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PREFACE

THE PURPOSE OF THIS STUDY.is TO Sﬂé{%ﬁ\? MooMRELL, DoUsLAS CORBORATE mvzﬁaﬁﬂéﬁi‘ﬂ“ﬁéé@
PLAN BY PROVIOING A REVIEW OF THE COMPLEXITIES OF ThE U.5. BALANCE OF PAYMENTS

IN THE CONTEXT OF INTERNATIONAL TRADE AND MONETARY Rzz*@'mm@:; THE MAIOR AREAS

OF FOCUS WIQ.., BE: A REVIEW OF THE INSTITUTIORAL FRAMEWORK FOR COMIUCTING
INTERNATICHAL MONETARY RELATIONS, THE ROLE OF THE .S, DOLLAR I THE WORLED'S CUOkse
MERCIAL AUTIVITIES, AN ANALYSIS OF THE U.S . BALANCE OF PAYMENTS CUTLOME, ANG Tﬁé 7

EFFECTS OF TRE RECENT DEVALIATION UPOR T AIRLANG INGRIGTEY .

AS SUCH, THE PRESENT DOCUMENT 18 PART OF & COMARENEMEIVE SERIBRE OF MONGERAFNS

WHICH BRINGS TOSETHER VARIGUE ECOROMIC STUDIESR MRSEIR VARTHED THEE PRAMEWSRIE GF THE

MDC ENYIRONMENTAL PLAM, THIS SERIES COMPRISES IM ADOVPIONR TU TS STUDY

o "SHORT-TERM QUFLDDK FOR THE UQ&.;, ECOomy AND TS
IMPACT ON THE MDC ENVIROMNMERT™,

2 . WHARTUN BASED STUDY "LONGTERM PROIPECTS OF THE
U.S. Economy”,

° "{ ONG-TEBM FORECASTING MOODELS oF THE .S, DomeEsTIC
AND INTERWNATIONAL TRAFFIC ANG FORECASTS To 19807 prus
A4 STUDY: "LONG~TERM FORECASTS OF THE SCHEDULER
DOMESTIC OPERATIONS OF MOIVIOUAL. U .S . CARRIERS™,

® "THE LORNG~TERM QUTLOOX OF THE EARR ARCiNgs Trarmic",

THIS DOCUMENT WILL BE CONTINUALLY UPDATED BY A SERIES OF MEMOGOS. AS NEW INFORMATION
REGARDING THE INTERNATIOMAL MONETARY ENVIRONMENT BECOMES AVAILABLE, IT IS HOPEG
THAT THIS DOCUMENT AMD ITS SERIES OF UPDATES CANM SHED SOME LIGHT OM A QOMFLEX AN

DYNAMIC AREA OF ECONOMIC INVESTIGATION AN, MOST IMPORTANTLY, ASSIST MDC MANAGE~

MENT IN CORPORATE STRATEGY PLANNING.

-
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SUMMARY ANG COMOLUSIONS

SUMMARY

1971 WAS A MAJOR TURNING POINT 1N WHAT 1S GOING TO BE THE SLOW BUT INEVITABLE DEMISE
OF THE BRETTOM Woons ' SYSTEM, ESTARLISHED 4 1944 . THIS STURY LOOWMED AT THE
FUNCTIONING OF THIS SYSTEM AND PARTICULARLY IT3 ERFESTS O INTERMATIONAL LIGURIDITHES

AND THE U.S. BALANCE OF PAYMENTS .,

N 1971 THE DEFICIT OR OFFICIAL BALANGES EXGRADEN TWENTPIHNG BIllIo0 COMLARS ANG
WAS SYMPTOMATIC OF THE FAILURE GF A SYSTER OF ARTIRICALLYY CONTRIVED EXCHANGE

RATES TO ADEQUATELY MEET THE DYRAMIC RESLUIBEIRENTS OF THE BITERGATICNM, MORETARY

SYSTEM ,

WHILE THE FLOW OF U.S . DOLLARS, UNDER THE BRETTON Woens ' AGREEMERT, HAS HELPEDR
EXPARD INTERNATIONAL uauxm“w AND WAS THUS IHSTRUMENTAL 1IN CATALYSING A LARGE PERv -
CENTAGE OF POST WORLD Wan [} m“i“zﬁﬁﬁ"s'mmg fmn&f AND Fiﬁ&%tk&ﬁm;'ﬁiﬁ OBYIOUS
PEPRECIATION OF THE bognz,Aﬁ M MORE RECENT YEARS RLACED CONSIDERABLE STRESS ON
INTERMNATIONAL MONETARY DEALIMNGS . THEéE STRESSES IN 1971 LED TO THE TERRINATION OF
THE OFFiClaL U .S . DOLLAR GOLD ‘cwvmﬁmuw On §§ AuGust 197T AND THE GENERAL.
CURRENMNCY REALIGRMENT OF ’i“é'}jzczmaéﬁ- 877, REACHED AT THE SMITHEOXAN KSTITUTE

IN WasuiNGTor D .C.

Ir WOULD APPEAR THAT IN 1972 THERE Wikl 85 A SLIGHT REVERSAL IR THE DALANCE OF
PAYMENTS DEFICIT, LARGELY DUE TO THE TTEMPORARY | STABILIZATION OF THE EXCHANGE
RATES AND SUBSTANTIAL REDUCTION IN SPECULATIVE U .S, CARITAL OUTFLOWS THAT

CHARACTERIZED 1971,




CONCLUSIONS

THE MOST OBVIOUS THREERE COMNCLUSIONS THAY CAR BE DRAWE FROM THIS STUDY AREY
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{. THE CURRENT IMSTITUTIONAL STRUCTIRE FO& CONOUCTIRG INTERRATIONAL MORETARY
TRANSACTIONS WL, UNDERGO FURTHER MOGIRICATIONS - [T IS FELT THAT THERE
Witl. BE RECURRIMNG CRIBIS sa%ma?%mgé@ FREDSHLED 18 FU9T T . AN THAT A MOSRE
MARKEY ORIENYEDR ARPROACH T8 E37: hmmﬁ% S L THATION .. XSS HATES
Wikl EMERGE . THUS WITH W@‘W ADOARGES 11 IHTEREATICNG, @ﬁwm&m&ﬂ@%'
TECHROLOGY » AND HENOE THE LOWENINE &F %%ﬁ@w&m COETH . FY 1S ERGISAGED
THAT THE WORLD WH@;RA&#&%? Mawe WW A semi’m OF FREBLY FLOATING

EXCHANGE RATES. SUCKH A SITUATION WOK.O FRER NATIONZ I POREGRING THEIR

‘ OWN DOMESTIC ECORGHMIC GORALS IR THE INTEREIT OF EXCHAMGE RATE STABILITY.

AND ELIMINATE INTERMATION2:., BALAKCE OF PAYHMENTS DISEGHLIERIA

ALY s e . e e s
AN } k

p e o R - e

e LS

2. THE U.S. WiLL CONTIRIE TO IMNCUR 4 BALANGE OF PAVMEW DEFIGIT . ASSUKSHSE

NO FURTHER DRASTIC DE'ZVAL,UATiON OF CWANGE IN THE CURRENT ENVIRGMIKENT , IRTG .
- N * N

THE FORESEEABLE FUTURE. BY ADHERINE TO THE REMNAKTS OF THE BRETTOK

WOODS? SYSTEM, EVEN AS MOGIFIZD BY THE SMITHSONIAN AGREEMEWY, THE UNITED

3 .

STATES WILL FACE CONTINUAL PRESSURE JPON ITS INTERNATIONAL CLURRENCY
EXCHANGE VALLIATION AND THUS CONTINUE 7O HAVE ITS DOMESTIC POLICY SHACKLED

TO ITS EFFORTS TO MAIMTAIN A S¥YSTEM (BRETTOR WOODS) THAT HAS SHown

e

CONSIDERABLE INADEQUACIES , i SR T & T RO Lot
] 3 LA S E B Ya LY * -




3. DUE TO DEVALUATION, THE U.S. WiLl HAYE.GREAIRZ COMPARATIVE COSY ADVANT AGE
IN THE PRODLICTIONM OF AIRCRAFT, ESPECIAMLY IM THE SHORT-RUN. HOWEVER, GIVER
THAT THE U.S. FACES COMPETITION FROM NATIONS WHG SUSSIDIIZE TREIR ARROSPACE
INDUSTRIES s IT zls DOUBTFUL THAT 08P PRIVATIELY (WRED AIRFRAME MAKNUFACTURERS
Wil BE "ALLOWED"™ TO MAINTAIN Tz;;ss COMPETITIVE éz:;ag BY FRIVATE MEAMS o
IN THIS CONTEXT WE PREDICT A GREATER PARTICUPATION BY THE U.5 .« GOVERN=
MENT IN THE DEVELOPMENT OF COMMERICA., ABERUSPACE m«mﬁm@ ESSREEALY FOR
EXPORT . F‘URT#E% THE BTOTAL COST® (FanrEs AMEE LAND EXPENSES) OF TRIRG TG
MOST FOREIGH DESTINATIONS HAS BECOME Mﬁﬁﬁ&?{i‘?ﬁ&i&%% For h-5. RESIDENTS
CONVERSELY, THE COST OF TRIPS BY Nok-i} .S Résmgm TG THE .5 HAS
DECREASED AND THE RELATIVE IMTRA-L .5. TRA\;EL,, FOR AMERICAKR RESIDENTS WILL.

BECOME COMPARATIVELY LESS EXPENSIVE . FOR THIS REASON IT IS FORECAST THAT

% THERE WILL BE A REALLOCATION IM THE DISTRIBUTION OF INTERKATICHAL PASSENGER

FLOWS .




% OUTLINE

THIS PAPER Wikh. REVIEW THE lNTEW??@%@% MONETARY ERVIACRMERT ANG ITS RELEVARCE TG

THE AIRLINE IMOWSTRY. THE PAPER Wikl BE DIVIRDED T PIYE MALN SECTIONS OF CHAPTERS .

g CHAPTER | Wild. REVIEW THE INSTITUTIONAS. STRUCTURE FOR CONDUCT MG
INTERNATIONAL, MONETARY TRANSACTIONS , PARTICULAR EMPHASGIS IR
THIS CHAPTER WiLL BE PLAGED 0fs THE ROLE OF THE 115, DOLLAR it6

| WORLD MORETARY AFFAIRD I

@ CHAFTER 2 REVIZWS THE DYRAMISE oF THE B.S,, M&ﬁ o F@%Vi%@wﬁ&
TRANSACTIONS Duming 1971, THin ceassoe PHALYTERS THE MOET
S IGHIFICANT EvEwTs op 1971 wavw PRECIFPITATED THE GENERSHE, CURRENGT
REALIGHIMERT , AND ﬁ%‘i‘ THE STASE FOR & nEvE OROER I INTERGTIONAL. -
MONETARY DEALINGS , '

2 CHAPTER 3 CONCERMS ITRELF WITH THE PROSPECTS FOR THE BALMKCE
oF PaymenTs N 1972, THE APPEGAGH USED WAS TG FORECAST THE
% . DIRECTION AND MAGRITUDE OF THE MAIN ELEMEHTS THAT ENTER INTG
THE U.S ., BALANCE OF PAYMENTS COMBTRURT

v

® CHAPTER 4 REVIEWS THE FOSSIBLE EFFECTS OF DEVALUATION UFGHK
AJRLINEG TRAPFIC FLOWS AND REVENUES, THE METHOGOLOGY
UTILIZED IN THIS ANALYSIS WAS BASED ON THE ELASTICITY CORCEPT
(FRAVEL DEMAND WITH RESPECT FO- ?mcﬁ TO ESTIMATE THE EFFECT
TR THE DEVALUATION ON BETK DOMESTIC AND FOREIGH FASSENGER ANO
REVEMIE PATTERNS . '

% - CHAPTER 5 DISCUSSES SOME OF THE IMMEDIATE EFFECTS OF
DEVALUATION IN THE AIRFRAME MANUFACTURING INDUSTRY, WM THiS
, CHAPTER THE A300-B PROGRAM 1s AMALYZED IN THE COMTEXT OF THE
SERIES OF CURRENCY REALIGHMENTS THAT HAVE TAKEN PLAGE SINCE
D62 ANDO THEIR IMPACT ON THE PROCRANM

e




INSTITUTIONAL STRUCTURE

1.2,

INTRODLGCT IO

THIS SECTION Wikl DESCRIBE THE PREVAILING TR ARST I0HAL, MOBETARY SYSTEM .
HISTORICALLY THE INTERNATIONAL CORMUKITY OF TRADING NATICHS HAS PLAGEDR
TS FAITH IN DEVELOPING AN INSTITUTIONAL FRAMEWORK FOR CONDUCTING TR
NATIONAL MORETARY RELATIONS RATHER THAR aa@*@k@%wtm & FRER MARKET
EXCHANGE RATE 3IYSTER TO EMERGR .. ﬁﬁ&é&mw HEPERMAT IONA, MORETHEY
CRISIS APPZARG TO WAYE ACCELERATEN THIS DRWE TO FORKALLY REATRUCTURE

THE SYSTEM . THE COMNPITRINS AupmRanas TG MS INET PP ORAMIZE

HAS PREVAILED 1IN 3TE OF BECUGRINGE INTESGETIONSAL., MOHETARY CRIGES EVER 7
WHEN SUBETANTIAL EV&W&: ERISTE TG SUSSEST THAT & SYRTER OF FIRED
(ST?-‘%W@E@) ENCHANGE RATES HAR ACTED A THE Faaciill” POm TRARGATTTING |

BUS INESS FLUCTUATIONS BETWEEKR NATIONSE

INTERNATICNAL MosgTARY Fung

‘1 2.1 IMF i CONTEXT OF RSTITUTIORAL FRAMEBWRORIC

| AT THE CORE OF THE SVSTEWM, w&zéz&s" 1S OFTEN REFERREDR TG AS THE
"EaeTToN Woons SYSTER, " IS THE IMF (INTERHATIONAL MOKETARY
Fump). THE IMF ae SULTED FROM LENSTHY DISCUSSIONS OF
SEPARATE Awsﬁﬂm, BRITISH, CANADIAN , ARD FRENCKH PROFOSALES
DRAFTED DURING WoRLD War I, THE TWO MAIGR EMERGIHG RIVAL.
PLANS WERE 'rHé'VB;mwsw‘ AND AMERICAN, THEY DIFFERED IN THAT
THE BRITISH PLAY ‘P‘U"? MORE EMPHASIS ON NATIORAL MONETARY
INDEPEMOENCE WHILE THE AMERICAN PLAN PLACED EMFRASIS OH
EXCHANGE RATE STABILITY, A SYSTEM SOMEWHAT REMINISCENT OF
A RETURK TO THE GOLD STAKDARS, THE COMPROMISE FINALLY
REACHED CLEARLY aEéemamn THE Amaé:m PROPOSAL. MORE THAR
THE BRITISH. WHILE THE IMF IS THE DOMIMANT FORCE IN THIS
‘SYSTEM, OTHER SIGMNIFICANT ELEMENTS INTERACT TC PRODUCE A

COMPLEX DYNAMIC CONSTRUCT FOR SETTLING INTERMATIONAL ACCOUNTS .

Ui
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i.2.2

$.2.3.

SICHIFICANT AMORG THESE -}:‘:cmﬁ@%zf‘: UMATS ARE THE Woasilh Bame,
INDIVIDURL, CENTRAL BANKING BYSTERG, AHD THE DEYILOMMENT OF
oren {SPOT AND FORWARD) MARKZTS FOR FORTIGH CLRRENGIES AN
GOLD, EACH OF THESE MAIGR COMPORENTS OF THE INTERNATIONAL
MONETARY SYSTEM Will, BE DISCUSSED WiTHIN THE SNETITUTIONAL

CONTEXT,

FPURFOSE OF IMPF

ACCORDHAS TO 1T ORIGKL, ARVISEES OF AGRERMENTY, TR PURCcSES

OF THE. DITEANATIC

NATIOHAS. TRADE, WITH THE INTENEIOG S9 P

EMPLOTRINT AND REAL, IHGOME AMENS NOTINNS,. THR FTABLILATISS
P

QF EXQWM HATESR , AND THE AYVIGSNER OF ¢

HE THAT THR

CIATION, IN ADDITION, THE CHARVER OF THe IMFoRM
FUND CONCERN ITSELS WITH THE DEVELOBMENT GFF A MULTIRATICHAL,
SYSTEM OF CUERENT INTERMATICHSE., PATRENTS ANG THE BIlMINATION
OF EXHANGE CONTROLS OVER CRRRENT TRANSACTICHS ‘ ‘ﬁs FURTHER
LOAL, or Tue IMF As @&%@8%%‘? CONSEIVEDT WAS TO QRENTIE BNl
NOMIC c@wse&nﬁe‘;m ﬁémgmf NATIONS AND TO. GIVE THERS THE
DPPORTUNITY TO EXPEDITIOUSLY CORREGT BALANGE oF PAYIMENTS
MALARMUSTMENTS , WHILE AVOIDING THODE UMILATERAL, ECONGMIC
MEASURES THAT WOULD IMPINGE O OTHIR IMEMETIS RATIONAL AN
mzamﬁpma prOsPERITY . THE ACHIEVEMENT OF THESE GOALS
WNDER THE ORIGINAL CHSATER OF THE IMF TENCHD 10 BE=EMPHAGIEE

THE. MARKET NATURE GOF THE SYSTEM .,

CRITIOUE OF PURFOSES

TuE PURFOSES, AS EXFRESSEZD ABOVE, ARE VAGUE . MORE SPeCiF-
ICALLY, THE FUND PROVIOES INTERMATIONAL DRAWING mienTs (¢ Tite
CASE wAﬁs)qm mASIS OF QUOTAS, TO ASSIST ITS MEMBERS MEET

TEMPORARY DEFICITS WITHOUT HAVING TO RESORT TU SUCH ACTIONS AS

N

HCHANGE CONTROLS, EXCHAMGE RATE ADJUSTMENTS, OR HARMFUL

DEVALUATIONS.




1.2.4

UNDER THE ORIGINAL CHARTER OF THE IMF, MEMRER MATIONS ARE
SUPPOSED TO FLive WiIThH" on Tmos our’™ PURELY TEMBOSARY
DEFICITE . MEMBER NATIONS ARE Ha‘% EAPECTED TO SUPPLEMERT
THEIR OWN RESERVES, BY BOBROWING FROM THE FUKD, TGO CORRECT

CHROMIC IMBALANGES

N THIS COMTEXT, WHER & COUMTRY IS FASED g*!!'?’ﬁ L. H@FMSSk,"f
FUNDAMENTAL DISERUILIBEIES DUR o A DEFICIT IR TS INTER=
NATIONSL, TRAMSASTIONS , THE FUNE BAY RESUIRE THE COURTRY TO
BEMEDY THIS BY DEVALIIMNG ITS CuRRENEY . SYMETHICALLY , Ak
OPPOSITE SITUATION OF "FURGAMBEMTAL" DALANCE OF PAVMENTS
SURPLUS WOULD msa%; CALL, PO THE FUNG TG INSIST O/ AR

UFWARD REVALUATION .

IMF PROCEDURE

UNDER THE ORIGIMNAL ARTICLES OF AGREEMENT Ol EXCHANGE RATES
THE Baa’mﬁ WooDs SyYSTEM .Eﬁwsmam THAT EACH ié.’wé?‘ MEMBER
GOVERMMENT WOULD ESTABLISH A FIXED PAR VALLE FOR ITS
;‘:URE{ENCY ANO MAINTAIN THIS CENTRAL VALUE IN THE EXCHANGE
MARKETS WITH A PLUS OR MINUS ONE PERCENT VARIATIOR, THIS
PAR VALUEZ WAS SET WITH RESPECT TO THE U.S . DOLLAR, THE
U.S. WOULD IN TURN MAINTAIN THE FRICE OF GOLD AT $35 per _
OUNCE . F‘sow} THE INCEPTION OF Bﬁamw Woocsg THROUGH 195&,
THE U.S., TOGETHER WiTH SIX OTHER MEMEBER NATIONS OF THE
"GOLD POOL, " MAIMTAINED THIS DOLLAR GOLD CONVERTIBILITY RATE
OF 535.00 PER OUNCE . THIS SYSTEM WAS MADE OFERATIONAL. BY
THE DIRECT MARKET INTERVENTION OF THE BANK OF ENGLAND WITH

THE COOPERATION OF THE OTHER MEMBERS OF THE "Poot..” -

FOR EXAMPLE, THE BANK OF ENGLAND WOULD INCREASE ITS GOLD
HOLDINGS WHILE THE OTHER MEMBERS WOULD SHARE IN THESE

PURCHASES BY BUYING AN AGREED UPON PERCENTAGE OF THE ACAUIRED

e




GOLD FROM TRE BANK OF ERGLAMD WITH AMERICAK DUOLLARS . GOk
VERSELY, WHEM THE Bapits OF ENSLAMG INTERVENED BY SELLING

GOLD IN THE OPEM MASKET, THE OTHER MEMBERS OF ThHE "GOLD clus™
WOULD ASSIST BY SKLLING PART OF THEIR MONETARY GOMI TG THE
BAaNK OF EMGLAND Fos .S, DOLLARS ..  THIS SYSTEM ULTIMATELY
RESTED UPDH THE ARILITY OF THE LIS . To RANTANS "REAL" GOLE
CONVERTIBILITY AT THE CSTABLISHER RATE, THE CONGUGTING OF
THE DAY=TO=DAY ACTIFITIRS a% THE Badil 0F EucLANG, RATHER THAS.

THE U .S, FEDNERes, NESESWE 3YaTER Wod Masy PR

SHOOT OF THE "FFp's® misToRISAL RELUCTANGE TO o

£ INHYVGEYER

1N THESE TYPES OF HITRRRATIONAL, OPEN MARKET GRERATIONGE .

1.2.8. Loax OPERATIONS OF THE F’um@'

TECHMICALLY THE LOAN OPFERATIONS OF THE FUNE, FOR SHOBT Rﬂ@
BALANCE OF PAYMEMTY PROUBIEMS ., CONSIST OF SE&MS@ FOREIGR

CURRERCIES , THE FuMs Rﬁﬁuiﬁﬁﬁ THAT BEACH MEMGER MUST COR

Lx
ey

TRIBUTE Tcs T;-SE IMF A mpwkgrisqm"nﬁét&:e:fme ITS ECOROMIC
powERr®., WHiLs A pemsaw OF THIS MUST BE IN s@a,ia, THE BULK s
™IS HéMef c@am commanty THE FORM OF BANK mm;wﬁ
THE UNITED SraTes m%fssw?ag PERGCENT ANO THE LRUTES Kinesske
86"P.znczmj OF THE INITIAL CAPITAL, . TO COMPENSATE THOSE
NATIONS mgm A LARGER COMTRIBUTION, ADRITIONAL VOTING POWER

&

WAS ASSIGNED THEM 1M THE FOWER STRUCTURE OF THE FUNOD,

H

WITH THE EMERGENCY OF NEW NATIONS , AND VARYIHNG RATES OF
ECONORIC GROWTH, THE TMF HAS MOGIFIED THE QUGTA ALLOCATION .
Tasks 1.1, ILLUSTRATES THIS POINT BY SHOWING QUOTA REALLO~

CATIONS THAT OCCURED od May 1, 1970.

