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FEDERAL ADVIS03Y COUNCIL 

Statement f o r the P r e s s 

For R e l e a s e i n morning p a p e r s , 
Monday, May 2 5 t h . 

A r e g u l a r s t a t u t o r y meet ing of the A d v i s o r y Counci l to the 

F e d e r a l Reserve Board was h e l d i n Washington on F r i d a y , Jfey 22nd, a t 

wh ich the v a r i o u s F e d e r a l r e s e r v e d i s t r i c t s Were r e p r e s e n t e d . General 

b u s i n e s s and f i n a n c i a l c o n d i t i o n s throughout the c o u n t r y were d i s -

c u s s e d , a s w e l l a s the r e c e n t arrangements between t h e Federa l r e s e r v e 

banks and the Bank of England r e g a r d i n g a r e v o l v i n g C r e d i t to the 

l a t t e r i n s t i t u t i o n o f $200,000^000* In t h i s connedt iOn, t h e C o u n c i l 

i s s u e d t h e f o l l o w i n g s t a t e m e n t : 
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11 § i n e e the l a s t m e e t i n g of the Advisory Counc i l , Great B r i t a i n has 

taken the l o n g e x p e c t e d s t o p o f removing the embargo on t h e e x p o r t a t i o n o f g o l d , . 

and by r e e s t a b l i s h i n g a f r e e g o l d market i n London, h a s once more anchored h e r -

s e l f u n r e s e r v e d l y t o t h e g o l d s tandard . 

This e v e n t marks an epoch i n the f i n a n c i a l h i s t o r y &'f the p o s t war 

p e r i o d . I t means t h a t the time h a s d e f i n i t e l y come to an end when the wor ld . 

seemed to waver between monetary sys;tezg^r>flankly bottomed upon g o l d on the one 

hand, and f l u c t u a t i n g exchanges and so-ca l led^"managed currenc ies 1 1 on t h e other,-

With the U n i t e d S t a t e s , England, the Dominions,Sweden^ Hol land, Germany, 

Austr ia? Hungary, and o t h e r (Countries now r e t u r n e d t o a g o l d b a s i s , or to g o l d 

exchange b a s e s , the sway of g o l d over the w o r l d ' s l e a d i n g f i n a n c i a l sys tems 

once more has become an u n c h a l l e n g e d f a c t . . 

For the U n i t e d S t a t e s t h i s d e v e l o p m e n t . i s o f the v a s t e s t importance . 

F i r s t , [because we own approx imate ly o n e - h a l f o f the w o r l d ' s monetary g o l d ; 

second, because i n order to p r e s e r v e f o r o u r s e l v e s c o n d i t i o n s of a w e l l "bal-

anced p r o s p e r i t y , f o r e i g n markets absorb ing our s u r p l u s p r o d u c t i o n are an 

i m p e r a t i v e n e c e s s i t y and i t i s i d l e to expec t t h a t w i thout exchange s t a b i l i t y 

the p u r c h a s i n g power of f o r e i g n c o u n t r i e s may r e g a i n i t s f u l l c a p a c i t y ; t h i r d , 

i n p r e s e n t wor ld c o n d i t i o n s the s a l e o f our v a s t e x c e s s p r o d u c t i o n to f o r e i g n 

buyers can o n l y be m a i n t a i n e d on a n y t h i n g l i k e the p r e s e n t s c a l e a s l o n g a s we 

cont inue f r e e l y to absorb f o r e i g n ' . s e c u r i t i e s . Cur a b i l i t y to do s o , however, 

w i l l depend upon t h e degree of c r e d i t t h e s e f o r e i g n c o u n t r i e s w i l l command h e r e . 

We have , t h e r e f o r e , a v i t a l i n t e r e s t i n s e e i n g the c r e d i t o f our customers p l a c e d 

on the s t r o n g e s t p o s s i b l e b a s i s . " \ 

While i t would seem u n n e c e s s a r y t o add to the we ight of t h e s e t h r e e 

p o i n t s , a t r u e p i c t u r e o f t h e o u t l o o k i s g a i n e d o n l y i f one c o n s i d e r s what might 

have happened had England d e c i d e d to c o n t i n u e the embargo on g o l d e x p o r t s i n s t e a d 

