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m o n e t a r y  g o l d  s t o c k  of 
the world. After  the spectacle  of 
the last twe lve  months, i t  wil l  be 
difficult to accept  the idea that the 
supply of reserves  to the world 
should depend on the ups and 
downs of pr iva te  gold speculat ion 
and on the above-ment ioned  non- 
speculat ive  factors. With  the ap- 
proval  of the Special  Drawing 
Rights scheme the principle has 
been  accepted that the provis ion 
of global  mone ta ry  reserves  should 
be del ibera te ly  m a n a g e d ~ b y  anal- 
ogy with the del iberate  manage-  
ment  of the domest ic  money  supply. 

Gold Cannot Be Replaced 

Never the less  gold cannot be 
easi ly dispensed with in the pres- 
ent  mone ta ry  system. Monetary  
gold  stocks are still by  far the 
most important  part  of the world 's  
monetary  reserves,  accounting for 
near ly  three fifths of the total; 
nobody can be interested in de- 
preciat ing this block of reserves  
worth roughly $ 40 billion. Gold is 
the common measure  for fixing the 
relat ionships be tween  currencies 

within the IMF and it is also to 
be the measure  for the new Special  
Drawing Rights vis-&-vis national 
currencies. The present  gold ex- 
change standard, despite its imper- 
fections, is still preferable  to a 
system without  gold. The commit- 
ment, inherent  in the gold ex- 
change standard, to conver t  the 
k e y  currency on request  into gold 
is a means, albeit  an imperfect  one, 
of imposing some mone ta ry  dis- 
cipline. W e r e  gold to be removed  
from its present  universal  role the 
world economy would ei ther have  
to fall back on a pure foreign ex- 
change standard, i.e. a pure dollar- 
standard, or it would disintegrate 
into several  currency blocs. 

The gold pool countries '  decision 
of March 1968 to wi thdraw from 
the free gold market  was taken 
under the pressure of a concrete  
critical situation. The additional 
decision, however ,  not  to expect  
any significant reserve  contribu- 
tion from gold in the future de- 
monstrates  that a further step was 
taken in the direct ion of detaching 
our system from an irrational gold 

myth. The Ital ian centr~l bank ex- 
pressed this idea in its latest  An- 
nual Report in the fol lowing way:  
"The Washington decisions . . .  
form part  of the evolu t ionary  pro- 
cess which has reduced the mone- 
tary functions of gold, first inside 
countries and then internat ional ly".  

In this sense, the separat ion of 
the commercial  from the official 
gold price may  be considered a 
landmark in the process of grad- 
ual ly diminishing the role  of gold. 
But the repercussions of this price 
splitt ing on the evolut ion  of the 
world economy should not be  over-  
rated. In this respect  the set t ing 
free of the commercial  gold mar- 
ket  is l ikely  to be of only second- 
a ry  importance. For  the stabil i ty 
of the world economy in the period 

ahead, the development  of the 
Amer ican  balance of payments  and 
of confidence in the dollar are of 
far greater  importance than the ups 

and downs of the commercial  gold 

price, notwithstanding the wide- 
spread publici ty which the lat ter  

have  rece ived  up till now. 

SDR Will Rationalise the World's Currency System 
by Dr Wilhelm Hankel, Bonn 

A few months of an unseasonal ly  
torrid spring and summer scorching 
the world of internat ional  curren- 
cies have  been sufficient to revise  
judgment  upon the  Special  Draw- 
ing Rights (SDR) in their  intended 
function as a new reserve  instru- 
ment. It is not  v e r y  long ago that 
most commentators  looked down 
their  noses at this new child of 
eager  consultat ions and discus- 
sions, g iv ing it the sl ightly abusive  
name of "paper  gold", or suspect- 
ing it to be a more or less in- 
f lat ionary homunculus  bred in the 
mone ta ry  alchemists '  retort  whose  
"nat ive hue of resolut ion is s iddied  
o 'er  with the pale  cast of thought",  
but there is hardly  an exper t  left 
today, and none of the people 
bear ing actual responsibility, who 
had not, in the thick of the mone- 
tary battles, longed for the arr ival  

of SDR openly  or secretly, quite as 
keenly  as the Duke of Wel l ington 
longed for the Prussians'  arr ival  on 
the hills of Water loo.  

