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COUNC!L OF ECONOMIC ADVISERS
WASHINGTON

June 25, 1976

ALAN GREFHSPAN, Crarman
PAUL W, MacAVOY R : ce e )
BURTON G. MALKIEL ) . RES

MEMORANDUM FOR THE PRESIDENT

Subject: International Financial Developments

As has been the case since the beginning of the year,
foreign exchange market activity over the past month has
been dominated by events taking place in Europe. The value
of the U.S. dollar rose against most European currencies but
weakened against the Swiss franc, the Canadian dollar and
the Japanese yen. On balance, the trade weighted value of the
dollar was little changed from its mid-May level, and during
the current week was 14 percent above its value a year ago.

Sterling continued under very heavy selling pressure
virtually throughout June, despite the agreement in principle
between the government and the Trade Union Congress on the
wage ceiling, a sharp increase in the Bank of England Minimum
Lending Rate and substantial intervention by the Bank of
England in May. Market concern over the substantially higher
U.K. inflation rate compared with that in the U.K.'s major
trading partners, however, continued and was one factor
driving the sterling rate down to the historical low of
$1.70 on June 3, a 16 percent devaluation since the beginning
of the year.

The announcement on June 7 of the $5.3 billion financial
support package initially caused a strong rebound in the
pound which at one point the following day rose to $1.80.
However, apparent feeling in the market that the credits
could only prolong the time until appropriate measures are
implemented in the United Kingdom caused pressure on the
pound to resume quickly= * Sterling fell back to slightly
above $1.77 and was held at that rate for the following two weeks
by major support operations by the Bank of England. The
Bank sold almost §1.2 billion from June 7 to date and also
has been engaging in a considerable amount of forward swaps
with private participants in the foreign exchange market.
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Wednesday morning the pound fell below $1.77 reportedly
on the basis of statements recently made by U.S. officials
on the economic situation in the United Kingdom. The Bank of
England intervened strongly bringing the rate again sllghtly
above $1.77, and has begun to draw on the §$5. 3 billion - e
credit line.

The value of the lira held rather steady this month --
around 853 to the dollar -- although there were some fluctuations
during the election campaign. Since the election results
were announced early this week, the value of the lira has
moved up slowly,reaching 843 per dollar this morning. The
Bank of Italy has been intervening moderately on both sides
of the market this month, transactions which thus far amount
to a very small net sale of dollars.

The Dutch guilder has been near the low intervention
point against the DM within the European "snake" currency
arragement since the middle of last month, when April's CPI
increase of over 2 percent was released. Recently released
trade figures for April showed a $200 million deficit. This,
together with other recent indicators,reenforced the view
that the recovery is faltering, but inflation rates and
imports are remaining high,and increased the pressure on the
guilder. The Netherlands Central Bank has reportedly sold
almost $1 billion since mid-May in order to maintain the
permissible 2-1/4 percent margin in the "snake," and has
increased its discount rate on two occasions this month to
its present level of 5 percent.

The Swiss franc has been extremely strong over the past
few weeks and the Swiss autlhiorities have instituted numerous
measures in order to keep the rate from rising too strongly
vis-a-vis the dollar and the DM. The discount rate was cut
to 2 percent; exchange controls were tightened; and the
central bank has encouraged the commercial banks to sell
francs against marks and then loan the marks to the German
government. In addition, over the past four weeks the Swiss
National Bank has made a net purchase of about $600 million,
which brings net purchases since the beginning of the year
to nearly $1-1/2 billion.

The value of the Canadian dollar has been bid up this
month by 1-3/4 percent against the U.S. dollar apparently
because of continued Canadian borrowing in the U.S. market,
increased demand for Canadian dollars by tourists who will
be attending the Olympics and a recent statement of Governor
Bouey of the Bank of Canada that the target range for Canada's
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monetary expansion soon will be reduced. The central bank
has been actively intervening this week in an attempt to
damp the rise in the Canadian dollar rate.

The price of gold was little affected by the IMF sale-. |
early this month and in fact had traded until. this week el
within a very narrow range. About 20 percent of the total '
auction value of $92 million was taken up by the BIS, partly
on behalf of the central banks of Switzerland and France. Gold
was fixed this morning at $124.80, down $1.05 from last Friday's
level.

Bt Malle.Q

Burton G. Malkiel
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COUNCIL OF ECONOMIC ADVISERS
WASHINGTON

ALAN GREENSPAN, CHAIRMAN JUlY 2, 1976
PAUL W MicAVOY .

BURTON G. MALKIEL

MEMORANDUM FOR THE PRESIDENT
Subject: International Financial Conditions

In the wake of the Puerto Rico Economic Summit, the
British pound and the Italian lira strengthened considerably
in exchange markets. Both the Bank of England and the Bank
of Italy bought dollars during the week - the Bank of England
a small amount and the Bank of Italy a very significant amount.
The Netherlands guilder also strengthened during the week,
partly because of a considerable rise in interest rates -
100 basis points as compared with last week and 225 basis points
compared with four weeks ago. The yen moved fractionally higher,
as the Japanese authorities - despite the considerable concern
regarding their possible reluctance to let the yen appreciate
which was expressed in Puerto Rico - bought a small amount of
dollars on Tuesday (the day after the Summit), their first
intervention since the beginning of May. As a result of these
exchange rate movemenits coupled with a continued strengthening
of the Swiss franc,the trade-weighted value of the dollar fell
by 0.3 percent over the week.

The recent firming of sterling - aside from the effect of
the earlier heavy support purchases by the Bank of England and
the large volume of forward swaps engaged in by the Bank of
England - may in part reflect a growing conviction that the
autnorities may be prepared to tighten up on public expenditures
before the end of the year. The lira, which had already been
firming after the election results became known, was given
further support by reports that financing aid for Italy had
been discussed at the Summit. Confidence in the lira apparently
was not affected by the fact that it now appears virtually
certain that no formation of a government will be possible before
mid-August at best.
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The extreme pressure on the Netherlands guilder that was
evident over the past few weeks eased and the guilder was
replaced at the bottom of the "snake" currency arrangement by
the Belgian franc. The strengthening of the guilder is
apparently in large part due to higher Dutch interest rates,
as the 3-month intorbank rate has climbed to 8-1/4 percent
from 7-1/4 percent one week ago and 6 percent last month.

The price of gold was fixed at $122.80 yesterday afternoon,
its lowest level in 2-1/2 years, and $1.00 below last Friday.

The U. S. merchandise trade balance(census basis) registered
a $396 million surplus in May, compared with a $202 million
deficit in April. The large swing was primarily due to a sharp
decline in imports of petroleum and petroleum products rather
than to a change in underlying trends.

P

Burton G. Malkiel
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SPAN, CHAIRMAN
July 16, 1976

MEMORANDUM FOR THE PRESIDENT

Subject: International Financial Conditions

The trade weighted value of the dollar rose 1/2 percent
this week, reflecting rather wide and divergeant swings in the
currencies of some of the major U.S. trading partners.

The Japanese yen rose about 1 percent over the week, while
the French franc fell 2 percent and the Britisn pound and
Canadian dollar fell about .6 peicent. Net intervention by
foreign central banks amounted to & small puzchase of $40
million, but this figure masks very large gross intervention,
with strong activity on both sides of the market.

