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FORTY-FIRST ANNUAL REPORT

submitted to the
ANNUAL GENERAL MEETING
of the
}BANK FOR INTERNATIONAL SETTLEMENTS
| held in
Basle on 14th June 1971

Gentlemen,

I have the honour to submit herewith the forty-fitst Annual Report of the Bank
for International Settlements for the financial year which began on 1st April 1970 and
ended on 31st March 1977, '

In the course of the financial year an issue to central banks of a further 16,400
shares was made, thereby raising to 464,725 the total number of shates issued and
paid up to the extent of 25 per cent. Details of this small change in the capital structure
of the Bank can be found in Chapter VII of this Repott.

After deduction of the transfers to provisions, the net profit for the year amounted
t0 99,448,906 gold francs, compared with 83,179,570 gold francs for the preceding year.

The Board of Directors recommends that, in application of Article 51 of the
Bank’s Statutes, the present General Meeting should allocate the sum of 25,448,906
gold francs in payment of a total dividend of §6.25 gold francs per share, consisting
of 37.50 gold francs in respect of the preferential dividend of 6 per cent. per annum
and 18.75 gold francs representing the maximum further dividend of 3 per cent. per
annum, such total dividend being payable in respect of a full year in the case of
448,325 shares and in respect of three months in the case of the 16,400 new shares
mentioned above.
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The Board further recommends that 37,000,000 gold francs be transfetred to the
General Reserve Fund, 14,800,000 gold francs to the Special Dividend Reserve Fund
and 22,200,000 gold francs to the Free Reserve Fund. :

If these proposals are apptoved, the Bank’s dividend for the financial year
1970—71 will amount to 56.25 gold francs per shate on 448,325 shares and to 14.0625
gold francs per share on the 16,400 shares issued during the financial year. These
amounts will be payable to shateholders on 1st July 1971 in the amounts of 75.05 Swiss
francs and 18.76 Swiss francs per share respectively.

Chapter I of this Report deals with economic developments and policies in
Eutope, the United States, Canada and Japan in 1970 and the carly months of
1971. The next three chapters review developments in various countties in the field
of credit, foreign payments, gold ptoduction, monetary reserves and foreign exchange.
The fifth chapter gives a survey of the Euro-currency market and the sixth a review
of the operations of the European Monetary Agreement. Chapter VII concerns the
Bank’s réle in promoting co-operation between central banks, its current activities
and the functions it performs on behalf of the European Coal and Steel Community
and as Trustee for international loans.



I. SURVEY OF ECONOMIC DEVELOPMENTS AND
POLICIES, 1970-71. '

The economic and monetary situation in the industrial countries over the past year
has been unsatisfactory and frustrating in a number of respects. While the United
States and the United Kingdom have been in semi-tecession and while the boom has
topped off in most other countries, the main difficulties have not been with the state
of production and employment. As the whole of post-war expetience shows, these
elements of the economy can be quite well managed with the help of determined policy
action. But for other troubles the way ahead is much less clear.

Perhaps most unsatisfactory has been the inflation of prices, pushed on by
exceptionally large wage increases — which in a few countries have been beyond all
reason. And coupled with this has been considerable industtial untest. Moreover,
the level of interest rates and the size of interest rate differentials have been very
disturbing. Rate levels in the United States have been at tecord heights for a reces-
sionaty period, and even so the differentials with other markets have produced
unprecedented international flows of funds. Finally, so soon after the Deutsche Mark
tevaluation in the autumn of 1969, there was in 1971 another eruption on the exchange
markets, This involved heavy buying of other curtencies besides the Deutsche Mark,
pointing to the underlying weakness of the dollar — even though divergent monetary
policies played a large causal réle. Besides, the resolution of the crisis, with the Deutsche
Mark and the guilder floating, shows that there are still serious problems to be solved
concerning the future of the international monetary system. '

Production, prices and wages.

Over the past year the growth of output slowed down in most industtial countties.
For Canada and the United States the whole year 1970 was one of mild recession and
tising unemployment, brought on by the testrictive demand policies enforced in 1969,
In the United Kingdom, too, unemployment increased, as output expanded less than
productive potential for the second year running.

On the European continent and in Japan the slow-down began later, mostly
in the second half of 1970; and, despite faitly tight monetary policies, the economies
of these countries showed fewer signs of slack. Indeed, excess demand temained
strong in Austria, the Netherlands and Switzetland and eased only moderately in
Germany and Sweden. In Belgium and France productive capacity was fully employed,

- but not under strain. In Italy, on the other hand, output was held back by industrial
unrest, and from the summer on monetary policy was not restrictive. In Japan the
boom tapered off during the fourth quartet of 1970, as the growth rate of real gross
national product dropped below 10 per cent. In many countries recessionary tendencies
were strongest in the housing sector — which is not included in the indexes of industrial
production shown in the following graph. :
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The rapid upsurge of wages and prices which had begun in 1969 continued
almost everywhere, with the movements in the different countries not very much
related to the degree of pressute on resources. Wages in most countries increased
by 8-10 per cent., but in the United Kingdom the figure was nearer 15 per cent. and in
Germany and Italy around 2¢ per cent. The largest increases wete often obtained in the
construction and service industties. Prices rose less, partly because of the usual lag and
partly because the boom levelled off. The price increases as measured by the GNP impli-
cit price deflator were mostly in the range of 41%4-61; per cent., though they reached near-
ly 7% pet cent. in Germany and the United Kingdom. Consumer prices went up more than
the overall ptice level in Japan, Sweden and the United States, but less in other countries.

In a numbet of countries — the United States, Canada, Germany, Sweden and
Japan — the initial impetus to faster inflation had come from excess demand. However,
with this being allowed to continue too long unchecked, the trade unions took the
bit between their teeth and began stepping up pay claims either to raise their members’
share of the national income or to compensate for price increases, During 1970, with
the economic climate cooling down, the element of wage-push began to take over the
leading réle in sustaining inflation.

In certain othet countties, by contrast, the inflation started at the cost end, with
excess demand in most cases emetging later on, as in the Netherlands and Switzerland.
Import prices and basic changes in taxes sometimes played a part, but the main culprit

‘was usually wages. Switzerland was one countty where wage inflation was relatively
subdued, though wages have been affected to some extent by increases in neighbouring
countries,

Wage-push was most evident in Italy and the United Kingdom. The eruption
of pay demands and the wave of strikes in Italy were partly political in character,
while an impottant factot in the United Kingdom was discontent at the slower than
usual advance of real wages in 1968-69, when the balance of payments was moving
into surplus, In France the big wage-push had already taken place eatlier than elsewhere,
following the events of May 1968. In 1969—70 the inflationary impact of devaluation
gave another twist to the spiral —— directly through its effect on prices and costs and also
indirectly through the strong upswing of exports. Moreover, the revaluation of the
Deutsche Mark, while helping to cool off the boom in Germany, tended to accelerate
ptice inflation in neighbouting countries, Thus, in Austria, Belgium and the Nether-
lands import prices accounted for about one-third of the increase in consumer prices
in 1970, In Switzetland also their réle was important,

The graph on the following page illustrates the relationship between unemploy-
.ment and the rate of wage increase that has prevailed in the past in six industrial
countries. It is not intended to show what would happen if there were a free market
for labour, but what has actually happened since the late 1950s. It has been usual,
in fact, for wages to rise faster in periods of prosperity and for trade unions to moderate
their pay demands during recessions. This is indicated by the slope and position of
the lines, which show the average size of wage increase associated with any given
level of unemployment. The upsurge of wages in the last two or three years, however,
has radically upset the previous pattetn. Of course, wage explosions have occurred
before — for instance in France after the devaluations of 1957-58 and in Italy and the
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Netherlands in 1964. But the movement in 1969-70 was stronger and more widespread
than ever before. Even in Germany, whete there was clear excess demand in 1968—70,
the striking thing is how much faster wages rose in 1970 than in eatlier periods of
demand pressure, such as 1960-61.

The expetience of recent years has shown the importance of avoiding prolonged
petiods of excess demand if the wage/price spiral is to be kept under control. But it
has also shown that demand management is not sufficient by itself to ensure reasonable
ptice stability: some form of wages ot incomes policy is equally necessary in the face
of excessive pay increases unrelated to the demand picture.

In a few countries the search for an incomes policy has been continuous and
several other countties took steps in this direction over the past year. Some governments
which had gone out of their way to renounce such a policy found themselves forced to
backpedal in the face of accelerating pay increases in recessionary situations. In March
1971 the US authotities introduced wage guide-lines for the construction sectort,
which had been nototiously aggressive in making inflationary pay demands. In
Canada price rises were dampened for a while by a voluntary testraint programine,
but the authotities failed to obtain union suppott for wage curbs. Sweden applied
administrative price controls; as inflationary wage demands continued and were backed
up by industrial action, a temporary ban on strikes and lock-outs was introduced
eatly in 1971, In the Nethetlands prices have been subject to administrative regulation
since 1969, and at the end of 1970 a six-month ceiling was imposed on wage increases.
The Belgian authotities also tightened price supervision from the start of 1971 to
prevent a sudden rise in the cost of living following the changeovet to value added tax.

‘These measures, however, have not up to now had much effect on the wage/
price spiral. Many of them were of a temporary natute and many were not introduced
until the damage had alteady been done — that is, until the inflationary momentum

- had become excessive.

- Interest rates.

A feature of the past year was the downward slide of interest rates from the
record heights to which they had climbed. The peak in short-term rates generally
came at the end of 1969 and the turning-point was induced, like the previous pre-
cipitous rise, by a change in monetaty policy in the United States.

With real gross national product showing a decline in the fourth quarter of 1969,
the US authorities decided at the start of 1970 to relax the credit squeeze, The shift from
restraint took place gradually in the course of the yeat, care being taken not to flood
the US market with liquidity. Growth of the money stock, narrowly defined, was around
5 pet cent. from the end of 1969 to the end of 1970, although in view of “reintet-
mediation” of funds to the banking system — due to changes in the relationship
between free-market rates and Regulation Q ceilings — the money stock broadly
defined to include time deposits increased over the same period by about rz per cent.

However, with the economy in recession and the demand for bank credit falling
off, interest rates showed substantial declines. Initially the movement was confined



to short rates. Long-term interest rates were kept up mainly by very high corporate
demand for long-term funds, which wete largely used to strengthen the corporations’
liquidity positions and thus conttibuted to the fall in short-term interest rates. At
the same time bond issues by State and local governments recovered sharply from
their unusually low level of 1969, In the summer, 2s banks became increasingly liquid
and bought Federal and State and local-government bonds on 2 latge scale, the decline
in rates accelerated and spread to the long end of the market. With little change in
the economic situation, the trend continued in the first quarter of 1971.

In absolute terms, this recession has seen the largest decline in rates of any
post-war period. But that was more a reflection of the inordinate levels to which rates
had climbed than of any excessive easing of monetaty policy under recessionary con-
ditions. In percentage terms, the declines have been either less than or approximately
the same as in the 1953-54 and 1957-58 recessions; and rates have not fallen as low
as in previous post-war recessions.

On the way down, as on the way up, the movement of dollar interest rates was
a source of monetary disturbance for various countries which were lagging cyclically
behind the United States. At the beginning of 1970 many countries were still experi-
- encing conditions of excess aggregate demand, and thus wanted to pursue a restrictive
domestic monetary policy. From the spring of 1970 onwards activity tended in general
to ease off, but reliance continued to be placed in many countties on tight money in -
an attempt to cutb the stubborn wage inflation, Hence the downward drift in US rates,
quickly transmitted to Euro-rates, induced inflows of funds which made it difficult
or impossible for some countries to maintain an autonomous credit policy. The fall
in rates was frequently resisted, although, narurally, the policy considerations involved
varied from country to country depending on the type and degree of inflationary
pressure and the state of the balance of payments. In general, national authorities
continued to use direct control techniques — mainly quantitative credit ceilings, often
covering non-bank financial intermediaties as well as banks, and reinfotced in some
cases by control on capital issues. Restrictions on the volume of credit were enforced
in Japan and in practically all countries of western Europe, the principal exceptions
being Getmany and Italy. To enhance monetary autonomy most countries also used
quantitative controls to regulate the banks® foreign positions and non-bank borrowing
abroad.

In Canada the ttend in economic activity tended, if anything, to precede US
cyclical developments; so interest.rate movements wete fairly similar to those already
sketched for the United States. In principle, the floating of the Canadian dollar at the
end of May 1970 would have made it possible to loosen the ties between the rate
structures in the two countries; but, as in the United States, the authorities wete faced
with a weak economy and high unemployment, so the decline in rates was desirable
on domestic grounds, The peak in Canadian long-term rates was reached -— like that in
short-term tates — at the end of 1969. A brisk demand for long-term funds did no
mote than check the downward drift of rates in this maturity range.

As regards western Europe, in France and Belgium demand-management
policies had already achieved good resulis by the end of 1969. Thus short-term rates
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were allowed in both these countries to decline more or less in line with those on the
Euro-dollat market. Long-term rates followed a different pattern. In France they began
to edge downwards in the second quatter of 1970, but in Belgium the peak was reached
only at the beginning of the fourth quarter.

In Italy and Sweden domestic tensions eased gradually in the second half of
the year. In Italy tight conditions obtained in both the short and the long-term market
until the second half of 1970, with interest rates rising to peak levels above corre-
sponding Euro-rates. Thereafter monetary policy was gradually relaxed in the presence
of slackening aggtegate demand. Both long and shott-term rates edged downwazrds,
though still remaining above Euro-rates. Capital inflows in 1970 and eatly 1971
were welcome because they helped offset capital outflows which would otherwise
have been unsustainable in view of the reduced surplus on current account. In Sweden
very tight monetary conditions were maintained unsil the fourth quarter of 1970
in order to damp down the economy. The authotities relied mainly on credit ceilings
and interest rates stayed rather firm until late in the year. Inflows of funds from
abroad prevented a decline in exchange reserves and eased pressure on business liquidity.

In the Nethetlands conditions of excess demand continued to ptrevail up to
the spring of 1971. An attempt was made to keep monetary policy restrictive, mainly
by way of quantitative credit ceilings together with exchange conttols on non-bank
borrowing abroad. Credit restraint was, however, largely neutralised by shifts in the
terms of payment vis-a-vis foreigners and inflows of foreign capital stimulated pattly
by the attraction of high-yield assets denominated in guilders. A somewhat similar
situation obtained in Switzerland, whete the restrictive monetary policy pursued
throughout 1970 was based on credit ceilings and capital-issues control. Both short
and long-term rates remained quite firm during the year, though below international
levels. By the autumn of 1970, however, the decline in rates abroad, even though
followed to some extent by a reduction in short-term rates at home, had begun to
lead to a repatriation of Swiss assets and thus to a certain weakening of credit restraint.

In Germany excess demand gradually gave way to cost-push inflation during
1970, Monetary policy, however, remained tight. Three-month intetbank deposit
rates stayed between 9 and 1o per cent. from January until October and theteafter
declined only moderately in comparison to other countries until the first quarter of
1971. Huge inflows of funds wete thus induced in 1970 and the eatly months of 1971,
and were permitted increasingly to expand domestic liquidity..

The UK authorities maintained 2 fairly restrictive monetary policy in 1970,
though the justification was wage-push rather than demand inflation. Even so, from
their peaks in late 1969 short-term rates were allowed to decline in line with Euro-
dollar rates until the end of November 1970. As bank advances in sterling were subject
to guide-line limitations, and as long-term intetrest rates remained high, UK companies
borrowed substantially in foreign currencies for domestic purposes. Long-term yields
reached previously unattained peaks in June 1970; in the second half of the year
market conditions eased somewhat but rates were still high relative to those abroad.
From December 1970 until the end of March 1971 the authorities, as part of the effort
to contain the wage spiral, resisted the fall in rates by keeping Bank rate at 7 per cent.
and by selling substantial amounts of gilt-edged.
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At the beginning of Aptil 1971 measures were taken in several European
countries and in the United States to narrow short-term interest rate differentials.
The Bundesbank and the Bank of England reduced their discount rates by 1 per
cent. to § and 6 pet cent. respectively, while the Nederlandsche Bank and the Bank
of Italy cut theirs by 1 per cent. to 5% and 5 per cent, In the first three cases the move
was dictated largely by external considerations, but the Bank of Italy was equally
concerned to revive domestic investment.

Meanwhile, the US authotities were engaging in another “operation twist”
designed to sustain short-term rates while helping long-term yields to decline. This
policy, which essentially consists in open-market purchases of bonds combined
with sales or reduced purchases of Treasury bills, is intended to check short-term
capital outflows while relieving congestion in the bond market and helping to keep
down mortgage rates.

Capital movements and the exchange crisis.

From early 1970 huge movements of capital and of banking funds were again
a prominent feature of the international monetary scene. Except for the inflow of
funds to Canada, which was partly speculative, and for some effects of the 1969
exchange rate adjustments which continued into early 1970, these movements wete
essentially due to the wide divergences in monetary policies and interest rates described
in the previous section. In the exchange ctisis of May 1971, of course, speculative and
ptotective considerations dominated the situation. -

Broadly speaking, the large flow of banking funds from Europe to the United
States in 1969 was reversed in 1970-71. Between the end of 1968 and mid-November
1969, during the period of US domestic monetary tightness, US banks had taken about
$9 milliard from the Buro-dollar market through their foreign branches. Then between
mid-November 1969 and mid-May 1971 they reduced these wakings by over $13
milliard. The outlow has thus been much larger than the 1969 inflow — and more
so than the figures cited above would suggest, since some $4 milliard of the 1969
inflow was simply a circulat flow through the Euro-dollar market of funds originating
in the United States.

In the first four months of 1971 the US authorities acted to mop up 2 substantial
part of the dollars that were flowing into the Euro-market and into other counntries’
reserves. They did this by selling to the foreign branches of US banks $3 milliard

. of short-term paper issued specially for that putpose. Consequently, while head-office
liabilities to foreign branches declined by $5.5 milliard duting those months, the
resulting net outflow to other countties was reduced to $2.5 milliard. -

On the Eutropean side, by far the biggest movement of funds was to Germany,
where short-term capital inflows amounted to some $6.5 milliard for the year 1970,
Roughly two-thitds of this is estimated to have gone directly to the Getman cotporate
sector, partly through short-term botrowing abroad and partly through changes in
leads and lags, while $2.2 milliard came in through the German commercial banks.
$5.3 milliard out of the total inflow for the year took place between May and November



1970, during which period rates on three-month Euro-dollar deposits declined from
83, to 714 per cent., while the yields on interbank deposits in Germany were 9-9%; per
cent. The inflow was seasonally low in January 1971, but then began to increase again
and gathered momentum until the exchange crisis in May.

The second largest inflow was that into the United Kingdom, which for the year
1970 totalled $1.6 milliard. This, howevet, included a rise of about §850 million in the
stetling area’s sterling balances, which, in addition to interest rate considetations,
tesulted from the area’s payments surplus and the dollar exchange guarantee provided
by the United Kingdom ia connection with the Basle Second Group Arrangement.
The largest single component of the inflow to the United Kingdom that can be traced
simply to differences in monetary conditions was a $730 million increase in the net
foreign exchange liabilities of UK banks, mainly related to short-term foreign currency
bortowing by UK companies. More than half of this inflow occurred in the last quarter
of 1970, ptompting the authorities in January 1971 to limit such borrowing for use
in the United Kingdom to periods of five years and upwards. Inflows were still heavy
during the first quarter of 1971, however, because there was a backlog of foreign
borrowing previously approved and because of the expectation of 1ower interest
rates in the United Kingdom.,

Other Buropean countries wete also affected by the decline in dollar interest
rates. In the Netherlands inflows of foreign long-term capital (foreign purchases of
Dutch securities and loans taken up abroad by Dutch residents) approximately doubled
in 1970 to just on $1 milliard. And, in addition, there was a short-term inflow to the
Dutch banks, including a rise of more than $300 million in the banks’ guilder liabilities
to non-residents. While these movements were primarily related to interest rate differen-
tials, non-residents also increased their guilder holdings for confidence feasons.

In Italy net capital outflows, excluding changes in the banks’ external positions,
fell between 1969 and 1970 from §3.5 milliatd to just under $o.5 milliard, With factors
other than interest rate differentials playing an important réle, however, there was an
increase from $o.2 to 2 milliard in foreign loans taken up by Italian enterprises, as
well as a sharp decline in the outflow of bank-notes.

In Sweden, where tight monetary conditions were maintained throughout 1970,
the external capital account shifted from a net outflow of $o.1 milliard in 1969 to a net
inflow of over $o.4 milliard. This shift largely reflected trade credit inflows related to the
domestic credit squeeze and the adverse foreign trade balance. In Switzerland declining
international yields relative to domestic yields caused money that had been placed
in the Euro-currency market in 1969 to be repatriated from late 1976 onwards.

France and Belgium followed interest rate trends in the Eutro-currency market
mote closely than the other Buropean countries. And in Belgium the capital account
actually turned from a net inflow to an outflow between 1969 and 1970. In the hanking
sectot, however, there was an inflow in 1970 of about $250 million, including both
sorne build-up of non-residents’ franc balances and some borrowing from abroad.
In France, on the other hand, capital inflows and movements of banking funds played
a large part in the $1.8 milliard net improvement of the resetve position during rg7o.
To a considerable extent these inflows must have represented a “back-to-normal”
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movement, at both long and short tetm, as confidence in the franc strengthened.
But during the second quarter of 1970, when short-term inflows amounted to §370
million, there was also substantial short-term borrowing in foreign exchange by
French companies to get round domestic credit ceilings, Accordingly, in July 1970
the authorities testricted such bortrowing for use inside France to periods of one year
and upwards — a measure which led to repayments later in the year,

In Japan the changed relationship between domestic and dollar interest rates
in 1970 led to a net shott-term inflow of funds of $o.6 milliard, as against an outflow
of $1.z milliard the year before. In the banking sector the net outflow declined between
the two years from $1.5 to 0.4 milliard, while in the non-bank sector (including errors
and omissions) the net inflow went up from $0.3 to just on 1 milliard.

In Canada the combination of an exceptionally favourable trade balance plus the
effects of lower US interest rates produced a large payments surplus during the first
five months of last year. In.addition, part of the $1.2 milliard of foreign exchange
purchased spot and forward by the authorities in that period represented speculative
inflows. Later in the vear, after the currency was allowed to float at the end of May,
and as Canadian short-term interest rates fell into line with those in the United States,
there wete sizable outflows of funds through the Canadian banks.

These capital movements were the fore-runnets of the exchange crisis that
etupted in eatly May. But there wete vations other factors which contributed to the
lack of confidence in the stability of the exchange rate structure. Underlying all was
the long-continued payments deficit of the United States and the admitted absence
of any programme for a fundamental correction of the situation — unless the theory
that other currencies were supposed to adjust to the dollar can be called a programme.
Moteover, there had been much talk about the need for reform of the international
monetaty system by greater flexibility of exchange rates through such devices as
“crawling pegs”, “wider bands” and “temporary floats”. And, over and above the talk,
the Deutsche Matk had actually been tevalued in October 1969 and the Canadian dollar
had been floating since end-May 1970. It therefore is not surprising that the matket
was prepated to act quickly at the threat of further change.

The crisis itself centred on the Dentsche Mark, While the inflow of fore.tgn
exchange had been heavy since early 1970, when German igterest rates had been raised
abruptly, the rate of inflow jumped to over $8co million in February 1971, and to
over $9oc million in both March and April. The mounting tension was evident,
moreovet, from the fact that the Bundesbank felt obliged to sell Deutsche Mark
forward in the market on a substantial scale. '

The immediate causes of the crisis were two: firsily, it became known that the
subject of greater flexibility of the Common Market currencies vis-a-vis the dollar was
being discussed by the Council of Ministers and, secondly, the private German
economic research institutes publicly advocated the floating of the Deutsche Matk.
On 4th May the Bundesbank was obliged to buy about $1 milliard from the market
and during the first business hour of sth May about another milliard. In the face of this
flood the authorities stopped fusther intervention and closed the market, The anthorities
of Austria, Belgium, the Netherlands and Switzetland followed suit and also stopped
intervention in the market. '



At the week-end the Council of Ministers of the Common Market, after an all-
night session, agteed that there was no reason for any changes in exchange parities
of the member countries but acknowledged that floating rates might be required
temporarily for some currencies under heavy pressure. Germany and the Netherlands
decided to float, while Belgium retained its dual exchange-market system, though
separating the two markets entirely so as to channel all capital movemeats through
the financial market in ordex to avoid any increase in teserves from possible inflows
of funds.

Outside the EEC, Austria revalued by 5.05 per cent. and Switzerland by 7.07 per
cent. .

The expansion of global resetves.,

The movements of funds described above, together with the US basic deficit
and the introduction of special drawing rights, produced an unprecedented expansion
of total official teserves during 1970. Holdings of gold, foreign exchange, IMF reserve
positions and special drawing rights increased from $79.2 to g3.5 milliard, ot by just on
18 per cent. Excluding the United States, where gross reserves declined, the rise in
reserves was even more striking, amounting to $16.8 milliard, or 27 per cent. Of this
total, the other countties of the Group of Ten accounted for $13 milliard, with Germany
gaining $6.5 milliard, Canada, France and Japan each over $1 milliard and the Nether-
lands and Switzerland $o.7 milliard each.

Resetrves last year also tose substantially outside the Group of Ten. Those of
other developed countries, despite a fall of just under $o.4 milliard in South Africa,
went up by over $1.2 milliard. The developing countries, mainly those of Latin America
and Africa, added a record amount of $2.6 milliard to their reserves.

Besides the increase in volume, there was a marked shift in the composition of
reserves. Firstly, 1970 saw the initial introduction of SDRs. Secondly, countries” gold
reserves fell by $1.9 milliard, essentially through net transfers of gold to the IMF.
Thitdly, and partly offsctting the fall in countries” gold stocks, there was a rise of
$1 milliard in their Fund reserve positions. Lastly, and most impottant, there was
a huge increase in gross foreign exchange reserves. In total it amounted to $12.2 milliard,
and for countties other than the United States to $14.3 milliard — a rise of 47 pet cent.
For all countries except the United States the share of foreign exchange in total reserves
tose from 49 to 57 per cent., while that of gold holdings declined from 44 to 33 per cent.

. In addition to the large rise in total exchange reserves, France and the United
Kingdom had exchange receipts last year which they used to repay $3.9 milliard of
central-bank assistance — France $1.1 milliard, and the United Kingdom $2.8 milliard.
The statistical effect of these operations on total exchange reserves was greater than
the amount of assistance repaid, since repayments to the United States, unlike those
to other countties, reduce the reserves of the creditor as well as those of the debtor
country. As virtually all of last year’s $2.1 milliard decline in US official exchange
holdings was the result of British and French repayments of assistance, the total effect
on reserves of these repayments, both to the United States and to other countries,



Changes in global reserves.

Forelgn IMF reservs
Areas and perlods Gold exchange positions SDRs Total
in millions of US dollars
All countries
1968 . . . . . . 0. _ 570 + 2,795 -+ T40 . - + 2,965
1988 . . . 0 e -+ 185 + 235 -+ 240 —_ + 670
1970 . . . v 4 4 - . — 1,950 + 12,170 + =T iv] + 3,128 + 14,3158
Group of Ten
1968 . .. .. .. ... -~ 2,060 + 2,185 + 465 - + 590
1989 . . . . . . . o 0 . + 310 — 1,660 + 135 —_ - 1,218
1870 . . . . . . 0 _ 975 + 8,598 + 540 + 2,335 + 10,485
Other developed ¢ountries
1968 . . . . .« 00 + 265 + 130 + 180 —_ + 1,278
1969 . . . v v o - —_ 145 + 4858 + =33 — + 4235
1970 . . .« o 4 v v o -_ BO5 + 1,680 + 60 + 305 + 1,240
Developing countries
1988 . . ... .. + B2E5 +,  4B0 + o5 - + 1,100
198D . . o e + 30 + 1,410 + 20 —_ + 1,460
1970 . . .+« o - . - 170 + 1,885 + 370 + 485 + 2,580
ANl countries excluding
United States
1968 . . . . . v s - + 605 + 1,610 _— 130 _ + 2,085
1969 . . . . & o v v u —_ 775 + o985 — 705 - - 585
1970 . . . . o L - 1,165 + 14,220 + 1,380 + 2,275 + 16,790
Group of Ten excluding
United States )
1988 . . . ¢ v v v o = & _ a8s + 1,000 —_ 405 _ - 280
18989 . . . . . . .0 e —_ 660 - 210 - 200 — — 2,470
1970 . . & v v v i v - 1890 + 10,745 + 230 + 1.4_85 + 12,970
United States
1968 .. ... ... — 1,175 + 1,185 + 870 - + 880
1969 . . . . . .+ ¢ . + o970 _ 180 + 1,035 —_— + 1,258
1970 . . .+ « o v o 0. —_ 785 - 2,150 - 390 + a50 — 2,476

may be put at $6 milliard. Hence, but for the reversal of special official credit trans-
actions concluded in earlier years, total exchange teserves could have risen by $18
milliard in 1970, other things being equal.

