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Review of the Month
UNITED STATES FOREIGN TRADE AND CAPITAL MOVEMENTS
AND INTERNATIONAL RESERVES

During the past fifteen years culminating in the World War
the international position of the United States has undergone far-
reaching changes; In its endeavors to assist our Allies in the World
War the American economy is now supplying an outflow of goods nearly
five times as large in value as in prewar years, not including goods
sent abroad to supply our own troops; Exports for foreign account are
for the most part being financed by simple book-entry through Lend-
Lease; If exports are to continue after the war in a volume exceeding
that of the prewar period, new peace-time markets will have to be
found and other methods of financing will have to be substituted for
Lend-Lezse. It is not to be expected that in the early postwar years
exports of American goods on anything approaching the war-time scale
can be matched by merchandise imports or foreign services. Meanwhile
a major role will have to be played by American capital;

The nature of the capital movement before the war raises a
question as to what measures will be neccessary te prevent the perverse
flows that characterized the 1930's. During that decade Americun in-
vestment abroad, which had been on a great scale in the 1920's, was
reversed, and the flow of foreign capital to this country mounted.
Instead of functioning as an international lender, the United States
drew money from the rest of the world -- most of it upon a relatively
permanent basis. Foreign countries lost gold to the United States,
which added 15 billion dollars to its reserves in the period 1934-1940.

Nevertheless foreign reserves are today far higher in dollar purchasing




power thaﬁ thej wer;.bgfopé;phc'grgat ;osses_qf.the 1830's occurred.
This is attributable to the growiné ;Elpﬁc of world gﬁid production,
. dishoardinglby thc public, the 69 per cent increase in th dollar
price of gﬁld, and the outpouring of American money abroad in connec-
tion witﬁ thg Wﬁf.

The wartine inéreﬁse in foreign gold reserves has been sup-
plumentea by the rapid éxpansion-of dollar reserves in the form of
_ balances in this c;ﬁﬁtry; Gol& and dollar reserves of foreign coun-
tfies amounééd to more thén 1? billioq ddllars at the end of September
1944, as sempared WAth 7 op:8 Filittn dollavd 14 1928 baficre, dfsintes
gration of the gold-stnndard set in. This stronger reserve pbsition
abroad, togctﬁer with the achicvements atlBrettoﬁ Woods, promise more
qmple resourceg and more orderly financial relationships in the postwar
worldé If thié'promiae is realized, the chances of maintaining a volume
of foréign trade coﬁmansurate with the héightened productivity of the

American economy in the postwar period will be greatly strengthened.
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Wartime Fxports of the United States

Since the middle of 1943 American exports have been running
at the level of about 14 billion dollars & year. Before phe war the
anhual average was 3 billion dollars; The expansion is unprecedented.
It is the product of a war that is being vigorously pfosacutcd in both
the Buropean and the Pacific theatres. As the accompanying table shows,
cxports to the United Kingdom, the U.S.8.R., und the Mediterranean and
African regions, which before the war amounted to less thun three-
quarters of & billion dollare = year, have grown to nearly 10 billion
dollars. Exports to_Chiua, Indi~, Austrzlis, and New Zenland have
grovm from about 200 million dollars a year to nearly 1,300 million
dollars; Within the Western Hemisphere the expansion has been less
-striking; Nevertheless there has bucp a tripling of ﬁxpérts to Canade,
this nation's second largest customer in time of peace; and even to
Latin America, which has not been producing th; munitions and eguipment
of war, the flow of exports has becn substantially enlmrgcd;

I While this vast trade was bﬁilding up under the urgent preo-
sures of war and despite the submarine, important regions vwiere placed
temporerily beyond our reach. Moét of the eontinent of FBurope in the
period COVureﬂ by the table was cither occupied by the enemy or blockaded.
The sone wos true of the Malay Stafea, the Netherlonds East Indies and
other  areas uhder Japsnese control. The areas that werce largely sealed

of f from Ameriean trade had taken o billion dollars of our goods o yeor

in the pcriod beforc the war,
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United States Exports by Areas

(Millions of dollars)

Yeor ending June 30, 1944 Annual average
Lend-Lease : 1936-1938
Indus~ |Agricul- Cash Non- Agricul-
Area Munitions| trial tural Total Account Total |agricultural| tural
products|products 1/
United Kingdom - - 2,695 1,066 1,100 4,859 * 499 254 265
U.5.5,R. ; 1,785 1,094 610 3,490 * 49 49 i
Africa, Middle East and !

