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PAGE 2 RUFNCR 11128/ 1—6—6— T DE-N-F—F—A—t— SR
ETT: AS A CONTAIBUTION TO OUR CONSIDERATIONS I ENCLOSE A PAPER ON THE .
URGENCY TO REACH INTERNATIONAL AGREEMENT ON CERTAIN RULES OF THE GANE

ITH RESPECT T0 THE RELATION BETYEEN GOLD AND THE NEW ASSET.
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3. MENORANUM, ALSO DATED MARCH 4, FOLLOVS: | T T
BEGIN TEXT o S
THE GLD PROBLEM

"¢1) THE GOLD POOL HAD A-DEFICIT OF NEARLY $200% WILLION IN 1967

OF WHICH MOARE THAN $£1659 mILLION IN NOVENMBER AND DEEEMBER. IN .
JANUARY AND FEBRUARY 196¢ THE DEFICIT WAS MUCH SMALLER BUT STILL IN
THE ORDER OF $1427 MILLION PER YEAR, THE DECLINE IN MONETARY GOLD
STOCKS OF NON-COMMUNIST CCUNTRIES IN 1967 WAS SONEYHAT SﬂALLbR THAN ::
THE DEFICIT OF THE GOLF POOL; IT CAN BK ESTIMATED AT NEARLY $17602 :
MILLION, - | | \ - | .:{

:2) THE GOLD LOSSES IN 1967 AND 1968 WERE ENTIRELY DUE TO S
SPECULATION. WITHOUT SPECULATION GOLD SUPPLY WOULD BE IN THE ORDER
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PAGE 3 RUFNCR 11126/1 CONF I DENT I AL 00 ;ﬁﬁf-sﬁﬁ*‘"i-efjff,"
OF $1623 MILLION PER YEAR INCLUDING 550 MIL&TOﬂﬁRUSSIAN SALES '*ﬁ--;
AND GOLD DEMAND FOR NON-SPECULATIVE INDUSTRIALYAND SAVINGS PURPOSES

IN THE ORDER OF $120% MILLION, LEAVING A POSITIVE MARGIN OF §and [
MILLION, THIS POSITIVE WARGIN, HOWEVER, IS LIKELY TO DISAPPEAR AND
TO TUIN -INTO A NEGATIVE ONE WITHIN FOUR OR FLVE:YEARS, DUE TO TRE -

 UPUARD TREND OF 770 § PER CENT. PER YEAR OF NON-SPECULATIVE GOLD i 3
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(3) IT IS UNLIKE LY THAT THE INTERﬂATIGNAL MONETARY: SYST G-COULD ﬁV-'a
STAND ONE OR TWO -MORE SPECULATIVE CRISES LIKE: WE 'HAVE MAD LAST ,-ff“
NOVENBER AND DECENBER DURING WHICK GOLD LOSSES QFREwMOHP “THAN .wf ;§7; _
51600 MILLIONs THIS IS SO BECAUSE THE POI’*ITAMAY* BE ‘REACHED AT - "t K
WHICH THZ SPECULATION WwOULD REINFORCE ITSELFMIQ A CUMULATIVE wAY.
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APART FROM THIS IT IS UNCERTAIN THAT MEMBERS OF.THE POOL “%OYLD BF“Tff. ;ﬁ;
4ILLING TO GO ON SUPPORTING THE wARwaT FOR. sucuﬁars Amouwrs. I
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¢a) IT IS IRREALISTIC TO ASSUME THAT THE SITUATION PREVAILING IN R
JANUARY AND FEBRUARY OF 'RELATIVELY MODERATE GOLD LOSSES OF, SaY¥, : " {1
$125@ MILLION PER YEAR, WILL CONTINUE FOR AN INDEFINITE PERIOD OF il

TINE VITHOUT ; SOME DAY, DEGENRATING INTO 4 CRISIS: . .
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¢A) UNCERTAINTY ABOUT THE FUTURE GOLD PRICE IS aouwn T0 PERSIST
S0 _LONG AS INTERNATIONAL ARRANGEMENTS DO NOT MAKE IT caxsqu-

SLEAR THAT THE INTERNATIONAL MONETARY SYSTEM
nnv AMOUNT OF GOLD LOSSES TO THE MARKET (SEE.

