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FORTIETH ANNUAL REPORT

submitted to the
ANNUAL GENERAL MEETING
of the
BANK FOR INTERNATIONAL SETTLEMENTS
' held in
‘Basle on 8th June 1970.

Gentlemen, -

I have the honour to submit herewith the fortieth Annual Report of the
Bank for International Settlements for the financial year which began on
1st April 1969 and ended on 31st March rg970.

In the course of the financial vear, the decisions taken at the Extra-
ordinary General Meeting on gth June 1969 to increase the capital of the
Bank and to amend its Statutes were duly implemented, The authorised
capital has thus been increased from 500 million gold francs, comprising a
single tranche of 200,000 issued shares of equal gold nominal wvalue, to
1,500 million gold francs divided into three tranches, each consisting of
200,000 shares of equal gold nominal value. In addition to the first tranche of
200,000 shares already in issue and paid up to the extent of 25 per cent., the
whole of the second tranche of 200,000 new shares, paid up to the same
extent out of the Bank’s own funds, is now in issue; these new shares were
offered to shareholders in accordance with the decision taken in June rgég on
the basis of one new share for each share of the first tranche registered in
their names. As regards the third tranche of 200,000 new shares, all of which
are reserved for subscription by central banks, a total of 48,325 of these
shares, paid up to the extent of 25 per cent., was subscribed on 2nd January
1970. Full details of these changes in the capital structure of the Bank can be
found in Chapter VII of this Report.
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After deduction of the transfers to provisions, the net profit for the year
amounted to 83,179,570 gold francs, compared with 45,000,000 gold francs
for the preceding year.

The Board of Directors recommends that, in application of Article sI
of the Bank’s amended Statutes, the present General Meeting should allocate
the sum of 23,179,570 gold francs in payment of a total dividend of 56.25
gold francs per share, consisting of 37.50 gold francs in respect of the dividend
of 6 per cent. and 1875 gold francs representing the maximum further
dividend of 3 per cent., such total dividend being payable in respect of a
whole financial vear in the case of the 400,000 issued shares of the first and
second tranches and In respect of one-quarter of a financial year in the case
of the 48,325 issued shares of the third tranche.

The Board further recommends the transfer of 30 million gold francs to
the General Reserve Fund, 12 million gold francs to the Special Dividend
Reserve Fund and 18 m.llhon gold francs to the Free Reserve Fund.

If these proposals are approved the Bank’s dmdend for the financial year
1969-70 will amount to 56.25 gold francs per share on the 400,000 issued
shares of the first and second tranches and to r4.0625 gold francs on the
48,325 issued shares of the third tranche, These amounts would be payable to
shareholders on 1st July 1970 in the amounts of 80.40 Swiss francs and
20.10 Swiss francs per share respectively, and would result in shareholders
who have retained the new shares of the second tranche to which they were
entitled receiving a dividend of 112.50 gold francs, or 160.80 Swiss francs,
this year in respect of each two shares they now hold, as opposed to 75 gold
francs, or 107.15 Swiss francs, which they received last year in respect of
each single share they then held. L : o

Chapter I of this Report deals with economic developments and policies
in Europe and the United States, Canada and Japan in 1969 and the early
months of 1970. The next three chapters review developments in wvarious
countries in the field of credit, foreign payments, gold production, monetary
reserves and foreign exchange. The fifth chapter gives a survey of events in
the EBuro-currency market and the sixth a review of the operations of the
European Monetary Agreement. Chapter VII concerns the Bank’s réle in
promoiing co-operation between central banks, its current activities and- the
functions 1t performs on behalf of the European Coal and Steel Community
and as Trustee for international loans.



I. SURVEY OF ECONOMIC DEVELOPMENTS AND

In most of the industrial countries the rate of expansion of economic
activity quickened over the past year and the increase in total output was
larger than in the previous twelve-month period. The main exceptions were
the United States and the United Kingdom: in the former the trend of
activity was slowed down by the restrictive measures aimed at breaking the
grip of inflation; in the latter the objective of policy restraint was to assure a
major improvement in the external accounts. :

However, the focus of attention generally was not on output trends but
on the feverish atmosphere that characterised the situation. The state of crisis
which prevailed at times in the international monetary situation contributed to
this atmosphere, though, happily, calm had been restored by the beginning of
this year. Secondly, there was the heavy inflation of wages and prices in
almost all countries, which remains a major problem. And thirdly, there was
the upward spiral of interest rates on domestic and internaiional markets,
which has been reversed only moderately so far. These developments were
a common background to the situation in the individual countries.

International monetary developments.

Exchange markets in the early months of 1969 were still under the
influence of factors that had caused unrest the year before. The decisions of
the French and German authorities in November 1968 to hold to the existing
par values of their currencies overcame the crisis atmosphere, but they failed
‘to dispel market expectations that a realignment of the exchange rates would
be required in due course. The support for this view was that France’s
overall payments deficit and Germany’s current-account surplus continued to
be substantial. The prospects for stetling, too, still seemed uncertain; more
than a year after devaluation the British trade balance remained in sizable
deficit and the current-account balance of payments was barely moving into

" surplus,

Besides these inherited weaknesses, exchange markets were unfavourably
affected by the large demands being made on the FEuro-dollar market by US
banks. This suction on foreign funds strengthened the market position of the
dollar but put, or added to, strains on a number of European currencies.

In the gold market, too, there were tensions during the early part of
1969. In part, these were a reflection of currency anxieties, especially con-
cerning the French franc. But, in addition, the supply/demand relationship
was unfavourable. With a substantial payments surplus in 1968 and. the first
quarter of 1969, South Africa added nearly $800 million of its curtent gold
production to reserves, drastically reducing the supply of new gold coming
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onto the market. From November 1968 to March 1969 the market price of
gold rose from about $39 to almost $44; at this premium on the official price
there was significant absorption of the speculative overhang. '

In April 1969 a new crisis broke out in the exchange markets. General
de Gaulle’s resignation brought the French franc under added pressure and
this was followed almost immediately by a renewal of rumours of a near-term
revaluation of the Deutsche Mark. In the final days of April and the first
days of May there was an inflow of funds to Germany totalling just over
$4 milliard. This was stopped by the anouncement on gth May that there
would be no change in the DM parity, and some reflux of funds then
occurred. But much of the earlier inflow remained in Germany and the
underlying market situation continued to be unstable.

A first step towards removing the basic causes of market turmoil was
taken on 8th August, when the French Government devalued the franc by
11.1 per cent, quickly following this up with a domestic stabilisation pro-
gramme. The operation was supported by a $1 milliard stand-by arrangement
with the IMF, as well as by some increases in the central-bank facilities
otiginally made available to France after the November 1968 exchange crisis.

Strains on the franc then eased markedly during the rest of August. By
this time, however, the date set for the elections in the Gerinan Federal
Republic was approaching and markets again became unsettled in September
owing to the possibility of revaluation after the elections. In the week before
the wvoting, particularly, the Bundesbank had to buy in dollars from the
market on an accelerating scale, and to avoid a “black Friday” the Frankfurt
market was closed on 25th September. The election results on the following
Sunday showed that a government favourable to revaluation would probably- be
installed in the coming weeks, so that the urgent problem which arose was
how to manage the situation until a definite decision on the parity could -be
taken. The most practical solution was for the Deutsche Bundesbank to
suspend its purchases of dollars at the upper intervention limit. This was an
excellent tactical move both because the market was certain to keep the
upward movement of the rate within reasonable limits and because other
currencies were relieved of any pressure from speculation on the new panty.
The Deutsche Mark at once appreciated by about 5 per cent, and in the
next few weeks the Bundesbank even supplied dollars to the market to
satisfy the demand for repatriation of foreign funds. Then, on 27th October
a new parity came into force involving a revaluation of 9.3 per cent. This
decision, though it was followed by short-lived movements of funds across
the exchanges in the expectation that some other European currencies might
be revalued, was in fact the second, and most important, step towards
improving the international monetary situation. '

During the nearly four weeks that preceded the formal revaluation of
the Deutsche Mark there had already been a $1 milliard outflow of funds
from Germany to other countries. This gained further momentum after
24th October, and by the end of the year the outflows had somewhat
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exceeded the inflows recorded during the first nine months. To a considerable
extent the obverse of these outflows was a big favourable change in the terms
of payment of many other countries. In particular, the French and British.
reserve positions benefited substantially from the revaluation of the Mark. And
in both cases these benefits were reinforced by clear evidence of an improve-
ment in the underlying balance-of-payments positions, The UK foreign trade
balance had by the third quarter of 1969 improved sufficiently to produce a
substantial surplus on goods and services combined. And in the French case
there were signs towards the end of the year that the foreign trade deficit
was responding to devaluation and the accompanying stabilisation programme.
Moreover, the fact that the British and French exchange surpluses permitted
both countries substantially to reduce their official short-term indebtedness
contributed to the return of confidence.

In the meantime, and before the Deutsche Mark began to appreciate,
the free price of gold had receded quite a lot from its March peak of almost
$44 per ounce to a little over $40.5 at the end of September because several
- factors were working to improve the supply/demand relationship in the
market. Firstly, with the turn in its balance of payments from surplus
to deficit, South Africa’s gold sales to the market began to exceed current
production. Secondly, the rise of Euro-dollar interest rates meant effectively
a very high cost of holding gold for certain classes of holders, while at the
same timne the market and reserve positions of the dollar had strengthened
significantly. And thirdly, the ratification of the SDR scheme in late July and
the probability that 1t would soon be activated on quite a substantial scale
meant easing the stringency of other official reserves, particularly gold.

In these conditions, and with some European holders having built up
sizable stocks of gold earlier in the year, the return of confidence in currencies
after the appreciation of the Deutsche Mark gave a new disincentive to gold-
holding by investors with attractive alternatives. From mid-October onwards
sellers clearly predominated over buyers, and in a liitle less than two months
the market price fell to the official parity of $35.

An eventful year then closed with an agreement between South Africa
and the IMF. Its essential feature is that the latter has undertaken to pur-
chase newly-mined South African gold, to meet the country's external pay-
ments needs, whenever the market price is at $35 per fine ounce or below.
Following this announcement, which appeared to put an effective floor of $35
to the price South Africa receives for its gold, though not necessarily to the
market price, market quotations in fact fell somewhat below $35 on a number
of days in January 1970, reaching a low point of $34.75. From end-January
to mid-Matrch the price hovered around the parity, though since then it has
risen moderately. During the first three months of 1970 the IMF purchased
some $285 million’s worth of gold from South Africa.

Another aspect of the international monetary situation concerns the use
of official credit facilities. Over the past few years-changes in countries’ gold
and dollar reserves have often, though not always, been fairly modest in
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relation to their payments surpluses and deficits. To a considerable extent
official financing has taken place through the Federal Reserve System’s swap
network, other central-bank credit facilities and changes in countries’ IMF
positions. And the events of the past year illystrate the continuing importance
of these international credit facilities. Borrowings were often quickly repaid, as
was intended in the case of central-bank facilittes. But up until the end of
the third quarter of 1969 the drawings on official assistance had given rise to
rather large debtor and creditor positions for certain countries. The recent
changes in the external positions of France, Germany and the United King-
dom, however, have brought very desirable reductions of these positions.

The United Kingdom, for example, had been able to make a good start
on liquidating its official external debt in the first eight months of last year,
though 1t had to draw again on central-bank assistance during the May
and August-September exchange crises. After the peg on the Deutsche Mark
was released, however, the position reversed dramatically. Besides the sub-
stantial basic surplus in the balance of payments, the turn in leads and lags
was very favourable to sterling, allowing a massive reduction in the out-
standing debtor position. In all, from the beginning of 1969 to the end of
the first quarter of 1970 the United Kingdom’s net adverse reserve position,
including its intermediate-term debt to the IMF, had been reduced from
£2,3 54 to 525 million. An unprovement to this extent had not been dreamed
of in early 1969, ' .

In the case of F rance the.nef official external deficit for the first nine
months of 1969 was $1.3 milliard, of which $1.1 milllard was financed
through central-bank assistance and recourse to the IMF. And when the
French position subsequently began to improve, net repayments of external
indebtedness were actually in excess of the official sector’s external surplus,
so that gross reserves showed a small decline. All central-bank assistance has
been repaid, th0ugh with the help of drawmg on IMF facilities.

The other side of the coin, so to speak, can be seen in the case of
Germany. Out of its previous extérnal surplus and speculative inflow, Germany
had built up substantial creditor positions by the start of 1969 through
assistance to other central banks, in the IMF and in holdings of DM bonds
issued by the US Treasury. Its creditor position increased during the period
January-September, when a substantial fraction of the $1.9 milliard surplus on
official account was recycled both directly and through the BIS to countries
under exchange pressure. Then, over the six months following the abandon-
ment of -the old DM exchange parity, when the official-account deficit was
$4.5 milliard, Germany was repaid the bulk of previous credits to central
banks and, in addition, it withdrew $1.1 milliard of its accumulated credit in
the IMF, as well as cashing in $0.8 milliard of its holdings of US Treasury
securities denominated in Deutsche Mark, Being able to afford it, the German
authorities took the huge loss of reserves with becoming sang-froid. =

The significance of the kinds of changes outlined above is that they
have led to a better distribution of reserves in the broad sense. The United



States participated in this improvement not only by means of its substantial
official settlements surplus in 1969 but also because its position was strength-
ened by the better composition of its reserves. The repayment of DM bonds
to Germany has already been noted. Also, US official holdings of sterling
and French francs were reduced very considerably by repayments of previous
assistance. In fact, total official US exchange holdings, despite large drawings
by Italy on its swap line with the Federal Reserve in early 1970, declined
between end-September 1969 and end-Maxch 1970 by $1.8 milliard. On the
other hand, the US reserve position in the Fund increased by a further $o.8
milliard over these six months; by the end of March 1970 it stood at nearly
$2.6 milliard, which was $2.3 milliard above its end-1966 low point. In
addition, the US reserve position has been improved by an increase in its
gold stock, which rose by $1.1 milliard in the year April 1969-March 1970.

Other recent examples which highlight the importance of credit facilities
in thé ebb and flow of funds in the system include the Belgian and Dutch
drawings on their swap lines with the Federal Reserve System, then subsequent
repayment, before and after the revaluation of the Deutsche Mark. Altogether,
in 1969 the United States’ partners made gross drawings on their swap
facilities with the Federal Reserve totalling $2.4 milliard and gross repayments
of $3.4 milliard. Gross US drawings on partner countries totalled $o.7 milliard
and gross repayments were of the same size.

Farly in February 1970 facilities for short-term assistance among the
central banks of the European Economic Community came into existence.
First-stage facilities total $1 milliard, of which Germany’s and France's shares
are 30 per cent, each, Italy’s 20 per cent. and those of Belgium and the
Netherlands 10 per cent. each. Any participating central bank whose currency
comes under pressure will be entitled to use up to the whole amount of its
quota in the form of three-month renewable credits from its partners in the
Community. In addition, a system of debtor and creditor rallonges, the
maximum amount of which is also fixed at $1 milliard, is available for
extending supplementary credits to any participant in case of need, over and
above its quota. The BIS will act as Agent for the scheme,

Prices and wages.

The array of diagrams on the next page illustrates the pervasiveness of
the rapid rise of prices and the more rapid rise of wages that characterised
the past year and which have continued up to the present. With very few
exceptions, the rate of increase was larger than over the previous twelve
months; the rises of consumer-price indexes clustered around 5 per cent.,
while for wages the typical figure was about 8 per cent, Thus, inflation was
well beyond a creeping pace.

To some extent the general rise of wholesale-price indexes over the past
year was due to increases in international raw-material prices, particularly
those of non-ferrous metals, resulting from high industrial demand. For the
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most part, however, the common pattern of price and wage trends has not
reflected a comparable similarity of basic economic conditions or the outcome
of simply mechanical supply/demand relations. But, inter-mixed with special
situations in individual countries, there has been international transmission of
price and wage increases in various ways.

As a broad generalisation, excessive demand has been the dominant
force in about half the countries, conspicuously in Japan, Germany, Sweden
and the Netherlands, The United States also falls into this group, even though
demand there had eased by the end of last year; the continuing rise of prices
and wages reflects the usual lag after a period of excess demand and the
near-inevitable tendency for a large-sized wage round to run its course despite
changed labour-market conditions. In Switzerland, too, the demand pressure on
resources has been intense, though the recorded signs of inflation have been
less marked. Wages throughout the economy have probably risen more than
the wage index indicates. '

In the other countries the dominant factor recently has been wage-push,
mostly without the complication of excess demand. Higher money wages in
turn stimulate demand, including import demand for any foreign goods whose
prices have risen less than those of competing home goods. The recent sharp
jumps in the rate of wage increase in Italy and the United Kingdom are clear
cases of the force of negottating power, with little else involved. In France
there was the hangover from the wage/price spiral of the year before; while
the large wage settlement in 1968 initiated the spiral, the consequent cost-of-
living increase set the stage for new wage demands. As usual, too, devaluation
contributed to an inflationary frame of mind — besides directly affecting import
prices. Conversely, while revaluation was anti-inflationary for Germany, the
direct price increase on goods iroported from Germany was quite real for
bordering countries having a large proportion of their trade with the Federal
Republic, :

Other factors contribute to making inflation contagious. With economies
closely integrated, as in continental Europe, price leadership by dominant
firms plays a conspicuous part in spreading increases across the industrial and
geographic range. And in quite a few countries labour attitudes have been.
affected by wage increases, and even wage levels, In neighbouring countries,
an influence that was most evident in Canada and Belgium over the past year.

Thus, it is easier to observe that the international climate has been
inflation-prone than to give a simple explanation of it. To be sure, a signifi-
cant factor has often been the failure to stop excess demand at an early
stage, with the consequence that persistent pressure on the labour market has
led to a broad upsurge of wage demands. Another factor, however, is the
tendency for key wage bargains to set the pattern for the whole round of
negotiations and for the wage increase, by a social rather than an economic
process, to filter through the labour force. Then, after the cost of living has
risen, it is more or less taken for granted by all sides in wage bargaining
that price increases should be offset by higher wages and something more



added. Even the size of this additional margin does not seem to be precisely
affected by the state of demand for labour.

Interest rates.

In the climate of inflation, and with monetary restraint measures being
applied to combat it in quite a few countries, a rise in interest rates inter-
nationally in the past year was to be expected. However, the sweep of this
movement and the heights reached in many markets were without modern
parallel. There were, of course, special factors which affected certain countries,
but the international links through which the escalation of rates was trans-
mitted were much more direct than those relatmg to prices and wages.

Through most of 1968 ‘interest rates were generally fairly flat at not
unusual levels relative to prevailing economic conditions. Sterling rates were
an exception owing to the 8 per cent. Bank rate called upon to support the
devaluation of the currency, and rates in the Paris market also were raised
sharply after the social disturbances in May-June to help limit the flight of
funds. But beginning in late 1968, coincident with the shift to rnonetary
restraint in the United States, interest rates soared From December 1968 to
the spring of 1970 thirty-nine increases were made in official discount rates of
OECD countries, nearly one-half of which were in steps of one percentage
point or more. These changes were in some cases adjustments to domestic
market conditions and in others a means of aligning the domestic market with
external rate levels. The changes tended to come in bunches, reflecting their
close interdependence. As shown in the graph, money-market rates in- the
United States, the Uhited Kingdom, the FEuro-dollar market and several
continental centres moved upwards steeply and narrowly together. In Germany,
for external reasons, and in Italy, for domestic aims, interest rates were held
back until the second half of the year. The rise in rates has been relatively
moderate only in Switzerland and Japan; in both countries a st1mu1us to
capital outflows has been appropriate.

The rate pattern was similar in the long-term sphere, with a further
exception. Sterling ']ong-term rates moved up faster than those elsewhere in
late 1968 and early 1969 in response to the further eﬁ'ort being made to
strengthen the UK external position,

With allowance for special circumstances in some countries, the main
force behind the upsweep of rates and the exceptional levels' they reached
came from the United States. Much of the explanation lies in the cumulative
effects of the protracted US inflation and in the way in which monetary
restraint was applied there. Seeking to curb the business sector’'s strong
demand for funds, increasingly based on inflationary expectations and the
desire for protection against a liquidity squeeze, the monetary authorities
aimed to limit bank lending by holding down the Regulation Q ceilings. The
banks “sought all possible means of offsetting. their losses of time deposits and
of meeting their commitments to corporate customers, which helped to drive
up domestic money-market rates..
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The peculiarity was that Regulation Q did not apply to funds obtained
via the banks' foreign branches. Hence, the “keen cutting edge” of the Q
ceiling reacted with severe effect on rates in the Euro-dollar market as the
banks bid aggressively for this marginal source of funds. Three-month money
passed the 12 per cent. mark in June and was not much lower during the
rest of the year. These high rates attracted a substantial volume of funds from
various parts of the world, including the United States. Rates in other markets
were affected and foreign central banks often took action to assure that they
were sufficiently affected. Moreover, the rise in US long-term rates transmitted
itself via the Euro-bond market, both through new issues and through the
arbitrage effects on the secondary market, to the capital markets of other
countries,

On the other hand, apart from Germany and Italy, most western
European countries have tended to rely on quantitative limitations in regulating
the expansion of bank credit. At the beginning of 1969 bank credit ceilings
were already in effect in the United Kingdom, France and the Netherlands,
and over the year they were introduced, formally or.informally, in most other
countries. Though not expected to be continuously in force, credit ceilings
have been used as a shorter-term expedient to ensure quick results in pre-
venting excessive credit expansion. Moreover, such techniques help to limit
the upward pressure on interest rates and the drawing-in of funds from
abroad. More direct action on interest rates has usually been aimed at
external considerations. '

Though steps to control credit expansion spread in western Europe last
year, the policies were not generally designed to be very restrictive. The only
countries in which stringent restraint was clearly in evidence were the United
Kingdom, France and Sweden.. In the others domestic bank credit rose by
about 10-15 per cent. When, in addition, it is remembered that 1969 was
the first year in which the expansion of activity in most European countries
began to press against resource limitations, the rapid rise of interest rates to
exceptionally high levels seemed rather incongruous, This is to say that the
moves to higher rates were in large degree defensive. '

Whatever goes up must come down, it 1s said — excepting. prices,
wages and population. But the speed of descent of interest rates is likely to
be much slower than their rocket-like rise. :

United States.

The US authorities’ efforts over the past year to dampen inflation have
led to a significant easing of demand pressures and a modest decline in output.

Industrial production showed a recessionary tendency during the third quarter -
of 1969, and by the first quarter of 1970 the real gross national product had
declined by o.8 per cent. from its level in the previous half-year. The labour
market became much easier as unemployment increased from about 3% to
close to 5 per cent. of the labour force. However, prices and wages were
still rising. '



When the new Admunistration came into office at the beginning of last
year, restrictive policies were already in operation. But the economy was still
booming away, with over-full employment, the price/wage spiral tending to
accelerate, and an inflationary psychology underlying expectations and decision-
taking throughout the economy. In this situation the Administration emphasised
the high priority it intended to give to restoring monetary stability.

In the fiscal sphere the budget estimates were reviewed and a cut of §4
milliard was proposed in expenditure. Also, it was proposed to repeal the
© Investment tax credit of 7 per cent. as fron April and to extend the income-
tax surcharge, though with the rate reduced to 5 per cent. in the second half
of the fiscal year. The tax measures were finally passed by Congress in
December. '

The swing of the budget into surplus was completed by the first half of
'1969. With tax receipts rising and Federal outlays tapering off after three
vears of steep increase, the surplus on a national-accounts basis reached an
annual rate of $r1.8 milliard, compared with deficits of $9 and 1.5 milliard in
the two halves of 1968. Thereafter it narrowed, partly because of increases in
such items as debt interest and social security payments. Even so, Federal
expenditure rose less in 1969 than the gross mational product iIn current
dollars, and purchases of goods and services in real terms showed a significant
fall due to reductions in defenice spending. :

In the monetary sphere, the banks were under a tight squeeze by mid-
1969. Open-market operations were conducted so as to hold down the reserve
base, and in April reserve requirements were increased and the discount rate
was raised from 5% to 6 per cent. In the face of active loan demand, the
banks" prime rate was put up in June to 8% per cent, — the third rise
since December. '

The authorities were not seeking a sharp credit crunch a la 1966,
however, and there was much talk of gradualism in the readjustment needed
by the economy. It may be, in fact, that the adjustment turned out more
gradual than intended and slowed down the impact on the price/wage spiral.
“The objective was, on the one hand, to restrain loans to business by the large
banks so as to taper off the heavy increase in corporate investment and, on
the other, to limit the squeeze on savings institutions and on the credit flow
to home construction. The thumbscrew of the monetary inquisition was
holding the Regulation Q ceiling on large-denomination certificates of deposit
at 6% per cent., while other money-market rates floated up above the 8 per
cent. level and Euro-dollar rates soared into the upper atmosphere of two-
digit quotations However, the efficacy of these tactics in cutting back the
expansion of credlt was hardly commensurate w1th the pressure brought on
rates. :

In the face of large losses of time deposits, loan demand on the banks
remained very strong. The corporate sector was wary of being caught short of
hquid funds, its need for working balances was rising, and both continuing
inflation and the improbability of prolonged recession argued against major
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‘changes in longer-term investment plans. Besides, the cost of money to
industry was not all that onerous — after taxes. So the banks, with firm loan
commitments to their corporate customers, found ways to meet the demand:
their government-security portfolios were sharply reduced; the Euro-dollar
market was drawn on heavily, particularly in the first half of the year; and
commercial paper  issued by bank affiliates spurted ahead, especially in the
second half. Measures to increase the cost of Euro-dollar borrowing were
adopted around mid-year and action to limit the volume of commercial paper
was considered later, though it was not in fact taken — perhaps because
signs. of -easing in the economy were becoming evident. Regulation Q ceilings
were raised finally in January 1970. Meanwhile, the impact of the tight
monetary policy and high market rates on savings institutions was mitigated
by sizable mortgage support operations by Federal agencies.

- As an overall result new credit from all sources obtained by the
economy in 1969 declined only moderately to $86 milliard from $¢7 milliard
the year before — and this drop was more than accounted for by the shift
of the budget into surplus. From the start of fiscal restraint around mid-1968
until mid-1969 there was little dampening of the boom in activity. and the
pricefwage inflation had a free run for about a year. Of course, there have
been social considerations involved in judging the force to be given to
" restraining policies; but fear of overkill after the tax increase was enacted in
1968 and the leaning towards gradualism subsequently surely blunted the
priority on monetary stability.

_ As--already mentioned,. however, activity definitely eased in the second
half: of the year. Besides the drop in Federal Government purchases, house-
building declined from the first quarter of 1969 onwards, and State and local
- government spending rose by only 1 per cent. between the second and fourth
quarters Mortgages and State and local bond issues were held back by the rise
in market interest rates above the legal ceilings which apply to some of
them. Consumer spending levelled off during the autumn and the personal
' savings ratio rose. In early 1970 new car sales were over 20 per cent. lower
than a year before and the sharp decline on the stock market added a gloomy
. note. Only fixed investment by private industry showed resistance, despite
- difficult business conditions and some squeeze on profits. None the less, by
the first quarter of 1970 eguipment outlays at constant prices appeared to be
faltering and activity as a whole was at the point of recession. This had to be
weighed in settmg policy for the future, along with the stubborn fact ‘of
contmumg price and wage inflation.

In shaping fiscal policy for the year 1g970-71, the Administration aimed
to maintain a unified budget surplus despite a 15 per cent. increase in social
security pensions on 1st January 1970 and the forthcoming abolition of the
remaining 5 per cent. income-tax surcharge on 1st July. It was proposed to
extend the excise taxes on cars and telephones until the end of 1971 and to
allow expenditure to rise by only 1% per cent. in current dollars, which meant
a further reduction {on defence and space programmes) in real terms.



With this stance to fiscal policy and demand pressures subdued, a
modest move was taken towards relaxing the squeeze on bank credit. Short-
term interest rates eased seasonally after the year-end and by February the
Federal Reserve Systemm was giving some help to this movement. As market
rates retreated significantly, the banks reduced thelr prime rate from 81 to
8 per cent. at the end of March.

It was generally_ expected in the spring that the pause in expansion
would be brief and that output would be increasing in the second half of the
year. Not only was fiscal and monetary restraint less severe, but investment
intentions showed a continued increase in capital-goods demand. Also, more
wage contracts were due to be negotiated in 1970 than had been the case the
year before and a pattern of largish increases was evident. However, it was
expected that total demand would not again become pressing and that the
labour market would remain easy. It was believed that under these conditions
the rate of price increase would slow down -— there were already ‘some
indications of this in the trend of industrial prices — but that it would still
be around 3.5 per cent. at the end of 1970.. :

Besides the usual hazards of forecasting, this outlook depended upon the
realism of the budget surplus, which seemed somewhat optimistic and still had
to be made actual by Congress. A new uncertainty camé in the form of a
sudden strike of postal employees in the second half of March, after which
Federal pay scales were raised generally by 6 per cent., the second increase
in the fiscal year. In May it was officially stated that the Federal budget
would be in overall deficit. Thus, it was not clear to what extent inflation
would be brought under control.

In the balance of payments, the trade surp]us was larger in the first
quarter of 1970 after its low level in the two previous years. Overall, however,
there was a large deficit on both the liquidity and official settlements balances
which seemed likely to persist for the rest of the year.

United Kingdom.

The main feature of the British economy in the past year has been the
turn-round in the position of sterling. After the devaluation in November 1967
the volume of imports had risen sharply and the balance of payments showed
hittle improvement, despite a substantial increase in exports. The second half
of 1968 was more favourable than the first, as the rise in imports tapered off
and, in addition, the third quarter saw a net inflow of long-term capital
because of several large US takeovers of British companies. However, the
-underlying position still appeared unsatisfactory, and restrictive financial
policies were sharply tightened in November 1968 and April 1969. Various
taxes were Increased, hire-purchase restrictions were intensitfied and the ceiling
on bank loans was lowered. In addition, an .import deposit scheme was
introduced, so as to tighten intermal liquidity. A defensive attitude  was
required also because of the upswing -of Euro-dollar rates, In- February 1969
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Bank rate was increased from 7 to 8 per cent., and, with less support given
to the gilt-edged market, long-term yields rose from about 7.6 per cent. in
September 1968 to ¢.5 per cent. in June 1969.

In June the IMF approved a new stand-by arrangement allowing the
United Kingdom to draw up to $1 milliard over the next twelve months. In
a Letter of Intent written to the IMF the government stated that its objective
for the year to March 1970 was a basic payments surplus of at least f300
million, support for which was to come from a budget surplus of at least
£850 million and an upper limit on the expansion of domestic credit of
£400 million. The payments target for the year to March 1970 represented an
improvement of £500-550 million over the previous twelve months. In fact,
the external balance had already moved out of deficit when the Letter of
Intent was written, and over the specified twelve months the surplus was
about twice as large as the target figure. Since mid-1969 the current-account
surplus has been at an annual rate of more than £500 million; the gain over
the same period of the year before was mostly due to the merchandise
account. Long-term capital has also shown a net inflow, amounting in the
second half of 1969 to nearly fi1co million. The previous large outflow of
capital to Australia ceased, foreigners bought more UK securities, and the
UK public sector floated several loans in overseas capital markets.

Thus, about eighteen months after devaluation a very satisfactory out-
come began to be achieved. The interesting question is how this was brought
about and why it was so long delayed.

The export performance owed a good deal to the exceptionally fast
growth of world trade; the value of world exports of manufactures in 196¢
was 16 per cent. up on 1968. But without the improved competitiveness
© resulting from devaluation, UK. industry would have been less able to take
advantage of the favourable environment. This is clear from the fact that for
the first time for many years the UK share of world manufactured exports
showed virtually no decline in 1969; in the past it had fallen fastest when
world trade was growing rapidly. But while devaluation was the decisive step
in this regard, it seems that some time-lag was inevitable before it could be
fully reflected in export performance.

The other half of the picture is that domestic demand was allowed to
expand appreciably for some months after devaluation, but once firmer
measures of restraint were imposed they gradually took effect. The main
instrument was the budget, which acted through higher taxes and by halting
.the rise in public-sector expenditure. In the fiscal year 1969—70 the budget
surplus available to repay borrowing was £1,130 million, and the public sector
had an overall financial surplus of about £6oo million, compared with a
borrowing requirement of £450 million in 1968-69. In addition, the ceilings
on bank credit were quite effective, and total domestic credit, far from
expanding by £400 million, showed considerable contraction. Although the
capital market became very tight, the authorities sold a large amount of
government stock to the non-bank public. On the other hand, after mid-196¢



net new issues by companies fell to a level little more than one-quarter of
that in the first half of the year.

The impact of these policies was widely felt. Comparing the second half
of 1969 with the second half of 1968, house-building showed a significant
decline, while private business investment increased by only 3% per cent.,
against 18 per cent. In the previous year. Inventory accumulation also levelled
off and real private consumption was again held to a very shght increase.
Altogether, from the second half of 1968 to the second half of 196g total
domestic demand showed no increase in real terms, whereas it had risen by
2Y, per cent. in 1967-68. In this way ample room was made for the shift of
resources into the external balance. Even with rising exports, industrial
production, which had risen month by month in 1968, has been rather flat
since. The rate of price increase slowed down somewhat but was still around
§ per cent. '

The return of confidence in sterling, which brought a huge reflow of
funds to London and wvastly improved the reserve position, is chscussed
elsewhere in this Report,

Into this idyll of stabilisation was reinjected the wages problem. The
authorities tock it as evident that the improved competitiveness resulting from
devaluation must not be frittered away by an excessive rise in labour costs,
and strong emphasis was put on incomes policy. Wages in the first year after
devaluation had risen by 6 per cent., while in the twelve months to November
1969 the rise was g per cent. At the same time a courageous effort was being
made to secure a statutory basis for incomes policy and to take a step
towards modernising the basic labour legislation. As the year wore on,
however, trade union opposition forced the government to retreat from the
latter objectives, and in December it became clear that wage restraint had
broken down. Several wage settlements were made in that month far beyond
the guide-lines, and the start of a new round of excessive increases, punctuated
by frequent strikes, was confirmed in the first quarter of 1970, The pace of
wage rises indicated an increase for the year of at least 10 per cent. This, of
course, reflected the pure exercise of bargaining power; with unemployment
steadilly around 2.5 per cent. and vacancies declining, the labour market was
not under demand pressure.

As the wage increase was bound to have repercussions on demand and
as the balance-of-payments improvement had to be safeguarded as much as
possible, the policy attitude reflected at budget time in mid-April was
cautious, and only mild easing of fiscal and monetary restraint was projected.
Reductions in income tax to cut revenue by about £200 million in a full year
were announced, but the budget was expected to remain in substantial surplus.
Also, the Chancellor stated that domestic credit could be allowed to expand
by up to £9oo million in the new financial year. And import deposits, which
had been reduced in December, were cut further from 40 to 30 per cent.
Bank rate was lowered in both March and April, but rather to reflect the
easing of international rates. However, to indicate that the general direction of
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policy remained restrictive, the clearing banks were asked to increase their
special deposits with the Bank of England from 2 to 2% per cent. and the
Scottish banks from 1 to 134 per cent. With the policy changes, a growth of
total final expenditure of 4 per cent. in real terms was expected over the year
ahead; allowing for some acceleration of imports, a rise of 3% per cent. wids
projected in the gross domestic product The expected growth rate in normnal
terms was not specified.

France.

In the early months of last year the two major problems facing the
French authorities were to slow down the price/wage spiral and to restore the
balance of payments to a sustainable position.

Although the overly expansive policy measures of 1968 were in the
process of being reversed, their effects, combined with the large increases in
wages and other incomes, had produced an active demand situation by mid-
1969. Both private consumption and fixed investment grew strongly, and even
exports were showing an upward trend, Wholesale prices had levelled off after
their jump the vear before; however, the rise in consumer prices was continuing
at an annual rate of over 6 per cent., partly because of an increase in value
added taxes, and was contributing to wage demands.

In these circumstances efforts were made to strengthen the shift to
policy restraint. During the late spring and summer instalment-credit terms
and conditions for housing loans were tightened, while the ceilings on bank
credit expansion wete extended and reinforced by ‘quantitative limits on the
growth of new medium-term rediscountable investment and construction
credits in particular, In addition, for domestic as well as external reasons,
money-market rates were kept closely in line with those on Euro-currency
markets. In July the government decided to freeze three-quarters of the
investment programme authorisations falling within the remaining months. But,
while there seemed to be some brake on the expansion of activity, the
inflationary climate was not significantly affected.

On the external side, the payments position was in substantial deficit.
There was a deterioration in the trade balance, due primarily to higher
domestic demand, but also reflecting a loss of international competitiveness.
However, a large part of the current-account deficit recorded on a cash
basis was attributable to unfavourable leads and lags in payments. And despite
the exchange controls and restrictions on banks’ foreign positions there was a
leakage of domestic savings seeking safety by capital flight and gold-buying.
As a result, the overall balance-of-payments deficit amounted to $1,700 million
in the first half of 1969. French bank-notes were traded at a significant
discount in foreign markets, confidence in the franc was low and it was widely
considered that a change in the parity would have to come sooner or later.

Quite unexpectedly, in a perlod of relative calm, the govemment an-
nounced an 11.1 per cent. reduction in the gold parity of the franc, effective
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Supply and use of resources.

Sources of demand Resources
Gross fixed domestic

Consumption capital formation Exporis || Imporis Gross

Countries Years of goods lof goods |, J40 )
Plantand| py,en | 800§ cand o] Broduct

Privaté | Public Total equip- inos services || services
ment o
velume changes, in percentages

Ausfria . . . . 1967 3.2 4.5 — 0.1 — 0.2 1.3 5.8 1.2 3.1
1968 3.6 3.9 — 1.2 — 1.4 — 0.4 101 8.2 4.1

1969 2.8 3.4 4.8 . . 16.4 8.2 6.4

Belgium. ., . . 1967 2.7 5.8 1.1 [ 2.4 — 3.4 6.7 3.5 3.4
1968 4.9 8.7 - 1.3 - 1.4 — 2.4 11.3 2.9 3.8

1969 5.1 4.9 8.5 2.3 10.0 16.0 15.5 6.0

Canada . . . 1967 4.7 2.5 0.3 — 0.4 4.0 10.5 5.1. 3.3
1968 4.5 4.6 0.3 — 1.8 10.6 11.9 8.3 4.8

1969 5.6 5.9 1.1 — 0.5 8.1 7.6 9.8 4.8

Denmark . . . 1967 3.4 8.3 7.0 a.b 23.2 8.1 6.1 4.0
1988 1.9 4.3 — 0.6 1.8 — 9.5 8.9 3.9 3.4

1269 7.5 7.9 16.1 141 25.0 9.7 15.0 " T.5

Finland . . . . 1967 2.1 85 | —33 |- 35 1.0 59 | - 1.4 2.7
1968 0.2 5.2 — 3.4 — 4.1 — 2.8 11.9 — 2.4 2.4

1969 7.4 4.4 13.0 13.2 12.0 16.0 21.3 2.0

France . . . . 1967 4.6 3.8 6.4 71 4.4 &.6 7.5 4.6
1968 4.8 5.2 5.0 5.1 5.3 7.4 10.3 4.3

1969 6.9 4.5 9.6 2.0 3.0 16.1 19.3 8.3

Germany . . . 1967 9.8 ' 3.3 — 8.4 - 2.1 — 6,0 8.5 - 1.3 — 0.3
1968 4.0 — 0.9 6.0 2.9 1.3 13.4 14.7 7.2

1969 T.7 4.1 12.8 17.0 - 2.5 i1.9 16.2 8.0

laly .. ... 1867 7.4 4.3 11.8 12.8 o.5 6.7 13.1 G.8
1958 4.7 4.1 7.7 5.9 11.8 154 7.5 6.0

1989 5.7 3.1 8.2 3.7 17.6 14.1 20.7 5.0

dJapan . . . . 1947 2.5 5.4 18.1 18.8 15.3 6.3 22.4 134
1968 9.6 7.2 21.5 22.4 17.6 22.6 12.8 14.3

19269 9.8 G.0 19.0 1.8 15.6 =0.4 13.8 12.8

Netheriands . 1967 5.1 4.1 7.8 6.0 15.2 6.8 6.2 6.1
1968 5.7 1.B 12.7 13.7 8.9 12.1 12.8 8.9

1969 3.5 4.3 a.5 2.2 — 4.5 16.0 14.0 5.2

Nerway . . . . 1967 4.4 a.0 11.8 11.8 12.6 10.5 12.4 5.5
1968 3.8 E.4 — 8.3 —11.3 3.8 10.8 0.0 3.9
1969 . 7.9 8.1 — 3.9 — 5.6 5.9 T g.a 5.6 4.6

Sweden . . . 1987 2.8 a8 4.9 2.4 14.5 5.3 3.6 2.3
1568 4.3 8.3 — 0.9 - 241 2.9 7.9 8.4 4.0

1969 4.2 6.2 4.2 4.6 3.3 12.1 t3.1 5.2

Switzesland . , . 1967 2.9 1.7 0.8 1.6 — 2.6 4.3 5.0 1.8
1968 2.9 1.9 3.8 a7 4.1 10.8 8.1 4.0

1969 4.6 3.8 71 £.5 12.58 12.3 12.6 5.2

United Kingdom . 1967 2.4 5.3 6.6 8.2 8.1 — 0.4 4.8 1.9
1968 2.1 0.3 8.0 5.1 4.5 10.7 7.9 3.0

19596 0.4 — 1.0 — 3 — 1.6 — 9.4 8.2 2.7 1.5

United States 1967 2.9 12,3 — 1.0 - 0.1 — 4.6 4.7 8.6 2.5
1968 5.2 6.8 5.0 2.9 14.4 8.3 16.1 4.9

1969 3.9 1.3 4.5 8.1 2.1 5.3 7.4 2.8
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11th August. It thereby sought to adjust for the overvaluation which had
already come about and which was still working itself out as a result of the
earlier wage and cost increases. :

Devaluation ‘was supported by new measures to restrain domestic demand,
principally additional cuts in budgetary expenditure, an acceleration of corporate
tax collections and premature termination of the 10 per cent. mvestment tax
credit introduced in 1968, On the monetary side, hire-purchase controls were
tightened further, and a number of measures were taken to slow down the
rate of increase in the money supply, to increase the cost of credit, and to
continue limiting its growth while encouraging the formation of savings. In
addition, mainly for external reasons, the Bank of France’s discount rate, which
had reached 7 per cent. in June, was put up to 8 per cent. in October,

In the latter part of the year credit restraint was quite severe. Moreover,
the government’s cash budgetary position improved sharply, so that in 1969
the deficit came to Fr.fr. 3.4 milliard instead of Frfr. 11.5 milliard as
originally estimated, while for 1970 it was proposed to restore the budget to
balance.

Under the influence of these policies demand pressures have eased,
reflecting particularly a pause in consumer spending. Exports turned up
strongly and output continued to rise, but extra capacity becoming available
as a result of the high level of investment helped to relieve strains, The
labour market remained somewhat tight throughout 1969, but a slight easing
was apparent in early 1970.

A slow-down in wage increases did not immediately become evident.
Hourly rates advanced by 3 per cent. in the first quarter of 1970, bringing
the rise over a twelve-month period to about 10 per cent. Consumer prices
continued to go up, at an annual rate of over 5 per cent, still influenced
in part by the change in the currency parity, as well as by higher international
prices. Service prices are still frozen, but in most sectors the general price
controls imposed for one month after devaluation have been replaced by a
system of surveillance requiring advance notice of increases. This system has
tended to limit and delay the impact on prices of earlier cost increases.

Immediately after devaluation there was some reflux of funds from
abroad, but the market reaction did not indicate a general conviction that the
external accounts would show a sufficient and lasting improvement; and in
September heavy support for the franc was again necessary because of renewed
uncertainty about the Deutsche Mark, With the revaluation of the Deutsche
Mark in October, however, came a real return of confidence in the franc..
The balance of payments moved into surplus in the fourth quarter, mainly as
a result of the unwinding of leads and lags. In the early months of 1970
there was an even stronger reflux of funds and a considerable improvement
occurred in the net official position. Moreover, the sustained upward trend in
exports, outpacing imports, indicates that the improvement in the competitive
position resulting from the change in currency parities has brought significant
benefits.



Germany.

The revaluation of the Deutsche Mark, besides removing a major element
of international uncertainty, was intended to cool off the export boom and to
promote a more sustainable balance in Germany’s external accounts. While
export orders declined after revaluation, they recovered again in the early
months of 1970; in any case, the large backlog from 1969 and the strong
expangsion of domestic demand caused the boom itself to continue unabated.
Qutput and prices were rising rapidly and pressure on the labour market was
evident, with vacancies exceeding unemployment by a factor of five and the
number of immigrant workers on an upward trend.

The combination of domestic overheating and a growing current-account
surplus had emerged in the course of 1968, as German exports responded
strongly to an upsurge of demand in other countries, While the current-account
surplus was fully matched by exports of long-term capital, it was felt that a
more restrictive monetary policy would soon be needed to cool down the
economy. The inconvenience of this was that it would probably reduce the
capital outflow and at the same time further enlarge the current surplus. The
government was reluctant to revalue because of the increased budgetary
support to agriculture which this would entail, and also because restrictive
policies imposed in other countries might alone weaken export markets in
196g—70, while the upswing in Germany continued. However, the border tax
adjustments made in November 1968 amounted to a 4 per cent. revaluation
on trade in industrial products.

The effect on the merchandise surplus in 1969 was not significant. The
value of exports in the first three quarters was 17 per cent. higher than the
year before, and while imports rose by 22 per cent, this basically reflected
the mounting pressure of total demand. All components of demand expanded
vigorously, with the steepest increase coming in business outlays on plant and
equipment. The rapid rise in tax recelpts pushed the Federal Government's
budget into surplus for the year, but the net effect was not very restrictive.
In the fourth quarter industrial production was 10 per cent. higher than in
the corresponding quarter of 1968, and for the full year the real gross mational
product increased by 8 per cent. (6 per cent. per person employed).

With credit in other countries remaining tight and interest rates rising,
Germany’s net long-term capital exports in 1969 were more than twice as
large as in 1968, reaching the remarkable total of DM 23 milliard. Although
the capital outflow month by month was far in excess of the surplus on current
account, its impact on the overall balance of payments was swamped up to
September by the waves of hedging and speculation on a revaluation of the
currency. The official reserves rose by DM 15 milliard between April and
September. To offset the expansionary impact on bank liquidity, reserve
requirements were raised in June and again in August, while the Bundesbank’s
discount rate was increased in steps from 3 per cent, in early April to 6 per
cent. in September. Even so, bank lending continued to expand and the
banks’ liquidity ratio, though fluctuating widely, showed little net change.



Thus, in the early autumn of 1969 the economic and monetary situation was
very much what it had been a year earlier — only more so. '

The new government formed in October fixed the Deutsche Mark's
parity at DM 3.66 to the dollar, a rise of 9.3 per cent. on the previous par
value. The government initially expected revaluation to have a rather forceful
‘impact in restraining inflationary pressures, both from the demand side and
through its direct effect on prices. However, coming after a full year of
excess demand for labour, revaluation was too late to prevent an outburst on
the wages front. Farly in September, following a number of wild-cat strikes,
workers in the coal and steel industry were awarded pay rises of 11 per cent.
and more, together with wvarious fringe benefits. The rate of increase of
wage earnings accelerated from the previous 8 per cent. per annum to
12% per cent. In the fourth quarter and 14 per cent. in the first quarter of
1970. Thus, the boom was heightened still further by an upsurge of consumer
spending, and price increases also accelerated. In early 1970 industrial whole-
sale prices were 6 per cent. higher than the year before, and the rise of
export prices has about offset the abolition, after revaluation, of the 4 per
cent. border tax.

While the need for restrictive financial policies was clear, the government
remained concerned at the possibility of a downturn in the second half of
1970, partly as a delaved consequence of revaluation. About 3 per cent. of
Federal Government expenditure for 1970 was therefore blocked on a temporary
basis and, in addition, the Federal and Lénder Governments agreed to
establish an anti-cyclical reserve fund of DM 2.5 milliard with the Bundesbank,
At the same time previously announced tax reductions were postponed —
but other proposals for a temporary increase in taxes were not accepted.

Thus, as on several past occasions, the main task of curbing the boom
devolved upon monetary policy. In this area, however, revaluation did lead to
a substantial change of climate in a restrictive direction. The reflux of funds
to other countries meant a contraction of bank liguidity and, at the same
time, a big increase in bank borrowing by companies to replace balances
which moved abroad. Despite some downward adjustment of reserve require-
ments, the banks’ liquidity ratio dropped to close on 5 per cent. early in
1970, its lowest level for many vyears. Although the external surplus on
current account remained large, the net outflow of private long-term capital,
which had been held back by uncertainty over the exchange rate in the
third quarter of 1969, came to DM 8.7 milliard in the fourth quarter and
DM 3.7 milliard in the first quarter of 1970.

In this situation a further tightening of monetary policy was appropriate
from both the domestic and external standpoints. Early in March the discount
rate was raised to 7% per cent. and the rate on secured advances to 9% per
cent. Also, to discourage an inflow of funds to the banks from abroad as a
means of relieving the squeeze, a marginal reserve requirement of jo per cent.
was imposed on bank labilities to non-residents.



The boom atmosphere continued in the spring months although the
credit pinch was severe despite borrowing from the Euro-dollar market.
It is. expected that monetary restriction will be effective sooner or later,
but the process of demand management has been lengthened because of the
weak support from fiscal policy and because the very large wage round cannot
be halted in mid-course. The disadvantages of delay in initiating firm restrain-
ing measures, complicated by the revaluation debate, have therefore been
evident. Hence, the objective now must be to ease the strain on resources,
particularly in the labour market, before another round of excessive wage
settlements arises in the latter months of the year. '

Italy.

Recent developments in Italy have been dominated by labour disturbances
which started towards the middle of September and sharply interrupted
economic expansion. '

Although the pace of advance up to mid-1968 had been somewhat
disappointing, much progress had been made by last summer towards achieving
a better growth rate of real gross pational product and fuller domestic absorp-
tion of available output. While exports of goods and services continued to
advance strongly, domestic demand gathered momentum, bringing with it an
even larger expansion of imports. In particular, private fixed investment picked
up, owing to fuller utilisation of capacity and satisfactory profit expectations.
Private consumption, too, followed the general upward trend as disposable
income rose. During the first half of the vear industrial production (excluding
construction} was running 8 per cent. above the level of a year earlier. For
1969 as a whole real gross national product was then expected to rise by
7 per cent., against 6 per cent. in the preceding year.

In the background, however, were two unfavourable factors: price
developments and persistent capital outflows. Following some years of notable
stability, prices rose moderately between mid-1968 and the first quarter of
1969, but started to move up markedly thereafier. By September wholesale
prices were 5.8 per cent. higher than a year earlier, owing mainly to a rise in
world commodity prices, strong demand for building materials and some
domestic harvest shortfalls. The corresponding increase in the cost of living
was 3.6 per cent. As a consequence, a wage/price interaction was set in
motion. Up to August cost-of-living allowances based on the shding-scale
agreements in industry had to be adjusted by five percentage points, against
only two points in the whole of the preceding year, Other contributing factors
were the reduction of regional wage differentials and the coming into force of
previously negotiated wage Increases. Thus, the rise in contractual wages m
‘manufacturing industry, which had amounted to only 3.6 per cent. in 1968,
teached an annual rate of 7.4 per cent. in the second quarter of 1969.

As to capital movements, the net outflow of funds under way since 1966
intensified during the first half of 1969, when it reached about $1,800 million



and began to exceed the surplus on current account. However, the monetary
authorities continued for the time being their policy of stabilising long-term
interest rates. The object of this policy, which had been introduced earlier in
the absence of effective budgetary stimuli, was to encourage investment,
Instead of resorting to interest rate changes, a number of — mainly selective —
measures were adopted to cut back net outflows of funds, including a request
to the banks to reduce their net foreign creditor positions, the introduction of
penalty charges for excessive borrowing from the central bank and new
restrictions on financial institutions designed to discourage long-term portfolio
investment abroad.

But, with capital exports continuing to rise and the overall external
deficit becoming serious, the policy of stable interest rates became increasingly
untenable. The initial moves towards tighter credit came in the third quarter;
central-bank lending to the banks was tightened, the discount rate was raised
to 4 per cent., and long-term interest rates were permitted to move up.

In the autumn the situation took a sharply adverse turn. With the
eruption of strikes involving about half of the working population, working
hours lost came to 300 million in 1969, compared with about 180 million back
in 1962, when the last wage explosion occurred. The disturbances took place
against a background of political instability. They were occasioned by the
renewal of contracts negotiated three years earlier, when the climate of recession
was still being felt, and followed a period of slightly declining unit labour costs.
The immediate economic impact was an abrupt fall in industrial production
during the last four months of the year, which brought down the average
year-to-year rise in the index to only 3.3 per cent., compared with 6.3 per
cent. in 1968, The corresponding increase in real gross national product, at
s per cent, was 1 per cent. smaller than a year earlier and markedly lower
than the rate expected prior to the ‘‘hot autumn’. The trade balance was
also adversely affected, with exports declining sharply while imports continued
to rise. The effect of wage agreements concluded before the end of the year
is estimated to have been an increase in wage costs of 15 per cent. Hence,
the trend of prices was tilted further upwards. '

By March 1970 the general index for minimum contractual wage rates in
manufacturing industry was running almost 25 per cent. above the year-earlier
figure, though this exaggerates the actual increase in the total wage bill.
Wholesale prices and the cost of living were some 8% and 5% per cent.
higher respectively, with the wholesale prices of investment goods up by a
full 14 per cent. The sliding wage scale advanced five points by May, against
" a total of six for the whole of 1969.

On the output side, the economy, in a still strained atmosphere of
industrial relations, began a painful recovery in early 1g70. Though some vital
sectors were still being hit by strikes, industrial production had by February
regained its level of the previous summer. But, with political uncertainty
persisting and with domestic interest rates comparatively low, the capital out-
flow continued and the lira came under pressure. In consequence, the Bank of



Italy raised its discount rate by 1% per cent. on 6th March and long-term
rates moved up soon afterwards to around ¢ per cent. These measures, it is
hoped, together with a return to greater political stability, will help to stop
the haemorrhage of capital outflow. Of the cumulative §%-year current-account
surplus totalling roughly $11%% milliard, about $81% milliard had been offset
by capital exports, mostly at long term.

In view of its strong current-account position up to last autumn, of a
certain margin of labour-cost saving that had previously been built up, and of
a high underlying rate of productivity growth, Italy’s capacity to absorb a
wage explosion is not inconsiderable. However, if a setback such as that in
1963—64 is to be avoided, a concerted effort will have to be made by all parties
to stop the wagefprice spiral and to achieve a productivity increase by a rapid
and substantial rise in output. In addition, it cannot be emphasised too strongly
that the situation now calls for firm fiscal, as well as monetary, restraint.

Japan.

Given the soaring pace of industrialisation of the Japanese economy for
more than a decade, the rise of the real gross national product by almost
13 per cent. last year is not news. What is striking is that the balance of
payments, which had formerly fallen into deficit after several years of rapid
domestic expansion, actually strengthened in the boom year of 1969. Perhaps
external weakness may develop as the strain on domestic resources intensifies,
but there was no sign of it in the early months of this year.

The current cyclical upswing, which started in the autumn of 1965,
continued strongly over the past year, Exports and investment in plant and
equipment were the dominant demand forces; both increased by about 20 per
cent. after having risen by over 22 per cent. the year before. Housing
construction also gained sharply and even private consumption increased by
almost 10 per cent. :

In the previous years of this expansion, price stability had been main-
tained; wholesale and export prices had been almost flat, and the cost-of-
living increases were not excessive in Japan's rapidly changing socio-economic
scene. This was in spite of wage increases of well over 10 per cent. By the
middle of 1969, however, it was evident that price pressures were developing
and that the increase in wages had accelerated sharply. At the end of the
year the cost of living was about 6% per cent. up on the year, while whole-
sale prices were 4 per cent. and export prices 5% per cent. higher. The rise
in wages over the year was over 16 per cent.,, compared with less than 12 per
cent. the year before,

Monetary restrictions introduced in September 1967 in the face of an
external deficit had been progressively relaxed up to the autumn of 1968, as
their object had been achieved. At the beginning of 1969, therefore, the
stance of monetary policy was easier than it had been a year earlier. Even so,
the official attitude was one of caution; the discount rate had not reverted to
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its pre-squeeze level, and the large banks were still obliged to pay close
attention to their reserve positions. Furthermore, the budget for the fiscal
year 1g6g—70 was designed to be neutral; in fact, the rate of growth of
government expenditure in 1969, as in the previous two years, was considerably
below the nominal growth of the economy.

However, the need to slow down the developing inflationary spiral led
the authorities, from the late summer onwards, to tighten monetary policy.
On .1st September the discount rate was raised and reserve requirements
against demand deposits were increased; also the so-called “reserve position
guidance” given to city banks was made stricter in the last quarter. The
budget proposals for the fiscal year 1970-71, on the other hand, provided for
an increase in government expenditure of neartly 18 per cent. However,.
government borrowing was scheduled to fall, both as a proportion.of revenue
and absolutely, and a small increase in the corporate tax rate was introduced.
Even so, the present stance of fiscal policy is unlikely to have much dampening
effect,

In the last months of 1969 and the first quarter of this year there
was little sign of slackening in the economy. Industrial production, shipments,
equipment investment and personal expenditure continued to expand. The
upward trend In wholesale and consumer prices persisted, while the gains in
incomes and in orders for industrial machinery suggested that the main
sources of demand were maintaining their previous rate of increase.

It was against this background of excessive demand and an only mild
tightening of monetary policy that the balance of payments performed the
unusual feat of Increasing its overall surplus from $1.1 to 2.3 milliard. There
had been an overall deficit of $571 million in 1967, so that in the space of
two years there was a turn-round of nearly $2.9 milliard in the overall
balance. $2.6 milliard of this was on trade account, exports in both years
rising considerably faster than imports. The crucial factor was a huge increase
in exports to the US market and to South-Fast Asia in particular, Exports
levelled off in the third quarter of last year but since then have shown a
renewed sharp rise. While the rise in imports has been accelerating, the
trade surplus remains large. '

Of the overall surplus of $2.3 milliard, only $0.8 milliard went into the
official reserves. $1.5 milliard represented an improvement in the banks’
foreign position. For most of 1969 high Euro-dollar rates induced the
banks to Inctease their assets and reduce their bortowing in the Euro-dollar
market, and from April onwards the authorities encouraged this process in
order to prevent an excessive increase in the reserves.

Canada.

Like its large neighbour to the south, Canada has been faced with
rather persistent price inflation. After three years of fairly rapid advances, the
price rise towards the end of 1968 showed signs of acceleration. The Canadian



authorities responded with strong monetary and fiscal restraint: as 1669
progressed, the banks were squeezed both by curtailment of the growth of
the money supply and by an increase in secondary reserve requirements;
Bank rate was raised in four steps from 6 per cent, in December 1963 to
8 per cent. in July 1969; the combined net positton of the government sector
on a national-accounts basis shifted from a deficit of Can. $190 million in
1968 to a surplus of close on Can. $1 milliard in 196¢9. These restrictive
policies contributed to a slowing-down of the real growth of domestic output
from the unsustainably high annual rate of over 7 per cent. between the
second quarfer of 1968 and the first quarter of 1969 to less than 2 per cent.
between the first and last quarters of 1969. The trend of industrial production,
though much obscured by strikes, showed virtually no further increase
between March and December 196g. But despite this abrupt change in the
trend of output — and against the long-run growth potential of the Canadian
economy of over 5 per cent. — price increases have so far shown few signs
of moderating.

The main sectors of slower growth in demand have been consumer
durables (chiefly passenger cars), housing and capital outlays by the public
sector., Inventory accumulation declined after the first quarter; however,
business fixed investment continued to expand despite strikes and excepticnally
high interest costs. Investment intentions for 1970 indicate an increase of
11.7 per cent. over estimated realised investment in 1969,

Employment followed the trend of output fairly closely and, seasonally
adjusted, showed no further gains after Junme. This was reflected mainly in a
slow-down in the growth of the labour force and a reduction in weekly
hours worked rather than in an increase in the recorded unemployment ratio.
In view of the rise in the cost of living and comparisons made with wages in
the United States, however, the easing of demand for labour was not reflected
in any moderation of wage and salary claims. In the second and third quarters
of 1969, particulatly, the Canadian economy was subjected to severe strikes..
The weighted annual rise in base rates under collective agreements in 1969
averaged 7.9 per cent. {excluding the conmstruction sector), or about as much
as in 1968, while increases under settlements in the fourth quarter amounted
to nearly 9 per cent. Since productivity gains levelled off parallel with the
general economic slow-down, unit labour costs in the second half of 1969
exceeded their year-earlier level by 7.5 per cent, Profits per unit of output,
which had been comparatively high for the last quarter of 1968 and the first
half of 1969, dropped off sharply during the rest of the year.

On a December-to-December basis, the rise in wholesale prices accele-
rated from 2.8 per cent. in 1968 to 4.1 per cent. in 196¢ and that in con-
sumer prices from 4.1 to 4.6 per cent. Prices of consumer services jumped by
7.1 per cent., and although prices of consumer durables edged up by only
1.6 per cent. this was still three times as much as in 1968.

1970 has so far seén no major change in the economic climate. The
Canadian economy has continued to expand at a rate well below 1ts growth
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potential, but there has been little evidence of a slow-down in wages and
prices. Consumer durable sales and housing starts weakened further, whereas
business fixed investment remained buoyant and exports, which had been
affected by the strikes in 1969, showed renewed strength.

it was apparent that wage increases had taken on a life of their own
which bore little relation to the condition of ease in the labour market. And
with an underlying growth rate of the labour force of about 3 per cent, a
drawn-out struggle against wage/price inflation by general monetary and fiscal
restraint would be likely to involve growing costs in terms of under-utilisation
of the economy’s potential.

