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FIFTH ANNUAL REPORT

TO THE GENERAL MEETING OF THE
BANK FOR INTERNATIONAL SETTLEMENTS

Basle, May 13, 1935,

Gentlemen:

| have the honor to submif to you the Annual Report of the Bank for International
Settlements for the fifth financial year, beginning April 1, 1934 and ending March 31,
1935. The results of the year's business operations — approximately the same as those
of the preceding fiscal period — are set farth in detail in Chapter VI below, with a recom-
mendation to this General Meeting to vote the usual annual dividend of 6 per cent., after
making substantial increases in the statutory reserves,

Soan, four years will have passed since the financial crisis broke out, and still the
world suffers without relief from the unrest and the uncertainties caused by moving
currencies. The consequent difficulty encountered by the world's trade is reflected
everywhere in the large percentageé of unemployment in those branches of national
industry which are largely producing for foreign demand. In many countries, national
endeavor has given an impetus to domestic affairs, with visible results, but this whole
stimulated development threatens to become top-heavy as long as an expansionist
policy at home is limited by restrictive policies, internationally. The daily conduct of
every business and of every financial transaction which touches more than one currency
area is rendered difficult or impossible by the varying exchange values of so many of the
world's currencies, particularly of some of the leading ones. An indication of the sur-
prising extent of these inhibiting variations is contained in Chapter II. Tariff changes,
guotas, clearings, exchange restrictions, compensation agreements and the like, all of
~which tend to throttle the international exchange of goods, of services and of capital,
are the inevitable concomitants of the chaotic monetary conditions which prevail. During
the past twelve months, the disorder has become intensified through, among other
factors, the further fall, measured in gold; of sterling and the currencies responsive.
thereto, the devaluation of the belga, the silver policy of the United States, and the con-
tinuous abnormal attraction of gold to the American market. !

With the passage of time, it becomes more and more clear that no fundamental, .
durable recovery can be hoped for unless and until a general stabilization at least of the
leading currencies has been brought about. When the internal improvement that has
been made in some countries with depreciated currencies has been summed up, it will
be found that the number of unemployed is still twice as high as it was in the years 1927
to 1928, when these countries, underthe régime of the gold standard, enjoyed the advantage
of stable foreign exchange rates. It is slowly beginning to be realized in ever wider circies
that an enduring economic progress presupposes more possibilities for interha_tional
trade and for sound international financial relationships, which, in turn, require stability
of exchange rates. In the sphere of practical politics, this means stabilization on the
basis of gold. The fear has sometimes been expressed that the relinking of a currency
to gold may cause a fall in prices and necessitate the taking of deflationary measures.
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in present circumstances, a development in the opposite direction is rather to be anti-
cipated. The large current gold production, each year setting a new record, the mass
of hoarded gold to be released when confidence is restored, the huge nominal increase
in monetary gold stocks serving as the credit base which has resulted from revaluation,
and the present low level of world gold prices, all justify the expectation that an increase,
instead of a decline, in gold prices would probably be consequent upon a general -
stabilization of the principal world currencies not already stabilized. When — as it ought
quickly to do — the world decides to return to stability of exchanges in the interest of
general recovery, and to desist from international monetary warfare, it wilf then be possible
for constructive cooperation in the real sense of the word to take place between central
banks to maintain that stability and to collaborate freely together along the fines, for
example, set forth in Chapter V below; it will also be possible for the Bank for International
Settiements — which stands prepared, should it be desired, to endeavor to assist in a
stabilization program and in the improved working of a restored international monetary
system based on gold — to realize the aims and aspirations that attended its creation.

The pages which follow set forth some of the leading developments of the past
year, looked at from the international monetary and financial point of view, with particular
reference to those elements which bear on the resumption of an international gold
standard, the stabilization of the exchanges, changes affecting central banks, the situation
as regards internationa! shert-term credits, the reduction or conversion of long-term
debts, and the trend of interest rates, as well as with certain other factors of an important
financial character that have occurred during the year under review. The financial
elements of the Saar Seftlement, with which the Bank is intimately connected, are
summarized in Chapter Vi, which deals also with the developments concerning the
international loans for which the Bank is Trustee, or Fiscal Agent.
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Il. EXCHANGE RATES, PRICE MOVEMENTS AND FOREIGN TRADE,

