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T Board of Governors Subject: Eurodellar Problem,

From Robert Solomon

CONFIDENTIAL (FR)

Attached are two memoranda dealing with the problem of
Eurodecllar repayments by U,S, banks,

The first memorandum, under my name, discusses the
advantages and disadvantages of permitting the outflow to con-
tinue as against taking actién to discourage it,

The second memorandum, prepared by Robert Gemmill, dis-

cusses alternative methods of discouraging Eurodollar outflows,
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BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM

CONFIDENTIAL (FR) November 17, 1970,
TO: Board of Governors
FROM: Robert Solomon

SUBJECT: Dealing with the Overhang of Eurodollar Liabilities:
Laissez-faire vs, Taking Action to Discourage Outflows,

The differential between U,S, and Eurodollar interest rates

has led some banks to decide to give up a part of their reserve-free

bases and is leading many other banks to think seriously about doing

the same,

The reserve-free base has value to a bank insofar as the
bank now believes that it may, in the future, wish to.have recourse
to the Eurodollar market to meet some of its needs for funds in the

United States, Frcm the bank's viewpoint this could come about as ﬁ?

' \“%
the result of a future squeeze under Regulation Q ceilings or as the\

result of higher costs of funds at home than in the Eurodollar mar-
ket, Thus the banks are willing to pay some cost--in the form of
holding Eurodollars at interest rates higher than those on domestic
liabilities (Federal funds, CD's, and commercial paper)--as an in-
surance premium to preserve all or part of the reserve-free base,

But a number of the banks have decided that the current
cost is too high and this is leading them to think seriously about
reducing the size of the insurancé policy,.

Consideration of whether or not the Board should do some-
thing to discourage the outflow of funds should be preceded by an
estimate of the likely'magnitude of the outflow in the absence of‘

Board action,
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Magnitude of Potential Qutflow

The outlook for the U,S, economy is such that one must
expect declining short-term interest rates here for some period
of time; at the least, short-term rates, after falling further
from present levels, are unlikely to rise substantially for quite
a while, Meanwhile, short-term yieldsin Europe are considerably
higher than ours, Even if Europe has reached, or passed, the peak
of intensity in the use of tight money during this cyclical upswing,
the easing of monetary conditions there is likely to lag ours by a
substantial margin, Thus European countries (notably but not only
Germany and Italy) will be exerting a demand on the Eurodollar mar-
ket for some time, This is a major reason why the $5 billicn of
Eurodollar repayments that has already occurred this year has not
eliminated the differential between U,S, and Eurodollar yields,

Whether further repayment of Eurodollar liabilities by
U.S. banks would be self-arresting, as the result of a decline in
Eurodollar rates, thus depends importantly on the strength of demand
for Eurodollar in other countries,

While no one can be sure abou; the duration of tight money
in Europe, it is not to be ruled out that a significant differential
in short-term interest rates between the United States and Europe would

persist b r at least a year--and possibly much longer,
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A related question is this: assuming a persisting differ-
ential in intere$£ costs between the United States and the Eurodollar
market, is there a level below which the banks would hesitate to re-
duce their liabilities to branches and, correspondingly, their re-
serve-free bases?

One consideration here is that more and more banks are
likely to come to the view that Regulation Q will not be used in the
future as it was in 1966 and 1968-69, If the Board lifts the re-
maining ceilings on large CD's, and even if it uses the term "suspension,"
the view is more than likely to spread that the suspension is permanent,
- As this happens, banks will reduce what they regard as a minimum desir-
able reserve-free base,

On the other hand, banks are unlikely to reduce their Euro-
dollar liabilities to zero, For one thing, they may wish their branches
to maintain a balance with the head office, Furthermore, the future
is uncertain and bhanks will hedge their bets regarding the probable
reimposition of Regulation Q ceilings,

In 1967, when credit conditions eased here, banks reduced
their liabilities to branches--which had grown from $1,7 billion in
January 1966 to $4 billion at the end of 1966--only moderately, from
a peak of $4 billion to $3 billion, On the other hand, that period
of ease was rather short-lived and it is therefore difficult to draw

reliable conclusions as to bank behavior from it,
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Even if there is an upward trend in the long run in liabilities
to branches, banks could temporarily dip below that trend when interest
rate differentials make that course profitable, just as they went far
above the trend in 1969,

All things considered, it is possible to imagine a potential
outflow of as much as $ég; billion from the present level of $9 billion,
The term '"'potential' is used here for more than one reason: (1) to
denote a possible outer-limit, (2) to indicate what could happen in
the absence of an effect of this very outflow of U,S, funds on European
interest rates, It is possible that the outpouring of U,S, funds, by
flooding the Eurodollar market and in turn European money markets, would
drive down short-term rates abroad before $6 billion flows out, But one
of the presumed U,S. objectives, as discussed below, is to avoid flooding
European money markets in a way that undermines the efforts of European
central banks to combat inflation,

Thus while a $6 billion outflow may not be the most likely
estimate, because European rates will decline more than European
central banks wish them to decline, it is a possible outflow that U,S,
banks might be willing to tolerate if the differential cost of Euro-

dollars remains relatively high,

Advantages and Disadvantages

Assuming a possible outflow over a period of 6 to 12 months

of, say $6 billion--or even $4 billion--what are the disadvantages to
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the United States of permitting it to happen?

Disadvantages

The official settlements deficit has amounted to $7 billion
in the first 9 months of 1970, This is much larger than the official
settlements surplus in 1968 and 1969 combined ($4,3 billion), After
5 years--1965-69 inclusive--in which the official settlements deficit
averaged out at zero, we have suddenly provided reserves to the rest
of the world, in 9 months, at a rate equal to more than three-fourths
of the SDR creation agreed to for a three-year period,

If this enormous rate of deficit should go on for a con-
siderable period of time--another six months or a year--several un-
fortunate consequences can be foreseen,

1, Heavy conversions of foreign dollar accruals

into U,S, reserve assets (IMF position, SDR, gold)

which could in turn trigger off a burst of specula-

tion against the dollar, 1If this happened, the re-

flow of doliars to foreign official reserves from the
Eurodollar repayments would be magnified, since for-

ward discounts on the dollar would encourage greater
reconversions by Europeans out of Eurodollars into

their own currencies and since interest arbitrage

reflows would be supplemented by speculative inflows ,f?;~x

into European currencies, {
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2, The chances of getting agreement on further
creation of SDRs by January 1973 (which requires
negotiations in 1972) would become very slim, This
in turn would lead to a growing view that the SDR
experiment had failed and that an increase in the
price of gold is neééssary--not only to let the United
States pay off its debts but also to put the monetary
system on a '"sound" basis, The progress that has been
made in recent years in de-emphasizing gold and moving
the international monetary system toward a managed basis
might be lost,