TTHE DEFINITION OF ECONOMIC POWER APPARENTLY BEING LOOSELY INTERPRETED AND HIGKLY
SUBJECTIVE , ‘ '




% 1.2.6. LoaN MecHaNICE
FACH MEMBSER NATION {9 DEZGUIRED TO BPaY T THE FURD ONE SFCURTH
QF ITS Asgs@zm QUITA 11 GOLD DR 11,5 | DOLLARS ANG THE REMAINING
THRETZ QUARTERS M 1'{*.~:§ MATIONML. CURRENCY . THE IMF THUS HAS
ASSETS CONSISTING OF GOLD, DALLARS ANO A HETERGGENEOUS MIX QFF
VARIOUS NATIONAL CURRENCIES . I THE EVENT THAT A MEMEBER
NATION INCURS A DEFICIT 1M ITS BALANGE OF PAYMENTS, 1T CAN
UTILIZE ITS DRAWING RIGHTY T REDUEST A SUM OF MONEY 1IN A
PARTICULAR CURRENGSY. & CAGT b FRINT Ww BY WHERE
AUSTRALIA CAX "ORAw” US| DOLLeRS PROM THE B g THER
USE THEM TO BUY AUSTRGLIAN DOLLARS m THE EXCHRANEE KRARKET,
THERRZEY COVERING ITS DEFICIT. WHEN A MERSUE HATINE HAG
CORREQCTEDR ITS "TEMPORAEY" IMGALANGE 1T I3 EMBOCTED 7O REVERSE
THE TRANSACTION sv UBING FOEEIGH EXCHANGE TO: REPURCHASE TRE
ADDITIONAL AMOUNTS OF ITS O%H CURBENCY PAID TG THE IME,
AsS HAS BFEM swésssa aé:meéﬁ, THESE LOANS ARE mﬁs::cmga TO BE
SHORT TERM 1M NMATURE, AND THEY ARE DEFINITELY EXSECTEG TG BE
REPAID, APPROVAL FOR A MEMBER TG DRAW a‘gvem} THE FIRST

25 PERCENT OF ITS QuoTA (SLICE) DzPENOS UPoH IMF APFROVAL..

AN INTERESTING DEVELOPMENT IN THE FRAMEWORK OF THE [MF IS THE RECENT INTERESY
SHOWN 8Y THE SOVIET BLOC COUNTRIES AND SWITZERLANRG TO JOIN THE IMF . Tus
RAMIFICATIONS OF THIS POTENTIAL DEVELOPMENT WILL NOT BDE CONSIDERED I8 THIS TEXT.




TABLE 1.1 IMF QUQTAS FISCAL YEAR
~ ENDED, APRIL 30, 1971 —

(?N MILLIONS OF L1, S . DOLiARS)

Quota oa MNew Effectins Doty - o Mew Effcetive Tnee -
Membwe May ), 1970 Quos of (heegs - Mesnine Map i, 19% Quoaws of LChaase
Afghaaistse .00 37.50 Den 22, 197 . Lace 10, 0% EX00  Nowi27. 1970
Algeria 75.00 130,00 Uew, 21, 198 Lesonhun - 3.0 Mows E 1S
Argeniine 310,06 +40.08  Dee 23,1970 Litedin 300 2200 Phe, b R
Avatrsiia 00,00 663.08 D 4, 1979 Libvan Sd Rogmdia TP O J3.087  Mew T 1370
Belgiww 422.00 $50.0% Dee, 2%, 1979 Malagrsp Repatiic & e 2 15.0% Erox, 3,197
Belivia 23.03 37.0% Mow, 71, 1970 Miataewh .28 1505 How. 28, 197
Botawana 3.oo - 5,00 Den. 18 1970 Malayon I8 08 36,00 Doz V3 1996
Brazil 350.00 440,08 Now.ZI, 197 Mati 17,00 2XTB Deoe. 23 1990
Burme 43.00 £0.00  Now. 2, 1978 Maléa, 1050 1805 Mow I 1976
Burundi ¥3.08 15.08 MNow, 27, 1370 Mausisneie 100 5305 MowlL 1976
Camerooe {23.20 33,00 Dee, 23, 1978 Mo usidue 16,00 12.00& Do, 27, 1590
Cansda 740.00  1,100.00 = Dee. 19 1979 AMeaice .08 FO.06 . Dec 131919
Canirsl Alricne Repubdic 9.30 2 13.00 Dee, 30, 1970 Moremem 90. 02 PO e 30, 197
Caylom 74.C0 593,00 Dec, 10, 1978 Mapal 10,08 10,305 - Ape 27, 197F
Crad 10.00 3,003 Now.27 \9% Netherioadz 20, 0% T, % P 23, 1976
Chile $25.00 1358.00  Dec. 33, 1970 New Zesload Y570 WLOB  Des 1% 197®
Colombia . 725,00 137.00 NDow, 27, 1970 Nicarages 19. 05 27.00- Mow 13, 1976
Congo, Democraiic Reg. of - 90.00 113.00  Now. 12, 1979 Miger 10,06 13,08 Now 2T, 1916
Congo, Propis’s Rep: of U 10.00 13.0¢ Dee, 30, Nigerim 100,06 13502 Dec.. 8, 197
Cosa Ries 23,02 32.0603 ¢ Nov, 3G, 1979 Norway 150, 0% 240.0% Nov. 27, 1976
Cyorus 20.00 25.00 Dec, 4, 1970 Prhisem 133,00 23%5.0%  Now 17,1976
Pabormy {0.C0 13.60 Des, 18, 1976 Ponams 23,068 O D, 22, 1978
Cenrnack i63.C0 280.0¢ Cet. 30, 1979 Paraguay 15,00 19,00 Dz, 23, 1370
Domincan Repubieg 32.80 43.00 Cen 30, 1973 Peru 330 121,00 Nov.27, 190
Ecundor 23.C0 33.60 Nov, 4, 197¢ Philippiene - 110,06 53,00 Deg, 10, 1976
£1 Salvedes 23,50 33.00 Den. 1, 1976 Rennds 15,00 1%.0% Oee,. 30, 1978
Equatonel Guiros 8.00 .00 Des, 23, 1970 Savsdi Arnbde SO, 0 348,00 Ape 15, 197
Etnviopie 19,00 27.C0 Ot 30, 1970 . Sevagal 25,00 34,00 Dec.. 17, 1970
Finlaod 124,00 190.C0 Des. 1,1976 Sierrs Looss 15.00 25,00 Dee. 4, B
France 23s5.C@ 1,30G.00 Dee, 14, 1970 Scmalis 15.00 13.00 Now, 30, 197
GaSon 9.504 13.00 Dee. 30, 1970 Scaia 236,00 L3950 Do, 24 1976
Gambia, The s5.co 7.00 Des, 28, 1976 Sudsa 57.00 FL. K Dec, 16, 1970
Germaay 1,200.00 §,600.00 Des. 24, 1970 Swazilgadt &0 8.00 Des, 1, 197¢
Ghana &2.00 371.00 Dex, 23, 1979 Sweden 2306 32%.00 Oxe. 1S 197y
Grsece wo.0e . {33.00 N, 10, 199 Syriza Arst Rewmeddie . 33.0%- 50,08 Now 30 1970
Guawemais .25.00. 35.00. Ot 30, 1976 Tanzanla ) - koo 42,06 | Dec 15, 1976
Guioea 19.00 2400 Dee, 23,1370 . Thailamd €3.00 34,000 Dee, 23, 1976
Guyana -~ $3.00 20.05 - Nov 13, 1978 Togy . . .25 15,0 Dee. 2% 1976
Haii i5.00 19.00 Dee, 3, 1970 Trinidad and Tobaga 44,00 63.00 Now, 4, {976
Hoaduras i9.00 ?.5.00m Nov. 27, 1916 Turkey ) 108.00 tsl. 00 Dee, 23, 1972
fesland 15.0 23.00 Nov. 4, 1978 Ugal 32.08 40,00  Dee X9, 1576
India 730,00 240.00 Dec. 24, 1976 United Arab Republic 1530.00 138.00 Ces, 23, 1970
{ndonesie 207.00 150.00 , 23, 1978 United: Kingdan 2,440.00  2,500.00 Nov. A3, 1570
fran 123. &0 {92.00 Nov, 13,1970 United Staues 3 160.00 . 6, 700.00 Dce, 31, 1976
Irq 20.00 109.00  Nowv, 13, 1978 Upper V 10.60 . 13,00  Dee 14,1978
Irzlaod 0.0 i21.00 Maovw, 30,1970 Unsgusy 5%.00 .00 Nov. 4, 1976
{sraed 44,00 130.00 Nov, 6 570 Y 350.00 330.00 Nov, 24, 19
laly 623.00 1,0060.00 Dxe. 21, 1576 Viet-Mam 3.60 62.00% Dec, 8, 1976
tvory Coast L 19.00 52.00 . Ngov, 27, 1970 Yerman Arab Bapublic B.00 e 10.00: 4 24,1
Jarcaica 3s.co $3.00 Dee. 21,1970 Yggm\,: pbe's D, . .
Japan 923,00 1,200.00  Oet 30, 1970 Nkl s - B Dec. 27, 1376
Jordan 15.C0 23.00 MNov, 13, 1970 Yugosevia 130.00 08 Dee, 14 1976
Kanyz 32.00 43.00 Dee. 4, 5 .08 76.00 Dec.. 23, 1976
Khrmer Repudlic 12.00 25,06 Dec, 29, 1979
Kuwait 0.0 65.00¢. Dec, 22, 1970
 Increased to $19.00 million, effective May 4, 1970 by payrveet of the Ath and finel inwuilvewe undee the Fouah Owil il Review,

Quinauennis A
7 [ncreased to S10.00 réilion, effective May 23, 1970, by paymwent of the ffth und fimal instailatene under the Found Quinquennial Rewaw,
?{nitially consented 10 an increase by insaliments but pid ad fve instaiimenis at the sums timg, R A
s Increased to 310.00 miilion, ehieciive May 19, 1970, bv payment of tha Bfth and Anal instuilnsent undse the Fourth Quingquawniai Resiewe,
8 Increase undee Board of Gosernors Roysution Nao. 25-3, as amended by Resvlution No, 23-4, eective June 15 1970,
¢ Kuwait consested 10 a2 quots of less than the maxmem amount lissd in the Annex 0 Resalution Now 233, which was $1 1400 rmitlios.
7 The Libyan Arab Repibiic consented 10 Quota of less than the maximum amonnt listed in the Annes 10 Resotution No. 23-3, witich was 367.00 mulbos.

m;Ne;nl has consented 10 an inurease iR i3 quota (0 314.00.million, to be paid in five instaliments, The incrmse 1o $10.30 million reflests payment of Iba
L instalimene,

% {nitially consented to an incresse in five instaliments, The first instaliment was paid, and Vies.Nam's incrense in Guota to $43.50 rwllion b deet
:;} December {, 1970, The four remaining installments were pad on Decernber 8,-1970. at which timse the (uil incrense 1n Qua 0 S8L00 midia Tessma
eCTive,

1* Quota en May 22, 1970 #hen (he Yermen Arab Recublic joined the Fund, .
1t Increase under Board of Govarnors Resolution No, 251 s amandes by Resolution Ne. 26~t, edective December 3, 197D,
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Dotiarn GCOoLd CONVERSION
I MarcH oF 1268 & "TWO TIER SYSTEM Y WAS DOTRODUCEDR, THIS SYSTE

DICHOTOMIZZD BETWEEN MONETARY, Of QFPICLAL. CENTRAL. BANKING GOLD

TRANSACTIONS, AND THE FREE GOLD MARKET . N THIS NEW SETTING THERE

WAS A FREE GOLD MARKET PRICE AND AN OFFICIAL. MONETARY GOLD "PriCE."

CTHIS LATTER "PRICE" REMAINED AT S 3B/CUNOCE AHD WAS 1IN FACT NO MORE

THAN A BOGK EXOCHANGE VALUE OF GOLD USED FOR OPFRIC LA, RESERYE TRANG-
ACTIONS .  DURING THIS PERIOD OF "OFFICLAL., FRER ms;wwéuwﬁ T oNoM LELS
OFFICIAL CENTRAL BAMNKS CONVERDIONS OF MONETARY DOLLAR HOLDIKGS. NTeE
GOLD WERE I3 FACT AGAINGT THE RULES QF "S0Ch SERAVION THIS UNQER=
SCORED THE REALITY OF THE SITUATION THAT THE DOLLAR WAS . AT THIS Tike

EVEN, MO LONGER CONVERTIBLE INTO GOLE. THE INTERNATIONAL MONETARY

COMMUNITY APPARENTLY REACTEDR TO THIS QUASE OFPICIAL ACEROWLEDRGEMENT

BY REARRAMGING THEIR RESERVE ASSETS IN FAVOR OF FORPIGH CURRERCY AWAY
FROM GOLD (EXPRESSED iN BOOK VALUE Tﬁﬁm}, For exaMeLs, now U .S,
FOREIGN EXCHANGE HOLDINGE OF OTHER COUNTRIES INCREASED FRo $27 600
MILLIOR IN ch%:;wesé 1967 70 % 53,222 MILLICN iM JURE OF ?9’?& ' Dumﬁ@
THIS SAME PERICD OFFICIAL FOREIGH GOLD HOLDINGS DECREASED FROM $27,440

MiLLION TO 325,973 Mitlion,

IN THIS VEIN, THE SMITHSONIAN ACCORD, ARISING OUT OF NEGUTIATIONS CORe
DUCTED IN WASHINGTON OVER THE PERIOD DECEMSER (7-18 BY THE "TENF,
AND FOLLOWING THE MONETARY CRISIS ENVIRONMENT OF LATE 1871, RECOGRIZED
THE URGENCY OF ESTABLISHING A NEW ORDER FOR (NTERMATIONAL MONETARY
COOPERATION. AT THIS MEETING, 1972 WAS SET AS A TARGET YEAR IN WHICH

TO BEGIN INTENSIVE WORK ON REDESIGNING THE INTERMATIONAL MONETARY

STRUCTURE, THE IMMEDIATE CONCRETE ELEMENTS OF THIS AGREZEMENT WERE A

NEW SET OF CENTRAL EXCHANGE RATES AND A PROVISION FOR WIDER BANDS,

WITHIN WHICK "EXCHANGE RATES" WOULD BE FREE TG MOVE + 2 .25 PERCENT

- ABOVE OR BELOW THE NEWLY ESTABLISHED CENTRAL RATES. CONCURKENT WITH

THIS ACCORD THE ADMINISTRATION AGREED TO ASK COMNGRESS FOR PERMISSIOR

11




) j .
TO CHAMGE THE BOOK VALLIE OF GOLIF AND IN ADDRITION THE U. 3 DROPPED TS
10 PERCENT SURTAR ON IMPDORTS , THE EVENTS LEADING UR TO THIZ ACTION

WiLL BE TAKEN UR 1IN A LATER SECTION,

1.4. WORLD SaARK
ANOTHER MAIER INSTITUTIONAL, REVELOPIMENT AFTER Worko Ware 1 was THe
ESTABLISHMENT OF THE INTERNAT IONAL BANKE POR RECONSTRUSTION ARD
REDEVELOPMERT . THIS BANK 15 ANGTHER IETEGHAL LIMK 14 THE COMPLICATED

INSTITUTIONSL, FRAMEWOR

B THAT HA4S BEEHN SURERIMPOSED: O THE WORLD

SOCHAE WOMELS

MONETARY COMMURITY. NO REVIEW OF THE INTERRETIONAL. PRY
BE COMPLETE WITHOUT REFERIENCE TO THE GOALS 4AND COHSTRUDST OF THIZ

ORGARIZATION ,

WHILE THE IMF HAS PLACED EMFNASIS O EXCHANGE s*mmmr% ANG HATIONAL,
LIQUIDITY, THE INTERNATIONAL Baxk Fom RECONSTRUCTION ANG: DEVELOPMENT
{commont.y CALLED THE WORLD BANs) WAS ESTABLISHED TG PROMOTE LONG-TERSS
INTERHATIONAL, INVESTMENTS .  AS WITH THE MF, THE M@Wﬁew«k Bl -
WAS ENDOWED WiTH A CARITAL SUBSCRIBED BY ITS MEMBERS, TOTALING
APPROXIMATELY 8 BILLION U.S. DOLLARS . DURING ITS EARLY IKGEFTION THE
BANK LOANED MAINLY TO WESTERY EURCHFEAN COUNTRIES, HOWEVER, WITH THE
agsun@:ﬁcz'qﬂ FCONOMIC POWER 1 EURGFE, THE DEMANG FOR BORROWING

FROM THE WORLD BAMK HAS COME MAINLY FROM THE DEVELOPING NATIOHS .

THE FORMAL CONSW OF THE WORLD BANK IS THAT MEMBER HATIONS PAY

2 PERCENT OF THEIR QUOTA IN DOLLARS OR GOLD AND 18 PERCENT IN THEIE
DOMESTIC CURRENCY . THE 1B PERCENT PAID IN LOCAL G@RENC\‘ COULD BE USER
oMLY WITH THE CONSENT OF THE COUNTRY INVOLVED, AND THE REMAINING

80 PERCENT WAZ SIMPLY A GUARANTEE FUND, WITH THIS BACKING, THE BaAMg

H :
CONGRESS IN APRiIL 1972 FINALLY GAVE THE PRESIDENT PERMISSION TO ADIUST THE "orice "
OF GOLD TO THE NEW VOTE.




1.5,

WAS AUTHORIZED TO 1S3UE BONDS, AND IN FACT THESE HAVE BEEM THE CHIER
SOURCE OF LOAN FUNDS . LEMGIHNG OSFSRATIONS OF THE WorlD BaMK ARE
CONSTRAINED 1N THAT THE BANK MAY MARKE GUARANTER LDANS OBLY IF FUKDS
ARE NOT AVAILABLE FROM ALTRREATIVE (%@ﬂ.{&'ﬁ:) SCURCES AT A REASONARLE
INTEREST RATE. I[N ADRDITION, LAaMNS .mﬂ;& THE Woeetd BaAxi AMRE RESTRICTEDR
FOR SPECIFIC PUNBDSES, SUCH A% DAMS . BIGEIWAYS . m‘z::;, ANSE THE LOAN

MUST BE GUARAMTEED BY THE GOYERRMERT OF THE ROBROWING COINTRY -

SpEciaL DRawise RIGHTS

On January 1, 1970 & oy BLEMSGET WAS HETHOOUUES INTE THE ORPICIAL. .

MONETARY SETPIRG ., THIS WS THE INTESRUCTIOR OF SPECIAL. IIRAWNIKG Riegwrs

(sDR=). Ths SDR'S ARE OPPFICIALLY VALLIEN AT 33 UKITS 2UR CUNCE OF GOLIE-

SDR’S SERYE TWG JORY punsosEs (1)As A FOSA OF LOAN OF LAST RESORT AND

(2) A3 & RESERVE CURRENCY FOR HATIONS . THE ALLOGATION oF SDR'S, AMong
COUNTRIZE , BASICALLY FOLLOWS THE SAME FOEMAT OF ALLOCATING LOAX -
DRAWING RIGHTS AMONG NATIONG . THE NEW ARTICLES CONCERNIKG SDR's
(ArTicLEs XXX 280 XXXI) STISULATED THAT THEY ARE ABSOLUTELY Ff%&:éx

(THAT 13 THEY ARE NOT SUBIEST TO WAIVER BY A DECISIGH OF THE Fune) AT

35 UMITS OF SDR'S PER OUNCE OF GOLD ., THUS TRE SDR's uave NOw
APPRECIATED RELATIVE TG THE U.S., DOLLAR, THE IMF (Sks AsTicLEs XXX
AND XXX1) ALLOCATES SDRS TO A WIDE RANGE OF COUNTRIES, MANY OF WHICH

HAVE MOT SRARED IK INFLOWS OF 3HORT-TERRM FIRUS .

-3 5.1, SDR'S ANO INTERMATIONAL MORETARY

THE IMF CREATED SPECIAL DRAWING RIGHNTS WITH THE EXPLICIT ¥
PURBUSE OF ADODING TO WORLD LIQUIOITY. WHILE THE PLAN FOR

. DEVELOPING THIS HEW FUND BASICALLY FOLLOWS THE CLDER DRAWING
RIGHTS SYSTEM, ;'i‘ DIFFERS 1N A NUMBER OF SIGRIFICANT WAYS .

THE MOST SALIENT BRING THAT ONCEZ A GIVEN AMOUNY OF SDRS




1.5.2.

HAS BEEN CREATED AMD TALLOCATED Y, A MEMBER MAS THE RIGHT TO

DRAW TOTALLY AGAIMST HIS ALLOCATION WITHOUT FUND ARPROVAL.,

CTHESE RESERVEYS ARR UNGOMOGITIONGLLY OWNED BY THE MEMBER

COUNTRY, HOWEVER, THERE 1S AN UNGERSTANOING THAT MEMBER
NATIONS Wikl NOT WISH TO DRAW AGAINST ITS SDR RESERVES
EXCEFY TO COVER A BALANGE GF PAYMENTS DEFICIT. THE MAJOR
ATTRIBUTE OF THIS SCHEME IS THAT OTHER MEMBER NATIONS ARE
csmgmbm ACCEPT SDR'S ANG T SUPRLY THE EQUIVALENT AMOUT

OF CONYERTIRE CLRRENG I8S WIHER ASHER TG D@&ﬂ:» A&?‘U&Mg‘(‘ﬁ

THE SYITEN I3 80 STRTURED THAET T2 IME mdod ACT A% Al INTERS

MEDIARY 1N & NATION EXERZISING TS CALL o SURS,. WS THE

CORCOMITANT ALLOTATION OF FORRBIGH CURRENGIES ...

