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BOARD CF GOVERNORS 
OP" THC 

FEDERAL RESERVE SYSTEM 

ce Co r~spondence Date May 6 1 1971 

T Chairman Burns Q, ________________ _ Subject: 2:45-3:00 Market Report 

From Paul Kelty 

Domestic Securities Markets 

Prices of U. S. Government securities are somewhat higher now 

than at their opening levels today, although the market is still very 

uncertain. Most issues are now about 2/32 higher to 2/32 lower on the 

day. The two when-issue notes are slightly higher than their 11:00 o'clock 

levels . The S's of 8/72 are quoted 99.31--100.02, while the reopened 

S-3/4's are at 99.18--.22. Selling pressures in the when-issued notes 

have abated relative to yesterday, although investor demand for them 

is said to be light. Treasury trust accounts have purchased some $35 

million of coupon issues today. 

The tone in the bill market is firm, with most issues now 

about 1 to 9 basis points lower on the day. The 3-month bill is down 

9 basis points to 3.83 per cent bid. Dealers have reported a good 

demand for bills today, including a large amount of buying by Japan. 

The dealers also anticipate a good reinvestment demand to stem from the 

outflow of dollars abroad. Moreover, the market is in a good technical 

position. 

Federal funds are trading at 4-5/8 and 4-3/4 per cent, with the 

quote ranging between 4-1/2 and 4-3/4 per cent. The System has made 

$949 million of repurchase agreements, including $882 million against 

Governments and $67 million on bankers' acceptances. 
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Chairman Burns 

The corporate and municipal bond markets are qui,et with relatively 

little price change. In the stock market , the Dow-Jones industrial average 

was up 1. 90 points at 2:00 P.M. 
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CONFIDJ':NTL~L (FR) 

May 6, 1971 

To: Chairman Burns 

From: Jan W. Karcz 

Subject: Foreign Exchange Mark.et• 

2 :30 Call. 

With most European central banks not supPorting the dollar, exchange 
markets were much quieter t ,oday. Euro-dollar rates firmed very sharply as 
a scramble for dollars needed to cover last two days I sales developed; the 
overnight rate at one point reached 40 per cent. 

Most rates varied erratically in response to various statements by 
W'est German officials but on balance changed little from yesterday's close. 
At 2:15 the premiums on the official ceiling rates were: 

Deutsche Mark 
Swiss Franc 
Guilder 

+ 1.,49 
+ 3.50 
+ 1.04 

The only central bank intervention reported was by the Bank of Japan 
which took in $330 milli.on; the bank issued a statelilellt that the present yen 
parity will be maintained. 

At 11:00 the covered arbitrage calculations were: 

U.K. l oca 1 authority 6.48 Canadian bi 11s 2.95 Canadian fin .. paper 3.88 
3-mo. Euro-$ 7. 63 - u.s. bills 3.86 U.S. fin. paper 4.50 
Gross advantage 1.15 Gross, advantage 0.91 Gross advantage 0.62 

Sterling discount 0.82 C$ premium 1.33 C$ premium 1.:n -Net, favor Euro•$ 2.97 Net, favor Canada 0.42 Net, favor Canada 0.71 
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DRAFT-.2: PAV: 5/6/71 

After full review of the recent developments in 

internati onal financial Secretary of the Treasury 

John B. Connally today again expressed the view of the 

United States Government that existing exchange rate 

parities would provide an appropriate basis for the re-

opening of exchange markets in various European centers. 

Such action in the interest of international monetary 

stability will require further close cooperation among 

national monetary authorities, particularly in dealing 

with the problems posed by large, short-term capital 

movements. As in the past 1 the United States is prepared 

to participate fully in such immediate cooperative 

action. 

Ii 
.......___,... 



- 2 -

The current disturbances in the exchange markets also 

heavily underscore the urgency of dealing with the out-

standing problem.a of the international economic system. 

Certain of these problems, growing out of the enlargement 

of the Eurodollar market and the volatility of short--term 

capital flows, have already been the subjec.t of review 

by central banking and government officials. Ve expect 

that review to be intensified 1 with conclusions, reached 

promptly. 

The underlying deficit in the balance of payments --

estimated at some $2-1/2 - $ 3 billion -- must be dealt 

with in a forcible manner. Tot that end, the United States 

has undertaken a full review of relevant aspects of our 

foreign trading, assistance end defanse policies. 

u .... 
Secretary Connally. in emphasizing the importance of 
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dealing with this underlying deficit• noted that the 

imnediate financing of this underlying deficit is clearly 

manageable in the context of the ·larger interests of 

defense of a stable monet:ary and liberal trading system. 

At the present time. a a result of the large flows 

of money in search of higher interest returns~ and more 

recently with spec~lative motivations, the dollar reserves 

of Germany -- and to a lesser extent a few other European 

centers -- have reached exceptionally high levels. The 

United S,ates Treasury, in pTesent circumstances, is 

prepared to assist in the orderly investment of these funds 

through special Treasury securi~ies. 

These views have been conveyed to the monetary 

authori.ties of other countries dim ctly concerned, 



recognizing that decisions as to their exchange rates are 

properly a matter for those governments. The United 

States contemplates no change in its gold and foreign 

exchange policies. 

oOo 



To: Ch:1riman Burns Re : 1'iarket at 12 : 00 

1''rol11: C. C. Bal.er 

'i'he bill marke t has improved in the wake of the Desk's 

outright cash purc tiases of ~1'70 million of bills for System account; 

and rates are down 3 to 4 basis points. In coupon issues, the 

new when-issued securities are still under pressure but prices are 

about as they were earlier. The long end of the outstanding rnarket 

has improved about 8/32 in price but the rest of the market is still 

unsteady . Federal funds are still trading at 4- 7/896. 

The Desk now sees about ~625 million of overnight Rp ' s that 

can be done and it is still requesting dealers to round up additional 

collater&l for further Rp ' s . Uithdrawals of outstanding Rp' s no~J 

total about ~250 million. 
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The Department of tlfe TREASURY 
WASHINGTON, O.C. 20220 TELEPHONE W04-2041 

MEMORANDUM TO THE PRESS: May 7, 1971 
In resoonse to further inquiries, Secretary of the 

Treasury John B. Connally said today that the Administration 

was continuing to carefully follow the soeculative 

exchange market nrohlem in Eurooe and remains prenared 

to coonerate fully with others to assist in stabilizing 

the situa :- ion. 

The Secretnry emnhasized the United States contemnlates 

no change in its own gold and foreign exchange oolicies. 

Secretary Connally again expressed the view of the 

UniteJ States that maintenance of current oarities could 

nrovide a basis for reooening the markets in various 

Eurooean centers. The Treasury is orenared to assist 

those few central banks receiving largo amounts of dollnrs 

in recent weeks in the orderly investment of a nortion of 

r-hes0 funds through snecial Treasury securities. 

The Secretary ooin ~ed out that crnsistent with 

orderly economic exnansion, the U.S. was now making 

visibly ,nore orogress against inflation than its major 

trading nartners overseas. This is the fundamental basis 

for con inued confidence in the dollar at home and abroad. 

~onetary authorities of other countries are aware 

of these views in reaching their decisions with respect to 

exchan~e rates and other nolicies. 

o0o 



INTERNA.rlONAL MO~ET ARY FUND 
19th and H Streets N. W., Washington, D.C. 

PRESS REIEABE NO. 839 FOR IMMEDIATE RELEASE 
May 9, 1971 

The Federal Republic of Germany has informed the Fund that in view 
of the recent situation in foreign exchange markets, including large 
capital movements, for the time being it will not maintain the exchange 
rates for its currency within the established margins. The Netherlands 
government has informed the Fund that it has found it necessary to take 
similar action because of recent movements of foreign exchange and the 
action of the Genna.rt authorities. 

20431 

The two countries have given assurance that they will continue in 
close consultation with the Fund, and will collaborate fully in accord.a.nee 
with the Articles of Agreement. They have also given assurances to the 
Fund with respect to the resumption of the maintenance of the limits 
around par, in the interest of the smooth functioning of the international 
monetary system. 

Belgium has notified the Fund that it is adapting the regulations 
concerning its free market for capital transactions with a view to stemming 
any large inflows of capital. 

The Fund has given consideration to various ways of coping with the 
difficulties presently facing its members. In its consultations with 
members, and in its continuing work, the Fund will seek to maintain and 
strengthen the basic principles of the Bretton Woods system. The recent 
disturbances demonstrate the need to improve the international adjustment 
process and to bring a.bout a. better coordination among members with respect 
to their internal and external policies. 



INTERNA-rlONAL MO~ET ARY FUND 
19th and H Streets N. W., Washington. D.C. 

PRESS REI.EASE NO. 838 FOR IMMEDIATE RELEASE 
May 9, 1971 

After consultation with the Fund, the Government of Austria has 

20431 

changed the par value of the Austrian schilling, in accordance with the 
Articles of Agreement of the International Monetary Fund, from schillings 26 
to schillings 24.75 per US$1 effective May 9, 7:00 p.m., Washingt on time. 

The initial par value of schillings 26 per US$1 was established with 
the International Monetary Fund in April 1953 and the present change is 
being made under that provision of the Articles of Agreement of the Fund 
which entitles a member country after consultation with the Fund to make a 
change in the initial par value pot exceeding 10 per cent. 

Expressed in terms of gold and in terms of the U.S. dollar of the 
weight and fineness in effect on July 1, 1944, the new par value of the 
Austrian schilling is: 

0.035 905 S 

866.250 

24.750 0 

4.040 40 

gr am of f i ne gol d per Austrian schilling; ::. , .. _ .. : 

Austrian schillings per troy ounce of fine gold; 

Austrian schillings per U.S. dollar; 

U.S . cents per Austrian schilling. 



BOARD OF GOVERNORS 
OF THE 

FEDERAL RESERVE SYSTEM 

Office Correspondence Date May 12, 1971 

To. ___ ~C~h~a=i=r_ma=n~B~u~r=n=s _______ _ Subject~· _____________ _ 

Attached is a first progress report, from Mr. Pizer, 

on efforts to glean some specific facts about recent speculative 

or hedging movements of funds from this country. 



BOARD O F GOVERNORS 
OF" T H E 

FEDERAL RESERVE SYSTEM 

Office Correspondence Date __ Ma-"-y_1_2__,,'--1_9_7_1 __ _ 

To Mr. Hersey 
·--------'----------- Subject : __ S_u_r_v_e_y_ o_f_ l_i _q_u_i _d_ f_u_n_d_s ___ _ 

Fro~m _ __ S_a_m_u_e_l_ P_i_z_e_'y° _ __, _______ _ held abroad by corporations. 

As I understand it, the Treasury (Mr. Schaffner) requested 

the OFDI to initiate some inquiries to major corporations to find 

out to what extent they had added to their liquid balances abroad 

between the end of April and May 7 . . This was done by telephoning 

on May 10 the twenty corporations with the largest allowables for 

liquid foreign balances. This was presented to the corporations 

as a voluntary inquiry not connected with compliance. A few 

were reluctant, but in any case OFDI expects to have replies 

from all of them by the end of the week and they will supply us 

with the results. The first reaction on the telephone by many 

companies was that they had not done anything like this. 

We will get a copy of the questions that were asked. In 

general the companies were asked if they had increased foreign liquid 

balances held either directly or for their account by their subsidiaries 

in the first week of May, or whether they had made any prepayments of 

debt, and they were asked to break down their holdings as between 

dollars and foreign currencies . 

In talking to the Treasury about this, I learned that the 

Treasury people are also interested in finding out what had happened to 

large payments made by petroleum companies to the oil-producing countries 

during April. Such payments approached $2 billion, and I said we would 

(i 
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Mr. Hersey -2-

see what could be discovered from the banks about the disposition 

of these funds by the countries receiving them. I have given Fred 

Klopstock at the New York Reserve Bank the facts the Treasury has on 

oil royalty payments in April, and I asked him to look into the 

question. 

cc: Mr. Solomon 
Mr. Gemmill 
Mr. Reynolds 



BOARD OF' GOVERNORS 
OF THE 

F EDERAL RESERVE SYSTEM 

Office Correspondence Date._---1:M,.,,a=y____._.14 ..... ,___,_1_,,_9 7.,_1.__ __ 

To, __ ~Cwhwa"-J.j..._r.JJ,m..,awo'--""B...,u..,_r .... o""'s ____ ____ _ Subject._• _________ ___ _ 

Fro,umL.....,jA::i...,__.D.,B • ,£~~ __,_·,---::1..-=-

L,..A- CONFIDENTIAt (FR) 

Attached is another report from Mr. Pizer on attempts to 

get more precise information about the outflows that were swelling 

the weekly balance of payments deficits through Wednesday the 5th. 

We have still to get further reports on the OFDI survey. 

cc: Mr. R. Solomon 
Mr. Holland 

_ ........ 



