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¥y Lord,

I have the honour to inform Your
Lordship that the outbresk of war end the
general knowledge avalladle regarding Allied war
purchases in the United States have given rise
in the last month or two to a revived discussion
of the gold problem es it affects the United
States.

2. The more importent contributions
to the discussion include the following. On
the 9th Jenusry ¥r. Winthrop’Aldrich, Cheirman
of the Chase Nationel Benk, reviewed the question
in his report to shareholders and recomended
that gold should be put into circulation agein,
that Congress should grant further powers to the
Board of Governors of the !odoraf/ﬁeaorvo Systenm
to raise reserve requirements, and that generally
policy should sim et oresting = situation after
the war in which goods might move freely over
international boundaries. Nr. Aldrich's views
have ulso been supported by ¥r, Randolph ﬁargon-.
of the Nationsl City Bank, in an sddress dbefore
the Oonn.ctiou{ Bankers' Association on the 25th
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if the United St.tco puwoh;uos from abdﬁtl cllooiil
sales, or if foreign investment were renewed. Dr.
Goldenweiser did not, however, snticipate much
progress in this direction and concluded "The
ultimete solution will have to be a part of the
answer to the much broader problems of the
restoration of world stability and international
trade. It will elso be bound up with reationalisa-
tion of our own economy”.

3. On the 12th Tsnuary the presa publiphod
some spirited notes prepared by Mr. R.C. Loftiﬁéwell.
senior partner in J.P. Morgan and Company, for the
Tempordgy National Economic Committee. Mr.
Leffingwell, after severely criticising the American
tariff policy, opposed any change in the price of
gold dbut recommended a policy which favoured a
gently rising level of commodity prices. In an
address mede by ¥Nr. Adolf Berle, Assistant Secretary
of State, et the Yele gglltioal Unicn on the 3lst
Janusry, the spesker, in treating of post-war
problems, went so far as to suggest that it would
not be fentastic to contemplate after the war the
free gift of a part of America's gold to foreign
countries for reconstruction purposes. ;

4. On the 27th January Senator Toﬁéaonﬂ
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Congress should mmun- the m;. problem.
This address wes followed by a short debate tl the

Senate on Februery lst which was mu‘-‘o«upzu- with
a wrangle regarding the alleged purchase of Russien
gold; but the Administration leaders pointed out
that the Senate Banking snd Currency Committee was
already suthorised to meke & speciel study of
monetary problems and was preparing to do so., For
the rest the Administration leaders put into the
recoré extracts from the letters written by the
Secretary of the Treasury to Senator #‘;nor (22nd
March 1939) and Senator Vané;nberg (24th October
1939) copies of which were forwarded with my
predecessor's despatch No. 371 of 29th March 1939,
end with ¥r. Pinsent's letter of 27th October 1939
to ¥r, Waley, Treasury.

S. The wrangle about Russian gold has hsd
e wide echo in the Press, and Nr. Qg;ganthau has
had rather the worst of it, since he could not
conjure away the fact thet the United States has,
directly or indirectly, bought the bulk of Russia's
exported gold, which was not 2ll marked with a
hamner and sickle when it reached the United States.

8. A discussion of a somewhat different

v
order appears in s dook entitled "Golden Avalanche"
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profound study. The euthors are opnul udh-
tenance by the United States of = fixed price for
gold at ell, and would aim rather at stabilising
the level of commodity pricea. As an immediate
measure, however, they meke the asteonishing proposal
that, while the internel orice of gold in the United
States should be maintained at {36 en ounce, thare
should be (1) & fixed import duty and en equal

export bounty or drawbeck, and (2) a supplementary
variable import duty, depending on the rate of gold
imports, without any compensating export bounty.
Although this book hss eattracted some attention,
there is no sign that the suthors' proposals sre
teken seriously in any quarter.

7. The latest and, on the face of it, most
gignificant reference to the subject ocoured in an
election cempeign speech at 3t. Paul, Minnesota, by
Senator Vendénberg, one of the leading candidates
for the Republican nominetion for President. 1In
his suggestions for a Republican progremme, Senator
Vandenberg included the following:- "Stop buying
all the gold and silver in the world at swollen
prices when we slreaedy have twice as much as we can
use. Stop duying gold from FRussie st $35 an ounce
whioch Russia produces for §l1l1 an ounce - and puts
the profit into execrsble war upon Scandinavia”.
/But
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8. In ell these discussions the basic
facts are common ground, vizi:- the large gep which
began to open in 1931 between the cost of production

of gold and the purchase price fixed by monstary
suthorities, and the enormous resulting increese of
gold production; the tendency of gold to flow to
the United Stetes even beyond the extent of new
production; the fact thet there is no likelihood
(even apart from the war) under present conditions
thet this flow will be reversed; the increase in
the Americen monetery holding to nearly $18 billions,
or 60 per cent. of the world's monetary reserves of
gold; the consequent incresse in the excess
reserves of the benking system to over $5% billionms,
end the fact thet if conditions were favourable an
enormously inflated structure of credit could be
built on these excess reserves. But while the
enomalies of the situetion sre freely set forth, few
of the persons taking part in the discussion have
any positive suggestions to offer es a oure. Only
Mr. Leffingwell had the coursge to attack the tariff
policy of Congress and proposed, contrary to the
views of the Adwministrstion, that a gentle and
general rise in commodity prices should be encouraged.
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might do to the Americen economy itself is, of

course, one good reason for this restraint; but
over and above that there are probably few people
in this ocountry who would de prepared during the
wer to advocate a messure which might have such a
disastrous effect on the position of the Allled

Powers. On the other hand one or two persons
(Senator Townsend for example) urge thet if this
lastter resson is the real ground for continuing the
present policy, it should be openly acknowledged.

9. It 1s, I think, clear that the Admini-
stration, as represented by Vr, Morgenthau and the
President, ere steunch and have not the slightest
intention of changing their policy in a manner
unfavourable to the Allies if they can help it. But
with a Congress, like 2ll elected democratit: bodies,
profoundly ignorant of financiel affeirs, there is
naturelly & certain danger thet this very delicate
end technical problem may be mishendled snd that
edvocates may be found for superficiel or selfish
solutions. I do not myself believe that there is
any appreciable danger of a change of poliocy so far

es present indicetions go. But the continued
growth in the American gold holding is bound to
/invite




public sentiment on the subject,
I have the honour to bde,
with the highest respect,
My Lorxd,
Your Lordship's most obedient,

humble servant,

(8gd.) LOTHIAN.