. Apart from these dire results, the.United States
cannot turn its back on a commitment it accepted when
it promoted the SDR agreement: we accepted and, in fact,
suppoerted the proposition that the international monetary
system should not depend heavily on further additioms to
official dollar reserves, It was agreed that it is
neither in the U,S, interest nor in the interest of other
countries that our official dollar liabilities should

continue to increase rapidly,

3. Europeans already feel resentment at being buffeted
in a magnified way by U,S, monetary policy, In 1968-69, we

; F O R 5™
imposed pressures on them when we let our banks drive Euro- Fo ¥
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‘dollar interest rates up to as high as 13 per cent.
Now we will be pushing rates down, undermining their
tight money policies and adding to their holdings of
official dollar reserves,

This resentment has been a catalyst in the drive
toward European monetary integration, Whether or not
such integration is advantageous to the United States,
the aﬁti-American impulses behind it are not,

There are many reasons why the United States should
make some effort to maintain cordial and cooperative re-

lations with Eurcpe and Japan, If we sit by and per-

mit a further outflow of $4-6 billion without being seen

to _have tried to stem it, there will be a growing acceptance

of the view, already held in Europe, that the United States
has adopted the Friedman-Haberler-Houthakker prescription
that our only duty is to try to contain inflation and
maintain full employment, while the rest of the world
adjusts to whatever volume of dollars flows out of the
United States,

One result of a deterioration in the cooperative
attitude of the Europeans--which may occur anyway if the
Mills' bill gets through Congress and is signed by the

President--would be less willingness of European countries

-

to revalue their currencies when in substantial surplus.(;@i FOR N

/
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The balance, in European minds, would tend to be tipped
against such action and toward actions or non=-actions
that put increasing pressure on the United States,

4, Finally, it can be argued that the medium-term
outlook for the U,S, balance of payments is rather favorable
(see my submission to the Commission on Trade and Investment).l
One can imagine a gradual working down of the Eurodollar over-
hang-over the next 2 or 3 years as the rest of our balance
of payments improves, Given this prospect, one can also
argue against letting the Eurodollars flow out now in
massive volume, Providing an incentive to hold does not
saddle us with these liabilities forever,

The very fact that the medium-term outlook is favorable
argues for preventing a crisis atmosphere from being created
now, After our poor domestic management in 1965-69, we may
be on the road back to a sounder domestic economy and a
stronger balance of payments, But we can't persuade the
Europeans and the markets of this, We can only demonstrate
it and that takes time, Between now and when the demonstra-
tion becomes evident there is something to be said for
temporary measures to hold things (including confidence inf{iw

| <

the dollar) in place, \

lj Trade, Investment and the Balance of Payments Adjustment Process,
August 6, 1970, Washington, D, C, :



Advantages

Is there a case in favor of doing nothing and letting

~the Eurodollar liabilities run off?

1, It can be argued that, having accumulated the
overhang, we have to face repayment eventually and we
ought to get it behind us, A variant of this argument
is that we ought to get a part of the repayment behind
us, by standing still for a further outflow of, say
$2 billion or so, hoping meanwhile that this will
narrow the interest rate differential between U,S, and

Eurodollar rates,

2. Another consideration relates to the distribu-
tion of foreign official dollar gains resulting from
Eurodollar repayments by U,S, banks, A very large
proportion of the increase in U,S, liabilities to
foreign monetary authorities in 1970 is accounted
for by Germany and Canada, For a part of 1970 Germany
may have welcomed the additions to its reserves, follow=-
ing the enormous decline in reserves it experienced

following the October 1969 revaluation, Even if Germany

no longer welcomes additions to its dollar holdings (and ,j“TJQX\
ignoring the undermining of the Bundesbank's policy re- {.> Eﬁ'
| = > J
\ /
ferred to earlier) there is 1little that Germany can do X N

about it, Apart from buying back the $500 million of

gold that it sold to the United States in the fourth
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quarter of 1969, Germany is bound by the Blessing
letter not to buy gold from the United States,
Given the touchiness of the problems regarding U,S,
troops in Europe, Germany is unlikely to ask for a
revision of the Blessing letter now,

Other European countries would also share in
the reserve gains reflecting a further massive out-
flow of Eurodollars, Belgium, Holland, Italy, Switzer-
land--even France and possibly Britain--couldbexpérience
sizable reserve increases if another few billion of
Eurodollars were repaid, But we do have reserve assets

and should be ready to use them,
Conclusions

A weighing of these arguments can lead to the following

judgments:

1, The concern about the undermining of
monetary policy abroad is not allayed by the fact
that Germany can do little about converting un-
wanted dollars into gold, In fact, if it became
evident that the U,S, was leaning heavily on this
constraint on Germany, that fact itself would
worsen our cooperative relations with the rest of
the world,

Numerous contacts with Bundesbank officials
indicate that they would be disturbed by a massive
outflow of Eurodollars from the United States, —

which would provide financing to German companies 2 .""707\
that find credit unavailable or too expensive in / =X
Germany, . =)
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2, The argument that the United States should
be seen to be trying to moderate the impact that its
changing policies have on the rest of the world is
hard to challenge, When we finally announced the
Eurodollar reserve requirement in mid-1969 we gained
some good will and put an end to an acrimonious debate,

3, If a balance of payments crisis should occur--
for whatever reason--the United States will be in a
better position to deal with Europeans and therefore
to see to it that the ocutcome of the crisis favors
our long-run interests if we have a record of taking
actions within our power, No one abroad in a re-
sponsible position is asking the United States to
deflate excessively in order to strengthen our bal-
ance of payments, But neither European nor Japanese
officials regard restrictions on capital flows as
undesirable and in some circumstances they advocate
such restrictions, Absence of any action by the United
States to shore up a crumbling Eurodollar regulation
could lead officials of other countries to believe
that we think the world is on a dollar standard and
do not concern ourselves with our balance of payments,
If they come to this belief, they would be more likely
to follow those in Europe who would like to push the
continental countries back toward a gold bloc, This
would hardly be a congenial environment in which to
try to work out of a crisis--or, for that matter, to
work on a day-to-day basis even if there is no crisis,

4, The existing attitude toward the dollar is
hardly a healthy one, The improvement we see in the
underlying balance of payments--and in its prospects=-=-
is not evident yet to the rest of the world or to the
markets, Since we must expect some deficit next year
even if there is no repayment of Eurodcllars--and the
deficit could be aggravated temporarily if Europe slumps
after its current boom--we have a good reason to re-
strain dollar outflows where and when possible, This
need not mean simply a delay in facing the music--if
we are right in our optimistic view of the medium-term
outlook, And even if we are wrong, the chances of
inducing revaluations by surplus countries in Europe
will be greater if we are seen to do what we can to P )
hold down our overall deficit, Y e

S



November 205 i970
To: Board of Governors

From: Division of International Finance
(Robert F. Gemmill)

Subject: Alternative Methods of Discouraging
Euro-dollar Outflows

CONFIDENTIAL (FR)

The Board may seek to induce banks to retain Euro-dollar
borrowings by reducing the costs of borrowirgs up to specified limits,
by increasing the benefits to be derived from retention of specified
amounts of borrowings, and by use of moral suasion.

