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For r e l e a s e in morning p a p e r s , 
Monday, Juno 1 , 1925, 

Tho Juno, 1925 , i s s u o of tho Fodoral Rosorvo 
B u i i t i t i n w i l l carry tho f o l l o w i n g s tatomont oonoorn-
ing tho r e t u r n of Groat Br i ta in , to tho &old s tandard . 

R e s t o r a t i o n of tho g o l d s tandard . 

E l a b o r a t i o n of a f r o g s o l d market in London a f t e r a p e r i o d of ton y e a r s 

has put Groat B r i t a i n onco morn on tho g o l d s tandard . At tho time of E n g l a n d ' s 

roturn to a g o l d b a s i s s e v e r a l o t h e r c o u n t r i e s took s i m i l a r a c t i o n and t h i s , 

togothor w i t h tho f a c t t h a t many othor Eujrojjoan c u r r o n c i o s havo boon s t a b i l i z e d 

w i t h r o f e r e n c e t o g o l d f o r mora than a y e a r , removes from tho major p a r t o f tho 

w o r l d ' s commorco and f i n a n o o tho u n c e r t a i n t i e s a r i s i n g from wido and abrupt 

f l u c t u a t i o n s of o x c h a n g o s . 

Fre* g o l d raovozaents be Ween c o u n t r i o s t h a t havo r e e s t a b l i s h e d tho g o l d 

standard w i l l no t o n l y l i m i t f l u c t u a t i o n s of exchange r a t o s but w i l l a g a i n r o l a t o 

changos in tho g o l d h o l d i n g s o f c o n t r a l banks to c r e d i t c o n d i t i o n s a t homo and 

abroad and thus mako changos in t h o i r rosorvo p o s i t i o n s important f a c t o r s in 

t h o i r c r o d i t p o l i c i e s . With tho p r i n c i p a l monoy markots o f tho wor ld onco more 

froo g o l d markots and tho oxchangos botwoon thorn s t a b l o , tho f l o w o f funds b o -

twoon thoso markots w i l l rospond moro f r o o l y to d i f f e r e n c e s in monoy r a t o s and 

crod.it c o n d i t i o n s . C r « u i t s i n o o u n t r i o s on tho g o l d s tandard bocomo i n t e r c h a n g e -

ab le p r a c t i c a l l y a t par w i t h d o l l a r c r o d i t s , which havo boon c o n t i n u o u s l y e q u i v -

a l e n t to g o l d , and s h o r t - t i m o funds w i l l thus tond to bo d i s t r i b u t e d more n o a r l y 

in response to curront d m a n d s a s r e f l o c t o d in h i g h e r r a t e s . With tW removal 

of b a r r i e r s a r i s i n g from tho r i s k s of exchange , borrowing p a r t i c u l a r l y f o r pur-

p o s e s o f f i n a n c i n g i n t e r n a t i o n a l trade w i l l be drawn to the markots where money 

i s c h e a p e s t . Thus tha resumption of g o l d payments by the c h i e f t r a d i n g c o u n t r i e s 

of the wor ld f u r n i s h e s a b a s i s f o r the f u n c t i o n i n g o f those f o r c e s which b e f o r e 
Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



~ ' 8 0 0 

tho war oporatod to maintain a oloso contact botwoon tho mcnoy rarknts of tho 

world. 

Graat Br i ta in ' a ^cld standard act* 

The d e c i s i o n of tho B r i t i w . GuVjmmont to remove tho embargo on tho e x p o r -

t a t i o n o f g o l d was announced by the CLanco l lor o f the Exoito^uor on A p r i l 28 

when ho s t a t e d t h a t the law of 1920 p r o h i b i t i n g g o l d e x p o r t s f o r a p e r i o d o f 

f i v e y e a r s , e x c e p t under s p e c i a l l i c e n s e , would be p e r m i t t e d t o l a p s e on December 

