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UNITED FATIONS PALESTINE CO8Z{ISSION

Cammmicatica Recsived fream the Jewish Agsnoy
for Paleatize Comecorning Currency Matisrs.
The following cammmication, dated 10 March 1948, concarning curremcy
matters, has beem recoived by th@ Chairmen from the Jewish Agsncy for Pelsstius.
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TER JEWISH AGEECY PR PALESTIRE
Jey Tork, 10 Warsh 1947

Dear Ir, Lisicky,

As requapted in yastsg&n.y“a msebing of she Camissicn, I have the homour o
praasmt Meﬁth e swmery ia writleg of tho observaticas on ewrrsncy matters whish
I was given an opporlumiiy 20 maks in the mool

- Tou may reeall that Pr. Federanisl seled Por & shord writtsn statement ov the
remeris which I mads conderaing the (old Reosrve of ths sterling amse. I bellevs

that pavagraph 7 of the sumzary will, oa the whale, aniver the purpose. it baa,

' howsver, ccourred %o o tini oae zolut was ralzed by Dr. Federsplsl which finds ro

anmr in %mt_ps.ragmph.

Iz, Fodsropisl asled whother thore existo in vhis camcctica eny olserly de-
£in08 undertaking en the pavs of the United Zingdta bowards the othor countries of
the storling arm.u The sosesy 13 $het oxpangzmonts within ths sterling ares gen-

erelly do not fallow a patiern inte which suck a writhon waderteking would Tit,

The gonoral agveescat om policy botwsom a wunbsr of countries, Basing 1heiyr CUFTORC

on sterling, bes gradually dovsleped; ke fact that pariicular imporieacs was o b
attashsd, dn the dntorect of a1l ths cowmdriez of ths alerling asez, to the Ualted
Eingicm's gc&.ﬂ hﬁlﬁfit_zga izas likewiss dmproesed itsel? 2z the miwds of those som-
ceméa cnl.:r gradually. _Evm 17 thars 434 oxist e writton sgresment with indepsnden
gwmta, thare wmﬁa bardly bs cue im suisbeuss with a dependsuvey llike Ealoatin
The appeal vi1l, tuorefors, kave $o be bused on reasca ood oguily, snd the smphati
Geclexations of the highest reoprsseniabives of Yhe Dwitlah Govereammt will couad
for more than exy formel agrscasnb.
3 zamsin, deay Dr, Lisisly,
Yours siscerely,
{Sigmed)

Hoollen

- Drre Kavsl K.isickﬁ’,

Chelrman,
Uniiml Ha%im Pal@stim Coxmispicn,
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A Frie on Varioue Problems Regerding %the Curremocy of Paleetins

Arising from tho Regulations of 22n8 Tobruery 1948 cnd the

Traﬁafer of Authority to the Pelestipe Coxmission on 15 May 1948

1. kThe paln effects of the ﬁagxﬂaﬁiﬂﬁs of 224 Februery 1948 are two-fold.
Firgt: In the past 21l the storling holddnge of Palsstins, aither through
the Pelentine Currency Board or through the Prrks or direct, were availeble for
i pu‘rchaqea in the sterling ares and Afer cmve;'@aiom ieto Terelgn cvrromey to the
" extent to which such foreign cmy vos elloeatsd. At present ouly a small
proportion of thoms holdings, fixsd by tho Rogulations of 22nd February 1948 for
&; the pericd emding 135th May, 1948, (but eubject to imcrcase fwom time 0 time by
| negotiation) will be available for such purchesses emd for conversion iuto foreign
exchangs, All othor starling holdings, which for convemience way be called "blocked)
though they will not bs availeble for thess pvrposss, msy 8till be freely convortsd
intc Palestine. currency, and conversely Palestine currenmcy may at any time be
converted into "blocked" sterling.
Becond: Foreign exchengs remitted to Palsstine will not be put et b
disposal of eny Palsstinizn authority to be allocsted to Palestinian Importers emd
other e,pplicénts direci', tut will acorus %o the foreign exchamgs reserve {(im the
first place, cf t;ome, the dollar pool) of the sterling area from vhich Palsstine
L hzs been excluded, snd will be co#verted dnto freo sterling which ¥will presumably