This memorandum examines the essential elements of four pro-
posals for reducing costsof or increasing benefits from retention of
Euro-dollar borrowings. Any of these proposals (with the possible
exception of #4) could be supplemented by moral suasion, and any of
them could be supplemented by an announcement thﬁt the marginal reserve
requirement above reserve-free bases could be raised above 10 percent
in the future.

1. The method with the greatest prospect for success in re-
ducing Euro-dollar outflows is the establishment of a special reduced
rate of reserve requirement on a part of a bank’s demand deposits equal
in amount to the bank's Euro-dollar borrowing up to specified limits,
This method would reduce the cost of Euro-dollar borrowing, and need
not depend for success on banks' expectations of future benefits from
use of reserve-free bases. Initially, the rate would be set at 10 pex

cent for reserve city banks; at the present cost of reserves this
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special reduced rate of requirement would save a bank about 40 basis
points on the cost of Euro-dollar borrowing. The principal argument
against such a measure is the precedent-setting nature of such an
amendment to Board regulations.

2. A number of proposals would depend importantly for
success on banks' expectations regarding future reserve-free borrow-
ings. One of th;se proposals would provide the banks with leeway to
reduce Euro-dollar borrowings to a specified extent below the level
of the reserve-free historical base with no loss of that base. The
cost to banks of retaining the full reserve-free historical base would
be reduced, and banks that were pianning to reduce Euro-dollar borrow-
ings below the new level specifically authorized as leeway might limit
their reduction in borrowings in order to preserve the reserve-free
base. This proposal would_probably sanction some repayments that
would otherwise not occur; it might, therefore, have an uncertain
balance of payments impact. Moreover, it would tend to perpetuate
and strengthen the role of reserve-free bases.

3. Another proposal would increase the benefits to banks
from retention of the full amount of their historical bases by es-
tablishing a new, higher reserve-free base for banks that retained
Euro-dollar borrowings at the historical base level. Reserve-free

bases would thus be expanded {e.g. to 120 per cent of current levels).

This proposal would be successful only if banks attached a reasonably

/\.. g8
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high probability to the prospect of using the expanded reserve-free
base in the fututet Variants of this proposal would involve a com-
bination with #2, above.

41 The Board could attempt to reinforce the lock-in effect
by applying the automatic downward adjustment feature to minimum bases
(3 per cent of deposits for banks with foreign branches) as well as to
historical bases. This might dissuade some banks from relinquishing
historical bases and repaying borrowings below the level of minimum
bases; it might also induce some banks now using minimum bases to
increase their borrowings to preserve these reserve-free bases. A
moderate net balance-of-payments gain could be expected. This pro-
posal would tend to reduce the role of reserve-free bases, by elimi-
nating all bases not used. The principal drawback would be the
potential inequity involved in withdrawal of reserve-free bases from
banks that were planning to expand their foreign branch operations
gradually in future years. This proposal could be combined with #1.
However, it would not appear equitable to combine a probable reduction
in minimum bases with measures (#2 and/or #3 above) that enhance the
status of reserve-free historical bases..

5. The Board could make it clear to the banks that the
marginal reserve requirement on borrowings above the reserve-free
base aiight be increased above 10 percent in the future. This would

presumably increase the present value of retaining reserve-free bases
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for those banks that have some expectation of resorting to future
Euro-dollar borrowings. This measure could be combined with any of
the other proposals.

6. The Board could, in addition, make a direct statement
to the banks pointing out the adverse effects of a substantial re-
duction in outstanding Euro<dollar borrowings, and calling for restraint
in reducing these borrowings. The success of such an appeal might be
enhanced if it were accompanied by an action that provided the banks
with some tangible benefit, which would represent a quid pro quo. Thus,
moral suasion might successfully be used to reinforce any of the first
three proposals outlined above. (Since #A'provides no benefits to
banks, moral suasion would probably have relatively little impact in
combination with that proposal.) It might also be combined with Board
action to place Regulation Q ceilings completely on a standby basis, if
that action were to be taken on domestic grounds. However, it should
be noted that such action regarding Regulation Q would probably contribute
to readiness of banks to repay Euro-dollar borrowings.

The first four proposals are examined in more detail below. The
1mpa?t of the various proposals can best be illustrated by indicating
the way in which they change a simplified example of the cost-benefit

calculation confronting an individual bank under present regulations.
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Cost benefit calculation under present regulations.

(a) - Bank A is assumed to have an historical base of
$100 million and borrowings of the same amount. If this
bank expects that over the next year Euro-dollar rates will
average 1 percentage point higher than the rate on alter-
native domestic liabilities, and if in the absence of the
lock-in effect, the bank would reduce its outstanding Euro-
dollar borrowings to $60 million in the coming year, the
bank's expected cost of retaining the historical base for
the coming year would be $0.4 million (1 per cent of $40
million). If the bank expects to have to resort to Euro-
dollar borrowing again in the second year, retention of
the historical base would save it roughly 1 percentage
point (assuming market rates cn alternative sources of
funds of roughly 10 per cent) on $40 million of its
expected Euro-dollar borrowings--that is, about $0.4
million.

Under these circumstances, the bank would
doubtless decide that the investment of $0.4 million
to retain the historical base was worthwhile, since the
investment required to retain the historical base might
well yield returns beyond the second year as well as
the return of $0.4 million in that year.

(b) But, if the bank had only a relatively remote
expectation of using Euro-dollar borrowing in the second
year--perhaps only a 50 per cent chance--then the expected
return would be less: if the bank weighted the return by
the probability, the return might be estimated at $0.2 mil-
lion. Under these circumstances, the bank might decide that
the immediate cost of retaining the historical base was too
high.

This cost calculation will be changed in various ways by the

proposals outlined earlier.
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Special reduced rate of reserve requirement, Under this

proposal, the Board would smend Regulation D to provide that reserve
city banks would maintain reserves of 10 per cent against an amount
of demand deposits equal to their Euro-dollar borrowings (compared
to a regular requirement of 17-1/2 per cent,) The percentage could
be raised or lowered if experience indicated that a different rate
of requirement would be better suited to Board objectives,

The proposal would, in effect, provide that the Government
(through the Federal Reserve) share a part of the cost to banks of
retaining Euro-dollar borrowings in order to protect the balance of
payments from & massive outflow of short-term funds,

A rate of requireﬁent of 10 per cent would releasse 7-1/2
cents of reserves for each dollar of Euro—dollaf borrowing covered; at
the present cost of reserves, a bank would save azbout 40 basis points
on each dollar of such borrowings, At present banks can obtain call
Euro-dollars and very short-term maturities at rates very cloce to
those on Federal funds; for maturities of around 3 months, the cost of
Euro-dollars exceeds that of CD's with comparable maturicies by 3/4
percentage point or more, In relation to these magnitudes, a cost
8aving of sometihing less than 1/2 percentage point would be a significant
one; the excess cost of Euro-dollar borrowings of certain maturities /fw-:'

might well be completely eliminated,

In terms of the illustration presented above, the amendment A
would reduce the present cost to Bank A of. retaining Euro-dollar borrow-

ings from about 1 percentage point to about U0 basis points; the net
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cost of retaining the reserve-free base would thus decline from $0.4
million to $0,24 million. Under these circumstances, a bank that
estimated the potential return from a reserve-free base in the second
year at $0,2 million (paragraph (b), page 5) might well retain Euro-
dollar borrowings to preserve its base,