A Constructive New Development 

Special  Drawing Rights, as they 
exist  today, have  been deve loped  
by gradual  steps at successive 
currency conferences at The Hague 
(June 25, 1966), Luxembourg (Sep- 
tember 12, '66), Munich (April 17, 
'67), London (August 26, '67), Rio 
de Janeiro  (September 25, '67), and 
Stockholm (March 29 and 30, '68). 
Work  on them was started at a 
t ime when  people  had long real ised 
the many  weak  spots of the tradi- 
t ional gold currency standard but 

when, in the absence of an actual 
crisis, distant sheet-l ightning pro- 
duced the misleading feeling that  

there was still much t ime left for a 
"true" reform of the system. Only  
when the storm broke, it became 
possible, in the l ight of its thunder- 
flashes, to recognise  the truly con- 
s t ruct ive va lue  of the new design. 

What  is the new system all 
about? Special  Drawing Rights 
m a y transform the present cur- 
rency system, which is based on 
dollar and gold holdings, into a 
mult i -currency standard using as 
its basis all the most important  
nat ional  currencies,  but they  n e e d 
not  do it. Using SDR, countries 
will  in future be entit led to draw 
any required currency di rec t ly  
against  another  one, which means 
that currencies will  become direct- 
ly convert ible  at fixed rates of ex- 
change. Looking at SDR from this 
angle, and in the long term, they  
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can  be  in t e rp re t ed  as a dynamic  
or, b e t t e r  expressed,  evo lu t i ona ry  
po ten t i a l i ty  in the  fo rmat ion  of cur- 
r e n c y  reserves .  

Gold Has Not Lost Its Throne 

W h e t h e r  SDR will  be  used, and  
to w h a t  extent ,  depends  on  the  
g rowth  of dol lar  and  gold reserves .  
There  is no doub t  tha t  the i r  g rowth  
will  con t inue  bu t  the  ra te  of g rowth  
m a y  be  seve re ly  cut, for s ince  the  
gove rno r s  of the  cent ra l  banks  took 
the i r  famous decis ion at  W a s h i n g -  
ton on  March 16, 1968, any  fu r the r  
influx of r e se rve  gold into the  cur- 
r e n c y  sys tem has  b e e n  res t r i c ted  
and  will  be  s t r ic t ly  control led.  The  
Seven  of W a s h i n g t o n  h a v e  t h e n  
reso lved:  

[ ]  n o t - - a s  the  popu la r  say ing  was  
- - t o  "spli t"  t he  gold  m a r k e t  bu t  
to d ives t  the  dol lar  p a r t l y  of its 
conve r t ib i l i t y  into go ld - - i t  has  
r ema ined  conve r t i b l e  in this  sense  
on ly  b e t w e e n  cen t ra l  banks ;  

[ ]  not  to feel compel led  to m a k e  
the  cen t ra l  b a n k s  u n d e r t a k e  tech- 
n ica l  i n t e r v e n t i o n  in the  gold mar-  
ke t  au tomat ica l ly ;  

[ ]  no t  to pay  out  gold, f rom n o w  
on, bu t  a l s o - - a n d  this  was  empha-  
s ised at  l eas t  as s t r o n g l y - - n o t  to 
b u y  bu l l ion  "at  any  pr ice"  any  
more.  

It is w r o n g  to be l i eve  tha t  t he se  
decis ions  a re  equ iva l en t  to a de- 
mone t i s a t i on  of gold  - -  this  is no t  
ye t  the  case to date. Gold has  not  
b e e n  pushed  off its throne ,  bu t  to 
r e m a i n  in the  me taphor :  from hav -  
ing b e e n  an  abso lu te  monarch,  wi th  
un res t r i c t ed  powers  in the  field of 
currencies ,  gold has  now become a 
ru le r  h e m m e d  in by  a "cons t i tu-  
t ion".  Gold con t inues  to reign,  bu t  
u n d e r  p rec i se ly  defined condi t ions.  
It will  still  be  poss ib le  to move  
gold  f ree ly  from one  cen t ra l  b a n k  
to ano the r  bu t  i t  c an  no longer  b e  
"lost" from, or leave,  this  circula-  
tion. Unde r  ce r ta in  condit ions,  on  
the  o the r  hand,  addi t iona l  gold 
wil l  be  pe rmi t t ed  to en te r  the  
m o n e t a r y  sys tem but, as indicated,  
unde r  condi t ions  la id  down and  
superv i sed  by  the  cen t ra l  banks .  