In order to shorten the lag between the Initiation of restrictive policies
and their impact on wages and prices, the government announced at the end
of 1968 that a Prices and Incomes Commission would be established. This
Commission has so far been able to enlist the support of the business and
public sectors, while its success in checking the inflationary psychology depends
above all on securing the co-operation of the trade unions. A second important
condition for restoration of reasonable price stability will, of course, be a
moderation of the inflationary trends in the United States.

Belgium.

From late 1968 through the first three quarters of last year the Belgian
economy was buffeted by the storms which broke over the international
exchange and money markets, In addition, the expansion of domestic activity
accelerated and rather unexpectedly reached a state of demand pressure on
resources. These combined external and domestic problems gave the Belgian
policy-makers a busy time formulating a series of actions to keep the
situation in hand. Happily their efforts met with reasonable success.

On the external side, the Belgian franc was affected firstly by the
uncertainties surrounding the Deutsche Mark and the French franc. As early
as November 1968, at the time of the DM crisis, the Belgian franc weakened
in the exchange market because of protective covering of DM obligations by
firms and financial institutions in Belgium. And while there were periods of .
relative calm during the ensuing months of 1969, there was no reflux of funds
from Germany but rather remewed pressure on the franc at the time of the
May and September DM crises. In addition, the sudden devaluation of the
French franc in August reacted on confidence in the Belgian franc. The.
general state of uncertainty was reflected in the discount which developed on
the free market for the franc as from November 1968; there then followed a
sharp widening between the controlled and free-market quotations, with peaks
of 7 per cent. in both May and September. The market situation did not
- return to normal until after the revaluation of the Deutsche Mark.

Probably the more important source of external difficulty, however, was
the spread that had opened up in both short and long-term interest rates
between the Belgian and international markets. Up to December 1968 the



Belgian authorities had been pursuing an easy monetary policy, as indicated
by the discount rate of 33, per cent., to maintain the momentum of domestic
economic expansion. The sharp rise of international rates in subsequent months
proved a powerful attraction to Belgian funds; to put the matter simply,
investors bought dollar funds and securities instead of Belgian Government
paper — as they were free to do. A vigorous policy reaction was required to
stem the capital outflow.

On the domestic side, the expansion of the economy in 1968 had
proceeded at a moderate pace; while exports were rising at a good rate,
private investment demand was sluggish despite easy monetary conditions, so
that stimulus to activity was being given by the public sector. In these
conditions prices were reasonably stable, there were no signs of demand
pressure and unemployment did not begin to recede until the fourth quarter.
Even after the Belgian franc had been under strain for several months in
1969, there was no evidence of a decisive change in the domestic situation.

In an international environment of inflationary demand, exports became
an increasingly dynamic force, rising by 2o per cent. from December 1968 to
December 196g, against 10 per cent. over the preceding twelve months. In
addition, fixed investment rebounded from a small contraction in 1968 to a
9.5 per cent. gain in 1969. Consequently, even though the rise in public
consumption was smaller, the real gross national product increased by 6 per
cent.,, compared with 3.8 per cent. the year before. The economy was
surely entering the overheating stage, and it is not surprising that prices and
wages showed more substantial gains than a year earlier. It is open to
question, however, whether domestic strains alone can be considered the
essential cause of the inflationary advances recorded, particularly in view of
the significant réle of exports in the demand configurations. It would seem
rather that prices and wages in Belgium were bound to reflect to some extent
the large advances in neighbouring countries.

Against this external and domestic background the tactics of the shift to
restraining policies will be clear. Between December 1968 and September 1969
the discount rate was raised six times, from 3% to 7% per cent.; ceilings were
put on the rise permitted in bank advances and their rediscount facilities with
the central bank were restricted; part of the banks’ foreign exchange positions
was also made subject to a ceiling, and exchange controls and hire-purchase
and personal loan terms were tightened, On its side, the government suspended
the contingency tranche of the extraordinary budget and made cuts in ordinary
budget expenditure. The measures were not introduced as one restrictive
programme but were spread out over the period and augmented as appeared
necessary. Perhaps with the Dutch experience in mind, the introduction of
the value added tax, scheduled for 1st January 1970, was postponed.

While the outflow of Belgian funds for placement abroad was slowed
down considerably by the rise of internal interest rates and the liquidity
squeeze, the payments position did not ease decisively until after the revalua-
tion of the Deutsche Mark. This is seen most strikingly in the swing-round of



the balance on current account on a cash basis: although for the year as a
whole there was a surplus of some $80 million, the first three quarters yielded
a deficit of $225 million, while in the last quarter a surplus of $305 million
was recorded. A substantial part of this turn-round is connected with the
reversal that took place in leads and lags. The overall external surplus for the
vear, at $170 million, was achieved thanks to a large inflow of non-resident
capital {mostly botrrowing abroad by non-monetary institutions of the public
sector).

Some signs of an easier domestic climate appeared in the fourth quarter,
while industrial production as well as both exports and imports flattened in
the early months of 1970. The trend of prices so far this year has been
upward at about the same pace as in 1969 and wages have also continued to
rise at an excessive rate, Hence, the stance of policy has remained one of
restraint, though with some relaxation of controls in view of the restored
external position of the Belgian franc. ' '

Netherlands,

While the sharp rise in interest rates and the speculative disturbances in
exchange markets during the past year presented the Dutch authorities with
certain problems, the main policy issues were concerned with actual and
potential domestic price inflation.

At the end of 1968 accelerating domestic demand in anticipation of the
introduction of the value added tax on 1st January 1969 increased the pressure
on resources that was already being felt after eighteen months of rising
production. Unemployment declined from 2.2 per cent. in June 1968 to
1.5 per cent. in January 1969, and at the turn of the year contractual hourly
wage rates were 8§ per cent. higher than one year earlier. Monetary policy
was shifted to restraint to curb the threatening excess demand.

In adjusting to the value added tax system, entrepreneurs took the
opportunity to make allowance for past and expected increases in costs In
addition to the new tax. Consumer prices thus increased over the first four
months of 1969 by around 6 per cent., only a quarter of which can be
attributed strictly to the value added tax. In view of the price outburst the
government imposed a price freeze, and over the next four months prices
were quite flat. In September the freeze was relaxed, and the price rise in the
rest of the year was moderate.

Although price policy was fairly successful during the later part of the
year, price stability is still in danger. The differential between the increase
in labour cost per worker and the productivity gain widened from 2 per cent.
In 1968 to 6 per cent. in 1969. At the same time, as rising prices absorbed
a good part of the wage increase, and to a lesser extent because of taxes and
social security contributions, the gain in real incomes was small. Labour,
therefore, pressed successfully for cost-of-living index clauses to be included
in most of the new wage contracts. The price increase between December



1969 and April 1970, at 2.7 per cent.,, was rather large and a further rise
may be expected when wages are adjusted upwards. The introduction of the
sliding scale has added to the urgency of price stability as a policy aim.

In addition to its direct intervention in freezing prices, the government
sought to pursue an anti-inflationary fiscal policy and succeeded in holding
down the budget deficit in 1969 to about the same level as the year before,
despite an unexpected shortfall of revenue during the transition to the value
added tax system. For 1970 the projected growth of expenditure is again less
than the rise of .the gross national product and the budget objective is a
reduction of the deficit. As In 1969, the government intends to finance the
deficit largely by borrowing on the capital market.

In these circumstances the central bank pursued a restrictive policy. The
discount rate was raised in several steps from 4% per cent. in December 1968
to 6 per cent. in August 1969. Expansion of short-term bank credit to the
private sector was restricted to 10 per cent. In 196¢ and a shghtly lower
rate is aimed at in 1970 — subject to changes that might be called for by
developments in the economy. Although enterprises turned more to longer-
term bank credit, private investment was quite contained in 1969. A com-
paratively low rise in consumer credit and tightened hire-purchase terms
contributed to a reduction in the growth of private consumption. But exports
have been very strong and the gross national product still expanded by over
5 per cent. in real terms.

As to the balance of payments, the trade balance on a transactions basis
has deteriorated somewhat, while the position of invisibles remained almost.
unchanged. But on a cash basis the current account improved, largely because
of favourable leads and lags. With long-term and non-monetary short-term
capital movements taken into account, the balance of payments closed in 1969
with a sutplus of $150 million, and the position seems little changed so far
this year.

Sweden.

The conjuncture in Sweden over the past year followed a pattern already
seen in other cases, with an expansion of overall demand leading to pressure
on the available productive potential and partly explaining a sharp loss of
foreign exchange reserves, which was also occasioned by a change in capital
flows.

The upswing which got under way in 1968 strengthened progressively
during the past year. Exports continued to advance at a good rate; business
fixed investment, which had fallen 1 the two previous years, recovered; and
stock-building demand rebounded, especially for raw materials and semi-
manufactured goods. Output continued to rise until the late summer of 1969,
with productivity improving well. But strains on capacity and slow growth of
the labour force subsequently limited the advance as unemployment was
reduced to a bare minimum. Real gross national product expanded by 5.2 per



cent. in 1969, compared with 4 per cent. in 1968, but, reflecting the strains
on capacity and the rebuilding of stocks, the volume of imports rose by
13 petr cent,

At the end of 1969 hourly earnings in industry stood 11.2 per cent.
higher than a year earlier. Centrally negotiated agreements made provision
during the year for substantial wage increases for low-paid workers. Partly
because the claims of other groups were not fully met, Sweden underwent the
novel experience of wild-cat strikes. The effect of the strike settlements on
wage costs was relatively small, however, and the acceleration in wage drift
was mainly due to excess demand for labour. Reflecting also higher import
prices, the consumer-price index went up by 6.7 per cent. in the twelve-month
period ending March 1970, compared with 1.9 per cent. in the previous
twelve months.

Although Swedish exports increased sharply in both 1968 and 1969, the
rise was somewhat outpaced by that of imports. Moreover, the balance on
invisible account, which had already shown a steady decline during the 1g6os,
continued to deteriorate, As in earlier years, net tourist expenditure and
unilateral transfers (mainly to developing countries) showed the greatest
increases and thus accounted for most of the deterioration. As a result the
total current-account deficit reached S.kr. 1.1 milliard in 1969, compared with
S.kr. 0.6 milliard in 1968, Coinciding with these developments, the balance on
recorded capital transactions, normally in surplus in recent vyears, swung
around by some 3.kr. 0.8 milliard between 1968 and 1969, thus moving into
deficit. Although the timing indicates that interest rate differentials and DM
covering played a rdle during the year, long-term capital outflows, especially
direct investment, were quite significant for the year as a whole.

Official reserves declined sharply between November 1968 and September .
1969. Although they recovered partly after the revaluation of the Deutsche
© Mark, a further decline took place during the first quarter of 1970. It seems
that a significant improvement in the basic balance of payments will be
required to redress the position.

To deal with these problems of external and internal imbalance, the
authorities relied principally on credit restraint. Increases in the Riksbank’s
discount rate from 5 to 6 per cent. in Feburary 1969 and to 7 per cent. in
July occasioned rises in domestic rates generally. Banks’ lending potential was
hmited progressively during 1969, especially by stricter reserve requirements
and the imposition of guantitative limits on their access to central-bank
facilities. In addition, to help limit capital outflows, exchange controls were
tightened, particulatly by limiting approvals of direct investment abroad by
residents.

In the government sphere some items of public expenditure were
postponed in 1969 and activity in the building and construction sector was
more closely regulated. In February 1970 certain taxes were Increased, notably
value added tax on durable consumer goods, and further pubhic expenditure



economies were foreseen. In April additional fiscal measures were announced,
including a 25 per cent. investment tax on non-priority construction, and in
May ceilings were put on bank lending. As prices and wages continue to
rise, the balance-of-payments deficit persists and there have been few signs
of a reaction in overall demand, it seems that a firmer budget policy may be
required. '

Switzerland.

In Switzerland, too, the rate of economic expansion quickened in the
past year and total demand taxed productive capacity. Unemployment was
virtually non-existent and the limits on the employment of foreign labour had
been lowered. Yet even though price and wage inflation was the environment
in surrounding countries, the increases in Switzerland were quite reasonable.
Foreign demand has been the driving force behind the present expansion
since 1ts beginning, and real exports of goods and services increased by over
12 per cent, In 1969, after a rise of almost 11 per cent. the year before. But
all components of domestic demand also quickened in 1¢69. Housing and
industrial investment were particularly buoyant and, together with a larger
gain in consumption, contributed to a sharper rise in imports than in exports.

The growth of public consumption was also larger than in the year
before. As far as the Confederation is concerned, revenues benefiting from the
boom increased faster than expected and resulted in a slight surplus instead
of the deficit originally estimated.

Although the picture appears well-balanced for the year as a whole,
tensions began to build up around the middle of the year, and the gain in
demand and output was larger in the second half of the year than in the
first half. Production had been unable to keep up with incoming orders since
mid-1968; - but order-books became spectacularly longer in the second half
of 1969, even though the production index was 11 per cent. higher at the
end of the year than at the beginning. Prices were not much affected except
at the wholesale level, and here the increase was mainly due to the rise of
import prices, later accentuated by the DM revaluation,

In view of a pending regulation to reduce the foreign labour supply,
fixed investment was pushed up in the latter part of the year. This regulation
was passed early in 1970 and imposes a ban on the entry of new foreign
workers but provides for replacement of departing foreign workers on a rather
limited basis. Whereas quotas used to be allotted to each enterprise by the
individual cantons, the new quota applies to the Confederation as a whole and
is aimed at increasing the mobility of foreign labour.

The investment boom puts new policy arrangements to their first test.
In early September 1969 a binding agreement was concluded between the
National Bank and most Swiss banks which enables the National Bank to
apply marginal reserve requirements and to place limits on domestic credit
expansion if other measures are not sufficient to regulate the money supply.
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In view of this agreement, a proposed amendment. to the National Bank Law
providing for similar powers on a statutory basis was dropped by Parliament.
The National Bank’s first' action under the agreement was to introduce a
ceiling on the permissible growth of credit, which had accelerated sharply
during 1969.

In January of this year, after the strains of late 1969 had become
apparent, the rate of permissible credit expansion was reduced. Simultaneously,
several stabilisation measures were put into effect by the government: the
tariff reductions agreed to under the Kennedy Round were made ahead of
schedule, hire-purchase terms tightened and cuts made in - expenditure by
public "authorities and public services. To counteract foreign demand, export
risk guarantees were reduced, but a proposed § per cent. temporary export
deposit scheme has not yet :been approved by Patliament. Meanwhile, there
are indications that the growth of exports has reached a cexhng and that
unports are moving on a steeper path.

Though the invisible balance is likely to improve, the surplus on cutrent
account, which, at Sw.fr. 2.2 milliard, was quite large in 1969, is expected
to decline. With a continuing interest rate differential of 2—3 per cent. between
Swiss and foreign markets, a substantial net outflow of long-term capital
should continue.

Eastern Europe.

In the eastern European economies growth continued at a relatively fast
pace, though somewhat more slowly than on the average in previous years.
Total output was affected by adverse conditions. for agriculture in the Soviet
Union, Poland, eastern Germany and Czechoslovakia. For the area as a whole
employment in industry. rose by over 2 per cent. and productivity by nearly
5 per cent. With non-industrial sectors, especially services, absorbing muore
manpower, qualitative factors of economic' growth became increasingly
important. The economic reforms. that have been under way for some years
now are principally designed to improve efficiency and to accelerate innovations.
In several of these countries the: completion of investment projects that had
already been initiated was speeded up at the expense of new plans, in
order to reduce the incremental capitaljoutput ratio. New investment was
channelled into the fields where technology makes the fastest progress. Efforts
to overcome strict bilateralism in foreign trade relations continue. Trade within
the area and with outside countries increased considerably last year, in abso-
lute terms as well as in relation to total production.

The economic scene in the Soviet Union is fairly representative of the
entire area. The growth of national income slowed down to 6 per cent. in
1969 from 7.2 per cent. in 1968. This can largely be imputed. to an absolute
decline of 3.2 per cent. in agricultural output and, to a smaller extent, to. a
relative slackeming of industrial: production. . In industry a 48 per cent. gain
in productivity was insufficient to maintain the same rate of growth in output



. Eastern European economies:
National income and industrial and agricultural production.

Net material product Global industrial output Global agricultural output
Countries 1967 | 1968 | 1980 | 1967 | 1968 | 1oe6a | 1967 | 1068 | 1989
real annual increases, in percentages '

Albania . ., .. 7.5 11.0 11.0 12.8 19.0 $1.0 12.0 2.5 10.0
Bulgaria . . . . . 2.0 4 [ 7.7 135 | 104 10.0 35 | —87 2.4
Czechoslovakia. . 8.2 7.5 6.5 7.1 5.5 5.2 5.5 5.6 0.9
Eastorn Germany. 5.4 5.3 5.0 8.5' 6.1 70 | s.22 1.0% | —6.6
Hungary . - . . . 8.7 5.0 6.0 8.9 5.0 20 | 40 | 10 6-6
Poland . ., .. . g 5.6 2.0 3.5 7.7 9.4 8.9 2.5 4.5 | —a7
Rumania. . . . . 1.3 8.8 7.3 13.8 11.6 10.7 1.8 | —3.7 4.8
USSR . ... ... 7.0% 7.2% &.0* 10.0 8.1 7.0 1.6 2.2 | —a3.z2

! Excluding work in progress. Z Net output. » Domestically distributed national income,
Source: UN Economic Commigssion for Europe, Economic Survey: of Eurcpe in 1969,

as in the previous year because of a smaller rise in employment. Hence, the
increase in industrial production was 7 per cent., compared with 8.1 per cent.
the year before. Production of consumer goods rose faster than that of
investment goods for the second consecutive year. At 4 per cent., the rise in
fixed investment was only half as great as 1m 1968; however, a sharper
increase is planned for 1g70. A new systemn of investment planning was
introduced in the middle of 1969, providing for closer co-ordination of
investment plans and more flexibility in credit-financing. Labour is shifting.
over to services, following the changing pattern. in consumer demand. In 1969
the output of consumer services increased by 18 per cent., compared with. a
7.4 pet ceni. tise in retail trade turnover. At the same time nominal wages
went up by 3.9 per cent., compared with 7.5 per cent. the year before. The
increase in real per capita income declined by one percentage point. in each
of the last two years to 5 per cent. Together with the rise in production, the
slower growth in the purchasing power of households tended to reduce excess
demand for consumer goods. :

In Poland national income and exports were affected —— even more than
in the Soviet Union —— by a decline, of 4.7 per cent., in agricultural produc-
tion. Although industrial output was up by 8.9 per cent, the growth of
national income fell back from ¢ per cent. in 1968 to 3.5 per cent. In 1969.
Exports of foodstuffs declined parallel with agricultural output, and total
exports increased by 1o per cent. following a 13 per cent. rise in 1968. At
the same time imports grew by 12.5 per cent,, shghtly faster than the year
before. Despite a sizable adjustment of pensions, the increase in money
incomes slowed down somewhat, as the rise in wages was kept to 3 per cent.
However, the supply of consumer goods remained under strain and the
situation deteriorated towards the end of the year.

In eastern Germany there was a further boost to industrial development.
Total fixed investment increased by 13 per cent. on top of a 1o per cent.
rise in 1968. Investment was concentrated particularly in industrial sectors
requiring advanced technology. Industnal production rose by 7 per cent,



compared with 6.1 per cent. in the previous year. Though agricultural output
declined by 6.6 per cent. owing to a drought in the summer, the growth of
national income came to 5 per cent., only shghtly less than in 1968, The rise
in real wages was close to that in national income. The accelerated growth of
retail sales, which expanded by 6.1 per cent. in 1969, against 4.9 per cent. in
1968, suggests a fairly parallel rise in the standard of living.

The demand/supply tmbalances that developed in Czechoslovakia in 1968
tended to be accentuated in 1969. Money incomes increased by 11.4 per cent.,
while expenditures rose by 12.3 per cent. These figures stand in contrast to
the 6.5 per cent. real growth of national income. Despite this development of
domestic demand, imports were restrained, so that a 5.3 per cent. rise in 1969
followed the increase of close on 15 per cent. in 1968. Exports, on the other
hand, expanded by g.5 per cent., almost twice as fast as in the previous year,
and brought the external account into balance. Anti-inflationary measures were
taken in the middle of 1969 and the budget estimates for 1970 provide for a
fiscal surplus.

In Hungary the growth in money incomes, at 10 per cent., was close to
that recorded in Czechoslovakia, However, with enterprises more market-
oriented through the economic reform of 1968, and thanks to some destocking
in trade, imbalances as regards the consumer sector were less apparent. Partly
because of a shortening of working hours there was no gain in per capita
output and, with industry in the process of adapting itself to the ecomomic
reform, production increased by only 3 per cent. But thanks to an above-
average rise in agricultural output, the growth of national income came to
6 per cent., one percentage point higher than in the preceding year. Exports
benefited from the good results in agriculture as well as from boom conditions
in western Europe and increased by 16 per cent. Though the growth of
imports speeded up from 1.5 per cent. to 7 per cent., the trade balance
switched from a small deficit in 1968 to a surplus of almost $150 million in
1969.

In Rumania the growth of fixed investment, which had reached rates of
over 10 per cent. in each of the years 1966-68, slackened to 5 per cent. in
1969. At 10.7 per cent., the expansion of industrial output was only slightly
reduced. The growth rate of imports, after having been as high as 27 per
cent. in 1967, fell back to 4 and 6 per cent. in 1968 and 1969 respectively.
A doubling of the rate of increase in exports to 10.4 per cent. only helped to
narrow the trade gap. A similar development occurred mn Bulgaria, where out-
lays on fixed investment and imports actually declined, while the expansion of
industrial production and of exports remained relatively stable at an annual
rate of 10 and r11.5 per cent. respectively, In both countries the growth rate
of the net material product recovered in 1969, from 6.8 to 7.3 per cent. In
Rumania and from 6.4 to 7.7 per cent. in Bulgania. In Albania the rise in
national income, of 11 per cent., was the same as in 1968. It was the result
of very good harvests, while industrial output, after having increased by
19 per cent. in 1968, rose by 11 per cent. in 1969.



Economic activity in Yugoslavia during 1969 was stimulated by the
monetary expansion of 1968, The gross national product, at constant prices,
increased by 10 per cent. after a 4 per cent. rise in 1968, However, the
upswing was accompanied by steeply climbing prices; in December 1969
consumer prices were 12 per cent. higher than twelve months before. There
was also a sharp increase in foreign trade, especially with western European
countries. The trade deficit widened by $120 to 660 million as a result of
rises of 19 and 17 per cent. respectively in imports and exports. Owing to
high tourist receipts and a sharp increase in workers’ remittances, the deficit
on current account, at around $r3o million, was only slightly higher than in
the previous year. The foremost aim remains to establish price stability,
which would also help to improve the balance-of-payments position.



II. MONEY, CREDIT AND CAPITAL MARKETS.:

Over- the past year and a half there has been a widespread return to
polictes of monetary restraint in western industrial countries and Japan, In the
United States and Canada the shift in policy came in late 1968, whereas in the
United Kingdom restraint had already been in force for some time.  On the
Continent the timing of the changeover in policy differed from country to
country and in some cases did not occur until the latter part of 1969.

In a context of strong credit demand and inflationary expectations,
monetary - restraint drove interest rates to very high levels. The main pres-
sures emanated from the United States, but policy in the United Kingdom,
and to some extent as well the flow of funds into Germany up to the time of
the revaluation, also contributed to the upward movement. Other countries
accommodated themselves to high international rates, though in some cases
they might have preferred to deal with domestic problems rather differently.

Since last autumn, primarily as a result of developments in (Germany,
Italy, the United Kingdom and the United States, interest rate differentials
have become very narrow. But, as inflationary forces are still widespread, it is
not yet possible to discern any trend towards lower rates or, for that matter,
any clearly disparate relative movement as between countries.

Liguid-asset formation and bank credit.

In recent vears a.lively controversy has been going on about the réle
of monetary policy and the impact of the money supply on economic activity.
It is often overlooked that changes in the money supply are in the practical
sense frequently not within the effective control of the central bank. Or, to
put it another way, what happens to the money supply is a consequence of
the entire policy “mix” -— not only monetary and debt-management but also
foreign exchange, incomes and budget policies. Distortions in spheres primarily
amenable to these other types of policy — for example, an inappropriate
exchange rate, a wage explosion or a large budgetary imbalance — can make
it difficult, if not impossible, for the monetary authority to hold to independent
targets relating to the money supply. In short, the management of money
generally 1s both the responsibility and the reflection of economic policy as
a whole. Monetary policy itself can only be efficient when it is operating
against a background of satisfactory performance in other policy areas.

This point can be illustrated by means of the following table, where
changes in the monetary and quasi-monetary liabilities of the banking system
are shown with their counterpart changes in (i) net foreign assets, (ii) credit to
the public sector and (iii) credit to the private sector.



The banking system: Monsetary survey.

Annual changes In main . Gross Maney-
: . assofs . liabilities nationat and
.C tries Years. . pro:tuct nc'llg::l;' '
Sunir . L
forein | Cpubtic” | orwats’ | Monsy | Quask | mariet [ asper- -
assets sactor- sactor ) i prict ;neﬂp
in milliards of national currency units
‘Austria L ... . 1987 | 4,92 3.41 8.94 3.45 10.58 278 | 558
1968 4,54 2,45 11.16 2.87 1213 295 57.7
1969 3.51 3.96 19.47 469 | 16.62 323 58.9
Belaium . . . . . 1967 7.90 6.60 25.40 10.90 21.50 078 45.3
1968 | —11.00 | 31.30 26.60 28.10 18.30 1,038 47.7
1969 . 860 | 28.30 15,80 9.80 29.50 1,130 47.0
Canada . . .. .| 1967 0.012 1.28 2.08 1.59 1.51 65.6 34.6
1868 0.33% 0.75 2.06 1.64 1.86 71.5 36.1
1969 0.072| —0.96 2.08 — .89 1.414 8.1 35,7
Denmark, . . , .| 1967 0.00 .21 2.95 1.78 1.84 B85.0 48.6
1968 | — 0.12 3.06 3.71 2.84 2,34 92.7 9.4
1969 | — 0.82 0.75 €.33 3.00 2.04 105.2 492.0
Finfand® . . , . . 1967 | — 250 10 1,752 - 33 1,083 ‘)| 29,900 42.6
1966 1,006 | — 419 202 488 1,176 33,700 41.9
_ 1969 203 | — s0 2,106 470 1,478 | 37,100 42,6
France . .. .. 1967 1.18 | . B.28 24.90 a.04 | 2053 572 42,0
i968 | — 15.72 3.26 | 34.63 15.84 | 1377 625 43.4
1969 | — 9.3% 32.51 23.43 0.84 S17.10 724 40.8
Garmany. . . . . 1967 5.12 13.89 | 18.33 11.83 22.61 486 45.7
1968 11.28 11.17 830.90 7.22 32.87 539 || 48.3
_ 1968 [ — 3.05 1.59 B1.15 11,20 28.52 601 50.1
taly . ., . _ ... 1967 228 259 3,569 2,834 1,695 | a3.e00 | ev.2
: 1968 346 1,484 2,924 2,284 1,736 | 47,100 73.1
1969 | — 750 1,125 4,266 3,327 1,128 51,500 75.4
Japan . . . .. .| 1987 | — 214 saz 5,154 1,653 2,923 43,100 73.1
1968 - 403 |- 788 5,094 1,786 3,270 51,080 71.0
1969 801 499 7.336 3,127 3,118 60,030 (|- 70.8
Nstherfands . . .| 1967 0.31 0.42 . 2.8 1,16 2.26 3.0 34.4
1968 | — 0.31 1.25 2.40 217 2.00 81.3 35.8
1969 0.86 0.88 267 1.57 219 | 1022 | 358
_Norwaiy' ..... | 1267 117 | —o.27 1.84 0.83 2.08 60.2 51.4
1968 1.08 1.18 1.96 1.86 2.14 " 64.6 52.9°
1969 | — 0.38 1.00 317 1,15 257 .| 694 55.3
Spain . .. ... 1967 3.40 48.20 131.50 74,30 100.20 1,817 70.7
1968 4.30 | B6.70 184,40 65.90 159.90 1,764 76.1
1968 | — 18.40 80.20 | 233.00 |- ®8.00 183.80 1,945 82.3
“Sweden , . ., ., 1967 | — 0.18 118 4.92 1,30 .67 127 323.3
1pe8 | — 0.07 1.83 .28 2.30 4,85 136 as.7
1988 | — 1.77 2.37 1.48 —0.64 1.26 147 35.5
Switzerland . . .| 1967, . 0.86* 0.80 623 | =226 345 | 688 100.5
: 1968 2,864 0.95 " 8.10 4.08 5.64 74.0 | 1045
1969 C0.874 1.41 | 1150 430 |. 11.83 79.9 ‘1128
United Kingdom® | 1967 1 — 385 1,332 512 1,497 - 40,000 -34.3
1068 | — 1,088 1,408 886 264 — 42,800 35.0
1969 887 | — 729 6574 458 — '} 45,700 340
Unlted States . .| 1967 | — 0.10%| 24.30 16.40 13.30 22.00 | 704 | 435
. 1968 0.80%! 13.80 30.40 11.90 20.60 866 43.2
1969 1.30°] —&.70 19.30 7.80 |— 1240 232 41.3

.1 Annual averages (basad on quarterly data). 2 Monetary authorities only, 3 In millions of national cucrency
unlts. 4 National Bank only. ’ o

Source: MF, International Financial Statistics. For France and Garmany, natlonal statistics,




Monetary restraint found expression, as usual, in a slower growth of
money and quasi-money relative to the gross national product. The retardation
was particularly marked in the United States, the United Kingdom and France
. and was also evident in Belgium, Canada, Japan and Sweden. As, however, these
ratios are based on annual averages, and as in some cases restraint was
either relatively ineffective or introduced late in the year, the growth of liquid
assets in some countries continued to match or even exceed that of the gross
national product. The relative increases were considerable in Switzerland, Spain,
Norway, Italy, Germany and Austria, Moreover, when set against the growth
of real as distinct from nominal gross national product, money and qua.sn-'
money still showed a relatively large rise in all countries.

In a number of countries the slower expansion of money and quasi-
money owed much to a reduction in the banking system’s credit to the public
sector. In the United States, the United Kingdom and Canada the changes
were very large indeed. In the United States the Federal budget shified
from a substantial deficit in 1967 and 1968 to a surplus in 1969, while the
banks, in order to sustain lending activity, reduced their holdings of govern-
ment securities. Similarly, in the United Kingdom the entire public sector
moved into surplus, and the monetary authorities sold a large volume of gilt-
edged securities outside the banking system. In Canada, too, the central-
government budget shifted from deficit to a small surplus, while the banks at
the same time unloaded government securities onto the market. In Japan the
reduction in the banking system’s purchases of government securities was
attributable primarily to the decrease in the government’s financing requirement.

On the Continent budgetary changes were usually less pronounced, but
a number of countries recorded better results than the year before. In
Belgium the government’s deficit was smaller, though capital-market tightness
-kept the need for monetary financing fairly high. In France, too, there was a
substantial reduction in the central government’s budget deficit. In Denmark
the central government used its sizable cash surplus to improve its account
with the central bank. In Germany the public sector shifted from a financial
deficit to a surplus, which enabled it to repay short-term bank credit and to
cease recourse to the new issues market. In Spain the decrease in net lending
to the public sector reflected mainly an improvement in the central govern-
ment’s budget. In the Netherlands the cash deficit was slightly smaller than
before, and the government financed a much higher proportion of its needs
through the capital market. In Italy the government’s borrowing reqmrement
declined somewhat; however, with the shift to monetary restraint in the
summer, the banks began to sell government securities and the central bank
was forced to help fill the breach. In Sweden an increase in the government’s
financial requirements was more than accounted for by an expansion in its
lending for housing.

Movements in the banking system’s foreign assets, and their distribution
between the central bank and the banks, played an important réle in deter-
mining the growth rates of money and quasi-money in 1969. In the United
Kingdom an external surplus helped to sustain monetary expansion, and in
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the United States the large inflow of Euro-dollars, though recorded as non-
deposit sources of funds, came to much the same thing. In Japan, where the
overall external surplus increased, liquid-asset formation was kept down partly
by inducing the banks to improve their net foreign exchange position. In
Canada, on the other hand, the basic surplus was somewhat smaller and
high interest rates abroad attracted net outflows of funds via the banks.

On the Continent, Germany's large external surplus in 1968 and in
1969 until the revaluation rendered control of liquid-asset formation very
difficult, and the problem continued after revaluation, despite the net capital
outflow, until bank liquidity became quite low. Net foreign assets declined
substantially last year in France, Italy, Spain and Sweden, and they either fell

Changes in official discount rates slﬁce 1967.

) Official Official Ofticlal
Country and discount Country and discount Country and discount
date of chanpge rate date of change rate date of change rate
in % in % ) In %
Austria France Portugal
2th June 1963 . . . . P sth Aprit 1085 . . . . . 3% 18t September 1965 3
18th Aprll 1967 . 4Y, 3rd July 1068 . ., . . 5 25th Aprit 1970 . . . . . 3y
26th October 1967 . . .| 3% 13th November 1968 . . ] Spain
11th September 1969 . . LA 14th dune 1969 . . ., . . 7 ofh June 188t . . . . . 5
22nd January 1970 . . . 5 aif Oclober 1969 . . . . g 27th November 1967 . .} 5%
Belgium Germany 22nd July 1969 . . . . . &%
Zod June 1966 . . . . .| BY 97th May 1966 . . . . . 5 2rd March 1970 . . . .1 &%
2nd February 1967 . . .[ 5 .. 6th January 1967 . . . .| 4% Sweden
23rd March 1967 . . . . 4% 17th February 1967 . . .| 4 WthJune 1986 . ... 8
11th May 1967 . . . . . 4‘/; 14th Aprll 1967 3% 3rd February 1967 . . . -3
14th Sepiember 1967 . .| 44 12th May 1967 . . . . . 3 10th March 1967 . . . .| &
26th October 1967 . . .| 4 18th Aprif 1969 . . . . . 4 15th December 1967 . .| &
Tth March 1988 . . . . 3% 20th June 1969 . . . . . 5 gth February 1968 . . .| 5%
19th December 1968 . .| 4l 1ith September 1968 . .| & 11th October 1968 . . .| &
6th March 1969 . . . . 5 9h March 1970 . . . . % 28th February 1969 . . .| 6
10th Aprif 1969 . . . . 54 fth July 1989 . . . . . 7
20th May 1969 . . . . . 6 Greece
1y
17th January 1963 . . .| &% Switzerland
Ird July 1968 . . ... 7 2 1
. o5th July 1967 . . . . ] 4% 6th duly 1968, . . . . . 3%
18th Seplember 196% . . 7Y ¥ E] oth Jut
Canad : 25th June 1968 ., . .| & 10th July 1967 . . . . . 3
aga 1st February 1969, . . . 5Y 15th September 1969 . . 3%
14th March 1968 . . . . [-VA oy
40 r } st July 1969 . . . . . . 6 United Kingdom
th January 1967 . . . 5 15th September 1969 &%
Tth April 1067 . . . . . 4y .. (] 14th July 1966 . . . . . 7
27th Sépiember 1967 . . 5 Italy . 26th January 1967 . . . -3/
20th November 1967 . .| & Tth June 1958 . . . . . 3% 16th March 1967 ., . . .| &
29nd January 1968 . . .| 7 14lh August 1969 . . . . 4‘ 4th May 1967 . . . . . 8%
15th March 1888 . . . . 7% 9th March 1970, . ., . . 572 19th October 1967 . . . -3
2nd July 198 . . ... ki Japan gth November 1987 a"
26th July 1968 . . . . . 5% 26th June 1965 ] sars 20th November 1967 . 8'
3rd Septembor 1968 . .| 6 15t Soptomber 1967 . .| 8.84 | oo ga“‘“ o e 74
18th December 1968 . .| 64 6th January 1968 . , . .| 6.205 ;?th ﬁ:;ter:u :;sgm ct ;
3rd March 1969 7 7th August 1968 . . . .| 584 | 0 A e
11th June 1969 ., . . . 7% 1st September 1969 . . .| 6.25 March 1970 . . . .| Th
16th July 1969 . . . . . 8 15th Aprid 1970 . . . . .| 7
12th May 1970 . . . . . 7% ";‘2’,;’”::5 United States
Denmark e Mz‘:;hm.} I f,/ 6th December 1965 4%
11th June 1984 6Y; 20th December 19'03' vt M ? Tth April 1987 . . . . . 4
19th December 1967 . .| 7% oth April 1969 e P 20th November 1967 . .| 4}
19th March 1988 , . . .| 7 Wt August 1969 . A ' 22nd March 1968 . . . .| &
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moderately or grew less rapidly in Norway, Austria, Finland and Switzerland.
Earlier in the year external pressures were also strong in Belgium, Denmark
and the Netherlands, but the sttuation subsequently changed, mainly as a
consequence of the reversal of flows following the German revaluation. In
some couniries, particularly Germany and Italy, long-term capital outflows in
response to high inferest rates tended to limit monetary expansion. A similar
effect came about through the net export of funds by the banks, since this
normally involved the exchange of domestic for foreign currency via the

central bank,

The growth of bank credit to the private sector slowed down earlier
in the United States than in Canada, while in the United Kingdom it
continued to be kept in check by a quantitative ceiling. In Japan, on the
other hand, resort to monetary restraint as from last summer did little to
prevent a big increase in credit to private borrowers.

On the Continent, bank lending to the private sector recorded substantial
rises in most countries, generally because monetary restraint was not applied
until quite late in the year. Thus, in Austria, Denmark, Finland, Italy,
Norway, Spain and Switzerland bank credit expansion accelerated in com-
parison with 1968. In Germany an already high rate of expansion was
reinforced by post-revaluation borrowing by business to replace a heavy reflux
of funds abroad. Subject to quantitative limitations, the growth of bank
lending was held down in the Netherlands and declined fairly sharply in
France and Sweden. In Belgium a ceiling put limits on credit expansion over
much of the year, but there was also a weakening of credit demand in
conjunction with 2 huge reflux of funds after the German revaluation.

Domestic capital markets.

Capital markets generally came under considerable strain last year. A key
factor was monetary restraint, which brought banks under pressure and caused
them to reduce their security holdings or to purchase fewer securities than
before. Moreover, faced with rising interest rates and the prospect of continued
inflation, the public was reluctant to engage in long-term commitments, though
this began to change In some countries after interest rates were thought to
have reached their peaks. On the demand side, the net placement of public-
sector securities went.down in most countries, partly as a reflection of improved
budget positions. In the private sector, where the demand for capital remained
strong, bond issues showed relatively small declines, or even increased, while
share issues in a number of countries were markedly higher.

- In the United States the reduction in total issues in the calendar year
1969 reflected mainly the Federal Government’s shift from budget deficit to
surplus, though outside the budget proper new issues by government agencies,
mainly in support of the mortgage market, rose from just over $3 milliard in
1968 to nearly. $9 milliard in 1969. Otherwise, a decline in local-authority and
foreign issues was more than offset by 2 rise in share issues, with corporate
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Domestic capital markets: Net issues.

Public Private?
Local "Eoreign Private | g
author- bond | Total | snaa, | net
Countries Years | State | ‘and | Shares | Bonds [ 'SSUe® issueg | issues
: ublic
odies
as parcentages
in milllards of national curréncy units of GNP
Belgium . . . . . 1967 12.17 | 24.98 1477 | 21.12 017 | 73.21 3.7 7.5
1988 18,56 | 24.75 | 2217 | 30.38 0.83 | 96.79 5.2 9.3
1969 17.40 | 24.38 | 20.92 14.93 77.63 3.1 8.8
Canada . . . .. 1987 0.82 1.68 0.50 0.83 - 3.83 2.0 5.8
1968 o.g1 1.32 .55 0.53 0.012 3.31 1.5 4.6
1989 0.25 1.16 0.78 0.43 — 2.62 1.6 3.4
Denmark. . . . . 1967 | —0.16 0.28 4.37 - 4.50 5.5 5.3
1968 | —0.12 0.13 6.85 - 6.86 7.5 7.4
1969 | —0.14 0.32 8.20 — 8.38 a.f 8.0
France . . ... 1967 0.21 0.87 318 7.00 0.20 11.43 1.8 2.0
1968 | —D.94 0.81 3.53 5.80 - 9.30 1.5 1.5
1968 | —0.9% 0.43 7.54 €.95 — 13.97 2.0 1.9
Germany. . . . . 1967 2.03° 3.06 1.91 10.23 0.86* | 18.09 2.6 3.7
1968 1.24° 2.46 3.18 13.97 s.15% | 25.97 &7 -4.8
1989 0.34% 0.27 2.80 11.77 6.17* | 21.38 3.5 3.6
Ialy . ... ... 1067 457 862% 396 1,389 22 | 2,826 4.1 6.5
1968 831 513*% 473 1,708 44 | 3566 4.8 7.4
1969 538 1,024% 881 1,774 9 | a,026 4.8 7.9
Japan . . . . . . 1867 645 248 384 1,702 - 2,976 4.8 6.9
1968 531 163 a78 1,536 - 2,768 3.9 5.4
1969 372 179 478 1,475 - 2,501 3.2 4.2
Netherlands . . 1967 0.32 0.76 0,08 0.38 0.08?% 1.58 0.6 1.9
: 1968 0.26 0.71 Q.09 0,39 0.112 1.57 0.6 1.7
1960 0.83 0.64 0.18 0.30 - 1.92 0.4 7.e
Sweden . . . .. 1967 1.20 Q.53 .58 561 - 7.88 4.8 8.2
1988 2.15% 0.38 0.4a 6.27 - .30 5.0 6.8
1969 - 1.1 0.35 0.84 7.83 - 10.73 5.9 7.3
Switzerland® . . . 1967 0.06 0.89 1.33 1.60 0.7v* 4.59 5.3 8.7
1968 LN T 0.560 1.02 2.08 0.82° | 6&.56 6.5 7.5
1989 0.19 0.44 2.44 1.91 0.744 572 6.4 7.2
United Kingdom 1067 0837 | 0.22 0.07 0.41 .11 1.33 1.5 3.3
1968 | —0.817 0.12 0.36 0.27 0.23 0.49 2.0 1.9
1569 0.187 0.07 .20 0.41 0.19 1.06 1.8 2.3
United States® . . [ 1067 | 12.60°| 7.80 | 4.80 | 16,00 1.90% 1 43.10 | - 29 5.4
: 1968 16.70° | 10.00 3.80 14.00 1.90% | 26.40 2.3 5.4
1969 a.80* 8.80 7.60 14.00 1.30% ] as.zo 2.5 3.8
1 Includes issues of seml-public credit institufions and nationaliged indusfries. 2Gross. 3 Changb e in market
holdings of honded loans and medium-term notes. 4 Includes parts of international issues handled g domestlc
banks. 5 lncludes indirect Treasury borrowing, ¢ Includes privataly-placed i

marketable debt with a maturity of over one year in
data, excluding mortgage Joans.

ublic hands.
# Direct issues, including agency issues and participation certificates.

* Bagzed on Federal Regerve llow of- Tunds

bond issues remaining at the 1968 level. Much the same pattern was apparent
in Canada, where, in addition, capital-market tightness led local governments
and corporations to borrow more abroad,

In the United Kingdom, though the public sector shifted from deficit
to surplus, -the authorities placed a substantial volume of gilt-edged securities
with the non-bank public. Corporate borrowers  were vu:tually out of the
market in-the second half of the vear. '




In Germany net issues dipped considerably, owing partly to the public
sector’s reduced financing requirements and partly to a decline in bank demand
for securities. Foreign issues, however, rose to record proportions. In Japan
the reduction in net issues was primarily due to the government’s smaller
budget deficit.

In Italy a Jarger volume of public-sector issues and private share
fiotations contributed to a rise in total net issues. However, as a result of a
change in monetary policy, which brought in its train a reduction in credit
institutions’ security purchases, Bank of Italy purchases considerably exceeded
the overall rise in net issues. In Denmark, too, central-bank purchases of
securities, which were particularly large in 1968 and still sizable in early 1969,
facilitated a larger volume of new issues.

In France and Switzerland net issues were higher in 1969. In both
countries the central government’s budget was stronger, and borrowing by
local authorities was down. Share issues rose considerably in both markets,
but bond issues increased only in France. In Switzerland domestic and
foreign bond issues, which continued to be subject to appr0val were slightly
below the 1968 level.

In Sweden the rise in net bond issues was attributable mainly to
housing mortgage institutions, but business firms became more active in the
share market. The market received support from commercial-bank security
purchases, probably in conjunction with the xmposmon last year of compulsory
liquidity requirements.

In the Netherlands the central government, with a substantial budget
deficit again, borrowed aggressively in the capital market. This compelled the
local authorities to cover a large proportion of their financial needs by short-
term borrowing and induced firms to borrow more from banks at medium
and long term. '

Foreign and international bond issues.

Total foreign and international bond issues, after rising sharply to a new
record of $6.4 milliard in 1968, fell back to $5.3 milliard last year. Conven-
tional foreign issues on single domestic markets dropped by more than one-
quarter to $2.2 milliard, while international (“Euro™) issues declined by nearly
one-tenth to about $3.1 milliard. Europe continued to gain In importance
relative to the United States in supplying capital funds internationally.

Foreign issues. Two-thirds of the decline in conventional foreign issues
was accounted for by issues in the United States, where the total dropped
from about $1.9 milliard in 1968 to less than $1.4 millard In 1669. Inter-
national institutions ceased their issues in the United States altogether and
raised more funds in Europe, not so much through new issues as through other
types of borrowing from monetary institutions. Moreover, Canada, the largest
single borrower on the US market, turned more to European sources of funds.



Foreign and international bond issues:
Public offerings and private placements, 1967-69.'

Foreign izaues: markets of issue
Inter- Total
. . Europe .
Borrowing national issues
countrles or areas Years 2 Switzer- | Other g?ai%:g Total | Issues? | abroad
Germanyl “and | countries| Total :
In millions of US dollarg

Continantal Europe 1967 — 54 5 59 —_ . 59 886 945
1968 299 89 14 202 - 202 658 880

1969 56 83 —_ 149 3 152 1,082 1,234

United Kingdom., . 1967 — 23 - 23 -_ 23 | 51 T4
1968 - 15 -_— 15 - 15 134 149

1969 t3 30 [ 49 - 49 235 284

Canada., . . . .. 19687 _ —_ _ -_ hi72 Li72 —_ 1,172
1268 63 —_ - 83 1,156 1,217 as 1,265

1969 81 - - a1 1.104 t,185 228 1,412

United States . . . | 1987 22 49 - 71 - 71 527 Sg98
1988 el 139 - 174 —-— 174 2,059 2,232

1969 25 134 66 225 - 226 1,032 1,257

Japan. . . . . .. 1967 —_ -— _— -_ 15 15 _— 15
19¢8 - 14 - 14 - 14 180 194

1969 -_ -_ -_ _ ] 9 246 255

Rest of the world .| 1967 - 17 | 1. 133 237 are 305 ars
1969 101 25 31 168 280 438 259 &98

1969 37 28 - [ -1 239 304 247 551

International

ingtifutions . . ., 1967 —_ 14 100 114 510 G624 120 744
1868 218 50 138 405 4T0 931? 40 LE A ]

12969 207 14 30 251 - 251 40 291

Total issues placed | 1987 22 157 221 400 5,933 2,353 1,888 4,222
1868 515 33t 184 1,030 1,908 2,991% | 3,368 6,359

18689 419 298 102 819 1,355 2,174 3110 5,284

1 Issues with an average maturity of five years or more. Company borrowing through forelgn subsidiaries is
normally treated as borrowing by the country of the parent company, 2 Non-regident issues in Germany between
March 1964 and the end of 1967 are generally treated as international issues. In March 1964 the 25 per cent, with-
holding tax (coupon tax) on interest paymenis on German bonds héld by non-residents was annouvnced. As a
result, non-resident issues, which are not subject to that tax, were sold during this period mainly to forelgnars,
at interest rates below those prevailing on the domestic market. Exciuded from foreign Issues in Germany are
“Schuldscheindariehen' (loans secured by certificates of indebtedness) placed privately. 2 Inciuding small
amaunts placed in other areas.

In Europe, where foreign issues continued generally to be subject to
official authorisation or informal control, new issues declined by $210 million
to $820 million last year. By far the most important lenders were Switzerland,
where policy towards foreign issues was slightly less liberal than in 1968,
and Germany, where from the spring of 1969 onwards issues were restricted
by informal bank control. The figures for Germany considerably understate
foreign recourse to domestic funds, which in other forms showed a large
increase in 1969, :

International issues. New international (‘‘Euro’) issues dropped by $260
million to $3.1 milliard in 1969, but this total was still far above that of $1.9
milliard recorded in 1967. Borrowing by US corporations and their financial
affiliates, at over $1 milliard, was half what it had been in 1968, when the
severe tightening of the balance-of-payments control programme had induced
‘an exceptionally large volume of issues, partly in anticipation of actual need.



An outstanding feature of 1960 was the increase in the activity of
western European borrowers, whose issues rose by two-thirds to reach
$1,315 million. The largest borrowers were leading industrial countries:
the United Kingdom, Germany, France, Italy and the Netherlands. To a large
extent, as in the case of the United States, borrowing by European countries
has become closely associated with balance-of-payments considerations. In the
United Kingdom, France and Italy, in particular, borrowers were given official
encouragement for balance-of-payments reasons to tap the international bond
market, Moreover, foreign direct investment by Dutch firms increased last year
and was largely financed abroad by private placements of bonds and shares,
Denmark, too, substantially increased its recourse to the market. German
botrowers, entirely absent from the market in 1968, made some issues once
again last year, and there was for the first time a sizable Swiss issue. On the
other hand, there was a reduction in issues by borrowers from Austria,
Finland and Norway.,

Canadian borrowers, who first entered the market in 1968, became very
active issuers, and Japan, despite its large external surplus, increased its

borrowing somewhat. Australian 1ssues went up sharply, but those by New
Zealand, South Africa and Latin America declined.

The funds on the international bond market continued to come, directly
and.indirectly, principally from European countries. Excluding issues of foreign

~International bond issuses.
Cumulative totals, as from the end of 1962,
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bonds on its market, Germany's acquisition of international issues came to
some $1.1 milliard, or three-quarters more than in 1968. For other countries
indications are only indirect. Italy experienced an outflow of domestic capital
amounting to over $3.8 milliard, an appreciable part of which may have
found its way into the Euro-bond market. Switzerland, of course, continued
to be a major source of supply, mostly on behalf of non-residents, and
Belgian investors, too, put funds mto Euro-bonds. ’ '

As to types of issue, straight dollar bonds, and even more so convertible
dollar issues, fell off after the first. quarter of 1969. Among the reasons for
this. were the high and rising rates of interest on straight bonds and the
downward trend on the US equities market. But another factor was the
growing attractiveness to investors of DM issues, owing to expectations of
revaluation. The share of DM issues in total international flotations rose from
one-tenth in 1967 to two-thirds in the third quarter of 1969, whereupon it
fell after revaluation to one-quarter in the last quarter (and to nil in the first
quarter of 1970). On the other hand, straight and convertible dollar bonds
showed a certain recovery following the DM revaluation. :

Yields on international dollar bonds moved up throughout the year,
broadly in line with the trend of yields on US domestic corporate bonds.
The average yield on international DM bonds remained much below that on
. German domestic bonds until after revaluation, when profit-taking caused it

Yields on US dollar and DM honds, international and domestic issues.*
% %
9 9
International dollar bends
7~ 1®
’,\. .
L |
7
6
US domestic c‘;rporate bonds
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* US domestic bond ylelds are calculated to final maturity, the others to average maturity,



to leap well above the domestic level, Concurrently, probably as a result of a
shift in demand, the yield on international dollar bonds eased for a time in
relation to that on US domestic corporate bonds.

For the first four months of 1970 total issues of foreign and international
bonds are provisionally estimated at $1.4 milliard, down from $1.7 milliard in
the previous four months and $2.1 milliard in the corresponding period of
1969. Foreign issues were well below the level of the year before, and with
two exceptions they took place only in the United States and Swatzerland.
In Germany the bank supervisory committee put a stop to bank participation
in new foreign and international DM issues during the first quarter. Almost
all international issues were denominated in dollars. Straight dollar issues at
9 per cent. or more became quite common, while relatively few convertibles
reached the market. Apart from US firms, which took up $225 million,
the most active borrowers were from Italy, France, Canada and the United
Kingdom, in that order. Up to now demand for capital on the international
bond market has remained strong, one feature being the appearance of Italy
as a major participant on the borrowing side. In May, after having obtained
a $300 million privately-placed medium-term credit from banks abroad, with
rates adjustable every six months in line with those on the Euro-dollar market,
the Italian state electricity concern (ENEL) made a publicly-offered 10-year
international issue of §125 mullion carrying a floating interest rate, to be
adjusted every half-year to three-quarters of a percentage point above the
rate for six-month Euro-dollars but with a minimum rate of 7% per cent.
In Switzerland, with effect from May 1970, foreign issues were temporarily
suspended. '

Credit developments in individual countries.

United States. Monetary restraint from late 1968 onwards was slow to
take effect. For one thing, financial institutions and borrowers, by turning to
alternative sources of funds at increasingly high interest rates, found ways of
shielding themselves from the sting of credit restrictions. In addition, the
economy had built up a comfortable liquidity cushion. In the second half of
1968 money and time deposits had increased at an adjusted annual rate of
12 per cent, against a rise in the gross national product in money terms at
a rate of about 7% per cent. In this period, too, the commercial banks added
to their government security holdings (including agency issues) at an annual
rate of over $g milliard.

Following an increase in the official discount rate from s to 5% per
cent. in December 1968, new reserves were supplied to the banks through
open-matket operations on a less liberal basis than before. Market interest
rites, both at short and long term, tended to rise, and they were given a
fresh push upwards'in April, when the discount rate was raised to 6 per cent.
On this occasion, too, reserve requirements against demand deposits were put
up half a percentage point. The banks’ prime lending rate, which stood at



63 per cent. in December 1968, was adjusted upwards three times to reach
8% per cent. in early June.

To concentrate restraint on business loans by large banks, no change was
made in Regulation Q ceilings on time deposit rates. With a widening gap
between market and ceiling rates, the banks experienced a steady loss of time
deposits. The volume of large certificates of deposit outstanding declined from
about $24 milliard in November 1968 to some $11 milliard by the end of
1969. Moreover, whereas the banks’ total reserves had increased by 7.7 per
cent. in 1968, they rose negligibly in the first half of 196g and declined by
1.6 per cent. over the year as a whole. The banks’ borrowing from the
Federal Reserve, which came to $765 million in December 1968, rose to a
peak in May 1969 and averaged about $1.2 milliard in the second half of
the year.

Symptomatic of restraint, the expansion of the money supply slowed
- down from 7.2 per cent. in 1968 to 2.5 per cent. in 196g. Taking money and
time deposits together, the change was even more pronounced, with a shift
from an increase of 9.4 per cent. In 1968 to a decline of 1.5 per cent. last
vear. Correspondingly, the commercial banks’ total loans and investments, after
rising by 11 per cent. in 1968, increased at an adjusted annual rate of
4.1 per cent. in the first half of 1969 and remained flat in the second half.

Faced with strong credit demand, particularly from corporate business,
the commercial banks looked to wvarious alternative sources of loanable funds.
Besides borrowing aggressively in the Federal funds market, they turned on a
major scale to the Euro-dollar market, where they took up an additional $7.4
milliard in the year to mid-December 1969. The raising of Euro-funds reached
a peak in the summer, when action was taken to discourage such borrowing.
First, with effect from end-July, outstanding cheques or drafts arising out of
Euro-dollar transactions were required to be counted as demand deposits
subject to rTeserve requirements and, secondly, with effect from October, a
1o per cent. reserve requirement was imposed on net borrowings from
foreign banks in excess of an earlier base. In 1969 the commercial banks
also reduced their holdings of government securities (including agency
issues) by $r1.5 milliard, or more than three times as much as during the
1966 credit squeeze. In these ways commercial-bank loans, which had risen
by 12 per cent. in 1968, expanded at an annual rate of 10l per cent, in the
first half of 1969 and 5% per cent. in the second half. Not included in these
figures, moreover, are loans transferred to bank affiliates, which financed them
largely through issues of commercial paper. The volume of such paper rose
from about $8co million in May 1969 to $4.2 milliard by the end of the year
and -continued to rise rapidly in 1970.

Though the expansion of the banks’ total loans and investments was
compressed, the aggregate growth of credit in all forms dropped off only from
$97 milliard in 1968 to $86 milliard in 1969. This decline, moreover, was
accounted for by the budget outcome, since the Federal Government turned
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round from net borrowing of $13 milliard in 1968 to net debt repayment of
$5 milliard in 1969. Total net credit to other sectors increased from $84
milliard in 1968 to $91 milliard last year, though by the fourth quarter it was
down to an adjusted annual rate of $85 milliard.

Total credit was so well maintained because of the huge expansiom of
direct lending outside the system of financial intermediaries. As reflected in
the graph, the banking system (including the central bank) accounted in 1969
for only 16 per cent. of total net credit flows, as against 44 per cent. in 1968
and 30 per cent. in the ‘“credit crunch” of 1966. Moreover, the lending share
of non-bank financial intermediaries rose only modestly and resulted primarily
from the steady increase in insurance and pension funds. On the other hand,
the placing of funds directly in credit-market instruments by investors other
than financial institutions was responsible last year for 47 per cent. of total net
credit growth, against only 21 per cent. in 1968, Such financial investment
consists mostly of purchases of commercial paper, mortgage claims .and all
kinds of security issues, including government securities sold by financial
institutions for liquidity reasons.

Given the further expansion of gross national product at current prices,
the decline in the rate of growth of money and quasi-money during 1969
was associated with a marked increase in its income velocity. To a substantial
extent, this rise merely mirrored the fact that, with market rates of interest
high, demand expansion was financed increasingly by credit transactions
based on the acquisition of financial assets other than bank deposits. But
higher velocity was also partly due to the drawing-down of existing money
balances for spending purposes.

The strength of credit demand derived largely from the business sector,
whose borrowing in the credit markets rose from $39 milliard in 1968 to $47

milliard in 1969 and kept at the same high level throughout the year. Though
their bank loans grew more slowly during the year, corporations largely
compensated for this by issuing commercial paper. Moreover, they issued bonds
and shares on a somewhat larger scale than in 1963.

In the household sector signs of credit restraint were faitly clear, After
reaching a peak in the second quarter of 1969, the growth of home mortgages
slowed down somewhat. A sharper decline was avoided largely throush the
activities of Federal agencies (namely the Federal National Mortgage Associa-
tion and the Federal Home Loan Board), which made larger capital issues and
used the proceeds to support the mortgage market, partly by purchasing
mortgages and partly by making loans to savings institutions. With the deposit
rates offered by these Institutions subject to Regulation Q, deposit growth
had fallen off sharply by the second half of 196g. Instalment credit and bank
loans to households also declined after the second quarter.

State and local governments, also feeling the pirich of credit restraint,
ratsed about $9 mulliard in the credit markets, or slightly less than in 1968.
In certain cases their borrowing was limited by legal interest rate ceilings on



tax-exempt bonds. Moreover, uncertainties concerning the future tax status of
income from such securities accentuated market weakness last year and a
number of issues were postponed.

In early 1970 monetary conditions became somewhat easier. In January
the Federal Reserve Open-Market Commitiee decided that ‘“‘increased stress
should be placed on the objective of achieving a modest growth in the
monetary aggregates, with about equal weight being given to bank credit and
the money stock”. Around the same time the authorities raised Regulation Q
ceilings, with those on large single-maturity deposits of three to six months
going up from 6 to 6% per cemnt. Subsequently, with the demand for bank
credit showing signs of weakening, short-term interest rates fell considerably
below their December peaks. For a time in late March and early April certifi-
cates of deposit of the large commercial banks rose, though rates on them were
generally still not competitive with those on money-market instruments at less
than one year. As one symptom of easier monetary conditions, the securities
portfolio of the weekly-reporting Federal Reserve member banks showed a
" cumulative rise from end-December to end-April of nearly $1 milliard,
whereas in the same period of 1969 they had declined by $5.4 milliard.
Another indication was the reduction in the banks’ prime lending rate from
8% to 8 per cent. in late March. From about the middle of April interest
rates moved upwards again, partly as a result of recognition by the market
that the extent of the easing of policy had in fact been quite limited.

United Kingdom. The monetary impact of a strong combination of fiscal,
debt-management and credit policies over the past vear can be seen in the
behaviour of domestic credit expansion via the banking system. This aggregate,
after amounting to as much as £1,760 and 1,905 million in 1967 and 1968
respectively, dropped last year to a negative figure of £215 million. The main
reason was the surplus of £475 million in the public sector as a whole, after
net borrowing requirements of £1,805 and 1,315 million in 1967 and 1968.
In addition, there were substantial net sales of government debt to the non-
bank public, Bank credit to the private sector was also kept under tight
restraint throughout the year. The swing from external deficit into surplus,
however, tended o sustain the growth of the money supply, which came to
3 per cent. in 1969, compared with 6% per cent. in 1968.

As to public-sector borrowing, the gilt-edged market remained depressed
up to the late spring of 1969 and the authorities generally allowed prices to
reflect market pressures. Yields on long-dated government stock rose to as
much as ¢%; per cent. in early June., The revival of the market from then
onwards reflected favourable external trends but was also encouraged by the
removal in the April budget of the capital gains tax on gilt-edged securities.
In the second half of 196¢ net sales of government stock to the non-bank
public came to about £450 million. In these circumstances the decline in
interest rates was limited, and yields on long-dated stock were still slightly
above ¢ per cent. in December.
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United Kingdom: Changes in gaving, investment and financial assets
and liabilities, by sectors.