5y
‘v
vt gt g guif el »

-
-*'

+*

H
U‘:
:i
| S
—
¢ &
‘?
.
O

-----

PAH.:7)

. x}: r' . L W '- .
.E..-_"'.-ri' 3 "'I AT LN :‘-:‘ B - *

]
,.ﬁn - .'1#
-l .

e

-

-
..
-.."..1.

(3) THIS UNCERTAINTY IS BOUND TO INCREASE AS LONG &S BALANCE oF %
PAYMENTS DEFICITS OF TME RESERVE CURRENCY COUNTRIES PERSIST. . = |
COMPLETE AND SUSTAINABLE DISAPPRARANCE.OF THESE DEFICITS I8,  *.
" MOWEVER , UNLIKELY IN THE ABSENCE OF AN ADEQUATE CREATION OF - 5
‘NEW RESERVE ASSETS SATISFYING INCREASES IN GLOSAL RESERVE .

HEEDS AND OFFSETTING NET REDUCTONS IN WORLD_MONETAHY GDLD ‘,_“_;;_-

,.,«r..rf& ;F-‘:- ' ._ o ‘ti
(C) o '
 THE RF ERVE CURRENCY COUNTRIES 4OULD COHPLETEL? DIAFPEAR-* e
AS THEY SHOULD--(THE UNITED XINGDOM EVEN GRHDU&LLY IMPROVING R
1TS RESERVE POSITION) AND THAT LEGITIMATE TOTAL RESERVE . S '
- PEQUIREMENTS WOULD BE MET BY DELIBERATE stzavstcnanTIou, IR
TRHE UNCPRTAINTY ABOUT THE FUTURE PRICE OF GOLD IS LIKELY TO -
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ﬁf?f%y’fﬁ, PAGE 5 RUFNCR 10128/1C O NFIDENTI AL
S GOLD POOL RESULTING FROM SPECULATIVE FACTORS AND FROM
“7:  THE UPWARD TREND OF NON-SPECULATIVE GOLD DEWAND (SEE

(1) THE GOLD COVER OF U 5. LIRBILITIES T0 OFFICIQL HOLDFRS,
THAT CAME DOWN FROM [57 PER CENT,., IN 19692 TO 95 PER .
CENT. IN 1564 AND &3 PER CENT. IN DECEMBER 1967, wOULD

| 'SHOW A FURTHER DECLINE DUE TO GOLD LOSSES REFERRED TO

. UNDER (> AND TQ POSSIBLE INCREASES IN DOLLAR LIABILI-"

. TIES TO DOLLAR HOLDING COUNTRIES RESULTING FROM

~ CONVERSIONS QF NEW RESERVE ASSETS. IN ADDITION,
CONVERSIONS OF DOLLARS INTO GOLD BY GOLD HOLDING
- COUNTRIES COULD NOT B° EXCLUDED. | |

{
7 (5) HAVING REGARD TO PAR. (3) AND (4) THE CONCLUSION CANNOT BE -'.é
"OTHERWISE THAN THAT THE POSITION IS VERY VULNERABLE EVEN ASSUMING
 THE BEST POSSIBLE RESULTS OF THE ENDEAVORS TO BALANCE THE ACCOUNTS |
 OF THE RESERVE GURRENCY COUNTRIES. THE BEWAVIOUR OF THE GOLD MARKET :
- SINCE FEBRUARY 29 CONFIRMS THIS VULNERABILITY.IN QRDER TO HAVE A
CHANCE TO MAINTAIN THE PRESENTSYSTEM OF FIXED EXCHANGE RATES AND

g
RN "PAGE 6 RUFNCR 11128/ CONF IDENTIYI A L ;
ST o0 p GOLD PRICE OF $35 PER OUNCE IT IS A MATTER OF URGENCY TO REACH 3
a0 INTERNATIONAL AGREEMENT ON THE "RULES OF THE GAME™ THAT COULD MAKE
RS ©THE SYSTEM OF $.D.R.'S IMMUNE TO GOLD LOSSES.