As central-bank assistance to the United Kingdom and France had mostly taken
the form of swaps of sterling and French francs against other currencies, last year’s
repayments brought about a marked reduction in official holdings of these two currencies.
Total sterling reserves, despite an increase of about $o.4 milliard in the holdings of
sterling-area monetary authorities, declined by $2 milliard, and reserves in French
francs by about $1 milliard. Official holdings of Deutsche Mark, on the other hand,
increased by some $1 milliard in 1970. On the assumption that there were no other
significant changes in official holdings of cuttencies other than the US dollar, total
non-dollatr exchange reserves therefore declined during 1970 by about $2 milliard.
The increase in dollat exchange reserves was thus greater than the incfease in total
exchange reserves of all kinds and came to $14.2 milliard. Countries added $7.8
milliard to their official holdings of dollars in the United States; intet-central-bank
dollar deposits outside the United States declined by several hundred million dollars
as a result of the British and French repayments of assistance; and official holdings,
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direct and indirect, of dollats in the Euro-dollar matket appear to have gone up by
getting on for $7 milliard.

To appreciate the significance of this large flow of dollars, it must be remembered
that in 1970 the United States had to finance not only last year’s underlying payments
deficit but also a large short-term outflow, as US banks repaid funds borrowed from the
Euro-dollar matket the year before. In 1970, therefore, the reserve position of the
United States was in effect burdened with the financing of the undetlying payments
deficits for both 1969 and 1970, as well as with the reversal of the rather artificial surplus
. on the official settlements account which had been recorded in 1969,

Apart from the US deficit, another factor which affected the growth of total
dollar reserves last year was the increased placing of official exchange holdings in
- the Euro-currency market, Once placed in the matket, such funds were often
bortowed by residents of countries where domestic monetary conditions were tight,
and convetted into local curtency through the central bank. As a consequence, they
would show up in the reserves not only of the central banks from which they came
into the market but also in those of the central banks which had bought them. While
this mechanism may have been quite significant last year, it was to be expected that
the large prevailing interest differentials would have caused very substantial flows of
funds through the Euro-market in any case — as happened in 1969, when the mag-
netic attraction came from the United States.

Last year’s huge increase in total dollar teserves thus reflected primatily an
exceptional comptession into one year of a US payments deficit that would normally
have been spread more evenly over the two years 1969 and 1970, However, the persist-
ence of a substantial undetlying deficit in the United States is bound to ptoduce sub-
stantial increases in dollar reserves even in normal circumstances, One object of
introducing SDRs into the monetary systemn was to reduce the system’s reliance on
the dollar for bringing about an adequate increase in total reserves over time. The
introduction of SDRs, however, does no more than permit this to happen. Its actual
realisation will depend on a reduction of existing payments imbalances through the
wotking of the international adjustment process.

United States.

The recessionary tendencies in the US economy which began in the second half
of 1969 persisted into the spring months of 1971. Output levelled off and unemployment
rose, but the effects on the rate of inflation were disappointingly slow as unions
continued to demand substantial wage increases.

It was apparent by late 1969 that the fiscal and monetary restraint maintained
over the previous twelve months had brought the long period of boom to an end.
Although unemployment was still below 4 per cent. in January 1970, industrial
production was down by 2 per cent. from its peak and ‘real gross national product
. had also declined.

In these circumstances some relaxation of the squeeze on demand was appro-
priate. The Fedetal budget was already moving out of surplus, mainly because of



incteased social security payments and the halving of the 10 per cent. income-tax
surcharge on 1st January 1970. However, with government purchases of goods and
services declining on account of the cut-back in defence, the total demand stimulus in
prospect from the budget was not large. Monetary policy was therefore shifted from
severe restraint to moderate ease. The banks were supplied more liberally with
reserves, and the money stock (curtency plus demand deposits), which had remained
almost constant in the second half of 1969, was allowed gradually to teach a growth
rate of about 51, per cent. In addition, interest ceilings under Regulation Q were
raised to permit the banks to recoup time deposits.

Short-term interest rates retreated by about one percentage point between
January and April. Long-term rates, however, wete kept up by strong demand for
funds, with corporations seeking to consolidate short-term debt incurred in 1969 and
to tebuild their liquidity in the face of rising costs and declining business profits.
Furthermore, the Federal Government became a large-scale borrower in the second
quarter, as the budget deficit rose shatply to an annual rate of §$14.2 milliard (national-
accounts basis), A certain atmosphere of apprehension developed in financial markets,
which was intensified at the beginning of May by the entry of US forces into Cambodia.
The yield on triple-A cotporate bonds rose to over 8% per cent. and that on long-term
government bonds to over 7 per cent., while shate prices plunged to a seven-year low. -

Then, on 19th June, it became known that the Penn Central Transportation
Company, the sixth largest corporation in the United States, was insolvent. As the
company was defaulting on some $82 million of commercial paper, the Federal
Reserve moved quickly to head off a possible crisis of confidence in the financial
system. Additional reserves and discount facilities were made available and the
Regulation Q ceiling was suspended for large certificates of deposit at 30-8¢9 days’
maturity, thus enabling the banks to step in and meet the extra demand for credit,

Theteafter a calmer climate was testored in the money and capital matkets.
Short-term interest rates resumed their downward movement, while long-term
botrowing both by cotporations and by State and local governments continued at
tecotd levels. The decline in rates accelerated during the autumn, as corporations used
the proceeds of bond issues partly to tepay bank loans. Between eatly September 1970
and end-Match 1971 the banks’ prime lending rate was lowered in nine steps from
8 to 514 per cent. and the Federal Reserve discount rate in five steps from 6 to 4%
pet cent, Long-term rates also fell back and at end-Mazch the yield on triple-A bonds
was around 7% per cent. and that on long-term government paper around 534 per cent.

The easing of monetary conditions had a rather limited impact on aggregate
demand. Its effect was most marked in the housing sector, where the greater availability
of mortgage funds enabled the fall in output to be halted in the second quarter and
reversed during the autumn. Business investment, however, continued to decline from
its high level at the end of 1969 and consumer spending remained flat in real terms
after the second quarter of 1970, despite the abolition of the remaining 5 per cent.
surcharge on income tax on 1st July. The volume of consumer credit outstanding
grew by only 3% per cent, during the year ended Januvary 1971, the smallest increase
for neatly a decade, and the personal savings ratio rose sharply to 7.5 per cent.
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Alrogether the real gross national product fluctuated around a stationary level
duting 1970. The pictute was distorted by a drop in output due to the strike at General
Motots in the autumn, but the basic recovery in the eatly months of 197%x was quite
modest. A significant margin of spare capacity in the economy was opened up, with
the unemployment rate rising steadily to reach 6 per cent. in December and staying
at about that level in the early months of 1971.

The increase in unemployment had no discernible effect on wage settlements,
which continued to be highly inflationary. Wages plus fringe benefits per man-hour in
1970 were nearly 7 per cent, higher than in 1969, while cutput per man-hour expanded
by only 13 per cent. At the start of the year the Administration sought to postpone
a scheduled pay tise for Federal employees, but the attempt backfired when resentment.
at the decision among postal workets boiled ovet into a spontaneous and illegal strike
in the second half of March, The outcome was a general 6 per cent. increase in Federal
pay scales, the second within twelve months. In November the thtee-yeat contract
which ended the General Motors strike gave a rise of 121 per cent. in the first year
and of 3 per cent. plus compensation for any cost-of-living increase in each of the two
following vears. Similar agreements were reached in other patts of industry. The
heavy front-loading in these contracts gives some hope that the wage spiral may taper
off after current negotiations in the steel industry are concluded.

The petsistence of strong wage inflation in a recession year was probably
encouraged by the Administration’s much-advertised renunciation of incomes policy
and possible ptice control. When it became evident that the inctease in unemployment
was not leading to a reduction in the size of wage gains, the Administration took some
tentative steps in the direction of a prices and wages policy. In June 1970 the Pres-
ident announced the establishment of a Regulations and Purchasing Review Board
to adjust government policies which might be contributing to inflation. Subsequently
efforts were made to restrain increases in the price of oil by liberalising impotts
frotn Canada and raising production on Federal offshore leases.

Stronger measures were adopted, however, with regard to the construcdon
industry, where wage increases were quite out of hand, with first-year gains under
new contracts averaging almost zo per cent. despite high rates of unemployment.
In February 1971 the President suspended the Davis-Bacon Act, under which con-
tractors on Federal or federally-assisted building projects — about one-third of
total US construction activity — were obliged to pay local union wage scales, A
month later this suspension was replaced by a system of wage and price guide-lines
for the construction sector. Wage Increases are to be reviewed by craft boards com-
posed of union and management representatives in the light of criteria laid down
by a Federal committee. The criteria themselves will be based mainly on productivity
trends and changes in the cost of living,

In framing the budget for the fiscal year 1971—72 the Administration aimed to
permit a renewed upswing in the economy, sufficient to narrow the margin of unused
resources but not to recreate demand pressures which would worsen the inflationary
spital. A strong revival was forecast in consumer spending, mainly because of the
high savings ratio in 197071 and the tecovery in the stock market since the autumn,
Prospects for industrial investment wete weak, but residential construction and State
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and local-government outlays were expected to increase significantly. In these
citcumstances the budget was not designed to give a major stimulus. Expenditure
at current prices was planned to rise by 8 per cent., mostly because of transfer items,
With a projected expansion of 9 per cent. in nominal gross national product and
4% per cent. in real gross national product from 1970 to 1971, the budget deficit fot
1971~72 was estimated at §11.6 milliard, compared with a revised estimate for 1970-71
of $18.6 milliard.

The slow-down in the US economy at a time of continuing pressure on resources
in other industrial countries brought an increase in the US trade surplus from $6c0
million in 1968-69 to $2.2 milliard in 1970. The total surplus on cutrent account
widened correspondingly. In relation to the cyclical position this was not a large
improvement, particularly since exports were boosted by higher sales of agricultural
ptoducts and by deliveties of jumbo jets, On the other hand, two-thirds of the rise in
imports was due to higher prices, and the US terms of trade showed a deterioration
of 2% pet cent. duting 1970. This partly reflected the faster rise in unit labour costs
in other industrial countries and thus indicated some improvement in the US compet-
" itive position after its decline in the later 196cs.

The favoutrable movement on current account in 1970 was swamped by the
turn-round in capital movements, as the easing of monectary policy led US banks
to tepay the huge sums they had borrowed in the Euro-dollar matket the year before,
In addition, foreigners bought less US equities in 1970, while US corporations

United States: Balance of payments.':

1968 1969 1970
Items
in milliards of US dollars
Balance 6n goods and services . . . ... 2.5 1.9 3.7
Net exporls of goods and sefvices . . . . . . . 5.6 5.2 7.0
Net miiftary expenditures . . . . . . .. . .. — 3.1 — 3.3 — 3.3
Unilateral trangfers . . . .. ... ... . — 4.1 — 3.7 - 3.6
US Government grants and transfers® . . . . . . — 34 —2.9 —a7
Privalefransfers . . . . . .« .+ v v v v v 4 -0.7 — 0.8 — 0.9
Totall . . ... ... ... — 1.6 — 1.8 0.1
Exports of US capital . . P e e e e — 6.4 — 6.5 — 7.4
Official . . ... ... ... e — 1.0 —1.3 — 1.1
Privale . . . . . L s — 5.4 -52 — 6.3
Errors and omissions® , . .. ....... ) - 0.5 — 2.8 — 1.3
TFotalll . . .. ... oo oo, — 8.8 — 9.3 - 8.7
Total land N, , . . ... .... .. - 8.5 —11.3 — 8.6
Financed by:
Foreign capital {inflow +) . . . . . ... .. 8.4 12.3 5.2
Privale . ... ... .. .. P s 6.3 4.9 4.5
Banking . . . . . v 0 L e e e e 2.6 7.7 [:X-}
Commercial banks . . . .+ -« . L. 3.4 2 — 6.5
Foreign official agencies . . . . . . . .. .. — 0.8 — 1.5 7.3
Ofher forefgn capital . . . . . . . . ..., .. 0.5 -0.3 —o.7
Official reserves (Increase —) . . . . . . .. : — 0.9 - 1.2 3.44
1P tafl ted by Ptoiessor R. Triffin. H Including novernment grants and credits repayable in
forei n eurrencies. 2 Errors Igsiong idered a: mainly of US capital exports to

the Euro-doilar market, & Excludes inftial SDR allocatlon of $867 mlllion In 1970,



transferred larger sums abroad for direct investment. Altogether, the balance of
payments on an official settlements basis, after a surplus of $2.7 milliard in 1960,
recorded a deficit of no less than $10.7 milliard in 1970 and an even higher rate of
deficit in the first quarter of 1971. ‘

The preceding table shows the changes in the financing of the payments deficit on
current account plus US capital exports. Though much larger than before 1668, this
deficit has varied comparatively little in the past three years, but its financing bas
altered radically from year to year. In 1968 the major offset was an inflow of ptivate
non-bank capital, as foreigners bought US equities and also bonds issued by US
corporations overseas. In 1969 banks became the main financing channel, as the US
credit squeeze drew in funds through the Euro-dollar market. Finally, in 1970, with
funds flowing out of the United States to add to the underlying deficit as monetaty
policy was relaxed, foreign central banks obligingly took in the over-supply of doliars
from the exchange markets.

At the end of November 1970 the Federal Reserve Board, in an effort to limit
the outflow of funds, announced stiffer reserve requirements on future increases
in Euro-dollar borrowing for banks which reduced their Euro-liabilities below the
previous teserve-free base. However, the banks evidently found it too expensive to
hold on to their Euro-liabilities, for the movement of funds continued and even
accelerated. Action was then taken to mop up part of the outflow by making special
short-term securities available to foreign branches of US banks at rates approximately
competitive with Euro-dollar rates, Altogether $3 milliard of such securities were
issued between January and April 1971.

Apart from technical measures to contain the outflow of funds, the Adminis-
tration had no plans for curing the US payments deficit. The Council of Econemic
Advisers declared in its Annual Report that unilateral policy action by the United
States cannot eliminate the deficit so long as other countries insist on running sur-
pluses over and above their SDR allocations. This attitude seems rather far removed
from the spirit — and the letter — of the Bretton Woods system, which SDRs are
supposed to be preserving.

Germany.

The boom in Germany lost momentum from the spring of 1970, but wage/price
inflation continued at a disquieting pace. Foreign demand slackened late in 1969 as
an immediate consequence of the revaluation in October. Under the influence of record
credit costs, investment, which had tisen steeply for nearly three yeats, was the first
component of domestic demand to taper off. This occurred against a background of
sharply rising wage costs and a squeeze on profits, Restrictive fiscal policy measures
did not prevent a detetioration in the budgets of the public authorities.

As to the effects of revaluation, thete was a vety quick curtailment of foreign
otders, pattly in reaction to the earlier anticipatory order boom. Eatly in 1970, however,
they resumed a slightly rising tendency. The rate of growth of expotts including
invisibles (national-accounts basis) fell back in real terms from 12.6 per cent. in 1969
to 9.0 pet cent. in 1970, Total imports increased again at a rate of just over 16 per cent,



As a result the excess of total exports over total imports was reduced in 1970 to 1.4 per
cent, of gross national product, as against between 3.8 and 3.0 per cent. in the years
1967-69. The current-account surplus (including a rise of DM o.9 milljard in unilateral
transfers) declined from DM 6.2 to 2.4 milliard. The adjustment took place mainly
in the invisibles account. That the trade surplus (f.0.b. basis) actually increased slightly
to DM 21.1 milliard refiected the effect of revaluation on the terms of trade as well as
the cyclical easing, which patticularly depressed impotts of taw materials and semi-
finished products, '

‘Domestic investment-goods orders started to decline early in 1970. Companies
were faced with credit costs exceeding 10 per cent, and diminished self-financing
capacity. From mid-year onwards the suspension for sevent months of the degressive
scale for investment allowances may have dampened investment. All in all, real
gross investment in equipment increased in 1970 by over 15 per cent., which was
well below the rate of 22,6 per cent. recorded in 1969. Including construction activity,
total fixed investment went up in 1970 by 10.7 per cent., compared with 12.1 per
cent, the year before, The change in business sentiment also resulted in slower
inventory accumulation, Boosted by rising wages and salaries, private consumption
increased in real terms by 7.3 per cent., providing a major support for total demand.
The growth in public consumption, at 2.9 per cent. in teal terms, was quite modest,
but in money terms it was as much as 12.8 per cent.

On the supply side, industrial production registered an increase of 6.1 pet cent.
for the year as a whole, but was flat from the second quarter onwards. There was a
slight easing of strains on the labour matket, and the seasonally adjusted ratio between
vacancies and the total of unemployed came down from 5.9 in the second quaster of
1970 to 4.9 in the last quarter of the year. The rate of growth of real gross national
product dropped back from 8.1 per cent. in 1969 to 4.9 per cent. in 1970,

The momentum of inflation is indicated by the rise in the GNP price deflator
to 7.4 pet cent. for 1970 from 3.5 per cent, the year before. As to the components,
construction and public consumption showed ptice increases of 16 and 9.6 per cent.
tespectively, The cost of equipment goods went up by 6.2 per ceat. and consumer
prices by 3.8 per cent. While productivity in industty was stagnating throughout 1970,
hourly wage rates rose by 18.5 per cent., following a 10.7 per cent. increase the year
before. ' :

Economic policy in Germany has so far sought to come to grips with inflation
by restraining both foreign and domestic demand. The public authorities’ budget
position (excluding the social secutity institutions) had been relatively restrictive duting
1969 but it was less so in 1970. Including the temporary tax surcharge, their overall
cash surplus turned round by some DM 7 milliard into 2 DM 4.5 milliatd deficit. For
the Federal Government alone, with tax revenue slackening because of the profit
squeeze, the budget balance moved from a DM 1.7 milliard surplus in 1969 to a
DM 560 million deficit. However, aggregate demand was dampened from July 1970
onwards by the change in depreciation schedules and the 10 per cent. temporary
surcharge on cotporate and personal income tax. The proceeds of this sutcharge
came by end-197¢ to DM 2.2 milliard, and were deposited with the Bundesbank;
they ate to be refunded not later than March 1973. Moreover, the Fedetal and Linder



22

Supply and use of resources.

Seurces of demand Resources
Gross fixed domestic
Consumption capital formation Exports { Imports | .
Countrieg Yoars - of goods || of goads national
Plantand| poen. | 304 and | product
Private | Public | Total equip- ings services | services
ment
volume changes, In percentages

Austria. . . ., 1968 3.8 3.2 1.9 2.4 - 0.5 10.2 7.2 4.6
1969 3.3 3.5 4.3 4.8 2.0 18.5 8.2 6.2

1970 5.8 3.0 10.5 11.0 7.5 15.5 15.4 T

Belgium 1968 G.7 4.0 - 2.2 - 1.3 — 4.9 1.8 13.2 3.8
1969 E.5 1.5 7.1 8.9 1.2 15.6 15.8 6.8

1970 5.3 5.1 2.8 12.0 3.4 10.9 10.3 5.5

Canada. . . .. 1968 4.5 3.8 - 01 - 2.9 13.5 12.1 2.4 4.9
1969 5.6 3.2 4.6 2.7 12.1 7.6 11.1 541

1970 2.0 9.6 1.1 4.2 —10.7 8.9 - 0.0 3.3

Denmark . . . . 1968 0.9 43 [— o5 1.9 | — 98 2.0 4.7 3.7
1969 8.8 1.8 18.1 14.1 25.0 2.1 14.86 7.7

1970 E.5 5.4 4.8 5.4 &.5 a7

Finland . . . . . 1968 - 0.2 5.9 - 3.8 — 3.9 - 2.7 11.6 — 24 2.3
1969 9.3 5.0 1.1 10.6 12.6 17.6 22.5 8.9

1870 6.1 6.3 1.7 10.Q 17.5 8.3 18.1 7.3

France . . . . . 1968 5.6 5.6 . 6.6 7.0 5.4 10.3 12.8 4.8
1869 7.2 3.6 10.1 19.1 10.0 14.9 18.2 7.2

1870 4.2 2.0 7.3 T3 7.9 141 6.5 5.8

Germany 1968 4.0 0.0 8.0 10.7 — 0.4 13.0 14.6 7.2
1969 8.0 4.2 12.1 187 [— 0.2 12.6 18.7 8.1

1970 7.3 2.9 10.7 12.7 2.8 8.0 16.1 4.9

Haly . ... .. 1968 4.7 4.1 1.7 6.6 10.3 15.4 7.5 6.0
1968 6.3 3.3 8.0 8.1 14.8 13.8 20.6 5.9

1870 8.0 3.2 3.8 8.4 — & 8.0 17.2 5.1

dapan. . . ... 1268 2.5 5.9 2241 23.2 17.5 22,5 12.8 14.4
1969 a.5 5.9 17.5 18.2 14.6 20.0 14.4 124

1970 v.9 4.8 14.4 4.7 13.0 16.2 20.8 11.%

Netherlands, . . 19568 5.9 1.2 11.6 12.3 8.8 12.3 ia.z 8.7
1969 4.0 1.7 0.6 2.1 — 3.8 15.6 14.5 B.1

1970 7.5 1.0 7.6 8.0 1.0 12,5 t4.5 &.0

Norway . . . . . 1968 3.9 4.6 — 5.3 -11.9 6.1 10.9 .0 4.0
1969 7.8 6.5 — 3.9 — 5.4 4.0 8.7 5.4 5.5

1970 2.0 3.8 15.5 17.2 7.8 1.5 13.1 2.9

Spain .. ..., © 1968 4.2 4.1 2.7 1.8 a3 22.1 5.4 5.7
1969 8.6 2.9 13.9 14.8 10.5 13.8 16.4 7.4

1970 5.0 3.2 24.1 . . 24.1 a.8 &.6

Sweden. . . . . 1968 4.5 5.7 - 0.3 —- 0.7 1.3 8.8 8.7 4.0
1969 4.5 5.4 3.7 a7 3.5 12.8 13.9 5.7

1970 3.5 5.3 0.8 25 — 5.0 7.6 10.0 4.4

Switzerland . . . 1968 3.2 0.8 4.3 4.4 3.9 10.8 B.1 4.2
1969 4.9 4.9 7.8 6.5 111 12.9 13.0 5.9

1870 51 4.1 8.8 8.0 11.5 7.4 13.3 4.3

United Kingdom . 1968 23 0.3 5.5 8.7 5.0 10.7 7.9 3.2
1969 Q.4 — .o - 2.7 - 0.8 —10.1 2.8 3.0 1.9

1970 2.9 1.5 1.4 4.0 — 8.9 4.6 6.0 2.0

Unlted States . 1968 5.2 8.3 5.1 31 13.9 8.6 16.4 4.7
1969 3.4 a.5 3.4 £.1 Q.8 &.1 7.5 2.8

1970 - 2.0 — 3.8 — 4.4 - 2.6 —11.7 7.4 ° 3.1 - 0.4
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Governments sterilised a combined total of DM 2.5 milliard in a counter-cyclical
reserve fund.

By increasing the discount rate to 7% per cent: and the lombard rate to 95 pet
cent. in Match 1970, the Bundesbank raised the cost of domestic credit, but this set
off capital inflows. In July, after the fiscal action taken and with interest rates abroad
falling, the Bundesbank reduced its rates by half a percentage point, but by this time
the inflows had already begun to accelerate, To help offset these additions to liquidity,
the authorities relied largely on increases in minimum resesrve requirements. Towards
the end of the year the Bundesbhank refrained from offsetting as much of the inflow
as it had done previously, and in November and December it lowered the discount
rate in two steps to 6 per cent. and the lombard rate to 7% per cent. These moves,
though still ptimarily aimed at discouraging capital inflows, were viewed as consistent
with the slight easing of domestic demand pressures. However, the divergence between
domestic and foreign monetary conditions continued to induce German botrowers
to circumvent the Bundesbank’s restrictive policy by raising funds abroad. Not only
did long-term capital exports decline from DM 22.9 milliard in 1969 to DM 4.4 milliard,
but short-term inflows, including unrecorded items, totalled DM 2z3.9 milliazd, or
slightly more than the 1970 rise in official exchange resetves.

During the first few months of 1971 aggrégate demand ceased to weaken. An
exceptionally mild winter, the reinstatement in February of the degressive scale for
depreciation allowances, the growth of public expenditure and private consumption,
all contributed to a certain recovery in economic activity, Though continuing to ease
somewhat, monetary conditions remained tighter than abroad and foreign exchange
inflows accelerated despite a cut in the discount rate on 1st Aptil from 6 to 5 per cent.
With exports also rising again, the prospective level of total demand seemed unlikely
to help combat cost inflation. The year-to-yeat tise in unit labour costs was around
1o per cent, in the first quarter of 1971. In April wholesale and consumer prices were
respectively 5.2 and 4.9 per cent. higher than a year earlier.

Faced with these developments, in late April the authorities considered new
stabilisation measures. As the contemplated policy options were scarcely concealed,
a speculative tide of foreign funds flooded into Germany, leading the authorities on
roth May to permit the Deutsche Mark to float upwatds. To back up this move,
a ban was imposed on interest payments on non-residents’ deposits and non-residents
were barred from acquiring certain money-market instruments. A cut in Federal
expenditure and the stetilisation of public funds with the Bundesbank were envisaged.
In so far as the Deutsche Mark remains above its former level, this should help to
dampen economic activity both directly through its impact on net foreign demand
and indirectly by allowing a more autonomous monetary policy.

United Kingdom.

For the past eighteen months the United Kingdom has been in the grip of 2
sttong inflationary spiral started and sustained by trade-union bargaining power.
The absence of demand pressure when the upsurge began in the autumn of 1969 was
clear. Domestic expenditures were being kept on a tight rein by fiscal and monetary



measures; and while exports had tisen sharply, bringing the balance of payments into
surplus, real output in the second half of 1969 was only 1.8 per cent. higher than
a yeat previously. Job vacancies had levelled off and unemployment was rising.

In this situation the explosion of wage demands partly teflected dissatisfaction
at the small advance of real wages over the previous year, when resources were being
shifted into the balance of payments. Partly also it was attributable to a longer-standing
discontent with three years of incomes policy and to the fact that the loosening of the
policy itself made possible, if it did not positively encourage, larger demands. Several
wage settlements towards the end of 1969 had gone far beyond the guide-lines; and
in the carly months of 1970, amid a rash of sttikes, increases in the 10-15 per cent.
tange wete common, This compared with an average of §-51; per cent. per annum
over the previous five years.

Even apart from the coming genetal election, the climate was not one in which
the authorities felt able effectively to reimpose wage restraint, Howevet, only moderate
relaxation of fiscal and monetary policy was announced in the April budget, because
the growth of wages was itself regarded as 2 significant expansionary factor in the
demand outlook. The government accounts were to remain in overall surplus and
domestic ctedit was to expand by not more than fg9oo million in the financial year
1970—71. Even so, total final expenditure was expected to grow by 4 pet cent. in treal
terms between the first halves of 1970 and 1971. Allowing for some acceleration
in the rise of imports, a 3.5 per cent. increase in the gross domestic product was
projected, together with a substantial continuing surplus int the balance of payments.

After the general election in June the Consetvative Government confirmed
the restrictive stance of monetary and fiscal policy, while announcing its intention
to undertake longer-term reforms, particularly in the fields of government spending,
taxation and industtial relations, The guide-lines for bank lending fixed at the time of
the budget were that clearing-bank credit to the private sector other than for exports
and shipbuilding under the medium-term fixed-rate schemes could expand gradually
by not more than 5 per cent. during the financial year., By mid-July the figure was
alteady close to 4 per cent., partly because there was little borrowing by industry
on the long-term capital market and partly because of a surge in lending to individuals.
The banks were then urgently requested to limit their lending. Although the import
deposit requitement was reduced from 3o to 20 pet cent. in September and abolished
altogether in December, a further call was made late in October fot special deposits
from the banks in order to maintain the credit squeeze. At the same time cuts were
announced in cotporation tax and income tax to take effect from Januaty and April
1971, but these were to be fully offset by economies in government spending, including
unemployment and sickness benefits, agricultural and industrial support programmes
and capital outlays of nationalised industries.

On the wages problem the new government from the start forswore any recourse
to 2 statutory incomes policy and abolished the institutional remnants inberited from
its predecessor. Powers to impose a three-month standstill on wage and ptice increases
were allowed to lapse and the National Board for Prices and Incomes was wound up.

Great impottance was attached, however, to 2 major legal reform of the system
of industrial relations and collective bargaining. Previous law on these matters in



Britain was essentially confined to the Trade Disputes Act of 1906, which, while frecing
trade unions from civil liabilities, basically enshrined the view that industrial relations
were none of the law’s business. The new Industrial Relations Bill and that of the
Labour Government differ from one another in major points of detail. There appears
to be 2 broad consensus on the need for 2 new apptroach. Both bills draw heavily on the
report of the Donovan Commission on Trade Unions and Employers’ Associations
and both are designed, by providing for the legal enforcement of collective agreements
and in other ways, to alleviate the characteristic British problems of unofhicial strikes,
demarcation disputes and leapfrogging wage claims. Compared with the law in other
countries the present bill is not very far-reaching; but, if fully enforced, it will represent
a big step forward.