BOARD OF GOVERNORS 
OF THE 

FEDERAL RESERVE SYSTEM 

Office Correspondence Date May 14. 1971. 

To. ____ --=M=r=--=--· _H=e-=r-=s-=e'--'y'----------- Subject : __ F~l~o~w~s~o~f~f~u=n=d=s_i=n~t=o ____ _ 

Fro~m..._ ___ S~a~m=u-=e-=l=----=P-=i~z~e~r,._ _______ _ Deutsche Marks. 
C0NFIDENTIAL (FR) 

In the last few days the New York Bank (Scott Pardee) at 
our request has made some inquiries to try to discover some infor-
mation about the source of funds going into Deutsche marks since 
the end of April. The first set of questions related to what the 
oil-producing countries might have done with their April tax receipts. 
A large part of those receipts are in sterling, and the Bank of England 
reports that they saw nothing out of the ordinary in the disposition 
of those receipts this year: Ordinarily the countries concerned have 
already incurred expenses in anticipation of the receipts so that they 
quickly move out of these accounts in any case. The Bank of England 
saw nothing different about transactions this year, and did not detect 
any extraordinary flows from these accounts into DM. 

U.S. banks had very much the same impression, i.e., the 
countries do not ordinarily keep more than minimum accounts in the 
U.S., and on this occasion seem to be following practices similar 
to those followed at this time of the year in other years. In 
general, the banks felt that they were not likely to be able to 
detect any extraordinary transactions involving conversions of 
deposits held in the Euro-dollar market into DM, but they did not seem 
to have the impression that the oil countries' funds were taking that 
course. 

Pardee reports that he and others at the New York Bank have 
a feeling from reports of Euro-market activity and from whatever 
conversations they have had with banks in the market that there were 
large conversions by U.S. corporations of U.S. funds into DM. In 
particular the U.S. banks reported picking up a very large amount of 
DM on Wednesday morning, having placed overnight orders. This was 
done partly for their own account to meet the commitments on earlier 
sales of DM to customers and partly directly for the account of 
customers. 

The New York Bank has also discussed with the Bundesbank 
the possible sources of funds going into Germany, but up to now the 
Bundesbank reports that they have not been able to develop any useful 
information on this subject. 

cc: Messrs. R. Solomon, Reynolds, Genmill, and Bradshaw 
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The Honorable Willtara Proxrdr• 
CoDilni tte• on Banking, Housing and 

Urban Affairs 
United States Senate 
Washington, D. c. 20510 

Dear Sena tor Proxud.re: 

MAY 14. 1971 

Your letter of May 3, attaching a reprint .of an article by Milton 
Friedman, asks for cotlAent on the i11ue of wbethet the aubstantial 
r•t• of arowth in money supply over the -past few month• ie related 
to "obsolete procedurea" in carryin, out: mon•t•.ry policy, wtth too 
much emphasis being pl•c•d on aoney market coDditiona and interest 
rates. l would tay that the 110netary growth experienced b not 
the product of a ptocedural problem, but ratur tha.t it reflect• 
fundamental force, in the economy and baa to be evaluated in 
relation to these forces. 

The recent rapid growth r-.tes in ®ney, both narrowly defined to 
include currency and demand deposit• (M1) and more broadly defined 
to include al•o time and savings depod u at couaerdal banks other 
than large CO'• (ff.2). may be attributed mainly to two conditioning 
citcUDL9tancea. First. perticularly with respect to narrowly defined 
i:ooney, the recent rapid growth bas reflected the temporary eurge in 
demand for cash bal.ancea to accommodate enlarged transaction.a need• 
of the public resultiag frOII the poat~auto•strike rebound in 
economic actbity. In the fourth quarter of 1970, becauae of the 
auto strike, the nation'• groas national product valued in current 
pl'ices rose at leas than a 2 per cent annual rate; in the first 
quarter of 1971, with production recovering from 1trike•depretaed 
levels, GNP roee at about a 13 per cent an.nu.al rate. Over the 
course of those two quarters. and rouahly paralleling the awing in 
GNP growth rat••• ratea of increase in M1 were atound 3-1/2 per 
cent and 9 per cent, re•pectively. 

Wbi le temporary variat1ona it\ tran1actions de.mands for caeh in th• 
economy were central in explaining Mt behavior <>ver the past few 
lllOnths, it should alao be noted that Treasury eaeb 11ti1nagemeot 
practice, have been a factor. There waa a sizable net transfer of 



fUDde fl'oat the U. • QoverQll.1ht to pr1 vat• ••ct ra l&te in th• fir. t 
ctWlrter • indic::ated by a coulderabl• drop on •v•raa• in Go'¥er:U1ent 
depoaita froa F•bl'Uary to March. \• often oc~11ra, •uch ut tra.uf•r• 
led to a ce-,or•ry enlaraement of cub b&l•nc•• in private hand•• 
iace ,uktna 111 ••rly April, th• ovutaadiaa amount of M1 be• 

4•cUIMld Oil oalaac•• in part l'•fl•cttua repl•al•llilltnt of th• Trea•ur, 
c.a•b balance. 

Ta ••coad prf.DCtpal uplaaatioa .for rapid arowth ia y pertain 
mataly to~• Io t1\(t early aon.th• of l.971, ther• wa• • 1barp •purt 
ln Mt lnflon of tl• &Gd Mvha• deposit• otbel' tball lat' .. Ct>'• to 
b&Ab. ro~ th• !JlO•t pare die•• al'4t couaumer-cy,- t1- •ad eavtna• 
depo•1t•. We believe this ap-nt wu largely the re,ult of OH• ti• 
tc-aaa.fer1 of ••Yllll• by con•um1ra out of marut iwitrwmant•• on vbich 
yield• bad dropped tbarply durtng the fall awl wiAt•r• to time and 
••vioa• d-,otita at i.ua, ~bo•• yield• bad been IUiat&tuct. Accord-
1111 to Pt'•l1'8lsuar1 ••U.•t•• eontaiued itt th• Board'• quarterly £l.ow-
of•fll0d• ac.couata, taou.eholda eold or red•med• net, about $11-1/2 
billion of cl'edit •rut imtrurnants, pri.nd.pally u .. Go•rwaenc 
••curit:l••• ill th• fii:at quarter. Ia •ubatitutioa, AM r•U•cting 
abo a cont.lnuect high rate f aet new per1oul ••.,1111, they •dded 
about $1S oilllon to their holding• of tlra1 aad ••~ina• deposit• at 
conaerctal benka and aboqt 111100. to deposit• at IIDDbaak aavinaa 
lna ti tutioa•. 

Moat ree•nUy, net laflowa to beau of CODl~r- type ti• depod ta 
ha•• slowed to •r• aoderat• proportiou •• IIIIAY baaka adjuated their 
offerina rat•• dowa a.ad a, the UIOW:lt of savina• avaU.abl• fol' •b1ft.• 
1Q& ••• in •ay eveat, voi-ked off. Thi• ha• led to a avbatantial 
soderauoa in th• arowth rat• of "2 foll.OlfiOI ao un"8ual.ly t"aptd 18 
per eent annual rat• of incr•••• over the fl.rs t quarter •• a whoh. 

To alow down tbe 1rowth in 1110Ae7•-eltber Ki o~ Nz--i:,ver the vinte&' 
-,.riod of wry rapid arowth wovld u-.. reqiir-.:t tlMa federal h•ene 
to bold back OD tlw provitiou of ballk reaerv••• Total r•••n•• of 
lN.rdr.a ro.• at about an 11 per ceac umu.tl rate in th• firat quart•r, 
which acc~ted-•at tile intereat rat•• pl'hailha dut'1q cu 
,-rlod ..... the t-,oxary ri" la d•au.d• for cub n4 th• l&qe antft by 
COA1wa1n·• tn the foru in wlllc:b tlletr ••ri.aa• ere held. lt upautoa 
tn r•••n•• had Men at• •lQlftC' r•t•• ••111&1.'kat cof.ldtUOI.\I would 
bav• be•11 contiderably t1pn•r ••• ta0r• broadly, both ebort• 411d 
lOIJl•t•r• htereat rat•• wo~ld ba•• NeD ht&b«r tbaD they wre. A• 
f.:t turned out, th• }'leld on new hiah•ar•d• corporate bonda reached a 
lc:,w potat 14 l•t• Jeuuary • •• ainc• riaen by o.-r OM fvU per 
cent. And 111 •bort•t•r• markate, Trqaury bill x-at•• ver• et low• 
tn .U-Mareh arid MM atac• rlaea, depeadina Oil maturity, by 60 tg 
almo1 t 100 bail• potats. 



!he Sonorable WiU.ia,o Prox. re 

During th• p& t several otbs• theu, i haa baea necu1ary to waigh 
beba'1io1' of tb• monetai-y aggregate• apiast tbe behavior of interest 
rate • and to •••u• them l>Qth in relation to th• prospects for the 
•~r•aatb o ecODQd.o neovery end in llgbt of tb• i t..-i·u.tiou:l 
polition of tb• dollar. Tb• P'ed•r•l ••rv• ba not coamit,ted ttaelf 
eo a .rinal• fiunctal iDdtcator: or obj~dv• tn a•ualq netary 
olicy, but ••ab f.nat••d to t'elat• over-all financial colllditiOi\8 to 

the •,ectfic economic development• aad proapect• of the time. la the 
•r1od Wide~ re·dew, there were specific aplaaaciou for behavior of 

tu ..areaac:ea whicb indicated that the rapid rate• of growth would 
tead to be ••lf•corncttiaa. reover, et.nc• the «CO!lOAay wu in the 
beaimtiag t.•Dd•:c eup of reeoffry, v• judpd that there ••• w.,,h,.. 
d.•k that any aipificaAt tightMU.111 in cnadit mi1n:ltet•••p.uttcul•rly 
loag•t•r maruts•-ml&bt uaper proar••• toward the •pan•ioa ia 
economic udvltJ and lsi job opportllD1t1•• toward wbicb -we •~• .all 
etrtriaa. 

1 ope thu• cQllllllnU wl 11 pro ••ful to you. l recoam-•• ~hat 
thtr• caai M rooaa !or dlffereace ta ••11••• of CH appropriate••• 
of f1oanc1•l dhelo,- ta, eVtto tald.aa ac.cowu of the eCOAOmtc env1ro .. 

nt in wldel:a tbay bave occurred. S'lae ••••ntial point, taov.v•i- 11 1• 
that the recent npid arowth la th• aarept.•• b oot • .. tter of th• 
prooedurea waed 1D earrytq out oper.a merket operat1ou 11 but IIU9t " 
lewd J.n reJ.adon to cnoit Ml'lutt CoadiUou generally,. to aa 

appru,al of WMt •uch conaid.oaa WOt.ald have been if •ffo1a:s bad be•a 
rade to red~ arovdl rat•• Wld•r the ch·c taac•• of the time, and 
to ou•• •••••• nt of Qu.rrent ftonoad.~ coad1tion1 ADd economic 
ro•,-ota. 1 e&D &t9ur• you that• en utebina tM behavior of tbe 

tary aaareaat•• aretu 1,. •• .-11 •• the ~rfor~• of th• ·money 
ca.d capital •rkeu, aDd that. w •i-• prepared to aw• if that Mbavtor 
ahould appear to thrtate the pro•~en for ordedy •canom.c proareH. 

SHA:JCP:cmc 
5/13/71 

stacerely, 

(Sfg?aed) Arthur f. Burns 

Artbul' F. luru 

;?OR 

G 
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FNMA AUCTION 
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SECURITY MARKET DEMANDS 
CORPORATE BONDS Public Offerings 

BILLIONS OF DOLLARS 

3 

2 

1 

0 

MUNICIPAL LONG-TERM BONDS 
3 

2 

1 

0 

FEDERALLY SPONSORED AGENCY Net Borrowicig 
2 

+ 
0 

U.S. TREASURY Net Cash Borrowing 

1970 5 

+ 
1-r-.-..-,,,d--l.....aa_,,....____.1.....&&.1l-.r-.......... ....l-l...-....L....1-.,.....,..----l--L...--L-l.,_---L.~Q_ 

.....___. _ __,1., _ __._ _ _.__ _ _.___...___. _ _._ _ __._ _ _.__ _ _._____.5 
J F M A M J J A S 0 N D 

CUMULATIVE BORROWING 

Through April 
1970 6.51Billion 
197110.61Billion 

Through April 
1970 5.7 Billion 
1971 18.6 Billion 

Through April 
1970 4.6 Billi9n 
1971 -0.3 Billion 

Through April 
1970 -2.7 Billion 
1971 1.5 Billion p 

.. 



