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Presentsy -
Chairmans Mr. LISICKY (Czechoslovakia)
Mr. Medina | (Bolivia) .
Mr, Federsplel (Denmark)
_ Mr. Morgan ‘ ~ (Panama.)
‘Mr. Menzen (Philippines)
(Qbserver for Mr, Francisco)

Secretariat: Mr, Bunche ‘ (Secre tary)

Mr., Reedman (Senior Economic Advisor)

CONSULTATION WITH MR, HOOFIEN, FINANCIAL EXPERT OF THE JEW.[SH AGENCY FOR
PALESTINE, ON QUESTIONS RELATING TO THE CUFRENCY BOARD AND STERLING
BATANCES D O -

On :the invitation of the Chairman, Mr. S.-Hoofien, financial expert
of the. Jewish Agency Tor Palestine, took his place at the table. ‘

' The CHAIRMAN.stated that according to the Commission's previous
decision, Mr, Ho¢lflen -would state his views to the Commiszsion on questions
Yelating to the Currency Board and Sterling Balances, '

Mr. HOCGI'IEN (Jewish Agency) stated that he intended to divide the
gubJect-natter of his statement inte five pdints which covered thé
subjects which the Cormission had asked to be discussed. ‘

He explained that the first effect of the new regulation regarding
Palestinian Sterling Balances, was that the amount of sterling now
available Tor purchases Trom The steriing area ag well as the amounts
granted by the Bank of England were very smell., OFf the 7,000,000 potnds
sterling which the Bank of Englend stated were available for current
expenses and Tor working balances for the banks, the 4,000,000 pounds

sterling which were stated to cover the latter purpose were mainly, if not,

i

R [enbirelly;  Tequired to cover credits alresdy granted. The remaining
3 l‘"% ?QO(EQ OQQ’_Qound‘ sterling, however, plus the accruals from exports chiefly
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of citrus fruis which amounted to approximately another 4,000,000 pounds
sterling, were available. The question arose as to whether this amount
was sufficient to cover the needs of Palestine during the interim
period. This, he submitted, was a practical interest as His Majesty's
Government might be prepared to listen to the Comm1531on s views if the
Commission should wish to press for further releases of blocked
Palestinian funds. In such an eventuality certain intricate calculations
regarding the necessary amounts would have to be made, and Mr. Hooiien
indicated that he wa.s w1111ng to submit them to the Commission together
with his conclusions on the subject. He stated that in the opinion of
the Jewish Agency the existing 3,000,000 pognde srerllng plus the
accruals from current exports would be insufficient. He expressed the
view that it was only possible to adapt the regulations of import trade
by means of licenses to the available foreign exchange over long periods,
because in this case the orders could be adapted to the requirements of
the situation. TFor ghorter periods he considered it an Iimpossibility
owing to the time lag ipvélved in shipping and. in payments. He stated
that it would be desirable for the Commisslion to be informed of His
Majesty's Governmenb's attitude toward the possiblllty of granting
further allocation for a 1onger period of time.

In the second plece, Mr, Hoofien expressed the opinion that the
foreign exchange earned by Palestine should accrue to Palestine and not,
as would be the present case , to the dollar pool of the sterling areas
in spite of its own management of its economlc affairs. He stated that
this s1tuatlon should be altered now 1f possi‘ble and. could certainly not
be preserved after 15 May. He proposed therefore, that a mechanism
should be found for Palestlne to edmlnister 1ts own forelgn exchange.
ThlS, he submltted, should ‘be in the hands of the soVerelgn authority
and not under the control of a London orgarlzatlon, vhich would be
concerned w1th the 1nterests of the Unlted Kingdc . He pointed out that
this 1mmediacely raised che queetlons of both the present and the future
fate of the Palestlne Currency Board

Mr, Hboflen affirmed that there ves a conseneus of opinlon on one
thing, namely that no revolutlonary measuwes should be taken, as
confidence 1n currency was a dellcate metter and might be sheken., He
said that the Jewigh Agency Wourd agree w1fh the Lnlted Klngdom if it
were in favour of contlnulng the services o*'the Currency Board He
expressed the hope that the Comm1531on wourd second this view. In such
a case, however, the p01nt would arlse as to who would control and have
authority over the Currency Board after 15 May. Ee explalned in this

‘ ’ o ' [regard
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regard that the Unlted Kingdom Government exercises.its\authority in
Palestine through two channels; one being the Palestine Administration
under the High Commissioner, which was ¢harged with all matters, except
those regarding Palestinian Currency.: The satisfactory condition of
the currency and the financial interest of Palestine were in the hands
of a second‘channellof authority, namely the Palestinian Currency Board.