During the antumn of 1970 and the early months of 1971 it became increasingly
apparent that the strategy of restrictive demand management combined with a certain
aloofness towards private-sector wage settlements was not slowing down the infla-
tionary spiral. Despite the significant degree of slack in the economy, earnings
eatly in 1970 were 14 per cent. higher than a year before. In November a six-week
strike by local-authority manual workers was settled when a committee of inquiry
awarded a pay rise of 15 per cent. This brought a shift in the government’s attitude,
which now stressed the importance of resisting exorbitant wage demands and of
achieving a gradual de-escalation in the size of pay awatrds. The authorities rejected
high wage claims by the power wotkers in December and the postal workers in January,
and on both occasions strike action was first taken and then called off in favour of an
official inquiry which led to ¢ per cent. increases in. both cases. In the private sector,
however, there were several major settlements in the 16-17 per cent. bracket. The
Ford Motor Company was even obliged to concede a 16 per cent. increase for two
years running. As the company was concerned about its competitive position, this
tesult shows how hard it is for private industry to resist a strike successfully without
active support from the government in the form of incomes policy and pethaps in
other ways.

The other aspect of the situation was that the growth of national product
projected at the time of the 1970 budget did not matetialise. Every major component
of expenditure except stock-building fell short of expectations. Total fixed investment
rose very little and house-building, under the influence of fiscal and monetary restraint,
actually declined by 8 per cent. in real terms between the second halves of 1969 and
1970. Exports of goods and setvices gained a mere o.5 per cent. in volume over the
same twelve months, while imports, partly reflecting the high level of stock-building in
the second half of 1970, showed a large increase of 7.7 per cent. Thete was a modest
tise in public consumption; and private consumption expanded by 3.3 per cent. as
against the 4 per cent, projected, mainly because the personal savings ratio rose
for the second year in succession from its low level in 1967-68. Altogether the gross
domestic product increased by only 1.8 per cent. and the matgin of unused resousces
in the economy widened. The trend continued in the first quarter of 1971, with
industrial investment showing signs of weakness and the failures of Rolls-Royce and
Vehicle and General Assurance adding to uncettainty in the business climate. In
April registered unemployment reached 800,000 — 3.3 per cent. of the labour force —
and unfilled vacancies fell to under 200,000, '
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The unfavourable movement of expott and impott volumes was not matched
by an equal detetiotation in the balance of payments on current account. This was
because, with import prices steady after the fitst quarter of 1970 and the rise of export
prices accelerating, the UK terms of trade improved by no less than 7 per cent. between
May 1970 and January 1971. While the sttonger competitive position dating from
the 1967 devaluation gave some scope for a movement of this kind, its continuation
would inevitably lead to a recurtence of the old payments weakness. The current-
account surplus for 1970 came to £631 million (compared with £437 million in 1969)
and in the first quarter of 1971 was still running at an annual rate close to £400 million.

On top of this there was a massive net inflow of funds, due partly to payments
surpluses in the overseas sterling area and partly to the differential in interest rates
and credit availability between Britain and the United States. Sterling lending by
clearing banks to the UK private sector not merely ceased to expand but actually
declined somewhat between September and March, as British firms bortowed sub-
stantial amounts in foreign currencies instead. In January the authorities announced
a ban on foreign currency borrowing for domestic use for terms of less than five years,
and also on all borrowing of sterling from non-sterling-area residents. The object was
both to reinforce the credit squeeze and to lessen the volatile element of the increase
in official exchange reserves. The inflow of funds continued at 2 high rate, however,
because of the backlog of previously approved applications for Euro-currency bortow-
ing and also because foreignets were buying UK bonds in the expectation of a decline in
interest rates. As these expectations gathered strength both at home and abroad, the
authoritics wete able to sell very substantial amounts of gilt-edged with little move-
ment in prices.

Altogether, the balance-of-payments surplus enabled nearly £2,000 million of
official external debt to be repaid between December 1969 and March 1971, leaving
only IMF drawings of £683 million still outstanding.

With a favourable position on the balance of payments and significant under-
employment in the economy, the authotities decided to lessen somewhat the emphasis
on demand management as a means of stopping wage-push. The 1971 budget was
designed to give some stimulus to output and revive business confidence. Along with
the tax cuts announced previously, certain personal tax allowances were raised,
corporation tax was reduced by another 214 per cent. to 40 per cent. and selective
employment tax rates were halved with effect from July. As a result of these changes,
and cotrecting for the impact of the postal strike on the timing of tax receipts,
the central government’s overall financial balance was expected to swing from a sutplus
. of £300 million in 1970-71 to a deficit of nearly £goo million in 1971-72.

The guide-lines for bank credit were also relaxed somewhat. However, the
reduction of Bank rate by 1 pet cent. to 6 pet cent, two days after the budget was
not intended to add to the easing of monetary policy, but rather, following a similar
move by the Bundesbank, to stem the inflow of funds.

With the stimulus of the new measures, total final expenditute was expected to
grow by 4 pet cent. in real terms between the first halves of 1971 and 1972. The
fotecast was for a 5.3 per cent. rise in consumer spending, little change in private



investment and a 2 per cent. rise in public-sector outlays on goods and services.
With imports expected to grow faster than final expenditure, an increase of just over
3 pet cent. was projected in gross domestic product. Expansion at this rate would
not imply a narrowing of the economy’s margin of spare capacity. In fact, the govern-
ment has declared that if there is no let-up in the wage/price spiral there may be some
further increase in unemployment.

France.

The adjustment of the franc and DM parities and the domestic stabilisation
measures adopted during 1969 contributed promptly and decisively to restoring
balance-of-payments equilibrium and checking internal demand pressures. At the
beginning of last year the main objective was to consolidate these gains and to slow
down wage and price increases, ‘

Exports continued to advance rapidly in the first half of 1970, assisted by rising
output and prices in EEC markets. Private investment, though expanding less than in
1969, was still running at a high level, stimulated by the sharp increases in wage costs
since 1968 and continuing pressures on capacity., Moreover, the impact of the credit
restrictions seems to have been mitigated by borrowing abroad and inter-company
financing. But public spending was held in check and, as the growth of private
consumption slowed down, overall demand eased.

With wage increases at an annual rate of over 10 per cent, boosting personal
incomes, the long pause in consumption was somewhat unexpected. But fiscal and
credit restraints were severe, activity was decelerating and there had been a spending
boom a yeat earlier. Improved incentives to savings and especially the maintenance
. of high deposit rates have also played a patt.

In these circumstances, credit controls were modified cautiously. Hire-putchase
restrictions were liberalised selectively in stages between February and.October.
Quantitative credit limitations were relaxed in the spring, first for export credits
and then for medium-term investment credits. They were terminated for most redis-
countable medium-term equipment credits in June and for all other types of credit
in QOctober.

In view of the persistent wage and price pressures, howevet, the authotities
sought to avoid sharp declines in domestic interest rates and also to limit the effect
on bank liquidity of inflows of short and long-term funds in the spring and summer
by raising first the coefficient for the banks’ minimum holdings of medium-term
paper and then their compulsoty teserve ratios. The ratio applicable to the banks’
compulsory dollar deposits at the Bank of Prance, introduced eatly in 1969, was
reduced from 100 to 50 per cent. of any bank’s net credit position in foreign currencies
vis-i-vis non-tesidents and the requirement was terminated in July. Inflows were
checked in July by exchange-control amendments restricting domestic enterprises’
short-term borrowing abroad. Eventually, as interest rates abroad declined further,
the Bank of France’s discount rate was reduced from 8 to 61 per cent. in three stages
in August and October 1970 and January 1971.
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Budgetary policy remained rather restrictive throughout the year. In the summer
the govetnment announced the first of a series of releases of investment project
anthotisations blocked during 1969 and eatly 1970, but took care to keep the 1970
budget in balance. The government’s 1971 budget was also presented in balance,
though a small deficit now seems likely.

After the devaluation exports at first expanded strongly against a background
of capacity shortages and rising economic activity abtoad. The foreign currency
prices of French exports fell very little and there was an appreciable increase in export
profitability. But export growth siowed down in the summer as a result mainly of
cyclical developments abroad. The external deficit on cutrent account, which had
exceeded $2 milliard in 1969, was eliminated but, reflecting also an upturn in imports
associated mainly with restocking, the surplus realised last year was small. However,
foreign trade results for eatly 1971 were still satisfactory and the basic position appears
sound. There has been a selective relaxation of exchange controls, notably on French
enterprises’ investments abroad and foreign travel,

Private consumption quickened somewhat from the autumn onwards with a
revival of spending on durables, but overall demand still grew modestly. Strains on
resources were considerably reduced by late 1970 and eatly 19731, but after many
months of detetioration the employment sitvation has recently improved slightly,
with substantial shortages of skilled labour in certain sectots.

The pace of wage and price increases has been rather slow in responding to the
easing of demand conditions. Hourly wage rates advanced by some 3 per cent. in the
first quarter of 1971, bringing the rise over the twelve-month period to over 10 per
cent, Key wage settlements in the public sector in early 1971 provided for com-
paratively moderate increases but introduced a cost-of-living and a productivity
adjustment element. Adaptation to devalvation and price developments abroad
generally made the task of stabilising prices more difficult last year, whilst structural
problems and persistent excess demand in some sectors helped to perpetuate inflation.
Price increases are still under government surveillance, and selective reductions in
value added tax have been employed to limit the upward movement in consumer
prices.

In the spring of 1971 policy was still directed at avoiding too shatp a resurgence
of domestic demand. By intervening in the money market at rates lower than the
discount rate and in line with Euro-dollar rates, the Bank of France helped to limit
inflows of funds. Compulsory reserve requirements against increases in outstanding
credits were introduced in April, and raised in May, along with rises in the reserve
ratios against domestic and foreign deposits and 2 raising of the discount rate to
6%} per cent.

Italy.

At the beginning of 1970 the Italian economy was faced with three major
problems: to contain the wage/price spiral, to trestore the balance of payments to a
sustainable position, and to revive the growth of production and productivity after



the serious output losses recorded in the second half of 1969 as a result of the “hot
autumn’ strikes.

" During the first quarter an increasing rate of inflation and a deterioration in
the overall balance-of-payments deficit seemed to indicate that these were the most
serious difficulties that would have to be faced in the course of the yeat, since industrial
activity showed good signs of recovery, climbing to new trecord levels. Monetary
policy was thus initially held to a fairly restrictive stance, while various ad hoc
measures were taken both to prevent capital outflows and to encourage foreign
botrowing.

However, from the spring onwards the situation began to change. On the one
hand, industrial production stopped expanding, to tremain practically stationary for
the rest of the year. On the other hand, the acceleration in the price rise came to
2 halt, and a more appropriate balance-of-payments situation was achieved in the
sense that a teduced surplus on current account was accompanied by a significant
improvement in the balance on capital flows, latgely policy-induced,

The stagnation in production was not initially due to a deficiency in aggregate
demand, but 1o a disappointingly low response of the economy, and more specifically
to a marked slow-down in productivity growth, With producer-price rises fairly
contained, the very high wage increases — hourly wage rates in industry in June were
nearly 21 per cent. above their level a year earlier — and significant rises in raw-
material costs were absorbed by enterprises’ accepting lower profit margins, This
implied a reduced capacity for self-financing and a scaling-down of investment
projects, the latter being also partly due to the limited availability and the high cost
of external finance. In these circumstances, while the restrictive monetary policy
adopted had probably had a significant effect on both the balance-of-payments situation
and the evolution of prices and wages, it became apparent that more comprehensive
action on the part of the authorities was needed, not least in view of the fact that
the public sector’s deficit was threatening to assume unsustainable propottions.
The unexpected slow-down in the momentum of growth was beginning to cause
shottfalls in revenue, while the already high rate of expenditure would have had to
be stepped up to finance structural reforms of certain key sectors.

At the end of August fiscal measures were taken — consisting mainly of increases
in indirect taxes and social secutity contributions. This fiscal actdon, which was .
expected to produce an overall yield of about 1 per cent. of gtoss national product,
was intended to influence the allocation of global expenditure, i.e. to limit private
consumption and make way for social consumption outlays, At the same time monetary
policy was relaxed — a move that was also warranted on external grounds. After a
short-lived speculative run on the lira in July, which brought the spot quotation down
to the lower intervention point and gave rise to a forward discount of 17 per cent. at
. an annual rate against the dollar, the overall balance-of-payments position continued
to improve as a result of heavy capital inflows. Thus, with interest rates on the inter-
national markets falling, it was possible to allow domestic rates to move gradually
downwards, while still retaining a differential to encourage capital inflows and discourage
outflows. '



At the end of the third quartet there wete general expectations of a substantial
quickening of the momentum of economic activity, with productivity gains finally
taking place. In September official sources were still anticipating an overall growth
in real gross national product in 1970 of nearly 7 per cent. It should be pointed out
that this result would in itself have been only moderately satisfactory, since it was
based on a comparison with 1969, when the economy had suffered from production
losses estimated at 2 per cent. of gross national product in real terms. However, the
results for the final quarter, and consequently for the year as a whole, fell short of these
forecasts. Investment spending failed to pick up, and industrial production, after
recovering at the beginning of the year from the strikes, remained practically at the
same level. In particular, GNP growth came to only 5.1 per cent. in real terms. In
the early months of 1971 industrial production actually declined, and by March it
was some § per cent. below the level of twelve months before.

Two main factors appear to have been holding back growth in production and
productivity since the first quarter of 1970. Labour difficulties rank first. On the one
hand, intermittent strikes, general labour unrest and absenteeism were a characteristic
feature of economic developments during 1970 and early 1971; on the other hand,
the cut in working hours and the virtual banning of overtime as from the end of the
1969 strikes substantially reduced the short-term. productive potential of the economy.
The second factor is that since late 1970 the situation has gradually evolved towards
a slackening of aggregate demand, with consumer spending and, especially, productive
investment levelling off and house-building continuing in its recessionary phase.

The need to improve labour relations and to reactivate output and productivity
growth and capital spending hardly requites emphasising. In fact, only if the economy
goes back to a satisfactory growth pattern does the expensive programme of social
reforms to which the government is committed appear feasible.

Japan.

Having chalked up an average real growth rate of 1234 per cent. over the four
years 1966-69, the Japanese economy finally slipped into recession — Japanese style —
in the last quarter of 1970. The growth rate fell to 8.3 per cent.! Nevertheless, over
the yeat as a ‘whole the economy expanded by 11.5 per cent.

Restrictive monetary measures had been adopted in the autumn of 1969 to cool
down the ovetheated economy, but for six months afterwards the boom continued
headlong. From the spring of 1970, however, the effects of the measures began to be felt
and by the autumn there were unmistakable signs of a slackening in business activity.
Plant and equipment investment declined and sales of some durable consumer goods,
notably cars and household appliances, fell off. Industrial production, which had been
rising at an annual rate of nearly 18 per cent. up to July, showed no further growth for
the rest of the year and in fact declined in the final quarter.

Although during 1970 as a whole most sources of demand were weaker than in the
previous year, expotts and plant and equipment outlays continued to give a strong
expansionary impulse; both went up in real terms by around 15 per cent., compared



with 20 per cent. the year before. Housing construction, too, increased by 13 per cent.,
vety little less than in the previous yeat, while the rise in private consumption was
teduced to & per cent. from the 1o per cent. of 1969. Stocks expanded substantiaily,
reflecting the fall-off in sales of finished goods in the second half of the year.

Little progress was made in 1970 in checking the inflationary spiral of prices and
wages which had started the year before. It is true that the rise in wholesale prices was
halted, but no such tendency was discernible in the course of consumer prices. At the
end of 1970 they stood over 8 per cent. higher than a year earlier. Wages, which had
increased by 161 per cent. in 1969, went up by 1714 per cent. in 1970, In the last
quatter, however, there were signs of easing in the rate of advance, and this trend
may have begun to moderate the rise in consumer prices in the early months of
this year,

Faced with a sharper deceleration of activity than had been expected, the authorities
took major steps in the autumn of 1970 to ease monetary conditions. The permissible
growth of city-bank lending, which had gradually been raised during the yeat, was
increased further in the final quarter, and at the beginning of 1971 the ceiling was
removed completely; the discount rate was reduced twice, by a total of half a per-
centage point; and government expenditure policy was geared to allow greater
flexibility, with the help of additional bond issues, in order to counteract, if necessary,
any persistent recessionary tendencies. The budget for the fiscal year 1971—72, although

_basically neutral, provides for an increase of 181 per cent. in general-account
expenditure, compared with a forecast rise of 15 per cent. in nominal gross national
product, ' :

In a year when domestic activity declined, one preoccupation of the authorities
was to avoid an increase in the already large overall balance-of-payments surplus. And,
in fact, the ovetall surplus fell from $2.3 milliard in 1969 to $1.4 milliard last year.
The majot change took place on long-term capital account; a net outflow of only
$o.2 milliard in 1969 expanded into one of §1.6 milliard last year with the help of
official measares, On current account, which had actually improved during the infla-
tionary boom of 1969, the large surplus continued during 1970, and indeed began to
increase as the strain of domestic demand eased. Despite measures to damp down
exports and encourage impotts, the trade sutplus grew from $3.7 milliard to over $4
milliard, Exports, after having risen by 23 per cent. in 1969, went up by a further
21 per cent. in 1970, while imports, which rose by 17 per cent. in 1969, expanded by
2§ per cent. last year. However, with the decline in domestic activity in the second
half of the year, the rate of growth of imports slackened appreciably, while that of
expotts accelerated.

Official reserves, which had risen by $o0.8 milliard in 1969, went up by §1 milliard
last year and, including the first allocation of SDRs, stood at $4.8 milliazd at the end
of the year, They would have been higher still bad not the Bank of Japan in mid-year
encouraged the repayment of foreign borrowing by making yen loans to the banks
at favourable rates. With intetest rates abroad and in the Euro-dollar market declining,
the banks” net foreign position, which had improved by as much as §1.5 milliard in
1969, imptoved by only a futther $o.4 milliard in 1970.
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It is hoped that the removal of credit restrictions from the beginning of 1971
will quickly stimulate the economy to resume a higher growth path. However, in the
first quarter of this year there were few signs of a pick-up. Bank lending was acceletating
and exports were continuing to surge ahead. But a sharp fall of nearly 25 per cent. in
new ordets for machinery in the last quarter of 1970 poiats to no quick recovery in
business equipment investment; this is confirmed by surveys of investment intentions,
particularly in the motor, électrical machinery and iron and steel industries. Undue
delay in the teaction of the economy to the expansionary measures taken so far
would be liable to push up the already large cuttent-account surplus; but then further
stimulating measures by the authorities would be likely. Owing to exchange controls
and the firm stand of the authorities against revaluation, Japan has not had a substantial
speculative inflow of funds. '

Canada,

Ax the beginning of 1970, despite some slowing-down in the pace of inflation,
the policy of the Canadian authorities was still to give top priority to cutbing the wage/
price spiral. However, with unemployment rising sharply, monetary and fiscal restraint
was gradually relaxed, initially to prevent a fully-fledged recession from taking place,
but subsequently, when the price situation appeared to be under much better control,
to steer the economy back to growth in line with its potential.

Relaxation of monetary policy started gradually towards the end of the first
quarter of 1970, with monetary aggregates beginning to show a considerably higher
tate of increase from April onwards. However, owing to relatively weak overall demand
for funds, interest rates had already begun to decline in January, and the downwatd
drift continued until the first quarter of 1971, Despite their fall, Canadian short-term
rates stayed above the corresponding US rates for the first quatter of 1970, checking
short-term capital outflows, At the same time a large volume of new bond issues
abtoad led to an increase in the already heavy inflow of long-term capital. Simultaneously,
and somewhat unexpectedly, thete was a substantial improvement in the balance
of payments on cutrent account. The Canadian dollar went close to the upper inter-
vention point and the authorities had to purchase large amounts of foreign exchange.
This trend continued in the second quatter, when huge short-tetm capital inflows
occurred and the current-account balance strengthened further. The resuliant reserve
growth posed serious problems for domestic monetary management, since it was
felt to be entailing a degree of expansion of Internal liquidity that was not appropriate
at that time. At the end of May the Canadian authorities consequently decided to let
their currency float. At the same time they lowered Bank rate, mainly in order to
discourage possible speculative inflows and hence to avoid exchange uncertainties.
The dollar soon appreciated by approximately 4 per cent. relative to the previous
official parity, and continued to rise slowly to reach near-parity with the US dollar by
the end of the first quarter of 1971.

The shift towards an expansive economic policy which took place in 1970 was
clearly reflected in fiscal action. Already in the first quarter government expenditure
in both nominal and teal terms showed a considerable increase compared with the
- year-earlier level and remained high throughout the year, partly as a result of the



expansionary measures taken in the March budget. The Federal Government sector
thus shifted from a surplus of $775 million on a national-accounts basis in 1969 to
virtual balance in 1970. In fact, the high level of public expenditure was one of the
two main factors which prevented a serious recession from occurring in 1970, the other
being the pull exerted by foreign demand. The supplementary budget presented in
December 1970 indicated further expansion in 1971 notwithstanding the extension
of the 3 pet cent. surtax on personal and corporate incomes until the end of the year.

The loss of momentum in economic growth in the fitst part of 1970 was teflected
in particular in a high and rising level of unemployment. The seasonally adjusted
unemployment rate, which stood at 4.7 per cent. at the beginning of 1970, increased
steadily until September to reach a peak of 6.8 pet cent. Thereafier it gradually came
down to 6.2 per cent, in Januaty 1971.

Despite the considerable under-utilisation of labour tesources, the real growth
in gross national product for 1970 as a whole, at 3.3 per cent., was relatively high and
accelerated in the second half of the year. The annual rate of growth between the fourth
quatter of 1969 and the second quarter of 1970 was 1.7 pet cent. In the third quarter
of 1970 real gross national product expanded at an annual rate of 2 pet cent., and in the
, fourth quarter of the year the rate of growth rose to 6 per cent., in spite of the impact
of the strike in the motor industry, which lasted even longer in Canada than in the
United States. ' :

Some success was, in fact, achieved in 1970 in the fight against inflation. This
is brought out particularly clearly by the behaviour of the consumer-price index, which,
after rising steeply between February 1969 and August 1969, increased at the rate of
3 per cent. until July 1970, and finally showed an actual decline of over 1 per cent. on
an annual basis between July and Decembet 1970. It is true that the striking development
of this index was influenced by special favourable factors which affected, in particuiar,
food prices. However, other price indicators also showed clear signs of deceleration
duting the year. The GNP deflator, for instance, went up at an annual rate of only
1.8 per cent. from the second to the fourth quarter of 1970, the increase being concen-
trated almost exclusively in the third quarter.

Concern must, however, be expressed as regards wage increases. Avetaging
about 8 per cent. during the year, these remained well above productivity gains and
showed no signs of abating in spite of the high and rising level of unemployment and
the attempts of the Prices and Incomes Commission to bring them down. The Com-
mission had been set up at the end of 1969 with the object of introducing a prices and
incomes policy. It achieved some success in 1970 on the price front by secuting the
co-operation of business in moderating price rises, but it failed to obtain the collaboration
of the trade unions in accepting guide-lines on wage increases. The scissor-like movement
of prices and wages caused the business community to withdraw its support from the
Commission late in 1970, so that the expetiment of introducing an incomes policy was
more ot less abortive. Productivity gains — usually strong in the phase of recovery
following a slow-down in economic activity — are likely to go some way towards
offsetting wage increases in the near furure, Nevertheless, the need gradually to moderate
wage tises appears in Canada, as elsewhere, to be a prerequisite for achieving sustainable
and balanced growth.
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In the spting of 1971, although some consolidation of the pace of growth seemed
to have taken place — with aggregate demand boosted by government expenditure,
housing and consumer spending — unemployment was still a setious cause for concern
~ and prices wete again showing a marked upward tendency.

Belgium.

Following a strong cyclical upswing in 1969, which quickly pushed the Belgian
economy to the stage of overheating, the expansion of aggregate demand continued
last year, though at a less rapid pace. At the same time supply became easier, so that
Belgium was able in 1970 to achieve more of less all the main objectives of economic’
policy. On the domestic side, the growth rate of the gross national product at constant
prices remained high and a satisfactory level of employment was attained, while on the
price front the upward movement slowed down so that in this respect Belgium achieved,
if not real stability, at least a position at the lower end of the international scale of
inflation. Externally, the overall balance of payments moved closer to equilibrium,
the surplus being reduced to some §100 million last year,

The moderate cooling-down of the economic temperature to a more normal level
was reflected in a decline in the growth rate of real gross national product from 6.5 per
cent, in 1969 to 5.5 pet cent. in 1970. The expansion, however, received an even
stronger boost than before from fized capital investment, which rose by almost 10 per
cent. in real terms. During the first half of 1970 private consumption increased only
modestly. This was largely the after-effect of the earlier anticipatory buying when it
was expected that the value added tax would be introduced on 1st January 1970;
in fact, its introduction was postponed for a year. After the middle of the year private
consumption accelerated with the growth of disposable income and in renewed anti-
cipation of the value added tax. '

The imminent introduction of the value added tax also had an impact on stocks
of finished products: after tending to rise during the first three quatters of the year,
they were generally run down in the last quarter of 1970, both in industry and in
certain branches of trade. Altogether, additions to stocks last year were only
about half those in the preceding year. Two further factors contributed to the easing
of boom conditions in Belgium, On the one hand, public consumption rose less strongly
than in 1969. On the other hand, foreign demand, which had played a decisive réle
in the economic upswing of 1969, expanded more slowly during the following year.

Industrial production (excluding construction) started to stagnate in the second
quatter of 1970. Consequently, its year-to-year rate of increase slowed down from
11 per cent. in the first quarter to about 5.5 pet cent. in the third. Towards the end of
the year, however, a renewed upswing was apparent. The average degree of capacity
utilisation declined only marginally and order books remained well-filled, reaching 2
level of 4.3 months’ output at the end of January 1971. In the building sector activity
was very brisk throughout the year.

The downward trend in unemployment came to a standstill early in 1970,
when a very low level had been reached, but thete was a further modest decline in
January 1971, The current level of unemployment is largely structural. After reaching



a peak in the first quarter of last yeat, unfilled vacancies remained on a high plateau
until the end of July and showed a slight, gradual decline during the following months.
Owing to the tight situation on the labour market and the high level of economic
activity, the rise in wages accelerated. Houtly earnings of workers in industry rose
by 11.2 per cent. between December 1969 and December 1970. Profit margins in
industry were noticeably reduced by the strong advance in wage costs and fuel prices,
which the modest improvement in productivity was insufficient to offset.

From the beginning of the second quarter of 1970 onwards a gradual deceleration
of the tise in industrial wholesale prices became apparent, their year-to-year growth
rate slowing down from an average of 6.6 per cent. in the first quartet to 4.3 per cent.
in the fourth quarter. A similar tendency was observable in the development of consumer
prices; their comparable rate of growth declined from 4.3 to 3.5 per cent. The intro-
duction of the value added tax on 1st January 1971 has so far affected consumer prices
to only a limited extent, owing to preventive measures taken by the government towards
the end of 1970. In Aptil 1971 consumer prices were 3.9 pet cent. higher than a year
before.

As the slackening of expansion could not be interpreted as the first sign of
a reversal of the basic economic trend, the central bank did not, up to the autumn
of 1970, alter the general direction of its policy of restraint which had been introduced
in 1969. But during the final months of 1970, in view of the more moderate economic
clitnate at home and the downtrerid in short-term interest rates abroad, it turned
to a less restrictive policy. Quantitative credit restrictions were eased and the discount
rate was lowered in two steps from 7.5 to 6.5 per cent. Short-term interest rates
remained fairly high during the first half of 1970; they subsequently fell when a more
ample supply of funds on the domestic market hegan to exceed demand. The upward
movement of long-term interest rates continued until October, when they reached
a peak of over 8 per cent. Thereafter they declined in line with developments abroad.

With the changeover to the value added tax, and with the danger of the rise in
costs becoming more acute, the possibility could not be ruled out that a more rapid
increase in prices might compromise economic equilibrium. It was therefore decided
towatds the end of 1970 to maintain the quantitative credit restrictions up to the end
of March 1971 in the case of credits that might easily be used for the financing of stock-
building and consumption. On 25th March 1971 the central bank again lowered the
discount rate, by half a percentage point to 6 per cent., in order to guard against an
inflow of foteign funds, and at the same time it prolonged the ceiling on credit expansion
up to September. The measures taken by the government at the end of last year in
connection with the changeover to value added tax, in particular the testraints imposed
on price increases, were generally prolonged in early April. During the May 1971
exchange crisis the authorities modified their dual exchange-market system, which
had been in force for many years, instead of allowing the franc to float on the official
matket. With effect from roth May the two exchange matkets were completely
separated: the official market was reserved for cutrent-account transactions and the
free market for all other transactions. Additional measures announced on the same day
included a ban on the opening by banks of deposit accounts in favour of non-residents
the balances on which would be convertible on the official exchange market and
the prohibition of interest payments on non-residents’ convertible sight accounts,



Netherlands.