Mediterrsmean Area 2/ 1,250 278 117 1,643 #* 214 179 35
China and India | 502 224 7 798 * 117 102 15
Australia ond New Zecland 269 197 15 482 * 100 88 12
20 Latin American Republics 70 18 ¥k 88 798 e/ 485 439 46
Canada : —— - - — 1,429 ¢/3 454 383 71
Unallocated : 244 28 16 288 3/ 542 3 1,048 714 334

Total 6,813 2,903 1,930 11,646 2,769 2,967 2,189 778

g/ Estimated on the basis of published data for nine months ending March 1944.

¥ Not available for publication. _

##* TLess than half a million dollars.

1/ 1Includes small zmount of agricultural re-exports. ;

?/ Coverage of Lend-Lease datn snd pre-war data under this heading are not identical.

3/ If indircct Lend-Lease through Canada was relatively the same in the year ending June 1944
as in the period March 1941-June 1944, about 192 million dollars of Lend-Lease exports
should be transferred from "Unallocated” to the areas listed in the table, and the same
amount should be transferred under Cash Account from Canada to Unallocated".




The table showing these broad developments is necessarily
limited in detail for reasons of security; Most of the up-to-date
information concerning American foreign trade that is now given to
the public ic that which is permitted to appear in the quarterly
reports of the Lend-Lease Administration. While these reports are not
detailed, it is possible on the basis of them to show the division of
our Lend-Lease supplics among munitions and war equipment on the one
hend and industriel and agricultural products on the other. TForcign
trade peid for in cash cannot be similerly classified nor can the
figures of shipments outsidc the Western Hemisphere bz showm by coun-
trias; Indeed, for purposes of the table it has been necessary to
estimate oven exports to Ceneda wnd the twenty American Republics by
projecting 9 months figures; Navertheléas, it seems possible to say
on the basis of the data that direct war cquipment comprises less than
one-helf of the great flow of goods that is currently leaving our shoreas.
The remainder is divided between industrisl products, the use of which
has been sharply stimulated by the war, and agricultural products;

Agricultural exports represent a type of commodity that will
be consumed in even larger volumé in the post—war period; but there is
little recason to believe that the world will continue to draw agricul-
tural commodities from the United Stutes on the present scale once the
period of relief and reconstruction has pasaéd; It is evident from the
table that the United Kingdom is now taking under Lend-Lease zlone a
volume of agricultural products more than twice the value of our exports
of every iype tuv the United Kingdom before the war; The atmnormalities

arc cven more apparent in the case of the U.S.S.R., which in ordinary
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times can largely feed and clothe itself. Output of agricultural
products for domestic consumption will revive abroad and other agri-
cultural exporting countries will yegzin their positions in world
trade; As the post-war transition period passes it scems probable
that the besgic trend in the export trade of the United States from
agricultursl products, in which this country hed the strongest com-
petitive position in the 19th century, toward those manufactures in
which we now dominate world markcts will reassert itself and that frow
this standpoint the agricultural component of our wartime trade cannot

be regarded as carrying any promise ef permanence.,

Wartime Imports

Merchandise imports to this country have slso been stimulated
by the war; but more than half‘of the rise from the 2;5 billion dollar
average of the pre-war yesars to the currant:ﬁnnuﬂl rate of 4 billion
dollers appeers to be due to an advance in prices. In the chart it
is possible to trace threec distinct stages of recent import history;
From the middle of 1940 through 1941 imports rose under the impetus of
invenpory accumulation and government stockpiling; Continentel Furope
was cﬁt off as a source of supply but imports from other areas rose
sharply; An exfcnsive reduction in the flow of imports occurred vith
the start of the Japanese war, the cubting off of our Far Eastern scurces
of supply, snd the intensification of submarine attacks. As snti-
supmarine meﬁsures increaﬁcd in effectiveness and the Americon rote of
shipbuilding surpnséed.the raté of ship losses, imports agein began to

rise. New sources of supply were developed, largely in Latin America

“

and in Africa, for products formerly acquired in the Far East. To date



the history of our wsrtime imports has in considerablc degree been

that of displacement of importent sources of supply by others at rising
prices; A more general rise in imports may be expected as additional
shipping becomes available and ag new arcas are freed in Furope and Asia,