The French franc began to come under strong downward
pressure 10 days ago aoparently on the basis of upward revisions
in the forecast for the inflation rate pluz the expectation
that the drought in Europe would scriously affect the French
trade balance. French authorities offered strong support in
the latter part of last wcek and continued heavy seiling pressure
this week led the Bank of FPrance to supply nearly $1,2
billion in support operations. News that the French trade
deficit narrowed from $152 million in May to $22 million in
June had little calminog erfect on the franc market.

The pound was under downward pressure this week, and in
particular today when the Bank of England sold over $100
million in order to slow the decline. The weakness in sterling
is apparently in part a recaction to a widened trade deficit
in June,

The Japancse yen was extremely strong over the week, with
the Bank of Japan buyving nearly 5400 million in order to damp
the currency's rise. The recent upward pressure on the yen
began following the Summit in late June where other govern-
ments expressed their concern over the apparent reluctance
of the Japanese authorities to allow the yen toc appreciate.
The pressure intensified this week following reports that the

Ministry of International Trade and Industry was urging the
ooy central bank to allow an appreciation of the currency.
b3 Y iﬁ‘;
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The lira continues to show strength as has been the case
since the June election and the Puerto Rico Summit, which
engendered hopes of further financing aid for Italy. Since
June 21, the lira has risen 1-1/2 percent against the dollar,
with the Bank of Italy buying very significant amounts of
dollars throughout the period in order to stem the currency's
advance. The EC Commission this week approved a J-month
extension of the Italian import depos=it scheme which was due
to expire on August 5.

The price of gold has fallen very sharply since Wednesday's
IMF auction, with today's close in the London market at $116.75,
a 30-month low. Immediately following the fund's sale,
(780,000 ounces of gold at $122.05 an ounce) gold dealers
expected little softening in the market price since the offering
was over-subscribed and the common price was little different
from that in the London market. However, widespread selling
began on Thursday and continued very strongly today.

ATV {Zlgnjlﬁh.4,£2

urton G. Malkiel
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COUNCIL OF ECONOMIC ADVISERSE
WASHINGYON

July 23, 1976

ALAN GREENSPAN, Crarman
PALIL W, MacAVOY
ayRTON G. MALKIEL

MEMORANDUM FOR THE PRESIDENT

Subject: International Financial Developments

Market attention was focused this week on the sharp
drop in the price of gold, the continuing downward pressure
on the French franc and the public expenditure cuts in
the United Kingdom. The trade weighted value of the dollar
was virtually unchanged over the week, with intervention

" by foreign central banks amcunting to a small net purchase
of about $50 million.

The price of gold fell $16 from the IMJ auction on
July 14 to Tuesday of this week when it hit a low of
$105.50. Since then, the price has recovered somewhat and
was quoted at the secord fixing today in Tondon at $111.00.
The reason behind the precipitous drop in the price is not
entirely clear, but apparently is in part related to the
second IMF auction which drew a reduced number of bidders
and lower submitted prices compared with the first auction.
In addition, the market may feel that central banks will not
support the price from declining further.

Donwnward pressure continued on the French franc which
fell another 1-1/4 percent against the dollar over the week,
after a 2 percent decline last week. In contrast to last
week, the Bank of France offered negligible intervention
support. On Wednesday, however, it raised the discount rate
from 8 to 9-1/2 percent.

The Italian lira continues very strong and again the
Bank of Italy gquite actively intervened in ordexr to slow the
increase in its value. Dollar purchases amounted to
over $350 million this week ($1-1/2 billion purchase since the
election) and the Bank of Italy repaid $250 million of its
$500 million swap debt with the Federal Reserve.

On Thursday, the British Government announced public
sector spending cuts of &1 billion for the fiscal year
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begnning next April. A wide range of programs will be
affected including national industries' capital spending,
road construction, housing, health services, food subsidies
and the defense budget. In addition, a 2 percent increase in
employers' national insurance contributions was announced,
which should vield about & 200 million for FY 77-78.

These measures are designed to bring the growth of public
sector expenditures under control while freeing resources
for investment expansion in the private sector. Public
expenditures in the United Kingdom have grown rapidly
over the past 20 years. In 1955 they accounted for about
37 percent of total GDP at market prices, increasing to
40 percent in 1965 and 55 percent last year. The public
sector borrowing reguirement rose from an average of 2-1/4
percent of GDP in 1961-71 to about 8 percent in 1974 and
10-1/4 percent in 1975.

The Government anticipates that the measures taken,
plus the expected upturn in domestic economic activity,
should reduce the borrowing reguirement to about & 9 billion
or less for the fiscal year beginning April 1977. This
compares with a forecast » 11-1/2 billion borrowing requirement
this fiscal year (recently revised downwards from & 12
billion) and a & 10-1/2 billion borrowing reguirement during
the last fiscal year.

In addition to the expenditure cuts and payroll tax
changes, the Government announced several measures to aid
British industry, including additional resources for the
National Enterprise Board and a request to the Bank of
England to monitor bank lending to give priority to exports
and investment in productive capital. In addition, the price
code for industry was relaxed as the percentage of new
investment which can be used for allowable price increases
was raised from 35 to 50 percent.

International concern over the size of the U.K. budget
deficit has been growing, particularly over the last few
monthgs. The $5 billion stand-by arranged for the United Kingdom
in early June will expire in December, at which time the
British Government will likely draw on the IMF which is
expected to insist on substantial public expenditure cuts
as a condition for credit extension.

Market reaction to the British measures was, on net,
slightly negative. The Bank of England sold about $100 million
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over the week, and more than 1/2 of the support operations
took place since the measures were annocunced. The value
of sterling declined slightly since yesterday, closing
this afterncon at $1.7823.

WYL V! u‘r\.g_ﬂ&xlq

Burton G. Malkiel
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COUNCIL OF ECONOMIC ADVISERS
WASHINGTON

July 30, 1976

ALAN GREENSPAN, CHairMan
PAUL W, MacAVOY
BURTON G. MALKIEL )

MEMORANDUM FOR THE PRESIDENT

Subject: International Financial Developments

The trade weighted value of the dollar moved down
steadily this week to a level this afternoon .7 percent
below that of last Friday. The depreciation against the
German mark over the week was 1.8 percent. Net intervention
by foreign central banks amounted to a small purchase.

The downward pressure on the dollar appeared to result
from a combination of factors. On Tuesday, trade results
for June were announced showing a deficit of $378 million
against a surplus in May of $395, A sharp ‘increase in
petroleum product imports, from May's low level, was the
largest single factor contributing to the size of the deficit.
Besides the trade results, the value of the dollar was
affected by the cuts in prime rates by several major U.S.
banks and the release of the leading indicators for June
which showed the smallest monthly increase since last November.

The value of the German mark, meanwhile, was influenced
in addition by one very large sell order for dollars against
marks, apparently originating from an OPEC member outside
the Middle Bast, and also the fact that German money market
rates are moving upwards. The European "snake" 1is now fully
extended with the DM at the upper margin and four other
currencies at their lower intervention points against the
mark.

After hitting a recent low of 4.94 francs per dollar on
Monday, the French franc firmed 1 percent by mid-week (at
one point the Bank of France bought dollars), at least in
part due to the release of June's CPI which showed a 0.4
advance over May, the smallest monthly increase in over
three years. In addition, French interest rates are firming --
last week the discount rate was increased to 9-1/2 percent
and the 3-month interbank rate has risen from 7-3/4 to 9-1/4
percent over the month.