In spite of tighter fiscal and monetary policies, inflation was again the predominant
feature of economic developments in the Netherlands last yeat. But compared with
1969 there were some important changes in the undetlying forces. In 1969 the sharp
rise in domestic prices was triggered off by the introduction of the value added tax,
reinforced by subsequent wage increases. In addition to rising wages, inflationary
pressures in 1970 were strengthened by a sharp increase in import prices and by the
strong expansion of domestic demand.

The accelerated growth of demand came from both the household and the
business sectors. A continuing increase in wage income in the region of 10 per cent,,
combined with ever tising social security benefits, enabled households last year to
raise consumption by more than 1o per cent, in nominal terms. As regards the enterprise
sectot, a favourable development of profits — ptiot to the phase of accelerated wage
rises — plus the pressure of demand itself, explains the 20 per cent. increase in demand
for investment goods. Demand from abroad was also expansionary again, while
residential building and government investment were damped down by policy restraints,
All in all, aggregate domestic demand considerably exceeded the supply of goods
and services in 1970, although domestic production proved surprisingly elastic,
After increasing by more than 5 per cent. annually in the years 1967-69, real gross
mational product expanded again last year by 6 per cent., although pressure on resoutces,
particularly on labour, had already built up eatly in 1969, As the year went on, however,
production grew mote slowly.

Apart from the growth of production, supply was augmented by a sharp increase
in imports that exceeded the simultaneous rise in exports. As a result, the external
current ‘account deteriorated considerably and showed, on a transactions basis, a
deficit of Fl. 1,660 million, against approximate balance in 1969,

Over the past year or so increases in ptice indexes have no longer been a very
reliable indicator of the real strength of the domestic inflationary forces in the Nether-
lands. On the one hand, substantially higher import prices have a heavy weight in
the indexes. On the other hand, upward pressure on prices from domestic sources is

" not fully reflected, as price control regulations provide that only increases in specified
“external” costs — but not, in principle, wage rises — may be passed on in prices.
Nevertheless, the cost of living incteased by 51, pet cent. last year and showed clear
signs of acceleration from the summer onwards. Under these circumstances, and in
view of 2 planned increase in the standard rate of value added tax from 12 to 14 per
cent. in January 1971, ptice control was tightened in November and extended undil
March 1971. This measute was supplemented in December by the limitation of newly-
negotiated wage tises to 4 pet cent. during the six months following the expiry of
existing contracts,

In addition to this direct action, taxes on income and consumption were raised
in January 1971 and planned government expenditure was cut back. Moteover, consumer
credit was tightened and government credit guarantees were limited.

In the monetary field, the restrictive policy was continued and the granting of
shott-term credit to the private sector remained subject to ceilings which for the year



as a whole allowed an increase of 9% per cent., ot slightly less than in the year before.
The banks kept within theit ceilings; however, credit limitation lost most of its braking
powet in view of the heavy inflow of capital from abroad. At Fl. 3.7 milliard (against
Fl. ¢.6 milliatd in 1969), the inflow was twice as large as the external current deficit
and thus contributed substantially to monetary expansion. The financing of local
authorities” deficits was, once again, expansionary, whereas the central government
succeeded in repaying some of its short-term debt and thereby reducing the inflationary
~ impulses originating in the public sector.

In view of persisting inflationary pressures, credit ceilings for the first four
months of 1971 were again fixed somewhat below the corresponding figures for last
year. However, if inflation is to be brought undet control, budget restraint measures
additional to those which came into effect in January seem to be needed. To help
hold down wage demands, one step taken recently by the government was to prolong
price control for an indefinite period. '

The cut in the discount rate — from 6 to 5%, per cent. — eatly in April was
practically dictated by international developments. But, since this reduction promised
to help reduce the inflow of funds from abroad, and because it was backed up by
domestic credit ceilings, it seemed also appropriate as a measure of anti-inflationary
policy. Though it tan counter to the needs of the external current account, the floating
of the guilder in eatly May, prompted by Germany’s similat move, should help to
curb capital inflows and domestic inflationary pressures.

Sweden.

In Sweden several features stand out. Overall demand pressures reached a peak
in the late spring of 1970 and then gradually began to recede. External payments
problems began to seem a little less pressing and foreign exchange teserves were
progressively reconstituted. On the other hand, wage inflation intensified and thete
was a spread of industrial unrest.

Most components of overall demand were at high levels in the first half of 1970.
But the boom was marked particularly by unusually extensive inventory accumulation,
which brought an upsurge in imports before the turn-round in the late spring. Export
growth was checked partly by capacity shortages, investment in plant and equipment
grew slowly and there was a decline in housing activity, which in Sweden is largely
determined by central-government decisions. Hence, the growth of real gross national
product in 1970 slowed down to 4.4 per cent., compared with 5.7 per cent. in 1969,

Credit policy had been tightened considerably in the face of the previous upswing,
with a series of measures to restrict bank liquidity; most of these remained in force
last year. To supplement the effect of the higher interest rates resulting from two
increases in the discount rate duting 1969, the expansion of bank credit other than for
housing in 1970 was made subject to a ceiling of 4 per cent. As a result of these measures
bank lending was kept tightly in check until the turn of the yeat. Output growth had by
then slowed down, and the authorities aimed from the beginning of 1971 to stimulate
investment in manufacturing. Banks were asked to give ptiority to credits for this



purpose and the credit ceiling was removed. To help consetve foreign exchange
reserves, however, the Riksbank’s discount rate was held at 7 per cent.

The slight easing of monetaty policy was facilitated by the shift to fiscal restraint
in the course of last year, The previous 10 per cent. value-added-tax rate was increased
first to 14 per cent., for cars in particular, in February 1970, then to 15 per cent., for
cars and household appliances in November and for other goods in January 1971.

"Part of the increase was designed to offset revenue losses due to a reduction in tax on

low incomes as from 1971, But, in addition, the government sought last yeat to slow
down its spending and postponed some ordeting from the private sectot. A tax of
25 per cent, was imposed on non-priotity building started between May 1970 and
July 1971, which brought such activity almost to a standstill. In October further
restrictive measures were announced, including increases in the tax on petrol, spirits
and wines and a rise with effect from January 1971 from 1 to 2 per cent. in the payroll
tax. As a result, the budget deficit, estimated at about S.kt. 2 milliard for the year
ending June 1971, is expected to be virtually eliminated in 1971—72.

The slow-down in activity during the year was accompanied by a decline in
imports in the summer and, with exports still advancing, there was a progressive
reduction in the external curtent-account deficit, culminating in a move into surplus
in the last quarter of 1970. The previous adverse shift in the terms of payment was
reversed and, with the help of inflows of commercial credits induced by domestic
credit restraint, official foreign exchange reserves were restored by early 1971 to the
levels recorded prior to the buffetings of 1969, Consolidation of the improvement is
being sought by diversion of labour and investment from public consumption and
housing to industtial investment. New measures announced in January included a
tax-free allowance for 1o per cent. of machinery and equipment investment undertaken
in 1971

Credit for investment became more readily available in the spring of this year,
but interest rates remained high. To encourage a reduction in lending rates, once
developments abroad permitted, the Riksbank’s discount rate was lowered from
7 to 6% per cent. in March, then to 6 per cent. in April.

Both domestic developments and price rises abroad contributed to inflation last
yeat, Rising export prices boosted profits and weakened tesistance to wage increases,
though overall demand pressutes eased. Average houtly earnings went up by 10.6 per
cent, over the year as a whole, with rising costs becoming the main inflationary force.

Besides tightening fiscal policy, the government took direct measures to brake
the wage/price spiral and adopted a firmer stance in wage negotiations. With the
object, initially, of forestalling price increases in anticipation of the rise in value added
tax and of providing a stable base for wage negotiations, it introduced a price freeze
for food products in August and éxtended it to all goods and services in October.

The task of slowing down wage increases was aggravated by outbreaks of
wild-cat strikes. This was largely a reaction against rising prices and higher taxation.
In early 19771 protracted strikes of civil servants took place in support of substantial
wage claims, The government met the situation by lock-outs and then a six-week ban



on strike activity, with the object of avoiding settlements that could set off a general
wage explosion.

Switzerland.

The growth of demand, which had begun to accelerate in the latter part of 1969,
continved to rise in the first half of 1970. But the weight of expansionary forces
shifted gradually from exports to domestic investment demand, stemming from both
the industrial and housing sectors. A speed-up of private and public consumption also
contributed to a rise in overall demand that clearly exceeded the economy’s productive
potential. As the economy had already been working practically at full capacity late
in 1969, the possibilities for increasing production were rather imited in 1970, especially
in view of the strict ban of March 1970 on the entry of new foreign workers.

Since the summer of last year, howevet, the expansion of demand has decelerated
somewhat: exports have levelled out and planned investment seems to have decreased;
this is indicated by a decline in the issue of building permits and a stabilisation
in the inflow of otrdets to the engineering industry. Nevertheless, for the yeat as
a whole total nominal demand has been 12 per cent. — for fixed investment even
21 per cent, — above ‘the 1969 level, which had already been 11 per cent. higher
than in the year before. The growth of the real gross national product, on the other
hand, came to only about 4.3 pet cent. last yeat, as compared with 5.9 per cent. in 1969.
The widening gap between demand and supply led to the build-up of inflationary
forces and a pronounced increase in impotts that far outstripped the rise in exports.
Thus, the trade deficit doubled to Sw.fr. 5.7 milliard in 1970, and prices and costs
recorded their sharpest rise in the post-war period. With clear signs of acceleration
after the summer, consumer prices rose by 5% per cent, in the twelve months up to
December last, reflecting in part, however, substantially higher import prices. In fourth-
quarter comparisons, the rise in industtial wage rates speeded up from 4.1 per cent,
in 1969 to 8.2 pet cent. in 1970, But, here again, the increase included an “external”
element, the influence of appreciably higher wage rises in surrounding countries.
Particularly important were those in Italy, the main source of foreign labour for
Switzerland.

Although such a situation called for restrictive measures, no decisive new
steps were taken by the authorities after the spring of 1970. Their attitude reflected
to some extent the view that the most propitious time for cutbing the boom had
been missed. But it was also due to the fact that appropriate policy instruments were
not available. Because of this, the government is now aiming at developing the
constitutional basis for a more adequate set of fiscal and monetary policy tools. As
far as the National Bank’s policy is concerned, reasonable results have been achieved
by the quantitative limitations on the banks’ credit-granting that were introduced
on the basis of a voluntary agreement in September 1969. By December 1970 the
anmal growth rate of domestic credit-granting had come down to 7.4 per cent.
(approximately at the ceiling rate), compared with 12.6 per cent. in August i969. In
addition, the central bank aimed at maintaining interest rate differentials vis-i-vis
foreign currencies to give an incentive for the export of funds. However, this policy
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has come up against increasing difficulties since the latter part of 1970, when the
fall in interest rates on Buro-markets brought some of the rates down close to Swiss
domestic rates, Swiss non-banks began to repatriate funds on a larger scale in order
to take advantage of the — by Swiss standards — high yields on domestic bonds.
But as these funds were to a large extent rechannelled abroad by the banks, an undue
inctrease in the money supply was averted.

In view of the risk of disturbing monetary influences from abroad and the
petsistence of strong domestic inflationary forces in February, the National Bank,
in agreement with the Bankers’ Association, extended the quantitative credit controls
for one year until July 1972.

As a first step towards updating the legal framework for economic policy, a
revised Monetary Law was enacted in April. The main aim was to terminate the
anachronistic situation in which a decision on the parity of the Swiss franc had to be
taken by Parliament and could be made subject — within a three-month period —
to a general referendum. Under the new law this power was transferred to the
government, which could now, after consultation with the National Bank, make a
speedy decision in case of need. The need was not long in coming, The forewarning
was a huge inflow of dollars into Switzerland prior to the closure of various exchange
markets, followed by Germany’s decision to permit the Deutsche Matk to float
upwards. Moteover, having not been. in a position to follow the Deutsche Mark
tevaluation in October 1969, Switzerland now had reason to act mote definitively,
and the franc was revalued by 7.07 per cent. on gth May. The step is expected to help
strengthen monetary control and to mitigate the domestic impact of price rises abroad.

Austria,

Austria’s economic growth in 1970 was the highest for ten years. In addition,
price and wage inflation was less than in most other countries and the balance of
payments continued in comfortable surplus. The real gross national product expanded
by 7.1 pet cent., after a rate of 6.2 per cent. in 1969, and the price rise was 4.6 per cent.

The rapid economic growth for two years running can be ascribed mainly to
gains in industrial production per man-hour of 8.3 pet cent. in 1969 and 7.6 per cent.
in 1970. Unemployment was the lowest ever and labour shortage was the most common
bottleneck. To relieve pressutes on the labour market, the quota for foreign workers
was raised and their numbers increased by almost 40 per cent. to 75,000, or 3 per cent.
of the labour force.

Hourly wage rates in industry went up on average for the year 1970 by 10.1 per
cent.; there was, however, a widening wage drift. Unit labour costs increased by
4 per cent., after having fallen in the previous two years, but profits remained high.
Eatly in the year price developments were strongly influenced by rising import
prices, though selective tariff measures had been taken after the German tevaluation;
in March 1970 import unit values were 15 per cent. higher than a year eatlier. The
year-to-year rate of increase of wholesale prices reached 5.8 per cent, in May and
declined to 4.2 per cent. at the end of 1970; but in March 1971 it was as high as 6.1 per
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cent. On the average for 1970, and also in March 1971, consumer. prices were 4.4 per
cent. higher than a year earlier,

In response to active domestic demand, imports of goods and services rose by
over 1§ per cent. in real terms, compared with 9 per cent. the year before. Notwith-
standing the cyclical downswing abroad, the growth of merchandise and invisible
exports edged down only slightly to 15.5 per cent., with strong support from tourist
receipts. The deficit on trade account increased by more than one-half to Sch. 18.8
milliard, but the current account changed far less, from a Sch. 2.6 milliard surplus
to a negligible deficit; this and a small deficit on capital account were more than balanced
by unrecorded inflows, so that the overall balance-of-payments surplus, excluding the
SDR allocation, amounted to Sch. 1.7 milliard, viz. to about Sch. 1 milliard less than
in 1969,

With its balance of payments in sutplus under domestic boom conditions,
Austria emerged from the currency crisis in May 1971 by appteciating the par value
of the schilling by s.o5 per cent.; in addition, it decided to make full use in future of the
margin of fluctuation of 1 per cent. on either side of the parity allowed under the
Articles of the IMF. The revaluation was aimed mote at pteventing a further upsurge
of impott prices — commodity imports from Switzerland, Germany and the Nether-
lands account for over so per cent. of Austtia’s total import bill — than at dampening
exports. It was also important to avoid a labour drain, to southern Germany in patticular.
In case a marked cyclical downturn should materialise, provision was made earlier
in the 1971 budget for contingency expenditure that would raise the growth rate of
budgetary outlays from 9 to 12.5 per cent.

Spain.

If the attainment of policy aims is the critetion, 1970 must be judged a successful
yeat for Spain. The economy appears to have given a neat demonstration of how to
pass from a situation of excessive expansion and a serious balance-of-payments problem
to one of a strong external position without an unduly severe depression of domestic
demand.

Cotrective measures in both the monetary and fiscal fields were taken towards
the end of 1969 and in the eatly months of 1970. Largely through their liquidity-
squeczing effects, these measures successfully and quickly cooled the economy and
redressed the balance of payments. Industrial production continued to expand strongly
up to mid-year at an annual rate of around 10 per cent,, although this was slower than
the 13 pet cent. average for 1969. In the second half of the year, howevet, as the
testrictive measures began to bite, the growth of output slowed down significantly -
to attain only a 5§ per cent. rate in the last quarter. Over the year as a whole real gross
national product rose by 63, per cent., compared with 7% per cent. in 1969. The
growth of gross investment showed the largest decline, falling from 131 to 5% per
cent., but private consumption also slackened. However, aggregate demand was
buoyed up by a 24 per cent. rise in exports.

Notwithstanding the slackening of domestic demand, prices and wages rose
strongly. Wages, which had risen on average by 12 per cent. in 1969, maintained
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this rate of increase in the fitst half of 1970, but shot ahead in the third quarter to
show a gain of 20 per cent. on the year-earlier level, The course of the cost of living
was similar: having risen by only a little over 2 per cent. in 1969, it showed an average
rise of §% per cent. last year, and in the last quarter was 7% per cent, higher than
a year earlier. The main reason for these movements was that a start had been made
in 1969, and was taken further in 1970, in relaxing the wide-ranging system of wage
and price controls introduced with devaluation in November 1967,

The balance of payments improved dramatically in 1970 on both curtent and
capital account. Although the trade deficit was reduced only slightly, the surplus on
services and transfers increased sharply as a result of higher receipts from tourism and
labour remittances, so that there was 2 $730 million improvement on current account.
The net inflow of long-term capital was latger than in 1969, and the outflow of short-
term capital in that year was replaced last year by a small inflow, reflecting higher
Spanish interest rates and the domestic liquidity squeeze. The result was that the
overall balance swung from a deficit of $220 million in 1969 to a sutplus of $820
million, and net official assets doubled, rising from $885 million to $1,750 million
excluding the initial allocation of SDRs. :

With the economy still showing signs of contracting at the end of 1970, the stance
of official policy in early 1971 was definitely expansionary. Government expenditure
postponed in the previous February had alteady been unfrozen in mid-197¢c. At the
same time the liquidity effect of an import deposit scheme, which had been introduced
at the beginning of the year, had begun to weatr off as new deposits were matched
by repayments, and from the beginning of 1971, in view of the improved balance-
of-payments position, the rate of deposit was halved. Partly to counteract this
addition to liquidity the commercial banks were requited to observe, from 1st March
1971 onwards, a minimum cash ratio of 7% per cent., but this was likely to have little
effect on their lending capacity. The rediscount rate was reduced twice, in January and
April, and furiher expansionary measures, including an easing of hire-purchase terms,
were introduced. In the spring of 1971, therefore, the stage was set for some acceler-
ation of the rate of growth together with the maintenance of a satisfactory external
position. '

Eastern Europe,

The Sovier Union recorded not only very good ctops but also a large gain in
output per worker in industry and an increase in construction activity; as a tesult
the ‘growth of national income accelerated to about 8.5 per cent. from 4.8 per cent.
in 1969. The expansion of fixed investment recovered from 3.5 per cent. to ¢ per cent.
The priority given, especially in 1969, to completion of investment projects helps to
explain the pick-up in industrial production to 8.3 per cent. in 1970; the increase of
1.2 pet cent, in employment in industry was only haif that recorded in the preceding
year. Reorganisation of the construction industry at the beginning of 1970, including
a change in the system of management, yielded good results. Foreign trade increased
in value terms by about 11 per cent., i.e. somewhat mote than in 1969, The rise in
teal per capita income was again around 5 per cent.



About the same rate of per capita income growth as in the Soviet Union was
achieved in Buigaria, where efforts to contain domestic demand centred on fixed
investment, for which vittually no increase was allowed for in either 1969 or 1970
after its disproportionate expansion in earlier years. Another aim was to strengthen
the trade account. In fact, a small surplus had already been achieved in 1969, and in
1970, with exports up by 12 per cent. and imports by only 4 per cent., the surplus
rose to roughly $200 million. The increase in industrial production edged downwatds
parallel with productivity, to 9.3 per cent. The growth in national income produced
was 7 per cent., compared with 7.9 per cent. in 1969.

In Poland the rise of 6 pet cent. in national income produced compares with one
of 2.9 per cent. in 1969. With a 1.5 per cent. tise in employment, the increase in output
per wotker was well above the previous average, particularly in industry. Total

- industrial production went up by 8.3 pet cent. In the producet-goods sector the advance
came to 9 pet cent., while consumer-goods output increased by 7 per cent., though
food processing rose by only 1.6 per cent., largely because of the depressed state of
agticultural production, which expanded by 1.9 per cent. after declining in 1969.
Much of the increase in aggregate output in 1970 went into exports and investment.
The growth of exports accelerated from 1o per cent. in 1969 to 13 pet cent. in 1970 —
and was particularly striking vis-a-vis western Burope and in the foodstuffs sector —
while that of imports remained unchanged at over 12 per cent. Gross investment
expanded by 11 per cent. ; about half of the gain was accounted for by stock accumulation.
Private and public consumption combined incteased by 4 per cent., private consumption
alone going up by 3.5 per cent. Real income per wage-earner rose by 1.2 per cent.
and as 2 result the accumulation of savings deposits and, particularly, of cash holdings
slowed down markedly. To overcome structural difficulties in agticulture, incentives
for more efficient production were initiated in the spring of 1971.

Aggregate economic growth in sastern Germany, at 5.z pet cent., was virtually
unchanged in 1970. Analysis of the components of supply and demand, however,
teveals strains that have been building up over the past few years. Production slowed
down from a 7.0 pet cent. increase in 1969 to 6.4 pet cent., with productivity tising
less than in any other eastern European country. As in Poland, agricultural results were
unfavourable for the second year running. Construction, too, was affected by bad
weather conditions, but also by supply bottlenecks. The growth of fixed investment,
at 7.0 pet cent., was about half that in 1969. The rise in retail sales fell off from 6 to
4.2 pet cent. but was greater than that in money incomes, The trade balance tutned
round from surpluses of about $400 million and $200 million in 1968 and 1969
respectively to a deficit of $150 million.

Cechoslovakia succeeded in 1970 in restoring internal balance, while maintaining
a roughly balanced trade account. A price freeze was introduced eatly in 1970 and
incomes were kept under strict control; as a result nominal wages went up by no more
than 2.6 per cent. after the rise of 7.4 pet cent. the year before. Real wages and also
private consumption showed an increase of 1 pet cent., compated with 6.1 per cent.
and 7.5 per cent. respectively in 1969, The savings ratio improved for the first time in
three yeats, while the rise in fixed investment, another source of inflation in past
years, was cut back by more than half to 6 per cent., partly by means of a more
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Eastern European economies:
Natlonal income and industrial and agricultural production.

Natlenal income produced? Global industrial output Glohal agricultural cutput
Countries 1068 | 1960 | 1ov0 | 1988 | 1968 | 1970 [| 1988 | 1980 | 1970
real annual increases, in percentagas

Albania. . . . . . 11.0 11.0 6.0 19.0 11.0 7.7 2.5 10.0 5.0
Bulgaria . . . .. 6.4 7.8 7.0 10.2 9.9 2.3 — 7.3 2.2 4.0
Czechoslovakia . . 8.4 6.5 5.0 55 5.2 7.7 5.5 1.0 1.3

Eastern Germany . 5.3 5.1 5.2 6.1% 7.0% 6,42 1.0 | —8.3 .
Hupgary . . . .. 5.0 7.2 5.0 5.3 3.0 7.4 a.5 5.2 — 8.0
Poland . . . .. . 2.0 2.9 6.0 2.4 8.9 8.3 4.4 — 4.7 1.9
Rumania . . . .. 6.8 7.9 6.6 11.6 10.8 1.8 | —38 3.7 | —5.4
USSR, . . . ... 8.3 4.8 . 8.5° 8.3 T a.3 4.5 — 3.3 8.7

1 Met material product, 2 Excluding work in progress. 2 Domsstically distributed national income.
Source: UN Economic Commission for Eurone, Economic Survey of Europe in 1870,

restrictive credit policy. As a result of higher productivity gains, the increase in gross
industrial output accelerated, though final deliveries slowed down from a rise of
8.9 pet cent. in 1969 to one of 7.0 pet cent. in 1970. Agricultural production remained
slack, exceeding the previous yeat’s level by 1.3 pet cent., and the growth of national
income produced fell off from 6.5 per cent. in 1969 to 5 per cent. last year.

In ordet to spur productivity and after two years of rapid rise in employment
in industry, Hungary introduced a payroll tax on newly-hired labour at the beginning
of 1970. As a consequence, employment in industty increased by no more than
0.6 per cent. At the same time the expansion of industrial production accelerated
from 3.0 to 7.4 per cent. It thus provided strong support for the growth of national
income, which slowed down only from 7.2 to § per cent. in spite of a decline of
5 per cent. in agricultural production to about its 1968 level. Grain production suffered
particularly severely as a result of bad weather and floods, whereas livestock production
was well maintained. On the whole, domestic production followed internal and external
demand patterns and was supplemented by a tise in imports of 30 per cent, in value
terms. At the same time the growth of exports slowed down and the trade balance
swung round by $350 million to a 190 million deficit. Foreign exchange earnings
from toutism continued to develop satisfactorily. Personal incomes and consumption
rose at a faster pace than the year before; per capita consumption went up by 6 per
cent. Stocks that had been depleted in 1969 were rebuilt and, at a rate of 15 per cent.,
the expansion of fixed investment more than doubled. To finance investments, export-
orieniated industries had recourse to foreign credit markets. Early in 1971 new fiscal
measures to encourage further economic development were taken and, as regards
credit policy, new credit is to be primarily directed to the most profitable firms and
to the investment-goods and export industties. '

Economic developments in Rumania also reflected adverse weather conditions
in 1970, Agricultural production declined by 5.4 per cent., following three consecutive
years of virtual stagnation. Industrial production, on the other hand, rose by close
on 12 pet cent. as a result of the highest productivity increase recorded by any castern
European country, pattly due to a high rate of completion of investments. The rise



in fixed investment was 9.3 per cent,, one-third higher than the year befote. The
expansion of imports accelerated from 8.2 to 12 per cent., while export growth edged
up to 13.5 per cent, The trade deficit declined slightly to approximately $96 million.
Recently a reform of the foreign trade organisation was initiated. In principle, producers
are to be brought into more direct touch with export markets, while imports are to be
more closely scrutinised from the standpoint of their impact on the efficiency of the
domestic economy. Moreover, co-operation between domestic and foreign firms in
Rumania and abroad is envisaged.

In Albania economic growth slowed down in 1970 to a 6 per cent. increase in
. the net material product from a rate of 11 per cent. in each of the previous two years.

In Yugoslavia price inflation — caused by the earliet sharp rise in labour costs —
continued in 1970 as excess demand emerged and the trade account deteriorated.
Investment expenditure, one-third higher than the year before, and private consumption,
boosted by an increase of one-quarter in households’ incomes and an over-expansion
of consumer credit, contributed to an upsurge in demand. At the same time the
growth of domestic supply weakened. The increase of g per cent. in industrial production
compates with one of 11 per cent, the year before, and agricultural output also fell,
largely because of flood damage, so that the growth of the gross national product
declined from 9.8 to 5.5 per cent. In these circumstances, the authorities restricted
credit expansion and in July introduced a special import tax. This was followed in
October by 2 price freeze, a tightening of hire-putchase terms and the introduction
of an import deposit scheme. Then, in December a ceiling was imposed on wage
increases. During 1970 the cost of living increased by around 11 per cent. Since imports
went up by 35 per cent. and exports by 14 per cent., the trade deficit almost doubled
to $1.2 milliard; consequently, in spite of a steep rise in invisible earnings — tremittances
and earnings from tourism alone totalled $775 million — the National Bank’s net
foreign position fell and the banks” external indebtedness increased sharply.

In Januaty 1971 the dinar was devalued by 16.7 per cent. Subsequently, the
import deposit scheme was abolished and the import tax reduced. The devaluation
was backed by a tightening of credit policy and the blocking of budgetary funds.
In the spring of 1971 a package of longer-term stabilisation measures was under
consideration. During this petiod price inflation continued and there was a further
iricrease in the trade deficit.



1I. MONEY, CREDIT AND CAPITAL MARKETS.

From late 1969 onwards, as demand inflation was stopped or weakened in one
country after another, the forces making for cost inflation continued to show strong
momentum, The stabilisation réle of budget policy varied rather widely as between
countries, while that of incomes policy was discernible in only a few cases. From
the monetary point of view, therefore, broad differences emerged in the weight of
emphasgis given to domestic and external policy considerations. Because of its slack
economy, the United States led the march towards lower interest raies, but these
rates were manifestly inconsistent with the country’s external requirements. In
western Europe and Japan the movement towards lower interest rates was accepted
in varying degrees and often with much teluctance. These attitudes reflected wide
differences not only in domestic and external situations but also in the degtee of
monetary autonomy provided by each country’s armoury of policy instruments.
Policy conflicts became more widespread in the fitst quarter of 1971 as the easing of
US monetary policy was stepped up and the decline in interest rates steepened.

By the catly spring of 1971, however, interest rate differentials were beginning to
narrow again. The US monetary authorities put upward pressure on short-term rates
and also took limited measures to compensate the outflow of funds. In western Europe,
beginning in late March, a new round of discount rate reductions occutred, including
cuts of one percentage point by Germany, the United Kingdom and Sweden, half
a point by Belgium, the Netherlands, Italy and Denmark, and a quarter of a point
by Spain. However, these measures were not enough to forestall the welling tide of
capital inflows which culminated in the exchange crisis of early May. Whatever their
other merits, the resulting exchange adjustments should help to strengthen domestic
monetary autonomy in the countries concerned. In wider perspective, with the outlook
for costs and prices in most countries still rather dismal, recent tendencies towards
monetary relaxation may now have to be checked somewhat or even reversed.

Liquid-asset formation and bank credit.