When Great Britain suspended goid payments in September 1931 and was followed
by a number of other countries, the exchange rates of the currencies thus subject to
depreciation were generally allowed. to fluctuate on the respective exchange markets
without interference on the part of the monetary authorities. This inaction was soon
found to be attended with many disadvantages as fluctuations in the rates tended

to become relatively wide, to the great concern of trade and industry. Those forces
which bring about a correction of the exchange position within the gold points when
a country is on the gold standard, no longer operated. Where the maximum devi-
ation from par is limited by the mechanism of the gold points, funds will be attracted
from abroad at or near the lowest gold point, but such an attraction presupposes a
fundamental stability of the currency so that an investor can expect to quit the market
at a favorable rate within the gold points. If there be no such assurance of permanent
currency value, the machinery does not function ; at best some speculator, banking on a
“turn in the frend, may risk the temporary transfer of funds to a weak market, but to do
so he will have to be fempted by a large margin, that is to say, a pronounced
decline will have to be registered in the exchange rates before funds are attracted.
Such a decline, however, is in itself likely to frighten nervous holders. of balances and
securities into leaving the market; forces are thus set in motion which, far from counter-
acting the fluctuations in the exchange rates, tend to intensify them. It is, indeed, a
vulnerable point of uncontrolled currencies that every movement, seasonal or otherwise,
gathers momentum by itself. These are the reasons why in countries which suspended the
gold standard the central bank or some specially instituted exchange fund was soon
charged with the task of trying to smooth out temporary fluctuations of the exchange.
in the daily management of the exchange position practically all countries have
adopted some  definite principle. of control, which makes it possible to distinguish
between two main groups. In the first pface there is a group of countries whose exchange
rates are kept stable in relation to gold, either directly through the sale and purchase
of gold by the central bank, or indirectly through exchange stability in relation to some
gold currency. This group is much larger than the so-called gold bloc. The Yugoslavian
dinar, for instance, has depreciated according to tha Zurich quotation by about 23 per cent,,
but for over two years this rate has been kept stable within very close limits not greater than
the normal margin between gold points. Likewise the depreciated rate of the Greek
drachma has been maintained stable for more than two years in relation to gold through
control of the exchange rates in terms of the French franc. Where exchange regulations
have been introduced it may happen that several rates are quoted and the official rate may
not always be the most effective. There are, therefore, some doubtful cases, hut subject
to this reservation the following list, which may not be exhaustive, gives countries in
which the most representative exchange quotation is kept directly or indirectly in a stable
relation to gold: besides France, where the free delivery of gold has been fully main-
tained, and the remaining members of the gold bloc— Holland, ltaly, Poland and Switzer-
land -- there are Albania, Belgium, Bulgaria, Cuba, Czechoslovakia, Danzig, Germany,
Greece, Iran, Latvia, Lithuania, Mexico, Rumania, Spain, Turkey, United States of America,
Uruguay and Yugoslavia. In certain of these countries the exchange position has been.

maintained only with difficulty and at times moderate deviations have occurred.

The other large group comprises Great Britain and the countries which in thelr

exchange policy follow more or less the movements of sterling. To this group
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belong: the Argentine, Australia, Bolivia, Brazil, Colombia, Denmark, Egypt, Estonia,
Finland, Great Britain, India, the Irish Free State, Jépan, Norway, New Zealand, Para-
guay, Portugal, Siam, Straits Settlements, Sweden, the Union of South Africa, and the
Eritish Crown Colonies. Apart from Great Britain herself, the only members of the sterling
group in Europe are Estonia, Finland, Portugal and the three Scandinavian countries.

There are relatively few nations notincludedin one or other of thesetwo groups : there °
are the three silver territories — China, Hong Kong and Manchukuo, following their own
destiny; Hungary which officially maintains the gold pengd but allows most of her
trade to be paid for under clearing arrangements at depreciated rates ; Canada, striking
a rather individual line, linked rigidly neither to gold nor sterling; and certain South
American countries difficult to classify, especially as during the past year exchange
restrictions have been at least partially lifted, leading in some instances to a technical
rather than a real alteration of the quoted exchange rates.