Adoption of a selective reserve requirement based on Euro-
dollar liabilities might make it more difficult for the Board to resist
proposals for special reserve requirements based on desirable social
purposes--for example, a lower reserve requirement to the extent that
banks finance housing., One answer to this is that the present proposal
aéplies oﬁly to the composition of bank liabilities and has no effect
on the composition of assets, A second point is that the proposed amend-
ment would be designed to benefit the economy génerally (rather than
to favor any particular sector of the economy) by strengthening the
balance of payments,

Leeway for banks to reduce Euro-dollar borrowings with no

loss of historical base, An amendment of the lock-in effect to permit

banks to reduce Euro-dollar borrowings to a2 limited extent without
loss of reserve-free historical bases would represent sanctioning of

some repayments in order to prevent greater repayments, For example, ~~ “0Fs™.
&
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the Board might provide that banks could reduce borrowings to 90 per = o |
\\“ e ‘t“w’:.
cent of the current reserve-free historical base level by the end of /

1970, and to 80 per cent of the current base by mid-1971, without
sustaining any loss of current reserve-free bases, The amount of leeway
to be provided would depend upon an assessment of potential repayments

in the absence of Board action,
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In the illustrative cost-benefit calculations presented on
page 5 the amendment of the lock-in effect would reduce the cost of
retaining the reserve-free historical base,

In the earlier example, Bank A would have reduced its
borrowings from $100 million to $50 million in the absence of
the lock-in effect, and the cost to it of retaining its reserve-
free base for pne year was calculated at $0.4 million (1 percent-
age point applied to $40 million of borrowings retained solely
to preserve the reserve-free base,) Unless expected future

benefits approximated this amount Bank A might well repay $40
million of Euro-dollars,

‘If the Board were to sanction a reduction in borrowings
to 80 per cent of the reserve-free base (a leeway of 20 per
cent) Bank A might cut its borrowings to $80 million rather than
going all the way to $.0 million; the cost of retaining the
reserve-free base would then be $0.2 million (1 percentage point
applied to the $20 million of borrowings retained for the purpose
of holding the historical base,) By permitting a reduction of $20
‘million, the amendment of the lock-in effect might change the
cost-benefit calculation for Bank A sufficiently to avert net
repayments of $20 million,

If most banks were in roughly similar positions with roughly
similar expectations, the Board might be able to establish a level of
leeway that would permit a tolerable volume of repayments, while still
protecting the balance of payments, However, Euro-dollar practice has
varied substantially among banks, and we have no reason to expect
relative uniformity in policies with respect to repayments., The
amendment under consideration therefore runs a2 significant risk of
sanctioning repayments by some banks that would otherwise not likely
be made, This result occurs in part because a bank would no longer obtain
any benefit from retaining borrowings above the minimum level sanctioned

in the amendment; repaymentswould continue so long as Euro-dollars “«- "7\

involved even a slightly higher cost than domestic funds.
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For each 10 percentage points of leeway provided banks, there
would be a reduction in borrowings of about $1 billion. Four banks that
earlier indicated plans to relinquish portions of their reserve-free
bases planned an average reduction of 30 per cent. It appears probable
that leeway of 20-25 percent would have to be provided in order to fore-
stall full repayments according to plan by these banks, if the Board were
to resort to the amendment under consideration.

Board sanction of a net repayment of $2-2-1/2 billion of Euro-
dollar borrowings would not necessarily be regarded by foreign central
banks as an adequate measure to stem reflows. Thus, there is no as-
surance that this type of amendment of the lock-in effect would provide
the desired balance of payments benefits;

Moreover, the amendment should be evéluated against a long-
term objective of placing all banks on the same footing with respect
to reserve-free liabilities--and probably ultimately eliminating all
reserve-free bases--as soon as this could be achieved without sacrificing
an important policy goal. The Board has no reason to provide large mcney
market banks with "permanent' reserve-free bases, apart from balance-of-
payments objectives. Thus a reduction in borrowings of $2 billion that
resulted from failure of the Board to take action (and that resulted in
a corresponding reduction in reserve-free bases of the banks involved)
would clearly be preferable to a reduction of $2 billion under an amended

lock-in effect that left the historical bases intact.
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Expanded reserve-free bases. Expansion of reserve-free bases

(e.g. to 120 per cent of the current historical base) for banks that
maintained borrowings at current historical base levels would avoid the
sanctioning of net repayments, and thus avoid the potential balance of
payments risks involved in the preceding method. But expansion of
reserve-free bases would onty be successful if banks attached a high
probability to the prospect of using the reserve-free base.

By and large, it appears that banks that are now relinquish-
ing portions of their reserve-free historical bases are acting on the
expectation that they would have access to other sources of funds on
terms no worse than (or not much worse than) those on which they could
borrow Euro-dollars. For example, these banks are assuming that there
is small likelihood of a squeeze on bank liquidity through operation of
Regulation Q ceilings, as cccurred in 1969. Such banks would attach a
relatively small probability to advantageous future use of Euro-dollars
to bolster liquidity.

The proposal would seek to overcome this small probability
(in the calculations of an individual bank) by allowing the prospective
benefit, if that small probability should be realized, to ée obtained on
a larger volume of borrowing. By and large it would appear that the
small probability would be governing--if a bank has little or no expec-
tation of using its reserve-free historical base, it is unlikely to be
influenced significantly by a measure that provides it with a larger

reserve-free base.
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It might be noted that these banks' desires to preserve
reserve-free bases would probably not be significantly strengthened
by the Board's giving an indication that the marginal reserve require-
ment on Euro-dollar borrowings might exceed 10 per cent in the next
period of credit stringency. Only banks that attach a significant
probability to the future use of Euro-dollars would be affected by
that expectation.

Even though expansion of reserve-free bases would probably
have a relatively small impact on banks' decisions to repay borrowings,
and thus might not avoid some curtailment of historical bases, there
would be disadvantages in having Board regulations appéar to perpetuate
and reinforce the inequities inherent in reserve-free historical bases.

Application of automatic downward adjustment to minimum bases.

The Board could reinforce the lock-in cffect by applying the automatic
downward adjustment feature to minimum bases (currently 3 per cent of
deposits for banks with foreign branches and 4 per cent of deposits for
banks that borrow directly from foreign banks)%/ with an appropriate
grace period to permit banks to adjust borrowings to the new regulations.
The extension of the lock-in effect to minimum bases could not be ex-
pected to influence repayments by banks generally; instead, its impact

would be to encourage banks currently using minimum bases to raise

1/ 1In any even the staff would propose that the Board amend Regulation D
to establish the same minimum base for borrowings directly from foreign

banks as for borrowings through foreign branches. g
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borrowings tc levels equal to 3 per cent of deposits, and to discourage
repayments by banks now using historical bases that are so near their
minimum bases that they would be able to reduce borrowings substantially
without significant loss of future benefits. (Two banks with historical
bases only slightly higher than minimum bases have already shifted to
minimum bases; their aggregate borrowings in the most recent computation
period were $13 million, compared to aggregate historical bases of $38
million.)

