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H.8.T., House Banking, April 1L, 1958

eesFirst, T wish to say I think the present

recession is very serious. It is serious
not only in terms of hardship and suffering |
for millions of our l;zuooph who ara m:neq:l«.ty--l
ed, it is even more serious because it weak-
ens our ability to meet the dangers and |
challenges which threaten us from abroad...
««+Secondly, we ought not to underestimate
the nature of the job that must be done

or the magnitude of the measures that will
be required to do it. It is necessary not x
only that we stop the recession, but we

must also restore the growth of our economy.

«eoI think the root of the difficulty is that |
we have departed from the philosophy of "max- |

imum employment, production and purchasing
power® set ferth in the Employment Act of
1946, In place of this philosophy, there

land that prosperity today would be dangerous
for tomorrow -- a strange notion that if we
had full employment and full production that
somehow this would cause an explosion that
would blow the economy apart and end up in

a depression that would curl your hair., I
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In discussing economic problems, we
should never forget that what we are really
dealing with are human problgan_a - human
problems of a very important kind. In com-
batting inflation and deflation, as the
Federal Reserve does with equal vigor, what
we are really doing is combatting human
misery that springs from economic causes.

To speak of the present recession as
serious is not enough. Every recession is
serious: this one and 2all the others that
preceded it. The best time to recognize that
fact is before a recession starts, for the
best way to fight a recession is to fight
the inflation that precedes it. When the
next economic turn comes, as assuredly it

will, let us try harder to remember that

. =- and act accordingly.
seems to be some strange notion abroad in the __

. Today we are concerned, aad properly so,

with fostering the recovery everyone wants

from a recession that nobody wanted at all.

| That's fine. But let's also keep in mind

that, vital as it is to achieve recevery, it
is even more vital to insure that it will be

a recovery that lasts; a recovery that does



do not understand this. I do not see why
our economy cannot grow and continue to
grow, and without inflation. I shomxk see
- wo need for periodic downturns when people
are put through the wringer, and I see no
reason why our plans and policies ought
not to be directed toward a constantly
expanding econoryy and toward the prevention

of recessions altogether. We might not be

' not merely provide jobs, but lasting jobs.

Hence the task before us is not finding arti-

| ficial stimulants that will bring an upturn

next week, and collapse the week after, but
laying i_f.ha basis for a sound prosperity that
will endure.

We must apply to our problems good sense

as well as good will. We must recognize clearly

that enduring prosperity is not Wought about

altogether successful in preventing economic Merely by more and -ore spending -- & our

Lasting

downturns, but at least we can make that our current troubles 1ha!:kE:ait:-ih(ﬂ’n/'l'roa]::el:'i.t.y

goal and not try to brush recessions aside
by pretending that they are a good thing.
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can come only from more efficient production
and distribution of goods and services &t
prices that people are willing and able to pay.
IT has to be earned. It can't be provided as

a gift, by the Government or anyone else. By
fostering conditions conducive to prosperity,
the Government can help a lot. But it can't

do it all. That is why the Employment Act of
1946 pledges the Government's efforts to create
and maintain "conditions under which there will

be afforded useful employment opportunities,

including self-employment, for those able, will
ing and seeking to work.®™ And it is why the
same Act says the Government's efforts to that
end shall be applied "™in a manner calculated to
foster free compptitive enterprise and the
general welfare.®
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EXCERPT FROM SECRETARY FOWLER'S PRESS CONFERENCE HELD ON MONDAY, JULY 15, 1968.

REFERENCE: REUSS-WIDNALL STATEMENT ON GOLD

-

i
QUESTION: Mr. Secretary, are we moving toward the situation in which
either the United States or the central bank as a whole will resume purchases
of gold on the official basis of $35 an ounce?

SECRETARY FOWLER: Well, on this question involving South African gold,
since you raise it specifically, and in view of Mr. Bratter's question, perhaps
I should make some comments about the situation as we see it.