How far the rise in importe carries and whether it can be
sustained and increased in the post-war period will be onc of the de-
termining factors in the future of this country's export trade. The
ability of foreigners to buy civilian goods in the post-war period will
largely depend upon their ebility to get command of dollars. At present
the supply of goods available for ezport is 2 limiting factor. The
crucial test will come after the shortuage of civilion goods in our ovn
markets begins to be relieved; Until then it may be necessary to con-
tinue the wartime controls in many types of goods that foreigners as
well as our own citizens will want to Pbuy. As rcconvergicn is accom-
plished, however, it seecms unquestionable that the vast productive powers
of this country cun be most effectively employed only if a much greater
foreign trade is carried on with the world than before the war.

Other factors than merchandise imports will also help to put
the dollars in foreign hends that will be neceded if the great post-war
readjustments in our export trade are to be accomplished without
excessive shrinkage in the aggregatc; American use of foreign shipping
will help; but in view of the unequeled merchant merine which this
country has crected during the war and the probability of a large
measure of Government assistance to maintsin it, Americon use of foreign
shipping is unlikely to be greater thon before the war even with a

greatly expanded trade. .American travel in foreign countries will also

help, snd can be counted upon to do so cn o far more extensive scole
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than before the war. More problematical is the question of whether
Amcrican capital will venture obroad again in generous amounts, if

governmental assistance is not fortheoming.

Pre-war Capital Flow

The last great period of American investment in foreign coun-
trie;, as theltable shows, was in the 1920's. During that decade
American capital flowed abroad in the form of security purchases, dircct
business investments, and short-term funds. Notwithstending the back-
flow of amortization payments, nearly 3 billion dollars of American
capital moved out of this country on balance in the two years 1927 .and
1928, While Americans were¢ buying foreign bonds, however, foreigners
were being attracted into our stock market and foreign central banks
were accumulating reserves here in the form of dollar balancﬂs; The
movenent of foreign fund; to the United States was irreguler, but at
times during the decode it served ag o substantiel offsct to the great
outpouring of American capital;

In the second half of 1928 Americans began to lose their
interest in foreign bonds as the domestic bond market tightened and
the stock market drove schead toward ite ¢ imﬁx in 1929.. Foreign in-
;vustors put still greater amounts inte American securitiuu; The net
outward movement of capital on all acccunts from this country, which

hnd been 1,200 miilion dollars in 1928, fell to less than 300 rillion

~, dollers in 1929. By the end of 1931 the world-wide depression with its

cecompanying finencial erisis had come to overshadow every other con-

sideration. The movement of American capital inte securities and business




(In millions of dollars.
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INTERNATIONAL MOVEMENT OF CAPITAL TC THE UNITED STATES

Minus sign indicates net movement from U. S,)
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investments abroad dwindled awoy to almost nothing and heavy withdrawals
of short-ternm funds from forcign countrics begen. The net movenment of
American capital as o whole turned inward.

Until the devaluation of the dollar in January 1934 the return
flow of American funds was more than offecet by the withdrawal of foreign
short-term funds from the American market; but after that event the
movement of forcign moncy turned heavily toward the United States and
added its effects to those of the return flow of American funda; From
1934 through 1940, as the table shows, the inward movement of American
capital from abroad was about 2 billion dellars; and that of foreign
capitel was 5-1/2 killion dollars; 0f the foreign copitel nearly 1 billion
dollars represented net purchase of American Securities; All of this
was ac@uired in the years of stock market advance (1935-1937) just as
in the earlier period of 1928-1929; and, as in the earlier period, the
subsequent stock market relapse brought no net liquidation; Liquidation
oceurred only after the ocutbreck of the world war forced the British
Government to take over the dollar securities of its citizens and prcceed

to convert them intc cash for war purchases.

