediately sold £950,000
in the market in small lots and £400,000 to the Bank of Eagland, thus tempora-
rily reducing its "Money Employed® account, which it replenished when it re-

ceived delivery of the sterling om July 22.2

This part of the transaction
passed through the No. 2 account bdut the balance of £670,000 was credited to
the No. 3 account and converted into gold in the usual way. Of this, hovever,
£333,000 together with an additional £75,000 dought for the Control account om
January 25 were released from earmark and sold to the Beak for International
Settlements on January 26. These transactions were all carried out with ster-
ling at Just over 4.90.

As a result the Fund wasa net purchaser of sterling in the market to the
extent of adout $1,600,000 and increased its gold under earmark in Account B
by that amount. It was aleo a duyer of sterling from January 7 to Pedruary 1
to the extent of adout $15 million in order to pay for gold bdought at 4.77 an
mlnco.3 In spite of this support the tendency im sterling was nov weak and the
Tund bdecame a regular purchaser in small lots amounting in all to $14,07%,000
from Jasuary 27 to March 5, at rates gredmally declining from ‘4.89-15/]35 to

4.87-5/8. VWith the small exception of £50,000 bought on February 25 all these

1 It sold £165,000 for account No. 2 and dought £100,000 on December 29 for
conversion into gold.

2 Ses Tabdle o -

3 Estimated as indicated on page -, mote - .
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purchases wvere handled under the general procedure of the Tripartite Agfesment
and converted into gold. At the same time the Fund continued to suppors ster-
ling throuh its gold purchases at $34.77 which amounted to adbout $5 -un&.
in the last two veeks of February and about $5-1/2 millions in the first week
of March.

On March & and 9 the Fund reversed its position and sold &,345,000 of
sterling at 4.88 to 4.88-5/8 ($6,600,000)1. This sterling was odtained through
a Telease of gold from earmark amounting to $4,600,000 and by a reduction of
$2 million in the Noney Employed account. It repurchased £1,055,000 sterling
on the folloving day which it converted into gold in the usual manner but on
March 12 released a further $867,000 in gold from its earmarked Account B and
s0ld the resulting £175,000 in the markst.

On March 18 the Fund still further reduced its Momey Employed Account by
the sale gf £250,000 in the market and on Narch 19 it degan to bduy another 2
lillioxfff'ron the Central Bank of Argentina, for delivery oa March 25. Of this
1t s0ld £1,740,000 (£500,000 to the Bank of Eagland) oa March 19 and 20, and
continusd to be a seller of sterling until April 5. Its sales up to Marech 29
exceeded the sterling dought from the Argentine Bank and were notprovided for
by a further release of gold. The Money Employed account at the ead of the
month wvas thereby reduced to just over $6 millien (!ab107 ). Sterling at
this time was rising and at the end of the month reached 4.859. The Fund's

standing offer of $34.77 was for the time deing no longer effective in the Lon-

don dullion market.

1 The sterling figures given are all calculated from specific authorisations.
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Froa the inauguration of the Tripartite Agreement the Stadilisation Fund's
activities in the sterling market had deen of the following types:
1. Purchases and sales of sterling to stabilise the rate at levels deemed
(/ appropriate,
2. Purchases of gold at $34.77 to prevent the London price from going to
_~a @& scount from New York shipping parity, which, vhen sterling wvas persistently
g weak, became genuine stabilization operations.
~~ 3. Ninor trading operations to cover day-to-day fluctuations in the market.
4, Purchases and sales made to facilitate the transfer of $45 million
— from London to New York by the Ceatral Bank of Argentina, of which the Stabilisza-
tion Fund purchased about £5,750,000 or $28,500,000.
On October 13 sterling had been just over 4.89 and on March 30 it was also
Just over 4.89, the range detween the two ccicz beimg only from 4.87-3/4 to 4.91-3/%
This stability vas maintained with the assistance of support froa the Fund

which amounted to about $160,000,000, as indicated by the following figures:

Gold Bought for Gold Bought for Reduction in
A/C "B" gt Bank A/C "A" at Bank "Noney Employed®
Date of England of hgl-nd Account
October 13-Dec.31,1936 ,500,000 $ 58,800,000 -
Jan. 1 - March 29,1937 14,000,000 . 000 -
$59,500,000 $10%4, 300,000 $4,000,000

In order to keep its goldin Lomion at less than $100 million, the Fund im-
ported $20 million from its Account A in Decemder which were sold to the Treasury
early ia January, and imported to the United States all the rest of ths gold in

1
Accoust A to be held in safekeeping by the Fund.
1 epurchase and Sale of Gold, G.B.A." file and "Purchase and Sale of Gold Held
in Safekeeping® file.
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3. Transactions with the Bank of France and the Netherlands Bank:
Octoder 13-1936 - March 29, 1937.

The first transactions carried out by the Fund in French francs uader
the Tripartite Agreement vas a sale of 3,195,000 francs in the Nev York market
for the account of the Bank of France on Octoder 13 at 4.66-1/2 cents per franc.
This vas converted into gold which was placed under earmark for the Bank of
France at the Federal Reserve Bank of Nev York under starding instructions cov-
ering all such transactions received on Octoder 15.1 On Osctoder 21 the Fund
purchased 1,000,000 francs at 4.647/ cents bringing 1ts deposit with the Bank
of France to the nominal sum of $6,000, and on Octoder 21 the Fund purchased

5/27 (Fes §42,00v)

35kilos ($852;600) in Paris at 2U,056 francs per kilo and placed this under
sarmark in its Accoumt B with the Bank of France. On December 9 it purchased
a further 1,000,000 fraacs and bought a further 45 kilos of gold at aporoxi-
mately the same prices. éud. from these minor operations ﬁiarv«l enly to
open its "Control ® accounts with the Bank of France, W

out any operations in framcs uantil after the ueon‘ Freach devaluation when it

disposed both of its momimal bdalance in francs and its small gold holding at

the Bank of Imco.j/lonnr. it dealt actively ﬂ\z‘h gold in New York with

.-——-——/—“_\-_
the Bank of France, selling gold from its own holdings at $35 plusl/4 *for

IR SN
immediate export or to de held under earmark® and buying gold at $35 less 1/4

vhich was delivered to it by the Bank of France from gold earmarked at the
Fodoral Reserve Bank of New York. The Benk of France placed all or most of

the gold bought from the Fund in that account.’ These gold operations in New York

1 epgying and Selling Gold and Silver--Bank of France® file.

2 On Bovember 8, 1937 the Fund sold 82 kilos of gold im Paris at 33,07& franks
per kilo and 2,740,000 francs at 3.41-1/4 cents. “"Purchase and Salse of Oold--
G.R.A." file and "Buying and Selling Foreign Exchange--Bank of France" file.

3 This is inferred. Should de checksd.
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vere am a small scale during the period ef stadility in the franc following the

£4rst devaluations and there wers frequeat shifts from ome sids of the market

%o $he other, vhich are indicated ia Tadls & . This Sable dees net suggest

that the Baak of France falt the mesd of wsing the facilitiss affordsd by the

Tripartite Agreemeat $o resist aay stroag pressure cn the frane im any direction.
tarle 71

§0ld Sold to the Bank of France and Bought from its
Earmarksd Accommt—OcSoder 13, 1936 to March 29,

1937.
Dollars
1936 Sought Sold
Cctoder 13-November 19 5,145,00C
Ostober 22 1,086,000
Octobder 24-26 2,314,000 123/, 60>
— 2 ‘Il‘//"o‘ggﬁ

J 23 228,000
Nareh Z 3,802,000
Narch 10-11 55__8_,000

6,384,000 6,689,000

Oa Decembder 16, the "Control" sccomats of the Fund with the Netherlands
Bank were set up and from December 21, 1936 to February 10, 1337 the Fund sold
$31,596,000 ia gold to the Netherlands Beak. ZThis amount was mgde up by g series
of small dally sales of moderate sise which was iaterrupted caly eamce 2y a small
purchass of $100,000 in gold in Nev York on Fedrmary 15 by the Betherlands Bank.

These sales were bogun at the iaitiative of the Netherlands Bguk which
M-Mﬂh‘r17%&!&70&!&&%&:&0!&'70&““%
up %0 the equivalenmt of 10,000,000 guilders taksm over ia exchange for geld $o
be placed wader earmark. This arrasgesmeat was exteaded for the equivaleat ef wp

1 "Buyiag and Selling Gold—@.R.i. Speeifisc Authorisstions” file.
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to 25,000,000 guilders on December 31, 1936. / The strength of the Dutch exchange
at m. $ime which led }o’ these coaversions of dollars was shared by the Swiss
frase and also by the é;tt;trm the dollar. Gold was moved to all of these
countries and created difficulties in the admimistration of their domestic
eredit policy. From August to Decemder 1936 the United States had received
$500 million in gold and as a consequence on December 22 the Treasury ammounced
a plan for preventing further gold imports frem having any effect oa the credit
base.
C. 0Oold Tramsactions of the Fund with the General Treasurer: Octoder 13,

1936 to lare;“?. 1937.

1. Pnposod’ldoctod Plaa for the Use of the Stadilisation Fund in

Comnection with the Gold Sterilisatioa Policy.

Rarly in December 1936 a number of suggestions were put forward ia
the Treasury for the use of the Stadilisatioa Fund ia comnection with the
sterilisation policy. It was proposed that the Fund should acquire gold abroad
by coxverting its foreigm exchange acquisitions imto bdulliom and that this gold
should be sold to the General Treasurer wvho would aot deposit gold certificates
vith the Gold Certificate Fumd in the usual mamner dut would obdtain funds by
sale of securities ia the wht.1 A detailed plan vas also eladorated in the
Departmeat under which all imported gold upon its arrival would de purchased
by the Stabdilisation Fumd without passing iato the mometary gold stock and would
then de s0ld to the General Treasurer in the same w.z In $his way the imcom-
iag gold would de completely segregated from the credit systeam and the precedure

of the Stadilisation Fund would have been rather closely assimilated to that of
1 nemorandms of C. 3. Upham dated December 1, 1936. "Imactive Gold® file.

2 Detailed technical memorandum prepared in the Preasury dated Deceamder 7, 1936.
*Inactive Gold" file.
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mkiu-h Bxchange Bqualization Fund as long as the sterilization program

wvas in o“oct.l The alternative of simply having the incoming gold purchased by
the General Treasurer and segregated in an inactive account involved far simpler
procedure dut by use of the Stadilisation Fund "gold operations of the sterilised
type" would “appear in the accounts in a manner easily to be distinguished from
gold operations of the traditionmal mt.'e Two alternative methods of procedure
were eladborated, one involving the purchase of imported gold by the Stabilization
Fund and its sale to the General Treasurer, and one involving the purchase of

all gold, imported and domestic, by the Stabilisation Pund. Detailed letters

of imstruction covering these two procedures were prepared for despatch to the
Tederal Reserve Bank of Nev York and theSuperimtendent of the Nev York Assay
Office and the Philadelphia Mint and a letter and a radio message vere drafted
requesting the approval of the President.

A further general question concerning the type of gold transactions which sheu!
pass through the Stadilization Fund irrespective of whether tat: gold sterilization
policy were in effect or not was raised in the Treasury in the course of these
discussions. On this point Nr. Viner recommended to the Secretary that:

Sseethe Stadilisation Fund operations shall de confined to tranmsactions

vhich clearly affect either foreign exchange values or the domestic

monetary situation. Yor this reason I would have the following classes

of gold transactions, and those only, pass through the Stadilization
accounts:

1. Purchases of foreign gld and sales of gold to adroad, whether or
not these operations are sterilised.

2. Purchases of domestic gold, if these purchases are sterilised,
i.e., if no gold certificates are issued to pay for thea.