Representatives Reuss and Widnall have urged the continuation of the two-
tier gold arrangement. They stated that they would be disturbed by any agree-
ment by the former gold pool member nations aimed at "placing an artificial
support”" on the free market price of gold. I share the feeling that there
should not be an artificial support for the free market price of gold. And
the question of the two-tier gold system quite obviously continues to be a
matter of discussion by the former gold pool members since the March 1T meeting.
It has worked quite well so far, although, as has been well publicized, South
Africa has sold no gold into the free market.

Now, all of us are interested in making the two-tier system work for its
basic purpose, which was the stabilization of the price of gold in dealings
between the central banks and the monetary authorities at the established
$35 price. In Stockholm some ten or twelve days after the meeting on March 17,
the Ministers of the Group of Ten, as well as the Governors of the central
banks, in their communique "reaffirmed their determination to cooperate in
the maintenance of exchange stability and orderly exchange arrangements in
the world based on the present official price of gold."

None of our Gold Pool partners to my knowledge wish to depart from the
two-tier system. It is in the interest of the entire moneta:y'system that it
work and work well.

The United States has had no discussions whatsoever with South Africa on
this question. The Governor of the South .African Reserve Bank attended as usual
the annual meeting of the Bank for International Settlements in Switzerland
in June. Undoubtedly, as the press has indicated, the gquestion of South
African sales in the market must have come up in his conversations with some
of those in attendance. Whether there have been any subsequent conversations,

I can't say.

Now, what is our primary interest? Our primary interest is that of all
the other Gold Pool countries and all of the other members of the International
Monetary Fund, to bring and maintain stability to the international monetary
system. Heaven knows, we hdve been engaged for the last ten months in a
monumental effort in terms of United States fiscal policy, which had as one
of its objectives the further strengthening of thesystem by strengthening
confidence in the U. S. dollar. The arrangements initiated last week to aid
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the United Kingdom, which were announced by the head of the Bank of England,
and the swap arrangements by the Bank of France, will also strengthen the
system. And I would hope that it would be possible to deal with the gquestion
of the gold producing countries, such as South Africa, in such a manner that
the entire monetary system, its stability, could be well served. There is

no enmity toward South Africa held by the U. S. Treasury or Government or
any of the other gold pool countries. And none of us wish to hurt her in
marketing her principal export product, which is gold. But I would hope that
she could see to it that it is within her interests as well as those of the
entire monetary system to resume the sale of gold in the free market. And

I wouldn't think it would be necessary to provide artificial support in the
free market to achieve that end. The big countries of the free world took
action on March 17, and reaffirmed their belief on March 30, that the monetary
price of gold should remain at $35 an ounce. They continue to be pledged to
that objective. It is in all of our interests to see that the free market
price remains within a reasonable measure of the monetary price. The
arrangements in the two-tier gold system are directed solely to that end.

QUESTION: Forgive me, Mr. Secretary, but the question was whether or not
the United States was likely to buy any gold from South Africe on the official
basis at $35 an ounce in the near future, and I wonder whether we could have'
any indication of whether this is likely to happen by the United States, or
one of the central banks.

SECRETARY FOWLER: I have no further comment to make, except to say
that whatever the United States does in dealing with this problem, or
related to this problem, will be solely and primarily concerned with taking
steps or taking actions or not taking steps and not taking actions that
are designed to support the maintenance of the stability of the international
monetary system.

Now, this is a matter which takes thoughtful and careful consideration

in dealing with this particular problem. And it has been our position, and

. will continue to be our position, that all of our -- that we shouldn't take
precipitate action, and yet whatever action we take should follow the general
guideline, which is one of the stated objectives of the Articles of Agreement,
the purpose clause of the original Bretton Woods Agreement. The purposes of
the Fund and those associated with it are to promote exchange stability, to
maintain an orderly exchange arrangement smong members, and to avoid competitive
exchange depreciation. '

QUESTION: Mr. Secretary, in that connection, do you think that, under
Article VI, a country is entitled to sell gold to the Fund?

