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' import. Gold could be held in the United Kingdom for account of non-residents

' and such gold could be exported to any destination named by the foreign owner.
Although there are no estimates available, it would appear that there is a
considerable amount of gold held in London bank vaults for the account of
foreigners.

Until the end of 1948, when controls on gold movements were insti-
tuted, Switzerland had been the principal transit center in the movement of
gold from the West to the Fast, Since 1949, when South Africa began selling
gold from new production on the markets, Switzerliand has been assoclated with
activity in the semi-processed and fabricated gold tratfic, as shown by re-
ported statistics. In 1952, the Swiss National Bank removed all controls
over the import and export of gold, including bars and coins.

' A free gold market has existed in France since early 1943 but
legally the market is an internal onq? d one is permitted to import and
export gold without permission of the Bank of France. This reportedly
has led to the clandestine movement of gold across the borders, but no
estimates are available as to the volume of such traffic.

According to Italian statistics, a considerable quantity of gold
coins were imported into Italy from the Netherlands and France in 1950 and
1951, and in 1952 a cemall smount was imported from the Netherlands and
Belgium. According to statistics of other countries, semi-processed gold
has also moved into Italy in considerable amounts. It is not possible to
trace any movement of gold from Italy. Presumably gold was fabricated and
re-exported, since it is reported that the Italian Government granted
licenses only for the importation of industrial gold into the country for
fabrication and re-export.

A market, although outside of, but closely related to, Europe,

is that of Tangier. The exchange and gold markets in Tangier have remained
completely free, and gold could be held there indefinitely without payment
of duty. During the post-war years, an active gold market develcped there
with well-organized financial houses, adequate storage space, and diversi-
fied facilities for international transfer and settlement of gold transactions.
From 1948 to 1953, net imports into Tangier fcr storage were about 53,000

) kilograms ($60 million). Imports came mainly from France, the United Kingdom,
and Switzerland.

The destination of gold: The Middle and Far East -- Since early
1949, Beirut has become a primary in-transit center in the movement of gold
from West to East. At that time, the Government of Lebanon liberalized the
transit of gold, permitting traders to keep gold there for a period up to
four months, and to export the gold to any destination. In 1952 the period
was extended to six months to aid Beirut gold traders who were having dif-
ficulty in moving their stocks owing to falling Indian demand. From 1950 on,
an average of 75,000 kilograms ($85 million) of gold reportedly passed through
Lebanon each year. The principal countries of origin were the Netherlands,
France, the United Kingdom, and Switzerland, and it was indicated that most

] of the exports were destined for Kuwait.
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In the Far East, Macao served as the main distribution center and a
point at which gold cowing from Europe and the Western Hemisphere was converted
into bars and shapes acceptable to local traders. Closely associated with the
Macao market has traditionally been Hong Kong, vwhich provides the tacilities
for arranging and financing the international gold transactions. Gold could
be shipped to and from Macao with little restriction, but until recently im-
ports and exports of gold from Hong Kong were prohibited; gold may now be
imported under license for re-export to any destination in the world with
the sole exception of Kuwait,

Prior to the middle of 1949, China was the principal market for
gold imported to Macao. However, with the establishment of Communist control
and the excdus of refugees, the movement was reversed and gold began moving
out of China to Hong Kong and Macao. During the first half of 1950, there
was less activity in the two markets, but with the outbreak of hostilities
in Kores gold trading began to flourish again. According to estimates of
Hong Kong bullion dealers, gold imports into Macao during the period 1948-
1951 totaled almost 300,000 kilograms ($338 million) of which about one-third
were imported in 1951. Imports declined somewhat in 1952, and in 1953 were
only about 30,000 kilograms ($34 million). Gold was imported into Hong Kong
from Macao and the Philippines. Until November 1952, Bangkok ranked along
with Singapore as the principal destination for most of the gold exported from
Hong Kong. Since then Burma, Indonesia, Indo-China, and Japan have replaced
Bangkok as destinations.

Bangkok served as a trans it point in the movement of gold and
also as a center for gold redirected to India. Until 1952, the import and
export of gold were illegal. In October of that year, a syndicate of Thail
banks was granted permission to import up to 100,000 ounces ($3.5 million)
of gold per month, Imports by private merchants continued to be officially
forbidden. According to reports from Hong Kong, Europe has replaced
Hong Kong as the principal gold supplier to Thailand.

