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C U R R E N C Y  P O L I C I E S  

Is the End of the Gold Era Nigh? 
by Dr Wolfgang SchOmbs, Bad Harzburg 

G 
old as a ma jo r  e l emen t  of cu r r ency  sys tems  has  
gone  t h rough  a wi ld ly  f luc tua t ing  his tory.  A new 

chapter  of this  h i s to ry  is at  p resen t  be ing  wri t ten .  
The gold marke t  has  b e c o m e  par t icu la r ly  in teres t ing,  
s ince  the  Cent ra l  Banks came into being,  for these  
decl ine  to p rov ide  suppl ies  for s t i l l ing p r iva t e  gold 
demand.  Which  were  the  reasons  for this  refusal,  and  
how will gold 's  h i s tory  con t inue?  H a v e  the  most  re- 
cent  e v e n t s - - t h e  d iv i s ion  of gold marke t s  and  the  
decis ion to es tab l i sh  specia l  d rawing  r i g h t s - - a l r e a d y  
set up  a f inal  s i tuat ion,  or is this  on ly  an  in t e rmed ia t e  
stop on our  way  towards  a comple te  sepa ra t ion  of 
gold from in t e rna t iona l  cu r r ency  re la t ions?  

Underlying Causes of the Gold Rush 

There  is no ga insay ing  tha t  the  pers i s ten t  imba lance  
from which the  Bri t ish and  the  US in t e rna t iona l  pay-  
men t s  s i tua t ions  h a v e  been  suffer ing was one  of the  
u n d e r l y i n g  causes,  t h o u g h  in different  measure ,  of 
the  turmoi l  into which wor ld  cu r r ency  re la t ions  were  
r ecen t ly  p lunged.  However ,  as the  imba lance  has  
been  a pe renn ia l  p roblem for a long t ime this canno t  
h a v e  b e e n  the  on ly  mot ive  for gold specula t ion.  
There  a re  reasons  for suspec t ing  that,  in March, 
1968, the  u l t imate  aim of the  specula tors  was  to en- 
force an  inc rease  in gold prices,  which has  been  in 
the  offing for m a n y  years  past.  It is c lear  tha t  a 
s t rong pressure  g roup  of i n t e re s t ed  part ies,  cons is t ing  
of gold holders  and  of specula tors  in gold, i nvaded  
the  gold marke t s  in force. They  were  jo ined  b y  the  
opponen t s  of the  dollar,  who  saw their  appo in ted  
hour  approach w h e n  the i r  secre t  des i re  for devalu-  
ing the  US cu r r ency  seemed  to be  on the th resho ld  
of fulfi l lment.  However ,  the re  are s igns for jus t i fy ing  
the assumpt ion  that  the  main  mot ive  imbuing  gold 
specula tors  wi th  zest  was  the  chance to make  a 
f inancia l  cut  and  not  the  de l ibe ra te  aim to topple 
the dol lar  from its pedesta l .  

Even the least  informed obse rve r  mus t  see c lear ly  now 
tha t  an  inc rease  in the  pr ice  of gold need  not  inevi-  
tably  cause  dol lar  deva lua t ion .  It is possible  to visual-  
ise a deva lua t i on  of the  dol lar  which changes only  
the  dol lar ' s  gold par i ty  bu t  l eaves  unaf fec ted  the  
gold pr ices  expres sed  in all the  o ther  currencies .  
Converse ly ,  a genera l  inc rease  in gold pr ices  would 
m e a n  a genera l  deva l ua t i on  of all currencies ,  not  
on ly  of the  dollar,  p rov ided  that  the i r  mutua l  ra tes  
of exchange,  as wel l  as the i r  dol lar  value,  are not  
affected. The  French appa ren t ly  did not  see  these  
i n t e r d e p e n d e n c i e s  qui te  clearly,  for a long time. Dol- 
lar  deva lua t ion  in isolat ion,  of course,  would h a v e  

sat isf ied the  French in tent ions ,  bu t  at  the  same time, 
the  compet i t ive  power  of all the  na t ions  par t ic ipa t -  
ing in wor ld  trade,  inc lud ing  t ha t  of the  French econ-  
omy, would  h a v e  been  adve r se ly  affected by  it. 
Dur ing the  days  of the  storm, this  was  rea l i sed  but  
only  just  in the  nick of time. 

