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Table IIT

World Gold Production in 1951
(In millions of dollars)

South Africa 403.1

Rhodesia 17.0

West Africa 22,9

Australia 31.3

India Te9

Belgian Congo 12,3
Sub-total Lohe5

United States 6643

Canada 153,7

Mexico 13.8

Colombia 15,1

Chile 6.1

Nicaragua 848
Sub-total 263,8

Othe r 81 » 7

Total 8L0,0

Source: -~ Federal Reserve Bulletin

Since the United States, Canada, Mexico, Colombia and Nicaragua are
fdollar countries", their gold production may be considered as of no value in
meeting the dollar deficit of Europe, for the reason that exports to these coun~
tries are already payable in currencies which may be freely converted into gold
by foreign monetary authorities, As may be seen in Table III, this leaves no
more than about $580 million (valued at $35 per ounce) of gold production which,
if valued at a higher price, might be of greater benefit to Western Europe. For
the sake of discussion and analysis it is useful to pick a maximum figure for the
value of this portion of world production under the twin assumption of a rise in
the gold price and an increase in gold output, Assuming a doubling of the price
and an increase in gold production by one-third, the maximum value of annual gold
production which Europe might earn would amount to about $lel billion,1/ Of this
sum, South Africa would account for almost 70 per cent,

The major question, therefore, is whether the United Kingdom and
Continental Europe would be able to earn this amount of gold from South Africa

;/ It is also assumed that there is no disappearance into industrial uses or
private hoards., In 1952 these factors accounted for over one-half of production
outside the U. S. and UeSsSeRe3 (Federal Reserve Bulletin, March 1953, p. 211),
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gore easily than they could earn dollars elsewhere. The answer to this question
involves consideration of (1) the policies South Africa might be expected to
follow with regard to discriminatory restrictions and (2) the ability of the
United Kingdom and Continental Europe to compete with the United States in the
South African market,

Viith regard to South Africa's trade policy, there appear to be no
economic reasons why it should continue to discriminate against the United States
in the event of an increase in the price of gold and the attendant large benefits
to South Africa's real income and ptential dollar earnings,;/ Earnings from
gold exports financed over one~third of South Africa's merchandise imports in
1952, An increase in the price of gold by 50 per cent, even without a rise in
£21d production, would permit merchandise imports to be increased by more than
15 per cent at present prices.s If the price of gold were doubled, South Africa
could raise its imports by at least one-third, It seems reasonable to conclude
that under the circumstances South Africa would abolish discriminatory restrice
tions, if not all quantitative restrictions on imports,

The question remains, therefore, whether the United Kingdom and
Continental Europe could earn surpluses with South Africa in the face of competi-
tion from the United States. On the one hand, it might be argued that if the
United Kingdom could compete successfully with the United States in South Africa,
then it could also compete with the United States elsewhere, including the United
States market itself; and if British goods are competitive with American goods,
the United Kingdom's dollar problem can be solved without an increase in the
price of gold, since it would permit greater direct earnings from the dollar area
and greater earnings of dollars from non-dollar countries. On the other hand,
however, it must be conceded to the proponents of a rise in the gold price that
it is probably somewhat easier for the United Kingdom to compete with the United
States in South Africa than in the Western Hemisphere, particularly in the United
Statess Long-standing business and cultural ties, the lower level of tariffs
and, as a result of the gold revaluation, the rapid increase in real income in
South Africa are among the reasons why British exports could be more easily sold
in South Africa, even under conditions of non-discrimination, than in the United
States or other countries of the Vestern Hemisphere,

A more precise formulation of this advantage to the United Kingdom is
that its terms of trade, after a given increase in the dollar value of its exports,
would be more favorable if the exports were sold to South Africa than if they were
sold elsewhere for dollars, It is important to note that the benefit to the
United Kingdom, and perhaps other countries of Western Europe, from a rise in the
gold price is confined essentially to this factor; namely, the higher prices associa—
ted with exports to South Africa where real income would be growing rapidly, than to
other

1/ The notion that South Africa might agree to continue discriminating in favor

" of the United Kingdom in return for British support in persuvading the United
States and the International Monetary Fund to raise the price of gold is in
rather direet conflict with one of the principal purposes of the proposed rise
in the gold price; namely, that it would permit rapid progress toward a system
of freer world trade and payments,
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countries from which dollars might be earned.l/ The value of this benefit is
difficult to assess, One can conceive of circumstances under which its value
might inerease; this would happen if, for example, American tariffs were raised
relative to South African tariffs. Similarly, a recession in the United States
greater than in South Africa would enhance the value of the benefit., On the
other hand, its value would be reduced by an easing of American commercial policy.