More  t han  s e v e n t y  cen t ra l  banks  
h a v e  dec la red  the i r  adhes ion  to 
this  agreement ,  which has  made  the  

bu l l ion  e l emen t  in  the  i n t e rna t iona l  
cu r r ency  sys t em i n d e p e n d e n t  of 
pr ice  changes  and  thus  i m m u n e  to 
specu la t ive  influences.  W h a t e v e r  
m a y  h a p p e n  in fu ture  in  the  gold  
marke ts ,  the  cen t ra l  banks  m a y  
reac t  to dev e l o p men t s  there ,  bu t  
they  will  no  longer  b e  compel led  
to do so - -  t hey  h a v e  thus  got  r id 
of the  impe ra t i ve  n e e d  to inter-  
vene .  The  n ew  cons te l l a t ion  will  
p r e v e n t  any  fu r ther  d ramat ic  pr ice  
f luctuat ions  of gold. The  pr ice  of 
gold will  h e n c e f o r t h  tend  to r ema in  
stable.  Unde r  u n f a v o u r a b l e  cir- 
cums tances  it m a y  decl ine  but  it 
will  ha rd ly  r ise v igorous ly .  

Elastic Growth of Reserves 

Not  on ly  the  quan t i t i e s  of gold 
he ld  and  the  pr ice  of gold will, 
f rom now on, be  sub jec t  to g rowth  
control ;  i t  m a y  also b e  an t i c ipa ted  
tha t  dol lar  r e se rves  will  cease  to 
grow excess ive ly .  At  the  p re sen t  
time, on ly  the  fol lowing al ter-  
n a t i v e  is conce ivab le :  

[ ]  The Uni t ed  States  succeeds  in 
quickly r educ ing  the  mass ive  de- 
ficits which v i t i a t e  espec ia l ly  t h e  
US b a l a n c e  of payments .  In th is  
case,  fu r ther  g rowth  of dol lar  re- 
se rves  will  s low down cons iderab-  
ly. Inc reas ing  re se rves  will  no 
longer  be  n e e d e d  because ,  if t he  
US succeeds  in reduc ing  its deficit, 
th is  wil l  also lead to dec l in ing  
dol lar  surp luses  in  the  hands  of 
dol lar  holders ,  and  r e se rve  requi re-  
men t s  will  drop;  

[ ]  Or, in  sp i te  of all res t r ic t ions  
and  ad ju s tmen t s  i n t roduced  by  the  
US Federa l  Admin is t ra t ion ,  the  de- 
ficit of the  US b a l a n c e  of p a y m e n t s  
canno t  be  apprec iab ly  reduced  in 
the  fo reseeab le  future.  This would  
induce  m a n y  cen t ra l  b a n k s  outs ide  
the  Uni t ed  Sta tes  to seek  inc reased  
conve r s ion  of the i r  dol lar  ho ld ings  
into gold. The federa l  au thor i t i es  
mus t  be  aware  of this  r isk at  leas t  
s ince  March 16, 1968. In place  of a 
con t inued  r ise in the  size of fore ign 
dol la r  reserves ,  the  US Treasu ry  
would  lose inc reas ing  amount s  of 
gold - -  as a s ignal  tha t  the  Uni t ed  
States  is o v e r d r a w n  on its cu r r ency  
credits ,  and  poss ib ly  also as a 
symptom tha t  wor ld  l iquidi ty  migh t  
be  sub jec t  to a def la t ionary  t rend,  
because  conve r t i ng  US dol lars  into  
gold from the  US Treasu ry  vau l t s  

will  no t  lead to a g rowth  of re- 
se rves  abroad.  