The Italian lira continued firm and the Bank of Italy
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continued intervening in foreign exchange markcts in order
to slow the currency's rise. The Bank of Ttaly this week
repaid (before maturity) the remaining $250 million of the
swap debt with the Federal Reserve. A first payment of $250
million was made last week.

In a quiet market for pounds over the week, sterling
firmed slightly against the dollar, but fell slightly on a
trade~weighted basis. The market apparently has been little
influenced by the budgetary cuts made last week by the British
Government.

The price of gold held rather steady over the week
compared to preceding weeks, fluctuating in the $111-115
range. The second fixing in London this afternocon was
$112.50, up $1.50 from last Friday's level.

Burton G. Malkiel
Member
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COUNCIL OF ECONOMIC ADVISERS
WASHINGTON

ALAN GREENSPAN, CralrMAN
PAUL W. MacAVOY August 9, 1976

BURTON G. MALKIEL

MEMORANDUM FOR THE PRESIDENT

Subject: International Financial Conditions

The trade weighted value of the dollar rose 0.3 percent
over the week, which in large part reflected a 1-1/2 percent
decline jin the value of the Canadian dollar and a 1-1/2
percent depreciation of the French franc. Net intervention
by foreign central banks amounted to a sale of about $225
million.

The Canadian dollar was under downward pressure all week,
with the Bank of Canada intervening heavily in an effort to
stem the decline. A major factor that could have been influencing
the easing cof the Canadian currency over the week was the low
level of conversion of funds borrowed in the U. S. market
compared with preceding weeks.

The value of the French franc dropped sharply towards the
end of the week apparently in response to a growing conviction
that the French authorities were not opposed to the relative
fall in the value of the franc, indeed the Bank of France as
in the preceding week offered very little support to the
franc in foreign exchange markets. A further factor may have
been the continuing stream of pessimistic assessments for the
price outlook in France - assessments that were fairly well
known earlier in official and in banking circles, but that
are gaining wider currency at this time as they are being
repeated in various bank and forecasting letters.

Although some of the strain on the European "snake" currency
arrangement seemed to have eased over the week, pressures deriving
from the variance in domestic inflation rates among the snake
member countries continue to be felt. The central banks of
the four countries which were last week at their lower intervention

points against the mark -- Belgium, Denmark plus Norway and
Sweden (the latter two are formally outside the snake, but
align their currencies to it) -- this week again had to intervene

in order to keep their respective currencies within the permissible
band.
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The value of the lira held steady over the week, again
influenced by moderate purchases of dollars by the Bank of
Italy. The Italian central bank has reportedly bought over
$2 billion since the June 21 elections. Italian Prime Minister
Andreotti delivered his new Government's program to Parliament
on Wednesday. The program had been discussed in detail among
the several political parties and there is general expectation
that it will be accepted, and the Government confirmed,
with the Communist Party agreeing tacitly by abstaining from
the vote. The economic program is relatively vague on the
generally agreed broad policy aims of reduction in the rate
of inflation, stabilization of the external deficit, defense
of the exchange rate for the lira and improvement in the levels
of production and employment. Achievement of these aims is
understood to imply a need to transfer resources from consumption
to investment and exports.

The current economic problems in Italy largely relate to
a public sector deficit that is out of control and to
inflationary pressures stemming from a wage push spiral
that is continually reinforced by tight indexation provisions.
The economic program clearly recognizes these two problem areas.
The program aims at reducing the Treasury cash requirement from
12-1/2 percent of GDP in 1975 to about 4 percent in 1979 (a
reduction by two-thirds). Expenditures, particularly in the
current account, are to be curtailed, but the major emphasis
will be put on increasing revenues largely by limiting tax
evasion and partly by some changes in tax laws. The controversial
area of the role that local expenditures and local tax collection
procedures play in the size of the overall deficit, however,
was not touched upon in the draft program.

Proposals aimed at controlling wage increases include
progressive reduction of cost of living adjustments for
medium and high level wages and salaries and a temporary
freeze on indexation for the highest wage brackets (the
definition of medium and high wage brackets is yet to be
determined). It is to be understood that the current proposals
form only the general outline of what will eventually be a
more specific government program. The timing of specific
tax initiatives and more far-reaching proposals is not clear.
Prime Minister Andreotti told Parliament that the Government
will resume discussions in September with the IMF on the
conditions under which the remaining $500 million under Italy's
regular credit tranches could be drawn. This might imply that
the Government could be ready to use the conditions the IMF
would be likely to impose as part of the specific formulation
of its own program, since clearly no specific Government
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program could be ready by September. In addition, the Bank of
Italy will need to negotiate a roll-over of the $2 billion
German credit which falls due in September. Since it would

be difficult to obtain further foreign credits without some
assurance that the general economic proposals put forward

by the Government will actually be translated into specific
legislation, the September dates are crucial for ascertaining
the firmness as well as the viability of the current Government.

The price of gold was little changed from July 30, up
30¢ to $112.80 at the second fixing in London Friday afternoon.

Ao Mathb . &

3 Burton G. Malkiel

MR L T g ey



. e NN " 8/6/76
CHANGT TN VALUL OF ;«"\ I CUR RO

\b,’ B\q ij‘.i}’{?\fj'{ (.)}' . k ‘s I‘)\)‘l z_fv

. . o .
o
.
» : Ot §
' t SPOY [ XCHANGE RATES
‘., - BOLLAR PRICES OF FOREIGR CURBURCILS AND WEIGHTO D AVEIAGE VALULS (DASHID LINEY
. AVERAGLS FOR WEOK ENDING WEDRT SDAY
.“““ 00 ke ?
> . S aminnete [\ e
- -1 CARADIAN UOLLAR - g0
wo }— .
. HE e P04 106 CHUEREY PR e S -4
LR R Lo ol n\vc: OF LS DOLAME . S ]
FOUCCI | Qe GN tser E W o
- A N - ATV e -
» . 0 N vowt T Neewt A
L. * RN » l 1
. P . o RN Inlululu ahudeld (L0 luinlLﬂu u'u.uhﬁ
Lo T - P .
. R "o |- IAPANLSE YEK -1 FHENCH TRANT
g L o 120 B - - - 1
§ N VLN o~ » -
I3 - . . WO == e i e - L R n—
s R . 1 i Lt ululoli it l b o lodudehdabdade
LI ey . - —
P ;‘. ¥ . -4
PN 8 3 e
y BERMAH MARK ’/‘

e o,

= bddbde b dndd

- — T
fimy Voo o7 Nt o

J T
- - "

7
SERREED ]1.1“1;»1“‘“1“1.11;1

- -

R mncuc-uum},v_\’vw\— B
. /‘/\/“\4 i )

o~~~ - 1
- -
AV st Nt & .
AN

s |
SR IS I TS T TRV AU T 1 11 T L8 doludule desteduts

" .
ALY

¢
[N ! i1 L]xh(]ﬂ]n salisduods

BLLGIAN FIANC

ey o
ren ¥ e Ry

ki E

1TALIAN LIRA

B I O I llhl!lllll‘ll‘”!“'n L

wi wre

- | UNITS PER U.S. § % CHANGE IN FOREIGN CURR.
CURRENCY " U,S. ¢ PER UNIT FROM SMITHSONIAN

’ ‘ A . T e NG
SMITHSONIAN| TODAY | TODAY WEEE | MRes"