©f r e s t o r i n g a f r e e g o l d market . I t would not seem an o v e r s t a t e m e n t to assume 
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t h a t i n such a c a s e the world might have s u f f e r e d a n o t h e r exchange c o l l a p s e 

w i t h a l l the u n c e r t a i n t y to trade which t h a t i m p l i e s ; t h a t p r i v a t e and pub-

l i c c r e d i t in f o r e i g n l a n d s would have been impaired and tha t i n s t e a d of making 

e f f o r t s t o b a l a n c e b u d g e t s by t a x a t i o n , the t emptat ion f o r debasement o f c u r -

r e n c i e s i n many c o u n t r i e s would have c o n t i n u e d i n d e f i n i t e l y . In such circum-

s t a n c e s t rue wages , and w i t h t h a t , l i v i n g s t a n d a r d s , i n competing c o u n t r i e s 

would have been f u r t h e r reduced* We a r e f a m i l i a r w i t h the s o c i a l consequences 

t h a t would r e s u l t from such c o n d i t i o n s and i t i s s a f e to c o n c l u d e t h a t we 

o u r s e l v e s cou ld n o t have escaped t h e e f f e c t s of such a development w h i c h , 

amongst o t h e r t h i n g s , would have i n v o l v e d a f u r t h e r g r e a t a d d i t i o n t o our 

g o l d h o l d i n g s . 

The A d v i s o r y c o u n c i l , w i t h t h e s e thought s i n mind, has o v e r and 

aga in e x p r e s s e d t h e v i e w t h a t America s h o u l d take e v e r y o p p o r t u n i t y , t h a t con-

s i s t e n t l y and s a f e l y c o u l d be grasped to a i d f o r e i g n c o u n t r i e s i n t h e i r 

s t r u g g l e s towards r e g a i n i n g exchange s t a b i l i t y , and t h a t when t h e t ime came 

to do so w i t h c o n f i d e n c e and s a f e t y , t h e Federa l R e s e r v e System s h o u l d do i t s 

p a r t . 

I t i s w i t h t i ie d e e p e s t s a t i s f a c t i o n , therefore .# t h a t the Counc i l 

h a s n o t e d the arrangements now made, w i t h t h e approva l of t h e F e d e r a l Reserve 

Board, between the Bank o f England, on the one hand, and the s e v e r a l F e d e r a l 

R e s e r v e Banks under the a u s p i c e s of t h e Federa l R e s e r v e Bank o f New York on 

the o t h e r . ^ 

These arrangements i n the v i e w o f t h e C o u n c i l w i l l b e n e f i t n o t o n l y 

the two c o u n t r i e s d i r e c t l y i n v o l v e d , but they w i l l enure t o t h e a d v a n t a g e of 

the e n t i r e wor ld . The Counc i l f e e l s c o n f i d e n t t h a t i n t h e a n n a l s of t h e 

F e d e r a l Reserve Sys tem t h e s e arrangements w i l l be w r i t t e n down a s one of i t s 
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p r o u d e s t and most c ens t r a c t i v e achievements, , 

I t i s an i m p r e s s i v e demons tra t ion of the e f f i c i e n c y of the Federa l 

R e s e r v e A c t , as a t p r e s e n t c o n s t i t u t e d , t h a t we are a b l e to r e n d e r a s s i s t a n c e 

On a l i b e r a l s c a l e w i t h o u t f o a r of a d v e r s e o f f s e t upon our own f i n a n c i a l 

c o n d i t i o n s . 

C o n c e n t r a t i o n o f r e s e r v e s and an e l a s t i c n o t e i s s u e p l a n n e d on 

broad l i n e s enabled u s dur ing t h e s e l a s t years to absorb a f l o o d of g o l d i n 

such a, manner as to d e p r i v e i t of the i n f l a t i o n a r y e f f e c t s which some of our 

European f r i e n d s had e x p e c t e d i t i n e v i t a b l y to produce* C o n v e r s e l y , we may 

now e n v i s a g e w i t h e q u a n i m i t y tho p o s s i b i l i t y of an o u t g o of hundreds o f 

m i l l i o n s o f d o l l a r s o f our surp lus g o l d , The same p r o c e s s tha t e n a b l e d u s 

t o d e p r i v e the i n f l o w of g o l d o f i t s p o t e n t i a l i l l e f f e c t s p l a c e s us now iti 

a p o s i t i o n t o l o s e v a s t amounts of i t w i thout e n t a i l i n g the n e c e s s i t y of a 

marked c o n t r a c t i o n o f c i r c u l a t i o n or of f o r c e d d e f l a t i o n . " 
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