Developments last year again show how difhcult it can be to keep money and
credit conditions under control in the face of major domestic or external disturbances.
Except in North America, credit-restraint efforts were continued for most of the year
in practically all countties. But the persistent cost inflation almost inevitably necessitated
a larger growth of money and quasi-money (i.e. time and savings deposits) than
in the previous yeat. Severe monetary restraint under these circumstances would not
only have put pressure on the solvency of business firms but more generally would
have had difficult political and social consequences. In several cases, too, when fears of
a general liquidity ctisis became widespread, priority had to be given, at least for a
tite, to maintaining orderly conditions in credit markets. Last but not least, the massive
capital flows which occurred over the past year often added greatly to the problems
of monetary management.
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The banking system: Monetary survey.

Annual changes in main NChange Gross

assets liabilities In national

. money product

Countries Years (Net | creditto | Creditto | ouasie | oond. \ .
oreign public private oney volume | price

assets sector sector money I monex!| . ange | deflator,
In milliards of national currency units in percentages
Avslria . . . . . 1268 4,12 3.45 11.16 3.87 11.89 9.8 4.6 1.4
1868 3.26 3.80 19.74, 4.68 16.58 r2.0 6.2 3.6
1970 3.45 3.53 23.68 4.29 2086 | 725 | 7.1 | 4.6
Belgium 1868 | — 11.00 31.60 27.30 28.00 18.30 15.7 3.6 2.4
19269 7.50 28.50 16.10 9.80 29.50 21.9 6.5 kN3
1970 11.10 20.70 12.80 32.40 13.10 a8.0 5.5 4.3
Canada. . . . . 1968 0.33% 0.83 2.06 1.64 1.86 4.8 4.9 3.5
1969 0.072 | — 0.88 2.05 — 0.69 1.41 2.6 5.1 4.7
1970 1,48°% 0.38 1.08 1.66 1.59 1.6 3.3 4.7
Denmark . . . .| 1988 | — 0.04 0.04 &.11 3.59 2.42 14.2 3.7 5.4
1969 | — 0.81 - 1.00 6.76 3.05 1.96 10.4 7.7 5.6
1970 0.29 - 1.268 3.8 | — 0.34 2.28 3.6 3.7

Finland?® 1968 1,006 — 419 211 .486 1,176 12.4 2.3 10.7
1269 204 | — 50 2,086 472 1,478 3.0 o9 3.2
1970 340 — 108 2,682 818 1,862 16.4 7.3 3.1
France ., , . . .| 1968 | — 15,72 3.26 35.85 15.84 138.77 it.é 4.8 4.6
1969 | — 8,35 a.81 22.99 0.76 16.64 é.1 - 7.9 7.0
1870 1371 — 1.33 44,13 23.41 21.62 15.0 5.8 5.4
Germany . . . -| 1968 | 10.70Q 1117 30.90 5.53 34.56 7.1 7.2 7.8
1269 | — 2.98 1.58 51.22 5.96 33.76 10.1 8.1 s
19790 14.65 B.97 44,04 8.79 31.26 2.3 4.9 7.4
Italy .. .... 1968 346 1,484 2,902 2.282 1,736 fa.1 &4.0 1.5
1969 | — 756 1,188 4,278 3,382 1,104 2.1 - R4 4.1
1970 05 2,467 4,138 g,802 |— 518 8.7 5.1 6.2
Japan .| 1968 403 759 5,084 1,786 3,270 | . 14.8 14.4 3.7
1969 ao2 500 7.336 3,128 4,118 8.5 2.1 4.7
1970 399 185 B, 780 3,077 4,761 16,9 1.5 6.3
Metherlands. . .| 1968 | — 0.31 1.258 2.40 2,17 2.00 14.7 6.7 3.8
1969 Q.85 0.58 2.66 1.57 2.19 1.1 5.1 6.0
1970 2.02 0.23 2.632 2.70 — .12 6.9 6.0 4.6
Norway . . . . . 1968 1.03 1.32 1.96 1.86 2.14 12,2 4.0 3.2
1969 | — 0.38 1.27 3.17 .15 2.57 fo.f 5.5 5.7
1970 1.12 2.73 3.03 1.94 428 | 1541 29} 120
Spain, . . ... 1968 4.88 28.82 219.73 66.30 159.54 8.8 5.7 4.6
1968 | —17.21 16.27 271.02 89.41 178.88 8.8 7.4 3.5
1970 46.47 28.22 228.T3 41.24 214.49 5.1 6.6 5.6
Sweden 1268 | — 0.07 1.83 5.26 2.30 4.55 15.1 4.0 2.3
1969 | — 1.77 0.36 1.48 — 0.64 t.268 1.2 5.7 3.2
1970 0.66 0.21 2.00 1.48 1.40 55 +<.4 6.1
Switzedand . . .| t988 2.55¢ 0.85 8.10 4.08 5.64 13.4 4.2 3.5
19569 0.57% 1.42 11.20 4,30 11.53 19.2 5.9 2.7
1970 3.04* 0.81 B8.87 4.587 B8.85 3.7 4.3 4.6
United Kingdom?® | 1868 | — 1,080 1,406 685 1,062 - - 3.2 3.9
1968 642 | — 761 553 445 - - 7.e 5.0
1970 722 | — 146 1,355 1,495 _ -_ 2.0 7.3
United States . . | 1968 0.950? 13.80 a0.40 11.90 20.60 a.9 4.7 4.0
1989 t.30% | — 8.70 19.30 7.80 | —12.40 [ —1.2 2.8 4.7
1870 | — 2.807 25.50 13.40 8.10 44.60 13.4 | —0.4 532

t December to December, 2 Monetary authorities only. * In milllons of national urrency units. 4 National Bank only.
Source: IMF, Infernalional Financiat Staletics, For Belgium, France, Germany, Japan and Spain, national statistics.




The almost universal pattern of a slow-down in real GNP growth and an
acceleration in price tises and in the expansion of the money supply shows up clearly
in the accompanying table. The money supply, narrowly defined, increased at a faster
rate in all countries except Austtia, Denmark, Japan and Spain, where its expansion
in the previous year had been substantial. The pattern was less pronounced for
the banking system’s quasi-monetary liabilities, which tend to be significantly affected
by changes in the structure of interest rates, In Germany and the Netherlands the
slow-down in the formation of quasi-money was associated with a shift to market
instruments bearing higher interest rates. A similar shift occurred in Belgium, where
intetest rates on large time deposits, virtually the only short-term financial asset available
to non-tesidents, were adjusted downwards as a means of regulating inflows of funds.
“The shift in Ttaly was more from savings to demand deposits, and quasi-money actually
fell. Elsewhere, however, quasi-money grew quite rapidly, frequently reflecting a
build-up of liquidity in the personal sector-in a year of hesitant consumer expenditure.
A significant factor- in the United States was the easing of interest rate controls on
large time deposits, which enabled the banks again to compete for funds.

A reduction in credit to the private sector was the immediate object of credit
restrictions in many countries last year, and it was here that the most striking results
wete achieved. In the United States and Canada, however, the weakening of demand
for bank credit had already begun to reflect the decline in economic activity, while
in Belgium it occurred in conjunction with exchange inflows. But in Denmark,
Getmany, the Netherlands, Norway and Switzerland monetary restraint was a major
factor in the slow growth of bank claims on the private sector. Elsewhere, too,
restraint measures helped to keep the expansion of credit to the private sector within
reasonable bounds. In fact, in most western European countries (excepting mainly
Germany and Italy) and in Japan such credit was subject to quantitative limitation for
all or most of 1970, In the United Kingdom, where the banks’ sterling lending was
limited by guide-lines, the recorded rise in total credits to the private sector largely
reflected foreign cutrency credits taken up through the banks. In Sweden the growth
. of credit to the private sector was a reflection not so much of lending to business,
which grew very slowly, but rather of the banks’ subscriptions to housing honds in
otder to satisfy compulsory reserve requirements. In France the sharp expansion of
bank ctedit to the private sector partly represented the substitution of bank credit for
credit from other soutces after the quantitative ceilings on bank lending were lifted
in Qctobet. In Finland credit policy was eased somewhat once the main weight of
restraint could be placed on the build-up of blocked anti-cyclical deposits at the central
bagnk.

Claims of the banking system on the public sector last year grew more slowly or
fell faster than in 1969 in most countries. The sharpest change occurred in France,
where expenditure restraints helped the central government to achieve a financial
surplus. In the United Kingdom, although the public sector as a whole experienced
a major imptovement in its net financial position for the third consecutive year, the
net repayment of indebtedness to the banking system was less ifh 1970 than the year
before, In Denmark the central government’s cash surplus increased substantially
and was used mainly to improve its net position with the central bank. In Belgium,
Finland, Japan, the Netherlands and Sweden the change reflected in varying degtrees .



a reduction in the central government’s botrowing requirement due partly to the
boost to tax revenues caused by inflation but also in many cases to the introduction,
often belatedly, of tax increases and public-spending restraints. In Italy the central
government had a larger deficit, to some extent a result of the postponement of payments
and loss of revenue consequent upon the strikes of late 1969, and financed it almost
entirely from the central bank. In Germany central and local-government financing
requirements were unexpectedly large, but against the rise to nearly DM 7 milliard in
borfowings from the banking system must be set the accumulation of almost DM 4.1
milliard of public-sector deposits with the central bank, which consisted mainly of
the temporatily blocked proceeds of a refundable income-tax surcharge and the
anti-cyclical reserve fund. In the United States and Canada the increase in banks’
claims on the public sector partly reflected a deterioration in the budget situation

Changes in official discount rates since 1969,

Official Official Official
Couniry and | discount Country and discount Country and discount
date of change rate date of change rate . date of change rate
in % in % ' in %
Austria Germany Portugal
26th October 1967 . . . 3% 12th May 1967 . . . . K] 1st September 1965 . . 3
11th September 1969 . . 4%, 18th April 1969 4 25th Aprit 197G . . . . 3%
22nd danuary 1870 . . . 5 20th June 1969 .. 5 &bl February 1971 g ax
Belgium ) 11th September 1269 . .| 86 -
19th December 1968 . .| 4% 9th March 1370. . . . %
" Gth March 1969. . . . s t6th July 1970 . . . . 7 Spain
10th April 1968 . 5 18th November 1970. . . &Y 27th November 1987 . . 4%
20th May 1989 . . . . 6 3rd December 1970 . . . 4 2ond July 1969 . . . . 8%
3rd duly 1968 . . . . . Tst Apri 1971 . . . . 5 23rd March 1970 . . . .| oY%
18th September 1069 . . Tt" 22nd January 1978 . . . 6%
220d Oclober 1970 . . .| 7 Groece St April 1971 . . . s
;ﬁg "::"“’b“ 1570 . .| 6A 25th June 1968 &
arch 1971 . . . .| 6 . ,
st February 1968 . sk Sweden
e combor 1963 y 1st July 1969 . . . . 8 1th October 1988 . . .| &
o M;ﬁ:": 9:; ax 3’ 15th September 1968 . .| 6} 28th February 1969 . . .| 6
11th June 1969 . T 11th July 1969 . . . . T
16th July 1060 . . . . .| 8 ttaly 19th March 1971 . . . .| &A
12t May 1970 . . . .| 7% || athounersss . ... .| a3y [ FrOARII.... 6
Tsidune 1970, . . . . 7. 14th August 1969. . . .] &
1st September 19570 . . .| 8% . Bth March 1970 5% .
12th November 1970, . . é 5th Aprif 1978 . . . . 5 Switzertand
18th February 1971 . . .| 8% 10th July 1967 . . . . 3
24th February 1971 . . . EVA 15th September 1969 . .| 3%
O A 7 August 1968 58
otth August 1968, . . . UL .84
3ist Ma?chs:;eg L ? 1st September 1969 .25 | United Kingdom
12¢h May 1969 . . . . 9 28th Oclober 1970 . & 19th Septomber 1968 . T
20th dapuary 1971, . . . s 20th Janvary 1971. . . . 5%, 27th February 1968 . . .| 8
15th Aprif 1971 . % 8th May 1971. . . . . 5% §th March 1970 . .« .| 7%
s 15th Apritdo70 . . . . . 7
Finland fst Aprif 1971 . . . . . 4
28th April 1962 - 7' Netherlands . ’
Tsfdune 1971, . . . . 8% 20th December 1968 . .| &
France gth April 1969 . . , . . 5% Urnited States
13th Movember 1968 . . 4 4th August 1968 . . . . & 18th December 1088 . 514
14th June 1369 -7 sth Aprif 1971 . . . . 5 4th Apeit 1969 . . . 6
oth Qctober 1969 - B8 13th November 1870. . .| 5%
C27th Awgust 1970 . . . . 7 4th December 1970 . . .| 5%
20th Qclober 1970 .. 7 Marway ath Janvary 1971 . . . . 5
Bth January 1971 . . . . &% 14th February 1955 . . . <34 22nd January 1971 . . . 5 -
13th May 1977 . . . . 6% 27th September 1969 . . 4%, 19k February 1977 . . | 4%




but also a rebuilding by the banks of their government security portfolios as private
credit demand weakened. In Notrway banks acquired substantial amounts of govern-
ment securities in order to meet higher reserve requirements.

In both Belgium and the Netherlands the central government’s lower financial
requirement was accompanied by substantial botrowing on the domestic capital market,
the difference being used in Belgium for repayment of indebtedness pteviously incurred
abroad via the banks, and in the Netherlands for strengthening the government’s net
position vis-i-vis the central bank. In the United Kingdom the authorities had to make
net purchases of government stock from the non-bank public in March-September 1970,
but later in the year net sales commenced.

With domestic credit expansion generally under restraint, the external surpluses
which developed, partly in conjunction with the easing of monetary conditions in the
United States, contributed significantly to liquidity formation in virtually all other
countries last year. Whereas in Denmark, France, Germany, Italy, Norway, Spain and
Sweden a decline in the banking system’s net foreign assets had taken place duting 1969,
this was- sharply teversed in 1970. And in Austria, Belgium, Canada, Finland, Japan,
the Netherlands, Switzerland and the United Kingdom, where increases had been
tecorded in 1969, the further accumulation of foreign assets in 1970 was, except in
Japan, larger than in 1969, sometimes substantially so. Attitudes towards these
exchange inflows differed from countty to country, but for some — patticularly Germany,
the Nethetlands and Switzerland — monetary management was clearly made more
difficult.

Domestic capital markets.

The picture presented by new-issue activity in 1970 was one of sharp contrasts.
In the United States and Canada the return to monetary ease was accompanied by a
large volume of bond issues by enterprises and public authorities alike. In the case
of enterprises this was prompted mainly by the wrgent need to consolidate short-term
debt and rebuild liquid assets. However, the heavy borrowing in the face of only
moderate declines in long-term rates suggests that inflationary expectations may also
have motivated borrowers’ behaviour. The marked increase in bond issues by local
authorities was in both countries a reaction to the low volume of issues during the
'restraint phase. In the United States the government sector’s issue activity reflected a
continued large volume of bortowing by fedetally-sponsored credit agencies in support
of mortgage lending for housing putrposes, while that in Canada stemmed largely
from the need to finance the growth in exchange reserves,

New issues were also substantially higher in Belgium, France, Japan and the
Netherlands. In the first three countties a turn during 1970 towards easier monetary
conditions as budgets improved facilitated this development. In France and Japan the
growth in issues of both bonds and shares was accounted for by private enterprises,
whereas in Belgium borrowing by public and semi-public credit institutions was
predominant. In the Netherlands bank credit restrictions were maintained, but the

Dutch capital market attracted a large volume of funds from abroad. Though these
were absorbed mostly by private-sector capital issues, the central government, despite
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Domestic capital markets: Net issues.

Public gector Private sector
Private

Local Foreign sector Total

aui:_hor- bond Total and net
Countries Yoars State a',-le; Shares | Bonds | 153ues E:;ﬁig: issues

’ ublic
odies
. a§ percentages
in milliards of national currency units of GNP

Belgium. . . . . . 1968 18.56 | 24.78 | 22.27 | 30.59 0.93 | 97.10 5.2 o.4
1969 17.46 | 26.60 | 20.11 | 24.07 2.12 | 80.36 4.0 7.9

1970 11.1% | 37.47 | 19.52 | 39.26 107.36 4.7 a.s

Canada. .. ... 1968 0.91 1.32 0.52 0.57 0.01! 3.32 1.5 4.7
1969 0.25 1.22 0.79 a.56 — ‘2.82 1.7 3.6

1970 1.22 .90 .31 1.22 - 4.85 1.8 5.5

Denmark . - . . ., 1988 | —0.12 . 0.13 .85 - &.86 7.6 7.4
1969 | —0.14 . 0.32 8.20 - 8.38 8.1 8.0

. 1970 | —o0.10 0.26 6.83 - 6.89 5.0 5.9

France . . . . . . 1968 | —0.94 0.84 3.63 5.80 - 8.33 1.5 7.5
1968 | —1.00 0.58 7.54 6.97 - 14.09 2.0 7.9

1970 | —1.08 1.13 8.68 | 10.40 - 19.16 2.4 2.4

Germany . . . . . 1968 1.24% | z.48 3.15 | 1 3.5 5.18% | 25.85 4.1 4.8
1969 0.06* | 0.27 2.80 | 12.15 6.18% | 21.46 3.5 3.6

1870 0.38% 1.42 3.58 12.09 2.50° | 10.06 2.7 2.9

Maly . ... ... 1968 554 s60* 473 | 1,835 44 | 3,565 5.0 7.5
1069 as3 | 1,113 681 1,865 12 | 4,024 4.9 7.7

1870 245 &18* | 014 1,738 |— 2 | 3812 4.7 6.2

Japan ... ... | 1968 581 163 418 | 1,536 - 2,758 3.9 5.4
1969 372 173 547 | 1,769 - 2,861 3.9 4.8

1970 351 183 | 1,027 | 1,938 - 3,497 3.8 4.6

Netherlands., . . . 1968 0.26 0.71 0.24 0.39 0.03! 1.64 a.7 7.8
1969 0.83 0.64 0.20 .30 - 1.87 a.5 1.9

1970 0.86 0.63 0.17 0.78 g.02! 2.26 0.9 2.0

Swaden. . . . . . 1968 2.15 0.38 0.49 6.27 0.05 9.34 5.1 7.0
1968 1.71 0.35 0.81 7.83 - 10.73 5.9 7.3

1970 0.73 0.18 045 7.23 - 8.59 4.7 5.3

Switzerland . . . . | 1068 0.18 0.81% 0.49 2.05° 0.82% 4.13 4.5 5.6
1969 0.19 0.44% 0.81 1.90° 0.74% 4.08 4.3 5.1

1970 0.03% 0.71% .62 2.36% 0.45°% 4,07 3.8 4.6

United Kingdom . . 1068 | —0.517 0.12 0.36 0.27 | —0.04 0.21 7.4 0.5
1969 0187 | o.07 0.21 | 041 [ —0.01 0.87 7.3 1.9

1970 | —~0.277 o.10 0.09 0.1% | —0.01 0.09 0.8 0.2

United States®. . . 1988 12.50° 9.40 4,00 14.00 1.80' | 41.80 2.3 4.8
1869 | —4.00° 5.00 10.40 13.80 1.30' | 26.50 2.7 2.8

1870 15.00% 8.00 9.80 | 23.40 1.40' | 57.60 3.5 5.9

1 Gross. 2 Change in market holdings of bonded loans and medium-term notes.
the part of international issues handied by demestic banks.
6 Includes pact of international issues handled by domestic banks.
* Bazed on Federal Reserve flow-of-
* Direct issues, Including agency issues and participation certificates.

cludes privately-placed issues,
in marketable debt with a maturlty of over one year In public hands.

funds data, excluding mortgage 1oans.

A Gross foreign lssues plus
4 Includes indirect Treasury borrowing. 5 ln-

7 Change

a lower borrowing requirement, issued bonds on 2 substantial scale as a means of
absorbing liquidity.

In Switzetland capital issues were about the same size as a year earlier, while in
Germany they fell off quite noticeably. In both these countries foreign issues were
for a time deliberately cut back as a means of easing capital-market strains, This allowed
scope for larger bond flotations by domestic enterprises and the public sector. Share
issues rose considerably in Germany but declined in Switzerland.



In Denmark, Italy, Sweden and the United Kingdom new issues wete distinctly
lower in 1970. The shatpest decline occurred in the United Kingdom, whete the
prevailing high level of long-term interest rates and the weakness of the share market
acted as strong deterrents to company flotations. In the public sector the net reduction
in government stock was more than accounted for by latge net sales by the banking
sector, which instead went in heavily for acquisitions of Tteasury bills on the expectation
of falling short-term rates, In Italy the marked reduction in new issues occurred in
conjunction with a steep upward adjustment of domestic long-term rates to international
levels ovet the twelve months to mid-1970. In these circumstances Italian public and
ptivate-sector borrowers took up on foreign and international capital markets nearly
Lit, 1,100 milliard, against just over Lit. 100 milliard in 1969. Even so, as in 1969, -
the Bank of Italy purchased the equivalent of about two-fifths of the fixed-interest
securities issued on the domestic market.

In Denmark the decline in new issues last year was to a large extent the aftermath
of a concentration of new issues in 1969 brought about by changes in bond-market
regulations. The Nationalbank was no longer a heavy net purchaser of secutities, as
it had been in the two preceding years, while the central government once again used
its cash surplus partly to redeem outstanding securities. In Sweden the decline in
government bond issues made a very substantial contribution to the reduction in
the overall total.

Foreign and international bond issues.

At $4.8 milliard, total foreign and international bond issues last year wete 10 per
cent. below their 1969 figure and a full 25 per cent. below the exceptionally high level
recorded in 1968. The decline as compared with 1969 was divided about equally between

“traditional “foreign” issues on individual national matkets and “international” issues
placed on a number of markets simultaneously. Thus the share accounted for by
international issues, after growing rapidly from 1963 to 1969, remained at three-fifths
last year. Total issues came to only $1,850 million in the first half of 1970, when capital-
matket conditions were genetally very weak, but tebounded sharply in the second half
to $2,915 million and accelerated further in early 14971.

Foreign issues. Last year’s §z50 million decline in foreign issues to $1.9 milliard
was asctibable to developments in western Europe, whete issues fell to $520 million
from $820 million the year before. Issues in Germany dropped off to only $150 million,
after averaging $465 million over the two previous years. In order to ease domestic
capital-market strains, foteign issues were suspended fot about four months in early
1970 and then resumed only on a moderate scale. In Switzerland, too, capital-market
strains led the authorities briefly to suspend foreign issues in the late spring. However,
new-issue authorisations were granted more liberally later in the year when an undesired
repatriation of funds gave rise to increased demand for bonds.

In the United States, the largest single market for foreign bonds, issues rose
slightly to neatly $1.4 milliard. A reduction in Canadian borrowing was more than
offset by two issues of international institutions which had not tapped the US matket



the year before. In Japan a foreign issue — on behalf of the Asian Development Bank —
was permitted for the first time.

International isswes. Flotations of international issues fell back by about $300
million, to $2.8 milliard, in 1970. There was a considerable decline in issues by borrowers
from the United States, Canada and Japan, but this was partly offset by an increase
in borrowing from countries and institutions of western Europe. Thus the propottion
of total issues accounted for by western European countries and institutions, after
dropping as low as 25 pet cent. it 1968 when US borrowing was exceptionally large,
went up last year to 56 per cent., which compares with about 5o per cent. three years
eatlier. '

The decline in issues by US cotporations and their affiliates, as well as in those by
Canadian borrowers, was partly attributable to the easing of monetary conditions at

Foreign and international hond issues:
Public offerings and private placements.’

Foreign issues: markets of issue
Europe Inter- Total
Barrowing Y : natlonal | lssves
ears United
countries or areas . Total issues | abroad
Gormany? Sr;irt.zgr “Oth'e!' Tota| | States
in ‘milions of US dollars

Western Europe. .| 1967 - 77T B 82 —_ 82 237 1,019
1968 29 104 14 217 — 217 782 1,009
1969 69 123 -] 197 3 201 1,917 1,517
1870 —_ 111 12 123 —_ 123 1,471 1,694
Canada . . . .. . 1987 - - - -_ 1,172 1,172 -— 1,172
1968 63 - - 53 1,155 1,217 38 1,258
1268 ait _ _ g1 1,104 1,185 228 1,412
1970 —_ 14 _— 14 8a0 904 142 1,046
United States . . .| 1967 22 48 - 71 - 71 527 298
1968 35 139 - 174 — i74 2,059 2,232
1968 25 134 (13 225 —_ 225 1,032 1,257
1970 _ a8 -_— a8 -— 28 T42 840
dJapan, . ., . . . . 1967 -— _ _ - 15 15 —_ 15
1968 - 14 - 14 —_— 14 180 193
1969 _ _ _ — -] 4] 248 255
1870 —_ 12 -— iz -— 12 108 120
Rest of the werld . 1967 - 17 116 133 237 ar 305 B75
1963 101 25 a 188 280 438 259 - @898
1969 37 28 — © 65 239 an4 247 551
. 1970 - 37 12 49 199 248 229 478

International )
institutiong . . . 1987 - 14 100 114 510 G624 120 T44
1968 218 50 . 138 405 ATO os1d 40 a71
1969 207 14 30 2581 _ 251 40 291
1970 , 150 17 - 87 224 300 s41% 143 684
Total Issues placed | 1967 22 157 . 22 400 1,933 2,333 1,889 4,222
1964 516 33 184 1,030 1,905 2,001* | 2,388 6,359
1969 418 298 102 819 1,355 2,174 3,110 5,284
1970 150 289 81 520 1,390 1,926 2,838 4,762

1 Includes honds and notes with average maturities of flve years or more, but net loans and revolving ¢redits obtained
from banks. Company borrowing through foreign subsidiaries Is normally treated as borrowing ?:y the country of
the parent company. % Excludes non-negetiable "“Schuldscheindarlehen' (loans secured by certificates
of indebtedness) placed privately. 2 Includes igsues of foreipn financial holding companies domiclled in
Switzerland. 4 Includes small amounts placed in other areas. ’



home. In this context many US firms wishing to finance foreign investment were in a
position to shift back to dotnestic sources of funds because of leeway accumulated
under existing balance-of-payments guide-lines. It also appears that US and Canadian
botrowers — and others as well —may have obtained appreciably more financing in 1970
by way of medium-term Euro-dollar bank credits. The decline in Japanese issues, on
the other hand, may have had less to do with the easing of domestic monetary conditions
than with the policy of keeping down the size of the external payments surplus. As
from the spring of 1971 authorisations for foreign borrowing were to be graated only
if the loan proceeds were intended for use abroad.

In westetn Europe the continuance of relatively tight monetary conditions during
most or all of 1970 led borrowers to turn on 2 larger scale to international issues.
This appears to have been the case in the United Kingdom, which accounted for §230
million, and also for another large borrower, France, which took up $245 million.
In Italy, whose bond flotations more than doubled to reach $340 million, informal
prompting by the authorities played 2 réle. (Including medium and long-term credits
and loans obtained from banks, Italian borrowing abroad last year came to nearly
$2 milliard.) Next in importance were the Netherlands and Germany ($170 and
120 million tespectively), the four Scandinavian countiies and Ireland (with amounts
ranging between $40 and go million). Issues by European institutions, which accounted
for $125 million out of the $145 million taken up by all international institutions,
were considerably above their 1969 level.

Balance-of-payments data suggest that purchases of internmational bonds by
Italian residents were somewhat smaller, and those by German tesidents much smaller,
in 1970 than in 1969, On the other hand, the decline in short-term Euro-curtency rates
probably led investors from a numbert of countries to shift into Euro-bonds.

-
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Turning to types of issues, the protracted decline in the US equities market from
the beginning of 1969 up to the spring of 1970 contributed to a heavy curtailment in
convertible dollar flotations, From theit peak of over $1.9 milliard in 1968, they
dropped to $1.1 milliard in 1969 and to only $2z20 million last year, In contrast, straight
dollar issues, which had already come back into favour following the revaluation of
the Deutsche Mark, grew considerably, At the same time, there was a virtual cessation
of DM issues for some months after October 1969, but they began to appear again in
the spring of 1970 and amounted for the year as a whole to $590 million, or 23 per
cent. of straight bond issues. In addition, Dutch banks arranged the issue of some
$320 million of five-year guildet notes, which, since they could be sold only to non-
residents and the proceeds had to be used abroad, helped reduce large capital inflows to
. the domestic market. In 1970 investor interest in straight bonds appears to have been
strengthened by several special factors: the growing importance of reinvestment
demand related to redemption of older issues, the wider use of guilder notes and
the introduction of variable-interest bonds and of bonds denominated in Eutopean
monetary units. Another feature in recent years was the appearance of international
equity Issues, but these declined from §s515 million in 1969 to only $125 million last
year, mainly because investment funds virtually discontinued their issue activity.