If the Treasury should in the near future at any time depart from its
aev policy of sterilising gold movements, whether domestic or foreign,
under the recommendation I here make, domestic gold transactions would
not affect the Stadilisation accounts.”
1 The British Fund purchased all incoming gold with sterling obtained from the
market by the sale of Treasury bills.
2 Memorandum froa Nr. Viner to the Secretary Decemder 19, 1936. “Inactive Gold® f:i:
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Boas of these proposals was actually put indo effect, however, at the $ime
vhea the Secretary announced the inauguratioa of the sterilisation polisy ia
his press release of Dessmder 22. The Treasurer of the United States was
simply imstructed to segregate as imactive gold in the Gemersl Fund of the
Treasury the met gmownt of all gold received daily oa and after Decsmder 23,
1936, inecludiag gold received at the old value of $20.67f per fiae ownce, and
$o shov such imactive gold separately oa his record ef classified assets aad
1iadilities in the Treasury and to change the form of the daily Treasury state-
meat 50 as $0 sbov this inactive fuad separately from the free gold ia the
vorking balance of the General Pumd.® It was mot wabil Oetober 21, 1937 vhea
the circumstances were gquite differeat, that the Jtabiliszation Fuad began to
purehase from the Gemsral Treaswry all imported gold.

Vhen the gold steriligation policy was ingugurated the Stadilization Fuad
already held $167,828,000, or four-fifths of its active assets in gold, of
vhich $117,507,000 was held under earmark at the Bank of Emngland. Ia addition
to 1ts heavy purchases immediately after the imauguratioa of the Tripartite
Agreenment it had added $0 its stock a further $20,798,000 Wy & purchase from
the General Treasurer under the iastructioas issued oa Septemder ].‘5.2 As its
foreiga purchases continuned, the Tund began te resell this gold to ths Gemsral
freasurer, disposing of $586,500,000 4ia this way by the ead of Novembder with-
out having reduced its gold holdiags oa dalance (Chart S ). Iate ia Decemder
At arranged to import $20,000,000 froa its Ascount A at $he Bank of lulad,.j

1 ®*Ingetive S0ld® file.
2 800 yage || 7
3 The osmsiderptions leading $0 the import of this from Account A imstead of

from Account B are givea ia a Treasury memorandum ia Mr, Dietrich's *Stadilisas-
tion Oeasral—November--Decemder 13936" file.
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This gold was 301d to the Treasurer early in January sad this, together with
the large sales to the Netherlands Benk, brought the Fund's gold stock bdelow
$120 millions by the middle of the month. By the end of March all the ol i
Account A at the Bank of England had deen drought home to be held in safekeeping
by the Fund and a further $20 millions of it wvas sold to the Treasurer. Foreign
purchases, however, had so increased on bdalance tht the Fund's gold stock once
more approached $170 millions (Chart IV).

D. Summary of Gold Transactions.

The gold transactions of the Fund for the period detween October 13, 1936

and March 29, 1937 may dDe summarized as follows:

Bought:

Bank of England $163,920,000

Account A ($34.77) -« $104,291,000

Account B (Control account) net 59,629,000
Sold: $163,920,000
Bank of Prance (net) $ 254,000
Netherlands Baak ( ) %1.896.000
Oeneral Treasurer (net 5,502.000
97,852,000
Increase calculated from Specific Authorizations $ 66,078,000
Increase as shown by weekly dalance sheets $ 66,346,000

I1I. %he Second Gold Scare: April-Jume 1937.

From April to Juse 1937 the franc was veak and gold left Prance in increas-
ing mnatsl.wo; April 10 an adnormal situation developed in Brussels that threat-
ened to disrupt the dollar-bdelga exchange market. Gold came to Brussels although

the sterling-belga rate did not Justify it, and the dollar-bdelga rate was abdsve

1
fnu export point from Brussels to Nev York. The National Bank of Belgium

Cadble from Louis Frank, Governor of the National Bank of Belgium to the Federal
Reserve Bank of New York of April 21, 1937. "Buying and Selling Gold-National
Bank of Belgium" file.
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thouf_oro inquired whether the Federal Reserve Bank of New York would dbuy gold
from it for the atcount of the Treasury. %o this the Pederal Reserve Baak re-
pliq‘ that in viewv of the disturbed comditions of the exchanges it wuld purchase
up to $10 million in Belgium at $35 less 1/L less mint charges subject to the
understanding that the gold would be shipped by an American vessel -snd-—would be
—ahipped dy-an-American-vessei-and would de guaranteed free for export. This
offer was not availed of at this time dut the matter was azain raised dy the
Belgian Benk in June. Late in Narch and early in April two large and exceptional
€old movements to the United States Degan from Russia and Japan. Barly inm April
Mr. Lochhead of the Stabilisation Fund advised Mr. Taylor that he had noted

that gold engagements for shipment from London to New York viro exceptionally
large in relation to the volume of exchange transactions. He had ascertained
that this vas on account of the offer of Russian gld on a dollar basis which
wvas deing bought and imported by various New York banks. The Bank of England
confirmed that they were avare that the gold was Russian and vhen it arrived

it wvas found to bear Russian mint marks, deing apparently new production. It
was difficult to trace the actual seller dut the proceeds wvere paid over to banks
of Russian origin or having Russian accounts. By April 11, $25 millions had
arrived and a check of Russian bdalances in Nevw Yogk disclosed that they had

increased by this uount.l At the same time large shipments of gold from Japan

v

fee

vere arranged and these wvere, like the Russian shipments, close scrutinised by
the Treasury. Beginning in May each shipment was advised to the Treasury by the
Japahese through diplomatic chnnolc.a but careful inquiries were made as to

the purposes of the shipments. On June 23, for example, Mr. Araki, Agent of

1 gemorsndum from Nr. Lochhead to Mr. Taylor. *Buying and Selling 0old® file.
2 By ¥r. Ucawa, New York, acting upon imstructions of the Vice Minister of
Finance. "Gold from Japan® file.
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the Baak of Japen i Nev York, called ea Nr. Spreul of the Federal Reserve Jaak
of Bew York te state that ths Japanese were plamniag te ship a further 50 atillioa
Yeu ia gold to Nev York, makiag a tetal of 250 million yen of the curreat meve-
meat. Xr, Sproul $e0ld Nr. Araki that it was Rov even more importaat thaa ia
the past $0 now the reasoms for this shipment and that it would be wafortunate
1f the impressioca got arcund that Japan was semdiag gold for reasoms not sommected
with the Japanese dalance of payseats. There was a groving dody of opimioa that
other ceatral danks should take their shars in absording gold supplies. To this
Nr. Araki replied that the reason wms a seriounsly adverse dalamce of trade which
was urwelooms t0 the Japanese aad that oaly such shipmeats were made as were
necessary to settle imternational accoumts. MNr. Arski indicated that he wished
this information o reach the appropriate amthorities sad Mr. Sproul forwarded
an account of the comversation to the !mnry.l This explanation did not
eatirely set at rest American doudts on the question gad the course of Japanese
Yalances 1n Nev York vhem goli vas coming 1a was later very earefully watched.’
By Nay 27, 1937 the total amount of gold which had deenm added to 3the
monetary gold stock of the United States since the begimning of the steriliszs-
tion policy had reached $732 millions sad the amount placed in the Imactive Oold
accoust was $730 millions.> The somvergsmce of gold ca the United States from
all quarters gave rise %o rumors thyt to discourage this great iaflov the
Treasury would lower its duyiag price. Coasequently arbditrage oppertunities
cpeasd up for shipment of gold %0 the United States which were mot takea gdvan-

$ags of and a sudstantial "discount” from Nev York skippiag parity sppeared h

1 Letter from the Tedsral Reserve Baak of Bew York to the Treasury, Jwme 23, 1937
"Buayiag and Selling Gold”" file.

2 On Decemder 1i, 1337 Mr. Knocke of the Fedsral Reserve Bank of New York reported
o the Treasury that the Japeness were then usiag gold to duild up Belances and

20t to sover curreat rations. Nemorandum from Mr. lLochhezd $o Mr. Norgenthan,
Xr. Dietrich's 8tad atioa® file.

3 Nemo from lir. Zayler to Mr. Norgeathan giving a summery of the steriliszation
pPolicy of Decemder 23, 1936 to May 27, 1937. 1Ivnid.
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the London price of gold i{nm April which persisted for three months. This situa-
tion Became very pronounced in Jume when the discount reached 7-1/2% and the
sifuation of Pedruary 1934, which has bdeen descrided as the first "gold scare®,
vas essentially repeated.

During April the exchange and gold transactions of the Fund had been only
moderate in amount and in May it was practically dormant. The sales of sterling
in London begun on March 81 were continued uatil April 5, an additional $1,061,000

oy .
in gold being released from earmark in London from 29 to April 23.7 Yor the
< i,

next two veeks the Fuad's sterling transactions, on doth sides of the iarkot.
msulted in a net purchase of gold in London of about $6,500,000. All of these
transactions vere passed through the "control” accounts according to the usual
routine, with a fev minor oxctptiono.z Though sterling vas strong and rose to
4.94-3/16 on April 30, the relationship of the London market price to the ster-
ling-dollar rate was such as to make the Fund's standing offer of $34.77 again
effective and $23 millions in gold was bought at this price and placed under ear-
mark in Account A at the Bank of England. This was all imported and sold to the
General Treasurer. At this tize the Fund was making numerous small sales of gold
to the Bank of France and to the Netherlands Bank, bdut these smounted in all to
only adout $3 millions. The Netherlands Bank was also ready to check any undue
rise of the guilder in New York. On April 27 it cabled to the Federal Reserve
Bank anthorizing it to sell up to 25 million guilders vhen they could make a
rate of 54.84 or better, and reneved these instructions on April 30 and May 11,
raising the limit, however, to 54.82 and 55 cents respectively.

It was not until Jume that the difficulties usually described as the "gold
scare® decame scute. Gold wvas moving heavily to London and the British Fund
was called upon to absord very large amounts. If it took sufficlent gold off
the London bBullion market which otherwise would have gone to the United States
the British Fund lidat have forced the London gold price back to New York shippin:
1 See page ./

2 There vas only one small purchase of sterling for conversion into gold in
Account B in May.
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parity but it would have deprived sterling of support im dollars which, ia

the opiaion of the Federal Reserve Mank of Nev York vas necessary to maiatain

the sterling-dollar rate at the levels them prevailing. The situation which

at this moment faced the two Stadilisation Funds was descrided asfollows in a

memorandum prepared ¥y Nr. Knoke of the Federal Reserve Bank of Nev York on

June h:l

*If the British take all the gold offered inm London they may
succeed in keeping the Lomdon gold price and also the dollar-sterling
rate steady at present levels. That is the best they can accomplish.

If, in order to raise the gold price iam london and bdring it closer
to Nev Tork parity, they bid aggressively, they will, by their gold
operation, force the dollar-sterling rate dowvn. If, in order to offset
this effect on the dollar-sterliag rate, they make use of our arrange-
ment (to give them dollars agaimst gold im London), we would ultimately
get the gold amyhow (at $34.77).

If we duy gold aggressively in London at current prices we may
accomplish wvhat the British cannot accomplish by gold operations alone,
that is push the London gold price up and at the same time maintain or
possidly even 1ift the dollar-sterling rate.

We will, of course, acquire large smouats of gold in London dut mot
recessarily more than the British would give us if they found it neces-
sary to support (by meking use of the arrangement shey have with us) the
dollar-sterling rete if it weakened as a result of their aggressive duy-
ing of gold in London."

