The Nine Lives of Gold
The all-important metal has made another
roaring worldwide comeback despite
U. S. efforts to keep it immobilized.
by C.Gordon Tether
It is by this means that the Great Khan may
have and, in fact, has more treasure than all
the kings of the world. These pieces of paper
are issued with as much solemnity and authority as if they were of pure gold or silver,
and on every piece a variety of oflBcials,
whose duty it is, have to write their names
and put their seals. And the Khan causes
every year to be made such a vast quantity
of this money, which costs nothing, that it
must equal in amount all the treasures in
the world.
With these pieces of paper, the Khan
causes all payments on his account to be
made, and he makes them pass universally
over all fads kingdom and possessions and
territories and whithersoever his power and
sovereignty extends. And no one, however
important he may think himself, dares refuse them.

S

o wrote Marco Polo of the monetary
system devised by the man who ruled
over the greatest kingdom the world has
ever known. That was seven centuries
ago. Yet the passage could be fairly
used to describe the monetary regime that
the United States has imposed on the
non-Communist world through the
profligate dissemination of inconvertible
paper dollars. And since money is a field
wherein history is particularly apt to
repeat itself, it is not surprising to find
that the self-generated afflictions that
eventually brought the Great Khan's
monetary debauch to a disastrous conclusion are now besetting the dollar.
That, let it be clearly understood, is
what the great debate currently raging
over the future role of gold in world monetary affairs is really all about. If gold is
dead, as Washington propaganda would
have everyone beUeve, it won't he down.
The fact that the metal has roared into
the headlines during the past year, with
a popularity rating so high that its market price has more than doubled, is eloquent enough testimonial. Indeed, gold is
standing right in the path of the Nixon
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administration's efforts to exploit the international monetary havoc it has itself
done so much to create for one key purpose—to make the world safe for financial policies that depend on keeping a
debased and discredited dollar afloat.
It is currently fashionable to denigrate
the Bretton Woods System's procedure
for maintaining international monetary
law and order, which finally collapsed
when the United States torpedoed its key
feature—the convertibility link between
gold and currencies—in the summer of
1971. That is just a way of deflecting attention from the real culprit. The setup
was not, of course, entirely without defects. For one thing, its principal agency
—the International Monetary Fund
(IMF)—suffered from a certain rigidity
in outlook, and that communicated itself
in some measure to its members. But, in
broad terms, it was an immense success
story in all senses but one.
The one flaw the system had—and it
turned out to be a fatal one—was the
privileged status it conferred on the dollar by allowing it to share with gold the
position of centerpiece around which the
whole mechanism revolved. That was not
a handicap so long as the United States
played the game the way the architects
had envisaged its being played, and so
long as it was just as willing to apply the
stipulated disciplines to itself as it was
to insist on other countries' abiding by
them. But when the American balance
of payments started running into trouble
in the first half of the 1960s, Washington
began to abuse its special status.
The purpose of this deviation from the
straight and narrow path of international
financial rectitude that the Bretton
Woods System had laid down was to get
other countries to finance an emergent
U.S. payments deficit, arising principally
from enthusiasm to export capital for investment in the outside world—a luxury
that the deteriorating relationship between American merchandise exports
and imports had made impossible to
support by orthodox means any longer.
And Washington achieved its aim by
pressuring these other countries to treat
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the IMF's convertibility rules as being
informally in suspension.
It is rightly said that the appetite grows
by what it feeds on. The lack of resistance abroad to the initial and relatively
modest excesses did not pass unnoticed.
On the contrary, it encouraged those responsible for the new American prodigality to decide that it would be safe to
perpetrate even bigger excesses, as the
basic payments gap widened in response
to the increasing flow of U.S. money into
acquisition of assets in other countries.
Not surprisingly, concern abroad for
the future of the vast quantities of unwanted dollars that had accumulated in
foreign central banks eventually reached
the point where some of these institu-