3 1 , 1925 , and t h a t f o r the remainder o f t h i s y e a r the Bank c f England w o u l d bo 

g i v e n a g e n e r a l l i c e n s e t o e x p o r t g o l d * C o n t r o l o f g o l d e x p o r t s in Groat B r i t a i n , 

which from the o u t b r e a k of the war u n t i l the l e g a l p r o h i b i t i o n i n 1920 9 was by 

in formal m e t h o d s , h a s a p p l i e d s i n c e tha t time to a l l g o l d e x c e p t t o newly mined 

g o l d produced i n the B r i t i s h Duiuinicns and imported i n t o E n g l a n d , 

In removing r e s t r i c t i o n s upon g o l d e x p o r t s the B r i t i s h Government a d o p t e d 

c e r t a i n s a f e g u a r d s a g a i n s t tho d i s s i p a t i o n o f the g o l d re s e r v o s through the r e -

i n t r o d u c t i o n o f g o l d c o i n s i n t o c i r c u l a t i o n and a g a i n s t the s p e c u l a t i v e h a z a r d s 

to which the pound s t e r l i n g might be e x p o s e d i n the p e r i o d i m m e d i a t e l y f o l l o w i n g 

r e s u m p t i o n . These s a f e g u a r d s we re i n c o r p o r a t e d in a b i l l " to f a c i l i t a t e the ... 

r e t u r n to a g o l d s t a n d a r d and f o r p u r e e s e s c o n n e c t e d t h e r e w i t h " to be known a s 

the Gvld Standard Avt f 1925, which became law on May 13. I t was recognized that 
n o t 

a r e t u r n to the u s e c f g o l d c u r r e n c y i n d o m e s t i c c i r c u l a t i o n wa^/ n e c e s s a r y f o r 

the* purpose o f the o p e r a t i o n o f the i n t e r n a t i o n a l g o l d s t a n d a r d and the C h a n c e l l o r 

of the Exchequer s a i d t h a t t h i s u s e o f g o l d would be an unwarrantab lo e x t r a v a g a n c e 

w h i c h the p r e s e n t f i n a n c i a l s t r i n g e n c y d o e s n o t p e r m i t England t o i n d u l g e i n . 

l a order to p r e v e n t the l o s s o f g o l d i n t o c i r c u l a t i o n the b i l l r e l i e v e s tho Bauk 

o f Ea^land of the o b l i g a t i o n to redeem i t s own n o t e s and c u r r e n c y n o t e s i n g o l d 

c o i n and r e l i e v e s the Mint o f the o b l i g a t i o n t o c o i n g o l d b u l l i o n p r e s e n t e d to 

i t by anyone e x c e p t the Bank o f E i^ land# The B a ^ , h o w e v e r , i s r o q u i r o d t o s o i l 
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gold in bare containing approximately 400 ounces to any parson at the price of 

13 17s 10§d par ounce gold o f standard f ineness , that i s , in uni ts of about 

11700. Thus, while the #ank i s protected against a demand f o r gold coin for 

domestic c i rcu la t ion , i t stands ready, to meet a l l demands f o r gold bul l ion for 

export purposes. The provis ion of the Bank Act of 1844, under which the Bank 

of England i s obl iged to purchase at a f ixed prices a l l gold o f f e r e d remains 

in force . 

As & means of supporting s t e r l i n g exchange In case of speculat ive pressure 

the gold standard b i l l furthermore authorizes the Treasury to "issue, e i ther 

within or without the United Kingdom and e i ther in Br i t i sh or in any other cur-

rency such s e c u r i t i e s bearing such rate of in teres t and subject to such condi-

tions as to repayment, redemption, or otherwise as they think f i t " , and to 

"guarantee in such manner and on such terms and conditions as they think proper 

the payment of in teres t and principal of any loen which may be ra ised f o r such 

purpose," A l l loans ra ised under th i s provision must be repaid within two years 

and guarantees given by the Treasury w i l l also expire in two years from the 

date upon which i t i e g iven . In furtherance of the objects of these provisions 

American cred i t s aggregating #300,000,000 have been es tab l i shed , the d e t a i l s of 

which are discussed l a t e r in t h i s review. 