Canadian Dollar f—p- 1. 000 .9881

€100, 000 ¢ 101.20 1.2 2.5 3.3
. 384 .5587 T

¢260, 571 ¢ 178.98 -31.3 | -31.5 -31.5

3,222 2.5387 ) : |

¢ 31,032 ¢ 39.39 26.9 27.4 25.0
3. 840

~Swiss Franc : - 2.4845 .
¢ 26.042 ¢ 40.25 54.6 | 55.2 55.1

5,116 4.9727 ,

¢ 19,548 ¢ 20.11 “ 2.9 4.2 7.3
3.245 2.6976 '

¢ 30,819 ¢ 37.07 20.3 , 20.3 19.0
44,816 39.2650 ‘

¢ 2,231 ¢ 2.5468 T4.2 . 14.4 12.8
581. 500 834.7245
¢ 172 ¢ .1198 -30.3 -30.3 -30.7
. 308. 000 292.9115
Japancse Yen ¢ 325 [ ¢ 3414 5.0 | - 5.0 3.7

British Pound

German Marlk¥

£ I R
TFrench France™

Dutch Guilde

Belgian Franc#®

Halian Lira

¥ Currencics floating topgether velative to the U, 5. dollar,

R S S W MR PR g e, S T e M S g e S N O e g T e T e T R S s R TR o, TR A AT T N SRR T,
B o ! . N rer> * S I SRR TV,



*

Date:

———

et b

3-AONTH INTERESY RATES

WLEKLY SRS

LU L TR

8/6/76

1 e e e < ari

UNITED STATES €0 CANADIAN FINAKCE O, PATER
» Y 4k “
s B +4 s
« L e S
Sulubtodndade Ll 21 14 badadedaludaduln
- GEAMAN INTF RBANK RATE 4 K[’"\g‘i htenane o
- = — 2
. . R B )
- - 4} .
. ¥ - . x.tu.ln!xﬂumm L1 IO 1 PRA ST STV AT ATRIVY VIO
(2% b r — .
il LURO-DOLLAR 4ir 1w
- SWISS DIPOSIY RATE ]
© 4 | 4.
- N R I Y S i “ﬁ“\"-
. ’t’ -1 =
- INPAN
. Wonthly RS J.
trv et bdntdotetsd Lo g Lt Ddestabeedinlianduls
" wn wn ]
A L 2 NENAB P ¥ £  3X A NRTIN A P IR
= g 90 Days = _ ey
o . S r ’ E s . Moz 3 -
Bt g A - Type of | : Tl Foxvard Nef M Net 2o
Ci un’rg‘ Market Market [Premiwn(t)] Covered |[Arbitrapge
’ ) LIy R . ) ) .
: Jnstrument . Rate |Discount{-) Yield Inceblive:
. . . . : ' . .. . " i
. {R. l‘.} $ . e -t
- s D T o T e e B e e B e e

) Ub S.

90 Day CD's

. L e

5.55'. E et

Furodollars

90 Day - Bank
Deposit

.

5,813

U. K.

Interbank Loan Rate

11.063 -7.28

3.783

-1.767

- Canada

»

Finance Company
Paper

o At A

-9.625

» PR L8 St

5.515

R

Germany

Interbank Loan Rate

4.60

.54




S VALUL OF THE DOLLAR IN TERMS OF FOREIGN ‘CURRENCIES
R : AND |
.~~~ ' '“THE PRICE OF GOLD™

‘I‘RADI“ WEIGHTED AVERAGE VA TUE L T
i . "OF THE DOLLAR : ) . PRICE OF GOIL.D ON THE LONDON
- IN TERMS OF 14 MAJOR CURRENCIES : GOLD MARKET |

PERCENTAGE CHANGH pricg | PERCENTAGE £
. WEEKLY IN VALUE FROM: IN DOLLARS CHANGE IN
AVERAGE o PRICE FROM
R May.1970% |Smithsonian PER OUNCE?** AUGUST 1971

THIS WEEK . 1257 193 112.80 222.3

LAST WEEK -12.61 . -1.98 : 112.50 221.4

4 WEEKS AGO -12.74 -2.11 . ‘ 122.50 250.0

6 MONTHS AGO -13.13 -2.57 : 130.60 . 273.1

YEAR AGO ~13.30 | -2.74 164.35 369.6

¥ Last month in which [ixed exchange rates were adhered to by all 14 countmcs
- (Canadian dollar floated June 1, 1970),
- ** On the last working day of the week.
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Auvgust 29, 1976

ALAN GREUNSPAN, Criartaan
PALL W, MacAVOY
BURTOMN G, MALKIEL
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MEMORANDUM FOR THE PRESIDENT

Subject: International Financial Developments

The trade-weighted value of the dollar in foreign
exchange markets was little changed during this week as
it has heen, on average, during the entire month. This
relative stability, however, contrasts with considerable
activity in other currencies.

Through most of August, there was considerable strain
on the Buropean currencies linked in the "snake" arrange-
meni ag rumours about the growing likelibood of a re-
valuation of the Gexrman mark continued to circulate. These
rumours were founded on the favorable price performance
in Germany (wholesale prices were stable in June and .July)
compared with its snake partners. Pressures receded this
weerx as the Belgian franc and the Dutch guilder strengthenad
significantly in the wake of appreciable increaseg in
short-term interest rates. A rise in the German trade
surplus for July, announced this week, appearad to have had
no influvence on market trends.

The French franc, after falling to a recent low of
just over 5 francs to the dollar, strengthenced this week
as the political situtiaton became clearer. Prime Minister
Chirac, whose resignation had been rumoured for weeks, was
replaced by Trade Minister Raymond Barre, a career economist.
1. Barre 1s kvnown to favor strong anti-inflationary measures
and by making an essentially non-political appointment,
President Giscard d'Estainyg appearcd to support the view
that the economic problems of France need to be given
priority in the government's concerns.

The British pound came under renewed selling pressure
this week and depreciated by about 1/2 percent against the
dollar despite heavy intervention by the Bank of England.
Economic news appeared to indicate a rather weaker demand
situatien than had been expected: unemployment rose again
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in August -- to 5.5 percent of the labor force -- and
preliminary data indicated that capital spending by industry
had fallen slightly in real terms during the sccond guarter.

3 In addition, the July trade deficit wag well avove that
3 registered in preceding months, partly because of special
3 factors, but partly because of an increasingly clear slow-

down in the growth of exports. These developments combined

to lead the market to belicve that interest rates may well
decline in the near future, a belief that may have contributed
to the weakness of the pound. An additional factor moy have
been the large expansion in M3 during July. Rising by 2.1
percent over the month, the quarterly rate of expansion of

the money supply broadly defined, exceeded the Chancellor's

12 percent target growth. Given the large borrowing re-
quirement of the public sector, the market for long-term
government bonds may come under strain, bringing about a
further move into liguid assets in the expectation of higherxr
coupon rates and possibly leading to more short-term financing
of government debt.

Gold prices continued to fall during the week closing
at $104.20 on Friday. The announcement that the International
Monetary Fund weould proceed with its third gold auction as
scheduled on September 15, although under somewhat different
rules, appears to have been a depressing factor.