SECRETARY FOWLER: No. I don't think there is any legal obligation on
the part of the International Monetary Fund to buy gold, particularly from a
gold producing country. I think that the question of the purchase by the Fund
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of gold from a gold-producing country is a policy question. It ought to be
determined, as are all such policy questions at the Fund, with a view to the
over-all function and purpose of the International Monetary Fund, which
includes the stated purpose that I have just outlined. And, therefore, I

see no legal obligation on the part of the Fund to engage in that particular
transaction, or any particular transaction. I think it should measure its
decisions, as it always has, in the 1ight of how they best serve the over-all
purposes of the Fund.

Now, as far as Article V, Section 6, the plain meening of it is not to
make the purchase of gold by the Fund obligatory. It applies to the obligation
of a member desiring to obtain, directly or indirectly, the currency of another
member for gold, provided it can do so with equal advantage, acquired by the
sale of gold to the Fund. The obligation is on the member. There was --
there is no obligation on the part of the Fund, we think. In the legislative
history, the intention of the drafters -~ a specific plan involving obligatory
Fund gold purchases was rejected at Bretton Woods. Where an obligation is
intended for the Fund to assume, it is precisely stated in connection with
other obligations of the Fund to the members, such as on the repurchase;
Section T(a), Article V, says: "A member may repurchase from the Fund and
the Fund shall sell for gold any part of the Fund's holdings of its currency
in excess of its quota." And, most fundamental of all, I think 'we must
interpret and apply these various functions of the Fund in the light of the
over-all objective of promoting exchange stebility. e
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TREASURY DEPARTMENT

Digitized for FRASER

Information Service WASHINGTON, D.C.

RELEASE MORNING NEWSPAPERS,
SUNDAY, Merch li, 1951.

The Secretary of the Treasury announced today that there will be
offered for a limited period & new investment series of loung-term non-
marketable Treasury bonds in exchange for outstanding 2-1/2% Treasury
bonds of June 15 and December 15, 1967-72, the details of which will be
announced on March 19,

The new bonds will be issued in registered form only, with appropriate
maturity; and will bear inter=st at the rate of 2-3/4% per annum payable
semi-annually. They will not he transferzble or redsamable prior to
maturity; however, owners ¢f such non-merzctable bonds will be given an
option of exchanging them prior to maturity for marketable Treasury notes
bearing terms to be anncunced in the official offering.

The new non-marketable 2—3/h% Treasury bonds will be acceptable at
par and accrued interest in payment of Federal estate and inheritance
taxes due following the death of the cwner., They will not be acceptable
in payment of Federal income taxes.

The offering of this new security is for the purpose of encouraging
long-term investors to retain their holdings of Government securities,
in order to minimize the monetization of the public debt through liquida-
tion of present holdings of the Treasury bonds of 1967=72.

The Secretary stated that he planned to open the subscription books
on Monday, March 26, and that the full terms of the offering and the
official ciréular would be made available on March 19, The subscription
books will remain open for a period of about two weeks, although the
Secretary will reserve the right to close the books at any time without
notice,

The Secretary indicated that a special offering of Series F and G
bonds, or an offering similar to the 2-1/2% Treasury bends, Investment
Series A-1965, will probably be made available for cash subscription at
a later date when it appears that a need therefor may exist.

o0o
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RELEASE SUNDAY MORNING NEWSPAPERS
MARCH L, 1951

Statement by Senator A. Willis Robertson (D. Va.).:

"A French proverb says patience is bitter but its fruits are
sweet,

"Some two weeks ago I asked extreme partisans of the Treasury
position and of the Federal Reserve Board position with respect to
the management of the national debt to be patient while representatives
of the two agencies were attempting to reconcile their differences,
At that time I predicted that an area.of agreement could be reached
that would be geared to the:general welfare,

"Naturally, I am very happy that such an agreement has been
reached, under which we may reasonably expect a refinancing of
a portion of the outstanding long term marketable bonds without
an undue inflationary effect, and under which the type of independence
which the Congress intended the Federal Reserve Board to enjoy will

not be destroyed."
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REIEASE SUNDAY MORNING NEWSPAPERS
MARCH L, 1951