For practical purposes the main problem of bringing about further exchange stability
in the world has reduced itself to a question of achieving a stable relation between sterling,
on the one hand, and the dollar and French franc linked to gold on the other.

The following graph shews the fluctuations in the exchange value of sterlmg since
. September 1931.

Sterling Depreciation in per cent. of par ' It will be seen that the ex-

{(Weekly averages) — o change value of sterling has de-
clined in each successive year.
The maximum spread between
‘the highest and the lowest value
of the currency during the year
from March 1934 to March 1935
was about 10 per cent. Fluctua-
35 tions of that magnitude are, neces-

— 50 m‘ m_']m‘m ! ™ !m | .m;] M‘Iw."m ! ‘“_' o %01 sarily, greatly disturbing not only

because sterling is the currency
in the world principally employed for the settlement of international payments, but also
hecause the countries comprised in the sterling group together cover about 35 per cent,
of the world’s foreign trade.

it is known that in the course of the year the British Exchange Equalization Account
has employed a substantial amount of gold to steady the sterling rate of exchange. The
rate reached its lowest level not in the autumn, when the seasonal pressure is usually -
most pronounced, but in the first half of March 1935. Large foreign holdings of securities had
then been sold on the London stock exchange and the proceeds converted into foreign
currencies. Fears of a further fall in the rate induced a marked concentration of commercial
purchases of exchange into the space of a few days when these would normally have
been spread over as many weeks.. On the other hand, there appears to have been no
noteworthy decline in the aggregate of short-term sterling balances held by foreigners.

Variations that have taken place in exchange rates since the beginning of the
present crisis in 1929 range from zero to 73 per cent.

The following countries have substantially retained thelr currencies at the same
gold value as in 1929: Albania, Bulgaria, France, Holtand, ftaly, Latvia, Lithuania,
Poland, Rumania, Switzerland and Turkey. in the case of Germany, marks can be
bought on foreign markets at a discount for special purposes as, for instance, tourist
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: expenditure, hut as far as merchandise trade and current financial transactions are con-
cerned by far the major part of the payments are made on the basis of full-value marks.

The currencies of the following countries have from 1929 to March 1935 depreciated
less than 30 per cent. in refation to par:

Czechoslovakia. . . . . 16 per cent. Yugoslavia . . . . . . . 23 per cent.
Venezwela . . . . . . . 19 ‘Belgium . ., ... ... 28
Austria . . . . . ... 22

The following countries have currencies depreciated at least 40 per cent. in relation
to gold, or, where no post-war parity exists, from 1929 to March 1935:

Canada. . . . . . . .. 41 per cent, Finland . . . .. ... 50 per cent.
Cuba. . . ... .. ... 41 Denmark. . . . . . .. 52 :
Egypt. . . . .. .. .. M Uruguay . .. . . . . 52
Great Britain . ., . . . . Y : Iran . . . . ... ... 53

irish Free State . . . . #1 Australia . . . . . .. 54

Siam . . ....... 41 New-Zealand . . . . . 54
United States of America 41 : Greece . . . . . . .. 57
Estonia . ... . ... A2 Bolivia. . . . ..... 59
Danzig. . . . . . . .. 42 Argentina . ., . . . .. 65

India (Calcutta) . . . . . 42 dJapan . . . . . . .., 66
Portugal . . . . . . . . 42 - Columbia . . . . . .. 67
South Africa. . . . . . 43 Mexico . .. .. ... 67
Spain . . ... .. .. 44 | Brazil ... ... ... 63
Sweden . . ... ... 45 Ecuador . . . . . . .. 3
Norway. . . . . .. .. 46 Chile . .. ... ... 75
Peru.......... 48

in the spring of.1935 changes were made in the gold value of two currencies; the
belga was devalued by 28 per cent. from April 1, 1935 and the Danzig guilder by 42.4 per
cent. from May 2, 1935,

The actual movements of certain representative exchange rates from 1931 onwards

are shown in the following graph: .
The variations that have oc-

Depreciation of Currencies in per cont. of par curred ‘in exchange rates have
(Monthly averages) radically altered the gold value of

° ' ° I notes in circulation and sight
o 4 _ ol liabilities of central banks in coun-
CzechoslCr.§ tries with depreciated currencies.