In answer to a questicn by the Chairman, concerning the relation:
between these two channels of authority, Mr., Hoofien stated emphatically
that there were none. He explained that the Palestinian Currency Board -
was a creation of His Majesty's Govermment which was parallel, but not
subordinate, to the Palestine Govermment, but received its instructions
directly from the Mandatory Power. He pointed out that this was true in
most similar financial arrangements with countries considered backward
in that respect, that is, where local administration was inexperienced
in currency matters and the people were considered to have greater: - '
confidence in London. : ‘

‘Mr, Hoofien submitted that 1t followed from. the doctrine of the:
United Kingdom Government that authority could not be.shared, that if
the Palestine Administration renounced its authority over Palsstine after
15 May the Palestine Currency Board should be handed over to the
succesgsor authority, He made it clear that, while this doctrine appeared
radical, he was not authorized to propose revoluvtionary changes in the
functioning of the Palestine Currency Board but maintained that it was
necessary to ¢larify the situation on this point which had immedlate
bearing on the proposition that a pro tem observer of the Commission .
would be 'welcomed on the Currency Board. He suggested that by the sane
reasoning, a British observer might be appointed to. the Palestine Currency
Board after 15 May. '

In answer to a question by the. Chairman, concerning his opinion about
the period prior to the surrender of the Mandate, Mr., Hoofien stated:that.
the appointment of an observer to the Palestine Currency Board on behalf
of the Commission was not a very important matter but would have
considerable practical advantages by putting the Commission in touch with
the functions of the Board. He cautloned against thls step being -
construed as subbracting from -the Comulssion's eventual authority over ™
the Palestine Currency Board.  He explained that if the Commission: decided
to assume authority over the Currvency Board after 15 May, one solublon -
hecame posaible, nemely that the Commission could control. matters of-
foreign exchange by permitting the present agents, Barclay's Bank, to
hold and administer foreign exchange as they were at present doing. He
Turther pointed out that the Commission would find, on taking over,

/certain
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certain sUIs ovallable in the coffers of the Pales*ine Currency Board
which were not requlred as a reserve but WhlPh were eernod and therefore_
could be inecluded in the country g revenue. ‘He expreused the opinlon
that it was lncompatlble with the dlgthy of a government that an
extraneous body should determino wnen and how much of its funds should
go into the revenue. Thls, he submltted, was a matter for the
Commisgion to dec ide. He stated that a tradltion concornlng the amoant
to be handed over for revenuo purposes by the Palestine Currency, Board
had grown up., He hoped that the Comm1581on would not dev1ete much from

this sum in the futureo
The CHATRMAL ashed whether the chenge should be ch1eny in Lhe lepal

structure of the Board°

Mr. HOCFIEN (dewreh Ag ency) answered in the efiirme.tive° Te -
explained trat thele would be two maln changes after 15 Mey. fjretly,‘whereae

mtil pow the Peleetine Currency Boaxd had issued no»os egainet sterllng A

holdi nes, after the eroenmentloned daLe it would be aole to issue notes
against forelgn exchange, Secondly, after 15 May, Pa]estlnnen securlties
might be accepted in the portfollo.‘ Regarding thls letter pOlnt lt had .
already been raised and dlecussed by'the Jewish Agoncy and the Currency
Board but had remelned unsolved ow1ng to the troubled uituatlon which
had arisen. ‘