On the  o ther  hand,  a genera l  inc rease  in the  pr ice  
of gold would profi t  all the  holders  of this  prec ious  
meta l  great ly.  Among  such holders ,  the  mos t  im- 
por tan t  one  is, of course,  the  Uni ted  States.  It is 
ha rd  to see  why  France  should  be so k e e n  on  rais- 
ing the  pr ice  of gold, as dea re r  gold  would  im- 
med ia t e ly  enab le  the US to p rov ide  full for cove r  
its exchange  commi tments  once  aga in  by  gold. F rance  
could not  poss ib ly  reach, in this  way,  e i the r  of its 
two poss ible  o b j e c t i v e s - - n e i t h e r  could it in te r fere  in 
the  Uni ted  States '  economic  pol icies  nor  would  it be  
capable  of cas t ing  the  dol lar  down from its th rone .  
There  is, in fact, no be t t e r  suppor t  conce ivab le  for 
the  dollar,  in its role as r e s e rve  cur rency ,  t h a n  
doubl ing  the  nomina l  dol lar  v a l u e  of US gold hold- 
ings. 

It will p robab ly  n e v e r  be  poss ib le  to find out  wi th  
suff icient  ce r t a in ty  who  were  the  dec is ive  v e s t e d  
in te res t s  tha t  caused  the  r ise in gold demand.  It is 
v i r tua l ly  cer ta in  tha t  dif ferent  groups  wi th  di f ferent  
mot ives  took par t  in the  push  to upva lue  gold. The  
spa rk  that  f ired the  eng ine  was  p r o b a b l y  suppl ied  
by  gold specula tors  who  in tended  to ut i l i se  for the i r  
own  purposes  the  diff icul t ies  into which the  wor ld  
cu r r ency  sys tem had  b e e n  p lunged  by  the  deva lua t ion  
of s ter l ing and  by  the  crisis in the  US b a l a n c e  of 
in t e rna t iona l  payments .  It is h igh ly  l ike ly  tha t  pres-  
sure  was re inforced  by  those  who wan t  to see gold 
cost more, for reasons  of the i r  own  cu r r ency  policies.  
And  finally, it may  b e  a s sumed  tha t  gold  p roducers  
suppor ted  t he  specu la t ion  d i rec t ly  or indirect ly.  It  
is easy  to see w h y  those  tha t  p rocess  and  tha t  use  
gold, once  the  bal l  got  rolling, also s ta r ted  to hoa rd  
gold, for a po ten t ia l  purchase r  who  lets  t ime slip b y  
unt i l  he  may  have  to pay  more  for the  same com- 
modi ty  needs  to h a v e  his  head  examined .  It may  b e  
t aken  for g ran ted  tha t  m a n y  holders  of dol lars  and  
sterl ing,  at  the  t ime unde r  discussion,  b e c a m e  ap- 
p r e h e n s i v e  lest  fu r ther  deva lua t ion  b e  inevi table ,  and  
the re fo re  t r ied  to hedge  aga ins t  such dangers  b y  
get t ing  rid of the i r  holdings.  There  was  no th ing  more  
adv i sab le  than  to swap dol lars  and  pounds  d i rec t ly  
for gold. It is p robab le  tha t  dealers ,  in ind iv idua l  
marke t s  for gold, t r ied to hypno t i s e  po ten t i a l  b u y e r s  
into be l i ev ing  tha t  gold  pr ices  had  a l r eady  r i sen  
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h ighe r  than  they,  in fact, h ad  done,  and  a run  on  
gold had  become  unavoidab le .  

Gold Price Developments 

W h a t  will  be  the  fu ture  effect  of sp l i t t ing  the  gold 
marke ts ,  fo l lowing the  decis ions  t aken  dur ing  the  
crucia l  days  of March? The  focal ques t ion  is w h e t h e r  
the  gold pr ice  in the free m a r k e t  will  cl imb and  
thus become  a f luc tuat ing va r i ab l e  in the  future.  

Tu rn ing  to the  side of demand,  any  r ise in the  pr ice  
of gold, caused  by  w h a t e v e r  inf luences ,  ough t  to be  
fol lowed by  con t r ac t ing  demand.  As in the  case of 
gold specu la t ion  is of par t i cu la r  impor tance ,  it is 
imposs ib le  to pred ic t  exac t ly  the  pr ice  leve l  which 
mus t  be  reached for demand  to decline.  Much will  

depend  on  the  t ime w h e n  bea r i sh  forces will  ga in  

mas t e ry  ove r  the  market .  However ,  the  propos i t ion  
seems v i r tua l ly  u n a c c e p t a b l e  tha t  a group might  be  

formed which is as s t rong  as the Gold Pool and  s t rong 
e n o u g h  to s tabi l ise  the pr ice  of gold at  a firm level  

wel l  a b o v e  US $ 35 pe r  t roy  ounce.  This means  tha t  
on  any  level  above  $ 35 per  ounce,  the pr ice of gold 