If there were no costs to the United States resulting from a rise in the
price of gold, it might be argued that even though the benefits to the United
Kingdom and Continental Europe were not of major proportions, they were of suf-
ficient importance to Justify the revaluation, In fact the increase in the price
of gold would be cquivalent to a large improvement in the terns of trade of
~outh Africa, The burden of the higher volume of imports thus permitted to South
Africa would, in the final analysis, fall on the United States, whether South
Africa sold its gold directly to the U, S, Treasury or used it to purchase goods
from the United Kingdom which, in turn, sold it to the United Statess This point
may be seen more clearly if gold is regarded as a commodity. The United Kingdom
would be importing this commodity from South Africa and re—exporting it to the
United States, As a result the terms of trade of the United Kingdom would be un—
affected by the increase in the price of gold, while the terms of trade of the
United States, the final importer of the gold, would deteriorate,

Now it might turn out that the current account surplus of the United
States would be no greater than in recent years when it has been financed by
foreign aid, In that case, the real burden on this economy would not increase,
Tt has always been assumed, however, that the foreign aid burden was a tenmporary
ones. Furthermore the substitution of higher gold imports for foreign aid suffers
from the disadvantage of replacing the political and economic criteria governing
the distribution of foreign aid by a system based upon the accidents of geology;g/
In view of the announced intention of the European al d-receiving countries to
dispense with aid as soon as possible, it is somewhat questionable whether it
onght to be replaced by another burden on the American econony, from which the
Uuited Kingdom and Continental Europe vwould derive only a minor share of the
benefits,

}/ Two additional but less important benefits would be (1) the increase in earnings
o7 British investments in South African mines and other enterprises whose in-
¢ mes would rise and (2) the M gher value of gold production in the colonies
vhich would be more certain to accrue to the mother countries, On the other
tend, an increased flow of capital from the U. K. to South African gold mines
aud other enterprises would probably offset, in the short run at least, the
higher investment earnings,

g/ In addition it is more inflationary to finance the current account surplus in
the U. S. balance of payments by gold imports than by government grants, If
expansionary policies were to become desirable, from the viewpoint of the UeSe
economy, there are other ways to achieve them,
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In compensation for this real cost to the American economy, the gold
50 acquired would have a higher value as a claim on goods abroad, However the
balance of payments argument for gold revaluation regards gold imports as a more
or less long-term means of financing the current account surplus in the U, S,
balance of payments, It follows that the United States is expected to continue
to accumulate, rather than to use, these higher-valued claims on foreign goods and
services. If, on the other hand, it is argued that the United States could
utilize the gold by taking various measures to raise imports, the force behind
the gold revaluation argument disappears, since such measures would in themselves
increase the dollar earnings of the rest of the world,

Under present circumstances most countries of the world are experieneing
rapld reductions in their dollar deficits (or increases in their surpluses), Be-
tween March 1952 and June 1953, the gold and dollar holdings of foreign countries
increased by more than $2-1/2 billion. OFf this amount, the United Kingdom has
dccounted for about one-fifth. Tt is impossible to predict how long these
vendencies will continue or whether they will be reversed, But as long as they do
continue, it is difficult to accept the claim that, for balance of payments
reasons, an increase in the price of gold is an essential condition for a soluw
tion of the "dollar problem" or for progress toward freer world trade and payments.,

Conclusions

Current arguments favoring an increase in the of ficial price of gold
advance the proposal as a means of facilitating progress by the United Kingdom
and other countries of Western Europe toward the elimination of trade restrictions
and the achievement of convertibilityﬂ;/ The proposal is put forth as a way, on
the one hand, of augmenting the value in terms of goods of the gold reserves of
these countries and, on the other, of increasing their dollar earnings.,

There are of course no fixed criteria for Judging the adequacy of gold
reservess  Most observers would agree, however, that the gold (and dollar)
reserves of the United Kingdom are probably not sufficient to support sterling
convertibility under present circumstances, The extent of this insufficiency has
frequently been overstated as a result of comparisons with the immediate pre-war
period, when the ratio of gold reserves to foreign trade was abnormally high,
Furthermore the gold and dollar reserves of the United Kingdom and many other
countries have been rising rapidly in the recent past and this movement is
continuing, It is therefore suggested that other methods of augmenting reserves,
for countries which need such assistance, might be found. The resources of the
International Monetary Fund can be used selectively in support of significant
measures in the direction of freer trade and payments. In addition, stabiliza-
tion credits from other sources might be used to supplement the reserves of
particular countries in the same waye

}/ One observer has deduced that the Commonwealth Economic Conference of last
December received favorably South Africa's plea for a joint Commonwealth appeal
to the United States regarding a uniform increase in the price of gold;

C. Gordon Tether, "New Phase in the Gold Price Controversy?" The Banker,

February 1953, p. 90,
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The argument for a higher gold price is even less convincing when it is
presented as a means of increasing the dcllar earnings of the United Kingdom
and Continental Europe, It is demonstrated above that the benefit to the latier
countries in this respect would not te as great as is sometimes assumed. That
benefit is measured by the greater ease in developing an export surplus with
South Africa than with other countries from which dollars might be earned, The
major benefit would accrue to South Africa and the major cost, in real terms,
would be borne by the United States. Under the circurstances, therefore, the
case for a rise in the official price of gold has little to recommend ite
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