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President John F. Kennedy often told his advisers that “the two things which scared him
most were nuclear weapons and the payments deficit.”1 Kennedy’s sensitivity to the nuclear
danger is well documented and completely understandable. But why was he so afraid of the U.S.
balance of payments deficit? Why did he compare a technical problem of international monetary
economics to the dangers of a nuclear war?
These two problems--one involving monetary policy, the other a question of basic
American security policy--were inextricably linked in fundamental ways during the Kennedy
years. It is impossible to understand the full complexities and nuances of U.S. Cold War strategy
in Europe during this pivotal period without coming to terms with the balance of payments and
gold question. Likewise, these complicated monetary issues make no sense unless they are
understood within their political and security context. The whole spectrum of the Kennedy
administration’s policy toward Europe--ranging from the German question to nuclear sharing
policy--cannot be understood without reference to U.S. monetary policy.
Although there is no shortage of scholarship on the foreign policy and Cold War strategy
of the Kennedy administration, the question of the U.S. balance of payments deficit and gold
outflow has been ignored or marginalized in the historical literature. For example, the standard
account of U.S. strategy and foreign policy during the Kennedy years, Michael Beschloss’s The
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Crisis Years, does not once mention the payments deficit or gold outflow problem.2 Those
historians who have addressed U.S. monetary policy treat the issue as strictly a question of
foreign economic policy, unrelated to the core power political issues of the period. Thus,
William Borden characterizes Kennedy’s monetary policy as “an aggressive but ultimately futile
defense of American economic hegemony.” Other historians and political scientists have
suggested that the deficit was a symbol of American decline, produced by a combination of
economic malaise at home and imperial overstretch abroad. 3 This assessment, however, has been
largely rejected in the professional economics literature.4 All of these accounts fail to consider
how the dollar and gold problem was central to the most important security questions of the day.
Because of Kennedy’s advocacy of the so-called flexible response doctrine, it has been an
article of faith among diplomatic historians that his administration sought to strengthen and
enlarge the U.S. conventional commitment in Europe.5 But in fact the link between monetary
and security policy led the Kennedy administration, starting in the spring of 1962, to seriously
consider plans to withdraw U.S. troops from Europe. Kennedy, like Eisenhower before him,
identified generous U.S. political and security policy in Europe -- chiefly the decision to station
six army divisions in West Germany -- as the root cause of the nation’s international monetary
woes. Furthermore, Kennedy was terrified that the countries that benefited most from American
military protection -- France and West Germany -- might use their newfound monetary leverage
to compel changes in U.S. political and security policies in Europe.
This struggle over the U.S. troop commitment and the nature of America’s relations with
Europe was at the heart of the “gold battles” within the Cold War. On the surface, it appeared to
be a contentious but simple dispute over burden-sharing within the Western Alliance. In fact, the
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gold battle within the alliance during the early 1960s was one of the most important components
of a complex and bitter political struggle between the United States and France and West
Germany over the direction of the alliance and its Cold War strategy. While the dispute was at
heart over political and strategic matters – West German chancellor Konrad Adenauer and French
president Charles de Gaulle were deeply disturbed by Kennedy’s nuclear sharing and Berlin
policies -- the field of battle was often economic and monetary. Negotiations and discussions
about payments deficits and gold holdings, which by mid-1962 included serious threats of
American troop withdrawals, often masked a deeper struggle over the leadership and direction of
the NATO alliance.
Would the president order American troops back home from Europe? This question was
the starting point for the second gold battle, namely the sharp and at times acrimonious
bureaucratic struggle within the Kennedy administration over resolving the balance of payments
deficit and gold outflow. Secretary of the Treasury Douglas Dillon and his undersecretary,
Robert Roosa, argued that troop withdrawals were necessary to avoid international monetary
chaos abroad and deflation and possibly depression at home. Surprisingly, Secretary of Defense
Robert McNamara and his lieutenant, Roswell Gilpatric, supported the Treasury Department’s
efforts to bring American troops back home.6 The State Department, led in this struggle by
Undersecretary of State George Ball, vehemently opposed even the smallest reduction in
American ground forces in Western Europe. They understood that American troops served a
political as well as a military role, and feared that a large withdrawal could undermine West
Germany’s confidence in NATO and possibly lead to an anti-American Franco-German bloc, or
worse, a nuclearized Bundeswehr. Supported by the Council of Economic Advisers, the State
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Department advocated plans to reform and recast the international monetary system in the hope
that improved payments arrangements would eliminate the monetary pressure to withdraw U.S.
ground forces from Western Europe.
These gold battles offer a window into a dramatic interallied conflict in which monetary
disputes often masked a bitter political struggle over NATO strategy, the German question, and
the politics of nuclear weapons. This story also calls into question the standard historical view
that the Bretton Woods monetary system functioned smoothly and efficiently during the late
1950s and early 1960s. Most importantly, the history of the gold battles within the Cold War
forces us to reconsider the false divide that persists between the study of economic policy -- and
particularly monetary policy -- and foreign policy and military strategy in the historical literature
on that period. No history of this critical time in American foreign policy is complete unless the
story behind economic and security policy is woven together and presented as a whole.

Charles de Gaulle claimed that the international monetary system allowed the United
States to live beyond its means and forced the European surplus countries to finance America’s
military empire overseas. He wanted the major Western powers to negotiate a new arrangement
that was more fair and rational.7 President Kennedy also argued that the global payments system
was unfair. The unique role of the dollar left U.S. foreign policy and military strategy hostage to
the whims of European surplus countries that selfishly exploited the system to accumulate
payments surpluses. What might explain such conflicting perspectives? Why did both the
leaders of both surplus and deficit states connect monetary relations to larger security concerns?
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At first glance, these questions are perplexing. The founders of the Bretton Woods
system explicitly designed the system to disentangle international monetary relations from power
politics, and the conventional wisdom among historians holds that they succeeded.8 But, in fact,
postwar monetary relations were highly politicized and required constant political intervention to
keep the system functioning smoothly.9
The most troubling design flaw was the lack of an effective, automatic mechanism to
adjust and settle the payments imbalances that inevitably arose between surplus and deficit
countries. Payments imbalances emerge because countries pursue different economic and
monetary policies. This produces different national inflation and savings rates, changing the
relative value or purchasing power of their currency. If Country A starts out with a currency
equal in value to its trading partner, Country B, but has monetary policies that make its prices
rise twice as fast, eventually Country A will run a balance of payments deficit with Country B.