Mr, HOOFILN expressed the opinlon Lhat since, efter the order of
22 Debruary, Paleetlne vas not any more a part of the sterllng aren
system, but was to be independent the queetlon of an equltable ohar
of the sterling area's gold reserves for Palestlne arose. Althouph the
United Klngdom authorlbles had repeatedly emphas:zed that the gold
reserve which they held did not belong to ‘them excluolvely, but to all
the nations constituting the sterllng area, no mention had been made in
the pronouncement of the United Klngdom authorltles of the ahare due to
Palestme° In support of Paleetlne s rlght in thls matter, Mr, Hooflen
mentioned the fact that nonumombers of the B itish Commonwealth of .
Nations were inciuded in the gold holdings of Lho sterling area, as well
as the precedenb creatod by formor countxnes of the oterllng area, which
in deperting had raised The point of thelr ehere 1n the gold holdlngs
and their rlght to do so had not been denied Mr Hoofjen refused to
name a def:nite flgure as the equiteble shore of Palestnne and sbated ,
that it was a matter of future dlscu351ons.’ he suggested thet the
Cormission réserve the right of the future Poonomic Board to raise the
point of Paleetlne's share of the total of 500 OOO OOO pounds suerllng
in gold holdings. ‘ - o
|  /The CHATRUAN



AJAC.21/8R.49
Page 5

The CHATRMAN 1ngnired whether this question arose onJy 1L the
Fconomlc Union of Paleutlns were to be oeparated from the sterllng area.
My, HO“PlLV (Jewﬁsh Agency) stated that the question would nob

arise 1f the Union were to return to the sterling area.

- Mr, HOOﬂIEN then raised the point of the appointment of 8 currency
officer in Pelestine, He observed that ab present Thls‘offlcial Vas.
appointed frem the Palestine Currency Board in London and proceadea tQ
explain his duties. He stressed that this was prooflthat‘the Cdmmissiqn
should take err,the Palestine Currency Board because otherwise it'
would be dependent on an appointee from London. | _

Mr., HOOFIEN described to the Commisslon the procedure followed by
the order of 22 February, which he called "unilateral and unprecedented”.
He noted that in the similar case of Iraq and Egypt, these countries‘hadw
at least been consulted., Though he admitted that no govermment existed
in Palestine to be consulted, the'order had been issued while the
Commission of the United Nations was in existence and should have becn
party to the decision. He reminded the Commission of the dellcacy of
the situation in mhlch Palestine was placed in regard to thcl
United Kingdom Government, He explessed surprise at the moral und legal
standing of thelr pogition in which the trustee vas in debt to his vard
and yet did not even consult him about chanblng the nature of the
property held in loan. He said that he mentioned the above not simply
as recrimination against the actlon teken but as a warning to the
Commiggion that’if nothing were done, the Commission itself might be
Taced with a similar action, Iurthermore, he expressed the belief that
1f the Commission were to react strongly, its position regarding the
details would be uonsiderably strengthened, He cautioned against any
method that might strain the relations of the Commission with the ‘
United Kingdom Govermment, but suggested that a method which would av01d
this pitfall could be found. ‘

in answér to a questioh regarding his previous statement that the ‘
Mandatory Power had'éhanged the nature of the assets in 1ts hands by its
order of 22 February, he reaffirmed bhat both the assets of the Palestlne
Currency Board as well as the sterling regerves of the whole of Palestine
had been changed in nature "by bheing blocked,

In explenation of" the mechani gm of foreign e'chaﬁge control, within
the sterling area, Mr, Hoofien p01nted out that this control had to be
exarcised on more or less 1dentical llnes throughout the area . ﬂe
explalned that glnce the earnlngs of foreign exchenge of the aberllng
area were insuificient for all purposes, they had ‘to be used to cover Lhe