Publi lndusérlal ﬁOthair I. Overse
uonc Persons ant | Banks nancia verseas
toms Yours | soctr Sopmersiel e, ] vt
in milllons of £ sterling
Saving plus net capital
transfers . . . . . . . .. 1967 2,060 2,070 2.825 250
1968 2.815 2,005 3,985 230
19658 4,065 1,985 3,505 270
Gross domestic
capital formation (—) 1967 | — 3,730 | — 1,130 | — 2,490 — 275
1968 | — 3,850 — 1,336 — 3,150 — 350
1969 | — 3,748 [ — 1,240 | - 3,670 — 465
Financial surplus or 1967 | — 1.670 238 338 — 30 — 3302
defleit . . . ... ... 1968 | — 1,040 ‘870 235 — 125 — 3052
1969 azs 745 | — 16D — 198 a5
Corresponding changes in
financial assels and
Habifities®
Bank jending . . . . . . . 1967 25 — 140 — 285 1,280 | — a0 T80
1968 | — B0 - 45 — 525 3,545 _ 40 2,855
12969 1566 75 — 630 5,230 20 4,845
Notes and coin, and bank .
deposits . . . . .. ... 1987 | — 140 778 385 — 1,800 185 - T4
1968 | -~ 220 730 220 - 3,425 70 — 2,625
1969 | — 130 470 — 250 — 4,820 175 — 4,725
Gold and foreign exchange
reserves . . . . ... . . 1967 | — 320 - 320
1968 | — 115 - {15
1969 45 45
Overgseas loans and
investments® . . . . . . . 1967 330 120 10 480
1968 | — 320 135 30 — 155
1969 1%0 - 35 . — 70
Marketable government debt 1967 [ — 815 | — 235 — 235 5i0 | — 410
1968 | — 45 — 280 - 40 - 395 40 — 695
_ 1969 810 85 - 10 — 590 275 588
Hon-martetable government
debt . . .. ....... 1887 5 -— as 30 _ 10 10 -
1968 | — [ _ 40 &8 — 10 — 5 —_
1269 | — 2185 — 235 380 15 - _ S0
Local-autharity debt . . , . 1967 | — 670 115 40 345 165 _ 5
1968 | — 580 245 - 30 260 165 55
1969 | — 595 210 - 85 o4 120 - 30
Claims on other financial
institutions® . , . . . . . 1867 2,720 —_ - 2,650 75
1968 2,538 25 — 2,455 105
_ 1269 2,628 55 — 2,685 - 20 -
Shares and securitles® . . . | 1967 s |— B9S |— 1D &0 595 55
1968 55 — 480 — 120 TO 605 120
1969 ts — 416 | — 146 35 370 — 148
Other domastic loans? 1967 70 | —. 980 | — 20 40 360
1968 225 — 885 — 300 20 1,080
1969 130 |— 855 |— 285 |— 10 1,030
Unidentified . . . . . . .. 1967 | = 60 — 890 a5 320 — 225
1968 45 — 1,010 1413 350 148
1969 10 — 1,210 855 510 — 180

1 A posltive ﬁ?\l re Indicates an increase in UK claims (or a docrease In UK Iiabilmes) vig-a-vis the overseas

et foreign |

decreasa in asséts or an increase in Iiabiliﬁes

of goods and services).
4 Includes, inter alia, the UK account with the IMF,

inflow 1o fife assurance and pension funds and deposits with other financial institutions.
7 Includes mainly loans for house purchases.

actions in unit trust shares,
Source: Bank of England.

2 A minus sign tepresents a

s Met

& Including trans-




In the spring of 1969 considerable attention was focused on the banks’
efforts to bring their lending to the private sector within the ceiling laid down
in November 1968. Earlier, the London clearing and Scottish banks had
been asked to reduce their sterling lending, excluding government-guaranteed
export and shipbuilding credits, to 98 per ceni. of its November 1967 level.
The overall ceiling for other banks was 102 per cent. However, the banks
failed to achieve this reduction by the target date of March 1969, and in May
the clearing and Scottish banks’ lending was running about 234 per cent.
above the required level. The Bank of England therefore decided to halve
the Interest rate payable on “special deposits” held with it until compliance
with the ceiling was achieved,

The difficuity experienced by the London clearing and Scottish banks in
cutting back their advances was ascribable partly to overdraft commitments and
partly to growing liquidity pressure on borrowers. By August lending had risen
to 4% per cent. above the ceiling. At the beginning of October, to reduce the
discrepancy which had developed between rates for bank financing and other
market rates, these banks raised their lending rates, independently of a change
in Bank rate, by half a2 percentage point. Shortly afterwards the Bank .of
England gave them io understand that it would not press for complitance with
the ceilings, provided that lending was kept close to them. This new attitude
was conditioned by several considerations: the extension of the import deposit
scheme, the fact that the large sales of gilt-edged stock made by the authorities
since the end of June had added to the banks' difficulties and, finally, the
hiquidity pressures expected in the January-March ‘“‘revenue’” quarter. Subse-
quently, in November and December, in conjunction with inflows of funds
from abroad, bank advances did in fact decline.

With their gross investment rising relative to their own saving, industrial
and commercial companies found the domestic credit climate iIncreasingly
inhospitable in 1969. In the first half, moreover, they had to put up import
deposits in the amount of £435 million, some of which was financed from
abroad. Their borrowing in the form of bank credit, including unrestricted
categories, came to £630 million, compared with about £525 million in 1968,
Their recourse to capital issues, though somewhat larger than in 1968,
dropped off sharply in the second half of the year as a result of high interest
rates and the depressed equities market, Another possible source of funds —
loans and mortgages by non-bank financial institutions — was obstructed
by the shift of some lenders towards gilt-edged securities. In these circum-
stances, and interrelated with the growing strength of sterling, companies
increasingly turned abroad for funds, patticularly in late 1969.

With regard to the personal sector, in November 1968 hire-purchase
terms had been tightened and the finance houses had been asked to reduce
their lending by March 1969 to 98 per cent. of the end-October level. In
consequence, consumer hire-purchase debt rose last year by only £25 million.
Moreover, partly owing to inflexible deposit rates and a slower inflow of funds
previously, the building societies’ net advances for house purchases declined



by about £f1oo million .in 196¢9. On the lending side, the personal sector
reduced its National Savings claims, added little to its deposits and cut back
its purchases of unit trust shares. On the other hand, its net sales of company
securities were smaller and it added appreciably, after the first quarter, to its
holdings of government securities, :

In the fiscal year 1960~70 the Exchequer surplus available to repay
borrowing came to £1,130 million, representing an improvement of close on
£2,500 million over two years. Anticipation of this surplus, which was
- seasonally concentrated very largely in the first quarter of 1970, had given
rise to fears of a severe liquidity squeeze. In the event these fears were not
realised. For one thing, in accordance with the banks’ new profits disclosure
requirements, the changeover to new accounting procedures effectively
improved bank liquidity by rather more than 2z per cent. The authorities
deliberately refrained from offsetting this improvement. Another factor was
the vast inflow of funds from abroad, believed to have come largely over
company accounts and to have been induced partly by domestic credit
restraints. Finally, restricted bank lending, after declining in late 1969, began
to rise modestly; the clearing and Scottish banks were about 5% per cent.
over their ceiling at mid-March, :

The gilt-edged market continued strong in the first quarter of 1970, and
the authorties’ net sales to the non-bank public for the financial year as a
whole may have been appreciably above the figure of £350 million recorded
in the first three quarters. Fairly early in 1970, however, sales of stock appear
to have been pressed less aggressively so as to help revive the market for new
industrial issues. The yield on industrial bonds fell from 1034 per cent. in
December to just below 10 per cent. by March.

For the fiscal year 197071 the target for domestic credit expansion is
£9oco million, against a net contraction of probably over fsoo million in
1969—70. The public sector’s surplus will decline and the net placing of debt
with the non-bank public is expected to be lower. In addition, bank credit
to the private sector will be permitted to expand more than in 1969—70 so
as to avoid excessive stringency for companies and thus not to hamper
domestic investment. Instead of the ceiling on bank advances the authorities
will rely more in future on.changes in special deposits, and for banks other
than the clearing and Scottish banks on the use of the cash deposit scheme,
to regulate bank liquidity and lending. For guidance, however, the Chancellor
in his budget speech suggested a gradual and moderate rise of about 5 per
cent. in the year. to March 1971 in lending formerly subject to ceilings.
Finance houses are expected to observe the same guiding principles.

The Chancellor further indicated that he expected the rise in the money
supply to be rather smaller than that in domestic credit. Moreover, the
authorities are not anxious to encourage a further inflow of short-term capital
The two-stage reduction in Bank rate in March and Aprll from 8 to 7 per.
cent., reflected this attitude.. - : R



Canada. In an effort to combat inflation, monetary policy was tightened
progressively as from the fourth quarter of 1968. Bank rate was increased
from 6 to 6% per cent. in December 1968 and again to 7 per cent. in
March 1969. Steps were taken to increase the pressure on bank cash positions,
and, with the help of a restrictive fiscal policy, the growth in bank deposits
slowed down.

But demand for bank credit remained strong, boosted by expectations of
further rises in interest rates. The banks expanded their loans at an adjusted
annual rate of 23 per cent. in the first half of 1969, mainly by progressively
running down the substantial liquid-asset holdings which they had built up
in 1668, Hence, in April 1969 the Bank of Canada annmounced an increase
in the secondary liquid assets ratio from 7 to 8 per cent. with effect from
1st June. The banks partly countered this by continuing to sell government
securities, and their liquid claims fell by early 1970 to unprecedentedly low
levels relative to total assets. Their lending to business and consumers rose in
the second half of 1969 at an annual rate of only 3.4 per cent.

In applying restraint the authorities sought to avoid distortions that
might arise from excessive rate competition for deposits. Bank rate was
increased further to 8 per cent. in two steps in June and July. The larger
banks were requested to refrain from aggressive interest rate competition on
short-term certificates of deposit in Canadian dollars. This helped to bring
about a decline in domestic currency time deposits and contributed to slowing
down the growth of fotal Canadian dollar deposits from an annual rate of
8.7 per cent. in the first half of 1969 to 1.5 per cent, in the second half.
Up to the summer high interest rates abroad enabled the banks to attract a
substantial volume of domestic funds by offering high rates on foreign
currency ‘‘swapped’ deposits, the counterpart of which was placed mainly in
the United States. To limit this, the Bank of Canada requested the banks in
July to regard the existing level of swapped deposits as a temporary ceiling.

Monetary policy was strongly supported in 1969 by a pronounced turn-
round in the central government’s budget position from a net financing
requirement of about $1 milliard in 1968 to a small cash surplus in 1969,
However, particularly as a result of net sales of bonds by the banks amounting
to $481 mullion for 1969 as a whole, compared with net acquisitions of
$1,098 million in 1968, the securities market came under increasing strain.
During the year the average yield on long-term government bonds rose
by a full percentage point to over 8.3 per cent. In these circumstances local
authorities, public bodies and corporations reduced their net Canadian dollar
bond issues to $1.6 milliard in 1969, compared with $1.8 milliard in 1968,
On the other hand, these borrowers increased their recourse to foreign currency
bond issués to $r.5 milliard from $1.3 milliard in 1968 and also raised more
funds through issues of shares and short-term paper.

A relative shift in the flow of funds away from the banks enabled other
financial institutions, especially the sales finance and consumer loan com-
panies, greatly to expand their lending activities, The trust and mortgage loan



companies also supplied more credit and the flow of funds into housing was
well maintained until towards the end of 1969, This was partly because public
housing finance activity expanded but, in addition, mortgage interest rates
were more flexible than in the past and in the prevailing inflationary climate
borrowers appeared willing to pay very high rates. By the end of the year,
however, the granting of mortgage loans had fallen considerably and consumer
lending had slackened.

The policies adopted contributed to a slow-down in activity much earlier
than in the United States. However, inflation was not effectively brought
under control, and in early 1970 monetary policy remained restrictive. Never-
theless under the influence of developments abroad, both short and long-term
interest rates eased somewhat, and the Bank of Canada removed the ceiling
on swapped deposits at the end of March. The government’s budget for
1970—71 again provides for a surplus and in March the introduction of direct
hire-purchase controls was proposed. In May, in order to prevent inflows of
funds from undermining credit restraint, Bank rate was lowered to 7% per
cent. and, with effect from July, the banks’ secondary liquid assets ratio  was
raised from 8 to 9 per cent.

Japan. Besides being the fourth full year of rapid economic expansion
and the second year of large external surplus, 1969 was a year of domestic
overheating and accelerated price rises. Up to the summer monetary policy
remalined relatively easy. In the previous autumn bank lending ceilings had
been removed, and instead the authorities adopted a system of guidance over
city banks’ net liquidity positions. In exercising this guidance, the Bank of
~ Japan from April 1969 onwards sought to encourage outflows of funds by
taking into account any deterioration in bank liquidity attributable to borrowings
of yen call money for the purpose of repaying Euro-dollar or other foreign
borrowings.

In September 196g the Bank of Japan’'s discount rate was increased from
5.84 to 6.25 per cent. In addition, reserve requirements on sight deposits were
put up, for the larger banks from 1 to 135 per cent. In the same month the
surveillance over bank liquidity was tightened. And, as a further move to
encourage short-term capital outflows, the Bank of Japan, from October 1969
to January 1970, supplied ven funds to the exchange banks for use in
outward switching. '

In all, the banks improved their net foreign position last year by about
Yen 530 milliard. Since the liquidity deriving from the increase in official
reserves was considerably less than this, the Bank of Japan helped to supply
the banks with additional reserves through its net loans and security pur-
chases, which rose to Yen 885 milliard in 1969 from Yen s5ro milliard in
1968. None the less, with their loan demand strong, the banks were brought
under liquidity pressure. After having reduced their net recourse to call money
by Yen 120 milliard in 1968, they increased it by Yen 370 milliard in 1969.



Japan: Changes in financial assets and liabillties, by sectors.

Pu::lic
enter- Other
Cfa't%o' Personal E:J‘g:'_ pg:gs Banking | financial Re?.l of
Items Years pusiness| €%F | “ment local | System | institu- & o0,
: author- tions
Ities
In milliards of yen
Financial surplus or 1967 |—2,830 | 4110 [— 280 |~1.085 | 1 — 70%
deficit . .. ... . ... 1968. | —2.910 | 4,870 78 [-1,456 | 378%
- 1969 |=—3,435 5.180 380 {1 —1,340 7852
Corresponding changes
in financial assets
and labiiities®
Money and time deposits . . . 1967 1,725 4,335 |— BO05 210 |-3,280 | —2,185
: 1968 1,990 4,870 |— 995 155 | —4,325 [=—1,700
1968 3,065 | 6,525 |—=1,190 220 |—5,23% [—3,3885
Insurance and trust claims ., .| 1967 75 1,275 |— 165 B |— 30 |=1,185
1868 130 1,518 |— 235 ) — |=141%
1869 183 1,815 |= 280 "B 10 |—1,710
Securities (net). . . . . . .. - 198 |— 420 475 |— 480 |= 925 700 605
' 1968 ]— 370 8§20 |— 380 |— 890 800 565
1969 |— 445 1,045 [— 75 |— 880 255 335
Loans . . . . .« . 0 0.4 1967 |—5,135% |—1,835 1,130 |— 318 3,235 2,925
1968 |—5,810 |—1,865 1,505 |— 635 3,680 2,960
1969 |—7.865 |—2,715 1,706 |— 630 4,650 4,875
OHficial reserves . - . . . . . 1967 - 25
: 1968 : 320
. 1969 220
Other foteign claims (net). . .| 1987 |[— 115 — 106 |— 30 |— 40 — j— 70
1968 |— B5 - 80 |— s0 115 — 20
. 1969 [— 208 - 225 |- 20 525 - &00
Mizcellaneous transactions®. .| 1967 1,045 1— 140 |— 80 — |— B8D |— 185 25
1968 1,006 |— 470 90 |=— 40 |— 40 |— 410 |— 30
1969 1,845 | =1,485 |— 5 |— 20 1— 200 |— 115 |— 30
1 A positive figure indjcates an increase In Japan s claims (or a decrease in Japan's liabilities) vis-A-vis the rest
of the world. 2 Net foraign invest t {i.e. balange of goods and services). = A minus sign represents a
decraase in agsets or an increase in liabllities. 4 Including trade credit and statistical discrepancies.

The call-money rate rose from about 7 per cent. in the summer to 8% per
cent. by the end of the year.

Reflecting the strong business demand for credit, loans and discounts
granted by the banks accelerated during the year, expanding for 196g as a
whole by 16.3 per cent., compared with 14.6 per cent. in 1968. On the other
hand, the rate of deposit formation with the banks, though, at 16.4 per cent.,
about the same as credit expansion, was somewhat slower than the rate of
17.1 per cent. recorded in 1968,

A notable financial development last year was the relative growth in the
channelling of funds via non-bank financial institutions. Deposits with these
institutions accelerated sharply, contnbutmg to a growth of 24 per cent. in
their lending, against 2r per cent. in 1968 Taking both bank and non-bank
financial mstitutions together, the expansion of the money supply plus time
deposits accelerated from 15 per cent. in 1968 to 18 per cent. in 1969. On
the other hand, the increase in gross national expenditure in money terms
dropped off from about 18% per cent. in 1968 to 17%% per cent. last year,
while real expenditure growth declined from 14.3 to 13 per cent. Just as in



some other countries, therefore, monetary restraint does not appear to have
led to a significant tightening of credit markets as a whole. Corporate business,
whose big increase in investment was covered largely by higher internal
savings, borrowed heavily and used the proceeds partly to build up liquidity
and extend trade and consumer credit to the personal sector.

In early 1970 inferest rates continued to rise and larger business
concerns seemed to find credit more difficult to obtain. But no revision of
spending plans was evident. In its budget for 197071 the government proposed
an increase from 35 to 36.75 per cent. in the corporate tax and envisaged a
reduced borrowing requirement. The conflict between monetary restraint and
the need to reduce the external surplus continues to be a difficult problem.

Germany. In 1969 the revaluation was in many respects a watershed for
domestic credit markets. But up to September, and extending into the last
quarter as well, the effective restraint of credit expansion was not feasible.
Towards the end of 1968, reflecting earlier monetary ease and a large external
surplus, the banks’ free hquidity reserves had mounted to almost DM 40
milliard, or 15 per cent. of deposit liabilities, compared with a low of 6 per
cent. at the middle of 1966, When, therefore, an additional DM 1¢ milliard
of short-term funds entered the country in the first nine months of 1969,
monetary policy focused mainly on efforts to reduce or neutralise bank liquidity.

New measures were introduced mostly between March and September.
The official discount rate was raised in three steps from 3 to 6 per cent. and
the lombard rate was put up from 3% to 7% per cent. In addition, - the
Bundesbank continued to offer preferential swap facilities to encourage
the banks to keep funds abroad. In the first nine months, moreover, DM
7% milliard of liquidity was absorbed by other credit measures, including
open-market operations. Already from December 1968 a 100 per cent.
marginal reserve requirement had been in force in respect of bank liabilities
to non-residents. In March 1969 the Bundesbank announced a 20 per cent.
reduction in the credit institutions’ rediscount quotas, with full effect as from
July. Subsequently, minimum resetve requirements were raised on two
occasions: in June by 15 per cent. for domestic liabilities and 50 per cent. for
liabilities to non-residents, and in August by 10 per cent. across the board.
A further DM 8 milliard reduction in bank liquidity resulted in January-
September from the external basic deficit, and an additional DM 8 milliard
was -absorbed by an improvement in public-sector finances which enabled
the authorities to sterilise funds with the central bank and reduce their money-
market indebtedness to credit institutions. Despite all this, the banks’ hguid
assets at the end of September were still equivalent to almost 12 per cent. of
their deposit liabilities. '

In the last quarter of 196¢g the forces affecting bank liquidity shifted
dramatically. - The reflux of funds abroad, coupled with a rise in the basic
deficit, drew over DM 23 milliard away from the credit institutions. However,
mitigating - measures taken by the authorities, together with public-sector
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Germany;: Saving, investment and changes in financial assets
and llabilitles, by sectors. .

Other

ﬁ;i::;e_ Housing Enter- Public %.::glt financial Resteof
Items Years | holds prises | sector | g yoner [ insti- | opys
tutions
In milliards of Deutsche Mark
Met saving plus capital
transfers . . . . . . . .. 1967 30.60 7.35 17.958 9.65 3.05 0.45
1968 35.20 8.10 27.60 13.95 3.30 0.55
1989 41.50 5.16 23.15 28.18 |— o.20* .40
Net investment{—). . . . . 1967 - —21.35 |—20.70 |—16.00 |— 0.70 {— 0.65
1968 -_ —21,90 |—38.85 |—18.00 |— 1.05 |— 0.55
1969 — ~22.85 | —81.55 ] —20.15 |— 1.35 [~ 0.75
Financial surplus or 1967 30.60 |—13.95 |— 2.75 | — 6.40 2.38 |— 015 a.170°
deficit . . . .. . ... 1968 35.20 —13.80 |= 9.25 |— 4.00 2.20 —_— 10.35%

1969 41.5¢ |—17.70 | —28.35 9.00 |~ 1.55%|— 0.35 2.55%

Corresponding changes
in financial assets
and liabifities*
Money, time and savings ' )
deposits . . . .. .. .. 19867 18.95 0.20 11.50 4,885 | —38.40 1.60 |— 1.3%
1968 24.45 Q.18 12.75 5.30 | =50.65 1.70 |— 6.20
1969 26,20 Q.10 12.65 7.95 | =55.40 1.20 = 7.25
Claims on non-bank financial

institutions . . . . ... 1967 8.65 - Q.70 0.158 .10 |— 9.568 -
1968 2.10 -— 1.20 0.18 0.10 |~10.65 ||— 0.05
1969 10,95 - 1.30 0.10 90.10 |—12.46 |[|— 0.05
Money-market paper . . . . 1867 — —_ 0.70 |— 4,30 4,10 — 0.55
1868 -_ - 0.10 |— 075 |— 0.45 |— 0.15 |— 1.20
1969 _ - - 1,15 6.25 | = 5.20 —_ - 010

Bonds and shaves:

Purchages . . . . . . .. 1967 4.00 — 1.5 |— O.75 12.60 218 0.08
1868 4.65 - 2.656 G.50 15.70 3.70 |— 0.70
1969 8.75 - 4.10-| | 0.30 10.85 3.10 0.75
Sales . . ... ..... 1987 _ - 0.056 |— 3.5 |— 4.10 |— 550 |~ 0.05 1.B5
1968 - — 010 |— 3.80 |— 2.50 |—14.70 |— Q.08 6.75
) 1969 —_ — Q.08 |- 2,885 0.45 |—12.95 |— 0.10 10.75
Bank credit. . . . . . . . . 1987 |— 0.90 |— 8.85 |—10.70 {— B.00 33.20 0.05 6.80
’ 1968 |— 2.5 |- 9.85 |—14.55 |— 8.15 44,65 _ 9.358
1969 |— 3.80 [—11.20 |~=38.10 |— 8.65 75.45 |— 0.25 132.45

Other loans . . . . . ... 1967 |[— 0.15 |— 3.65 |— 1.20 |= Q.75 — 5.78 -

1968 |— 0.10 |— 3.20 |— 1.58 |— (.45 - 5.386 -

1969 |— 015 |— 570 |~ 1.78 ! — (.50 -_ 8.15 -
Other claims and labilities . 1967 - — 1,60 |— 1.35 4.60 —_ -_— 1.50
1968 |— 0.20 |— 0.80 |— &.10 1.95 - _ — 5.20
1969 |— 0.50 |~ 0.85 |— 2.50 3.20 _ _ — 0.65
Gold and foreign exchange 1967 0.30 0.30
1268 7.55 7.55
1969 —14.40% —14.40
1 Including the central bank. 2 Building and loan associations and insurance sector, 3 A positive figure

sig nifies an increase in Germany's ¢laims (or a decrease in Germany's liabilities) vis-a-vis the rest of the world.
ftar Bundesbank balance-sheet adjustments resulting from DM sevaluation (counterpart changes appear under
""Rest of the world™). $ Net fereign invesh i.e. balance &f gocds and services), & A minus sign
represents a decrease in assets or an increase in liabilities,

drawings on funds held with the Bundesbank, reduced the adverse liquidity
impact to just over DM 13 milliard. In November the Bundesbank abolished
the 100 per cent. marginal reserve requirement against liabilities to non-
residents, brought the average reserve requirements for such liabilities down to
those for domestic liabilities and reduced overall reserve requirements by
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1o per cent. In December, moreover, by raising the lombard rate from 7% to
9 per cent., at a time when rediscount margins had become narrow, it induced
the banks to draw upon their short-term assets abroad. By the end of the
year the banks’ liquidity ratio had fallen to 6.8 per cent.

Credit demand increased sharply in 196g. Together, the two sectors
represented by enterprises and housing doubled their financial deficit to
DM 46 milliard from DM 23 milliard in 1968. The enterprise sector alone
increased its net recourse to loans from credit institutions from DM 14.6 to
38.1 milliard, much of which was borrowed after revaluation owing to the
heavy drain of funds abroad. At the same time it changed over from being a
net taker to a net supplier of funds to the securities market and continued
to accumulate bank deposits much as before. A stabilising element, on
the other hand, was the public sector’s swing of DM 13 milliard from
deficit to surplus, which was accompanied by a marked reduction In recourse
to the capital market and an improved position vis-a-vis the banking sector.
As to the credit institutions, deposits rose vigorously but loans went up even
more, leading to a curtailment in their purchases of securities, The growth of
the money supply accelerated from 7.5 per cent. in 1968 to 10.9 per cent.
last vyear,

On the securities market, net issues declined from DM 26 milliard in
1968 to DM 21.4 milliard in 1969. Industrial enterprises relied principally on
share issues. As to bond issues, the public sector virtually withdrew from the
market, while credit institutions borrowed less than in 1968. On the other
. hand, German participation in international issues, together with conventional
foreign issues on the domestic market, rose from DM 5.2 milliard in 1968 to
DM 6.2 milliard in 1969, or from 20 to 27 per cent. of total issues. As from
May 1969 the banks’ informal capital-market committee limited DM issues
by foreign borrowers, initially fixing a monthly ceiling of DM 500 million but
later reducing it to DM 300 million. Taking both domestic issues and net
transactions with foreigners in bonds and shares, which together came to
DM 26 milliard, the share of new capital raised by foreigners on the German
securities market amounted to 45 per cent.

In 1970 the authorities intensified their efforts to contain the boom and
to limit long-term capital outflows. In March, in the absence of further fiscal
action to reinforce the government measures taken in January, the Bundesbank
raised the discount rate from 6 to 7% per cent. and the lombard rate from
9 to 9% per cent. At the same time, to ward off short-term inflows, marginal
reserve requirements of 30 per cent, were imposed on liabilities to non-
residents, Bank credit grew somewhat less fast, but the money supply at
end-March was 14.6 per cent. higher than a vyear earlier, partly because of an
interest-rate-induced shift from longer-term deposits. In the first quarter net
bond issues were well below their level in the corresponding period of 1969,
At the same time foreign recourse to the German new issues market was
brought temporarily to a standstill, but in April issue activity was resumed

on a modest scale:
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Italy. Over the first seven months of 1969 the authorities kept on a
course of relative monetary ease. A key element of policy was still the
stabilisation of long-term interest rates, the purpose being to encourage fixed
investment and the flow of funds to the capital market. Already in late 1968,
however, this policy had been running into difficulties. With interest rates
rising abroad, the outflow of long-term capital accelerated from the autumn of
1968 up to the summer of 1969, leading to a steady loss of official reserves.
The resulting pressure on bank liquidity appeared mainly in the guise of
stronger credit demand rather than in a loss of deposits.

The monetary authorities, assuming the external strains to be temporary,
took measures up to July both to maintain basic monetary ease and to limit
net capital outflows. In this period bank liquidity was adversely affected not
only by the external deficit but also by a decline in the net outflow of funds
from the Treasury, largely as a result of reduced lending for public investment.
To some extent these pressures were eased by a curtailment, compared with
the same period of 1968, in sales of Treasury securities on the capital market.
In addition, the banks were asked in late March gradually to reduce their
positive foreign position — then showing net assets of about $750 million —
to one of balance by mid-1969. And, as another source of funds, the banks
limited their seasonal repayment of debt to the central bank. Largely for
external reasons, while keeping the official discount rate unchanged at 3% per
cent.,, measures were taken to limit excessive recourse to central-bank credit.
In March repeated recourse by banks to the Bank of Italy for loans against
securities was made subject to penalty rates of up to 1% percentage points
above the discount rate, and in late June similar rates were applied to
rediscounting beyond certain limits. In April operations of foreign investment
funds in Italy were made subject to the proviso that haif the portfolio should
consist of Italian securities. In addition, the banks were forbidden for the
time being to participate in consortia for foreign issues.

In August, with heavy capital outflows persisting and price trends
beginning to cause concern, the authorities shifted clearly towards monetary
restraint. The official discount rate was put up from 3% to 4 per cent.,, and
the penalty margins of 115 percentage points for rediscounts and lombard
advances were retained, What is more important, given that central-bank
credit in Italy is discretionary, the Bank of Italy adopted a restrictive attitude
in its lending to the banks. In these circumstances-the banks sold bonds and,
as the Bank of lialy gave only limited support to the market, long-term yields
rose, moving up from about 612 per cent. in July to some 8 per cent. at
the end of the year. : '

The credit institutions’ domestic loans increased fairly evenly over the
year, rising by Lit. 3,140 milliard, or about 15 per cent.,, against 10% per
cent. in 1968, The growth of total deposits, on the other hand, dropped off
from a rate of 1314 per cent. In 1968 to 12 per cent. last year. Though in
absolute terms the rise in deposits, at Lit. 3,665 milliard, exceeded that in
loans, the difference was more than absorbed by the normal increase in



compulsory reserves. What gave ground was the credit institutions’ net
purchases of securities, which declined from Lit. 1,535 milliard In 1968 to
Lit, 1,200 milliard in 1969.

Net capital issues amounted in 1969 to Lit. 4,025 milliard, compared
with Lit. 3,565 milliard in 1968 and Lit. 2,825 milliard in 1967. Bond issues
on behalf of the Treasury and by special credit institutions were higher than
in the previous year, and private share issues went up too. But whereas in
1968 the Bank of Italy had purchased bonds only in the amount of Lit. 220
milliard, last year it had to take in Lit. 1,215 milliard, mostly in the last five
months of the year. The volume of new issues purchased by the banks and
the public dropped off to Lit. 2,810 milliard from Lit, 3,345 milliard in the
preceding year.

In the early months of 1970, with the economy slowly recovering from
the previous autumnn’s disruptive events, new measures were required to
stem the outflow of capital. In February, together with a shortening of
payments terms in external trade, it was laid down that bank-note remittances
from abroad must be made directly to the Bank of Italy in Rome. Then, in
early March, the official discount rate was adjusted upwards from 4 to
5% per cent., with the supplementary margin of 1% percentage points for
excessive borrowing being retained. Soon afterwards long-term interest rates
moved to the neighbourhood of ¢ per cent. (tax-free to holder). These
changes have brought Italian rates closer to international levels.

France. In the spring and summer of 1969 new restraint measures, aimed
mainly at credit to the private sector, were taken to reinforce the budgetary
and credit restrictions introduced in November 1968. In May the quantitative
limitations on short-term bank credit were prolonged until the end of 1969,
the December ceiling being fixed at 107 per cent. of the September 1968
level. At the same time, the minimum down-payment on instalment pur-
chases was raised from 20-25 to 30 per cent. and the maximum repayment
period reduced, generally from 21 to 18 months. Furthermore, interest rates
on time and savings deposits were increased. In June the Bank of France
raised its discount rate from 6 to 7 per cent. Shortly afterwards, to help
check a rapid expansion of credits not covered by the ceilings, limits for the
year were placed on the granting of medium-term equipment and construction
credits eligible for rediscounting or for the mortgage market. On the other
hand, the authorities partially offset the sharp drain on bank liquidity resulting
from the external deficit by reducing reserve requirements in respect of tlrne
and savings deposits from 2.5 t0 0.5 per cent. as from late June.

Credit to the private sector continued to expand during the spring and
summer, though the large external deficit tended to slow down the growth of
the money supply. In the credit sphere, however, the August devaluation
implied the need for still more measures of restraint.” Soon afterwards hire-
purchase regulations were tightened again, with an increase in minimum
down-payments to 40 or 50 per cent. and a reduction In maximum.repayment
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periods generally to 15 months. Limits were placed on the long-term lending
of the Crédit National and the Crédit Agricole as well as on loans by the
Economic and Social Development Fund to public enterprises in the competitive
sector. Moreover, with the 1969 ceiling already exceeded, the granting of
medium-term rediscountable equipment credits was temporarily suspended.
Subsequently, in October, the Bank of France increased its discount rate to
8 per cent. In addition, the banks’ compulsory minimum holdings of medium-
term paper were raised from 14 to I5 per cent. of deposit liabilities, and
rediscounts of such credits granted as from the beginning of November were
confined to paper maturing within two years. New ratios for financial institu-
tions, limiting their granting of mainly long-term non-rediscountable credits in
relation " to their own funds and long-term liabilities, were introduced in
November,

Under the influence of these measures, and of the changed climate
resulting from the franc and DM parity adjustments, total credit-granting to
the private sector slowed down considerably towards the end of the year, and
the growth of time and savings deposits accelerated. In 1969 as a whole,
money and quasi-money rose by 6.3 per cent., compared with 11.6 per cent.
in 1968, Sight deposits, which had expanded by 1r per cent. in 1968,
showed little net increase last year. On the other hand, an acceleration in the
second half of the year brought the growth in quasi-money to 24 per cent.,
or the same rate as in 1968. The expansion of bank credit to the private
sector dropped to 11.7 per cent. in 1969 from 21.3 per cent. in 1968. Credit
from the banking system to the public sector (including special housing loans)
also increased less, rising by Fr.fr. 3.5 mulliard in 1969, compared with
Fr.ir. 5.4 milliard in 1968. The banking system’s net foreign assets declined
by Fr.fr. g.3 milliard, following a reduction of Fr.fr. 15.7 mulliard in 1968.
The decline was associated largely with losses - of official reserves, but In
addition the banks brought their net foreign positions into deficit in order to
comply with regulations introduced in late 1968 and early 1969.

A substantial reduction in the government’s budget deficit was achieved
in 1969. In the last quarter, when the balance of paymenis moved into
surplus, Treasury financing operations contributed to keeping bank hguidity
under strain. The banks’ rediscounting with the Bank of France and the
specialised credit institutions increased by Fr.fr. 10.5 milliard in 1969. On the
money market greater emphasis was given to interest rate policy in regulating
bank liquidity and the Bank of France’s intervention rates were adjusted
closely in line with trends in interest rates abroad. The rate on day-to-day
money increased by 2 percentage points during the year.

Mainly because of sharp rises earlier in the year, total medium-term
rediscountable credits and long-term loans both grew by about 18 per cent.
in 1969, whereas short-term credits, which were subject to limitation throughout
the year, increased by only 4 per cent. Lending to the economy by the
specialised credit institutions and the finance institutions expanded by 12.3 per
cent. in 1969, or somewhat faster than bank credit.



The private sector also borrowed considerably more funds by way of
security issues in 1969, On a rising market, issues of shares more than
doubled, going up from Fr.fr. 3.6 milliard in 1968 to Fr.fr. 7.5 milliard in
1969. Including issues of nationalised industries, private-sector bond issues
expanded from Fr.fr. 5.8 to almost 7.0 milliard. This increase was facilitated
by a net retirement of securities by the government and a decline in issues
by the rest of the public sector. Total net domestic bond issues came to
Fr.fr. 6.4 milliard, compared with Fr.fr. 5.7 milliard in 1968. Influenced by
the interest rate policy applied for new issues, market yields rose slowly
during most of the year. Mainly as a result of increases in early 1969 and of
a renewed upward tendency towards the end of the year, yields were typically
1 percentage point higher in December 1969 than a year earlier.

The government’s budget proposals for 1970 provide for a restoration
of overall balance, Quantitative limits on the expansion of short-term bank
credit and rediscountable medium-term credit were prolonged until the
end of June 1970. Since February, when the ceilings were placed on a
statutory basis, credit institutions exceeding the limits have been required to
lodge non-interest-bearing deposits with the Bank of France for a minimum
term of one month. On the other hand, in March certain foreign currency
loans for use abroad were exempted from the credit ceilings and an increase
of up to 1% per cent. per month in short-term export credits was permitted
outside the general credit-granting limitations. Consumer-credit regulations were
eased very slightly in January and again in the spring. At the end of April
the limitations on certain types of medium and long-term credits were
liberalised; in particular, the ceilings on the expansion of medium-term
rediscountable equipment credits in the first half of 1970 were raised, generally
from 6 to 8 per cent. However, to help offset the liquidity effects of the
improved external balance, the ratio for banks’ mirnimum holdings of medium-
term paper was put up from 15 to 16 per cent.

Belgium. In the spring and summer of 1969 the monetary authorities
acted both to limit exchange losses and to keep credit expansion within
reasonable bounds. The official discount rate was raised from 4% to 6 per
cent, in three stages from March to May, and in early April limits were
imposed on banks’ spot positions in foreign cutrency drawn from the con-
trolled exchange market plus their advances on convertible franc accounts.
At the end of April a ceiling permitting an expansion of 14 per cent. for
1969 as a whole was placed on bank credit to enterprises and individuals,
including Belgian franc credits granted abroad. In addition, the National Bank
limited rediscounting by individual banks to 16 per cent., initially, of their
average resources in 1¢68 (including own funds but excluding interbank
accounts); this limit is subject to reduction in the case of lending beyond the
ceiling. Bills drawn on the National Road Fund maturing after the end of
September weré made ineligible for rediscounting. Further, for a period of one
year as from June, a minimum ratio was introduced in respect of holdings of
easily negotiable bank assets in relation to short-term Belgian franc liabilities.



In the summer, faced with -still higher interest rates abroad and with
currency uncertainties as well, the authorities raised the official discount rate
further to 7 per cent. in July and then to 7% per cent. in September. As the
limits on bank credit expansion proved to be generous relative to need, the
ceiling for the second half-year was reduced in the autumn so as to restrict
the expansion over the year as a whole to 11.2 per cent. At the same time,
the ceiling was extended to the first half of 1970 and, as before, similar
limitations were placed on credits approved by the public credit institutions,
the private savings banks and the insurance companies. In August, moreover,
the ceiling on bank rediscounting with the National Bank was lowered to
14 per cent. and in September it was announced that this limit would be
reduced progressively each month to 10 per cent. by end-March 1970.

As a result of expenditure economies and a cyclical rise in tax revenues,
the government’s net financing requirement fell from B.fr. 34.1 milliard in
1968 to B.fr, 28.1 milliard in 1969. As B.fr. 4.8 milliard was met from abroad,
whereas In 1968 net foreign indebtedness had been reduced by B.fr. 3.7
milliard, official recourse to the domestic market decreased by B.fr. 14.5
milliard. The government’s long-term domestic borrowing fell, and its net
recourse to the credit institutions, at B.fr. 20 milliard, though less than in
1968, again made a substantial contribution to domestic liquidity creation.

Although outflows of funds were a problem for much of 1969, there
was a substantial reflux towards the year-end, and for the twelve months as
a whole the net foreign assets of the banking system went up by B.fr. 8.6
milliard, following a declhine of B.fr. 11.0 milliard in 1968. This turn-round in
the balance of payments, together with higher enterprise profits and activation
of liquid balances, helped to damp down private-sector credit demand. With,
in addition, credit-granting by other financial institutions considerably greater
in 1969, the banking system’s lending to the private sector came to only
B.ir. 13.5 milliard, against B.fr. 25.6 milliard in 1968. Money and quasi-money
grew by 7.7 per cent., compared with ¢.5 per cent. in 1968; whereas currency
plus sight deposits fell off in the second half of the year, the growth of
quasi-money, to a large extent reflecting rising interest rates for time deposits,
accelerated from 15.7 per cent. in 1968 to 21.8 per cent. in 1969. An easing
of domestic activity and a capital reflux led towards the end of the vear to a
more comfortable liquidity situation. The rate on day-to-day money declined
from its peak of 7.48 per cent. in September to 6.07 per cent. in December,
at which level it was still about 23} percentage points higher than a year
earlier.

The government’s 1970 budget proposals, presented in Qctober, provided
for an overall deficit similar to that in 1969, but a programme of anti-
nflationary measures was announced in November following the DM revalua-
‘tion. This included selective reductions of tax rebates on exports, higher social
insurance contributions and a further tightening of hire-purchase controls. In
addition, limitations were placed on house-building authonsanons and on
government aid for private .investment.



In March 1970, with the utilisation of bank credit still well below the
ceilings and credit approvals beginning to accelerate, the existing cellings were
replaced by a new system limiting the increase in credit utilised during the
first nine months of 1970 to 5.5 per cent. for each bank. The expansion of
credit covered by the new limitations, together with that of export credit,
which was excluded from them, will be about equivalent to the actual rise
during the same period of 1969. The granting of credit In excess of the
limits is to be penalised by reductions in rediscount ceilings at least equivalent
to the excess. Export credits were made rediscountable outside these ceilings
~as from March, but the rediscount coefficients are to be reduced to ¢ per cent.
I two stages in June and September.

Netherlands, At the end of 1968, after two years of relative monetary
ease, the authorities had switched over to a policy of restraint, In view of
domestic price pressures and rising interest rates abroad, the Nederlandsche
Bank raised the discount rate from 4% to 5 per cent. in December of that
year. In addition, it reached agreement with the banks on a limitation of
short-term credit expansion which implied a 10 per cent. ceiling for 1969 as
a whole. Long and medium-term bank credit was to be kept in line with the
growth of longer-term resources.

In the spring and summer of 1969 the continued rise in interest rates
abroad, combined with strong domestic credit demand, led to two further
discount rate adjustments — to 5%, per cent. in April and to 6 per cent. in
August. But, as by mid-year the banks had considerably increased their net
foreign assets, financing them to an unduly large extent by borrowing from the
Nederlandsche Bank, they were requested in July to reduce their foreign
positions by 10 per cent. of a given base by the end of the year. After the
DM revaluation, however, when large flows of funds into the Netherlands
quickly eased financial tensions, the banks were again allowed to build up
their net positions abroad to 125 per cent. of the base-period figure. Short
and long-term interest rates increased by about 1% percentage points from
late 1968 up to October 1969 but then eased off over the remainder of the
year,

For 196¢ as a whole the public sector’s financial deficit came to just
over Fl. 4 milliard, or approximately the same as in 1968. Hence the growth
of credit demand stemmed largely from the private sector, where financing
needs continued to expand vigorously.

In an environment of rising interest rates, the pattern of the flow of
funds changed considerably last year. The net volume of funds coming onto
the capital market, at Fl. 9.8 milliard, was practically the same as in 1968. An
increase of some Fl. goo million in flows from institutional and private investors
was approximately offset by a decline in investment by banks, On the demand
side, the central government stepped up its borrowing, which rose from
Fl. 1.3 to 2.2 miliard, while the private sector and local authorities had
telatively greater recourse than before to banks and the money market.




In line with the credit ceiling, the growth of short-term lending to the
private sector fell to 10 per cent.,, or half as much as in 1968. On the other
hand, medium and long-term bank credit increased by Fl 1.4 milliard, against
a rise of Fl 0.3 milliard in 1968, so that total bank lending to the private
sector went up by 17 per cent., or just I percentage point less than in 1968.
Thanks to the government’s greater recourse to the capital market, bank
credit to the public sector expanded by only 8 per cent., after rising by
12 per cent. in the preceding year.

The growth of the money supply, together with quasi-money held with
the credit institutions, was cut back from 14 per cent. in 1968 to 10.5 per
cent. last year, though the banks' longer-term resources continued to grow at
a relatively fast rate. In the vear to January 1970 the banks' indebtedness to
the Nederlandsche Bank went up by about Fl. ¢.5 milliard, which was well in
excess of the improvement in their net foreign position.

For 1970 the ceiling on short-term bank credit has been extended on
essentially the same basis as in 1969. In the early months of the year the
domestic capital market began to tighten again, and long-term interest rates
moved up approximately in line with those on the international capital market.

Switzerland. In the first eight months of 1969 the authorities were
confronted with a marked acceleration in domestic credit expansion without
adequate means to cope with it. Though the Confederation’s budget again
produced a surplus, the control of bank lquidity rested Jargely on the
maintenance of relatively low interest rates and hence on capital outflows.
In the event, however, a rapid growth of deposits enabled banks to respond
generously to domestic credit demand as well,

At the beginning of September the monetary authorities reached a
gentleman’s agreement with the major banks on the principles on which
credit ceilings and marginal minimum reserve requirements could be applied
if necessary. Simultaneously a ceiling was imposed on total domestic lending,
with the permissible annual rate of expansion ranging from g to 1114 per
cent. depending on the individual bank’s previous rate of lending activity. In
the circumstances it was later decided not to proceed with legislative proposals
to widen the scope of the National Bank’s policy instruments.

At mid-September, following the trend in money-market rates, the
National Bank raised its discount rate from 3 to 334 per cent. Given the
attractiveness of Euro-currency rates, however, the banks tended to keep their
domestic liquidity to a bare minimum, while considerably increasing their
borrowing from the National Bank. Though capital outflows coupled with
domestic lending restraint were welcome, and official swap facilities were made
amply available at balance-sheet dates, the Natiopal Bank disapproved of the
excessive use of its facilities for interest arbitrage. Reaffirming the temporary
and exceptional nature of these facilities, it arranged with the large banks
ceilings on their central-bank borrowing for the rest of the year.
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Domestic credit, which in 1968 had expanded by 8.4 per cent., was at
the end of August 1969 12.7 per cent. above the year-earlier level. However,
the credit ceiling brought the growth down to 12.3 per cent. for the year as
a whole. Most of the rise was accounted for by business loans; the increase
in mortgages was relatively subdued, amounting to 8 per cent. Deposits again
went up by about 20 per cent., reflecting mainly 2 large expansion in time
deposits, both resident and non-resident. '

Net issues of securities totalled Sw.fr. 5.7 milliard, Sw.fr. 0.2 milliard
more than the vyear before, with a rise of Sw.fr. 0.5 milliard in share issues.
Net bond issues declined by Sw.fr. 0.4 milliard to Sw.fr. 3.3 milliard. The
share accounted for by foreign borrowers remained almost unchanged at just
under one-quarter. Although yields increased by around I percentage point -
during the year (those on the Confederation’s bonds reached 5.4 per cent. at
the year-end), subscriptions were not always satisfactory Up to September the
bank supervisory committee generally approved all issue apphcatlons, but after
that it became more restnctwe

In January 1970, as part of a broader stabilisation programme, the rate
of permissible credit expansion was reduced by 15 per cent., giving an annual
growth rate of 7.65-9.75 per cent. Since domestic credit at end-February 1970
was 13.3 per cent. above the year-earlier figure, a sizable deceleration was
called for. Authorisations for new bond issues in the first quarter were at
about the same level as in the corresponding period of 1969; however, the
share of foreign issues declined considerably, and in May such issues were
suspended for an unspecified period. Interest rates continued to rise; the
banks' private discount rate and the rate on time deposits were raised by
half a percentage point to 5% and 512 per cent. respectively, while the rates
_ on cash certificates were increased generally by a quarter of a percentage point.
Swiss interest rates are still well below those ruling elsewhere, and the ceiling
on bank credit is a detetrent to the repatriation of bank assets held abroad.
Continued buoyant expansion, however, could lead to an unwanted repatriation
of funds by industrial firms.

Austria. Economic activity picked up considerable speed in the course.of
1969, but capacity limits were not approached until nearly the end of the
year. Led by exports, expansion gained support from domestic demand as time
went on. Industrial production was on average 11.4 per cent. higher than in
1968 and real gross national product went up by 6.4 per cent. Wages rose
more or less in line with productivity, but their growth accelerated somewhat
after the turn of the year.

With an external surplus — though a reduced one — continuing to feed
bank liquidity, lending by credit institutions increased by Sch. 23.3 milliard,
compared with Sch. 14.3 milliard in 1968. This expansion, however, was
associated with a major shift away from foreign borrowing, which had totalled
Sch. 5.7 milliard in 1968 and did not increase at all in 1969. The retreat from
foreign borrowing, which had been largely at long term, was ascribable to
tight money conditions abroad as well as to exchange rate uncertainties.




_ With regard to Austrian credit institutions, the expansion of domestic

bank credit, at 16.7 per cent., was 6 percentage points greater than in 1968
and ran ahead of the growth in total deposits and bank bonds, which went
up by 14.4 per cent, or 3 percentage points more than in 1968. Deposits
of mote than 2% years’ maturity were made more attractive to savers by new
rates ranging up to §% per cent., and the banks’ bond issues were quite large.
At the same time banks increased their holdings of government short-term
paper somewhat more than in 1968 and further built up their pet foreign
position. To help accommodate these changes, the banks ceased to purchase
securities and, more Important, had extensive recourse to borrowing from the

central bank.

Net bond issues amounted to Sch. 4.3 milliard in 1969, compared with
Sch. 3.1 milliard in 1968. Yields on government bonds edged up slightly, to
reach 7.6 per cent. at the end of 1969. Sales of domestic and foreign
investment fund certificates were substantial, and the latter, in so far as they
were denominated in foreign currencies, were made subject to special approval
by the National Bank.

Over most of the year monetary policy remained relatively easy. In the
first part of the year, when exchange rate considerations caused Austrian
borrowers to shift from foreign to domestic sources of funds, the National
Bank provided ample borrowing facilities for banks and also lowered minimum
reserve requirements by 1% percentage points to 8% per cent. for sight
deposits and 5%—6% per cent. for time and savings deposits. In September,
by which time domestic business activity had become quite strong, the National
Bank raised its discount rate from 334 to 4% per cent. and put up its
rate for lending against securities, previously on a split basis, to a uniform
5% per cent.

The revaluation of the Deutsche Mark forced new policy choices.
Largely on the grounds that the Austrian balance of payments was considered
to be roughly in equilibrium, revaluation was rejected. Instead, the authorities
inttoduced a stabilisation package which included, in addition to selective
measures to stimulate imports, an increase in reserve requirements of 1 per-
centage point to 9% per cent. for sight deposits and 61%—7% per cent. for
other deposits.

In January 1970 the National Bank raised its rates by a quarter of a
percentage point to § per cent. for rediscounts and 5% per cent. for advances
against securities to act as a warning against over-expansion of the economy,
and in February absorbed some Sch. 11 milliard of liquidity by placing cash
certificates of its own with the banks. In these months demand and cost
pressures increased, and the balance of payments moved into deficit.

Sweden. A shift to credit restraint commenced in February 1969 with a
rise in the Riksbank’s discount rate from 5 to 6 per cent. Subsequent measures
aimed at bringing bank liquidity under better control and strengthening the



demand for bonds, while checking outflows of funds. Thus, in March bank
liquidity ratios, hitherto informal, were made legally binding and an interest
penalty of 4 per cent. on any shortfall was infroduced. Liquid assets were
defined broadly, as before, to include government and housing bonds, but the
eligibility of banks’ foreign currency claims on banks abroad was limited. In
addition, the savings and insurance organisations and the National Pension
Fund undertook, in agreements with the Riksbank, to invest two-thirds of
the increase in their total assets 1n 1969 in cash and government bonds and
in housing.

In splte of these changes and of an external deficit which reduced bank
liquidity, the commercial banks increased their advances to the business sector
in the first half of 1969 by S.kr. 2.7 milliard, compared with S.kr. 1.9 milliard
in the first half of 1968. But their indebtedness to the Riksbank rose strikingly
to a peak of Skr. 3.1 milliard in June, against Skr. 0.6 milliard in June 1968.

In these circumstances further restraints were forthcoming. In July the
Riksbank increased its discount rate to 7 per cent. and instructed the banks
to place with it on non-interest-bearing account the equivalent of 1 per cent.
of their principal liabilities, with deficiencies being subject to a penalty of
discount rate plus 3 per cent. Moreover, for the first time, gquantitative limits
were placed on the borrowing of individual banks from the Riksbank. These
hmits were to be adjusted to take account of the progress of each bank
towards a cut-back in lending other than for housing (whlch was covered by
separate agreements) to beginning-of-1969 levels.

Commercial-bank credit to the business sector contracted sharply in the
second half of 1969, and the increase for the whole year came to only
S.kr. 0.8 milliard, compared with S.kr. 3.3 milliard in 1968. There was a net
reduction in commercial-bank loans for housing, in conjunction with funding
through increased purchases of mortgage bonds by other financial institutions.

Sweden: Net credit flows.

Borrowers
Lenders Yoars Govern- Local Housing | Business Total
ment authorlties sector soctor )
in millions of Swedizgh kronor
Rikgbank . . .. ... ... ... 1968 1,230 10 110 25 1,375
’ 1869 1,505 - — 10 — 15 1,480
Commercial banks . . . . . . . .. 1968 255 95 2,000 3,320 5,670
1969 1,525 . 1) 1,180 795 3,600
Other banks . . . . . . . ... .. 1966 510 &50 2,085 975 4,230
. 1969 i5 E10 2,650 535 3,610
Public ingurance institutions . . . 1968 835 ADB 2,780 1,885 5,600
1969 590 805 2,815 1,600 5,610
. Private insurance instifutions . . . 1968 180 118 880 600 1,795
1969 — 280 185 1,350 630 1,850
Others. . . . v v v v v v v v v 0 s 1868 656 55 -] 410 1,125
’ 1969 435 - 25 —_ 680 1,085
Total . . ... ....... 1968 3,370 1,415 7,875 7.218 19,885
19889 3,785 1,345 7.885 4,225 17,245




Commercial banks themselves purchased more housing bonds and government
securities in order to fulfil the liquidity requirements, particularly as their net
foreign assets declined after September.

The government’s cash deficit rose from S8.kr. 3.4 milliard in 1968 to
S.kr. 3.8 milliard in 1969, the change being more than accounted for by
an Increase in lending for housing. At the same time, through debt-management
operations in the long-termm market, the monetary authorities withdrew funds
totalling some S.kr. 2 milliard, compared with about S.kr, 1.5 milliard in 1968.
Over most of 1969 bank indebtedness to the Riksbank remained consistently
higher than in 1968, but a repatriation of funds from abroad helped the banks
to reduce it to S.kr. 880 million in December, compared with Skr. 850 million
a vyear earlier.

The increase in total net lending declined from Skr. 19.9 milliard in
1968 to Skr. 17.2 milliard in 1969, in conjunction with an even sharper
decrease in overall borrowing by the business sector both from banks and by
means of bond issues. Little change occurred between 1968 and 1969 in the
total volume of funds raised by the housing sector. There was, however, a
substantial increase in issues of mortgage bonds, facilitated by the investment
ratios applying to financial institutions. Outside the bankmg sector the total
flow of funds declined very slightly in 1969.,

By early 1970 the private sector’s liquid balances had been reduced
considerably but, with inflationary pressures still strong, steps were now taken
to support credit restraint by a tighter fiscal policy. The government’s budget
for the year beginning July 1970 provided chiefly for a significant switch from
direct to indirect taxation to take effect mainly as from Jahuary 1971. But the
value added tax on most durable consumer goods was increased from 10 to
14 per cent. as from February 1970, whilst in April a postponement of
government orders was announced and an investment tax, similar to that in
effect in 1967 and 1068, was introduced on new non-priority construction
between May 1970 and July 1971. Moreover, by agreement with the Riksbank,
the commercial banks undertook as from May to limit their total credit-
granting other than for housing by December 1970 to 104 per cent. of the
end-196¢ figure. Finally, the terms of access to central-bank credit and the
rate of interest payable on deposits with the Riksbank have been made
dependent on the extent of compliance with the liquidity ratios, the credit
ceiling and housing credit guide-lines.

Denmark. In the spring of 1969, with industrial exports, consumption,
business investment and housing all rising strongly, economic expansion accel-
erated and the external current account went further into deficif. The National-
bank’s discount rate was raised from 6 to 7 per cent. in March, and after
a major exchange crisis had developed it was put up to g per cent. in May.
In addition, to strengthen the budget, the government announced cuts in
public expenditure and increases In excise taxes. Shortly afterwards, the
Nationalbank concluded agreements with the commercial and savings banks



providing for increases in the banks’ reserve deposit commitment from 10 to
20 per cent. in respect of the growth of their deposit liabilities between
September 1968 and April 1969 and to 30 per cent. in respect of deposit
growth thereafter. The banks were permitted to invest the tied funds in a
wider range of bonds but the scope for meeting the requirement by placing
funds abroad was reduced. In addition, the banks undertook to keep the
growth of total lending within Jimits consistent with a balanced growth of the
economy.

Foreign exchange holdings were bolstered by loans from abroad, by the’
activation of central-bank swap facilities and by an IMF drawing. But as
domestic demand continued to expand and credit-granting accelerated, the
banks were asked to check construction lending and in the autumn further
steps were taken to restrict liquidity. In September the Nationalbank, which
had previously sought to moderate the rise in interest rates, suspended bond-
market operations altogether, and i1t was agreed to cancel the reduction
scheduled for November in the banks’ marginal liquidity reserve ratio. Over
the whole of 1969 D.kr. 880 million of commercial and savings-bank funds
was absorbed by the growth of required reserves. Moreover, the government’s
growing budget surplus helped to absorb liguidity.

Reflecting the strength of credit demand, the commercial and savings
banks expanded their private-sector claims by 15 per cent. in 1969, compared
with 9l per cent. in 1068, Money and quasi-money grew by 10l per cent.
in 1969, appreciably slower than in 1968, Although the commercial banks’
deposit growth slackened to 11 per cent. from nearly 17% per cent. in
1968, they accelerated their loans to the economy by curtailing security pur-
chases and by running down part of the liquid assets accumulated in 1968 —
especially net foreign assets. Moreover, their borrowings from the National-
bank, which had been reduced by D.kr. 206 million in 1968, rose by D.kr. 684
million in 1969.

The private sector, particularly the building-credit institutions, borrowed
much more on the capital market in 1969. Total domestic security issues came
to D.kr. 8.238 milliard, compared with D.kr. 6.86 milliard in 1968 and D.kr. 4.50
milliard in 1967. Bond purchases by the Nationalbank occurred mainly in the
first quarter and for 1969 as a whole were less than in 1968. The banks also
reduced their acquisitions of bonds, but placements with other investors
increased, particularly in late 1969. Bond yields eased a little after October,
but at the end of the year the yield on first mortgage bonds stood at about
10 per cent. In December new measures to stabilise the bond market were
aimed mainly at curbing borrowing by local authorities and the construction
sector. '

Average hourly earnings in the private sector accelerated to 1I per cent.
in 1969 and the wage-regulating price index, which is calculated net of indirect
taxes, went up by 5.4 per cent., against only 2.7 per cent. in 1968, Much
of this increase came after mid-year, when the general price controls imposed
after devaluation in November 1967 were lifted. Income-tax rates for 1970,



the first. year of the withholding system, were fixed so as to increase revenue
from this source substantially, and the government's xg70—71 budget proposals
provide for a cash surplus of D.kr, 1.5 milliard.

In March the government ordered that no new government building or
construction projects be commenced before October 1970. Moreover, in an
agreement with the Nationalbank, the banks undertook to avoid for six months
any net increase in loans other than social housing credits, which were already
subject to special conditions, Further proposals in May included a price stop
for services and an increase from 12%% to 15 per cent. in the value added tax.

Norway. Rising exports led a resumption of growth in early 1969, and
the upswing gained momentum in the spring and summer with a strong
expansion of private and public consumption.

Credit policy was aimed at encouraging growth based on large-scale
investment projects by facilitating bond financing. On the other hand, it
sought to limit the rise in commercial and savings-bank lending in 1969 to
N.kr. 1,800 million, or to about the same amount as in 1968. But in the first
half of the year commercial-bank lending expanded strongly and the recom-
mended ceiling seemed likely to be substantially exceeded. In consequence,
the commercial banks’ required liquidity ratio was raised from ¢ to 11 per
cent. in two stages in June and July. :

At the end of September Norges Bank’s discount rate was raised from
3% per cent., at which level it had stood for fourteen years, to 4% per cent.
This step was taken partly in view of rising rates abroad, but it also took
account of the need for changes in discount-rate-linked rates, including those
on bank deposits and state bank lending as well as the interest rate payable
on most outstanding loan contracts. Moreover, it came at the same time as a
rise of one percentage point in rates on new bond issues. As a large increase
in the absorptive capacity of the bond market seemed necessary, particularly
in view. of the growing financing requirements of the state banks and a
temporary rise in the government’s budget deficit, the commercial and savings
banks  were required to invest 33 per cent. of the growth in their total
resources as from October in bonds, and a similar 40 per cent. investment
ratio was set for life assurance and pension institutions to take effect as from
January 1970. Moregver, the commercial banks’ required liquidity ratios were
raised further, those for larger banks to 12 per cent. for December and to
13 per cent. as from January ig7o.

The increase in commercial and savings-bank lending in 1960 came to
N.kr. 3,000 million, or 13 per cent,, considerably in excess of the year's target
and of the ¢ per cent. rise recorded in 1968. Banks also augmented their
bond. holdings, mainly in order to meet the higher reserve requirements. This
was achieved, despite a slow-down in the growth of deposits, largely by
increases in the banks’ foreign liabilities and their borrowings from the central
bank.



In January 1970 the turnover tax was replaced by a 20 per cent. value
added tax on consumption and a 13 per cent. tax on investment goods.
Accompanying fiscal measures, chiefly income-tax concessions and welfare
benefits, were designed to help equalise the burden of higher prices, and
price controls were imposed as from September 1969 until January 1970 to
prevent premature or excessive rises. But the government’s 1970 budget
proposals envisaged a total net borrowing requirement of N.kr, 3.2 milliard,
against N.kr. 1.7 milliard in 1969, with the increase attributable mainly to
changes in early 1970 in the timing of tax collections.