This deficit could be settled in any number of ways. Country A could change its exchange rate to
reflect the new purchasing power of its currency (i.e., devalue or let its value be determined by
currency markets), arrange for Country B to finance its deficit with loans (if B was willing), or
settle its deficit by transferring a mutually acceptable reserve asset, such as gold. In certain types
of systems, there is no decision to be made, because adjustment happens automatically. In a
pure gold standard, the exchange rates remain fixed, but gold is transferred to settle deficits.10 In
a flexible or floating exchange rate system, market driven shifts in the exchange rate between
countries A and B will remedy the balance of payments imbalance.11
The Bretton Woods planners rejected both systems on principle. Mindful of the
competitive devaluations during the 1930s, they believed that flexible exchange rates -- where the
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relative value of currencies is determined by purchases and sales in an open market -- were
erratic, allowed destabilizing capital flows, and gave far too much control over the economy to
bankers and speculators.12 To their mind, a pure gold standard was no better. Under this type
of system, a state with a payments deficit lost gold, which would decrease the domestic
monetary base and result in a decline in the currency’s purchasing power. Imports would fall,
exports would rise, and the payments would balance. But the loss of gold and the decreased
money supply also meant a fall in aggregate domestic demand, which meant deflation or even
depression.13 In an era where full employment and robust social spending were promised, it was
politically inconceivable that national governments would accept a process that depressed
national income and led to unemployment in order to balance international payments.14
The Bretton Woods system was designed to produce stable exchange rates while shielding
national economies from demand shifts produced by gold flows. But from the standpoint of
monetary policy, these two goals contradicted each other. This system did not provide a way to
guarantee price stability across borders, and there was no automatic mechanism to adjust the
payments imbalances that inevitably arose.15 These structural problems guaranteed that chronic
balance of payments problems would mushroom into full-scale political problems, both
domestically and between nations. This problem first arose during the immediate postwar
period, when Western Europe ran massive payments deficits with the United States. European
governments were unwilling to allow their national exchange rates to be determined by currency
markets. Nor did they want to impose the type of deflationary policies that would have been
required to reduce imports and increase exports. Instead, the so-called dollar gap was resolved by
a series of political interventions: the Europeans imposed trade and exchange controls, undertook
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a round of devaluations vis-à-vis the dollar in 1949, and received large amounts of American aid
to close their deficits.16
As the economies of Western Europe recovered and became more competitive during the
1950s, these payments deficits vis-à-vis the United States began to turn to surpluses. By
Eisenhower's second term, the dollar gap became a glut. As these dollars were increasingly traded
in for gold, American policymakers became worried. If the balance of payments deficits
continued at the rate of $3-4 billion per year, and if most of these deficit dollars were used to
purchase American gold, the U.S. gold supply would disappear in short order.17 The normal
recourse might be devaluation. But here again the Bretton Woods system had a design flaw. The
U.S. dollar supplemented gold as a reserve, held by countries around the world to finance their
trade. If the dollar’s value were in doubt, no one would hold it as a reserve asset in their central
banks: they would sell it for a more reliable asset, like gold. But if the dollar no longer
supplemented gold as a reserve asset, then a large portion of the world’s liquidity used to finance
international trade would be destroyed. The competition for scarce gold might unleash trade and
currency wars, beggar-thy-neighbor economic policies, and competitive devaluations. This was
precisely the scenario that most economists and policymakers believed had caused and deepened
the Great Depression of the 1930s.18
The administration rejected a policy of trade and capital controls to end the deficit and
gold outflow. Instead, they began to scrutinize balance of payments cost of government
expenditures overseas, particularly troop deployment costs, an account the administration could
control without reversing the cherished goal of trade and currency liberalization. U.S. foreign
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exchange expenditures in NATO Europe were roughly the size of the national deficit, a fact few
found coincidental.
President Dwight D. Eisenhower had supported troop withdrawal schemes even before
the dollar weakened.19 If the Americans made a permanent commitment to defend the
Europeans, he reasoned, the latter would have no incentive to provide for their own security.
But by 1959, Eisenhower felt that the burgeoning U.S. balance of payments deficit and gold
outflow made U.S. troop withdrawals urgent. Eisenhower told the Supreme Allied Commander,
Europe (SACEUR), General Lauris Norstad, that it was time to "put the facts of life before the
Europeans concerning the reduction of our forces." The Europeans were "'making a sucker out of
Uncle Sam." With the United States paying for the whole strategic deterrent force, all space
activities, most of NATO's infrastructure cost, and large naval and air forces, why should it also
pay for six U.S. Army divisions, especially when these troops were threatening American
financial strength? "Our gold is flowing out and we must not weaken our basic economic
strength." 20
Eisenhower was thwarted in his efforts to implement massive troop withdrawals by the
same bureaucratic alignments that confronted Kennedy during his presidency.21 While the
Treasury Department was a strong advocate of “redeployment” schemes, the Europeanists
within the State Department successfully resisted the president’s preference for American troop
withdrawals. And he never developed an alternate monetary policy. For one thing, Eisenhower
had little understanding of how monetary policy actually worked and once suggested that
perhaps the monetary crisis could be solved if uranium could “be substituted for gold” as the
reserve metal of the international monetary system.22 The president tried to get the Western
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Europeans to help offset the American deficit through military purchases and grants; but by the
time he sent a high-level State-Treasury delegation to West Germany to discuss the matter, he
was already a lame duck president with little leverage over his allies.23 Before departing, the
administration did manage to warn the alliance that the United States was determined to correct
"the international payments situation, which has an importance beyond the financial field."24
But it would be left to the Kennedy administration to find a way to make the Western European
surplus countries accept this principle that monetary and security issues were inextricably
interconnected.