The British authorities did in fact take advantage of the Fund's standing

2
offer to buy gold from them at $34.77 to the extent of $63,000,000 ia June,

and om June 24 the Fund entered the market to duy sterling for conversion into

1 ur. Dietrich's "Gold 1931-1937° file.

2 Betimated. See page )., mote ¢ .
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1
€old in the ILondon dullion market. £965,000 was dought in this way at from

%.93225 to 4.94225 and converted into gold at from 140s 6-1/2a to 1%0s 104 per

In the meanwhile the difficulties of the Natiomal Bank of Belgium had
reappeared and on June 5 they again advised the Pederal Rgserve Bank of New
York that the delga was at gold export point from Belgium and asked that the
arrangemsnt proposed in April be reneved. This was agreed to and the first of
a series of shipments of gold purchased by the Pund in Belgium for sale to the
General Treasurer was shipped dy the $.8. President Harding. This shipment
amounted to $5,227,000.

In addition the Bank of France was a net seller to the Pund in its gold

transactions under the Tripartite Agreement dut the Netherlands Bank which had

sold small amounts in April decame a substantial duyer im Jume.
As the Fund accumulated gold under earmark adroad it gave imstructions for
the import of the greater purt of this gold and made substartial sales to the

General Treasurer. These amounted in all to $96,998,000 in June.
The gold transactions of the Fund during the period April-Jume 1937, which
2

included also a small purchase from the Bank of Nexico, may de summarised as

follows:

1l The transaction vas passed through the Pund's No. 3 accountat the Bank of Eng-
land but the price at which the conversion was to be carried out is stated in
the Specific Authorisations and the infereace is that gold unier these orders
was purchased iz the markst and not from the Bank of England at its daily gquoted

price under the Tripartite igreement. Ilecdared-ibe—lodi-eli_taglendvherd-dogun
So—qur R ot~ UEV Tricy-for—tuyiag-adi-selHiag—dut-—eprice—varyitag=bs-tues-poinds
st-ebdbereghdo-sfhtbe—bordrrusTEotprt-co-Lor-thetr-—percharsr-and-dal-09.

2 "Purchases of Sterling for Conversion imto Gold® file.

3 Ia a memorandum to Mr. Cochran from Mr. Dietrich datedAugust 24, 1939 the fol-

lowing statement is made concerning the reasons for the gnrchau of gold by
the Fund from central banks not "members® of the Tripartite Agreement: "The

only exceptions where the Fund has purchased gold from other than Tripartite
ocountries is when on a Saturday a non-Tripartite country wishes to sell gold
and the Assay Office is closed the Fund will make the purchase, or when the
Pederal receives the imstructions too late in the day to make the delivery to
the Assay Office the Fund would purchase the gold.*
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Baak of England $105, 800,000

Accouat A (est.) 86,000,000

Account B (Ceatrol acoouat) 19,800,000
Fros the Lomdon NMarket &, 680,000
From the Netherlands Bank (net) 13,782,000
Froea the Nationgl Beak of Belgium 5,227,000
From the Baak of Mexieo 1,125,000
$129,93%,000

S0ld:

Beak of France (aet) $ 2,080,000
Geasral Treasurer 000
078,000
Increass as calculated from Spesific Amthorimmtions $ 7,865,000
Increase as shown Wy weekly Walamce sbheets $ €.500,000

On Juae 28 the British Exchengs EZgualiszation Account which, since Jamuary
1936 had absorbed with the assistance of the Benk of Eagland adout £281,000,000
ia gold, was put im a positioa to contimwe its purchases of gold Wy receiviag
an additiomal £200,000,000 ia Treasury bills. A% ths ead of the month also the
ruamors of aa impendiag gold rewvaluation ia the United States were set at rest
and foreiga gold sarmarkings at the Federal Beserve Bank of Nev York which had
declined sharply duriag the "gold scare” imcreassd agzain.

Duriag the "gold scare” the Freach franc was uader heavy pressure and the
Jund degan to buy framcs ia the Nev York markst for the accoumt of the Bank of
France. DBetvesa June 9 and 26, 35,650,000 framcs wers dought at rates ranging
from 4.45-1/24 per franc te 4.46-1/hg, but im the last three days of the month

9 million of these vers sold at from 4.46-1/k to b.46-1/2.} on dwe 3y Raw-
ever, the attempt $o hold the framc at the lover limit fized by the Devaluation

v/

Lav of Osteder 1 was given up and the so—called "fleating” or "Bomnet® framec was
mm.z Thereafter the Jund received almest daily orders $o buy and nli

mﬁ;tumlukofhmchmln!orkw.k
1 "Francs Bought and Sold for a/e of Franoe" file.

2 Check.
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IV. Routine Operation of the Fund: J l—OetoNr &, 1937.
Wus lir € Jadha
The support given by the Hank of J‘rnnco through its trading opezations in

lu York uader the Tripartite Agreement was not very substantial and was imsuf-
ficient %0 prevent a gradual decline in the rate. Its intervention illustrates
the effect on exchange rates of official support in a market in which the under-

lying trend i« wesk. This s shows in Sedle | .F

Table .
Purchases and Sales of Francs 5’\7- the Stadilization Fund
for the Account of the Bank of France

July 1-October 1, 1937

(000 omitted)

Date Bought Range Sold Range

(cents per franc) (cents per franc)
July 1-3 10,450 3.83-3/16 -3.84-5/%
July 10-13 3,150 3.87-1/2 -3.88-1/k4
July 16 4,165 3.82-1/2
July 17 3.650 3.76-3/u
July 20-21 3,75 3.72 -3.74-15/16
July 22-Avg.2 12,306 3.73-3/16 -3.75-1/8
Aug.28-Sept.7 3,250 3.72-1/2 -3.73-5/8
Sept. 13-14 13,100 3.56-5/8 -3.72-1/2
Sept. 15-16 12,600 3.37-3/11 -3.37-5/8
Sept. 21 14,500 3.41-1/8 -3.42-1/8
Sept. 2k-29 10,200 3.W2 -3.42-1/4
Oct. 1 22,870 3.43-1/k

On July 13 6he Netherlands Bank imstructed the Federal Reserve Bank of Eev
York to sell 1,225,000 guilders in Newv York for its account under the Pripertite
Agreement at 55.07 and tvo smaller orders at 55.22 and 55.30 followed. It did
not, howvever, decome a steady operator in the New York market through the Stab-
{iiz-tion Fund. On Septemder 24, 1937, 1,935,000 guilders were sold at 55.30,
st which rate the guilder was at the gold axport poiat from Hew York® and the

Stabilisation Fund carried out small sales at this rate between October 1
1 eprancs Bought and 80ld for the a/c of the Bank of France” file. .
2 heck.

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



and Novemder 3, 1937. It did mot remev its dealings in guilders ia Newv York
until Narch 1939.1

The Bational Bank of Belgium, however, continned $o be a sudstantisl seller
of geld to support the delga. On Jume 30, July 7 and July 13 the arrangesent
of the preceding April for the purchase of up to $10 millions in gold in Belgium
by the Fund was renewed. In making the last remewal, however, the Pederal
Reserve Bank of Nev York iamcluded iz its cadle the followiag odservation:

"Bearing in mind that conditions in the gold market mov seem
again to have decome practically mormal it would de of help to us
to have you explain why ia your opinion it would mot again de suf-
ficient for you for the Secrstary of the Treasury to duy through
FPederal Reserve Bank of Nev York as fiscal agent of the United
States import fime gold bars at $35 per fine troy ounce less the
usual Nint charges and less 1/4% for handling charges as announced
by him oa Jamuary 31, 1934 ¢2

In the folloving detailed letter to the Federal Reserve Bank of New York the
NEational Bank of Belgium on July 31 explained the situation and indicated that

the active fears prevailing during the ®gold scare” of June had mot completely

died down in EBurope:

As you are avare, as a result of the adsteantion of the danks which
customarily provide our market with dollars by means of gold sales to
the American Treasury wvhen the rate reaches the gold-export point, wve
have recently been lsd ourselves to supply to the market the dollars
necessary ia such an event.

It 1s for this reason that we have requested you to agree that
we deliver to you gold earmarked in our vaults, in return for imme-
diste and final placing to our credit of the equivalent at the price
of $35 per ounce of fine metal, less the customary expense of minting
and 1/4% per cemt for handling charges.

By your cabdle of the 13th instant, you have informed us that it
seemed to you that the conditions of the market had bdecome mormal and
that these special arrangements wers no longer, herefore, mecessary.

Unfortunately, that 1s not yet the case. The ardbitrageurs of our
market still decline to ship gold to Newv York when the rate would per-
mit it. It is for that reason that today the rate for the dollar has *

1 *Purchass and Sale of Guilders for a/c Bank of Netherlands® file.
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sdvanced to 5.9435 belgas, although it is possidle to sscure dollars
against gold bdegiamning from 5.94.

- Under these conditions, we believe that you will agree, if the
same thing should occur again, to renew the arrangements which you have
made with us recently. This practice seems %0 us entirely in conforms-
anod with the spirit of the tripartite agreement, the essential aim
of which is $to facilitate all that can be done in order to assure the
stadbility of the exchanges. It is clear that this result can only de
attained if the interested central institutions are exempt from the
formalities imposed upon private enterprises.

We shall de happy to learn your opinionm on this sudbject. Ve do
not doudbt that it corresponds entirely with ours.

It goes without saying that wvhen the market wvill resume its normal
activity, ve will leave to it the rupofnibinty for carrying out ar-
bitrage in accordance with its needs.”

As a result of these negotiations a further $29,479,000 in gold was bought
by the Fund i{n Brussels between July 16 and August 3 and imported for sale %o
the General Treasurer.

In the meanwhile sterling was very strong, rising to over 4.98 in August
and never falling below 4.95. The Fund was an intermittent seller of sterling

at these rates and released gold from its earmarked account at the Bank of

England as follows:

July 9-16 $10,585,000
August 30 1,836,000
Septemder 17 2,047,000 B
oﬂ“hr 1l zosmlm -

In addition, one special sterling transaction was carried out. On August 12
the Tund purchased £300,000 from the Bank of England and sold it to the Central
Bank of Chisa.’ This transaction was passed through the No. 2 Account but the
others were handled in accordance with the routine of the Pripertite Agreement.
Only one small purchase of sterling for conversion imto gold in the bullion

merket was made during this period (£45,000 on September 9). The Fund, however,

Y "Transactions--Buying and Selling Gold and Silver--Gold--Belgium--National®
Baak of Belgium® file.

2 "Purchases and Sales of Gold--G.R.A." file.

3 *Tramsactions--Buying and Selling Foreign Exchange--Sterling--Authorisations”
file. I have not been adle to find the reason for this transaction in the
files.

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



el
Ly

continued %0 accumulate gold in its Account A at the Bank of England at 34.77
per eunce purchasing im all $64 millions at this price, of which adout $wo-
thirds was bYought in Septembder.