. be pald to the addresscs of ths remittanco,

2.  The first question which arises 1o wholbsr the amount of freo sterling at
jroaont ellocated for the izmport requirements of Palastine until 15th May is suf-
ficient. Fres eteriing has beem alloqam mder two hendings: first, en encunt
of 14,000,000 vhich is to be used by fha Palsentine benks as a working balsnoe and,
secondly, an azount of ©3,000,000 which will in particular serve the needs of the
import trafle. It chould, however, bo stated at omos that to this lattsr smount
of 13,000,000 all scoruals through preoesds of exporis, remittances, o from any
other eourcos are to Yo added, end 1% ne.y be assumed that these variocus accruals,
L painly fram exports of citrus, will not emovnt to lees than 14,000,000 It is,
therefore, & féirly gofe assumption that wntil 15th May anm emount of L7,000,000

will be evailable for the purpcose. Whothor or not any part of ths working Palance
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of the benks (Lk%,000,000) me.y be added to the amount avnilsble smeems a mo.% point.

Sincs, howover, 1t is & roasomable assumption that the bonks cammot carry on their

regular vork vithout & workimg balance of this magnitude for all sorts of owrrsnt

‘transactions, 1t would mot be pafs to assums thet emy part of this balemce could

'f',

be uzed (without being replaced) for the purposs of finsncing imports during the

poriod wntil 15th Mey.

The question them romatns whether the amowmt of A7,000,000 1s sufficient.

1% looks very emall in empﬁrieon with last yoar’s total imports of approximately

Ths requirements for food emd fodder for
a poricd of three months ending May 15
may be put at

The requirements for other goods (not in-
cluding eitrus packing materials) and
taking into account falrly severe cuts
in the import of comsumer goods mt be
put at not less then

Toted

. 1-70,000,000; It 2lso looks emall in the light of the fellowing salowlations:

7,000,000

19,000,000
%16,000,000

Bowever, from this total the following smounts may be deducted:

Letters of credit elready opensd aund
currsncy providsd eccordingly 10,500,000

Govermmont's stocks of food stuffs
already paid or to be paid in the
countyy 51,%00,000

_ Together
Learing a balance nesled of
To this belance there should be ad2ed

for various items, for incressed freight
and insuremee costs, etoc.

Togethoer

112,000,000
k4,000,000

51,000,000
5,000,000

I2 one tskes into eccount thet om top of ths L7,000,000, meuntioned before,

which will be available, thore mey elso be cortain remittonces and certain military

expenditures im the country, it might look as if suffiocient provision had been made

for imports, if It were not that the figures quoted until row entirsly fail to take

into account the neceuity of placing orders for a pericd of several months after

the 15th May. Unless such orders are placed and placed in %ime, there will be mo

imports end Palestine will be threatomed with a lack of indispensable consumer goods

end food , with e comsequent d1slocation of ths whole ecomemic position, and with a

rise in the lccal prico level which cammot bo catinated,

The mognitude of %the orders
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which will have to bo placed for this poriocd cammot, om a very conssrvative basis,
be put at less then 1-12,000,0&. If the import licawsing authorities make any
attermpt at kesping tho volums of their allocatione within the 1-7,&)0,000 limit a
vory serious situation is 1lieble to arise. It seecms unavoidably mecessary that
the British authoritien should bes urgently requested: <f£irst to give imstructions
t§ th:!nport liémmg euthorfties to €0 vory far beyond ths limit of k7,000,000
and oecmdljto undsricks an obligation that free sterling willd bs made available
correspondingly aithéf mmtolyycr at soze tims Pefore 15th May.

3. The second poimt, made fn the first persgvaph, to the effect that foreign
exchange directed to tiw Pelogtinian eoonctyy will, as things atand at prssent,
acerue to the forsign exchange reserve of the sterling ares and not to any author-
1ty governing the econcmy of Palogtine, leade to & comaideratiom of the preasnt
g.ud future poeit_ion of the Palestine Ciurency Board.