The balance of payments question did not catch the incoming Kennedy administration by
surprise. During the campaign there had been rumors that Kennedy would pursue loose
monetary and or fiscal policies if elected, or even follow Franklin Roosevelt’s example and
devalue the dollar. Kennedy’s campaign moved quickly to squelch this speculation, and on 31
October Kennedy issued a public statement declaring his commitment to maintain the dollar price
of gold at $35 an ounce.25
Ironically, this public concern was unwarranted, as the incoming president wanted to
convince the public -- and especially Wall Street and the international banking community -- that
he would not pursue unrestrained fiscal and monetary programs. During their first transition
meeting, Kennedy nodded approvingly when Eisenhower warned that the United States was
carrying “far more than her share of free world defense” and would have to start bringing
American troops home from Europe.26 A transition committee on the balance of payments
advised Kennedy to appoint a secretary of the treasury who “enjoys high respect and confidence
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in the international financial world” in order to restore confidence to the dollar.27 To the horror
of many New Frontiersmen, Kennedy passed over economic liberals like John Kenneth Galbraith
and Averell Harriman and chose the conservative Republican and Wall Street stalwart Douglas
Dillon to be his Secretary of the Treasury. Kennedy risked alienating his closest supporters to
demonstrate his concern for the stability of the dollar. When Senator Albert Gore, Sr., a
Tennessee Democrat (and a presumptive candidate for the Treasury position himself) told
Kennedy that selecting Dillon signaled a continuation of the stagnant policies of the Republicans,
Kennedy protested. “Albert, I got less than 50 percent of the vote. The first requirement of the
Treasury job is acceptability to the financial community.”28
As a counterweight to Dillon, the president selected the pro-growth liberal economist
Walter Heller as the chairman of the Council of Economic Advisers. Heller advocated looser
fiscal and monetary policies to spur high domestic growth, policies that would inevitably weaken
the dollar and increase the gold outflow. By putting advisers with diametrically opposed views
in the top economic policymaking spots, Kennedy guaranteed that, like FDR, he would never be
railroaded into a decision.29 Kennedy also strived to break down what he saw as the
bureaucratic morass and inertia that had plagued the Eisenhower administrations. He relied on
key White House advisers like Carl Kaysen and Walt Rostow from a pared-down National
Security Council to make sense of the conflicting opinions offered by cabinet secretaries. While
this process provided Kennedy with an array of opinions, it often prevented his advisers from
unanimously supporting a policy option. Kennedy often felt out of his league on questions of
international monetary relations, and the president often deferred making difficult choices for as
long as he could.30
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During its first months, the Kennedy administration developed a three-pronged
international monetary policy that mirrored aspects of Eisenhower’s philosophy but that
differed dramatically from his predecessor's tactics. First, those countries that gained foreign
exchange because of U.S. defense expenditures were pressured to “offset” this gain by spending
those surplus dollars on military equipment from the United States. Surplus countries were also
asked to hold “voluntarily” surplus dollars earned through U.S. defense commitments and not use
them to purchase U.S. gold. The second part of the Kennedy strategy involved constructing
elaborate, multilateral defenses against speculative attacks on the dollar or runs on the American
gold supply. Concurrently, the administration considered plans and proposals to reform and
improve the global payments system. Finally, the Kennedy administration initiated serious trade
negotiations aimed at lowering European tariffs. European support was expected for all of these
initiatives. If the Europeans -- and especially the Germans -- did not come forward and
cooperate, this would be taken as a sign that Europe no longer needed American protection.
Dillon’s lieutenant and undersecretary for international monetary affairs, Robert Roosa,
successfully negotiated an elaborate array of multilateral defenses for the dollar in 1961 and 1962.
Roosa constructed sophisticated currency swap arrangements and standby borrowing
arrangements that allowed deficit countries to stave off attacks on their currencies.31 Roosa’s
most important accomplishment was establishing the gold pool, a consortium of industrial
nations who intervened in the London gold markets whenever the price of the dollar seemed
threatened. Though the cooperative arrangements negotiated by Roosa were quite impressive,
they were at best temporary expedients, that did nothing to solve the basic problem: the
American balance of payments deficit. Furthermore, these arrangements depended upon the
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cooperation of the two largest surplus countries, France and West Germany, to keep the dollar
afloat.
The strategy of seeking “offsets” proved far more difficult and acrimonious. Kennedy
wanted to establish the principle that every dollar spent in Germany defending Europe should be
used by the Federal Republic to purchase American military equipment-hence the term “offset.”
This would serve two purposes: relieve the American payments deficit and increase the West
German Bundeswehr’s capacity to fight a conventional war. The Germans resented both of these
aims. They felt singled out, since the U.S. troops were defending all of Western Europe but the
Federal Republic was the only country offering significant relief. And the West German
leadership disliked any change in strategy that emphasized fighting the Soviets with conventional
rather than nuclear forces. The offset arrangement would also make West Germany even more
dependent upon the United States by foreclosing arms arrangements with European, and
especially French, suppliers. Finally, there was the fear that by building up West German
conventional forces, the Kennedy administration was making it possible for the United States to
withdraw its own conventional forces in the future.
These factors made the negotiations very difficult at first, and the same German
negotiating team that had rejected Eisenhower’s proposals seemed no more inclined to accept
Kennedy’s ideas.32 But the new administration rejected both the Federal Republic’s offer and its
framework for viewing the balance of payments problem. Kennedy insisted that the dollar and
gold crisis be seen as a problem for all of NATO, and not just the United States. The West
German surplus was the “mirror” image of the American deficit, and it was wrong for NATO
countries to exploit dollars acquired through U.S. expenditures defending Europe.33 The
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president would not shy away from hardball tactics to make this point during his negotiations
with the Federal Republic. “As the Chancellor is interested in power it would seem to me that I
should give Mr. Brentano a sense of our disappointment with their progress.”34
The intensification of the Berlin crisis in the summer of 1961 brought a rapid
improvement in the offset negotiations, as the Americans exploited their newfound leverage
against the Germans.35 “We are approaching the strongest bargaining position since the
negotiations began. Our negotiating leverage is increased by the possibility of major deployments
to assist in the defense of Berlin and Germany.”36 A full offset agreement was reached in
October, and it included a provision to examine how to reduce the American balance of payments
costs of any crisis induced troop buildup.37 The agreement seemed to establish a link between
the American troop presence and continued, full offset of U.S. foreign exchange costs. But if this
linkage was embraced by the Kennedy administration, it was not fully accepted in West
Germany, where offset was seen as a temporary arrangement to give the Americans time to get
their monetary house in order.
This difference in views would become a great source of tension in the future. In fact,
disagreements over the nature and meaning of the offset arrangement became a symbolic
battlefield where the Federal Republic of Germany and the United States clashed over larger
issues of NATO strategy in Europe. For the Germans, the question became: Why should we
support the dollar and underwrite U.S. security policies in Europe when they are at crosspurposes with our own foreign policy? The question for the Kennedy administration was
equally sharp: why should we continue to threaten our international monetary position if those
we are protecting refuse to help us out, and in fact, continue to exploit our monetary
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vulnerability for their own gain? Monetary policy became an important inter allied lever to
influence and affect NATO’s security policies.