Jterert Committee of Experts» 

In reaching a decis ion to return to the gold standard at th i s time the 

Brit ish Government was guided by the recommendations o f a committee which, in 

addition to considering whether the time had come to amalgamate the Treasury 

note issue with the Bank of England note i s s u e , also entered into the question 

whether a return to the gold standard on the bas is o f the pre-war sovereign was 

desirable and i f so how and when the s teps required to achieve i t should be taken. 
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In i t s report the committee expresses i t s agreement wish the pr inc ip les 

—laid., down in 1918 by the Cunl i f fe Committee and a f t e r considering various a l t e r -

nat ives reached the conclusion that the gold standard muit he rees tabl i shed in 

England on the bas i s of the pre-war gold content of the sovere ign. Neither de-

valuation nor the subs t i tu t ion of the commodity price l e v e l for gold as the regu-

la t ing pr inc ip le of the currency appeared to the committee to be des i rab le . The 

conmittee's analys i s of England's pos i t i on in fore ign trade indicated that the 

ex i s t ing volume of exports, v i s i b l e and i n v i s i b l e , together wi th the income de-

rived from fore ign investments, was undoubtedly s u f f i c i e n t to meet England's 

foreign debts, to pay f o r necessary imports, leaving a moderate balance dfor 

foreign investments. "In these circumstances," the committee cont inues , "a free 

gold market could read i ly be es tabl i shed and maintained at the pre-war par i ty , 

provided that by control of cred i t we adjusted the internal purchasing power of 

the pound to i t s exchange par i ty , and r e s t r i c t e d our fore ign investments to our 

normal export surplus ," While the committee be l i eved that the pr ice l e v e l in 

England was s t i l l too high r e l a t i v e to the l e v e l in the United S ta te s , i t was i t s 

opinion that the adjustment could be accomplished without ser ious disturbance, 

par t i cu lar ly in view of the f a c t that s t e r l i n g exchange at the time of the re-

port in February was only per cent below p a r i t y . 

On the subject of the amalgamation of the two kinds of note i s s u e , the Bank 

of England notu, i s sued only in exchange for go ld , and the currency note , i ssued 

by the Treasury and secured large ly by Government o b l i g a t i o n s , the committee 

recommended that no ac t ion be taken for the present , that the l imi t of the cur-

rency i s s u e , by which the actual maximum f o r one year becomes the l e g a l maximum 

for the next year, be maintained and that the Bank of England take over the cur-

rency notes a t such a time in the future when experience w i l l have demonstrated 

what amount can be kept in c i r c u l a t i o n without resu l t ing in a drain on the Bank's 
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go ld reserves . As an immediate s top the committee recommended that the 1,27,-

000,000 of gold held against currency notes tie transferred to the Bank and en 

equal amount o f Bank notes be subs t i tu ted in the currency note account. This 

recommenda tion has been adopted end carr ied o u t l 

ftnancUl m l l n y s r i & r M resumpt ion . 

Important fac tors placing Gro*t Br i ta in in a pos i t i on to r e e s t a b l i s h the 

gold standard have been the balancing of the budget, reduction in the f l o a t i n g 

debt, funding of the indebtedness to the United S t a t e s , r i g i d adherence to the 

l imi ta t ion upon note i s s u e , and a t p o l l c y of credi t c o n t r o l , toe budget not only 

has been balanced, but there has been a surplus which enabled the government to 

reduce the f l o a t i n g debt held in large part by the banks. Between the end o f 

1920 rnd the end of 1924 th i s debt was reduced by nearly 40 per cent , or 1560 , -

000,000, and the reduction was accompanied by subs tant ia l d e c l i n e s , e s p e c i a l l y 

during 1921 and the ear ly pert of 1922, in the investments, b i l l holdings , and 

deposits of the j o i n t stock banks. With the decl ine in the ir holdings of Treas-

ury b i l l s , the banks were in a pos i t i on to meet the increased credi t demands of 

commerce and industry without increasing the to ta l volume of bank c r e d i t in use . 