The potential balance of payments benefit from the measure
might be conservatively at roughly $1/2 billion, representing in
approximately equal measure (a) increased borrowing by banks using
minimum bases, and (b) retention of existing borrowings by banks using
historical bases, which might otherwise shift to minimum bases. This
balance of payments gain would represent a partial offset to.‘
reductions that would occur in borrowings by banks with Euro-dollar
borrowings (and historical bases) well in excess of minimum bases if
no other action were taken. The balance of payments gain could be
greater if many banks using minimum bases acted to protect their bases;
aggregate bases of these banks total almost $1-1/2 billion.

: An issue to be weighed is the potential inequity involved in
removing minimum bases to the extent that they are not used. The minimum

bases were established as a measure of equity for banks that were not

large-scale borrowers of Euro-dollars in May 1969. The choice of 3 per
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cent of deposits represented a purely pragmatic judgment as to a figure
which (while not negligible) would not permit an excessive reserve-free
inflow at a time when it was Board policy to discourage the inflow.
Relatively few banks are now borrowing Euro-dollars under minimum bases
to supplement domestic liquidity positions; if it is not Board policy

to provide all banks with rélatively permanent access to minimum amoﬁnts
of Euro-dollar borrowings for liquidity purposes, it would be appropriate
to eliminate bases for banks that do not use them. Banks that had not
yet established foreign branches might be given a grace period--e.g.,

90 days--after establishment of an initial foreign branch in which to
establish a minimum base, if required on grounds of equity. Any bank
could, of course, borrow directly from foreign banks and thereby preserve
a minimum base under Regulation D.

A different issue of equity arises to the extent that branch
balances with head offices were required as working balances by the
branches. Banks that had not yet developed an extensive foreign branch
business would be at a disadvantage compared to those with substantial
reserve-free branch balances at head offices. There is some indication,
however, that only relatively small branch balances with head offices
are essential to effective branch operations. If so, the potential
inequity would be relatively small, and it might be judged a cost worth
bearing in the interest of (a) achieving some balance of payments gain

and (b) reducing the role of reserve-free bases in the banking structure.
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(Hice Correspondence Date

To Board ¢ Governors Subject: Coombs' Proposal re Eurodollar

November 23, 1970,

Robert Solomen Flows,

From

CONFIDENTIAL (FR)

Attached to this memorandum is a letter, from Mr, Coombs
to Chairman Burns, outlining a prcposal for dealing with Eurodollar
repayments by American banks, The Board will no doubt wish to con-
sider this proposal zlong with those that are ocutlined in Mr, Gemmill's
memorandum of November Z0 (transmitted under cover of a note from me
as of the same date),

Attached also is a note outlining the advantages and dis-

advantages,as I see them, of Mr, Coombs' proposal,
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ATTACHMENT I

FeperaL ReservE BANK oF New YorK
NEW YORK,N.Y. I1C045

AREA CODE 212 732-5700

CHARLES A.CoowmBSs

SENIOR VICE PRESIDENT

November 19, 1970

CONFIDENTIAL (F.R.)

The Honorable Arthur F. Burns

-

Chairman ey
Board of Governors of the e - FORRN
Federal Reserve System - & <\
Washington, D. C. 20551 ' , 3/
2 4
. v
Dear Mr., Chairman: \V/

e

As you requested, thére follows a rough outline of a technical
arrangement designed to insulate somewhat the European money markets
and central banks against the eifects of a continuing repayment of U. S,
bank liabilities to their European branches.

As you may know, the BIS has in 2 number of operations raised
Swiss francs on the Zurich money market to provide financing for longer
term Swiss franc credits to the U, S. Treasury in the form of Swiss iranc
denominated securities., It has occurred to me that this technique might
be adapted to the Eurodollar market in such a way that the BIS could
absorb new dollars ﬂowiné onto the market as the U, S. banks repay
debt to their branches, mainly in the relatively short-term maturity range.
Such Eurodollars with maturities ranging up to, say, 30 days, thus absorbed
by the BIS might then be reinvested by the BIS in a U, S, dollar certificate
with a2 maturity of, say, 15 to 24 months with the option, which is present
in most foreign currency securities, of a call of two days' notice by either
party.

At present, we see a sequence of U, S. bank repayment of
Eurodollar debts with the funds thereby released moving on to German
industrial borrowers, in turn necessitating Bundesbank purchase of the
dollars for subsequent investment in U, S. Treasury bills, This inflates
both the German money supply and the dollar reserves of the Bundesbank,
but in the end provides a source of dollar financing for the U. S, Treasury.

.

-



If other European central banks acquire the dollars, even more difficult
operational problems could well occur, If, on the other hand, the BIS
could more or less passively abscrb the new dollars in the short maturity
‘range coming onto the Eurodollar market, the detour of such funds to the
German market and the Bundesbank would be avoided, but the U. S,
Treasury would still have an equivalent source of dollar financing.

Two problems immediately come to mind. First, whether
an appropriate rate relationship between BIS short-term borrowings on
the Eurodollar market and the rate available on subsequent BIS investment
in a longer-term U, S. security could be maintained. Secondly, there is
the related problem whether the BIS might find itself from time to time
. unable to fully renew its short-term borrowings on the Eurodollar market.

The answers to these questions would necessarily involve
exploration of the possibilities of such an arrangement with the BIS
itself, but I would think it likely that continuing payoffs by U, S. banks
of Eurodollars should exert more downward pressure on the short than
on the longer Eurodollar maturities. Regarding the risk that the BIS
might find itself unable to renew fully earlier short-term borrowings
in the Eurodollar market, any resultant temporary shortfall in the BIS'
cash position could be covered by their drawing on the $1 billion swap
line they have with the Federal as an alternative to calling its investment
in a U. S. Treasury certificate,

Such BIS absorption of some of thé return flows of Eurodollars
from U, S. banks would obviously tend to keep the short-term Eurodollar
rate somewhat higher than it would otherwise be., The same result would
occur, of course, if new regulatory arrangements were introduced which
made it profitable for the U, S, banks to maintain their borrowings of
Eurodollars at or about their present level,

May I say how pleased all of us were to have the opportunity
to welcome you to this Bank today. I thought your comments to our

directors were most helpful in many ways.

With best regards,

Sincerely,

£

_ Charles A, Coombs

I e
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ATTACHMENT II

Advantages and Disadvantages of Mr, Coombs' Proposal

The proposal is presented in Mr, Coombs' letter of November
19, 1970 to Chairman Burns (Attachment I),
A thorough analysis of the proposal must await answers to a

number of questions that can be raised about it, Among these questions

are?