In these circumstances and with activity still rising, the restrictive credit
policy was supplemented by further temporary liquidity restraints. Between
February and April the banks were required to observe a minimum primary
liquidity ratio, while the required ratio for their total liquidity, including
holdings of government bonds, was temporarily raised for the larger commer-
cial banks from 13 to 15 per cent. Credit policy envisages keeping the increase
in commercial and savings-bank credit for the whole of 1970 to N kr, 2,050
million, or about 8 per cent.

Finland. The economic upswing, initiated by exports in late 1968, was
reinforced last year by a strengthening of domestic demand, particularly private
fixed investment. Policy continued to be conditioned by the stabilisation pro-
gramme of March 1968 in support of the 1967 devaluation. Most prices and
rents remained frozen, wage increases up to end-196g were limited to pro-
ductivity gains, and indexing arrangements had been generally abolished. The
aim of fiscal policy was to keep down expenditure, avoid tax increases and
reduce government domestic loan issues. In the monetary sphere, bank lending
rates were not to be raised in 1969, and early in the year the authorities
sought mainly to moderate the liquidity effects of the external surplus.

Exports continued to advance and, partly reflecting an earlier liberalisa-
tion of hire-purchase terms, consumption went up faster. Though price con-
trols over certain goods were relaxed, wages rose only moderately and thus
helped to keep prices fairly stable. Imports accelerated, however, and by the
autumn strains on resources began to threaten. The action required seemed
to be to check the rapid expansion of credit to the private sector. In
September the Bank of Finland concluded an agreement under which each
credit institution undertook to limit the increase in its lending to go per cent.
of the growth in its deposit liabilities. Moreover, banks' rediscounting quotas
with the Bank of Finland were reduced to 85 per cent. of their previous
level as from October and to 75 per cent. as from January 1970.

In conjunction with the economic upswing, bank credit to the private
sector expanded by 1415 per cent. in 1969, compared with only 6% per cent.
in 1968, This was slightly faster than the growth of money and quasi-money,
which rose by 13 per cent. following an increase of 1214 per cent. In 1968:
On the other hand, the government’s position vis-a-vis the banks improved,
and the banks also drew upon their liquid reserves. This helped them not



only to grant more credit to the private sector but also to reduce their net
foreign liability position. At the end of 1969 the banks’ net mdebtedness to
the central bank was a little less than a year earlier.

In September the provisions of the stabilisation agreement, including
price controls and wage restraint, were extended until the end of 1970. In
line with the agreement, no tax changes were proposed in the government's
1970 budget but expenditure restraint was to continue. To enable more
effective fiscal restraint, the government decided towards the end of 1969 to
establish a reserve through which budgetary funds could be paid into a
blocked account at the Bank of Finlahd during an upswing, and released
later in a recessionary period. It was proposed that inpayments should
commence as from the first quarter of 1970. In addition, the government
concluded agreements under which industrial groups undertook progressively
to set aside some F.mk, 400 million during 1970 and early 1971. Most of
these funds will be placed in counter-cyclical deposits with the Bank of
Finland, subject to release at the government’s discretion or at the latest in
three stages between 1972 and 1974, As from April 1970 the commercial
banks’ rediscount quotas were reduced to 65 per cent. of the September 1969
level. But in view of the more effective control over spending made possible
by the counter-cyclical policy measures, the 9o per cent. limitation in bank
credit-granting was discontinued.

Spain. The slow-down in economic activity after devaluation in 1967 was
followed by a recovery in 1968 and a full-scale boom in 1969. The growth of
the gross national product, at 8 per cent. in real terms, was almost double
that in 1968. Investment showed a steep rise and private consumption followed
close behind, contributing to an external current-account deficit substantially
larger than in the previous year. As wages and prices remained subject to
government control, the cost-of-living index showed only a moderate increase
of 3.5 per cent., though it accelerated towards the end of the year.

Up to the summer credit demand was very strong, while high interest
rates abroad tended to draw short-term funds from Spain, mainly via changes
in terms of payment. In July the official rediscount rate was therefore raised
to a uniform 5.5 per cent. from a split base of 5.1 and 4.5 per cent. for
financial and commercial bills respectively. This was accompanied by a general
recasting of interest rates, and lending and deposit rates, except those for
sight deposits, were linked to the official rediscount rate.

Credit institutions’ lending to the private sector (including purchases of
industrial securittes), after recording a large rise of 21.3 per cent. in 1968,
accelerated further to a twelve-month increase of 24.1 per cent. by September
1969. At this point a ceiling was imposed on bank credit, which helped to
bring the expansion of lending to the private sector down to 21.6 per cent.
for the year as a whole. Moreover, thanks to an improvement in the govern-
ment’s budget, the credit institutions’ lending to the public sector rose by
only 7.6 per cent., against 20.3 per cent. in 1968. Up to the late summer



money and quasi-money expanded at a rate of about 20 per cent. per annum.
However, as a result of a deterioration in the external position, combined
with credit restriction as from September, the growth of money and quasi-
money for 1969 as a whole came to 18.8 per cent., or the same rate as in
the preceding year. During the year private banks’ liquid assets fell from
10.3 to 7.4 per cent. of their total deposits, and their unutilised rediscount
margins narrowed considerably.

Late in 1969, after rising imports had brought about a sharp decline in
foreign exchange reserves, the government introduced a scheme requiring a
20 per cent. six-month non-interest-bearing deposit in respect of all imports.
In addition, to curb private consumption, hire-purchase terms were tightened.

In early 1970 the external situation improved and monetary reserves rose.
As from the beginning of the year wage control was relaxed, so that only
annual wage contracts providing for increases above 6.5 per cent. (or, for
longer-term contracts, 8 per cent.) now require authorisation. To counteract
price pressures, the government announced a 10 per cent. cut in planned
budget expenditure authorisations in 1g70. In March the rediscount rate was
raised by one percentage point to 6.5 per cent.

Portugal. Last year industrial output expanded faster than in 1968, but a
decline in agricultural production kept overall growth to modest proportions.
Exports went up somewhat and, although public investment rose, consumption
seems to have provided the main stimulus to expansion. Imports turned up
sharply, and their higher prices, together with a faster increase in industrial
wages, caused domestic prices to rise more rapidly.

The government’s total ordinary and extraordinary expenditure 1is
estimated to have gone up by some 10 per cent., or at approximately the
same rate as in 1968, but there was a considerable rise in 1969 in expenditures
related to the Development Plan and on other investments. A good outturn
in tax revenue helped to improve overall budget results,

The banking system’s credit to the private sector expanded by 22 per
cent. in 1969, compared with about 16 per cent. in 1968. Credit-granting by
other financial institutions also seems to have increased at a faster rate. As
there was apparently no general acceleration in fixed investment, new credit
was mainly used to finance various short-term needs and an accumulation of
liquid balances. Money and quasi-money went up by over 17 per cent.,
compared with about 13 per cent. in 1968. The rise in official exchange reserves
contributed less to the liquidity of the economy in 1969; the commercial
banks improved their net exchange positions, while borrowing more from the
central bank and reducing their free liquidity.

The: government’s 1970 budget envisages a growth of 13 per cent. in
total expenditure, reflecting a considerable rise in investment, and also increases
in public service salaries as from January. Chiefly as a result of certain fiscal
improvements, total revenue will go up sufficiently to keep the budget in



overall surplus. In view of higher interest rates abroad, and as a step primarily
to foster savings rather than to check credit expansion, the Bank of Portugal’s
discount rate was raised from 3 to 3% per cent. in April 1970,

Yugoslavia. When at the beginning of 1969 it was recognised that the
acceleration of economic activity might go too far, monetary policy was used
to slow down the rate of expansion. In the first quarter minimum reserve
requirements were increased from 3o to 32 per cent., following a rise from
.25 to 30 per cent. in November 1968. Special credits granted by the National
- Bank to other banks were decreased by an amount equivalent to the effects
of a rise of 1 percentage point in reserve requirements. Moreover, the banks
had to transfer to the National Bank the obligatory deposits importers were
required to place with them 3o days prior to actual payment. Finally, a
20 per cent. minimum down-payment for consumer goods was introduced.
These measures were generally aimed at withdrawing excess liquidity from
the banks but also at making room for additional selective discount credits to
‘be granted by the National Bank to other banks for the promotion of exports
and agriculture. :

The effectiveness of these measures was such that minimum reserve
requirements were brought down again to 30 per cent. in August. For the
year as a whole the money supply increased at the projected target rate of
12 per cenf., against a rise of 24 per cent. in 1968. The expansion in short-
term credits was slightly above the target rate of 16 per cent. and was
associated with the drain of funds stemming from a larger balance-of-
payments deficit. The growth of quasi-money and other liquid balances
further accelerated in 1969, so that total liquid resources, including the
money supply, went up by 17 per cent.,, compared with 19 per cent. in 1968,

The deceleration of money-supply growth decreased the liquidity of -
enterprises and thus led to inter-irm payment difficulties and restraint in
investment expenditure. This contributed to a slowing-down in economic
expansion in the last quarter of the year, though the effects in curbing increases
in prices and imports have been rather weak,



II. WORLD TRADE AND PAYMENTS.

The growth in the dollar value of world trade accelerated further in
1969. World exports went up by $30 milliard, or 14 per cent. — their highest
rate of increase in any year since 1951 —— as against a rise of $22 milliard,
or 11,5 per cent., in 1968. Allowing for higher prices, however, the volume
growth of world exports actually fell off from 13.5 to 10 per cent. At the
same time real economic expansion in the industrialised countries declined
from 6 to 5 per cent.

Intarnational trade.

Exports Imports " s ot
Areas | exports | imports
1967 1968 1969 1967 1968 1969 1969
In milliards of US dollars In percontages
Developed areas
Western Europe
EEC . ... . ... .. 86.1 54.2 75.8 55.1 ga2.1 5.7 18.0 22.0
EFTA . ... .. ... 29.2 3.5 6.3 3%.8 8.1 41.8 150 10.0 .
Other countries . . . . 6.1 6.4 7.8 10.1 10.5 12.4 17.5 18.0
Total .. ....... o1.4 102.1 119.6 101.0 110.7 130.0 17.0 17.5
United States . . . . .. ’ 316 4.6 8.0 28.7 356.5 385 9.5 8.5
Canada . .. ... ... 11.1 13.2 14.4 11.0 12.5 14.4 ?.5 150
dapan . ., 0., 10.5 13.0 16.4 11.7 13.0 15.0 23.5 15.5
Other areas' . . . . . . . 6.4 6.7 7.6 1.8 8.1 8.9 14.0 8.5
Tofal . ... R 151.0 169.6 195.7 160.2 179.8 206.8 5.5 i5.0 .
Develaping arsas .
Latin America . . . . . . 11.0 11.6 12.% 10.3 11.2 1241 8.0 8.0
Other areas . . . . . . . 28.6 31.7 34.8 31.4 33.8 35.8 9.5 5.0
Totabk . ... ... .. 39.8 43.3 47.3 41.7 45.0 47.6 ¢.0 §.0
Grand total®* . . . . ., 190.68 212.9 243.0 201.8 224.8 254.4 4.0 . 13.0

1 Australla, New Zealand and South Africa. 2 Represents roughly 90 per cent, of world trade, as the trade of
centrally-plannad aconomies is included only to the extent that it is reflected in the imports and experts of their
trade partners in the West,

Notwithstanding the increase in export prices, the 1969 growth in the
dollar value of international trade would have been somewhat less than it In
fact was had the slow-down in the industrialised countries’ economic growth
rate not been largely in the United States, where the propensity to import is
low. Thus, despite a reduction from 23.5 to 8.5 per cent. in the growth of
US imports between 1968 and 1969, the Increase in the rest of the world’s
exports accelerated from 12 to 15 per cent. The main impetus came from
continental western Europe, and especially the Common Market countries,



Main industrial countries: Growth of exports to different areas
(based on dollar values),

Exports to

Woestern Europe North Other Develop- .

Areas Years America Japan developed ing Total
EEC EFTA countries® | countries
in percentapes over previous year

EEC .. .... 1 1987 5.5 4.5 7.5 42.0 12,8 6.5 6.5
1968 18.0 7.5 28.8 8.0 5.0 12.0 4.8
1969 |~ 26.0 13.5 4.5 16.0 13.5 12.0 © o180
EFTA. .. ... 1967 | — 1.5 10.8 - 1.8 28.% 2.0 — 1.8 2.0
1968 10.0 6.0 18.0 a.0 2.0 10.% a.5
1969 18.5 15.0 4.0 20.5 15.5 18.0 15.0
North America . | 1867 3.0 7.5 12.0 18.0 - 2.5 1.0 85
1868 8.0 10.8 19.0 2.0 3.0 8.0 11.8
1969 14.5 4.0 14.0 18.0 6.0 4.5 8.5
Japan . . . .. 1967 - 8.0 38.0 1.5 —_ 1.5 10.6 1.0
1968 258.8 4.5 35.0 — 18.5 22,0 24.0
1869 41.0 ,—- 5.0 23.0 — ar.0 22.0 23.5%

* Including centrally-plannad economies.,

‘where the growth of imports accelerated from 12.5 to 22 per cent. The
developing countries’ imports, on the other hand, rose rather less than in 1968.

Looking at the country and area break-down of the 1969 increase in
world exports, Japan led the way with a growth rate of 23.5 per cent. That
country's sales to the United States increased less than in 1968, by 21.5 per
cent. as against 35.5 per cent,, but its exports to EEC countries rose much
faster, by 41 per cent. as against 25.5 per cent. After Japan, the EEC
countries put up the best performance, with an expansion of 18 per cent.
Much of this was in intra-area trade, the growth of which quickened from
18 to 26 per cent., but in addition the EEC countries practically doubled the
growth of their exports to the EFTA group. EEC exports to North America,
on the other hand, went up by only 4.5 per cent., compared with 28.5 per
cent.. the year before. EFTA countries’ exports followed a pattern rather
similar to that of the EEC group, but their overall growth rate of 15 per
cent. was somewhat lower.

In the United States, on the other hand, despite the slow-down in the
domestic economy and the intensification of boom conditions in a number of
European countries, the rate of expansion of exports did no more than hold
steady, in current dollar terms, at ¢.5 per cent. In volume, the growth rate
actually fell to 5 per cent. and the decline in the US share of industrialised
countries’ exports gathered speed. US exports to EEC countries and Japan
nearly doubled their rate of increase between 1968 and 1969, but the growth
of sales to the EFTA group and to the developing countries slowed down
substantially. The developing countries, too, did not share in the acceleration
of world trade. Their export growth rate was maintained at ¢ per cent. in
dollar terms, but in volume it slipped from ¢ to 6 per cent.

The turn-round of 5 percentage points between 1968. and 1969 In the
movement of the unit-value index of world expotts, from a decline of 1.5 to
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an increase of 3.5 percentage points, may be attributed to several factors.
Firstly, in 1968 there was the effect of the devaluation of sterling and certain
other currencies in November 1967, This not only tended to reduce the export
prices, expressed in dollars, of the countries concerned but also put some
competitive pressure on other countries. In 1969, the border tax on German
exports and the subsequent revaluation of the Deutsche Mark had the opposite
kind of effect, which was only partly offset by the devaluation of the French
franc. Secondly, there were quite marked increases in raw-material prices.
Between the third quarter of 1968 and the last quarter of 1969 the export-
price index for primary commodities rose by 6 per cent. and that for non-
ferrous metals by 28 per cent. And thirdly, larger wage increases may have
made firms in some countries less able to insulate export prices from unit-cost -
developments.

Looking at the development of export prices In the three major countries
where exchange rate changes have occurred since 1967, by the fourth quarter
of 1969 French prices were about the same in dollar terms as they had been
a year earlier, Germany’'s were up by 9 per cent., and those of the United
Kingdom had just begun to exceed the lével at which they had stood at the
time of devaluation.

Balances of payments.

Despite major shifts in individual positions, the combined current-account
surplus of the main industrial areas showed very little change in 1969. In
Europe, the fall in the Common Market's surplus from $4.1 to 2.3 milliard
was practically offset by a shift in the EFTA’s position from a $0.3 milliard
deficit to a $r1.2 milliard surplus. Japan's current balance, after its spectacular
improvement in 1968, strengthened by another $1.1 milhiard, whereas the
surplus of the United States and Canada combined dropped from $1.2 to
0.2 milliard and stood $7 milliard below its 1964 peak. North America has
thus ceased to play its former rdle as the main exporter of real resources —
a function which has largely been taken over by Europe and Japan.

After deducting the increase of $o0.2 milliard in official gold stocks,
transfers of goods and services from the main industrial countries to the rest
of the world in 1969 amounted to $5.7 milliard. Of thts amount, $2.3 milliard
represents the combined current-account deficit of other developed western
countries and $3.4 milliard that of the rest of the world — mainly developing
areas, In 1064, when the main industrial areas had the same combined
current surplus as in 196g, the current deficit of other developed areas was
$1.5 milliard and official gold stocks rose by $o0.6 milliard. In that year,
_ therefore, the main industrial countries’ current surplus vis-a-vis the rest of the
world was $3.8 milliard. In other words, despite the growth of their real
incomes since 1964 and the increase in prices, the current dollar value of
the main industrial countries’ transfers of real resources to other countries has

dedined.
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Balances of payments of the main industrial areas.

United
toms Years States™ Canada Japan EFTA EEC Total
in milliards of US dollars
Trade balance . . . . . 1967 + 3.8 + 0.8 + 1.2 — 4.4 + 4.8 + 5.9
182686 + 0.6 + 1.4 + 2.8 — 4.1 + 5.3 + 5.8
1889 + 0.7 + 0.9 + 3.8 - 3.2 + 3.8 + 6.0
Services . . . ... .. 1967 + 0.7 — 1.4 + 3.4 — Q.1 + 0.8
1968 + 0.7 - 1.5 - 1.5 + 3.8 - 1.2 + 0.3
1969 + 0.2 — 1.8 — 1.6 + 4.4 — 1.5 - 0.1
Current bafance . . . . 1967 + 4.0 — 0.5 — 0.2 —_ 1.0 + 4.5 + 6.8
1968 + 1.3 — 0.1 + 1. — 03 + 4.1 + 8.1
1969 + 0.9 — 0.7 + 2.2 + 1.2 + 2.3 + 5.8
Net capital movements . 1967 - 8.1 + 08 — 0.4 + 0.5 — 2.6 - 9.4
1958 - 3.3 + 0.5 _ + 0.5 - 5.9 — 8.2
1969 - 8.3 + 1.2 + 0.1 + .1 — 8.0 —13.9
Overall balange . . . . . 1967 — 4.1 + 0.3 — 0.8 — 01 + 1.9 — 2.8
1868 — 2.0 + 0.4 + 1.1 + 0.2 — 1.8 — 241
- 1969 - 5.4 + 0.5 + 2.3 + 1.3 — 6.7 - 8.0
of which

Changes in net official
resgrve position . 1967 - 3.4 - — o7 - 7.7 + 1.4 —_ 3.2
1988 + 1.7 + 0.1 + 0.9 — 1.7 — 2.6 — 1.6
1589 + 2.6 - + 0.8 + 0.9 — 4.4 — O.f

Changes in nel

short-term external
position of bantks . 1967 - 0.7 + 0.3 — 0.5 + 1.0 + O.5 + 0.6
1968 — 3.7 + 0.3 + 0.2 + 1.9 + 0.8 — 0.5
1969 — &0 + 0.5 + 1.5 + 0.4 - 2.3 - 7.

* For the sake of uniformity, the US balance of paymentis is here shown, contrary to the lquidity presentation,
with the changes in non-liquid liabilities to foreign official agencies and in the banks' short-term foreign assets
treated as monetary movemants.

If the overall current account showed little change last year, total reported
‘net capital outflows, which here exclude changes in the net short-term foreign
positions of commercial banks, rose sharply from $8.2 to 13.9 milliard. At the
same time, the combined net foreign liabilities of the banking systems of the
main industrial areas increased by $7.¢ mulliard. Both these developments were
heavily influenced by Euro-dollar flows. Thus, a considerable part of the
increased capital outflow from the United States reflected the movement of US
non-bank funds to the Euro-dollar market, while neatly the whole of the
increase in the US banks’ net short-term foreign liabilities consisted of Euro-
dollar borrowings. Part of the $9 milliard outflow from the EEC group may
also have passed through the Eurc-dollar market; of this amount, $2.3 milliard
was offset by repatriation or borrowing of short-term funds, again mainly in
the Euro-dollar market, by the banks in these countries.

The large increase in reported net capital outflows from the main
industrial areas brought their overall deficit up from $2.1 to 8.0 milliard.
This, of course, does not represent these countries’ combined payments deficit
vis-A-vis the rest of the world but has its counterpart in the increase of
$7.0 milliard in the net foreign liabilities of their banking systems. What
happened was that there were large-scale capital outflows from these countries
in the form of transfers of non-bank funds to the Euro-dollar market. Such
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funds were ultimately borrowed by banks, in this case banks in the United
States, so that the counterpart to the capital outflow is a financing item,
not a capital inflow.

Measured on the basis of the change in their combined net official
external assets, the main industrialised countries were practically in balance In
1969, against a deficit of $1.6 muilliard in the previous year.

* *
#*

United States. 1969 was a most unusual year for the US balance of
payments. Measured on the liquidity basis, there was a very large adverse
shift from a $o.2 milliard surplus to a deficit of $7.1 milliard, whilst on the
official reserve transactions basis the surplus increased from $1.6 to 2.7 milliard.
Neither of these indicators gives a true picture of the underlying external
payments situation in 1969. The official reserve transactions surplus, as
explained on page 118, exaggerates the actual improvement in the net reserve
position; and on the liquidity basis the recorded change of $7.3 milliard in
comparison with 1968 is even more misleading, Much of this change was due
to two factors, neither of which can be said to have represented a real
deterioration in the balance of payments. One was the discontinuation of the
previous practice of window-dressing the liquidity balance by encouraging
foreign official holders of dollars to transfer their assets from liquid to non-
liguid form. And the other was the substantial circular flow of funds which
is known to have occurred out of the United States to the Furo-dollar market
and then back again to the United States through the foreign branches of
US banks. If these two special factors are left aside, the deterioration in the
balance of payments was substantially smaller than is indicated by the change
in the liquidity balance.

The surplus on goods and services account declined by a further
$0.4 to 0.9 milliard, the lowest figure since 1959. This deterioration occurred
entirely in the services account, where, owing to the sharp rise in US interest
rates and in US bank borrowing from the Euro-dollar market, interest
payments to non-residents increased by $1.5 to 4.4 milliard. As a result of
this the net surplus on investment income account, despite a gain in earnings
on US foreign investments, decreased slightly for the first time since 1g52.
Net military expenditure rose by $o0.3 milliard and net travel expenditure by
$o.1 milliard. US travel expenditure abroad, after a period of relative stability,
rose by $0.4 milliard, or 12 per cent., in 196¢; but most of this was offset
by an increase in foreign travel expenditure in the United States.

The trade surplus (excluding military items) edged up only slightly,
from $0.6 to 0.7 milliard, perhaps limited by the dock strikes in early 1969.
With the general economic slow-down, however, it showed a clear tendency
to improve during the course of the year, reaching an annual rate of about
$1.8 milliard in the fourth quarter; in the first quarter of 1970 the annual
rate went up to $2.1 milliard.
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United States: Balance of payments.

19602 19702
ftems 1868 Year 1ot 2nd 3rd 4th 15t
quarter quarter fquarter quarter quarter
in millions of doltars
Merchandise trade
tf.0.b.)? .
Exports. . . . .. ... 33,600 38,485 7,480 9,600 2,580 2,830
Imports. . . . ... .. 32,975 35,795 7,580 9,600 ©,240 9,375
Trade balance . . . (+ 625 |+ 6% |— 100 - + 340 |4+ 455 |+ B20¢
Services
Investment Income . ., .|+ 6,045 {+ 68058 |+ 1,545 |+ 1,400 |+ 1,440 | + 1,420
Military expendlture, . .| — 3,105 | —23,378 |- 790 |— 875 |— 805 |=— 910
Forsign travel ., . . . . — 1,280 |[—1,320 |— 315 |— 340 |— 385 |— 295
Other services . . . . . — 980 |— 880 |— 260 ]|— 1180 |— 210 |— 240
Total ... ... ]+ TIO + 220 + 180 + E + 80 — 25
Balance on goods
and services ., , .|+ 1,365 [+ 910 |+ 80 |+ 65 {4+ 400 |+ 430
US Government grants
and capital. . ., . .|=3956 |—3.965 |— 795 |—1,158 |—1040 |— 8B0
US private capital
Direct investment ., ., ,| = 3,028 |—3,060 |— 930 |—1,058% |— 1,135 |+ 60
Qther tong-term capital | — 1,080 | — 1,400 | — 275 |— 480 |— 430 - 215 .
Short-term capifal . . . | — 1,080 -  5B0O - 155 ~ B15 + 220 — 170 N
Fareign capital
Private . . . . . . . .. 4 G,180 + 4,585 + 1,678 + 635 + @915 + 1,380
Official . . . . . .. .. +2405 |— 15 |=— 35 |~ 285 |— BI5 |+ 180
Total capital
movements . . .|+ 3,410 |—1,140 |+ 280 |—1,700 |— 935 |+ 1,218
Errors and omissions .| — 840 | —2,965 |~ 1,240 | —1,040 |—1,035 |+ 350
Balance on liquidity
basis . .....|+ 170 |—7060 | —1.675 | —3,800 |—=2610 [+ 1,118 | —1,045%
Increase in US liquid liabil-
ities other than to foreign
manetary authorities, less
increase in official non-
liquid labilities . . . . . + 1,470 + 9,770 + 2,805 + 5,115 + 1,885 + 185
Balance on official
reserve trans-
actionsg basis . .| + 1,640 + 2,710 + 1,130 + 1,225 — 925 + 1,280 — 3,315%

Note: In mid-May 1970 the following revised figures were published for the balances on the liquidity and
official reserve transactions bases. Corresponding revisions to the individual components are not yet available,
Balance on liquidity ]
basis ... ... - 7.210 — 1,610 — 3,820 — 2,310 4+ B30
Balance on official
regerve trang-

actions basis, . , + 2,715 4+ 1,120 + 1,300 — 618 + B4O
1 On a transactions basis. 2 Quarterly data are seasonally adjusted. 3 Excluding military grant shipments
and mititary import purchases. 4 Excluding initial allocation of SDRsg ($365 million).

Non-military exports (on a Bureau of Census basis) expanded by $3.25
milliard, or 9.5 per cent., practically the same rate as in 1968. In volume
exports slowed down somewhat, since the increase in the unit-value index
more than doubled to 3.5 per cent. In the case of finished manufactured
goods the index rose by about 5 per cent. Exports of non-agricultural



products expanded by $3.6 milliard, or 13 per cent. The areas of most rapid
growth were metals and advanced technological products. Exports of iron and
steel products and of scrap benefited from both the steel boom in western
Europe and the Canadian strikes and, after several years of near-stagnation,
jumped by $o.5 to 1.2 milliard. Sales of electronic computers and parts
went up by $0.3 to 0.7 milliard. On the other hand, exports of chemicals
edged up by only 3 per cent. and shipments of civil aircraft declined by
$160 million owing to the imminent introduction of jumbo jets. Shipments of
agricultural products also declined. They contracted by $0.3 to 6 milliard
and were nearly $1 milliard below their 1966 peak.

The growth of imports slowed down from 23.5 to 8.5 per cent.,, mostly
because there was no increase at all in purchases of industrial supplies and
materials, or of foods, feeding-stuffs and beverages. (In 1968 imports of these
categories of goods had risen by $3 milliard, partly as a result of purchases in
anticipation of the dock strike.) In addition, the growth rate of imports of
motor-cars, engines and spare parts slowed down considerably; they rose by
$1.1 milliard, against $1.7 milliard in 1968. Imports of other capital and
consumer goods went up by over $1.5 milliard in each of the last two years,
Their growth of 20 per cent. over 1968, however, showed strong signs of
slowing down in the second half of the year. '

On capital account, there was little change in total outflows of US
capital, which amounted to $5 milliard. US direct investment abroad was
practically unchanged from 1968 at $3 mulliard, though direct investment in
western Europe, after a $0.5 milliard decline 10 1968, recovered by $0.25 mil-
liard. US net purchases of foreign securities rose by $o.1 milliard.

The largest shifts in the movement of US capital occurred in the short-
term sector., Foreign claims of US non-banks, after a $1 milliard increase in
1968, declined by $0.3 milliard. The main reason for this was that, in contrast
to 1968, there was no longer a large build-up by US corporations of unused
proceeds from foreign bond issues. On the other hand, foreign short-term
claims reported by US banks increased by $0.9 milliard, which was $0.8 mil-
liard mote than in 1968. Claims on Canada and Japan were up by $0.5 mil-
liard and claims on western Europe by $0.3 milliard. A substantial part of
these increases was probably related to export finance. Assets (long and
short-term) reported under the mandatory restraint programme went up by
$o0.15 milliard, after a $o0.6 milliard decline in 1968.

Total foreign capital inflows to the United States went down by $4.7
milliard from their quite exceptional 1968 level. In the official sector, owing
principally to the discontinuation of the window-dressing practice already
mentioned, there was a very large shift from an inflow of $2.4 milliard to an
outflow of $o.7 milliard. It took two main forms: foreign official institutions’
long-term deposits and holdings of certificates of deposit were reduced by
$0.8 milliard, after having increased by $o.5 milliard in 1968; and these
institutions’ holdings of certain non-marketable medium-term US Government
securities, which had risen by $1.5 milliard in 1968, fell by $0.4 milliard last year.



In the private sector, the inflow of foreign non-liquid capital, while very
large by past standards, declined by $1.6 milliard in comparison with 1968.
Foreign purchases of US securities other than Treasury issues were down
by $1.3 milliard, US bond issues abroad contracting from $2.1 to 1 milliard
and foreign purchases of US shares from $2.1 to 1.5 milltard. At $3 milliard,
however, total net foreign purchases of US securities were still nearly ten
times the yearly average for 1960-67. In addition, borrowing by US non-banks
from abroad was $0.8 milliard less than in 1968, no doubt because of tight
monetary conditions in Europe., Foreign direct’ investment in the United
States, on the other hand, went up sharply from $0.3 to o.75 milliard.
Before 1967 it had never exceeded $o.25 milliard in any one year.

Taking the whole of the capital account together, there was a shift
between 1968 and 1969 from a net inflow of $3.4 milliard to a net outflow
of $r.1 milliard. In addition, the negative errors and omissions item rose from
$0.6 to 3 milliard. This change, too, can be considered as essentially part
of the capital account, since behind it there must have been unrecorded
transfers of US funds to the Euro-dollar market.

Canada. The overall balance-of-payments surplus increased further in
1969, from $0.4 to 0.5 milliard. On current account, despite a slow-down
in the economy after the first quarter of the year, the deficit widened by
$0.6 milliard. There was, however, a practically offsetting rise of $o.5 milliard
in net long-term capital inflows, so that the basic surplus of $1.3 milliard
was little less than m 1968, Short-term capital outflows declined by $o.2
milliard.

Nearly four-fifths of the deterioration on current account stemmed from
merchandise trade. Nevertheless, the trade surplus of $0.9 milliard was the
second largest since the war. Exports rose by 10 per cent., as against 19 per
cent. in 1968 and imports by 15 per cent., as agamst I3 per cent. Part of
the increase in both exports and imports reflected price rises — 4.5 per cent.
for export unit values and 3.5 per cent. for those of imports. Excluding sales
of motor-cars and spare parts to the United States, however, exports rose by
only 4.5 per cent. in value and hardly at all in volume. During the last
three quarters of the year strikes reduced sales of iron ore, steel, nickel and
shipments of commodities from British Columbia ports. Partly for these
reasons, and partly because of the slow-down in the US economy, the growth
of exports to the United States, excluding the motor-car sector, fell off from
17 to 8 per cent. Exports to other countries actually declined very slightly.
Apart from the effects of the Canadian strikes, there was a sharp fall, from
$0.7 to ©.5 milliard, in wheat shipments, mostly to the Soviet Union and
China. Imports, excluding those of motor-cars and spare parts from the
United States, went up by 14 per cent., or twice as fast as in 1968, Purchases
of capital goods were up by 19 per cent., and there were substantial increases
in most other categories too. The Canadian steel strike, as well as the Kennedy
Round tariff cuts, contributed to the high rate of growth of imports. This fell



Canada: Balance of payments.’

196232
ltems 1968 Year 18t 2nd 3d ath
quarter quarter quarter quarter
in _millions of US dollars

Meaerchandise trade (f.0.b.)
Exp orts® ... e 12,835 13,870 3,465 3,365 3,400 3,640
Imports . . .. ... ... ... 11,250 12,965 3,220 3,165 3,220 3,360
Trade batance . . . . . . .. + 1,385 + 9205 + 245 + 200 + 180 + 280
Services . . . . 00000 — 1,440 — 1,670 | - 375 — 380 — 420 — 388
Current balance . . . . . . . — 5% — G686 |~ 130 |— 1920 |— 240 |— 105

Lang-term capital

Transactlons in Canadian securities | 4 1,465 |+ 1,620 [+ B76 |+ 3885 |4+ 470 |+ 180
Transactions in forelgn securities . | — 435 |+ a5 | — 85 | = 10 |+ 860 | + o0
Direct investment . . . . .. .|+ 440 |4 340 |+ 70 |+ 120 + 60 | + a0
Other . . . . . . v oo v v v — - 45 |- 85 { — 80 | — i5 + 1186
Total . . . ... P + 1,470 |+ 2,000 |+ 505 |+ 445 |+ B&75 + 475
Baslc balance . ., .. ... .|+ 1,415 |+ 1,335 |+ 37% |+ 255 |+ 335 |+ 370
Short-term capital* . . . ... = o158 |]— 785 |— 350 |— 20 |=— 230 {— 185

Overall balance (= changes
In monetary items) . . . . . + 440 |+ 850 |+ 25 |+ 235 |+ 108 {+ 185

1 On a transactions basis. 2 Quarterly data for the current balance are seasonally adjusied. * Inchuding
gold production available for export, 4 In¢luding ad]t_.lstment factors,

off in the first quarter of 1970, when imports were only 2 per cent. above
the corresponding period of 1969. With exports rising by 13.5 per cent.,
the trade surplus on a customs basis increased from $0.2 to ¢.6 milliard.

The rest of the 196g deterioration on current account resulted from a
$0.2 milliard increase in net foreign travel expenditure. Other services items
showed a small improvement, so that altogether the deficit on invisible account
went up by $o.1 milliard,

On long-term capital account the principal change was that Canadian
investors, who In 1968 had added $0.4 milliard to their holdings of foreign
securities, mainly shares in US companies, reduced them by $o.1 milliard
during 1969. As in the past, Canadian security issues abroad provided the
bulk of the long-term capital inflow. The net inflow from direct investment
declined from $0.4 to 0.3 milliard, mainly because of increased Canadlan
direct investment abroad.

On short-term capital account, the tightening of domestic monetary con-
ditions led to a substantial expansion of short-term foreign borrowing. Non-
resident holdings of Canadian commercial and finance paper increased by
$0.3 milliard, after a $o.1 milliard decline in 1968. This was partly offset,
however, by a rise in the short-term foreign assets of Canadian non-banks,
attracted by the high level of interest rates elsewhere, so that the net short-
term capital outflow from the non-bank sector declined from $1 to 0.8 milliard.
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Japan. In 1969 Japan succeeded in raising its foreign trade surplus by
a further $1.2° milliard, from $2.5 to 3.7 milliard, and its overall external
surplus from $1.1 to 2.3 milliard. '

On a balance-of-payments basis, the growth in the value of imports
accelerated from 13 to 17 per cent., while that of exports declined shghtly,
from 25 to 23 per cent. Taking into account a 4.5 per cent. increase in unit
values, the 1969 iIncrease in the volume of exports was 18 per cent.,, as
agalnst 24 per cent. the year before. The seasonally-adjusted trade surplus
declined somewhat in the course of the year, and by the last quarter imports
were running 23 per cent. above the level of a year earlier and exports
20 per cent., as against increases of 11 and 31 per cent. respectively in the
first quarter.

Japan: Balance of payments.

1969 1970
1968
Htem: 1st 2nd 3rd 4th 15t
ems Year yuarter | gquarter | quarfer | guarier | quarter
in millions of US dollars
Merchandise trade (f.o.b.)
Exports. . . . .. ... 12,750 15,730 3,285 3,800 4,160 4,485 4,045
Imports. . . . ... .. 10,220 11,980 2,680 2,880 3,090 3,330 3,480
Trade balance . .| + 2,830 | 4+ 3,760 |+ 608 |+ 920 | +1070 | + 1,155 | + SB5
Services , . ... ... — 1,480 | — 1,566 | — 430 | — 360 | — 300 | — 385 | —~ 510
Current balance. .| + 1,080 | +2185 |+ 178 |+ &80 |+ 680 |+ 770 [+ 75
Long-term capital . . .| — 240 | - 188 | + 50 | 4+ 7 | = 105 | — 185 | — 435
Basicbalance . .|+ 810 |+ 2020 |+ 228 |+ 635 |+ 575 |+ 5885 [ — 360
Short-term capital®* . .| + 2900 |4+ 288 |+ B85 — |+ e l+ 1258 |+ 346
Qverall balance
(= changes in
monetary ltems). | + 1,100 | + 2,285 [+ 280 |+ 638 [+ @80 i+ 7t0 |— 5%

1 ifli’in a)transactions basis. 2 Including errors and omissions, 3 Excluding inltial allocation of SDRs ($120
million).

Exports to western Europe rose by 24 per cent., as against 16 per cent.
in 1968, while sales to the United States increased by 22 per cent., a sub-
stantial gain but considerably less than the one of 36 per cent. achieved the
year before, Exports of machinery and equipment continued to account for
almost half of total exports, and they went up by 26 per cent. during the
yeat. On the import side, purchases of machinery and equipment rose by
23 per cent. and those of metal ore and scrap, partly as a result of the rise
in prices, by almost 20 per cent. By countries, deliveries from the United
States, which is Japan’'s largest supplier, rose by 16 per cent. and imports
from developing countries, which account for 42 per cent. of the total, by
18.5 per cent. In relative terms, imports from Indonesia and Australia showed
the biggest increases — 58 and 35 per cent. respectively.

In the other main sectors of the balance of payments there were no
substantial net changes in 1969. The deficit on services account increased
moderately, from $1,480 to 1,565 milllon, while net outflows of long-term



capital went down further, from $240 to 165 million. Foreign purchases of
Japanese shares rose sharply, from $230 to 730 million, but on the other
hand Japanese long-term capital exports showed a big increase, from $1,095 to
1,520 million. The slightly smaller net inflow of short-term capital amounted
to $265 million, of which $200 million was trade credit. In the first quarter
of 1970 the net outflow of long-term capital amounted to $435 million — of
which $200 million represented loans by the Bank of Japan to the IBRD —
compared with a net inflow of $50 million a year earlier. Together with a
narrowing of the current surplus, owing to less satisfactory results on both
trade and services account, the capital outflow brought about a sharp reversal
in the overall balance, from a $280 million surplus to a $15 million deficit.

Western Europe. As measured by the changes in net official monetary
assets and in the short-term foreign position of the banks, the combined
payments balance of western European countries in 1969 showed a deficit of
$5.7 milliard. On current account there was a combined surplus of $2.3
milliard, while net capital outflows reached the high figure of $#8 milliard.
The EEC current surplus alone was as big as that for the whole of Europe.
It was, however, $1.8 milliard less than in 1968, owing to reductions in the
(German and Italian surpluses, particularly the former, as well as to an increase
in France's deficit. The EFTA current surplus and the current-account deficit
of the “other” European countries offset each other, the EFTA position
showing an improvement of $1.5 milliard on 1968 as a result of the turn-
round on the UK current account. The large outflow on capital account came
essentially from two countries, Germany and Italy, where monetary conditions
were relatively easy. In Italy’'s case the outflow also reflected political
uncertainties,

United Kingdom. From the second quarter of 1969 onwards, the British
balance of payments began, after a period of suspense and uncertainty that
had been protracted by delays in adopting appropriate domestic fiscal and
monetary policies, to reap the benefits of the November 1967 devaluation.
These benefits, to which were added the effects of the very rapid rise in
world trade and of certain favourable elements on long-term capital account,
transformed the basic balance from a deficit of $955 million in 1968 to a
surplus of $930 mullion. The trade balance improved by $1,160 million and
the invisible surplus by $460 million, and the long-term capital account shifted
from a net outflow of $z215 million to a net inflow of $50 million. Further-
more, there was a favourable turn-round of $785 million in the balancing
item, so that the overall balance of payments improved by $2.7 milliard.

Exports, including net " adjustments for under-recording, increased in
value by 12 per cent., compared with 22 per cent. in 1968, The rise in
sterling export prices accounted for 3 per cent. of the growth in 1969, as
against 8 per cent. in 1968. After allowing for the effects on both years'
figures of the 1967 UK dock strikes, the increase in export volume was about
11 per cent. In Y969, as against perhaps ¢ per cent. in the preceding year.



United Kingdom: Balance of payments.'

19692
1968 15t 2nd ard ith
ftems Year quarter quarter quarter quarter
in millions of US dollars
Merchandise trade (f.o.b))
Exports and re-axports . . . ., . 14,740 16,830 3,880 4,075 4,400 4,475
fmports . ... ... ...... 16,335 17,165 4,185 4,295 4,308 4,380
Trade batance . . , ., , ., . — 1,385 | — 335 — 305 — 220 + a5 + a5
Net adjustment to recorded exports |+ 318 |+ 100 | + 8s | + B 1— 45 |- 25
Payments for US military air¢raft ., | — 260 |— 145 |— 80 |— 35 | =— 5 {= 25
Trade balance (adjusted for
items above) . . . . . . . — 1,540 |— 380 [— 300 |— 170 | + 45 | + 45
Services
Official . . . . .. F e e e s - 1,675 — 1,886 — 470 — 480 |— 480 |— 455
Private . . . . . ... ... ... + 2,475 + 3,145 + 825 + 815 4 780 + 745
Total . . . . ... ... .. + 890 + 1.280 + 355 + 3358 + 280 + 280
Curvent balance. . , ., , . . |—= 740 |+ 880 |+ 85 |+ 168 |+ 325 |+ 335
Long-term capital '
Official . . . . . ... .. e 50 |=— 225 — 105 il [-1-3 + 30 _ as
Private . . . . ... ... .... .
UK Investment abroad . . . . . — 1,756 | —1,42% |— 435 |— 380 |— 210 |~ 400
Fareign investment in ihe
United Kingdom ., . . . ... + 1,420 |+ 1,700 |+ 330 |+ 475 |+ 410 |4+ 485
Total . . . . . ..o, — 215 + 50 -~ 210 + 30 + 230 -_—
Basic balance, ., ., ., . . . . - 955 + 930 — 155 + 195 + B55 + 335
Basic balance, before
seasonal adjustment . |, | — 955 + 930 — 210 + 410 + &35 + 185
Balanging Mem. . . . .. . ... — 350 4+ 435 4 435 — 185 — 245 + 430
Overall balance (= changes
in monetary items) . . . . | — 1,305 |+ 1,385 |+ 225 |4+ 225 |4+ 280 |+ 625
1 On a transactions hasis, 2 Quarierly data for current and long-term capital accounts are seasonally adjusted.

On a trade account basis, exports of manufactured goods rose by 15.5 per
cent. in value In 1960 and, with world trade in manufactures going up at
about the same rate, the United Kingdom was able to maintain its share in
the world market. This was in sharp contrast to previous periods of rapid
expansion in world trade,

As regards the geographical distribution of UK exports, the principal
rise was in sales to western Europe, which increased by 19 per cent., following
a similar advance in 1968; exports to EEC countries rose by 18 per cent.,
with sales to France going up by 23 per cent., while those to EFTA countries
increased by 22 per cent., sales to Switzerland nsing particularly strongly.
Exports to the sterling area showed a growth of 13 per cent., but those to
the Soviet Union and eastern Europe rose only slightly and sales to the
United States actually declined.

Imports, excluding US military aircraft, rose by 5 per cent.,, compared
with 22 per cent. in 1968. Some 4 per cent. of the increase was attributable



to higher prices, and only about 2 per cent. to a rise in volume, as against
a 9 per cent. volume increase in 1968. Although the economy was more
sluggish in 1969 than in the preceding year, the growth of imports was
smaller than might have been expected from this factor alone; credit restraint
and the import deposit scheme, both of which affected stock-building, and the
devaluation of sterling, which perhaps prompted some import substitution, may
have contributed towards reducing the United Kingdom’s import propensity.

By commodities on a trade account basis, the smallness of the rise in
the volume of imports was largely attributable to falls of 3 and 4 per cent.
in the two categories of basic materials and food, beverages and tobacco
respectively, neither of which are subject to the import deposit scheme,
Imports of fuels rose by 7 per cent.,, while those of manufactures, most of
which are subject to the import deposit scheme, went up by 5 per cent., well
below both the previous year’s rise of about 14 per cent. and the annual
average over the last decade of around 10 per cent.

The improvement in the seasonally-adjusted trade balance was concen-
trated in the second and third quarters, when exports went ahead much faster
than imports and payments for US military aircraft were declining. And
the third-quarter result was maintained in the fourth quarter, despite a sharp
fall in exports to North America. The terms of trade, though more favourable
early in the year, subsequently worsened, to show a slight deterioration on 1968.

The invisible surplus reached $1,260 million in 1969, $460 million more
than in the previous year. This was despite the resumption of interest payments
on the post-war North American loans amounting to $85 million, which,
together with higher domestic interest rates and larger overseas holdings of
government securities, were responsible for an increase of $210 million in the
official sector’s net payments. The surplus on private invisible account rose by
$670 million, of which net investment income accounted for $585 million.
Direct investment income of UK oil companies in particular showed a large

gain and there was also a fall in earnings on foreign investment in the
United Kingdom.

On long-term capital account, the small net inflow was the first since
1961. In the private sector, there was a turn-round from 1968 of $540 million
to a net inflow of $275 million, Outward portfolio investment declined from
$560 million to virtually nil, partly in connection with the downturn on Wall
Street and partly because of a sharp reduction in purchases of Australian
securities. At the same time, inward portfolio investment increased from
$210 to 445 million. $130 million of this increase was accounted for by
nationalised industries’ and local authorities’ borrowing in overseas markets.
In addition, foreign purchases of UK company securities were $230 million
higher than 1n 1968, but transactions in gilt-edged securities produced a
small outflow, after an inflow the year before. Partly offsetting the turn-
round from 1968 of $790 millioh on outward and inward portfolio investment
taken together, outward direct investment was $215 million higher, and inward
direct investment $35 million lower, than the year before.
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In the official sector, a net long-term inflow of $50 million in 1968 gave
way to a net outflow of $225 million. The major factors in this reversal
were the resumption of North American loan repayments, which amounted to
$o0 million, subscription payments totalling $105 million to the International
Development Association and a reduction from $180 to 25 million in the
Export-Import Bank’s aircraft purchase loans. On the other hand, offset loans
received from Germany were $75 million higher than the year before.

The balancing item for the year was positive to the extent of $435
million, though with very wide swings between the first and second and the
third and fourth quarters. By far the most important influence in these
oscillations was the building-up and unwinding of unfavourable leads and lags,
to a considerable extent In relation to the development of the German situation.
Further factors in the last quarter were the return of confidence in sterhing
and the tight liquidity position of the UK corporate sector,

Given the $2.6 milliard official financing surplus shown in the table on
page 121, the overall balance-of-payments result for the first quarter of 1970
must have been very favourable, On trade account, the seasonally-adjusted
surplus came to $85 million, rather more than in the two preceding quarters.
In addition, the invisible surplus is estimated to have been running at almost
$100 million a month. The biggest component of the first-quarter surplus,
however, seems likely to have been a large positive balancing item.

France. During the first three quarters of 1969 France had a further
balance-of-payments deficit of $1.9 milliard, following the $3.2 milliard deficit
for the year 1968. While more than half of the 1968 deficit had been on
capital account, in the first nine months of last year the current-account
deficit was larger than the overall deficit. Much of this deterioration on
current account was due to unfavourable terms of payment, and when these
were reversed, following the devaluation of the franc and the revaluation of
the Deutsche Mark, the balance of payments improved rapidly to an estimated
overall surplus of $250 million in the final quarter of the year.

The influence of the build-up and subsequent unwinding of leads and
lags on the trade balance appears clearly from a comparison of the payments
figures with the custorns data. During the first three quarters of 1969 the
import surplus came to $750 million on an adjusted customs basis (f.o.b.) and
$1,450 million on a cash basis. In the final quarter, on the other hand, when
" the previously accumulated leads and lags were being unwound, the balances,
both on a customs basis and on a cash basis, were approximately in equi-
librtum. For 1969 as a whole, the cash import surplus of $1,450 million
appears to have been inflated by about $700 muillion through unfavourable
terms of payment.

On a c.if customs basis imports from non-franc-area countries increased
last year by 32 per cent, measured in francs, compared with 15 per cent.
in 1968. Approximately three-quarters of the rise was due to an expansion in



France: Balance of payments'
vis-4-vis non-franc-area tountries.

1969
ltems 1968 Yaar2 1st 2nd 3rd 4th
quarter quarter quarter quarter2
n millions of US dollars
Merchandise trade (f.0.b.)
imports ., . . . . . ... .. 11,810 . 3,630 3,950 3,385 B
CEBxports . L L . 0 0L 0L 11,198 N 3,108 | 3,155 3,258
Trade batance . . . . ., ., . — B15 |=1,450 [— 525 |— 7885 |— 130 -
‘Servlices ... .. L. - B840 |— 680 |~ 208 |— 240 |— 235 -
"Current bhatance . . . . ., — 1,455 — 2,130 — 730 — 1,038 — 365 _
Long-term capital
Private
Net French investment abroad . | — 625 — 40 |- 15 |— 30
Net foreign investment in France | + 300 + 285 1+ 10 |+ 118
Banking gector . . , . . . . .. — 355 — 40 |+ 10 | — 45
Total . - . . . . .. .. .. — GBO0 + 420 + 175 + g + 40 + 200
Official . . . ... .. ... ... - 30 |— 60 |~ 15 | = s |— 40 -
Total . . . . . . ... ... — T10 + 380 + 180 —_ -— + 200
Bagic balance, , ., , . . . . — 2,165 | — 1,70 |=— 570 |—1,035 |— 365 |+ 200
Shori-term capital, multilateral
settlements and adjustments. j — 1,040 |+ 20 |+ 109 |— 1158 |+ 145 |+ 50
Overall batance {= changes
in monetary emsy . . . . | =~3208 |—1680 |— 560 | —1,160 |— 220 |+ 250
1 On a cash hasis. z BIS provisional estimat

volume and the remainder to higher prices. In the first half of the year
practically all of the increase reflected a growth in volume, but in the second
half more than 50 per cent. of the gain was attributable to price rises.
Unit values of exports rose by 7 per cent. on average last vear; this accounts
for over one-quarter of the 26 per cent. rise in value, In the fourth quarter,
however, nearly half of the expansion of exports was due to higher prices.

The import surplus vis-a-vis non-franc-area countries increased from
$1,420 to 2,480 million. The structural deficit in trade with EEC countries
went up from $1,160 to 1,570 million and the structural surplus vis-a-vis
EFTA countries was reduced from $280 to 20 million. France's trade balance
also deteriorated wis-d-vis all other major areas.

As regards the different categories of commodities, imports of consumer
goods showed the fastest advance, having expanded by 42 per cent. (motor-
cars by 36 per cent.), whereas those of capital goods increased by 33 per cent.
(machinery and electrical equipment by 43 per cent.). Both imports and
exports of, agricultural products went up by 30 per cent. Other groups of
exports showing a high growth rate were capital goods (3¢ per cent.) and
consumer goods (26 per cent.). The exportimport cover ratio fell from
89 per cent. in 1968 to 84 per cent. last year. In the last quarter, however,
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it again reached 8¢ per cent. on a seasonally-adjusted basis, thus coming closer
to the 93 per cent. which the French authorities consider a position of equi-
librium. This equilibrium rate was achieved in the first quarter of 1970, when
the percentage cover reached 95 per cent. (it was exactly 100 per cent. in
March) as a result of a faster growth of exports than of imports, In com-
parison with the first quarter of 196y, exports and imports expanded by
20 and 10 per cent. respectively. The import surplus was consequently reduced
from $445 to 195 million,

On capital account, where stringent controls over outward movements of
funds were in force, the net outflow of $1,750 million In 1968 gave way
to a net inflow of about $4s50 million. On private long-term account the net
inflow is estimated at over $400 million. Nearly half of this inflow is aitri-
butable to French issues abroad. In the first quarter of 1969 four international
DM loans, totalling the equivalent of almost $13o million, were issued, of
which the Caisse Nationale de 1'Energie and the Caisse Nationale des Auto-
routes accounted for $50 million each. In the last quarter a private issue
denominated in US dollars, amounting to $55 million, brought the vear’s
total to $185 mullion, and in the first quarter of 1970 issues abroad came to
nearly $70 million. On short-term capital account, including multilateral
settlements and adjustments, the flight of funds stopped. The net outflow of
$115 million in the second quarter, before devaluation, was followed by a
reflux in the third and fourth quarters, so that for 1969 as a whole there
was a small net inflow of $9o million.

Germany. Mainly owing to a huge Increase in long-term capital outflows,
Germany’s basic balance of payments, which in 1968 had been virtually in
equilibrium, showed a deficit of $4.2 milliard 1n 1969. This was also the over-
all external deficit for the year, as short-term capital movements, taking the
twelve months together, were negligible. During the course of the year, how-
ever, there were violent shifts in the short-term capital account (including
errors and omissions). Expectations of a change in the parity of the Deutsche
Mark produced a net inflow of $4 milliard in the first nine months of the
year, most of it during the second and third quarters; when these expectations
were fulfilled there was an outflow of the same size in the fourth quarter,
These very large changes in the short-term capital account were the principal
factor behind the shift in the overall external balance from a surplus of just
on $z milliard in the first nine months of the year to a $6.2 milliard deficit
in the final quarter. An additional factor, however, was a strong deterioration
in the basic balance in the fourth quarter. While this, too, was In part a
consequence of revaluation, it represented an accentuation of, rather than any -
change in, the existing trend.

On current account, the external surplus declined between 1§68 and
196g from $2.8 to 1.8 milliard. Rather more than half of this change was on
trade account, where the surplus fell from $4.6 to 4 milliard. Allowing,
however, for the artificial increase in the trade surplus at the end of 1968,



Germany: Balance of payments.!

19692 19702
Items 1968 Year 1st 2nd 3rd 4th 1st
guarter quarter quatter quarter quarter
in_millions of US dollars
Merchandise trade .
Exports (fo.b). . . .. 24,880 29,045 6,570 7,130 7.410 7,935
Imports (eif) . . . . . 20,296 25,075 5,805 5,180 6,300 6,790
Trade balance . .|+ 4,805 [+ 3970 |+ 765 |+ @50 [+ 1,110 [+ 1,145 [+ 745
Services and transfers| —1,740 |—2216 |— 5% |— 500 |— 23g0 |— 780 |— @828
Current balance . ., .|+ 2,856 |+ 1,755 |+ 230 |+ 450 |+ 720 [+ 385 |— 80
Current balance
{unadjusted) . . . . . + 2855 |+ 1808 [+ 315 |+ 560 |+ 445 4+ 485 |+ 5
Long-term capital '
Private . . . ... ... - 2,540 - 5,485 — 1,400 -~ 1,020 - 580 |=—2,375 — 1,025
Officlal . . ... .... — 340 | = 480 | — 40 | — 20 |— 180 |— 240 | — =31
Total . ... .. — 2,880 — 8,985 - 1,440 — 1,040 — BTO0 | —2,815 — 1,090
Baslc balance . .| — 258 | —#4,160 | —1,128 | — 480 |— 425 |—2,130 | — 1,085
Short-term capital
Private . . .. . ....|+ 138 |— 190 |+ 125 |+ 520 |+ 680 [—1515 |+ 200
Officlal . . . ... ... + 278 |— 45 _ 60 + 58 | — 25 | — 15 _ 10
Total . ... .. + 410 — 235 + 65 + 575 + 655 — 1,530 + 1890
Errors and omissions .|+ 735 + 205 <+ 425 + 1,745 + 525 - 2,490 + 635
OQverall balance
(= changes in
monetary itemsy .|+ 1,120 | —4,190 | —~ G353 + 1,840 + 755 | —6,150 | — 26ﬂ
1 On a tfransactions basis. * Quarterly data for the current balance are seasonally adjusted. 3 Excluding

initial allocation of SDRs ($200 million).

just before the introduction of the border tax arrangements, there was probably
very little underlying decline 1n the foreign trade surplus in 1969. Moreover,
on a seasonally-adjusted basis it increased from quarter to quarter during the
year, though only slightly in the last quarter.

In DM terms, imports rose by 21 per cent., as against 16 per cent, the
year before. The rise in exports was the same in ‘both years at 14 per cent.
As average unit values for imports were higher by just over 2 per cent., and
those for exports by just under 2 per cent., the volume increases In imports
and exports were 18 and 12 per cent., as against I8 and 16 per cent. in 1968,
Comparing the first nine months of 1969 with the final quarter, the growth of
imports slowed down from 22 to 17 per cent. in DM value and from 19 to
16 per cent. in volume, and that of exports from 17 to 8 per cent. in DM
value and from 15 to 5 per cent. in volume. Early in 1970 the Index of
wholesale export prices was 6 per cent. above the level of a year earlier.

Taking the year as a whole, one reason for the slower growth of
exports was a small decline in deliveries to the United States, which had gone
up by 38 per cent. in 1968. Sales to EEC and EFTA countries, on the other
hand, which account for two-thirds of total exports, rose faster than in 1968,



with increases of 21 and 13 per cent. respectively. On the import side,
deliveries from the EEC, the EFTA and the United States were up by 27,
20 and 16 per cent. respectively. By categories, the largest increase was in
imports of finished manufactured goods (32 per cent.); imports of food
products showed a rise of 13 per cent.

The deficit on services and transfers increased from $1.7 to 2.2 milliard.
Net expenditure on foreign travel rose from $o.7 to 0.9 milliard and workers’
remittances by $0.2 to 0.7 milliard. The latter increase corresponded roughly
to the rise in the number of foreign workers employed in Germany.

Three-quarters of the change in Germany’s basic balance of payments in
1969 was on long-term capital account, where total net outflows amounted to
"$6 milliard. Private long-term capital outflows increased from $2.5 to s.5
milliard, net German investment abroad going up from just under $3 milliard
to just over $5.6 milliard, while net private foreign investment in Germany
dropped from $0.4 milliard to only $o.r milliard. The increase in private
investment abroad by German residents took two main forms: portfolio
investment went up from $1.4 to 2.4 milliard and long-term credits and loans
from $1.1 to 2.6 milliard. In addition, direct German investment abroad also
showed some Increase, from $0.4 to 0.6 milliard, and was, for the first time
since the war, in excess of foreign direct investment in (ermany. Foreign
portfolio investment showed a net outflow of $0.3 milliard, practically all of
which occurred in the fourth quarter.

During - this final quarter of 1969 net outflows of private long-term
capital amounted to $z.4 milliard, of which credits and loans accounted for
$1.1 milliard. Before revaluation, German banks had taken on substantial
commitments to non-residents. These were heavily called on during the last
quarter of the vear, when German interest rates were still attractive and there
were no longer any uncertainties about the rate of exchange. German foreign
portfolio investment, at $o.7 milliard, was also at a very high level during
this quarter, one reason being that new issues of foreign DM securities on
the German market were harder to sell to non-residents than before, since
there was no longer the prospect of a capital gain from revaluation.

The $4 milliard inflow of short-term capital during the first nine months
of the year, which includes unidentified transactions but excludes changes in
the short-term foreign position of the banking system, consisted essentially of
two things: $1.3 milliard of short-term borrowing abroad by German enter-
prises; and a positive errors and omissions item of $2.7 milliard. These
inflows were concentrated in the months of May and August-September, when
they amounted to $2.2 and 1.2 milliard respectively. The short-term capital
outflow during the final quarter of the year included a $1.5 milliard reduction
in net foreign credits taken up by German enterprises and a $2.5 milliard
negative errors and omissions item.

Excluding the initial allocation of special drawing rights, Germany's
overall payments balance for the first quarter of 1970 showed a deficit of



$0.3 milliard. On an adjusted basis, the current account showed a deficit of
$80 million, against a surplus of $230 million a year earlier. This was due to
a $300 million increase in the deficit on services and transfers. Both capital
movements and the errors and omissions itern reftected the tighter monetary
conditions in Germany. Long-term capital outflows were still large, at $1.1
milliard, but much less than in either the preceding quarter or the first
quarter of 1969, while on short-term capital account, including errors and
omissions, there was a net inflow of $0.8 milliard. :

Italy. Italy’s balance of payments, too, deteriorated considerably between
1968 and 1969, from a surplus of $0.6 milliard to a deficit of $1.2 milliard —
the first since 1963, The current surplus, at $2.4 millisrd, was a litile smaller
than in 1968 but still very substantial. Capital outflows, however, went up
by $1.5 to 3.5 milliard.