The po l i cy of maintaining r e l a t i v e l y high money ra tes , e s p e c i a l l y during the j a s t 

year, and of discouraging excess ive foreign lending contributed to the advance of 

s t e r l i n g exchange toward p a r i t y , i s a consequence o f these developments the ex-

tent of further necessary adjustment in the exchange rate and in f i n a n c i a l condi-

t ions fo l lowing the announcement of the removal of the gold embargo was great ly 

diminished, and the a b i l i t y of Great Br i ta in to maintain an e f f e c t i v e g o l d s tan-

dard great ly increased, 

Course s l s t e r l i n g exch&nag. 

Ster l ing exchange in the Hew York market s ince 1919, when the pegging o f 

the exchanges was discontinued, has undergone wide f l u c t u a t i o n s . Oie most rapid 
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and. continuous advance in s t e r l i n g occurred between the middle of 1921 <-nd the 

spring of 1923, when owing per t ly to the operation of the fac tors already men-

tioned t-nd to trade condit ions pr ices in Greet Br i ta in decl ined considerably, 

while pr ices in the United Sta tes advanced. £rom l e s s than 4 per cent "below par 

s t e r l i n g exchange dec l ined during the remainder o f 1923 to a low point in Janu-

ary, 1924, more than 12 per cent below per . An almost uninterrupted r i s e during 

1924 end the ear ly part o f 1925 brought s t e r l i n g to within one per cent of 

par i ty at the time of the announcement of the resumption of gold payments. 

In order to r e l i e v e the exchange market during the Remainder of t h i s year 

from demands f o r do l lar exchange by the Treasury, p a r t i c u l a r l y in the autumn 

when Greet B r i t a i n ' s purchases Of agr icu l tura l products abroad are heav ie s t , 

the Chancellor of the Exchequer announced that s s u f f i c i e n t amount of do l lar ex-

change had been acquired to meet a l l payments on the American debt not only in 

June but a lso in December. 

P r o v i s i o n s Xox s a p p o r U n g e x c h a n g e . 
1 1 t 

I t was recognized by the committee advis ing the government on the problems 

connected with resumption that the advance of the pound s t e r l i n g s ince l a s t sum-

mer may have been par t ly due to speculat ive buying end that when par i ty was 

reached p r o f i t taking by speculators might throw a s t r a i n on the exchange. 

Against t h i s danger the committee regarded es a proper safeguard, the ex i s tence 

of adequate go ld reserves and a reso lu te use o f those reserves f o r the purpose 

for which they had been accumulated. The ava i lab le reserves were in the com-

m i t t e e ' s opinion amply s u f f i c i e n t , but i f i t were deemed wise to acquire a lso a 

foreign c r e d i t , the credi t should be used only o f t e r a considerable amount of 

gold had a c t u a l l y been exported, and the use of t h i s cred i t should be considered 

from the point of view of the Bank of ibgland's monetary p o l i c y as equivalent to 

a corresponding l o s s from i t s own reserves . "Unless these precautions are taken, 
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borrowing abroad w i l l , as has 6gain and again happened, when i t hts been resorted 

to as a ranedy f o r exchange d i f f i c u l t i e s merely aggrevz:te the mischief vfhicb i t 

has been appl ied to cure ." In announcing the establishment o f the c r e d i t s in 

America the Chancellor of the i&chequer s&id; "These great c r e d i t s across the 

At lant ic Ocean hsve been obtained end b u i l t up as a solemn warning to speculators 

of every kind and of every hue end in every country, of the r e s i s t a n c e which they 

w i l l encounter and of the reserves with which they w i l l be confronted, i f they 

attempt to d is turb the gold par i ty which Great Br i ta in has now e s t a b l i s h e d . " 

American c r e d i t s . 