1, Would the BIS be content to hold additional dollar claims--
that could amount to several billions of dollars--without an
exchange rate guaranty or gold value guaranty? It is diffi-
cult to see how the United States could give such a guaranty

to the BIS without giving it to foreign central banks on their
dollar holdings,

2, Would the BIS insist on a’fﬁo-day call provision on
the 15 to 24 month certificates it would buy from the U,S,
Treasury?

3. How would the interest rate on the 15 to 24 month
Treasury certificates be determined?

Advantages

1, The proposal would keep dollars out of the hands of foreign

central banks by siphoning the funds that U,S, banks were repaying to the

Treasury,

2, By standing ready to absorb short-term Eurodollars, the BIS

would be keeping interest rates on short maturity Eurodollars from falling,
This in turn would help insulate monetary conditions in European mcney
markets; that is, it would lessen the extent to which monetary restraint

in Europe was undermined by the Eurodollar repayments by U,S, bankgig’?ffé*

(S =
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3. The proposal would be a first stép toward multilateral
action to regulate the Eurodollar market--a step that many observers
have been calling for, The BIS, representing the central banks of the
major countries, would be acting in their behalf, in cooperation with
the U,S, Treasury, to shield other countries from the impact of a

massive reflow of Eurodollars from U,S, banks,

Disadvantages

1, Under the proposal, banks could repay Eurodollars in
volume but the self-arresting ﬁechanism of downward pressure on Euro-
dollar rates would not be operative, The BIS would provide a floor, or
at least a cushion, and thus the bagks";ncentive to repay might remain
;ndiminished, It is true that a part of the intention of the other
proposals before the Board is to limit downward pressure on Eurodellar
rates by reducing the incentive banks have to repay their borrowings,
The difference betwz2en the present proposal and those in Mr, Gemmill's
memorandum is that insofar as the latter proposals failed to stem Euro-
dollar repayments, a self-arresting mechanism would be at work,

2, The proposal would keep dollars out of the hands of foreign
central banks but it would put them in the hands of the BIS, 1If the
BIS had a two-day call, as suggested by Mr, Coombs, the U,S, authorities

would be presenting the BIS with rather weighty leverage against the

United States,
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3. The proposal depends on a positive yield-curve in the
Eurodollar market, so that the BIS can borrow short at relatively low
interest rates and re-lend to the U,S, Treasury at higher rates, Several
problems could arise in this connection, depending on the understanding
between the Treasury and the BIS on the determination of the interest rate
on the certificates, For example, if short-term Eurodollar rates should
rise toward or above the rate the Treasury is paying the BIS, the BIS
would be likely to exercise its two-day call,

4, Although the arrangement would keep dollars out of the
hands of foreign central banks, it would not prevent the Eurodollar
repayments from showing up as an official settlements deficit in the
balance of payments statistics, since the BIS is regarded as an official
reserve holder, Furthermore, BIS H;Idings of dollars would no doubt be
counted as official reserves in the negotiations regarding the next
creation of SDRs, An attempt to change the balance of payments accounting

practices would invite the charge that, once again, we are window-dressing

our statistics,
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM

Office Correspondence Date  November 25, 1970,

To  Board of Governors Subject: Governor Mitchell's Euro-

From Robert Solomon and Robert Gemmill dollar Proposal,

CONFIDENTIAL (FR)

Attached is a commentary--hastily prepared--on
Governor Mitchell's proposal for dealing with the Eurodollar

problem,

Attachment,



CONFIDENTIAL (FR) November 25, 1970,

The purpose of this memorandum is to examine Governor
Mitchell's proposal that the Federal Reserve stand ready to offer
branches of American banks an asset that would absorb the funds
they receive as repayments from their head offices. The asset
offered by‘the Fed would bear a rate of interest attractive enough
to induce the branches to continuevto maintain their liabilities
to Eurodollar depositors,

Under this proposal, U,S. banks would continue to have
the option of maintaihing their reserve-free bases, or a pafé
of them, but thére would be no additional inducement to the banks,
As banks decided to let their liabilities to branches run down,
the branches would be offered an alternative asset by the Federal
Reserve, As a result the Federal Reserve would acquire liabilities
to U,S. branches abroad,

Mr, Holland has suggested that the Federal Reserve might
implement the proposal by carrying out matched sale-purchase
agreements with the banks, Thus the Federal Reserve would regularly

offer securities for repurchase in 15 or 30 days, the combined.operation

providing a yield to the banks sufficient to attract the amount of

funds the Federal Reserve wishes to absorb, In order to achieve its
objectives, the plan should ensure that the funds so invested represented
the proceeds of Eurodollar borrowings, either by a foreign branch of a U,S,

bank or by a U,S, bank directly,
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In order for the plan to be successful, the asset in
which Eurodollars would be invested must not be readily transferable
from one investor to another--i,e,, it cannot be one that could be
readily resold to domestic U,S, investors--and it must be one that
cannot readily be acquired by U,S, investors except with Euro-
dollars, For the transfer#bility to be limited, it would be necessary
that U,S, Govermment securities sold by the Federal Reserve to foreign
branches of U,S, banks (or to other banks) be held in custody by the

Federal Reserve,

Questions ahout the Proposal.

1., What are the various implications of the Federal Re-
éerve taking a position in the Eurodollar market? The Federal Re-
serve would become a debtor, perhaps up to some billions of dollars,
to the foreign branches of American banks, Would this action highlight
the weakness of the dollar? The extent of Federal Reserve liabilities
to the Eurodollar market would be a readily measurable quantity that
would be identified as overhanging the market and that many observers

would add to the measured official settlements deficit, The present

/—/; 0r.
level of U,S, bank liabilities is also an overhang but no one knows , &° Wi ¥
: - / C* s ;‘\'
how much of these liabilities is unwillingly held, K? s gt
N,

2, How will it be possible to limit the offer by the Fed-‘;\\ﬁqf,)/
eral Reserve so that U,S, resident banks or others do not have access

to the preferential arrangement? The scheme could be limited so that



g

only branches receiving repayment from head offices were eligible,
For U,S, banks without branches, presumably the special RP's would
be offered up to the extent of their borrowings from the Eurodollar
market, It would be necessary to supervise the arrangement so that
U,S., banks did in fact retain Eurodollar borrowings up to the amount

of the preferential RP's,

Advantages
. firet two . .
In addition to the/advantages that were cited for Mr,

Coombs' proposal (in my memorandum of November 23), the following
advantages might be realized:

1, One advantage of RP's with frequent roll-overs, is
 that the Federal Reserve could take advantage of changes in Euro-
dollar interest rates for different maturities and over time, As
compared with a special reduced reserve requirement, the Federal
Reserve would have increased flexibility in adjusting the incentive
offered to banks,