L —1 - 20 The Gold Delegation ofthe League

"‘.’_‘_——I—
Auste. Schii. of Nations calculated that at the

£ Sterlg; end of 1929 the aggregate value
— 40 |— \"\\A\H\ —| - 20| of notes in circulation and- other
Coltar

sight liabilities of central banks.

— %0 and other monetary authorities

o _,\,.\/ _)_eol in all countries except Russia
=80 — Yen - e :
: L Pl amounted to about 22,450 million
- 70 ||'I| I|T|_|7}|||| ilIl‘IlL}IJ‘_IIII}IIIIIII vl - 70

1931 1932 1933 1934 1935 gold dollars, against aggregate
: gold reserves of 10,780 million,




— 10 —

As a result of currency depreciation the total gold value of notes and sight labilities
at the end of 1934, on the basis of the rates of exchange then ruling, was approximately
19,000 million old gold dollars, while the gold holdings had risen to about 13,000 million.
Thus while the “world geld cover ratio” at the end of 1929 was about 48 per cent., it

would be nearly 70 per cent. at the end of 1934, were reserves re-vafued on the basis of

current exchange rates.

The decline in the exchange values of so many currencies, super-imposed upon
a severe economic depression, has naturally affected movements of commodity
prices in terms of gold as well as in terms of the individual currencies. However, it is
by no means easy o get a clear idea of causation in these matters : to what extent prices
have determined exchange rates or exchange rates prices, or to what extent some third
factor as, for instance, credit policy and programs of government subsidies and spend-
ing have influenced both exchange rates and price movements. Exchange value is the
product of a complex relationship involving all the elements in the balances of payments:
the interchange of goods and services (influenced by relative costs and prices, changes
in tariffs etc.), the amounts payable as interest and dividends, and the currents of capital
as determined by the attitude towards foreign lending and by credit policies generally.

The foliowing graph shows the development of wholesale prices and cost of
living in France, Great Britain and the United States from 1931 to the begmnmg of 1935
as computed in national currencies, .

Indexes of Wholesale Prices Indexes of the Cost of Living
" {Monthly averages, 1930 = 100)
10 - m 110 110
100 L 00— iy 100

A\

: France
ag Gt. Britain — 90 S&%\ e AT | 90
&\\/“’\f_g ~ | etBria
T b“uC vs.al sol \\_,/“"“"'" oo
France '
70 |- \ -~ 70~ It 5, A, I 70

60 |- ™ - &0} — 60

so bl s blubebnbnduln bebutsita bl ] gt lotnloloto oo Gednba bt it s
1931 1932 1933 1934 1935 1931 1932 1933 . 1934 1935

The downward adjustment of prices and costs continued in France more or less
uninterruptedly throughout the period. In Great Britain wholesale prices and cost of living

remained practically unchanged in spite of the depreciation of the pound and the pursuit
of a policy of cheap and plentiful credits. In the United States, on the other hand, a marked -

recovery in prices and an advance in the cost of living set in after depreciation. These
diverse movements have had an influence on the “economic rates of exchange’ hetween

the three countries. It is obvious, for instance, that at the beginning of 1935 the position’

of relative costs and prices as between Great Britain and the United States indicated an
‘‘sconomic rate'’ much closer to the old par of §$ 4.86 = £ 1 than at the time of the Monetary
and Economic Conference in the summer of 1933; for American costs and prices have
risen, while the British have remained stationary.

With regard to the general lavel of prices, monetary declarations by the governments
in the sterling area and by the President of the United States testify that these authorities
are in favor of a rise in prices that would be more in conformity with existing costs and
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indebtedness. It may.thus be of interest to reproduce the following graph showing thé
development of wholesale prices in Great Britain from 1800 onwards®.

as0 350

aoo [ — a00

| 250 —{ 250
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100 ] : ™\ 100
v N ol
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It will be seen that, on a gold basis, the present British price level is about 15 per
cent. below the previous lowest point ever recorded since 1800, In view of the large current
gold production, the magnitude of the monetary reserves {particularly as revalued at
present rates of exchange) and the amount of gold that may come out of hoards consequent
upon stabilization, it would indeed be strange if prices did not show a rising tendency
after a general return to gold. Such a price recovery would render internal adjustment
in the national economy of individual countries easier and also help to sliminate disequi-
libria in the economic relationship between different countries. One of the main reasons
why the gold standard worked so comparatively well before the war was that costs
and prices In individual countries were then adapted to the requirements of the
standard so that trade relations were not disturbed by the serious under or over valuation
of the currency of any important country.