By early 1962, the Kennedy administration’s balance of payments strategy seemed to be
in place. The Federal Republic of Germany had signed an offset agreement, trade negotiations
had begun, and Robert Roosa had negotiated a whole series of sophisticated defenses for the U.S.
dollar and gold supply. But two problems remained. First, the deficit was still dangerously
large. Second, Kennedy’s monetary policy relied on the goodwill of the European surplus
countries. The countries with the largest surpluses were West Germany and France. And by the
spring of 1962, U.S. political relations with both these countries had deteriorated sharply. How
much sense did it make sense to base U.S. monetary policy on continued cooperation from two
allies who were increasingly hostile to Kennedy’s security policies in Europe?38
There were two, related reasons for the deep political tensions between the United States
and France and West Germany: U.S. Berlin policy and its attitude toward independent national
nuclear forces.39 On Berlin, Adenauer and de Gaulle feared that the policy developed by
Kennedy during the summer of 1961 was simultaneously too belligerent and too accommodating
towards the Soviets.40 Adenauer and de Gaulle were also angered by what they believed was
Kennedy's revision of U.S. military strategy toward a greater reliance on conventional forces in
the event of a Soviet attack and greater centralization of nuclear decision making in the hands of
the American president.41 Both Adenauer and de Gaulle hated both aspects of a policy that
eventually involved what came to be known as the “flexible response” doctrine.42
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In fact, the changes between Eisenhower and Kennedy’s security policies were nowhere
near as dramatic as the Europeans supposed.43 Both the flexible response doctrine and the
Multilateral Force had its origins in the Eisenhower administration. Many of the strategic
changes were driven by the rather unique dilemma presented by the Berlin crisis.44 Furthermore,
Kennedy was often agnostic on the question of national nuclear forces and actually considered
Robert McNamara's remarkable suggestion that the United States aid the French nuclear program
in return for de Gaulle’s help with the U.S. balance of payments deficit.45 The policy was
rejected -- largely because of its presumed effects on West Germany -- but Kennedy never
completely ruled out aiding the French program if de Gaulle were willing to support NATO in a
meaningful way.46
Still, a deep and far-reaching conflict was developing between the Kennedy
administration, France and West Germany over the direction of NATO strategy by spring 1962.
And from Kennedy’s perspective, a European attack on the weakened U.S. monetary position
seemed a logical way to undermine U.S. security policies. Douglas Dillon told the president that
a Bank of France official made a statement “which could indicate possible difficulties ahead with
France. He said that it must be realized that France’s dollar holdings represented a political as
well as an economic problem.”47 A widely circulated State Department memo summarized an
article from The Statist that warned that de Gaulle was "fully prepared to play diplomatic trump
card he holds in form of substantial French holdings of dollars. In other words, if America’s
policy towards Europe clashed with French interests, de Gaulle would pressure Kennedy by
purchasing gold from the United States.” Unless France was accepted as an equal, de Gaulle
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“would not hesitate to make himself felt by resorting to devices liable to cause grave
embarrassment to United States,” even at the cost of weakening free world strength. 48
This deep strain in Franco-American relations was exposed in a remarkable meeting
between President Kennedy and the French minister of state for Cultural Affairs, Andre Malraux.
The president warned Malraux that if de Gaulle preferred a Europe dominated by Germany, then
Kennedy would bring the troops home and save $1.3 billion, an amount that “would just about
meet our balance of payments deficit.” If France wanted to lead a Europe independent from the
United States, then Kennedy would “like nothing better than to leave Europe.” The United
States had no taste for empire building:

The president said that we have no sense of grandeur, and no
tradition of leadership among the nations. Our tradition is
fundamentally isolationist. Yet since World War II, we have carried
heavy burdens. In our international balance of payments we have lost
$12 billion, and the drain on our gold continues. We engaged in a
heavy military buildup, and we have supported development of the
Common Market . . . We find it difficult to understand the apparent
determination of General de Gaulle to cut across our policies in
Europe. 49

The French leader dismissed the possibility that the United States could withdraw from
Europe.50 De Gaulle accused the United States of dictating to its allies by entering into
negotiations with the Soviets over Berlin and publicly stating that France should not have an
atomic force. The Americans should stay out of European affairs except in the case of war.51
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The president responded furiously: “We cannot give this kind of blank check.” The U.S. was not
going to defend Europe, weaken the dollar, and remain politically silent. If Europe were ever
organized in such a way as to leave the United States on the outside, the nation would bring its
troops back home. “We shall not hesitate to make this point to the Germans if they show signs
of accepting any idea of a Bonn-Paris axis.” 52 A Franco-American showdown appeared
imminent, and Kennedy feared that France would exploit the vulnerability of the dollar to achieve
its political ends.
In July French finance minister Giscard D’Estaing told American officials that defenses
for the dollar against a speculative attack were weak and that a cooperative effort was needed “on
a grand scale.”53 Giscard suggested that the United States could not handle a real run on the
dollar by itself, not even with the help of the International Monetary Fund (IMF). Only if those
European central banks that held large quantities of dollars cooperated with the United States
could such a run be handled. Was Giscard making a threat or offering to help? Gold purchases
had been increasing and the dollar market was weak. Alexis Johnson, a top State Department
official, warned Giscard that the administration could end the deficit quickly if it “were to
institute measures that we do not wish to undertake and which would be undesirable,” a clear
reference to troop withdrawals.54 Giscard’s hints fed into the administration’s suspicions of
French intentions, which combined with worsening gold outflow figures to stimulate a massive,
inter governmental effort to develop plans to meet a monetary crisis.