¢6) THESE RULES WILL HAVE TO BE MORE BASIC THAN JUST A "HOLDING
. OPERATION". THEY HAVE TO BE SO SIMPLE AND CONVINCING THAT IT
BECOMES CRISTAL-CLEAR TQ SPECULATORS THAT THERE IS NO POINT ANY
~ .MORE IN SPECULATING ON AN INCREASE IN THE PRICE OF GOLD. IT IS
"ONLY THEN THAT THE SPECULATIVE DEMAND FOR GOLD WILL SUBSIDE AND
" THAT, VERY LIKELY, DISHOARDING WILL TAKE PLACE, WHICH FOR A WHILE

'
3
.

B

+ '.,."
- i
" gy e ey ﬁ‘.“

'MAY OFFSET THE GRADUAL APPEARANCE AND GROWTH OF A DEFICIT ON : ;

- NON-SPECULATIVE ACCOUNT. a | | S

. o

"7y IN ORDER TO ESTABLISN BEYOND DOUBT THAT THE SYSTEM IS INMUNz N

©7' 70 GOLD LOSSES TWO CONDITIONS HAVE TO BE MET: _ P
R E f

pieh (A) THE NEW RESERVE ASSETS SHOULD BE EFFECTIVE NOT ONLY TO S
gt "SUPPLEHENT RESERVES® BUT ALSO TO SUPPLEMENT AND REPLACE I
o GOLD; . . , , % g

B | . GP"‘ l . : ’i *E
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B) SUCH NEW RESERVE ASSETS SHOULD BE CREATED "ACROSS THE BOARD™ ’
NOT ONLY TO MEET AN INCREASE IN LEGITIMATE GLOBAL RESERVE |
NEEDS BUT ALSO TO COMPENSATE NET REDUCTIONS IN WORLD MONETARY "

§
{
GOLD STOCKS DUE TO GOLD SUPPLY LAGGING BEWIND GOLD DEMAND. SN |

(8) IT IS IRREALISTIC TO 'ASSUME THAT THE CAPACITY TO REPLACE GOLD
fLL QUICKLY ENOUGH EMERGE SPONTANEQUSLY FROM THE GOLD-LIXE
PROPERTIES WITH WHICH THE NEW RESERVE ASSET WILL (OR SHOULD) BE
ENDOWED, EVEN IF IN THE LONGER RUN SUCH A DEVELOPMENT COULD BE EX=
PECTED, WE HAVE NO TIME TO WALT FOR IT, WHAT, THEREFORE, IN ADDITION
T0 THE GOLD-LIKE PROPERTIES OF THE ASSET, IS NEEDED, 1S AN “ORGANIZED it

PAGE 2 RUFNCR 11120/2 ¢ N F T DT E N T—HAt—— - i
FQUALITY TO GOLD®, IsE. RULES OF THE GAME THAT ENSURE THAT GOLD AND
THE ASSET ARE TREATED BY THE MONETARY AUTHORITIES ON THE SAME FOOTING .
WITHOUT A BIAS IN FAVOUR OF GOLD. o ek
. | : | Ak
¢9) THE MOST SIMPLE AND DIRECT WAY TO ENSURE THIS WOULD BE AN :
AGREEMENT AMONGST GOLD~MOLDING COUNTRIES TO HARMNONISE THE RATIO
BETWEEN GOLD HOLDINGS AND (GROSS) ASSET HOLDINGS BY MEANS OF MONTHLY |
OR QUARTERLY RESHUFFLES. THE GOLD AMOUNTS INVOLVED IN THESE o
RESHUFFLES WOULD IN THE BEGINNING, WHEN CUMULATIVE ASSET CREATION
STILL IS VERY SMALL COMPARED TO TOTAL GOLD STOCKS, BE ONLY MINOR. ;
GENERALLY SPEAKING, COUNTRIES LIKE THE MEMBERS OF THE COMMON MARKET 1
WITH RELATIVELY HIGH GOLD MOLDINGS IN RELATION TO THEIR QUOTA, i
WOULD HAVE TO TRANSFER SOME GOLD (AGAINST NEW ASSETS) TO COUNTRIES WITH |
RELATIVELY LOW GOLD HOLDINGS LIKE JAPAN, UNITED KINGDOM, SWEDEN |
AND CANADA (SEE ANNEX, WHICH ALSO SHOWS THAT UNDER CERTAIN ASSUMPTIONS |
- WITH RESPECT TO THE MEWBERSHIP OF THE RESHUFFLE CLUB=-~SEE PAR. [1=-
THE UNITED STATES WOULD BELONG TO THE GROUP OF COUNTRIES THAT WOULD
RECEIVE SOME GOLD)e - o _ o .