The followmg table shows the movement of world trade in gold value and in volume

from 1926 to the beginning of 1935,
Movement of World Trade. 1920=100

Logorithmic scals Source: League of Nations The year 1934 brought no in-
1'(;3 - :;,8 crease in merchandise trade when
ol %g 77 lgo | measured in gold values but there
80 V\\\\ N /\‘:}f’:‘“"‘ - so | was a slight improvement in terms
7oL \\\ i _ 70 of national currencies an_dofvolume,
60 | \I\ \ 60 due to an increased exchange of
sol [*~ | Prices in Gosa s | 900ds between countries with de-
= [ —— preciated currencies. Of the two

40 v s0 | main creditor nations Great Britain
W/W had a larger import and the United

3o lubdpbdubulelotobulednindnlotsistaintinln 1|||l}|||||nh1 30 States a larger export surplus on
92 1931 1932 1933 1934 1935 ' . :
1029 19%0 ! ! merchandise account than in 1933.

* The graph of sterling prices is reproduced from **An Introductlon to the study of prices"
by Sir Walter T. Layton and Geolfrey Crowther. London 1833,
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An important development has been the conclusion of a number of clearing agree-
mentis hetween the German Government and the governments of various creditor countries.
The immediate effect was a reduction in so-called “trianguar trade' in that German
purchases abroad fended to become concentrated on the markets of the countries with
which clearings had been instituted; as a result, the German active balance of trade
to these countries not only declined but in some instances became passive. It may be true
that in certain circumstances clearing arrangements have made the maintenance of at least
a certain volume of trade possible, particilarly where severe exchange restrictions would
otherwise present an almost insuperable obstacle. When, however, the system is
extended to govern the commercial relations of some of the most important countries
there is necessarily a violent dislocation of trade currents, a limitation of the total

guantum of world trade, and a reduction in the aggregate capacity to meet financial
obligations abroad.

World trade to-day is hampered by tariffs, quotas, fluctuating currencies, exchange
restrictions, clearing arrangements and other hindrances; nevertheless, international
commerce continues and the resistance shown to the forces of disintegration should
not be underrated. I is true that the aggregate value of world trade when measured in
gold values has fallen by more than 60 per cent. since 1929, and this tremendous decline
within afew years gives the impression of an extreme economic isolation. Quantum figures,
which rather than value are the measure of human activity devoted to international trade,
show however that the volume of goods exported and imported has been reduced by
only. 25 per cent. from the peak year of 1928 and that it is fully up to the level of 1913, a
condition confirmed by the statistics of shipping tonnage actually employed. At a fime
when international financial obligations are so interwoven, this reduction in volume,
especially when it coincides with so great a fall in prices, can be borne only with diffi-
culty, but there is still an extensive inferchange of goods in the world and this large
volume of trade requires a proper mechanism for international payments,

Restoration of international monetary stability would in all probability lead to a
_ distinct increase in the velume of frade. The multiplication of tariffs, quotas and prohi-
bitions in recent years has largely been a result of sudden currency changes. There
can be very little hope of a return to freer trade so long as the present monetary uncer-
tainty prevails. The cause of the evil must be removed before the evil itself can be over-
come. After the war when the fall in prices had been arrested and the principal currencies
stabilized, a general movement of economic demobilization set in: import and export
prohibitions were practically aholished within a few years and tariff rates Iowered through
the conclusion of commercial treaties.

If in the world of to-day exchange stability were achieved through a return to gold,
it is likely that instead of a fall there would be a rise in prices, which would create con-
ditions favorable to a reduction in trade barriers. Such a rise would mean that the value
of international trade, whether measured in gold or national currencies, would attain
a higher total and thus facilitate the payment of foreign debts. Indeed, questions of

exchange policy, prices, foreign trade and international indebtedness are all intimately
connected.