2, The proposal would help to eliminate historical
reserve-free bases,” To the extent that banks gave up their bases
and permitted their branches to invest in the special RP's, historical
bases would decline, Furthermore, at some future point, historical

bases might be reduced sufficiently so that a uniform reserve-free
P —uv:-")yv‘

N

base (related to, say, total deposits) could be introduced,



Disadvantages

1, The plan would have an effect on bank reserves, As
the Federal Reserve sold securities (with a commitment to repurchase)
it would absorb reserves and the Desk would have to offset this
effect,

2, This plan would be more costly to the U,S. Government
than the proposed reduced reserve requirement against demand deposits.
Under the latter scheme, the Federal Reserve would share with the
banks the differential between the interest rate on CD's and the
interest rate that branches pay on Eurodollar deposits, But the
differential would not have to be eliminated, since banks attach
some value to the reserﬁe-free base, Under Governor Mitchell's
proposal, the Federal Reserve would be trying to attract the funds that
become available as banks give up their reserve-free bases, Thus
the yield on the matched sale-repurchase deals would have to
be at least equal to what branches are paying for Eurodollar
deposits, Furthermore, the Federal Reserve would be borrowing at
the same interest rate that banks pay for deposits in the Eurodollar
market, whereas normally the Government can borrow at lower rates,
just as the Treasury bill rate is below the rate on CD's,

3. As indicated earlier, eligibility of purchasefs of
the RP's would probably have to be limited in order to prevent funds
from moving from the United States into the RP's, Thus just as
the special reduced reserve requirement would benefit mainly (though

not only) the largest banks, so would this proposal, 1In both proposals,
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however, any smaller bank that wished to acquire Eurodollar

liabilities could benefit from the incentive pffgreq,
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The attached memorandum reports on

the latest data on the Eurodollar positions

of U,S, banks,

Attachment,




To:

From:

STRICTLY CONFIDENTIAL (FR)

Mr. R. Solomon Subject: Change in Gross Liabilities

to Foreign Branches in the week
Robert C. Bradshaw and ended November 25, 1970 and in

Ralph W. Smith Average Wednesday Gross Liabilities
for the Four Weeks Ended 11/25/70
from the Four Weeks Ended 10/28/70.

Gross liabilities of U,S. banks to their own foreign branches
declined $332 million in the week ended Wednesday, November 25, 1970,
reducing total gross 1igbilities to foreign branches (including domestic
loan participations) to $8.74 billion.

The most recent four-week computation period for calculation
of requifed reserves against Euro-dollar positions ended Wednesday,
November 25, The attached table shows the change in (average) gross
liabilities to foreign branches for the four Wednesdays through
November 25, 1970, compared to the four Wednesdays through October 28,
1970 (the last day of the previous computation period)

The table also shows this change in (four Wednesday average)

gross liabilities to foreign branches as a percentage of reported daily

average net liagbilities to foreign branches plus assets sold to foreign

branches in the computation period ended October 28, 1970. It should be
noted that the changes calculated from Wednesday gross liabilities data
alone have, in our past experience, often not accurately reflected

changes in daily average net liabilities.

STRICTLY CONFIDENTIAL (FR) \o




STRICTLY CONFIDENTIAL (FR)

Change in (Four Wednesday) Average Gross
Liabilities to Foreign Branches from the
Computation Period Ended October 28, 1970
to the Computation Period Ended November 25,

1970, (Millions of dollars)
Avg. Net Liab. t / Change in Avg. Gr37s

Historical Foreign Branches— Liab. to Branches—= Per cent
Base Banks 10/1/70 to 10/28/70  through 11/25/70 Change
First Nat. Boston 450 -33 it -7
The Bank of New York 81 -- £33
Banker's Trust 810 -137 : -17
Chase 2,240 -112 -5
Chemical . 854 -30 -3
F.N.C.N.Y. 1,182 =244 =21
Irving 558 -142 -25
Mfg. Han. - 586 +53 +9
Marine : 281 +2 +1
Morgan 15255 -13 -1
Mellon 126 -8 =6
Union, L.A. 96 +3 +3
Bk. of America 762 +7 : +1
F.N. of Chicago 352 =17 -5
Continental Ill. 670 -41 -6

Total 10,3043/ =712 )

All other banks 416~ -87 -21

All banks 10,706 -799 ~-8

s

1/ As reported on a daily average basis for the computation period
ended 10/28/70; also includes assets sold to foreign branches.

2/ Change calculated from average Wednesday gross liabilities in the
four weeks ending 11/25/70, compared to average Wednesday gross lia-
bilities in the four weeks ended 10/28/70; F.R.B.N.Y. series.

3/ Based on incomplete data for banks using a 3 per cent of deposits
base.
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TheDepartmentoftheTRfASURy [MEW

WASHINGTON, D.C. 20220 TELEPHONE W04-2041

FOR IMMEDIATE RELEASE December 3, 1970

THIRD QUARTER REPORT ON PURCHASES AND SALES
OF GOLD AND OTHER RESERVE ASSETS
(JULY-SEPTEMBER 1970)

N

U. S. reserve assets declined by $801 million'in the third
quarter to $15.5 hillion. The change in the components during .
the quarter and the amounts held on September 30 were as follows:

(In millions of dollars.)

Change (3rd Qtr.) Balance: Sept.30,1970)
Gold $ =395 $11,494
SDR +34 991
Foreign Exchange -34 1,098
Res. Pos. in IMF -406 1,944
$ -801 : S5 5217

The major changes, as indicated, were reductions in gold
holdings and in the U. S. pqsition (drawing rights) in the
International Monetary Fund. The U. S. position in the Fund
declines as the Fund builds up its holdings of dollars. The
Fund accumulated dollars as a number of countries made repay7#f’5}?*

{ -
T |

mwents to the IMF of their earlier drawings and also when th#f

=

I»

=]
~

IMF acquired dollars through the sale of gold and SDR to the\b

U. S. Treasury.

Transactions in gold are as set forth in the attached table.
The largest transactions were those with the IMF, which were
explained in the Treasury Press Release of September 16, involving
the distribution to the U. S. of $132 million in gold and SDR and

the resale by the Treasury of $400 million in gold to the IMF.
K-542



The gold sales in the third quarter listed in the attached
Vtable, other than tbose to the Netherlands, Switzerland?ﬁgscat,
but including the nearly $60 million sale to the Republic of
China, were all to countries which had gold payments to make

to international institutions.