STOCK OF SOR'S AND MPLICATIONS TO INTERRATICNAL. MORETARY
SETTING

THEREFORE ONCE SDRS RAYVE BEZH CREATED BY THE ME%T‘:W&
MONETARY FUND ,.i THEY Rémm N EXISTENCE ANDE ’mu@ &“ﬁmm*gét A
NET AUSITION TO WORLD LIGUIDITY. LIKE ANY OTHER CURRENCY, IR

AN SDR IS TRADED IN EXCHANGE (T 13 THER "owHEn” BY TRE RECIPl=

ENT NATION, THE CREATION OF NEWw SDR'S REQUIRES At 85 PERCENT

.éﬁx‘mmw OF THE VOTIRG POWER N THE !Mﬁ‘ « THE RACIG FOR

SLLOCATING VOTES AMONG FUND MEMEERS IS APPROXIMATELY RRG~
POATIONAL TO EACH MATION'S CONTRISBUTION TO THE FUNS, Thus
WHILE THE EEC (E’mm.zcéﬂemtz c,samumw_ | EXCLUDING THE
YK ,*) HAS LITTLE MORE THAN |5 PERCENT OF THE TOTAL VOTING
POWER, 1T 15 ABLE TO EXERCISE A VETO OVER CREATION OF NEW

SODRS, Tasle 1.2 DETAILS THE ALLOCATION OF SDRS As oW
1 Januamy 1971,

*OF COURSE WITH THE ADVENT OF NEW NATIONS INTO THE EEC ESPECIALLY THE UnireED

KiNcpom, EEC IN VOTING OM THE CREATION OF NEw SDR's Wilkl. BE INCREASED. -

e i e A R




1.5.3. LIMITATIONS

THE GENERAL ASSESSMENT OF THE IMF I3 fHAT TRE CREATION OF TRE
snR's on PassEr coln) suu,. BE A SIGHIFICANT FACTOR IN INCREASING.
INTESNATIONAL, LIQUIDITY ., HOWEVER, IR IEYIEWING THE SHORT-
LAVED EFFECT OF THE SORs, THE IMF CAUTIONS THAT THEY CAR
ONLY ACT TO RESTORE mwmﬁxm@ (R EALANCES AMD THAT THEY ARE
NéT TO BE VIEWED AS A PARALES FOR STRUCTURAL, IMBALANCES
PERSIZTING 1M THE WORLE MORETARY COMMUNITY. THE BASIC TREND
FOR THE FLNHG APPRARE TO BE TO ALLOW & GREATER RELIANCE OM
EXCHANGE VARIATIONSG AND WIDNR MOARSING, RATHER THA ARTIFICIAL,

i
INTERVERTION,

1.6, CERTRAL BARKING SYSTEMS
THE MANY NATIOMAL CENTRAL DAKING SYSTEMS ARE FUSED IROXERABLY INTG
THE INSTITUTIONAL CONSTRUCT OF THE NTERNATIONAL MONETARY SYITEM .

BROADLY SPEARING CENTRAL BANHE FURSUE A JOINT RGLE OF FURTHRERING THEIR

MNATION'S DOMESTIC AND iwmﬁﬁmom‘é ECOHORIC GOALS . [N THE BREAL WORLD
SITUATION THERE 15 NO CLEAR HISTINCTION BETWEEN Tﬁﬁeg FUKCTIONS . THIS

15 ESPECIALLY TRUE IN AN ENVIRONMENT CHARACTERIZED BY FRICTIONHAL TIME
LAGS AND FIKED EXCHANGE RATES, M THIS SITUATION THERE OFTEW 1S A FEEG=
BACK BETWEEN A BANK'S DOMESTIC POLICY ANG ITS INTERRATIONAL MOKETARY GGALS ..
A SIMPLE EXAMPLE OF THIS IS WHERE AN EXPANSIONARY DOMESTIC MCGHETARY
POLICY LEADS TO AN INCREASE IN DOMESTIC GROWTH WITH HIGHER PRICES,

OVER A PERIOD OF TIME THIS POLICY DUE TO A NATION'S HIGHER PRICE LEVEL

AND ARTIFICIALLY CONTRIVED LOWER INTEREST RATESz COULD BRING ABO‘W‘A‘; |
DEFICIT ON BOTH CURRENT ARD CARITAL ACCOUNT ., N A WOFQLD” OF FIXED
EXCHANGE RATES NATIONS TEND TO BE ABLE TO EXPORT THEIR DOMESTIC EGONOMIC

"wors , "  THIS IS ESPECIALLY THE CASE WKRENM THE U.S . IS INVOLVED, A

EUROPEAN NATIONS ARE ENDEAVORING TO CLOSE THE "GAP" FROM — 2.25% T0 — 1%, HOw=
EVER, THIS EXPERIMENT HAS BEEN TOO SHORT-LIVED TO EVALUATE ITS SECULAR EFFICACY,

CTHIS WOULD 23E THE CASE WHERE THE CENTRAL BANK INTERVENED TO KEEP THE INTEREST RATE

STRUCTURE LOW ., INTEREST RATE DIFFERENTIALS BETWEEN COUNTRIES GENERATE CAPITAL

FlLows (FROM LOW TO HIGH)
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ALLOC TABLE 1.2

- ATION .

EY S OF SPECIAL DRAWING RIGHTS
Nuary 1, 1970 ame 1971 HaMTS
(4 MILLIONS OF SRS

Participant Jan 1, . Net
cipant 1950 j?g:),;- Culz'numiwg
I3 - Allocation . ; - !
Afghanistan Particinant Ian. 1, Net.
Algeria _3 3 40 BTUCIPENRE 19 f?\)ﬂhh Cumuta;im
i\\rgcmi;xa }Q;.S 139 ’8.8 K orea, Allocation
i 50 47.1 195 Laos 3.4 54
sta 4 il.2 155.7 f“‘?:“".‘"@ L7 1.4 13.8
Barbados 87 a1 Luewm o3 03 T
el — Xerbes . ..
Boiwia ™9 1.4 1.4 Claasss Ba 3.2 26 8.3
Botswana 4.9 9.6 1404 Malagissy. Resuwbli 32 5.2
Brazil a3 3 8.3 Nalayaies 13 2.8 6.0
Burm N3 4:7:? ‘ 10) 0 v 20 1;2 313
Bumn&d' 3.1 3.9 Malte - 29 5 2 40.9
y IS &.4 1.7 ‘o 5.2
gamcéooﬂ ;? 2’0 1245 Sauritamis £.7 Fy
Relite] K - . m RS . -
Cemra? Afri 13403 3.7 5"2 iauznws 1.7 1.4
rican Rep. 18 117.7 242‘0 f‘ﬁw 2:'7 L 2.4 :}f}‘
Ceylon ' i.4 "0 Morosess 43 4 196 5.0
Ch ' 313 . MNepab 331 12 85.0
Cﬁd’ !.i 10.5 32 - %ng 2i.z
Cf;;:ﬂ“bia 2 3 1.4 3'? ﬁmgﬁsﬁég & 18 %
Congc; Dermn 210 16.9 7.9 New Zenlanss ’ ,%?“3‘ T4 16
. s . Rep. of ;5‘ 16.8 37"8 g}t&f‘}m »g.ﬁ» G éné
Congo, 121 27 2 %;35%« ) 1T %.9« &1
Feoples Rep.of the 1 168 e 3.8
: cosa Rica 1 1.4 Nocwsy - 2
: S SN S T iy
3 Denmark - 1.4 A Pamaguesy 4.7 e 36.17
Dommini 7.4 27.8 3.1 Peru ) 2.3 2.0 8.6
Eonador Republic 34 ' 33.2 et 14.3 112 4.6
1 Salvad a2 3.6 10.0 P iatipgerns. i ' 27.4
El Salvador e Mg 351, Rwands 8.3 5.6 A
E__Q-{“Oﬂa! Guines 1"‘ 3.7 g Sen::ggk 2.5 1o 35k
inland - Q 09 7.8 Sicrrs Lease 4.2 %6 4.6
Fea <1.0 203 éiz Somelix %-5 2‘7‘ ‘g*‘;’
nc : . Z
Gabon 183 5 160, ¢ : South Africs 3 0 4.6
2N B T I - W ps ot me
2Inan . ) 2 udan 2.0 Cem e 3.
Chana 1 s S A Swasland: o6 423 3
K:) . : B .8 1531 0 09 L.
Greece S S 209 378 s 13
Guatemaig 238 Sypa Aral B : -8 2.6
Guinea - 4.2 Igg 3.6 fanzania Repeblis . 6.4 5.4 LT
Guyana %,3 36 8.1 ;hlﬂané 3.4 4.% 9 G
Haiti «;i "é‘] 3_? ani? d L l"; 4.3 143
2. : . wdad and T . 16 .
Honduras . 2.0 4.6 Funisi Tobago 7.4 £5 a1
o2 A UniE . &
lndiand zﬁ§ 2.1 5.9 Turkey - 5.9 3.7
indonesis 128 0 XO%AS 5.0 Uganda 8.1 182 325‘
Iran 403 27-3 226.6 United Arab Republic R 43 9.3
i 0 %0’ 62.6 United Kingdom 32 a3
m 20. ars , : 299 3
Emgnd — ) o _ United States : 866 -6 705.%
[scue 13.4 R gé.r Sﬁfg‘;a\;o%a v 6.9 n69 1,588
aly 154 b 26.4 : 4 . 5
Sy N 139 39 Venezueiz 9.2 .3t
ory Coast ~ 1 g ;og,g _,_,2'_8 Viet-Nam 4%,(; 3}‘;\ %—?‘?
Jamai ‘ : 8. ' . 6. -2
Japarl\'Ca 8.4 8 Yemen Ataly Republic 6 13.2
Jordan 118 =7 12.1 Yemes, Poopie's - 1.1 Lg
Kenya 2 ”‘%‘2 230.2 YU?O?IA Rep‘,@{ 37 -1
Khmer Republic 34 51 FSN Zamvia 252 kh 6.3
12 2.7 "S 3.4 8'1 47.3
: 3.9 Towal 3 : 165
,414.0

T?‘e. ~ H
a a n3 R 65.363 36 &R)
1 precise amount ol Uhe twa allocatio 13 SD 3
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SLOWDOWH I8 U.S . ECoHOMIC GROWTH HAS A SIGHIFICAKT IMPACT UPOM ITY
MAIOR TRADING PARTHERS , ESPECIALLY 17 THEIR SMOHANGE RATESD ARE NOT
RES ?@ﬁﬁwé TO REAL VARIATIORS 1IN THE DEMANDEG A0 U5 | DOLLABS VIS-A~NIg
THEIR OWN DOMESTIC CURRENCY .,
1.6.1. INTERNATIONAL Mopgray RESZRVES — URECTIVES
NATIONAL DANKING SYATERS MANTAR A PORTRFOLIC QF INTERKATIGRAL,
MONETARY ASSETS FOR SRTERVENTION wﬁm&@“ TRAMBAT IO PURw= -
POSES, AND LIOUIDITY PURPOSES ., 5 GLANGE AT THR COIMPUSITION OB
RESERVES OF THREE COUNTIIES, A% e TABLE 2. Bikb, SERVE AS A
IMDICATION AS TO POV FRANGE, Gurawy AN Jaode, O CITE
THREE IMPORTART CSAMPLES, STHUCTUNE THEIR RESENYES FON USE

IN INTERHNATIONAL MOBETARY TRANSACTIONS .

TABLE 2 ,
COMPOSITION OF MONETARY RESERVES
AucusT 31, 1971
(in % oF ToTAL RESERVE)

NATION FRrRANCE GERMANY : JAPAN

GoLn 45.1 , 24.3 5.4 .
SDRe AND FUND POSTTioNs 9.8 9.0 6.1
FOREIGN EXCHANGE 44 .1 - 86.7 88 .3
TOTAL 100.0 100.0 106.0

THE FOLLOWING IS A BRIEF BlSCUE‘.-.S!ON OF HOW EACH OF THE ABGVE.
THRAEE OBJECTIVES ARE RELATED TG THE SIZE ARG COMFORITION OF &

NATION'S RESERVES,

1 .6.1.1, INTERVENTION PURPOSES T [IF A COUNTRY POSSESSES
LARGE INTERNATIONAL MONETARY RESERVES., THENIT

CAN INTERVENE BY OPEN MARNET TRANSACTIONS TO

17




1.7. - EURCDOLLAR MARKET e

1.7.1,

REVALUE I'TS NATIGHAL, CURRENCY ., N ADOYT oM,
DEPEMGING UPGH THE COMPOSITION OF THESE RESERYES.,,
NATIONG CAM MAVE YVARYING IMPACTS UPOK THE TOTAL,
Maﬁéz‘msw COMMURITY .  FRANCE'S LARGE GOLD HOE Do
INGS FOR ERAMPLE, RELATIVE TO QTHER RESERVE
ASSETS . MILOWED LT T PLAY QUITE A mﬁax&gx@é ROLE

IN THE RECENT DECISION OF THE U S, TG DEVALUE .,

1.6.1.2. TRANSAGTION PURPSESES & THIS REFERS TO THOSE

OPERATING BALANCER. NEEDE BY A NATIOR TG CARRY
Of DAY T8 D&Y INTERRATIONAL.. CABITAL, ANDG CLRBEHNRT
ACCOLP TRAVSEGTISHG . THID IS ANALOGHUS TG
WHAT ACCOUMTANTE REFER TU AS OFERATING.

CAPITAL, FOR BUSIRESS ENTERPRISES

1.6.1.3. LiQUistTy RESERVES BrSIDES BEING A Tweapawe™
FOR INTERVERTION ANG THANSAGCTION PURBGSES,
UNNECESSARY LIQUIDITY RESERVES TEND T REFLECT
A PSEUGO MERCANTILIST APSROACH TG ACQUIRING

POWER OVER FOREIGH CAPITAL .

INTROOUCTION

/

THE EURCDOLLAR HAS BECOME A SIGHIFICANT FACTOR 1IN THE CONTEXT
OF INTERMATIONAL MOMETARY RELATIONS . THIS SECTIGN WILL. TOUSH
UPON THE NATURE AND INFLUENCE OF THIS "RELATIVELY" NTw

PHENOMENMON . IN ITS 34 TH Annual REFoRT (1983-1964) The Bank

FOR INTERWATIONAL SETTLEMEMTS DEFINES A EUROCGLLAR
T, . . . AS A DOLLAR THAT HAS BETM ACQUIRED BY A BAMK OUT—
SICE THE UNITED STATES AND USED DIRECTLY OR ARTER CORVERSIGH

iNTO ANOTHER CURRENCY FOR LENDING TO A& NON=BANK CUSTOMER,

18
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1.7.2

LEAVE 1T QUITE URCLEAR WRAT SPECIBIC TERM . IF ARY. THE PHRASE

PERHAPS AFTER OHE OR MORKRE REDEFOSITS FROM ONE BANK TO ANOTHESR

THE BAMK THER EXPANDS TRHIS DEFIMITION 1IN SUCH & MANHER AS TG

EURODOLLAR ACTUALLY REFERS TGO .

YELANDG YEASER 1N RIS TEXT INVERHATIONSL MouwsTasy RELATIONS

(m. 457) ADDS TO THIS CONPUSBION BY STATINGS "THE TEfle EURGe

DOLLAR I3 RAR

£ TH s&msﬁgﬂmg@@& T 20 OFTYN: SERVES A8 A

LOGHE LABEL RATHER THAR AG THE MAME OF A SEECINE ABSET OF
LIABILITY, | HOWEYeR, YELGER COEY 08 TO AE THAT I THE
STRICTEST SEMOE A BURGHOLLARY . . . IS / SHORT TERS DEPOSET
HELD Wit A EURGEZAN BAHe BIFF EXPRESSED 10 (.G . DOLILARG
INSTEAD OF THE LOGAL CUBRERTY.” IT SHOULD BE NOTES THAT THIS mﬁwnw

IS5 NOT CONSTRAIRES TO U.5 ., DOLLARS NOB CONPINERG TG BURSEE

CONCENTRATION OF EURCDOLLAR MangeT

THE EURCDOLLAR MAREET 13 MAINLY CONCEKNTRATED I EURCPE ANG
AND THE MAIR FURS CURRENCY IS THE AMERICAN DOLLAR. ‘ N
EFFECT THE BANKING SYSTEMS OF THE LARGER WESTRRN EURCFEMS
COUNTRIES ARE TO A LARGE DEGREE "JOBBERS " OF EUNGOOLLARS ,
THEY DG THIS BY Rﬁmﬂmmi&éumm E:ummm TO PORBROWERS
QUTSIDE OF ﬁaim COUNTRIES .  ArTER 1960 THE SIZE GF THE
‘EURGDOLLAR MARKEY BEGAN TO GREATLY EXPAND, WHENEVER
EUROOOLLARS: WERE SHIFTED OUT OF DOMESTIC USE ANO PLACED
ABR@A@ AsS EURCDOLLARS, OR WHEN EUROCDOLILARE ACQUIRED ABRCAD
WERE SHIFTED TO DOMESTIC USE, AN INTERNATIONAL CAPITAL FLOW
RESULTED THAT WAS RECORDED IN THE BALANCE OF PAYMENTS OF THE
country(1Es) 1N QUESTION. THIS MOVEMENT HAS THE EFFECT OF
INCREASING OR DECREASIMG A PARTICULAR COUNTRY'S OFFICIAL

meserves (AND LIQUIDITY),




1.7.3.

1.7.4

DETEAMINANTS OF FUROQLOLLAR MOVEMENMTS

A sTuoY avy Roosey H., MILLs, Ju. 0F THE DiVISION OF INTERew
HATIONAL FINANCE, DOARD OF GOVERNORS oé* THE FEDERAL. RESERGE
SYSITEM SUGGESTS THAT EURGOOLLAR (;AF*E";‘%L. FLOWS ARE HIGHMLY
pErenoENT uron (1) THE AVERAGE COVERED étw#&asmmg BETWEEM
THE 3 MOMTH EURCDOLLAR DEPOSIT RATE AMD THE DOMESTIC MONEY
MARNET, AMD {2) THE PURCENTAGE CHANGE 1R THE VOLUME OF BANK
LOANS TO PRIVATE DOMESTIC BOAROWERS . MILLS RECOGRIZES THATY
OTHER DETERM IMAMTS , INDIGEREGUS TO & PARTICULAR NATION CAN

ALSD BY HIGMLY IXPLARATORY OF FLRGUOOLILAR FL

@

FRATIANNI-SAYOHS MOOEL, 0F EUnc-DoLLAR Masme

N THIS CONTEXT, MICHZLLE FRATIARNE ARD PACLD SAVOIY: PRESENRT

A MODEL OF THE MTERMATIONAL MORETARY BASE ANG EURODOLLAR

Marger: AN EcoNomsTRIc MoOEL, THEY DEVELOE A MODEL

WITH 24 VARIASLES (91X ENOOGEHOUS, AND EIGHTEXZN POLIGY AND
EXCGENOUS ) ANG SIX CQUATIONS WHICH ARE INTENOED TO EXSECLANS -
SIMULTARNEOUSLY THE SOURCES AND USES OF THE INTERRATIONAL.
MONEY aész AND THE EURODOLLAR MaRkEF (EDM). THIS MODEL

15 SUMMARIZED 1IN THE APPERINX TO CHAPTER [.

U.S . MONETARY MAMAGEMEKT ANG THE EUROGOLLAR MABUET
AS THE SIIE OF THE FURCDOLLAR MARKET INCREASES iT BECOMES
MORE DIFFICULT FOR THE 'FED' TO MANAGE THE U. S, DOomMEsTIC
MONETARY SUPPLY ., FOR EXAMPLE, SHOULD THE UJ. .S, FEDERAL.
RESEAVE SYSTEM INSTITUTE A STRIKGENT MONETARY POLICY TO
ACHIEVE A DOMESTIC GRAL, SUCH A POLICY COULD BE DILUTED TO
SOME EXTENT BY AN mm.qw oF U.5, DOLLARS FROM THE EURD-

DOLLAR MARKET., THE DEGREE TO WHICH THE EURCOOLLAR MARKET




AFFECTS U.5 ., MOMNETARY POLICY 1S TO SOME IXTINT A F-“wurc"r‘umi
OF THE RATIO QF THE DOMESTIC MONEY SURPLY TO QUTSTANOING
EURDCOLLARS ,  TO SOME EXTENT, IN THE CASE OF A STRINGENT
DOMESTIC MONETARY POLICY THIS RETIO HOULD IKCREASE AND THEREw
FORE BE PERVERSE FROW & POLIGY POINT OF VIEw. FIGURE 1,

ILLUSTRATES THE SPREAD O THE INTERMATIONAL BONEG MARKET FOR

U.S . comparies.

FOR THE EURCDOLLAR POOL TO INFLUENCE THE U.S ., MONEY SUPSLY IT MUST BY
DEFINITION BF A SUBSTANTIAL RATIO TO THE U .S, MONEY supeLYy. HOWEVER,

AS NOTED IN THE TEXT, INTEREST DIFFERENTIALS, U.S ., INVESTMENT ORPORTUKITIES,

INTERNATIOMAL MONETARY STABILITY, ETC, ALL INFLUENCE CAPITAL {EuroooLLArs )
FLOWS , '
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APPENDI G

FRATIANMI-SAVONA MOOEL. OF EURODCLLAR MARKET

1.15T OF ENDOGENGUS VARIABLES ( DENOTESR FiEaT DH‘"‘F?‘:‘%‘%EN@&"&):‘»

IMBb
§MBp

CREU

LIST OF POLICY AND
G

F POS

ci.

ocC

mMBUSHE

i

INTERNATIONAL WMONETARY BASE HELD BY THE BAMKING SYSTEW
INTERNATIONAL, MONETARY BASE HELDR 8Y THE PUBLILIDS

EARMING ASSETS OF EURGEANKS IN NOMNDOMESTIC CUBRERCY TO
MOMBANK CLIENTELE

EUROODLLAR DEFOSITS

‘RATEZ on DEU

RATE o8 CREU

EXOGENGUE VARIABLES °

WORLD IMB GoLD STOEK NET OF IMF HoLDGSE:

IMF GOLD TRAMCRKRE FOSITION PLLUS CREDITS GRANTED TGO THE .
ENTIRE COMMURITY OF MEMUER COURTRIES

CREDIT LINES IN DOLIARS OF CENTRAL BANKS WITH THE FES pLus
CREDIT LIMES, NOT I# DOGLLARS , WITE OTHER CERTRAL BANNG

OTHER CURRENCIES USEDR A IME - -

BALANQE=QF-»PAYMENTS RISECUILIESIUM OF THE U .5 . MEAQUEED Gid
AN TMB sasis (perFiven 10 Secvion £,.2.)