Table 3 

SELECTED LONG-TERM INTEREST RATES 
CONFIDENTIAL (F'R) 

MAY 14, 1971 

PERCENT 

4 5 7 
Corporate Bonds U.S. Govt. FHA Mortgages 

Period Bond Buyer's (10-Yr. Constant (Secondary Mkt. FNMA Auction 
1 Moody's Seasoned Municipal Maturity) Yield) Yields 

New issue Aaa 2 Aaa 3 Baa -

1970: High 9.30 8.60 9.47 7.12 8,06 9.29 9.36 
Low 7.68 7.48 8.59 5.33 6.29 8.40 8.36 

1971: High 7.93 7.46 8.97 5.96 6.53 -- 8.36 
Low 6.76 7,06 8.34 5.00 5.42 -- 7.43 

1970: July 8.63 8.44 9.40 6. 53 • 7.46 9.11 9.17 
Aug. 8.48 8.13 9.44 6.20 7.53 9.07 9.03 
Sept, 8.42 8.09 9.39 6,25 7.39 9.01 9.03 

Oct. 8.63 8,03 9,33 6,39 7.33 8.97 8.91 
Nov. 8.34 8,05 9.29 5,93 6,84 8.90 8.92 
Dec. 7.80 7.64 9.12 5.46 6,39 8.40 8.43 

1971: Jan. 7.24 7.36 8. 74 5.36 6.24 8. 16 
Feb, 7.28 7.08 8.39 5.23 6.11 7 .67 
Mar. 7.46 7.21 8.46 5.17 5,70 7.32 7.44 

Apr. 7.57 7.25 8.45 5.37 5,83 7.37 7 .49 

Mar. 5 7.79 7.12 8.40 5.37 6,07 7.43 
12 7.54 7.20 8.47 5.28 5,82 
19 7 .14 7.26 8.50 5.00 5.61 7.45 
26 7.08 7.25 8.47 5.03 5.42 

Apr. 2 7.15 7.22 8.46 5.15 5.55 7.44 l e:,, 9 7 .16 7.23 8.45 5.21 5.61 

v~~,"/ 16 7.32 7.24 8.45 5.32 5. 77 7.45 
23 7.54 7.24 8.42 5.48 5,98 
30 7 ,81 7.30 8.47 5.69 6,03 7.54 

May 7 7.88 7 _43!.I 8.52!.I 5.84 6. 24!.I 
14 7.93 7.46 8.57 5.96 6. 2s£.I 7.68 

b,~( tit 

NOTES: Weekly data for Aaa corporate new issues, Moody's seasoned bonds and 10-year U.S. Government bonds are daily averages. Other 
weekly data are single-date figures. FN1A auction yield is the implicit yield in weekly or bi-weekly auction for 6-month forward 
coumtitments on Government underwritten mortgages. 

FR 712 - C 

( 



Table 1 

SECURITY DEALER POSITIONS AND BANK RESERVES MA'! 14, 1971 
MILLIONS OF DOLLARS 

, T/ U.S. Govt. Security Other Security ,,,,. 
Dealer Positions Dealer Positions Member Bank Reserve Positions 

Period 1 2 3 Corporate 4 Municipal 5 B • lti N t - Basic Reserve Deficit 
Bills Coupon_ Issues orrowings e - -

Bonds Bonds atFRB Reserves (7 I 8 New York (B) • 38 Other 

1970 -- High 4,259 l-,728 369 421 1,681 -1,451 - 3,361- -5,619 
Low 1,092 257 0 20 270 68 409 -3,076 

1971 -- High 4,733 2,089 308 394 561 - 380 -4,779 -5,499 
Low *l,559 *l, 066 22 96 84 202 -1,740 -3,006 

( 

1970 -- Apr. 3,466 692 102 140 865 - 687 -1,932 -4,628 
May 1,428 949 32 119 924 - 765 -1,600 -3,306 
June 1,509 562 45 221 907 - 735 -1,537 -3,608 

July 2,365 626 45 112 1,317 -1,133 -1,473 -4,053 
Aug. 2,630 1,435 90 135 881 - 707 -2,257 -3,957 
Sept. 2,903 1,064 107 107 595 - 398 -1,853 -4,151 

Oct. 2,724 1,120 98 242 468 - 274 -1,842 -4,282 
Nov. 3,013 1,662 61 120 409 - 199 -2,340 -4,703 
Dec. 3,739 1,636 221 279 348 84 -2,856 -4, 713 

1971 -- .Jan. 3,555 1,767 82 188 377 - 140 -2,265 -4,485 
Feb. 2,829 1,579 160 265 336 75 -2,568 -4,227 
Mar. 2,972 1,252 110 191 312 120 -2,847 -3,927 

Apr. *3,268 *l,336 100 253 152p 24p -3,752 -4,403 

1971 -- Mar. 3 3,235 1,104 133 266 268 - 88 -2,300 -4,064 
10 3,048 1,143 75 160 421 - 339 -3,205 -4,343 
17 2,780 1,229 90 112 290 - 25 -2,764 -4, 122 
24 2,103 1,387 87 186 333 - 265 -2,973 -3,834 
31 3,790 1,344 167 230 257 119 -2,566 -3,213 

Apr. 7 4,733 1,484 164 360 197 80 -3,556 --4,473 
14 3,613 1,252 58 202 150 58 -4,365 -5,499 
21 *3,007 *l,261 128 251 84 - 3 -4, 714 -4,593 
28 *2,306 *l,318 48 U7 177p - 95p · -2,837 -3,491 

May 5 *l,743 *l,304 90 125 175p 202p -2,224p -3,006p 
• 12 *l,559 *l,066 55p 160p 98p 144p -3,945p -3,50lp 

19 
26 

NOTES: Government security dealer trading positions are on a commitment basis. Trading positions, which exclude Treasury bills financed by repurchase 
. agreements maturing in 16 days or more,' are indicators of dealer holdings available for sale over the near-term. Other security dealer positions 

are debt issues still in syndicate, excluding trading positions, The basic reserve deficit is excess reserves less borrowing at Federal Reserve 
less net Federal funds purchases. Weekly data are daily averages for statement weeks, except for corporate and municipal issues in 
syndicate which are Friday figures. *--STRICTLY CONFIDENTIAL FR 712 - A 
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Period Federal Funds 

1970 -- High 9.39 
Low 4.82 

1971 -- High 4.59 
Low 3.29 

1970 -"'. Apr. 8.10 
May 7.94 
June 7.60 
July 7.21 
Aug. 6.61 
Sept. 6.29 
Oct. 6.20 
Nov. 5.60 
Dec. 4.90 

1971 Jan. 4.14 
Feb. 3.72 
Mar. 3.71 
Apr. 4.15 

1971 -- Mar. 3 3.41 
10 3.29 
17 3.93 
24 3.70 
31 4.02 

Apr. 7 3.98 
14 4.20 
21 4.27 
28 4.14 

May 5 4.41 
12 4.59 
19 
26 

Table2 

SELECTED SHORT-TERM INTEREST RATES 
PERCENT 

2 3 4 5 
Dealer 90-day 30-89 day Treasury Bills 

Loan Rate 60-89 day CD's Euro-dollar Finance Co. 
Paper 6 7 

90-day 1-Year 

9.98 7.88 10.34 9.00 7.92 7.57 
5.22 5.50 6.79 5.00 4.79 4.77 
5.41 5.38 7.36 5.25 4.87 4.73 
3.85 3.50 5.04 3.25 3.32 3.53 

8.81 6.50 8.36 7.97 6.51 6.53 
8.53 6.50 8.86 8.03 6.84 7 .12 
8.22 6.84 9.39 7.81 6.68 7 .07 

7.91 7.85 8.76 7.90 6.45 6.62 
7.28 7.68 8.19 7.69 6.41 6.55 
7.07 7.26 8.03 7 .08 6.13 6.39 
6.67 6.63 7.94 6.63 5.91 6.23 
6.16 5.95 7.17 5.81 5.28 5.39 
5.36 5.53 7.25 5.15 4.87 4.84 
4.93 4.85 5.92 4.69 4.44 4.40 
4.23 4.13 5.54 3.85 3.70 3.84 
4.21 3.60 5.11 3.45 3.38 3.60 
4.66 4.19 5.92 4.00 3.86 4.09 

3.91 3.75 5.21 3.i0 3.37 3.66 
3.86 3.56 5.04 3.25 3.32 3.58 
4.38 3.50 5.06 3.50 3.32 3.53 
4.16 3.50 5.04 3.50 3.37 3.61 
4.58 3.70 5.28 3.50 3.51 3.67 

4.53 3.88 5.64 3.88 3.71 3. 72 
4.66 4.13 6.08 3.88 3.99 4.08 
4. 78 4.25 5.84 4.12 3.84 4.09 
4.68 4.50 6.03 4.12 3.88 4.32 

4.94 4.63 6.41 4.38 3.92 4.46 
4.99 4.63 7.36 4.50 3.85 4.49 

8 

' CONFIDENTIAL (FR) 

MAY 14, 1971 
I 

Federal Agencies 
1-Year 

8.75 
5.56 
5.56 ( 
3.95 

7.64 
8.26 
8.23 
7.70 
7.58 
7.25 
6.99 
6.25 
5.65 
5.18 
4.47 
4.06 
4.83 

4.21 
4.02 
3.95 
4.01 
4.16 
4.32 
4.60 
4.90 
5.04 

5.27 
5.46 

NOTES: Weekly data are daily averages for statement weeks except for CD's and finance company paper which are Wednesday figures. CD rates are median 
offering rates posted by New York City banks. 

FR712-B 
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COt?IDENTIAL (FR) ..____, 

WEEKLY REPORT OF MEMBER BANK BORROWING 

(Averages of daily figures, in millions of dollars) 

Week ended 4 weeks ended 
,-· ·-..,,.... ~ 5-12-711 5-5-71 5-12-711 4-14-71 

Total member bank borrowin~: 
All member banks 98 175 134 235 

Money market banks 59 81 53 25 
Other reserve city banks 23 67 65 196 
Country banks 16 27 16 14 

Amount eresently under 
administrative eressure: 

All member banks 22 49 57 194 - - - --Money market banks - - - -
Other reserve city banks 22 46 56 192 
Country banks * 3 1 2 

Amount likely to come under --
administrative eressure next 
week 2 if borrowin~ continues: -

All member banks - - * * - - - -Money market banks - - - -
Other reserve city banks - - - -
Country banks - - * * 

Amount accounted for by 
fresuent borrowers: 

Indebted in 10-13 of 
east 13 weeks: 

All member banks 22 79 57 194 - - - --Money market banks - - - -
Other reserve city banks 22 77 56 192 
Country banks °'1( 2 1 2 

Indebted in 7-9 of east 
13 weeks: 

All member banks 40 "* 11 1 
Money market banks - -39 - 10 -
Other reserve city banks - - - -
Country banks 1 * 1 1 

Year-ago data 
4 weeks ended 

5-13-70 

863 
484 
192 
187 

75 
46 
18 
11 

-
22 
10 
-

12 

22 - -
-

22 

126 
25 

57 
·44 

NOTE: Amount of borrowings brought under administrative pressure is dependent on a 
variety of circumstances, only one of which is the duration of the borrowings. The 
two sets of figures are both included as complementary indicators of the composition 
of total member bank borrowing, and neither the aggregate amounts nor necessarily 
the individual banks included will completely coincide. 

* Less than $500,000. 

DIVISION OF FEDERAL RESERVE 
BANK OPERATIONS 
May 13, 1971 
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FOR RELEASE UPON DELIVERY May 17, 1971 

STATEMENT BY THE HONORABLE JOHN B. CONNALLY 
SECRETARY OF THE TREASURY 

BEFORE 
THE SENATE FINANCE COMMITTEE 

SUBCOMMITTEE ON INTERNATIONAL TRADE 
MONDAY, MAY 17, 1971, 10:00 A.M. 

I c ongratulate the Senate Finance Committee on 

establishing this Subcommittee on International Trade, 

and I we lcome this opportunity to discuss with you the 

broad aspects of our international economic policies. 

Mr. Chairman, in M~rch you submitted to the Finance 

Committee a very thoughtful report concerning trade 

poli c ie s in the 1970's. You indicated that we are at 

a wat e r s hed. You said that in the future we must have 

both a c hange in direction and a change in emphasis in 

purs uing our foreign economic policy objectives. And 

you a l s o s tated that those changes in direction and 

emphasis had to be accompanied by a corresponding change 

in the means of pursuing our objectives. 

I 

<'.,. 

(MORE) 
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I agree strongly with all of these conclusions. 

And in this prepared statement, I would like to take just 

a few minutes to underline that agreement, and to capsule 

the type of actions necessary both at home and abroad 

if we are to succeed in this important effort. 