Attachment



UNITED STATES NET MONETARY GOLD TRANSACTIONS WITH FOREIGN
COUNTRIES AND INTERNATIONAL INSTITUTIONS

January l-September 30, 1970
(In millions of dollars at $35 per fine troy ounce)

First Second Third

Area and Country Ganitas Qusrter Quarter
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Europe
Denmark
Greece
Iceland
Ireland
Malta
Netherlands
Spain
Switzerland
Turkey
Vatican City

. Yugoslavia

Total

Latin America
Argentina
Bolivia
Chile
Colombia
Dominican Republic
El Salvador
Guatemala
Haiti
Nicaragua
Peru
Uruguay

Total
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Asia
Afghanistan
Burma

g8

Ceylon
China
Cyprus
.Indonesia
Korea
Kuwait
Muscat
Pakistan
Philippines
Syria
Yemen Arab Republic
Total

Africa

Cameroon

Central African Republic
Gabon

Ghana

Guinea

Liberia

Morocco

Rwanda

Sierra Leone

Sudan

Tunisia

United Arab Republic

Total
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*Under $50,000,
Figures may not add to totals because of rounding,



December 3, 1970

FOR IMMEDIATE RELEASE

Commendation of Two Top Bank Officials

Acting Secretary of the Treasury Charls E.
Walker today sent separate telegrams to
Mr. Richard P. Cooley, President of Wells Fargo
Bank in San Francisco, and Mr. A. W. Clausen,
President of Bank of America in San Francisco,
commending them for their reduction in consumer
lending rates:

"Secretary Kennedy, who is
abroad, asked me to commend your
reduction in consumer lending rates
as both consistent with underlying
market conditions and very much in
the public interest. If emulated
by business and labor in general in
their price and wage decisions, the
road back to high employment and
growth, without inflation, would be
both shorter and smaller."

/s/Charls E. Walker
Acting Secretary
of the Treasury

K-541



BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM

Office Correspondence Date__Decenber 7, 1970,

To

Board of Governors Subject:__U.S. banks' Euro-dollar

From

Ralph W. Smith & Robert C. Bradshaw positions.

(through Mr. Hersey)

1. Attached is a table showing the positions of the nine
historical-base New York City banks with respect to their reserve-free
bases for the computation period ended November 25. Four banks gave up
a total of $521 million of their combined reserve-free base in this
period. Chemical Bank was the only bank to make an initial cut in its
base during that computation period, reducing it by $35 million.

Detail on banks outside New York will not be available
for several days.

2. In the three days (December 1-3) following the Board's
action raising marginal reserve requirements on Euro-dollars, U.S,
banks increased their liabilities to their own foreign branches by
$978 million, despite the high cost differential between Euro-dollars
and domestic funds during this period. While the daily series is quite

- volatile, this is nevertheless a very large increase, and perhaps

indicative of the effect of the Board's action.

Attachment
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Net Liabilities of New York City Banks to Foreign Branches Plus Assets Sold to Foreign Branches

The Bank of New York
Bankers Trust Company
Chase Manhattan

Chemical

Fixst Nat'l, City; N.Y,
Irving Trust Company
Manufacturers Hanover
Marine-Midland Grace
Morgan Guaranty

Total

PRELIMINARY DATA

(Four Week Computation Period Ending November 25, 1970)
(millions of dollars)

1/
Reserve-free base™
Computation
May period endinggl
1969 10/28/70 11/25/70
84.1 792
998.3 810.3 711.9
2,239.2
853.4 818.7
1,453.4 1,182.2 901.3°
838.9 358.1 43%:.5
583.5
280.9 270.3
1,269.8 1,249.6
8,591.5 7,825.8 7,305.2

Change from

Four weeks ending:

November 25,

October 28, 1970

previous Daily Excess over Excess over
computation average reserve-free reserve-free
period outstanding base base
80,2 1.0 1.6
-98.4 7119 - -
2,251.4 &322 0.8
-34.7 818.7 -- 0.8
-280.9 901.3 -- --
~106.6 451.5 -- - '
586.5 3.0 2.6 \
283.3 13.0 10.4
1,252.5 2.9 Sl
-520.6 1,337 3 az2. 1 ZE9

1/ Four week daily average of net liabilities to foreign branches plus assets
2/ No entry indicates that the reserve-free base in the previous period shown was still in use.

sold to foreign branches.



BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM

December 9, 1970,

DATE

i Chairman Burns

rrov ROBERT SOLOMON

Attached are two tables that you

requested:
1, The main elements of the

U,S, balance of payments in recent

years,

2, The reserve assets and major

liabilities of the United States,

Attachments,



Summary of the U.S. Balance of Payments
(millions of dollars; deficit (-))

1960-65 1966-68 1970
Average Average 1969 Jan-Septl/ Year(est.)

Over-all balances
as published

Liquidity basis -2,547 -1,577 -7,012 -3,962 -4,300

Official settlements bal. -2,053 -504 2,700. - =7.151 -6 -8 500
before special transactions Z/

Liquidity basis -2,855 =3,110 -5,958 -4,110 -4,500

Official Settlements bal. -2,259 -555 2,758 -7,438 -8,800
Selected items:

Trade balance 5,346 2,803 638 2,054

Goods and services 6,098 4,335 1,949 2,957

U.S. private capital -4,385 -5,127 -5,233 -4,897

Foreign private capital 826 5,823 13,199 -296

(Liabilities to foreign banks) (438) - (2,452) - 49,217) (3.352)
Military expenditures, net -2,392 -3,071 =3,3385 -2,616

1/ Seasonally adjusted, before allocation of $867 million of SDR's
g/ Special transactions include sales of 'hon-liquid¥ U,S, Government

obligations to foreign governments as well as other arrangements designed
to reduce the published deficits (primarily the liquidity deficit),

December 7, 1970,



U.S. Reserve Assets and Liabilities

CONF IDENTIAL (FR)

(millions of dollars)

Reserve assets, total
Gold
IMF gold tranche
Special drawing rights
Convertible currencies

Liabilities to foreign reserve holders
Liquid2/
Non-1liquid

Net official reserves

Liquid liabilities to
foreign commercial banks

1/

12/65 12/68 12 /69 10/70 11/70
15,450 15,710 16,964 15,120 14,891
13,806 10,892 11,859 11,495 11,478

863 1,290 2,324 1,823 1,812
-- -- -- 1/ 991 961
781 3,528 2,781 811 640
16,821 18,574 17,162 22,726
16,206 13,511 13,011 18,713
615 5,063 4,151 4,013
-1,371 2,864 - 198 -7,606
7,419 14,472 23,614 20,223

= Initial allocation on Jan. 1, 1970 was $867 million.

2/ Includes IMF gold investment and gold deposits.

December 9, 1970
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM

Ofﬁce Correspondence Date_ December 9, 1970.

To Board of Governors Subject: Corrected table on New York

From Ralph W. Smith and Robert C. Bradshaw banks' Euro-dollar positions.

(through Mr. R. Solomon)

Please substitute this table for the one circulated on
December 7. The original table contained an error on Irving

Trust's base in the October 28 reserve computation period.

Attachment



STRICTLY CONFIDENTIAL (FR)

PRELIMINARY DATA

Net Liabilities of New York City Banks to Foreign Branches Plus Assets Sold to Foreign Branches
(Four Week Computation Period Ending November 25, 1970)
(millions of dollars)

1/

Four weeks ending:

Reserve-free base” Change from November 25, 1970  October 28, 1970
Computation / previous Daily Excess over Excess over
May period ending= computation average reserve-free reserve-free
1969 10/28 /70 11/25/70 period outstanding base base
The Bank of New York 84.1 79.2 80.2 1.0 1.6
Bankers Trust Company 998.3 810.3 731.9 -98.4 711.9 <ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>