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Gold and Dollar Anxieties 

INTERECONOMICS, No. 4, 

T he impress ion  t ha t  the  wor ld ' s  c u r r e n c y  and  f inanc ia l  ma rke t s  had  en t e red  ca lmer  
wa te r s  has  p r o v e d  decept ive .  Ear ly  in  March a f resh gold rush  b r o k e  out, and  

the  free gold m a r k e t  shook  to its foundat ions .  Once  aga in  specu la tors  c o n c e n t r a t e d  
on  the  dollar ,  the  sole eff ic ient  r e s e rve  cu r r ency  t ha t  r ema ins  s ince  the  deva lua t i on  of 
s ter l ing f a i l e d - - a t  leas t  in the  shor t  r u n - - t o  b r ing  abou t  the  hoped- for  s t r e n g t h e n i n g  
of the  pound.  To pers i s t  in look ing  upon  the  pound  as , t he  dol lar ' s  ou te r  defence  l ine" 
is a delusion,  and  e v e r y  attack on  the  dol lar  thus  becomes  a fresh s t ra in  on the  exis t ing  

m o n e t a r y  system. 

The  r e n e w e d  run  on go ld  was  f anned  by  the  unce r t a in t i e s  su r round ing  the  A m e r i c a n  
economy.  A m o n g  the  factors  l iab le  to u n d e r m i n e  conf idence  in the  dol lar  are:  w a g e  
disputes,  eve r  l a rger  g o v e r n m e n t  spend ing  and  the  fear  tha t  the  g rowing  i n v o l v e m e n t  
in V i e t n a m  will  cause  the  Uni t ed  Sta tes  to sl ide into a wa r  economy.  

Under  the  p r e s su re  of un inh ib i t ed  specu la t ion  the  London  gold m a r k e t  was  t empora r i ly  
closed. The  gove rno r s  of the  cent ra l  b a n k s  of the  Un i t ed  States  and  six European  s ta tes  
me t  has t i ly  to discuss  the  r e scue  of the  dol lar  and  the  fa te  of the  i n t e rna t iona l  
m o n e t a r y  system. The  spl i t t ing  of the  gold marke t ,  which now pro tec t s  the  m a r k e t  for 
c u r r e n c y  gold from p r i va t e  demand,  seemed  to be  the  on ly  p rac t i cab le  w a y  out  of t he  
crisis. The  speculators" hope  to de r ive  profi t  from an  official r ise of the  gold price,  i .e .  
t he  d e v a l u a t i o n  of the  dol la r  b y  the  Uni t ed  States,  should,  for the  t ime  being,  h a v e  
lost  its basis,  all the  more  s ince the  b e g i n n i n g  d e t h r o n e m e n t  of gold as the  cen t ra l  
cu r r ency  r e s e r ve  i n s t rumen t  wil l  cons ide rab ly  d imin i sh  the  impor t ance  of the  p r imary  
metal .  

However ,  t he  dol la r  is not  ye t  b rough t  out  of the  f i r ing l ine of specu la t ion  and  rumors.  
The  lead ing  count r ies  a re  ag reed  t ha t  the  most  impor t an t  means  of achieving th is  is 
a dec is ive  r educ t ion  in the  A m e r i c a n  ba l ance -o f -paymen t s  deficit,  to be  fol lowed in 
due  course  b y  its comple te  e l iminat ion .  It is on ly  fair  to admi t  tha t  from the  po in t  
of v i ew  of the  wor ld  m o n e t a r y  sys tem Pres iden t  J o h n s o n ' s  f ive-point  p rogramme,  
which is des igned  to pu t  the  A m e r i c a n  b a l a n c e  of p a y m e n t s  back on  a sound  basis,  
p rov ides  a rea l i s t ic  remedy.  It comes  c loser  to the  root  of t he  ba l ance -o f -paymen t s  
t roub le  and  the  dol lar  crisis t han  all p rev ious  prescr ip t ions .  The  A m e r i c a n  g o v e r n m e n t  
should  not, however ,  conf ine  i tself  to coming to gr ips  wi th  the  red f igures  w h e r e  t hey  
appear  in the  be.lance of payments .  As a n e c e s s a r y  coro l la ry  to the  Pres iden t ' s  p rog ramme 
appropr i a t e  measu res  need  to b e  t a k e n  to s tabi l ise  the  in te rna l  economy,  which at  the  
p re sen t  t ime  is no t  in a s ta te  to p rov ide  a f irm e n o u g h  basis  for the  measu res  which 
are  be ing  t a k e n  to r igh t  Amer ica ' s  ex te rna l  economic  posit ion.  But now tha t  the  
economy is able  to she l t e r  b e h i n d  the  p ro tec t ive  wal l  of the  f ive-point  programme,  
more  ene rge t i c  s teps  to deal  wi th  in te rna l  economic  problems,  above  all in the  
fiscal sphere,  m a y  also be  expected.  

In any  even t  one  th ing  is d e a r :  the  la tes t  changes on the  m o n e t a r y  front  h a v e  d ragged  
the  whole  p rob lem of the  gold-exchange  s t andard  out  of the  rea lm of theore t ica l  and  
expe r imen ta l  d iscuss ions  and  into the  cold wind  of m o n e t a r y  reali t ies.  The  way  is now 
open  to p rocede  wi th  a more  rea l i s t ic  a s se s smen t  of the  cu r r ency  problems.  Even  
suppor te rs  of the  pure  gold s t andard  should  k n o w  tha t  a m o d e r n  m o n e t a r y  sys tem is 
imprac t i cab le  w i t hou t  a c u r r e n c y  t ha t  is i n t e rna t i ona l l y  recogn ised  as the  l ead ing  
cur rency ,  capable ,  if n e e d  be, of i n t e rven ing .  The re  a re  encourag ing  prospec ts  t ha t  
the  dol lar  will  grow suff ic ient ly  s t rong to fulfill th is  role and  tha t  the  in t e rna t iona l  
exchange  sys tem will  be  s tabi l ised.  The  W e s t e r n  W o r l d  is s t rong  enough  to ma in t a in  
a sys tem which is ba sed  on  gold, the  dol lar  and  the  d rawing  r ights  of the  In t e rna t iona l  
M o n e t a r y  Fund such as t hey  exist  a l r eady  and are  p l anned  for the  future.  Unti l  such 
t ime as a be t t e r  order  has  b e e n  e s t ab l i shed  the  c loses t  coope ra t i on  on  the  pa r t  of 
the  l ead ing  cen t ra l  b a n k s  is essent ia l  if the  i n t e rna t iona l  exchange  sys tem is to be  

guarded  aga ins t  ma jo r  d is turbances .  Wolfgar~ Reisener 
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