The road to good international economic relations is 

not a one-way street -- no nation, regardless of power 

or prestige, can or should "call all the shots" for the 

free world community . Nor can we or others, in building 

a world order , expect to rely for long on the goodwill 

or largess of friends. We need to recognize that lasting 

cooperation among nations depends not on friendship in 

the personal sense, but on the solid base of national 

strength and national interest. By taking a long and 

broad view of our interests, and building on the elements 

of common needs and aspirations, we can expect strong 

allies in our endeavor to maintain a flourishing world 

economy . 
' , 

To play our proper role in the new age to which 

you refer, there are things that we must do at home. 

Just as important , there are steps that must be taken 

by us and by our trading partners in building better 

trading relationships abroad. 
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For many years we had the luxury of competing with 

economies still recovering from war. We prospered during 

this period. Now, circumstances have changed in the 

world. We must change to meet these new .circumstances. 

A generation of ease and affluence enjoyed by labor and 

business alike -- a period when our strength was so 

apparent that erosion in our competitive position was 

almost unnoticed -- is over. 

As we enter the 1970's, the relative economic 

strength of our major trading partners is abundantly 

clear. The European Economic Community is now the world's 

largest trading bloc, with large and persistent trade 

surpluses. The prospects are that its membership and 

economic base will soon be further expanded. Japan has 

achieved a truly remarkable rate of growth. It now records 

the second highest Gross National Product and among the 

largest trade and balance-of-payments surpluses in the 

free world. 

The simple fact is that in many areas others are 

out-producing us, out-thinking us, out-working us, and 

out-trading us. Analysis of trends in our balance of 

payments underlines this. 
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I do not refer just to the statistics for the first 

quarter of 1971, to be released today. Those results are 

bad. They depict a deficit of over $5 billion on the 

official settlements basis for the three months alone. 

The liquidity deficit exceeded $3 billion. 

Clearly, that level of deficit is not sustainable. 

However, we should clearly recognize that the major cause 

of these extraordinary dollar outflows is transitory --

interest rates here which are lower than those in Western 

Europe. That imbalance will be largely corrected as 

economies move back into phase. 

What disturbs me more than the first quarter deficit 

is the underlying trend in our trade and current account 

position. Our trade surplus rose in the first quarter, 

but still ran below the rate for 1970 as a whole. More 

importantly, it remains far below the levels of the early 

1960's, and below the amount we need to achieve an 

equilibrium in our balance of payments. 

To keep pace in this world economy, our first task 

is to attend to our own economy. We must restore the 

stable, noninflationary growth that was disrupted by the 

domestic financial policies of the late 1960's. 
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We are well on the w_ay down this difficult road. 

Our strategies for further containing inflation., rJ11ile 

raising output and reducing unemployment, are working. 

In particular, w.e have begun to restore the base for _a 

stronger international position; last .yec3.r, unit ~abor 

costs in the U.S. r .ose only on~~third as mu.ch as t~e 

average of ~ur major comp_eti tors. 

evidence of. fundamental pr_ogress. 

_This is .heartening 
. - , : 

But the journey -is far from over. We cannot afford 

to sit back and count on_ poop perf o_rma.nce abroad. Thus, 

the remaining challe1:,ge before us, at _home is . plain~ 

Our. domes.tic_ economic .strategy qf b,c3.lanced and 

sustainable recovery will ,help rebuild our trade su:rplus 

but only slowly. In addition, we can~ot hope to achieye 

a full measure of success unless m~rKet~ are open to us 

and unless we are able to com~ete fairly with. our, tradi~g 

partners c3:.]?road. 

Indeed we must paint on a . larger canvas~ than trade 

alone. We are now at a decisive point ir our economic 

affairs. The challenge in f~reign _economic: policy {?r , 

the 70's involves three elements. First, _~he n~cessary 

mutual security arrangements for the free world must 

be maintained in full concert with our allies, with a 

fair sharing of the burden. Second, multilateral coopera-

tion must be broadened in the financial and development 

assistance areas. Third, the efforts to foster increased 
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competitiveness in our economy must be actively pursued 

in the context of fair and liberal trading arrangements. 

It is this last area that seriously concerns this 

Committee today. I believe we have legitimate complaints 

about some of the practices of other nations -- now in a 

strong position -- that have the effect of blunting our 

competitive effort. Twenty years -- even a decade -- ago, 

these practices might have been understandable. I believe 

the strength of other nations should now permit new 

initiatives to break down these barriers. 

I do not want to be misunderstood. I am not pleading 

with other nations to reduce barriers and open markets 

in return for what the people of the United States have 

done for them in helping to recover from the ravages of 

World War II. My point is simply that today we are in 

a different world -- and there is a common interest in 

achieving new and balanced trading relationships. 

Mr. Chairman, there is another area -- in addition 

to efforts by our Government and by governments abroad 

in which a new approach is necessary. I refer to the 

private sector. 
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Bluntly stated, the statesmanlike leadership that 

the President of the United States has evidenced in 

dealing with this nation's foreign and domestic problems 

has not been correspondingly matched in the private 

sector. This is a time for the private sector ·to do 

everything possible to hold down the rise in labor costs. 

to avoid unnecessary increases in interest rates, and 

to speed the return to price stability. 

It is time for Americans to realize that stron~er 

efforts have to be made to raise productivity.. We ,find 

it too easy to blame the Government when in fact we are 

all part of the factors which govern the course of our:- . 

economy. Labor and business have a bigger stake! a 

larger voice, and a stro~ger hand in this economy than 

Government does. It is now time for _them to use that 

strength constrµctively. 

Our trading position shows t~at we will have to 

work harder just to maintain our position. This nation 

its industry and its labor -- must help _redress the 
l • (' 

decline in our competitive position and improve our 
) 

economic performance in foreign markets. Goverpment 

should help when necessary and appropriate with cr~dit 

support, by fair taxation, and by promoting our tech-

nological leadership. This is why the Administrati?n 
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has strengthened the Export-Import Bank activities. 

This is why we will resubmit our proposal for a Domestic 

International Sales Corporation, changing tax treatment 

of exports in a way to awaken our companies to the op-

portunities abroad. And this is why I am distressed at 

the reduction in federal expenditures on research and 

development. 

Now, I realize that there may be a tendency to think, 

or at least hope, that our international financial problems 

can be taken care of by some sort of monetary magic. 

Nothing could be further from the truth. Money itself 

cannot produce, increase efficiency, or open markets 

abroad. Our monetary system functions well only as 

the economy as a whole functions well. A dollar is 

not just a piece of black and green paper with George 

Washington on one side and a big ONE on the other. 

That l~ttle piece of paper represents and reflects the 

economic vitality or lack of it -- of this country. 

When this Administration calls upon businessmen, 

labor leaders, and bankers to put their respective shoulders 

to the ·wheel and work together for the common good, we 

may run the risk of being described as old-fashioned, 

for what I am calling for is a return to the principles 
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of hard work and responsibility -- principles that are 

reflected in high and rising levels of productivity. 

Productivity, in its broadest sens~ is truly "the name 

of the game" in the hard competitive world of international 

trade. I do not at all mind being called old-fashioned 

when the standard of living of the American people --

their personal and economic security -- is at stake. 

At the same time, the private sector, from whom I 

am calling for renewed effort, has every right to expect 

and certainly should receive a more attentive inte~est 

and a more insistent effort in protecting our economic 

and financial interests around the world. 

oOo 



BOARD OF GOVERNORS 
OF' THE 

FEDERAL RESERVE SYSTEM 

Office Correspondence Date May 17, 1971 

To ____ =M=r~·~A=x=i~l=r~o~d~--------

Fro.~m..._ __ =M=r=s~·~S=m=e=l=k=e=r~~i ~w~-----

Subject: Immediate Price Effects of 

Monetary Disturbances this Month 

Futures price fluctuations for non-precious metals were not 

much affected by the monetary disturbances this month. Copper 

futures strengthened temporarily--the increase in prices on May 5 

was attributed to monetary developments, but this was followed by a 

resumption of declining futures prices. Copper spot prices fluctuated 

but in general continued to move down. 

Agricultural futures showed little effect, as would be expected. 

Wheat, corn and soybeans futures apparently strengthened temporarily 

after the Mark was floated, but other factors may also have been 

important. 

Precious metal futures strengthened this month--particularly 

gold and platinum. 

Attachment. 

_y 
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ate May 17, 1971. 

Cha irmen Burns _·(.), __________________ _ Subject: Inf ormation Requested at 

May 14, 1971 Board Meeting. 1 _'::c - ---~P"--. e=t-=e-=-r--=T~r-=e:.:;a:.;d'-'w'-"a=-y,..._ _____ _ 

,1, 

Enclosed are the following: 

1. A graph showing the relative performance of selected 

s tock price indices from January 1968 through April 1971. This graph 

gi ves a broad view of stock price movements over the last three years. 

2. A graph showing the relative performance of selected stock 

price indices · from July 1970 through April 1971. This graph presents 

c l ea~ly the relative recovery of each index from its average monthly 

1970 low. 

Note that both graphs plot indices by cumulative per cent 

changes over the period specified. We chose this method instead of 

plotting actual monthly values on log paper because this achieves 

virtually the same result and in this case made the graph easier to read. 

3. A chart showing net purchases, gross purchases and gross 

sales of U.S. stocks by foreigners. This chart contains the latest 

Treasury data available and shows that stock trading volume accounted 

for by foreigners had increased substantially through March but that 

foreigners in early 1971 had to a small extent become net sellers of 

U.S. securities. 
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.FOREIGN ,PURCHASE_S & S/,LES OF U. _S.ST\)CKS 

(In $ millions) 

STOCKS 
Net Gross 

:. Purchases Purchases 

Year: 1968 2,270 13,118 
1969 1,487 12 , 429 
1970 623 8 , 92 7 

1970 J anuary (43) r 775 
February (13) r 756 r •· 
March (41) ass i: • 

April 4 r 732 r 
May (200) 628 
June 63 r 626 
July 52 r 545 r 
August 104 535 
September 225 829 
October 158 948 
November 98 619 
Decel!'.ber 216 1,078 

1971 January 130 999 
February (32) 1138 
March/p. (36) 1072 

/p. New York District only> representing 90% of the total. 

r = revi sed 

.. -.;·,. 

! 
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Gross 
Sales 

10,848 
10 , 942 
8,304 

818 r 
768 
895 r . 
728 r 
829 
563 r 
493 r 
432 
604 
790 
521 
862 

869 
1170 
ll08 
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BOARD OF GOVERNORS OF THE FEl 'L RESERVE SYSTEM 

DATE __ ~S~/ ~2_0 _____ _ 

Chairman Burns TO _____________________ _ 

FROM ROBERT SOLO MON 

The attached memo spells out 

the case for having central banks reverse 

their Eurodollar placements directly 

rather than through the BIS 0 

Attachment. 



BOARD OF GOVERNORS 
Of" THE 

FEDERAL RESERVE SYSTEM 

Office Correspondence Date ____ ~M_a.,__y_2_0~, 

Mr. Robert Solomon To ________________ _ 
Robert F. Gerrunill Fro.AA,L. _______________ _ 

Subject: Use of BIS in shifting foreign 

central bank funds to the United States 

sem'lDiNl'IAie (FR) 

If it is desirable to secure withdrawal of foreign central bank 
funds from the Euro-dollar market, it would appear possible to accomplish 
that result without involving the BIS. 

1. Any withdrawal would have to be spread over a considerable 
period of time so as not to precipitate a crisis in the Euro-dollar 
market -- or boost Euro-dollar rates sufficiently to contribute to a 
sizable outflow of U.S. capital in a short period of time. 

2. Thus, foreign central bank balances withdrawn from the Euro-
dollar market would be invested in the United States over a period of time; 
maturities could be staggered, so that the average time remaining to matu-
rity of the investments in a foreign central bank's portfolio would always 
be about half that of the original maturity of the individual investments. 

3. At current rates, a foreign central bank could have a port-
folio of 90-day CD's (average maturity 45 days) with an average yield of 
5 per cent, or a portfolio of 30-59 day CD's (average maturity 15-30 days) 
with an average yield of about 4-1/2 per cent. 

The foreign central bank could obtain somewhat greater liquidity 
(for any given average maturity of portfolio) if it invested in Treasury 
bills rather than CD's, and a somewhat lower yield (3-month bills currently 
about 4.4 per cent, and 30-day bills about 4 per cent.) 

4. Foreign central banks have reportedly invested funds in 
3-month deposits with the BIS at 4-3/4 per cent yield with a 2-day call. 
The yields available on U.S. assets come quite close to the yields on 
deposits with the BIS, and it should be possible to persuade foreign 
central banks that the small yield advantage that individual banks 
might obtain on BIS deposits was outweighed by the adverse effects 0£ 
the practice in fostering a multiple expansion of reserves. 



Mr. Robert Solomon -2- CO'NF:IDJffl'l"':tAL (FR) 

5. If foreign central banks require greater liquidity on 
their dollar holdings in the United States than would be provided by 
staggered maturities -- e.g., if the two-day call provision that they 
reportedly have on deposits with the BIS is an important element in 
their investment decisions -- this could be provided through use of 
the Federal Reserve swap network. 