This whole question of a French attack on the dollar sparked the domestic component of
the gold battles between State/CEA and Treasury during the summer of 1962. The
administration began considering plans to overhaul American monetary policy and reform the
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international monetary system that included gold guarantees, gold standstill agreements, and
raising the dollar price of gold, either in concert with others or unilaterally.55 The State
Department even prepared a draft memo for the use of the president should he want to end the
American policy of redeeming gold on demand.56 Carl Kaysen sent the president an essay
written by J. M. Keynes proposing an international payments system that dispensed with gold
altogether, a dramatic departure from the conventional approach. Kaysen wrote the president:
“The great attention paid to gold is another myth.... As you said of the Alliance for Progress,
those who oppose reform may get revolution.”57
George Ball set the terms for this new round of debate in a forceful memo to the president
entitled “A Fresh Approach to the Gold Problem.” The under secretary of state believed that
neither the Europeans, the Wall Street bankers, nor the administration’s own Treasury
Department understood that the problem was at heart about politics, not economics. As long as
the current rules were maintained, the U.S. would remain “subject to the blackmail of any
government that wants to employ its dollar reserves as political weapons against us.” Ball
recommended that the United States negotiate a “thorough-going” revision of the Bretton Woods
system, “multi-lateralizing” responsibility for the creation of liquidity. Why did Ball think the
Europeans would go along? “Central bankers may regard our expenditures to defend the Free
World as a form of sin, but the political leaders of our Western allies do not.” 58 Predictably,
Treasury found nothing “fresh” in Ball’s proposal. From Dillon’s perspective, the Ball proposal
reflected the State Department’s “reluctance to squarely tackle the more difficult but
fundamentally necessary job of obtaining a more adequate sharing of the burden of our European
friends.”59
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How did Kennedy respond to the irreconcilable alternatives presented by the State and
Treasury Departments? As he had before, and would again in the future, Kennedy stalled.60
Instead of making a decision, he dispatched a joint State-Treasury delegation to Europe to sound
out the possibilities of a European sponsored initiative. The president wanted an agreement that
would limit foreign purchases of U.S. gold; but Kennedy insisted that it had to appear to be a
voluntary European initiative. The president feared that any evidence of U.S. pressure could
shake the confidence of financial markets and lead to a run on American gold.61 Unable to speak
openly and honestly with their European counterparts, the mission failed to elicit the hoped-for
initiative, and high-level discussions of international monetary policy were pushed well into the
background during the Cuban missile crisis and its aftermath.62
Was the French government planning an attack on the dollar? It was well known that
many high French officials believed that the international monetary system was rigged in favor of
the Americans. The famous international monetary economist and close de Gaulle adviser
Jacques Rueff had argued that the current gold exchange regime should be replaced by a pure gold
standard.63 Rueff was to influence de Gaulle’s decision to publicly attack the dollar in a famous
press conference in February 1965.64 The French foreign minister, Couve de Murville, argued
that the dollar should be devalued. But was de Gaulle considering an attack on the dollar during
the summer of 1962?65 France’s ambassador to the United States, Herve Alphand, told de Gaulle
that Kennedy was receiving all sorts of dangerous advice on monetary policy from his advisers.
Controls and a gold embargo were being considered. Alphand speculated that since Kennedy did
not understand the economics of the issue, he would do what was politically expedient, which in
the end might harm France’s interests. Kennedy wanted a secret negotiation with de Gaulle to
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settle these issues on the highest political level. Alphand asked how he should respond to the
American President. De Gaulle’s answer was cryptic. Just wait, he said. There was no point in
talking to him now.66

In January 1963, Secretary of the Treasury Douglas Dillon received two urgent memos
from the president. The first concerned Dillon’s estimates for American gold losses. “I am
concerned about the figures that you sent me on the gold drain for 1963. Won’t this bring us in
January 1964 to a critically low point? What are the prospects that we could bring this under
control by 1964?” Two days later the president warned Dillon that “our present difficulties with
France may escalate. If things become severe enough it is conceivable that they will take some
action against the dollar-to indicate their power to do something if nothing else.” Kennedy
wanted a plan to deal with any French action, including options of taking “extreme steps if that
should prove necessary.” 67 Less than a week later, the president warned the National Security
Council (NSC) that “de Gaulle may be prepared to break up NATO.... the French may suddenly
decide to cash in their dollar holdings as a means of exerting economic pressure on us.”68
Why had this inter-allied tension exploded into a full-blown public dispute, only weeks
after the successful resolution of the Cuban missile crisis? Two events, de Gaulle’s press
conference on 14 January, rejecting both the U.S. offer of nuclear assistance and Great Britain’s
entry into the Common Market, and the announcement, only nine days later, of the FrancoGerman treaty, combined to provoke a political crisis that shook the foundations of the Western
alliance. 69 Both events appeared to signal a Franco-German revolt against U.S. policy towards
Europe.70 Both events appeared to be an attempt to undermine and weaken American influence
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on the continent. And both appeared to threaten key elements of U.S. foreign economic policy,
including trade negotiations, the American gold supply, the position of the dollar, and the
German offset arrangement. The long-feared European revolt had finally appeared, and Kennedy
wanted to be prepared should France-alone or with West Germany-move to weaken the U.S.
monetary position. “The U.S. military position is good but our financial position is
vulnerable.”71
To make matters worse, the balance of payments figures for 1962 were far poorer than
had been expected. The commercial trade surplus had fallen from $3.2 billion to $2 billion. The
deficit figures would have been even poorer if not for European debt repayments of $666 million,
a source of financing that was a rapidly wasting asset, and $250 million in fifteen-sixteen month
borrowings from surplus countries. The predictions made by the cabinet Balance of Payments
Committee in October 1962, that the 1964 deficit would be “only” $1 billion, had been “overly
optimistic.” Most alarming was the loss of gold. Surplus countries “are becoming less prepared
to increase their dollar holdings, much less to increase the ratio of dollars to gold in their
reserves.” The State Department predicted that 1963 gold losses would be “fairly heavy,” and
the United States would find itself financing an increasing percentage of its deficit in gold sales in
future years. What was urgently needed was “time and protection” to allow the administration to
achieve payments equilibrium without having to resort to actions that might permanently damage
fundamental U.S. interests. 72 But how was this to be accomplished?