Yields on international and domestic issues of US dollar and DM bonds.*
« .
10
9
8
US domestic
Ll e corporate honds ——
A ’I
~,
"‘........-‘".f\ I, ~y lnternational DM bonds ]
- \-.o,
a_L 1 l 1_L * (- J_L 1 J. L1 I L L I 1_1 J 11 Pl I 1 IJ_I L I 11 11 1 L I 6
PR 1968 1969 1970 1971

* US domastic bond yields are calculated to final maturity, the others to average maturlty;

Between the autumn of 1968 and the spring of 1970 yields on intetnational dollar
bonds rose fairly steadily in line with those of US domestic corpotate bonds, In
the spring of 1970, with liquidity fears widespread, vields on international issues
tose sharply, to above 10 per cent., and the margin over domestic bonds widened.
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Subsequently, international yields came down rapidly, particularly around the tutn of
the year, and the gap berween these and domestic bond yields narrowed. Yields on
international DM bonds, which had risen shatply after the DM revaluation, hit theit
peak in the spring of 1970, at which time they came close to comparable dollar bond
yields, After that, however, a gap again opened between yields on international
DM bonds and those on dollar bonds — similar to, but not as large as, that existing
ptior to revaluation. In late 1970 and early 1971 vields on international and domestic
DM bonds came into line and then moved closely together.

In the first four months of 1971 total foreign and international bond issues came
to about $2.2 milliard, or mote than balf as much again as in January-April 1970,
Reflecting heavy flotations by both US and European botrowers, international bond
issues rose sharply to $1.5 milliard and accounted for close on 7o per cent. of total
issues. In the early spring, however, new issues proceeded at a less hectic pace, and
in May they slowed down still further under the influence of cusrency speculation
and uncertainties about interest rates. These factors also made themselves felt in the
‘'secondatry matket for straight dollar bonds, where yields increased from about 8.3 per
cent. in January to 8.8 per cent. in Aptil. Yields on DM bonds were more stable,
fluctuating over this period around a level just under 8 per cent.

Credit developments in individual countries.

United States. The gradual restoration of monetary ease from eatly 1970 onwards
followed conventional lines for the most part. The Federal Reserve supplied new
reserve funds more generously through open-matket operations, and the official
discount rate was brought down in five steps from 6 to 434 per cent. The monetaty
outcome, however, was significantly influenced by two new policy departures. One was
the increased stress placed on controlling the “monetary aggregates”, principally the
money supply and bank credit, as distinct from the banks’ free (i.e. excess minus
borrowed) reserves and interest rates. The other consisted in measures to help the
banks, which had suffered heavy losses of deposits in 1969, to compete more effectively
for domestic funds.

The Federal Reserve’s greater emphasis on the monetary aggregates did not involve
any strict adherence to given rates of their growth but rather was meant to ensute that
their behaviour was more regular and determinate than in the past. Thus in early 1970
the authorities aimed first at a “modest”, and later at a “moderate”, growth in the
aggregates. On the other hand, from May to July, when market conditions were highly
disturbed as a result of the incursion into Cambodia and the Penn Central railway
failure, the aggregates became of secondary concern as policy concentrated on relieving
financial strains, Subsequently, from August to October, primary attention was again

‘given to achieving a moderate growth in the aggregates, combined with an easing of
credit-market conditions. Towards the end of the year, when the General Motots
strike caused the aggregates to fall short of the target, no immediate attempt was
made to compensate this.

In practice, the authorities gave most attention last year to the money supply
narrowly defined (cutrency plus demand deposits), especially since the other aggregates
were temporatily distorted by reguiatoty changes. Over the year as a whole the money



United States: Changes in financial assets and liabilities.

Net acquisition of financlal assets
Lﬁsst: FE_quafsi: |
[ inancia
Savi C;ﬁgit oth inc;ease surplus
] avings ol er n or
Sectors Years | Money claims2 ?rlqaur;:tgt assefst Total financial | deficit
claims?® liabilities (=)
in milliards of dollars
Households . . . . . . . . 1968 1.1 - 48.4 8.8 &3 65.6 34.8 30.8
1959 5.9 33.6 18.0 — 1.8 B5.7 30.7 25.0
1270 3.5 55.7 9.5 - 0.4 68.3 20.2 48.1
Business firms ., . . . . . 1968 1.8 1.9 7.4 16.2 27.4 53.3 —25.9
1269 — 0.8 — 8.8 13.8 25.1 28.3 87.7 -—38.4
. 1970 0.3 12.8 — 1.0 Ti.d 232 54.4 ~31.2
State and local governments 1968 o.7 3.2 0.4 0.7 5.0 105 | — &5
1968 3.2 — 5.9 6.1 0.6 3.9 9.9 - &1
1970 1.2 2.9 — 3.8 .4 T.7T 12.8 - 5.1
Federal Government® . . . 1968 | — 1.7 - 8.1 4.9 11.4 18.1 | — 7.7
1969 1.1 -_ 11.5 2.2 15.1 6.6 8.5
1870 2.5 - 12.8 — 0.4 14.7 26.2 —i1.5
Banking system® . . . . . . 1968 1.9 - 42.1 3.6 47.7 45.9 1.8
1969 0.4 — 21.9 1.7 23.9 22,2 1.7
. 1870 1.9 _ 33.1 a.3 43.3 41.1 2.2
Other financial institutions . 1968 0.9 - 01 45.6 a.7 50.0 49.7 0.3
- 1969 0.5 — 0. 49.0 - 0.7 48.7 50.4 - 1.7
1870 1.3 0.7 48.1 1.8 B1.7 51.6 o1
Rest of the world” . . . . . 1968 1.5 |+~ 0.3 2.4 4.9 0.5 7.6 0.9
1969 — Q.7 1.0 1.3 8.7 10.3 8.7 3.6
1970 1.1 - 1.9 11.0 — 5.0 5.2 4.6 0.6
Total. . .., .. .. 1968 16.2 53.1 111.8 34.3 215.8 220.9 - 58.3°
1869 9.8 18.8 121.6 35.8 185.9 193.3 — 7.4°
1870 11.8 77.2 108.5 15.6 214.1 210.9 a.z2*
t Currency and demand deposits. 2 Fixgd-value claims in the form of time and savings deposits, shares In
savings and loan associations and credit unions, US savings bonds and equity in life insurance and penston
funds. 3 Includes Federal obligations, State and local obligations, corforate bonds and shares, morigages,

congumer- cregit claims, bank credit and other miscelaneous loans, Includes trade credit, direct foreign

an Haneous assets. 5 lncludes Federa!!y-sponsored credit agencies, ¢ Comprises Federal
Reserve System, and commercial banks and their affiliates. ? Net change in financial assets or liabilities vis-
a-vig the Unlted States.  ° Statistical discrepancies.

supply rose by 5.4 pet cent., against 3.1 per cent. under conditions of restraint in 1969,
In view of the fact that gross national product at current prices rose by 4.9 per cent.
but that unemployment at the year-end was running at 6.2 per cent., monetary expansion
seems up to end-1970 to have been fairly moderate, At all events, it was markedly
below the average rise of 7.2 per cent. that occurred in the years 1967-68 after the 1966
credit squeeze,

As to the second facet of monetary policy, some techannelling of credit flows
through the banks, following the “disintermediation” process of 1969, was facilitated
by general monetary ease and falling market rates. But three particular measures helped
the process. In January the Regulation Q ceilings for interest rates payable on large
time deposits were raised by %~11; petcentage points. As a result rates offered by the
banks for longet-term deposits became competitive again from about late March
onwards. A more important step came in late June, when the ceiling for large time
deposits with maturities of 30-8¢9 days was removed altogether. This action, prompted
by the need to ease severe liquidity strains by increased bank lending, was followed by a
rapid acceleration in the formation of time deposits. The third measure came in August,
when it was decided to impose reserve requirements (5 per cent. on time funds and
17% per cent. on demand funds) on resources raised by bank affiliates through issues



United States: Total net funds raised in the credit markets
by non-financial sectors.

19697 1970" 1971
Credit instrument 1967 1968
aor 1at 2nd 1st 2nd 18t
half hatf half half quarter

sector

in milliards of dollars

Demand for funds

US Government securities . . . . . 13.0 134 | — 758 0.3 9.5 16,1 | — 6.3
Corporate equities . . . . ., . . . . 24 |~ 0.7 2.0 7.8 6.0 T.7 6.1
Corporate and foreign bonds ., . . 15.9 14.0 14.6 11.6 18.7 235 28.1

State and local-government
securities . . . o o L L L L 8.7 2.6 11.1 5.2. 9.6 14.1 26.0
Mortgages . . . . . e e e e e e e 22.0 27.3 28.8 27.1 21.9 28.6 29.0
Consumercredit . . . . . . .. .. 4.6 1141 10.5 8.2 5.5 3.2 4.2
Bankloang . ... ..... ... 9.6 13.4 18.1 13.0 83 |— 28 1.9
Other . . .. ... ... R 7.3 8.8 165.4 14.6 131 11.0 11.8
Total . .. ........ 83.5 9¢.9 93.0 87.6 92.6 101.4 101.8

Soupplied directly by:

Federal Government . . . , ., . . . 5.1 4.7 1.9 3.7 4.2 4.5 5.6
Banking system . . . . .. .. .. 41.4 43,2 22.8 10.0 18.5° 57.0 641
Other financlal intermediaries . . . 34.4 34.2 35.4 265.5 33.8 44.9 66.2
Private non-financial sector? . . . . | — 0.2 12.3 325 45.4 296 | —17.4 | —50.3
Foreign . . . . . .. ... . ... 2.8 2.6 0.6 2.0 9.5 12.4 16.2
Total . . .. ... .... 83.5 96.9 93,0 ar.6 82.6 101.4 101.8

1 Adjusted annual rates. 2 Including State and local governments,

of commercial paper for purposes of refinancing bank loans. Since, at the same time,
reserve tequirements in respect of time deposits were reduced from 6 to 5 per cent.,
the banks could compete more effectively for deposits while ceasing to raise funds by
other means domestically and through the BEuro-dollar market.

The nature of monetaty restraint in 1969 and of the return to monetary ease in
1970 led to enormous swings in the channelling of loanable funds, In 1968, under
conditions of relative ease, lending by the banking system and other financial inter-
mediaties accounted for over three-quarters of total net funds advanced in the credit
matkets. The remainder consisted of direct financial investment by non-financial
sectors in such assets as securities, loans and commercial paper, In the second half of
1969, by which time monetary policy had become very restrictive, the propottion of
total net credit advanced by financial institutions dropped to only two-fifths. Largely
because of high market interest rates, private domestic non-financial sectors (including
State and local governments) shifted away from bank deposits, increasing their direct
investment in market instruments from only $12 milliard in 1968 to an annual rate of
$46 milliard in the second half of 1969. By the second half of 1970 this process of
disintermediation had more than treversed itself. The private non-financial sectors
shifted back to deposits on a majot scale, and lending by the banking system and
other financial institutions accounted for practically all the total net funds advanced in
the credit markets. :

By comparison, the overall change in net funds raised on the credit markets was
kept to faitly moderate proportions. Total net credit, after declining from $97 milliard
in 1968 to an annual rate of $88 milliard in the second half of 1969, rose again to $101
milliard in the second half of 1970. The recovery in credit demand, however, was



solely due to a changeover in the Federal Government’s position from debt repayment
at an annual rate of $7.5 milliard in the first half of 1969 to bortowing of $16 milliard
in the second half of 1970. Total lending to all other sectors dropped from over $1eo
milliard in the first half of 1969 to a low of §83 milliard in the corresponding pertod
of 1970 and stayed at this level in the second half of the year, -

In view of previous liquidity strains, the easing of credit-market conditions in
1970 led borrowers greatly to increase theit demand for long-term funds. Issues of
corporate bonds and equities, plus State and local-government securides, rose to an
annual rate of §45 milliard in the second half of 1970 from a figure about half that size
one yeat eatlier. Mortgages, too, expanded significantly in the course of 1970. On
the other hand, demand for bank loans fell off quite sharply, and the growth of consumer
credit also continued to contract.

Viewed from another angle, the commetcial banks (including their affiliates)
saw their demand and time-deposit labilities rise by $43.8 milliard in 1970 after an
actual decline of $4.5 milliard in 1969, In contrast, demand for bank loans, including
consumer credit, grew by only $4.0 milliard, against a rise of $21.1 milliard in 1969,
The banks responded to this situation partly on the liabilities side, where they reduced
their Buro-dollar and commercial-paper liabilities by $8.7 milliard, after increasing them
by $11.2 milliard the year before. The temaining net growth in resources, amounting
to about §36 milliard, was used for the acquisition of government securities and open-
market paper ($11 milliard), State and local-government bonds ($ro.1 milliard) and
miscellaneous other assets, including mortgages and company commetcial paper. The
main support for the mortgage market, however, came from the savings and loan
associations and mutual savings banks, into which savings funds flowed on a much
larger scale in the coutse of 1970,

In the first four months of 1971 the growth of the money stock accelerated to an
annual rate of about 9 pet cent., while time deposits at commetcial banks surged ahead
at'a rate of 25 per cent. The economic rebound after the strike-affected fourth quarter
had something to do with this, but it is much more likely to have reflected the authorities’
increasing concern with the economy’s underlying weakness. Business loan demand
secemed seasonally stronger, but the banks’ growing resources went mainly into
securities, particularly those of State and local governments, In addition, the banks
continued to reduce liabilities to their foreign branches and the volume of bank-telated
commercial papet. The three-month Treasuty bill rate fell from about 4% per cent. at
the end of 1970 to only 3.3 pet cent. at the end of March 1971. These developments
gave rise to increasing concern that monetary ease was being pushed unnecessarily far,
thus storing up problems of monetary control in the future while also bringing undue
pressures on other countries, In this setting the government began to consider the
possible use of fiscal stimuli, and the monetary authorities began to apply market
techniques designed to prop up shott-term rates while putting downward pressure
on long-terms ones. By mid-May the three-month Treasuty bill rate had moved up
to about 41 per cent., but yields on long-term bonds had also stiffened.

Uwiited Kingdom. In the spring of 1970, after neatly two yearts of severe testraint,
" monetaty policy took a more moderate turn, Bank rate, which had been reduced from
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United Kingdom: Saving, investment and changes in
financial assets and liabillties.

Pubti Overseas Ind; ﬁctlfIal ﬁOthgir |
Items Years sector sectors | PErsons leam n?er_cla] Banks Tr?:ti_-a
companies tutions
in millions of £ sterling
Saving plue nef capltal
trangfors . . . . . . .. . 1968 2,615 2,000 3,390 220
1969 4,038 2,085 3,530 : 160
1970 4,915 2,625 3,258 250
Gross domestic capital
formation {=) . . . . . . 1968 °'| —3,850 —1,310 —3,215 — 370
1969 | ~3,730 — 1,200 —3,830 — 475
1970 | —4,095 —1,320 —4,230 — 495
Financial surplug or 1968 | — 1,030 3052 690 178 — 150
deficit{(—) .., . ... 1869 310 | ~ 4352 890 | — 300 —2a1s
1970 820 | — 630% 1,200 | — o715 — 245
Corresponding changes in
financial 2sseis and
Nabilities
Bank lending . . ... .. 1968 | — 80 —2,8585 -— 40 | - 528 3,540 — 43
1969 185 —4,8580 75 - G158 5,225 20
1970 | — 400 —2,8095 —_ &0 —1,065 4,200 - 80
Notes and ¢oin and bank ’
deposits . .. . .. .. . 1968 | — 220 2,625 K1 285 —3.516 70
1869 | — . 130 4,728 380 - 170 —4,580 176
1970 | — 185 3,386 a35 325 4,690 220
Total currency flow® . . . . 1968 | — 1,410 1,410
19269 T45 - 745
1970 1,285 —1,28%
Overseas loans and :
investments . ., . . .. 1968 205 | — 420 188 30
1969 30 | — 148 135 - 20
1970 298 | — 195 — 40 — 68
Marketabla government debt 1968 730 - 75 — 260 — 40 — 395 40
: 1969 205 45 75 _ 10 — Bao 280
1970 | — 280 15 - 205 10 140 315
Mon-marietabie government
debt . . . .. ... ... 1968 | — 5 — - 40 55 — 10 —_ 5
1969 | — 215 60 | — 238 380 15 -
1970 3320 - 30 —_ a0 — 230 - 20 i1
Local-authority debt . . . . 1968 | — 5885 - 58 245 | — 30 260 165
: 1969 | — 600 30 220 _ B85 az20 115
1970 | ' — B485 —_ 40 - 60 — 120 485 280
Claims on other financial
institutions® . . . . .. . 1968 - 105 2,455 25 -2,3758
1969 - 2,635 &0 -—2,590
_ 1970 135 3,300 —_ 5 —3,315
Shares and securities® . .. . 1968 56 | — 1258 — 485 - 120 70 605
1869 15 138 — 400 - 135 a5 <)1)
1970 5 —_ &5 - HB60 205 65 G645
Other domestic loans® . . . | 1968 275 —1,018 | — 330 25 1,045
1969 155 — 915 — 270 _ 10 1,025
1970 196 -1,2358 — 370 a0 1,375
Unidentifted . . . . . . . . 1968 — — 896 | — 925 870 345
1969 | — 50 320 — 880 410 320
1970 130 155 — 575 310 145

1 A negative fipure Indicates an increase in UK claims {or a dectease in UK liabllities) vis~-a-vis the overseas sector.
2 Balance of goods and services, 3 Equals total official financing with overseas sector,  # Net inflow to life
assurance and pension funds and deposits with other financial institutions. 5 including transactions (n unit
trust units. 6 Mainly leang for house purchases. :

Source: Bank of England.
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8 to 7% per cent. in early March, was cut to 7 per cent. when the new budget was
introduced in mid-April. In addition, the quantitative ceiling on bank credit was
modified, to be replaced by guide-lines which suggested a gradual one-year rise of
5 per cent. for the main deposit banks as a group and of 7 per cent. for other banks
individually. On the other hand, special deposits, calculated on gross deposit liabilities,
were raised by half a percentage point and it was indicated that this type of change
would be used more flexibly as an instrument of credit policy. Priotity was to continue
to be given to credits for exports, productive investment and agriculture.

‘These changes occurred against a background of excess capacity and slow growth,
tight company liquidity conditions, a2 continuing budget surplus and optimistic
assumptions about future wage developments. It was expected that domestic credit
expansion ovet the fiscal year would come to fgoo million and that the broadly-
defined money supply would rise by about 5 per cent. In the event, though the economy
grew less than expected, the expansion of the money supply was much greater than
foreseen.

The reasons for this errant movement are to be found mainly in developments .
in the company sector. While throughout most of 1970 theit gross fixed investment was
running well ahead of 1969 levels, industrial and commercial companies experienced
a marked detetioration in their self-financing capacity, partly-because of slack demand
but mainly because of rising costs, particulatly wages. As a result, their financial deficit
rose steeply to £975 million, follomng one of L300 million in 1969 and a sutplus
of £175 million in 1968.

To some extent companies’ large financial needs could be covered by easier
-access to sterling bank credit and by reimbursement of import deposits. It had been
expected, motreover, that they would turn increasingly to long-term financing. However,
after casing somewhat in eatly 1970, capital-market conditions began to tighten again
+ in the spring, and remained unfavourable for the rest of the year, with yields on company
bonds seldom falling below 1015 per cent. In the event, total net issues by industrial
and commercial companies came in 1970 to only £194 million as against 512 million
in 1969. The upshot was that compénies looked elsewhere for funds. In the eatly
stages, as advances had become cheaper through the Bank rate reductions, they increased
theit recourse to bank credit much faster than envisaged under the guide-lines relating
to lending in sterling. Later, with exchange control authorisation, they greatly
increased their ‘borrowing in foreign currencies for domestic use. This borrowing,
together with other exchange inflows last year, contributed to the unexpectedly large
growth in the money supply.

The working-out of these tendencies, together with the policy responses to
them, can largely be traced in the behaviour of “domestic credit expansion™ (equal
essentially to changes in the money supply adjusted for the effects of the balance-of-
payments sutplus or deficit). Total domestic credit expansion amounted in 1970 to
£995 million, after recording a fall of £i8c million in 1969. The principal dynamic
element was bank lending to the private sectot, which went up by £1,110 million,
against a rise of only £480 million in the previous year. A considerable portion of
the 1970 figure consisted of botrowing in foreign currencies converted into sterling
for domestic use.
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United Kingdom: Domes_tic credit expansion.

1967 1968 1969 1870
Items
in milliens of £ sterling

Public-sector borrowing requirement® , . . . 1,825 1,315 — 475 10

Net sales of public-sector debt .
te non-bank private sector (—)}* . . . . .. — 825 — 75 b 340 - 150
Bank lending to private sector . ., . . . .. 540 530 480 1,110
Bank lending in sterling overseas, , . . . . . 25 140 150 25
Domestic ¢redit expansion ., , . 1,765 1,206 — 180 295

* Public-gector borrowling less sales of publi¢c-sector debt to the non=bank private sector equais changes in the
currency circulation plus the public sector's borrowing from banks and Its net external financing,

_ The public sector’s borrowing requirement, after dropping from £1,825 million
to —£475 million over the two years to 1969, returned last year to a positive figure of
£10 million. This reversal was not attributable to a deterioration in the sectot’s
financial surplus (saving minus investment), which, on the contrary, rose from some
£310 million in 1969 to £8z20 million., Rather, it largely reflected a changeover from
the receipt of import deposits in 1969 to the repayment of them last yeat.

Although its borrowing requirement in 1970 was negligible, the public sector
borrowed from domestic soutces some £1,385 million and repaid external debt to
nearly the same amount. Net sales of public-sector debt to the non-bank private sector
(which figure as a negative item in domestic credit expansion) came to only £150
million, ot less than half as much s in 1969. In addition, funds were obtained not
only from the increase in cutrency circulation (£320 million) but also through
botrowing from banks, which turned round from -£365 million in 1969 to Ly15
million last year. This swing was mainly associated with changes in the banks’ govern-
ment securities portfolio in conjunction with both exchange inflows and a high rate
of deposit formation, Thus, after cutting back their government security holdings
by £s590 million in 1969, the banks made net purchases last year of f140 million,
reflecting Treasury bill acquisitions of £550 million offset by reductions in gilt-edged
heldings of £410 million. Moteover, in contrast to 196g, the Bank of England
Banking Department added considerably to its government security holdings last year,
and bank advances to local authorities and public corporations accelerated.

During the last three quarters of 1970 the monetary authorities experienced
considerable difficulty in working to their objective of preventing an excessive expansion
of domestic credit. After the April 1970 budget and ptiot to the June election, sentiment
in the gilt-edged market weakened markedly because of feats of continuing strong
inflation and uncertainties about external prospects. Although yields on long-term
government bonds werte allowed to tise to nearly 10 per cent. in June, the authorities
took in some £85 million of gilt-edged securities from domestic non-bank holders.
Sentjment improved after the election and the end of the dock strike, but another
£170 million of gilt-edged stock was purchased from non-bank holders in the September
quarter, when a large maturity fell due. In July the authotities had to admonish the
banks for having already expanded sterling credit faster than implied by the guide-
line for the year. The continued rapid rise in wages bad emerged as the most severe
constraint on monetary policy. In October, with wage increases still charging
ahead, the authorities announced that “Draconian” monetaty measures were not
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envisaged, and the only action taken was to inctease special deposit requirements
by one petcentage point so as to absotb liquidity. The policy of moderate testraint
was again confirmed in Jaduary 1971, when the Chancellor announced that his aim
was not passively to provide the amount of money needed to underwrite the cutrent
rate of inflation, but something less. The implication was that monetary restraint was
not to be used on its own to counter wage inflation,

Allin all, the money supply rose in 1970 by £1,520 million, or nearly 9% per cent.,
compared with only 3 per cent. in 1969. This increase substantially exceeded domestic
credit expansion, which amounted to {995 million, the difference being attributable to
the external surplus.

In the first quarter of 1971 exchange inflows were particularly large, partly
because of company foreign curtency borrowing to meet seasonal liquidity needs
and partly because of relatively high UK interest rates. To slow down company
borrowing, it was stipulated in January that foreign cutrency credits must in future be
for terms of five years or more, with exchange cover permitted only over the final six
months. The inflows subséquently found their way, largely via financial institutions,
into the gilt-edged market, where more generally the growing expectation of declining
interest tates was attracting considerable buying interest. Official sales of gilt-edged
secutities may have totalled as much as £1,250 million in January—March. Moreover, the
fact that a large proportion of these sales was made to non-banks helped to slow down
the gtowth of the money supply and domestic credit expansion.

~ When introducing his new budget, the Chancellor announced a relaxation in the
credit guide-lines so as to permit sterling advances to increase for the time being
by 214 per cent. a quartet. ‘This would probably lead companies to turn from borrowing
in foreign currency back to sterling credits, and the cut in Bank rate by a full percentage
point at the beginning of April promised to reinforce this tendency. Moreover,
the reduction in the corporation tax brought some relief to companies, which could
also expect to benefit from higher consumption spending. The difficulty remains,
howevert, that the money supply cannot be brought under effective control without
considerable help from incomes policy,

In May the authorities outlined proposals calling for a far-reaching set of changes
in monetary control techniques. In principle, these proposals would involve a shife
away from quantitative credit ceilings, which have impeded competition and inno-
vation, in favour of reliance on the price mechanism as a means of allocating bank
credit. In future, therefore, the authorities “would seck to influence the structure of
interest rates through a general control over the liquidity of the whole banking system”,
The cash and liquidity ratios currently applied to the London clearing and Scottish
banks would be replaced by a unified reserve ratio applied across the entire banking
system. Against this fixed ratio the “spectal” and “cash” deposit schemes would be
unified and used more flexibly, together with policies to influence interest rates.
The new reserve ratio would be set in relation to sterling deposit liabilities to non-
banks, including sterling acquired by inward switching, and reserve assets would
- include cash and assets which the authotities would normally be prepared to convert
into cash, notably money at call in the discount market, Treasury bills, eligible local-
authotity papet and (up to a certain propottion) commercial bills as well as government
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secutities with a year or less to maturity, A further proposal is that the clearing banks
should abandon their collective agreements with regard to interest rates, except those
for savings deposits. In general, the proposals would put all banks in the United
Kingdom on an equal competitive footing in respect of both sterling and Euro-
cutrency activity. As part of the new monetary apptroach, but with immediate effect,
“the Bank of England changed its stance in the gilt-edged market, Whereas it had
hitherto normally stood ready to buy gilts, though at a price of its own choosing,
the Bank now no longer feels itself obliged to provide outright support for the gilt-
edged market in stocks having a maturity of over one year. Thus, it will “not normally
be prepared to facilitate movements out of gilt-edged by the banks, even if their
~ sales should cause the matket temporatily to weaken quite sharply”,

Canada. Although demand conditions had eased some months before, continuing
cost and price pressures led the authotities to keep to a restrictive monetaty policy into .
the early months of 1970. Nevertheless, in line with US developments, intetest rates
had started to move down alteady around the end of 1969, and this drift continued up
to early 1971, A clear relaxation took place from the second quatter onwards, when the
impact of the surplus in the balance of payments was allowed to be reflected in increased
liquidity of the economy. But the very large exchange inflows over this pétiod threatened
" to disrupt the timing and degree of relaxation considered appropriate. Though the
floating of the Canadian dollar at the end of May restored some monetaty autonomy,
the authorities were by then ready on domestic grounds to speed up the return to
easier credit conditions. From May 1970 to Februaty 1971 the official discount rate
was reduced in six steps from 8 to 5% per cent. Lending suppott to this movement,
the government’s budget shified from 2 surplus of §610 million in 1969 to a deficit of
$165 million in 1970.

The new policy stance was reflected in a rapid rise in the banking system’s
total assets and liabilities, which went up at a seasonally adjusted annual rate of
about 13.5 per cent. in the nine months to December 1970, compared with virtually
no increase in the preceding nine months. Within this total, business loans grew more
slowly than before, while personal loans, after remaining faily level for a year, began
to accelerate in mid-1970. Total loans went up during the last three quarters of 1970
at an annual rate of only 6.1 per cent., while liquid assets (mostly government securities)
shot up by 31.5 per cent. and other security holdings also recorded a sharp rise.
Thus, the chartered banks, after unloading close on $o.5 milliard’s worth of securities
in 1969, incréased their holdings by almost §2 milliard in 1970.

Net new issues of securities (including those denominated in foreign cutrencies)
amounted to neatly $6 milliard in 1970, approximately $1 milliard more than in 1969.
Public issues took the lion’s share, with a total of over $4 milliard, The central govern-
ment, in particular, substantially increased its recourse to the market, borrowing
nearly $2 milliard. Issues of corporate bonds also showed a large rise compared with
1969, but this was more than offset by a fall in new issues of equities and short-term
paper. In view both of interest rate developments and of the authotities® direct prompt-
ing in favour of domestic finance, net new issues in foreign currencies went down
to $600 million, against §1,710 million and $1,5 50 million in 1969 and 1968 respectively.
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Domestic sales of securities increased from $3 milliard in 1969 to $s5.1 milliard in
1970, mainly because of the banks’ changeover to latge net purchases of bonds.