Another portion of the 5-1/2 billicn dollars represented the
accumulaticn of dollar reserves by foreign central bunks end governmcnts;
Holding dollars was often more convenient snd, when Treasury bills were
bought, more profitable than holding golﬁ; Balances cccumulated by
foreign monetary authorities during the period amounted to 1,200 million
ﬁallars; Yet enother portion, amounting to over 700 million dollars,
represented special capital transactions of the British in cennecticn

with the munufacture or storing of war supplies in thie country before

the adwvent of Lend-Lease.
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Only 2-1/2 billion Jdollars of the total recorded capital
inflow of 7-1/2 billion on both American and foreign account represented
the movement to the United 8States by foreigners of private short-term
funds. Most of this short-term money was of the sort that shifts casily
from one financial center to another under the impact of political and
economic uncertaintiesy SBme part of it undoubtedly came here to restore
working balances tﬁat-hud been reduced in the pericd when the dollar
was depreciating on the exchanges before definitive devaluation had
occurred, and the subsecquent expansiovn of business activity must have
crected 2 need for additionel wofking bulnnces; But the fact that most

l
of tha—2ii¥2:§%&&iua—deﬁierﬁ—e£ foreign short-term funds accumulated
either during the crisis which the so-ecalled gold-bloc countries --
France, Netherlands, Switzerleond, eond Belgium —— experienced after de-
valuation of the dollar or during the successicn of war seares that

dhe 2% Billiaw d3\Vave
cheracterized the later '"thirties suggests that the bulk of jkhese—funds
were acquired for other than.commerciszl reasons. What weould have hap-
pened to them had the war not intervened witﬁ the vesting of private
dollar assets by foreign monetary authoritics and the freezing operotions
of the Americen authorities is diffiecult to détarmine; The fact that
stands out is that the greoter part of the recorded capital inflow of
7-1/2 billion dellars in the period 1934 through 1940 was of a.differunt
and more permonent char;cter; It rebr;scntad American money that had

come home to stay, or foreign investnents and officizl funds that were

accuptlating in & world financial center of increasing scope.
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It should be noted that during this period the "umexplained
jtems" in our official balance of payments were unusually high; In the
aggregate they amounted to 3-1/2 billion dollars for the entire period
19%4-1940. Capital movements that escaped the reporting system undoubtedly
contributcd to this figure,including some movenments of a volatile type.
The most concrcte evidence, however, that we have as to the nature of
a portion of the unexplained items is that rgfugees coming over hecre
shifted substential sums in this country from foreign to domestic owner-
ship. These sums transferred to the Americen community ceased to be
part of the internaticnal capital account, To o considerable extent
refugee transfers have either been spent or will remain in the Amcrican

community.

Lend-Leese and Other Developments

The introduction of Lend-lLease operations early in 1941 opened
up a completely new phase of international finance; The rapidly mounting
volume of war exports was ;;;;gééd by gimple boolkkeeping operations;
Services such as ship-repair were supplied on the same basis and even
certain construction operations; From the beginning through June 1944,
more than 28 billion dollars of Lend-Leasec assistance has been granted
to the countrics that are helping us fight the war., Over 21 billion
dollars of this is reflected in our merchandise export trade;

As Lend-Lease operations taper off, however, after the war the
qucstion of the direction of the capital flow will again become of major

importance. In one respect a change from the 1980's seeus probable.

Movenents of foreign capital to the United States in disturbing emounts

or for unproductive purposcs are likely to be greatly curtailed. Foreign
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counﬁries have had too extensive an experience with exchange controls to
permit }t to continue, and there is nothing in the plen for an Iﬁter-
national Monetary Fund devised -at, Bretton Woods that would prevent the
application of these controls to capital movements. The greater problem
will be to revive the flow of productive capital fron the United States
to the areas where it is needed. Direet investments to gpread the range
of Americah business .enterprise will undoubtedly be in evidence immediately
after the war; Countries with strong credit standing will also be able
to borrow in the American.market; The recent 100 million dollar credit
to the Netherlands by a group'of New York banks, while it is short+term
anl backed by gold, is an indication of possibilities in this direction;
Nevertheless, the almost negligible amount of American lending abroad in
the 1920's suggests the limitations that may be encountered in the uncer-
tain post-war period unless ﬁmvrican”in§esfors can be assisted at the
outset by some measure of Govérnment protection. The International Bank
for Reéonstfuction and Development proposed at Bretton Woods was designed
to provide such assurance.- Most of the operations of the Bank would be
in the field of guaranteeing loans which othcfwisa the private capital

market would not make on reasonable terms.