Statement by Senator Burtiet Re Maybank (De S.C.):

"I am deeply gratified to learn that the Secretary of the
Treasury and the Federal Reserve Board are now in full harmony
as to methods of Covernment financing and monetary management,
The importance of this .agreement cannot be over-emphasized
both as a guide to Federal financial operations, and as a
stimulus to our entire defense mobilization effort. It

should be productive of confidence in the safety of our economy."
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RELEASE SUNDAY MORNING NEWSPAFERS
MARCH L, 1951

Senator Joseph C. O'Mahoney, Chairman of the Joint Committee en
the Economic Report, issued the following statement:

"It is good news that the Treasury and the Federal Reserve have
reached firm agreement on current questions of Government financing
and monetary policy. I have known from my conferences with
Secretary Snyder and Chairman McCabe that all along, they have had the
same over-all goal of so conducting Federal fiscal affairs as to
strengthen the national economy, control inflation and preserve cur
prosperity. They have differed only as to procedure, The announce-
ment of their accord in a program covering future financial operations
of the Government will solidify public confidence in our ability to

deal successfully with all problems of the defense emergency."

o0o
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RELEASE SUNDAY MORNING NEWSPAPERS
MARCH L, 1951

Representative Brent Spence, Chairman of the House Banking and
Currency Committee, issued the following statement:

"The concurrence of the Treasury and the Federal Reserve Board
in a financing and monetary pregram is most satisfying. The recent
widespread discussion of their 'differences! -- much of it exaggerated --
constituted a ainor diversion from pressing defense tasks, Now all
concerned can go ahead, The way is cleared for the soundest possible
debt management operations, I congratulate the Treasury and Federal

Reserve efficials who brought the agreement about."
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JOINT ANNOUNCEMENT BY THE SECRETARY OF THE TREASURY
AND THE CHAIRMAN OF THE BOARD OF GOVERNORS, AND OF THE
FEDERAL OPEN MARKET COMMITTEE, OF THE FEDERAL RESERVE SYSTEM

RELEASE MORNING NEWSPAPERS
SUNDAY, MARCH L, 1951

The Treasury and the Federal Reserve System have reached full
accord with respect to debt-management and monetary policies to be
pursued in furthering their common purpose to assure the successful
financing of the Government's requirements and, at the same time, to

minimize monetization of the public debt.

S=2612
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The following dispatch was transmitted over the wires of United Press-
International for use in Sunday morning newspapers of August 2, 1959:

"ECCLES"

(Editor's Note: Marriner S. Eccles was a member of the Federal Reserve
Board in 1951 when the Board rejected Treasury Department and ¥hite House
pressure to buy Government bonds which the public was refusing to buy. The
public again is refusing to buy Government bonds., President Eisenhower has
asked Congress for authority to increase interest rates to make the bonds
more attractive as investmentB8. Congressional Democrats are balking at that.
They want the Federal Reserve Board to buy the bonds the public rejects.

In this dispatch Eccles explains the situation as he sees it.)

By Marriner S. Eccles
Former Chairman of the Federal Reserve Board
(Written for United Press International)

There seems to be a general lack of understanding of the economic factors
which determine the interest rate. It is thought by meny, including some in-
fluential Congressional leaders, that the Federal Reserve can control interest
rates while at the same time maintaining stable money, which is its primary
objective,

The Federal Reserve can influence the growth in the supply of money as
well as restrict it. To permit an expansion greater than the growth in the
national product, under present conditions, would have the effect of diminish-
ing the purchasing power of the dollar., This is inflation and if allowed to
continue will lead to ever-increasing interest rates.

Under boom conditions--when the supply of money is held in check to pre-
vent inflation--the demand for credit exceeds the supply, and interest rates
are bid up. Such is the present situation. You cannot have low interest
rates in a booming economy without bringing about a dangerous inflationary
situation. Only an economy in a state of declining activity produces an
excess in the supply of money and credit and hence lower interest rates.