SPECIAL DRAWING ﬁ%ﬁwfs

iN;rERM?!vONAS., MONETARY BASE WELD BY CENTRAL BARKS
INDEX OF WORLD TRADE

YIELD o U5, LONG~TERM ASSETS

YIELR o8 EurceoNDs

YiELD on IMB

EXPECTED CAPITAL GAIN ON PRIVATE HOLDINGS OF GOLD

23




AFPIRDIN |

FRATIANNI=SAVONA MODEL OF FURODCOLL AR MARKET
(CQN’TP‘@“-D}'

DUSA = YIELD OM DEMAND DEPUITS NOMAEZIDEMNTS MAINTALY VTH THE

1.5, 8AHKING SYSTEM

TUSIA S SAME AS ABOVE WITH RESPEGT TG TIMi DEPOSITS
CRUSE = DOLLAR LOANS TO LIS, é:smme:%@m&, a&w@
CAUSD = CURRENT ACCOUNT DISEOUHIBAIL.OF THE .S . BALiANGE (21
PAYMENTS
iCR = INDEX OF CHEDIT MARKET RATES N THE CORATTRIES WRHICH @pﬁﬁw&ﬁz

IN THE DUSTODO0LLAR MABKET

= DIFFERERTIAL BETWELN THE YIELDE OF COMMERS L, PARTR 1K THE
U.S . AnD THE MAXINUS DEPDBIT REATY ALLOVIET UROER
REGULATION Q

THE MODEL CONSISTS OF THE FOLLOWING SIX EQUATIONRS .

SOURCES AND USES OF THE INTERNATIONAL MOMETARY BASE -

AG + AFPOS + ACL +40C + IMBUSB +AspDr = \MESY + AmeP+ aime?
P,
DeMAND FOR IMEB ¢
P | i =
Mt = (x < Ay . 1
A OLe0d Yuee ‘susa’ ‘arut G

IN THE fd FUNMCTION, AS IN THOSE WHICH FOLLOW, THE ENDOGENGUS
VARIABLES ARE SEPARATED FROM THE EXOGENGUS VARIABLES BY A
SEMICOLON, THE SIGK OF THE PARTIAL DERIVATIVES OF THE id
FUNCTIOR ARY

d
fl

CONSOLIDATION OF THE EURODDOLLAR PORTION OF THE BALANCE SHEETS OF ALL.
BANKS WHICH OPZRATE IN THE EDM:

>o(3—23) f§<o(k=1,4,5,s) -

_Amsb + ACRUSB + ACREU = ADEU

DEMAMD FOR EURODOLLAR LOANS BY NONBANK CLIENTELE :

24




APPENOI I

{ComTmumn)
A ACRE;J =gd(i *Avi causo, i Lo
’ crEy’ °7 0 T " "mEu’ CRi
g?:» o(j=2,3,4,5 ;g§<c;€ k= 1)

®  DBamxs' sSupsLyY OF EURSDOLLAR LOANG TO HOMEAR CLIENTELE -

RN - S ' L s . 3
5, CREY = (i , Amam™e i - 1]
A v g crREU’ i s trusa” fop ‘%}
8 . s : :
g~3> 0(j= 1,2)8<0(k= 3,4)

- THE YIELD O EURDDOLLAR DEFSSITS S
‘ s
. = h .
© rimsu Uereu? dori

h§> o j= 1,2)




2, REVI

W OF THE U.S5. BALANCE OF PAYMENTS 1971

INTRODUCTION

1971 WAS A PIVOTAL YEAR IN THE MORETARY HISTORY OF THE UmITED STATES. IT
WAS THE YEAR IN WHICH THE DOLLAR SUCGUMBED TO THE YICISSITURES OF THE
MARKET AND REL,%NQQB&NEE 1TSS POSITION AS ”"f‘"fé;z’g WORLIX CURBEKGY. THIS
CHAPTER Wikl LOOK AT THE MAIOR TEMS TRAT LED TO THE RECORD 197} pDEricer
IN THE U1.S | BALARCE-OPPAYMENTS, A DEFICIT THAT FIMALLY PRECIFATED THE
DEVAMLUATION OF THE DOLLAR. THE OFFICIA. SETTLEMENT PO 1971 was

$29.7 8;1.,1“1@5%@ 'A%m? THRZE TIMES THE CEFNIIT RECOROED For 1970 (sax
TABLE 7, LINE 3 !) o THE INUREASE 1M THE OFPICIAL. SETTLEMEKYS DEFICIT OF
520 BILLION DOLLARS, WAS DUE TG A LARGE RIS IN THE DEFICRT O CURRBENT
ACCOUNT, LORG=TERM CARITAL TRANZACTIONS ANG MASSIVE % FECULATIVE CABITAL, +

CUTFLOWS FROM THE UNITED STATES.

- THE DEFICIT CONTINUED TO GROW EVER AFTER THE ANBCUKCEMENT GF TRE

EMERGENCY MEASURES TAKEN WITHIN THE FRAMEWORK OF THE NEw ECOHOMIG
Poticy {(AuGUST 15). THIS WAS CAUSED PRIMARILY BY SPECULATIVE PRESSURES
ON THE DOLLAR 1N ANTICIPATION OF A WORLIO-WIDE CURRENCY REALIGNMENT .
TOWARD THE END O 1971 THE DEFICIT STARTED TO TAPER OFF SCOKREWWAT AS A

CURRENCY AGREEMENT AFPPEARED IMMIKENT . THE NET LIGUIGIEY EALAMCE ¢ WIHICH: -

PURPORTS TO MEASURE CRANGES IX U.S. RESERVE ASSETS {(Tasese 5) AND 1o

PRIVATE AND OFFICIAL NET LIQUIC CLAIMS O THEM. WAS IN DEBICIT BY APERGY—~

TIMATELY 322 BlLLloM 1M 1971 (REFERENCE TABLE 7). ECONOMISTS TODAY ARE

PLACING LESS SIGHNIFICANCE ON THIS ACCOUNT AS A GUIDE TO POLICYT. AND ARE
LOOKING MORE TO THE SECULAR TRENG ON THE OFFICIAL-SETTLEMENTS BASIS.
1971 sAW A FURTHER DETERIORATION IN THE UJ.S. OFFICIAL RESERVE ASSETS BY
%2.4 8iLLIOK (REFERENCE TABLE 5). U.S., RESERVE ASSETS STo0O AT $12.1
BILLIONS 1IN DECEMBER OF 1971, WHILE U .S . LIABILITIES TG FOREIGH OFFICIAL,

INSTITUTIONS INCREASED BY MORE THAN 329 BH.LION, TO AN ESTIMATED $52.5




BILLION. ABCUT 545 SILLIOK OF THIS DEBY 15 I THE FORM OF .5 . GOVERMMERT

OBLIGATIONS .  THE INCREAZE IN THE

THE DOLLAR WAS HAVING IN MAINTAINING 1TSS EXCHAMGE PARITY UMOER THE BRETTOR

WoCHs SYSTEM.

THE BASIC BALANCE , WRICH INCLINGES THE BALANGE O CURRENT ACCCRINT ANG
LONG=TERM CAPITA. TRANSACTIONS . HAR A DEFICIT OF ARPROXIMATELY S10 81t~

LioM in 1971 CTHIS COMPARED WITK AN AYERAGE DEFICIT ON THES ACCOUNT OF

$2.5 BILLION FOR THE YEARS 1968 THRouUGH (9. THE BECREASE IM INTERESTY

s T & S e

RATES I8 THE U.5. DURINS 1*3?? i@w;mm 1524 (i}m@ STTCCR MARMET BEGSANM TO
PICK UP IN AMTICIPATION OF A 1) .5, HCONOMIC RECOVERY . TRID SLOWED DOWH TO
SOME EXTENT NET FORTPOLIC INVERTIMENTS SEFKING FORTICH CABYTRL. GAING AN
(2) THE LOWER DOMESTIC RATES CAUGED INTEREST SEMSITIVE FUNDS TO FLOW

FROM THE u.s ; INTO TRE POREIGH MABHETS WHERE THE INTEREIT RATES WERE

HIGHER .

THE FOLLOWIRG DISCUSSION PROVIDES A4 MORE DETAILED AMNALYSIS OF THE ﬁ—ﬁm

ITEMS THAT ENTER INTO THE BALANCE~QOR~RAYMENTS CASK FLOVE Fem §971.

[

GEDT WAS SYMPTYOMATIC OF THE STRESS THAYT

~ TABLE 3
1971 BALANCE OF TRADE
{Bini.ion)
1971 1971. 14 1971.2  1971.3 197§.4
MeRCHANOISE Trape -$ 2.8 $ 0.40 -5 .80 ~% 1.1z -5 1.3§ S
EXPORTS £42.76 $10.30¢  $11.17 $10.73 $ 9.96
IMPORTS -$45.65 -5$10.48 -$12.071 ~511.88 ~$11.31%
OTHER GOCOS AND
sServices (neT) $3,578 £ 1.10 % 1.10 -5 .20 $ 1.60
BALANCE ON GOODS
AMD SERVICES -$ .01 $1.50 $ 0.20 ° -3 1.3¢0 -$ 0.30
27
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o

BALANCE OF MERCRAMDISE TRADE
DURING 1971, THE BALANCE OF MESCHANDISE TRADE DETERIORATEIZ AMD WAS 1N

DEFICIT BY $2 DR BILLION, AS COMPARED TG A SURPLUS OF 32l Blaon v . |

D A Soey

1970. THis DETERIORATION WAR THE REFLECTION OF & 13.5 PERCENT INCREASE
. piad”

P
el
R

AN IMPORTS, ACCOMPANIED BY ORLY 4 1.5 PEACENT INCREASE IN SXPORTS.
THE RATE OF INCREASE 1N THE VOLUME OF EXFORTS, HOWEVER, RID EXCEED THE
INCREASE IN THE VALLE OF EXPORTZ. CORRELATIVELY, THE UKLT PRICE OF IXPOEPS

DECLINED . -

WHILE ACTURM. AND POTEHTIAL STHIHZS . PARTICULARLY THE PROLONGED DOCIC
STRIKE, DISTORTED THE CUARTERLY THADE FIGURES, THE ADVERSE THENG 1 TRAGE
WAS LARGELY RELATED "m THE WORRLD WIDE BUSIRESS CYCLE VABIATIONS, I
1971, TvE U .S, was Exwﬁmma% A MitD RECOVERY I AGGREGATE REAL ECONOIIC
ACTIVITY WITH MO EASING OF PRESSURE OM .S EXPOAT PRICES RELATIVE TG
COMPETiTms « COMCOMITANT WITH THE FU -5 o RECOVERY wmw"ﬁ@eﬁ» U.S.
TRADIKG PARTHERS WERE UNDERGOING A RELATIVE DECLING IN BUSINGSS ACTIVITY .
THIS SLACKEMING 1N FOREIGH ECORDMIC GROWTH HAD AR ARVERSE EFFECT ON THE
U.S. BALANCE OF TRADE SITUATION SINCE U.S. DEMAND FOR IMPORT-COMPETITIVE
GOCDS WAS INCREASING %ﬂ,z AGGREGATE F’@é@t@z@ DEMAND ; ESPECIALLY IN
WESTERYN EURCPE AND Japas, Was éaﬁa&%sm&'m TH15 HAO THE EFFECT OF
PERPETUATING THE RELATIVE PRICE ADVANFAGE OF FOREIGN EXFORTERS TO THE
U.S. COoNSEQUENTLY THIS Bwrﬁﬁﬁﬁwif& MARGINAL. GROWTH I8 U.S. AND FOREIGH
e Bt e .
BUSIMESS ACTIVITY TENDED TO WIALEN THE ADVANTAGE FROWM THE DE FACTO -
pEVALUATION (DEFRECIATION) OF THE DOLLAR IN THE LATTER MONTHS OF 33?7 .
By THE THIRD QUARTER OF 1971 U.S. EXPORT PRICES, USING AN INDEX OF 100G

For 1863, HAD RISEXN TG 124, WHILE THE SAME INDEX FOR TOTHER DEVELORED

NATIONS " REACHED 120, THESE INFLATIOMARY CONDITIONS UNOOUBTEDLY HAD A

DETRIMENTAL EFFECT ON THE U .5 . BALANCE OF TRADE. IN THIS VEIN, HOWEVER,

IT SHOULD BE NOTED THAT THE RATE OF INCREASE IN U.S, PRICES DURING 1971

WAS SLIGHTLY LOWER THAN IN MOST EUROPEAN NATIONS ,

23 ,

A




2.2 v NET LiguiIDiTY BalANcE

TADLE &
NET LIQUIDITY BAZNAN%’;E
(Bd.1ons)
ANNUAL, 1970 1971
creoirs (+): DesiTs (<) - 1970 1971- v 1 i v
1. MERCHANDISE ' 2.5y TAEET
TRADE BM.ANCE ! 2.110 -2 B7%  L2B& L425 ~.843 ~F.117  ~1.344
2, OTHER GODOS ANG : _
SERVICES, NET 1.480 3I.578 §. 0GR §. 088 P07 . = iza {5894
3. BALANCE ON ‘ : »
GooDs AND SERVICES _ 3.592 0.69% 1.34% 1.513 228 ~1.29% 250
4. NOMSCHEDULED
REPAYMENMTS OF 1).S.
* GOVT. CREDITS® 244 .223 040 -004 -102 -07Z 048
5. TRANSACTIOMNS IN
% FOREIGN SECURITIES, ©. .
NET, U.S. PURCKASES (=) =.942  =.910 ~.337 ~.353 -.388 . ~.248 75
6. TRANSACTION IM U.3.
SECURITIES GTHER THAR , »
TREASURY ISSUED, NET 2.190 2.251 .792. .559 196  .582  .914&
7. MNOMLIGUID CAPITAL '
- FLOWS REPORTED BY U .S, '
' BANKS ; NET -.816  -2.644 ~-.786  -~.22 ~.613 -.785 ~1.224
8. ALLOCATIONS OF SPECIAL
DRAWING RIGNTS (SDR) .867 717 - NAVE - - S e

9. ERRORS ARO OMISSIONS _ :
AND OTHER TRANSACTIONS” ~8.058 -22.767 -1.210 -=4.265 -6.123 -8.413 =3.512

THE NET LIQUIDTTY BALANCE AS ILLUSTRATED IN TABLE 4 1S MAGE UM OF THE
FOLLOWING MAJOR ITEMSS (1) THE MERCHANGISE TRADE BALANCE, 2) Orner
GOODS AND SERVICES, NET, (3) BALANCE OR OTHER GOODS AND SERVICES,

(4) NON=SCHEDULED REPAYMENT OF |J.S. GOVERNMENT CREDITS, (5) THANSACTIONS

1N FOREIGN SECURITIES, NET, U.S5. PYRCHASES, (6) TRANSACTIONS 1N U.S.
4 .
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SECURITIES OTHER THAM TREASURY UNITS, NET. (7) MOMLIGUID CARITAL FLOWS
REPORATED BY .S, BAMKS, NET, (3} ALLOGATIGH OF SPECIAL DRAWING RIGHTS

(S0R) Axo (3) ERRCAS AMD OMISSHIONS ANG OTHER TRANSACTIONS -

THE DEFICIT oF 321,97 sidaon i 1971 o -:m? NET LIQUIDITY BALANCE UNDER=
SCORES THE PRISSURES WHICH MOURTED AGAINGT THE DOLLAR DURING THIS PERICG.
THE QUARTERLY DEFICITS ON THIS ACCOUNT I% 1977 weEreg 31.8 pia.aon, 58.6
BILLI0N, 510.1 anLion. aH0 53.5 BrLIsk. ThRE ORTERIORAT 1GH OF THE
i.mmmw BALANCE WaAS PRINCIPALLY DUE TO A DULDUP OF SPECULATIVE CARYTAL
CUTFLOWS 1N NON=LIMNID SHORT-TERRM BAHE CLAIME O FOREIGHERS . OF GRE&T
IMPORTANGE WAS THE SUBSSTANTIAL. INCREASE 1M THR NOKOUANTIFIARLE ACCOURT ~
VERRORS ARD OMIS®IONE AND OriReER "fm&a’;ﬁm"; THESE UHRTCORCEDR
ouz‘#mws o WHicH 18 1971 TOTALER 22.3 T BiLL10M, me::f.azmsé@ .8 TRANGFERS
INTO EURODOLLARS , SPECULATIVE PURCHASES OF FORRIGH CURRENQIES . THE
EFFECT OF LEADS AND LAGS B THE PAYMENTS AND RECEIRT OF CURRENGIES.

FOR YHORMAL Y FINANCIAL TRAMSACTIONS .

During 1977, LOMNG-TERB CARITAL mﬁricvw% PARTICULARLY U.Se DIRECT
FOREIGM INVESTMENTS , i»;caﬁaﬁgn'szwm%'h “THE SIRGLE MOST IMPGRTANY
IMPETUS TO ALL FORMS OF U.S . CARITAL CUTFLOWS WAS THE GENERAL. EXPECTA™
TION.OF AN IMMIMENT DOLLAR DEVALUATION. THIS WAS ESPECIALLY TRUE DURING
THE HIGHLY SPECULATIVE THIRD QUARTER oF 1971. IN TRIS EMCIROHMENT THE
UNDERLYING REASON FOR MANY OF THESE GUTFLOWS WAS TU AVOID .mv* WEALTH
LOSS, EXPLICIT OR IMPLICIT ,. BY. HOLDING ASSETS IN U.5. DOLLARS RELATIVE.
TO WEALTH HELD IN CURREMCIES THAT WERE EXPECTED TO APFRECIATE AGAINGT

THE DOLLAR.

2.2.1 U.S. MULTIKATIONAL COMPANIES INCREASED THE IR DIRECT FOREIGR |
INVESTMENT BY $3.5 Bitlion (U FROM $4.5 BILLIOK IN 1970} . THE
ADVANTAGE OF THESE EscALATEB INVESTMENT PROGRAMS, PRIOR TG
DEVALUATION, WAS THE ABILITY OF THE DOLLAR TO COMMAND MORE

GOODS AND SERVICES ABROAD.

3o




2,2.3.

2'2\54&

RERP P

U.S. LOMG~TERM FORZIGK LENMDING BY .5, BANKS INCREASED BY

APPROXIMATELY SA00 Mili06. THE SEMARD FOR THESE LONG TERM

CLOANS TO FINANCE MON-SPECULATIVE . AELATIVELY HOM-LIOUID ASSETS.

ARPPEARS TO HAVE ALSS BREM STIMUGLATED BY EXPECTED WEALTH GALN

(oR LOSE AVOIDANCE) FRGM DEVALUATION.

IN THE SAME CONTEXT. U.S5. FOREIGH PORTIFOLIC PURCRAGES INCRESASELR
WHILE FOREIGN PORTFOLIC IKVESTMENTS 1IN THE U.S5. DECREASEG. TRE
NET DECREASE 1N PORTFULIO FLOWS Was 5500 MitL.100 (Fram 5.2

BILLION 1N 1970 7O $0.7 Bnd.lok e (071,

U.S. NET SHONT TERK CABITAL CUTFLOWS TO FOREISN COUNTR WES 1
1971 AMOUNTED TO 320 BlRLION. OF THIS AMOUNT 8.0 Bitl o
APPEARED TO BE SEWSITIVE TG INTEREST DIFFERENTIALS BETWEEN THE
U.5. ARD FOREIGH CARPITAL MARKETS. In 1971 THE swmé:sﬁ* RATES
IN THE U.S. WERE LOYWER THAK IR MOST OTHER LEADING TRADING -
NATIONS. THESE INTEREST DIFFERENTIALS (SEE TABLE 9) oF 197§
PROMPTED SHORT TERK CARITAL. CUTFLOWS PROE THE UB.SB. THIS wWas

A REVERSAL, OF T’HE s;mxrmw oF i 963-%9 wweae m@u&r& U 3.

INTEREST RATES CAUSED FOREIGH SHORT-TERM CAPITAL INFLOWS INTEG

THE U S.

TABLE O PRESENTS A REVIEW OF THE INTERNATIONAL. MORETARY
ans?s. THESE ITEMS COVER THE MAJOR FIMANMCAL, INSTRUMEMNTS

THAT ENTER INTO INTERNATIONAL MOMNETARY RELATIONS. [T 1S

- BELIEVED THAT $12 BR.LION IH SHORT TERM CAPITAM, CUTFLOWS IR

1971 WERSE SPECULATIVE , AND THEREFORE SUBJECT TG REPATRIATION.
THE MAIGR DETERMINANTS OF REPATRIATIOR WOULD APPEAR TO 8SE
CHAMGING INVESTMENT OPPORTUMITIES IR THE U.S. vgsw\zw:s FOREIGH
MARKETS . THE INCREASING LIQUIDITY OF U.S. CORPORATIONS ANG

INDIVIDUALS , AMO THE CONTINUING INTERMATIONRAL. SNTEF?EST DIFFERENT <>

!AL.S CouLD RETARD THE RET‘URF& OF TH‘SE SPECULATIVE FLOW%:

N e e e by e o

e g S e e




2.2.5. A LARGE PERCENTAGE OF THE PRE AUGUST 15 CAPITAL CUTFLOW WAS
| IN THE FORM OF IMBORT PREPAYMENTS, ESPECIALLY 10 JaRan. THis
WAS DOME TO AVOID THE ADSITIONAL CO3T I8 UJ.S5. DoLlLARYS DUE TG
THE Amwm,wé:n DEYALVATION. THERE iS5 A PROBLEM ASSOCIATEDR
WITH IDENTIFYING AMD BEXPLAINING CAPITAL FLOWS . THE FAILURE OoF
ACCOUNTING MECHANISAS TO QLMCKLY 1SOLATE CAPITAL. @0‘&‘5%&%‘?’&
CAINTO THEIR POPFICIALY D DESIGHATEDR CATEGORY 1S REFPLECTER I8 THE
SIZE OF THE CATEGDSY CF "ERRONS AND OMISSIONS AN CITHER rema”,
T‘Has CATESORY LARGRLY REFLICTED THE VOLATILITY OF CABITAL, FLOWS kos A
1971 Ano THR IABILITY OF THE AMISOUNTING SYSTESS TO GUICHLY CRTRRZRI

\

THEM 8 Wﬁi%‘@&?@!@@éﬁé@ DESTINATION, " LeroeTy

OF THE ACCOMNTING SYSTEW TU "A0T ™ MAKES DOONOMIC ANALYRIS OR T

LTRSS BREGESLETY

INTERRATIONAL MONETARY EWVIRGHMENT DIFFICULT.