The Fund continued as defore to sell gold to the General Treasurer as it
vas accumulated adroad and gradually imported, dut also dought gold from him
for sale to the Bank of Guu.l

The gold transactions of the Fund during this period of relatively routine

operations (July l1-Octobder 4, 1937) may be summarised as follows:

Bought:
Benk of England (net) $36, 750,000
Account A (Bought) ‘g.OO0.000
Less Account B (8old) 17,250,000
In London market 230,000
From National Bank of Belgium ' , 479,000
446,429,000
Sold:
Bank of France $ 2,462,000
Netherlands Bank 2,273,000
Central Bank of China 30,099,000
General Treasurer (net) 2k,347,000
Sold tga.;%ooo
Less Bought +999,000 g
59,181,000
Increase in gold calculated from Specific Authorizations $ 7.248,000
Increase in gold as showvn in weekly balance sheets $ 7.022,000

In spite of the sales made to the General Treasurer the Fund at the end
of October was almost entirely a gold fund and its dollar bdalances had been
reduced $o just over $7,000,000. The principal items of the balance sheet

of Octoder 4 were in round figures as follows:

T 8ee peges ( -.- . The $30 million in gold sold to the Bank of Chima was
takea fror the Inactive Gold Account, Letter of Mr. Bell to the Treasurer of
the United States July 19, 1937. "Inactive Gold" file.
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Gold
Adroad :
Bank of Bnglamd $119,465,000
Account A $52,555,000
Account B 66,910,000
Bank of France 91,000
In Safekeeping 55 !93‘0“
At Assay Office 82,778,000
At Tederal Reserve Baak 13,156,000
$175,%90,000
Gove nt securities $ 25,110,000
Doelon 2, $ 7.166,000

~
V. The Pund durimg the Dollar Scare: Octoder-Deceambder 1937.

From December 1936 to Septemder 1937 the Ipactive 8old Account of the
Treasury had absorbed $1,401,000,000 ia gold. The development of a sharp
business depression in the United States, however, led to a release of
$300,000,000 from this account in Septembder, ia accordance with the follow-
ing instructions sent $o the Treasurer of the United States by Mr. 1011:1

In order to carry out the imformal arrangements bDetween the

Yederal Reserve Board and the Secretary of the Treasury you are

authorised to transfer $300,000,000 from the inactive gold in the

gensral fuad of the Treasury to the workiang dalance and then take
immediate stepg to deposit gold certificates in this amount to the
oredit of the jgold Qertificate Pund, Board of Governors, The Pederal

Reserve System, for credit to your general account with the Federal

Reserve Bank of Nev York, all effective as of today." 1

At this time rumors began to circulate that there would de a further
devaluation of the dollar. Partl-- oa this account and partly on accouant of
the internal developments in the United States the dollar wvas veak during the
last quarter of the year and there was a cspital transfer of adout $500,000,000

from the United States. In November America began to export gold on dalaace.
1 *Inactive Gold" file.
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The dovnward trend in the fraac was temporarily checked, sterling was strong
ia lu’tork and a high "preaium® over Nev York shippiag parity -pﬁurod ia the
Lendon gold price, sometimes being high emough to move gold from Nev York if
private gold arbditrage for export had been permitted. This situation later
cams to de knowa as the "dollar scare”.

Under these circumstances the Stadilisation Fund's assets undervent a
S R

complete transformation.(Chart $4%,366,000 of the Fund's gold was now

held as collateral for the Chinese yuan purchased by the Fund under the repur-,
chase agreement vith the Central Benk of &hn.zuld vas consequently mot avail-
able unless this agreeament were terminated. The remaining gold freely at the
disposal of the Fund was reduced to $30,004,000 and 1its dollar assets vere
increased to ‘129.‘&51.000.17 e 2.4 #{ e 3/'«/\.

At the bdeginning of Octoder when the mev market situation had &eveloped
the Stabdilisation Fund degan to sell ia London the gold which it had under ear-
mark at the Bank of England. On Octoder 2 the Pedsral Reserve Bank of Newv York
wvas instructed to sell for the Fund from its Account A at the Bank of England
up to 300,000 ounces of gold at }l&.79} per ounce on or befors Octoder G and
on Octoder 4 this limit was raised to 600,000 ounces. On Octoder 8 further
instructions were issued for sale of 600,000 ounces at the same price detween
October 11 and 16 and on Octoder 12 this limit was also raised by a further
600,000 ounces. Under these imstructions all the gold held under earmark in
Account A at the Bank of Englend was disposed of.h and the gold degan to be

Sakea from Account B. The iastructions $o sell gold in London at 34.79 were

1 The weekly balance sheets for Octoder ll-November 13, 1937 which would show
$he detail of the changes are missing from the files.

2 Beo pages @ -
There is nothing in the file to imdicate hov this price was arrived at.
There is no definite statement in the files confirming this dut it can de

inferred from the dalance sheets.
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repeated vith varying limits until Novembder 8 when the Federal Reserve Bank vas
tastructed to sell 103,621 ounces at 35.09.1 On Noveader 22 the only gold re-
mainiag uader earmark at the Bank of England vas $3,433,000 in Account B. Two
small sales vere made to the Bank ia the usual way om October 6 and Novemder 3
amounting in all to $1,525,000 i order $o provide sterling sold W the Fund

at 4.95-7/16 and 3.96-15/16.2 and on November § the Fund sold $%,957,000 in gold
to the Bank of England én a dollar dasis ($35 less 1/4) which it took from its
own holdings in Nev York.}

In addition, from Octoder 11 to December 6 the Fund sold gold almost daily
to the Bank of Framce on a dollar dasis making delivery in Nev York in an amount
aggregating $60,550,000. It alsc disposed at this time of the 82 kilos which
it held in ite Account B at the Bank of France. In spite of this large draft
on the dollar resources of the Bank of France the franc remained virtually

3 .37 S

stationary at adout .033-1/2 and the Bank of France confined its operatioms in
the New York market to small operations on doth sides of the urkot.h In addi-
tion, both the Netherlands Bank and the Swiss National Benk dought heavily from
the Fuad. After confinimg itself to small purchases sarly in Octodber amd early
ia November the Netherlands Bank bought 1,425,008 ounces ($49,875,000) on
December 2 while the Swiss Bank dought $27,978,000 in gold on Novembder 6 and 9
and $79,800,000 on December 20. All these purchases vers carried out at the

freasury's selling price of $35 less 1/4. In order to provide the Fund with

1 There is nothing in the files to indicate the reason for this change in price.
An inference might be drawn that this gold wvas sold ia the market and not to
the Bank of Bagland dut this should de confirmed.

2 "Pransactions--Buying and Selling Poreiga Exchange--Sterling--Authorisations.®
3 Oa November 10 a further $15,000,000 was purchased by the Fund from the Imactive
Geld Account of the Treasury. There is nothing, hovever, in the files to imdi-
eate that these two transactions vwere directly conmected though this imference

was drave by the press.
% *Prench France Bought for the a/c of the Bank of France® file.
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sufficient gold to provide this sudstantial support for the dollar and to meet
the m'cm demands of the foreign central banks, mev arrangeaents vere made
by the Treasury uader which the Fund took over incoming gold from the Gemeral

TR e Pt of by Gt T U8 GEmet Teo

The Federal Reserve Bank of Nev York wvas instructed to purchase for the
account of the Stadilization Fund gold in an gmount not to exceed the wvalue of
imported gold received at the Assay Office in New York bdeginning Octoder 21,
1937 at the flat rate of $35 per ounce. At this time gold was still flowing
freely into this couatry from Japan and oa Octoder 22 arrangements were made
for the Tederal Reserve Bank of New York to receive telegraphic advice of gold
received from Japaz at the San FPrancisco Nint and to purchase it Yy payment of
$35 per ounce at the Assay Office im New York. On November 4 these instructions

were comdined in the following letter from Mr. Bell to the Treasurer of the

United States:}

"The Federal Reserve Bank of Nev York, as fiscal agent of the
United States, has been aunthorised to purchase from the Assay Office
at Nevw York, for account of the Exchange Stabilisation Fuad gold at
$35 an ounce in amounts approximating bdut mot exceeding the value of
all gold received at all of the United States Nints and Assay Offices
beginning with the receipts reported in the statements from the Kints
and Assay Offices cleared November 4, 1937. These purchases by the
Tederal Reserve Bank of Nev York will bde made daily in the approximate
equivalent gmounts of the total receipts in the Treasurer's account
reported in the United States Nint and Assay Office transcripts and
telegrams cleared sach day in your office.

Upon receipt of mall or telegraphic reports you are requested
to @dvise Mr. Lochhead daily of the smounts of gold purchased dy all
of the Mints and Assay Offices, and he will give instructions to the
Yederal Reserve Benk of Newv York relative to purchases from the Assay
Office, Nevw York, for account of the Exchange Stadiliszation Fund.

1 egraasactions--Buying and Selling Gold end Silver--Gold--General® file.
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The Secretary desires that the purchases by Niamts and Assay
Offices and the sales by the Assay Office, Nev York, mot de reflscted
ia the daily Treasury statements except simultaneocusly as wvash trans-
actioas.

The Federal Reserve Bank of Nev York will make payment for the
. gold purchased from the Assay Office, New York, by charging the Secretary's
Special Account with the amount and creditiag your general account with
that bank. The usual payment to the Treasury by ths Federal Reserve Bank
of New York through the Gold Certificate Fuad of the Board of Governors
of the Federal Reserve System for the equivalent of the gold purchased
is not required in these transactions."

Daily purchases made by the Jund from the General Treasurer in this vay
amounted in the last guarter of 1937 to adout $170,000,000, but this vas far
from enough to offset its heavy foreign sales. At the end of the “"dollar scare®,
therefore, the Stadilisation Fund wvas predomimantly a dollar fund.

The gold transdactions carried out during this period may be summarised as

follows:
Bought:
General Treasurer $185,669,000
Sold:
Bank of England $115,477,000
from Account A at 34.79 per os. $52,000,000
from Nev York stock 4,987,000
from Account B at 140sf per os. ) 2,524,000
from Account B at 34.79 per os. 55,966,000
Benk of Prance 60,550,000
Netherlands Bank 51,2L4,000
(18

1
Swiss National Bank 107 7% ,000
,049,000
Decrease in Gold Stock calculated from Specific Authorizations $149,380,000

Decrease im 0old Stock as shown in Weekly Balance Sheets ‘l‘#5.l¢9.0_m1

1 ¥igthout the balance sheets for this period, missing from the files, it has
been impossidle to estimate closely the transactions in Accounts A and B at
the Bank of Bngland and a discrepancy of some $4,000,000 in the changes in
the gold stock has not been reconciled.
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VI. Desterilisation, Pirst %cum and Unstadle Bxchanges: January-

August 1938.

The release of $300,000,000 in gold from the Inactive Account on Septem-
ber 13, 1937 was only the first step in the adbandonment of the gold sterilisza-
tion policy. The second was taken on Pebruary 1lU when the Secretary announced
that gold acquired in the Mints and Assay Offices after January 1, 1938 would
be included in the Inactive Gold Account only to the exteat that such acquisi-
tions in any ons quarter exceedad$100,000,000. Im order to meke this poliey
retroactive as from January 1 certain adjustments had to be made in the Inactive
Gold account, some of which affected the Stadilisation Fund. Under the new
policy governing the Inactive Gold Account purchases from the General Treasurer
by the Stadilisation Fuad to replace gold released for export were taken froa
the Iuctvin Account dut mev imported gold purchased by the Genmeral Treasurer
and bdought from him by the Stabiliszatien Fumd under the imstructions of
November U, 1937 was no longer passed through the Imactive Account as \?;0 wa.L
m Betvesn Deceambder 31, 1937 and February 1k, 1938 when the mew policy
went into effect the Stabilisation Fund had made purchases from the General
Treasursr of both types. It had dought or Jamuary 2, 1938 from the Inactive
Account $%,999,999 in gold to replace gold released for export and had pur-
chased under the gemeral instructions of Bovember 4, $27.010,000 in gold. In
addition the Fund had acquired "from other sources" (chiefly purchases from
Nexico und from the Bank of Pramnce) $54,450,000 and had sold to the Government
of Mexico $9,093,000 im gold uamder the mev repurchase agreement. These trans-
actions increased its gold holdings from $30,004,000 on December 31, 1937 to

about $88,L400,000 on Pedruary 14, 1938. On Fedruary 15 the Fund sold to the

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



201

CHART V

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



202

Gexeral Treasurer all the gold which it had purchased since Decemder 31, 1937
exoept the $4,999,999 dought from the Inactive Account to replace gold sold
for export on Janmry 2. This resulted in a net sale $o0 the Treasurer on
Fedruary 14 of adout $31,000,000. On February 15, however, the Fuand dought
$9,093,000 in gold from the Inactiwe Account to replace its sales to the
Nexican Government and also s01d a further $1,125.000 in gld to the Treasurer.
As a result of all these adjustments the Fund disposed of Just over $22,000,000
on balance to the Treasury ssd drought-1¥3 ol boldtnge uwp-—te-just over
$57,0007000 (Chart S ).

