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FEDERAL RESERVE BOARD
STATENEMT FOR TFE RESS

For ralnasn in morning papars,
Monday, Juno 1, 1925,

Tha Juna, 1925, issuo of tho Fadoral Rasorvo

Buiiwtia will carry tho following statomont concorn-
ing tho raturn of Great Britain to the gold standard.

Rostoration of thy gold standard.

Rostoration of a2 fros gold markst in London after a pariod of ton years
has put Great Britain onco moras on the gold standard. At tho tima of E.gland's
roturn to a gold basis sdavaral othor countriss took similar action and this,
togothor with tha fact that many othar BEurogoan currancios have boon stabilizad
with rofarancs to gold for mora than a y2ar, romévos from tho major part of the
world's commorco and finanos thn unobftaintios arising from wids and abfupt
fluctuations of axchangos,

Free gold movoments betwaan count;ios that havq raestablishad the gold
standard will not only limit fluctuations of 0xcﬁanga ratas but will agdin relatn
changos in tho gold holdings of contral banks to crodit conditions at homn and
abroad and thus mako changns in thoir rosorva positions imocrtant factors in
thoir crodit policios. With tks princival monoy markots of tho world onco moro
froo gold markots and_tho oxchangas botwaon thom stabls, tho flow of funds bo-
twoan thosn maéknts will rospond moro frooly to difforoncos in monoy ratos and
crodit conditions. Creaits in countrias on tho gold standard bocome interchange-
able practically at par with dollar crodits, which havo boon continuously oquiv-
alent to geld, and short-timo funds will thus tond to be distributed more noarly
in rasponss to curront dimands ns riyflacted in highar rates. With tho roﬁoval
cf barriars arising from tho risks of oxchangn, borrowing particularly for'pur-
posos of financing intirnational tradoa will be drawn to tho markats whors money
is chaapost. Thus th)y rysumpticn of gold payuints by tho chiof trading countries

cf tho world furnishos a basis for the functioning cf those forcos which bafore
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tha war oparatod to maintain a closs ccntact batwaan thy menoy markats of tho
world,

Great Britein's gold standard act.

The docision of the Britiel Guvarnmont to romove tho ombargo on tho oxpor-
tation of gold was announced by ths ClLancellor of the Exci.oquor on April 28
when ho sﬁated that the law cf 1920 prohibiting gold oxports for a poricd of
five yoars, oxcapt undar spocial liconso, wculd bs parmittad to 1aps¢ on Dognmbor
31, 1925, and that for th? ramaindor of this yoar ths Bank cf England would bo
givon a gonoral liconsa to oxpert golds Contrel of gold sxports in Groat Britain,
which from tho outbroak of tha war until tho lngal prohibition in 1920, was by
informal mathods, has appliod sinco that timo tc¢ all gold oxcopt to nowly nined
gold produced in tho Britisk Dwwinicns and imported into England.

In ranoving restrictions upon gold oxperts the British Governmont adoptod
cortain safoguards agsinst the dissipation of tho gold rosirves through tho ro-
introduction of gold coins into circulaticn and against tho speculative hazards
to which tho pound starling might bs nxncsnd in tho poried immodiatoly following
rosumption. Thosa safaguards woarn incorverated in a bill "¢o facilitato tho .
roturn to a gold standard and for ourncsss connactod tharowith"™ to bo known as
tho Guld Standard Aet, 1925, which bocame law on May 13. It was rocognizod that
a raturn to tho uso of gold curroncy in domastic circulation wa;yﬁécossary for
thre purposa of the oporation cf tho intornational gold standard and tho Chancaller
of the Exchequor said that this uso of gold would bo an unwarrantablo oxtravaganco
which tho presont finangial stringoncy doos not pormit England tc indulge in.

In ordor to pravont tho loss of gold into circulation ths bill rolioves tho Buuk
of Eagland of tho obligation te radonmm its own notos and curronoy notas in gold
c¢nin and roliavos tha Mint of thn obligaticn to ccin gold bullion prasantsd to
it by anyono axcapt tho Bank of Eugland. Tho Baws, Lowovor, is roquired to sall

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



301

-3 -
gold-in bars containing approximately 400 ounces to any psrson at the price of
&3 17s 104d per ounce gold of standerd fineness, that is, in units of about
Ll’?.OO'.» Thus, while the bank is protocted zgainst & demend for gold coin for
domestic circulation, it stands ready to meet all demends for gold bullion for
expdrt_purposes. The provision of the Benk Act of 1844, under which tho Bank
of England is obliged to purchase at & fixed pricer all gold offered remsins
in force. | |