It is sulmitted for the Qol;nisa:lon's consideration that scme attention
night iwefuily be paid to ths position of the Palestins Cuxremcy Boerd. H.M.
Govermuent in the United Kingdom has wntil) nor exsrcised ite avthority in
Palosts‘m, uot as vas commonly assumed, through cus chemmel oaly, nemsly the
Palestine Administration, but through two chawmols. The firet of them vas the
Palestine A&miniatratiou which served for all purposss, except the purposo reserved
for the second chanmel vhich was the Palestins Currency Board, This Board was
charged with the task of providing for aud controlling the supply of currency
to Palestine, ensuring that the currency wes nalntained in satisfactory comdition
and gonsrally watching over the ﬁtmats of Palestine, so far as currency was
concerved. (Seo Clause I of ths Regulations dofining the Comstitutiom, Duties and
Powers of the Palestine Curremcy Boerd of 2nd August 1526, lssued by the Secrstary
of Btate for the Colonies).

. E.M, Govermment have wmmistalmbly iwdicated that they intend to remounce the
exerciso of all their authority in Palestine through ths Govermemant of Palestine
on_or before 15th Kay 1948, end that after such @m thay considax the Ccemission
to ‘b’; the Govermment of Pelestine. They have, howaver, falled to indicate in the
same unmistakadle way that the authority im emd on dshalf of Palestins which thay
osferciae through the Pelestine Currency Board will similarly be remounced om or

befors 15th Moy 1948 and will eimilarly pass to the Camission as tho Goverrment
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of Palestine. |
This 1s en omisaion which, 1t 'is’subaltted, H.M.Covermment should be asked

to correct et omce,

h, If‘:"guf‘};ority over the I’queatine- Cin:reécy Board passes to the Cormission, as
it ehould, from the dste the Camission will teke over suthority over Palesiine as
11_:5.G0'rament, a'mmbqr of vp;_'actiéa."l’. canéoquences i)l follow:

| ,(a.)__ The naxgbers of tke‘?aleﬁtialxe Curfgmcy Bosrd will derive their authority
fyrcm the C@igalm vhich 9111, no d.cn'bi, émme the presemt Regsulations under
wvhich the Bonz{d.,ﬁmctigmqa»ndwmend thom io cuch an extent as it nay deem advisadble.
- The Commisaion will elec have to give xts g.i?;k.entian to the compomition of the
Board under the nesvy regino. ‘

{v) Under the circmstauces ‘there will naturally be no room for an observer
to be appointea by the leiaaian to ait vith the nembors of the Paleatine Currency
Board, after 15th May 1948, The Comission may wall find 1t advieable to accept
H.M.Govmént'e suggesticn to c,p;ioint_ #:ch an observer for the period ending
15 ¥May 2.9{;8, go es to atfora Atho'pegmgssibn én opportumity of acquaintiag itself
vith the mechaniam of the Palestine Currénqy Poard; snd 1t 1is j,;eama that 1n
accepting such en offer tbe Caomission will meks 1t womistakably clear that in so
doing it fully resorves ite rights :lﬁ rospact of its suthority over the Palsstine
Cun'ency Board a:t‘tar it vill have ta.ken ovar ths Government of Palestins.

(c) Hhen the Comxsaion vill have asouzmed authority over the Palestine
Currency Board, it will bq_‘qpm_x to the Coemission to v £y the present instructions
of the Board. Under these instructions the Board holds only sterling asssts egainst

, the unotes and coiiza vhich.‘ 1t iosues. ﬂ'ha_ Ccmiseion may well fiad it necessary to
authorize the Board. to h 410. tcre:lgn cmhunge. Irdoond, the holding of foraign ex-

| change by tha Palestina Cnn'mcy Board seems ot preaent the only mechanism avanabla
V;for kooyius ramign exchanse, a.iractod. to or produced by the economy of Palestane s
- within its own or'bit.. , It uem hardly uecsasary to Gwsll on the importance of prc-

. serving the cmmtr:'a f.oroign oxchange maonrcee Tor its own purposes and under its
owm conu'ol and adniniutratian. » It asens nunigb impossible under praninng
ciromtances to attain thia obJeet, unlena foreiga exchamge can be organically
coupled with the coumtry's currency 1.e. that local currency bs issusd to those