Shifts in Gold Resecrves

Foreign countries will emter the post-war period much better
supplied with gold and dollar reserves than they were before the break-
down of the gold standard 'in the 1930's. As a group'tﬁey will be zble

to meet larger deficite’'in :their international transactions with the

United States, should such defitits oceur, without resorting to currency

depreciation or exchange control or drastic measures of internal deflation.
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It is estimated that by the ond of September 1044 foreign countries had
gold and dollar reserves in excess of 17 billion dollars as compared with
7 or 8 billion dollars at the close of the 1920's. How it came about
that foreign reserves grew in such an extreordinary fashion notwithstand-

ing the heavy snd recurrent gold flows to the United States in the 1930's

is partially shovm in the accompanying table.

The first period in the table (1929-1933) covers the general
disintegration of the gold standard., iost countries outside the so-called
gold bloc, composed of France, Switzerlond, the Netherlonds, and Belgium,
were involved in exchange depreciation or exchange contrel before the
period was finished; The pressures first became acute in-the raw material
countries toward the end of the 1920's. Prices for their exports had been
slowly declining even before the 1928 crash; and in the latter half of
1928, as has been noted earlier in this review, American loans abroad
began to contract; The pressures on the raw material countries are re-
flected in the table in the experiences of Australia, Japan, and the Latin
American group -- particularly Argentina and Bfazil;

As the depression deepened major countries became involved in
financial crisis. Germany, England, and the United Statcs all held large
amounts of short-term balonces due to foreigners, and runs developed on
each of these countries in succession., Germony was forced completely
off the gold standard and into exchange control, It never recovered
the gold that it lost at that time. England stopped short of exchange
control but allowed sterling to depreciate. With the readjustment of
sterling, money began to flow back to Englond and that country ended the
period with gold reserves substantially higher than before. The United

States was in the strongest position of the three with a forasign trade

e T e o SN, v



Jentral Gold Reserves snd Sources of Increase

(In millions of dollars)

Central gold reserves Other
United Gold sources
| States | Foreign Total |production| of
' : increase
Anount at ond of 1928 3,745 6,310 ~ 10,080
Increase 1929-1933 ' 265 2,190 2,456 2,315 140
Januery 1934 increment in
dollar wvalue 1/ . 2,780 5,895 8,675
Increase or decrease (=)
1934-1940 15,200  -5,615  .9,590 8,560 1,030
1941 -September 1944 -~1,170 5,596 4,425 4,425
Anmount at -end of September 1944 20,825 14,375 35,206

Note: For footnotes sec table below, Before Jonuary 1934 gold is valued
at $R20.67 o fine /ounce; thercafter ot $35 a finc ounce.

.’/I.
2 ;X_." l,-f‘-—-,—(‘ p— .{
Tl { : L -
\ v = o o -t - Il\
\
fr—— t ¢ - r [~
L ln—ye [ - —y \ - e - 'u' = ~
I
-
7 . (" - B! ;
I - T S T g ’
T '
= ( B DLy
1 - b <+ \
’.r g e — [
- H et - - e -




= 13 =

surplus and ample gold reae;ves. ‘But its gold acquisitions for the period
as a whole would have been'considerably greéter had the heavy withdrawals
of foreign funds not pccurred. I

The funds withdram from the United States were mainly gold-bloc
funds; and the gold bloc also ﬁafticipated in the withdrawals from England
and Germany. Over 2-1/2 billion dollars of gold was added to this group's
holdings during the period -- the greater part of it going to Frnnce;

The intefnational strength of the gold bloc, however, proved
only temporary. After devaluation of the Americsn dollar in January 1934
the gdld bloe stood almost alone on the gold parities of the 1920's. As
its position becamé incréasingly insecure, a series of capital flights
oceurred which carried gold in large amounts to the United States; The
movement was broadened to other countries and intensified by war develop-
munts; Italy became involved in war in 1935 and Spain in 1936, and by the
close of the period 1934—1940 the war in Europe was in full course; In
addition the Amerdicsn stock market and the growing export surplus on mer-
chandise account drew éold to the United States. United States gold re-
serves rose by 15 billion dollars in the period 1954-1940 while foreign
reserves declined by over § billion dollars; Aé the table shows, the
largest losses were experienced by Fraﬁce, the United Kingdom, Spain, and
Italy; Much of the world was on an exchange control bosis during this
“‘period and most countries had allowed their currencies to fzll in reclation
to the ‘dollar -- otherwise the gold losses would undoubtedly have been
larger.