2.3 OF-FIGSAAEFUASQ RESERVE AsesTs
. TABLE B .
MOVEMERT OF OFFICIAL. 1.8, RESERVE ASSETS ~ [87¢
Biiiions) e
' . LT
el >
b TOTAE.
ASSETS 1971.1 - 1971.2  1971.3  1971.4 1971
ToTaL 15 .84 7 1.37 ~0.0t  2.35 ¢
. . ‘ Faanl P i
Goro A1 45 .30 ~0.00 .87 7/
SDR -.59 . .20 15 -0.0 .25 7
CONVERTIBLE CURRENCIES .37 -.07 . .07 -0.0 .38 ye
IMF ~ GowD TRANCHE .26 .25 .85  --0,08 1.35 /

£

In 1971 U.5S. OFFICIAL RESERVE ASSETS DETERIORATED FROM $Mi75 BILLIOK TO
APPROXIMATELY $12. 1 BILLIOM. VIRTUALLY ALL OF THIS CHANGE OCCURRED PRIGHE

TO AuGUsT 15, 1971. THE 1971 MOVEMENT OF NET U.S. OFFICIAL RESERVE

ASSETS was 50,15 siLLion, 50,8 sitlion, 51 .4 siLiioN, AND $0.01 siLLIoN.,

A
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THE OFFICIAL UU.5. RESERVE ASSETS ARE MADE UP OF GOLD {YALLER AT THE
U.S. DESIGNATED MONETARY BOOK VALLE), SDRS (SPECIAL. DRAWING RtG‘wTs)ﬁ
FOREIGH CORVERTIBLE CURR&M@%E;‘%; AND %ﬁ& GOLIZ TRANCHE POSITION OF THE U.S.
I8 THE INTERMATIONAL MomaTany Funo (IMF). Durike 1871, THE U.S.
CONDUCTED TRANSACTIONS IN ALL FOUR MAIOR RESERVE ELEMENTS. A CONSTRAINT
ON THE USE OF GOLD FOR ITERNAT IONAL. MOWETARY SETTLEMENTS RAS DEEN THE
OFFICIAL U .S . POLICY SIRCE 1368 OF NOT FREZLY CORYERTING GOLD FOR DOLLARS
EXCEFT FOR SPECLIAL OFFICIAL INTERGOVERSIGENT AND M TRANSACTIONS . e

1971 GOLD SALES AMOANTEDR TO 38868 rilliogg, Axe TRE UL .S, IMF eotn W&m

WAS RECUCED v - $1 .4 BILLI0H, THE REMSTIONR OF THE "1 .2, Ressave Assera™

-~ B
CAN BE VIEWED A% A DECREAZE I8 U.5. LIABBATIES TO FOREIENERS o

TABLE 6
Y.8. OFFICIAL SETTLEMENT
1970 awn 1971
(MiLr10us)

7Y

N
w
e

1970 1971 f

OFFICIM, RESERVE A
TRANSACTIONS BaLance - -9,82% -2%,767 -4,718 -~6.482 ~I2,704 -~5.883

FINANCED BY CHMANGES 12

NONLIGUID LIABILITIES TO
FOREZIGK OFFICiIAL RESERYE
AGENCIES REPORTED BY

U.S. GOVERNMERT 838 / 341 -2 b ~3 . <3

NONLIQUID LIABILITIES TO

FOREIGH OFFICIAL,

AGENCIES REPORTED BY -

U.S. anks -3107 =538  -201 =160 ~173 = =5

Liguio LIARILITIES TO
FOREIGM OFFICIAL

AGENCIES 7.612° 27,613 4,776 5,788 11,507 5,546
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FIGURE NO. 2

HISTORICAL TRENDS IN MERCHANDISE BALANCE

AND BALANCE ON OFFICIAL RESERVE TRANSACTIONS
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.S, OFFICIAL. SETTLEMENT ACCOUNRT

AS WAS POIMTED CUT IN THE IRTROOUCTION, U .5 . RESERVE TRANSACTIONSG™
. Ve .
4
19 1971 REACHED 329 .8 BILLICON DOLARS . THIS FIGURE SHOWS THE NET [NTER

NATIONAL, CAPITAL, MOYEMENTS OF THE U.S. ARD v AS SUCH, 1S AN ACCLRINTING .

| BALAMCIMG ITEM 1N THE CaASE QF 1971, THIS ACCOUNT SHOWS HOW THE BRALANCE

OF PAYMENT‘E} DEFICIT ‘WAS FINAMNCED - TABLE © {TERMIZES THE MOVEMERT O

THE BALANGING ITEMS FOR 19717 1T MIGHT BE OBSERVES FROM TABLE & THAYT

CTHE TWO MOST "AcTtive” 1TzMes wone ¥ LoD LIASHITIES 70 FORZIGN
{
~AGENCIESY, AND MOVEMINTS M Ismieuil, Brsenve Asszre™.  THe

| FORMER ACTCUMT REPAESERTED A SREATES DHEETT WITH AN OFPFBETTIRG DECREBMEWE

IN THE RESERVE BORITION OF THE U .S.

TABLE 7 PRESENTS THE MAIOR DISASGREGATER ITEMS THAT ENTEREER IHTO THE

970 Anp 1971 BALANCE OF PAVMENTS TRANSACTIONS. A REVIEW OF THIS TABLE
WILL‘INDlGATE THAT THE MOST IMFDRTANT MOVEMENTS TOGIK PLACE I THE
MERCHANDISE TRADE BALANCE] CTHEIR GOODS AND SERVICES, NETT NON LIGUI®
CAP!'Y;AL@ FLOWS REPORTED BY U.S. S‘A&ﬁﬁv NETY ERRORS AMO ak%i&@t@ﬁ@ m«:ﬁ o
OTHER TRANSACTIONS, ARD LIGUID PRIVATE CAPITAL FLOWS ., NET. THE NEGATIVE
ITEMS IN THE 1971 U1. 5. BALANCE OF PAYMENTS LED TO AR OFeiaial, RESERVE
TRANSACTION BALANCE OF $28 .8 el LION .  THIS WAS THE LaRGEST U.S

QFFICIAL RESERVE TRANSACTION BALANCE EVER RECOROED FO® THE U .S

THE INCREASE IN U.S. OFPFICIAL RESERVE TRANSACTION BALAKCE WAS FINANCED

MAINLY BY AN INCREMENT I8 U.5. LIoUI0 LIABILITIES TO FORBISK CFFICIAL,

. AGENCIES AND A CHAMGE IN THE GOLD TRANCHE POSITION OF THE L. S. 1IN THE IMF.

iT 13 SIGNIFICANT TO NOTE THAT M 1970 $2.2 siLl 10K OF THE $9.8 BILLIOK

OFrFPICciAL RESERVE TRANSACTION BALANCE WAS FINANCED BY THE USE OF FOREIGK

CURRENCIES, WHILE IN 19710y $0.4 BILLION WORTR OF FOREIGH CURRENCIES

WERE USED TO OFFSET THE OFFICIAL U.S. DEFICIT. TWO POSSIBLE EXPLARATIOHS .

| ARE THAT BY 1971 THE U.S. HAD LARGELY DEPLETED ITS RESERVES OF THIS ASSET.

AND THAT FOREIGM CENTRAL BANKS BY THEIR INTERVEMTION IN THE CRISIS ENVIRGN~

MENT OF 1971 TvOLUNTARILYT ALLOWED THE UJ.S5. TO INCREASE THE LATTER DEBRT.




THE MAGNITUDE OF THE INCREASE FROM $3.8 aiiion 18 1970 1o 328 .7 s3int.10M
IN 1971 1S INDICATIVE OF THE PVORFICIAL ACTIVITY ™ THAT WAS TAKER '1“;‘3 MAIET A
THE WIORL.D INTERMATIONAL, MORETARY CRDER . TH; HISTORICAL, PATH OF THE

NET MERCHANDISE BALANCE AHD BALANCE OR OFFICIAL *..'ﬂfuﬁmﬂwga sincE 1965

15 PLOTTED OM FIGUR£ 2.

SMITHSOMIAN ACCORT AND CURBENCY REALIGNMENT

WITH THE U.S. SECULAR DEFICIT IH ITS BALARGE OF PAYMENTS COWTT ALY
INCREASING AND THE RATIO OF HET U.5. ASSETS TO LIARILITIES DECREAZING
(0.4837 TO .2308) THE POSITION OF THE COLLAR AS THE FOURGATION OF THE
FIXED EXCHANGE RATIONS (THE BRETTON WOOOS SYSTEM) BICAME UNTENSGLE. O

15 Aucust 1971, PRESIDENT MIXOMN REVOHED COMPLETELY ANY PRETEST OF LB.S.

POLLAR COMYERTIBI.ITY AHD ALLOWEDR TRHE ﬁw TE FLOAT FRERLY. FURTHER.

THE PRESIDENT FROZE DOMESTIE Pﬁ?t&:ﬁé AND WAGES . THUS USHEBING 1 THE

"NEW Econosic Powicy® (NEF), ange INSTITUTEDR A: FAIREY COMPREHENEIVE

10 PERCENT IMPORT SURTAX. THESE ACTIONSE 28Y PRESIDENT MNIRON PRECIFITATED
FRENZIED ROUNDS OF DISCUSSIONS AMONG THE LEADING FREE wesm@ TRADINE
POWERS TO ATTEMPT TO SOLVE THE CURRENCY é:ms:s.. THE RESULY OF THESE
DISCUSS IONS WAS THE SMITHSONIAN ACCORD oF {8 DeEcEMesr 1971. THis Accoso

COVERED FOUR MAJOR POINTS: (1) A NEW SET OF INTERNATIONAL CURRENCY

REALIGHMENTS (SEE TABLE 8). (2) THE REMOVAL.OF THE 10 PErcent U.S. SURTAT

N EXCHANGE FOR THE LoWzmMé O CERTALIM TRADE Béaﬁisﬁﬁ AGHmNST U .S
EXPORTS, (3) A NEW U.S. BOOK VALUE OF GOLD, ANG (4) AGREEMENT BY THE
MAJOR TRADING NATIONS TO Esvaea.,ﬁs& A uebw_f'svswu TO ENHAMCE INTERMATIONAL, -
MONETARY RELATIONS TABLE B SUMMARIZES THE new»ekcuaaﬁa‘. RAfE CHANGES

AGREED OM AT THE SMITHSOMIAN MEETINS.

REVIEW OF CURBENCY REALIGNMENT

A REVIEW OF TABLE 8 INDICATES THAT THE EFFECTIVE ODEVALUATION OF THE
UMNITED STATES DOLLAR, WEIGHTED BY BILATERAL. TRADE , AMCUNRTEDR TG 12 PERe

CENT. THIS 12 PERCENT FIGURE REPRESENTS A TRADE WEIGHTEDR AVERAGE CHAMGE




IN THE RELATIVE EXCHAMGE VALUE V{ﬁ“‘A\“*V!S EI1GHT OTHER COUNTHIES. THESE
COUMNTRIES REPRESENT EIGHT GF THE Tt MAGR FREZD WORLD THRADIMG NATIONS
WITH THE EXCEPTION OF CARADA (\%S’*?!Ciﬁé HAS COMTIMUED TO ALLOW 1TSS CURRENGCY

TO FLOAT) AND THE UMITER STATES.

THE U.S. COMOUCTS ARPACHIMATELY 23 PERCENT OF ITS TOTAL TRAGE WITH
CAMNARA AND ARCUT 38 PERCENT WITH THE EIGRT OTHER N&Txdwm SGAINGT Abl,
CURRENCIZES WRICH REVALUED RELATIVE T0O THE DOLLAR, THE EFFECTIVE DEVALL~
ATIOR WAS 9.7 PERCENT, AGAIR O3 A TRADS WEIGHTED AVERAGE RASIS. THESE
CCUNTRIES ACCOUNT FOR APPAOZIMATELY BO FERCENT OF TUTAL .S TRADE.
EIGHTEEN PERCENT OF TOTAL 5. TRADE I% CONOUCTEDR WITH COUMNTRIES WHE
MAINTAINED THEIR EXCHANGE PARIVY WITH THE DGLLAR . WHEE THE REMMING

TRADE 1S WITH NATIONS WiHD DEYVALLIED RELATIVE TO THE DOLLAR.

U.S5. BaancE OF PAYMENTS DEVELOFMENTS —~ FIRST GuarrTER 1972

2.8.1 _ REVIEW
THE ‘Um‘w'z& SraTeEs DEPARTMERT OF COMMERCE ESTIMATES THE
OFFICIAL RESERVE TRANSACTIONS BALANCE FOR T972.1 AT $2.8&
BILLION., THE NET LIGUIDITY BALANCGE WAS ESTIMATED AT -$2 .4
ailion For 1972.1. THE OFFICIAL RESEZRVE TRANSAGTION SHOWS
AN IMEROVEMENT $2 .8 BILLICH, WHILE THE NET LIGIISITY BALANGE |

DETERIORATED BY 30.6 Bitilon Froe 1971.4 To 1972, 1. .

L 2.8.2... Major Parment FLOwS For . 1271.2

THE DEPARTMENT OF COMMERTE ATTRIBUTES THE REDUSTION IN m
NET LIQUIDITY DEFICIT SETWEER 1971.4 To 1872.1 7O A DECREASE

iN THE RATE OF CAPITAL QUTFLOWS ASSOCIATED WITH TRANSACTIONS
FOR WHICK FIRST QUARTER DATA WERE NOT AVAILABLE . THIS INCLUDED

FLOWS RELATED TO DIRECT INVESTMENT ANG THOSE FLOWS NOT COVEREDG

8Y THE ACCOUNMTING SYSTEM. THIS IMPROVEMENT WAS ALSO REFLECTER

IN THE OFFICIAL U.S . ‘GOVERNMENT RESERVE TRANSACTIONS . AS WAS




2.8.3

EXPECTED, WITH THE DESFEMING AMD WIDEMING OF DOMESTIC OPSORTU-
-

MITIES ANG THE DECRYEASE (M SRECULATIVE PRESSURES . THERE WAS A

SIGNIFICANT DECLINE 1R HET LIGUID PRIVATE CARITAL QUTFLOWS I ST YL

THERE WERE SOME DFFSETTIHG SHIFTS 1M OTHER ACCounTSs (AFFECTING
BOTH BALAMGES) 1IN THE FIRST GUARTER. O THE POSITIVE SIDE THERE
WAS A RISE IN FOREIGH PURCRASES OF 1.5 . SECURITIES ANG A‘REWC'@
TION 1M CUTFLOWS OF BANK REFPORTED NOM-L 10U CAPITM.. HOWEVER,
OF FSETTING THESE FAYORABLE SHINTY WERE, AN INCREASE I8 U.S.
Pdm;w»ﬁ&:s, OF FORZIGR é@s&z%wms&, TORETHER WM A ESTIATES

DECLIRE 1M INVESTMENT INCOME RECREIFFS , AND SOKE FURTHER

WIDEMING OF THE MERCHARDISE TRADE DERICET TOOK PLACE .

FOLLOWING TWO YEaRs (1970197 1) OF VERY LARGE NET LIOGUIG
PRIVATE CAPITAL OUTPLOYWS, THERE WAS A RETARGATION OF THIS
PROCESS I8 1872.1. Berweer 1971.4 Ano 1872 .1 rreEss was an
IMPROVEMENT OF 31.7 BILLIOGH 1M THIS ACCOUNT. THE 152».3& BILLION
DEFICIT 1M THE OFFICIAL RESERVE TRANSACTIONS BALANCE WAS.

FINAMCED BY AN INCREASE OF MORE THAN 2.4 BILLIONW IN LJABRJATIES

TO FOREIGH OPFICIAL AGERCIES .

MERCHANDISE TRADE I THE FIRST QUARTER OF 1972

ACCORDING TO PRELIMIMARY FIGURES MADE AVAILARLE O APwiL 27, By
THE U.S . DEPARTMENT OF écu&mms; THE U.S . MERCHANDISE TRAGE
DEFICIT ON A HALANCE OF PAYMENTS BASIS (Exc_t.unms__“M\u'rm“)

INCREASED To $ 1,528 MriLLioN, IN THE FIRST QuARTER oF 1872,

TOTAL EXFORTS AMD (MPORTYS BOTH ROSE TO NEW QUARTERLY HIGHS,
UP FROM THEIR STRIKE-DEPR¥SSED LEVELS IN THE FOURTH QUARTER

oF 1971, WHEN THE INDUSTRIAL DISRUPTIONS OM THE WATERFROWT




SLOWED THE MOYVEMENT OF SOODS THIIOUGR .‘)"TQNTYC AND GULF PORTS

FOR APEROMIMATELY TWO MORTHS .

EXPORTS 1IN 1972, 1 anvascen 70 11,209 MIiLLI0M, AND IMPORTS
INCREASED TO 313,322 MILLION ., THESE FIGURES ARE AFTER ADJUST-
CMENT TD A Bmﬁ G PAYMENRT BASIS . EXCLUDING MILITARY EXFORT
SALES AND IMPORT PURCHASES BY DERENSE %am;&ég AND. INCLUDE . ™
OTHER ADJUSTMENTS TO ThE CEusus Bustas “ﬁﬁﬁm& -ﬁ&fﬁa T ALLOW

FOR TiIMIRG COVERAGHE AND YAAMLIATIOR

IT Woul APPEAR THAT THE WEsr COAST STHRHGE PRO Rib-alariuary
TO THE ?’ésame:a WERK 1 FEUMIARY WAS MOBE THAK OFRSET BY THE
BACKLOS I8 MEROHANIISE FLOWS TrecUGH EAST AN GUsF 6@;@?
PorT%. DBOTH THESE PORT AREAS REFPORTED EXCERTIORALLY HEAVY
LOADINGS 1M [972.1. IN THIS CONTEXT, IT SHOULD BB HOTED THAT
THE WEST COASY WATERSIBDE WorkERs (IL.WU) HAVE GECIOED TG |
CONTINUE WORKING DESPITE THEIR NEGOTIATED c@w;’%ﬁé‘f’ BEING:
SEVERALY MODIFIED BY THE FPAY BAORD.

THE U.S. DEPARTMENT OF COMMERCE ATTRIBYTES THE SI1ZE OF THE
TRADE DEFICIT To P ... .BOTH THE DIVERGENT ECORGRIC GROWTH RATES
HERE AN ABROAD , AMD THE INITIAL IMPACT OF THE RECERT Amug»mmzs
3™ éxc&muam RATES®, IncerasE M U.S. tmmﬁs’A@éAﬁﬁmv HAD:

A STIMULATING IMPACT OK [MPORTS, WHILE EXPORTS WERE PROBABLY
LIMITED BY THE RELATIVE SLOWER INCREASE IX MOST U.S. EXFORY
MARKETS . WITH A GROWING MOMENTUR IN THE ECONOMIC ACTIVITY OF
OUR MAJOR TRADING émvwﬁasg IT CAN BE EXPECTED THRAY THIS TREKD

Wikl REVERSE ITSELF.

ANOTHER FACTOR THAT ACCOUKTS FOR THE DETERIORATION IN THE BALANCE

OF TRADE 1S THE FACT THAT THE EFFECTS OF RELATIVE PRICE CHANGES

40




OM xaépom‘s AND EXPORTS ARZ DISTHIRUTED OVER TiME, MaNy
ECONOMISTS CONTEND THAT » ALTHOUIGH LONG~TERM EL@SW:(;W:&:&

ARE INDEYD Gﬁéﬁa’f'&% THAR ORE, SHORT-TIRM PRICE FLABTICITIES ARE
LESS THA&O#%JEB 30 TH.%? THE .S . DEVALILATION MISNT EXERT

PEAVASIVE EFFECTS OF THE TRADE ZALANCE W THE VERY SHORT-TERK .
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UNITED STATES DOLLAR
CANAD AR DOLLAR 7

JAPANESE YEN 7

- BRITISH POUNG /

GERMAN MARK 7
FRENCH FRANG 7
ITALIAN LIRA

BELGIAR FRANC ~

DuTeH GUILDER 7
SWISS FRANC
AUSTRIAN SCHILLING /
DAMSH KROMNE /
NORWEGIAN KROMZ /

SWEDISH KROMNA

AUSTRALIAN DOLLAR

PrReE=JUNE 1970 ror CANADA

* A CENTRAL RATE HAS MOT BEEN SET FOR THE CANADIAM DOLLAR,
MARKET RATE IS USED IN LIEU OF A CENTRAL RATE,

TABLE 8

EXCHANGE-RATHE CHAMGES

(POST 5MiITHIOM AN}

PERCINTAGE CHANGES AchINgT
THE .5, DOLLAR PROM PRE~w
Mavy 19771 ramyrvries,

EXEresgyn 18 U5, canrs

TRAGE-VWEISHTER AVERAGE
CHANGES AGRINST s GROUS
oF Malosk CURRENRCIES

MNzw Mewe
CENTRAL Manprgr RatTe® CERTRAL, Manwrr Raveg
RATES Dze 31 Jan 18 RATES: Dee 3% Jan ig
.00 0.00 0.00  —1G.35 ~ 5.08 — %.58
+38.48% +7.87 +7.43  +5.58 +5.48 4477
+16.87 14,37 H5.17 +1.93  410.34  +10.78
+8.57 +6.33  +7.51 +0.67 - 0.43 - 0.07
+13.58  +12.01  +13.87 +4.55 +4.24 +4.89
+8,57 +6.45 +7.78 - 1.31 =220 -~ 2,14
+7.48  +5.28 +6.28 ~1.90 ~ 276 ~ 296
+11.57  +IT.61 413,17 +1.51 +2.75 +2.91
+11,57 411,33 +3.19 +1.17  +2.12  +2.56
#13.87  +11.75 412,94 +3.88 +3.3%  +3.3f
411,58 +9.,58  +1,54 +0.60 +0.22 +0.74
+7.,45 +6.26 +6.80 - 1.31 - 1.17 - 1.70
+7.49 +6.55 +6.82 ~ 141 - 1,04 — 1,80 -
4£7.49 +6.47 +7.60 - 1.46 —1.16. — 1.07
+8,57 +6.12 +6.35 - 0,24 ~1,15 - 1,63