tions felt impelled to risk offending
Washington by insisting on at least partial conversion into gold. When they did,
the reaction of the Nixon administration
was to order the Treasury to close the
gold window. The obligation to convert
dollars into gold at $35 per ounce, which
the United States had solemnly assumed
in exchange for being given a highly privileged role in the Bretton Woods System,
was unilaterally declared null and void—
surely the biggest default in history, remembering that by this time some fifty
billion dollars was involved. That was
bad enough in itself. What made it worse
was that, far from showing any disposition to cooperate with other countries in
repairing the damage that had been done,
the United States went on to complete
the undermining of international monetary law and order by taking advantage
of the more permissive atmosphere it had
created to unload larger quantities of
dollars than ever on the outside world.
The extent of the devastation this baleful process is causing internationally and
nationally becomes more apparent with
every day that passes. To begin with, the
international monetary stability of the
1950s and 1960s has now given way to
an unceasing turbulence, which is clearly
destined to operate as a severe handicap on the development of healthy
world-trading activity. During
the past two years there have
been two major currencymarket upheavals that have
given rise to radical alterations in the values of
the principal currencies
in relation to one another — changes that,
for the most part, have
little or no connection
with the behavior of
their purchasing
power. And a third
upheaval, which
seems likely
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to have the effect of reversing many of
the adjustments made by the second, has
recently been getting under way.
Even more serious still, if that is
possible, is the massive contribution the
United States has made, by pumping
money into the outside world on such
a huge scale, to the emergence and perpetuation of a global inflation that shows
ominous signs of getting completely out
of hand.
The threat to the West's way of life
posed by this calamity cannot possibly
be overstated. It would not be going too
far to say that Lenin himself could not
have devised a more effective way of
bringing the capitalist system to its
knees. For nothing is more likely to encompass its speedy collapse than the disintegration of the monetary arrangements
around which it revolves and which are
of its very essence.
Remembering that the takeoff point
for this tragic story was the American
decision to start driving gold out of the
international monetary picture for purely
selfish reasons, what is to be said of
the almost religious fervor with which
Washington is currently campaigning for
the complete demonetization of the metal
on the grounds that it is a barbarous
relic that has no place in our sophisticated modem society? Is it possible to
conceive of anything more barbaric in
this context than flooding the world with
vast quantities of unspendable paper
money for the purpose of buying u p
other countries' real assets on a massive
scale?
Whatever the reason—and it is hard
to believe that it can be anything other
than a die-hard refusal to modify, still
less abandon, dollar imperialism until
there is absolutely no alternative—one
thing is clear: The challenge to the dollar
represented by gold is not going to be
easily beaten off. On the contrary, all the
signs are that the growing and readily
understandable universal loss of confidence in pa]>er money is finding expression in a mounting enthusiasm for the
metal as the only form of money that is
worthy of the name.
"Leave the fire ashes: what survives is
gold," wrote the poet Robert Browning.
It is a precept of which the general public has shown itself increasingly mindful
during the past year, as it watched savings held in paper-money form being
wiped out at a frightening pace by the
onward march of inflation. That explains why the market price of gold
soared, at one time, to three times the of-
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ficial parity of forty-two dollars per
ounce—and why it has, indeed, only
been prevented from reaching even
higher levels by intensive U.S. Treasury-inspired propaganda aimed at fostering the impression that a concerted
counterattack by central bankers, designed to cut the ground from under the
speculators' feet, would be launched at
any moment.
And gold seems to be well on the way
to enjoying a similar comeback for official monetary purposes. That is the message implicit in the collapse, toward the
end of last year, of the so-called twotier agreement for gold trading—an arrangement concluded by a number of
leading countries in 1968, the main purpose of which was to prohibit all official
operations in the open market whenever
the price there was standing in excess of
the official parity. Prepared never to miss
a trick if they can help it, the American
authorities have sought to portray this
development as another success for their
demonetization campaign. The theory
they adduce in support of that claim is
that, because IMF rules permit official
sales, but not purchases of gold, at prices
exceeding the prescribed parity, the withdrawal of the ban on open-market activity can only lead to official selling there.
In reality, it is obvious that the detailed IMF rules for gold traffic cannot
be regarded as having any validity when
the fundamental principle on which they
are based—the free and automatic convertibility of currencies into gold and vice
versa—is being totally disregarded. For
all practical purposes, therefore, central
banks are now free—as indeed the
French authorities have emphasized—
both to buy and to sell gold at prices
other than the now entirely unrealistic
official parity.
The new turn in the situation has,
therefore, effectively put gold back in
the picture in the monetary sense. The big
question, needless to say, is: How far?
At present all that can be said for certain
is that the almost complete immobilization of the gold element in international
reserves, which had been brought about
by the natural disinclination of central
banks to trade at an official parity considered totally unrealistic, is at an end.
At the same time, it seems almost certain
that, as time goes by, central banks will
want to avail themselves more and more
of their new freedom to use the metal in
settling the payments imbalance.

"Gold is, in short, now almost
certainly assured of
resuming a role that will
enable it to recover some
of its former glory."

