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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.

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



Digitized for FRASER

-l o

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.
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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.
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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.
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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.
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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
Digitized for FRASER

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




Digitized for FRASER

22

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).

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



3k

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
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