Tue Decegmser 17, 187%




TABLE 9

INTERNATIONAL MONETARY FINANCIAL. INSTRUMERNTS




TABLE 9A
international bond vields
10ng-ierm is3ues, 3 oF nead and of FIvoedie
. Gosueize
V.35 companiss Trposad SompLna S {r:algim
2.5, Garmans Swisz U5 Germas Us
dodlag mark {rane d«:é!x matl dolles
1876 °  Dec ) 27 771 537 8.51 504 8.7%
. L
1973 Jan 810 7.40 591 2328 7.5 756
Fob 823 7.5% 5.78 848 758 7.9%
Mar : 8.28 744 558 852 7.93 7.80
Apr 8.48 7.32 553 . 354 7.34. 7.84
May 8.58 7.91 - 852 878 7.8% 789
Jun 848 7.1 5.64 57 8.0% 7.98
Jul a8t 7.58 570 891 8.06 8.DF
Aug 8.5 7.58 567 . 900 803 B.3%
Sep a.78 7.44 550 898 7.92 2.3%
Oc? 828 - 7.34 5.39 8.40 7.8% 810
Nov 818 7.34 536 8.42 792 8.0%
Dse 7.54 735 547 209 7.24 784
TABLE 98
Euro-dollar deposit rates Ao
prime bdanks’ bid ratss in Londos, at of near end of month
7dsy - One - - Three . Six Toeke
Calt notics menth : menthe moaths months:
1958 Dec 875 6.88 7.00 708 . 713 743
1563 Mar 7.88 8.00 8.53 844 8.50 8.44
Jun 925 925 10.00 10.50 10.50 10.94
Sep 9.83 10.00 10.23 11.31 11.25 10.94
Dee 10.12 10.13 8,75 10.13 10.08 9.81
1970 Mar 2.63 . 883 8.50 85 830 850
Jun 8.63 8.53 8.81 $.00 9.06 9.05
Sep 7.28 7.38 8.00 8.28 844 - 844
Dec 538 5.38 8.19 - 544 875 - 675
1971 AMay 7.75 7.75 7.8 75 15 7.58
Jun 4.63 5.00 569 5.50 7.00 7.33
Jul - 5.50 7.25 5.59 .63 7.25 7.25
Aug n.a 10.50 925 8.53 8.75 8.13
Sep 533 5.63 706 7.75 7.75 7.75
Det - 475 475 513 554 5.05 - €33
Hay 5.00 500 5.50 6.44 $.30 6.55
Dec 513 5.25 575 5.75 5.81 5.0
443
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TABLE 9C Y
; > ; ¥ 4 PO g f fey oy
international bond issues ouiside the United States
in miilicns of U.S. dodlars i .
3973 e
1967 1968 . ig9e2  larp 187X Oct Now Do 1972, 19E2
Zuro-bonds, tolal 2002 3573 3138 2958 2524  i5% 3385 258 453 230
by csisgory ol borrowes
1.8, companies 362 2096 1003 74t 1080 4 165 a5 L2h b
Olher companias 375 503 817 1085 1118 1% 24 &5 212 0e
State enlerprises 432 349 832 534 838 55 56 8% 87 R ¥ets
Govsrnmenia 203 500 584 351 479 4z 5% - jaZ
Internstional organizations 120 25 63 215 a& 13 e o e o
by curreney of dencmination _ " ‘
U.S. dollar 1780 2554 1723 1778 2208 ag 5 G 32% 189 B
German mask 171 o914 1333 688 7886 az 7% 21, 12t Fi
Duich guilder - - 17 a9t 238 27 1% - 15 28
QOther © - 51 108 78 112 as7 11 - e - 1
By type of secusity ‘ = _ ‘ ] )
Long-term siraight debt 1427 1%08 1852 135385 2623 128 arn 18% 38% 247
Madiurm-term siraight deiil 250 480 173 733 706 27 84 7o 55 28
Cerlificates of deposit 55 5 - - - o - - 25 -
Convertible 260 1910 1131 238 295 - B - - 35
Forsign bonds; lolal 403 1135 827 ars 15z 132 145 176 73 r
by category of borrower ) R ‘
U.S. companies 48 133 223 55 200 44 - - - i4
Other companies €5 58" 128 83 208 21 24 o= 37 13
Staie enterprises - 12 107 16 % - g - - -
Governments 57 317 s8 53 24 . - - 5% - -
International organizations 133 611 21 1 709 57 107 119 84 -
by curreney of Crreminaies ' ;
German mark 10 674 531 & 908 - - & - -
Swiss Iranc 453 238 188 183 653 &5 58 2 2 37 a7
Haliaa lira 23 72 24 - az - - - 3& -
British pound 102 19 - 12 138 - - 24 - =
Other b 114 132 76 84 390 _ 67 g2 L3 R -
By type of security k -
Long-term straight debt 377 958 41 355 1208 104 148 146 71 7
Medium-term siraight debt 2 179 120 33 293 28 - 24 = -
Convertible - - £8 - a0 - - - on -
international bonds, total 2405 4708 3933 334 515t 237 578 425 312 n7z

» lneludas Furop2an unit-claccount, Eutepesn Currency Unil, angd L/0XM npticn 1s5ues.

b Incluces £/3 0phan isSuss,
$ Proliminary
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TABLE 90

Central bank discount rates

1963 1963 1976 1972 . Currend
and end 2nd 3 and gnd eanc Jan 18 Eftective
Dag Doe Deg Mad Ho Sege Degs 1972 singes

United States 550 800 550 475 475 506 450 450  Dec1d, 79
Canada 650 800 000 525 525 525 475 475 Oct 25,71
&

Japan 584 825 500 595 530 528 475 475  Dec23,7%
Balgium 450 730 650 600 600 550 556 506 Jand, 72

France 3350  BOO  TH0 652 BIS 875 650 600 Jawid, 12
Germany 3.00 85.00 5.0G 800 sLg 50¢ 400 4,04 Dee 23, 7%

italy 350 4.00 550 500 500 500 450 450 Qcri4, 7Y
Netherlands 500 0 600 800 600 550 5N 500 450 Jam 672

) Denmark - 800 800 200 806G 750 TEG 750 V.00 Jami0,72

: Norway 350 450 450 450 450 456 45 450 Sep 27, 69
Swadeny - 5.0¢ 7.00 700 8.50 600 G50 5.00 50 Noviz 71

ot Switzeriand 3.00 3.75 3,75 3.73 378 375 3.75 3.75 Sep 15, €3
_ United Kingdom 700 800 700 70 806 500 500 506 Sep2, 71

South Alrica 550 550 550 65 650 650 650 650 - Macdo, 71

TABLE 9E

Day-to-day money rates

monthly aversges i

- 967 1588 198% 187¢ is71 .

Dee D Dee  Dec  Jem dul | dug Sep Ok How
United States 451 €02 887 4% 491 531 557 535 520 491
Canada 567 546 773 514 303 384 401 414 418 332
Japan 730 745 850 750 650 625 625 600 550 550
Belgium 254 336 607 555 268 453 355 380 355 420
Erance 476 822 1033 748 633 591 575 -598 594 5394
Germany 280 206 813 750 700 625. 625 700 750 - 4.63
Netherlands 405 486 711 673 291 263 553 38 535 379
Switzerland 200 325 475 550 250 . 250 053 050 013 000

United Kingdem  7.45 652 7.64 665 528 5.75 5.18 4.92 468 4.13

Australia 416 413 440 490 531 533 553 570 574 511
South Alrica 485 455 421 435 525 535 S27 533 533 5.51
. ' Euro-dollars — - 503- 653 1000 - 697 - 553-. --523 - na. 6.2 !

512 . 5.3
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Treasury bill rates | B

pond-equivalent yields, al or neas snd ol month

1967 1568 1952 1970 \ I9FL
Dee Dec Do Dec dus Jut Aug Sap 022 Noyw Deg

United Statss 508 6238 828 503 524 534 456 456 441 425 a2

Canada 505 624 7.1 444 2587 868  39% 406 347 337 32~
Japan 571 571 594 581 542 R4z 5IT  5AT  5AF  5AT  SAT
Belgium 440 500 850 695 480 433 A0 450 450 460 430
France 523 841 1018 773 747 6§80 651 698 632 59T  S5e& .
Germany 278 278 583 583 430 43¢ 430 43¢ - 350 380G 348 -
italy ‘505 505 570 657 580 53¢ 652 630 536 553 54k
Notherlands 460 506 625 625 437  4DG 483 475 475 400 500 &
Sweden 692 532 863 842 634 60% 608 558 473 379 II¥ o
United Kingdom 762 630 780 695 568 58 590 478 460 433 446 w

. ' =
o Australia 450 450 479 565 537 53r 537 537 537 508  hCa
% South Alrica 507 471 442 455 558 556 550 582 584 577 64
“TABLE 9G
R tati y-market rate e
epresenialive money-market rales

Sond-equivaient yields, al or near end of moaih .

3967 . 1968 1969 . 1970 . 1971 »
Dee Dec Dee Dee Jun Jut - Aug Sep Ot Moy e

United States 591 6.96 948 605 565 578 565 585 513 475 448

Cansda 674 661 934 603 430 - 481 481 506 434 4817 442~
Japan 803 B40 925 875 700 650 850 625 875 575 8w
Belgium 450 525 875 725 515 5230 505 450 480 480 545«
France 494 850 1088 725 713 583 650 650 581 581 575
Germany 463 450 913 825 7338 763 738 750 725 650 550
Haly 452 341 500 733 588 575 575 550 538 525 S50
Nelherlands 550 643 900 728 510 458 500 556 575 5350 S50
United Kingdom 800 775 913 7007 625 613 588 538 508 433 Lea~
Australia 500 525 575 600 775 725 700 780 85Q &35 BEG—~
South Alrica 573 537 547 744 7230 7S 74 755 785 833 B8&3 L
Eurodoliars . 625  n06..33.13 . 544 850 663 8E3 IS 55t S44 573
X
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TABLE 9+

Commercial bank ’*’ﬂaasaf rates

3l of anar end ol monih

3567 1558 1968 1370 ivFE

Dee Dee Do Do Jus Jud Sug ‘ Bage [o7~3 How Dot
United States 550 600 800, 583 550 588 538 583 500 475 425
Csnada 525 550 750 . 550 400 425 475 500 483 483 440
Japan 400 400 400 ALO Y 406G 400 4006 400 400 400 400
Belgium 475 B583 625 700 SO0 53T 533 475 450 450 456
France 400 600 900 650 Gi0 673 675 6I%  BIS 675 6%
Garmany 400 438 853 750 650 675 683 875 S50 600 500
Htaly 275 550 750 500 475 AIS 4TS 475 415 ATVS 4TS
Netherlands 563 525 900 700 485 458 480 525 5I5 550 56%
Danmark 625 475 700 2800 630 656 650 &S0 BEG 630 65G
Norway 250 958 300 300 200 306 300 IGO0 368 300 363
Sweden 575 475 675 675 5375 578 573 525 525 475 4I%
Switzertand 400 425 500 525 S350, a5¢ 250G 2500 200 150 15
United Kingdem 788 753 943 700 818 6086 575 51% 488 425 45¢
Ausiralia 400 425 500 2550 556 53¢ 550 530 556 550 0 550
South Alrica 550 500 550 600 67% 675 675 675 675 875 6IS

A !
Euro-doliars 625 708 1013 544 650 668 888 7I5 5% 644 575
TABLE 9t
Commercial bank i@ﬁdmg rates fC? ﬁnme bcmw&r&
a1 or near angd of moenth
' o™

1967 1368 136% 1570 1971 .

Bee D Dee ,Dee Sun Jud :}ag Sep Oct Mow Do
United Stales 500 675 B850 675 550 600 6006 600 575 550 525
Canada -~ 650 675 B850 750 650 650 . 555 650 800 600 6.00
Japan 700 704 737 748 733 733 727 722 TIE 744 LiGs
Balgium 625 650 1000 850 800 800 800 T TS 7S50 FERe
France 585 7.85 1035 965 905 805 905 905 805 905 B8~
Germany 600 600 900 900 800 800 800 800 750 775 728
ftaly 675 650 825 1025 900 903 900 875 8I5 825 8254
Netherlands 65¢ 700 850 850 800 800 750 750 782 700 100
Denmark 1000 853 1150 1200 1050 105G 050 1050 105G 1050 40.5C o
Norway 500 650 750 750 750 753 TS0 TS0 753 T.EQ0 750
Sweden 850 750 950 1000 900 900 900 850 850 800 80
Switzarland 625 625 630 700 700 700 700 700 700 .00 700~
United Kingdom 850  7.50 900 808 7.00 700 700 600 680 550 S50~
Austratia 875 700 725 775 175 135 T3S 775 135S 775 TIsw
South Alrica 259 8.00 8.60 3.50 9.C0 e Xa ) S5.00 2.29 9.00 a..9 .Co+
Euro-dollars 743 794 1100 732 738 757 9375 883 682 732 663+

Y.}




TABLE a9J
j% Domestic government bond yields

Jong-lerm ixsues, at or neas and ol monin

1967 is88d 1963 1970 1373

Dee D Due Dee U B Sud Aug | ¢ Sap Oct Mo Dot

g2 5.88 552 594 59z

United Statesx 548 587 6392 5,42 5.35 537 8.1
L7 897 6.7t 65534 6§58

Canada 5.54 7.30 3.33 .99 7.30 TAG
Japan 598 705 714 7a\ 724 7ee 1% T2 rep 122 126
Balgiuem 523 522 577 54% 524 K22 521 534 538 532 533
France 560 600 678 784 759  78G TSy FIT 1S3 747 T4t
Garmany 689 658 738 784 793 782 7R3 rTz  TE® THYT TH4
Ntaly 858 552 736 3%¢ 871 BJ%  8s8 845  &1F  81B 795
Nathselands 813 83& 730 7.18  £75 883 BJS 678 65% 65% G6BY
Denmark 978. 873 1073 - 1134 1145 1098 088 03T 107F 10.5% 1080
Norway 495 433 630 641 ©3% B840 633 6541 642 645  6ar
Swedesn 580 B49 727 742  T2R T28 TAG vi O TAY AT Ak
Switzeriand 455 435 524 8570 542 545 531 H0® 497 486 488
United Kingdom  7.14 803 885 3980 922 038 942 &d4e 865 854 848
. Australia 525 502 600 700 706 700 706 700 BVS 665 6.56
.- _--South Alrica 648 544 64 775 850 855 B850 850 B5G  BEO 850
TABLE 9K
Domestic corporate bond yields , o

fong-term isaves, at or near end of month S =~

1557 1968  1sse 1870 1971

Dec  Dsc  Dee  Dee Jun ol Auvg Sep o Hev | bee

United States 674 704 895 780 805 825 760 775 755 T.50 7.0
Canada 753 818 929 882 852 BS5 841 832 821 BI4 B
Japan 857 866 907 920 795 761 742 -744 742 743 138
Belgium " D5 582 698 682 640 618 635 832 607 608 632
Francs 752 776 877 883 874 865 868 BIS ~ 874 87T 862 —
Germany 8.95 843 780 1777 790  BLO 783 774 -162 7293 758
Italy 745 742 851 874 913 915  na 892 872 - 852 38
Netheriands §71 698 B854 783 758 770 78 791 805 785 1SV
: % A
Morway 579 575 742 681 674 676 676 6577 673 670 677
Sweden 743 §73 857 748 739 741 742 722 72y 122 2%
Switzerland 54% 543 558 603. 574 572 851 583 555 533 542

Uniled Kingdsm  7.97 918 1056 1034 1038 1028 529 9.36 9.2¢ a.Cs 3.19

Austratia 725 750 825 925

923 9.25 225 2y 940 373 exT
South Alrica~ - - T.25 - 750775 %25 - 975 .8T% . .85 39.75 9.75 275 .75

o
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3. PROSPECTS FOR THE U.S. BALANCE OF PAYMENTS IN 1972

INTROOUCTION

CHAPTER 3 WiLl. CONCERM ITSELF WITH FORECASTING TRE U.S5. BALANCE OF
PAYMENTS FOR 1972. IN ORDER TG MAKE SUCX{ A P‘QﬁECAEsT}!T 1S HECESSARY

TO MAKE CERTAIN BEHAVIORAL ASSUMPTIONS REGARDING THE ACTIVITIES O
PRIVATE AND GOYEAMMENTAL, AGENCIES. AMONG SUCKH COMSIDERATIONS WOULD

gE: (1) ELASTICITIES OF U.S. SUPFLY AND FOREIGH DEMAD: FOR AMERICAN
EXPORTS A&n« THE ELASTICITIES OF . 5. DEMANDG: FOR me&e@s&é&&\* et
AMERICAH IMBORTS (2) DISFEREHY MATIONAL, AGCREGATE ECONGMIC REAL. GROWTIHL
(3) THE TERM STRUCTURE OF INTEREST RATE [NFFEARENTIAL S BETWEEN THE H.S.
AND THE REST OF THE WORLD . (4) FAnG st RATES Qé‘ RETURK 0% GHEECT INVES T
MENT BETWEEN THE U.S. AND OTHER NATIONSG: (&) EXPECTATIONS REGARGING..
CURRENCY REVALUATION) AMD (6) DISCRETIONARY GOVERMMENT, CENTRAL. BAMI.
AND OTHER OFFICIAL (1.E., THE IM 3 MONETARY ACTIVITIES . THESE ELEMENTS
AMONG OTHERS SHOULD BE CONSIOERED AT INTEGRATED INTO A FORECASTING

FRAMEWORK OF THE BALANCE OF PAYMENTS.

BALANCE OF PAYMENT PERSPECTIVE 15 FOR 1972 SUMMARIZEDR

IT WouL.D NOT BE PRUDENT TO EXPECT THE BASIC BALAKRCE TO IMPROVE BY MORE
THAM 54.0 BILL.1CH DOLLARS DURING 1972 . THE DEPICIT OF TRADE FOR 1072 1%
PROJECTED TO BE APPROXIMATELY =~ $1.5 BHI.ICKR, HOWEVER, THE RESIDUAL, ITEKS
ON THE CURREKRT ACCOUNMT SHOULD ALMOST OFFSET THE MERCHANDISE ACCOUMT
IMBALANCE . THIS MOST PROBABLY wm; BE A RESULT OF DISCRETIGHARY
ACTIVITIES BY THE GOVERMMEMNT, AND THE LOWER PURCHAS ING POWER w U.s.
FIXED INCOMES ABROAD. FOR EXAMPLE, IT fs SPECULATED THAT OEVALUATION
WILL LOWER THE PROPERSITY OF INDIVIDUALS RECEIVIKG FIXED INCOMES FROM
THE U.S. TO LIVE ABRCAD . BARRING MAIOR .S . INDUSTHRIAL DISRUFTIONS ,
THE EFFECTS OF THE DEVALUATION SHOULD START TO EXERT A POSITIVE IMPACT
ON U.S. TRADE 1IN THE FOURTH QUARTER OF 1972 AND A SMALL. SURPLUS IN THE

BALANCE ON CURRENT ACCOUNT 1S EXPECTED FOR THAT QUARTER. AS NOTER IN
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THE PREVIOUS CHAPTER, T.t_ais REVERSAL WiLl, BE TOO LATE AND TOO LITTLE TG
QFFSET THE IMBALAHCE REACKED DURIMNG THE FIRST THREE QUARTERS . ANOTHER
REASOM NOT TO ANTICIRATE A SICHIFICANT IMPROVEMENT IN TRADE I8 THE EARLY
PART OF 1972 1S TRAT THE U.5. ECOHOMY 15 EXRECTEDR TO SROW SUBSTAMTIAL,
EXPANSION WHILE OTHER MAIOR INOUSTRIAL., NATIONS A5 A WHCLE ARE EXPECTER

TO EXPERIENCE OfLY MODEST REAL ECONGRIC GROWTH IN THE FIRST HALF OF

‘1972,

Meacxkanoiss TrRaog: (=31.52 Biiioey
1N CURRENT DOLLARS THE WHARTOR EFA 1977 CSTIMNATE FOR SXRORTS 15 $77.8
ARD FOR IMPORTS $376.5. USING THE RATIONAL. INCOME ACCOUNTS CONSTRUCT

THE BA&..ARCE OF NET EXPORTS OF GOORS ANDG SERVIGES 12 1.2 BRII08. kHows

EVER, THIS FIGURE INCLURES ITENS OTHER THAN THOSE THAT ACTUALLY ENTER

INTO WHAT 1S MORE CONVERTIONALLY CALLER THE MERCHAMOISE BALAMCE . BY

CTAKIMG THE AVERAGE RISTORICAL TIME SERIES PERCENTAGE OF MERCHANMOISE

TRA?%SAGT!éNﬁ ENTERING INTO WHAT 15 CALLED (18 THE NATIQ(&% ACCOUNRTING
COMSTRUCT) "EXPORTS AND IMPORTSE, AND COMBIMING THIS wmfg'ﬁ&: MOST
RECENT WHARTON E.F.A. FORECAST, IT IS cc&mm TRAT I 1972 U.S. 7
EXPORTS 14 CURRENT DOLL ARS Witl. BE $52.03, ANO IMPORTS $53.55. THE U.S.
WILL THUS SHOW A DEFICIT oF $1.52 BILL.JOM DOLLARS ON ITS MERCHARDISE
ACCOUNT FOR T972. HOWEVER, THIS 1S CONGIDERABLY LESS THAN TRE DEFICIT OF
$2.91 puLion For 1971, In ADDITION, 1972 SHOULD SHOW A FURTHER IMPEROVE=

MENT, IF, AS ECONOMIC ANALYSIS WOULD SUGGEST, PRICE ELASTICITIES orF U.S.

' EXPORTS OVER TIME BECOME MORE ELASTIC THUS STIMULATING EXFORTS REVERUES

CURRENT ACCOUNT (=$0.5 BiLL1ON)

IT 1S EXPECTED THAT THE RESIDUAL ITEMS IN THE BALANCE O CURRENT ACCUINT
Wikl PARTIALLY OF FSET THE MERCHANDISE TRADE DEFICIT. THE ASSUMPTIONS
HERE ARE THAT INCOMES FROM U.S. DIRECT INVESTMENTS AEBRGAD WLl COMNTIRUE
TO SHOW MODERATE IMPROVEMENT AND THAT THIS INCREASE WiLl BE SUPPLEMENTED

WITH AN INCREASE IN TRANSFERS UNDER MILITARY AGENCY SALES COMTRACTS.