' who hand cvor their foreign exchange to tho contral administration. There ia no



P

%Im
1% March 1548
-
reason to be efraid cf tochmlcal utﬁeultioa as the Eoerd's "Agents™ 1.e. their
bankm, an handle the mm ﬂaancial “G. aministmtiw tachnique for them,
- (a) £ Cmisnicu may dem B3 advisab;a to vary the cemposition of
the portfalis of the Pelestine Crrrency Board 1a other respects, dut it mey
safely be abiitiod that,’ ‘18 gver 1t werd to 80 so, 1t would nse the utmost
m&me 20 08 mot o iapair the pubuc'a ‘tomfidence im the curremcy of
Palutine. That sueh confidense wonla bo mpairea by replscimg pert of the
stirling hoddings by &cllar holdidgs w111 hardly be comtended.
(o) The Palii@itfe Curﬂncyﬂoa!‘d allocates apmuelly such proporticn
of its profits to thegoaeral rovemme of ths Coverrmoat of Palestime as 1t

 considers safe to A5, takiag iitto eccoumt its Guty to build up end maimtaln

& fair reserve of esnsts over end &bove the eacuat of 1ts obligaticna. Aftor
the Commissicn will have asmumed euthordty over the Board 1t will be for the
Boerd to cometlt ths camhe:lou on the emowmt so to s allocatsd and the time
when sush &llocation 1s to be made,

5. 1% should be clear beyond the possibility of exror that whatever

. _'anthority the Comipefon win acquire over the Palentime Curremcy Board will

uot arfoct ‘the righ‘b cf H. M. Govcrmm to propoae ‘such chasges 1n the statua
of ‘the Boara'e ot@rn!sg holdings as H. H. Covermzent will find pmpmr. 'rhare
vill’ tlum, hawenr. exiat an maepmdm govemant with its own noaetm
ms with ehom E. F!. Gavment could thaa in a proper m.;r negotiats about
any oha'ngo uh:ch they might wish to proposo, smcny in the cems way im which
this has beem- end 4s batng am vith the Gmmsﬂts of Egypt, Iraq, Iadle etc.
6. 'rha last point pads in the preceung pmmph lesds to a cmmeration |

of ‘the proeedm folloved cn 22 !e‘bruary 191&8. . The mev Regnlatim comﬁtute

an:'evntirél.i wnilateral act o the pavt of B, M, Govermmemt. Tt nay be doubted
vhsther #. M. Governient gave full considerstien to the delicacy of the posttion
{n which ‘thay were placed before 1ssuing thelr Regulsticos, and in vhich they
Placed themselvee iu lssuing them in the partioular vay in which they have

dous 60, It can hardly be comtented that es & Mandatory Power Great Britatn
etood towards Pelestins 12 o relatiowiihip cospareble to that Detween &

' : guardian or trustes enf his vaxrd, If, 1u the oxercise of his office, the
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guardian bad to incur & conslderable debt towards his ward, this fact by
itéelf elready created a scmgwhat delicate position. Heturally the position
beccmos considerably mors dslicate 1f the guardian or trustee, on the very
eve of giving up his offices, modifiss the conditions of repayment of his

dedt, It is i;érhapa not méascnable to add that the situation becames no
less delicate ir, in ordsr to jusitify his unilateral action, the guardian
adduces as an argument that the debt oved to hie wand (vhich constitutes

" the latter's main resonrces) hes lately been drawn on rapidly anrd is in
danger of being wnduly depleted. Assuming .the correctness of the assertion, 1t
may well be acksd who was msponsibl# for the alleged extravagmce, and if the
question 1s asked there is no other angswer then that the guardian himself was
reaponsible. Tovlmve the metaphor: Without the consent of the Palestine
Govom‘t's Impert licemsing authoritiss and Foreign exchange comiroller no
undue depletion of Palestine's resourcea would have taken place. ‘

It 1s Qifficult to see why H. M. Covernment did mot, in the sbeence
of a proper represeuntative of ths poople of Palestine, consult at least the
Palostine Gommiesion with which at the time of lssuing the new Regulations
they were in daily intimste coatact and which is the proper authority 4o
vatch over the interests of Pslsatine wiich aftser 15 May will continue to
be consideradly affected by the progent mezsure.