After this adjustaent was completed, tegether with other adjustments for
small items chiefly iam the free gold account of the Treasurer, the Treasury wvas
able to determine the exact amount of gold availadle for deposit wth the
Poderal Reserve Jank of New York ia erder to nev policy as of
Jamuary 1. The gold deposited was the gold which had deen sterilised by the
Gensral Treasurer or purchased by the Btadilization Fund since the degianing
of the year. This sum was $46,067,079 aad on Fedruary 15 Nr. Bell seat a let-
ter of imstructions to the Treasurer puttiag the nev policy iamto effect. The
terms of this letter were as fcumzl

Se0%you are authorised and directed %o so deposit today vwith the

Federal Reserve Bank of Nev York for eredit $o your account, the

sum of $46,000,000 ia gold certificates azd eoatinue to depesit

with that bank heresafter until further motice or uatil the aggre-

gate of $100,000,000 is reached within esch quarter, gold certi-

ficates equivalent to the daily accretions of gold ia yeur account

in multiples of $500,000, en the dasis of daily Treasury statements.®

Except for the Sransactions vith Nexico and Fraace noted adove the Stabi-

lisation Fusd was imactive in the foreign exchanges during the period when the
1 e adove details are taken from this letter of imstructions (Tmactive Gold")
and from the dalance sheet and specific authorisations of the Fund.

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



2C3

desterilisation policy was deiag plamned and put iate effest. No sterliag
Sraasactions, for example, had des2 carried out since Novemder 3. The Faad had
ooatinued, Mwever, to axscute orders for the purchase and sale of framss for
$he Baak of France detween Decembder 31, 1937 aad Fedrwary 15, 1938, which were

as fellows:
(000 omisted)
s Bought Range sold Range
Bete Ceats per framc Cents per frame
Jan. 10 %,500 3.39-3/16
Jan. 14-17 v 9.370 3.33-5/8 -3.371-1/2
Jan. 20-Feb.8 §9,650 3.39-1/8 -3.22-3/%
Peb. 10-11 £,950 3.28-3/% =3.31-5/8
Peb. 15 5,300  3.29-1/16

The declining tread ia the fraac iadicated by these figures was the
degianing of a major readjustmsnt in the Fremch curreacy vhich saded with the
sstadlishment of the Daladiar franc ia Moy, Sterliag, however, remained stromg
throughout the momth of Fedruary and the Stadilisetion Fuad mads oaly ome ster-
liag transactioa duriag the month, a sale of £455,000 ea Fedruary 1% at 5.02-1/2
vhich was obigined in the usual way by the relsase of geld frem its Accownt 3.
This redwsed is sarmarksd geld ia that gccommt to $1,276,000. It alse eeld
$20,550,000 im geld $o the Swiss Haticmal Benk from Fedkruary 17 So 20, and
$9,975,000 $o the Sveriges Riksdank detweea Fedruary 21 and Nared 9.

In Nareh more astive support of the foreiga axchgages was required 2y the
outireak of the first Csech erisis. Sterliag fell to %.96 on Narch 15 sad the
Beak of Emgland cabled $o0 the Federal Rsserve Baak of Bev York askiag it o re-
aov its offor of Novemder 1935 to purchase wp t¢ J00,000 owmoces of gold from it
at $3h.nyora-u.1 mmmmmctcx.hoo.mmumu
but redused it to 700,000 cumces on Narch 26, where it remainsd watil the outdreak
1 "Buyiag and Selling Seld® file.
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of the Munich erisis.’ Adews $26,000,000 ia gold was bowghd defore March 21
wmder $his guthority and was sarmaried ia sccownt A at the Benk of England and
in addition the Fund dowght sterling heavily ia Nev York fer ecaversion iato
o014 in the Londca market. £1,179,500 were purchased om Narch 16 st %.96-5/¢
sad £812,000 on Narch 18 at 4.95-1/2 and small amowats oa Nareh 21 aad 25.
¥ith the aid of this substantial support sterliag recovered and the Fund ws
able to dispose of £561,000 at %.96-1/6 em Narch 19. The geld acquired as a
sesult of these transactioms s immediastely axperted $¢ She United States ax-
espt for small balances of adowt $2,500,000 whieh were left im both Acoowats A
and B at the lenk of BEngland. After $his the Pund retired from the sterliag
market watil April 11 when it made the first of a mev series of sales (£130,000
at §.97-7/16)

From Bsbruary 1N to the sad of Narch the franc trsasactions of $he Bank of
Franee ia Nev Tork sarried out through the Fund were predominaztly ia swppert
of francs. For the whole period purchases were $6,800,000 franes and sales
ealy 8,150,000, yot the rate deslined steadily from 3.29-1/16¢ te 3.02-1/2¢ per
franc. The Bank of France alse sarrisd out many small geld Sranssctions with
the Fuad as a result of which it was a aet hwyur for the first guarter of 1338
of juat over $3,000,000 im gold.

The fereign gold tramsastions of the Pund at $his $ime included also the
repurchass of most of the £old sold %0 the Nexican Governmeat, and g small
purchase from the Cemtral Beak of Chile. The Fwad shewed om balance little
shange ia its gold sccomnt from its MM&&&MMun&m
baaks. It contimmed, however, under the instirwsticms of Bovesder ¥, 1937,0 %o

purchase from
1 "Baxk of England—Gold letter” file.

2 "Purchase of Sterliag for Camversiea inte Seld® file.
3 These instrustions nnmanMllSﬁ-hmlnm

was abandoned (see Page’ ).
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the General Treasurer the equivalent of gold imported iato the United States
and Wt by the United States Nints and desay Offices. These purchases were
quite sudstantial and though a fev small sales vere made $t0 the General Treas-
urer in Narch W% het purchase of $25,000,000 resulted by March 31. The pur-
chase of that day vas the last from the General Treasurer made by the Fund
until the outdreak of the world war. As a result its goldﬁoldim rose %o a
temporary peak of $£5,126,000 on April 21 (Ghrt\, ). All dut $5,000,000 of
these holdings was held in safekeeping in the United States.

As of April 14 the gold sterilisation policy of the vn'g.a States was abdan-
doned. The balance of the Inmactive Account of $1,182,974 :u the free gold in the
vorking fund of the Treasury ($208,933,000) were then deposited im the Gold
Certificate Fund of the Federal Reserve Board. Imcident to this transfer the
instructions of November 4 conceraing the purchase of imported gold by the
Stadbilisation Pund vere cancelled and further gold transactions were carried out
vith the General Treasurer under anthority of the Secretary's letter of November
6. 1936."

From the time wvhen the gold sterilisatioa policy was adandoned umtil the
first of Angust the transactioas of the Fuad vere exclusively with the Bank of
England and the Bank of France. Duriag April doth sterling and francs continued
to be firm and from April 12 to 27 the Fund sold 28,750,000 francs and dought
oaly 5,100,000 francs for the .cgom of the Bank of Prance at rates vhich ruled

gonerally adbove .$311-1/2." Thersafter the rate broke and by Nay 5, in spite

of further support im New York, fell to the level of .$2J9. Ia the interval
1 Check. These details have deen taken from the letter of imstructions sent .
Yy Nr. Bell to the Treasurer of the United States oa April 18, 1938. “"Inactive

Gold" file.
2 "French Francs Bought and Sold for the a/c of the Bank of France® file.
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the Fund had dought 37,000,000 francs and seld ealy 3,500,000 for account of
the Bank of France. VYhen the franc had reached this level in Nev York it vas

v
pegged to the £ otorlucl and shared thereafter the fluctuations of sterling

in Nev York. Consequently it showed in Jnury7a declining trend. %The opera-

—sag

Lm carried out by the Fuad for the Jank of Fraace in Nev York from May 5

to August 1 were as follows: /?Jj'
_—

(000 omitted)

Date Bought Range Sold Range
(cents) (cents)

Nay 7-20 95,895 2.79-1/2 - 2.80-1/8

May 21-June 15 18,000 2.76-1/8 - 2.78-15/16

June 21-30 23,585 2.78 -2.78-15/16

July 8-13 31,800 2.75-3/16 - 2.76-15/16

July 1k-

Aug. 1 59,500 2.75-15/16-2.76-15/16

In spite of the weakness and readjustment of the franec in Nev York the
Bank of France continued to be a steady buyer of gold from the Stadiliszsation
Tund from April 14 to May 23 -lr:‘:ﬂor tvo small purchases at the end of May
it became a frequent seller da® in small amounts from June 23 to July 7.

During this period the Fund scld $45,000,000 in gold to the Benk of France
of vhich the greater part was s0ld at the time of the readjustment of May 5.

¥ith the exception of a single purchage in Newv York of &,000,000 from the
Sveriges Riksdank on Nay 21'_030 gold tm;;ﬁ;on of the Fund with the Bank
of England were on a small scale in the second guarter of 1938. MNoderate sales
of sterling at rates from §.97-7/16 te 5.01 ia April and again in June at about
k.97 wvere the only Sransactioas carried eut. Ia order te provide the sterling
for these sales gold was released frem Accouat A as all gold in Account B had

deen imported. (Ou June 14 another $5,000,000 of gold wes dought in London but
1 Gheck C
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This wvas the last purchass by the Stadbilisation

ﬂ————’_\wv
Fuad from the Bank of Eagland at the sterlimg-gold price quoted to it daily

—————————

under the terms of the Tripartite Agreement uamtil the ocutdreak of the war.

the Fund reentered the sterlinmg markst in August it dought sterlinmg in New York

for comversion into gold im the dullion market and wvhen it resumed its direct
_‘_\/_\__—_’/,

purchases fromz the Baak of land ia Octoder it dought from the gold earmarked

for the Bank of England at the Federal Reserve Bank of Nev York om a dollar

dasis.

a small amount was purchased iam July.

Purchases at $34.77 from the Bank of England, however, continued and

The gold transactions of the Pund from January 1 to Aogust 1, 1938 may

be summed up as follows:

Bought:
Bank of Eagland
Account A
Account B $6,883,000
Less S0l 5,667,000
In London market
Bank of Chile

General Treasurer (met)

8o0ld:

Benk of France (mst)
Banque Suisse
Sveriges Riksbdank
Bank of Nexico (met)

Increase im Gold Stock calculated from Specific Authorisatons

Increase in Gold Stock calculated from veekly balance sheets

https://fraser.stlouisfed.org
Federal Reserve Bank of St. Louis

$29,260,000
1,216,000

$30,476,000

10,530,000
175,000
1,066,000

m'no'm
4 (71 OqL'uUl)
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VII. Decline ia Sterling and the Runich Orisis: August-Novemder 1938.