Of course, the Government can control interest rates temporarily, as

| during the war when it controlled everything else--wages, prices, etc,,==-

but when such controls are taken off, and the excess supply of money released,
inflation is inevitable,

A large part of the postwar price inflation was a result of the Federal
Reserve purchasing billions of dollars of Government securities at fixed
prices in order to prevent an increase in interest rates. This was during
the period when the Government had a balanced cash budget.

The Treasury and “hite House, over the strong protest of the Federal
Reserve, required this action be taken. In doing this, an excess amount of
bank reserves was created which brought about an inflationary expansion of
commercial bank credit and of the money supply.

The present Administration and the Federal Reserve are trying to avoid
making this mistake by curbing the growth of bank credit and allowing the
interest rate to rise.

Under present conditions the aggregate savings by individuals and busi-
ness are inadequate to meet private investment demands and at the same time
finance the large public deficit of the States and Federal Government, Hence
we find interest rates going up--even though there is a growth in the money
supply equal to the growth in the national preduct, at stable prices,
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There is no effective substitute for larger savings combined with curbs
in public spending as a means of preventing inflation and increasing interest
rates.

It is a fallacious idea to think that the bankers control this situation
and are greatly benefited by high interest rates. On the contrary, this con-
dition causes the banks to pay increasing interest rates for savings denosits
and time funds=-~and depreciates the value of mortgages and bonds held in large
amounts by the banking system. At present, this offsets any benefits arising
from increased interest rates.

The real beneficiaries of the higher interest rates will be the millions
of people who put their money in savings account in banks and building and
lcan companies, or those who purchase bonds and mortgages at the present high
interest rates. In short--the savers,

The need is for the Congress to deal with the causes of the higher interest
rate, rather than to oppose an increase., The Government cannot expect to keep
interest rates from rising as long as it has to finance a large budgetary
deficit in times of prosperity. The effect of this deficit under present con-
ditions is inflationary ard tends to discourage savings on the part of the
public and to increase the need for credit.

A statement I made last March before the Joint Congressional Committee
on the Economic Report bears repeating., It is this:

"I want to say again, that to achieve our objectives will always be a
source of grest political and economical controversy because everyone wants
a greater share of the economic pie than it contains. Government and other
public bodies want more money to spend=-the leaders of organized labor want
more pay and fringe benefits for less hours of work-~business presses for
further profits--and increasing ranks of oldsters call for higher pensions.
However, everyone expects these benefits in dollars of stable purchasing power.
Unfortunately, all the economy has to divide are the goods and services it is
able to produce-~and not the amount of money it could create, which is, of
course, limitless,

"In our society, this situation is creating a dilemma for the members of
Congress whose constituents want easy money, lower prices, higher wages,
greater profits and fewer taxes. Only a combination of the Government, Congress
and the Federal Reserve can successfully deal with these diverse forces. To
do this adequately it would be necessary for them to agree on the problems and
have the courage to act, regardless of political conditions."
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BOARD OF GODVERNORS
OF THE

FEDERAL RESERVE SYSTEM

Office Correspondence Date_ Februazy 8, 1961

4

i-

To CA Ay b ) e il Subject:

From Clarke L. Fauver ‘ﬁ“1/1j

——

Attacheé\gre two _réprints of recent editorial material
concerning System polici®S that may be of interest.

The Reagan piece from THE NEW REPUBLIC is a reply to
the article by Miss Helen Hill Miller which was distributed
previously.
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Excerpts from the Curreat Issue (February 13, 1961) of U, S. News & Worl
Report VWhich Reports Interviews With Leading Exports on~-~'HAT CAUSED TC-
DAY!S RECESSION?

PAUL VW, McCRACKEN, professor of husiness conditions, University cf
Michigan and former member Council of Economic Advisers,

Q.

A,

Tl‘.r

Q.