The president linked the continued presence of American troops in Europe to a resolution
of U.S. payments difficulties. In a NSC meeting soon after de Gaulle’s press conference,
Kennedy declared that the payments deficit "must be righted at the latest by the end of 1964”
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and the Europeans must be prevented from “taking actions which make our balance of payments
worse.” It was time to exploit what power the United States had to achieve its objectives. “We
cannot continue to pay for the military protection of Europe while the NATO states are not
paying for their fair share and living off the ‘fat of the land.’” It was time for the United States to
“consider very hard the narrower interests of the United States.”73 The United States no longer
had any source of financial pressure it could exert on the Europeans and had to exploit its
military power before the Europeans went nuclear. “This sanction is wasting away as the French
develop their own nuclear capability.”74
Dillon pushed Kennedy to order troop withdrawals. “He felt that if the French did attack
our financial stability we should consider ways of responding by actions in the military and
political areas.” The secretary of the treasury wondered “whether the withdrawal of U.S. troops
would be the disaster some say it would . . . especially if Europe could defend itself against a
Soviet attack.” Kennedy appeared to agree: “Congress might well conclude that we should not
help Europe if de Gaulle continues to act as he has been.” 75 When Dean Acheson suggested that
the administration guarantee the U.S. troop commitment to reassure the Europeans, the president
dismissed the idea outright. “He said that the threat of withdrawing our troops was about the
only sanction we had, and, therefore, if we made such a statement, we would give away our
bargaining power.”76
From a purely economic standpoint, redeploying American troops should have been an
uncomplicated issue. It could have been argued that after the American “victory” in the Cuban
missile crisis, the danger of a Soviet move against Berlin was small. Kennedy was now convinced
that the Soviets were not going to risk thermonuclear war to invade Europe, and he found
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arguments that they would go for some sort of limited land grab in West Germany
preposterous.77 If large troop deployments abroad threatened the strength of the dollar and the
health of the global payments system, then it made perfect sense to reduce them. Kennedy could
hardly support domestic deflation, restrict American tourism abroad, and prohibit capital exports
by American banks and industries in order to finance unneeded U.S. troops in Europe.
But the issue of troop redeployments was not simply an economic concern: it went to the
heart of both the German and nuclear question. If the America redeployed, West Germany
would feel uncertain about the American commitment to defend it with its nuclear arsenal,
thereby increasing pressure to acquire its own national deterrent. If West Germany sought
nuclear weapons, the tentative European “détente” that was emerging between the United States
and the Soviet Union in 1963 would unravel.78 The president would have to choose between the
strong economic and domestic political appeal of troop withdrawals and the complicated but
indisputable strategic-political logic of a continued American troop presence.
The bureaucratic gold battle was resumed with vigor. Instead of troop withdrawals, the
State Department once again proposed high-level political negotiations within the alliance in order
to restructure the international monetary system to protect the American dollar and gold supply.
The Chairman of the Policy Planning Council, Walt Rostow, argued that the United State’s
difficulties were the product of the dollar being “a unique reserve currency which leaves us
vulnerable to sudden withdrawals.” Explicitly rejecting troop withdrawals, Rostow wanted to
“spread the burden” of maintaining a reserve currency to the surplus countries of the world79
Dillon vehemently disagreed and argued that Rostow’s plan would put the United States “in a
position similar to Brazil or Argentina, who, when they cannot pay their debts, go to their
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creditors and get an agreement to stretch out the debt over a period” Dillon charged that this
represented the irresponsible views of those in State and on the CEA who wanted "this very real
problem go away without interfering with their own projects, be they extra low interest rates in
the U.S. or the maintenance of large U.S. forces in Europe.” 80
Presented with conflicting advice and uncertain what to do, Kennedy hesitated. “I know
everyone thinks I worry about this too much” he told his speechwriter, Ted Sorensen, but the
balance of payments “is like a club that de Gaulle and all the others hang over my head.” In a
crisis, Kennedy complained, they could cash in all their dollars, and then “where are we?”81 The
United States would be forced off the Continent in the most humiliating way.
Kennedy decided to go outside official bureaucratic channels and asked Dean Acheson to
study the issue as a “layman” would and recommend what policy the president should follow to
solve the balance of payments question. Kennedy told Acheson that we “had respect for people
who had diametrically opposite views, and the language that they used seemed very confusing to
him.” 82 With the help of James Tobin from the CEA, Acheson produced a bold plan. He did
not rule out a devaluation of the dollar or a suspension of the dollar-gold convertibility.83 Given
his role in promoting the monetary agreement two decades earlier, Acheson surprisingly
concluded that “the Bretton Woods arrangements have been outgrown; outdated.”84 Acheson
recommended drawing on the IMF and negotiating large, long-term loans with the Europeans to
finance anticipated deficits of $10 billion over the next five years. The former secretary of state
suggested that the whole point of his plan “was to get a period of time in which it would not be
necessary to use small expedients with troublesome side effects.”85 Given this breathing space,
the United States could get its house in order and determine whether or not the Europeans were

25

prepared to carry their fair share of alliance military burdens. If they were not, the United States
could make “careful plans for rearrangements of our own commitments.”86
Ball produced a similar plan for high-level political negotiations with the Europeans to
arrange a supplemental financing scheme. The under secretary suggested that the Europeans
would be attracted by the chance to “share world authority as well as world responsibility,”87 or
what Rostow called the desire to “re-emerge as big boys on the world scene.”88 This scheme for
“full Atlantic partnership” could be linked to other initiatives, including the MLF and Kennedy
round trade negotiations. The time gained with this supplementary financing could be used to
dramatically revise the international payments system. Perhaps a new, non-national medium of
exchange and liquidity could be created to supplement or replace the dollar and gold.89 Ball also
presented a proposal to restrict foreign access to American capital markets.
As they had in the past, Dillon blocked the State Department’s schemes. In a meeting
with the president, the Treasury secretary called Ball’s proposals “reckless.” Roosa told the
president that the problem faced by the United States was the same as “any other borrower-how
to keep our credit standing good.” 90 This could only be accomplished with a sound financial
policy that reduced unnecessary overseas expenditures. Roosa also dismissed Ball and
Acheson’s suggestion that the Europeans would be willing to lend such large amounts to the
Americans.
In April, the president finally appeared to have made a choice. He sent a memo to the
Cabinet Committee on the Balance of Payments that rejected or postponed the State Department
approach to reform the global payments system, establish strict capital controls, and institute
gold standstill agreements and massive European loans. This left large cuts in overseas

26

expenditures as the only method of realizing meaningful balance of payments savings.91
“Secretary McNamara should proceed to develop recommendations . . . after consultation with
State . . . on specific actions which can be completed by end CY 1964 with the target of a gross
reduction ... of between $300 - $400 million below FY 1963.”92 This could only be accomplished
through troop withdrawals. The secretary of defense had no qualms about doing this: “The only
way to improve our position was to reduce troop deployments.”93
The State Department complained that the Secretary of Defense “seems to assign almost
primordial importance to the military balance of payments aspects alone.”94 After rumors
reached Western European capitals of an impending redeployment,95 Rusk warned the Defense
Department that major troop withdrawals from Europe would “be contrary to U.S. interests”
and that balance of payments concerns did not appear to warrant such withdrawals, at least not
until all other solutions were exhausted.96 State offered a detailed report that argued major troop
withdrawals would end the administration’s efforts to “induce the Europeans to accept a broadspectrum strategy designed to avoid . . . recourse to nuclear war.” Pulling out American troops
would play right into de Gaulle's hands, corroborating the French president’s thesis “that Europe
cannot depend upon the U.S. to help defend it.” The pressure to create national nuclear forces
would increase. And the Soviet Union could be tempted into a more aggressive posture if the
United States withdrew large numbers of forces. “Once ... as much as a full division was
removed from Europe we would begin to see some of the problems described.” These enormous
risks were hardly worth the “10 to 20 percent” reduction in the payments deficit that troop
withdrawals would bring. 97 But the president seemed to ignore the State Department’s pleas.