From 1969 to 1970 the total of new funds raised by non-financial sectors in the
credit markets declined by just over 5 per cent. Of the total funds raised by the govern-
ment, three-quarters were required to finance the increase in foreign exchange reserves.
Both consumer and mortgage debt grew more slowly last year. The financial deficit of
corporations must have expanded as a combined result of increased investment, on the
one hand, and the adverse effects on profits of wage inflation and the appreciation of
the Canadian dollar, on the other hand. Still, they borrowed less and appear instead to
have cut down on their short-term financial assets, foreign cutrency deposits in
particulat. But, to strengthen their liquidity positions, they reduced their tecourse to

“new bank credit and to the issue of short-term papet, while increasing their long-term
fixed-interest borrowing. '

Canada: Total net funds raised in the credit markets
by non-financial sectors.

Changes in net
. 1968 1989 1970 funds raised
ectors 1068-69 | 1669-70
In miltions of Canadian dollars

CONSUMBIS & 4 4 4 v v v e v v s e e e n as 1,215 '| 1,268 660 S0 — 605
Mortgages . . .. ... .. L . 1,230 1,595 1,330 385 — 265
Non-financial business®. . . . . . . ... ... 2,650 - 3,765 2,600 1,118 —1,165
Provincial and municipal governments® . . . . . 2,250 2,260 2,100 10 — 160
Government of Canada®, . . . . . .. ... .. 1,110 280 1,990 - 830 1,710
Total . . . o o s e e e e e 8,455 9,168 8,680 710 — 488

1 Excludes net mortgage lending by governments and their agencies. 2 Excludes agriculture, * Excludes loans
from the central government but includes securities purchased by the Canada and Quebec Pension Plans.
& Excludes net new foreign currency issues,

Eatly in 1971 policies remained expansive with a view to sustaining the pace of
growth — which had already clearly quickened since the fourth quarter of 1970 —
and to help reduce unemployment. Domestic credit conditions were further eased
and a supplementary budget approved at the end of 1970 introduced new stimulatory

measures.

Japan. In the fifch year of sustained expansion and against the background of
a large external curtent-account surplus, credit policy was tightened as from September
1969. The official discount rate was increased and stricter guidance was given as to the
net liquidity positions of city and long-tetm ctedit banks so as to avoid an unduly
rapid tise in theit lending, City-bank lending, which is most affected by credit restraint,
thereafter slowed down, but lending by all financial institutions together continued to
expand strongly until the summer of 1970. Then, primarily because excessive business
inventories were beginning to depress output, steps were taken in the direction of
monetary ease.

During 1970 the Bank of Japan gradually relaxed its guide-lines on the increase .
in city-bank credit, limits being set for the March quarter at 105 pet cent., for the June
quatter at 109 per cent., for the September quarter at 111 per cent. and for the December
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quarter at 116 per cent. of the increase in the corresponding period of 1969. From
June onwards it provided the exchange banks with yen funds outside their central-
bank borrowing quotas at the official discount and loan rates for use in financing
impotts in place of foreign exchange credits financed from abroad. Moreover, in
view of the calming-down of economic activity, the official discount rate was lowered
from 6.25 to 6.0 pet cent. in October.

The central government substantially increased its financial surplus in 1970, .
using this partly to reduce its secutity issues and increase its own holdings of securities,
Moreover, its position with the central bank attributable to the movement in its general
fund accounts improved by Yen 515 milliard, which more than offset the effect on
bank liquidity of the growth of official foreign exchange resetves. In this situation
the Bank of Japan helped to supply the banks with additional reserves through its
loans and security putchases, which, inclading funds provided to encourage a shift
to yen financing, rose from Yen 885 milliard in 1969 to Yen 1,335 milliard in 1970,
But, with bank liquidity remaining under pressure for most of the yeat, call-money
rates stayed at 8%-8% per cent. untl the autumn, then declined to 614 per cent. by
April 1971,

Japan: Changes in financial assets and liabilities,

Puth'ulc
enter-
Corpo- | Persanal E:Jg::l p;i:gs Banking finoatggiral R:“ of
ltams Yaart rate sector ment local system | institu- world?
sector author- tions
ities
in milllards of yen
Financial surptus or 1968 |=—2,910 4,670 80 |—1,455 - 375
deficit (=) . ... ... 1968 | —3,455 5,180 380 |—1,340 -~ 765
1970 |—4,405 £,750 1,080 | —1,580 - 725
Corresponding changes
in financial assels
and ligbiifties®
Money and time deposits. . . 1968 1,820 4,870 |— 985 155 | —4,325 |—1,700
1969 3,065 6,52% |—1,190 220 |—5&,235 |-3,385
1970 3670 6,715 |—1,400 210 | —5,685 |=—3,510
Insurance and trust claims . . 1968 130 1,515 |— 235 5 — -—1,415
’ 1968 165 1,815 |- 280 5 10 |—1,705
- 1970 185 2,175 |— 380 10 25 |—2,035
Socurities (net) . . . . . . . 1968 |[— 370 620 |— 380 |— 820 200 565
1968 |— 443 1045 |— 75 |— 880 255 235
‘1870 |— 770 | 1.420 340 (— 820 125 |— 65
Loang. . . . . . . v . 1968 |—5.610 |—1,865 1505 |— &3& 3,650 2,960
1969 |—7,865 |—2,715 1,705 |— &850 | 4,650 4,875
1970 |=8,420 |—3,240 2,115 |— 965 5,700 5,810
Official reserves . . . . . . © 1968 : — 320
: 1969 : — 220
1970 ’ - 280
Other foreign claims (net). ,| 1968 |— &5 20 |- 50 115 - |— 90
1968 11— 210 165 [— 20 526 -_— — 555
. 1970 |— 85 170 16 | 220 i0 |— 515
Miscellaneous transactions® | 1968 1,005 |[— 470 M [— 40 |— 40 |— 410 30
1869 1,830 |—1,4856 55 |— 20 |=— 200 |— 120 50O
1870 1,930 |—1,318 185 j— 30 |— 385 |— 210 70

v A negative sign indicates an increase in Japan's claims {or a detrease in Japan's liahilities} vig-a-vis the rest
of the world, 2 A minus sign represents a decrease in assets or an increase in llabilities. 2 Including trade
credit and statistical discrepancles.

Source: Bank of Japan.



— 67 —

The growth of deposits with financial institutions slowed down last year, With
lazge inventory accumulation and reduced profitability, the cotporate sector had a
much bigger financial deficit in 1970, Its borrowing through loans was well maintained,
and it raised appreciably mote than before through security issues. In the personal
sector, which again recorded a sizable increase in its financial surplus, the deceleration
of deposit growth was associated mainly with a shift to security investments, The
slow-down was most matked for demand deposits and was partly a response to increases
in the spring in security yields and, for the first time in nine years, in time-deposit rates.

Total bank lending increased in 1970 by 17 per cent., somewhat faster than
in 1969, while that of other financial institutions, after accelerating sharply in 1969,
rose at neatly the same rate last year. This was because the slower growth of deposits,
could be cushioned — for the banks by increased funds from debentute issues and
by a smaller rise than in 1969 in their net foreign positions, and for the other institutions
by a reduction in their security acquisitions. With an increased supply of funds
from the personal sector and from abroad, total security issues rose to Yen 3,800 milliard
last year, compared with Yen 3,100-3,300 milliard in each of the previous four years. As,
moreover, public-sector issues were cut back last year, banks and industrial companies
wete able to raise substantially more on the market, the growth in corporate stock
issues being particularly pronounced. '

In eatly 1971 the main objective of monetary policy was still to provide some
domestic stimulus while taking account of external developments. From the beginning
of 1971 the system of target limits for increases in city-bank credit was terminated.
In January the Bank of Japan lowered its disconnt rate for commercial bills from
6 to 5% per cent. and cut the interest rate it charges on loans secured by other bills,
including impott bills, by half a percentage point. Moreover, in March and late May
the authorides took steps to provide the banks with a combination of facilities for
the specific putposes of replacing foreign funds in the financing of imports and of
assisting in the provision of cheaper forward cover to exporters, On 8th May the
official discount rate was brought down to 514 per cent.

Germany. Mote than in any other country, monetary restraint in Germany over
the past year was undermined by large inflows of funds from abtoad. These inflows
resulted primatily because a restrictive policy was applied over the entite period —
though with diminishing intensity as time went on. But, in combination with this,
Germany’s predilection for a fully convertible Deutsche Matk, together with its use
of monetary techniques which operate indirectly through bank liquidity and interest
rates, paved the way for substantial recoutse to foreign funds by business firms and,
to 2 lesser extent, banks. Monetary restraint was gradually made effective, but its
impact was felt much more through high interest rates than through limited credit
availability. _ : :

In defanlt of stronger measures of budget policy, the Bundesbank in March 1970
sharply raised its discount rate from 6 to 7% per cent. and moved the already high
lombatd rate from g to 914 per cent. To discourage the banks from borrowing abroad,
a special reserve tequirement of 3o per cent. was imposed as from April on any growth
in labilities vis-d-vis non-residents. Following the introduction of new fiscal testraints
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in July, the discount rate was brought down to 7 per cent., primarily on external
grounds, But it was then kept at this relatively high level until the late autumn; in
November and ecarly December, with external considerations still playing a major
rble, it was reduced in two stages to 6 per cent.

After starting eatly in the year, inflows of funds remained modest during the
spring, when the decline in US short-term interest rates was temporarily reversed,
but picked up speed from June onwards. Up to about September 1970 the exchange
inflows were largely sterilised, but thereafter they were permitted to have a fuller
impact on bank liquidity. In July teserve requirements wete raised by 15 per cent.
across the board, Subsequently, with effect from Septembet, the Bundesbank introduced
a rather severe set of additional reserve requirements — 20 per ceat. fot savings deposits
and 4o per cent. for sight and time deposits — applying to increments in resident and
non-resident Habilides alike. However, these requirements did not work very satis-
factorily and as from December they were replaced by an increase of 15 per cent.
in reserve requirements on total deposits outstanding. At the same time, the 30 per
cent. requirement on the growth of foreign liabilities, superseded in September, was
reintroduced. '

On a national-accounts basis the financial surplus of the public sector as a whole
turned out at some DM 8.7 milliard. Although this was slightly higher than in 1969,
it conceals a substantial increase in the social insurance sector’s surplus (from DM 1.5
to 7.1 milliatd), offset by a decline in that of public authorities (from DM 6.9 to
1.6 milliard). The public authorities supplemented their tesoutces by bottowing
DM 8.7 milliard from banks and other financial institutions, On the uses side, in
addition to their normal lending for housing and other putposes, the public authorities
deposited with the Bundesbank DM 2.5 milliard in the anti-cyclical reserve fund plus
another DM 2.2 milliard deriving from the temporary income-tax surchatge.

Over the year as a whole the market factors making for an increase in bank
liquidity added up on a net basis to some DM 21.8 milliard, of which the influx of
exchange alone accounted for DM zo.2 milliard. Over four-fifths of this increase was
sterilised through policy action. The public authorities” special anti-cyclical deposits
(including the reimbursable tax surcharge), plus the sterilised proceeds of a small
bond issue, came to DM 4.9 milliard. In addition, DM 9.8 milliard was absorbed
through increases in reserve requirements and another DM 3.0 milliard through open-
market operations and cuts in rediscount quotas. As a percentage of total deposits,
the credit institutions’ liquid assets dropped from 6.8 in December 1969 to 5.3 in
March 1970, but rose thereafter to reach 7.8 in December.’

The strength of credit demand came largely from the enterprise sector (excluding
housing), whose financial deficit again rose shatply, to DM 39.6 milliatd from DM 29.1
milliard in 1969 and DM 9.1 milliard in 1968. Reflecting the effects of the 1969 revalua-
tion and of cost pressures, retained earnings actually declined, while capital investment,
though slowing down during the year, was substantially higher on average than in 1969,
Altogether, enterprises raised funds in the amount of DM 63.7 milliard, of which
one-third is estimated to have been taken up abroad. In earlier periods of restraint
this proportion had never been higher than 20 per cent. Domestic borrowing mainly
took the form of loans from credit institutions, but bond and share issues recovered,
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Germany: Saving, investment and changes in financial assets and liahilities.

. [ p Other
ﬁ:\:’:ﬁ Housing Enter- Public - th;zir?-n ?r::#:t financial
ltems Years holds prises | sector | yhect | tutionsz |  Insti-
tutions
in milliards of Deutsche Mark
Net saving plus capital .

transfers . . . . . . ... 1268 35.50 8.20 27.85 13.00 3.30 Q.50
1969 42.00 5.15 22.55 28.45 — D.ost 0.25
1870 46.30 6.45 22.00 34.15 7.00 0.35
Met investment{—}. . . . . 1968 =21.80 | —36.90 |—18.00 — 1.05 |— 0.5
1869 | —22.40 |—51.6% |—20.10 — .35 |— a.75
1970 —26.25 | —61.65 |—25.45 — 1.45 |— 0,70

Financial surplus or 1268 35.50 |—13.70 |— ¢.05 |— 5.00 |— 2.95° 2.20 _
deficit ... ... ... 1269 | 42.00 |~17.25 |—29.10 8.35 |— 2.10°[— 1.48* |~ 0,50

1970 46.30 | —19.80 |—-39.85 8.70 |— 1.883%" 6.45 |— 0.40

Corresponding changes
in financial assels
and liabilities®
Money, time and savings
deposits . . . . . . . . . 1968 24.45 0.15 12.65 5.36 6.20 | —50.65 1.80
1968 268.15 0.10 11,98 7.80 T.25 |=54.85 1.56
1970 26.70 0.5 16.05 7.50 11.55 | —83.65 1,75

Claims on non-bank financial

ingtitutions . . . . . . . 1968 - 9.05 —_ 1.10 0.15 0.05 9.10 | —=10.35
1969 11.08 - 1.45 B.05 .05 0,10 | —12.70
1970 12.70 _ 1.30 0.15 — 0.10 [—14.25
Money-market paper . . . . 1968 -_ - 0.10 {— 0.75 1.20 |= 0.4% {— 0,15
1969 - - - 1.15 6.25 0.10 |— 5.20 —_
1970 —_ —_ 0.20 1.90 1.40 |— 3.50 —
Bonds and shares:
Purchages . . . . . ... 1868 4.65 -_ 2,70 0.50 0.70 15,70 3.65
1969 8.75 - .85 Q.40 |— 0.75 11.10 3.00
1970 10.058 - .60 a.70 1.00 3.45 2.20
Sales. . . .. ... ... 1968 — — 0,10 |— 3,80 |— 2.50 |— 6.75 |—14.70 1— 0.05
1869 - — 0,08 |— 2.85 0.456 |—10.80 |—12.95 |— 0,10
1970 - — 008 |— 470 |— 078 |— 3.85 |—12.55 |— 0.20
Bank credit . . . . .. .. 1968 |— 2.95 |=— 2.85 ]=14.85 {-- B.15 |— 9.35 44.55 _
19869 |— 3.6 |—11.00 |—37.65 |— 8.60 |—13.45 ¥4.75 | — 0.25
1970 |— 3.10 |—11.20 |—31.65% |— 8,18 |— 4,10 58.60 |— 0.45
Other loans . . . ... .. 1968 |— 0,20 |=— 3.20 |— 1.28 |— 0.45 - — 5.10
1969 |= 0.10 |— 5.65 |- 1.5% |— 0.65 - _ 7.95
1970 |— 0.35 |— 8.15 |— 1.85 [ = O.65 - - 10.60
Other clalms and liabilities . 1968 |— 0.25 |= 0.70 |- G.DO .90 5.55 — —_
1969 |— 0.10 |— 060 |~ 3.05 2.60 1.15 _ -—
1970 |=— 0.55 |— Q.60 |—22.905 7.85 16.15 —_ _
Gold and foreign exchange . 1968 ’ — 7.85 T7.65
1969 : 14.40 | —14.40*
1970 —24.05 24.06
1 A negative figure signifies an increase In Germany’s claims {(or a décwase in Germany's liabilities) vis-a-vis
foreign ¢oundries. 2 In¢luding the ¢entral bank. 3 Building-and lcan associations and Insurance sector.
4 After Bundesbank balance-sheet adjustmants resulting from the DM revaluation {counterpart changes appear

under ‘' Foreign countries®'}. 5 Net forelgn investment (i.e. balance of goods and services). ¢ A minus
-sign ropresents a decrease in assets or an increase in liabilitles. .

rising from DM 2.95 milliard in 1969 to DM 4.7 milliard last year. Interestingly, the
enterprise sector’s liquid financial assets expanded appreciably more than in the

preceding year..

The growth of the _rnoﬁcj supply, conventionally defined'to include sight deposits .
but not (as is usval in Germany) short-term time deposits, came in 1970 to 8.8 per cent,



(6.4 per cent. in 1969) and was thus well below the 12.6 per cent. increase in nominal
gross national product. Adding to this all deposit claims with maturities of up to four
years, the expansion of money and quasi-money amounted to 10.5 pet cent., or only
fractionally more than in 1969. Thus monetary restraint took its toll, though at the
expense of a huge sterilisation of funds and accumulation of official reserves. The credit
institutions’ lending to domestic non-banks increased by DM 1.0 milliard, ot about
11 per cent., cotnpared with some 13 per cent. the year before. The proportion accounted
for by the public sector rose from 3.0 per cent in 1969 to 13.7 per cent. last year, .

Net recourse to the capital market, after declining from a peak of DM 27.8
milliard in 1968 to DM 26.2 milliard in 1969, fell further to DM 21.6 milliard last
year. However, residents’ net purchases of foreign securities (including new issues
of foreign and international bonds placed in Germany) dropped even more, from
DM 11.8 milliard in 1969 to DM 2.6 milliard in 1970. In these circumstances, and
despite capital-market strains, domestic' borrowers were able to increase their net
issues from DM 15.2 to 17.9 milliard. On the supply side, net purchases of fixed-
interest-beating securities by credit institutions declined from DM 10.0 ‘milliard
in 1969 to DM 2.4 milliard last year, while those by households, attracted by favourable
interest rates, increased from DM 5.4 to 9.3 milliard, :

In. the first quarter of 1971 monetary conditions, though becoming easier,
temained tight relative to those elsewhere, and non-bank residents continued to take up
funds abroad. In February interest rates on cutrent-account credits of less than DM 1
million averaged 10,6 per cent,, or not much less than their peak of 11.6 per cent,
in May 1970, In the eatly spring the demand for bank credit showed considerable
strength. On 1st April the official discount rate was brought down from 6 to 5 per
cent. and the lombard rate to 615 pet cent., but the move was prompted only by the
need to ward off heavy inflows of short-tetm funds from abroad. Simultaneously,
in view of persisting wage/price pressures, the Bundesbank cut the banks’ rediscount
quotas by 10 per cent. and announced its intention to step up open-matket operations.
A mounting flood of exchange from abroad brought the policy conflict to 2 head in
the first week of May. By opting in these circumstances for a floating exchange rate,
together with a virtual ban on interest payments on non-resident deposits, the authorities
showed 2 determination to increase, rather than relax, their control over domestic
monetary conditions. In early June, in order partially to sterilise recent inflows, reserve
tequitements were substantially raised — quite drastically in the case of non-resident
deposits.

Italy. In early 1970 monetary policy was kept fairly restrictive for both domestic
and external reasons, with interest rates continuing their steep adjustment to Inter-
national levels. To speed up this process the official discount rate was raised in early
March from 4 to 53 per cent., with the supplementary margin of 114 percentage points
for excessive botrowing at the central bank being retained. Following the introduction
of fiscal measures in August, however, monetary policy turned expansive with the
aim of encouraging investment spending. But this move, too, was consistent with
external developments in the light both of declining international interest rates and of
the improvement that had already occurred in the balance of payments.
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ltaly: Saving, investment and changes in financial assets and liabilities,

Other Banks
Public Public enferprises House- and Overseas
ftems Yoars | gector 9:;;:; an s';g!‘gr finangial | secto
’ P housing institutions
in milliards of tire.
Saving {including capital
transfers} . . . ... .. 1968 | — 600 555 5,170 5,560 390
1968 | — 880 720 5,690 5,385 495
1970 | — 880 &80 6,920 6,480 680
Gross domestic capital
formation (=} . . . . .. 1968 | ~—1,410 —1,300 —~&,630 - 160
1969 | = 1,510 —1,425 —8,005 — 185
1970 | —1, 798 —2,170 —9,045 — 220
Financial surplus or
deficit , . . ... ... 1968 | —2,010 — 7485 — 1,360 5,560 230 — 1,670
1969 | —2,190 — TJO05 —2,318 &,388 300 — 1,475
1970 § —2.675 —1,610 —2,125 6,480 330 — 500
Corresponding changes jn:
Financial assets
Liquld asaets. . . . . . 1968 118 - 1,670 2915 40 - 15
19G9 05 120 1,480 3,075 245 85
1970 | = 165 —_ 80 2,180 4,205 G165 _ o0
Fixed-interest gecurities | 1968 | — 10 - 15 1,255 1,555 5
19658 | — 20 -3 - ] 1,100 1,440 —_
1970 | — 10 - 5 20 785 1,380 —
Other net lending . . .| 1968 ass 40 115 1,465 4,728 G456
1969 320 a5 165 2,030 &,165 1,755
1970 530 35 230 1,275 £,055 2,870
Shares and .
participations . . . .| 1988 465 40 225 100 as 235
1969 Ins 15 336 280 40 245
1970 280 15 385 345 75 280
Financial liabilities (—)?
Sl‘lort_-terl‘n liabitities* .| 1988 | —1.070 10 — 1,285 - 175 -—4,910 —1,180
1969 | —1,855 — 135 —2,300 — 108 —3.559 —1,620-
1270 | —3.115 — 680 —1,620 — 130 —8,24% —2,520
Long-term labilities . .} 1988 | —2,0858 — 555 — 1,850 — —1,180 | —1,128
: : 1968 | = 955 — g05 — 1,618 -— - 1,070 —1.605
1970 | — 8900 — &55 — 1,880 — - 1,480 — 905
Shares and i
participations . , . .| 1968 - — 285 - 480 — — 105 - 210
1969 - — 180 - G453 _ — 55 — 335
1970 —_ — 185 — 925 - - 155 — 240
Statistical discrepancy . .| 1968 |- 160 - 230 —_ 70 |~ 28
1869 | — 255 .- 270 —_ -L3 -_ 19
1970 G695 - - 535 —_ 155 10

! The National Electricity Agency and predominant!y-lpublic halding companies. 2 A negative figure indicates
an Increase in Malian clalms (or a decrease in Italian liabilities) vis-a-vis the rest of the world. 2 The Increase
In the financial liabllities of '*Qther enterprises and housing'” corresponds to the overall rise in liabilities of tha
enterprisge sector, less the increase in indebtedness of public enterprises, plus the estimated amount of loans
obtained by the household sector for capital expenditure on houging. ¥ includes purchases by the Bank of Maly
and the Itaflan Exchange Office of long-term seturities issued by the public sector.

Financial and monetary developments for 1970 as a whole were dominated by
two main factors: the government’s large and growing botrowing requirement, on
the one hand, and the unsettled state of the capital market, on the other. As regards the
latter, the worst point was reached during the third quarter, when long-term yields-
reached peaks ranging between 8 and 11 per cent. and redemptions exceeded new
bond issues by Lit. 80 milliard. For 1970 as a whole net issues of fixed-interest securities



amounted to Lit. 2,600 milliard, compated with Lit. 3,345 milliard a year earlier.
But, excluding central-bank security purchases, net issves taken up by the banks and
the public dropped off to Lit. 1,510 milliard from Lit. 2,130 milliard in 1969 and
Lit. 2,875 milliard in 1968, The decline was partly made up for by larger share issues,
which rose to Lit. 1,010 milliard from Lit. 680 milliard in 1969. But, largely. because
of informal prompting on the patt of the authorities, borrowers were also able to meet
their financing requirements by turning abroad for funds, where they took up Lit. 1,080
milliard in 1970, against only Lit. 105 milliard in 1969,

The government’s borrowing requirement in 1970 came to Lit. 3,230 milliard,
compated with Lit. 1,690 milliard in 1969. The huge increase was to some extent
attributable to the wave of strikes late in 1969, which shifted some government
expenditure forward into 1970. Nevertheless, the record deficit of Lit, 1,570 milliard
in the fourth quaiter of 1970 — mainly due to the upward rrend of current expenditure —
underlines the difficulty of the situation. Since recoutse to the capital market had to
be greatly curtailed, 85 per cent. of the overall borrowing requirement was covered by
the Bank of Italy. The proportion financed by the central bank had been 68 per cent.
in 1969 and 25 per cent. in 1968, while in 1966 and 1967 the Treasury had actually
reduced its indebtedness to the central bank. More generally, there was a distinct
deteriotation in the financial position of the public sector as a whole (including public
enterprises), whose financial deficit rose steeply from Lit. 2,895 milliard in 1969 to
Lit. 4,185 milliard last year. This deteriotation was largely ascribable to a stepping-up
of investment expenditure, which rose by over Lit. 1,000 milliatd to Lit. 3,965 milliatd
and thus went up from 26 to 30 per cent. of total domestic capital investment.

During the first three quarters of 1970 the Treasury’s impact on liquidity was
largely offset by the combined effects of the substantial first-quarter balance-of-payments
deficit, special measures applied temporarily to sterilise the proceeds of foreign
borrowing undertaken by special agencies, and the banks’ more limited access to
central-bank credit. But the situation changed in the fourth quarter when the Treasury’s
‘record borrowing coincided with an again sizable balance-of-payments surplus.
Moreover, the authorities-had decided in September to allow banks’ existing reserve
requirements to be met by end-Decembetr 1970 to the additional extent of Lit. 250
milliard by means of bonds issued by special credit institutions. All these factors
combined to produce a sharp increase in the liquidity of the economy. A further
factor which directly improved banks’ liquidity was the raising from 334 to §1% per
cent., as from 1st October 1970, of the rate of interest on banks’ current-account
deposits with the Bank of Italy and on Tteasury bills held as compulsory reserves.

For the year as a whole the growth in deposits came to Lit. 5,600 milliard, or
16 per cent., against 12 pet cent, in 1969, Mainly owing to a shift in relative interest
rates, the increase in total deposits took the form of a 35 per cent. rise in current-
account deposits, while savings deposits actually declined by 3 pet cent. On the other
hand, the growth of domestic bank loans came to Lit. 3,330 milliard, or 14 per cent.,
compared with about 15 per cent. in 1969. A significant change took place, as already
mentioned, in credit institutions’ net purchases of securities, which went up by Lit. 810
milliard, or approximately g per cent., against 15 per cent. in 1969 and 24 per cent.
in 1968, In view of the somewhat weak demand for bank credit at sdll high lending



rates, the banks used their growing resources in the latter part of the year pattly to
rebuild their short-term assets and partly to repay debt to the central bank. Thus, the
ratio of liquid assets to total deposits, which was 3.2 per cent. at the end of 1969 and
reached a histotic low of 2.2 per cent. at the end of May 1970, climbed again to
3.7 pet cent. at the end of the year. Borrowed reserves declined, against the seasonal
trend, in late 1970. Relative to total liabilities, they fell from 6.4 per cent. at the end
of 1969 to 3.1 per cent, a year later.

In the early months of 1971, with production and productivity remaining sluggish
and with excess capacity increasing, monetaty policy continued on an easy course
and interest rates declined further, The Bank of Italy reduced its basic rate for advances
against security from 5% to 5 per cent. in January and lowered the official discount
rate, also to § per cent., at the beginning of April. Another move that helped to bring
interest rates down was a new bank cartel agreement on deposit rates, which became
effective eatly in 1971 and was followed by a concerted lowering of lending rates at the
beginning of May.

France. The stabilisation policies introduced in 1969, together with a return
to budgetary equilibrium last year, brought a good medsure of domestic and extetnal
stability. Monetary restraints were relaxed somewhat, and direct credit controls were
terminated in favour of instruments influencing bank liquidity. Shori-term intervention
rates were adapted to Euto-currency rates, In the spring of 1971, with renewed economic
strains in evidence, monetary policy tutned towards greater caution.

Ditect credit controls wete relaxed gradually during the spring and summet of
1970, but the authorities sought to maintain an appropriate degree of monetary restraint
by hrmtmg the formation of bank liquidity. Consumet-credit restrictions were eased
slightly in February and again for certain goods in May and June. Credit generally
remined subject to quantitative limitations, but with effect from February certain
foreign currency loans were exempted and increases of up to 13 per cent, per month in
export credit were permitted outside the ceilings (2 per cent. as from July). The lmits
were raised selectively for certain types of medium and long-term investment credits in
April and for export and construction credits in June, when medium-term rediscountable
equipment credit was freed from restriction. In April, however, the ratio for banks’
minimum boldings of medium-term paper was put up from 15 to 16 per cent. Further-
more, as inflows from abroad were adding substantially to bank liquidity, compulsory
reserve requirements wete raised in June and July, by a total of two percentage points,
to 7% per cent, for demand deposits and 214 per cent. for time and savings deposits.
In cases of credit-granting excesses, liquidity was reduced at first by penalty cuts in
rediscount ceilings but then, as from May, by deposits required to be held with the
central bank. Up to the summer interest rates on international markets remained
substantially above the Bank of France’s discount rate. But the matrgin was eventually
eliminated and in August the discount rate was lowered from 8 to 7% pet cent.