Qo

A,
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To what extent was that tightness in money an influence?

I think, in retrospect, it is probably true that money and capital
markels got & bit too congested in the latter part of 1959, On the
rasis of hindsight, it would have been just as well had credit pressure
not been quite so tight in the latter half of that year,

Do you mean the Federal Reserve System might have acted a little sooner
to ease credit?

Well, they did reverse their field a year ago, considerably belfore the
recession was under way. And I wuld want to emphasize that we are
viewing all this with the aid of hindsight, After all, these institu~
tions are populated by human beings, and they‘re having to feel their
way along, The actual turnabout was pretty well timed in 1960, But,
looking back now, it'!s clear to me, at least, that we could have done
with a little less pressure on credit in the final part of 1959, but
this was only part of the problem,

ALLEN WALLIS, dean, graduate school of business, University of Chicago

and member Eisenhower Cabinet committee for price stability and economic
growth,

"hat would you say is the real explanation?

I feel that the Federal Reserve Board tightened up the money supply too
soon after the recession of 1957-58 and stayed tight too long, My guess
is that they overcorrected for mistakes they felt they had made after
the recession of 1953-5k.

“hat were those mistakes?

After the 1954 recovery, the Federal Reserve didn't tighten up soon
enough, and there was a period of fairly substantial price rise-~about
7-1/2 per cent in two years., So, after the 1958 recovery, they were
overcautious not to make the same mistake again,

Besides, they may have been working to stabilize the consumer price
index instead of consumer prices, and the index seriousliy overstates

the amount of price rise, Also, they may have felt they had to counter-
act the biggest peacetime Government deficit in history, which occurred
during the fiscal year that did not begin until after the '58 recovery
had already been under way for several months.

The gold situation may have been another major constraint that influenced
their policies, "hatever the explanation, the Federal Reserve
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unintentibnally clipped the top of f the recovery of '58-60 before it
reached full bloom,

Has there been less inflation than the index suggests?

I think so, I feel that there's really been very little, if auyr, net
inflation since 1951. The index urgently needs overhaul if it is not to
misguide our economic policy in the future, as I think it has in the
past.

In your opinion, did the Federal Reserve tighten up too soon after the
last recession, or not ease up soon enough when the present one started?

Both. Vhat you should watch is not so much free reserves, rediscount
rates, margin requirements, and so on, as the supply of money=--more
specifically, rate of change in the supply of money. By early 1959, the
rate of expansion of the money supply had been curtailed sharply, and,
after the middle of the year, the money supply actually shrank--something
that has happened only a half dozen times in the past century, each time
associated with recession, Signs of an impending recession began to
appear by the beginning of '60, but the money supply continued to fall
until the middle of the year,

Now, there are people who are always attacking the Federal Reserve and
claiming we should have easy money all the time, and others claiming we
should have "tight" money all the time. I'm absolutely out of tune with
both groups. Basically, I am very favorable to the Federal Reserve,
“hat I'm talking about is whether they could have done better,

Has the Federal Reserve eased up enough in recent months, or should they
ease up still more?

I would like to see the supply of money growing a bit faster,

Is there anything, in your opinion, in addition to the policy of the
Federal Reserve, that is basic to this recession?

"lell, lots of things cause recessions, but this time none of them except
the quantity of money could account for cutting down the recovery before
it was even full-grown, The Federal Reserve controls the quantity of
money., I want to say that it's done a good job of eliminating the large
waves in business, although not singlehandedly--the automatic stabilizers
in our fiscal policy have been a big help, too. "hat we're fighting now
is ripples, but we do have to fight them., You never know when a ripple
is going to become a wave,

"hat, if anything, did the steel strike have to do with bringing on the
recession?

I don't think it had much at all to do with it., Maybe it did indirectly,
by making it hard to interpret signs of the coming recession, and thus
keeping the Federal Reserve from easing up on the money supply sooner,
Even before the strike, though, about April, 1959, Prof, Milton Friedman
of the University of Chicago and Dr. Beryl Sprinkel of the Harris Bank
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both predicted that a recession would begin about a year from then,
They both based their predictions on the Federal Reservels curiailment
of the expansion of the money supply.