As & means of supporting sterlinz exchange in case of speculetive pressure
the gold stendard bill furthermore suthorizes the Trezsury to "issue, either
within or without the Uﬁited Kingdom and either in British or in any other cur-
rency such securities bearing such rate of interest &nd subject to such oondi-
tions &s to repayment, redemption, or otherwise #s they think f£it", and to
"guarentee in such manner and on such terms &nd conditions as they think proper
the payment of interest and principal of any loan which may be raised for such
parpose,” All loans raised under this provision must be repsid within two yo&ars
and @}arantees given by the Treasury will ulso expire in two yeurs from the
date ﬂﬁpon which it is given, In furtherance of the objects of these provisions
dmerican credits aggregating $300,000,000 have been esteblished, the details of
which are discussed later in this review,

- Beport of Commiitee of Experts, |

In reaching & decision to return to the gold stendard at this time the
British Government was guided by the recommendations of a committee which, in
addition to considering wha'ther the time had come to emalgsmate the Ireasury
note issue with the Bank of Englsnd note issue, 8lso entered into the question
whether & retum td fhe gold standard on the besis of the pre-war sovereign was
déz{irable and if so how &nd when the steps required to achieve it should be té.keh.
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In its report the committes expresses its cgruement wish she principles

~-lald down in 19186 by the Cunliffe Committee and after considerirg verious alter-
natives reached the conclusion that tho §old stindird must be reestablished in
Bnglend on the busis of the pre-wer gold ccntent of the sovereign, Neither de-
valuation nor the substitution of the cOmmdd;ty price level for gold as the regu-
lating p:iﬁciple of the currency &ppeared to tho committee to be desircble, The
comnittoe's analysis of England's position in foreign tresde indicsted that the
existing volume of exports, visible and invisible, together with the income de-
rived from'foreign inves tments, wes undoubtedly sufficient to meet England's
foreigg debts, to pay for necessary imports, lcaving & moderate balance 3for
foreign investments. "In these circumstances,” the committee continuq&, "a free
gold marke$ could readily be estsblished &nd maéintained &t the pre-war parity,
provided th&t hy eontrol of credit we adjusted the intornul purchesing power of
the pound to its exchenge parity, and restricted our foreizn investments to our
normal export surplus,"” While the committee believed that the price level in
England was still too high relutive to the level in the United States, it wes its
opinion that the adjustment could be accomplished without serious disturbunce,
particularly in view of the fact that sterling exchinge &t the time of the re-
port in Pebruery wes only 1% per cent below parity,

On the sudject of the amalgamsztion of the two kinds of note issue, the Bank
of Englend notu, issued only in exchange for gold, and the currency note, issued
by the Treasury &nd secured lergely by Government obligations, the committee
recommended that no zctlon be teken for the present, that the limit of the our-
rency issue, by which tho actuul meximum for one year becomes the legel maximum
for the next year, be maintained and that the Bank of England take over the cur-

*'#ancy notes at such & time in the.future when experionce will have demonstrated
vﬁﬁat amount ¢an be kept in circulation without resulting in & drain on the Bank's

&7y
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gold reserves, 4s &n immedicte stup the committee recommended thit the 27,
000,000 of gold held zgeinst currency notes be transferred to the Esnk and &n
equal amount of Bank notes be substituted in the currency note sccount, This
recommenda tion hts been adopted &nd carried out}

Importent fectors plaeing Gre:t Britein in a'posit‘ion to reestsblish the
gold stendard have been the bclancing of the budget, reduction in the floating
débt, funding of the indebtodness to the United Stetes, rigid adherence to the
limitation upon note issue, &nd a;fqvpoliey of credit control, The budget not only
hes beeP balanced, but there has been & surplus which enabled the government to
reduce the flosting debt held in large part by the binks, Between the end of
1920 ¢nd the end of 1924 this debt waes reduced by nearly 40 per cent, or &560,-
000,000, and the reduction was accompanied by substantial declines, especially
during 1921 and the early pert of 1922, in the investments, bill holdings, and
deposits of the joint stock bunks, With the decline in their holdings of Trees-
ury bills, the baznks were in & position to meet the increased credit demends of
commerce &nd industry without incressing the totsl volume of benk credit in use,
The policy of maintsining relatively high money rstes, ospocielly during the m st
yeer, and of discouraging excessive foreign lending contributed to the edvsnce of
sterling exchange towerd purity, 48 & consequence of these developments the ex-
tent of further necessary &djustment in the exchange rate &nd in finencial condi-
tions following the announcement of the removel of the goid enbuargo was groatly
diminished, und the ability of Great Britain to maintein an effective gold stan-
derd greatly increzsed,
ourse of aterling exchenze.