After Lunﬂabeasc‘went into operation in March 1941, the foreign

world as a whole ceased to lose gold. The mounting tide of American

- exports was handled by book entries. By the end of 1942 the balance of
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international trade outside Laﬁd-Lease'éperutions had turned adverse to
this country. Heavy imports of raw materials and -other’ supplies from
Canada, Latin America, Africa, India, and other areas of the world still
open to trade were paid for in cash. Cash exports outside Lend-Lease
were insufficient to offset them. Finally, as American troops assembled
abroad in great numbers military pay and other expenditures in excess of
reverse Lend-Lease began to pile up:dollars in foreign hands.

From the beginning of 1940 through September 1944.foreigners
acquiréd.about 5-1/2 billion dollars of gold while United States stocks
fell Ey more thun 1 billion. Most of ‘this has occurred in: the last three
yeurs; In fact from their peak in November 1941 just before the United
States entered the war United States gold reserves have :declined by
2 billion dollars to 21 billions. Foreign governments and central hanks
on the other hond have added not only to their gold stocks but to their
official dollar balances as well. At the end of June 1944 such balances
amounted to 3;5 billion dollars; 2 billion of which had. been acquired
since the start of 1940, Altogether foreign countries have added some
7-1/2 billion dollars to their gold and dollar reserves during this phase
of thé wiar. The'increaSG has been shared by many countries that before

the war were relatively weak in reserves.

Foctors of Growth: Gold Mining and Revaluation

While it is clear that the great gold acquisitions of the United
States have at times seriously threatened the reserve position of.purticu-
lar foreign ceuntries, they have never had more than a partial effect upon
the foreign reserve position as a whole. _Powerful forces have been at
work building up the world's gold stock; The two major.forces are the

mining output of gold and the revaluation upward of its monetary value




per ounCe; They are closcly intcrrelated;

The toble shows the immediate effect of the increased price
of gold that accompanied develuation of the dollar in 1934; Devaluation
followed a few months in which thié country was buying foreign gold at
gteadily rising prices; It might have becn expected that the increase in
the dollar value of gold, which occurred from Noveﬁber 1933 to January
1934, would be offset by a corfeéponéing shrinkage in the value of the
dollar., There isllittle, however, to substentiate this viewpoint, taking
the period as a whole, Whether the value of the dollar is meésured in
terms of other currencies or in terms of its commodity purchasing power,
it stood as high at the end of the turbulent decade of the 1950's as it
did at the beginning. Despite devaluation, the exchange value of the
dollar rose during the decade in terms of the great mejority of foreign
currencies; The only important curregcics in terms of which it declined
significantly were those of thé Netherlands, Switzerland, ond Belgium
and even in these cases the exchange depreciation was far lesé than the
devaluation of the dollar in terms of gold. As regards the purchasing
power of the dollar in torms of wﬁrld commoditics, the same comment can
be madc; Notwithstanding devaluation, its purchasing power over most
products was greater at the end of the 1930's than at the.boginning and
in terms of the generzl average it was substentially higher;

The effects of revaluation on the international gold position
were far-reaching. They are evident both in the table and in the chart;
The dollar purchasing power of foreign gold reserves was immediately
increased by 5.9 billion dollars, This was a somevhat larger amount
than foreign countries lost to the United States in the succeeding period

of 1934-1940. Without it a number of the more important countries would
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have had to call a halt to the gold 5u£floﬁ'much sariidn, Hhe Taited
Kingdom, for instnncp, Lost far more in thc 1054 1940 perio& then its
total gold stock on the old vuluatzon. So d1d Italy and Spain; and
France lost the equivalent of almost its entire stock. Without revalua-
tion, ghipménté of gbld in the same dollaf ﬁagnitude from these countries
would have been a physiéal impossibility; ‘ |