/most
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most urgently heeded requirements, He noted that since sterling was
freely interchengeable within the sterling area, it was loglcal that
there should be one central board but, this had been found to be
impracticable owing to the great muwber of transactions involved. Owing
to this fact, as well as to the voluntary nature of the agreement, which
involved sovereign decisions on the part of the Dominions, there was a
considerable amount of delegation of authority. In Palestine the systemn,
owlng to the particular nature of the case, was .a mixture of
independence and direction. He explained that the Palestine
Administration received directive rules but was free to declde on matters
of detail. He then explained the mechanism of control in Palestine in
which the Office of the Comptroller in Jerusalem approved the import
licenses for which the foreign exchange was then granted by three ranks
that dealt in foreign exchange and which were -informed of all receilpts
of foreign exchange by residents of Palestine, namely, Barclay's Bank, '
the Anglo-Palestine Bank, and the Ottoman Bank., All forelgn exchange
receipts by individuals in Palestine must be declared. Thus, the
Comptroller was enabled to distribute the foreign exchange at his
disposal by means of import licemses. This system, which was 1in general
effect in all the sterling area, was complicated in Palestine by an .- =
agreement-between the Jewlish Agency and the Palestine Administration -
concerning gift dollars brought into the country by the former. This .
agreement, which had been in force for the last two or three years,
provided Tor the keeping of gift dollars brought into the Jewish economy
by the Jewish Agency under a separate account which was st11l vader the
control of the Palestine Government and was distributed by means of
import licenses. Mr. Hoofilen explained that these dollars still had to
be converted into sterling and had to be handed over to the dollar pool
of the sterling area. They were handed over by the Jewigh Agency to
the Anglo-Palestine Bank which kept an account open in the United States
and exercised a further contrel by allocating them mainly for capital
PULPOSES o S ' R
The CHAIRMAN asked whether gift dollars could not be held outside
Palestine for the Jewish Agency and, in that way, not have to be changed
into pounds in Palestine. ' R ‘
Mr. HOOFIEN (Jewish Agency) replied that all such gift dollars were
bound to be converted inasmuch s’ they came into the owmership of the
Jewish Agency in Jerusalem, which, since it -was Sublject to the normal
foreign exchange controls, had to declare them, However, a Jewish body
outside‘qf‘Palestine, in Wew York for instance, might do what it liked: °
- /it could
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it couid buy goods 1n New ”ork always prov1ding the requlred imporb
1icenses vere obmlnableo
He explained thab three months prevmouSLy ‘the Palestlnjan Government
had made an arrangemenh, to the detrlment of the Jewish Agenfy; whereby,
in view of the difficult p051t10n regarding dollars, no allocations of
dollars to Jewlsh importers would be made in the future, ﬁhe dollar supply
belng conserved for Arab importers. He said that the Jewieh Agenoy had
protested agalnpt the axi cangement as belng entbirely unjustified, but in
vain, "
The' CuATRMAN asked whether he understood corzecbly that during the
past three months dollars earned by exports by Jews came into the dollar
pool of the Palestinian Govermment and that this pool was available only
to the Arab traders.’
Mr. HOOFIEN (Jewlsh Agency) replied that that was correct.
Mr, FEDERSPIEL (Denmark) requested that Mr. Hoofien prepare a wrltten o
memorandun on the subject of the gold reserves in the ster]lng area.
He had gathered “that the Unlted Kingdom had.undertaken to hold gold
reserves avamlable to members of the sterling area. He wondered whether
Mr, Hoofien meant that part of the assets of the Currency Board Should be
re-invested in gold, and was rather at a loss to see how that would vork,
. IDOFIEN (Jew1rh Agency) replied that 1t was not so much an
undertaxjng as a clear understending and a repeated declaration on the paru
of the United Kingdom that it was aware of its duty and wanted the British
public to be aware of its duty to hold whatever gold it had fcr the vhole
stgrling ares.,
My, FEDERSPIEL (Denmark) understood Mr. Hoofien o mean thet since
sterling was to some extent based on geold, the Palestinian share‘of such
gold should be forthcoming when the Currency Board was separated with the
creation of the independent States.- - ' o
Mr. HOOFIEN (Jewish Agency) replied that as the assots of the Currency :
Board were of 1mportance to the corvertibllity of sterllng into other .
currencies, some machlnery should be dev1sed by which the functions of Lhe
Currency Board and of the exchange central authoritj shou;d be unxfiea
The CHAIRMAN asked whether foreign exchange controls were oonducted
independontly of the Currency Board o .
Mr, HOOFIEN (Jewish Agency) replled in the afflrmative. Forglgn eXﬂhange
controls were exerulsed centrally for bhe whole of the sterllng area. Under
the exigting mechanism, dollars senb o Palestlne had f;rst to be converted '
into sterling and were transmitted o the reclplcnt in this form.. The o
dollars in question remalned in the dollar pool énd vere the property of the
/sterling area.
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sterling area. He noted that if the Commission were to establish 1ts
authority over the Currency Board independent of the sterling area, dollars
accruing to Palestine would remain in the Palestine dollar pool.

