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QERICAN

THE CHAIRMAN OF THE
COUNCIL OF ECONOMIC ADVISERS

WASHINGTON
August 31, 1974 y

Subject: International Financial Conditions

MEMORANDUM FOR THE PRESIDENT

The U. S. dollar continued its upward trend against major world
currencies this week., The fact that this occurred despite news of a large
U. S. trade deficit and a large German trade surplus that was made public
this week is indicative of the fundamental strength that the dollar has built
up in recent weeks.

The German mark continued its downward movement relative to the
dollar despite the release this week of German trade figures showing a
sharp rise in the country's trade surplus to $1. 7 billion in July from about
$950 billion in June, and from about $6. 0 billion during the first seven
months of 1973, to $11.2 billion during the same period in 1974. This
favorable news failed to reverse the bearish sentiments in the market
stemming from nervousness about the state of the German banking industry;
a failure of yet another small German bank was announced this week, fourth
such failure in two months. The German central bank provided support for
the sagging exchange rate of the mark by selling $75 million in the foreign
exchange markets, while the U.S. Federal Reserve System, in order to
maintain orderly trading in the New York market and to bolster the mark
rate, purchased $50 million worth of German marks.

Currencies of other EC countries participating with Germany in the
so-called snake arrangements (by which their exchange rates are maintained
at 2-1/4 percent relative to each other) were forced to decline together with
the sagging mark, as the central banks of these countries bought about $50
million worth of German marks with their own currencies to effect their
parallel decline.

The French franc that has been withdrawn from the '""snake' earlier
this year and that has been floating freely relative to the dollar since that
time showed some strength this week, but its rise against the dollar was

oWTIoy, moderated by the authorities through the purchase of $20 million in
the foreign exchange markets.
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Of other major currencies, the Italian lira and the Japanese yen
were both under considerable downward pressure relative to the dollar
this week. The Japanese authorities sold about $90 million to hold the
exchange rate at the last week's level. The intervention by the Italian
authorities last week amounted to over $100 million.

The price of gold on the London gold market rose moderately in
rather quiet trading.
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. CHANGE IN VALUE OF FOREIGN CURRENCIES
IN TERMS OF U.S. DOLLAR
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August 30, 1974
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