Sterling exchangg in the New York market since 1919, when the pegging of
the exchanges was disecontinued, hus undergone wide fluctuations, The most rapid
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and continuous advence in sterling occurred between the middle of 1921 #nd the
spring of 1923, when owing pertly to the operation of the factors tlretdy men-
tioned «nd to trade conditions prices in Greet Britaln declined considerably,
while prices in the United States advanced, rom less than 4 per eent below par
sterling exthenge declined during the remainder of 1923 to a low point in Janu-
«¢ry, 1924, more thenl2 per cent below pcr, 4n almost uninterrupted rise during
1924 ¢nd the early part of 192F brouzht sterling to within one per cent of
perity &t the time of the announcement of the resumption of gold pé.yments.

In order to relie‘ve the exchange market during the reanainder of this yeer
from demands for doliar exchenge by the Treasury, perticulerly in the a2utumn
when Grezt Britain's purchtses of a‘gricuit‘urel products sbroad are heaviest,
the Chancellor of the Exchegquer &nnounced thet & sufficient emount of dollar ex-
change "hadl been ucquired to meet &ll psyments on the imerican debdt not only in
June but a‘Iao in December, |
Zroyisions m supporting exchenge.

" It was recognized by the committee advising the government on the problems
connaected with resumption that the sdvance of the pound sterling since lest sum-
mer may have ’been'”partly due to speculctive buying ¢nd thut when parity wes
rezched profit taking by speculutors might throw & strein on the oxchange,
.bgainst this denger the committee rogtcrded £s a proper sufeguard the existence
of adequate gold reserves and & resolute use of those reserves for the purpose
for which they had been accumul:ited, " The eveilable reserves were in the com-
mittee's opinion amply sufficient, but if it were deemed wise to acquire also &
foreign credit, the credit should be used only c¢fter & considerable zmount of
gold hsd esctually been exported, cnd the use of this credit should be considered
from the voint of view of the Bank of inglend's monetery policy us equivalent to

a corresponding loss from its own rescrves, 'Unlescs these precautions are taken,
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borrowing &broad will, zs hus &gain and egzsin happened, when it his been resortec
to &s a remedy for exchinge difficulticy merely sggrevite the mischief which it
has been applied to cure.," In announcinz the estublishment of the credits in
dmerica the Chincellor ol the ixchequer s:id:; "These grest credite scross the
Atlentic Oceen heve been obtuined end built up as & solemn warning to speculators
of every kind &nd of every hue cnd in every country, of tho resistence which they
will encounter and of the reserves with which they will bve confronted, if they
attempt to disturd the gold purity which Grest Britiin hus now established,"
Americen credits.

Two separcte credits hove been esteblicshed in the United Stetes, one by the
British Government &nd one by the Bink of Englané, A credit of +$100,000,000 wes
arrenged ﬁy the British Government with J. P, MOrgen =nd Compuny snd & credit of
¥200,000,000 by the Bank of Englan? with the Federsl Reserve Benk of.New York. in
participation witp other Federal reserve bunks &nd with the zpprov:cl of the Ped-
er:l Reserve Board,

Under its arrengement with the Benk of ingland the Foderal Heserve Bsnk of
New York undertakes to sell gold Onvcredit to;the Benk of Englond from time to
time during the next two years, but not to exceed $200,000,000 outstanding &t any
one time, The credit is to bear interest to the extent that it is actually used
at & rate of one per cent above the New York reserve benk's discount rcte, with &
minimum of 4 per cent &nd ¢ meximum of 6 per cent, or, if the Federzl reserve dis-
count rete exceeds 6 per cent, then &t the rediscount rete of the bznk, The rate
of interest to be ptid by the British Government on the credit which it his es-
tublished is to be determined in & similsr menner, Upon the purchise of gold the
Bank of Znglend wili place on its books to the credit of the Federzl Reserve Bank
of New York an equivalent deposit in pounds sterling, This deposit may be used

from time to time by arrungement with the Bank of Engliénd in the purchise of
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;gé&igible sterling commercizl bills which shzll be gusranteed by the Bark of ing-
iand,_and in thet case discount earned on the bills will be applied t0 ths pay-
ment of interest,

If occusion arises ror the use of this credit, support can be given to ster-
ling éxchange either through the purchase of sterling bills in New York or abroad,
or gold csn be shipped to other countries on British ;ccount. Thus the Benk of
ingland could meet & foreign demend for gold‘Without reducing its own reserves,
or it ﬁouid rep}enish its roserves by withdrawing gold from this country or by
earmarking it in New York, The form in which the credié would be used would de-
.pendvupon‘the circumstences &t the time,