The U.S. trade figures for July were announced this week.
The deficit, on a balance of payments basis, at $1,074
million was the highest so far recorded this year. A con-
tinued increase in petroleum imports was a major factor
in the increase in the trade deficit, but imports of other goods
also continued on an upward trend. Thus, the rise in imports
outstripped a relatively healthy increase in exports. The
; cumulative deficit for this vear is running at an annual rate
i of $6.6 billion, a figure that is likely to prevail for the
' year as a whole.
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~ COUNCIL OF ECONOMIC ADVISERS
WASHINGTON

October 1, 1976

ALAMN GREENSPAN CHairMAN
PAUL W MacAVOY
BURTON G. MALKIEL

MEMORANDUM FOR THE PRESIDENT

Subject: International Financial Developments

Summary

Exchange market activity this week was
dominated by a sharp fall in sterling, which was
halted by the announcement that the British Govern-
ment would draw on its conditional credit in the
IMF and by speculation on a revaluation of the
German mark after Sunday's election.

Pt Mall Q

urton G. Malkiel




Detailed Analy3Ys —

The pound sterling this week reached an historical low
of $1.631 per pound. Towards the end of the week the pound
recovered to $1.675. The recovery of the rate was associated
with the announcement that the British Government would apply
to the IMF for all remaining credit available. The total
amount available is $3.9 billion, equalling three conditional
credit tranches plus the 45 percent temporary increase in
quotas agreed upon until the general quota increases adopted
last January in Jamaica are ratified.

The sterling rate started its recent fall on September 9,
when the Bank of England ceased intervening. During the
weeks of September 13-23 intervention was only moderate and
when market pressure on the pound began to intensify from
September 24 onward the Bank of England offered little resistance.
Nevertheless, in September so far total intervention by the
Bank of England has exceeded $1/2 billion. The exchange rate,
in terms of U.S. dollars, has depreciated by 5-1/2 percent
since September 8.

The downward pressure on the pound appeared to reflect
mainly a weakening of confidence in the ability of the British
Government to continue to receive political support for its
wage and public expenditures policies. The settlement of the
threatened seamen's strike last week could be potentially
inflationary. In addition, the increase in the money supply
for the three months' period ending mid-August, at a 16 percent
annual rate, was well above the target rate of 12 percent.
Furthermore, balance of payments data for the second quarter
showed a withdrawal of foreign exchange reserves held in
sterling of 1905 million. These data as well as continued
low economic activity rates and an acceleration in the inflation
rate, all added to the weakening of confidence in the British
economic outlook. Under these circumstances, the vote of the
Labor Party Conference in Blackpool this week to nationalize
banks and insurance companies and its dissatisfaction with the
Government's restraint of the growth of public expenditures
clearly affected the exchange rate. The Government's stated
determination to adhere to its policies, and to eschew the
imposition of import controls, coupled with the knowledge that
IMF credit will be conditional upon a policy review, brought
about the slight strengthening of the exchange rate later
in the week.

Towards the end of the week the sterling rate, as well
as the rate for other European currencies, was affected by
expectations that a revaluation of the German mark was virtually
inevitable after next Sunday's elections. Provisional data
on the September cost of living index show a slight decline
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from August to a year-over-year rate of 4 percent; a clear
indication of the continuing dichotomy in the development
of inflation rates between Germany and neighboring countries.

With the approach of the German election this Sunday,
pressures on the European "snake" joint float arrangement
intensified. The Swedish krona, the Danish krone and the
Belgian franc all were at their lower intervention points
against the mark. The value of total intervention required
amounted to more than $3/4 billion. The continued inter-
vention needed to maintain the "snake" in view of the
strength of the German mark is likely to make it difficult
for the Bundesbank to remain within its target rate for
the expansion of money supply.

The weakness of sterling and the strength of the German
mark produced a weakening of the Italian lira. After con-
siderable intervention in the market, the Italian Government -
announced that it had instituted a 1/2 percent levy on bank
deposits to reduce bank liquidity. In addition, the Govern-
announced that the 50 percent import deposit requirement,
which was due to expire this month would be phased out
gradually over the next 6 months.
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S~ COUNCIL OF ECONOMIC ADVISERS—
WASHINGTON

ALAN GREENSPAN, CrairMAn
PAUL W, MacAVOY
BURTON G. MALKIEL October 8, 1976

MEMORANDUM FOR THE PRESIDENT

Subject: International Financial Developments

Summary

Exchange markets were considerably quieter this week
than last. On a trade weighted basis, the dollar remained
virtually unchanged over the week. Among the European
currencies, upward pressure on the German mark eased amid post-
election announcements that the DM would not be revalued and
as central bank officials of the "snake" countries reaffirmed
their continued commitment to the snake operation. The Italian
lira strengthened after the announcement of new economic policy
measures as did the British pound after measures to tighten
money market conditions were instituted.

' W!&alkiel




Detailed Analysis

Snake currencies had been under considerable pressure
over past weeks, partly because of speculation regarding a
revaluation of the DM and partly because domestic inflation
rates in a number of the smaller snake countries remained
high and external payments positions eroded. Last week's
pressure, involving sales by snake central banks of over $1
billion worth of DM to the market, brought about measures to
tighten monetary conditions in Denmark and Sweden.

Early this week the discount rate in Denmark was raised
by 2-1/2 percentage points to 11 percent and in Sweden by 2
percentage points to 8 percent. Following these measures
and the quieting of revaluation rumors regarding the DM,
pressure on the Danish krone and the Swedish krona
subsided. Nevertheless, the longer run outlook for the stability
of the Swedish and especially for the Danish currency does not
seem bright. The Danish current account deficit for this year,
before the latest measures, was expected tc be $1.7 billion. This
compares with a deficit of $0.5 billion last year. In large
part the deterioration in the Danish current account stems
from a rise in the trade deficit, as imports increased while
exports remained relatively stable. So far, the deficit
is being financed largely by foreign borrowing. Total external
debt currently amounts to $5-3/4 billion, of which $1.3 billion
was incurred this year. In view of the traditionally low level
of external reserves, which currently amount to about $0.7 billion,
this level of external debt may begin to appear excessive to
some potential lenders.

The Italian lira strengthened by about 2 percent after
the Italian authorities announced their new economic policy
measures a week ago. These measures include a rise in the
discount rate by 2 percentage points to a record 15 percent,
an increase in certain taxes and public sector prices expected
to raise government revenues by an amount equal to 2-1/2 percent
of national income, reductions in cost of living increases
graduated according to income levels and a reduction in the
number of paid holidays. In addition, exchange controls were
tightened and a 10 percent tax on all foreign currency transactions
was instituted for the period October 4 to October 15. The .
major economic measures, so far, appear to have the tacit approval
of the Communist faction in Parliament, without which no program
could become effective. Nevertheless, institution of these
measures may still founder as details move through the
parliamentary process.
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Sterling recovered toward the end of the week when the
Bank of England moved to tighten monetary conditions. The
minimum lending rate was increased to a record high of 15
percent and special deposit requirements on commercial banks
were raised reducing bank liquidity by about $1.2 billion.
The Bank of England acted after it became known that September
data might show an expansion of money supply at an annual
rate of 20 percent -- almost twice the 12 percent target
rate set earlier this year. The new measures thus will need
to absorb the excess liquidity accumulated so far as well as
to bring future increases in money supply down to levels
acceptable to the forthcoming IMF mission. However, reduction
of credit availability in the United Kingdom, at current
needs of government financing, cannot but crowd out private
demand.