C1®) THE TECHNIQUE OF PERIODIC RESHUFFLES DIFFERS FROM A FIXED LINK
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e DRTWEEN THE NEIW ASSET AND GOLD IN THAT IT IS FAR NORF FLEXIBLE hﬂD T
A 3,80 MORE CONVINCING IN BRINGING HOME THAT THE NEW ASSET 1S A FULL :
[ SYBSTITUTE FOR GOLD. GOLD MARKET INTERVENTIONS AND GOLD TRANSACTIONS.

; AR -RESERVE ASSET TRANSACTIONS WITH COUNTRIES THAT DO NOT PARTICIPATE b
Coeco IN THE RESHUFFLES OR WITH THE MONETARY FUND EASILY FIT IN WITHOUT L
SO 0w GIVING RISE TC SPECIFIC PROBLEMS, TRaNSACTIONS IN GOLD OR IN i
sl RESERVE ASSETS BETWEEN PARTICIPATING MEMBERS WOULD, AS LONG A4S
a0 T0TAL GOLD HOLODINGS AND TOTAL RESERVE ASSET HOLDINGS OF THE CLUB |
Lo o0 0 REMAIN UNCHANGED, BOIL DOWMY TO TRANSACTIONS IN GOLD PLUS RESERVE ASSE

 IN A FIXED RATIO AS DETERMINATED IN THE RESHUFFLE. IN THE BEGINVING THE- '
GOLD CONfENJ OF THIS RATIC wOULD, OF COURSE, BE VERY HIGH, _ -*i
.34
'fll) SPECIAL ATTENTION HAS TO BE G GIVEN TO THE EXTENT OF THE MTMBER- .
SHIP OF THE RESHUFFLE CLUB. A SIMPLE AND EFFECTIVE RULE PROBABLY WOULD R
DE THAT COUNTRIES WITH ASSET HOLDINGS THAT ARE HIGHER IN RELATION -
T0 THEIR GOLD HQLDINGS THAN THE RELATION THAT IS OBTAINED AMONGST .
RESHUFFLING COUNTRIES ARE FREE NOT TO PARTICIPATE IN THE RESKUFFLES, . .
- {SEE FOOTWOTE (1) BELOW,) ON THE OTHER HAND, COUNTRIES WHOSE ASSET L
IWMLDINGS ARE RELATIVELY LOW (AND WHOSE GOLD HOLDIHnS THEREFORE, ARE !
RELAT IVELY HIGH) SKOULD BE OBLIGED TO SUBMIT TH?PSELUES TO0 THE RE- f ;
“HUFFLES. INDEED, THIS OBLIGATION SEEMS SO ESSENTIAL THAT iT wOULD  _i
o _ '.-‘
oA
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HAVE TO BECOME -PART AND PARCEL OF THE NEW RESERVE. ASSET SCHEME. (SEE -
FQOTNOTE (2) BELOW.) - . .
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. ¢12) IN PRINCIPLE, THE NOTION OF PUTTING GOLD AND RESERVE ASSETS .
ON THE SAME FOOTING AND "OQRGAMISING™ THIS BY WAY OF RESHUFFLES, .
 ZUNS COUNTER TO THE IDEA, AGREED UPON IN RI0, THAT CERTAIN SPECIFIC
 BECONSTITUTION OBLIGATIONS SHOULD BE ATTACHED TO THE NEW ASSET.
TEGHNICALLY, HOWEVER, THE TwO NOTIONS NEED NOT CONFLICT, SINCE
SOUNTRIES THAT IN VIEW OF THEIR RECONSTITUTION OBLIGAIONS WOULD