The point is not mede in order to suggest that the Cczmission ehould
spend tims and energy enbrecriminations , but the Ccmmisazicn may well wish to
congider whether it cen let this action pasa without any obaé;mtion. If there
is no reacticn to the dimga.r:l of the Cozmission's position and authority in
the -nrsaent case, will such cmiscion not be an encouragenent for similar
action on other occasions? And 1f there iz a proper reaction on the part
of the Commieaion, will this rot sirengihsn the Commission's hands in such

negotliations on further zatters of dstail as will, in any cass, be required?
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7. Cne particular polnt has been entirely left open in the actlion taken
by K. M, Govérnmnt, end it 1s desired to direct the Commisslon's particular
attention to it. H. M. Coverrment in the United Kingdom holds a gold reserve

wvhich in varicus public statements, made in the recent past, was estimated

- at an amount of about L500,000,000. In statements mede in the House of

Cormons and eleewhers by H, M. Govermment, 1% éae on several occasions
emphasized that this ressrve is not one held on behalf of the United Kingdom
only, but that it constitutes the gold reserve of the entire sterling arez,

If nov & country which, until the pressunt tims, formed & part of the.

sterling area is placed cutsida that arsa, such a country has a claim for

an equitable pert of the common gold reserve of the aterliﬁg area to be

turned over to it, to be beld by 1t under its own edministration and for its own
purposes, There is, perbaps, no mecessity to maks, st the present moment,

an attempt to £fix the exact smount of the clalm, bui 1t seems high.ly' advisable thai
the fact that there exisis such a claim azd that 1t will be brought forward In
due couree, should deo mede clsar.

8.  The Commigsion may be told Zhat the rroblem of the Pelestine Currency

Board is to éom exteat complicated by the fact that the Board has in the

" past also ﬁa.de provision for the currency needs of Trang.Jordsn, It is sub-

mitted that there would be very 1littls, 1f snything at all, in this argtmbnt.
The fundamental Trder in Council of Fobruary 7, 1927 which established the
currency of Palestine, explicitly stated thet 1% shell not apply to Trens-
Jordan, Andj if Trans-Jordan chose to use the services of the FPalestine
Currency Board, anxd if tho Palesiine Currency Board consented to‘ render such
services, the fact cannot now Ve adduced to the detriment of the interests

of Palsatiﬁe. Moreover, it hes becn amncunced that Trans-Jordan is already
negotiating ‘v:[th H. M. Covernzent for its re-adnmitiance to the sterling area.
Firelly, the amount concernsd 1s negligible in comparison with the note
circulation in falestine, Such zmall probdlems of destail as mey arise can

easily be settled, and the genersl attitude of the Commission should be, it
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is sutmitted, that, to the extent to which Trans-Jorden will wieh to
continue to use the-services of the Palestine Currency Board, it mey well

continus to recaive thoge services from a Palestine Currsncy Board

 functicn nggunder the euthority of the Commiasion. If Trans-Jordan should

at any time wish not to do 8o, or if the Commission takes the view thet
it cannot allcw an organ wnder 1ta autbority to rerder mervices to Trana-
Jordan, it will be a mtteé for the Trans-Jordan Government to take its
ova measures, but this should sursly not stand 1la the way of the transfer
of é.uthority over the Paleatine Curreacy Board to the Commission,

g. It may poazidly aleo be =ald that a chsnge in the poslition of the
Palestine Currency Board would call for leglslation in the United Kingdom,
and that such legislation could not ccme into effect before 15 May 1948.
It is submitted, first, that it iz highly doubtful vhether leglslation of
any kind is required, 2nd sescondly, that if this were so, 1t would be
entirely an internal matter of the United Xingdom and could not poesibly.
affact the obligatlons of Bip Majesty's Government towards Palestine and

towarda\the Ccamizalon,
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