Moreover, the problem of unemployment is aggravated by the low level of a_l_ctivity
in export industries particularly as the sale abroad of manufactured articles has been ob-
structed by more hindrances than the foreign sale of raw materials. How_far can home trade
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be safely stimulated when no expansion takes place in foreign trade? Must a number
of the unemployed be slowly and painfully transferred from the export industries fo
catering for the home market? Great relief would obviously be obtained if there were
a genuine recovery in the international interchange of goods. Consideration given to
this question by the competent authorities cannot fail to convince them that in present
circumstances the re-establishment of exchange stability would be of prime importance
as a stimulus to world trade and may provide the clue to the solution of internal problems
“which in isolation remain intractable.



i, (@) THE SUPPLY AND MOVEMENTS OF GOLD.

In" the year under review the production of gold reached a new record figure and
the extraordinary shipments from India and China were we!l maintained, factors which
have helped to ease the situation; moreover, the private hoarding of gold, while still
on the increase, made less inroad into avai_}ahle supplies than in previous years of the
depression. Large amounts of gold have moved into and out of monetary reserves, the
main recipients being the stocks of the United States and the reserves of the Bank of
France. The new gold has thus gone to swell the holdings of those countries which already
had the largest stocks. :

() THE SUPPLY OF GOLD.

In 1934, for the third year in succession, the production of gold created a new record,
attaining an amount estimated at 27,100 million fine ounces, an increase of nearly 7 per
cent. over the previous year. The following table shows the world's gold production
in 1915, the record year before 1932; and each year from 1923 onwards. The estimates
are based on statistical information obtained from the varicus producing centers:

Sm.'th U.s. A, Canada Russia Othe’r Total for the world
Year Adfrica s countries
in thousands of cunces of fine gold : g?w?;jsmf?;: cﬂsf
1915*% 9,096 4,388 918 1,546 6,146 22,594 2,420
1923 9,149 2,503 1,233 438 4,463 17,786 1,805
1924 9,575 2,529 1,525 594 4,827 _1 9,060 | 2,041
1925 9,598 2,412 1,736 693 4,592 19,031 2,039
1926 9,955 2,335 1,754 895 4,430 19,369 2,075
1927 10,122 2,197 - 1,853 810 4,464 19,446 2,083
1928 10,354 2,233 1,891 899 4,206 19,583 2,008
1629 10,412 2,208 1,928 1,085 3,952 19,585 2,098
1930 10,716 2,286 2,102 1,434 4,184 20,722 2,220
1931 10,878 2,396 2,694 1,701 4,701 22,370 2,396
1932 11,559 2,449 3,044 1,990 5,185 24,227 2,595
1933 11,014 2,537 2,940 2,816 6,062 253718 2,19 -
1934 10,480 2,916 2,964 4,224 6,523 27,107 2,904
# Recotd year before the years 1932=1934. ** Including the Philippin es.

The output of gold in the Union of South Africa during 1934 was subject to the same
tendency as in the previous year and thus again declined, in spite of the opening of new
mines and extended activities in general. Indeed, a larger quantity of ore has been milled
than ever before; and gross receipts have also risen in terms of pounds as a result of the
higher price paid by the South African Reserve Bank to producers for the newly-mined
gold, the price being fixed monthly in relation to the quotations on the London market.
The higher price has made it profitable for the mining companies to expioit ore of low
grade — a policy that has reduced the current output by half-a-million ounces, but should

prolong the life of the mines and consequently tend to make the supply of gold more
secure for the future.



—_ 15 —

A great upward bound has occurred in Russian production, which increased by
- B0 per cent. from 1933 to 1934 and is now fully five times as great as in 1927, Thanks
to this rapid advance, Russia has taken second place among the gold-producing
countries. In a period of depression, when merchandise trade has been hampered by
numerous restrictions, the possibility of producing and exporting an increasing amount
of gold — internationally the most liquid of all assets — has naturally been of immense
advantage to Russia. During the past four years Russian gold experts as measured
by deliveries in Berlin are valued at nearly 1,000 million Swiss francs. During the same
period the shori-term foreign indebtedness of the Union of Sociafist Soviet Republics
has been reduced from 2,300 million Swiss francs to an almost negligible amount (after
havmg risen to 3,750 millions at the end of 1931).