In making these arrengements with the Benk of England, the Federal Reserve
Bank of New York proceeded undér suthority of the Foderal Reserve fct, which in
addition to granting the reserve banks power to meke contracts, asuthorizes them
under rules and regulstions prescribed by the dearg} Reserve Board to deal in
gold coin or bullion at home or &brozd, to purchuse &nd sell in the open market,
&t home or abroad, cuble trensfers or bankers' scceptinces ¢nd bills of exchinge
of the kinds and maturities e;igible for rediscount; znd with the consent, or
upon the order and direction of the Pederal Reserve Bocrd, to open &nd méintcin
sccounts in foreign countries, appoint correspondents &nd establish agencies in
such countries wheresoaver it may be deemed best for the purpose of purchasing,
selling, =nd collecting bills of exchange, and with the consent of the Federal
Reserve Bosrd to open &nd muintain banking accounts for such foreign correspond=-
ents or azencies,

In January of this year the Federal Reserve Bénk of New York was zuthorized
by the Federal Beserve Board to meke the arrangements with the Bsnk of England

which have been described., After the psssage of the Gold Standard sct by the
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British Parliament in May, the Pedercl Reserve Boerd &pproved in detr;.il the ar-
rangements msde by th.e. New York Federa.lA Reserve Benk, In giving approvel the
Bocrd believed that the arrangement would be an effective aid toward general
resumption of gold payments,

Somments of Advisory Council.

Commen ting upon the partigipation of the PFedéral reserve system in the ar-
rangements maede to fecilitate the return of Great Britein to the gold standard
the Federal Advisory Council, which held & reguler meeting in Washington on Mey
22, seld in port; "It is with tho deepest satisfabtion that the Council hes
noted the arrangements now mide, with the cpprovel of the Federal ideserve Board,
between the Bank of England, on the one hend, and the several Federsl reserve
benks under the auspices of the Pederal Reserve Benk of New York on the other,
These arrangements in the view 0f the Council will benefit mot only the two
countries directly involved, but they will enure to the advantcge of the entire
world The ®ouncil feels confident that in the annzls of the Federzl reserve
system these arrangements will be written down us one of its proudest snd most
constructive achieveinents., I is an impressive demonstration of the effieiency
of the Pederal Reserve Act, &s at present constituted, that we are &ble to
render assistance on & liberal scale without feer of adverse effect upon our own
finsnclal conﬁtions."

Restoration of the gold standard in Great Britain was gccompenied by similar
sction by Australiaz, New Zealund, the Netherlinds, :¢nd the Dutch Bast Indies,

| Gold payments had been rosumed in Sweden & yeer earlier &nd on June 1 South
Africa removed restrictions on gold exports, The return to & gold basis over so

wide an area was preceded by a continuous advence toward gold parity for &bout a
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year in most of the principsl exchanges and by & nerrowing of fluctuations in the
velue of other currencies, FAurthermore, a number of Buropeen countries, though
not in & position to restore freedom of old movements, hive maint:ined the

" _ foreign value of their currencies &t & fixed relationship to gold &nd consequent-
1y have eonducted their foreign trede on & gold value basis, This growth in the
area, though not world wide, in which gold h:s once more been restored to its role
as & standard, provides & broader end more stable busis for internitionel trzde
.than hzs prevailed at any time since the disorgenizetion of the world's currencies
which get in with the war, Reestublishment of the gold standard removes from
commerce between nations thet element of risk which arose from the uncerteinties
of fluctuating exchange retes and free gold movements will exert an influence
toward closer adjustment between price levels in different countries, The sig-

nifigance of the restoration of the internctional gold stinderd should be meas-
by

s
EECL 3

o

ured not only by ‘the benefits that will result from greater stebility, but &lso
by contrast with the declines end fluctusztions in exchange that would buve fol-
lowed further postponement of the decisions to resume gold payments, These deci-
sions give assurance that the exchanges of those countries which huve returned to
the gold basis will not be’subject to sharp sdvences end declines &nd thet trade
with these countries, which include the lcrgest purchesers of our agricultural
products, can be conducted snd financed with greater confidence and on 8 more
secure beusis,

Restoration of sn effective internstionsl gold stenderd from the viewpoint
of the banking situation in the United States is of p:rticuler importence because
for the first time since the Federsl reserve system wes estiblished gold move-
ments, which for a decade hsve exerted en &ébnormsl influence upon the position of
the reserve banks, will be more largely controlled by the traditional influences

which regulated the flow of gold under normal conditions,
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