In o the r  words:  the  ra tes  of 
g rowth  of the  wor ld  cu r r ency  re- 
serves ,  of i n t e rna t iona l  l iquidi ty,  
and  of SDR are  t ied to each other ,  
bu t  indirect ly ,  for the  vo lume  of 
the  n ew  r e s e rv e  in s t rumen t  wil l  
on ly  r ise in so far as the  o lder  
r e se rve  ins t ruments ,  t he  ho ld ings  
of gold 'and dollars,  fail to g row 
sufficiently.  The  n ew  sys tem is 
self-adjust ing,  and  its ad jus tmen t s  
are  t r iggered  off b y  the  g r o w t h  
ra tes  of conven t iona l  r e se rve  in- 
s t ruments ;  i ts  to ta l  r e se rve  vo lume  
grows g radua l ly  and  w i th  g rea t  
flexibili ty.  This m a y  lead  to a 
r educ t ion  in the  s ignif icance of the  
older  r e s e rv e  ins t ruments ,  bu t  th is  
r educ t ion  will  n o t  b e  i n e v i -  
t a b l e ,  t hough  it  is no t  impos-  
s ible  tha t  the  older  forms of re- 
s e rve  format ion  m a y  even tua l ly ,  
in  the  far d i s t an t  future,  be  reduc-  
ed  to a mere  book-keep ing  en t ry  
to r emind  people  of the i r  former  
impor tance .  

Clear Arrangements 

How will  SDR b e  issued? It is 
the  In t e rna t iona l  M o n e t a r y  Fund 
which makes  t hem ava i l ab le  af ter  
h a v i n g  in i t ia ted  a carefu l ly  bal-  
anced  p rocedure  for p repa r ing  a 
dec is ion  on  SDR. To m a k e  the  al- 
loca t ion  of SDR val id,  85 p e r  cen t  
of all the  vo tes  of cen t ra l  b a n k  
g o v e r n o r s  s i t t ing on  the  IMF mus t  
express  the i r  approval .  A m o n g  the  
85 pe r  cen t  mus t  be  all  t he  vo tes  

of the  European  Economic Com- 
muni ty ,  whose  members ,  w i th  the i r  
17 per  cen t  of governors '  votes ,  
thus  wield  a col lec t ive  r igh t  of 
veto.  Moreover ,  an y  mot ion  ask ing  
for the  approva l  of SDR to be  
issued m a y  be  in t roduced  only  b y  
formal  proposa l  of the  IMF man-  
aging  d i rec tor  who  is cons idered  
to be  a "neu t ra l  exper t"  ad judg ing  
a n y  app l i ca t ion  for SDR on its ob- 
j ec t ive  and factual  meri ts .  It goes 
w i thou t  say ing  tha t  the  IMF's  fu- 
tu re  role will  become  e v e n  more  
impor t an t  as it has  become  the  
b an k i n g  house  of the  cent ra l  banks .  
Inc identa l ly ,  i t  is in te res t ing  tka t  
i t  was  the  Stockholm confe rence  
which h a r d e n e d  the  s t r ic tness  of 
regu la t ions  gove rn ing  the  issue of 
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SDR, in three important  points. 
From the date  of that  meeting, it 
has become an established rule 
that:  

[ ]  drawing rights may  only be 
acquired and held by governments ,  
central  banks, and internat ional  
institutions having  functions simi- 
lar to those of central  banks. In 
this way, e v e r y  kind of il lusion 
about an al leged multi-purpose 
character of these credits has been 
scotched, especial ly  the hopes 
cherished by certain members of 
the  US Congress  that  SDR might, 
among other  things, be utilised as 
instruments of deve lopment  aid; 

[ ]  drawing rights may  be  used 
exc lus ive ly  for such transactions 
as have  been clear ly  defined by 
the fundamental  agreement  of Rio 
de Janeiro.  This again is a flat 
denial  of all the notions, which 
had been  rife, that SDR might  at- 
tract, at a later  date, additional 
functions, e.g. that of an inter- 
national mone ta ry  unit, or  be used 
for the consolidation of short- term 
currency debts, of which the most 
famous example  are  the sterl ing 
balances. It has now become clear 
that different  solutions must be 

sought for this important problem. 

[ ]  drawing rights will  not  be 
admitted as a surrogate  for gold 
deposits in cases of the IMF in- 

creasing the members '  gold quotas.  
This makes it equal ly  clear  that 
the ideas circulat ing of bullion 
payments  which become due to the 
IMF being replaced by SDR are 
fallacies. 