Gold production in Canada remained practically unchanged, but a notable advance
took place in the production of the United States, under the stimulus of a 68 per cent.
increase in the price of gold (from the old statutory price of § 20,67 per fine ounce to the
new price of § 35). In most of the other countries an increase was recorded. The
. higher output has meant a strengthening of the producing countries” purchasing
power on foreign markets and thus helped to maintain the volume of world trade
generally.

Gold exports from the East in 1934 slightly exceaded those of the previcus year
though still remaining well below the high amount attained in 1932. In the following table,
-which sets out the exports for the past four years, gold coming from Hong Kong is
shown separately; it should be observed, however, that this gold is almost wholly of
Chinese origin, having been smuggled out of China against the provisions of the 1931
gold embargo.

Indi hi . ’
Net Gold Exports ndia China Hong Kong Total

in millions of Swiss francs

1981 . e an 54 63 594
1982 .o 1014 | 18 59 .| 1,19
183 . e 653 74 100 827
1034 . ... 08 54 68 | s
Totals . . . . . . 2,847 0 290 3,437

The aggregate amount of gold available from current productlon and the East (in-
cludmg an allowance for smugghng) rose in 1934 to 3,779 million Swiss francs, which
is 230 millions more than in the previous year and pr_actlcally the same as in 1932 when
production was -smaller but shipments from India and China were on a larger scale.

‘The importance of this record supply is enhanced by the fact that during 1934
industrial requirements of gold were probably no greater than the amount of oid gold
-surrendered by the public. The statistical information so far available for that year
would seem to indicate a picture similar to that for 1933 when the amount of reclaimed

“gold was estimated at the countervalue of 130 million Swiss francs in the United States)

170 millions in Haly and 30 to 40 millions in Great Britain. As far as these three
countries are concerned, the amounts thus forthcomirig were sufficient to meet their
" industrial requirements, considerably reduced during the depréssion, and to leave @
surplus available for other countries. Consequently, no deduction from the total supply
as given above need be made for the use of gold in the arts.
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Attention has been attracted to the .fact that the East, instead of absorbing a -

substantial proportion of the current gold production {an estimated average of 18%% per
cent. over the period 1890-1929), has been an abundant source of supply. In comparison
with this swing-over, the satisfaction of the industrial requirements by the recovery of
old gold is necessarily of less importance; but the extent to which conditions have been
reversed is not generally realised : according to the most reliable estimates the industrial
requirements of gold absorbed on an average 36 per cent. of the current production in -
the period 1835-1889 and 24 per cent. in the period 18901920,

(2) THE FLOW OF GOLD TO MONETARY STOCKS. -

The following table shows for each quarter of the year the gold obtained from
current production and the East, the changes that have occurred in the reserves of fifty
countries — including all with gold reserves of any consequence — and the difference
between the increase in the gold reserves and the total new geld available.

. Amount by which

Gold from Total Not increase | the increase in

Gold ndia, new gold in the gold fesarves ex-

1934 production China and available old reserves | ceeds (4) or falls

Hong Kong of 50 countrigs|short of () total

new gold available

in millions of Swiss francs

First  quarter 698 : 326 1,024 1,629 - 605
Second ,, 722 223 945 1,353 4 408
Third . 135 121 856 1,114 + 258
Fourth » 749 205 954 738 — 218
Total for 1934 2,904 875 3,779 4,834 -+ 1,055

- The increase in the reported total gold reserves of banks of issue and governments
amounted in 1934 to 4,834 million Swiss francs, which is the largest increase ever recorded
in any one year. In contrast to what happened during the earlier years of the depression,
there were in 1934 no sudden alterations of the tendency, the aggregate gold reserves
at the end of each month showing. an uninterrupted advance. It must be noted, however,
that the figures in the table only refer to gold reserves as given in official returns. They
do not include, for instance, the holdings of the British Exchange Equalization Accounf,

gold belonging to the American Exchange Stabilization Fund when held abroad or -

certain unreported amounts which central banks hold outside their statutory reserves.