HOWEVER, THESE GAIMS SHOULD BE QFFSET BY REPATRIATION OF FOREIGN EARNINGS
N THE W.S. aAnp iHC&EASEQ ODOLL AR QUTFLOWS RELATEDR TO TRAMNSPORTATION AN
TRAVEL. THESE CUTFLOWS WILL 3E A DIRECT RESULY OF A MORE 3Ll iSH U.S.
ECONOMY WiTH HIGHER CORPORATE ANMND INDIVIOUAL EARMNINGS DURIKEG [972. THE
NET EFFECT OF THE m@,mx«mazﬁa ITEMS Will. BE POSITIVE, BUT MNOT OF A LARGS
ENOQUGK MAGNITUDE TO OFFSET THE DEFICIT INCURRED TRROUGHK MERCHANDISE TRADE .
HOWEVER, IT 13 EXPECTED THAT, AS THEU .S . OEVALUATION TAKES THOLDY, THE
LATTER PART OF 1972 wr.a., SEE & H,macmn% OF THE MERCHAMDISE PGARP. TS
FORECAST :é PREQICATEDR UBON THE ASSUMETION: THAT BV LATE 1972 WEsTere
EUROPE AND JAaRAW Will. EXPERIENCE AN LFFURN [N THEIR REAL. ACSCREGATE

GROWTY RATES AMD THE W.S5. WiLl. BE ABLE TR BENERIT FROWM ITS RELATIVELY -
LOWER PRICE STRUCTURE RESULTING FROM THE DOLLAR DEVALUATION .wym;.,.ss;

THE U.S,. PRICE STRUCTUSRE 13 STILL. msﬁéw THAN Moa'é OTHER TRADING w‘ww‘;ﬂ
ITS RATE OF INCREASE DURING 137 WAS SLOWER. A COMNTINUATION OF THIS
PHGC!:;SS, IN COMIUNCTION WITH DEVALUATION WILL UNDOUBTEDLY HERALD A
REVERSAL IN OUR TRADE Accem

TABLE 10
ASSUMPTIOMNS AND FORECASTS

SuMMaARY TABLE

, OF THE
BALANCE OF PAYMENTS (1870-=1972)
BiLLions)

1970 1971 ] _is72__
MERCHANDISE TRADE ta.1 -2.9 ~1.5
CURRENT ACCOUNT + 0.4 4.7 - .5
Lone TeaM CAPITAL -3.4 ~8.0 ~4.0
Basic BaLance | -~3.0 -8.7 ~-4.5
NET LI1QUIDITY BALAKCE ~3.8 -2%1.9 10.0 .
OFFICIAL, SETTLEMENTS BALANCE _ ~9.8 -29 .7 12.8.
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EXPLANATION:
ELEMENTS IN SUMMARY TABLE

MERCHANDISE TrRADE (BALARCE 0F GOODS ANG SERVICES)
(1) Gooos

(2) SEerviceEs

BALANCE O CURRENT ACCOUNT

(1) Merouanoiss TRADE
(2) REMITTANCES, PONSIONS AND GTHER TRANSFERSG
3B) U.S. coveERNMENT GRAMTS EXCLLIING MRITARY

LONG=TERM CARITAL

(1) U.S. GOVERNMENT CAPITAL FLOWE . NET, AND NOH<L JCEHE LIARIEITIES -

TO OTHER THAMN OFFICIAL RESEAYE AGEINCIES
2) " LoNG TERM PRIVATE CAPITAL FLOWS

Basic BALANCE (BALANCE ON CURRENT ACCOUNT AND LOKSG TERN CAPITAL)
(1) CurreEwnT accouwsy
(2) LonG=TERM CARPITAL

NeT LIiouiniTy BALANGE

(1) IV-BASIC BALANCE

2) NON-LIQUID SHORT-TERM PRIVATE NET CAPITAL FLOWS
(3) ALLocaTioN OF SDR'S (STANDARD DRAWING R IGRTS)
(4) ERRORS AND OMISSIONS AND OTHER TRANSACTIONS

OFFICIAL RESERVE TRANSACTIONS

(1) NET LIQUIDITY BALANCE

{2) SHORT-TERM PRIVATE CAPITAL FLOWS

TABLE 10 PRESENTS HISTORICAL DATA FOR 1970 ANDG 1971 Anc THE BALANCE OF

PAYMENTS FORECAST FOR 1972. THE FOLLOWING DISCUSSION REVIEWS THE

RATIONALE FOR MAKING THESE PROJECTIONS .




THE DASIC BALANCE

IT WOULD SEEM REASOMABLE . AS INDICATED

faa%.w&: FORECASTE, TO EXRECT
THE BASIC BALANCE TO SHOW SOME IMPROVEMENT I8 1972 oveEr 1971. AS NOTED.
THE TRADE ANQ CURRENT ACCOUNTS DEFICITS ARE EXPECTED TO SHOW A DECLINE
(-51.5 aiLLion ANG ~50.5 BILLION) FOR 1972, SUT LONG TERM CAPITAL. CUTRLOWS

ARE FORECAST TO REMAIN WELL, BELOW THE RECORD OUTFLOWS o 1871,

IN THE LORGER RUR 1T CaM WELL BE EXPECTED THAT THE B.S. DEVALUATION COILL

FAVORABLY AFFECT THE MERGCHANDISE TRADE BALANCE BY ST LEAST 56 BILLIGK.

HOWEVER , BASED ON EXPERIENCE WITH THE DEVARILMATION GF THE POUKDE STERLING:

i MNovemssr 1967 AMD; MARY REYVALLATION OFF {OTUSER %95«% ¥ 8% ESLT THAT
THE FULL BEMEPITS TO THE U1.S. FROM DEVALUATION Will. TAME PEOL: TRERE k2=
FOUR YEARS TG INOUCE A SUBSTANTLAL TURN AROCUNG 1 THE BALAKCE O MERCHANw
DISE ACCOUNT. AS ALREADY MOTED, A SIGHIFICANT REASON NOT TG EXFECT MAGE
IMPROVEMENT IN THE TRADE BALANCE FO® 1972 13 THAY THE. L. S« ECOBOMY Witl.
SHOW A RELATIVELY GREATER MOMEMTU IN 1372 THAR THE OTHER MAIOR

INDUSTRIAL COUNTRIES.

LonG TERM CaRITAL (=354.0 MiLLion)
IT 1S ASSUMED THAT NET LONG TERM PRIVATE CAPITAL FLOWS WILL DECREASE

FROM =$3.5 put.lon 18 1971 To =%1.8 BlLLIOK I8 1972 . Tuis &§§§£§&W‘§€&é 15

TASED UPOH THE LOWER MARGINAL CROWTH RATES IN THET TRADITKHIAM, OUTLETS

For U.S. LOKG TERM INYESTMERTS VIiS<A~VIS A STIMULATED U.S .« ECONIMY .

-

THE MAJOR OUTLETS (BOOK ng OF ASSETS ALREADY ACGAMRESD) For U.S. DiRECT
INVESTMENTS ABROAD ARE (1) Canapa, (B) THE LaTiv AMERICAR COUNTRIES ¢
(3) WeEsTERK EURoPEaN NATIONS , (4) AUSTRALIA. NEW ZEALANG AND SOUTH

AFrica AnD (3) Jaran. MOST OF THESE céunmmsv PARTICULARLY CANADA .
THE U. K., THE MAIOR NATIONS OF WESTERN EURGPE AND AUSTREALLA ARE ALL.
EXPERIENCING RELATIVELY SLOWER RATES OF REAL ECONOMIC GROWTR 1N 1972

THAN THE U.S.




IN ADDITION, AS ILLUSTRATED IN TABLE G, CAPITAL COSTS IN THE U.S. FOrR
LONG~TERM BORROWING ARE LOWER THAN THE TRADITIONAL. U.S. INVESTMERT
OUTLETS . THUS RELATIVELY HIGHER MARGIMAL RATES OF RETURN (RCAREASING
m‘vssrmz-:m’ OPPORTUNITIES) AND LOWER CAPITAL CHARGES IN THE U.S. WILL BE
Rssporesxaaws,%on DECREASING 11.5 . DIRECT GVENSEAS INVESTMENTS ARD [NCREAS™
ING FOREIGHM CARITAL INFLOWS Via DIRECT FOREIGH DWESTMENT AN FOREIGN
PORTFOLIC ACQUISITIONS . THESE ACOLNSITIONS Wikl BE IN RESPORSE TG THE

BULLISH U.S. STOCK MAAKET WHERE EXRECTATIONG OF CAPITAL. GAING ARE RIGH«

FURTHER IT 13 BELIEVED THAT THE U.5. GOVERMSENT Wikl TAKE STRORG
mscnaﬁmmvmgmais TE RETARD ANY IHCREASE 1% ﬁﬁ}.,s.,-’g; GOvEBRMENT
CAPITAL FLQW@”;, HOWEVER ., BECAUSS THE PRICE OF FOREIGHK GOONS AND SERVICES
HAS BEEN INCREASED RELA’?NE TO THE DORLLAR, IT IS DCURTFUL, THAT ANY DS~

CRETIORARY ACTIVITIES Wikl BE STRONG ENGUGH TO LOWER THIS GUTFLOV? BELOW

Asout ~$2 .0 BILLIOK.

IN SUMMARY LONG~TERM cw_érm IS MARLY &, FUNCTION OF Mm@m DIFFEREXTIA.S
IN RATES OF RETURK ON CARITAL . HIGHER NATIOHAL INCOMES, DISCRETIONARY
GOVERMMENT CAPITAL OUTFLOWS, ETC. THE U.S. ECOROMY 1IN ?m:‘ EARLY STAGES
OF A RECOVERY CYCLE GAM BE EXPECTED TO BE STIMULATED BY BOTH DOMESTIC ANG
FOREIGN INVESTMENT DUE TO THE WIDENING ANO DEEPEHING INVESTMENT OPFORTUR™
ITIES AND LOWER CAPITAL CHARGES . Hdws_vz—m AS THE RATE OF GROWTH STABILIZES
AND .S . CORPORATE RETAINED EARNINGS SWELL., IT CAN aé EXPECTED THAT THERE

Will. BE A GREATER PROPENSITY FOR U.S. INVESTMEKTS TO SPILL OVER INTG

FOREIGN MARKETS. THIS WILL BE REINFORCED BY THE EXPECTED RECOVERY OF MGET

MAJOR ECOROMIES IN LATE 1972. [N SUM THERE WILL BE A SLOWING OF THE PRGCESS
NEEDED TO BRING U.S. LONG TERM CARITAL FLOWS INTO THE "RED™, AS THE YEAR
PROCEEDS. ALSQO, U.S. IMPORT DEMANOS,; WHICR ARE PROJECTED TO INCREASE

1y 1972 As NET U.S. DISPOSABLE INCOME INCREASES, WILL ACT AS A ECOMOMIC
STIMULUS TO MANY FOREIGN ECONQM{ESZ . THIS IS ESPECIALLY TRUE FOR THOSE

COUNTRIES WHERE NET EXPORTS ARE LARGELY TO THE U.S.

1ESPEC!”\LLY'Aiﬂf'i'E:'.'F? EXTESS CAFPACITY {S ABSORBED
2
“FOREIGN TRADE MULTIPLIER .

>
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NET L1ouintTy Batancs (510.0)

THIS ITEM, WHICH MEASURES CHAMNGES I8t

L ASSETI AMD 18 PRIVATE
AND OFFICIAL, NET LIGQUID CLAIMS G PHEM . HAS SEEN HIGHLY TVOLATILE? OVER
THE PAST TWENTY FOUR MOWTHS. THE TWO MOST ACTIVE COMPONEINTS WERE

(1) "Non uauics SHORT-TERM CLAIMS ON FOREIGHREAS® (51,013 MILLION I

1970 1O «~$‘3 ,B48 Mitl.aon 1% 1971} ana (2 "Errora ANg OMiSSIoNs Ao OTHER
TRANSACTIONS " WHICH WAS 5=8 0 BiLllonr i 1970 AR ARPROXIMATELY ~$22 .0
BILLIOW I8 1973 . THERE IS GREAT DIFFIGULTY R IDENTIFYING THIE MANT COiM->
POMENT ITEMS IN THIS ACCOUNT, E3PRCIALLY MMERICULT TO IDENTIEY WERE MANY
OF THE SHOAT TERM CAPITAL FLOWS DUMRWE L197E, SOoME OF TRESE PLOWS WESS

INTEREST SERNGITIVE, POSSIBLY 358 MILLION, WILE APSEGXIKATELY $12 Ml los

WAS MAIRLY SPFECULATIVE WITH A POTERTIAL, FUR REPSTHMATION ., B 1972 v sesue

REASONABLE TGO ASSUME THAT WITH MIGHER FONEIEH INTEREST RATES, ARDETHE

CURRENT EXPANS IGHARY MONETARY POLICY OF THE "FEB®, LEANMMNG TO GREATER

DOMESTIC LIQUIDITY, ONLY ABGUT 34 BILION OF THESE SC CALLEB"SPECULATIVE
FUNDS ® Wikl RETURS , ShouLn THE "FER" ADGET, Rg&ﬁwm@ wARLY I 1972, A
MORE STRINGENT MONETARY POLICY THIS AMOUNT COULD BE IN EXCESS OF 34 .0
BILLIOHN . F‘Umwm N THE ARSENCE OF SPECULATIVE PRESSURED I ‘53?;9 i ol 12
ASSUMED THAT NET "NHOMLIGUID SKRORT TERK cmms ol Foreianens ™ will.
DECREASE BY $0.4 BILLION, WITH A SLOWING OF THE RATES OF INTERRATIOMAL
CURRENCY FLOWS, "ERRORS AND Qs@—ess.sm {excrunme "oveEn rTEME ") SHoWLD

DECREASE BY ASOUT $6 .8 Biuilon e 1872,

THE OFFicia. RESERYE TRaNsacTions ($18.8)
TRE OFFICIAL RESERVE SETTLEIMENTS TRANSACTIONS INCLUDE
{0 NET LIcUIDITY BALANCE

@) SHoRT TecAM PRIVATE CAPITAL FLOWS

{A) Sromw? Terwm Licuio CLAIMS REFORTES BY U.S. Baras

(8) SxosT TErM Licuin ClLaAiMg REPORTED BY U.S. NOR-EAMKING COKCERRS:

(C) U.S. Liouid L1ARBILITIES TO FOREIGM AGENCIES




3 THE NET LIQUICITY SALANCE FOR 197.2 HAS BEEN FORECAST UNDER OUR SET OF
ASSUMPTIONS AT ~310.0 Bulion. Irsms 2{A) ano 2 (A}, WHILE HISTORICALLY
EXHIBITING CYCLICAL FLUCTUATIONS. HAVE BEER RELATIVELY [NSIGHIRICANT WHEN
coMparen To R(C)) "U.S. Licuin LIABILITIES TO FORTIGNERS®. [T 15 ASSUMED
THAT 1IN 1872, WITHOUT THE SPECULATIVE Pﬁ‘g"ﬁé&ﬁﬁﬁ OF DEVALLATION, THIS
ITEM WILL BE APPROAIMATELY M THE SAME ORUER OF THE 1370 FLOW AND THAT
THE NET BALANCE ON "SHOST TERYM PRIVATE CAPFTAL FLOWS"™ Wikl BE IR THE

MAGNITUDE OF 33.8 BILLI0K.

3.8 SuMMARY
THE SLOWING DOWS OF NET SHOAT-TERM CARITSL, QUTFLOWS BEOR E%‘?ﬁ 15 PREDICATES
UPON
{1) A RENEWED CONWIDENCE It THE HEW EXCHANGE RATES. WITH THE
MAJOR WORLD TRADING MATIONS COMMITTEDR TG ‘Hméma THE Lixat
IT APPEARS SAFE TO SAY THAT THESE NEW RATES . WITH FOSSIBLY
§ . : : SOME As.xaaan»:vw%a (sUCK AS THE YEN), WILL, HOLD 'mmw 797“3 °
THIS CONFIDEMCE NOES MATERIALIZE , THEN THERE SHOULD BE A

SLACKERNIMNG IM SPECIHLATIVE CUTFLOWS.

(2) THE RETOVERY OF THE U.S. ECONOIKY AND THE GROWTH OF INVESTHMENT
OPPORTUNITIES SHOULD ENCOURAGE A LARGE PERCENT OF THE PURELY

SPECULATIVE , NOM=INTEREST SENSITIVE, FLOWS TO BE REPATRIATEG.

(3} THE RETURM OF THESE spﬁcvg_gxfwa MOMIES SHOULD ALSC BE ASSISTED
BY A Pﬁzmcfsa c:.@sms IN THE INTEREST DIFFERENTIALS. THIS CLOS=
ING HAS ALREADY STARTED TO TAKE PLACE AND SHOULD CONTINUGE A8 A&
RESUL.T OF A RESURGENT econowmy’ s AND POSSIBLY AS RESULT OF
TIGHTER MOMETARY POLICIES THAT ARE PREDICTED FOR LATE 1972,
FURTHER, iT 15 BELIEVED THAT WESTERN EURGRE AND JAPAN WILL

EXPAND THEIR MONETARY SUPRFLY IM AN EFFORT TO GET THE IR ECONOMIES

MOVING . THIS WILL HAVE THE EFFECT OF LOWERING THE INTEREST

TTHIS ASSUMES AN IMPLICIT COST IN EXCESS OF RETURNS TO 1J.S. SPECULATORS IN
DECREMENTING THEIR REAL BALANCE BY LEAVING THEM ABROAD.
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STRUCTURE IN THEIR MOMETARY MARKETS . THEREBRY ACCELERATING THE

COMVYERGENCE IN THE RATES RETWES THEL U.5 . ANG 1TSS MAJOR TRADIKRG

PARTHERS «

THE CONSERVATIVE ESTIMATE (N NET SHORT TERM CAPITAL CUTFLOWS WAS RBASED -
ON THE LEADS AND LAGS INNERENT M ANY BECOROMIC PHENOMENA TAKING EFFECT.
IT IS THOUGHT THAT THESE NET CARITAL CUTFLOWS, IF THE AL0VE ASSUMPTIONS

HOLD TRUE, WIiLl BE APPRICIARBLY RBERULORED By 197X,




THE

IMBPACT OF CURRENCY REALIGMMENT ON THE AIRLINE INDUSTRY

OBJECTIVES

THIS SECTION Will, CONCERN ITSELS With A GENERIL. REVIEW OF THE CURRENT
INTEANATIONAL, MONETARY CRISIS AS IT AFFECTS THE AIRLINE IMOUSTRY. SOME
EXAMPLES OF A&TIG!F’Aﬁﬂ EFFECT OF THE SNDUSTRY AND INOIVIOUM. AIRLINES

ARE DISCUSSED. HOWEVER, NG PRETIMSE 1S5 MARE THAT ALl POSSIBLE REPERe
CUSSIONS ARE CONSIORRED. THE M&IH THRUST OF THIS SECTION I8 1O %&vi&w THE
CURRENT DISEQUILIBRIGN CONDITIONS 08 THE ARLANE [HOUSTRY IHHERENT TG |
MAJOR CURRENCY REVALUATIONS AND O mm&%? THE BASIC CONCERT TC BE USED
IN DEVELOPING AN AGGREGATE MODEL. FOR PREDICTING THE FUTURE DEVELOPRMENT
OF TRAFPIC fr@ THE CONTEXT OF A HEW SET GF CURRBENCY REALIGHEERTS .. AND

GOVERNMENT CONTROLS ESTABLISHEDR AND THE MNEw EcoroMic Pouicy (N.E.F).

BACKGROUMD

ON SATURDAY, 18 DECEMBER 1971, IT WAS ANHGUNCED THAT THE U.S . WCULE -

IN TERMS OF GOLD as#qcrm&? DEVALUE THE DOLLAR BY 7.88 PERCENT. FURTHER.
COMNCURRENT Wﬁf*}é THE U.S. DOLLAR DEVALUAT ION THERE WILL BE OFFIGIAL,
VAPPRECZ!AT!QP%Q OF THE OTHER MAJOR CURRERCIES. THIS LATTER ACTIONR Was ;
TIED TO A RESCIRDING OF THE UU.S. 10 PERCENT IMPORT SURTAX. THE NET

EFFECT IS APPROXIMATELY A |5 PERCENT DEFRECIATION OF THE .S OOLLAR.

N THIS VEIN, IT 13 WORTH NOTING THAT BECAUSE OF DIFFEREMCESR IN THE B%AN@E:
OF PAYMENTS AND 1N THE VALUATION OF THE VARICUS MNATIONAL RESEAYE STRUCGCTURES.

A UNIFORM INTERNATIONAL REVALUATION COULD NOT BE EXPECTED .

THE BASIC REASON FOR LONG=TERM DISEGUIL IBRIUM IN THE BALARCE OF PAYMENTS

BETWEEN COUMTRIES IS THE PERPETUATION OF AN ARTIFICIAL MECHARISHM WiICH

AFFECTS STABILITY IN INTERNATIONAL TRANSACTIONS . COUNTRIES NORMALLY

REACT BY HCLDING GOLD, SRDS, AND FOREIGK CURRENCY RESERVES AMO THEREBY
KEZEP THE RELATIVE EXCHAMNGE RATES "STABLET. IN THE CONTEXT OF A WORLG.
WIDE SYSTEM OF FREE CURRENCY EXCHANGE . THERE ‘NOULD BE NG DISEQUILIBRIUM.

THE ADJUSTMENT WOULD THEN AUTOMATICALLY OCCUR THROUGH CHANGES IN THE




RELATIVE EZXCHANGE VALUATIONS . THE MAJOR OBIECTIONS TO A WORLD OF FREE
FLOATING EXCHAMGE RATES COME FARAGKM SAMKERS AND RUSINESSIMEN WM MAINTAIR
THAT THIS SYSTEM WOULD MAKE T DIFFIIULT T0 DO 8‘;}51&553 SMLIFBOSS INTER—
NATIONAL BOUNDARIES. THE ARGUMEHT HERE I35 THAT THE INTERTEMPORAL,
NATURE OF TRADE COMMITMENTS REIIRES & STABLE SET OF EXCHANGE RATE&.I
i1 15 FELT "-T'HAT‘ FLUCTUATIMNG RATES WORRD (MR INTERMATIORAL, TRARE . M V

ADDITION, NATIONS ARE RELUCTANT TU SURFMENDER CONTRM. OYER THEIR EXCHANGE

. RATES,; SINCE MARKET REVISIONS M THE RELATIONS OF CURRENCIES HAVE FAR™

- REACHING EFFECTS Of PRICES, IHCOUMES, EMPLOYMENT, ANG THE STRUCTURE OF

INDUSTRY .

THEORETICALLY s A DEVALUATION OF THE DOLLAR SHOULD RAISE THE BRICE OF
FOREIGR GOONS AND SERVICES AND HENCE INMIBIT DOLLAR OUTFLOWS BY CURTAH.ING
IMPORTS , FOREIGH TRAVEL , TRANGFER thmawré, U.S. INVESTMENTS ABROAD .
ETC. SYMETRICALLY A DEVALMATION SKROUAL: LOWER THE PRICE 0 U.5. GOODS -
AND SERVICES BY STIMULATING U.S5. EXPORT, (Z.G. é!ﬁcﬁ&m"}g FOREIGE
TRAVEL TO THE U.S., FORE 16 INVESTRENT 14 THE U .S. ETC-, fﬂﬁﬁzs-s@- i

STIMULATING FOREIGHN CARITAL INFLOWS . SUCH A ADJUSTMENT PHOCESS CAK

GO AWRY IF THE VARIOUS CURRENCY DEMANDS ARE INELASTIC. THIS WOULD BE THE

CASE WHERE THE DEMANGS FOR THOSE GOCIS ANG SERVICES TRAT ENTER INTG
INTERNATIOHAL TRANSACTIONS ARE THEMSELVES [MHELASTIC. THIZ IS AR IMEGRTANT
COMSIDERATION FOR MDC 1M TERMS OF [TS POTENTIM., MARNET FOR AIRCRAPT

SALES .
IMPACT ON TRAFFIC ARD AIRLINE REVENUES

4.2.1 ELASTICITY CONCEPT AS APFLIED TO THE AIRLINE INOUSTRY
A MODIFICATION IN THE EXCHAMGE RATE STRUCTURE Wil AFFECT THE
COST OF AIRLINE TRAVEL VIS<A-VIS OTHER COMMODITIES AMO THE
RELATIVE COST OF TRAVELLING TO DIFFEAENT DESTINATIONS (DOMESTIC
AND FOREIGH). THESE MODIFICATIONS IN RELATIVE PRICES (susgFr=

TUTIOM EF’F‘ECT) WILL INDUCE A REALLQCATION OF CONSUMER PATTERKS
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% : AND IR PARTICULAR A RECISTRIBUTION OF TRAFFIC FLOWS . RESIDENTS
OF COUNTRIES WHKOSE CURRENCY HAS RELATIVELY APPREQIATED . 5UCH AS.
CAUSTRALIA, GERMANY . JARAN, STC., Wikl FIND ¥T CH'&L;&@'SR@;’ O VEISBEE
FOREIGH COUNTRIES WITH LOWER CHARGES I8 THEIR EXCHANGE RATES.
COMVERSELY ., THE OPPOSITE 1S TRUE FOR REIIDENTS OF 4 DERRECIATED

CURRENCY COUNTRY SUCH 48 THE Ui.5.