It has been the Stockholm meet- 
ing which made of SDR increasingly 
both an instrument of international  
clearing be tween  national balances 
of payment ,  a~d of an all-sided in- 
crease of liquidity, but 'also of in- 
ternational  mone ta ry  discipline. All  
ear l ier  suggestions that SDR are a 
form of special credits to be ex- 
tended to countries with a weak  
currency have  been shown up as 
absurd. But it is of eqt~al impor- 
tance that the decis ion of the Stock- 
holm conference to increase the 
credit  factor contained in SDR 
makes it incumbent  on all the 
members  of the IMF to secure  a 
much higher  degree  of adapting 
their  balances of payments  to the 
requirements  of universal  equilib- 

rium. In this way, SDR have  be- 
come an antidote against  the ever-  
present  dangers  of contamination 
by inflation to which eve ry  coun- 
try taking part  in internat ional  
trade is exposed.  The new instru- 

ment  of internat ional  payments  has 
the double function of both mak- 
ing exchanges more dynamic and 
more stable. 

To sum up: SDR have  a double 
rat ionalisat ion effect upon the in- 
ternat ional  cur rency system - -  on 
the one hand, they  present  a prac- 
t icable a l te rna t ive  to the "monop- 
oly" of nat ional  reserve  instru- 
ments, whereby  the  lat ter  are  ex- 
posed to the rigours of competition. 
Unless these nat ional  reserve  cur- 
rencies p rove  their  va lue  bet ter  
than in the Fast, these old rese rve  
instruments, which transformed 
eve ry  national crisis immedia te ly  
into an internat ional  one (a weak-  
ness which can also be charged 
against  gold, because its sensi t ivi ty 
to speculat ive influences had a 
similarly adverse  effect), will  grad- 
ual ly be replaced by an interna- 
tional " reserve  currency" that owns 
the advantage  of being stable. The 
use of a stable instrument will  at 
last enable the central  banks to 
supply sufficient l iquidi ty for the 
actual needs of world trade and 
international  payments,  indepen- 
den t ly  of accidental  deficits of in- 
dividual  balances of payments  of 
any country, and of the decisions 
made by  the big gold producers.  
SDR will  make  it possible to gain 
two highly desirable  blessings, of 
which the world has stood in need 
for a long time, namely:  more free- 
dom in a more order ly  system of 
supplying the l iquidity needed by  
the world. 

EEC in Need of a Currency Union 

by Dr h c Alwin Mfinchmeyer, Hamburg 

W h e n  the European Cttstoms 
Union came into operat ion on 
Ju ly  1, I968, this has hard ly  roused 
any enthusiasm in the Federal  Re- 
public of Germany  or elsewhere,  
as people  t reated the new step 
almost as a mat ter  of course. The 
event ,  moreover ,  lay under  the 
shadow of the French crisis, the 
consequences  of which for Euro- 
pean integrat ion cannot ye t  be 
fully assessed even  today. In spite 
of thus coming in not  with a bang 
but with scarcely  a whimper, the 
customs union may  be judged, by 
people of the future, as an impor- 

tant historical  step. It represents  a 
new and significant advance to- 
wards a European Economic Union 

as stipul'ated for in the Trea ty  on 

the European Economic Community.  

Past the Point of No Return 

Not only customs duties and 

physical  import controls have  been 
abolished "as a matter  of prin- 
ciple" but also labour can circulate  
with almost  complete freedom 
throughout  the Community area. 
Progress has also been achieved in 
o ther  fields. It is of great  impor- 

tance that the EEC countries suc- 
ceeded in developing  a common 
European pol icy  on farm produce, 
though its actual rules and regula- 
tions cannot ye t  be considered to 
be complete ly  satisfactory. How- 
ever,  its deeply  entrenched insti- 
tutions have  now become the 
strongest  bracket keeping the Euro- 
pean  Economic Community  to- 
gether. After  the numerous alarums 
and crises of recent  years,  it may  
well  be skated now that  the point  
of no return has been passed by  
the  Community.  Economic integra-  

t ion of Europe will  cont inue to 
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