6. The BIS itself uses the swap line to obtain liquidity, 
and any proposal that involves use of the BIS as an intermediary 
therefore implicity (if not explicitly) involves use of the Federal 
Reserve swap network as an ultimate source of liquidity. In principle, 
it would be preferable to provide liquidity directly to foreign central 
banks through the swap, rather than using the swaps to support the BIS 
in a profit-making operation. Why not eliminate the middle man? 

cc: Hersey, Reynolds, Pizer, Bradshaw 
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BOARD OF" GOVERNORS 

DP' THE 

FEDERAL RESERVE SYSTEM 

Office Correspondence Date August 9, 1971 

Subject._: _....:D::...:a::...:l::..:e::......:P:..:r:..:o:.Jp::...:o::...:s::..:a::.:l::......:R:.:.;e~gi:a::.:r:..:d::...:i::..:n=-<g2--__ 

Exchange Rate Realignment. 

To, _____ C_h_a_1._· rm_a_n_B_u_rn_s ______ _ 
Robert Solomon 

FrO•.u.&..---------------

S E C R E T 

The attached paper written by Bill Dale, sets out a 
proposal for achieving a sizable realignment of exchange rates 
--aimed at producing a large U.S. surplus--and doing so without 
raising the official price of gold. I understand that this paper 
has been seen by Secretary Connally and Peter Peterson. 

Attachment. DECLASSIFIED 
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BY /,b NARA. DATE'? qj,l1/r21 



Attachment A 

-SECRET-

Exchange Rate Realignment and Related Matters 

The points made below attempt to lay out some essential elements 
of a scenario which would be aimed at accomplishing a major realignment 
of exchange rates while still observing certain of the unavoidable ccm-
straints on possible acticn by the United States and taking account of 
what may be legally and practically feasible in the existing international 
monetary system. . 

A. This approach would concentrate action within a period of two 
weeks at the longest (it should, of course, be made as short as feasible)--
the week prior to, and the week of, the IMF Annual Meeting this year. In 
the week prior to the weekend when the IMF Gove mors arrive in Washington, 
the United States would discontinue the "free" sale of gold and SDR's 
against dollars and would close its exchange markets. Other major coun-
tries would presumably do the same. The aim would be to reopen exchange 
markets within two weeks. During the week preceding the Annual Meeting, 
the U.S. authorities would seek Congressional action permitting the United 
States to initiate and approve a major realignment of exchange rates. The 
type of Congressional action to be sought is shown in Attachment 1. The 
essence of the approach would be that the President and other officials 
delegated by him would be authorized to propose and agree to a combination 
of a uniform change in par values and a change in the par value of the 
U.S. dollar in such a manner tla t the official U.S. dollar price of gold 
would at no time exceed $35 per ounce. This would be sought by an initial 
step comprising a unifonn appreciation of the currencies of all Fund mem-
bers so that the official u.s. dollar price of gold would be below $35 
for an interim period of a few days. The percentage rates of uniform 
appreciation corresponding to various gold prices down to $28 per ounce 
are shown in Attachment 2. After a uniform appreciaticn of the appro-
priate magnitude (say, up to 25 per cent) the United States would pro-
pose, and the Fund would agree to, an individual depreciation of the U.S. 
dollar back to the point where the official price of gold would be $35• 

B. Having obtained the necessary Congr,essional legislation (which 
is fonnulated in Attachment 1 in general terins so that similar exchange 
adjustments could also operate in the future) the United States would 
have, beginning with the weekend preceding the Annual Meeting, the var-
ious groups of foreign officials at hand wit~ which international 
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, negotiations would be orchestrated. These wruld include, in ~ddition tQ 
the full IMF Board of Governors itself, the G-10 Deputies, the G-10 
Ministers and Governors, the EEC officials and the IMF Board of Directors. 
The United States would propose that a uniform appreciation of, say, 25 
per cent, up to an official gold price of $28 be appro~d by the Funq.. 
This would require approval by the Boa.rd of Governors by 85 per cent of 
the total weighted voting power. In addition, every member has the right, 
under the Articles of Agreement, to "opt out" of a upifQnn change in pal.' 
values simply by notifying the Fund within 72 hours that it does not wieth 
the par value of its currency so changed. The United Sta.tea would ma:ke 
clear in its proposal that not only must the uniform appreciation be 
a pproved by the ·Board of Governors, but that if more the.I) a vi~ry small 
number of countries (say, countries not exceeding 5 per cent of the ]'uncl 
quotas and excluding any industrial countries) we~ to ''opt out," the 
United States would not be prepared to proceed with the second nalf of 
its proposal. After the 72 hours within which coun t:riesi can "opt out" 
had passed following adoption of the uniform appreciation by the Board 
of Governors, with out more than a very few defections via "optirig out.," 
the United States would then propose an individual change in the par va~ue 
of the dollar constituting a depreciation back to where the dolJ.ar pric~ 
of gold would be $35. Once this was approved by the Fund, and pl.aced in 
force, the result would be a major realignment of exchange ratesi lhich 
could be called either an appreciation of other rates relativ~ to th, 
dollar or a depreciation of the dollar relative to other cur~noies, 
depe nding on one's taste and one's national affiliation. One of' the 
major features of this scenario, however, would be t]:B. t the "purid;n of 
initiative" would largely fall on and be taken by the United Stl1,tes. 
It is clear, of course, that the United States would have to ~l~ce s~b-

,?tantial 1>ressure on other countries to make them "stand still'' f6r 'the 
, exchange_rate- -change contemplated. ______ · _ ---k 

c. The broad ra.ti cnale for the exchange rate realignment wh 'Ch 
would be aimed at by this scenario would be essentiaJ_ly as follow 

l. It should be agreed internationally that for a sua~tned 

2. 

' period of time--say, five years as a minim'Ql,ll--the UQtted 
States and the worlrl should aim for a U.S. official t~ett 
ments surplus (excluding SDR allocations) in the ran1~ o 
$2-3 billion per year, abstracting from shoTt-tenn q~vi-
ations. 

This should be aimed at by an immediate major realignmen 
of exchange rates, and any individual exchange rate qhan e 
proposed by ot~er countries later during th.e q'Uinquenniui4 
should be judged importantly against this general.ly~~gre~ 
objective ( see point D below). Adding up the "u,nder~il" 
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U.S. deficit (i.e., abstracting from existing cyclical 
and random factors in the present deficit) together with 7 
the balance of payments cost of completely liberalizing 
capital flows and other transactions as well as allowing 
for an average surplus of $2.5 billion per year (exclud-
ing SDR allocations), this would probably mean the need 
for an annual improverrent in our balance of payments on 
the order of $6-8 billion. It is this range of figures 
at which a realignment of exchange rates should be tar-
geted. 

3. The present rate of SDR allocations is undoubtedly too 
small. In addition, it is based on the assumption that 
net additions to world reserves in the fonn of U.S. dollars 
will be $0.5-1.0 billion, rates which are presently being 
greatly exceeded and which are likely to be exceeded for 
the whole of the first three-year period. If the figure 
of +1.0 billion for reserves created via the U.S. balance 
of payments (the top of the range in the assumptions stated 
in the Managing Director's proposal) were replaced by -2.5 
billion, the present allocation rate of $3.0 billion annually 
would have to be boosted to $6.5 billion to produce the same 
aggregate results in terms of world reserves as was being 
aimed for. In the context of an agreed exchange rate policy 
aimed at producing a sustained U.S. official settlements 
surplus (excluding SDR allocations) of $2-3 billion per 
year, other countries would necessarily be I!lUCh more vul-
nerable to balance of payments difficulty, and might well 
be willing to support a still higher rate ot SDR allocation. 
Even at an allocation rate of $6.5 billion, however, the 
United States would receive around $1.5 billion per year, 
so th9.t in this situation our net reserve position would be 
improving by around $4 billion per year, or $20 billion over 
a five-year period. 

4. Our willingness and wish to aim for such a surplus would 
represent, by comparison with the situation today, tne prp-
vision of substantial additional resources to the rest of 
the world--s9mething in the neighborhood of 2/3 to ·3/4 of 
one per cent of our GNP and roughly half that proportion 

' or world GNP. For the rest of the world, that would reptr• 
sent .not inconsiderable help in dealing with the inflatiop 
that nearly all of their Governors complained about at 
Copenhagen. For us, it would involve somewhat more of tmf--· 
export-led upturn, and the price changes involved (in thel 
form of an exchange rate realignment) could assist ~teri 
ally in resisting domestic protecticnist pressures. It i 

,_ only fair to note, however, that this shift in theµ~ of 
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resources to the external sector would of course imply 
the use of correspondingly smaller volume of resourceti; 
domestically within the United States, and this :ln ttri;-n 
(both to facilitate the contemplated shift in use of re~, 1 
sources and to compensate for its impact on the gome$tic 
situation) would imply an additional degree of restratnt 
in fiscal and monetary policies. ----

.. , 

5. We could say that only in connection with such a sus"t~tined 
period of official settlement surplus would we be willing 
to look seriously at a negotiation contemplating puti;ing 
the world, including the United States, on a full remerve 
asset settlement basis. In other words, we might be will:~ng 
to try to work ourselves out of the reserye currency busipesa--
always abstracting from reasonable working balances-~but ptner 
countries would have to be prepared to accept the implications 
of this in terms of the exchange rate pattern and 9!tl.ance of 
payments situations being aimed at. 

6. An indirect SDR-aid link, but one of quite substantial quan-
titative importance, would also be involved in this procedure. 
The LDC's would receive about one-fourth of any increase in 
SDR allocations resulting from the proposed shift in the U.S. 
position. If the assumption is made that their absolute re-
serve targets (whether implicit or explicit) would not change, 
the additional SDR allocations would, in effect, be the same 
as an equivalent amount of canpletely untied program aid. 
If the figures given above have some validity, the additional, 
SDR allocations to the LDC's could be in the range of some 
$950 million per year, an amount of no mean importance when 
compared with IDA plans and with the external resources 
otherwise available to the LDC's. 

D. The initial result of successfully implementing this scenario 
would be a large and essentially uniform alteration in the exchange 
r elationship of the dollar to other currencies. It seems fairly clear 
t ha t at least some currencies, and perhaps quite a few (in tenns of 
numbers of countries) would want to depreciate from the level at which 
t hey had been placed at least part way with the dollar and in a number of 
cases all the way. Sucl;l subsequent individual exchange rate depreciatio:n~, 
should be dealt with separately in the ensuing period. As a general pro;p9-
si tion, the substantive justification for any individual depreciation of'' 
this type should be required to show that the country's balance of pay-
ments loss from the initial exchange realignment could be expected to 
exceed its reserve gain from the increased SDR allocations discussed in 
point 'c above. In this connection, one might wish to accelera,te or "frop1; 
load" the newly-enlarged SDR allocation process, so as to have the laJ"ge;r • 
amounts available in dealing with initial capital flows stemmtng fran th~ 
realignment procedure. 

/ 

-BECBET , ___ j 
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E. One important and obvious question would be the role of gold in 
the new sitmtion. I have examined carefully over quite a period of tiooe 
whether there is some procedure--even a quite comple~ one--by which of-
ficially-held gold could be turned in to the Fund, directly or indirectly 
against SDR' s. I have not been able to discover any technique availabl~: 
under the present Articles of Agreement which would accomplish this to 
any significant degree; it would require an amendment which would neces-
sarily be time-consuming, at the least, to negotiate and get ratified. 
It is difficult to know what would be likely to happtn to the market prtce 
for gold after the above scenario had been worked out. The scenario, if 
it worked, would have the symbolic virtue of showing that, -at least for 
an interim period of a few days, the official gold price could be reduced. 
Also, and much more important, the anticipated strength of the U.S. bal• 
ance of payments position should have a dampening ~mpact on the dollar 
gold price in the markets. To the extent this was a very strong effect~ 
we might find the price falling to or below $35, in which case the present 
arrangement with South Africa would operate to bring a lot of South African 
gold into the Fund. We would have to examine whether the present South 
African arrangement should be terminated or modified, which would be ju1~ti-
fiable under the provision of the Fund Decision which states the arrange-
ment 11 shall be subject to review whenever this is requested because of ft. 
major change in circumstances. 11 (For further information on available 
present techniques for dealing with gold, see the attached memorandum.) 