confidence in paper money by inflation
during the past ten to twenty years has
been repaired. And, even if all the main
countries turned over an entirely new
leaf in this respect tomorrow, the restoration of confidence would almost certainly
take most of another twenty years.
under the feet of the anti-gold crusaders.
A realistic assessment would start by
It no longer makes sense, for example, recognizing that, at a level of $100 per
to say that a gold-price increase would ounce, gold would still be extremely
be harmful from a Free World point of cheap, as commodities go. To restore its
view because it would help Russia, when traditional relationship with other comthe United States is pouring money as if modities, the price would have to go up
it were water into the creation of Soviet at least to $150. And our assessment
consumer industries. So the demoneti- would go on from there to make the
zation campaign can probably be re- point that, given that the outlook for
garded as having been decisively blunted other methods of holding wealth now
for some time to come.
looks so uncertain, central banks and the
On the other hand, it can be assumed public at large are likely to display more
that even the most enthusiastic support- enthusiasm for buying than for selling
ers of remonetization among other coun- gold in the foreseeable future. In this
tries will act with restraint for the time connection it has to be remembered that,
being in order not to tread with undue even if the efforts to establish the IMF's
force on American toes. That is one Special Drawing Right as the prime interreason why it seems probable that offi- national reserve asset are successful,
cial trading in gold will take place at there may still be a widespread preferprices related to the open-market figure— ence among monetary authorities for
in short, that remonetization will not be holding gold—if only because it is good
pushed, at the universal or regional level, to have something more than a bookto the point of reestablishing a fixed re- keeping entry to fall back on in an
lationship between gold and currencies. emergency.
Indeed, even if there were now extensive
Gold is, in short, now almost certainly
support in principle for the idea of re- assured of resuming a role that will
turning to a fixed parity, the practical enable it to recover some of its former
objections to doing so are so important glory. And, as I mentioned earlier, one
as likely to be considered decisive. In cannot altogether disregard the posthese circumstances, a fluctuating gold sibility of its staging an even more
price seems the most likely outcome— full-blooded comeback, involving its reexcept in one eventuality that I will come enthronement as kingpin of the internato later.
tional monetary system at a fixed parity.
Anti-gold diehards have been making Some experts have been arguing—not
much of the possible implications, for the least, Jacques Rueff, the prominent
future behavior of the price of the metal, French economist—that the one way to
of the relationship between the level of halt the world's increasingly rapid drift
demand for gold and the stocks that exist toward economic disaster lies in reestabthroughout the world. And official and lishing confidence in paper money in
private holdings together would now be general and in the dollar in particular,
worth around one hundred ninety billion notably by restoring its full convertidollars at an official price of $100 per bility into gold at a fixed parity. Up till
ounce, equivalent to about fifty years' off- now, they have been voices crying in the
take—official monetary absorption apart wilderness. But it is conceivable that, if
the global runaway-inflation threat con—at current levels of consumption.
The fact is, however, that there has tinues to wax in the way it has of late,
never been any appreciable and sustained the world may yet be forced to tread
discarding of gold—officially or pri- this path as the only way of escape left.
vately held—at any time in history. On
Man must not be crucified on a cross
the contrary, both types of stocks have of gold, declared William Jennings
more or less steadily increased, taking Bryan at the end of the nineteenth cenone decade with another. There is no tury. It would be equally wrong to allow
very good reason for supposing that we him to be crucified on a cross of debased
are likely to see a major change from paper money. The full resurrection of
established
pattern in this sense until the gold could come to provide the only way
The effect of some other developments
severe damage that has been inflicted on of saving him from that fate.
D
has also been to cut the ground from
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Who^ getting fat, the middleman or tiie steers?
What's a middleman?
In the beef industry, middlemen
are important and necessary specialists in a system that brings
beef to the retail counter by the
most efficient, economical methods.
First the cattle feeder He's a farmer
or rancher who specializes in preparing steers for market. He puts
weight on the animal at the rate of
21/2 pounds a day, compared with
V2 pound for cattle grazing on the
range. Thanks to scientific methods
of feeding, he produces more and
better-tasting beef.

The next specialist in the "middle"
of the system is the packer. He's a
direct supplier to the retailer
He, too, plays a vital role. He has
moved his plants close to the feedlots. He uses the most modern
techniques to process beef at a
high efficiency and low cost that no
neighborhood store could possibly
match. The packer also helps keep
the price of beef stable by selling
hides, fat, bone and other inedible
parts for other uses.

system that supplies you—and 200
million more beef eaters in the U.S.
— high quality beef at lower cost.
Both cattle feeder and packer are
in business to make a reasonable
profit. Are profits excessive? No.
The record shows they are within the
national average for all industries.
The only ones who are getting fat
are the steers.

The 154,000 cattle feeders and
4,000 packers are essential in a

National
Beef Industry
Council

Alabama Cattlemen sAssn /Arizona Beef Council/California Beef Council/Colorado Beef Board/Florida Beef Council/ldaho Beef Council/Illinois Beef Industry Council/
Indiana Cattlemen s Assn /Iowa Beet Industry Council/Kansas Beef Promotion Council/Louisiana Cattlemen sAssn /Michigan Beef Industry Commission/Mississippi Cattle Industry Board/Missouri Beef
Promotion Found / Montana Beef Council/Nebraska Beef Industry Found /Nevada Beef Promotion Fund/New MexicoCattle Growers Assn /North Dakota Beef Commission/Ohio Beef Marketing Program/Oregon Beef
Council/ South Dakota Beef Council/Texas and Southwestern Cattle Raisers Assn /Texas Cattle Feeders Assn /Utah Beef Council/Washington Beet Commission/Wyoming Beef Council
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The Road Ahead
The major nations must negotiate more flexible
exchange rates or face the possibility of a world
split into autarkic, probably hostile, economic blocs.
by Leonard Silk