The increase over the year in the reported {(or “visible”) gold reserves exceeds
the {otal amount of gold available from current production and the East by more than
1,000 miltion Swiss francs. What was the origin of this excess? There is no evidence of
any net outflow of gold from private hoards, for even if some dehoarding occurred,
particularly on American account, during February and March 1934, this gain was
more than counterbalanced by increased hoarding on the part of the continent of
Europe. Gold has been released, however, from the stocks of the British Exchange
Equalization Account, which in the course of the year disposed of important amounts for
the purpose of steadying the stetling rate of exchange. The visible gold reserves were also
increased by gold that had originally been purchased by the United States Government
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Loss or
Gold reserves Dec. 31, | Dec.31, { Loss (—) | March 31, | gain in the
of banks of issue 1933 1934 Gain (+) 1935 first quarter
and governments of 1935
in milliong of Swiss francs
Group 1:
Germany . . . . ... . 567 188 — 379 190 4+ 2
Maly . . . . . .. . ... 1,934 1,585 — 349 1,589 + 4
Netherlands . . . . . . . 1,921 1,754 — 167 1,624 — 130
Belgium . . . . . ..., 1,970 1,805 — 165 1,628 — 177
Switzerland . . . . . . . _ 1,998 1,910 — B8 1,713 — 197
New Zealand . . . . . . 125 76 —- 4 76 0
Sweden . . . ... ... 514 488 — 26 489 + 1
Colombia . . ... ... 72 59 — 13 44* - 15
Norway . . . . « . . .. 199 187 - 12 187 )
Yruguay . . .. . . ... 260 249 L 249* 0
Danzig. . . . . . . ... 30 24 — 6 - 20 — 4
Egypt . . .. . .. ... 1M 165 - 6 165*% (]
Argentina . . . . . ... 1,240 ©1,235 — 5 1,235 0
Yugosfavia. ... . . .. . 164 163 — 1 118 — A
Total 11,165 9,888 — 1,21 9,325 — 563
Group 2:
Albania . . . ... ... : T T 0 7 1]
Algeria . .. .. ..., 43 43 0 43* 0
Australia . . . . . .. . 13 13 o 13 [}
Belgian Congo . . . . . 9 9 o 9% 0
Bulgaria . . . . . .. .. 58 58 o 58 0
Denmark . . . . . ... 185 185 0 185 0
Finland . . . .. .. .. 42 42 0 42 0
Hungary . . . . . . ... i1 g ] A 0
India. . .. ... .. .. 840 2840 0 840 0
Latvia . . . . ... e e . 46 46 0 46 0
Lithuania . . . . . ... a7 27 0 24 —_ 3
Peru. . ... ...... 60 60 0 60 0
Total 1,404 1,401 0 1,398 -— 3
Group 3 : :
Austria . . . ... ... 138 139 + 1 139 0
Ecuador . . . . . . . .. 15 16 - + 1 16* 0
Motocco . . . . . .. . . 22 23 - 1 23* 0
Estopia ... ... ... 28 34 + 6 35 -+ 1
Turkey . . . . . . ..., 61 67 - ] 68 + 1
Spaln . . . . ... 2,261 2,268 + 7 2,269 . + 1
Dutch East Indies 226 236 - 10 245 - 9
Canada . . ... . ... 658 569 + N 679* -+ 10
Rumapia., . . ... ... 307 3y + 12 324 -+ 5
Poland. . . . .. .. .. 276 293 + 17 295 + 2
Mexico. . . ... ... 46 70 4 24 70 0
Chile . ... .. e e s 54 80 + 2 87 + 7
Portugat . . . . . ... . 17 208 + 3 208 0
United Kingdom . . . . . 4,810 4,849 + 39 4,856 + 7
Czechoslovakia . . .. . 262 343 + 81 343 4
dapan . . . . . .. ... 1,098 1,205 -+ 107 1,219 + 14
Russia. . + + + . « . « . 2,355 2,277 + 122 2277 1]
South Africa. . . . .. . 432 . 662 | + 130 722 + 180
France . . . . .+ « » « o 15,655 16,675 4+ 1,020 16,779 + 104
U.S.A.......... 26,793 25,216 J 4 423 26,211 + 995
. Total 49,474 55,549 -+ 6,075 56,865 + 1,316
Other countries™* . . . . | 260 412 + 152 412 0
Grand total“* . 62,300 67,250 -~ 4,950 68,000 + 750
» Latest date available. ** Partly estimated. The total chan%e is rather larger than that given in the table on
the previous page, as more than itty countries are included.