The readjustaent in the franc on May 5, 1938 ended the period of the
k«

®*Bonnet" or "floating” franc and began that of the so-called "Daladier® franc

—

—_—

which vas pegged to sterling at adbout 179 francs per pound. 7The sudsequent

\__§w,,
decline in france vas therefore a reflection of a decline in sterling amd dol-

lars vhich bdegan at the end of May and contimued until a aev point of resistance
of about ¥.70 wvas reached at the end of 1938. After a slight readjustment the
guilder, delga and the Swiss franc were maintained stadle in dollars. The sys-
tem of exchange rates existing among the countries memders of the Tripartite
Agreenent was at this timemot a system of stadle exchange rates dut ome in
which the French franc and the pound sterling moved together in the terms of
the remainiag four currencies.

By Acgust the growing temsion in Burope had caused a sudbstantial capital
movement to the United Sgates and the Fund decame active ia support of sterling.
Trom August 2 to 30 it dought in New York £974,000 at rates declining from
§.90-1/8 to 4.86-1/16 for conversion imto gold in the dullien urbt.l and at
the same time it dought gold heavily froa the Bank of Ragland. Vith the ap-
proach of the Nuanich crisis the pressure ez sterling bdecame intense and by
September 20 the Fund had dought a further £7,567,000 ia Nev York at rates
vhich were still declining to 4.73-3/8. Of shis, £%,250,000 wvas dought at the
height of the crisis on September 9 and 13. Purchases from the Bank of England
uader itsstanding offer at $35.77 were also increased and the limit of this
offer was ratesd uatil it reached ¥,200,000 ounces good from Septembder 12 to 17.

From September 15, moreover, $he price was gradually reduced until it reached

1 Throughout these sections the purchases of sterling in New York for conversion
into gold have been assumed $0 be for comversion in the London market and not
by the Bank of England. If this is mot eorrect the appropriate changes in
text must be made throughout.
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" $34.60 on September 28 in order to take accouzt of higher war risk imsurance
rates. It was ot again stabilized until December 5 when it vas set at $34.7625.1
/ L)y Septembder 26 the total purchases since the deginning of August under these
authorisations had reached $237,000,000, the gold equivalent of which was
Placed under sarmark in Account A. ]
The Fund was also a heavy buyer of gold froam other central danks during

/—\
Ssptember, Betwsen August 12 and Septembder 26, $7,%60,000 ia gold was bought

from the Bank of France, from September 9 to 28, $33,306,000 was dought fros
the Netherlands Bank® and on Septeaber 27, $5,628,000 vas bought from the Swiss
Bank. In October, however, purchases of gold from the Bank of FPrance became
very small, mo gold was s0ld to the Swiss Bank and the Netherlands Bank sold
$16,188,000 in gold to the Fund. In addition the Sveriges Rikedank sold
$9.030,000 in gold to the Pund onm Octoder 4. In comtrast, heavy purchases of
sterling for conversion imto gold continued at rates within the range of 4.73
to 4.80, gold continued to de bdought in London from the Benk of England under
the Fund's standing offer, and the Fund purchased $172,375,000 in gold in Few
York from the Benk of England which released the gold from its earmark at the
Tederal Reserve Bank of Nev York. These purchases were resumed in Novemder
and a further $42,284,000 {n gold wvas dought in this way from November 1U to 21.
In September the Fund began to execute orders for purchase and sale of
sterling ia New York for the accouant of the Bank of England under the terms of
the Tripertite Agreement. A purchase of £65,000 at 4.79-1/2 on Septembder 17

and a sale of £ ,473,500 at k.77-1/8 on Septemder 29 were the only transactions

1 "3gnk of England--Weekly Gold Letter* file. '

2 0n Septemisr 5, 1938 the Treasury asked the FPederal Reserve Bank of New York
to advise the Netherlands Bank that it would bde in order for them to earmark
14 against dollars which they might have to sell to support the guilder.
gs limit was $25,000,000 and the gold was to be held pending shipment to the

United States. These arrangements were for the account of the Fund.
*Purchases and Sales of Gold. G.R.A." file.
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carried out at this time and it wvas not until January 1939 that the Bank of

England bdegan to support the £ sterling actively in the New York markst by

releasing its gold from earmark at the Federal Reserve Bank of Newv York and

W\M
instructing the ¥ ¢ Bank of New York to purchase sterling. The

Bank of France, however, actively supported the franc in New York throngho;t

August and Septeambder, duying through the Fund a total 1,000,000 francs
TT——

detveen August § and Septemder 28. It bdegan to make a fev small sales on
\___—___,’M'

Septeader U4 and dy the end of Novemdber had repurchased about 100 million francs.

These transactions were carried out on a deglinin- market and the franc reached
a general level of about .8263 to &.63 at the ead of Novemdber when another
temporary stabilisation was accomplished.

The large gold acquisitions of the Fund adroad far exceeded its capacity
to hold gold and on Septembder 1 it degan to sell gold to the huonr;:lco BOT®
in large amounts. Its purchases, however, not only exceeded the total of its
own assets dut also the ocspacity of the shipping companies and of the imsurance
companies. A series of special arraagements had therefore to de made to faci-
litate the impart of this gold to the United States. Comtrary to its usual
practice, the Jund bdegan to use foreign ships and to insure a part of the gold
under the Government's self-imsurance facilities.’ By the end of Septembder
the instructions issusd to the Federal Reserve Bank of Nev York to import gold
began to include regularly the statement that the Treasury uaderstood that the
Pederal Reserve Bank could get insurance against marine risk oaly for a portion
of the valus of the shipment at the rates specified by the Government and that

it Could not get insurance against risks of war, strike, riot or civil commotions.
p “Fransactions--Buying and Selling Foreiga Exchange--Sterling--Authorisations”

2 Memorandum of Nr. Lochhead to Mr. Oliphant Septemder 7, 1938. Nr. Dietrich's
%"Gold, 1938-1939" file.
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As a consequence the Federal Reserve Bank was iastructed to record the shipment
under ‘ho regulations of the Oovernment Losses in Shipment Act for the smount
2ot privately iasured. 1In addition the Treasury in Septemder made four ship-
ments of gold released from the Bank of England's Account A to the United States
by United States Naval nuolc.l These arrangements still vere mot sufficient
to solve the prodblem and on Septeader & the Federal Reserve Bank of New York
vas instructed to sell to the General Fund of the Treasury at the flat rate of
$35 per ounce gold which was originally purchased abrosd for the Stadilization
Fund and vhich wvas subject to the order of the Federal Reserve Bank at the time
specific authorisations for such sale were given by the Treasury. Such gold was
to bde held by the Federal Reserve Dank of New York in a special custody account
for the Treasurer of the United Statu.z Pinally, provision vas mede for hold-
ing some of the gold transferred to the Treasurer by the Fund in the United
States in a special custody account for the Treasurer of the United States.
Under these arrangsments the Stadilisation Fund wvas adle to hold temporarily
more than the total of its active assets in the form of gold. For example, on

Septembder 25 its gold holdings were as follows:

Adroad:
Bank of England $165,528,000
Accouht A $115,636,000
Account B 49,892,000
In Transit 33,451,000
At the FTederal Reserve Bank of New York 3,158,00C
At the Assay Office 89,423,000
Total $291,560,000

Against this it had a 1iability item of $155,000,000 for gold bheld in custody

for the Treasurer of the United States, reducing its owvn gld assets to

1 Wr. Dietrich's "Gold: 1938-1939° file.

2 Letter of Nr. Taylor to the Treasurer of the U. 8. in "Purchases and Sales of
Gold, G.R.A." file. This procedure solved the prodlem of allocating to the

Jund the costs of hporthnc d dought dy it and e0ld to the Treasurer. .
Memorandum of November 14, 153’ from Nr. O'Daniel to Mr. Bell in "Buying and

Selling Gold" file.
3 Letters of September 8, 1938 to the Federal Reserve Bank of New York and to
the Treasurer of the United States in Mr. Dietrich's “Gold 1938-1939* file.
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$146,560,000 which sppearsd on the balance sheet.

Lmor these various arrangements nearly $500,000,000 {a gold was sold
%y the Fund $0 the General Treasurer bdetween August 1 and Noveabder 21:} On
that date the Fund's sales %0 the Treasury resulted for the first time in a
substantial reduction in its gold holdings (Chart K).

The gold transactions of the Fund from Angust 1 to November 21, 1938 may

be summarised as follows:

Bought:
From Bank of England for Account A
at 34.77 to 34.60 per ounce $302,000,000
From gold earmarked by Bank of
England in New York 203,700,000

In the London bullion market dy con-
version of sterling purchased in

New York 89,717,000

Total bought ia England $595,417.000

Bank of Prance (met) 8,191,000

Netherlands Bank (net) 17,118,000

Swiss Bational Bank 5,628,000

Bank of Brasil 1,562,000
Total Gold Bought ‘627.916.000

8o0ld:

Bank of Guatemala $ 1,014,000

Central Bank of Argentina 5,948,000

Sveriges Riksdank 9,030,000

General Treasurer 646,000
Total Gold Sold QII.SQS!WO

Increase in gold stock calculated from specific authorisations $116,278,000

Actual increase in gold stock as shown by veekly balance sheets 81010.6‘;30.0_001

1 I have mot been able to find the source of $his discrepancy of about $11 mil-
lion. It is prodadly due to the rather crude method availadle to me for
estimating gold purchased under the standing offer of the Fund and earmarked
in Account A at the Bank of England.

Federal Reserve Bank of St. Louis



VIII. Transition to a New Sterling-Dollar Rate: Novemder 1938-January 1939.
On_ Fovemder 21, 1938 sterling fell for the first time delow 4.70. The
Fund comtinued to duy in New York at declirming rates until January 3, 1939
when it reached 4.62-11/16 and made a final purchase of £877,000 on January 9
at 4.67-3/16. This brought its purchases from Novemder 22 to January 9 to
£4,410,000 ($20,503,000) and the total amount of sterling bought in ¥Wew York
since August 2 to £21,366,000.1 In addition the Pund purchased $25,000,000

in gold from the Bank of England's earmark in the Feder e Bank of New

York on December 28. RExcept for the sale of £170,000 orn January 5 and 6 and

the release of the corresponding amount of gold from its Account B at the

Bank of England this completed the utmuﬂw the sterling
e

market for its own account. On January 7 the Fuad sold £120,000 in Few York

—_—
for the account of the Bank of Bngland at 4.68-1/4 and bdeginning January 11

~——

it dought sterling regularly for account of the Bank of Bagland under the

—

terms of the Tripartite Agreement. This coincided withk tho[po“lng of the

sterling rate at the . evel/which continued until the outbreak of the

Yorld ¥War. W¥hile the readjustment of sterling to its nev point of resistance

e

wvas in progress the Fund did mot buy amy gold from the Bank of England in London

under its standing offer, dut on Decemder 3 it dought $8,020,000 and on
January 3, 1939 $25,892,000 in gold from the Bank of France. The later pur-
chase was for delivery to the Assay Office and sale to the Gensral Treasurer
at $35 per ounce. These were the last pre-war sales of gold to the Stadiliza-
tion Fund dy the Bank of France, which, from Decemder 5, 1938 ozwvards, decame a

steady buyer of gold from the Fund in small gmounts and for lomg periods was
1 *Purchase of Sterling for Comversioa into Oold® file.
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almost a ‘;_d‘ly plrchuor.l By the time sterliag was pegged at the 4.68 level
the—Bunk—ufFrice had dought back mearly $8,000,000 of the gold sold to the
Fund in Decemder 1938 and January 1939. Duriag this period of resdjustment
the trading operations of the Bank of France in francs im New York through the
Stadilisation Fund were on both sides of the market and in moderate amounts.
44,150,000 fraacs were purchased and 22,955,000 were sold at rates ranging
from 0261-7/8 to .0263-7/8.2

Heavy sales of gold by the Fund to the General Treasurer greatly reduced
its gold holdings toward the end of Novembder (Chart }/) bt in combimation
wvith ainor transactions with other ceatral bdanks these vere just sufficieat to
keep the Fund's gold at a level of about $80,000,000 watil Januvary 16,1439,

The gold transactions of the Pund duriag the period Novemder 22, 1938 to

January 16, 1939 may de summarised as follows:

Bought:
Bank of Bngland $ul, 582,000
Account B (London) $24,079,000
Account B (New York) 20,503,000
Bank of Fraance 26,020,000
- Net Barmark $§ 128,000
Yor delivery to General Trsasurer 25,892,000
Banco de Coloadia 1,143,000
Banco de Chile 534,000
$72,279,000
Sold:
Gensral Treasurer $135,311,000
Prom safekeeping $109,419,000
Bank of France gold 25,892,000
Netherlands Bank 1,025,000
125,

Banco de Nexico 1,125,000
. 301,000

Decline in gold holdings calculated from specific authorisstioms $65,182,000

Actual decline shown by weekly balance sheets $68,977,000
1 "Purchases and Sales of Gold--G.R.A."° file
2 "Prench francs Bought and S0ld for a/c of the Bank of France® file.
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Pegging the Sterling-Dollar Rxchange Rate at 4.68: January-Angust 1939.