The attached table on changes in lending rates of central
banks shows the considerable upward movement of interest
rates in many European countries and Canada. In many instances,
these changes raise the question whether reliance on monetary
instruments to reduce external imbalances and domestic inflation
rates may not be excessive, particularly in view of the need
that exists in many countries to encourage private investment
and to bring public sector deficits under control.



United Kingdom
Italy

Denmark
Franée

Canada
Bélgium
Sweden
Netherlands
Japan

Norway

United States
Austria
Germany

Switzerland

Central Bank Lending Rates

Current Rate

Percent

15
15
11
10-1/2

9-1/2

6-1/2

5-1/2

3-1/2

Date

10/7/76
10/4/76
10/5/76

9/23/76

3/8/76

8/13/76
10/4/76
8/20/76
10/24/75
9/6/76
1/19/76
6/10/76
9/12/75

6/8/76

Previous Rate

Percent

13

12
8-1/2
941/2
9

8

6
6-1/2

7-1/2

2-1/2

Date

9/76

3/76

3/76
7/76
9/75
7/76
6/76
8/76
8/75
10/75
5/75
1/76
9/75

1/76

Recession Low.

Percent

9
6-1/2

7-1/2

7-1/2

6

5

4
Current
4-1/2
Current
Current
Current

Current

Date
3/76
end-73
8/75
9/75
end-73
8/75
end-73

2/76

end-73
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’.. . . ° .
U"French Franc
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COUNCIL OF ECONOMIC ADVISERS
WASHINGTON

October 16, 1976

ALAN GREENSPAN, CHalrMAN
PAUL W. MacAVOY
BURTON G. MALKIEL

MEMORANDUM FOR THE PRESIDENT

Subject: International Financial Developments

Summary

The trade weighted exchange value of the dollar increased by 1/2
percent during this week. Exchange rate activity, as in past weeks
largely focused on the Furopean currencies, but there also was downward
pressure on the yen and the Canadian dollar. ‘

Burton G. Malkiel




Détailed Analysis ™~

Over the past four weeks the average exchange value of the dollar
"has risen by 1/2 percent and would have risen more but for net sales of $1-1/4
billion by foreign central banks. This overall movement in the value of
the dollar masks disparate movements in the currencies of our trading
partners. Over the past month, the dollar has risen by 5 percent against
the pound sterling, by about 2 percent against the French franc and the
Japanese yen, but has declined by over 2 percent against the Swiss franc
and the currencies adhering to the "snake" arrangement.

The pound sterling continued to decline this week reaching a low of
$1.639 yesterday, but strengthened somewhat today partly because of
heavy intervention by the Bank of England in the forward market.
Pressure on sterling this week continues to reflect the dissatisfaction
of the market with the economic policy measures instituted so far. The
heavy concentration on the use of monetary policy clearly is continuing
to weaken confidence in the private sector. In addition, the trade
figures released this week showed a relatively large rise in imports --
which may in part be due to some precautionary buying related to expectations
of further declines in the rate and to the possibility of future import
restrictions. However, the unexpected feature in the trade figures was.
the very small increase in exports. With continued discussion of an »
"undervalued" pound and the low rate of domestic capacity utilization,
expectations were for an above—average growth in exports. )

The Italian lira was little changed over the week as the Bank of
Italy continued to purchase dollars. Over the past two weeks the lira
has moved up 1.4 percent against the dollar and the Bank of Italy has
purchased about $3/4 billion. The developments in the exchange market
reflect the reaction to the economic policy measures announced earlier
and changes in exchange control measures. The 10 percent tax on purchases
of foreign currencies instituted two weeks ago expires today. In its
place the Italian authorities have moved to prohibit banks from extending
credit to foreigners. Thus, foreign sales of lira can only be effected
from current holdings. ' ’

The French franc came under pressure this week and depreciated by
nearly 2 percent against the dollar. The Bank of France sold about $0.1
billion to the market. The weakening of the franc apparently reflects
growing disenchantment with the economic stabilization measures proposed
by Mr. Barre. The package relies heavily on voluntary agreement by the
unions to hold wage demands within a 6-1/2 percent guideline. However,
political realities do not augur well for any such voluntary cooperation.
In fact, part of the current concern is based on anticipation of rising
social unrest. The tax parts of the Barre program seem to take away with
one hand what they give with the other. Rough estimates of their effects
would put the amount of investment incentives granted more or less equal
to the increases in corporation income tax and the revenues expected from the
so-called anti-inflation levy. The commitment to keep public sector charges
stable comes after relatively large increases in such charges.and thus is not

viewed as a real support to consumer purchasing power. All in all,
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the program's immediate effect appears to have been an increase in
caution in investment planning by private enterprise. This caution also
is likely to become greater over time as currently there seems to be a
rising conviction that a Socialist/Communist coalition could well win
the next election.

The Japanese yen depreciated by 1-1/2 percent against the dollar
this week. The Bank of Japan made small sales of dollars to the market
to support the rate. The decline in the exchange rate came despite
the announcement of the very large -— over $1/2 billion -- trade surplus
in September. Exports in September were 34 percent above the year ago
level, while imports were up only 18 percent. The weakening of the yen
reportedly was associated with the expectations of an increase in the
export price of oil by OPEC in December and the announcement of the opening
of the Japanese capital market to large-scale borrowing by a number of
developing countries. - However, these two factors had been under discussion for
some time and appear not sufficient to explain the current market pressures
on the yen.
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COUNCIHL OF ECONOMIC ADVISERS

WASHINGTON

ALAN GREENSPAN, CHARMAN i
PAUL W. MAcAVOY October 29, 1976

BURTON G. MALKIEL

MEMORANDUM FOR THE PRESIDENT
Subject: International Financial Conditions

Foreign exchange activity this week resulted in a'
further sharp fall in the value of the British pound.

Early this week the exchange value of the British pound
dropped by more than 3 percent against the dollar following
a weekend press report that the IMF and the U. 5. Treasury
had agreed that the sterling rate needed to drop to $1.50
before Britain could receive its full IMF credit. The fact
that such unlikely rumors could bring about a sharp drop in :
the sterling value indicates the continued fragility of confidence
of market participants in the political will of the British
Government to take the necessary measures to stabilize the
British economy. Accordingly, the pound sterling suffered
a further loss in value when Prime Minister Callaghan made a
statement to the effect that no further stabilization measures
were needed. At the end of the week sterling recovered on
completely unfounded rumors that the British Government was
in the process of negotiating a £ 7 - 9 billion loan with the
Governments of the United States, Germany and Japan. It is clear
that the sterling rate will continue to be unstable and in fact,
on balance to erode further untll a satlsfactory economlc
program is announced

The Italian lira was relatively stable during this week
as the Italian Government moved further to virtually make the
lira unconvertible and the Bank of Italy bought almost $1/4
billion. Although the lira was steady around 864 to the dollar,

. given the tax charges and deposit requirements on foreign
exchange, the actual exchange value of the lira at current
interest rates may be about 960 to 980 to the dollar. The
Italian Government announced this week, in an unusual move,
that the IMF is requiring further anti-inflationary action as
a condition for Italy's ability to draw its remaining credit
in the IMF. It is clear that the Treasury is using the IMF
conditions to help receive agreement in Parliament for its
own proposals centering largely on beginning to cut the 1link
between changes in consumer prices and wages.