F. Point c.5 above mentioned briefly that the United States might 
want to be willing to consider, in connection with this scenario, the 
negotiation of something resembling a reserve settlement account as a 
means of working our way out of the existing situation in which the u.s, 
dollar is held in large amounts in the reserves of other countries. We 
would want to consider whether deliberately working our way out of the 
reserve currency business could be done in such a manner as to leave the, 
dollar in its vehicle currency role, which there is no doubt is essential, 
and will doubtless continue to be essential, for the functioning of the 
system. If we concluden that these two roles catl.d in practice be dis-
tinguished, we might well want to engage in a negotiation (which would 
probably be protracted and which would require amendment of the ArticlefJ 
of Agreement) and to so announce at the time our exchange realignment 
proposals were unveiled. One form such a proposal might take would be 
to create a third account in the Fund, into which countries could deposj,t 
gold and currencies held in their reserves as of a certain (earlier) da1;.e 1 
and against which they would receive SDR's. It would be possible, perhaps, 
for the dollars deposited in such a conversion account to be simply left 
there in dead storage. The other possibility would be that the United 
States would amortize them over a certain agreed period of time with SDH's. 
If this were the procedure, the United States would of course have to ri.)11 

a balance of payments surplus (on official settlements) of the appropriate 
size and this would have continuing longer range implications for both 

-&EeRE'l' 
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the world's exchange rate pattern and the rate of SDR allocation. Finally, 
in order to avoid the tendency for many countries to begin again holding 
dollars or other currencies in their official reserves, and thus starting 
the whole cycle once a.gain, it seems to me doubtful t4at mere internationaJ. 
agreement that this should not be done would be likely ta get very far a.s 
a practical matter in influencing official behavior. If avoiding foreign 
currency holdings in reserves above levels constituting reasonable working 
balances on the one hand, or representing the result of swap transactions . 
on the other, were to be an agreed objective, the best way-•anq perhaps 
the only way-- to do this would be to raise the interest rate on SDR' 13 tq 
the point where countries would wish to hold SDR's in their reserves in 
preference to currencies. This idea would seem to imply that $DR interest 
rates would have to be fairly frequently adjusted so as to be canpetUive 

. with the relevant interest rates in the appropriate national or interr 
national markets. 

G. Other than in those cases where exceptions a.re e~pressly men!'" 
tioned above, everything suggested in this note can be accomplished u,nder 
existing provisions of national or international law. It is obvious that 
the negotiating problems would be of a truly extraordinary degree of dif~ 
ficulty and complexity; that technical and policy "spinoffs'' from the 
main propositions briefly put forward above could be major; and that•~at 
least in the short tenn--financial markets everywhere would be in an up-
roar. The question is: Can a gradual (or fast) disintegration of the 
free world's economic and financial system be evaded py any leJ6 amb!tiO\P3 
proposal? 

Attachments 

/ 
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Att&chment ! 

Congressional Action 

"Pursuant to Section 5 (b) of the Bret ton Woods Agreements Act, 
as amended, the Congress hereby authorizes the President, the Unite~ 
States Governor of the International Monetary Fund, and such other 
officials as may be delegated by them, to make such proposals and tiP 
indicate such agreement or approval on behalf of.the United States 
with respect to changes in the i;ar value of the United States doll.a.f 
(under Article IT, Section 5 of the Articles of Agreement of the 
Fund) and with respect to uniform changes in the par values of the 
currencies of all members (under Article IT, Section 7 of the 
Articles of Agreement of the Fund), as may be deemed by the Presi-
dent to be in the public interest, provided that at no time shall 

\ -• ... , 

the par value of the United States dollar be equivalent to an offiQtaJ, 
price of gold in excess of 35 United States dollars per fine troy 
ounce." 

Note: Section 5 of the Bretton Woods Agreements Act states, "Unless 
Congress by law authorizes such action, neither t:00 President nor S+lY 
person or agency shall on behalf of the United States ••. (b ) propose 
or agree to any change in the par value of the United State& dollar 
under Article IV, Section 5, or Article XX, Section 4, of the Articie~ 
of Agreement of the Fund, or approve any general (sic) chanae in pa,r 
values under Article IV, Section 7; .... " 



Interim Gold Price 
($ per ounce) 

34.50 
34.oo 
33.50 
33.00 
32.50 
32,.00 
31.50 
31.00 
30.50 
30.00 
29.50 
29.00 
28.50 
28.00 

Attachment 2 

Appreciation~Depreciation Percentages 

Percentage Rate of 
Uniform Appreciation 
to Reach Indi~~ted 

Gold Pri ce1f 

• 

Percentage Rate of 
Dollar Depreciation 

to Move from Indicat_;y 
Gold Price back to$~ 

' 

...--------------------------------
y This also equals the percentage increase, i~U.S. dollar -~rms~ 

of the price of an imported item whose price in foreign currency 
remains unchanged, after completion of both steps in t~ proposed 
exchange realignment. I 

y This also equals the percentage reduction, in foreign Cft,U're cy 
tenns, of the price of a U.S. export item whose U.S. doiJ.ar 
price remains unchanged, after completion of both steps in he 
proposed exchange realignment. 

-SEGDET 
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BOARD Cr GOVERNORS 
c,- THE 

FEDERAL RESERVE SYSTEM 

Office Correspondence Date August 9, 1971 
Chairman Burns To _______________ _ Subject: Questions on Suspension, 

STRICTLY CONFIDENTIAL (FR) 

Ralph Bryant has set down the attached list of questions on 

stage-managing a U.S. suspension of gold sales. We shall try to come 
up with some answers--or at least some considerations that would help 

in formulating answers. 
More important than stage management, of course, are the 

questions that relate to the substance of the U.S. position in the 
lengthy negotiations that would follow a suspension. 

rZ·S: 
Attachment. 



BOARD OF GOVERNORS 
Cf" THE 

FEDERAL RESERVE SYSTEM 

Office Correspondence Date August 6, 1971 

Subject: Stage-Management of a U.S. To Mr. Robert Solomon 

From Ralph C. Bryant Suspension of Gold Sales and Purchases: 

A Checklist of Questions 

STRICTLY CONFIDENTIAL (FR) 

It is possible, as we have known for some time, that a suspension 

of gold sales and purchases could come to seem desirable or even inevitable. 

As a contribution to our contingency planning, I have been thinking again 

about the details of stage-managing such a policy action. The purpose of 

this note is to collect together some pertinent questions. 

1. What would be the least unfavorable climate in 
which to suspend? How far should U.S. reserve assets be drawn 
down before such action is taken? (On these questions see our 
memorandum dated May 10, 1971 (?) entitled "Timing of a U .s. 
Suspension of Gold Sales and Purchases.") 

2. Should gold purchases be suspended as well as 
sales, and should statements about future policy refer to sales 
and purchases symmetrically? 

3. Should U.S. action and/or statements of intention 
differentiate gold and SDR, or should they be treated equivalently? 
For example, would we unequivocally suspend SDR sales and purchases? 

4. Following suspension, and pending a longer-run 
resolution of the crisis, should the United States make any use 
of its reserve assets? Would there be any net advantage in the 
United States taking an initiative to make a post-suspension 
distribution of some of our reserve assets to our "friends?" 
(For example, suppose gold requests from Belgium, France, the 
Netherlands, and Switzerland had proximately triggered closing 
of the window, and that as a sweetener to Germany, Japan, and 
Canada we offered to distribute to these "non-panicky" creditors 
$1-2 billion of our gold and reserve position in the Fund.) What 
criteria could be used to select countries and amounts in such a 
distribution? Could we legally draw from the Fund after suspending? 
Could we get Fund Board approval? How much would post-suspension 
use of our reserve assets weaken or strengthen the incentives 
other countries would have to reach a crisis resolution quickly? 
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STRICTLY CONFIDENTIAL (FR) 

5. Should a suspension decision be announced publicly 
at the time it is taken, or should an attempt be made initially 
to keep it confidential? How long would it be in the interest 
of hostile countries to keep it confidential that they had found 
the gold window closed? A confidential suspension might give 
governments a little time to act without the pressure of crisis 
headlines -- for example, to meet in Fund or G-10 for the purpose 
of agreeing on a schedule for further meetings to bargain out a 
crisis resolution. In the period following suspension and before 
the public acknowledgment, what line could the Administration 
take in replying to pointed press questions? What form should 
a public announcement take (e.g., Presidential speech, news 
conference, release of official letter to IMF, communique of 
Group of Ten)? 

6. Following open acknowledgment of suspension, what 
educational activities could members of the Administration take 
to set the decision in perspective for the general public (and 
hence to minimize public pressure for a too-hasty, inappropriate 
resolution of the crisis). 

7. What would the exact legal situation be with respect 
to the IMF Articles of Agreement? With respect to existing U.S. 
legislation? 

8. Should the U.S. monetary authorities intervene in 
the New York exchange market -- either to drive the dollar to an 
appropriately large discount vis-a-vis the currencies of strong 
surplus currencies, to minimize large daily fluctuations in rates, 
or both? Are there any legal restrictions in U.S. legislation 
that would prevent us from accumulating a large amount of foreign 
currencies? 

9. How much of the initiative for convening a con-
ference with other governments should be taken by the United 
States? Is our post-suspension bargaining position stronger or 
weaker if we sit on our hands and let other countries take the 
initiative? Could a policy of temporarily sitting on our hands 
be viable in the face of domestic political pressure? Should 
the U.S. bargaining position (our preferred longer-run resolution 
of the crisis) be made public at the outset, or would there be 
advantages in keeping back some of our possible concessions 
(e.g., a willingness to reduce the reserve-currency role of the 
dollar by participating in a general consolidation of reserve 
assets)? 

J 
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STRICTLY CONFIDENTIAL (FR) 

10. What should policy be with regard to post-
suspension use, by the United States or by other governments, 
of the Federal Reserve and Treasury swap network? (There is 
of course also a very important set of questions about use of 
the swap network in the period of time (days or weeks) 
immediately prior to suspension action . ) 



draft 
C. A. Coombs:• 
8/13/71 

r3 u '" s MEMORANDUM TO CHAIRMAN~~ 

From: C. A. Coombs 

1. Advocates of closing the gold window seem to be 
2 .\--C.c. ,-~ 

overlookingAone disastrous consequence of such action. 
. dis 

This would be the 1""'- 2.sr , l,\.l., ._. <111!!6truction of international 
i " 11:,t.o "'l. a.\.l r. 

liquidity that would :i.a;es on iabsly follow. The main reason 

for such a violent contraction of international liquidity 

would be the general expectation of foreign financial offi-

cials of an early increase in the official price of gold 

internationally, with or without U.S. concurrence. 

2. Quite aside from the freezing of our own gold stock 

resulting from closure of the window, the following major 

components of international liquidity both here and a0road 

would be immediately frozen or immobilized: 

(a) SDR's. Most countries would refuse to sell 

any of their present holding s of SDR's, which carry a cate-

gorical gold value guarantee, so long as they face the risk 

of a major increase in the official gold price, either here 

or a1='road. 



(b) Closure of the gold window would pull out 

the cornerstone of the IMF and immediately paralyze any 

lending operations by that institution. 

(c) The Federal Reserve swap network would be 

inoperable. 

3. The main problem facing foreign countries following 

clo$ure of the gold window and a floating rate for the dollar 

would be to negotiate a monetary block among themselves 

providing reasonable stability in their exchange rates 

fis-a-vis one another. Otherwise, trade within the iommon 
.s,..,.H--~ e,,, 

,Warket and with adjoining countries would :;-epar~ catastrophic 

decline. In order to maintain such exchange rate stability 

among themselves, they would have to devise some mutually 

acceptable system of settling deficits and surpluses in their 

trade with one another. Over the past 10 years the Federal 

Reserve swap network, the inte.raotional IMF quotas and, more 

recently, SDR's, have provided the financing for the bulk of 
\ 'V\/\ 

such payment 4iR balances. WK With these sources of liquidity 
v 

suddenly destroyed or otherwise immobilized, the CiilC--l!I!. C o.- "'1&Y\-I 

.,. 
(, 

f 

;;,;, 

\ \, 0 
,,, I _y 
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Market/ and other foreign countrie involved would have to 

fall back upon their present 

Clearly, none of the foreign 

gold and dollars. 
/ vt.V<.1(!_~ 

~n. t 11iit'd would be prepared ttlement of tJat8rii F ;..r.!J.L 

.$~11 
surpluses by taking in more Qll.liliEl!S!ail~ floating dollars from 

II 

their trading partners in de f icit. In effect, therefore, the 
(! cJ 1M - c:,-.."-only effective means of international settlement among GO~ 

Market and other foreign countries ~Rt'.'.Ja:ILC(l would be their 

present gold holdings. These gold holdings KXHX have risen 
h....J- (' '> o,/,J-«.. 

very substantially over the past decade a:fR1. stil\ no where 

near adequate t.oc p11tidc international liquidity for the 

foreign countries concerned. YIAov-~.:,t,.l. ... .., '1,,1,,,,l..l e.i_ ~7 S'-".L/. 

l 
4 . 

foreign 

C rvt 
Therefore1 the qommon ~arket ceHntr· 5 and other 

ht &.if ~ 1- I, I' countries concerned would be ire ss·o 17 compelled 

to strengthen their reserve positions by jointly taking 

the action many of them have long since been asking of us, 
S'M/ Q 74 

i.e., to raise the official price of gold from $35 t°'~-

( 

/0 -... 