The State Department got wind of further, more politically damaging cuts, requested by Kennedy
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himself. “G/PM has advised us that the Department of Defense program to reduce overseas
military expenditures ... was considered by the president as only a beginning . . . it can be
expected that any further major reductions can only be achieved by withdrawing combat
forces.”98
In August and September the dollar weakened. The president demanded that his advisers
“give this problem our most urgent attention.”99 Kennedy ordered Treasury, State, and Defense
to prepare plans for direct capital controls, trade sanctions, and troop withdrawals. McNamara
returned with a plan that would return thirty thousand U.S. ground forces from Europe, in
addition to re-deploying important tactical air forces. Secretary of State Rusk protested
vigorously, repeating the arguments laid out in the State Department study of the political impact
of troop withdrawals.100 The president only agreed to $190 million in cuts (McNamara’s total
package, if accepted, would have realized $339 million). But the president also “indicated his
desire that a political base be established which would make it possible at some later stage to
reconsider the disapproved actions...”101
The Defense Department wasted no time establishing this political base. The military
planned a deployment exercise called “Big Lift” to demonstrate the United States’s ability to
airlift large numbers of combat troops to the European theater quickly and efficiently.
McNamara's deputy, Roswell Gilpatric, noted in a widely discussed speech that by “employing
such a multi-base capability the U.S. should be able to make useful reductions in its heavy
overseas military expenditures without diminishing its effective military strength or its capacity
to apply that strength swiftly in support of its world-wide policy commitments.”102 That same
week, former President Eisenhower wrote an article for the Saturday Evening Post calling for the
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return of all but one of the U.S. Army divisions in Europe. The timing of Gilpatric’s speech,
Eisenhower’s article, and operation Big Lift led the Washington Post to declare that the Pentagon
was seeking a major showdown on strategy with its NATO allies at the next conference in
December.103
State Department officials were horrified: they had lost control over U.S. policy toward
Europe. When the department warned Gilpatric that the speech would “create serious political
problems for us.”104 They were shocked when they were told that “Mr. Gilpatric would not
accept the proposed deletions.”105 It turned out that McGeorge Bundy had already signed off on
the speech, presumably with the president’s approval.106 Alexis Johnson warned Rusk that the
West German government, already nervous about the real motives of operation Big Lift, would
get all the wrong signals from this speech. Johnson demanded that “before a governmental
decision is made on the advisability, militarily and politically, of making any major force
withdrawal, a much more thorough consideration of the issue at the top level is required.”107 But
these were exactly the signals the president wanted to send to the West Germans. The DillonMcNamara approach seemed victorious in the domestic-political gold battle. Massive U.S. troop
withdrawals appeared imminent.

What about the international component of the gold battles? Relations with the Federal
Republic were quite strained, and by 1963 Adenauer had distanced himself from U.S. NATO
policy and fully embraced de Gaulle. One of the ways this political conflict revealed itself was in
difficulties with the offset arrangement. The Americans expected a complete offset of the foreign
exchange costs of troops stationed in West Germany as an absolute requirement for the American
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presence.108 But the West German leadership did not accept this linkage. When American
representatives complained that the Federal Republic was not fulfilling its obligations under the
Strauss-Gilpatric accord, German foreign minister Gerhard Schroeder claimed that neither “the
Chancellor nor he knew the details of the problems which had arisen.”109 During the spring of
1963, Ambassador George McGhee was warned that the offset agreement faced difficulties in the
future.110 McGhee complained in July that the German military was unwilling to commit to
more than $1 billion for 1964-65, at least $300 million short of the amount needed to fully offset
the payments costs of U.S. troops. But McNamara told Kennedy that it was vital for the
administration to “get the dollars out of them.”111 Only a full offset arrangement would
accomplish that.
Kennedy put tremendous pressure on the Germans to accept the link between full and
continued offset and the maintenance of six American divisions in West Germany. Spanish
Dictator Francisco Franco told the German ambassador to Spain that the American President
claimed “the question of the American balance of payments constituted one of his greatest
concerns.” If he did not resolve the dollar and gold problem, then Kennedy would be forced to
“change his whole policy” and “dismantle the military support of Europe.”112 Bundes minister
Heinrich Krone was explicitly told that the United States would be forced to withdraw because
of its balance of payments problem.113 During a tense meeting, President Kennedy warned
Adenauer that “economic relations, including such matters as monetary policy, offset
arrangements and the Kennedy Round of trade negotiations” were “possibly even more
important to us now than nuclear matters” because the nuclear position of the West was strong
enough to deter any attack. West German cooperation was expected for all of these economic
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initiatives. “Trade was important to us only because it enabled us to earn balances to carry out
our world commitments and play a world role.” 114 During a meeting with West German foreign
minister Gerhard Schroeder in September, the president warned that “the U.S. does not want to
take actions which would have an adverse impact on public opinion in Germany but does not
wish to keep spending money to maintain forces which are not of real value.”115 And McNamara
told his German counterpart, Kai-Uwe von Hassel, that "America cannot carry this burden any
longer if it couldn’t reduce this deficit.” Maintaining the troop commitment to Europe would be
" impossible if the offset is not found for this.... the Americans have no choice whatsoever
here.”116
What could the Federal Republic do? The American threat to withdraw troops forced the
West German government to make fundamental policy choices that would affect German security
for years. The Germans were being asked to abandon their temptation to join France and toe the
American line. But Adenauer, for one, no longer believed that the Americans were reliable allies
who could be trusted.117 In the wake of the Cuban missile crisis, the United States and the
Soviet Union appeared ready to try to negotiate an arrangement to reduce the danger of war in
Central Europe. The United States appeared willing to offer the Soviets de facto recognition of
East Germany and a promise to keep the Federal Republic of Germany non-nuclear, if the
Soviets would accept the status quo in Berlin. These concessions would undermine the
foundation of Adenauer’s foreign policy, which had been based on non-recognition of the DDR,
equality with its Western allies, and seeking reunification through a policy of strength. U.S.Soviet arrangements that stabilized the status quo would appear to put an official stamp of
approval on the division of Germany. And if Berlin was no longer a problem, then Kennedy held
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there was no longer any military need for six U.S. divisions in West Germany. The president
believed that the deterrent affect of the United State’s strategic nuclear forces would prevent a
Soviet attack on Western Europe.118 Refusing to cooperate with U.S. economic policies
(especially its monetary policy) would be one way to express German resentment toward
Kennedy’s “détente” policy.