On January ¥, 1939 Mr. Lochhead of the Stabdilisation Pund prepared the

folloving memorandum for Under Secretary Hames indicating the attitudes of

the British and French authorities toward the dollar exchange at that moment.

with

described in a second memorandum from Mr. Lochhead to Nr. Hanes two days later:

“0Officials of both the British Treasury and the Bank of BEngland
continue pessimistic over the outlook for sterling. The predominats
factor is ths belief that there will de another war ssare ia Burope
in the mear future. They feel that any improvemeat in the political
outlook will cmuse a rise in sterling, as the dasis of the present
prodlem is primarily political. The British Fund is losing on an
average of froam 15 to 20 million dollars per day amd they have decided
on the following program in order to resist the pressure against ster-
ling:

(1) A complete emdargo on foreign lending;

(2) A complete emdargo on forward gold operations;

(a) A supervision of exchange transactions;

(4) BReplenishment of the British Equalisation Pund by a

transfer of gold from the Bank of Eagland sometime
this week.

Sterling, after a declime to 4.62-1/4 this morning, has strength-
oned somewhat to 4.63-1/2.

In contrast to the feeling prevailing in Rngland the Freach
Treasury and the Bank of Fraace are comparatively optimistic. They
have continued to regain gold, this gain averaging over $5,000,000
each day, and oving to the return of fuads to the French market, have
been adle to reduce the discount rate from 2-1/2% to 2. Fraacs are
quoted ia this market at adout 2.62-1/k.°

These contrary attitudes were reflected ia the transactions of the Fund

the Bank of England and the Bank of France.
The action taken by the British authorities to meet the situatioa is

"Testerday evening Butterwvorth called from London and advised
that he had beea requested by the British Treasury to coavey the fol-
lowing information to Secretary Nergeathau:

(1) At b o'clock this aftersoon they will sancumce a transfer
of gold from the Bank of Eagland to the Bqualisation Fund. They had
originally intended to transfer 60 million pounds, Wut have mov de-
cided to transfer all the gold acquired by the Bank of England since

" they went off the Jold Standard im 1931. They are takiag all the

€old in the issus department of the Bank of Englamd, with the exception

1

1 .

Dietrich's *Gold 1938-1939" file.

2 1via,
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of 126 million pounds which was iz British possession after they
went off the Gold Stanmdard in Septemder 1931. %This transfer will
amount to 200 milliom pounds at the old rate, or roughly 350 mil-
lion pounds at curreat gold levels ($1,700,000,000). The odject
of the transfer of such a large amount is to make it clear deyond
any doudt that the Exchange Fund will de iam possession of suffi-
cient resources to meet any call on {t.

(2) On Saturday it will be announced that the Treasury in-
tends to introduce legislation to amend the Currency and Baak
Note Act of 1928 vhen Parliament reconvenes. They will probabdly
revalue the gold in the Bank of England at that time from the old

"~ statutory gold rate to something mear the present market level,

but this will not mean that they have estadlished a fixed price
for gold.

As they believe there vill bde a great deal of comment and

speculation they have requested particularly that we make mc com-

ment on it on this side, as it might emdarrass thea to have various

interpretations placed oa their actioas defore Parliament meets.

Under these circumstances the Bank of England decame a regular duyer of
sterling in New York, acquiriag the dollars by release of gold from osmrk}
The only periods of any leagth before the outbreak of the war vhen it was not
in the market were from Jamuary 27 to March 15, from April 30 to May 15, and
from May 21 to June 1%, and from July 1 to July 26. In January sterling vas
dought at just over %.67 dut from Narch 16 onward the rate vas kept, with
only ome or two slight diversions, at 4.68-1/8. (m Pund contimued to supply '\,\
the British authorities with dollars by purchasiag gold in Londorn from the 1
Bank of England in accordance with their staanding offer and by duying gold in
Nev York from the Bank of England's earmarked holum.\ It was also a frequent
and large buyer from %he ceatral banks with the exception of the Bank of
Prance which continued to buy gold from the Fund uamtil July. On delance, how-
ever, the Jund accumulated gold on large scale adbroad from the middle of January
to the outbreak of the Yorld War and wvas a regular seller to the General

Treasurer. The relationship between its foreiga purchases and sales to the
1 This is not stated ia the files dut was the procedure under the Tripartite
Agreement. Confirm.
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Treasurer were reflected ia the subdstantial fluctuations in i%s gold holdings.
(Chart vI).

A. Accumulation of Gold from January 17 to April 3, 1939.

From January 11 to 26 the Pund purchased a.om.ooo":meom
of the Bank of Englaad at from 4.67 to 4.67-5/8 and made one purchase of
13,250,000 francs Vin Nev fork for the Bank of France. It also made one purchase
of $10,345,000 in gold from the earmarisd account of the Bank of England amd
continued to sell gold to the Bank of France. In Pedruary its support of the
foreign exchanges increased very subdstantially. It began on Jamuary 30 to pur-
chase gold from the FNetherlands Benk and continued to do so until the outbreak
of the war. By March 22 these purchases had amounted to the sudstantial sum
of $80,885,000, of which a part was bdought for sale to the Treasury. On Jan-
wary 30 it also purchased $20,026,000 in gold from the Swiss National Bank from
its earmark in Nev York which it kept in safekeeping, and in Narch it purchased
an additional $40,471,000 from them for sale to the Treasury. In February also
the Pund began to take gold from the Bank of Bngland iz London at 34.7625 per
ounce and by April 30 these purchases had amounted to adout $88,000,0001. It
also dought gold from the Bank's Nev York holding on a large scale and in Narch
these purchases coincided with renewed purchases of sterling in New York on be-
half of the Bank of England amounting $o £1,731,000.2 Between March 3 and
April 6 the Fund also dought bdelgas for comversion iamto gold im Brussels to the
total amount of 14,999,000 belgas at .1683, having the gold earmarked for its
account in the regular manner prescrided by the Tripartite Agreement, and then

imported. The Bank of France, however, contimued to take gold from the Pund,

increasing its purchases uatil it had bought from Jamuary 17 $o April 3 over

1 Estimated as indicated on page ~.L.note ° . $67,356,000 of the gold bdought
from the Bank of England's earmarked gold im Nev York was for sale to the
General Trsasurer.

2 "Transactions--Buying and Selling Foreign RBxchange--Sterlimg--Authorisations."”
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$93,318,000 in gold. At $his time the Fund's operations irn New York for the
Baxk of- France were restricted to the purchase of 28,250,000 francs from
Narch 17 to Narch 31.

In March 193~ the Fund wvas thus in the market either for its owa account
or that of other central bdanks under the Tripartite Agreement ina support of
sterling, Freanch francs and bdelgas. It endeavored to extend this imtervention
to Swiss .fmcl but in this case found that its support vas mot warmly wel-
comed. On March 30 Swiss francs were offered by Paris and Loadon in Nev York
wvith mo buyers and the Fund intervened under the Tripartite Agreement and
bought 250,000 Swiss francs at 22.32, advising the Sviss Natiomal Benk through
the Federal Reserve Bank of Nev York that it would request them to convert the
francs into gold for shipment at an early date. The Swiss National Bank, how-
ever, indicated that it had the situation well ia hand, that it could run the
rate up to 22.50 if it eo desired by imtervention in Zurich, thus "rapping the
speculators over the knuckles”, and intimated that they would rather mot have
the Federal Reserve Bank intervene without their instructions. The Swiss
Bank offered to purchase the francs from the Federal Reserve if this was pre-
ferred to comversion into gold and the francs were s0ld to them at the cost
price, 22.42. MNr. Knoke of the Federal Reserve Bank adviged the Swiss Bank
that he would in the future de guided by their wishes dut reserved the right
to intervene under the Tripartite if speculative, sudden, or umsxpected de-
velopments should render such action eo-polnng.l This was the only interven-

tion by the Stadiliszation Fund in the Swiss franc markst.

1 Memorandum of a telephone conversation between Mr. Knoke and Mr. Schnorf of
the Swiss Bational Bank, March 30, 1939. Mr. Dietrich's “Stadilisation" file.
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The exchange stadilisation operations of the Fund wvere now, except for

the purchase of gold from the Bank of England in London, the one series of

opesrations with the National Bank of Belgium and the single transaction in

Swiss francs, confined wholly to New York and the procedure by which gold bought

from foreign eentral banks was placed in safekeeping in the Fund and then sold

to the Treasurer was no longer as important as heretofore.

Only $18,000,000

wvas transferred directly to the General Treasurer at this time by tha Fuand froa

gold

already in i{ts custody.

The gold transactions of the Fund from Jaaunary 17 to April 3 noted adove

vhen combined with certain minor transactions and the purchase of $29,959,000

in gold froa the Ceatral Bank of chiulm e summarised as follovs:

Bought:
Bank of England $166,232,000
In London for Account A $88,500,000
From @14 earmarked in Newv York 17,732,000
Netherlands Bank 80,885,000
Sviss National Bank 60,497,000
National Bank of Belgium 3,870,000
Central Bank of Chima 29,459,000
Banco de Colomdia 2,080,000
$342,623,000
So0ld:
Bank of Praace $ 93,318,000
General Treasurer 168,897,000
Trom safekeeping $18,000,000
Gold bought froa:
Netherlands Bank 700920000
Swiss National Bank 871,000
Bational Bank of Belgium 3,870,000
Bank of England 5;.3:".838
Banco de Colombia ,080,
E.ZIS.OOO
Increase in gold stock calculated from specific authoriszations $ 80,408,000
Actual increase in gold as shown in weekly balance sheets $ 71,587.000

1 See page
2 I have not been abdle to find the reasom for this discrepancy.
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Mr. Lochhead suggested at this time that the Fumd should keep $50 million
ia gold at the Pederal Reserve Bank of New York dut the Secrstary vas not pre-
pared to0 do so aad stated that if any such action was desiradle the maximum
80 held should de $25 -111101.1

B, The Probdlem of Gold Shipments dy Parcel Post.