On current account, there was a decline in the trade surplus from
$1 to 0.6 milliard, about half of which was offset by a further rise in net
receipts from services, from $1.6 to 1.8 milliard. Workers' remittances went
up by $100 million, investment income by $70 million, and net receipts from
travel by $30 million. On a2 seasonally-adjusted basis most of the deterioration
on trade account occurred in the last quarter of the year, when the economy
was quite severely affected by strikes. In comparison with the last quarter of
1968 there was a deterioration of $450 million, which corresponded exactly
to the growth of imports. The current balance worsened by about the same
amount between the first quarters of 1969 and 1970, as there was a shift of
$350 million from surplus to deficit in the trade account and a decline of
$130 million in receipts from services. '

On the basis of customs figures (imports c.i.f), the trade deficit went
up from $100 million In 1968 to $700 million in 1969; it came to $200 million
in the first nine months and $500 mullion in the last quarter. Imports, which
had risen by only 4.5 per cent. in 1968, when domestic demand was rather
weak, ‘increased by 22.5 per cent. in the first nine months of 1969 In response
to a high level of investment and the growing spending power of the popu-
lation. In the following months, when demand slackened less than supply,
imports increased by 17 per cent. compared with the last quarter of 1968,
an acceleration in imports of consumer goods offsetting the slow-down in
other categories of imports, particularly plant, machinery and equipment, and
fuel and power. '

Exports, which had gone up by 17 per cent. in 1968, continued to
expand at an even faster rate — 2I per cent. — in the first nine months of
1969, but their growth stopped in the last quarter, when only food exports
went up more than in the preceding nine months, whereas the export growth
rate for durable consumer goods fell back from 26.5 to 8 per cent. and that
for capital goods from 24 to 3 per cent. Exports of other groups of products
actually fell below their level in the last quarter of 1468.
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Italy: Balance of payments.

196592 | 19702
1968 Year 1st 2nd ard dth 1st
ftems _ quarter quarter quarter quarter fquarier

in millions of US dollars

Marchandise trads (f.0.b.)

Exporls, . . . . . ... 10,095 11,645 2,795 3,030 3,080 2,740 2,956
Imports . . ... ... 9,050 11,080 2,870 2,805 2,845 2,840 3,075

Trade balance . . | + 1,045 + 585 + 225 + 225 + 235 — 160 |-~ 120

Setvices

Teavel . . .+ . « o + 1,110 + 1,140 |+ 28BS + 200 |+ 310 + 285 + 220
Workers' remittances . |+ B850 |+ 948 |4 248 |+ 2256 |+ 265 |+ 210 )+ 245
Other . . . ... ... - 380 — 300 _ 25 — 20 |— 1130 — 126 | = 120

Total ... ... + 1,580 + 1,785 + 478 + 495 + 445 + a3amn + 345

Current balance . |+ 2,625 |+ 2,370 |+ 700 [+ 720 14+ €80 |+ 270 |4+ 228

Capital movements

Resldents . . . .. .. — 2,150 — 3,885 — @958 — 1,155 — 975 |— 780
Non-regidents . . . . . + 480 4+ 435 + 200 + 100 - 110 + 245
Errorg and omlsgslons . |—~ 350 |— 115 |— 305 |— 180 |+ 290 |+ B8O .
Total .. .... — 2,040 - 3,545 | — 1,060 — 1,238 |— 795 — 455 — 935
Overall balance
(=changes in

monetary items) |+ 586 |=—1,175 |— 360 |[— 8518 |~ 118 |[— 185 | = 710°

1 On a transactions basis, 2 Quarterly data for the current balance are seasonally ad]usted 3 Excluding
Initia} allocation of SDRe ($105 million}.

In absolute terms and for the year as a whole, exports went up by
$1.5 to 11.7 milliard, half of the rise occurring in trade with France and
Germany. Exports to the United States increased by some $200 million and
those to the USSR by $100 million. Imports rose from $10.3 to 12.5 milliard,
about $r mulliard of the rise being accounted for by deliveries from EEC
countries, which expanded by 30 per cent.

The trade balance continued to deteriorate in the first quarter of 1g970.
The deficit amounted to $455 million, compared with $65 million in the
corresponding months of 1969, as imports went up by 19 per cent. and
exports by only 5.5 per cent. There was, in particular, a drop of 18 per cent.
in exports of motor-cars owing to the persistent labour disputes, while car
imports shot up by 56 per cent.

The net capital outflow, which had increased from $1.z2 to 2 milliard in
1968, soared to $3.5 milliard last year. Whereas net foreign investment in Italy
continued to run at over $40¢ million, the net outflow of Italian funds —
nearly all private — went up by $1.7 to 3.9 milliard. As In previous years,
the outflow via exports of bank-notes was the biggest item: at $2.2 milliard,
it was twice as large as in 1968, Private loans went up from $85 to 465 million,
mainly in response to interest rate differentials. Authorised portfolio invest-
ment rose from $280 to 460 million, of which $235 million was placed with
foreign investment trusts, After a slow-down of capital exports in the second



half of the year, there was an outflow of over $9oo million in the first
quarter of 1g70.

In addition to the monetary measures taken in 1969 in order to check
the capital outflow (see Chapter lI, page 62), in February 1970 the terms of
payment for imports and exports were shortened and the repatriation of
Italian bank-notes was made more difficult, in that Ttalian bank-notes remitted
from abroad now have to be presented to the Bank of Italy in Rome for
conversion.

Belgium-Luxemburg Economic Union. The overall balance of payments
improved substanttally in 1969, from a deficit of $220 million to a surplus of
$170 million. Most of this was due to developments on capital account, but
there was also some increase in the current surplus.

On a payments basis the trade deficit was reduced by $170 to ¢5 mil-
lion. The trade balance on a customs basis, however, showed an improvement
of $255 million (as it shifted from a deficit of $170 million to a surplus
of $85 million), the difference of $85 million being attributable to unfavourable
terms of payment. In fact, within the year there were wide fluctuations in
the balance on a cash basis, from a $300 million deficit in the first nine

Belgium-Luxemburg Economic Union: Balance of payments.!

1969
Items 1968 Year 15t 2nd 8rd ath
quarter quarter Qquarter quarter
in millions of US dellars
Merchandise trade
Imports . .. ... ....... 6,660 . 7,875 1,825 2,005 | 1,990 2,055
Exports . . ., . .. ... ... .. 6,295 7.780 1,775 1,926 1,825 2,285
Trade balance . . . . . .. -— 265 — 88 - 50 — 80 — 165 + 200
Services
Merchanting and processing . . . + 240 + 280 + 75 + 45 + 85 + 85
Travel . . . . . e — 126 — 140 - 20 — 20 - 20 - 10
Other . . .. ... + 185 + 25 + 10 — 10 -— 5 + 30
Total , . . . .. ... ... + 300 + 175 4+ &8 + 115 - 10 + 105
Current balance . . . ., , . 4+ 35 + BO + 15 — 85 — 175 + 308
Capital movements
Public authorities . . . . . . . . - T0 — 55 — 20 + 15 -— 20 - 30
Seml-officiat® , , ., . . . ... .. - 10 + 190 + 105 + 70 + 10 + s
Private
Foreign investment in the BLED + 240 + 355 + 40 + 95 + 100 + 120
BLEU investment abroad . . . . - 335 — 290 — 140 - — 80 — 80
Total . . . .. .. ... ., — 176 + 200 - 15 + 180 - + 35
Errers and omissions . . . . . . — 80 -~ 110 — 50 - 1B + 105 — 150
Overall batance )
[= changes In monetary items) — 220 + 170 — 50 + 100 - 70 + 1590

1 On a cash basis, 2 Public enterprises and non-monetary financial institutions of the public sector.
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months, when leads and lags were against Belgium, to a surplus of $200
million in the final quarter, when this movement was reversed.

- The BLEU'’s foreign trade was buoyant in 1969. Imports and exports
rose by 20 and 23 per cent. respectively in value, as against 15 per cent.
in each case the year before. In volume, the increase in both imports and
exports was about 17 per cent. in 1969. Most of the additional imports came
from Germany and France. On the export side, sales of transport equipment
and fuels expanded by 34 and 30 per cent. respectively and those of machinery
by 25 per cent. Exports to EEC countries rose by 30 per cent. and the
export surplus vis-a-vis these countries reached $1 milliard, more than off-
setting deficits in trade with all other areas.

The improvement on trade account was to a considerable extent
compensated by a reduction in the net invisible surplus from $3oo to
175 million. Military expenditure abroad increased and net investment income
declined.

The balance on capital account shifted from a net outflow of $175 million
to a net inflow of $200 million. A little over half of this change resulted from
net borrowing of $190 million by public enterprises and non-monetary financial
institutions of the public sector, and in particular from loans taken up abroad
by the Société Nationale de Crédit 3 1'Industrie, Private capital movements also
shifted from a net outflow to a net inflow, foreign investment in Belgium —
of which direct investment represents the major part — increasing from
$240 to 355 million, while Belgian investment abroad declined by $45 mullion.

Netherlands. The overall balance of payments of the Netherlands, too,
improved between 1968 and 1969, from a deficit of $100 million to a surplus
of $150 million. The current-account surplus increased by $110 million and
the net outflow of long-term capital declined by $125 million.

The private long-term capital account was in balance last year, an
outflow of $145 million during the first nine months having been followed by a
similar inflow in the last quarter. An increase in net direct investment abroad
{(including inter-company credits) from $40 to 150 million was largely
offset by a rise in the net inflow on account of portfolio transactions from
$40 to 135 million. Net foreign purchases of Dutch securities went up from
$300 to 375 million; half of this amount was received in the last quarter,
when non-residents bought large quantities of Dutch bonds, partly in expectation
of a revaluation of the florin. The outflow of official capital, which had risen
in 1968 because of a $65 million debt prepayment to the United States, fell
back to $30 million, which represented aid to developing countries. The
short-term capital account, as in 1968, was also approximately in balance, a
net outflow through the non-bank sector being almost offset by a reduction
in bank lending.

The surplus on current account — the third in succession — increased
from $60 to 170 million. The trade deficit declined by $r30 million to $350



Netherlands: Balance of payments.

1969 1970
Items ot (R 18t 2nd ard ath 1ot
guarter quarter quarter quarier dquarter
In miilions of US dollars
Merchandise (f.o.b.y . .
Imports . . ... ... 8,295 9,645 2,120 2,405 2,315 2,808 2,545
Exports . . . . . ... 7.818 9,295 2,095 2,330 2,240 2,630 2,450
Trade balance . .| =480 — 350 — 28 — 75 - 75 — 178 - 85
Services
Investment income . . .| + 200 + 205 + 15 + 10 + 80 4+ 100 + 18
Other . .. ... ... + 340 + 318 + 85 + 100 + 15 + 135 + 85
Total . .. ... + 540 + 520 + &0 + 110 + a5 + 238 + 100
Current balance .| + 60 + 170 + 85 + 35 + 20 + 60 + 5
Capital mevements
Laong-term
Dutch securities . . .| + 300 + 3718 + 70 + 40 + 75 + 190 + 70
Foreign securities . .] — 260 - 240 — 65 — 110 — 25 — 40 - 85
Direct Investment® . .| — 40 — 150 + 80 — 130 + 10 — 89
Banhs and other + 65
private capital® , . .| — 60 + 15 - — 45 - 15 4+ 75
Official . .. ....] — @8 | — 30 - B — 10 - 5 — 10 - 8
S Total .. ... . - 1585 — 30 + %50 — 285 + 40 + 138 + 75
Bagic batlance ... — 85 + 140 + 1058 -— 220 + 60 + 1985 + 80
Shori-term
Non-banks . . . . . . -5 — 50 — 20 - - 15 - 15 - 30
Bamks . . . ... .. — 60 + 40 — 20 + B — + &5 — 105
Errors and omisgions. 4+ 60 + 20 + 25 + 106 — 120 + 10 + 80
Total . ... .. - 5 + 10 — 15 + 110 - 1358 + 50 — 75
Overall balance
(= changes in
monetary tems) | — 100 + 150 + %0 - 110 — 75 + 245 + &f
'On a cash basis, 2 In¢luding inter-company credits at [ong and short term. % Mostly credits.
4 Including a debt prepayment of 365 million to the United States. 5 Excluding initlal allocation of SDRs

(%85 miltion).

million, while net receipts from invisibles fell off by $20 million. In the first
quarter of 1970 the current account was practically balanced — against a
surplus of $55 million a year earlier — as the $roo million surplus in
services slightly exceeded the trade deficit.

On the basis of customs figures, imports rose from $9.3 to 11 milliard
in 1969 and exports from $8.3 to 10 milliard. The increase in imports speeded
up from 9 to 18.5 per cent. and that in exports from 14 to 19 per cent.
As average import prices rose by 3 per cent. in 1969 and export prices by
2 per cent,, the volume indexes went up by 15 and 17 per cent. respectively.
On the import side, purchases of consumer goods, raw materials and semi-
manufactured goods accounted for the acceleration in both volume and value,
for those of investment goods slowed down. As regards exports, those of
manufactured goods expanded by 19 per cent. in terms of value (against
15 per cent. in 1968), of which only 1 per cent. represented a rise in prices.
The biggest gains were registered by transport equipment, metals, textiles and
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mineral fuels. Sales of natural gas rose by nearly 50 per cent. The growth of
exports of non-processed agricultural commodities accelerated from 11 to 18
per cent., 1z per cent. being attributable to a larger volume of sales and
5 per cent. to higher prices. The EEC partner countries accounted for three-
quarters of the increase in exports and not quite two-thirds of that in
imports.

Austria. For the second year in succession, Austria’s overall balance of
payments showed a surplus of just over $1c0 million. However, whereas in
1968 the surplus was entirely due to a net inflow of capital, in 1969 it
closely reflected a $i1co million current surplus — the largest since the
present parity of the schilling was established in 1953.

The growth of exports accelerated from 10 to 21 per cent., with sales of
machinery and electrical equipment rising by 28 per cent. The growth of imports
also quickened, but only from 8 to 13 per cent. In absolute figures, the
structural import surplus was reduced from $540 to 435 millien. In the first
quarter of 1970 it went up to $600 million at an annual rate. Net invisible
receipts rose from $455 to 535 million in 1969, most of the increase being
accounted for by a rise in earnings from travel.

On long-term capital account, in contrast to the large net inflows
recorded in 1967 and 1968 ($185 million in the latter year), there was a
small net outflow of $25 million in 1969, chiefly owing to the pull of high
interest rates abroad. The net outflow of Austrian private capital increased
from $05 to 145 million, as a result of larger purchases of foreign securities
by Austrtan residents and increased lending by financial institutions. At the
same time the net inflow of foreign private capital declined, so that, on
balance, the private capital account shifted from a net inflow of $5 million in
1968 to a net outflow of $55 million last year. In the case of official capital
transactions the contrast with 1968 was even more marked, the net inflow
falling from $180 to 3o million. The net inflow of short-term capital doubled
from $15 to 30 million.

Switzerland. Last year Switzerland's balance-of-payments surplus, which
in 1968 had reached the unusually large figure of $1,750 million, returned
to a more normal level of $155 million. Apart from the fact that there was
no Jonger a flight of funds from France, which had so greatly affected the
results for 1968, there were two other reasons for the reduction of the surplus
in 1969. The growing momentum of domestic expansion helped to increase the
trade deficit from $480 to 630 million, and a change in policy led to a 1ise in
identtfied long-term capital exports from $8cc to 1,100 million. Taking into
account a further increase mm the invisible surplus, from $1,025 to 1,140
million, the deficit on current and identified long and medium-term capital
account went up from $275 to 635 million. Unidentified capital movements
produced an inflow of $790 million — a substantial figure, but little more
than haif what it had been the year before.



Western European countries: Balances of payments.

Met capital movements
Trade
balance | Servicesy | Current (inflow +)2 b0|veralla
Countries Years (f.0.b.) balance alance
Long-term I Short-tarm
in miflions of US dollara

‘Belgium-Luxemburg® . . 1968 — 265 14 300 |+ as — 255 — 220
1969 - 95 |+ 175 | + 80 + o0 + 170

France®. . . . .. ... 1968 | — 618 | — 840 [ —1,455 | — 710 | —1,040% — 3,208
1969° | — 1,480 | — @80 | —2,130 | + 460 |+ 00*| — 1,880

Germany . .. . 44 .. 1968 +5660 | —2,806 | +2,955 | —2,880 |+ 1,145 | + 1,120
1969 + 5110 | —3,305 | + 1,805 | — 5,988 | — 30 | —4,190

Maly . .. ...... ' 1968 + 1,045 | + 1,580 | + 2,628 — 2,040 + 885
1969 + 585 | + 1,785 | + 2,370 — 3,545 — 1,175

Netherlands® . . . _ . ., 1968 | — 480 |+ =40 |+ 60 | — 155%)| — s [— 1o
1969 - 350 |+ 820 |+ 170 |~ 30 |+ 10|+ 150

Total EEC . . . .| 4988 |+ 5,345 | —1.225 | + 4,120 — 5,040 — 1,820

1869 + 3,800 | —1,506 | + 2,295 - 9,020 — 6,725

Austria. . . .. e 1968 — 8407 | + 455 | — 85 [+ 188 | + 15 |+ 115
1969 — 4387+ s3B |+ 100 | — 251+ 30 |+ 108

Denmark* . . ... .. 1968 — 300 |+ 185 | — 118 + 105 - 10

. 1969 - 430 [+ 180 | — 280 B S I -1 —_ 75
Norway., . . ... ... 1968 — 71907 |+ 940 |+ 50 [+ 15 | = 16 | + 150
1969 — 7187+ e10 [+ 96 |~ 160 | + 0 {— 53

Portugal . . . .. ... 1968 | — 308 [+ 36O |+ 45|+ 85 |+ i0°|+ 140
1969 | — 375 {4+ 4938 |+ 60 |+ 5|+ =20 4 e

Sweden . ... .... 1968 - 1707+ 60 | = 110 [+ 115 | — 80 | = 45
1969 — 18| — 485 |— z25 {— 95 | — 10 | — 330

Switzerland., ., . . . . . 1966 | — 4807 | + 1,025 [ + 345 + 605 + 1,150
1989 — 8307 + 1,140 | + S10 — 353 + 155

United Kingdom . . , . 1968 - 1,540 |+ 900 | — 740 |- 215 | — 350 | — 1,308
1969 - 380 |+ 1,260 |+ 8830 | + 50 | 4+ 435 | + 1,365

Total EFTA ., . . 1968 — 4,128 | + 3818 | — 310 + 506 + 195

1069 — 3,208 | + 4378 | + 1,170 + 80 + 1,250

Finland . . .. .... 1968 4+ 257+ 40 |+ €5 [+ 95 |+ 80 [+ 240
1869 - s507|+ 65 |+ 15|+ 65 |— 30|+ s0

Greece . . . . ... .. 1968 — 7857+ 530 |— 235 |+ 205 {4+ 68 |+ 35
1969 — o004+ 550 | — 3%0 |+ 208 j4 140 | — 5

leetand . . ... ... 1968 - B0 - - 50 |+ 80 [+ 10 | — 10
1969 - 10 | + 5 | — 5 |+ 20 - + 15

frefand . . . ..... . 1968 - 2957| 4 340 [ = 55 | + a0 | — 15 | — 30
1969 — 5287 |+ 380 (- 145 | + 160 - + 15

Spain* . . . ... NP 1968 — 1,730 |+ 1425 |— 2308 |+ 8530 |~ 120 | + 105
1969 -2,105 |+ 1610 | — 495 |+ 430 | — 155 | — 220

Turkey . . . .. .. . 1968 | — 2707+ 45 | — 228 + 210 - is
1969 — 2857 |+ 65 | — 200 + 160 — 40

Total “'other” . . 1968 — 3185 | + 2,380 | — 805 + 1,130 + 325

: 1969 — 3655 | + 2675 | —1,180 + 998 — 185

Grand totat. . . . 1968 — 1,965 | + 4,970 | + 3,008 — 4,305 - 1,300
: 1969 — 3,260 | + 5,548 | 4 2,285 — 7,948 — 5,660

Note: Bal of payments of countries marked with an asterisk are on a cash basis.

1 Including unilateral transfers, 2 Difference between current and overall balances. Includes errors and
omlssions., ual to chan?( s in net official assets and the net foreign position of commerclal banks,
except In the cases of the United Kingdom and Turkey; for the United Kingdom includes atso changes in miscetla-
naous shori-term capital, and for Turkey includes only changes in net official agseis. 4 Ineluding muttilateral
gettlements and adjustmsnts. ¥ BIS provisional estimafes. ¢ [ncluding official debt prepayments.

? tmports ¢.l.f. % Including the balance of Porluguese overseas territosies vis-a-vis the non-escudo area.




Foreign trade was characterised by a strong advance in imports and
only a shght rise in the already high growth rate of exports. Imports
expanded by 17 per cent., against ¢ per cent. in 1968, Purchases of raw
materials and semi-finished products were up by 21 per cent., and those of
consumer and investment goods by 18 and 13 per cent. respectively. The
increase in expotts, at 15 per cent., was only I percentage point higher than
in the previous year. Exports to the EFTA countries increased at a slower
rate than total exports in both 1968 and 1969, while those to the EEC rose
faster., The latter went up by 18 per cent. last year, including an increase of
23 per cent. in sales to Germany. The trade balance was also affected by a
2 per cent. deterioration in the terms of trade. The trade deficit widened
as the year proceeded from a seasonally-adjusted annual rate of $360 million
in the fitst quarter to one of $950 million in the fourth quarter. In the first
three months of 1970 imports showed a rise of 31 per cent. over the year and
the trade deficit was running at an annual rate of $1,27¢ million.

As in 1968, the increase in net receipts from invisibles came largely
from investment income, which went up by $80 to 520 million. The growth
in the net outflow of identified long-term capital was more than accounted for
by the trebling of the banks’ long-term loans to foreigners to a total of
$525 million. The National Bank was liberal in authorising such loans, in
order to help curb domestic liquidity. In addition, investment trusts’ place-
ments of funds abroad went up by $8¢ million to $245 million. On the
other hand, net new foreign issues in Switzerland and purchases of foreign
shares by Swiss residents both fell short of the 1968 level; together they
declined by $135 million. Roughly two-thirds of the outflow on identified
long and medium-term capital account was offset by net. receipts from
unidentified transactions.

Sweden. The overall balance of payments for 1969 showed a substantial
deterioration on the year before, from a deficit of $45 million to one of
$330 million. More than half of this change was on capital account, where
the usual net inflow was replaced by a net outflow of $ros million, while the
rest was due to invisibles.

On capital account, the deterioration for the year 1969 is attributable to
two factors: a turn-round in net direct investment, from an inflow of $60
milien to an outflow of $96 million, which was connected with take-overs
of foreign firms by Swedish businesses; and an increase of $35 million in
net official capital outflows. There was a marked contrast between capital
movements in the two halves of the year, a net outflow of $160 mullion
giving way to a net inflow of $50 million. The outflow was stimulated by
high interest rates abroad and the German situation, and the subsequent
turn-round was due to domestic restrictive measures and the resolution of

the DM problem.

On current account,_. the main feature was the $105 million deterioration
in invisibles, from a surplus of $60 million to a deficit of $45 million. .



Unilateral transfers, consisting partly of aid to developing countries, rose by
$45 million, and the travel deficit by $35 million, while shipping receipts
fell by $25 million. The trade deficit of $180 million was almost the same as
in 1968, but imports and exports were considerably larger than in that year,
with growth rates of 15 and 16 per cent. respectively, In volume terms,
imports expanded more than exports, but there was a 1 per cent, improvement
in the terms of trade. In the first quarter of 1970, with imports on a customs
basis rising by 21 per cent. and exports by 13 per cent.,, the trade deficit
amounted to $210 million, greater than that recorded for the whole of 1969.

Denmark. During the course of 1969 Denmark’s balance of payments
'showed rather wide fluctuations, substantial deficits in the first two quarters
being followed by a position of approximate balance in the third quarter
and a large surplus in the fourth. The deficit in the first part of the year
was on current account, owing exclusively to a large trade deficit, while the
fourth-quarter surplus was mainly on capital account. For the year as a whole,
the overall deficit widened from $10 to 75 million, an increase of $135 million
in the current deficit being partly offset by larger net capital inflows.

On a customs basis, exports rose by 14.5 per cent. in 1969. Exports of
industrial goods, which account for over 6o per cent. of the total, went up
by 20 per cent, while those of farm products showed a gain of less than
6 per cent. In terms of Danish kroner imports increased by 18 per cent.,
almost twice as fast as In 1968.

At $180 million, the surplus on invisible account was practically
unchanged from 1968, higher receipts from shipping and on travel account
being offset by a rise in net interest and dividend payments as well as in
aid to developing countries. The current deficit widened from $115 to
250 million. :

On capital account, the increase from $105 to 175 million in net
inflows was the result of a number of factors. The most important were
the increase in net public borrowing abroad, from $80 to 110 millien, and
the decline in the net outflow in respect of commercial credits from $40 to
10 million. In the first half of the year residents made substantial repayments
of commercial credits and inward direct investment was running at a low
level. By mid-year tighter domestic policies had stopped the private capital
outflow and then in the last quarter, with the DM question settled, there was
an overall capital inflow of $ros million; this included $65 million of
commercial credit taken up by residents and $45 million of direct investment.

Norway. In 1966 Norway had an overall balance-of-payments deficit
of $55 million, the first since 1g62. This was due to substantial exports of
capital. Total net capital outflows amounted to $150 million, which was
more than could be covered by the favourable current balance.

Owing to the high level of interest rates abroad and the expectation of
a DM revaluation, there was a net capital outflow of $225 million in the -
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first nine months of the year. Long-term outflows came to $180 million,
including substantial repayments of foreign loans by shipping companies and
other debtors, and to this was added a short-term capital outflow of $45
million. In the last quarter, however, restrictive monetary measures, together
with the reaction following the revaluation of the Deutsche Mark, produced
a net inflow of $20 mullion on long-term and $55 million on short-term
capital account.

The $95 million surplus on current account, although smaller than in
1968, is largely explained by a further substantial improvement in trade in
ships. This had already shown better results in 1968, when the deficit was
reduced from $310 to 105 million, and in 1969 there was actually a net
surplus of $go million. Exports of ships (mainly old vessels), at $325 million,
were $50 million higher, and imports of ships (mostly of new ones), at
$235 million, were $145 million lower than in 1968. Excluding trade in ships,
the trade deficit went up from $685 to 865 million. Exports rose faster than
in 1968, by 13 as against g per cent, with metals accounting for nearly
half of the increase. But the strong expansion of ‘domestic investment and
consumption pushed the growth rate of imports up from only 4 per cent. in
1968 to 17 per cent. Roughly 40 per cent. of last year’s rise in imports, part
of which took place in anticipation of the introduction of a value added tax at
the end of the year, was accounted for by transport equipment, machinery
and appliances,

The invisible surplus fell last year from $g940 to 870 million. Net
earnings from shipping were down by $75 million, partly through lower
freight rates and partly through the reduction in the merchant fleet, which is
reflected in the net surplus from trade in ships. This surplus disappeared in
the first quarter of 1970. With the trade deficit (excluding ships) rising from
$155 to 235 million over the year, and despite a small increase in invisible
receipts, the current account shifted from a surplus of $85 million to a deficit
of $15 million. This deterioration was entirely offset by a reversal in the
capital account from a net outflow to a net inflow.

Iceland. In 1969 Iceland's balance of payments showed very clearly the
benefits of the November 1968 devaluation. Exports, which had declined by
31 per cent. in 1967 and a further 15 per cent. in 1968, rose by 21 per cent.
Imports, which had already fallen by 13 per cent. in 1968, went down by
another 15 per cent. Consequently, the trade deficit was reduced, from
$50 to 10 million. The increase in exports was due to a $10 million rise,
to $8o million, in sales of fish products, and the commencement of aluminium
exports, which amounted to $7 million. On the import side, purchases of
investment goods showed a marked decline.

The large improvement on trade account, together with a modest rise
in net invisible receipts, brought the current-account deficit down from
$50 to 5 million. Partly offsetting this, there was a drop in net capital imports
from $40 to 20 million. Net public loans raised abroad were $10 million lower



than in 1968 and with the completion of the first stage of the aluminium plant
there was also a $5 million decline in direct investment. The overall balance of
payments, therefore, shifted from a $10 million deficit to a $r5 million surplus.

Finland, As was t0 be expected, Finland’s balance of payments was no
longer as favourable in 1969 as it had been immediately after the 1967
devaluation. Nevertheless, despite a large increase in imports, some reduction
in long-term capital inflows and a substantial turn-round on short-term capital
account, the overall balance showed a surplus of $50 million.

On trade account there was a deficit of $50 million in 1969, a deterio-
ration of $75 million on the previous year. Exports increased by 21.5 per
cent.,, but a sirong recovery of domestic consumption and investment pushed
imports, which in 1968 had declined by 5 per cent, up still faster — by
26.5 per cent. There were marked increases, of 6 and 8 per cent., in unit
values of exports and imports respectively, so that the volume of exports
went up by 15 per cent. and that of imports by 19 per cent. Wood and
paper products accounted for 43 per cent. of the rise in. the value of
exports, and metal and engineering goods for another 30 per cent. On the
import side, capital goods accounted for 40 per cent. and goods to be used
in production for 37 per cent. of last year’s increase. As mmports and exports
continued to rise by about 20 per cent. in the first quarter of 1970, the
trade deficit, at $55 million, was exactly the same as a year earlier.

Net invisible receipts increased by $25 million in 1969, to $65 million,
so that the current account still showed a small surplus of $is million.
The net transport surplus went up by $10 million and the cancellation of
$20 million of Finland's war debt to Sweden gave rise to a corresponding
improvement in the balance of unilateral transfers.

The inflow of long-term capital from abroad came to $65 mullion,
$30 million less than in 1968. Much more significant was the turn-round on
short-term capital account, from an inflow of $80 million in 1968 to a net
outflow of $30 million. As in a number of other European countries, and
for the same reasons, large outflows of short-term funds occurred in the
second and third quarters of the year, but were partly offset by an inflow in
the final quarter.

Portugal. As shown by the data on monetary movements, the surplus
in Portugal’s overall balance (including the balance of Portuguese overseas
territories vis-a-vis the non-escudo area) declined from $140 to 85 million in
1969. As regards the metropolitan area only, the net inflow of private
capital at long and medium term, which had been declining in recent years,
fell from $70 million to zero. Financial credits obtained from abroad were
smaller than in 1968 and repayments larger, giving a net outflow of $z20
million for this item in place of the $25 million net inflow recorded in 1968.
The balance of trade credits also showed a shift, of $z0 million, from an
inflow to an outflow.
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The current surplus wis-a-vis foreign countries showed a moderate
improvement from $45 to 60 million. Workers’ remittances increased by the
substantial amount of $130 million, which more than offset a $45 million
decline in tourist receipts and a $70 million rise in the trade deficit from
$305 to 375 million. On a customs basis, imports, which had shown practically
no inctease in 1968, went up by 20 per cent. Much of the growth consisted
of larger purchases of metals, machinery and transport equipment. Imports of
agricultural products — to make up for crop deficiencies — rose substantially.
The growth rate of exports also accelerated, though less rapidly, from 7 to
12 per cent. '

Spain. In 1969 OSpain’s balance of payments reverted to deficit. The
trade balance deteriorated and the net inflow of long-term capital was smaller
than in 1968. These adverse developments were partly offset by a further
increase in invisible receipts, so that the basic balance shifted from a surplus
of $225 million to a deficit of $65 million. In addition, there was a short-term
capital outflow of $i155 million, which brought the overall payments deficit
to $220 million.

The current-account deficit, at $500 million, was some $200 million
greater than in 1968, only about half of the deterioration of $375 million in
the trade balance having been offset by an improvement on services account.
This was due in particular to a growth in receipts from foreign travel and
workers' remittances, which Increased by $140 and ros million respectively.
The larger trade deficit primarily reflected the impact on 1mports of the strong
recovery in domestic demand. In addition, however, devaluation rumours
gave rise to adverse leads and lags in October and November, following which
an import deposit scheme was introduced in December. In 1969, on a
customs basis and in terms of value, imports increased by 20 per cent.,
as against only 1 per cent. the vear before. Purchases of raw materials and
semi-manufactured goods rose by 28 and 38 per cent. respectively, and
those of capital goods by 17 per cent. Food and agricultural imports, which
had declined by 12 per cent. in 1968, went up last year by 13 per cent. At
the same time the growth of exports also accelerated to almost 20 per cent.
Not quite half of the latter rise occurred in trade with EEC countries and
most of the rest in trade with countries outside Europe and North America.
Sales to North America were a little smaller than in 1968. In the first quarter
of 1970 the growth of exports slowed down to 16.5 per cent.,, while that of
imports accelerated to 23.5 per cent.; the trade deficit came to $6co mullion,
against $450 million a year earlier.

The decline in the long-term capital inflow from $530 to 430 million mn
1969 was concentrated in the public sector, where net foreign borrowing fell
from $130 to 25 million. On private account the net inflow was therefore
about the same as In 1968, net receipts from direct and real-estate investment
being higher and those from portfolio investment and foreign loans lower.



IV. GOLD, RESERVES AND FOREIGN EXCHANGE.

Gold production, markets and reserves.

For the fourth year in succession, world gold production showed very
little change. US gold production, which had been adversely affected in the
preceding two years by the strikes in the copper-mining industry, recovered
in 1969, with a gain of 255,000 ounces, and South African output edged
up by about 110,000 ounces. These increases, however, were roughly offset
by the continued decline in the gold production of Canada and Australia.

Weorld gold production.

1929 1940 1946 1953 1965 1966 1967 1988 1969

Countries
weight, in thousande of fine cunces
South Africa . . .[ 10,412 | 14,046 | 11,927 { 11,941 | 30,840 | 30,8695 | 30,535 | 31,169 | 31,276
Canada . . . . .. to20 | 5,333| 2849 2056 | 3.606| 3,319 | 2086 | 2,688 | 2,434
Unlted States. . .| 2,059 | 4,870 1,578 1,958 1,705 1,803 1,584 | 1,478 1,733
Gharma . ... .. 208 886 B86 7at 782 604 767 727 707
Australia . . . . . 427 1,644 B24 1,075 - aTe 917 a0s 786 T00
Phillppines . . . . 163 1,121 1 ag1 437 as54 491 527 540
dJapan. . . . ... 298 406 43 228 265 254 253 238 253
Colombia . . . ., 137 632 437 437 19 281 258 240 218
Mexico . . . . . . 6558 883 420 483 216 214 165 177 181

Tofal listed . | 16,287 [ 29,820 | 18,662 [ 21,390 | 38,748 | 38,795 | 37,844 | 38,030 | 38,043

Other countries’' . 2,053 7,640 2,768 2,870 2,392 2,405 2,316 2,440 2,437
Estimated .
world total' . | 19,340 | 37,460 | 21,430 | 24,260 | 41,140 | 41,200 | 40,160 | 40,470 | 40,480
Value of egtimated in millions of U3 dollars
world total
at $35 per
fine ounce . 6402 1,210 750 850 1,440 1,440 1,405 1,415 1,415

1 Excluding the USSR, eastern Europe, malntand China and Narth Korea, 2 At the officlal price of $20.67 per fine
ounce then [n effect, §380 million,

In South Africa the sharply divergent trends of output in the older and
newer mining areas continued during 1969. In the newer mining areas
production rose by 530,000 to 26.9 million ounces, whereas the rest of
South African output fell by a further 420,000 to 4.4 million ounces. Owing
to the substantial premium of the free-market price over the official gold
price and the large amounts the South African authorities were able to
market at these prices, 1969 was quite a good year for the South African
gold-mining industry. Average receipts per ounce of gold rose from $35.4 mn
1968 to $37.1, and despite a moderate decline in the average gold content of
the ores mined and a small increase in costs pet ton of ore milled, profits’
per ounce of gold went up from $13.3 to $14 (excluding profits from uranium).
Total profits, including premiums from special sales not counted in the above
figures, advanced from $410 to 457 million.
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Calculated at $35 per fine ounce, total western output was worth
$1,415 million in 1969. As has been the case every year since 1965, no sales
of gold by Russia were reported.

As regards the absorption of new gold production, the main feature of
1969 was the sharp increase, in comparison with the last nine months of 1968,
in the proportion sold on the free market. Since the suspension of the gold
pool arrangements in March 1968, variations in the amount of gold coming
onto the market have been governed essentially by the volume of supply from
South Africa. Given the stability of South African production, this in turn
depends on the state of South Africa’s balance of payments and on the amount
of South African sales to official holders, In the nine months following the
suspension of the gold pool arrangements, South Africa had added $s500
million, or about 6o per cent. of its current gold output, to reserves. Owing
mainly to the deterioration of iis balance of payments, in 1969 South Africa
sold not only the whole of iis current production but also $130 million out of
its official reserves, Consequently, and despite continuing foreign official pur-
chases from South Africa, the total amount of new gold coming onto the
market js estimated to have risen from $390 million in the last nine months
of 1968 to $1,305 million in 1969, or from 37 to 92 per cent. of current
- world output. In 1966, the last full year before the 1967-68 gold crisis,
non-monetary absorption of gold is estimated to have amounted to $1,410
million. While accurate figures for the consumption of gold by industry and
the arts are not available, the amount of new gold sold on the market during
1669 suggests that privately-held stocks increased somewhat during the course
of the year.

Estimated uses of gold.

1968 19269
Apri] to 1st 2nd 3rd 4th v
items BDecember |  quarter quarter quartar quarter ear
in millions of US dollars

Change In South African reserves . 500 125 — 105 — 170 20 - 130
Change in western official holdings

outside South Africa. . . . . . . 170 20 25 105 20 240

Amount sold on free market* . . . 390 200 430 430 245 1,305

Total (= peld production) . . . 1,060 345 350 365 ass 1,415

* Residual figures.

The amount of new gold added to western official stocks outside South
Africa during 1969 was $240 million. This included a $50 million repayment
in gold by South Africa to the IMF on a drawing it had made in April 1969
and the conversion into gold at the South African Reserve Bank of $110
million of South African currency drawn on the Fund by other countries.

As regards the development of prices in the free gold market, 1969
came ‘in like a lion and went out like a lamb. The year opened with the
London fixing price at about $42 per ounce of gold, and the upward trend
continued until the end of April, when the price stood at $43.6. On the
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demand side, an important factor in the situation was currency uncertainties,
particulatly concerning the French franc; in fact the threat of renewed social
unrest in France had pushed the price up to a peak of $43.8 on one day in
March and the situation that arose out of the resignation of General de
Gaulle was largely responsible for the firmness of the gold price at the end
of April. On the supply side, taking the first four months of 1969 as a whole,
the basic factor in the situation was the continuing relatively low level of
South African sales.

From May onwards South African gold sales (mostly, but not entirely,
to the market) began to exceed current production. Despite the continued
strength of private demand, partly from gold dealers, this led in the further
absence of official purchases to some immediate easing of the gold price. It
also contributed indirectly to a sharp drop in quotations in early June, when
demand began to fall off in the face of expectations of further large South
African sales, the more settled political situation in France and the extremely
high interest rates then obtainable on the Euro-dollar market.

The free-market price subsequently recovered from its $40.6 low in
early June to nearly $42 around the middle of July. Then, towards the end of
that month, the announcement of the Group of Ten's agreement on the
creation of SDRs led to a renewed easing of quotations. By early August the
ptice was at $4I an ounce and it stayed close to this level until the middle
of October, when it began to fall sharply, reaching a low point of $34.75
around the middle of January 1970.

Price of gold bars on the London market.*
In LIS dollars per fine ounce.

NMOTERES

* Daily figures at afternoon fixing.
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The pronounced fourth-quarter weakening of the gold market was not
a consequence of current South African sales. On the contrary, the total
amount of new gold marketed in the last three months of 1969 was less than
60 per cent. of what it had been in either the second or third quarter. It
was rather that a number of factors — the ratification and prospective activation
of the SDR scheme, the parity changes in France and Germany, the improve-
ment in the situation of sterling and the continuing high level of Euro-dollar
interest rates — combined to produce a marked reduction in net demand.

At the end of the vear an agreement was reached concerning the IMF’s
policy with respect to gold purchases from South Africa. Under this agreement
the Fund undertakes to buy gold from South Africa at $35 an ounce (less a
handling charge): firstly, out of current production up to any amount necessary
to meet South Africa’s current exchange needs whenever the free-market price
of gold falls to or below $35 an ounce; secondly, irrespective of the free-
market price, to the extent that South Africa’s foreign exchange requirements
exceed, over a semi-annual period, what can be obtained through the sale of
its total current production; thirdly, up to an amount of $35 million a
quarter, gold held by South Africa on 17th March 1968, minus subsequent
sales to monetary authorities.

For its part, South Africa has undertaken to sell its current gold
production in “an orderly manner’” on the market to the full extent of current
payments needs. In this connection South Africa has stated that it “does not
envisage unusual or non-traditional foreign borrowings® or other special -
transactions” that would affect the amount of new gold 1t may need to sell in
order to meet current payments needs. Moreover, when selling gold other
than in the market, the South African authorities “intend in practice normally
to offer such gold to the Fund”.

In short, the arrangements effectively put a floor of $35 per fine ounce
(less the Fund’s charge of !4 per cent.) to the price received by South Africa
for its gold but not to the market price of gold. In fact, the market price
dropped to 25 cents below $35 per ounce for some days in January 1g70.
From end-January to mid-March quotations stayed around the official parity
and then rose to $36.2 per ounce in early May. During the first three months
of 1970 the Fund purchased some $285 million of gold from South Africa,
an amount approximately equal to the quarter’s production. As South Africa’s
gold reserve fell by $115 million during the quarter, it must in addition have
sold roughly that amount on the market.

After having declined by $2,325 million in the three preceding years,
western official gold reserves edged up by $110 million to $41,015 million
during 196g9. Within this small overall change, there occurred fairly large
movements in the gold reserves of some individual countries.

The biggest increase in gold reserves was recorded by the United States.
As a result of $1,170 million of purchases and $200 million of sales, its gold
stock, after heavy declines in 1967 and 1968, recovered by $g70 to 11,860



World gold reserves,

Changes in Hold{ngs
&
Countries or areas 1967 1968 1969 end- 1969
in millions of US dollars
United Stafes . . . . . . . . — 1,170 — 1,175 + 9870 11,860
United Kingdom . . . . . . . — 850 + 18% — 5 1,470
Other western Europe . . . . + 150 — &80 — 755 19,670
of which )
Belgivmy . . . . ... - 45 + 45 - 5 1.520
Depmath . . . . o0 0 4 —_ + 10 — 25 20
Frapee , . . . . . .. .. - % —1,3858 — 330 3,545
Germany . . . . . . ... — 45 + 3ic — 460 : 4,080
frefland . . . . ... —_ + 55 - g0 40
Haly . . . . ...+ - 15 + 525 + 35 2,955
Netherfands . . . . . ‘. —_ 20 - X3 + 25 1,720
Porlugal . . . .. .. .. + 55 + 155 + 20 ars
Sweden . .. ... ... — + 20 -_ 235
Switzetland . . . . . .. + 250 - 455 + 20 2,640
Other S e e e e - 5 + 55 + 5 1,980
Canada . . . ...... .. - 30 — 150 + 10 870
dJapan . . L. L. .. e + 10 + 20 + B0 418
Latin America . . . . .. .. + 20 + a6 + BS 1,080
MiddleEast . .. ... . .. + o5 + 270 —_— 35 1,055
Other Asia . ... ..... + 80 + 40 - 20 730
Other Africa . , . . . . . .. + 25 + 740 - j=ls] 1,538
of which
South Afffea . . . .. .. — 55 |+ eso —-130 1,115
Other countries . . . . .. ' + 20 + 125 + 5 435
Teotal for alf countries — 1,400 - 570 + 195 39,130
International institutions . . . — 180 — 130 -  BS 1,885
of which
BiS. . ... ... - 200 + 275 — 130 —480
European Fund . . . . .. - 10 - 10 + 25 55
IMF . o oo e + 30 — 305 + 20 2,310
Grand fotal. . . . . . — 1,580 —~ 7100 + 10 41,015

million. There were purchases of $500 million from Germany, $325 million
from France and $200 million from the BIS.

The United States apart, increases in individual countries’ gold reserves
were quite small In absolute amounts, but in some cases fairly large in
relation to these countries’ total gold stocks. Thus, Japan's gold reserves went
up by $60 to 415 million, those of the Democratic Republic of the Congo by
$42 to 55 million and those of Argentina by $25 to 135 million,

The largest declines in official gold reserves were shown by Germany,
France and South Africa. Germany's gold reserve fell by $460 to 4,080
million, while that of France was reduced by $330 to 3,545 million, nearly
$1,700 million down from its 1966—-67 peak. The $130 million decrease in
South Africa’s gold stock to $1,115 million followed upon a $66c million -
increase in 1968. In contrast to these three countries, where the gold losses
were related to balance-of-payments developments, there were two countries
where a relatively sharp reduction in official gold holdings went hand in hand
with increased total reserves, pointing to some lessening of their interest in



gold. Ireland’s total reserves expanded by $145 million, while its gold stock
was reduced by half to $40 million, and Kuwait’s gold holdings were reduced
by $35 to 85 million, while its overall reserves edged up slightly to $180
million. !

As regards International institutions, the BIS negative spot gold position
widened by $130 to 480 million during 1969. It was reduced by $65 million
in the first quarter, when there were reversals of end-year operations, and
increased by $195 million in the last quarter, when the Bank sold $z200 million
of gold to the US Treasury. Despite sales of $150 million to member countries
in connection with drawings by France and the United Kingdom, the IMF’s
gold stock showed a small net increase of $20 million.

Preliminary indications are that world gold reserves increased by an -
estimated $205 million during the first quarter of 1970, Countries’ gold
reserves are esfimated to have gone up by $20 million and those of inter-
national institutions by $185 milhon. The IMF gold stock increased by
$200 million, purchases of $285 million from South Africa being partly offset
by sales totalling $100 million to twelve other member countries. Changes in
individual countries’ gold holdings during the quarter included reductions of
$115 and 40 million respectively in the reserves of South Africa and Iraq,
and increases of $55 and 45 million in those of Japan and the United States.

Global reserves;

Following increases of $1.7 and 2.9 milliard in 167 and 1968 respectively,
countries’ global reserves, defined as the total of gold reserves, foreign
exchange reserves and Fund reserve positions as reported by the IMF, showed
only a very small rise of $o.r milliard for the year 1969. At the same time
there was a marked difference in the composition of the overall change.
Countries’ total gold reserves, which had falien in both 1968 and 1969 owing
to market sales by the gold pool (partly offset in 1968 by the accumulation of -
gold in South Africa’s reserves), rose by $o.2 milliard in 1969. Even more
strikingly, total foreign exchange reserves, which had gone up very substantially
in the two preceding years, declined slightly, by $0.3 milliard.

Looked at by groups of countries, the very small growth of global
reserves in 1969 was entirely due to events in the developed parts of the
world. Indeed, the developing countries’ reserves rose by slightly more than
they had done in 1968 — $1.3 against 1.1 milliard — though, contrary to
what happened in 1968, with virtually the whole of the increase in exchange
reserves, '

In the developed world, reserve growth in the group of “‘other developed
countries’” fell away between 1968 and 1969 from $1.3 milliard to zero. The
main factor here was the change from surplus to deficit in South Africa’s
balance of payments.

It is in the Group of Ten countries that the contrasts between reserve
developments in 1968 and 1969 are most marked. These countries’ gold stocks,



Changes in glebal reserves, 1967-69,

Foreign IMF reserve
Areas and periods . Gold exchange positions Total
in milions of US dollars
All countries
1987 . . . . f L e e e e e e . - 1,400 + 3,680 -~ 885 + 1,665
1888 . . . - . = & v o v v e — 570 + 2,725 + 740 + 2,895
196D . . L . . L e e -+ 185 — 290 + 240 + 145
Group of Ten
1887 . . . v v L s i s e e e e - — 1,740 + 3,080 — 480 + 860
1968 . . . . . s e e e e e e s — 2,060 + 2,080 + 468 + 485
18969 . . . . v v e s e e e + 310 — 1,585 -+ 138 — 1,140
Other developed countries
1967 . . . ¢ v 4 - 4 o . . P —_ + 100 -~ 125 - 25
1988 . . . . L h b s e e o e e + 965 + 135 + 180 + 1,280
1969 . . . . . L s e e e e e e e — 160 + 75 85 —
Developing counfries
1987 . v & v v v e e e e + 340 + 470 + 20 + 830
1968 P I + 525 + 510 + o5 + 1,130
1969 . . . . .. . S e e e e + 45 + 1,220 + 20 + 1,285
Group of Ten _
excluding United States and
United Kingdom
= L I T + 80 + 1,810 — 575 + 1,315
1968 . . . . . . . L oL s e s e - 1,070 + 1,350 — 405 -~ 125
1968 . . . e e e e e e e — G55 -— 950 - 900 — 2,505
United Kingdom
== — 850 + 245 - — 408
1868 . . . - . . . o e + 185 — 455 —_— - 270
1969 . . . . . . . L Ll e s e - -3 + 110 _ + 108
United States
TOBT & v o v e e e e e e e — 1,170 + 1,025 + @5 -
1868 . . . . . . . .o e — 1,178 + 1,185 + 870 + 880
1988 . . - L v v v i e e e e e -+ 270 —  T45 + 1,035 -+ 1,260

after having fallen in 1968 by just over $2 milliard, rose last year by $0.3 mil-
liard. And their exchange reserves, which in 1968 had risen by just enough to
compensate for the loss of gold, fell last year by $1.6 milliard. The official
foreign exchange holdings of the United States declined by $o0.7 milliard,
those of the United Kingdom showed a moderate rise of $o.1 milliard, and
in the other countries of the Group exchange reserves were reduced by
$1 milliard. Germany’s exchange reserves alone fell by $1.1 milliard, and
smaller declines in Canada and Ialy were more than offset by gains in
Belgium and Japan.

Some part of the reason for the much smaller rise of global reserves
during 1969 can be found in the fact that IMF reserve positions went up
by only $o0.2 milliard, whereas in 1968 they had risen by $o0.7 milliard. This
was not a consequence of any significant decline in member countries’ net use
of the Fund, but rather reflected the fact that a large part of net drawings in
196 were made by three FEuropean countries — Germany, Belgium and
Denmark — all of which drew on Fund reserve positions and not on their
credit tranche facilities at the Fund. As a result, their drawings produced no.
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Composition of changes in giobal reserves.

[tems 1967 1968 1969
in millions of US dollars
Change In global resetves . - . . .+ . . . . . . + 1,665 + 2,885 + t4s%
Gold . . . .. e e e e e e — 1,400 — 870 + 195
IMF reserva positions . . . . . « . . . . . .. . — BBS + 740 + 240
from: gold subscriptions . . . . . . . ... + 1. + 50 + a0
members’ credit tranche drawings . . | «— 620 + 690 + 210
Forelgn exchange from spetial transactions + 5,030 4+ 4,170 — 2,580
US Government non-marketable bonds . . . | + 420 |+ 1850 — 450
Central-bank facilities (estimated} . . . . . . + 4,120 + 2,320 — 2,140
UK dollar security porfolio . , ., ., . . ., . + 480 - —
Other foreign exchange (residual) . . . . . .. - 1,380 — 1,445 + 2,300

increase In the outstanding total of Fund reserve positions but only a shift in
such positions from the drawing countries to the countries whose currencies
were drawn.

The essential factor in the failure of global reserves to rise more than
insignificantly in 1969 was, however, the small decline in total exchange
reserves that occurred during the year. And the reason for this was the quite
marked reversal of the special transactions between monetary authorities which
had been the source of the substantial increases in exchange reserves that took
place in 1967 and 1968. In fact, the "‘cancellation” of exchange reserves in
1969 brought about by the reimbursement of central-bank credits may be
estimated at $z.1 milliard. In this connection it has to be remembered that
assistance taken from, or repaid to, the United States by other countries has
a double effect on reserve statistics, since both the dollars received or repaid
by the borrower, and the corresponding changes in US reserves, have to be
counted.

The failure of global reserves to rise significantly during 1969 thus
coincided with a more normal development of both gold and foreign exchange
reserves than had been the case in some earlier vears. In that sense, it
represented a change for the better. At the same time, however, it pointed up
the absence of any quasi-automatic mechanism for ensuring a steady growth
of global reserves, It is this gap that the special drawing rights, introduced on
15t January of 1g70, are intended to help fill.

Activation of special drawing rights.

While of less immediate impact on the international monetary situation
than the changes in' the external position of several major countries, outlined
in Chapter I, the introduction of the SDR scheme is potentially the most
important new orientation of the monetary system since Bretton Woods. The
Amendment to the IMF’s Articles of Agreement establishing the SDR facility
came into force on 28th July 1969, following its acceptance by the required



three-fifths majority of the Fund’s membership having four-fifths of total
voting power in the Fund. At the Fund’s Annual Meeting in Qctober 1969 it
was decided to make a first activation of the scheme for a total of $9.3
milliard over the three years 1g970~72, with $3.5 milliard of SDRs to be
allocated m 1970, and $3 milliard in each of the two succeeding years. In
fact, some $3.4 milliard’s worth of SDRs was allocated to 104 members of
the Fund on 1st January 1970.

-The decision to activate the SDR scheme reflected general agreement
that there existed a global need to supplement reserves. As evidence of this
need two broad indicators were advanced: the increasing recourse by countries
in recent years to resirictions on international transactions, mainly but not
exclusively in the field of capital transactions; and the increasing recourse to
international credit facilities for the financing of balance-of-payments disequi-
libria and for sustaining reserve growth.

It was provided in the scheme that, in addition to a judgement concerning
the global need to supplement reserves, the decision to activate the facility
should take into account, as special considerations, both ‘“‘the attainment of a
better balance-of-payments equilibrium” and “the likelthood of a better working
of the adjustment process in the future”. These considerations related particu-
larly to the persistent deficits of the United States and the United Kingdom.
While it was not clear in the summer of 1969 that these countries were sure
of attaining a better balance in their external payments, it was accepted that
their efforts to do so were not likely to be weakened by the initial allocations
of SDRs. Furthermore, it was recognised that once they were effectively
moving towards a better balance on external account, their efforts would be
impeded if other countries were forced to take defensive measures because of
lack of growth in global reserves. In this connection, it was significant that
there appeared to be only a few countries that were prepared to accept
substantial reductions in their monetary reserves. These considerations led to
the conclusion that it would not be inappropriate, from the point of view
either of the attainment of a better balance-of-payments equilibrium or of a
better working of the adjustment process, to proceed with an early allocation
of special drawing rights. At the same time, however, the doubts that still
remained about the fulfilment of these considerations weighed in the choice of
three years as the first basic period for the operation of the scheme, instead of
the five-year basic period normally provided for. This will ensure earlier
review of how the operations of the special drawing rights are working out
in practice and give the opportunity for any changes that may seem warranted.

The total allocation of $g9.5 milliard provided for during the first basic
period represented a compromise between different points of view. Projections
of future reserve needs, as well as of the extent to which these might be met
through growth of the total of traditional reserve assets, were made. However,
not only were the hazards of such calculations evident but also there were
some differences of conception as to what constitutes global needs. The
amounts finally decided upon took some account of the views both of those



— 118 —

who believed that the growth of reserves had been inadequate for some time
past, and who therefore favoured substantial initial allocations, and of those
who urged a more cautious approach until experience had been gained with
the operation of the scheme.

During the first quarter of the scheme’s operation, twenty-nine countries
used a total of $301 million of SDRs. $105 million was used by the United
Kingdom and the bulk of the remainder by twenty-six less-developed countries,
Twelve countries used 70 per cent. or more and a further eight countries
between 25 and 50 per cent. of their allocations. Twenty participants received
a total of $153 million of SDRs during the quarter. $141 million of this amount
was transferred to twelve industrial countries, of which the United States
accounted for $53 million. In addition, $148 million of SDRs was transferred
to the Fund, partly for currency repurchases and partly in payment of Fund
charges. .

Monetary movements.

United States. For the year 1969 as a whole, the change in the external
monetary position of the United States was dominated by US bank borrowing
of $7 milliard from the Euro-dollar market through their foreign branches.
Mainly because of this, U3 liquid liabilities to non-official foreigners went up
by $8.8 milliard, so that despite a recorded $7.r milliard deficit in the balance
of payments, measured on the liqudity basts, for the second year running a
surplus was recorded on the official reserve transactions basis.

Owing to certain statistical peculiarities, described tn Chapter III of this
Report, the liquidity balance for 1969 did not accurately reflect the size of the
underlying payments deficit. At the same time, owing to certain statistical
limitations the sum of the changes in US official reserves and in reported
liabilities to foreign official agencies did not accurately reflect the balance of
official monetary transactions. The official settlements surplus of $2.7 mlliard
was made up of a $1.2 milliard rise in reserves and a $1.5 milliard decline in
Habilities to foreign official agencies. The latter figure appears to indicate that
foreign official holders reduced their dollar balances by $1.5 milliard during
1969. Data on global foreign exchange reserves reported to the IMF, how-
ever, together with what is known about changes in official holdings of
currencies other than dollars, suggest that there may in fact have been litile
change during 1969 in total official foreign holdings of dollars. The explanation
of this discrepancy is that the US reporting of liabilities to foreign official
agencies covers only those official dollar balances of foreign countries that are
held with banks in the United States. Evidently, therefore, there must have
been during 1969 a marked increase in dollar reserves held with banks outside
the United States, which show up in the US statistics as part of the very
large rise in liabilities to non-official foreigners. The recorded official settle-
ments surplus of $2.7 milliard thus constderably overstates the real improve-
ment in the net reserve position of the United States during 1969.



United States: External monetary movements,’

1968 1969 1970
items Year 1at quarter | 2nd quarter| 3rd quarter | 4th quarter | 1st guarfer
In millions of US dollars
{(+ = Increase In agsets, decrease in liabilities)
Reserves . . . . . . ... + 880 +1,190 + 50 + 300 + &85 + 155 + 385
of which .
God . ... -1 175 + P70 - B3 + 320 + 10 + 495 + 45
Foreign exchange . . .| +1,785 — g5t | + 75 - 245 + 440 -1 085 - 830
Special drawing rights . - - - - —_ - + 920
IMF gold tranche )
positfon. . . . ... + 870 + 71,035 + 30 + 225 + 235 + 545 + 250
Llabilities to foreign
officlal agencies . . . . + 760 + 1,520 41,660 + 905 —1,730 + 685 —2,315
of which
Ligwid . .. . .. .. + 3,100 4+ 525 +1,705 + 540 ~2,240 + 520 —2,740
Non-liguid . . . . . . —2,340 + 995 — 45 + 365 + 510 + 7658 + 425
Balance on officlal raserve
fransactions basis ., . + 1,640 +2,710 + 1,710 + 1,205 —1,045 + 840 —1,830
Jess
MNon-liquid Yahbilities
to official forelgners —2,340 + 995 — 45 + 365 + 510 + 168 + 425
Total change in official
liquid position . . . . . + 3,980 +1,715 +1,755 + 840 -1,555 + 675 —2,356
plus
Liabilities to non- .
official forgigners. .| —3,810| —8,775| —3,026| —4655| —1.420| + 325| +1,620
Balance on liquidity basls . + 170 -7,060 —1,270 —3,815 —2,975 + 1,000 — 735
1 Sge note to table on page 84, 2 Tha 1969 decline in US official foreign exchange holdings shown in the

above table is $70 million greater than that shown in the table on page 115. This Is because it excludes the efiect
of the DM revaluation on this item,

Looking at the details of the recorded official monetary movements, the
striking feature on the assets side is the improvement in the composition of
US reserves. The gold stock increased by $970 million, while official holdings
of convertible foreign exchange, which represent overwhelmingly the counterpart
of US short-term assistance to foreign monetary authorities, declined by $815
million as a result of repayments by the United Kingdom and France.
These developments contrasted sharply with the experience of 1963, when
there were gold losses of $1,175 milhon and an increase in official exchange
holdings of $1,185 million. Reinforcing the favourable developments in gold
and foreign exchange holdings, the third component of US monetary reserves,
the gold tranche position at the IMF, showed a continuation of the upward
trend seen in 1968, with a further increase of $1,035 million to a record
level of $2,325 million at the end of the year. '

On the liabilities side, the reduction was mainly in the non-liquid
component following the discontinuation of the window-dressing operations
described in Chapter III. Foreign official agencies’ holdings of dollar time
deposits and certificates of deposit with original maturities of over one year
fell by $835 million in the course of 1969. Non-liquid official liabilities were
also affected by a $365 million decline in foreign official holdings of non-
marketable medium-term US Government paper, including Export-Import
Bank certificates of participation.
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In the first quarter of 1970 the unadjusted liquidity and official reserve
transactions balances were both in deficit. After taking credit for the first
allocation of SDRs, these deficits were $0.7 and 1.9 milliard respectively.
Excluding the SDR allocations, the figures are $:1.6 and 2.8 milliard. The
reason why the official-sector balance was much more unfavourable than the
liquidity balance is that, contrary to what happened during most of 196g,
there was an outflow of short-term funds in the form of a $1.6 milliard
decline in liquid liabilities of US banks to non-official foreigners. This
included $1 milllard of repayments by US banks of earlier borrowings from
their foreign branches. The receipt of $0.9 milhard of SDRs, together with the
fact that dollar holdings of foreign official institutions increased by $2.3
milliard, enabled the United States to show a $0.4 milliard increase in gross
reserves despite the sizable deficit on the official reserve transactions basis.

United Kingdom. On the external monetary side, the improvement in the
UK balance of payments and in the position of sterling that took place in
1969 and continued during the first quarter of 1970 allowed the British
authorities to make large repayments of official external indebtedness. During
these fifteen months short-term indebtedness to foreign monetary authorities
was teduced by $3,780 million, more than half of it in the first quarter of
1970 alone, and there were net repayments of $275 million to the IMF.
In addition, official monetary assets increased by $290 million; this was more
than accounted for by special drawing rights, the gold and dollar reserves
actually declining slightly over these fifteen months.

For the year 1969 the official financing surplus amounted to $1,740
million. While most of this originated in the $1,365 million balance-of-payments
surplus, there were also net receipts of $375 million from monetary movements
other than official financing. This inflow of $375 million was, by and large,
the net result of three main factors: a rise of $700 million in sterling balances
other than those representing the counterpart of central-bank assistance; net
miscellaneous capital inflows of $480 million; and, on the other hand, an
outflow of $695 million in the form of increased external sterling claims of

UK banks.