HAVE TO BECOME "HIGH ASSET HOLDING COUNTRIES" (SEE PAR. 11) WOULD BE

~ FREE TO STAY OUT OF THE ESHUFFLES. _ - SN
7 {13y IF WE UANT TO WAVE A CHANCE TO REMALN THE MASTERS OF GOLD ay !
© 7 INTERBATIONAL AGREEMENT ON THE RULES OF THE GAME AS OUTLINED ABOVE ~— °
| SEENS TO BE A MATTER OF URGENCY. WE WOULD FOOL OURSELVES IN THINKING ~
Sl YHAT WE MAVE TIME ENOUGH TO WAIT AND SEE HOW THE 5.D.R.'S WILL L
CYR - DEVELOP. IN FACT, THE CHALLENGE REALLY SEEMS TO BE TO ACHIEVE BY
RO INTERNAT LOVAL AGREEMENT WITHIN A VERY SHORT PERIOD OF TIME WHAT
OTHERWISE COULD ONLY HAVE BEEN THE OUTCOWE OF A GRADUAL DEUELOPMENT
OF MANY YEARS. .

I-. .'

» **'
- ¥ ' .%‘Jt" -‘é

COPY LB LIGRARY

T Ty . ayg W A - -1 ral® apgw e m-‘m.ﬂtirﬂ M?WW'Wﬁx’-ﬂﬂwHﬂmw-?ﬂmgﬂﬁﬁ.



: .“_,_;3- SECTION 2 OF 2 PAR15_11120,'NERCH§_,

H\GF 5 RU*‘JCR L1 126/?,8——&"‘14“?—1*5‘—5—\‘44'—1—&-&-_

14y 1T GOZS WITHOUT SAYING THAT THE RESHUFFLE RULES JOULD CkRTAINLYH’-

K0T SOLVE ALL PROBLEMS CONNECTED WITH THE PROPER FUNCTIONING AND

THE MAINTENANCE OF THE STABILITY OF THE INTERNATIONAL MONETARY SYSTEM '’

PROPER ADJUSTMENT POLICIES WOULD REMAIN AS IMPQRTANT AS EVER.
TURTHERMGSE , THE POITION OF THEZ DOLLAR AND OF GOLD IN A WORLD

[N WHICK THERE WOULD NO LONGER BE UNCERTAINTY ABOUT THE STABILITY
OF THE PRICE OF GOLD WOULD REQUIRE SPECIAL ATTENTION, IN THIS
RESPECT CERTAIN UNDERSTANDINGS BETWEEN GOLD~HOLDING COUNTRIES AS
10 THE MIN1MUI GOLD CONTENT OF RESERVES MIGHT BE CALLED FOR. -
THESE OTHER RULES, HOWEVER, ARE OF SECONDARY IMPORTANCE COMPARED 10
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FHE OVERRIDING URGENCY OF F%JSURI 3 THAT THE NEW RESERVE ASSETS XJILL* '

 REALLY BE AN EFFECTIVE SUBSTITUTE FOR GOLD. END TEXT

}
- . ..' r
5. FOOTNOTES REFERRED TO IN PARA (113 OF MEMO AS FOLLOWS: = i

FOOTNOTE (1) “IT 1S CLEAR THAT COUNTRIES WITH RELATIVELY LOV
GOLD HOLDINGS RECEIVING GOLD 1N THE RESHUFFLE WOULD BECONME 5
NET DEBYORS IN THE NEW ASSET SCHEME, AS THIS WOULD IMPLY -
THAT THEY WOULD HAVE TO PAY INTEREST, THEY MIGHT PREFER T0° 7
'STAY OUT OF THE RESKUFFLE.® '

*:'.M!Ph\"ﬂ |:i: ‘"
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FOOTNOTE (2) "4SSUMING THAT ALL 10-COUNTRIES WOULD TAXE PART

18 THE RESHUFFLE PRACTICE THE FOLLOWING<NON-0 1@ COUNTRIES
WQULD HAVE TO JOINt SPAIN, SOUTH AFRICA, AUSTRIA, PORTUGAL, _
URUGUAY, BURMA, LIBYA AND LEBANON (SEE ANNEY). . RS

8, ANREXED ATABLE REFERR“'D 10 PARA 1) AND FOOTNDTE (2), BEING
TRANSBITTED SEPARRTE TEL . ..
GP«l. BROWN
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NOTE: HANDLED AS NODIS PER 5/5-0 3/6/68
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