Barly in April 1939 a solution wvas reached a problem that had deen
somevhat irritating to the BEritish aunthorities ia fhnlr administration of the
Tripartite Agreement since the Mumich Crisis--the skipment of gold to the
United States by mail. PFrom Angust 1938 te March 1939 $50 million of gold was
imported into the United States by parcel post. These shipmeats were at first
small but they amounted to £3,000,000 in January and £4%,000,000 ia Fedruary
1939. The questionr of finding some way of stopping this traffic was therefore
raised vith the Fedoral Reserve Bank of Nev York by the Bank of Eagland in
lohrn.ry.z and oa NMarch 25, 1939 the British Treasury prepared a formal note
on the sudject which vas transmitted on Narch 29 by Nr. Hanes to the Postmaster
General. In this note the British Treasury pointed out that gold was being
bought ia Londor and shipped to Paris for delivery to the Freach postal authori-
ties. It was mailed to Nev York in packages each coataining a single gold dar.
This had the effect of making a mev gold expart point, london to New York,
which could not de equalled by reducing shipping freight 50%. The British
Treasury had attempted to stop the practice by makiag imsurance rates prohibditive
but Swiss companies continued to write the insurance. The whole procedure was
doubly obmoxious to them because it increased the gold flow from Burope toAtho

United States and dislocated the ordinary methods of management and oontrol.}

1 Memorandum in Mr. Dietrich's “"Stabilisation® file.

2 Nemorandum of the Federal Reserve Bank of Nev York of Septembder 1L, 1940, and
letter of Mr. Hames to the Postmaster Gemeral of March 29, 1939 inm "Dispatch
of Gold by Mail or Parcel Post March 25, 1939 to Septembder 16, 1940* file.

3 Comments of the Second Assistant Postmaster General on the British note. Idid.
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Ia commeating ea this mete the Postmaster Gemeral stated that large consign-
neats of €14 had deer received in the mails, particularly frea France, Egypt,
asd Australia, and that his Departasat had Vdeea importuned for relief by the
steanship companies which received oaly the moainal tariff fer carryiag the
sails and et the full freight on gold. The United States Pest Office also
had 1ts own ressons for wishing to stop the shipmeats, for it had to safeguard
thema--the Augtralian shipmeats from San Fraacisce to Hewv York aasd the Buropean
shipments from the dock to the Assay Office--end furtdermere the geld dars cat

1 one French

the mail begs and got lost. There had already beez eae hold wp.
postal anthorities should cooperate in the matter, the Departacat felt, since
France was pledged to uwphold the Tripartite Agreemeat.

As a result of comsultations groving eut of this exchange of views an
American postal regulation was made pudlic ea April 8, 1939, prohiditiang the
traasportation in the regular mails or parcel pest frea any forsiga country
into the United States of gold eoin, dulliea eor dust having a value of ever
$50, and en April 10 Mr. lochhead advised the British authorities of this
ruling through the State Department.

¥ith this troudlesome detail disposed of the econtrel authorities contin-
ued, after April 1939, to face the major prodlem of haadling the contiauned

€°14 movement teo America.

1 opigpatch of Gold by Nail or Parcel Pest Nareh 25, 1939 te Septemder 16, 19%0°.
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C. Loss of Gold by the Fund April 3 to July 31, 1933.

During this period the operations of the Fund for the accountdf for-
eign cenmtral danks followed the limes already estadlished. &£9,027,500 were
purchased for the account of the Bank of England in New York all at 4.68-1/8.
Almost all of this was purchased in April and i{n the latter part of June and
July. Purchases of francs and guilders, hovever, continued to De small, adbout
15,000,000 francs were bought in April at adout 2.65 cents and 13,750,000
francs on June 30 at the same rate, for the account of the Bank of France and
under a standing order from the Netherlamnds Bank 6,190,000 guilders were pur-
chased for its account at 53.08. No further belgas were bought after April 6.

With the exception of a fev minor tramsactions the gold bought dy the
Fund from central danks during this period was all purchased in April. Between
April 10 and 28 the Fund purchased adout $135,000,000 in gold from the Bank of
England ($95,000,000 ia London and $40,000,000 in New York), $20,000,000 from
the Swiss National Benk, $15,000,000 from the Netherlands Bank and $15,000,000
from the National Bank of Belgium, the greater part of which wvas sold to the
Treasury. During this period of pressure on the exchanges mo gold was sold to
the Fuad by the Bank of Prance wvhich, however, again became a large purchaser
in Nay, Jume and July. As a result the gold holdings of the fund were reduced
to adout a level of $80,000,000 (Chart A ).

The gold transactions of the Fund during the period from April 3 to July

31, 1939 may be summarised as follows:

*MMM—MMW*
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Bought:

Bank of Eaglemd
Acoount A (Loadon)
In Bew York
Hetherlands Bank
Swiss National Benk
Bational Bank of Belgium
Bank of MNexico
Central Bank of Argentina
Bank for International Settlements

Sold:

Oeneral Treasurer
From Custody Accounts
Gold dought from:
Bank of BEngland
Sviss National Bank
National Bank of Belgium
Netherlands Benk
Central Benk of Turkey
Bank of Guatemala
Bank of France

22k

$144,145,000

40,472,000
20,011,000
15,596,000
15,116,000

Decrease in gold calculated from specific authorisations

Decrease in gold showa by weekly balance sheets
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‘ 69.7170m
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X. %he Fund During the Var Crisis: August-September 1939.

The relative cala that had prevailed in the exchange markets from Nay
through July was broken in August by the crisis immediately preceding the
outdreak of the wvar. /During August and early September the activities of
the Fund were largely conceatrated in the sterling -:rkot) On August 1 {t
reentered this market as a purchaser of sterling in New York on behalf of the
Bank of England and contimued to duy im large amounts until August 2u.
£7,432,500 wvers bought by the Fund for the Bank of England in this period and
at the same time it purchased $185,241,000 in gold from the Benk of England
in New York. It also bought $88,095,000 of gold in Loadon at 34.7625, imcreas-
ing 1its standing order from 700,000 to 2,100,000 cunces for this purpose, for
the period August 21 to August 26. 0Gold under earmark in London appeared in
the weekly balance sheet of the Fuad for August 24 for the first time since
April. On that day $45,000,000 were showa in Accouat A at the Benk of England
but this was immediately twtod.l

The sterling transactions of August 2k were the last carried out with
sterling at 4.68-1/8. The final purchase of gold from the Bank of Bagland's
earmark on that day was 2,038,883 ownces (over $71,000,000). Ia spite of this
the British suthorities om August 24 mede the decision to remove the peg from
-torluc.z [ Angust 25 the Bank of England cadled to the Pederal Reserve Bank
of New York that it could mot give them gold dealing pz'i.cu.3 and on Septembder 6
the Treasury received a cadle confirming the transfer of the Bank of England's
gold to the Exchange Bgqualisation Account which had deen revealed ia the House

of Commons by 8ir John Simor in answer to qultlou.k The last item appearing

1 Gold in Transit on August & was $88,000,000. Veekly Balance Sheets.

2 A cadle of August 24, 1939 from Mr.Buttervorth to Secretary Norgeanthau states
that the British had decided to let sterling depreciate. MNr. Dietrich's "Gold
1938-1939" file.

?r. Dietrich's “Stadilisation® file.
bid.
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in the Fund's file of specific anthorisations for the purchase and sale of
sterling ia a sale of £5,000 at the war time rate of %.03-5/8 on September 12.
On that day the Fund had transferred the balance of £1,676, 15s, 44 held by
the Bank of England in the Federal Reserve Account 3 to the Account Fo. 2,
thus closing the "control” account opened under the Tripartite Agreement.

The Netherlands Bank on September 5 cadled $0 the Federal Reserve Bank
of Nev York stating that its standing order to duy guilders at 53.08 was still
valid and that until further motice it wuld contimue to provide the dollars
by authorizing theFederal Reserve Bank of New York to release gold from its
nrurk.l

The Benk of France continued to duy gold from the Fuand in small lots up
to September 8. On August 23 and 2k it also imstructed the Pund to purchase
£,200,000 francs for its account at 2.65 cents but with the decision to allow
sterling to depreciate it reversed its position ia the market and decame a seller
of francs in Nev York at rates which regularly declined to 2.31 ceats on
September 6. On September 8 and 9 the last of these transactions took place,
sales for the account of the Bank of Prance of 3,100,000 francs at from 2.27-1/k
to 2.28-5/8 cents. On Septemder § the Stadiliszation Fund for the first time
since December 9, 1936 bought francs for its own account. It imstructed the
Tederal Reserve Bank to purchase 3,700,000 francs at 2.25-3/8 ceats, to bave
these transferred to the Bank of Fraasce and converted imto gold, together with
the small bdalsnce remaining im its ¥o. 3 account, and to have the gold held
under earsark. The Fund's "coatrol” account at the Bank of France was thus also
closed.?

On Septeamber 9 the Pederal Reserve Bank of New York d4id not receive its
< "Prench FPrancs Bought and Sold for a/c of the Bank of France® file.

~ I
C mew s w— e e ——— - —

- -- e 'S — v

“ r. Ziet~ich'e "Stebilizatisn" file
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daily cadle from the Bank of France fixing the French gold price and communi-
cated ;Mn information to the Treasury together with the results of a tele-
phone coaversstion with Paris vhich indicated that the whole Question of FPrench

1

monetary policy was under consideration.” The result of this conference was

the passing of France to a regime of exchange control which was recognised ty
Mr. Norgenthau in the following press release: 2
"The Secretary of the Treasury stated that he had deen advised

by the Minister of Pinance of France of the emergeacy action of the

French Government in setting up a system of exchange control in Prance

and in Prench territories overseas. The Secretary said that the

United States Government recognised the emergency conditions which

impelled this action, and stated that the Tri-Partite declaration con-

tinues in effect.?®

Betwveen the decision of the Bank of Bagland to allow sterling to fall
and September & the Fund purchased gold from the earmarks of other members of
the Tripartite Agreement dut oa August 31 the National Bank of Belgium repur-
chased about one third of the $6,861,000 in gold which 1t had just sold to the
Fund. At the same time the Stadilisation Fund made substantial sales of gold
to non-Buropean countries, selling adeout $9,000,000 to the Royal Thai Treasury,
about $2,000,000 to the State Bank of the U.S5.S.R., and adout $11,000,000 to
the Central Bank of Argentima. It also traneferred detween August 1l and 28
nearly $200,000,000 in gold to the General Treasurer, dut its purchases from
the Bank of England had deen 80 large that on dalance it duilt up its gold
holdings to the level of about $170,000,000 around which they fluctuated until
May 1940 (Chart VII).

The transactions of the Fuad ia gold during the period of the war crisis

(August 1 to Septemder 8, 1939) may be summarised as follows:

1 Memorandum from Mr. Cochran to the Secretary. Mr. Dietrich's "Gold 1938-9" file.
2 ur. Districh's "Gold 1938-1939° file.
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Bought:
Jank of England
Accouat A at 34.7625 per cuace
(12 Loadon) $85,095,
In New York 1‘5'2h10

Netherlands Bank

Sviss National Bank

Bational Baak of Belgium (met)
Bask for Iatermational Settlements

2

Royal Thai Treasury

State Bank of the U.S.5.R.
Central Benk of Argeatina
Bank of France (met)
Gensral Treasurer

Increase in gold calculated from specific aathorisations

Increase in gold as shown in veekly dalance sheets
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000

$275,336,000

13,146,000
10,031,000
&, 318,000
2,9%7,000

$305, 768,000
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CEART VII
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