The rise in sterling balances was mainly in the sterling area, where it
amounted to $655 million. To a large extent it reflected balance-of-payments
developments in this group of countries, but there was also some. increase in
‘the proportion of their reserves held in sterling. In fact, total officially-held
sterling-area balances went up during the year by $930 million, of which
$695 million is estimated to be covered by the September 1968 guarantees.

Miscellaneous capital inflows amounted to the unusually high figure of
$480 million. And this figure includes an even larger amount — estimated at
$670 million — of import credit received. Much of the import credit was
taken during the first half of the year, in connection with the import deposit
scheme introduced in November 1968. :
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Export credit recorded within monetary movements is estimated to have
increased during 1969 by the same amount as import credit, i.e. $670 million.
And it is export credits that essentially account for the further expansion of
$6g5 million in the banks’ external sterling claims, nearly three-quarters of
which consisted of a rise in claims on the non-sterling area,

United Kingdom: External monetary moventents.

1969 1870
Year 15t 2nd ard ath 15t
ltems quarter quarter quarter guarter quarter
in milliong of US dollars
{+ = increase in agsets, decrease in liabiities)
Officlal financing
Reserves . . . . ... ... .. v + 110 + B0 -— 25 - 10| + 95| — 128
Speclal drawing rights . . . . . . - — _- - —_ + 305
Repayments to:
Foreign monetary authorities . . + 1,605 + 280 + 520 —125| + 930 | + 2,178
fnosterling . . . . ... ... + 1,460 + 150 + 735 — 30 + 605 .
in foreign currencies . . . . . 4+ 145 | + 130 — 215 — o5 + 325 .
MF ... ..... R + 25 + 300 — 325 + 25 + 25 + 250
Total . . . .. ... ... 41,740 + 630 + 170 — 110 + 1,050 + 2,605
Other monetary movements
Other sterling liabillties . . . . . . — 700 - 305 — 1580 + 210 — 455
fo sleriing-area holders . . . . . — 655 - 450 — 85 + 120 | - 240
{o non-steriing-ares holders . . . | + 90 + 7?5 - 83 + 720 — 140
fo inlernational Institutions . . . | — 135 — 30 - — 30 - 75
Sterling claims of UK banks on
non-reésidents ., . . .. .. .. + G8s + 130 + 210 + 140 + 218
UK banks* foreign currency
© Habilities (met) . . . . . . .., + 115 + 28 + 35 + 85 - 30
UK banks' ligbilities In
054 currencies (neth, . . . . ., _ 5 — 15 + 25 —_ 3o + 15
Miscellangous capital . . . . . . . - 480 — 240 — &5 — B| — 170
Total . . . . . ... ; — 375 — 405 + &5 + 400 - 425
L Overall balance . . . . ., +1.365 + 225 + 225 +280)] + 8625

Looking at the course of monetary movements other than official
financing through the year, there were considerable fluctuations from quarter
to quarter, owing mainly to vatiations in the movements of sterling balances
and in the miscellaneous capital inflow. The banks' external sterling claims, on
the other hand, increased fairly steadily from quarter to quarter, reflecting the
rise in exports and export credit. In the first quarter both the miscellaneous
capital inflow and the rise in sterling balances were substantial. The former
reflected rather closely the first effects of the import deposit scheme, which
caused import credits received during the quarter to reach the high figure
of $265 million. The $305 million rise in sterling liabilities (other than those
representing the counterpart of assistance) was more than accounted for by
the sterling area, where favourable seasonal factors plus some rebuilding of
sterling reserves as a consequence of the September 1968 guarantees produced
an increase of $450 million in these countries’ balances. In the second and
third quartets the miscellaneous capital inflow fell off quite sharply, though
the volume of new import credits received in the second quarter was as large
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as 1t had been in the first. At the same time, seasonal factors caused the
sterling area’s sterling balances to rise more slowly during the second quarter
and then to decline by $120 million in the third. The non-sterling area’s
sterling balances also declined by $120 million in the third quarter, no doubt
as a result of the uncertainties in the international monetary situation. Then,
in the final quarter, there was another substantial rise both in sterling
balances and in miscellaneous capital inflows, In addition to a renewed
expansion of $240 million in sterling-area sterling balances, there was this
ttme also a $140 million increase in the balances of the non-sterling area
(excluding the counterpart of assistance) reflecting the return of confidence
in sterling. The miscellaneous capital inflow during this quarter included the -
receipt of a further 8130 million of import credit, as domestic monetary
conditions remained very tight.

France. In the financing of France's external deficit during the first nine
months of 1969 there was a sharp contrast between the first quarter of the
year and the two succeeding quarters. In the first quarter, when the overall
payments deficit was $560 million, the banks reduced their net foreisn positions
by $745 million, thus allowing an increase of $185 million in net official
monetary assets. 1he reduction in the banks' foreign positions was essentially
the result of an instruction from the Bank of France in January that all banks
with net asset positions in foreign exchange wvis-i-vis non-residents were to
bring them into balance by end-April and that all banks with net liability
positions in foreign exchange vis-a-vis non-residents were to maintain them at
least at the existing levels.

France: External monetary movements.

1969

2nd and 3rd

quartsrs 4th quarte

ltems 18t quarter

in millions of US dollars
(+ = increase in assets, decrease in liabilitles)

Met official agsets . . . . . . . .. ... ... + 185 — 1,4B5" + 200%
of which
RESErVES . . v v v v v h i i e s — 215 + 20 — 175
IMF credil franche posftion . . ... . . . . . —_ — 300 —_
Oiher(nel) . . . . v v i i + 400 —1,005* + 375%
Banks® net position . . . ... ... .. ... — 745 + 115* + 50
Qverall balance . . . . . . . ... — B8O —1,37¢* + 250

* BIS provisional estimates.

The banks complied with this regulation partly by reducing their
foreign currency assets abroad and partly by borrowing foreign currency from
non-residents — their foreign currency claims on non-residents fell by $295
million and their foreign currency liabilities to non-residents rose by $390
million during the first quarter.

In the second and third quarters the pattern of financing changed
completely and the overall deficit was fairly closely reflected in a decline in



net official assets: This included substantial use of central-bank credit facilities
and a $500 million drawing on the IMF in September.

Then, in the last quarter, when the balance of payments moved into
surplus, the French authorities used the inflow of exchange, together with
$175 million from the reserves, to repay part of their indebtedness to central
banks. During the first months of 1970 there was a substantial further increase
in net official monetary assets. This, together with a further drawing of
$485 million on the IMF, permitted the repayment of all outstanding central-
bank debts by April, as well as some increase in reserves.

Germany. During the period under review there were large swings both
in the level of net official monetary assets and, to a lesser but not insignificant
extent, in the net foreign position of the banking system.

In the first quarter of 1969, as well as an overall payments deficit of
$635 million, there was a net outflow of funds through the banks of $1,180
million. The principal reason for the outflow was that non-residents reduced
their DM balances at German banks by $720 million, thereby reversing the
build-up of these balances that had taken place during the previous quarter,
which had included the November 1968 exchange crisis. In addition, the banks’
DM claims on non-residents went up by $225 million. Net official assets fell
by $1,815 million during the quarter, the exchange reserves going down by
$1,530 million. )

Germany: External monetary movements.

1969 1870
1sf quarter 2nd and Ard 4th quarfer 1st quarfer
Items quarters -
in milliens of US dollars
{+ = increase in assets, dacrease in liabilities)

Net official assets . . . . . . . . ... .. — 1,815 + 3,730 — 4,920 + 355
Gold ., . . . . e e e e —_ + 55 — 515 _
Converlible foreign exchange . . . . . . . . — {1,530 + 3,735 — 3,350 + 560
Special drawing rights . . . . . . . . . .. — —_ —_ + 220
Other reserve assels . . . . . . . . . . .. —_ o5 + 75 — 220 -~ 500
IMF reserve position . . .« . .« . v v — {60 3+ 1310 — 1,160 —
Other (net) . - . -« v v v v i v v v v s — 30 — 245 + 325 + 75

Banks' net position . . . . . . . ... ... + 1,180 — 1,135 — 1,230 — 415

Overall balance . . . . . . . ..., — 835 + 2,595 — 6,150 - =14}

_ In the second and third quarters of the year, which included the April-
May and August-September inflows of funds, there was an overall external
surplus of $2,505 million. And during the third quarter there was also a
$1,045 million inflow through the banking sector, with the banks reducing
theirt DM claims on non-residents by $460 million and non-residents
adding $430 million to their DM balances at German banks. The official-
sector surplus for the April-September period therefore amounted to $3,730
million and this was broadly reflected in the rise of exchange reserves. As
already mentioned on page 6, part of the increase in the reserves was used



Canada and Japan: External monetary positions.

124

Continental European counptries,

Changes
(+ -tslndcrease In
Gold and Total Come- Total assets, decreass

End foreign a’:ﬁ‘g‘l’; official | mercial | foreign in llabilities)

Countrles of exchange| ., han | assels banks | asaefs
year (nety |P (net) (net) (net) Total | Com-
official | mercial
assets banks
In milliong of US dollars

Austeia, . .. ... L., 1968 1,368 160 | 1815 = 10 1,505 |+ a5 |+ 80
: 1969 1,385 165 1,560 60y 1610+ 35|+ TO
Belgiven . . . .. ... .. 1968 2,155 300 | 2,455 |— T3aB | 1,720 j— 280 |+ 8O
1969 2,410 155 2,566 |— 675 1,880 |+ %10 {+ &0
Denmark. . ........ | 1068 340 s 428 &5 400 |— osl+ 75
1969 425 - 428 |[— 10 415 - - 75
Finland . ... ...... 1968 350 - 380 |— 110 240 |+ 245 |~ 5
1969 300 40 340 |[— 50 200 |[— 10|+ &0
Framce . . . . . .. .. .. 1968 3,270 - 3,270 |— 80 2,210 |—3,705 |+ 500
1968 | 2,670'|— 500 | 2,170'|— 840'| {,830"—1.100'|— 580
Germany . . . . . . . . .. 1968 8815 1.518 | 10,330 235 | 10,565 [+1.735 |~ 6152
19569 7,155 305 | 7,460 |—1.080 | 6,380 [—3,005%|—1,188%

Greece . . ... .44 1968 295 25 320 10 330+ 35 -

1969 280 25 318 i0 azs |— 5 -

fceland. . . . . ... ... 1988 25 |— & 20 1— 10 01— 10 -
1969 3% |— 1o 25 - 25 |+ s|+ 10
Irefand . . . . . . ... .. 1968 495 45 540 180 720 |+ 108 |= 135
1969 530 80 690 45 735 |+ 150 |-~ 135
Maly . . . ... ...... 1968 4,845 8958 | 5,540 735 | 6,275 )|— 13% |+ 720
1988 4,160 865 | 5,025 75| 5,100 |~ 515 |— B&0
Netherlands , . . . . . .. 1868 1,950 500 2,450 [— 90 2,360 |— 165 |+ 65
1969 2,070 440 | 2,810 - 2510 |+ 60|+ 80
Morway. . . . ....... 1968 625 70 -1 108 800 |+ 35 [+ 118
1969 5158 as 700 as 745 1+ 5 |— &0
Portugal . . ... ... .. 1969 1,365 20 1,385 185 1,540 g4 130 |+ 10
1969 1,430 20 | 1,450 175 1,625 [+ 65 |+ 20
Spain .. ... ...... 1068 1,095 - 1,008 |— 5O 1,045 |+ 45 |+ 60
1969 B35 - 838 |— 10 828 |— 260 [+ 40
Sweden ., .. ...... 1968 635 165 800 275 | t075|— 20f(— 26
1969 580 100 580 1.3 745 |— 140 |— 190
Switzerland . . . . .. ., 1968 4,485 - 4,485 510 | 4,995 [+ 625 |+ 825
1969 4,498 - 4,495 655 | 5160 [+ 10 |+ 145

Twkey . + . . . v 0 00 1968 70 |— 50 20 - 15
1969 20 |— 4D |~ 20 - 40

Totat. . . .. ... 1968 | 31,970 | 3,725 | 35,805 | 1,20%%| 36,880 [~—1.425 |+1,430°
1969 | 29,485 | 1,710 | 31,195 | —1,315%| 20,000 1—4,635 |—2,300°
Canada . ......... 1958 2,835 205 | 2,840 960 [ 3,800 [+ 130 |+ 305
1969 2,415 480 | 2895 | 1,453 | 4,350 [+ 55|+ 495
dapan . ., ... .. ... 1968 2,570 200 | 2880 |— 7920 | 2,070 |+ 8&0 |+ 240
1969 3,035 - 625 3,660 695 4,355 |4+ 800 |+1,485

1 BIS provisional estimates.

reserve figures,

2 After elimination of statistical changes.

2 Excluding Turkey,

Notes For Group of Ten countries, plus Switzerland, the figures {with the exception of those for France in 1969}
are thoge used for multilateral surveillance. They do not In most cases correspond exactly to published




to recycle the inflow of funds, directly to the United Kingdom and France as
well as through the BIS to other countries that were feeling the effects of the
German surplus.

In the last quarter of the year there was an overall payments deficit of
$6,150 million. With their liquidity positions coming under heavy pressure
from the large external deficit and the associated increase in their domestic
lending, the banks reduced their net foreign position by $1,230 million. The
total of official financing required during the gquarter was $4,920 million.
Once again, the main change was in the exchange reserves, which declined by
$3,350 million, including the liquidation of the eatlier recycling operations.
In addition, Germany sold $s00 million of gold to the United States, its
claims on the IMF were reduced by $1,160 million and it cashed in $215
million of non-marketable US Government bonds denominated in Deutsche
Mark.,

The overall deficit fell very sharply in the first quarter of 1970. Including
Germany’s first allocation of $200 million of 8DRs, it was only $60 million;
without the SDRs, it was $260 million. The banks’ net foreign position
deteriorated by a further $415 million and net official assets went up by $355
million, The German authorities cashed in a further $540 million of non-
marketable US Government bonds, so that, in addition to the SDRs received,
there was also a $560 million rise in the exchange reserves.

Italy. The substantial deterioration in Italy’s balance of payments in
1969, to an overall deficit of $1,175 million, had as its monetary counterparts
a reduction of $660 million in the banks’ net foreign position and a decline
of $515 million in net official monetary assets.

Most of the decline in the banks’ net foreign assets took place in the
second quarter of the year. During the first quarter an outflow of capital,
attracted by higher interest rates abroad, had led to a fall of $380 million in
net offictal assets. In March the authorities requested the banks to bring their
net foreign position, which at end-January had shown assets of over $8o0
million, into balance by mid-year. The banks’ net foreign assets in fact
declined by $530 million during the second quarter —— an amount which fully
covered the overall payments deficit for the quarter and thus eliminated the
need for any official financing during these months, when rates in the Euro-
dollar market were at their highest. There was a further $230 million decline
in the banks’ net foreign position during the last quarter, which brought thelr
net foreign assets down to $75 million by the end of the year.

There were two main components of the $515 million fall in net official
assets for the year as a whole. Official holdings of medium and long-term
external assets were reduced by $300 million, including the repayment by the
US Treasury of a $1oo million non-marketable security denominated in lire.
And official liabilities to foreign monetary authorities increased by $155 million.
The first-line reserves of gold and dollars, and the IMF reserve position,
showed little change for the year as a whole.
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In January and February 1970 the external situation worsened very
considerably. There was an overall deficit of $685 million in these two months,
even after taking credit for an SDR allocation of $i1o5 million; and, with
a $o5 million outflow of funds through the banks, net official assets declined
by $780 million. Official liabilities rose by $820 million, essentially through
drawings on the Federal Reserve swap line. In March the loss of reserves
was halted and there was an overall surplus of $80 million.

In Belgium and the Netherlands, the payments deficits recorded for 1968
were replaced by surpluses in 196g9. In both countries, but particularly in the
Netherlands, the surplus for the last quarter of the year was greater than that
for the year as a whole, reflecting the impact of the DM revaluation.

Belgium, Over the first nine months of the year there was a small
external deficit of $20 million. Broadly speaking, monetary movements during
this period took the form of offsetting shifts between the official and banking
sectors, The banks’ net foreign liabilities declined by $r50 million. Non-
residents’ holdings of Belgian francs were reduced by $145 million, mostly in
the third quarter. Over the same nine months net official financing require-
ments therefore amounted to $170 million. These were more than covered by
drawings of $195 million on the swap facility with the Federal Reserve and a
decline of $230 million in the IMF reserve position, half of which resulted
from Belgian mobilisation of claims on the Fund (including GAB) in July, so
that the exchange reserves actually rose by $225 million.

In the final quarter of the year there was an overall payments surplus of
$190 million. In addition, the banks’ foreign position reversed itself by $go
million, including a $6c million rebuilding of non-residents’ Belgian franc
balances, so that the net official position improved by $280 million. Drawings
on the Federal Reserve swap facility, which at one point in August had
reached $245 million, were reduced by $205 million to nil during the quarter.
And the Fund reserve position was reconstituted to the extent of $85 million,
partly through direct repayments and parily as a result of Germany's recousse
to the Fund in November and December. Moreover, as there was at the same
time a $120 million reduction in the National Bank’'s portfolio of export bills,
the exchange reserves also rose during the quarter, by $125 million. A
further overall surplus of $65 million during the first quarter of 1970 was
about equal to ‘Belgium's SDR allocation of $70 million. The banks’ net
foreign liabilities declined by $25 million and the net official assets rose by
$40 million, including the SDR allocation.

Netherlands. During the first nine months of 1969 there was an overall
payments deficit of $95 million. Parallel with this, the banks’ net foreign
position improved by $115 million, mainly in the form of a $75 million rise
in net foreign currency claims on non-residents, reflecting the attraction of
Euro-dollar interest rates. In fact, during the first six months of the year the
improvement in the banks’ foreign positton was $160 million. Early in July,



as described on page 141, the Nederlandsche Bank acted to control this
outflow and the banks’ net foreign assets then declined by $45 million during
the third quarter.

Over the same nine months net official assets declined by $210c million,
A net amount of $110 million was drawn on the Federal Reserve swap
facility — $1g9o million to end-July, followed by repayments of $8c million in
August; and the IMF reserve position declined by $135 million.

In the last quarter of the year, when there was an overall surplus of
$245 million, the net official monetary position improved by $270 million.
The outstanding swap drawings were repaid; the IMF reserve position rose
by $8c million, almost entirely as a result of Germany’s use of the Fund's
resources; and the exchange reserves went up by $75 million.

The overall balance for the first quarter of 1970 was a surplus of
$00 million; as in Belgium, this was about equal to the allocation of SDRs,
+ which in the Netherlands’ case amounted to $85 million. Excluding the SDR
allocation, monetary movements during the first quarter consisted of a $45
million inflow through the banks and a roughly equal rise in net official assets.

Sweden, During the first nine months of 1969 Sweden’s net external
monetary assets fell quite substantially, from $1,075 to 710 million. Net official
assets declined by $280 million — the exchange reserves by $215 million and
the IMF reserve position by $55 million. The banks’ net foreign assets also
fell, by $8o million, with their net foreign currency claims on non-residents
going down by $g95 million.

Between the third and fourth quarters of the year the balance of
payments shifted from a deficit of $80 million to a surplus of $35 million.
This was accompanied by a further $11o million reduction of the banks’ net
foreign assets, again concentrated on their foreign currency positions, so that
there was an improvement of $i4o million in the ‘official monetary position.
Exchange reserves rose by $160 million during the quarter. '

. An overall surplus of $60 million in January 1970 (including a $40
million allocation of SDRs) was followed in February and March by deficits
totalling $100 miliion. For the quarter as a whole there was no change in the
banks' net foreign position and net official assets declined by $40 million, the
SDR allocation being more than offset by a $30 million drop in exchange
reserves.

Switzerland. In 1969 Switzerland's overall payments surplus fell from
$1,150 to 155 million. The table on page 124 shows the external monetary
counterparts of the 1960 surplus to be an increase of $145 million in the
banks’ net foreign assets and a very small rise of $1o million in net official
monetary assets. As usual, however, the significance of these figures can only
be seen in the light of the end-year exchange transactions between the Swiss
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National Bank and the Swiss commercial banks. End-year swap transfers of
dollars from the banks to the National Bank were $45 million higher in 1969
than the vear before and totalled $795 million. On the other hand, the
National Bank redeposited with the banks for reinvestment abroad $155 million
of the dollars it received from them under swaps at end-i1g69. (These
deposits are therefore included in the foreign exchange assets of the banks,
and not of the National Bank, at the end of 1969.} Thus, the effective end-
year transfers of dollars from the banks to the Natiomal Bank were $110
million less in 1969 than they had been in 1068. If allowance is made for
this, the change in Switzerland’'s external position during 1969 consists of a
$120 million increase in net official assets and a rise of only $35 million in
the banks’ net foreign position.

Taking the actual changes in net official assets during 1969, the gold
stock rose by $20 million and the exchange reserves declined by $110 million.
Other net official assets, not included in the reserves, increased by about
$100 million, including the purchase of $95 million of US Government non-
marketable bonds. '

In the first quarter of 1970 net official assets went down by $430 million.
The reversal of end-year operations produced a dechine of $710 million during
January, while end-quarter window-dressing operations led to an increase of
$305 million in March. This was then almost exactly reversed in April.

Other European countries. Austria’s payments surplus for 1969 amounted
to $105 million, almost the same as in the preceding year. And the overall
pattern of external monetary movements was also similar to that in 1968, with
the banks’ net foreign position increasing by $70 million and net official assets
by $35 million. In the first quarter of 1970 net official assets declined by
$25 million and the banks’ net foreign assets rose by $35 mullion. Excluding
the SDR allocation of $3¢ million, however, the decline in net official assets
works out at $55 million.

In Denmark the balance of payments deteriorated in 196g to a deficit
of $75 million, entirely reflected in a reduction of the banks’ net foreign
assets. Beween end-1967 and March 1969 the banks’ foreign position had
increased by $100 million, but it began to fall in the second quarter as
a result of instructions from the Nationalbank and this trend continued for
the rest of the year. Net official assets were unchanged for the year as a
whole, the exchange reserves rising by $110 million at the expense of a $85
million reduction in the IMF reserve position, which included a $45 million
drawing on the Fund in May 1969, and one of $25 million in the gold stock.
During the course of the year, however, there were quite substantial fluctuations
in the net official foreign assets, with a decline of $135 million during the
first six months, mostly in the first quarter, and an equal recovery in the
last quarter following a tightening of policy In Denmark and the revaluation
of the Deutsche Mark., The payments surplus of $25 million in the first



quarter of 1970 was the same ‘as Denmark’s SDR allocation. Including the
SDRs, net official assets showed a very small increase, while the banks’
foreign position improved by $20 million. Finland’s overall surplus declined
from the high 1968 figure of $240 million to $s50 million for 1969. The
overall surplus was less than the $60 million outflow of funds through the
banks, so that net official assets declined slightly. The exchange reserves in
fact fell by $50 million, but this was mainly because Finland's IMF reserve
position increased by $40 million, parily through direct repayments to the
Fund and partly through other countries’ drawings of markkas. Net official
monetary assets rose by $60 million during the first quarter of 1970. $20
million of this represents Finland’s SDR allocation and most of the rest had
a counterpart in a deterioration of the banks’ net foreign position. In Norway,
as in Denmark, the overall deficit for 1969 was very closely reflected in a
decline of $60 million in the banks’ net foreign assets. There were substantial
offsetting shifts of foreign exchange between the banking sector and the official
monetary sector during the course of the year — from the central reserves to
the banks in the first and third quarters and then back to the reserves in the
last quarter of the year. In the first quarter of 1970 the pattern of monetary
movements was reversed again, net official assets declining by $35 million
(including a $25 million SDR allocation) while the banks’ net foreign assets
went up by $45 million. :

Portugal’s surplus of $85 million gave rise to increases of $65 million in
net official assets and $20 million in the banks’ foreign assets. The latter, in
fact, rose by $55 million during the first nine months of the year, and then
declined by $35 million in the final quarter. During the first quarter of 1970
net official assets fell by $55 million. In Spain, where the balance of payments
turned round quite markedly from a surplus of $105 million in 1968 to
a deficit of $220 million, net official monetary assets fell by $260 million.
Except for the seasonally favourable third quarter, there were reserve losses
throughout the year, increasing from $70 million in the first quarter to
$150 million in the fourth, This trend was reversed in the first quarter of
1970, when net official assets, including an SDR allocation of $40 million,
rose by $75 million.

Canada. The overall surplus for 1969 was $550 million, which was
$115 million higher than in the previous year. Practically the whole of it went
to finance a further marked rise of $495 mullion in the banks’ net foreign
assets, mainly foreign currency claims on the United States. Within the overall
rise of $55 million in net official monetary assets during the year, the IMF
reserve position went up by $275 million and the exchange reserves dropped
by $220 million. The drop in exchange reserves included the net use of
$175 million of non-marketable US Government bonds issued to Canada in:
1968 in return for Canadian exemption from the mandatory US controls
on capital outflows. During the first quarter of 1970 Canada’s net official
foreign assets rose by the substantial amount of $500 million, $2g0 million of



this was the counterpart of an inflow of funds through the banks, while a
further $rzs million represented Canada’s first SDR allocation.

Japan. The main feature of external monetaty movements in Japan during
1969 was the emergence, for the first time, of a substantial net foreign asset
position in the banking sector. In fact, the foreign position of the Japanese
banks changed by $1,485 million during the year, from net labilities of $790
million to net assets of $695 million. This development, which began in the
second quarter of the year, was in part a natural consequence of the widening
gap between interest rates in Japan and elsewhere, but it was strongly
encouraged by the Japanese authorities. In April 1969 the Bank of Japan
permitted the banks to borrow in the domestic money market in order to
tepay Euro-dollar or other foreign indebtedness. The banks then improved
their net foreign positions by $1,220 million over the second and third
quarters, reducing their gross foreign currency liabilities to non-residents by
$390 million while adding $830 million to their gross foreign currency claims
on non-residents. Towards the end of September further measures to encour-
age the build-up of the banks’ foreign positions were taken, partly with the
object of avoiding too rapid an Increase in official reserves, The Bank of
Japan, through “en pension” transactions, provided the banks with yen funds
for the purchase of foreign exchange from the reserves through renewable
go-day swaps at flat rates. During the last quarter of the year the banks’' net
foreign assets went up by a further $305 million.

Despite these measures, Japan's net official monetary assets increased by
$800 million, or almost 30 per cent.,, during 1969. And of this amount $575
million was received in the second half of the year. The exchange reserves
rose by $390 million and the IMF reserve position by $335 million. Japan
also added $60 million to its gold reserve during the year.

In the first quarter of 1970 the overall surplus fell to $1o5 million, the
lowest figure since the corresponding quarter of 1968. Excluding Japan's first
SDR allocation, which amounted to $120 million, there was in fact a small
overall deficit. The banks’ foreign position, reversing the previous trend,
declined by $300 million and this, together with the SDR allocation, allowed
a rise of $405 million in net official assets.

Operations of the IMF.

The International Monetary Fund experienced another year of high
activity in 1969, Member countries’ gross drawings and their gross repurchases
were both considerably less than in 1968 but their net use of the Fund’s
resources, at $1,283 muillion, was not much smaller, This figure includes the
repayment to Belgium and Germany, at their request, of $410 million of GAB
claims out of other countries’ currency subscriptions. Operations by European
countries — in particular Belgium, France, Germany and the United Kingdom
— accounted for over 3o per cent. of gross drawings and about two-thirds of
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International Monetary Fund: Drawings and repurchases fn 1969,

Countries ot areas Drawings Repurchases® Net drawings
in millions of US dollarg
EUFOPE &+ v v v v v o v v e e e s 2,410 1,046 1,364
of which
Belgium . . . . .. ... . ... 1172 33 84
Frange . . . . . . v o v 00 5071 —_ 5a1
GErmany. . . . . . v v e a80” - 880
Uniled Kingdom . . . . . .. .. 850 923 — 73
Other . . . . . 4 v o 62 o0 : — 28
United States . . . . . . .. ..., - - —_
Canada . . . & v v v v e e e e - —_ —
South africa . . .. ... ... .. B& 50 186
Middle East . . . . . . . .. .. .. ¥ 33 21
Latin America . ., . . . . . ... .. 177 190 — 13
Asia . .. ... e e 127 204 - 77
of which
indla . ... 000000 —_ 748 — 148
Indonesfa . . ... ... .... .73 18 48
Restofworld . . . . ... ... .. 3T 65 — 28
Tofal . ... ...... 2,871 : 1,588 1,283
1 Includes repayments of $8 million by othsr members drawings. 2 Includes Fund's repayments of 370 million
Gi;ts 1968 borrowings from Belgium, 3 Ine Fund's repay ts of $340 million of its 1968 borrowings from
rmany. .

 gross repurchases, Moreover, net drawings by FEuropean countries shghily
exceeded total net drawings. Outside Europe, transactions included a $148
million repurchase by India and net drawings of $48 and 45 million respectively
by Indonesia and Israel.

Seventeen different currencies were drawn on the Fund in 1969, of
which by far the most used was the US dollar. Of total gross drawings,
$1,340 million was .in that currency, followed by $310 million each in
Deutsche Mark and ven, $295 million in Canadian dollars, $195 million in
lire and $110 million in South African rand. Except for the Deutsche Mark
and the lira, these were also the currencies chiefly used on a net basis.
Altogether Fund holdings of US dollars, yen, Canadian dollars and rand
declined over the year by $1,035, 195, 175 and ¢s million respectively. On
the other hand, holdings of all the main continental currencies, which had
been the ones principally used for drawings during most of the 1960s,
increased in 1969. This was particularly the case with French francs and
Deutsche Mark, holdings of which, as a result of France’s and Germany’s
recourse to the Fund, increased by $500 and 695 million respectively,

The GAB was activated twice during the year, for a total amount of
$300 million, in connection with drawings by the United Kingdom in June
and by France in September. Parallel with these operations, the Fund sold
$150 million of gold to fourteen countries in order to replenish its holdings
of their currencies. On the other hand, the Fund also repaid $715 million
borrowed in earlier years, so that its total GAB borrowings declined by
$325 million during the year. In addition, there was a $210 million redistribu-
tion of GAB claims from Germany to other participants in December 1969.



The GAB is to be renewed again, for a five-year period, as from October
1970.

During the first quarter of 1970 members’ gross drawings totalled
$706 million and their gross repurchases, including those. resulting from other
members’ drawings, $543 million. The principal drawings were $485 million
by France and $150 million by the United Kingdom. The latter country also
tepurchased $338 million from the Fund; this, together with other members’
purchases of sterling, completed the repayment of its $1.4 milliard May 1965
drawing. There was also a further repurchase by India of $57 million during
the quarter. ' '

In February 1970 a resolution put forward by the Fund’s Executive
Directors for increasing members’ quotas was approved by the necessary
85 per cent. majority. If all members were to increase their quotas to the
maximum proposed, total quotas would go up from their present level of
$21.3 milliard to about $28.9 milliard. '

Foreign exchange markets,

The course of events in the exchange markets over the period under
review divides, for most currencies, into two phases. During the first of
these, which lasted until the end of September, conditions were basically
unsettled owing to the persistence of uncertainties about important currency
parities, coupled with the effects of US bank borrowing in the Euro-dollar
market. The decision to allow the Deutsche Mark to appreciate, following
as it did on the French devaluation and the emergence of a basic external
surplus in the United Kingdom, ushered in the second phase, during which
the general market situation has been transformed. With the aid of a decline
in Euro-dollar rates after the turn of the year, most major European currencies,
in contrast to the situation a year earlier, were above par on the dollar
in the spring of 1970. The principal exceptions were the Italian lira, the
Dutch florin and the Swedish krona.

Sterling. Except for a brief interruption in early March, the position
of sterling was improving during the first months of 1969. The unwinding
of leads and lags built up during the November 1968 crisis, together with
the seasonally high earnings of sterling-area countries, enabled the authorities
to buy substantial amounts of foreign exchange in the market. The spot
rate against the dollar rose from little above the lower intervention point in
early January to only o.1 per cent. below parity in mid-April.

Towards the end of April sterling weakened again as expectations of
possible. changes in the parities of the French franc and the Deutsche Mark
revived. The spot rate dropped to the lower intervention point and the
three-month forward discount on the dollar widened to over 15 per cent. per
annum at one point. Once it became clear that no parity changes were
contemplated, the pressure eased. In the spot market the rate for the dollar



had recovered to 0.4 per cent. below parity by late May, and it then
fluctuated rather nmarrowly around this level until early August, by which time
the authorities had recouped the exchange lost during the April/May crisis. In
the forward market, too, conditions improved from mid-May, and during July
the three-month forward discount on the dollar was mostly below 3 per cent.

The devaluation of the French franc on rrth August brought renewed
selling of sterling. The spot rate against the dollar was allowed to fall slightly

Pound sterling, Deutsche Mark and Swiss franc quotations for the US dollar.
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beyond the usual intervention point, to about 0.8 per cent. below parity, both
in mid-August and again at the end of the month, by which time the three-
month forward discount had widened to 8.5 per cent. per annum. Early in
September came the news that the basic balance of payments had moved into
surplus during the second quarter, but although there was no real pressure on
sterling, spot and forward rates remained weak until the end of September.
Then, as soon as the Deutsche Mark began to appreciate and money flowed
out of Germany, sterling was one of the main beneficiaries. By early In
November the spot rate against the dollar was almost at par and the three-
month forward discount had shrunk to less than 1 per cent. The spot rate
was held back by the need to purchase as many dollars as possible for the
repayment of official indebtedness, as well as by a renewal of pressures in the
Euro-dollar market as the year-end approached. When Euro-dollar rates eased
at the very end of the year, spot sterling went above par on the dollar for
the first time since April 1968.

With a huge inflow of funds — partly to relieve domestic liquidity
pressures and partly the reversal of positions previously taken up against the
pound — superimposed on a basic balance-of-payments surplus, sterling has
continued in heavy demand since the beginning of the year. The spot rate
rose to about 0.35 per cent. above parity by early March. In early May, after
two reductions in Bank rate, it was still firm and the three-month forward
discount on the dollar had almost run off. Following the announcement that
a general election would be held in June, quotations eased somewhat.

Deutsche Mark. Under the influence of the balance-of-payments deficit,
the Deutsche Mark weakened in the exchange markets during the early part
of 1969. The spot rate against the dollar declined by about 0.6 per cent., from
just below parity, between the beginning of the year and late February.
Except for a few days in early March, it remained fairly weak until mid-
April.

The Deutsche Mark began to strengthen agein in late April owing to
political uncertainties in France. Shortly afterwards, rumours of a DM
revaluation revived and during the first days of May the demand for
Deutsche Mark was the heaviest ever experienced. The spot rate against
the dollar went beyond the upper intervention point and on ¢th May was
1.3 per cent. above par. The three-month forward premium on the dollar,
which had stood between 4 and § per cent. per annum since the beginning
of the year, went to ¢ per cent. during the crisis. As soon as the decision
not to revalue was announced, the spot rate fell to the parity, at or slightly
below which level it then remained for the next three months. Immediately
following the French devaluation, the spot Deutsche Mark again rose to its
ceiling against the dollar in mid-August and during the ensuing pre-election
period quotations varied between .5 and o.75 per cent. above parity. The
three-month forward premium on the dollar, which had narrowed to about
4 per cent. between the May crisis and the French devaluation, widened to
over 6 per cent. by late September.



In an attempt to avoid a repetition of the May crisis, the German
authorities closed the exchange market on 25th and 26th September, immedi-
ately before the elections. When their results were known, and the formation
of a government less attached to the old parity appeared likely, funds
continued to pour in from abroad and on j3oth September the (German
authorities ceased buying dollars in the market at the previous upper limit of
DM 3.97. The spot rate against the dollar immediately rose to 4.5 per cent.
above parity. By mid-October it was 6.75 per cent. and on 24th Qctober
7.3 per cent. above. The German Government then announced a formal
revaluation of ¢.3 per cent. During the period of transition to the new
parity the Deutsche Bundesbank stood ready every day to buy Deutsche
Mark at rates slightly below those prevailing in the market, thereby putting
a floor just below each successive rise of the rate. By the time the new
parity was fixed, sales of dollars from the reserves to meet the outflows of
funds totalled $1 milliard. The new gold content of the Deutsche Mark is
0.242806 grammes and the new dollar parity DM 3.66.

When the market reopened following the change of parity, the spot
rate went immediately to the new lower intervention point, at or around
which it then remained for over four months, except for a very brief recovery
in. early December, when the Bundesbank’'s lombard rate was raised from
74% to ¢ per cent. The tightening of monetary policy in March 1970,
however, led to a steady improvement in the spot rate. Parity with the dollar
was reached at the beginning of April and towards mid-May the Deutsche
Mark touched its upper limit. The three-month forward premium on the
dollar ‘began to decline steadily from end-September 1969 and by April 1970
had given way to a discount of over 1 per cent. per annum.

Swiss franc. Although the international monetary disturbances of 1969 .
for the most part bypassed the Swiss franc, they did on occasion have some
effect on the exchange rate. At the beginning of March nervousness about
the French franc brought an inflow of funds into Switzerland, causing
the spot rate against the dollar to reach its ceiling of 1.78 per cent. above
par in advance of the banks’ usual end-quarter operations. In early May the
Swiss franc eased slightly as part of the general movement into Deutsche
Mark. In October, on the other hand, speculation that the Swiss franc might
be revalued with the Deutsche Mark caused the spot rate against the dollar
to remain near the top of its range well after the reversal of the banks’
end-September window-dressing. Following official denials that revaluation was
being contemplated, the rate fell sharply by early November to 0.8 per cent.
above par on the dollar, its lowest level since May 1968.

Apart from these episodes, exports of funds to the Euro-dollar market
helped to keep the Swiss franc below its upper limit against the dollar during
most of 1969. Farly in 1970 the weakening of the spot rate with the
reversal of end-year window-dressing did not proceed so far as usual. In
the middle of January a package of anti-inflationary measures included the
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proposal of an export deposit scheme. This, together with the government’s
attempts to amend legislation so as to allow for a parity change without
reference to Parliament, reminded the market of the recent history of the
Deutsche Mark. The spot rate almost reached its ceiling against the dollar
in February, but the demand for Swiss francs was not sustained and by
early March the rate had eased back to 1.4 per cent. above par. A further
rise took quotations more than 1.7 per cent. above the dollar parity in eatly
May, after which they eased somewhat.

French franc. At the beginning of 1969 the exchange-market situation
of the French franc was still benefiting to some extent from the exchange
control and other official measures taken after the November 1968 crisis.
Nevertheless, the spot rate against the dollar declined almost from the start
of the year and by early March was about 0.45 per cent. below parity.
In April, as the political situation deteriorated, the spot franc weakened
further against the dollar and following General de Gaulle’s resignation it
reached the lower intervention point, at or close to which it then remained
for most of the time until 8th August. '

. French franc, Lira, Belgian franc and Florin quotations for the US dollar.
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On that day the government announced an I1I1.1 per cent. devaluation.
The new gold content of the franc is 0.16 grammes and the new dollar
parity Fr.fr. 5.5542. Spot quotations for the franc immediately rose to about
0.2 per cent. above the new dollar parity. With the approach of the German
elections, however, the rate went below par in mid-September and, contrary
to what happened in the case of sterling, it continued to weaken during
October to more than 0.6 per cent. below par immediately before the German
revaluation. Since then the improvement in market quotations for the franc
has been even more pronounced than for sterling. Leads and lags began to
be reversed as soon as the Deutsche Mark was formally revalued, but at
first the spot rate rose rather slowly and was still 0.35 per cent. below parity
in early December. Then, with the foreign trade balance showing clear signs-
of improvement, the strengthening of the franc gathered momentum. The
dollar parity was reached in mid-January and by early May the spot rate had
risen by another 0.6 per cent.

Italian lira. Unlike stetling and the French franc, the lira weakened
on the exchange markets during the period under review. Having begun the
year 1969 almost 0.2 per cent. above par on the dollar, the spot rate declined,
under the pressure of the outflow of capital, to about 0.6 per cent. below
parity in mid-March. A month later there was a very brief recovery to about
par, but by gth May the demand for Deutsche Mark had pushed the spot
rate to its lower limit. In the recovery that followed, the lira remained well
below par on the dollar, despite enforced repatriation of foreign assets by the
banks, and actually became weaker as the tourist season approached its peak
in late July and eatly August.

Immediately following the French devaluation, and again between
mid-September and mid-October, the spot rate against the dollar returned to
its lower limit. With the revaluation of the Deutsche Mark it improved con-
siderably, briefly touching parity in mid-November. The underlying weakness
of the balance of payments was felt again, however, from mid-December
onwards and the very large exchange losses in January and February kept
the lira almost continuously at its lower limit. Towards the end of February,
when the regulations governing the repatriation of Italian bank-notes were
tightened up, the discount at which lira bank-notes were quoted in Switzerland
widened temporarily from 4 to 7 per cent. While the balance of payments
has improved considerably since then and the lira bank-note has recovered
to within 3.5 per cent. of parity, on the official exchange market the spot
lira was still quoted at more than 0.6 per cent. below par on the dollar in
mid-May 1¢70. :

Belgian franc. During the first nine months of 1969 the Belgian franc
was vulnerable both to the pull of the Euro-dollar market and to the inter-
mittent phases of currency unrest. Under the influence of the first of these
factors the spot rate against the dollar declined between early February and
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early April from less than o.2 per cent. below parity to near the lower
intervention point. After a brief recovery to parity with the dollar in mid-
April, the exchange crisis that began in late April pushed the spot rate
temporarily down to its lower limit by gth May. A further period of weakness
began at the end of May and reached its climax immediately following the
French devaluation. Fears that the Belgian franc, too, might be devalued
brought the spot rate on the official market down to its lower limit again
and at the same time a discount of around 7 per cent. appeared on the
financial market. -

The franc remained weak for some time after the French devaluation,
the spot rate against the dollar being still at the lower limit on 12th Sep-
tember. Subsequently, however, with domestic interest rates much higher than
earlier in the year and with the exchange control regulations having been
- tightened on various occasions between April and August, the Belgian franc
moved dramatically from having been a candidate for devaluation to being,
temporarily, one for revaluation. Since October the franc has been con-
sistently firm in the exchange markets; late in that month the spot rate
against the dollar touched the upper intervention hmit and by the end of the
year the discount of the financial franc had virtually disappeared. In mid-May
1970 the spot rate in the official market was more than 0.7 per cent. above
the dollar parity.

Dutch florin. Under the influence of the same external pressures as
affected the Belgian franc, as well as of domestic inflationary forces, spot
quotations for the florin against the dollar declined during the first five
months of 1969 from 0.35 per cent. above parity to the lower intervention
point. In mid-July, following the imposition of controls on the banks’ foreign
positions, the rate began to appreciate and early in August it went just above
parity. Towards the end of September a further rise in spot quotations began
and by mid-October, with a revaluation of the Deutsche Mark in the offing,
market recollections of March 1961 pushed the rate to its upper hmit against
the dollar. Following official announcements that this time the florin would
not follow the Deutsche Mark, the spot rate eased. In November it began
to decline sharply and by late January 1970 was over o.5 per cent. below
par on the dollar. The florin strengthemed again in March and, although
some of the ground gained was lost in April, by mid-May it stood close to
pat on the dollar. - '

Other European currencies. During most of 1969 the Swedish krona was
under pressure in the exchange market and the authorities had to sell
substantial amounts of exchange from the reserves. The spot rate against the
dollar fluctuated between parity, at which point it was being supported by
the Riksbank, and about 0.4 per cent. above. In February rg70, under the
pressure of further exchange losses, the Riksbank abandoned its support at
the parity Jevel, and the rate fell to around 0.6 per cent. below par by



early March. In mid-May the krona was still 0.5 per cent. below its dollar
parity, The Danish krone declined from its dollar parity in mid-March
1969 and remained weak until the German revaluation. The subsequent
recovery took the spot rate above parity in November, where it stayed until
mid-April 1970, Since then quotations have eased a little. The Norwegian krone
fluctuated rather narrowly around its dollar parity throughout 1969 and in
the early months of 1970. Reflecting the continued strength of the balance of
payments, the Austrian schilling was quoted between 0.4 and 0.8 per cent.
above its dollar parity practically throughout the period under review. It did,
however, slip momentarily to near its parity at the time of the May 1969
currency crisis. With the balance of payments moving into substantial deficit,
spot quotations for the Spanish peseta against the dollar eased from o©.4 per
cent. above par in early March to just below parity at the end of May and
in early June. After strengthening in August, when tourist receipts were at
their peak, the peseta was allowed to fall just below par against the dollar
again in late November, when devaluation rumours brought quite heavy
pressure on the reserves. Confidence was rapidly restored and in early May
1970 the rate was again 0.4 per cent. above the dollar parity.

. Canadian dollar. During the first half of 1969 the Canadian dollar
weakened as a consequence of rising interest rates elsewhere. From a point
close to its effective ceiling at the beginning of the year the spot rate against
the US dollar fell to below parity by July. Much of the outflow, which more
than outweighed a substantial inflow of long-term capital, came from bank
deposits swapped by residents out of Canadian into US dollars in order to
avoid the ceilings on Canadian dollar deposit rates. As well as raising its
official discount rate in three steps between March and July, from 615 to
8 per cent., the Bank of Canada acted to cut off this outflow direcily in
mid-July by requesting the chartered banks not to allow any further increase
in the level of “swapped” US dollar deposits, The spot rate immediately
moved above the dollar parity and by the end of the year had reached its
ceiling again. During the first five months of 1970, owing partly to a favourable
basic balance of payments and partly to declines in certain interest rates abroad,
the Canadian dollar was in very strong demand and the official reserves rose by
more than $1.2 milliard, excluding Canada’s first allocation of special drawing
rights. The ceiling on “swapped” US dollar deposits was removed at the
end of March, but the rate of reserve accumulation accelerated in April and
May. Consequently, the authorities announced that, with effect from 1st June,
“for the time being the Canadian Exchange Fund will cease purchasing suffi-
cient US dollars to keep the exchange rate of the Canadian dollar in the market
from exceeding its par value of 92% US cents by more than 1 per cent.”

Other exchange developments.

Mention has already been made earlier in this Report of the two most
important parity changes that occurred in 1969, those of the French franc
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and the Deutsche Mark. (The French devaluation was followed by similar
changes of parity in all the member countries of the franc area, except
Algeria, Morocco and Tunisia.) As well as these fundamental changes, there
were also a considerable number of modifications in the foreign exchange
regulations of Furopean countries during the period under review. Most of
these modifications can be divided into two broad categories: on the one
hand, measures taken to restrict outward movements of capital, including
short-term funds, many of which were defensive reactions to outflows provoked
by the high level of Euro-dollar interest rates and expectations of changes in
currency parities; and on the other hand, certan relaxations of exchange
restrictions in countries where the balance of payments was strengthening.

As regards the introduction of new exchange restrictions, a number
of such measures were taken in Belgium during the first nine months
of 1969, when the franc came under considerable pressure. In April the
authorities fixed limits for the total of the banks’ foreign currency assets
drawn from the regulated exchange market, as well as for their advances to
non-tesidents in domestic currency convertible on the regulated market.
This was followed, during the May international currency crisis, by a ruling,
designed to curtail the adverse movement of leads and lags, that banks could
“only sell foreign exchange to Belgian importers for immediate authorised
payments to non-tesidents. In August all individual purchases of foreign
exchange on the official market in excess of the countervalue of B.fr. 10 million,
i.e. $200,000, were made subject to prior authorisation and at the same time
the payment of interest on residents’ foreign.exchange balances with Belgian
banks arising out of export earnings was prohibited. Finally, on 1st October
the ceilings on the banks’ foreign assets introduced in April were lowered.

In Denmark the banks had been requested in February 196¢ to reduce
their foreign exchange assets by about one-fifth, to their average level during
the first half of 1968, In May advance repayments of foreign indebtedness
by Danish residents were prohibited and prepayments on imports made
subject to official authorisation. In addition, the banks were prohibited from
satisfying the reserve requitements imposed on them by the Nationalbank
through an increase in their foreign assets, as had previously been allowed,
except in those cases where their net foreign position was negative.

In Italy a number of direct measures were taken during 1969 and
eatly 1970 to stem, or offset the effects of, the various forms of capital
outflow that were weakening the external position. Mention has already been
made on page 125 of the enforced reduction in the banks’ net foreign
position during the second quarter of rg6g. In addition, on 1st April the
auythorities suspended the general authorisation to the banks to participate in
financial consortia for the taking-over and placing in Italy of foreign security
issues., At the same time, the sale in Italy of shares in foreign investment
funds was made subject to the condition that 5o per cent. of the assets of
such funds be invested in Italian securities and a more restrictive attitude was
adopted to outward transfers of capital by emigrants, More drastic measures



to stop the outflow of funds were taken in February 1970, when the maximum
time-limit for the repatriation of export proceeds was reduced from one year to
four months after delivery and the maximum period for the advance payment
of imports shortened from one vear to thirty days before arrival of the goods.
At the same time, in order to discourage the export of Italian bank-notes,
it was ruled that remittances of such notes from abroad for crediting to
non-resident lira accounts could be made only to the Bank of Italy in Rome.

In the Netherlands the authorities requested the banks at the beginning
of July 1969 to reduce their total net foreign assets either to the end-May
level or to the average for end-March and end-April. Furthermore, the banks
were to see to it that the average level of their net foreign assets during the
second half of 1969 was 10 per cent. below the level in the chosen base
period. In November these restrictions were relaxed to permit the banks to
increase their net foreign assets to 125 per cent. of the level in the chosen
base period.

In Spain an import deposit scheme was introduced early in December
1969 for a period of one year in order to check the deterioration of the
current-account balance of payments. The scheme applies to all imports,
‘the rate of the deposits, which are non-interest-bearing, being 20 per cent.
and their term six months.

In Sweden the exchange losses occasioned by the high level of capital
exports in 1969 led the authorities to introduce a number of new restrictive
measures as from September. Official authorisations for direct investments
abroad, the rate of which bhad doubled in 1969, were cut back to their 1968
level; the regulations governing the repurchase by residents of Swedish
securities held abroad, and the payment of life assurance premiums and
pension scheme contributions to insurance companies abroad were tightened
up; the payment of interest by Swedish banks on residents’ - foreign currency
accounts arising out of export proceeds was prohibited; and a more restrictive
attitude was adopted towards outward transfers of capital by emigrants.

Tuming to relaxation of restrictions by European countries during the
period under review, in the United Kingdom the import deposit scheme
was extended for a further vear until December 1970, but the rate of deposit
was twice reduced, from 50 to 40 per cent. in December 1969 and again
to 30 per cent. in May 1970. Furthermore, the authorities have 1indicated
their intention not to extend the operation of the scheme beyond December
1970. A second relaxation was the increase in the foreign travel allowance for
UK residents, announced on 1st January 1970, from £50 per annum to
£300 in foreign exchange plus £25 in sterling per journey.

In France the devaluation was immediately followed by a change in
the regulations governing residents’ transactions in foreign securities. Instead
of being obliged either to dispose of their foreign exchange balances arising
from sales of foreign securities on the official exchange market or to reinvest
them abroad, they were permitted to sell such balances to other residents



for investment abroad. This measure reintroduced a security exchange market
in France. In December 196g restrictions on the export of foreign means of
payment from France by non-residents were eased. ‘

In April 1970, by which time France’s external monetary situation had
improved very substantially, two further relaxations of exchange restrictions
were announced. The annual currency allowance for foreign travel, other than
business trips, by residents was raised from Fr.fr. 1,000 to 1,500. And in
the same month the ratio applicable to the compulsory deposits of dollars
by French banks at the Bank of France, introduced early in 1969, was
reduced from 100 to 50 per cent. of any bank’s net asset position in foreign
currencies vis-a-vis non-residents. '

In Finland, too, the currency allowance for foreign travel by residents
was increased, in July 1969, from F.mk. 1,000 to 3,000 per journey. The
new allowance is equivalent to about US $713.

In Germany the revaluation of the Deutsche Mark on 27th October
was accompanied by the abolition of the 4 per cent. border tax arrangements
for imports and exports introduced in November 1968. Then, in view of the
large outflow of funds from Germany, the 100 per cent. marginal reserve
requirement on bank labilities to non-residents was abolished in November
and the prohibition on the payment of interest on non-resident deposits at
German banks was lifted in December.

In Greece, since October 1969, all Greek nationals employed abroad
have been able to open convertible foreign currency accounts with domestic
banks, into which they may pay their foreign earnings. Interest rates of
7-8 per cent. per annum are at present paid on such accounts,

In the United States there were only minor changes during the period
under review in_the controls on capital outflows. With effect from October
1969 the operation of the interest equalisation tax on US citizens’ purchases
of foreign securities was extended until March 1971. At the same time the
provisions of this law were modified to allow the Administration, in the event
of a sufficient improvement in the balance-of-payments situation, to reduce the
rates at which the tax applies to purchases of newly-issued foreign securities.
In December 196g it was announced that the balance-of-payments restraint
_programme would be continued without substantial change in 1970, However,
the amount above which the restrictions on direct investment outflows apply
was raised from $1 to 5 million, provided that the additional $4 million is
invested In developing countries. Furthermore, the controls on bank lending
were slightly relaxed to allow banks to grant credits of one year or more in
duration to non-residents for the financing of US exports, up to a Imit for
each bank of 0.5 per cent. of its total assets at the end of 1968. On the other
hand, the controls on outward portfolic investment by non-bank financial
institutions were extended to include purchases of Japanese securities.

In Japan the continuing substantial external surplus has permitted a
number of relaxations in exchange practices and regulations during the past
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year or so. Mention has already been made on page 130 of the measures
taken by the Japanese authorities since April 1969 to encourage the banks to
shift from foreign currency to yen financing of imports, which helped to
produce a large turn-round, from net liabilities to net assets, in the Japanese
banks’ foreign positions. In addition, the foreign travel allowance for Japanese
residents was raised from $s500 to 700 per journey in April 1969 and again
to $1,000 in March 1970, With effect from September 1969, restrictions on
remittances of current income from Japan by foreign nationals and of profits
carned by foreign-owned companies located in Japan and set up with local
funds before July 1963 were lifted. Finally, in February 1970 it was announced
that Japanese investment trusts are to be allowed to place up to half of
their funds in foreign securities, within a total limit of $100 million.

In the Philippines, as part of a stabilisation programme designed to
correct the balance of payments, there was a reform of the exchange system,
amounting to a substantial devaluation of the currency, in February 1g¢70.
Official support for the peso at the parity of Pesos 3.90 = U3 $1 was
abandoned and a free exchange market established for all transactions, except
sales of 80 per cent. of the proceeds from specified major export items,
-which continue to be made at the parity. This measure was accompanied by
some relaxations of trade and payments restrictions, In March 1970 the free-
market selling rate stood at Pesos 6.12 = US $1.

There was also a reform of the exchange system in Indonesia, coupled
- with other stabilisation measures, in April 1970. The two previously existing
exchange markets were merged and a single rate of Rupiahs 378 = US $1,
which was previously the rate in the secondary exchange market, was established.
It applies to all transactions except imports of goods and services paid for
with exchange deriving from foreign aid, for which the rate of Rupiahs 326 =
US $1 continues to be used.

In August 1969 the Cambodian riel was devalued by 37 per cent.,
its gold content being lowered from o0.0253905 to 0.016 grammes. The new
dollar parity is Riels 55.542, but the exchange rate vis-a-vis the French franc,
which previously had not corresponded to the relation between the gold value
of the two currencies, remained unchanged at Riels 10 = Fr.fr. 1.

During the period under review, the currency units of Bermuda,
Jamaica and Rhodesia were changed from the pound to the dollar, In Bermuda,
where the changeover took place in February 1970, 2.4 dollars are equivalent
to one pound and the Bermudan dollar is at parity with the US dollar.
(At the same time, the Bahamas dollar was devalued very slightly, bringing it,
too, to parity with the US dollar.) In Jamaica and Rhodesia, where the dollar
was wtroduced in September 1969 and February 1970 respectively, two units
of the new currency are equal to one of the old and the new dollar parities
are J$0.83 = US $1 and R$1 = US $1.40 respectively.

In Latin America there were again regular downward adjustments of
exchange rates in Brazil and Chile. The free rate in Brazil, which in May



1969 stood at Cruz. 4.0375 = US $1, was adjusted downwards eight times
by a total of 11 per cent. during the following twelve months. This depreci-
ation, however, was much less than in the preceding twelve months, when
it had amounted to 20 per cent. The depreciation of the Chilean escudo has
recently been much greater than that of the Brazilian cruzeiro and rate
adjustments have been more frequent. The cumulative depreciation of the
escudo during the year to May 1970 was about one-quarter, In.Costa Rica,
on the other hand, the free-market selling rate, which in April 1969 had
been raised from Colones 7.10 to 6.95, was unified with the official selling
rate of Colones 6.65 = US $1 in December and at the same time all
exchange controls were removed. In Argentina a currency reform came into
effect on 1st January 1970, existing cutrency being exchanged for new
currency at the rate of 100 for 1. The new dollar parity is Pesos 3.50 = US §1.



V. THE EURO-CURRENCY MARKET.

In 1969 the Furo-currency market continued to show remarkable
growth, The foreign cutrency liabilities vis-3-vis non-residents of the banks of
the eight reporting European countries shot up by $22.8 to 56.7 milliard
and their assets by $20.2 to 58.2 milliard. Net of redeposits, the total amount
of credit extended through the Euro-currency market may be estimated to
have increased from about $30 milliard to nearly $45 milliard and its dollar
component. from $25 to 37.5 milliard,

This enormous expansion, in the course of which interest rates were
pushed up to hitherto unthought-of levels, reflects the intensity of the demand
pressures to which the market was subjected in 196¢9. The dominant factor
behind this development was the US credit squeeze and the resultant heavy
demand for Euro-dollars by US banks, particularly in the first half of the
year. A second influence that also operated mainly in the first half of the
vear was the substantial Euro-dollar borrowing by the French and Italian
banks induced by officially-imposed reductions in their net foreign asset
positions. A third factor was the recurrent demand for dollars for conversion
into Deutsche Mark in anticipation of the parity change. And in the fourth
quarter, when there was a huge reflux of foreign funds from Germany, the
German banks themselves drew on the Euro-dollar market to ease the strain
on their liquidity position. '

The unprecedented growth of the Euro-dollar market brings to the fore
the question of the balance-of-payments implications of this expansion. In
examining this question, it is important to differentiate between the various
directions taken by the Euro-dollar flows. To the extent that the funds were
both supplied from outside the United States and ultimately used outside
that country, what occurred was a capital flow between or within third
countries which during part of its passage happened to be denominated in
dollars.: Like any other capital flow outside the United States, this may have
an effect on the inter-country distribution of official reserves but it would
not in general affect their total volume (leaving aside the reserve-currency
role of sterling); and such flows will not have much influence on, nor be
much influenced by, the current state of the US balance of payments.
According to the estimates in the table on page 158, Euro-dollar credit flows
between third countries amounted to about $5 milliard in 1969, viz. $35.5
milliard of funds taken up and used outside the United States minus $o.5
milliard for an indirect flow from the reporting area through the Bahamas and
certain other places to the United States.

The remaining $7.5 milliard of the $12.5 milliard increase in Euro-
dollar credits was vis-a-vis US residents — pnmarily US banks. This Euro-
dollar flow to the United States was fed essentially from four main sources.
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Three of these did not actually involve a net capital flow to the United
States; they were: (1) an outflow of US funds into the Euro-dollar market,
estimated at about $2 milliard; (2} a $o.5 milliard transfer by private non-US
residents of their dollar balances from banks in the United States to banks in
the Euro-dollar market; (3) a transfer by foreign official agencies of their
dollar holdings from New York to banks outside the United States —
perhaps some $1.5 milliard. All that happened in these three cases, which
aggregate about $4 milliard, were circular flows of funds from the United
States to the Euro-dollar market and back again to the United States. These
flows had, of course, no effect on private bank liquidity and official reserves
of countries outside the United States, but part had a considerable impact on
the US balance of payments. The circular movement of US funds — case (1)
— gave rise to a corresponding $2 milbiard increase in the liquidity deficit,
and the circular movement of foreign official funds — case (3) — to a $1.5
milliard increase in the official settlements surplus. In case (1) the growth of
the Euro-dollar market was thus one of the causes of the US liquidity
deficit, while in case (3) it was partly a resuit of the deficit, since in its
absence foreign official agencies would have had rather less reserves available
for transfer to the Euro-dollar market. In case (2) there was no direct
causal link with the US balance of payments either way.

Estimated balance-of-payments effects of Euro-dollar flows [n 1969.

Effect on
. Official
. 5 opfficial
US liquidity U sattlements
Sources of fundg borrowed by US banks balance sséta]lean;ggts balance of rest
of the workd

in mitbards of US dotlars

{1) Exports of US funds to the

Euro-doitar market ($2 miiffard} . . . . . . . .. .. L — 2.0 — —
(2} Transfars of forgign private funds from the

United States to the Euro-dollar market* ($0.5 mitkard} . - - —
(3) Transfers of foreign official funds from the

United States to the Euro-dollar market* ($1.5 milliard) . —_ 1.5 —_
(4) Transfers of funds held outslde the

United States to the Eure-dollar market ($3.5 milliard} . — 3.5 — 3.5

Total (75 milliard) . . . .+« v e e e — 2.0 5.0 — 3.5

* It is assumaed that all these fupds were held in “liquid™ form, To the extent that this might not have been the
case, the first column would understate the negative impact of the Eurg-dollar Hows on the US liguidity balance.

. It is only in respect of the fourth source that a genuine capital flow to
the United States and a corresponding reduction in official reserves and
private bank liquidity of the rest of the world tended to take place. And
this occurred to the extent that the funds borrowed by the US banks
stemmed from the conversion of other currencies into dollars, Computed
as a residual, this capital flow to the United States came to about $3.5
milbiard {t.e. $7.5 minus 4 milliard). It i1s probably mainly in this case that
a strong causal link can be construed from the US liquidity deficit to the
growth of the market, since without such a deficit other countries’ might not



have felt able to afford the $3.5 milliard reserve cost of the Eurb-dollar flow
to the United States.