~d 



The United States, having closed the gold window, would have 
e,..J,-

taken itself completely w:r- of such a foreign negotiation 

and could do nothing to stop it. We would then be confronted 

with a foreign officia11 and effective price of gold lwUFiHg 
c:Yf's J o...,V\. -_,, r-r d~J_ 
« say $70 lookingp ou~FM::BH-1 35 dollar price. 

l J . 14 0-:. .... d / . 
Just as o.c-u:rci &lnrin~ the 1930 s we should have no alternative 

., l'Jf-e;t,/af 
but to accommodate our official price1 to the foreign price. 

. .A 

5. The sequence of events sketched out above would, 
•1 I" Ck ;).k, j 1 

I think, be YTescor I tlr:'tr dictated by the facts of the 

situation created by a U.S. closure of the gold window. 
';.,. J. v·, J....,.J 

On numerous occasions in the past,~ central bank officials 

have predicted to me precisely such a sequence of policy 

actions abroad. 

0 I 
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August 13, 1971 

STRICTLY CUNFI~]::NTIAL (FR) 

U.S. Liabilities to Foreign Official Institutions 
(Increases; millions of dollars) 

Switzer- United 
Total land Germany France Kingdom Japan Other 

1970 Year 7,344 254 6,151 808 -444 514 61 

1971 Q-1 4,546 llO 2,019 354 1,049 1,026 -12 
Q-2 5,659 350 707 190 1,628 1,9161./ 868 

Julyl.f 2,200 -80 265 725 365 600 325 

August~/ 
2-6 920 418 -342 295 60 373 ll6 

9 750 550 45 60 59 36 
10 270 155 58 57 
ll 460 60 80 250 60 10 
12 1,000 625 39 100 120 65 51 
13 950 235 5 320 4/ 170 75 145 

Aug. 2-13 4,350 2,043 -298 898 660 689 358 

l_/ Includes increase of $650 million in liabilities to Bank for International 
Settlements. 

2/ Partly estimated. 
3/ Based on reports of market interventrons by foreign central banks. 
!i,! U.K. figures not final; may be intervening in New York market. 
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To: 

From: 

DOGC,J t ;Ll"l 

AND NO'f FOI{ .PUHI.lC US: 

Members of the Executive Board 

The Secretary 

Subject: United States Exchange System 

r: r.:1 ~-,~ 
t--~, ~;; ~. ; ·~; ·=\ 
·..._. ,., r !!i b ·~.J : . ..,:.' • ,', 

--..---•----- -

August 16, 1971 

The attached memorandum of the staff containir.13 a proposed 
decision concerning the exchange system of the United States 'i·Till be 
taken up at the Executive Board meeting scheduled for 4:30 p.m., today, 
August 16, 1971 . 

Att: (1) 

Other Distribution: 
Depo.rtment Heads 
Division Chiefs 

__,,, 
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INTERNATIONAL MONETARY FUND 

United States of America - Exchange System 

Prepared by the Western Hemi~phere Department 

(In consultation with the Exchange and Trade Relations Department, 
the Legal Department, the Research Department, and 

the Treasurer's Department) 

Approved by E. Walter Robichek 

August 16, 1971 

On August 15, 1971, the Managing Director received a letter from the 
U.S. Secretary of the Treasury notifying the Fund that, effe~tive as of 
that date, the United States no longer, for the settlement of international 
transactions, in fact, freely buys and sells gold under the second sentence 
of Articl~ IV, Section 4(b). The Secretary stated that his letter of 
August 15, 1971 superseded the letter of May 20, 1949, to the Managing 
Director from the Secretary of the Treasury and Chairman of the National 
Advisory Council on International Moneta.ry and Financial Problems. The 
letter of May 20, 1949 had stated that in connection with the obligations 
of members of the International Monetary Fund under Article IV, Section 4(b), 
of the Articles of Agreement of the Fund, the Government of the United States, 
for the settlement of international transactions, in fact was freely buying 
and selling gold within the limits prescribed by the Fund under .Article IV, 
Section 2. The United States authorities have announced that the Secretary 
of the Treasury has "strictly limited further use of U.S. international reserve 
assets (gold, SDR's, drawings on the Il-.1:F, or foreign exchange holdings) to 
settlement of outstanding obligations and, in cooperation with the INF, to 
other situations that may arise in which such use can contribute to inter-
national monetary stability and the interests of the United States." 

The action described in the letter of the Secretary of the Treasury 
places the United States in the same position as other members of the Fund 
which, under Article IV, Section 4(b) first sentence, are required to take 
appropriate measures in order to ensure that transactions between their 
currencies and the currencies of other members take place within their 
territories only at rates within the limits prescribed by Article r:v, Section 3. 
The United States authorities have indicated that they are not taking measures 
for this purpose in accordance with Article r:v, Section 4(b). However, the 
Secretary's letter states that the United States will continue to collaborate 
with the Fund to prcmote exchange stability, to maintain orderly exchange 
arrangements with other members, and to avoid competitive exchange alterations, 
as required by Article IV, Section 4(a). 

The par value of the United States dollar is 15 5/21 grams of gold 
9/10 fine (0.888671 gram of fine gold), which is equivalent to US$35 a 
fine ounce. This par value of the United States dollar was established with 
the Fund on December 18, 1946 at the time of the initial determination of ., 
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par values and became effective on that date. The United States authorities 
have indicated that the official U.S. dollar price of gold has not been 
altered by the action referred to . above. 

The United States has been experiencing ·balance of payments difficulties 
of varying intensity over a long period of years. The United States has 
incurred deficits on an official settlements basis in most years of the 
1960s, and in 1970 the deficit on this ·basis reached o. record aJnount of 
$9.8 billion. A further large deficit was registered in the first half of 
1971. In the first quarter of the year there we.s a deficit on official 
settlements basis of $4. 7 billion ($5 .5 ·billion on a seasonally adjusted 
basis). In the second quarter of 1971 it js estimR.ted that the deficit was 
even larger (data on the second quarter balance of payments are expected 
to become available this week). 

Other indicators of the U.S. balance of payments situation have 
manifested signs of weakness. The position on current and long-term 

' capital account (the ·basic balance) has been in deficit in most years of 
the 1960s, and has been consistently in deficit since 1964. These deficits 
have persisted notwithstanding the applicati'Jn of restraints on the outflow 
of capital that have been applied in various forms since the early 1960s. 
In the last few years the ·basic deficit has been of the order of $3 ·billion 
a year; and there are indications that it may have risen in the first half 
of 1971. 

There has been a sharp deterioration on trade account this year, and 
over the first six months there was a trade deficit of about $400 million, 
compared with a surplus of $2.7 billion ($2.1 billion on a balance of pay-
ments ·basis) in 1970. It appears that there were some special factors 
behind the trade performance in the first half of this year, particularly 
in the second quarter, but there have been official statements to the effect 
that the trade balance may well ·be in deficit over the whole of 1971, implying 
a trade outturn in the second half of this year that was not expected to 
differ substantially from that registered in the first half. 

Also included in the economic program announced by the United States 
authorities are tax and expenditure reductions, a freeze on wages, prices, 
and rents for 90 days, and the imposition of a temporary import surcharge, 
generally at the rate of 10 per cent on goods which are presently dutiable. 
The United States Government has provided a preliminary assessment of the 
effects of the aforementioned measures, and the staff will be examining 
these measures in the light of developing circumstances. 
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Proposed Decision 

In view of the foregoing, the following decision is proposed for the 
consideration of the Executive Directors: 

1. The United States authorities, in a letter from the Secretary of 

the Treasury to the Managing Director, have notified the International Mone-

tary Fund "that, with effect August 15, 1971, the United States no longer, 

for the settlement of international transactions, in fact, freely buys and 

sells gold under the second sentence of Article IV, Section 4(b). The 

United States will continue to collaborate with the Fund to promote exchange 

stability, to maintain crderly exchange arrangements with other members, and 

to avoid competitive exchange alterations." The United States authorities 

have also stated that they are not taking measures in order to ensure that 

transactions between their currencies and the currencies of other members 

take place within their territory only at rates within the limits prescribed 

by Article IV, Section 3. 

2. The Fund notes the circumstances which have led the United States 

authorities to take the actions described above. The Fund emphasizes the 

undertaking of members to collaborate with it to pranote exchange stability, 

to maintain orderly exchange arrangements with other members, and to avoid 

competitive exchange alterations, and therefore welcomes the intention of 

the United States authorities to act in accordance with this undertaking. 

3. The Fund will remain in close consultation with the authorities of 

the United States and of the other members with a view to the prompt achieve-

ment of a viable structure of exchange rates on the basis of parities 

established and maintained in accordance with the Articles of Agreement. 

The Managing Director will take appropriate initiatives to this end. 



DOCUMENT OF IN'~'ERNATIONAL MONETARY FUND 
l\.ND NOT FOR PUBLIC USE FO. 
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To: 

From: 

Members of the Executive Board 

The Secretary 

Subject: United States - Article IV. Section 4(b) 

F:J3D/71/202 

August 16, 1971 

t"A,a,) r~, hi 

There are attached for the information of Executive 
Directors copies of a letter of August 15, 1971 from the Secretary 
of the Treasury of the United States, and of a letter, referred 
to therein, dated May 20, 1949. 

Att: (2) 

Other Distribution: 
Department Heads 
Di vision Chiefs 
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THE SF.CRETARY OF THE TREASURY 

Washington 20220 

t- •'- • .. ... ... l 

Dear Mr. Schweitzer: 

August 15, 1971 

This is to notify you that, with effect August 15, 1971, the 
United States no longer, for the settlement of international trans-
actions, in fact, freely buys and sells gold under the second 
sentence of Article IV, Section 4(b). The United States will con-
tinue to collaborate with the Fund to promote exchange stability, 
to maintain orderly exchange arrangements with other members, • and 
to avoid competitive exchange alterations. This: letter:·supersedes 
the letter of 1-'.!ay 20, 1949, to the IvL:J.naging Dir&tor from the 
Secretary of the Treasury and Chair.nan of the National Advisory 
Council on International Monetary and Financial Problems . . 

' . . . .. .... .. 
, ,, , :. ) . .., L ... Sincerely yours, 

(/s/ John B. Connally) 

,.,.. •. , •• •, : : . ·r:-, - :. ·secretary of the Treasury 
.t): :.~ t _. :: :;~~:· _i . . ~· ,t.· -3 ~.~•: .. :: • ••. _ and 

Chairman of the National Advisory Council on 
• _. /:f.'::::In:temational Monetary and Financial Policies 

Mr. P:ten-e-Paul Schweitzer 
Managing Director 
International Monetary Fund 
19th and H Streets, N.W. 
Washington, D. C. 20431 
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My dear Mr. Gutt: 

'--.__,I 

-,_ -: . . . - . -... -
i _. : . ' • '-o • _ ... ,. 

- .-. ol . .. . . .,_ •• •• f • ·-

i. '-..J ..... . 

THE SECREI' ARY OF THE TRE.A.SURY 
WASHINGTON 

May 20, 1949 
.. . -.. 

In connection with the obligations of members of the 
International Monetary Fund under Article IV, Section 4(b), 
of the Articles of Agreement of the Fund, I wish to advise 
you that the Government of the United States, for the settle-
ment of international transactions, iri fact freely buys and 
sells gold \dthin the limits prescribed by the Fund under 
Article IV, Section 2. The policy of the United States in this 
respect has not been changed since prior to the signing and 
entry into force of the Articles of Agreement. 

, .·· _ • . . . Very Truly yours, 
·, ,. .... -~:.~-:..-) 1~ .. :] !'. : 1._"),_ \ ~ ·,! 

••. ·• ,: :.'. ';,:_~ ·:..·.: ··.:.:,:'. .·r /s/ Jolm ll. Snyder 
. . ,. _ _ ... ;:, Secretary of the Treasury and 
. ·-:·, -· ~-

1 
_ --:::.~ ::·:-: --~- .°'.. -~·:.:,-·:· _.-:~~-:·(;_ Chairman, - • 

• • •• • • • --- • • - • ... · •· · " •- -·-··-'· · ~; .:. National Advisory Council on 

Mr. Camille Gutt 

International :Monetary and Financial 
Problems. 