Since March 1947, when the Reserve Bank of India suspended the
granting of gold import licenses, the Indian market has been supplied by
newly-mined domestic output (around $8 million annuaily) and smuggled gold.
From all indications, it appears that sizeable amounts of gold reached
India each year by clandestine channels. Gold moved intc India through
two principal ways -- through Beirut and Kuwait from the West, and through
Hong Kong and Bangkok from the East. However, this illegal gold traffic
apparently began to decrease somewhat at the beginning of March 1952. At
that time, a slump in commodity prices was accompanied by a decline of
around 15 per cent (to about 235 rupees per ounce) in the price of gold,
leading to a settlement crisis in the local bullion exchange. l/ Forward
trading was suspended for two months and after the reopening of the exchange
there was a further decline in the price through December, at which time it
wae about 215 rupees per cunce. In early 1953, the price recovered to 235
rupees and remained around that level until the latter part of the year
when it again fell to about 215 rupees per ounce. This relative stability
1/ The official parity Of exchange 1s 21 cents per rupee, but no attempt
is made to convert into dollars the free market price of gold since there
is no free exchange rate on which to base such conversion,



- 12 - Fiow of Gold to Non-Monetary Uses

of the Indian gold market has coincided with the tapering off of inflationary
pressures over the past few years.

,Current,ggvelogments

In the first half of 1954, the price of gold in free markets has
remained around $35 an ounce and in the first quarter of the year a movement
of only a few million dollars of gold could be traced to private holdings.

In the second quarter, a small dishoarding movemeunt may be indicated, as
Buropean central banks reportedly have become net purchasers of gold from the
market,

The most important development in the year has been the reopening
of the London gold market on March 22. While the market had been closed
since 1939, authorized gold dealers had been permitted for some time to act
as agents in arranging transactions between non-residents. Since access of
8terling Area residents to the market continues to be restricted, the major
effect of its reopening is to facilitate London's role as intermediary betwern
foreign buyers and sellers.

The London bullion market consists of the same six firms a s before
the war. Anyone may now have access to the market through the medium of all
banks in the United Kingdom, which have been appointed as authorized dealers
in gold in addition to the six firms. Residents of the Sterling Area may
freely sell gold only for resident (i.e., inconvertible) sterling; their
purchases of gold are subject to permission of the Bank of England and may
be settled in resident sterling only. Residents of all other countries may
buy or sell gold freely provided payment is made in American account or
Canadian account sterling, or in equivalent reglstered sterling.

South African gold production remains the most important factor in
the gupply of gold to markets. With the reopening of the London market, past
arrangements whereby South African gold producers were permitted to sell part
of their production in free markets, were discontinued. Sales of gold are
now effected through the South African Reserve Bank which, according to the
South African Minister of Finance, will sell as much gold as possible on the
London market. It appears that the Exchange Equalization Account has recently
intervened in the market as the purchaser of a considerable portion of this
gold.

Private demand for gold is at the lowest point in many years. As
a matter of fact, a reverse movement seems to be taking place since gold is
now moving from private holdings into official reserves. In addition to
United Kingdom official purchases, the French Exchange Stabilization Fund,
according to press reports, has taken some fifty tons ($56 million) of gold
from the market recently.

Activity in Eastern markets has also fallen off, particularly in
Hong Kong. Furthermore, a smaller amount of gold has been moving into India,
as the lower price reflects a declining demand and has made smuggling less
attractive.
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The subsiding of the private demand for gold and the reopening of

~the London gold market have occurred along with significant moves by the
United Kingdom toward restoration of convertibility for sterling. The result
so far has been the maintenance of sterling prices for gold and exchange rates
for sterling within the narrow margins from parity set forth by the Interna-
tional Monetary Fund. Should demand for gold revive to a point where premium
prices would develop anew, they might have an unstabilizing effect on sterling,
which foreigners could obtain at lower rates by offering gold to the market
rather than by acquiring it with dollars or other currencies at the official
fixed rate. Presumebly the additional flow of gold to the market might be
sufficient to depress its price and to correct any maladjustment of the sterling
rate. On the other hand, the existence of twin markets might call for an active
intervention of the authorities at times in order to maintain or re-cstablish
orderly movements in gold prices and exchange rates.

Thus the possibility for restoration of curreancy convertibility is
bringing about a situation, as in the thirties, where a free gold market
operates along with the exchange market in influencing fluctuations of ex-
change rates, and creating or correcting temporary maladjustments. As the
private demand for gold disappears, the monetary role of the metal emerges
and gold is likely to be again, as in the past, an important factor in the
course of international exchange developments.
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