would  b e  exposed  to s t rong f luctuat ions,  which mus t  

p robab ly  de ter  p r i va t e  inves to r s  from s inking  large  

funds in gold, s ince  changing pr ices  make  gold hold ings  

r isky to p r i va t e  purchasers ,  once  the i r  i l lusions abou t  

a p rac t ica l ly  pe rpe tua l  s tab i l i ty  of gold va lues  h a v e  

been  sha t te red .  It is not  to be  expec t ed  tha t  any  

Cent ra l  Bank will buy  gold for more  t han  $ 35 pe r  
ounce,  as long as the  US Federa l  Bank Sys tem con- 

t inues  to supply  o the r  Cent ra l  Banks wi th  bul l ion  

at  a pr ice  of $35.  Only  if the  pr ice  of gold  should  

slip be low $ 3 5  per  ounce,  would  it be in te res t ing  

to Cent ra l  Banks as before  to buy  bul l ion  in the 

free market .  Ne i the r  will indus t r ia l  d e m a n d  for goid 

be  able  to push  up the  pr ice  of gold b e y o n d  $ 35, 

s ince  gold is sub jec t  to subs t i tu t ion  in numerous  

forms in which it is used  industr ia l ly .  From the side 

of supply,  there  are  also m a n y  signs tha t  h ighe r  gold 
pr ices  will  not  be  t enab le  for long, e v e n  wi thou t  

the  i n t e r v e n t i o n  of Cent ra l  Banks. Gold p roducer s  
h a v e  a l r eady  a n n o u n c e d  tha t  they  will r eopen  former  
gold mines  which had  b e e n  closed, and  that  they  
will use  exis t ing  capaci t ies  more closely to the i r  
limits. All this  will exer t  p ressure  on  gold prices.  

And  even tua l ly ,  it m a y  also be  expec ted  tha t  all the  
gold hoa rded  by  specu la tors  will  r e tu rn  to the  marke t  

and  p lace  i t  u n d e r  p ressu re  once  the  s i tua t ion  has  

become  comple te ly  c lear  again.  

All  this  means  tha t  the  hopes  of gold  specula tors  
h a v e  proved,  and  will  prove,  vain .  It is much more  
l ike ly  tha t  d e m a n d  for gold will  drop than  tha t  it 
will rise, and  on  the o ther  hand,  gold suppl ies  are  
l ike ly  to grow ra the r  than  to contrac t .  Though  it is 
imposs ib le  to make  firm quan t i t a t i ve  forecasts ,  s ince  
m a n y  unfo reseeab le  in f luences  come into p lay  here,  
it may  be  safe ly  a s sumed  t h a t  t he  gold  pr ice  in the  
free marke t  will  show modera t e  f luc tuat ions  and  
e v e n t u a l l y  come to a v i r tua l  res t  on  official par i ty .  
Seen from this  angle,  spl i t t ing the  gold marke t  was  
a v e r y  c lever  move  of the  Cent ra l  Banks. It may  
even  be conce ivab le  tha t  they  can  cove r  thei r  gold 
r equ i r emen t s  more  cheaply  in the  free gold marke t s  
from now on than  they  could  in the  past.  

Gold as a Tool of Currency 

The tug-of-war  for the  gold price, at  any  rate, has  
damaged  the  r epu ta t ion  of gold  as the  s tab le  founda-  
t ion of the world  cu r r ency  system. Public op in ion  
is now p robab ly  aware  of the  fact tha t  the  dol lar ' s  
v a l u e  as a r e se rve  cu r r ency  kep t  by  Cent ra l  Banks 
does not  depend  on  how big the Uni ted  States '  hold- 
ings of gold are, but  p r inc ipa l ly  on  the  immense  
economic  power  of the  Nor th  A m e r i c a n  Cont inent .  
W h a t  p r iva t e  ho lders  of dol lars  had  to l ea rn  ough t  
to be  much eas ier  to be  memor i sed  b y  gove rno r s  
of Cent ra l  Banks. This  leads  to the  ques t ion  w h e t h e r  
the re  is still any  need  for gold as an  i n s t rumen t  of 
the cu r rency  system. 

Holding on to gold as an  ins t rument  of the i r  cur- 
r ency  policies,  Cent ra l  Banks b e h a v e  in a way  which 
is difficult  to explain,  except  tha t  they  h a v e  not  ye t  
succeeded  in f inding a subs t i tu te  for gold. Special  
d rawing  r ights  which are  to be e s t ab l i shed  as a new 
ins t rumen t  of cu r r ency  pol icy a re  no subs t i tu te  either,  
and  the  difficult  p rob lem is no t  soluble  in this  man-  
ner,  as d rawing  r ights  a re  not  r e se rves  but  on ly  ad- 
d i t ional  credi t  lines. There fo re  it is no t  poss ib le  to 
" inves t"  surp luses  of a coun t ry ' s  ba l ance  of pay-  
ments  in such rights.  Yet th is  is the  crucia l  ques t ion  
in the d iscuss ion  as regards  r e se rve  ins t ruments .  
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