The Kennedy administration’s move to reach some sort of accommodation with the
Soviets in 1963 caused consternation among West Germany’s policy-making elites.119 But
Adenauer's policy of embracing de Gaulle offered nothing more than dependence on another,
albeit much weaker, ally, one that had even more incentive to sell out West German interests to
the Soviets. In the end, there was little choice but to accept a NATO policy based on American
leadership.120 The alternatives to a strong alliance with the United States, backed by six
American divisions, were not very promising. This meant accepting many compromises that
were distasteful. The key now was to make sure that the Americans did not become so fed up
with Europe that they pulled their troops out. And this meant that U.S. monetary policy had to
be supported. There could be no more hints of monetary collaboration with the French, no more
rumors that surplus dollars would be turned in for gold, and, most importantly, the offset
arrangement had to be fulfilled and renewed. The American demands for German monetary
cooperation would have to be met.
In October Rusk traveled to West Germany. In a meeting with Defense Minister von
Hassel, Rusk stated that the administration’s policy maintaining troops in West Germany
depended on two things: NATO meeting its force goals and a continuation of the offset
arrangement. “If our gold flow is not brought under control, the question could become an issue

32

in next year’s elections. The continuation of Germany’s payments under the offset is vital in
this respect.”121 The new West German government understood what was at stake and with few
other options, accepted these conditions. Flanked by Rusk, the new Chancellor Ludwig Erhard
gave a major speech in Frankfurt in which he publicly acknowledged that the American payments
deficit arose from the U.S. “rendering the major portion of economic and military aid to the free
world.”122 This was an important shift for Erhard, who had previously stated that the American
payments deficit could only be reduced through basic internal adjustments in the U.S. economy.
Negotiations for a new, full offset arrangement began soon thereafter.123
The administration got what it wanted from West Germany.124 The Federal Republic had
rejected the Adenauer-DeGaulle policy, and West Germany had, among other concessions,
grudgingly accepted the link between offset and American troop deployments in Europe. The
Kennedy administration decided that it had to end any threat -- at least for the time being -- of
major troop withdrawals. In Frankfurt, Rusk formally promised an end to the talk of
redeployment. “We have six divisions in Germany. We intend to maintain these divisions here as
long as there is need for them -- and under present circumstances there is no doubt that they will
continue to be needed.”125 The president also surprised many observers when he publicly
disavowed any intention of removing any American divisions from West Germany.126 In
December, a full offset arrangement was reached, and the settlement was announced as an
agreement of “great value to both governments” which should be “fully executed and
continued.”127 Both the international and domestic gold battles were over, at least for now.128
The troops would remain as long as the Federal Republic toed the United State’s political line
and offered full offset through military purchases.
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America’s Cold War confrontation with the Soviet Union in Europe reached its most
intense and dangerous point during the Kennedy period. Kennedy tried to craft a security policy
that met the Soviet challenge with strength but left room for negotiations and respect for each
other’s interests. But the United States’s two most important continental allies, France and
West Germany, felt threatened by Kennedy’s policies and openly challenged his administration’s
cold war strategy. Concurrently, the Kennedy administration faced a grave balance of payments
crisis. These two crises --one political, the other monetary -- were inextricably connected in the
minds of the participants. The administration believed that the dollar and gold problem could be
solved in one or two ways: with cooperation from the European surplus countries, namely
France and West Germany, or by reducing government expenditures abroad. Since most of these
government expenses were related to NATO expenses, this meant large withdrawals from U.S.
conventional forces in Western Europe.
These two questions -- the inter allied dispute over NATO strategy and the dollar and
gold question -- have traditionally been treated as separate problems. But these questions were,
in fact, two sides of the same coin. The issues surrounding NATO’s Cold War strategy and the
balance of payments question centered on the issue of the United States’s large conventional
force commitment to Western Europe. The troop commitment, in turn, was related to a host of
fundamental power political questions -- Berlin policy, the German question, and the politics of
nuclear sharing. Monetary pressure became a tool for each side to signal their intentions and
bring about desired outcomes. The French and the Germans signaled their unhappiness with
Kennedy’s security policies by cashing in dollars for gold or by abrogating arrangements, like
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offset, that were meant to ease the U.S. dollar and gold drain. The Kennedy administration could
express its anger at the Franco-German bloc by threatening to withdraw U.S. troops in Europe
for balance of payments purposes. American monetary policy during this period only makes
sense when seen through this power political lens. Perhaps more importantly, U.S. policy
toward the most fundamental questions of European security can only be understood if the
American fears about the balance of payments deficit and gold outflow are fully explored.
The lessons of the gold battles have a significance that goes well beyond the Kennedy
administration’s monetary and security policies and feeds into fundamental questions of
international history: namely: how do international monetary relations influence international
political stability, and vice-versa? Are certain kinds of monetary arrangements better at
preventing political tension and promoting international peace and security? Do monetary
struggles reflect deeper security conflicts?129 These questions are not just of historical
importance. These are core issues in the study of international politics. And as recent events in
Southeast Asia, Russia, and Latin America have demonstrated, the relationship among money,
power, and international security will be of even greater significance during the twenty-first
century. While economic globalization has brought growth and unprecedented economic
integration, it has also left many nations highly vulnerable to the changes in the global economy.
Nothing drives this integrative dynamic more than participation in the world monetary order.
Will this monetary chaos spill over into political tension and undermine international peace and
security? Will future rivals exploit monetary power to achieve its political ends? The urgency of
these questions makes an understanding of past international monetary battles more important
than ever.130
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