S O Y RIS X T
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The Mexican peso was floated again on Wednesday after an
initial devaluation of 37 percent effected early in September.
Attempts to stabilize the peso at just over 5 U. S. cents
required intervention support of over $1 billion. By last
Wednesday Mexico's foreign currency reserves were exhausted
leaving less than $150 million in gold reserves. After the
peso was set to float again it dropped to about 3-3/4¢, which
constitutes a depreciation of over 53 percent from its long
standing parity of 8¢, which prevailed before September 1.
The IMF approved credits to Mexico totaling $963 million on
Thursday. This approval may help to facilitate Mexican attempts
to raise further funds in the private market, where credit
extensions to Mexico had virtually dried up over past weeks.

The fourth IMF gold auction was held on Wednesday. The
average price at $117.71 an ounce was slightly above the market
price of that day. After completion of the auction the gold
price jumped $4.90 and currently stands at $123.15.

FBeator Motk

Burton G. Malkiel
Member
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ALAN GREENSPAN, CrarMAN
PAUL W. MacAVOY
BURTON G. MALKIEL

MEMORANDUM FOR THE PRESIDENT

Subject: International Financial Developments

sSummary

Foreign exchange markets this week were dominated by a
significant recovery of the British pound, an apparent strengthen-
ing of the underlying trend for the Italian lira and a continued
weakening of the Canadian dollar. The value of the dollar fell
about 1/2 percent on a trade weighted basis, largely due to
the strong advance in the value of sterling. Net intervention
by foreign central banks amounted to a purchase of $350 million,
The price of gold fell $4.50 to $131.15 at this morning's London
fixing. :

Burton G. Malkiel :
Member




Analysis

Sterling had been moving up throughout the week on press
comment that some agreement was being reached on the funding of
sterling balances -- comment that clearly was not based on any
hard evidence. At the end of the week, sterling rose by another
1-1/2 percent against the dollar, bringing the total rise for
the week to 3 percent. The latest strengthening of sterling
was in response to measures taken by the British authorities
designed to restrain domestic as well as foreign lending of
sterling by commercial banks.

The Treasury announced that as of the end of this month
British banks would be prevented from financing trade transactions
between overseas sterling countries. This action is expected
to produce a considerable reflow of overseas sterling credit
as well as limit the possibilities for speculation in sterling.
The Bank of England reintroduced the special deposit scheme
that was first adopted in 1973 and suspended at the end of
February last year. Under the scheme, commercial banks will
have to place non-interest bearing deposits with the Bank of
England if interest-bearing deposit liabilities increase by
more than 3 percent during the next six months, and by more than
0.5 percent a month in the two subseguent months. This measure
should discourage the growth in bank lending over the next eight
months, a significant part of which is thought to have been
used to finance speculation against sterling through prepayments
of imports. Thus, the measure is designed to help relieve
pressures on sterling as well as to help control the growth of
the broadly defined money supply (M3), which has exceeded
the 12 percent target by more than one half in the third
guarter of this year. In addition, it seems to indicate
that the Treasury intends to finance the Government's borrowing
requirement largely in the bond market and thus is likely to
give further rise to the expectation that some sort of indexed
bond may soon be issued.

The economic news in the U.K. over the past two weeks
was mixed: hourly wage rates remained unchanged in October
from the preceding month and industrial production was up
1.2 percent in September. On the other hand, the trade
deficit remained large, and in particular exports failed
to rise significantly and retail prices posted a 1.8 percent
increase over the month. Markets, however, failed to respond
to either bad or good news as attention was focussed mainly on the
negotiations with the IMF and the future of sterling balance
arrangements.

The Bank of Italy again this week made significant purchases
of dollars from the market bringing the total of such purchases
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to over $1 billion since October 25, when the 7 percent tax on
purchases of foreign currencies was imposed. The Italian authorities
appear to be holding the lira rate steady at about 865 lire to

the dellar. The strengthening of demand for the lira may reflect

a certain return of confidence associated with the vote of
confidence the economic policy package of the Andreotti Government
received in Parliament last Friday.

The Canadian dollar had been under downward pressure for
some time in anticipation of a possible election gain by the
Separatist Party in the Provincial elections in Quebec. But
the actual results brought further pressure on the Canadian
dollar. The Bank of Canada gave moderate support to the Canadian
dollar which closed about 3/4 percent below last Friday's level.
Very heavy borrowing in the U.S. capital market by Canadian
entities has kept the Canadian dollar at a premium over the
U.S. dollar despite a rising current account deficit. The volume
of such borrowing according to current indications is expected to
continue large.

The French franc weakened slightly over the week after the
announcement of a very large trade deficit in October. The
deficit, at close to $1 billion for the month, partly reflected
rising food imports associated with this summer's drought and
large imports of petroleum apparently in anticipation of
an increase in the export price of OPEC oil. But in part,
rising imports may also reflect a continuing rise in industrial
output. Industrial production, after rising by 2-1/2 percent
in July/August was up a further 2-1/2 percent in September,
resulting in a year~to-year increase of 17 percent.




Date: 11/19/76

Qs
3-MONTH INTEREST RATES
WEEKLY SENIES

- -

UNITED STVAT(S €D CAMNADIAN #INANCE CO PARCR

i
3 - .
11! | P11 lnhl!nlu[u‘.nluh $0 b1 dsboelndatolalods

- E GERMAN INTERBANK RATE 1qr U K INTERDANK

STERLING

nluhlluluhlhllu 11 11 feladibulaeboogd

- -_

I O I

™

EURQ-OOLLAR

SWISS DEPOSIT RATE

_____

== ampan
" Moty

111 l {1 boabgdnbdettuin bt o L Betbbudodatele
wra oy (3% wre

S s e - RATTMIIAG R TS EAL S s ok

90 Days - T

W medlre e Typeof T - 7| Forward Net . | 'Net2-
e Coﬁntr T Market - Maxket [Premiuwn(t)] Covered |Arbitrage
, R Y ' "_Instru'mvent . | Rate Discount{-) Yield Tneentive!
: ' : (2. v, ' g TPy

‘s T l9omaycpts | 5005 |72 5| s.095

Eurodollars 90 Day - Bank

. . Lo o
Deposit 5.313. . 5.313

U. K. Lﬁterbank Loan Rate|14.375 - =9.63 o 4. ;7'45. ‘ | - .350

e

Finance Company

Canad .
'na N Paper

9.0 | =3.60 5.40 - + .305

Germany Interbank Loan Rate| 4.6 + .97 5.57 - + .475




Date: 11/19/76
- VALUE OF 2 DOLLAR IN TERMS OF FORE._. CURRENCIES
- AND THE PRICE OF GOLD

TR::DT‘ WEIGHTED AVERAGE VA‘IUL : . . } o
- -7 "OF . THE DOLLAR . PRICE OF GOLD ON THE LONDON

'“DJTETMSOPIélA“KX(CURREVCH& o GOLD MARKET _
PERCENTAGE CHANGE PRICE PERCENTAGE |
. WEBXLY IN VALUE FROM: IN DOLLA RS CHANGI IN
AVERAGE : , o PRICE FROM
b ’ May.1970% [Smithsonizn : PER OUNCE®* AUGUST 1971
THIS WEEK . -11.70 -2.17 130.20 , 272.0° -
LAST WEEK -11.83 | -2.32 I . 135.60 287.4
4 WEEKS AGO -11.92 } -2.42 - | '} ~ 115.50 230.0
6 MONTHS AGO| =-11.14 | -1.56 125,80 ‘" | 259.4
YEAR AGO ~-12.05 =2.56 | .}~ 141.35 303.9

% Last month in which [ixed exchange rates were adhexcd to by ‘zll 14 countries -

(Canadian dollar floated June 1, 1970), : A 'f
W On Lhe lavt vorhlng day of the woo}\. ‘ :




Date:

11/19/76

C..NGE IN VALUEL OF FOREIGN CbﬂRENCILS
DOLLAR ‘

mere scne

IN TERMS OF U.S.