Mr, FEDERSPIEL (Demmark) asked what, in Mr. Hooflen's opinion, would
be the effect on internationél confidence in the Currency Board if the
Boaxd re~invested‘its assets by, for instance, selling steriing securities -
and buying public utilities.,

Mr. EOOFIEN {(Jewish Agency) replied that if the re-investment
transaction had been an imprudent one, it would have an adverse eifect on the
international cenfidence in the Currency Board. He pointed out, however,
that Palesvinian currency could not remein eternally in the infant stage
and that one should not go on the assumpltlon that it would so remain.

My, FEDERSPIEL (Denmark) thought that any change in the present
arrangement of the Currency Board would be likely to create some kind of
inflation. , |

Mr . HOOTIEN (fewish Agency) did not agree. He sald that If the conmtrol
of foreign exchang¢ were placed with the Currency Board, the general
confidéhce in thé‘character.of Palestinian currency would not be reduced if
againét a certain amount of Palestinian currency there was a cerbain amount
of dollars available.

Mr, FEDERSPIEL (Dsnmark) asked whether the presence in Palestine. of
troops had a marked effect on the note circulation of Palestine., If so, an
esﬁimatg of the requirements in note circulation would have to be made,

My, HOOFIEN (Jewish Agency) replied that the presence of troops did
have goms elTect on the note circuiatinn, but that the requirements of note
cireculation really had two meanings - the technical meaning of the number of
pleces bf paper, and the qﬁemtion as to the availability of sterling. Only
the first question would arise. . '

The CHAIRMAN asked whether it wes possible for Torelgn exchange control
to come under the Commission whilst the Currency Board was maintalned under
its present gtatus. - “ :

Mr,_HOOFIEN (JGWLSh Apency) replied that such an eventuality wos
concelvable if the. Commlssion did not accept the thesis he had put forward

or if the United Klngdom Government refused to give over the assets of the
g Currency'Board. If that happened a mechanism would have to be set up for
the control of forelgn exchange by the Commission, But he would repeat that,
in the natuxe of things, 1f 1t was desirable that foreign exchange control
should lie in the hands of the Government. of. the people of Palestine, the
control over the Curf@nqy,Bbgrd»should pass into. the hands of the Commission.

The CHAIRMAN requested Mr, Hoofien to explain the comnection between the

L | Jrole that
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role that should bs played by the Currency Board.and: the control of foreign
exchange in a written memorandum. e

Mr. HOOFIEN (Jewish Agency) confirmed, upon the Chairman's request,
that he agreed with the Commission's view that the appolntment ofan
observer to the Currency Board to serve pro tem up to 15 May, with the
Commission reserving lts position after that date, would do no harm and
might be ugeful,

Mr. Hoofien offered to submlt a written summary of the gtatement he
had just made, and Mr, RELDMAN (Senior Economic Adviser) was asked to
DPrepare, on receipt of Mr., Hoofien's written statement, his comments on
the latter, VWhen Mr, Reedman's comments were ready another discuseion with
Mz, Hoofien would be held.

| Mr. HOOFIEN (Jewish Agency) expressed a. desire to come before the
Commission again to discuss with it the matter of the food supply, and
particularly the Tinencing of the food supply.