Two separate c r e d i t s h&ve been e s tab l i shed in the United S t a t e s , one by the 

B r i t i s h Government end one by the B&nk of England. A cred i t of ^100,000,000 was 

arranged by the B r i t i s h Government wi th J . P. Morgan and Company and a cred i t of 

$200,000,000 by the Bank of England with the federa l Reserve Bank of New York in 

par t i c ipa t ion with other Federal reserve banks end with the ipprovt l of the Fed-

eral Reserve Board. 

Under i t s arrangement w i th the Bank of -England the Federal Reserve Bank of 

New York undertakes to s e l l go ld on cred i t to the Bank o f England from time to 

time during the next two years , but not to exceed #200,000,000 outstanding a t any 

one time. The cred i t i s to bear i n t e r e s t to the extent that i t i s a c t u a l l y used 

a t s rate of one per cent above the New York reserve bank's discount r t t e , with a 

minimum of 4 per cent and t maximum of 6 per c e n t , or , i f the Federal reserve d i s -

count rate exceeds 6 per cent , then a t the rediscount rate of the bank. The rate 

of i n t e r e s t to be paid by the B r i t i s h Government on the cred i t which i t h&s e s -

tabl i shed i s to be deterained i n a s i m i l a r manner. Upon the purchase o f gold the 

Bank of Sigland w i l l p lace on i t s books to the c r e d i t of the Federal Reserve Bank 

of New York an equivalent deposit in pounds s t e r l i n g . This deposit may be used 

from time to time by arrangement with the Bank of England in the purchase of 
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E l i g i b l e s t e r l i n g commercial b i l l s which s h a l l bo guaranteed by the Bank of Hng-

land,.and in that e s se discount earned on the b i l l s w i l l be appl ied to the pay-

ment of i n t e r e s t . 

I f occasion a r i s e s for the use of t h i s c r c d i t , support can be given to s t e r -

l ing exchange e i ther through the purchase of s t e r l i n g b i l l s in New York or abroad, 

or gold can be shipped to other countries on B r i t i s h account. Thus the Bank of 

England, could meet a fore ign demand f o r gold without reducing i t s own reserves , 

or i t could rep len i sh i t s reserves by withdrawing gold from th i s country or by 

earmarking i t in New York. The form in which the cred i t would be used would de-

pend upon the circumstances a t the t ime. 

In making these arrangements with the Bank of England, the Federal Beserve 

Bank of New York proceeded under authority of the Federal Beserve Act, which in 

addition to granting the reserve banks power to make contracts , authorizes them 

under rules and regulat ions prescribed by the Federal Beserve Board to deal in 

gold coin or b u l l i o n a t home or abroad, to purchase and s e l l in the open market, 

a t home or abroad, cable transfers or bankers* accept&nccs end b i l l s of exchange 

of the kinds and matur i t i es e l i g i b l e for rediscount; End with the consent , or 

upon the order and d i rec t i on of the Federal Beserve Board, to open and maint&in 

accounts in fore ign countr ies , appoint correspondents and e s t a b l i s h agencies in 

such countries wheresoever i t may be deemed best f o r the purpose of purchasing, 

s e l l i n g , and c o l l e c t i n g b i l l s o f exchange, and wi th the consent of the Federal 

Beserve Board to open and maintain banking accounts for such fore ign correspond-

ents or agenc ies . 

In January of th i s year the Federal Beserve Bank of New York was authorized 

by the Federal Beserve Board to make the arrangements with the Bank of England 

Which have been described. A f t e r the passage of the Gold Standard Act by the 
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Bri t i sh Parliament in May, the Federal Beserve Board approved in d e t a i l the ar-

rangements made toy the New York Federal Beserve Bank, In g iv ing approval the 

Board bel ieved that the arrangement would be an e f f e c t i v e a i d toward general 

resumption of gold payments. 