What is it going to take to provide a return to relatively full
employment?

The Federal Reserve already took the appropriate action last June. That
was to stop the decrease in the quantity of money, and turn it around

and get it rising again, It takes about six to 18 months for the

economy to respond, and there'!s every reason to anticipate that the
action they've taken will be effective, They should, perhaps, strengthen
it a little.

One view, for which there's a lot to be said, is that the Federal Reserve
ought to keep the quantity of money growing at a pretty steady rate, be-
cause the lag in response is longer than the periods for which economic
forecasts have any validity.

EIMER C, BRATT, professor of economics, Lehigh University.

Q.

A,
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Was tight money also a factor? Was credit tightened up too much in 1959
in anticipation of the inventory boom that was due to follow the strike?

It's unfortunate that money got tightened up as much as it did.
Did the Federal Reserve miscalculate?

Not particularly. The recovery was very rapid in its early stages., If
the Federal Reserve was to counter the business trend precisely, then it
was natural for it to tighten up, Perhaps it was trying to counter
business-cycle movements too neatly, There were special factors, however,
that were causing money to tighten up, _

EZRA SOLQMON, professor of finance, graduate school of business, University

Q.

A.

of Chicago.

Do you think the Government's tight-money policy had anything to do with
the slump?

I don't think so, It may have prevented the boom from going further, but
in itself it did not cause the recession, _

MARTIN R. GAINSBRUGH, chief economist, National Industrial Conference Board.
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Do you believe tight money had anything to do with causing the slide in
business?

I'd say that was less important than the contraction in home building,
The main reason for the lag in home construction was a catching-up in
demand, coupled with the effect of high labor costs and high prices of
construction materials, Some people who might have been in the market
for new homes couldn't buy them because of the high wage-cost situation
in that particular industry,.
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The Proposed New International Reserve Asset

Extract from remarks of Allan Sproul at a recent meeting

of the Directors and Senior Officers of Wells Fargo Bank

Recently the finance ministers of the Group of
Ten leading financial powers of the world, ap-
proved a contingency proposal for the creation,
under certain circumstances, of a new type of
international reserve asset. It is in the form of a
special drawing right in a special drawing ac-
count (as distinguished from the existing general
drawing accounts) in the International Monetary
Fund. This proposal will be presented to the an-
nual meeting of the governors of the Fund at Rio
de Janeiro at the end of September, and undoubht-
edly it will be approved since the Group of "Ten
has enough votes, under the weighted voting pro-
cedures of the Fund, to approve what they have
proposed. The proposal will then have to be put
in legal form as an amendment to the articles of
agreement of the Fund and submitted to the 106
member countries for ratification. It is expected
that, since everybody will be getting what looks
like something for nothing, as well as because of
its sponsorship and its objective, that the neces-
sary ratifications will be in hand sometime
in 1969.

Once the creation of the new special drawing
right—it is to be known as an SDR—has been
ratified by the governments concerned, the new
reserve asset will be contingently ready for use.
The important decisions which will then have to
be made are the timing of the first issuance of the
SDR’s and the amount. Proposals for actual issu-
ance will originate, at least formally, in the IMF
and ‘on the initiative of the Managing Director,
after it has been ascertained that there is broad
support (for which Group of Ten support could
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be read) for such an addition to total interna-
tional monetary reserves. The governors of the
Fund will have to approve the issuance of SDR’s,
and fix the amount to be issued during a begin-
ning period. These actions will require the affirm-
ative vote of countries having 85% of the voting
rights in the Fund, which means that there will
have to be agreement by the United States, the
United Kingdom and the countries of western
Europe. This is not just a matter of veto power,
however, the new reserve scheme can only work
properly if its requirements are accepted and its
procedures are adopted by these countries whose
national currencies are those most used in inter-
national trade and finance.