The CHAIRMAN invited Mr., Hooflen to speak to the Commission on that
subject immediately. '

My, HOOFIEN (Jewish Agency) said by way of introduction that it had
been the practice of the Jewish Agency to make its own estbimates of the .
food requirements for the whole country, and had found that these estimates
compared very closely with the officisl figures. He would be glad to compare
the Agency's estimates with such estimates as Mr. Reedman and the
Secretariat might make. |

He strongly favoured the Commission's proposed procedure of extending,
1f the United Kingdom Govermment agreed, purchases through the present
machinery and through the Govermment trading account. He urged the Commission
not to rely too much on such food supplies as could belbought by private
importers, which would lead to price control difficulties and incrdinate
profitesiing, and would thereby ref;ect adversely upon the Commission,
Hcmever; the fihancing problem remained. If the Mandatory Power agreed.
té put 1ts trading account at the Commission's disposal but could not
finance the purchases and if:sufficient funds could not be obtained through
private means, the Commission should, he submitted, seek a loan.

As a‘sdﬁrée of lending he had in mind the Export-Import Bank, a loan
from.which would solve the exchange problem. The extent to which other funds
wers reguired could be fairly easily determined and a revolving fund could
be worked out. As the Ixport-Import Bank machinery was rather complicated,
however, a procedure, which had been used in other urgent cases, could be
followed vwhereby the Commission would be referred by the Export-Import Bank

' /to & commercial
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to a commerecial bank which would receive the Export~Impqrt Bank's backing in
making a loan ‘to the Commission. As regards figures, he thought. it more
convenient to convey his ideas at a later stage.

He would be glad to have further discusslon on the whole queshon with the
Secretariat and had already recelved Mr. Reedmsn's consent to do so, _ 3
The CHAIRMAN thanked Mr., Hoofien for his very useful co-operation. = .

Mr. Hoofien, financial expert of the Jewish Agenecy, withdrew from the .
meeting,

QUESTION O THE APPOLNIMENT OF AN OBSERVER TO THE CURRENCY BOARD . ‘
It was agreed that Mr. Reedman would take up the matter of the a.p‘pointment

of an observer to the Currency Board with Mr. Owen, Assistant Secretar%
General, Department of Economic Affairs. Inquiries would be made regé.rding the
availability in Lendon of an Individual with an adequate background for the
Jobs EHe would report back to the Commissicn on the matter at the subse@uent
neeting. | '

QUESTION OF THE APPOINTMENT OF THT PIEPARATORY ECONOMIC COMMISSION
Mr., REEDMAN (Senior Economic Adviser) repcrted that he had agein discussed

the matter of appointments to the Preparatory Economic Commission with Mr. Owen,
and that enquiries were in progress in ééarch bf qualified individuals who wpuld
be willing to serve. o
QUESTION CF THE FOOD SITUATION

Mr, REEDMAN (Senior Fconomic Adviser-) informed the Commission that he had
received a cable from My, Henson (Food Ixpert) from London, giving advice
concerning the commodity situation. An explanatory note on the cable would be
circulated and _a‘ draft letter to the United Kingdom delegation would be
prepared on the basis of the information received from Mr. Henson.
COMMUNICATION FROM JEWISH DETAINEES, GILGIL, KENYA, AND COMMUNICATION FROM
THE CHAPLAIN, JEWISH DETAINEES, GIIGIL, KENYA (Informal Papers M/L1 and M/12)

Tt was noted that the information contained in the above two telegrams
was completely at variance with the ini‘ormation recelved by the Comnission from
the United Ki ngdom Delegation,

It was decided that the two communications would be referred to
Mr, Pletcher-Cooke and a clarification requested,
QUESTION OF THE CONTENTS OF THE SECOND MONTHLY REFORT TO THE SECURTTY COUNCIL

The CHAIRMAN, in reply to a question by the Secretary, stated that
the Report to the Security Council should inclu'de only those of the ou'bstanding
guestions submitted to the Umted Klngdom Government and anbvers there to which
concerned policy. ‘ .

He also statcd that the Report should state the imposs:Lbil:Lty of setting
up the Provie;lonal Councmla of Govermnent and the mllitlau by the date c;a;Lled
for in the Generdl -Assembly Resolution., ' .

'J‘he meetirm roge at 5.595 p.m,