I

s the world's monetary mess a political
or a technical problem? In this minisymposium, C. Gordon Tether, of the
Financial Times of London, has stressed
the political, moral, or perhaps demonic
aspects of the problem—especially what
he considers the "die-hard refusal" of the
United States, for "purely selfish reasons," to give up its "dollar imperialism."
By contrast, Prof. Richard N . Cooper of
Yale University has emphasized the technical factors in the money muddle, and
his analysis permits him to believe that
a technical solution is possible.
But for a technical solution to work, it
must fit political realities. The world
monetary system that emerged after
World War 11 was essentially based on
fixed exchange rates and the convertibility of the U.S. dollar into gold. That system, whether called by the name of Bretton Woods or not, was founded on the
dominant economic strength of the
United States, with its "hard" dollar and
its huge supply of international monetary
reserves—which, immediately after the
war, constituted over 70 percent of the
reserves of all the developed regions, including Britain, Western Europe, Canada, Japan, Australia, and South Africa.
But that world monetary system began
to crumble as the dollar, rigidly bound
by fixed exchange rates to all other cur-
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rencies (including those that elected to
devalue against it), gradually lost its
strength. The source of the trouble was
the continuous deficits in the balance of
payments of the United States. Those
deficits did not begin, as Mr. Tether suggests, in the 1960s, but right after World
War II ended, and they were incurred
by deliberate design, as American aid to
world reconstruction. As a result of those
chronic deficits lasting for a quartercentury, the United States' gold stock
was drawn down from a peak of $24.5
billion in 1949 to $10.9 billion in 1968.
In addition, other nations piled up dollar
holdings in excess of $50 billion to cover
the American deficits. For better or
worse, those continuous dollar deficits did
help to get the world economy going after
the war, did overcome the problem of
"dollar shortage," did keep world trade
expanding.
In large degree, the huge, cumulative
deficits in the U.S. balance of payments
resulted from America's assumption of
a very heavy share of the non-Communist world's military and foreign-aid burdens. Political hegemony, whatever its
benefits, is an economic drain. Prof. Fritz
Machlup of Princeton has observed that
other nations that have assumed similar
burdens, as Britain did after the Napoleonic wars, have invariably been forced
in the end to suspend gold convertibility
or devalue their currency. Machlup calculates that U.S. foreign military and
aid payments from 1949 to 1964
totaled from 48 to 63 percent of
the export earnings needed to service
them—a burden four times as great as
that of Britain after the Napoleonic wars.
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The United States reached the end of that
line—which had begun with the Marshall
Plan and the building of the military defenses of the North Atlantic Treaty Organization—when the Vietnam war accelerated both American inflation and
dollar outflow.
At the same time, the European nations, striving for independence, were no
longer willing to accept American political and economic hegemony—or the
continuing vast inflow of dollars that they
blamed for their own inflation and saw
as the means by which American business
interests were taking over their own industries. The final agony of the post-war
world monetary system came at the start
of the 1970s with a veritable hemorrhage
of dollars out of the United States. Having run deficits that averaged less than
$2 billion a year in the 1950s and 1960s,
the United States suffered balance-ofpayments deficits of $9.8 billion in 1970,
$29.8 billion in 1971, and $11.6 billion
in 1972.
The final blow to the old monetary
order did not come until 1973. In January 1973 what had begun as a barely
noticed flow of funds from Italian lire
into Swiss francs—the strike-ridden Italian economy looked like a poor place
for rich ItaUans to park their ready cash
—suddenly became a raging dollar crisis
when the Swiss, worrying about inflation resulting from the influx of
funds, floated their franc. Billions of
dollars in the hands of speculators,
multinational corporations, and some
foreign central banks then went pouring
into West Germany. The German Bundesbank threw billions of marks at speculators in a vain effort to prevent the
mark's exchange rate from rising—until
fears of inflation and the idiocy of endlessly throwing good money after bad
at last caused German officials to yield.
The mark floated up. And the dollar
floated down.
Was this crisis that wiped out what
was left of the old monetary order^—and
its most crucial feature, fixed exchange
rates—the result of political or technical
factors? The question is indeed vital, as
Professor Cooper suggests, in determining whether the key to the solution is
technical or political—or both.
A parallel can be found in the problem
of depression and mass unemployment
that racked the United States and other
developed nations in the 1930s. Was that
problem technical or political? It obviously had political aspects—Republicans
against Democrats, labor against man1/26/74'SR/World