This $3.5 milliard capital inflow did not reduce the US liquidity deficit
since it was recorded below the line, but it did, of course, lead to a corre-
sponding improvement in the US official settlements balance. Nevertheless, it
exerted an expansionary influence on the monetary base of the US economy
only to the extent that the countries concerned financed their corresponding
capital outflow not out of their dollar reserves but through gold sales or
drawings on the Federal Reserve swap network. With this exception, all that
was involved, as in the other three cases discussed above, was essentially a
transfer of ownership of dollar balances already held in the United
States.

It should be noted that the figures given in the preceding paragraphs
only cover funds which have passed at one stage or another through the
banks of the reporting European countries. By comparison, the US statistics
show an increase in liquid liabilities to foreign commercial banks of $9.3
and not 7.5 milliard.

The part played by Regulation Q in the US credit squeeze and its
impact on the Euro-dollar market, as well as the defensive measures taken
by other countries, have already been discussed in previous chapters. The
graph on page 148 looks at the role of Regulation Q in a somewhat longer
perspective. It suggests a fairly close relationship between the restrictive effect
of the Regulation Q ceilings on the US banks, as measured by the premium
of US money-market rates over the corresponding Regulation Q ceilings, and
the expansion of dollar deposits held with banks outside the United States.
But it also indicates that the Euro-dollar market has gone on expanding,
though at a more moderate pace, even at times when US money-market rates
were lower than the Regulation Q ceilings and when the ceilings were
consequently not really operative. The declines in Euro-dollar deposits that
occurred In the first quarters of 1965, 1966 and 1967 were due in part
to the normal seasonal fall in Euro-dollar deposit rates associated with
the reversal of end-year operations, At the same time it can be seen from
the graph that’ when they were operative the Regulation Q ceilings had
a strong stimulative impact on the growth of the market. This influence
acted in two basic ways: firstly, by strengthening the FEuro-dollar banks’
ability to offer higher rates than the banks in the United States; and secondly,
by giving rise to a demand for Euro-dollar funds by US banks and thus
pushing up Euro-dollar deposit rates, These effects were discernible in 1966,
the first half of 1968 and, in particular, 1969 when the premiumn of secondary-
market rates for US certificates of deposit over the corresponding Regulation Q
ceilings widened to over 2z percentage points. The tapering-off of the US
banks’ new borrowing in the second half of 1969, notwithstanding the continued
high level of this premium, is no doubt partly attributable to the measures
taken by the US authorities to reduce the incentive for US banks to borrow
in the Euro-dollar market.
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Growth of the Euro-dollar market.
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One such measure enacted with effect from 31st July closed an important
loop-hole in the computation of reserve requirements which had arisen in
connection with certain types of US banks’ Euro-dollar transactions involving
their foreign branches. This measure obliged US banks to count as demand
deposits subject to reserve requirements cheques issued by them on behalf of
their foreign branches., A second measure, announced in late June and effective
as from the reserve computation period beginning 4th September, imposed a
marginal 10 per cent. reserve requirement on the banks’ Euro-dollar borrowing
" from their foreign branches above the average amount outstanding in May
1969. This requirement, with certain qualifications, also covered direct
branch lending to US non-bank residents, transfers of assets by US banks to
their foreign branches and borrowing from foreign banks. Moreover, it was
laid down that a reduction in a bank’s indebtedness to its foreign branches
below the May average would automatically entail a corresponding decrease in
its reserve-free base, the intention of this provision being to insure against
too rapid a reversal of the Euro-dollar flow to the United States.

Since the maximum reserve requirement to which the US banks are
subject on domestic time deposits Is 6 per cent., the 10 per cent. reserve
requirement means that, assuming interest rate conditions to be otherwise
equal, 1t has become more expensive for US banks to raise funds through
their foreign branches than by accepting them on deposit within the United
States. The effect of this has already been felt in regard to deposits by
foreign offictal agencies, the interest rates for which are exempt from the
Regulation Q ceilings; by offering more favourable rates in New York than
in' London, the US banks in the last quarter of 1969 began to encourage



these agencies to shift their dollar balances back to the United States. It
seems likely that in the case of a decline in US money-market rates below
the Regulation Q ceilings this 10 per cent. reserve requirement will put an
end to most of the US banks’ Euro-dollar borrowing beyond their reserve-free
quotas, which aggregate about $ro milliard. :

Total external positions. The increasing interdependence of national
financial markets was reflected in an almost explosive rise in the banks’
short-term foreign positions. The external liabilities of the banks of the eight
reporting European countries went up by $24.7 to 72.x milliard and their
assets by $22.9 to 70.6 milliard. Their combined net external position, after
swinging from about $1.9 milliard of liabilities to $o.3 mulliard of assets in
1968, shifted back to $1.5 milliard of liabilities. This net inflow of $1.8
milliard may seem surprising in view of the US banks' tug for funds. But it
was more than accounted for by the French, Italian and Swedish banks,
which responded to the guide-lines imposed by their central banks, and by
the German banks, which were affected by the large outflow of funds after the
Deutsche Mark revaluation. All four countries were in substantial payments
deficit. The net external position of the banks of the United Kingdom and
Switzetland, both sutplus countries, showed considerable increases. Similarly,
the banks’ net external assets of two other countries with payments surpluses,
viz. Canada and Japan, which are not included in the above totals, rose by
$0.5 and 1.5 milliard respectively.

By far the greater part of the increase in external positions occurred in
foreign currencies; the reporting European banks’ liabilities and assets in
domestic currency went up by only $1,840 and 2,660 million respectively,
Most of these latter increases were ascribable to the United Kingdom,
Switzerland and Germany, The $820 million rise in net assets in domestic
currency was more than accounted for by the Swiss and the British banks, the
former exporting their domestic liquidity surplus exclusively in the form of
Swiss francs while their net external assets in foreign currency declined, and
the latter showing a large increase in their export credits.

The European banks’ labilities and assets in dollars went up by
$19,200 and 17,150 million respectively, and those in the six other individually
reported foreign currencies by $3,500 and 3,210 million. At $46.1 and
47.6 milliard, dollar liabilities and assets outstanding at the end of 1969
were about three times as high as in December 1966. The European banks’
combined net assets in dollars expanded by $790 million in the first half of
the year, owing to switches out of other currencies for the purpose of
lending to US banks, but declined by $9g9o million in the third quarter as
a result of the movement into Deutsche Mark. A further $1,850 million
decline in the fourth quarter mainly reflected the Euro-dollar borrowing by
the German banks and a shift in the BIS's dollar assets from the Euro-dollar
market to New York.

The bulk of the increase in positions 1 the six reported currencies other
than the dollar was in Deutsche Mark and Swiss francs, whereas sterling
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Short-term liabilities and assets of the reporting banks

of individual countries vis-a-vis non-residents.’

Liabilities Asgsets Net positlon
' Domes- | Farelgn | Domes- | Forelpn { Domes- | Forslgn
Countries End of month tic cur- tic cur- tic &ur- Total
currency | rencies | currency | rencies | currency | rencles
in millions of US dollars
Belgium-Luxemburg | 1968 Decembar 590 2,670 330 2,320 |— 260 |— 350 |— 610
1968 March €00 2,860 340 2,580 |— 260 |—~ 280 [~ 54O
June 870 3,620 340 3,370 |— 230 |— 250 (— 480
Septemher 470 3,580 380 3,220 |— 120 |— 360 {— 480
December 510 4,030 240 3,640 |— 170 |— 390 |— &S50
France. . . . ... 1968 December 700 4,840 390 4,860 |— 310 20 |— 2980
19692 March ' 680 5,040 310 4,380 |— 370 |~ 660 |—1,030
June B850 &,770 200 5,230 |— 360 |— 540 |— 900
Septemhber 8BGO 6,530 290 5,940 |= BT0 |= 580 |—1,160
December 880 | 7,490 300 | 6€.970 580 |— 520 |—1,100
Germany . . . . . 1968 December 3,030 80 1,500 1,640 | —1,530 1,080 |— 470
1969 March 2,320 B&O0 1,680 1,780 |— 670 1,220 550
June 2,740 1,000 2,000 2,560 |— 740 1,660 820
Septamber 3,200 1,160 1,580 2,640 | -—1,820 1,380 |— 240
December 3,670 2,140 1,980 1,850 | —1,680 |— 290 |—1,970
ftaly . . . .. ... 1968 Dacember 600 3,730 300 4,470 [— 300 740 440
1969 March . 670 3,780 350 4,690 |— 320 810 480
June . 750 4,890 400 5,000 |— 350 310 — 40
September Ti10 4,820 410 5,160 |— 300 340 40
Decemher 760 8,310 440 6,430 |— 320 120 |— 200
Netherlands . . . . | 1968 December 620 1,460 430 1,560 |— 180 100 |— 90
1989 March 5920 1,450 450 1,640 |— 130 190 60
June T20 1,880 800 2,170 | = 120 190 T0
September G40 2,280 480 2,460 |— 150 180 30
Dacember 800 2,490 520 2,770 |— 280 280 -
Sweden . . . ... 1968 December 230 300 | a0 700 |— 140 400 260
1969 March 240 410 130 710 |— 110 300 190
June 270 430 150 T40 |— 120 30 190
September 260 430 130 720 |— 130 290 160
Dacember 240 450 100 860 140 210 70
Switzerland? . . . . | 1968 December 3,180 3,350 2,580 5610 |~ 600 2,280 1,660
1569 March 3,360 3,670 3,150 5,760 |— 210 2,090 1,880
June 3,350 4,570 3,730 7.220 380 2,650 3,030
September 3,500 4,830 3,980 7,500 480 2,670 3,150
December 3.840 5,030 3,870 7,130 ao 2,100 2,130
United Kingdom . 1868 December 4,670 ! 17,110 4,110 | 17,060 [— 56O |-~ &O |— 610
1969 March 4,620 | 19,750 4,240 | 12,720 |— 380 |= 30 |— 410
June 4,790 | 25,280 4,510 | 25,280 |— 280 - |— 280
September 4,560 | 27,9210 4,620 | 28,000 80 20 150
Decembetr 4,760 | 28,710 4,820 | 28,770 70 [=11] 130
Total 1968 December | 13,620 | 33,840 9,730 | 38,020 |—3,890 4,180 280
1969 March 13,080 | 37,620 { 10,630 | 41,160 |—2,450 3,640 1,180
June 13,840 | 47,340 | 12,020 | 51,570 |—1,820 4,230 2,410
September | 14,200 | 51,540 | 11,850 | 55,540 |—2,350 4,000 1,650
December | 15,460 | 56,680 | 12,390 | 89,220 |=3,070 1,570 |—1,500
Canada . . . ... 1968 December 610 2,750 80 4,240 |— 530 1,490 860
1969 March G610 3,350 80 4,900 |— 530 1,550 1,020
June 530 3,700 20 5,540 |— B40 1,840 1,300
September 820 4,060 80 5,010 |— 540 1,950 1,410
Docember 630 4,330 110 6,300 |— 520 1,970 1,450
Japan . . .. ... 1968 December 3710 | 4,210 - 4,480 (= 370 240 |— 130
1962 March 330 4,180 - 4,350 |— 330 160 |=— 170
June 360 3,800 10 4,810 |— 340 810 570
Saptamber 340 3,810 10 170 |— 330 1,360 1,030
December T0 4,130 10 5,850 |~ 360 1,720 1,360

1 ‘The figures in this tabls are Eal’ﬂ!‘ based on different series from those used in the rest of this chapter and are

thersfore not strictly comparal

le with them,

2 Including Euro-currency assets and liabilitles of the BIS.




External positions of reporting European banks in dollars
and certain other foreign currencies.

Other foreign currenciles
End of P | rom |Pagtasnel Swies | stoning | Rute | French [ ehen
in millions of US dollars
Liabilities
1964 December. . . , . 9,650 2,570 " 770 820 T60 20 80 50
1965 December, ., . ., . 11,380 2,820 BTO 230 730 170 iQ0 20
1966 December. . . . . 14,760 3,570 2710 1,220 710 T0 B70 30
1967 dJuna ., . . . ... 14,930 4,120 1,470 1,300 250 a0 280 eln}
December. . ., . . 18,110 4,150 1,670 1,400 &00 100 150 30
1968 March . .. . .. 20,280 5,110 2,110 1,760 920 a0 200 40
Jupe ., L L. 22,360 5,590 2,180 2,030 1,020 120 190 50
September , | , . 23,740 6,220 2,660 2,160 890 170 280 &80
December. . , . . 26,860 6,670 3,010 2,300 800 250 230 a0
1969 March . . . . .. 29,860 T.ARD 3,060 2,800 Q040 280 260 120
June . ..., .. 37,880 9,120 4,250 3,290 10 350 170 140
September . , . . 41,420 9,940 4,800 2,790 760 240 170 180
December. . , . . 46,060 | 10,170 4,540 4,030 810 350 210 130
Assats
1964 December. . , . . 8,000 3,030 1,100 580 240 140 100 10
196% December. . , . . 11,580 3,550 1,390 760 880 230 140 50
12866 December. . . ., 16,080 3,840 1420 2930 800 170 450 TO0
1967 June . . . . . .. 16,580 4,480 1,670 830 1,340 200 360 80
December. , , . . 19,890 4,570 2,060 1,110 arg 230 240 80
1968 March . . .. .. 22,270 5,410 2,600 1,580 T40 210 300 80
Jupe . ... L .. 25,560 5,540 2,730 1570 600 280 260 100
September . ., . . 27,420 &,220 3,330 1,700 620 240 240 20
December. . , . . 30,420 6,980 3,220 1,820 610 290 240 100
1969 March . . . . . f 33,660 7,080 4,020 1,850 580 250 220 120
dune . . ..., .. 42,230 8,730 5,380 2,010 870 310 200 160
Septamber ., . ., . 44,780 | 10,370 6,280 2,240 530 240 150 130
December. . . ., . 47,570 | 10,120 5,890 2,980 580 aryo 150 120
Net position

1984 Decembar. . . . . - 650 AGD 330 |— 140 180 50 20 20
1965 December. . ., . . 200 T30 520 |— 170 250 =114 40 30
1966 December. . . , . 1,300 270 450 |— 290 20 100 [— 120 40
1967 June . . . . . ., 1,650 360 200 |-= 470 a90 110 a0 50
December. . , . . 1,780 420 a90 |=— 280 70 130 80 30
968 March . . .., .. 1,990 300 390 |- 1 fO - {80 iz20 100 40
done . ... L L. 3,200 |- B0 850 |=— 460 |— 420 160 TO 50
Saplember ., ., 3,680 - 870 |— 460 |— 270 70 |— 40 a0
December, ., , , . 3,560 310 910 |— 480 |— 190 40 10 20

1968 March . ..., .. 3,790 |— 370 860 |— 950 |— 310 |— 30 |~ 40 -_—
dune ., .. ... 4,350 |— 390 1,120 |—1,290 |— 240 |— 40 30 20
September . . . . 3,380 430 2,180 |—1,550 |— 130 — — 20 |— BO
December. . , ., . 1,510 20 1,350 |—1,050 |— 230 20 |— &0 |— 10

and French franc positions continued to decline in Importance. The expansion
in Deutsche Mark (excluding of course the external Deutsche Mark positions
of the German banks themselves) was particularly pronounced, liabilities
increasing by $1,630 million and assets by $2,070 million. The rise in
liabilities may have owed something to the upsurge in 1969 In international
bond issues denominated in Deutsche Mark, but the main factor behind it
was a growth in deposits held in anticipation of a change in the parity of



that currency. This is underlined by the fact that in the second and third
quarters the increase in Deutsche Mark liabilities amounted to $1,740 miilion
while in the last quarter there was a decline of $160 million. This time-pattern
was even more marked in the case of assets, which rose by $2,960 million
and then declined by $990 million in the same two periods, The resultant
$1,220 million rise in the banks’ net Deutsche Mark assets in the second and
third quarters may have partly reflected the banks’ spot covering of forward
sales of Deutsche Mark to customers.

The reporting banks’ labilities in Swiss francs expanded by $1,730
million and their assets by $1,160 million. The particularly rapid rise in
liabilities chiefly reflected the fact that the Swiss banks (whose positions are
of course not included in these totals) exported their excess liquidity in
domestic currency and left the switching into dollars or other currencies to
the receiving banks. : '

As to the Individual countries, banks in the United Kingdom alone
accounted for over half of the recorded increase in external liabilities and
assets in foreign currencies. Their liabilities went up by $11.6 to 28.7 mlliard
and ‘their assets by $11.7 to 28.8 milliard, a major part of which was
accounted for by the branches of US banks in London. The réle of UK
banks as ultimate suppliers and users of FEuro-dollar funds, on the other
hand, has remained relatively modest, with outward switching being limited
by the exchange controls and inward switching by the high cost of forward
cover ruling throughout most of 1969, '

Though less important than UK banks as intermediaries, the Swiss banks
tank first as net suppliers of Euro-currency funds. In 1969 their net external
assets in domestic plus foreign currencies (including the Euro-currency positions
of the BIS) expanded by $470 million, 2 $1,490 million increase in the
first three quarters being largely offset by a $1,020 million decrease in the
final quarter. One reason for this sharp fourth-quarter decline was year-end
repatriations; whereas in previous years these had been offset by larger
Euro-currency placements by the BIS, in the fourth quarter of 1969 the
decline was accentuated by the BIS transferring part of its dollar holdings
from the Euro-dollar banks to the United States.

The French banks’' external liabilities in foreign currencies went up by
$2,850 million and their assets by $2,310 million last year. Their net position
shifted from $z20 million of assets to $520 million of liabilities, The Italian
banks’ net assets in foreign currencies rose by $70 to 810 million in the first
quarter, but declined by $690 million during the rest of the year. Dollars
held under swaps with the Italian Exchange Office declined by $410 to
1,590 million. The Dutch banks' net assets in dollars mcreased from $10 to
540 million, whereas their net position in the other reported foreign currencies
shifted from $60 million of assets to $280 million of liabilities.

By far the largest changes in net foreign positions were shown by the
German banks. The movement in Deutsche Mark liabilities reflected the



Short-term liabilities and assets of ten countrles’ commercial banks in
certaln foreign currencles vis-a-vis non-residents,

US dollars Other currencies®
Countries End of month Liabil- Liabll-
ties Assels Net itioa Assefs Met
in millions of US dollars

Selpium-Luxemburg. . . 1968 December 1,310 1,460 150 1,330 819 |— 820
1968 March 1,280 1,680 490 1,540 80 [— &70
June 1,840 2170 330 1,730 120 |— 810
September 1,780 1,850 70 1,760 1,300 {— 480
December 2,110 2410 300 1,890 1,180 |— 710
France , . . . . . .. . 1968 December 3,040 | 3,430 390 1,600 1.230 | — 370
1968 March 3,340 3,230 |- 110 1,700 1,180 |— &850
dune 3,900 4,030 130 1,870 1,200 |— BTO0
September 4,800 4,330 |— 270 1,930 1,610 |—~ 320
December §,310 5,430 120 2,180 1,540 |— 640
Germany . . . . . ., . 1988 December 510 1,490 280 60 120 80
1969 March 480 1,650 1,160 S0 80 49
June 890 2,380 1,490 T0 120 50
September 1,060 2,330 1,270 T0 160 20
December 2,000 1,670 |— 330 o0 120 30
Maly . ... ...... 1968 December 2,630 3,200 &570 1,080 1,240 150
1969 March 2,530 3,350 830 1,230 1,210 | = 20
June 3,120 3,680 260 1,550 1.310 | — 240
September 3,310 3,660 350 1,480 1,470 |- 10
December . 4,650 4,780 130 1,640 1,620 [— 20
Metharlands . . . . . . 1968 Decamber 270 280 10 500 560 GO
1969 March 960 1,170 210 570 480 |— 480

June 1,300 1,450 150 730 730 -
September 1.350 1,710 360 1,810 820 (— 190
December 1,580 2,130 540 290 700 |- 280
Sweden . . ... ... 1968 December 210 A90 280 20 190 100
1969 March 230 500 220 130 200 70
dJuna 250 480 230 170 240 T0
Septamber 280 470 180 150 230 80
December aqg 420 120 150 220 70
Switzertand® . . . ., . 19068 December 2,820 4,380 1570 410 1,020 &10
1969 March 3,080 4,450 1,370 480 1,180 100
June " 3,860 5,650 1,720 630 1,380 750
Septamber 4,160 | 5,970 1,810 690 1,490 800
December . 4,460 5,620 1,060 530 1,580 1,060
United Kingdom . . . . 1868 Decomber 15,370 | 14,880 |— 390 1,880 1,810 220
1969 March 17,900 | 17,610 |— 280 1,720 1,860 140
June 22,720 | 22,3%0 |— 330 2,370 2,830 260
September 24,8080 | 24,460 |~ 420 2,850 3,200 440
December 25,640 | 25,210 |— 430 2710 3,230 520
Total . .. ... 1988 Dacember 26,860 | 30,420. 3,660 6,670 6,280 310
1969 March 29,860 | 33,680 3,720 T.420 7.050 |— 370
dune 37,880 | 42,230 4,350 9,120 8,730 |~ 390
September 41,420 | 44,78Q 3,360 8,940 | 10,370 430
December 46,080 | 47,570 | 1,510 | 10,170 | 10,190 20
Canada . . . .. ... 1968 December 2,700 | 4,130 1,430 s0? 110° 860
1969 March 3,320 | 4,810 | 1.490 230! g0? 80
June 3,680 ,4A50 1,770 -30% 100° TO
Sepiember 3,890 5,870 1,880 702 1403 T0
December 4,240 6,170 1,930 208 140° 50
Japan , . ... .., . 1968 December 3,930 4,090 160 00 350 50
1969 March 3,040 4,050 110 260 280 20
" Jdune 3,670 4,530 860 ‘280 260 10
Septamber 3,550 4,860 1,310 260 200 30
December - 3,810 5470 1,880 330 380 30

1 Sterling, Swiss francs, [ he Mark, Dutch floring, French francs, Halian lire, .

2 Including Euro-currency assets and liahilities of the BIS.

3 All other currencies, but mainly sterling.




Short-term liabilities and assets of ten countries’ commercial banks in
certain foreign currencies vis-a-vis non-residents, excluding positions
vis-a-vis the country of lssue of the currency in question.

us dotiars Other currenciest
Countries End of month Liabil- Llabi-
ities . Asgsels Net ities Asgsets Net
In millions of US dollars
Betaivm-Luxemburg. | . 1968 December 1,060 1,060 —_ B60 asd |— 310
1969 March 1,040 1,270 230 250 410 | — 540
June 1,480 1,670 180 70 490 |— 480
September 1,500 1,430 |— 70 1,240 600 |— 840
Pecember 1850 | 1,970 120 1,210 600 |— 610
France . . . . .. .. . 1968 December 2,600 2,320 |— 280 1110 T20 | — 3o0
1969 March 3,080 2,090 [— 0DO 1,230 810 | — 420
June 3410 2,460 |— 950 1170 T40 |— 430
September 4,020 2860 |— 1,160 1,340 1,010 |— 330
December 4,910 | 3,970 [ s40| 1,580 960 |— 820
Sermany « . . -+ o« 4 1968 December 450 8960 510 20 — - 20
1865 March 400 1,160 750 20 10 |— 10
June 820 1,770 950 20 10 |— 10
September 1,010 1,500 480 20 10 |—~ 10
December 1,820 780 |— 1,050 20 10 |— 10
Maly . . ........ 1968 Dec¢ember 2,480 2,910 430 520 870 250
1968 March 2,370 3,120 750 70 as0 240
June 2,860 3,440 580 860 1,000 140
September 3,070 | - 3,480 390 940 1,120 180
Decemher 4,410 4,430 20 1,080 1,240 150
Netheslands . . . . . . 1968 December 850 840 |=— 20 320 310 = 10
: 1989 March 840 1,010 170 350 300 |— 50
June 1,200 1,250 50 410 480 50
September 1,240 1,490 250 510 500 |— 10
December 1,480 1,880 410 aso 450 T0O
Sweden . . ... ... 1968 December 190 230 140 -] 70 10
1969 March 200 330 130 &0 78 10
June 220 340 120 100 100 —
September 220 280 60 100 110 10
December 260 290 30 120 120 —
Switzerland? , . . . . . 19688 December 2,500 3,540 1,040 260 480 220
1969 March 2,700 3,420 T20 280 650 370
June 3,380 4,640 1,260 420 820 400
September 3,850 | 4,860 1,210 480 B840 ason
December 4,020 4,580 560 310 1,040 T30
United Kingdom . . . .1 1968 December 12,580 | 7,720 |— 4,860
1969 March 14,700 7,840 |— 8,860
June 18,960 8,550 |—10,410
Septamber 21,010 | 16,040 |—10,970
December 22,100 | 11,660 |—10,440
Totat . ... .. 1968 December 22,720 | 19,680 |— 3,040
1969 March 25,330 | 20,230 |=— 8,100 . .
June 32,340 | 24,120 |— 8,220 ‘. .
September 35,720 | 25,920 |— 9,800 .
December 40,860 | 20,270 |—11,220
Canada . . . ... .. 1968 December 2,180 1,800 |— 329 an? 11 =a]
1969 March 2,660 | 2,250 |— 410 30° 70? 40
June 2,940 2,880 |— 60 ao? 70 40
September 3,30 3,060 |— 250 50?2 1208 70
December 3,430 3,080 |— 350 B8P 100? 20
Japan . .. - .. .. .} 1988 December 1,450 1,240 |=— 2t0 44 170 130
1968 March 1,640 1,260 |- 280 20 110 90
dune 1,150 1,420 270 20 80 70
September 1,080 1,640 560 30 120 20
December 1,020 2,010 990 40 160 120

1 Starling, Swiss francs, Deutsche Mark, Dutch florins, French francs, Italian flire.
2 including Euro-currency assets and llabilities of the Bis.  ® All other currencies, but mainly stetiing.




various speculative waves that occurred in the last half of 1968 and in 1969,
Thus, net external liabilities in Deutsche Mark rose by $1,240 million in the
second half of 1968, fell by $860 million in the first quarter of 1969, and
went up again by $950 million during the subsequent six months. In contrast,
the movements in the banks' net external position in foreign currencies {chiefly
. dollars) were essentially governed by domestic credit conditions and the Bundes-
bank's swap policy. Despite substantially lower domestic interest rates (except
m the last quarter of 196¢g) the strength of the Deutsche Mark in the forward
markets tended to turn the covered interest arbifrage margins against the
doliar, so that 1t was largely in consequence of the Bundesbank’s policy
of offering forward cover at below market rates that the German banks' net
assets in foreign currencies went up by $1,000 million between June 1968
and June 1969. In the third quarter of last year net assets declined by $180
millicn, and under the impact of the severe squeeze on bank liquidity the net
position In foreign currencies shifted from $1,380 million of assets to $290
million of labilities in the fourth quarter. Taking domestic and foreign
currencies together, the German banks exported a net $1,29c million in the
first half of 1969 but took up $2,790 million from abroad in the second half
— a shift of over $4 milliard.

Sources and uses of Euro-dollars. The tables on pages 156 and 158 seek
to estimate the ongins and destinations of the Euro-dollar credit flows
channelled through the banks of the eight reporting European countries. The
two tables differ In several respects. That on page 156 simply gives a
geographical break-down of the banks’ total dollar liabilities and assets vis-a-vis
non-residents; the dollar positions vis-d-vis residents, for which complete
statistics are not available, are not covered. Moreover, it shows on only one
side of the balance sheet funds which are obtained by the banks in domestic
or third currencies but re-lent in the form of dollars or wvice versa; this,
together with the exclusion of positions vis-a-vis residents, explains why assets
and liabilities in this table usually do not add up to the same totals. On the
other hand, the table overstates in some ways the volume of Euro-dollar credit
provided to final users. Thus, the positions vis-3-vis countries within the
reporting area are inflated by the double-counting which arises when funds,
before being wultimately used for the financing of economic activity, are
redeposited several times between the banks within the area; in that case
one and the same credit chain may be recorded several times under liabilities
and/or assets. Moreover, the table gives the banks’ total positions vis-3-vis
US residents, though not all of them are necessarily related to the Furo-dollar
market,

The table on page 158 tries to correct these distortions, but has to
depend to a large extent on estimates. It includes positions vis-d-vis residents,
and makes allowance on the sources side for the banks’ use of the proceeds
from domestic or third-currency deposits for conversion into dollars, and on
the assets side for the banks’ use of Euro-dollar funds for the granting of
domestic or third-currency credits. It seeks also to eliminate the duplication
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Dollar positions of reporting European hanks
Vis-a-vis non-residents.

1968 1969
. Saeptom- | Decetm- Septem- | Dacem-
Positions vig-a-vis March | dune - o March | dJune acal ol i
In millions of US dollars
Liabilities
Quiside area
Other western Europe 1,570 1,580 1,850 1,900 2,080 2,140 2,430 2,790
Eastern Eurcpe . . . . . 440 430 520 660 500 &600 780 1,030
Canada . . . ... ... 1,060 1,040 1,030 1,310 1,830 2,330 2,840 2,240
dJapam. . . ... ... 20 20 100 20 160 220 250 390
Latin America, . . ., . ., 1,120 1,210 1,240 1,250 1,510 1,880 2,130 2,550
Middle East . ., . . . . . t.320 1,500 1,510 1,470 1810 2,120 2,370 1,990
Other . . . . . 1,580 1,720 1,840 2,010 2,570 3,200 3,480 3,570
Total . . . .. ‘o 7.180 T.570 8,080 8,690 [ 10,540 | 12,480 | 14,280 | 15,260
United States . . . . . . 2,770 2,620 3,690 3,230 4,020 5,140 5,260 4,550
Total outside area. 9,850 | 11,190 | 11,780 | 12,620 | 14,560 [ 17,830 | 19,650 | 19,810
Inside area
Belgium . . ... ... 960 1,250 1,200 1,200 1,490 1,240 1,910 2,320
France . . . . ... .. 1,340 1,600 1,570 1,710 1,770 2,170 2,460 3,470
Germany . . . . . . . 1,010 810 830 1,100 1,130 1,770 1,470 880
ltaly. . . ........ 1,480 1,660 1,830 2,540 2,730 3,020 3,110 4,230
Metherlands . . . . . . . 570 810 &60 720 940 1,270 1,470 1,780
Sweden. . . ... ... 200 280 270 300 340 320 280 250
Switzerland . . . . . ., 3,150 3,770 3,880 4,160 4,2%0 8,480 7,310 7.910
United Kingdom. . . . . 1,400 1,210 1,520 2,200 2,150 2,870 3,410 4,770
Tolal inside area. . | 10,110 | 10,990 | 11,560 | 14,020 | 14,800 | 198,840 | 21,420 | 25,5610
Unallacated . . ., . . . .. 220 180 400 220 500 410 450 640
Grand total . . . .| 20,280 | 22,360 | 23,740 | 26,860 | 20,860 | 37,0880 [ 41,420 | 46,060
Agsgels
Outside area .
Other western Europe 1,330 1,430 1,490 1,520 1,540 1,380 1,380 1,610
Eastern Europe ., . . . . 8O0 820 920 980 230 az0 980 1,000
Canada . . . . .. ... 8O0 510 200 810 1,100 1,240 1,460 1,360
dapan . . .. L. L. 1,230 1,450 1,510 1,690 1,650 1,390 1,470 1,480
Latin America. . . . . . 200 270 280 1,200 1,320 1,280 | 1,460 1,440
Middle East . . . . . . . 390 310 410 470 340 380 480 460
Other . . . .. ..... 780 890 860 1,020 1,310 1,540 2,030 2110
Total . . ... .. 6,230 §,780 7170 7,760 £8,120 8,140 9,270 9,460
United States . . . . . . 7,500 2,754 | 10,450 { 10,730 | 13,390 | 18,080 | 18,880 | 17,740
Total outside area | 12,730 ! 18,570 | 17,820 | 18,490 | 21,580 | 26,200 | 27,860 | 27,200
Inside area
Belgivm . . .. . ... G40 700 TOO0 820 720 1,170 1,230 1,360
France . . .. ..... 1,180 830 1,030 1,600 1,880 2,140 2,520 3,300
Germany . . . . ., ., 330 340 480 590 500 920 110 1,600
Maly., . . . .. ... 1,110 1,070 1,160 1,740 1.410 1,700 1,840 3,060
Netherlands . . . . . . . 590 600Q G40 580 500 930 820 1,050
Sweden., . . . ... .. 160 170 200 220 220 180 210 270
Switzerfand . . . . . . . 1,010 960 1,140 1.130 1,230 1,610 1.790 1,980
United Kingdom, . . . . 3,520 4,270 4,450 5,120 5,620 7,320 7,030 7,480
Total inslde area . 8,540 8,990 9,800 | 11,910 [ 12,050 | 15,970 | 16,85G [ 20,110
Unallocated . . . . . ... — - - 20 20 60 270 260
Grand total . , . .| 22,270 | 25,860 | 27,420 | 30,420 | 33,650 | 42,230 | 44,780 | 47,570




arising from the interbank depositing of funds within the reporting area, and
to include only that part of the banks’ positions vis-a-vis the United States
which is related to Euro-currency activity. The criteria and estimating methods
used in making these adjustments have been outlined in earlier Reports.

The estimates in the table on page 158 indicate that, after rising from
$17.5 to 25 milliard in 1968, net Euro-dollar credit outstanding through the
reporting banks went up further to $37.5 milliard in 1969. On the sources
side, about $2.2 milliard of this $12.5 milliard growth seems to have been
supplied by North America, $6.2 milliard by western Europe and $4.1 milliard
by the rest of the world.

As recorded, dollar deposits by US residents with banks in the reporting
area, which had expanded by about $1.5 milliard in 1968, went up by only
$0.6 milliard in 1969. There are three main reasons for this slower increase.
Firstly, 1969 witnessed both a sharp drop in US Euro-bond issues and an
increase in the proportion of the proceeds from such issues that was employed
for direct investment abroad or for transfers back to the United States. As a
result, the residual use of Euro-bond proceeds by US corporations for
building up their bank balances abroad (mainly in Euro-doliars) amounted
to only $120 million, against $o70 million in 1¢68. Secondly, US funds which
entered the Euro-dollar market through nominee or trustee accounts in
Europe, or via banks outside the reporting area, show up in the tables as
funds supplied from within western Europe or from the rest of the world
~ respectively. The US payments statistics suggest that the actual outflow of US
funds to the Euro-dollar market was of the order of $2 milliard, which would
imply that nearly $1.5 milliard of US funds might have entered the market
in these roundabout ways. Thirdly, seasonal factors, l.e. chiefly year-end
repatriations by US corporations in compliance with the balance-of-payments
restraint programme, played a bigger part in 1969 than in 1968. Thus, in the
last quarter of 1969 Euro-dollar deposits by US residents declined by $o0.7
milliard, whereas in the corresponding period of 1968 they had shown a
$0.2 milliard increase.

The expansion in Canadian funds supplied to the reporting banks from
$1.3 nulliard in 1968 to $2.9 milliard was partly a side-effect of the efforts
of the Canadian monetary authorities to limit the mise in interest rates on
domestic Canadian dollar deposits — a policy which tended to increase the
interest rate premium in favour of “swapped” US dollar deposits.

Of the $6.2 milliard of new funds supplied by western Europe, about
$5.4 milliard seems to have come from within the reporting area. The main
feature here was the sharp advance of $4.2 milliard in deposits by non-banks,
while the banks' own conversions of domestic or third-currency funds into
dollars increased by only about $1.2 milliard. This was an almost complete
reversal of the pattern in 1968, Apart from the strengthening of domestic
credit demand in most European countries, the main factor behind the relatively
modest contribution of the banks to the growth of the market was the limits
imposed by the central banks of various European countries, notably France,
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Estimated net size of the Euro-dollar market.

1966 1967 1958 1988
ltems December | [racomber dJuna December June Dacembear
in milliards of US dollars
Sources
United States . . . . ... .. .. 1.1 1.7 2.9 3.2 4.4 3.8
Camada . . . . . v v v v 0 0.6 0.8 1.0 1.3 2.3 2.9
Total . .. .. . .+, 1.7 2.6 3.8 4.8 8.7 8.7
Western Europe
Inside are@ . . .. ... . ... 8.4 2.6 12.2 13.2 16.8 18.6
of which:
Nop=banks . . . « .« « o - . 2.8 4.0 4.8 5.2 8.1 9.4
Banks'. . ... ... . 5.6 5.6 7.4 8.0 8.7 9.2
Other wegtern Eurgpe . . . . . . 1.1 1.4 1.5 1.9 241 2.7
Total . ... ...... .5 11.0 13.7 5.1 18.9 21.8
Japam . L . 0 s e e . -— 0.1 0.1 Q.1 G.2 0.4
Eastern Furope . . . . . . . . . . 0.4 0.4 0.4 0.8 0.6 1.0
Other . . . . .. ... ... . 2.9 a.4 4.4 4.7 T 8.1
Total ... 3.3 2.8 4.9 5.4 7.9 9.5
Grand fotal . . . . . .. 14.5 i7.6 225 28.0 23,5 37.5
Uses .
Unifed States . . . . . . . e 4.4 5.2 8.8 9.5 16.7 6.5
Canada . ., ... [ 0.6 0.7 0.9 0.9 1.2 1.3
FJotal . .. ... .. 5.0 8.9 .7 10.4 17.9 17.8
Western Europe
fngide area . . ......... 6.3 8.9 7.1 7.9 8.2 1.7
of which:
Non-banks , . . . . . ... . 3.7 4.1 4.5 4.7 5.1 5.6
Banks®* . . ... ... ... 2.6 2.8 2.6 3.2 3.8 6.1
Other western Europe . . . . . . 0.8 1.2 1.4 1.5 1.3 1.6
Total ., . ... ... .. 7.2 8.1 8.3 9.4 10.2 13.3
dJapan . . . 0 0 0 e 0.8 1.0 1.4 1.7 1.4 1.5
Eastern Europe . . . . . . . 0 0.7 0.8 0.8 0.8 0.9 1.0
Other . . . . . . . v v v e 1.0 1.7 24 2.6 3. a.se
Total . .. ....... 23 3.5 4.3 5.2 5.4 6.4
Grand fotal . . .. . .. 14.5 t7.5 22,6 25.0 33.5 37.5
Net®
United States . . . .. ... ... 3.3 3.5 5.9 8.3 12.3 12.7
Canada . . .. .. ... ..... - - 0.2 — 0.1 — 0.4 — 1.1 — 1.8
Total . . ... .. 0 3.3 3.3 5.8 5.9 11.2 11.1
Western Europe
Ingide area . . ... ... ... —_2 —2.7 — 5.1 — 5.3 - 7.9 — 8.9
of which:
Non-banks . . . . . .. . .. 0.9 0.7 —0.3 — 0.5 — 3.0 - 3.8
Banks . . . . . v i 00 — 3.0 — 2.8 — 4.8 — 4.8 -9 — 3.7
Othar western Europe . . . . . . — 0.2 —_0.2 — 0.1 0.4 — 0.8 — 1.1
Total . .. .. RN —2.3 —29 —8.2 — 8.7 —8.7 — 8.0
Japan . . . L 0 0 s e e e e 0.8 0.2 1.3 1.8 1.2 1.1
Eastern Europe . . . . . . . . .. 0.3 0.4 0.4 0.3 0.3 —_
Other . . . . v v v v i e e - 1.9 — 1.7 —2.3 — 2.1 — 4.0 —_4.2
Total . . . ... . .. — 1.0 — 0.4 — 0.6 - 0.2 - 2.5 —31

1 Conversions by the banks of domestic or third-currency funds into dollars,

of dollars into the domestic or third currencies; excluding, however, the Hfallan banks’ use of

for third-currency loans to residents (included under non-bank uses).

2 Conversions by the banks

uro-dollars

3 A minus sign indicates that

the area or grouping in question is a net supplier of Euro-dollar funds, whereas the absence of a sign indi-

cates that it is a net user.




Italy, Belgium and the Netherlands, on their banks’ net foreign positions. At
the same time, the high Euro-dollar deposit rates opened up new sources of
funds to the market. Large deposits were certanly made by non-bank
corporations and private individuals that had previously shown httle interest
in holding Euro-dollar balances. It should be borne in mind, however, that
the figutes for funds supplied by European non-bank residents include US -
funds or funds from third countries entering the market through nominee and
trustee accounts; similarly, funds shown as having been supplied by banks
include conversions into dollars of domestic or third-currency funds obtained
from outside the reporting area; moreover, they also include Euro-dollar
assets of the BIS, which in the BIS’s balance sheet may have their counterpart
in liabilities to monetary institutions outside the reporting area. There can
therefore be no doubt that the $6.2 milliard figure overstates the contribution
of western European owned funds.

Bearing in mind these various reservations, some further idea of the
role of individual European countries on the supply side of the market can
be obtained from the table on page 156, though the figures for the inside
area are, of course, substantially inflated by redeposits between banks. It can
be seen that by far the largest increase in liabilities — $3.75 milliard —
occurred vis-a-vis Switzerland. Since the Swiss banks built up their foreign
assets to a large extent in the form of Swiss francs, it would appear that
the greater part of this $3.75 milliard stemnmed from non-banks or trustee
accounts, If Swiss francs and third currencies are included, the liabilities
of the banks of the seven other reporting FEuropean countries vis-a-vis
Switzerland went up by as much as $5.5 milliard, over half of this increase
occurting in the second quarter alone. The growth of liabilities vis-i-vis the
other countries of the inside area mainly reflects interbank deposits, but
liabilities to non-banks, though relatively small in absolute terms, also went
up very strongly, particularly vis-a-vis Italy and Beigium,

New funds from the rest of the world amounted to $4.1 milliard,
against $1.5 milliard in 1968, probably mainly on account of the high interest
rate level. Liabilities towards Latin America (see table on page 156) doubled
from $1.25 to z.55 mulliard, while those towards the Middle East went up
by $0.9 to 2.4 milliard in the first nine months of 196g but dropped by
$0.4 milliard in the last quarter. This decline may have been partly a
reflection of the more attractive rates offered for official funds by the US
banks in New York after the 1o per cent. reserve requirement was put on
their branch borrowings, and perhaps also of some movement back into
sterling. Japanese residents (primarily banks) have for the first time assumed
some importance as suppliers of Euro-dollar funds, though in absolute terms
the reporting banks’ liabilities towards Japan are still quite small. Even
eastern European countries seem to have responded to the extraordinarily
high Euro-dollar rates, since liabilities towards this area went up by nearly
$0.4 milliard to $1 milliard. Also noteworthy is the $1.6 milliard increase in
liabilities towards ‘‘Other”, which includes such areas as the Bahamas and
Bermuda.
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On the uses side, US borrowing accounted for $7 milliard, or well over
half of the growth of the Euro-dollar market. Of the remainder, $o.4 milliard
was taken up by Canada, $3.9 milliard by western Europe and $1.2 milliard
by the rest of the world. '

The reporting banks’ Euro-dollar claims on the United States soared by
about $7.2 to 167 milliard in the first half of last year, edged up by another
$0.5 milliard despite the announcement of the new US regulations in the third
quarter, and declined, partly as an offset to year-end repatriations by US
firms, by $0.7 to 16.5 milliard in the last quarter.

Virtually the whole of the estimated $3.9 milliard increase in western
Europe’s use of Euro-dollar funds was accounted for by the reporting area.
Direct lending to non-banks rose by about $o0.9 to 5.6 milliard, while the
banks’ use of dollar funds for conversion into domestic or third currencies
expanded by $2.9 to 6.1 milliard; the pattern was thus the reverse of that on
the sources side. The relatively small increase in lending to non-banks, which
include the European subsidiaries of US firms, is undoubtedly explained by
the high cost of Euro-dollar funds. Most of it, in fact, occurred in the second
and third quarters, when there was a demand for Euro-dollar funds for
conversion into Deutsche Mark., $1.4 milliard of the increase in the banks’
own use¢ of Euro-dollar funds occutred during the first nine months of 1969
and was attributable to Euro-dollar borrowing by the French and Itahan
banks as well as the movement into Deutsche Mark. The $1.5 milliard rise
in the last quarter reflected both year-end factors and the Euro-dollar borrow-
ing by the German banks.

The increase in Euro-dollar borrowing by the rest of the world from
the banks of the reporting area decelerated from $1.7 milliard n 1968 to
$1.2 milliard in 1969. Japan, which had taken up $0.7 milliard of new credits
in 1968, repaid $o0.2 milliard in 1969. Latin America’s and the Middle
Fast’s new takings also declined. The item “Other” in the table on page 156
jumped by $1.1 to 2.1 milliard; a large part of this rise seems to have
occurred vis-a-vis the Bahamas and may also have gone to the United States.

On a net basis, the main feature of the first half of the year was a
$6 milliard flow of Euro-dollar funds through the banks of the eight reporting
European countries to the United States, $3 milllard of which came from
within western Europe, $0.7 milliard from Canada and $2.3 milliard from the
rest of the world. In the second half of the year the changes in area balances
were much smaller. The flow to the United States narrowed to $0.4 mithiard,
and there was a $o.7 milliard flow into western Europe; the counterparts were
a further $o.5 milliard outflow from Canada and one of $0.6 milliard from
the rest of the world. It should be kept in mind, however, that these figures
~are not 1dentical with balance-of-payments flows, mainly because of disguised
circular flows from and to the United States. In balance-of-payments terms
‘the actual net outflow from western Europe in 1969 as a whole might have
been smaller than $1.5 nulbard.
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Interest vate developments. Whereas in previous years rate movements of
1 or 1Y% percentage points had been regarded -as exceptional, the changes that
occurred In the course of 1969 were of the order of 4-5 percentage points
and cartied Euro-dollar rates to unprecedented levels. The same thing applies
to interest rate differentials: prior to 1969 the premiums of Euro-currency
rates over the rates paid on deposits in the respective currency in its national
market had, except in the case of sterling, usually stayed within the range of
1-2 percentage points; in the course of 1969, however, the premium widened
to about 3 percentage points in the case of dollars and at times exceeded
6 percentage points in the case of Swiss francs.

Reflecting the strength of Euro-dollar demand from US banks, and
* repatriations and borrowing by French banks, the three-month Euro-dollar rate
in early 1969 failed to show its usual seasonal decline. It continued upwards
from the level of about 7'/; per cent. in the first balf of December to
814 per cent. in early March and then seemed to stabilise at that level
This upward movement in interest rates, which at the time was considered
out of the ordinary, succeeded in attracting a large volume of new funds
from both within and outside the reporting area, notably from Switzerland,
Canada, Latin America and the Middle East. The US banks borrowed about
$3 milliard, and the French banks’ net external foreign currency position
shifted in the first quarter of 1969 from $20 million of assets to $660 million
of liabilities,

Despite the regulations introduced in. late March and early April by the
central banks of Italy and Belgium concerning a reduction in the banks’ net

Interest rates on dollar deposits in London and New York.
Waekly, in percentages per annum,
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* Covered differentials between 3-month dollar depgsits in London and demestlc rates for deposits in Deutsche
Mark, sterling and Swiss francs. .
foreign assets, the market remained relatively calm until the end of April.
Then, however, the demand for Euro-dollars for conversion into Deutsche
Mark set off a fresh rise in interest rates. The three-month deposit rate
jumped from 8%/, per cent. in late April to about 91 per cent. in early May,
and, despite the subsequent unwinding of the Deutsche Mark speculation,
continued to rise until it reached 125/, per cent. on 11th June, two days after
the increase in the US prime rate from 7% to 8% per cent. It fluctuated
around 11 per cent. for the rest of the month. The pressures underlying this
extreme rise in market rates mainly reflected the intensity of credit demand
with which, partly as a result of preparation for the mid-June corporate tax
date, banks were faced in the United States. In the three weeks from
28th May to 18th June the loans of the large commercial banks in the
Unpited States rose by $5.5 milliard while their certificate of deposit funds
went down by $1.3 milliard. The US banks’ Euro-dollar indebtedness, which
had shown relatively little increase since the second half of March, jumped

by over $3 milliard during this three-week period.

- Though quieter than in May and the first half of June, the market
remained relatively tense during the summer. Interest rates fluctuated around
11 per cent. and at this high level maintained their appeal for outside funds;
the covered interest rate premiums of FEuro-dollars in London over franc
deposits in Switzerland fluctuated between 5 and 6 per cent. during this
period. The market volume continued to grow rapidly, though at a more
normal pace than during the spring. Owing to the new regulations announced
by the US authorities and to the high level already attained, the increase in
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US banks’ Euro-dollar borrowing slowed down, but it continued to be one of
the main forces keeping up interest rates. In the later part of the summer,
however, came the rush into Deutsche Mark. Moreover, the high premium of
the Deuische Mark in the forward market turned the covered arbitrage
margins comfortably in favour of placements in Germany, and the reporting
banks outside Germany themseives seem to have switched nearly $1 mulliard
out of dollars into Deutsche Mark.

By the same token, the floating of the Deutsche Mark and the subsequent
fixing of the new parity led to a substantial easing of market conditions and
the three-month rate dropped to a low of about ¢ per cent. in the second
half of October. However, at the end of that month the proposals to put some
curb on issues of commercial paper by the holding companies of US banks
led to renewed tightening of market conditions. The US banks’ Euro-dollar
takings advanced from $13.6 milliard at the end of October to $15.0 milliard
in the third week of November, their highest level for the year. End-year
influences such as the repatriation of US corporate funds, and heavy borrowing
by the German banks, tightened the market further. The three-month rate
went back up to 11%/y per cent. around the middle of December and, at
127/s per cent., the one-month rate even went beyond its mid-June peak.

The customary seasonal decline in late December and in early 1970
was reinforced by repayments by US banks, and the three-month rate
fluctuated in the neighbourhood of ¢% per cent. during the second half of
January and in February, The upward adjustment of the Regulation Q
ceilings on 21st January had no immediate impact on the Furo-dollar market
as US money-market rates remained well above these ceilings. The recovery
of sterling in the forward market favoured switching into sterling and there
was apparently substantial demand for Euro-dollars from Japan during this
period. In March increasing evidence of some relaxation of US monetary
restraint caused market conditions to ease further. The US banks' Euro-dollar
takings fell from about $13.4 milliard in the second half of Feburary to some
$12 milliard at the beginning of April, at which level they were about $3
milliard below their November peak. Towards the end of April, however,
US demand for Euro-dollar funds began to strengthen again. The three-month
rate, which had reached a low of 8!/; per cent. around the middle of the
month, resumed an upward path, and parallel with the renewed tightening of
the US financial markets totuched 9%, per cent. in the second half of May.



VL. THE EUROPEAN MONETARY AGREEMENT.

The European Monetary Agreement (EMA), which came into force on
27th December 1958, serves as a framework for co-operation between the
monetary authorities of Contracting Parties, with the broad objective of
encouraging multilateralism in international trade and currency convertibility.
Its two principal operational aspects are: the European Fund, from which
members may receive short or medium-term balance-of-payments assistance,
and the Multilateral System of Settlements, under which each member
country’s central bank is assured of obtaining settlement in US dollars of its
holdings of other members’ currencies at an exchange rate known in advance.
The Agreement is operated by the Council of the Organisation for Economic
Co-operation and Development (OECD) and by a Board of Management. The
Bank for International Settlements, acting as Agent, i1s entrusted with the-
execution of all financial operations under the Agreement.

Continuation of the Agreement.

Following a comprehensive review of the working of the Agreement by
the Board of Management in 1968, the Agreement was renewed unchanged
for a further three-year period until 31st December 1971 with only minor
technical amendments to the Directives for its application. While the
Agreement will be kept under continual review, a further general assessment
is to be carried out by September 1971 to decide on its renewal beyond
31st December of that year.

Operations under the Agreement.

_ European Fund. At the end of March 1969 the total of credits out-
standing was $135 million.* Of this amount, $105 million represented credits
to Turkey, $25 million a credit to Greece and $5 million a credit to Iceland.

On 25th April 1069, following the further devaluation of the Icelandic
kréna in November 1968 and the subsequent improvement in the Icelandic
economic position, Iceland repaid in advance the credit of $5 million granted
in November 1068 and originally due on 14th May 1969.

On 6th February 1970, the due date and value date for multilateral
settlements for January, Greece made the second repayment, of $1o million,
on the credit of $30 million granted in February 1966. The final repayment,
of $15 million, on this credit is due on 7th February 1971,

* For convenience, the dollar sign ($) is used throughout the text of this chapter, whether the arount
referred to is in US dellars, gold or EMA usits of account.
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In May 196g the Turkish authorities requested a medium-term credit of
‘$15 million in order to refinance three repayment instalments — the fourth,
fifth and sixth — each of $5 million, under the sixth credit, due respectively
on 3oth June, 30th September and 31st December 1969. In the first quarter
of 1969 Turkey’s export performance had suffered as a result of a sharp fall
in the world-market price of cotton, and difficulties, arising from the US dock
strikes at the beginning of the year, had been experienced in the exporting
and marketing of tobacco. By a decision of the Council of 24th June 1969,
therefore, a credit bearing interest at the rate of 3 per cent. per annum was
granted to Turkey in three tranches, each of $5 million, taking effect from
the above-mentioned dates and repayable on 3oth April 1970. The purpose of
the credit was to give Turkey time to devise and apply appropriate measures
to remedy the balance-of-payments situation. On the due dates the three

EMA: Utilisation of credits granted from the European Fund.

Greace Icetand Spain Turkey Totals
value ﬁ;to for Avall- | Draw- } Avall- | Draw- | Avall- | Draw- [| Avail- | Oraw- | Avall- | Draw-
settlements able | Ings | able | ings | able | Ings | able | ings | able | Ings | Total
for and out- and out- and qut- and out- and | out= | credit
month un- | stand-| un- |stand-| un- |stand-|| un- | stand-| un- [ stand- |granted
drawn | ing |drawn]| ing Jdrawn] ing jdrawn| Ing | drawn| Ing
in milllons of units of account
1958
February . . . . 15.0 - — — — —_ 21.5 _— 38.5 — 36.8
Dacember. . . . - - - - 51.0 | 24.0 05 21.0) 51.5; 450 | 96.5
1980
December, . . . — - 5.0 70[ 7807 24.070 180 21.8]| 96.0 | 52.5 1488
1961
December. . . . —_ — 7.0 5.0 - - - 50.0 7.0 55.0 | 62.0
1962
December. . . . - - 5.0 —_ - - am 80.0 5.0 80.0 | 850
1963
December. . . . | — - - | - - - -~ | #5000 — | eso| 9s.0
1984 :
Dacember. . . . -_ - -_ — —_ —_ -— 105.0 - 105.0 | 105.0
1965
December, . . . - - - —_ — — —_ 90.0 - 20.0 ] 920.0
10964
Decsmber, . . . - 30.0 - - — - — 80.0 — |110.0 | 110.0
1967
December . . . -— 30.0 - —_ -— - - g5.0 - 125.0 | 125.0
1968
dJune . .. ... -_— 30.0 - - -_ —_ —_ 115.0 -—_ 145.0 | 145.0
Movember . . . —_ 30.0 - 5.0 - —_ —_— 115.0 - 15¢.0 | 150.0
December., . . . - 30.0 - 5.0 - — —- | 1100 - 145.0 | 145.0
1969 )
Janvary. . . . . -— 25.0 - 5.0 - — - | 1100 - 140.0 | 140.0
March .. ... - 26.0 - 5.0 - — - | 10%.0 - (13s.0|135.0
Aprit . . ... - 25.0 - — - - — |105.0 -— 130.0 | 130.0
1970
Jenuary. . . . . — 15.0 - -— - - — | 1050 — 120.0 | 120.0
March . .. .. — 15.0 - - —_ - — | 100.0 - 115.0 [ 115.0
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instalments under the sixth credit were repaid by means of drawings on the
three tranches of the new tenth credit.

Finally, on 31st March 1970, the due date, Turkey made a further
repayment — the seventh — of $5 million on the sixth credit, reducing the
amount outstanding under that credit to $35 mullion.

All these transactions are included in the table on the previous page, which
shows the position regarding the utilisation of credits from the European Fund
at the value date for multilateral settlements (the fifth working day of the
following month) for February 1959, when the first credits were granted, for
the end of each year from 1959 to 1967 and for each month from end-1967
to March 1970 in which changes occurred.

On the various credits granted between June 1959, when the first
drawing was made, and March 1970 there were thirty-four drawings totalling
$414.5 million; of this amount, $299.5 million has been repaid. The amount
outstanding at the end of March 1970, therefore, was $115 miilion, of which
$100 million was owed by Turkey and $15 mlillon by Greece.

Multilateral System of Settlements, Details of the transactions carried out
under the Multilateral System of Settlements since the Agreement came into
force are shown in the table on the following page.

In the earlier years these transactions related for the most part to the
settlement of balances held under bilateral payments agreements between
member countries, and the volume of transactions declined gradually from
$15 million in 1959 to about $1 million in 1964, reflecting the progressive
termination of those agreements. Settlements originating under the exchange
guarantee given on member countries’ central-bank holdings of other members’
currencies took place on only three occaswns before 1964, and then for small
amounts,

For three years after October 1964, when the last bilateral payments
agreement between member countries — that between Greece and Turkey —
was terminated, the settlement mechanism was not used. It was brought into
operation again, however, in November 1967 in order to implement the
exchange guarantee as a result of the several adjustments to the exchange
parities of member countries’ currencies in that month. Twenty balances in
sterling and Spanish pesetas, totalling $17.4 and o.1 million respectively, were
brought into a special settlement on 29th November; fifteen balances in
Danish kroner, totalling $z.4 million, were settled on 3oth November and two
small Icelandic kréna balances were settled on sth December.

The settlement machinery was again used in November 1968 when the
Icelandic krona was further devalued, although only one smaill balance was
brought into the special settlement.

When the French franc was devalued on 11th August 1969, ﬂfteen
balances in French francs, amounting to $25 million, were notified for special
settlement, which took place on 2ist August 1969, A short time later, following
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EMA: Payments made under the Multilateral System of Settlements.

Payments made by the Fund (+) or to the Fund (-} Net
amount
Country Total Q
1959-64 1967 1968 1969 1959-69 settlement
in thot ds of US deflars
Austria , . ., + 25,083 + 823 —_ + 3o + 25,938
- - - - —_ 4+ 25,036
Belgivm. . . , - + 633 - + 129 + 762
— - - — -— + 182
Denmark . . . + 240 + 1,830 + 2} + 171 + 2,260
—_ 150 — 2,434 —_ - — 2,584 -_ 334
France . . . . — + 1,383 - - + 1,383
- — — 24,995 — 24,995 -23,812
Germany . . . — + 3,444 — + 285 + 3.729
- - - — + 3,728
Greete . . . . + 659 + 1,210 + 116 + 2,014
-— 28,762 _ — -— — 28,762 — 26,748
leeland . . . . - + 306 - + 5 | + at2 [
—_ 24 - ] — -] —_ - 42 + 270
Haly ..... + 243 + 1,047 _— + S14 + 1,B04
_ —_ -— —_ -— + 1,804
Netherlands + 1,400 + 1,604 + 21 + 3,025
— 1,378 -_— ol —_ — 1,278 + 1,647
Morway . . . .| + ee9 + 12 + 4 + 906
— 2,505 -— — — 2,505 - 1,600
Portugal —_ + 1,926 -_— + 20,813 + 22,739
—_ - —_ — —_ + 22,739
Spain. . . .. - + 53 - + 1,237 + 1,280
—_ —_ —_ — —_ + 1,280
Sweden —_ + 2,447 — + 28 + 2,475
_ 243 - - — _ 243 + 2,232
Switzerland . -_ + 2,338 - + 212 + 2,850
- — - - — + 2,550
Turkey . . . . + 8,212 + 132 - -+ 734 + 10,078
- 4,694 - - ot - 4,604 + 5,384
United '
Kingdom . . — + 624 —_ + 596 + 1,320
—_— — 17,368 _ — — 17,368 — 16,048
Total . . . . . 37,756 19,912 2] 24,995 82,571 -

the suspension by the German authorities of their buying and selling rates for
the US dollar on 3oth September, a special settlement was arranged for
oth October 1¢69 in order to give the opportunity to any member countries
which wished to take it of settling their DM balances at a rate equivalent to
the suspended lower margin. Since, however, after suspension of the margins
the DM exchange rate moved in a sharply upward direction, no DM balances
were notified for special settlement. Following the revaluation of the Deutsche
Mark, Germany notified new margins applicable from 27th October 1969.
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The cumulative total of settlements under the Multilateral System,
therefore, now stands at $82.6 million.

No amounts of interim finance have been drawn under the Agreement
since March 1963. :

Statement of Account.

The operations of the European Fund described in the previous pages
are reflected in the following summary of the Statement of Account.

Credits and claims outstanding, which amounted at the beginning of
operations to $35 million, representing long-term claims on Norway and
Turkey taken over from the EPU, stood at $150.1 million at end-March 1969.
Of this sum, $135 million represented credits outstanding and $15.1 million

EMA: Summary of the Statement of Account of the European Fund.