The present assumption is that the base trial
period for the issuance of SDR’s will be for five
years beginning in 1969 or 1970, and that the
initial amounts to be issued will be relatively
small; perhaps the equivalent of $1 to $2 billion
a year or a total of $5 to $10 billion,

The SDR’s will not be money in the ordinary
sense, and will not be quite “as good as gold,”
although the unit value for expressing SDR’s will
be a weight of fine gold and maintenance of this
gold value is provided for. The SDR’s will “cir-
culate” only among national monetary authori-
ties; they will become a part of each country’s
monetary reserve, and each participant will be
entitled to use its SDR's to acquire an equivalent
imount of a convertible national eurrency or cur-
rencies, either directly from other participants or
through the special drawing account of the IMF.
Participating countries will be expected to use



~ their SDR’s only for balance of payments reasons
or in the light of developments in their total re-
serve positions, and not for the sole purpose of
chaniging the compozition of theiv resaryea=— oy
example trying to use SDR’s solely to accumulate
gold.

It may be said, according to the proposal, that
as to 70% of their allotted SDR’s during the first
base period of their use, each participating coun-
try will be given special drawing rights which
will not have to be repaid and which will, there-
fore remain in existence indefinitely as an addi-
tion to the world’s international monetary re-
serves. Use by participants of the remaining 30%
of their allotments, averaged over the five-year
base period, will incur an obligation to “‘recon-
stitute their position”—that is to repay their
drawings.

The further details of the proposal are for the
experts and the future. What does it boil down
to? Four years or more of study and two years of
negotiation have brought forth more than a
mouse, if less than a mountain. For some years,
now, an ample degree of liquidity has been main-
tained in the international monetary system by
small accretions to the monetary gold stock, by
the use of existing drawing rights in the IMF
which must be repaid over time, by various bilat-
eral short term swap arrangements between cen-
tral banks, and by the persistent and substantial
deficits in the balance of payments of the United
States, since these dollar deficits become part of
the world’s monetary reserves as dollars held by
foreigners in excess of private trading and financ-
ing needs flow into foreign central bank holdings.

But we are not happy with our continuing
deficits and the shadows they cast on the dollar.
And foreign official holders of dollars have be-
come restive concerning their accumulative hold-
ings, in part because these holdings at about $14.5
billion are now as large as our total gold stock,
and both foreign official and private holdings of
dollars are about double our total gold stock.

If so much of the load of the world’s interna-
tional monetary system continues to rest on the
dollar, and if our abhility to support the system
o goie anel ol gu“ haaia vontinnpa 1o -'m-”u_n,
we might someday reach the point where we
would have to say, “sorry boys, you have had it.”
Nobody would want this to happen. It would
wreck the network of stable, convertible curren-
cies which has been built up since World War I1,
and would probably cause a world lapse into pro-
tectionism, restrictionism and ultra-nationalism
in international trade and finance. It has seemed
the part of prudence to begin to develop a means
of spreading the load on the dollar as the world’s
principal reserve currency, as well as the prin-
cipal currency used in earrying out the world’s
private commerce and finance.

That is where the SDR or special drawing right
on the IMF comes in. Its creation will he an im-
portant step in putting all of the other principal
currencies in the world alongside the dollar in
bearing a part of the reserve currency burden,
and in underwriting increases in the world’s
international monetary reserves as they become
needed at some future time. It is a significant
expansion of the use of credit in international
monetary arrangements,

In fact the proposed SDR will be another step
on the long, long trail which is leading to the
eventual elimination of gold from the interna-
tional monetary system, except as it may persist
as a sort of constitutional monarch with cere-
monial functions. And, right now, the proposal
made by the finance ministers of the Group of
Ten puts the world, and the currency speculators
and the gold hoarders for profit, on notice that
the leading financial countries of the world have
compromised some ol their differences, and are
going to go along with the existing international
monetary system linked to gold at $35 a fine
ounce. This is worth a resounding cheer, if not
the twenty-one gun salute which has been given it
by the Administration.
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