Managing Director 
International Honetary Fund 
1818 H Street, N.W. 
Was~crton 6, D • C • 
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BOARD Of" GOVERNORS 
Of' THE 

FEDERAL RESERVE SYSTEM 

Office Correspondence 

JIIP 

Date _ _ A_u~g~u_s_t_l 7~, _1_9_7_1 _ _ 

To ____ ~C=h=a=1=·rm===an==--=Bu=rn=s ______ _ 

Fro_m~ ___ S_a_mu_e_l_P_i_z_e_r _______ _ 

Subject· Estimates of revaluation 

effects on U. s. tradeo 

CONEID&NI'-IAL (FR) 

The attached memorandum is based on work done over the past 

several months attempting to evaluate the effects of specified changes 

in foreign exchange rates on the U.S. trade balance. Results are pre-

sented in sunnnary form, not spelling out a number of crucial assumptions 

detailed in the underlying work, and not attempting to take into account 

the full range of international transactions or the further effects of 

changing either capital controls or U.S. and foreign quotas and trade 

barriers. Nevertheless, it provides a starting point for thinking about 

some of the magnitudes and relationship involved in negotiating changes 

in exchange rateso 

While there may be differences of judgment as to the precise 

arithmetic involved, I believe there is substantial staff agreement 

that the restoration of equilibrium exchange rates from the U.S. point 

of view requires some major changes in the exchange rates of industrial 

countries and quite possibly others. Minor changes will only lead to 

another crisis fairly soon. Moreover, minor changes will not permit 

the removal of direct controls. 

Attachment. 



'--" BOARD OF" GOVERNORS 
Of" THE 

FEDERAL RESERVE SYSTEM 

Office Correspondence 
To Chairman Burns {through Mr. Pizer) 

Date August 17, 1971 

Subject: Preliminary appraisal of possible 
magnitudes of "acceptable" exchange rate 
changes as indicated by their effects on 
the U.S. trade balance 

This memo sets forth some preliminary estimates of the 

effect on the U.S. trade balance of certain changes in exchange 

rates of major foreign countries. Within this limited framework, 

it is possible to draw some tentative conclusion about the 

adequacy, or otherwise, of the particular magnitudes of possible 

changes. 

Taking account of differences in cyclical situations 

among industrial countries, it seems that a viable current account 

position for the United States this year muld have required an 

improvement of the order of at least $5 - $6 billion. Assuming, 

relatively arbitrarily, that roughly $4 - $5 billion of such 

an improvement would have to have come from a higher trade surplus, 

certain conclusions can be drawn. 

Earlier estimates showed that, after an appropriate 
1/ 

interval of time of something like twelve months or so,- the 

defacto exchange rate adjustments made before August this year 

(i.e., revaluations of 5 per cent each by Germany, Austria and 

J:./ The initial effect of exchange rate changes is likely to be 
perverse because short-run elasticities are likely to be very small 
and because imports may be invoiced in foreign currencies. (To 
the extent that exports also are invoiced in foreign currencies, 
this effect is offset.) The second factor is probably of less \ , 
importance in the U.S. than in other cases. 



To: Chairman Burns -2-
CONFIDEN1\t\l tFR) 

the Netherlands and by 7 per cent and 3-1/2 per cent, respectively, 

by Switzerland and Canada) are likely to improve the U.S. trade 

balance by around $3/4 billion annually. The size of the improve-

ment still needed makes it obvious that action by Japan and Canada 

alone would be insufficient to bring about anything approaching 

an equilibrium rate for the U.S. dollar. It is also clear that 

any further moves by European countries will hinge importantly 

upon the size of any Japanese adjustment. 

A 10 - 15 per cent upward revaluation of the Japanese 

yen is tentatively estimated to improve the U.S. trade balance by 

$0.9 - $1-1/4 billion. If the Japanese revaluation could tend 

towards the upper limit of this range, it might not be inconceiv-

able to achieve a further upward adjustment of the German DM 

(over and above the 5 per cent average appreciation of the past 

pre-speculation months) of 5 per cent, which in turn might be 

accompanied by equal adjustments (i.e., 5 per cent) by the remainder 

of the present Common Market countries (whether or not this v.nuld 

include an additional adjustment for the Netherlands is left open; 

the difference would be about $0.1 billion in the U.S. trade 

balance). These moves by the EEC countries could bring about an 

additional improvement in the U.S. trade balance of around $1-1/2 

billion. 

Consequently, added to the exchange rate adjustments 

between May and August 13, upward revaluations of the currencies 
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of the Common Market countries by 5 per cent and of that of Japan 

by 15 per cent would improve the U.S. trade balance by $3-1/2 

billion. An additional revaluation of the Canadian dollar by 

about 3 per cent and smaller upward adjustments by some df the 

remaining G-10 countries would bring the total within the postulated 

$5 billion or so range. Anything less by these countries would put 

a great deal more of the adjustment burden on countries with weaker 

payments positions. 

The trade balances of most of these countries, especially 

those of Japan, Canada and Germany, show a relatively strong under-

lying upward trend. Revaluation effects on their trade balances, 

particularly if their major competitors move with them, should be 

tolerable. 

It should be noted that the assumption of exchange rate 

realignment negotiations within the framework of the G-10 is not 

meant to preclude upward adjustments by other countries. It is not 

at all clear that some of the oil countries as well as Australia, 

and possibly some others, could not afford to have their currencies 

move up against the U.S. dollar. To the extent that this occurred, 

the needed degree of revaluation by others would be diminished. 

However, revaluation by oil countries, particularly, would have 

greater adverse price effects on the United States than on other 

industrial countries. 
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Given the relative weights of the G-10 countries in world 

trade, the adjustments postulated above would average out to a 2-1/2 

per cent devaluation of the U.S. dollar. Based on U.S. import 

weights the devaluation rate would be 5 per cent. 

The figures postulated above give some idea of the order 

of magnitude of exchange rate changes needed to achieve a $5 -

$6 billion improvement in the U.S. current payments balance. They 

cannot indicate whether adjustments of this order are likely to 

achieve longer-run equilibrium in the overall U.S. payments position. 

This depends upon longer-term goals regarding the optimal structure 

of the U.S. balance of payments. In addition, to the extent that 

a possible removal of controls on capital and trade flows may 

alter current account surplus aims, exchange rate changes may 

need to be greater or smaller. To the extent that import surcharges 

are expected to be retained, exchange rate changes could be less. 

It should be kept in mind that the short-run effect of the 

import surcharges depends heavily upon whether the public believes 

them to be temporary or not. If they are assumed to be removed when 

parities are fixed, their effect depends upon how great people believe 

existing disparities to be. For example, if the general belief is 

that the Japanese yen is likely to be adjusted by more than 10 per 

cent, it is that consideration that will govern the movements in 

imports rather than the surcharge. Whenever the market expects the 
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foreign exchange rate in question to rise by less than 10 per cent 

against the dollar, the surcharge would temporarily cut imports; 

whenever the expectation is for a rise by more than 10 per cent, 

imports would be temporarily stimulated. 

cc: Board Members 
Messrs. Holland and Partee 
Messrs. Gemmill, Bryant, Sammons, Katz and Mrs. Junz 

., 

_j/ 
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August 16, 1971 - 71/110 
STRICTLY CONFIDENTIAL (FR) 

Stater.1ent by the Economic Counsellor 
at Em1/71/8G, August 16, 1971 (afternoon) 

As the I~anaging rirector indicated this morning, we have been giving 
attention for son.e til!le to the issues involved in.the elaboration of a 
set: of parities that could form the basis for a better l:alance in inter-
national payments. In this exploration our attention has been focused 
primarily on the industrial countries, which have been the area of the 
most severe disturbances in international payments in recent years. But 
in this context we have also p,iven attention to rate chanres that might 
be advisable for the primary produc:tng countries. 

Lo!!,ically, this prol:ilem can be seen as havinr, two separate aspects. 
(1) The deteminnt!_O!l of exchange rates; anc1. (2) the link between the 
pattern of exchanp,e rates and gold, Fltich uould be determined by the price 
of gold in terMs of one of the currencies in the pattern. 

The first aspect--that of exchan['.e rates--determines the relative 
compet:i.tiveness of cour.tries in ~-nterm~tional transactions and the 
relative valne of reserves held in various currencies. The second aspect 
determines the value of gold, SDRs, and reserve positions in the Fund in 
terns of currencies. 

While it is lor:ically possible to sepArate these two aspects, it would 
seem more lil:.ely that agreemAnt could be reached on both aspects if both 
questions ·pere settled at the same time. 

The discussion in the remainder of these rer.rnrks is addressed to the 
question of relatj_ve exchange ·rates only. 

A satisfactory new pattern of exchanre rates could not be found by 
letting aJl currencies float for a certain period. Ouite apart from the 'r '>R,,. 
profound uncertainty that such a situation ,;muld create, a regime of • ,...~ 
many floatin8 currencies cannot even in theory be expected to lead to a -,:, 
viable system of rates. This is so, inter ~lis, b~cause the floatinr, "', .,, 
rates woulc1 he too much affected by the extent to tJhich countries / 
practiced controls on capital r:iovements and intervene<l in the market, ...___ 
as well 2s by anticipations of official actions. 

It will he necessary, therefore, to derive a new pc.ttern of exchanr,e 
rat:es on the basis of analysis. The central point is clear, namely, that 
it ,dll be necessary to bring about a certain degree of deprecio.tion of 
the U.S. dollar vis-a-vis other currencies in order to strengthen the U.S. 
'basj_c ha lance ;md, in pa-rticular, the lT. S. curn~nt account. In this 
connection, tt has to be borne in 1,1in0, as was ·already pointed out in the 
Annual report, that the un<lerlyin[; U. S. current account is substantially 

OECLASSiFIED 
AUll-lORfTY Jj, Q,a, ifn , 1 /;a/~ i j 6#Dgaid1hnv! 

/J ~r_-,~ 1,tn _ C/; /;;,p,/ D-b 
BY.....r;W{.&.+--NARA, DATE 9/-2-1/a'l 
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weaker than the $2.5 billion surplus shown in 1970, because that current 
account position was the result of a recession in t11e United States 
occurring at the same time that hirh employment situations prevailed in the 
majority of the other industrial countries. 

• To create a sufficiently large current account surplus in the U.S. 
balance of payments will reqnire an adequate averaf>,e depreciation of the 
U.S. dollar against otter currencies. In the staff's opinion, a aecline 
in the value of the U.S. dollar in ter!',s of other currencies on the average 
by approximately 10 per cent woulrl he suffic:i.ent for this purpose. It 
would not be appropriate, however, to adjust the ratc:!s of the U.S.dollar 
on all currenc:_i_es by the same percentage. In order to derive the most 
suitable pattern of rates, it will be necessary to take into account the 
actual payments positions of individual countries (with adjustT'1ent for 
cyclical factors), the nor!'.lal payments position to Hhich it may be assumed 
that each country is directing its policies_, an(:_~ the extent to which each 
country would be affectef1 by changes in the rates of exchange for the 
currencies of all other countries. 

The calculations involving all these aspects are necessarily quite 
complex. Our prelil'Jinary findinrs suggest that the neu pattern of rates 
for the main industrial countries (other than the United States) \·1oul<l -
involve an increase in the rate of the currency of every one of these 
countriP.s in ter .. s of the dollar. T:owever, there is a clear distinction 
between at least t1:-10 groups of industri.a.l countries. For one of these r,roups 
the relative appreciation in terrns of the dollar should be less than the 
approximate averal}e of 10 per cent. For the other group--the strong; surplus 
coun tries--an appreciatio!\ &or.iewhat in excess of 10 per cent would appear 
appropriate. These measurer.,ents tal~e their startinp, point from the-
parities prevailing before l~y 30, 1970. 

sugge::i::: :::1::=::::::::=::::~:::::::::~:::::::~:::s:e~:::~ic u 
relations ,dth the United States, in the sense th2t a large proportion 
of their trade and invisibles are tTith the United States, would want to 
keen tl:e:1.r exchan:=7e rate on the U.S. dollar unchanged. 

2. It may siEiil~rly be expected that raany countries uith close econoP1ic 
relations \..rith the United Y.ingdom and Frar..ce uould uant to keep their rates 
on sterling and the French franc respectively unch;:mged. 

3. Countries that are at present in payments difficulties, wherever 
si tuate<l or whatever reserve center t 11ey :night be I·lOS t closely linked to, 
mif:ht use this opportunity to lower the value of their currencies coraparcd 
to the average of other curre-:i.ctes. For some countries a sufficient averaie 
depreciation miJht be achieved by keepinp: the rate on the U.S. dollar; 
for otlier countries it mir:ht be advisable to depre~iate beyond this point. 



BOARD OF r.:rJVERNORS CF THE FEDERAL RESERVE 6YP~C:M 

Augµ st 17 , 19 71 

TO: Board of Governors 

FROM: Samuel Pizer 

STRICTLY ComnmITTKL (FR) 

The attached statement prepared by Mr. Polak at the 

IMF was supplied to us by Mr. Dale. I believe it is interesting 

and important as a reflection of the thinking of the Fund's staff 

on the extent of the exchange rate adjustment that might be 

necessary. Of course, it needs to be kept STRICTLY CONFIDENTIAL. 

Attachment. 

cc: Messrs. Holland and Partee 
Officers in the Division of International 

Finance 