Assets Liabllitles
At value date for Us Uncallga'd Cteths T:}al Incos‘lo '
settloments for Liquid cap an Statement | Capitst | . B0
Treasur of claims expendl-
menth resources | ycooum | member out- Fund ore
countries | standing account
In millions of units of account
Openlng . . .+ ....| '113.0 123.5 328.4 35.0 800.0 600.0 -
1958 December . . . . 104.4 123.8 302.8 80.0 610.9 607.5 3.4
1980 December . . . . 106.4 123.5 287.9 87.5 815.3 807.5 7.8
1961 December . . . . 109.2 123.5 207.9 ar.8 €18.4 607.5 10.9
1982 December . ., . . 90.4 123.8 287.9 110.5 €622.3 607.5 14.8
1963 December . . . ., 82.1 12358 297.9 123.1 526.6 B807.5 19.1
19684 December . . . . 79.3 123.5 297.9 130.8 631.4 807.5 . 23.9
1985 December . . . . 101.3 1238 | 297.9 1131 635.8 607.5 28.3
1968 December . . . . 89.4 123.5 297.9 130.5 541.3 607.5 33.8
19687 December . . . ., 82.6 123.5 297.9 142.8 646.9 &607.5 0.4
1968 December . . . . 71.8 123.5 287.9 160.1 653.3 607.5 45.0
1989 January . . . . . 76.3 123.5 287.9 188.1 652.8 607.5 45.3
Febrvary . . . . . 76.8 123.5 207.9 168.1 653.0 &607.5 45.5
March , . . .. ‘ a1.8 123.5 297.9 180.1 853.1 807.5 45.6
April. . . . ... 86.8 123.8 297.9 145.1 653.3 607.5 45.8
May . .. .... B87.1 123.8 297.9 145.1 6583.6 607.5 48.1
June ... ... 89.8 123.5 297.9 14%.1 656.3 607.5 48.8
July . ... 9.5 123.5 297.9 146,1 656.0 607.5 48.5
August . . . ., 89.7 123.5 297.9 145.1 668,2 607.5 48.7
September . . . . 0.0 123.5 297.9 145.1 656.5 807. 49.0
October . . . . . 0.2 123.5 297.9 145.1 e56.8 G075 49.3
November . . . . 90.5 123.6 297.9 148.1 8571 8075 49.6
December . . . . 96.68 123.8 297.9 142.2 660.3 607.8 52.8
1970 January . . . . . 106.2 123.5 287.9 132.2 6_59.9 607.8 52.4
Febrwary . . . . . 106.5 123.5 2907.9 132.2 680.2 607.5 52.7
March . . . . .. 1M1.7 128.6 297.9 127.2 £60.4 807.5 52.9




the balance of the long-term claims on Norway and Turkey. The total declined
in April 1969 as a result of the repayment by Iceland already described, and
fell further in December following the ninth amortisation payment in respect
of the long-term claims on Norway and Turkey, amounting to $2.8 miilion,
Finally, the afore-mentioned credit repayments by Greece and Turkey on
* 6th February and 31st March respectively brought the total outstanding at the
end of March 1970 to $127.2 million.

The Fund’s non-liquid assets thus declined by $22.8 million during the
year. Together with undistributed net income during the period amounting to
$7.3 million, the Fund’'s liquid resources rose to $x11.7 million, the highest
level since May 1962. '

There was no call-up of capital in the period under review, so that the
amount of member countries’ uncalled contributions remained at $2¢97.9 million.
In addition, the sum of $123.5 million, representing the unused balance of
the EPU capital contributed by the United States and transferred to the
European Fund, may still be called, provided that the amount of member
countries’ paid-up contributions has reached a level of $148 million (i.e. equal
to the active EPU capital transferred to the Fund in 1958), in equal pro-
portion to the payment of further contributions by member countries. At
present, member countries’ paid-up contributions total $38 million and,
together with the $148 million of active former EPU capital, the total of the
Fund’s operating capital comes to $186 million. The amount of $607.5 million
shown as the capital liability of the Fund in the Statement of Account
also includes the uncalled amounts mentioned above.

Net income received during the calendar year 1969 amounted to $8.2
million, the highest annual total yet recorded. A small drop, compared with
1968, In income received from interest on claims and credits drawn, owing to
the lower average level of amounts outstanding, was more than offset by the
higher yields obtained on the Fund's liquid dollar investments. It brought the
cumulative total of net income received since the start of operations to
$61.0 million. The payment of interest on member countries’ contributions
was again based on the principle that the cumulative amount of interest paid
to each member country should be equal to go per cent. of the share in the
Fund’s net income which the country would have received if the Fund had
been liquidated at the end of the period in respect of which interest is paid.
The amount paid out in respect of 1969 came to $1.2 million and brought
the cumulative amount of interest paid in gold to member countries to $9.8
million. This corresponds to an average annual rate of interest of 2.5 per cent,
" on the $38 million of calied-up contributions. After the payment of interest in
January 1970 on contributions in respect of the second half of 196g, undistrib-
uted net income amounted to $52.4 million. Of this amount, $45.9 million
represented the equivalent share, in the Fund’s net income, attributable to the
$148 million of active EPU capital transferred to the Fund. Virtually all of
the remainder represented the 10 per cent. balance of the Fund’s net income
not yet allocated.
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Management of the European Monetary Agreement.

The Board of Management of the EMA supervises the execution of the
Agreement and advises the Council of the OECD on all related matters. The
Board also follows the economic and financial situation in member countries on
the basis of reports made by the Secretariat, by the various committees of the
Organisation and, on occasion, by special missions. In discharging these
functions the Board meets when necessary, recently about six times a year.
In December 1969 the Council re-appointed M. Hay of the Swiss National
Bank as Chairman of the Board for a further year.

The Bank for International Settlements, as Agent, presents monthly
reports on the operations carried out under the Agreement and on the
investments of the European Fund. To assist the Board in following inter-
pational financial developments, the Bank also provides monthly statistical
materidl on the International gold and foreign exchange markets and on the
external monetary positions of OECD countries, which the Representative of
the Bank comments upon regularly at the Board’s meetings.

Since 1963 the Bank for International Settlements has also been entrusted
with the transmission of confidential information to participating member
central banks relating to the conclusion and utilisation of concerted bilateral
arrangements through which special support is given to the currency of a
member country. As a result of the conclusion of new arrangements and the
extension of existing arrangements in 1968 the work of the Bank connected
with the notification of support operations among member countries’ central
banks was considerably intensified. This activity continued in 1969,



VII. ACTIVITIES OF THE BANK.

1. Development of co-operation between central banks and international
organisations.

The role played by the Bank in the field of co-operation between
central banks in monetary matters had visible results last year, when massive
repayments were made under the various arrangements set up by groups of
major central banks and the BIS for the purpose of relieving pressures within
the international monetary system. As in previous years, the Bank collaborated
with certain central banks in co-ordinated action to alleviate undesirable
strains on markets, in particular the Euro-dollar market. The Bank’s business
relations with central banks have also continued to expand rapidly.

In addition to the regular meetings of the Governors of the central
banks of the Group of Ten countries and Switzetland and to those of the
Board of Directors of the BIS, the Bank continued to organise meetings of
central-bank experts to study and exchange information on economic and
monetary problems of general interest and to examine matters such as the
development of the gold and foreign exchange markets and the FEuro-dollar
matket. Meetings of other groups of central-bank experts were also arranged
by the Bank for the purpose of studying various technical and legal
questions.

Further, the Bank continued to carry out the functions entrusted to it
in August 1964 by the Ministers of the Group of Ten of collecting and
distributing to all participants of the Group and to Working Party No. 3.
of the OECD statistical data concerning the means applied to finance surpluses
and deficits on external account. These data provide the essential basis for
multilateral surveillance of international liquidity creation. On the occasion of
their meetings at the Bank the Governors of the central banks of the Group
and Switzerland also have the opportunity of exchanging the latest information
on arrangements entered into between members of the Group for new or
enlarged credit facilities and on the evolution of such credits. Co-operation in
this field continues to be of great value. The Bank has also again been
associated in the work of the Deputies of the Group of Ten.

2. Operations of the Banking Department.

The Balance Sheet of the Bank and the Profit and Loss Account as at
31st March 1970, certified by the auditors, are reproduced at the end of
this Report.



The balance-sheet total, which had stood at 14,642,777,007 francs* on
31st March 1969, amounted to 20,699,016,057 francs on 31st March 1970,
when it for the first time exceeded the 20 milliard mark. There was a
particularly sharp gain over the year of 6,056,238,150 francs, or 41 per cent.

In constrast to what happened in the preceding financial year, the
increase was not due to any special transactions. In this connection, in fact, it
should be noted that the paying-up of capital following the issue of new
shares was effected by drawing on the Bank's provisions or by debiting
subscribers’ gold accounts.

The total of the monthly statement of account rose from month to
month, except in November 1969 and January 1¢70; in these two months,
particularly the latter, it declined.

BiS: Development of the balance-sheet total
over the past ten financial years.

Financial years Total of balance sheet Movement over tha year
ended 31st March
in millions of france In percentages

1961 3,973 + 543 + 16
1962 4,732 + 789 + 19
1963 4,950 + 218 + 5
1564 5,774 + 828 + 17
1965 7,850 + 2072 + 36
1966 7.882 + az —_

1967 8,232 + 350 + 4
1968 12,041 ’ + 3,809 + 46
1969 14,643 + 2,602 + 22
1970 20,699 + 6,086 + 41

The following items are not included in the balance sheet: gold under
earmark, bills and other securities held in custody for the account of central
banks and other depositors; the assets (gold under earmark, bank balances,
bills and other securities}) held by the Bank as Agent for the Organisation
for Economic Co-operation and Development in connection with the European
Monetary Agreement, as Depositary under the Act of Pledge concluded with
the European Coal and Steel Community and as Trustee for international

BIS: Memorandum accounts (h).

Financlal years ended 315t March
Htems 1969 | 1970

in milllons of francs

Earmarked gold . . . . ..., ..., ... 1,116 1,088
Bank balances . . . . . ... ... ... az 17
Bills and other securitles . . . . . .. .. 594 543

Total of items not Included in
the balance shest . . . . . . . .. 1,742 1,628

* Except where atherwise indicated, the term *“francs” in this chapter signifies gold francs, The method
of conversion into gold francs (units of 0.29032258... grammes fine gold — Article 4 of the Statutes)
of the various currencies included in the balanice sheet is the same as thet adopted in preceding years;
the conversion is based on the exchange rates quoted for the various currencies against dollars and on
the US Treasury’s selling price for gold at the end of the financial year,



government loans, As was done in the case of the balance sheet as at
31st March 1969, the amounts in question are shown at the foot of the assets
column under the heading “Memorandum accounts (b)”. The figures are
given in the table on the previous page. )

CoMPOSITION OF RESOURCES (liabilities).

BIS: Liabilities,
End of guarter, In milllards of francs.

—

Deposits and Notes (currencies,

Ty P | O
il l/ /%///

Own funds and Miscellaneous

0
0 1960/61 1961/62 1962/63 1963/64 1964/65 1965/66 1966/67 1967/68 196869 1969/70
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A, Capital and reserves.

As a result of the implementation during the financial year of the
decisions taken by the Annual and Extraordinary General Meetings held on
oth June 1969, considerable changes have taken place in the structure of the
items “Capital”, “Reserves” and ‘‘Provisions”. :

Details of these changes, and in particular of the two capital increases
effected during the financial year, are given in Section 6 below under the
heading “Amendment of the Bank’s Statutes and adjustment of its capital
and reserves”, and the movements in the three items in question are sum-
marised in the tables at the end of this Report.

This section will therefore confine itself to the changes recorded in
these items over the year.



The “Capital authorised and issued” totalled 500 million francs on
31st March 1969. On 31st March 1970 the “Capital authorised” was three
times that fgure, ie. I,500 million, and the ‘“‘Capital issued” came to
1,120.8 million; as a result of the new issues of shares, the ‘Capital paid up”
rose from 125 to 280.2 million, : '

Except for the Special Dividend Reserve Fund, which remained un-
changed at 1o million, all the Bank’s reserves underwent an increase. The
Legal Reserve Fund was raised from 12.5 to 28 million, the General Reserve
Fund from 37.8 to 64.¢ million and the Free Reserve Fund from 15 to
80 million. :

The total of the two items “Capital paid up” and “Reserves” thus
increased over the financial year by 263 million, going up from 200 to
463 million. The uncalled capital rose by 466 million, from 375 to 841 million.

As regards other liabilities, the “Provision for Contingencies”, which
had stood at 220 million at the beginning of the financial year, was completely
liquidated during the year, The item '‘Miscellaneous liabilities” went up from
43.4 t0 44.5 million. The “Provision for Building Purposes” was increased
from 1.5 to 48.7 million. Finally, the total of the “Profit and Loss Account”,
ie. the net profit for the financial vear 1969—70, amounted to $3.2 million,
against 45 million for the previous financial year. Details of the proposed
distribution of this profit are given in Section 7 below.

BiS: Development of the composition of resources
over the past ten financial years,

e:é r:lngﬂt years ":,'ﬂ,";gsg‘:",’;?' Borrowed funds | Other labilitles Balar;ggish.eet
in millicns of francs
1961 148 3,603 222 _ 3.973
1962 148 4,353 230 4,732
1963 180 4,561 230 4,950
1864 120 8,370 288 8,778
1985 : . 181 7,417 282 7.850
1988 151 7,449 282 7,882
1967 151 T.764 -3 i d 8,232
1968 170 11,548 a23 12,041
1968 - 200 14,133 310 14,643
1970 483 20,080 176 20,680

B. Borrowed funds.

The following tables show the origin, nature and term of the Bank's
borrowed resources. -

The deposits of central banks increased very considerably (4 59 per
cent.) over the vyear; they were at their highest level at the end of the
financial year. Part of the rise was accounted for by funds received from
various central banks in the overseas sterling area under the terms of the
Second Group Arrangement, which came into force in September 1968 (see
last year’s Report).
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" BIS: Borrowed fu

nds, by origin,

Financial years ended 31st March Movement
Origin 1969 [ 1970
in_milllons of francs
Central hanks . . . . . . ... .. 11,224 18,001 + 6,677
Other depositors . ., . . . . . . 1,224 1,228 + i
Notes . . . . .. P 1,585 834 — TS5
Total , ... . ... 14,133 20,080 + 5,927

The deposits of other depositors, on the other hand, showed no overall
change, though there were fairly sharp fluctuations in the course of the
financial year: for example, the total of such deposits was twice as high in
January as at the end of the financial year.

The amount of notes outstanding was practically halved as a result of a
‘reduction in notes expressed in currencies and sold to commercial banks in
various countries, which had served to finance a number of operations carried
out in the interests of the central-bank community. As the reasons for which
they had been issued no longer obtained, these notes were not renewed on
maturity,

BIS: Borrowed funds, by nature and term.

Deposits In gold Deposits in currencles Notes in currencles
Flnanclgi g Flnan ci;l J Einan ciéil 4
Tarm yeéars ende Move- years ende Move- years encle Move-
313t March ment 31st March maent 315t March ment
1969 | 1970 1969 | 1970 1969 | 1970
} In millions of franes
Sight . . . ... ...... 2,234 | 2,320 |+ 86 40 a7 |+ 57 - _ -—_
Not exceeding 3 months . . | 2,778 | 2,841 |+ 63 [5.031 | 11,660 |+ 6,629 594 277 |— 3917
Over 3 months . , . . . .. 2868 | 1,013 |+ 727 | 2,179 1,295 |= 884 991 8857 |— 434
Total. . . ... 8,298 | 6,174 |+ 876 | 7.230 | 13,082 |+ 5,802 | 1,585 834 |— T51

“Deposits in gold’ underwent a relatively moderate increase (17 per
cent.), most of which was in respect of gold deposits at over three months.
As can be seen from the balance sheet, the gold deposits of “‘Other depositors”
are now all at sight.

"“Deposits in currencies”’, on the other hand, rose appreciably, not only
in absolute but also in relative terms (+ 8o per cent.). The increase in
funds at not exceeding three months was greater than the overall rise.
The decline in deposits at over three months was a consequence of amortisation
payments made — mostly in advance — under the Group Arrangement
concluded in June 1966 and consolidated in September 1968 (see last year's
Report), for on receipt of these payments the Bank repaid the deposits it
had received from central banks for the partial financing of that Arrangement.

The decrease in the total amount of “Notes” was divided more or less
equally between funds at not exceeding three months and those at over three
months.
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At the beginning of the financial year “Deposits in gold” represented
37 per cent. of total borrowed resources, ‘“Deposits in currencies” 52 per
cent. and “Notes” 1r per cent. On 31st March 1970 the percentage ratios
were 31, 65 and 4 respectively. Thus, in spite of the decline in the total
for “Notes”’, the share of total resources in currencies continued to develop
as in preceding financial years, increasing from 63 per cent. to 69 per cent.
and thus for the first time exceeding two-thirds of the Bank's total liabilities.

EMPLOYMENT OF RESOURCES (assets).

BIS: Assets.
End of quarter, in milliards of francs.

20 20

12

Time def

il

| Cash and Securities

Gold

0 0
1960/61 1961/62 1962/63 1963764 1964/65 1965/66 1966/67 1967/68 1968/69 1969/70

NI

The development of the Bank's gold position is shown in the table on
the following page, which gives the maximum and minimum figures for the
financial year.

The increase in gold holdings was almost equal to the growth of sight
deposits in gold plus that of the Bank’s net assets in gold; the increase in the
latter item was partly due to the issue of the first part of the third tranche
of the Bank’s shares, which was subscribed in gold.

The net balance of forward operations was positive throughout the
financial year and showed a fairly substantial increase in the last quarter.
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BIS: Gold position.

Invest- Net
Go | moms | Dowosts | Met | palsnce | Net asects
n of forwar in gol
End of month in gokd ¢ operations
In milliens of francs
1969 .
March 3,876 (min.) | 481 —5.,258 — &7 +1,341 470 (min.)
May. . . .. A,006 418 —5,287 (min.}| — 862 + 1,346 483
August . . . 4,110 £18 —-5,348 — 820 (max.}| +1,320{min.}| S00
September | 4,262 (max.) { 416 {min.) -—5,561 — B73 + 1,376 503
1970
March 4,161 462 {max.) —6, 174 (max.)l —1,551{min.){ +2,110{max.}| 559 {(max.)
Movement:
ANst March :
1969 to + 185 + 11 - BTe — 580 + 769 + 89
315t March
1970

This growth was due largely to various operations involving forward purchases
of gold against currencies; the operations in question were covered by fresh

time deposits in gold.

BIS: Distribution, by nature, of cash holdings and other investments.

Financial years ended 315t March
Movement
Nature 1989 | 1970
in millions of francs
Cash
Gotd . ........ . 3,976 4,181 : + 185
Currencies . . . . . . . 56 4,032 &1 4,222 + 5 + 190
Other investments
Gold......... . 481 - 462 + "
Curtencles . . .+ v . o 10,158 10,810 16,002 16,464 + 5,843 + 5,854
Total '
Gold.....,.... 4,427 4,623 + 196
Currencies . . . . . . . 10,215 14,842 16,063 20,686 + 5848  + 5,084
The distribution of the Bank’s assets accorchng to their term calls for

the following observations.

A. Sight funds and securities cashable on demand.

The item “Gold” (consisting exclusively of gold in bars) increased by
185 million, as explained above.

The figure for the item

banks™

“Cash on hand and on sight account with

rose from 56 to 61 million,

On 31st March 1970 total cash holdings (gold and currencies) represented
20.4 per cent. of the balance-sheet total, compared with 27.5 per cent. a

year earlier.



The item “Treasury bills” had amounted to 67 million on j3i1st March
1969. In June 1969 it fell to 7 million and it remained at that level until
the end of the financial year.

The item ''Other securities cashable on demand”’, at 62 million, remained
virtually unchanged over the year.

At the beginning of the financial year the total of the Bank's sight
funds and securities cashable on demand, comprising the various asset items
so far analysed, was 4,160 million and represented 28.5 per cent. of the total
of the balance sheet; on 31st March 1970 the corresponding figures were
4,291 million and 20.7 per cent. Over the same period sight deposits on the
liabilities side increased from 2,274 million to 2,417 million, while their share
of the balance-sheet total fell from 15.5 to 11.7 per cent.

B. Time funds.

The figure for the item “Time deposits and advances” rose from
8,064 mullion to ro,017 million, Le. by 1,053 million, or 117 per cent. This
growth represents the difference between the following two groups of
operations: '

(1) investments carried out on the Euro-currency market and, to a
lesser extent, credits granted to a number of central banks;

(ii) the liquidation, on the proposal of the central bank concerned, of
investments which had been made under the Second Group Arrange-
ment, and amortisation payments received, as aiready mentioned, in
respect of the earlier Group Arrangement, which had been con-
solidated in September 1968.

The total of “Securities at term” rose almost continuously from month
to month, registering a substantial increase from 1,518 muillion at the beginning
of the financial year to its maximum of 6,378 million at the end. This
increase resulted mainly from investments in certificates of deposit of US
banks, which were offset to a comparatively small extent by the maturing of
government certificates, In particular British Treasury notes.

BIS: Time deposits and advances and securities at term,

by maturity.
Financiat years ended 31st Match Movement
Periods 1080 [ 1970
in millions of francs
Not exceeding 3 months., . . . . . 5,935 13,689 + 8,654
Over 3 months, ., . ... ..... 3,547 ) 2,806 - 741
Total .. ... ... 10,482 _ 18,395 + 5,913

It may be noted that, parallel with the movements registered by deposits
"received in currencies, there was a very marked increase in Investments at not



exceeding three months, which almost doubled, and a decrease in those at
over three months.

The financial year 1969—70 was a most satisfactory one in every respect.
The Bank attained a new, very high level of activity and continued to
pursue its principal objective, which is to strengthen co-operation with the
central banks; it provided increased facilities to its members and further
developed its dealings with the market. This high degree of activity was
reflected in a rise both in the balance-sheet total and in the volume of
operations, which reached a new record of 213 milliard in 1969-70, against
184 milliard in 1968-69 and 174 milliard in 1967-68.

3. The Bank as Trustee for international government loans.

Since 1st January 1970 the Bank has been performing the function of
Trustee for the new bonds of the German External Loan 1924 (Dawes Loan)
issued by the Government of the Federal Republic of Germany in accordance
with the London Agreement on German External Debts of 27th February
1953. The Bank assumed this function in succession to Mr. Nelson D. Jay,
M. Emmanuel Monick and Sir Otto Niemeyer, all of whom retired as
Trustees for the Dawes Loan at the end of 1969. Prior to their retirement
the Bank had since 1930 acted as their Fiscal Agent in the administration of
the Loan,

The financial year 1969—70 for the Dawes Loan ended on 15th April
1970. Under the terms of the London Agreement conversion bonds for a
total amount equivalent to about 247 million francs were issued in exchange
for old bonds of the Loan. On 15th October 1969 all the then outstanding
bonds of the conversion issues, amounting to the equivalent of about
154 million francs, reached maturity and were redeemed. As regards the
funding bonds of the Loan, which mature on 15th October 1972, redemption
in respect of the financial year 1969—70 was effected by purchases of bonds in
the market. The interest payments for the conversion and funding bonds in
the year under review amounted in total to the equivalent of about 5.7 miilion .
francs.

In conformity with the agreements in force, the Bank continued in
the year under review to perform the function of Trustee for the new bonds
of the German Government International Loan 1930 (Young Loan) issued by
the Government of the Federal Republic of Germany in accordance with the
London Agreement. In respect of the financial year 1969-70 for the Young
Loan, which ended on 1st June 1970, redemption of conversion and funding
bonds was effected by purchases of bonds on the market. For the year under
review the interest payments in respect of the Loan amounted to the equivalent
of about 34.0 million francs. :
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Garman External Loan 14924 (Dawes Loan).
Conversion bonds.

Nominal value
Bonds purchased
fesue GOy | Gonds tesued - | o1 drawn for redemation | reqeemes ot maturity
years 195858 to 1058-60 on 15th Qctober 1969 .
American . . . $ 44,118,000 19,563,000 24,555,000
Belgian . . . . £ 523,500 181,200 402,300
British . . . . £ 8,277,200 2,572,200 ) 5,705,000
Dut¢h. . . . . £ 1,324,000 391,900 932,100
French . . . . £ 1,029,600 593,500 1,336,100
Swedish . . . .k, 14,209,000 4,124,000 10,085,000
Swiss £ 1,130,800 347,800 783,200
Swiss . . . . Sw.fr. 8,251,000 2,351,000 5,800,000

German External Loan 1924 (Dawes Loan).
Funding bonds.

Nominal value
Bonds purchased for
Issue Currency re;ifhm%}lon 2"1 ;aspect Balance
of the financial ysars
Bonde issued rosern ¥ after redemption
1968-689 1969-70

American , . . 3 8,209,000 2,643,000 269,000 8,287,000
Belglan . . . . £ 157,800 53,300 5,600 98,900
British . . . . £ 2,232,300 . 746,200 80,400 1,405,700
Dutch. . . . . £ 291,700 89,600 9,800 192,200
French . . . . £ 499,000 168,100 18,100 312,800
Swiss & 115,000 37,900 4,000 73,100
Swiss . . .. Sw.fr. 415,000 124,000 12,000 279,000

The question whether the exchange guarantee attached to the Young
Loan under the terms of the London Agreement is applicable in the case of
the revaluation of the Deutsche Mark in 1961 has still not been settled,
and the matter remains in the hands of the governments of the countries In
which issues of the Loan were made. Following the further revaluation of
the Deutsche Mark in October 1969, and on the basis of the considerations
put forward in connection with the earlier revaluation, the Trustee expressed
the view that the exchange guarantee was also applicable in the case of the
further revaluation of the Deutsche Mark. The Bundesschuldenverwaltung
(Federal Debt Administration), maintaining the position it adopted in 1961,
was unable to agree.

The Trustee has therefore advised the governments concerned of the
situation created by the further revaluation of the Deutsche Mark and has
informed the Bundesschuldenverwaltung that, until the matter has been
settled, it reserves the nghts of the bondholders with regard to the application
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of the exchange guarantee attached to the Young Loan also in the case of
the further revaluation of the Deutsche Mark in 1969, irrespective of whether
the relative bonds and coupons are presented for payment or not.

The position as regards the Young Loan is shown in the following table.

German Government International Loan 1930 (Young Loan).

Nominal value*

Bonds purchased

tasue Currency ol dratwr} {gr l;?d*?f“li“{"“ Balance
T ro% 4] e Tinancial years
Bonds lssued L ¥ after rademption
1958-59 to 1969-70
1968-69

Conversion bonds

American . . . $ 55,498,000 7,920,000 953,000 46,625,000
Balgian . , . . B.fr. 202,851,000 28,508,000 2,323,000 174,019,000
British . ., .. £ 20,662,200 2,882,600 339,300 17,441,000
Dutch. . . . . Fl. 52,574,000 7,229,000 855,000 44,490,000
Franch . . .. Fr.fe. 501,627,000 70,008,000 8,705,000 422,926,000
German. . . . oM 14,504,000 2,013,000 237,000 12,264,000
Swedish , . . 8. 92,700,000 12,886,000 1,519,000 78,265,000
Swiss . . .. Sw.fr, 58,385,000 8,121,000 962,000 49,232,000

Funding bonds

American , . . ¥ 9,010,000 1,235,000 133,000 7,642,000
Belglan . . . . B.Ar. 45,683,000 6,347,000 693,000 26,653,000
Briish . . . . £ 4,930,200 876,900 72,700 4,180,600
Dutch. . . .. Fl. 8,499,000 1,167,000 128,000 7.207,000
Franch . . . . Fr.fr, 110,466,000 14,963,000 1,734,000 23,771,000
German. . . . DM 416,000 56,000 6,000 354,000
Swedish , . . S.kr. 6,014,000 833,000 90,000 §,091,000
Swiss . ... Sw.fr. 1,405,000 192,000 21,000 1,182,000

* Nominal value on 18t Ma¥l19'r'0 established in accordance with the provisions of the London Agreement on
Gearman External Debts of 27th Feﬁruaryr 1953 but without taking account of the revaluations of the Deutsche Mark
i March 1961 and October 1969, .

The Bank is also Trustee for the assented bonds of the Austrian
Government International Loan 1930, the service of which was carried out
in conformity with the relevant agreements.

The following table shows the position with regard to this Loan.

Austrian Government International Loan 1930.

Noiminal value

‘:iﬁh';ndofpurc:lt_}asedtl

Issue Currenc or drawn for redemption

¥ Bonds in respect of Balance

asseonted the financial years after redemption

1955 {0 1968 1969

American , . . 3 1,867,000 718,000 82,000 860,000

Anglo-Dutch . £ 856,800 359,900 50,500 446,200

Swiss . ... Sw.fr. 7,102,000 2,517,000 341,000 4,244,000
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4. The Bank as Depositary under the terms of the Act of Pledge
concluded with the European Coal and Steel Community.

The Bank has continued to perform the functions of Depositary iIn
respect of the loans of the European Coal and Steel Community which are
secured in accordance with the provisions of the Act of Pledge concluded
between it and the Community on 28th November 1954.

Secured loans of the Europsan Coal and Steel Community.

Sorles | 5 cog Amounts | Rates Yg?'
of Se- | V2 Countries Lenders Origlnal unredeemed of foal
cured | 00 of lssue amounts of [oans on interast| i
Notes 1st Aprll 1970 o
% rity
1st | 1954 | United States | US Government $ 100,000,000 | 55,900,000 [ 34 | 1979
2nd | 1956 | Belgium Calsse Générale
d’Epargne ot de
Retralte, Brussels B.fr. 200,000,000 | 126,400,000 3% 1982
3rd 1955 | Germany Waestdeutsche
: Landesbank
Girozentrale,
Diisseldorf
and Miinster DM 50,000,000 | 27,170,100 | 3% | 1981
4th | 1985 ) Luxemburg Calsse d'Epargne de B.fr. 20,000,000 | 12620000 | 34 | 1982
I'Etat, Luxemburg’ L.ir. 5,000,000 - - -
Sth 1956 | Saar Landesbank und
Glrozentrale ;J .
Saar, Saarbriicken DM 2,977,480 1,476,815 a4 1977
Gth ;) 1956 | Switzerland Publlc Issue Sw.ifr., 50,000,000 | 20000000 | 4} | 1974
7th? | 1957 | United States | Public lésue $ 25,000,000 2,800,000 | 54 1975
10th 1957 | Luxamburg Etabllssement
d’Assurance confre
la Vieillosse et
I"nvalidité,
Luxemburg L.fr. 100,000,000 | 74,023,045 5% 1982
11th* | 1958 | United States | Public Issue $ 85,000,000 | 21,200,000 | S 1978
13th® | 1960 | United States | Public issue $ 25,000,000 [ 18,400,000 | 8% 1980
15th 1981 | Luxemburg Etablissement
~ d"Assurance contre
la Vieillesse ot
Plnvalldité,
Luxemburg Ldr. 100,000,000 | 84,883,149 | 5% 1986
16th 1961 | Netherlands Public Issue Fl. 50,000,000 | 39,950,000 | 4} 1981

! The original lenders, Rhelnische Girozentrale und Provinzialbank and Landeshank fiir Westfalen Girozentrale,
were merged as from 1st January 1969 under the name Westdeutsche Landesbank Girozentrale. 2 This loan,
which was contracted in Erench francs, was converled into Deutsche Mark In 1959, The original amount was
353.000.030 old French francs, 3 The Secured Notes of the 8th, 9th, 12th and 14th Series have been eatirely
tedeamed.

Such secured loans were issued during the period up to and including
1961 for a total amount equivalent to about 821 million francs. Since
Septernber 1961 the Community has raised loans which are not secured in
accordance with the Act of Pledge, and the Bank has no function in connection
with such loans.

Repayments by the Community up to 1st April 1970 in respect of
secured loans amounted 1o the equivalent of about 409 mullion francs, so
that the total amount outstanding was reduced to the equivalent of about
412 million francs. Further particulars of these loans are given in the table above.



The Community has used the proceeds of these loans fo grant credits in
the member countries. '

During the financial year 1969—70 the Bank received from the botrowers
and distributed among the Paying Agents for the service of the secured loans
the equivalent of about 22 million francs in respect of interest and the
equivalent of about 40 million francs in respect of redemption.

5. The Bank as Agent for the Organisation for Economic Co-operation
and Development (European Monetary Agreement).

The Bank’s activities in its continuing capacity as Agent for the execution
of the financial operations of the EMA under the Organisation for Economic
Co-operation and Development have been described in Chapter VI of this
Report. The Bank has received in this connection, as last year, a contribution
of Sw.fr. 5oo,000 towards its administrative expenses, together with the
reimbursement of its out-of-pocket expenses; these amounts have been credited
to “Costs of administration” in the Bank's Profit and Loss Account.

6. Amendment of the Bank’s Statutes and adjustment of its capital and
reserves.

The Extraordinary General Meeting referred to in Chapter VII, Section 7,
of the Thirty-ninth Annual Report of the Bank took place on gth June 1¢69;
Its purpose was to consider proposals to adjust the Bank’s capital and amend
its Statutes. The resolutions put before the meeting were passed unanimously
and took effect on 1oth December 1969 after the Swiss Government, acting
with the agreement of the other governments that are parties to the 1930
Convention respecting the BIS, had given the authorisation required by the
Convention. As a result, the amendments in the Bank's Statutes together
with the consequential amendments in the references to the Statutes contained
in the Bank’s Constituent Charter came into force on that day. The Bank’s
authorised capital was thus immediately raised from soo million to 1,500 million
francs, to consist, as indicated in Article 4 of the amended Statutes, of
600,000 shares of equal gold nominal value, of which a first tranche of
200,000 shares, paid up to the extent of 25 per cent, or 625 francs per
share, was already issued, and two further tranches of 200,000 shares each
were available for issue in accordance with Articles § and 6 of the amended
Statutes.

In accordance with the decision of the Extraordinary General Meeting
and with Article 5 of the amended Statutes, on 29th December 1969 the
200,000 shares of the second tranche of the Bank’s increased capital were
offered for subscription to shareholders — the shares being paid up to the
extent of 625 francs per share by drawing the amount required from the
Bank’s own funds — on the basis of one new share for each share registered
in the books of the Bank. In subscribing, the shareholders accepted lability



in regard to the unpaid three-quarters, viz. 1,875 francs per share. When
the period for subscription ended on 3ist March 1970, the great majority of
shareholders had subscribed for the shares to which they were entitled and
only a small percentage of the shares needed to be taken up on that date,
against payment of an amount In Swiss francs equivalent to 625 francs per
share, by the eight central banks represented on the Board of Directors,
which had guaranteed the subscription of the whole issue. The sum thus
received from the guaranteeing central banks was subsequently paid to the
~ shareholders who had not subscribed within the specified time-limit. As a
result of the paying-up of the shares of the second tranche as to 625 francs
each out of the Bank’s own funds, the Provision for Contingencies was
reduced from 220 to 95 million francs, and the remaining balance was
immediately liquidated in accordance with the decision of the Extraordinary
General Meeting by transferring 12.5 million francs to the Legal Reserve
Fund, 50 million francs to the Free Reserve Fund and 32.5 million francs
to the Provision for Building Purposes.

Pursuant to the decision of the Extraordinary General Meeting, and
in accordance with Article 6 of the amended Statutes, on 2nd January
1970 a first issue was made of shares of the third tranche of the Bank’s
increased capital, all of which are reserved for subscription by central banks.
As a result of this issue the central banks of Canada and Japan, which were
already making a substantial contribution to the Bank’s activities, became
members of the Bank. At the same time, two other central banks which were
already members of the Bank subscribed for additional shares in order to
round off the number of shares which they had previously subscribed when
_joining the Bank. In addition, the new provisions of Article 9 of the Statutes
were applied for the first time, and the founder central banks which exercised
their rights under Article 8 (2) to subscribe for a proportion of the newly-
issued shares placed some of these shares at the disposal of the Bank for
cancellation. As a result, the DBoard of Directors was able to issue an
equivalent number of fresh shares to other member central banks.

On the occasion of this first issue of shares of the third tranche of the
Bank’s capital, a total of 48,325 shares was subscribed. The subscription
price was fixed by the Board of Directors, acting under the authority given
by the Extraordinary General Meeting, at 937.50 francs per share. As the
* shares were paid up to the extent of 25 per cent.,, or 625 francs per share,
the subscription price included a premium of 312.50 francs per share, wiz.
50 per cent. of the amount paid up. The aggregate premium received on this
first issue of shares of the third tranche therefore amounted to 15,101,563 francs,
and was allocated by the Board as to 3,020,313 francs to the Legal Reserve
Fund and as to 12,081,250 francs to the General Reserve Fund.

As a consequence. of the measures mentioned above, at the end of the
financial year the Bank's paid-up capital had been increased from 125 mullion
francs to over 280 million francs and the number of issued shares, paid up to
the extent of 25 per cent,, or 625 francs per share, had risen from 200,000



10 448,325. At the same time the Bank’s uncalled capital had been increased
from 375 million francs to over 840 million francs. '

Alongside these alterations in the share capital of the Bank, a number
of important changes have also taken place in its reserves -and provisions.
The Legal Reserve Fund, which stood at 12.5 million francs at the beginning
of the vyear, has since been increased on the occasion of each of the two
issues of shares mentioned above, that is to say by the r12.5 million francs
drawn from the Provision for Contingencies on 29th December 1969 and by
the 3,020,313 francs allocated from the share premium received on 2nd January
1970. Each of these increases had the effect that the Legal Reserve Fund
has been maintained throughout the year at the full amount provided for
under Article 51 of the Statutes in relation to the patd-up capital. At the
end of the year this Fund therefore amounted to 28,020,313 francs. The
General Reserve Fund was increased by the allocation of the balance of
the premium received on the issue of the shares of the third tranche,
viz. 12,081,250 francs. Taking into account the appropriation of 15 million
francs from the net profit for the previous financial year, at 31st March 1970
this Fund stood at 64,833,210 francs.

The liquidation of the Provision for Contingencies, which has already
been mentioned above, also increased the Free Reserve Fund, which stood at
8o million francs at the end of the financial year after inclusion of the
appropriation of 15 million francs from the previous year's net profit. As for
the Provision for Building Purposes, which represents the funds avatlable for
building and equipping the Bank’s new premises, a sum of 1,329,000 francs
was deducted during the year in respect of the purchase of the remaining
small portion of the site for these new premises. On the other hand, the
Provision was strengthened by the 32.5 million francs credited from the
Provision for Contingencies and by the transfer of 16 million francs from
the surplus for the year. On 31st March 1970 the balance of the Provision
for Building Purposes therefore stood at 48,671,000 francs.

On an overall view, the combined effect of all these measures was that
at the end of the financial year 1969—70 a more appropriate relationship had
been established between the total of the Bank’s balance sheet, on the one
hand, and the aggregate of the capital (called and uncalled) and reserves, on
the other, If the recommendations. of the Board of Directors as to the
appropriation of the net profit for the year are approved, the General
Reserve Fund and the Free Reserve Fund of the Bank will be further
strengthened by a total of 48 million francs.

=. Net profits and their distribution.

The accounts for the fortieth financial year ended 3ist March 1970
show a surplus of 101,368,556 francs. The surplus for the financial year
1968-60 was 49,686,320 francs. This very large increase n earnings is mainly
attributable to the substantial expansion in the Bank’s resources in currencies
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and to the considerable growth in the volume of its operations, both of
which have already been mentioned in Section 2 of this Chapter.

The Board of Directors has decided to transfer 2,188,986 francs to the
- Provision for Exceptional Costs of Administration and 16,000,000 francs to
the Provision for Building Purposes. After deduction of these two transfers, the
net profit amounts to 83,179,570 francs, compared with 45,000,000 francs for
the previous financial year. The appropriation of this amount is fixed by
clauses (2), (3), (4} and () of Article 51 of the amended Statutes,

On the basis of these provisions, the Board of Directors recommends
that the net profit of 83,179,570 francs be applied by the General Meeting
in the following manner:

(i) a sum of 23,179,570 francs in payment of a total dividend of
s6.25 francs per share, consisting of 37.50 francs in respect of the
priority dividend of 6 per cent. per annum and 18.75 francs
representing the maximum further dividend of 3 per cent. per
annum, such total dividend being payable in respect of a whole
financial vear in the case of the 400,000 issued shares of the first
and second tranches and in respect of one-quarter of a financial
yvear in the case of the 48,325 issued shares of the third tranche;

(ii) an amount of 30,000,000 francs to be transferred to the General
Reserve Fund;

(ii)) an amount of 12,000,000 francs to be transferred to the Special
Dividend Reserve Fund; and

(iv) an amount of 18,000,000 francs, comprising the remainder of the
available net profit, to be transferred to the Free Reserve Fund,
This Fund can be used by the Board of Directors not only for
meeting losses incurred by the Bank but also for any other purpose
which is 1n conformity with the Statutes.

Under these proposals of the Board of Directors the new provisions of
Article g1 (5), which permit the transfer to the Special Dividend Reserve
Fund of up to 40 per cent. of the balance of the available net profit after
all other payments and appropriations have been made, are being applied for
the first time. The proposed transfer to the Special Dividend Reserve Fund
of the sum of 12,000,000 francs, which for this year is the statutory maximum,
would result in this Fund being raised to 22,007,064 francs; this amount
would bear approximately the same ratio to the currently paid-up capital as
the Fund bore to the paid-up capital at the end of the last ﬁnancnal year
before the Bank’s capital was increased.

As regards the dividend for the financial year 1969—70, the proposals of
the Board provide for a total dividend amounting to 56.25 francs per share
on the 400,000 issued shares of the first and second tranches and to
14,0625 francs on the 48,325 issued shares of the third tranche. These
amounts will be payable on ist July 1970 in the amounts of 80.40 Swiss
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francs and 20.ro Swiss francs per share, respectively, to sharecholders whose
names are entered in the Bank’s share register on 20th June 1970. For
shareholders who have retained the new paid-up shares of the second tranche
to which they were entitled, the effect of the proposals as to the dividend is
that this year they will recetve a dividend of r12.50 francs, or 160.80 Swiss
francs, in respect of each two shares they now hold, as opposed to 75 francs,
or 107.15 Swiss francs, which they received last year in respect of each
single share they then held.

The Balance Sheet, the Profit and Loss Account, the proposed Appro-
priation of the Net Profit and the movements during the financial year on
the paid-up  Capital, Reserves and Provisions will be found at the end of
this Report.

The Bank’'s accounts have been audited by Messrs. Price Waterhouse &
Co., Zurich, who have confirmed that the Balance Sheet and the Profit and
Loss Account give a true and fair view of the state of the Bank's affairs at
31st March 1970 and of its profit for the year ended on that date. Messrs.
Price Waterhouse & Co.’s report is appended at the foot of the Balance Sheet.

8. Changes in the Board of Directors.

The mandate of M, Maurice Frére as a member of the Board was due
to expire on 7th August 1969 and he was re-appointed under Article 27 (2)
of the Statutes by Baron Ansiaux, Governor of the National Bank of Belgium,
in July 1969 for a further period of three years ending on 7th August 197z

The mandate of Dr. Donato Menichella as a member of the Board was
due to expire on 7th November 1969 and he was re-appointed under Article
27 (2) of the Statutes by Dr. Carli, Governor of the Bank of Italy, in Septem-
ber 1969 for a further period of three years ending on 7th November 1972,

On 1st January 1970 Dr. Karl Klasen succeeded Herr Karl Blessing
as President of the Deutsche Bundesbank and became an ex officio member
of the Board. At the meeting of the Board held on 8th December 1969
the Chairman expressed the sincere and deep gratitude of all members of
the Board for the outstanding services which Herr Blessing had rendered to
the Bank during his twelve-year term of office. In January 1970 the Chairman
welcomed Dr. Klasen on the occasion of his first attendance at a meeting of
the Board.

The mandate of Dr. Jelle Zijlstra as a member of the Board was due
to expire on 3jist March 1970. In conformity with Article 27 (3) of the
Statutes, the Board re-elected Dr. Zijlstra, President of the Nederlandsche
Bank, as a member of the Board of Directors for a further period of three
years ending on 31st March 1973.
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CONCLUSION.

The domestic climate in industrial countries over the past year has
been marked by inflationary tendencies which, as time went on, became more
widespread and seemed generally to accelerate. While this can be partly
accounted for by policy lapses, there have also been various instances of
explostve developments on the wages front.

Until late 1968 Germany seemed a bastion of monetary stability, but
this became threatened as fierce pressures developed on labour resources in
1969 and the opportune moment for applying restraint slipped by. Policy
action was inhibited in two ways. The political situation worked against
early decisions on either revaluation or fiscal restraint. And with large
capital exports providing the only offset to the big trade surplus and the
speculative inflows of funds, external considerations were an obstacle to a
restrictive monetary policy. From the first settlement of the autumn, wage
increases of 12-14 per cent. began to be agreed upon, and the resultant
pressure on costs has meant that revaluation has been accompanied by DM
price advances, even in export industries.

Moreover, revaluation, when it finally came, had little immediate Impact
on the domestic boom, and the new government’s efforts at fiscal restraint
were not translated into action. The central bank therefore moved actively to
monetary restriction in March of this year. This is likely to dampen the
overheated climate in the end, but the lag to be expected is uncertain in
view of the spread of the wage spurt through the economy.

In the United Kingdom, policy instruments had, after some delay, been
set to consolidate the new sterling parity. A substantial overall surplus in the
public-sector accounts was achieved and monetary policy was holding private
credit on a tight rein. The favourable response in the balance of payments
exceeded expectations and, in addition, the rate of price and wage increases
had moderated.

To hold on to the gains made, and thus set the stage for renewed
expansion without inflation, the government attempted to initiate an effective
incomes policy and to secure more order in labour relations — two weak
points of many years’ standing. These efforts, however, failed. And later in
the year it became apparent that a new wage round in the 10 per cent. range
was under way.

Among the major countries, Italy appeared at the start of last year to be
relatively safe from inflation. Prices had been flat during 1968 and the rise in
labour earnings moderate. Unlike in Germany, moreover, there was a margin
of unused resources in the economy and it was generally felt that public
investment outlays could safely be stepped up, particularly as the current-



account external surplus was large. But, in an atmosphere of political instability,
high wage demands began to appear and labour unrest became widespread.
The extensive strikes in the autumn were settled at a high price. Contractual
wage rates jumped abruptly over 20 per cent. at the end of the year and it
has been estimated that the rise in actual labour earnings during 1970 will be
well over 15 pet cent. The immediate challenge to Italy was to contain the
increased spending power by restrictive measures. So far these have been
confined largely to cenfral-bank restraints on credit to the private sector.
With labour relations and political conditions still unsettled in mid-1970, the
country’s economic prospects remain uncertain.

The French wage outburst in mid-1968 was likewise the consequence of
socio-political unrest rather than of demand pressures in the labour market.
The authorities have since then been concerned with the restoration of
economic equilibrium. This involved a devaluation of the franc, which was
smoothly handled during the calm of the summer holidays and was supported
by domestic stabilisation measures. On the external side the results achieved
have so far surpassed expectations and the French authorities have reason to
be satisfied with them. But wages and prices, partly it is true as an aftermath
of devaluation, continue to rise too fast for comfort.

The wave of inflation in the United States since 1965 has been con-
spicuous until recently in owing least to wage push as an autonomous force.
Excess demand was generated by mounting Federal Government expenditures
and, under the pressure of full employment, wages of non-unionised labour
rose more than the advances provided for in union contracts. The breakdown
of the wage guide-lines under these conditions showed once again the
incompatibility of wage policy and lax demand management.

In the first half of 1969 the shift to a budget surplus was accomplished
and the attack on inflation was supported by monetary restrictions. These
efforts succeeded in suppressing excess demand, and have produced a downturn
of production and employment since the autumn of last year, but the lag in
the checking of price and wage rises has been all too evident. Thus, the
situation has become one in which more direct wage/price policy, formal or
informal, might well be contemplated. So far the authorities’ attitude towards
such measures has been negative. '

According to policy strategy at the beginning of this year, the grip of
inflationary psychology was expected to be overcome by fiscal tightness. And,
on the other hand, moderate relaxation of monetary policy was to be counted
on to prevent a plunge into recession. Provided the budget target were
fairly well met, the outlook foreseen would seem reasonable. However, the
budget prospect for the coming fiscal year has recently deteriorated and the
economy is now going through the sort of phase in which some doubts
about the general outlook must arise.

These developments, as well as the behaviour 6f wages and prices in a
number of other industrialised countries over the past year, serve to underline



once again certain inescapable facts of economic life. One is that delays in
tackling inflation are not only costly but setve to make later corrections more
difficult. A second is that, where demand inflation is the problem, restrictive
monetary policies are no substitute for adequate fiscal measures. Furthermore,
it has become increasingly evident that incomes policy, broadly conceived,
may be a prerequisite of orderly economic development. Few central banks or
ministries of finance would dissent from the view that incomes policy cannot
make up for the inadequacies of other measures; at the same time few would
profess faith that wage push can be dealt with by monetary and fiscal actions
alone.

On the international monetary scene, the events of the past year divide
into two sharply contrasting phases: a continuation, and at times a further
heightening, of the unsettled conditions that were carried over from 1968,
followed by an abrupt change of climate and the emergence of a calmer
situation in the gold and exchange markets than had been evident for some
years. In the gold market, conditions had already begun to ease from the
spring of 1969 onwards. The real turning-point, however, came in the last
quarter of 1969 as a consequence of three important adjustments: the devalu-
ation of the French franc, together with the accompanying domestic stabilisation
programme; the appearance of a basic external surplus in the United Kingdom;
and, as the cap-stone, the revaluation of the Deutsche Mark.

The general easing of tensions brought about by these events was
reinforced by two major International decisions: the activation of the SDR
scheme and the agreement reached between South Africa and the IMF
regarding South African gold sales. The first allocation of SDRs in January
1970 marks an important new step In the evolution of the monetary system.
In the first four months of the scheme's operation, some $400 million
of SDRs have been used, most of them by certain developing countries and
by the United Kingdom. Roughly half of these SIDRs were transferred to the
IMF, for currency repurchases or payment of charges, while most of the rest
were taken up by the United States and other industrial countries. It is, of
course, t0o soon to judge the longer-term effects of the introduction of SDRs
into the system, including their effects on the problems that arise as a result
of the coexistence in central-bank reserves of different types of assets with
varying characteristics. In any case, the decision to activate the scheme had
certain immediate consequences on the behaviour of markets. It undoubtedly
played some part in easing conditions in the gold market. And this state of
affairs was consolidated, for the time being, by the agreement about the
disposal of South African gold.

The welcome and overdue change in the international monetary situation
does not mean that earlier difficulties have all been cleared up — even in
those countries whose economic and financial fortunes have improved most
dramatically., The positions of both sterling. and the French franc are still
protected by exchange controls; and the United Kingdom’s reserves are still
very far from adequate, with substantial international indebtedness remaining



to be repaid. It can, however, be said that the recently found strength of
both- currencies rests solidly on the fundamental corrective measures that have
been taken.

Before the recovery of sterling and the French franc, the position of
the dollar was gaining strength throughout most of 1969. In this case,
however, the source of strength was the considerable inflow of short-term
funds to the United States, which more than covered the deficit in the rest of
the balance of payments. For 1970 a further deficit is forecast, together with
an outflow of funds. This prospect has already materialised in the first quarter
of the year.

The inflow of funds to the United States in 1068 and 1969 put pressure
on some other countries’ reserves and led to fairly widespread defensive
measures being taken. There was, therefore, room at the beginning of this
vear for some quite substantial rebuilding of other countries’ dollar reserves,
as well as for the removal of the restrictions imposed last year on the foreign
operations of commercial banks in a number of European countries. Further-
more, the United States now has a large reserve position in the IMF on
which it can draw, as well as its SDR holdings and the not insignificant
quantities of gold it has purchased from other countries over the past two
years, The financing of is payments deficit has therefore not presented any
problem so far this year.

The basic problem of restoring a sustainable equilibrium in the US
balance of payments, however, remains. Some overall external deficit may be
sustainable, though just how much it is hard to say. Equally hard to discern,
however, is how the US authorities expect, by their own actions, to cotrect
the balance of payments. A further tightening of controls on capital outflows
would be undesirable, and still more so any introduction of trade controls.
The current account is admittedly showing signs of improvement now that
demand pressures have eased and it is essential that the US authorities bring
the present cost inflation under control too. It can, however, hardly be
considered in the interests of either the United States or the rest of the
world for the US economy to be pushed into a severe recession.

The problem of the restoration of balance-of-payments equilibrium in the
United States forms one element of the background to current official
discussions about possible greater flexibility of exchange rates. In part these
discussions . concern suggested technical changes in the system which might,
in the view of some, be of assistance to central banks i dealing with
speculative movements of funds. The most important idea being discussed,
however, 1s to what extent, if any, the international adjustment process would
be facilitated by more frequent, but smaller, changes in parities, with the
emphasis on upward rather than downward adjustments.

While there is no dispute about the harmful effects produced by
clinging to wunrealistic exchange rates, experience shows that to change a
country’s official parity, upwards as well as downwards, is difficult primarily



from a political standpoint, even when there is clear evidence of a substantial
fundamental disequilibrium, The making of more limited parity changes,
evidence of the need for which would itself necessarily be more limited,
might present just as great difficulties.

In certain individual cases, where a country is experiencing the combina-
tion of full employment and a large external surplus, revaluation of the
currency may be called for. But the idea sometimes put forward that a
disequilibrium in the US balance of payments should be corrected mainly
through systematic upward adjustments of exchange rates by other countries is
more questionable. It may be doubted whether the countries prepared to
revalue would be sufficient in number or in economic strength to produce the
desired result. Furthermore, while the Jonger-term future pattern of the
international balance of payments cannot be foreseen, serious tensions could
well arise if pariner countries of the United States were to be faced repeatedly
with the dilemma of whether to accumulate unwanted dollars in their reserves
or to revalue.

The fact is that the international monetary system is passing through a
process of radical change, the outcome of which no objective observer can
claim to know. Given present political and economic limitations, one of the
principal uncertainties is how the position of the dollar is to be strengthened.
And this has implications not only for other countries individually but also
for the future of the newly-launched SDR scheme. If there are to be substantial
increases in official dollar holdings, SDRs will not be the main source of
additions to reserves and the iransition, hoped for by many of their advocates,
to a systern of deliberately managed reserve growth will not have been
achieved. Furthermore, unbalanced reserve growth runs the risk of being
excessive reserve growth; and this is hardly likely to facilitate countries’
efforts to maintain external discipline, especially in a world of rather general
monetary depreciation.

The acceleration of monetary depreciation is, in fact, the main problem
which faces many countries at the present moment. At the same time, because
of delays that have occurred in making some necessary adjustments, there is a
danger of possible exaggerated pessimism about the future in certain quarters.
What is required is the abandonment of lopsided policies, including excessive
reliance on monetary measures, and the adoption of a better-balanced and
more comprehensive approach to the problem of inflation. This would
complement and reinforce the progress made over the past year towards a
better international equilibrium.

(GABRIEL FERRAS

General Manager
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BALANCE SHEET

ASSETS ' IN GOLD FRANCS (UNITS OF 0.290 322 58...
4
Gold s et ein e eee e e e aee e eee ae. 881,182,418 207

Cash on hand and on sight account with banks cer e B07T1,269 0 0.3

Treasury bills ... ... ... .. ... . . o e 7,076,183 0.0

Other securities cashable on demand ... ... ... ... ... 61,732,144 0.3

Time deposits and advances

Gold
Not exceeding @ months ... ... ... ... ... ... 40,893,450 0.2
Currencies
Not exceeding 3 monthe ... ... ... ... . ... 8,043,864,044 38.9
Over 3 months Vet sss aas 4ss mas aes ... 1,926,064,220 .3

10,016,821,723

Securities at term

Gold
Not exceeding 3 months ... ... ... ... .. .. 29%,2158,948 1.4
Over 3 months 125,590,945 0.6
Currencies
Hot exceeding 3 months ... ... ... . ... ... 5,202,749,318 25.1
Over 3 months 754,962,279 3.7
6,378,3189,490
Miscellaneous ... ... ... . cie aer eereee e 13,143,831 0.1
Land, buildings and equipment ... ... ... .. .. .. 1

HE

20,699,016,057

MEMORANCUM ACCOUNTS

8. Forward gold operationy!
Met balance: gold receivable (currencigs payable) ... ... ... ... ... 2,108760,712

b, Funds, bills and other securitles adminlztared or hald by the Bank for account of third parties :
Eermacked gold ... ... .. i eh e wes aee aie eee 1LDBR,601,934
Bank balances rer eer mee e s are at wde eee ees 17,405,030
Bills end other securities ., e mes ews mes avs ass ass ana 543,433,558




AT 31st MARCH 1970

GRAMMES FINE GOLD — ART. a4 OF THE STATUTES) - LIABILITIES
%
Capital
Authoriged: 508,000 shares, each of 2,500 gold francs ... 1,500.000,000
Issued: 448,325 shares ... ... ... e aas e 1,120,812,500 .
of which 26% pald up e e e e e . T 280,203,125 1.3
Reserves
tegal Reserve Fund ... ... ... . oo aen e 28,020,313
General Reserve Fund . T T 64,833,210
Special Dividend Resewe Fund var e e awe was 10,007,964
Free Reserve Fund B T T 80,000,000
182,861,487 0.9
Deposits (pold)
Central banks :
Sight ras P e e 2,122,663,028 10.2
Not exceeding 3 rnonths vis sas sas aae ees eee  2,840,684,260 13.7
Over 3 months den e ees e e e s 1,013,168,349 4.9
Other depositors -
Slght ‘e e res PN ‘s ‘s e 197,291,448 1.0
6,173,708,985

Deposits (currencies)
Central banks :
Slght ... .. 80,346,033 o.4

Not excesding 3 rnonths wer ewe eme aee aen was 10,771,522,478 52.0
Over 3 months . s e e 1L,171,676,T08 5.7
Other depositors
Sight TR vas vas . 18,750,172 0.1
Not exceeding 3 months her e e e mwe was 887,917,112 4.3
Over 3 monthe 123,357,396 0.6
13,051,569,850
Notes
Not exceeding 3 montha ... ... ... .. .ee ns 278,679,818 1.3
Over 3 months Pos arn wes awm bas wke aea 587,601,444 2.7

834,281,262

Miscellameous ... ... v« aih aee eer e e ae. 44540778 0.2
Provision for Bullding Purposes ... ... ... ... ... ..  488671,000 0.3

Proflt and Loss Account ... ... ... ... .. . o Ll 83,179,570 0.4
20,699,016,057 100

REPORT OF THE AUDITORS TO THE BOARD OF DIRECTORS AND TO THE GENERAL MEETING
OF THE BANK FOR INTERNATIONAL SETTLEMENTS, BASLE

In qur opinion the Balance Sheet and the Protit and Loss Account glve a true and fair view of the state of
the Bank's atfairs at 31st March 1970 and of its profit for the year ended on that date. We have obtained all
the information and explanations which we have raquired. The Bank has kept proper hooks, and the Balance
Sheet and the Profit and Loss Account are in auraement with them and with the information and explanations
given us.

Zurich, 4th May 1970. PRICE WATERHOUSE &4 CO.




PROFIT AND LOSS ACCOUNT
for the financial year ended 31st March 1970

Gold francs
Net interest and ofher income ... ... ... c.h aih i eee eee aas 113,513,818
Less: Costs of administration:
Board of Directors ... ... ... .ii oih ere eee wes 176,492
Management and Staff 9,850,586
Office and other expenses ... ... ... .. o oo 2,418,184 12,145,262
Net aperating surplug ... ... «oh  cir ain ter i eee een aas 101,368,586
Less: Amounts appropriated to:
Provision for Exceptional Costs of Adminlstration ... ... ... 2,188,986
Provision for Building Purposes ... ... ... ..v ceh s 16,000,000 18,188,986
NET PROFIT for the financial year ended 31st March 1970 ... ... ... ... 83,178,570
APPROPRIATION OF NET PROFIT
(Article 51 of the Statutes)
Gojd francs
Net profit ... ... ... .o 0 L0 Lo L0l s e 83,179,570
Dividend of 6% p.a. on paid-up capital
3750 gold francs per share on 400,000 shares for twelve months 15,000,000
9375 gold francs per share on 48,325 shares for three months 453,087 15,453,047
67,726,523
Additional dividend (statutory maximum) of 3% p.a. on paid-up capltal
18.75 gold francs per share on 400,000 shares for twelve months 7,500,000
4.6875 gold francs per share on 48,325 shares for three months 226,523 7,726,823
80,000,000
Transfer to General Reserve Fund ... ... ... . 30,000,000
30,000,000
Transfer to Special Dividend Reserve Fund (statutory maximum) ... ... ... 12,000,000
18,000,000

Transfer to Free Reserve Fund 18,000,000



Movement on the paid-up Capital, Reserve Funds and Provisions
during the financial year ended 31st March 1970

(Notincluding allocations to Reserveas to be decided at the Annual General Meeoting)

in gold francs

Paid-up Capital
Balance at 1st Aprll 1969:

200,000 shares, each of 2,500 gold francs, of which 259% is paid up
Add: 200,000 further shares, each of 2,500 gold francs, of which 25/ Is paid up,

issued on 20th December 1969

48,325 further shares, sach of 2,500 gold francs, of which 257 is pald up,

issued on 2nd January 1970 ..
Balance at 31st March 1970 per Balance Sheet ...

Reserve Funds

125,000,000
125,000,000

30,203,125

280,203,125

Legal Reserve General Reserve Froo Reserve

Fund Fund Fund
Balances at 1st April 1969 R . 12,500,000 37,751,960 15,000,000
Add: Transfers from Profit and Loss Account 1963!69 15,000,000 15,000,000
Transfers from Provision for Contingencles . 12,800,000 50,000,000
Allocation of the 50% premium received
on 2nd January 1970 ¢n the issue of
48,325 new shares ... .. .. 3,020,313 12,081,250
Baiances at 31st March 1970 per Balance Sheet... . 28,020,313 64,833,210 80,000,000
Provision for Contingencies
Balance at 1st April 1969 ' 220,000,000
Applied in accordance with Resolutions passed at the Extraordinary
General Meeting held on 9th June 19569:
(a) in paying up, to the extent of 25%. 200000 shares tssued
on 29th December 1969 ... 128,000,000
(b) in transfers to:
Legal Reserve Fund 12,500,000
Free Reserve Fund 50,000,000
Provision for Buildlng Purposes 32,800,000 220,000,000
Provision for Building Purposes
Balance at st April 1969 _ va . 1,500,000
Add: Transter from Provision for Centlngencles 32,500,000
Transter from Profit and Loss Account 1969/70 ... 16,000,000
50,000,000
Less: Amortisation of expenditure incurred during the financial year 1,329,000
48,671,000

Balance at 31st March 1970 per Balance Sheet ...
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