Gammonts .&£ Advisory Council. 

Commenting upon the part ic ipat ion of the Federal reserve system in the ar-

rangements made to f a c i l i t a t e the return of Great Bri ta in to the gold standard 

the Federal Advisory Council, which held a regular meeting in Washington on May 

22, sa id in pert: "It i s with the deepest s a t i s f a c t i o n that the Council has 

noted the arrangements now made, with tho approval of the Federal Beserve Board, 

"between the Bank of England, on the one hand, and the severa l Federal reserve 

banks under the Auspices of the Federal Reserve Bank of Ndw York on the other . 

These arrangements in the View df the Council w i l l benef i t not only the two 

countries d i r e c t l y involved, but they w i l l enure to the advantage of the ent ire 

worH The Sound 1 f e e l s confident that in the annels of the Federal reserve 

system these arrangements w i l l be written down as one of i t s proudest and most 

constructive achievements*. I t i s an impressive demonstration of tho e f f i c i e n c y 

of the Federal Reserve Act, as at present const i tuted, that we are able to 

render ass i s tance on a l i b e r a l s ca le without fear of adverse e f f e c t upon our own 

f inanc ia l condit ions ." 

W s m a t i o n e l t r a f t s m i d , s t e n f l s r f l . 

Restoration of the gold standard in Great Bri ta in was accompanied by s imilar 

action by Austra l ia , New Zealand, the Netherlands, and the Dutch iSast Indies . 

Gold payments had been resumed in Sweden a year e a r l i e r end on June 1 South 

Africa removed r e s t r i c t i o n s on gold exports . The return to a gold bas i s over so 

wide an area was preceded by a continuous advance toward gold par i ty for about a 

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



- 10 -

8 0 S 

year in most of the pr inc ipa l exchanges and by a narrowing of f l u c t u a t i o n s in the 

v t l u e of other currencies* Furthermore, a number of European countr ies , though 

not in a p o s i t i o n to res tore freedom of gold movements, have maintained the 

.foreign-value o f t h e i r currencies at a f i x e d re la t ionsh ip to gold and consequent-

l y have conducted t h e i r fore ign trade on a gold value b a s i s • Oils growth in the 

area, though not world wide, in nfcich gold has once more been res tored to i t s ro le 

as a standard, provides a broader end more s tab l e bas i s for in ternat iona l trade 

than has preva i led at any time s ince the disorganizat ion of the world's currencies 

which s e t i n with the war. Seestablishment of the fipld standard removes from 

commerce between nations that element of r i s k which arose from tiie uncer ta in t i e s 

of f luc tua t ing exchange rates and f ree gold movements w i l l exert an in f luence 

toward c l o s e r adjustment between pr ice l e v e l s in d i f f eren t c o u n t r i e s . The s i g -

nififlgnice of the res torat ion of the internat ional gold standard should be meas-

ured not only by the b e n e f i t s that w i l l r e s u l t from greater s t a b i l i t y , but a l so 

by contrast with the dec l ines and f luc tuat ions in exchange that would have f o l -

lowed further postponement of the dec i s ions to resume gold payments. These dec i -

s ions give assurance that the exchanges of those countr ies which have returned to 

the gold bas i s w i l l not be subject to sharp advances and dec l ines and that trade 

with these countr ies , which include the largest purchasers o f our agr i cu l tura l 

products, can be conducted and f inanced with greater confidence and on a more 

secure b a s i s . 

Restoration of an e f f e c t i v e internat ional gold standard from the viewpoint 

of the banking s i t u a t i o n i n the United States i s of par t i cu lar importance because 

for the f i r s t time s ince the Federal reserve system was e s tab l i shed gold move-

ments, which f o r a decade have exerted an abnormal in f luence upon the p o s i t i o n of 

the reserve banks, w i l l be more large ly contro l l ed by the t r a d i t i o n a l inf luences 

which regulated the f l ow of gold under normal c o n d i t i o n s . 
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