The effects of revaluation were not limited, however, to the
accumulations of the past. As thc chart shows, the output of the mines
has been a continuous source of growth in gold stocks of the world and
of the United States; In 1929 world gold production was about 400 million
dollars. It hed fluctuated between 320 million dollmré ena 470 a year
during the preceding quarter of o century. The depression of thé early
tthirties and the.higher price of gold in terms of steflina-ﬁnd numerous
other currencics was already stimulating mlning output when the sharp
increase in thc dollur price from less than @31 an ounce to $35 stim;lated
it still further. Both physical output and the value of each ounce pro-
duced rose. The dollar value of annual gold productlon reached a peak
Ioi over 1, 400 mllllon dollars in 1940 end 1941 before war demonds for
men and equipmcnt began to contract output. This was a full billion
dollars a year.in excess of the annunl vﬁluﬁ produced in the 1920's;l
As year after year it flowed into monotury stocks it en;bl‘ great trans-
”fers of gold to bu nade to the United States .1thout a corrc.;ponuinL
‘.cifect on foreipn Eold reserves; and during the war, when the UnitPu States

was losing gold, it fed forecign reserves in a staady stream 2ll over the

world,
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Other Factors

The table shows that other factors than gold production and
revaluation were at work, but that their net result was relatively
limited; Precisely what these other factors were and how much each
sccounted for it is not possible to say. The figures opposite "Other
sources" are residual items. They represent the differcnce between the
changes shown in monetary reserves and the amount of world gold produc-
tion. MAny error in the figures for reserves or producticn would be re-
flected in the amounts_attributed to "Other sources", and since there
is a possibility of errors in several cages where gcattered reporting
dates or estimates are involved, too much relisnce should not be placed
on the exact figures.

They can largely be explained, howcver; While the use of gold
in dentistry, the arts, or for industrial purposes would constitute a
deduction from monctary stock, commercial consumption was low in the
slack years of the 1930'3; Meanwhile the amounts of gold turned in to
the monetary authorities by the public in several countries were sub-
stantial. Under the stress of depression and with the inducement of the
higher sterling price of gold the Indian public dishoarded nearly 300
million dollars st the old dollar valuation in years 1951-1933 end about
840 million dollars thereafter at the new valuation. Our own citizens
were required by law to turn in their gold coins in'1955; In 1935 at
the time of the Bthiopien war the Italian people turned in their wedding
rings and other gold at great public rallies to assist the Government

in meeting war needs. At the outbreak of the world war in 1939 private

holdings of gold were mobilized in several countries. Throughout the
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decade, however, there had been new hog:d@ng of gold from time to time
by'those who acquired it on the London market or elscwhere. The figure
in the table, therefore, of 1,210 million dollars for total net receipts
from "Other sources" in the years 1929-1940 does not appear unreuaonahle;

No figurz is given in the table for the period 1940—Sep§ember
1944; During this period gold has been sold to the public in both the
Near East snd Asia to combat inflation and to obtain local currencies
needed in the prosecution of the war; To the extent that this is the
case the amount of monctury gold reserves in the hands of central banks
and governments at the end of September 1944 has been overstated. Precise
figures of the amounts involved have not been published.

Tt can be estimated, however, that foreign gold reserves at
the end of September 1944 were at least 14 billion dollers which, together
with officisl dollar balances of about 3 billion dollars, gives a total
of 17 billion dollars of gold end dollar reserves. Furthermore, these
reserves were growing and were better distributed than the ? or 8 billion
doilars that foreign countries posscssed on the eve of the financial
" erisis of the 1930's. While the 1940's and the 1950's may be decades in
which world trade will be subject to unpredictable stresses aerising out
of thé great distortions.of the war, one of the factors -- namely dis-
turbing capitel movements -- that played to prominent a part in over-
'%urnin? the international belance in the 1930's will almost certainly
fiot be permitted to play that role on the same.scale again. The Inter-
national Monetary Fund -proposed at Bretton Woods permits full use of the
'experience which most countries have now gained in the.control of capital

movements. The Fund would also provide a mobile reserve of currencies




to which all members would contribute and which could be made available
to any member for meeting trade deficits until corrective measures become
effective. This mobile reserve could be massed at any danger point and
would powerfully reinforce the position of any member whose independent
reserves were proving inadequate to meet the drain.

With measures of capital control abroad, with foreign reserves
more ample than they have ever been before end supplemented by the re-
sources of the International Monetary Fund if that institution comes into
being, the prospects for some degree of stability and freedom in inter-
national exchange relationships in the post-war period will be good. How
great a degree of stability and freedom —- and in particular how great a
volume of American export trade —-— will depend on the success that the
United Stetes achieves in moving toward a full production cconomy at home
and in pursuing on the international front policies that encourage American
imports of forecign goods and services, and that facilitate American in-

vestment in all parts of the world where it will prove productive.