Ot )
SPOY EXCHANGE RATES
DOLLAR PRICES Of FOREIGH CUNALNCIES AKD YEINHTIEDG AVERAGE YALULS 0ASHID LEY
AVERAGES FOR WEER FHDING WLONLSUAY

nnnnn
oty PR R Phieei
w00 §- T CARADIAN O X RR -1 520
1oneicn Comnney P ™ e
wh &mmormm«. ,,,,,,,, o o
® »\'\‘,u I - -
JJJ_I_.LLJ_LNJ.MLL Luh!. LAl i L L Jahdutidulibed o
- L_ —
Al ¥ JAFRRCSE YEN FRENCH FaanC b Bad
- -
w oy _/»«\N,,./_:, M_ .
E e ; P i
T Y e S {
e T e
[ j 111 || FTIIVHITRITISUR Il N } LA b tuluslideldnlnd,
G -y 20
e E -f s
»a - s sRanc T
e }- - o wea
(=) - } o]

H LI

0o b bednledsiotutidid s

.-y 1 W

- - BELGIaN FRANG ‘ 7 o
s . " ]

we - l -f 22
p

o 11 1 UL adelutabulibieln) e

©we -1 e
# E FTARLAN ik b

®e R - et -1
ey - .

e b
-~ \"‘.‘- ‘a -t -5 %
b

© 3 \‘— - ~f 8

Lt Lt abadeletobol, [N { 0 debatotabulily
we wre e wn

e w N

" GURRENCY

UNITS PER U.S. $

U, S,

% CHANGIE IN FOREIGN CURR.
FROM SMITHSONIAN

¢ PER UNIT

T AR . WERK MONTH
SM{THSONIAN| TODAY TODAY AGO AGO
. ' -+ 1. 000 .9863 - .
Canadian Dollar 80,000 F101.39 1.4 5.3 2.0
~ s _‘ 0384 '5952 ) : - N .
British Pound  —esrrrmy < 168.00 -35.5  |-=37.4 -36.7
; . 3,222 2.4184 . o
German Marle {77032 ¢ 41.35 33.2° 33.47 | '33.3
. _ 3. 640 o Adco o
Swiss Franc <26, 042 ¢ 40.88 57.0 . 57.3 57.1
PO T 5 5.110 5.0050
" French France™ < 19, 548 ¢ 19.98 2.2 2.7 2.8
~ s . 3.245 2.52456 :
Dutc.h Guilders¥ 30,819 ¢ 39.61 28.5 28.4 27.3
o 44,816 37.0206 N
Belgian France® AR TET2UT0I7 | 2.1 21.0 20.6
T 581. 500 865.0519
Italian Lira 172 K L1156 -32.8 ~-32.8 -33.1
] 308, 000 295.4210
Japancse Yen : 7325 ¢ 3385 4. 2 4 4 4.8
¥ Currvencies floaling together yelative to the U, S, dollar,




THE CHAIRMAN OF THE
COUNCIL OF ECONOMIC ADVISERS

WASHINGTON

November 29, 1976

MEMORANDUM FOR THE PRESIDENT

SUBJECT : International Financial Developments

Exchange markets this week were mainly focussed on
activity in the Canadian dollar and the Mexican peso.
In European markets, the British pound was slightly
weaker and the continental currencies somewhat stronger
against the dollar. Effective November 29, the
Australian and the New Zealand authorities devalued
their currencies by 17-1/2 and 7 percent, respectively.

Some devaluation of the Australian dollar had been
anticipated for some time: inflation, mainly internally
generated by overly ambitious social programs leading to
runaway government expenditures during the tenure of the
previcus Australian Government, has remained high.

Although some improvement has been registered, the CPI
currently still is rising at close to 10 percent (annual
rate). At the same time, industrial output has been
stagnant, unemployment has been rising and employment

has actually declined. On the other hand, the trade
balance in recent months has swung again into traditional
surplus, but speculative capital outflows have put pressure
on the external financial position. (Australia traditionally
is a capital importing country). The Government had been
resisting a devaluation because of the effects this could
have on the internal price level. Given this attitude,

the magnitude of the devaluation - 17-1/2 percent - came

as a surprise. General expectations had been that a

10 percent depreciation was more likely. The rise of the
devaluation raises the question of competitive depreciation
and has put pressure on Australia's trading partners, in
particular New Zealand, which announced a 7 percent

devaluation after the Australian action.

%%, N
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Speculation against the peso reached a peak on
November 19, and over the weekend the Mexican authorities
suspended intervention in the exchange market and all ;
foreign currency dealings by banks and credit institutions
were forbidden. (However, stockbrokers still are able to
deal in foreign currencies.) In the week prior to
November 22, the Bank of Mexico had purchased $181 million
from Federal Reserve Banks in order to finance hoarding of
U.S. dollars by Mexican residents. On November 17, the
Bank of Mexico had drawn $150 million on its swap lines
with the U.S. Treasury and the Federal Reserve Systemn,
bringing the total swap debt outstanding to $300 million.
But by the end of the week the Bank of Mexico clearly was
running out of foreign currencies.

Early this month, after the IMF approved an SDR $837
million standby credit for Mexico, Mexico also obtained an
$800 million bank loan from a consortium of U.S. banks.

In addition the Mexican state-owned copper company is in

the market for a $200 million loan. Banks apparently still
are continuing to lend to Mexico, albeit at above market
-#ates in order to compensate for the higher risks. On

the whole, short-term bank lending to foreigners by U.S.
banks is continuing to rise. For the first eight months

of this year, short-term claims on foreigners have

increased by $7-1/2 billion, $7 billion of this rise being
accounted for by Latin America. The continued extension of
bank locans to developing countries is not confined to the
United States. European banks, faced with low domestic
loan demand, also have increased their liabilities vis-a-vis
developing countries. In the medium-term Eurocurrency
markets the premium charged developing countries has recently
run 5/8 percent at a minimum, This premium raises net
returns on loans to developing countries by 45 percent

above the net return on other loans.

The value of the Canadian dollar fell by 2-1/2 percent
against the U.S. dollar over the week, bringing the decline
for the past two weeks to 3-1/2 percent. It appears that
unease about the political situation in Quebec has begun
to focus exchange market attention on the relatively dis-
couraging economic outlook. Little progress has been made
in moderating inflation: underlying rates of rise for the
CPI are around 9 percent, although this rise has been



obscured by lower food prices. Output has been about flat
since the second quarter of this year and cost pressures,
therefore, are not relieved by substantial increases in
productivity. With costs rising faster than in the
United States and the current account in substantial
deficit, the strength of the Canadian dollar until
recently derived from large capital inflows resulting
from heavy borrowing in the U.S. capital market. Some

of the decline in the value of the Canadian dollar this
week probably reflects the narrowing of interest rate
differentials after the discount rate was reduced from
9-1/2 percent to 9 percent on November 22, but most of
the movement reflects a belated adjustment to what appear
to be the economic realities.

Alan Greenspan
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