THE GLORAL, EFFECT OF 4 CURBENGY REALIGHMENT O TRAFFIC Wik,
UL.TIMATELY DEPEND UPDH THE ELASTICITY OF TRAFPIC DEREMAND WITH
RESPECT TG FARES ’E}%?ﬂ*’:“ﬁiﬁﬁﬁa 190 CORBTRNT Dotl.ore (erinn) sxe THE
DEGREE OF REVALUATION. TASLE | {SudManizmss T é:??iif&*!%- O
TRAFFIO DEMAND TO BE ANTICIPATED PEGES Al ACTU M., FARE CHARGE ANy
THE FIRAL EQUILIBRIUK FOSITION . ARTER THE ADUSTMENT PROCESS HAG

TAKEK PLACE .

% : UNDER THE EXISTING ﬁavzwﬁﬁ“aﬁmmﬂsw MECHANS M, EXCHAMGE

| VARIATIONS WL és’sm;r % BOTH EXTERNAL AND mv@*ﬁwm %%EFERCU&&%E&?\@’
ON THE AIRLINE JNDUSTRY . THE MOST SALIENT E:'m’ffzzm EFFECT
PERTAINS TO AN Améa}e&*s ABILITY TO GEMERATE FOREIGH TRAVEL AME
THUS INTERNATIOMM, cwmaﬂcxf INFLOWS . THE INTERM2L, EFFECTS ARE

REFLECTED OR THE BALANCE SREET OF THE AIRLINES .

TABLE 1] {LLUSTRATES THE IMBACT ON AIRLIME REVESNIES AMD TOURIST
EXPENDITURES RESULTING FROM TRAFFIC ANG ACTUAL FARE [NCREASES.
THUS AN AIRLINE WITH AN INELASTIC DEMANO FUNCTIGH® (N THE cm&;
OF A FARE INCREASESD WiLl EXPERIENCE A DECREASE N REVENUE
PASSENGERS AND AN Smwmse N REVENUES . SHOULD THE AIRLINE'S
DEMAND FUNCTION BE ELASTIC: A FARE HIKE WILL CAUSE A DECREMEKT
IN BOTH REVENUE PASSENGERS AND AIRLINE REVENUES . IN THE CASE OF

AN AIRLINE THAT OFFERS A FARE DECREASE THERE WIiLl BE AR INCREASE

1

EXPRESSED IN CONSTANMT DOLLARS

ZUNLESS OTHERWISE STATED, ELASTICITY OF DEMANO IN THIS PAPER IS TRAVEL ELASTICITY
WITH RESPECT TO FARE (PRICE). ’
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IN REVEMUE PASSERGERS CARRIED ANE A DECREMENT M REVENUES IF ITS

DEMAMO FUNCTION 1S IMELASTIO .. SRHOULD TS DEMAND FURCTION BE

ELASTIC THER BOTH REVERUES AND AEVEMUE PASIENGERS WIiLL.

INCREASE .

TABLE 12 SUMMARIZES SOME EMPIHICAL. RESULTS REGARDING TRAFFRIC

ELASTICITY WITH REIFECT TO PARES

TABLE 12
AR TRANSPORTATICN
SOME ESTIMATEDR PRICE ELADTICITIES BY (KVESTESATOR

RAGNAR FRISCE ~ GENERAMAL,
(EconoMETRICA, VoL XXVIl: PR, 177-88 . . . . +« « o « o« o o =loi0 ¥

DAC ~ EcouomMIC RESZARCH DEPARTMENRT (AUREILLE ANG NORRIS)

U.S. DomesTIC ' .
TOTAL DOMESTIC « o o o o o o s+ o o o o v o o o o o =t .
AMERICAR. . . + « o 4 + e e e e e e e e e e e . . =i
EASTERM , ., . . ., , =1
1 Y e
UNMITEB . . . . . & o ¢ o o o ¢ « = ' ~1.4.
BRANIFF . . . . & & ¢ ¢ o 4« o s o e o e e o o o o =i.4
LCONTINENTAL,. . . .« -1.2
DELTA, « o + % 2 o o o a o o o o.0 s F2 44
PIATIOMAL . o c o o o+ ¢ o 34 o a"c o o o o o o o o « =5.4
ALLEGHENY o < ¢ ¢ o o ¢ o o = + ¢ & € « 6 o o -0 « =t.4

STRAZREIM — MORTH ATLANTIC
{THE INTERMATIONAL AIRLINE INOUSTRY BROOKINGS INSTITUTE 1969}

TOTAL DEMAND (1948-65): = « « « « « « « « « o o . . . . -2.00 i
ADJUSTED TourisT DEMARD {1954=63)s ¢ « ¢« « o =« o =« o % o o =2.00

TEXAMPLE AVAILABLE ON REQUEST.
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2. TATA Fars INCREASE NEGATED 18 .5, av PRICE Baado

ANOTHER CASE THAT MERITS COMSITDERATION 15 A SITUATION WHERE
IATA MEMBERS WOLILD AGREE OM A& FARE INCRZASE . WHICH WOULD

THEN BE NEGATED OR PARTIALLY RESCIHDED 1IN THE U .S . BY THE PRICE
BOARD , THIS COULD LEAD TO A OIVERGENCE IN HELATIVE FARES BETWERR:
COUMTRIZS . SHOWLD THIS OCUUR, A& TICHET SELLING AT THE Msiw IATH
RATE IN A FOREIGHN COLNTRY COULD FOSYIBLY CEMERATE MORE REVENUES
FOR THE AIRLING THAN A TICHRT OVER THE SAME ROUTE BUY SOLD: IN TN
U.S. ThHUS THERE WOULD BE & PUSSIBLE REALLOCATION OF SALES
EFFORTS BY THE AIRLINES T INOUCE MORE THAVEL, [ THE HICHER

FARE AREA. SUSH AR ACTIDWN BY TF §: péscﬁ BOARD COR.D BE
INCONSISTENT wWiTH THE NEw Doowomic Poicy {iés@& Pl cons

IF THE DEMAND FOR FOSZIGH TRAYVEL. BY U.5. REJIDERTE IS |

ELASTIC WITK RESPECT TO FARE. [N THIS CASE,. IT WOULD INDUCE

MORE FOREIGH TRAVEL BY U.35. RESIDENTS AND MONE TRAVEL

EXPENOITURES ABROAL: ALSO THE RELATIVE PROPIT POSITIORS OF
THE AIRLINES WOULD BE AFFECTED DEPENDING UPON THE DISTRIBUTICN

OF THEIR SALES BETWEERK RESIDENTS AMU NON-RESITERTS« -

4.2.3. FARE DIVERGENCES ARD MUuLTi~UARKIER RouTes UNDER THE NeEw
CURRENCY RIALIGHMENT ANDO WIDER EXCHANGE BaAKOS

AN ADDITIORAL PRODLEM M THE GENERAL CONTEXT OF THIS STUGY
ARISES WHEN A cmmf# SELLS A TICKET 18 THE U. S« OVER A RGUTE
WHICK REGUIRES A CHANGE TD A FOREIGN CARRIER. [N THIS CASE
mm_mes HAVE TRADITIONALLY AGREKD TO TRANSFER A FERCENTAGE
OF THE FARE PAID TO THE INITIAL CARRIER TG THOSE CARKIERS THAT
MAKE POSSIBLE THE COMPLETION OF THE TRIP. THIS TRANGFER OF
FUNDS IS BASED UPON A PRORATING FORMULA. UNOER THE NEW RULES
. PERTAINING TO THE FLUCTUATIONS OF EXCHANGE RATES, CURRENCIES

MAY FLUCTUATE WITHIM A RANGE OF +2.25 PERcENT (VERSUS THE

OLD RANGE OF 1.00 PERCENT). THIS COMBINED WITH A FIXED FARE
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C MISTORICALLY BEEN CHARACTERIZED BY THEIR (HARILITY TO RESTRICT

STRUCTURE Witl, MAKE THE STANDARD PRORATING FGﬁMULA; MORE
DIFFICULT TO IMPLEMERTY. LUNOER THISZ CURRENT PRO=RAT I‘?,«éé&- SCHEME
AND FIXED FARES , THESE WIDER FLUCTUATIONSG 1M CURRENGY EXCRANGE
RATES Wil CAUSE A REDISTRIBUTION OF AIRLINE REVENUES AMONG
PARTICIPATING CARRIERS. IV 1% COMCEIVARBLE THAT AIRLINES I:NC.QQS'W
NG A LOSS OVER A SUBSTAMTIAL PERIOCN OF TIME WOULD WART TO
IMPLEMENT COUNTERACTING STHATEGIES . THIS COMLD LEAR TG A

CHAIR OF RETALIATORY ACTHONE ..

IMPACT ON IATA

IATA ‘znsmv HAYE BECOME A PVICTIMT OF THE VICISSITUSES OF THE
cuRmENT !WEEM’F?M@&@ MORETARY CRISIS ares TRE LS. Nave
Economic FLICY. SINCE Wore.Dy War I IATA'S pOWER TG SET
RATES . AMD EFPECTIVELY CARTELIZE THE INTERNATIONAL. AIRGING

INDUSTRY , HAS BEEK STEADILY ERODED BY () ITS mMASILITY TG

RESTRICY ERTRY OF NEW CARRIERSG MAINLY AS A RESULT OF BILATERAL.

AGREZMENTS, AND (2} ITS INABILITY TO ENFORCE DECISIONS « l‘&’l"k .
DECREES CAM BE OVERTURNED OF IGHORED BY SUCH ACTIVITIES AS |
RECOURSE TO "’op_ﬁﬁ FARES®, BILATERAL AGREEMENTS O FARES ANG
scﬁﬁmﬁuss» FURTHERMORBE ; ANY FARE [HCREASE FOR FLIGHTS
SRIGINATING IN THE U.S. wiLs, HAVE TO BE CONSISTENT WITH THE

DECISIONS OF THE FricE Boans. THE DEMISE OF CARTELS HAS T

ENTRY AND EROSION OF ENFORCEMENT POWENRS ESPECIALLY IN REGARG
TO RAT"E MAKING . THE RECENT» HISTORY OF THE AIRLIKE INDUSTRY SHOWS
THAT IT 1S5S BECOMING MORE PRICE COMPETITIVE ARO LESS FORMALLY

STRUCTURED . THE SAME COMPETITIVE FORCES ARE AT WORK IN OTHER

" PARTS OF THE WORLD. THE PROLIFERATION OF NATIONS AND NATIORAL, AlR=

ILIMES iN ASiA; AFRICA, ANO THE PACIFIC ARE FURTHER COMSTRAIRING THE
EFFICACY OF {ATA. THUS THE N.E.P. AND THE CURRENCY REALIGN=
MENT AND THE CONTINUING CRISIS STATUS IN THE FIXED EXCHANGE

SYSTEM WILL BE ADDITIONAL BURDENS TO ATA, IT IS DOUBTFUL THAT
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§ATA Wik, SU?’F‘éfﬁ A SUDDOEN DEMISE, 3UT IT3S DAYS AS AN E?'FEC‘S"{?EZ
RATE—-REGULATORY SO0Y SEEM QM THE WAME . IF THE ATLARTIC
EXAMPLE 1S A GOOD INDICATOR, 7 1% LIKELY THAT THE INOUSTRY
Witd. BECOME MCARARIMNGLY PRICE COMPETITIVE WITHIR A MUCH LESS
FORMALIZED STRUCTUREZ , IF THIS TENUENCY WERE TG Mﬁa’l"i{ﬁt&l&m&,
THERE WOULD BE AN ACDITIONAL, INCENTIVE T IMVESTICATE TRAVEL.
ELASTICITIES WiITH RESPECT TO FARES, N ORUOER TO Wgﬂk}é'f‘ FUTURE
TRAVEL PATTERNS . N ARDITICN, 33?‘«?’-’3& Ak, AIRLINESD OFRER A
SLIGHTLY DIFFEREMTIATED PROGUCY {}»&éﬁ ARE PRICE §§§J’§§l@$} SUEHS -
A STUDY WOULD BE RELPFUE, IN PROVIINES IRFORMATREW éﬂ:@»&%@%;‘ﬁé@

AN AIRLINET'S OPTIMAL BATE Sm@"ﬁmﬂ- DUCH AM ARSI SHOULE
ALSO YiELD RESULTS, WHICH COULDE PROVE RELPFU. B ASSISTING.

MDC MAMAGEMIENT TS FORGE MANHETING STRATEGIES.
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5. IMPACT OF CURRENGCY REALIGNMENT G THE AIRFRAME MANUFACTURING
INDUSTRY (A300~B PROGRAM) ‘

(Jﬂ
[on]

5.1,

INTRODUGTION

THIS SECTION WiLl. CONSIDEZR OMLY THE IMMERIATE SPECIFIC EFFECTS OF THE
GENERAL, CURRENCY REALIGNMENTS SiHCE 1965 UPON THE PRICE STHUCTURE OF THE
A300-8 Prosrasm. DURING THIY SPERICD THERE WERE MANY CURRENCTY REVAMLA-
TIONS,: THE MOST NOTABLE IM THE CONTENT OF THE A300-E Procmstk. FEE:‘;BH&-% THE
FRENCH DEVALLATION OF (1983 axgG THE OvERSLL, CLUBRERCY REMIGNEENT OF

18 DECEMeER 1971. THIS AMNALYHIS WLl E‘A&:&g&}ﬁ THE EFFECTS OR THE PRICE
ESCALATION PORMULAR USER BY THE ¢ABIGUSD COUNTRIESDS BPARTICUSATING 1M THE
PROGRAM - N ADDITION, THE P@ﬁﬁgmﬂwma G5 HEPERRAT IONA. FAGTOR SUBSTITUTION:.
CHANGES 1M BASE PRICES, REVISIONSG OF ESGALATION FORMULAR » WEALTH ARG
INCOME EFFECTS, THE ROLE OF GOWERNMERT SURSINIES, BTG, WL, NOT BE
CONSIDERED . HOWEVER , IT 1S RECOGNIZED THAT A FULL. REVIEW OF THE A300=-F
PROGRAM WOULD REGUIRE THAT THESE FACKTS . AND MAKY MORE, BE INTEGRATED
INTO ANY swgsﬁéxﬂe% ;Mw@m‘*mﬁ FO BE A& COMPRERERSIVE INVESTIGATION OF
THE LOHG™RUN EFFECTS OF CURRENCY REALIGHMENTS On THE ALQ0-B PROGRAM.
COMPARATWE PRICE CHARGES Dug To CURRENCY REVALIIATIONS )

TFABLE 13 "COMPARATIVE Pmés CHA&}GE& _uuz TOo CURRENCGY REVALUATIONS®
COMPARES THE JANUARY 1969 PRICE OF THE A30C-8, Exc&uém@ THE L. S. Maoe
PODS AND ENGINES , AT THE EXCHANGE RATE PREVAILING THER AND AT THE CURREWT
EXCHANGE RATE®. [T SHOULD BE NOTED THAT BETWEEN THESE TWO DATES THERE .

WAS CONSIDERABLE VARIATION [N THE RATES AS QUOTED IR Tasig 3.

THE MOST SIGNIPICANT CHANGE IN ANY OF THE PARTICIPATING NATIONS EXCHANGE

- RATES, EXCLUDING THE GERERAL SMITHSOMIAN CURRENCY REALIGHRMENT OF ‘

18 DECEMBER 1971, WAS THE CONSIDERABLE DEVALUATION OF THE FRENCH FRANG

(~11.11 PERCENT) ON 8 AUGUST 1969. THIS 1960 DEVALUATION EXFLAING WY

’8 May 1972
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THE PRICE OF THE FRENGCH PARYT, EXPRESSED 1IN L. 5. DOLLARS . DECLINED EVEN
THOUGH THE FRANC APPRECIATED SELATIVE TO THE DOLIAR OmM 13 DEcEMaER 137§
(t3.357 PERCEMT). FURTHER., THE CEMTRAL DaMR OF FRANCE . SINCE THE SMITH=
SOMIAN ACCORD, HAS ALLOWED & TWO TIER [MTERMATIONAL, EXCHANGE SYITEM TO
EXIST, WHERERBY THERE IS A TLOMMERGCIALY RATE AND "FiHAHCIALT EXCHRANGE
RATE FOR THE FRAMC. THE DApGUE DR FRAKRCE BERMITS THE "Finangial.™ Rats
TO FLUCTUATE THE FULL BANGE OF THE DMITRSOMIARK MARGING {32..25 Péwczmﬁ'}ﬁ
HOWEVER, IT ACTIVELY INTERVERES TO Maidvain THE PCOMMERGIAL.T RATY AT

APPROXIMATELY A 3.20 (3/F) DOLLARSFRANG RATIC.

EXCHANGE RATE VARIATION PRICE IMCRAFASES ~ A~300R

TABLE 13 ILLUSTRATES BOW THE 1063 COMBUTED PRICE OF THE Al00-F, EXPRESSED

iINU.S. DOLLARS,, INCREASED DUE TO THE PFOST Jinussy [962 SERIES OF CURREBRSR®

 REALIGNMENTS. THE AGGREGATE PRICE INCREASE 1IN 1.5 . DOLLARSE FOR TRE Algw

FRAME (EXCLUDING PODS) WAS 11.52 PERCENT . THE PRESENT SYSTEM OF PAYMENT
FOR THE A300-8 REQUIRES THAT EACH PARTICIPATING MAMUFACTURER. BE FAI
DIRECTLY BY THE CUSTOMER IN THE NATIONAL, CURRENCY OF THE MARUFACTURER.
HOWEVER, AN AIRLINE CONTEMPLATIRG THE PURCHASE OF AN AJZ00-B wGr.D
MAIMLY BE CONCERNEDR WITH THE AGGREGATE PRICE (SEX TABLE 13) EXPRESSED he
THE NATIONAL CURRENCY OF THE AIRLIME. ThHUS & U.S5. AIRLINE WOULD HAVE TG
PAY A HIGKER TUTAL Pmce: FOR THE A300~8 As A RESULT OF THESE cwmé:ﬁe?
REALIGNMENTS. AS OF TODAY THERE HAVE BEER NO STATED CHANGES 1M PRICE

FORMULAE TO ADJUST FOR CURREMNCY REALIGNMENTS .

SUMMARY

SOME OF THE MOST OBVIOUS IMMEDIATE SHORT=TERMS EFFECTS OF THE CURRERCY

REALIGNMENTS ARES

] AN IMPROVEMENT IN THE COMPETITIVE STATUS CF U.S. AIRFRAME

MANUFACTURERS PRODUCING A SUBSTITUTE PRODUCT (E.G. DC~10) For

THE A300-B.
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E AN INCREASED INDUCEMENT FOR THE BEUuRoREAnN MATIOMS PARTICIFATING
IN THIS PROGRAM TO CONTINUE FURCHASING .5 . BUILT PARTS FOR THE

A300-B.

L) A POSSIBLE DISINCENTIVE TO MULTIMATIONAL CCOPERATION IN AN
ENVIRONMENT OF FLUCTUATING EXCHANGE RATES, SSPECIALLY IF NG
ALLOWANCE IS MADE IN THE PRICE ESCALNTION CLAUSES FOR SUCH
CHANGES. THIS 1S PARTICULARY TRUE FOR THE FRENCH I TERMS OF
THE U.S. MARKET. LISING THIS EXAMELE . THE PRICE OF THE B IRPYUTS
TO THE ASOO-E HAS BREN EXOSENGUSLY INCREASEN BY {f.1] peRcENT
DUE LARGELY TO THE VERY SIGRIFICAMY [NCHEASE I THE DOLLARS MAREE

($/M) EXCHAMGE RATE .

AS MENTIONED ABOVE, THIS AKALYSIS TOUGCHES ORLY LIGHTLY URPGHK THE MOST
OBVICUS IMMERIATE EFFECTS OF DEVALUATION Ot THE A300=8 Prosmat. IT ‘
WOULD NOT BE DIFFICULT TO ENVIS2GE cn&més IN THE CURRENT PROGRAM INVOLMING. -
NEW PRICE ESCALATION FORMULAE . éuas‘ﬂ'fﬂﬂw OF LOWER COST irwgﬁ*sz FOR
HIGHER COST (OR NATIOMAL REDISTRIBUTION OF EFFORT), GOVERNMENT INTERVENT IS
IN THE TERM OF GRANTS AND SU%&EEJ‘:ES, ETC. IT WOULD SEEZM SAFE TO ASSUME
HOWEVER , THAT THE PARTICIPATING NATIOKS IN THE A300-8 PROGRAM WILL ACT

TO COUNTER ANY REAL COST DISADVANTAGE THAT DEVALUATION MAY BAVE UPGH

THEIR INTERNATIONAL SALES EFFORT FOR THE A300~R .
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TABLE 13
EFFECT OF CURRENCY REALIGNMENT ON PRICE OF A300-B

PERCENTAGE MNATIONAL] PERCENTAGE

PRICE EXPRESSED EXCHANGE RATES 1969 PricE INU.S. § PARTICIPATION CHANCE (K COS
: IN DOMESTIC RELATIVE TOU.S.$ AT DIFFERENT EXCHANGE RATES INU.S.$ wuU.5.9
NAT{ON : CURRENCY 1969 1972% 1969 1972 1969 1972  |DUE RCALIGHME
. » kA
FRENCH PART 18,719,540 20210 .20000 3,783,218 3,742,908 39.61 35,15 - 1.04%

(FRENCH FRANCS)

U.S. PART 743 ,688 1.000 1.000 473,688 473,688 5,00 4,40 0
. ' U.S. DoLLARS) :
(o]
GERMAN PART 15,460,795 ° 2500 ,3149 3,865,199 4,869,604 40,47 45,71 |+ 25.90%
(GerMAN MARKS) ‘
BRITISH PART 599,495 2.3844 2.6120 1,429,436 1,568,880 14,97 14,70 *0.95%
(BRITISH PounDS)
i H
TOTAL NOT APPLICABLE N.A. N.A. 9,551,539 10,652,089 100.00 100.00 +o1r.s2%
| ' ' = OWEIGHTED
AVEIAGE)

*B May 1972  SroT RATE
¥ SOMMERCIAL RATE
¥R OUNDING

AR AN
A tettesit 5 2t sitacn
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