Credit to the economy expanded only very moderately during the first three
quarters of 1970 and demand deposits grew slowly, On the other hand, time and
savings deposits, particulatly those of individuals, tose very shatply, as in 196q.
This reflected strong competition between banks for large and longer-term deposits,



on which rates are not controlled, but also higher interest rates and other incentives to
saving introduced by the authorities in 1969 and March and July 1970.

In October the discount rate was lowered to 7 per cent. and, as some easing then
seemed appropriate domestically, consumer-credit restrictions were liberalised for a
wide range of goods, including cars, and it was decided to remove all quantitative
limitations on credit. On the other hand, the banks’ rediscount ceilings were cut, with
effect from November, by 10 per cent. for amounts of up to Fr.ft. 30 million and by
zo pet cent. for amounts in excess of this. Moreover, to limit rediscounting of new
medium-term credits, a premium charge over the discount rate was introduced in
respect of the tranche coming to maturity within 1-2 years. '

For its part, the govetnment continued effectively to underpin monetary restraint
by holding down expenditure and aiming at trestoration of budgetary equilibrium.
In fact, although some of the previously blocked investment programme authorisations
were teleased in July and other supplementary expenditure was incurred, buoyant
revenues enabled a surplus of Fr.fr. 3.4 milliard befote debt redemption to be achieved
in 1970, compated with a deficit of the same size in the previous year. Consequently,
and despite a slower growth of cotrespondents” balances held with the Treasury, the
government substantially reduced its indebtedness to the banking system and stayed
away from the capital market. Despite some income-tax concessions, the government’s
1971 budget proposals again envisaged the achievement of overall balance,

Consumption and housing finance seems to have been most affected by the credit
restrictions. Though they appeated to economise on stocks, enterprises were able to
finance a continued high level of fixed investment as a result of bigger profits and
increased recourse to the capital market. Share issues, which had risen sharply to
Fr.ft. 7.5 milliard in 1969, went up further to Fr.fr. 8.7 milliard, and bond issues by
private enterprises came to Fr.fr. 5.0 milliard, compared with Fr.fr. 2.9 milliard in
1969. Othet borrowers also increased their bond-matket activity and yields remained
generally high, with only a slight easing towards the end of the year.

Medium and long-term credits continued to expand moderately throughout
the year, but short-term bank credit and money accelerated very sharply after the
quantitative limitations were terminated. In the last quarter credits to enterprises
and individuals expanded by some 1z per cent., bringing the growth for the year to
19 per cent., while total demand deposits, which had gone up by only about 2 per cent.
up to September, rose by about 12 pet cent. Some of the expansion of the banks’
activities merely replaced direct lending transactions between final borrowers and
lenders — often with bank guarantees — which had sprung up under the restrictions,
as well as shott-tetm borrowing abroad, ‘which had been checked by exchange control
amendments in July. But the situation seemed to require caution.

The discount rate was cut to 6% per cent. in early January 1971. It was subsequently
kept at this level as a guide for the fixing of other domestic rates, while exchange
inflows were avoided by bringing the Bank of France’s money-market intervention
rates down, in line with Euro-dollar rates, below the discount rate from late January
onwards, The contnuance of this novel tate relationship, which soon entailed a
substantial shift from discount to open-market accommodation of banks, also constituted



a step towards unifying and permitting more flexibility in the cost of central-bank
credit. As a precaution, the uppet limit to which the Bank of France may increase
resetve tatios against deposits was raised in February from 10 to 15 per cent. In a
new policy departure, with effect from April, all credits to the economy granted by
banks and financial institutions wete made subject to a reserve requirement, set at
1, per cent. of the amount exceeding 80 per cent. of the level at the end of 1970. By
fixing the new requirement in relation to assets rather than liabilities, the authorities’
main object was to extend influence over credit-granting and liquidity formation to
a broader range of financial institutions, Concurtently the ratios applied to deposits
were reduced by a quarter of a percentage point. Subsequently, however, they were
raised by two petrcentage points in early May. In addition, for domestic reasons,
the new reserve ratio in respect of credit was put up to % per cent. and the discount
rate was raised to 63, per cent. At the same time, to avoid unwanted inflows, the
resetve requitement against foreign currency deposits of correspondents abroad was
raised to 9% per cent, '

Belgium. An improvement in the central government’s budget position, combined
with moderation on the wages front.and a high rate of personal saving, resulted in
a reasonably satisfactory demand/supply situation last year. With the external current
account moving into substantial sutplus, short-texm interest rates were brought down
in line with those abroad, and monetary policy was eased somewhat in the autumn,
In carly 1971, however, measures were taken to guard against new strains.

In the spring and summer of 1970 monetary policy was still directed mainly
at restricting the overall growth of credit to the domestic economy. Because a reflux
of funds from abroad at the turn of the year had made the ceilings previously laid
down for March and June 1970 unrealistic, they wete replaced by a 5.5 per cent.
limitation on the growth of credits other than those for exports during the first nine
months of 1970. In addition, the coefficients for banks’ rediscount and visa ceilings,
which had been progtessively reduced from 14 per cent. in September 1969 to 16 pet
cent. by March 1970, were cut to ¢ per cent. in two stages in June and September.
Over this period, too, new approval procedures with respect to rediscounts were
adopted by the central bank with a view to keeping the ceilings restrictive,

As some casing scemed appropriate by the autumn, a faitly generous limit of
G per cent. was set for the expansion of controlled credit in the final quarter of 1970.
Banks were asked to give priotity to finance for investment, expott production and
productivity improvement but, in view of the impending introduction in January 1971
of the value added tax, to avoid any expansion of credit for consumption. In December
investment credits were exempted from limitation and a ceiling of 8 per cent. was
placed on the expansion of other credits in the first quarter of 1971. As a separate
requirement, credit for consumer instalment sales and to finance companies was not
to exceed the Septembet 1970 level by more than s per cent. at the end of March 1971.
The ceilings on credits opened by public credit institutions, private savings banks
and insurance companies were also progressively prolonged.

To keep inflows under control, the authorities began in August to reduce certain
of their buying rates for money-market paper tepresenting foreign ttade credits, the



financing of which could easily be transferred abroad. Subsequently, as liquidity
conditions eased, money-market rates came down more generally and the official
discount rate was lowered from 7% to 6% per cent. in two equal stages in October and
December. Although the authorities generally sought to limit the decline in domestic
deposit rates so as to encourage savings, the rates on large time deposits, virtually
the only short-term placement available to non-tesidents, were adjusted downwards
with those on intetnational markets.

In 1970 the government’s net financing requirement came to only B.fr, 23.8
milliard, compared with B.ft. 28.1 milliard in 1969. However, by raising a substantial
amount of long-term funds on the domestic market, the government was able last year
to reduce its indebtedness abroad, following an increase in 1969, and to cut back its
recourse to the banking system.

As their lending ceilings were relaxed, the banks expanded their credits to the
private sectot in 1970 by B.fr, 25.2 milliard, or by 12.3 per cent., compared with about
5% pet cent in 1969, Consumer credit grew more slowly in 1970 but bank lending to
business and fot housing accelerated. On the other hand, at the high interest rates
ptevailing, demand for longer-term credits weakened. Reflecting also the less rapid
growth of their tesources and the restrictions in force since 1969 on new credits
opened, the lending of the non-bank financial institutions increased more slowly.
With their deposit liabilities rising quite substantally last year, the banks were able to
increase their security subscriptions and theit recourse to rediscounting fell to levels
comfortably inside the ceilings.

The government’s 1971 budget proposals, presented in October, envisaged an
increase in the financing requirement to B.ft. 0.2 milliard. Moreover, in early 1971
the banks increased their holdings of liquid money-market assets by borrowing abroad
and began to approve new credits at a faster rate., But by this time the economic
situation was beginning to change. In Match, to limit inflows of funds, the official
discount rate was reduced from 6% to 6 per cent. and the banks were requested
to exercise restraint in operations likely to bring about, or to increase, a deficit in
their net positions abroad. Moreover, with the risk of new strains appearing, the
credit ceilings were prolonged, with a limit of 6 per cent. on the expansion of controlled
credit during the six months to September. On this basis total bank lending, including
untestricted export and investment credit, is expected to expand at a seasonally
adjusted annual rate of about 15 per cent., while the twelve-month limit for consumer-
credit expansion was set at 12 per cent. In support, the coefficients for the banks’
rediscount ceilings were reduced to 8 per cent. in three stages in March, Aptil and
May. To limit inflows following the floating of the Deutsche Mark, the authorities
telied on a stricter separation of the official and free exchange markets, together with
restrictions on new non-resident time-deposit accounts and on the payment of interest
on non-resident sight deposits.

Netherlands. Over the past year the further intensification of both demand and
cost pressures, combined with a slowing-down in industrial production from the
spring onwards, was associated with a sharp increase in credit demand. In these
circumstances ceilings on short-term lending to the private sector, fixed by the
Nederlandsche ‘Bank in agreement with the banks, were tightened so as to allow



an expansion of only 1% per cent., against 10 per cent. in 1969. Longer-term lending
was again linked to the growth of corresponding bank resources, credit to local
authorities was restricted as befote and a ceiling was maintained on personal loans.
On the external flank, exchange controls could be counted on up to a point to limit
recourse by resident borrowers to credit from abroad. None the less, capital imports,
consisting mainly of trade credit and security purchases, rose sharply from only
Fl. 0.6 milliard in 1969 to Fl. 3.7 milliard in 1970, theteby leading to net exchange
~ inflows which very latgely undermined the effects of domestic monetary restraint.

Thanks mainly to a package of tax measures introduced in the 1970 budget,
togethet with restraint on public investment, the central government’s financial
requiternent dropped from Fl. 2.2 milliard in 1969 to Fl. 1.2 milliard last year. At the
same time, the government took up Fl. 1.9 miliiard in the capital matket, compared
with FL. 2.2 milliard in the previous year. A resulting liquidity surplus of Fl. 560
million was mostly sterilised through an improvement in the government’s position
vis-d-vis the central bank, However, the favourable turn in central-government
finances was largely nullified by an increase in the local authorities’ financial deficit
from Fl. 1.9 milliard in 1969 to FL 2.7 milliatd in 1970, Just as in 1969, a little over
three-fifths (FI. 1.7 milliard) was covered in the capital market and the remaindet by
liquidity cteation. All in all, therefore, the financing requirement of the public sector
as a whole, at Fl. 3.9 milliard, was only slightly below that in 1969. As a compensation
for the sharp increase in ptivate-sector credit demands, this change was of negligible
significance, though the mode of financing helped to restrain liquidity formation.

Last year the personal and business sectors’ financial deficit on a transactions
basis leapt to Fl. 10,0 milliard from Fl. 7.2 milliard in 1969 and FL 4.9 milliard in 1968.
Because of quantitative credit restrictions, the expansion of short and medium-term
bank credit was only slightly greater than in 1969, amounting to just over FlL 2.7
milliard, On the other hand, new borrowing on the capital market, including private
placements and mortgage loans, went up by some FL 1.3 milliard to almost FL 5.7
milliard. Moreover, under the influence of monetary restraint, recorded and un-
recorded credit and capital inflows from abroad, together with other unidentified
sources of funds, came to about Fl. 4.4 milliard, compared with Fl. 2.8 milliard the
year before, '

Total net funds raised on the capital market (including private placements and
mortgage loans) rose in 1970 to Fl. 11.7 milliard, or by 16.5 per cent., against only
1.6 per cent. in 1969. A striking change occurred in net security transactions with
foreigners; whereas the latter had made net sales of Fl. 390 million in 1969, there
wetre net putchases of Fl. 7z0 million last year. Though such purchases amounted
to less than 7 per cent. of total funds supplied, the swing from 1969 accounted for
over two-thitds of the year-to-year overall percentage increase, Relative interest
rates had something to do with this. The yields on certain government bonds rose to
a peak of about 814 per cent. in the spring of 1970 and remained above 8 per cent.
until the turn of the year. But the strength of the guilder added to the attractiveness
of Dutch securities. :

‘The money supply plus secondary liquid assets (including Treasury paper) rose
last year by 10.5 per cent., which was the same rate as in 1969, This increase was only



slightly less than that in the gross national product of neatly 11 per cent., of which
more than half reflected a rise in prices. Thus, despite efforts to apply monetary testraint,
actual monetary conditions were no more than mildly restrictive, mainly because of
the large capital inflows. To forestall an even larger influx, the authorities consented
to a substantial volume of international issues of notes denominated in Dutch guilders,
which could be offered only to non-residents and the proceeds used only abroad.
In addition, to ensure the re-export of funds brought in mainly for seasonal reasons,
the Nederlandsche Bank engaged in three-month swap transactions with the banks
in October for an amount of Fl. 620 million.

For 1971 the system of credit ceilings is being maintained, with the growth of
short-term credit to the private sector limited to 4 per cent. in the first four months, .
against § per cent. in 1970, To deter inflows of funds, the Nederlandsche Bank reduced
its discount rate from 6 to 51 per cent. in April. In eatly May the guilder was, like
the Deutsche Mark, permitted to float upwards, and subsequently certain banks
ceased to pay interest on non-resident sight deposits in guilders. Though an upward
float may aggravate the country’s external current-account. deficit, it should help to
counteract the continuing severe demand and cost inflation.

Switzerland. The building-up of demand pressures in the later months of 1969
called forth new restrictive monetary measures early in 1970, In February the permissible
rate of bank credit expansion — under a voluntary agreement an average credit growth
of 9.7 per cent. had been allowed for the period August 1969-July 1970 — was
reduced with the consent of the banks to 8.25 per cent. At the same time the system
of ceilings was prolonged until july 1971. By helping to keep interest rates low
relative to those abroad, the direct control of credit gave support to the National
Bank’s efforts to deter net capital inflows, Towards the same end, the National Bank
kept the discount rate at 33; per cent. and adopted a restrictive attitude towards
tediscounts and advances. Temporary liquidity shortages which might have led to
repatriations of foreign assets wete bridged by providing sizable National Bank swap
facilities. In addition, by cutting back approvals, the authorities saw to it that the
volume of domestic bond issues was geared to the matket’s absozptive capacity. When
strong tensions nevertheless developed, foreign issues wete suspended over the summer
months. However, bank lending abroad was authorised liberally in order to help
offset the inflow of foreign capital. :

Consistent with domestic policy requitements, Swiss interest rates moved
upwatds in the first half of 1970, while remaining well below those prevailing abroad.
In the second half of the year, howevet, monetary policy began to encounter increasing
difficulties, as international short-term rates continued to fall shatply and long-term
ones also turned downwards. The yield on Swiss Government bonds, after rising
by more than 1 percentage point over the twelve months to June 1970 to a peak
of 5.9 pet cent., fell back only to 5.3 per cent. by April 1971. And the banks’ three-
month deposit rate, which rose against the international trend from 5 to 51 pet cent.
from January to October, then had to be adjusted downwards, ptimarily on external
grounds, to 3% pet cent. by April 1971,

On the other hand, interest rates of major domestic impottance, such as those
on banks’ medium-term cash certificates, savings deposits and mortgages, were
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generally adjusted upwards over the period. Pardcular significance atraches to the
rates on cash certificates — which for domestic reasons were raised with the National
Bank’s consent in the autumn — since the narrowing of the gap between these and
comparable international rates is believed to have been a factot in increasing repatriations
of funds held abroad by Swiss non-bank residents. At all events, the banks re-exported
a large part of the foreign exchange inflows which occurred. To help offset inflows
and to limit liquid-asset formation, foreign capital issues on the Swiss market were
approved more liberally in the Jater months of the yeat.

Taking the year as a whole, the banks’ balance sheets bear much more the mark
of the successes than of the weaknesses of monetaty policy. Domestic bank lending,
which had gone up by 12 per cent. in 1969, expanded last year by 7.4 per cent. and
was thus well within the ceilings. This development contributed to a slow-down in
the rate of bank deposit formation (including non-resident deposits) from z21.6 to
12.7 per cent. Within this total, time deposits and cash certificates recorded comparatively
small increases over the year, leading the banks to raise long-term funds of Sw.fr. 1.2
milliard, as against only half that figure in 1969. Patt of the incentive to do so may
have come from the attractiveness of placements abroad; the banks improved their
net foreign position over the twelve months to September 1970 by some Sw.fr. 1.5
milliard.

The total of net security issues, at Sw.fr. 4.1 milliard, was about the same as
in 1969, a decline in share issues being offset by a rise in bond flotations. Including
Swiss-domiciled financial holding companies of non-resident firms, non-resident
issues came to nearly Sw.fr. 1.3 milliard in 1970, or about the same amount as in 1969,
with a small volume up to mid-year being compensated for afterwatds.

" In view of persisting inflation, the agreement on the limitation of bank lending
was prolonged in the spring of 1971 for a further year until July 1972. However,
as a concession to house-building and infrastructural investment, ceiling allowances
for mortgage loans and advances to public authorities were raised somewhat, Thus,
in addition to the permitted credit expansion of 8.25 pet cent., approzimately Sw.fr. 500
million may be granted for these special putrposes in the year beginning August 1971,
In a wider context, however, the level of international interest rates in the early
spring threatened, by encouraging a further repatriation of funds held abroad, to
continue to impair the effectiveness of Swiss monetary policy. Moreover, there was
an acute awareness that any action taken to halt the heavy inflow of funds into Germany
would put the Swiss franc in the firing line. Thus, when the Deutsche Mark was
floated in early May, Switzerland immediately revalued the franc.

Austria. A mildly restrictive tuning of monetary policy helped to keep Austria
on a course of balanced expansion in 1970, The economic setting had alteted vety
little from the year before; the balance-of-payments surplus was somewhat smaller,
while the govetnment’s budget deficit was more ot less unchanged but was financed
less than before by monetary means. In January 1970 the National Bank raised its
discount rate from 43%; per cent, to 5 per cent. In February, to absorb liquidity detiving
from the extetnal surplus, it placed Sch. 1.5 milliard of cash certificates with the banks.
Two-thirds of these were repaid ahead of schedule in May, largely because the external
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accounts had for a time turned into deficit. The rest were redeemed. in August, as
eatlier agreed. Under the pressure of domestic demand for credit and in view of
declining interest rates abroad, the banks met their liquidity needs primarily from -
external sources. Their foreign liabilities expanded by considerably more than their
foreign assets, particularly in the latter part of the year, while at the same time they
curtailed their borrowing from the central bank,

Domestic bank credit expanded by neatly 17 per cent., or at about the same rate
as in the yeat before. Banks’ purchases of bonds and Treasury paper amounted to
Sch. 1.8 milliard, or roughly the same as in 1969. In total, lending to the private sector
accelerated somewhat, while government borrowing slowed down z little. At 14.4 per
cent., the growth of total deposits with the credit institutions was slightly higher than
in'1969, while issues of bank bonds came to Sch. 3.6 milliard, ot one-quarter more than
in the previous year. The money supply (currency and sight deposits) increased by
6.7 per cent., compared with 7.8 per cent. the year before. Bond issues, net of redemp-
tions, totalled Sch. 5.7 milliard, against Sch. 4.2 milliard in 1969, In relative terms, gross
issues by public authorities and banks declined somewhat, while those of othet
borrowers increased from one-fifth to one-quarter of the total. Despite the sub-
stantial interest rate movements abtroad, yields on government bonds went up only
from 7.6 per cent. in January 1970 to 7.9 per cent. in the second quarter, declining
again to 7.8 per cent. by March 1971.

In 1970 domestic monetary policy was not significantly disturbed by inflows
of funds from abroad. The international exchange crisis in early May 1971 brought
a brief speculative flare-up, but this quickly ended when Austria, influenced by the
moves of Germany and Switzerland, revalued the schilling.

Denmark. A quickening of expotts and investment in 1969, followed by an
unexpectedly sharp upturn in personal consumption, increased strains on resources in
early 1970 and brought the external current account further into deficit.

Monetary and fiscal restraint was intensified in the spring and summer. The
changeover to a withholding system in January 1970 substantially increased income-tax
revenues and the government used its growing surplus to imptove its position with
~ the central bank. In March, in agreement with the Nationalbank, the commercial
and savings banks undettook to avoid for six months any expansion of their lending
other than for social housing, and in August the agreement was prolonged indefinitely.
In addition, the government postponed most of its new building and construction
projects until the autumn and later extended this until the end of 1970. Further fiscal
testraints announced in May included an increase in the value added tax from 12% to
15 per cent. with effect from mid-year. To help keep down prices, the government
undertook to compensate employers for half of the cost-of-living wage adjustment
required of them in the final quarter of 1970 and the first quartet of 1971. Then, in
- October, it introduced a temporary general price freeze.

Domestic demand eased somewhat in the autumn and imports slowed down,
but the external corrent account remained in substantial deficit. The government’s
1971-72 budget proposals, presented in November, provided for a surplus of D.kr, 3.6
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milliard, compated with a revised surplus for 1970-71 of D.kr. 2.5 milliard. As the result-
ing drain on bank liquidity was alteady severe, the Nationalbank cushioned the situation
from November onwards by bond purchase operations and special credit facilities.

Non-priotity lending showed no increase after the autumn, and in 1970 as a
whole total commercial and savings-bank lending expanded by less than 7 per cent.,
compared with 15 per cent. in 1969. Moreover, the growth of total bank deposits
came to only 4% per cent. last yeat, compared with 1015 per cent. in 1969, On the bond
market net ssues totalled D.kr. 6.7 milliard, against D.kt, 8.1 milliard in 1969, when
the Nationalbank had made substantial net purchases. A change in July in the mortgage
credit Jaw was designed to bring about a substantial decrease in the net call on the
market, but only after a transitional period.

Following declines in intetest rates abroad, the official discount rate was lowered
from ¢ to 8 per cent. in January 1971. In April it was reduced further to 7% pet cent.,
and the Nationalbank indicated that it would undettake bond purchases to provide
sufficient liquidity to sustain a level of bank lending consistent with the ceilings,
which, slightly modified, remained in force. At the same time, it terminated the require-
ment introduced in 1965 that banks should make deposits with the central bank in
relation to the growth of their deposit liabilities, and announced a first repayment of
existing deposits.for July.

New national wage agreements concluded in March provided for an immediate
4% per cent. increase in wages, apart from cost-of-living adjustments. Soon afterwards
the government announced the replacement of the price freeze by regulations laying
down that only such wage increases as were provided for in collective agreements,
and not “wage drift”, might be passed on in prices. At the same time, limitations were
imposed on dividends and the capital gains tax was increased. It remains to be seen
to what extent these arrangements will help in bringing about the urgently needed
improvement in the external cutrent account.

Sweden. The sevete credit squeeze introduced in 1969 was backed up last year
by fiscal restraints. In the course of the year demand. pressures eased, the external
balance improved, and at the beginning of 1971 monetary policy was relaxed 5o as
to give a selective stimulus to investment.

Following a renewed acceleration of bank lending in eatly 1970 the authorities
and the banks concluded in April a new agreement under which the commercial banks
were to meet the strictet reserve requitements and the obligation, also introduced
in 1969, to make cash deposits with the Riksbank to the equivalent of 1 per cent,
of their deposit liabilities. Moreover, they undertook to fulfil the government’s
housing credit guide-lines and to limit the total expansion of their other credits by
December 1970 to 4 per cent. of the end-1969 level. As the utilisation of approved
credit lines had been increasing, outstanding overdraft Nmits were now generally
to be cut by zo pet cent. by the end of June 1970. Subject to the banks’ adherence to
all the guide-lines, the Riksbank offered to pay interest on the compulsory deposits
placed with it by the banks, and penalty conditions for central-bank credit were to
be applied in cases of non-compliance, :
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Under these arrangements bank lending stopped tising and, with the external
deficit running into the second year, deposits grew very slowly. Commercial banks
continued to increase housing credits in compliance with the guide-lines, while
purchases of mortgage bonds by other banks and private insurance companies fell
back, The commercial banks also added to their holdings of mortgage bonds (which
count as liquid assets), though by less than in 1969 and at the expense of a substantial
reduction in government security holdings. In addition, their credits to business fell
continuously during the summer and autumn and, showing no net increase for 1970
as a whole, remained well within the ceiling.

Budget policy was tightened progressively, if belatedly, mainly through increases
in value added taxes and spending economies. In 1970 the government’s cash deficit
was reduced to S.kr. 3.2 milliard, compared with S.kt. 3.8 milliard in 1969. Moreover,
the amount financed at long term outside the banking system rose, so that the govetn-
ment’s net call on monetary financing fell to S.kr. 1.9 milliard in 1970 from S.kt. 3.0
milliard in 1969. As the commercial banks reduced their holdings of government
securities, the government took up S.kr. 1.z milliard of short-term funds from the
Post Office Savings Bank and the National Pension Fund and borrowed S.kt. 1.6
milliard from the Riksbaril.

_The sharp swing from net purchases of bonds by the banking system in 1969
to net sales last year was only partly counterbalanced by a substantial fall in government
issues. With the slowing-down of housing consttuction, issues of mottgage bonds also
fell in 1970, while the volume of industrial issues remained down after their sharp
contraction in 1969.

Sweden: Net credit flows,

Borrowers
Lenders Years Govein- Local Houging | Business
ment authoritles |  sector sector Total
in millions of Swedish kronor
Riksbank . . . . . ... ... .. 1968 1,230 10 110 a0 1,380
1969 1,510 - - 10 - 20 1,480
1970 1,600 - a0 _ 1,830
Commercial banks . . . . . . . .. 1868 260 290 2,000 3,390 5,670
1969 1,630 220 1,180 850 3,680
1970 — 840 110 1,890 - 30 1,230
Other banks . . . . . .. .. ... 1968 210 B850 2,090 880 4,230
1869 - 10 360 2,560 GBeo 3,680
1870 1,080 330 1,640 900 3,960
Public insurance institutions . . . . 1868 530 480 2,780 1,820 5,690
1969 580 600 2,810 1,610 5,610
: 1970 T80 &6T0 3._270 2,030 6,730
Private insurance Institutions . . . 1968 190 110 890 111 1,790
1969 - 280 180 1,340 630 1,850
18970 370 60 750 710 1,890
Others., . ., .. I 1968 G630 50 i0 450 1,160
1969 460 - 10 - 590 1,140
1970 230 10 20 320 580
Total . .. ......... 1968 3;370 1,340 7,880 T.330 19,820
18969 3,800 1,320 7,880 4,240 17,240
1970 3,210 1,180 1.700 3,930 18,020




The inctease in total net lending on the credit market fell to S.kr, 16,0 milliard
in 1970, compared with S.kr, 17,2 milliard in 1969 and S.kt. 19.9 milliard in 1968,
The decline in total commercial-bank lending from S.kr. 3.6 milliatd in 1969 to
S.kz. 1.2 milliard in 1970 was partly offset by an increase in the lending of the National
Pension Fund and, to a lesser extent, in that of other banks. Business-sector borrowing
from domestic sources came to only S.kt. 3.9 milliard in 1970, compared with S.kt. 4.2
milliard in 1969 and S.kr. 7.3 milliard in 1968, but continued monetaty restraine
induced business o take up trade credits abroad on a larger scale last year. The tight
financial position of local authotities in 1970 induced many of them to raise their
taxes, thereby intensifying the constraints on the private sector.

With theit deposits and liquidity benefiting late in the year from the shift of
the external accouat into surphus, the commercial banks’ borrowing from the Riksbank,
which had been at very high levels throughout most of 1970, fell to S.kt. 574 million
in December, compared with S.kt. 88c million in December 1969. At the beginning
of 1971, with fiscal policy considerably tighter, the quantitative ctedit ceilings were
abolished on the understanding that there should be no increase in credits for con-
sumption. The banks were asked to give priotity to industrial investment credits, -
and to facilitate this the terms and conditions governing banks’ access to central-bank
credit were made no longer dependent on observance of liquidity teserve and cash
depostt requirements. A cut in the discount rate from 7 to 61 per cent. in March was
followed in April by the announcement of fiscal measures to give some stimulus to
employment. Towards the end of April the discount rate was further reduced to
6 per cent. :

Norway. Stimulated by an acceleration in fixed investment outlays, aggregate
demand continued to increase strongly in 1970. But, with resources being used to
nearly full capacity, demand pressure led to a deterioration in the external accounts
and substantial ptice increases,

Fiscal policy was expansionary in 1970 for the first time for some years. The
general tax reform in January 1970, with the shift from direct to indirect taxation,
entailed 2 swing from an actual budget surplus (prior to loan transactions) of Nkr. 137
-million in 1969 to a deficit originally estimated at N.kr. 1,215 million for last yeat.
However, this change partly reflected a non-recurrent loss of revenue resulting from
a change in the timing of ‘tax collection, which had a counterpatt in a substantial
increase in business liquidity.

Monetaty targets for 1970 envisaged total new credit-granting to the private
sector and the municipalities of N.kr. 8.9 milliard, representing a rise of nearly N.kr. 2.4
milliard. Substantial amounts were expected to be raised abroad and domestic lending
was to grow only matginally, The ptiority given to long-term financing through
the state banks and the bond market implied that the growth of commercial and savings-

-bank lending should be reduced from 13 per cent. in 1969 to 8 per cent. in 1970,

"To help ensure that these limits were observed, monetary policy was tightened in
several stages. To offset the liquidity effects of the tax reform, banks were temporarily
required in the spring to hold higher liquidity reserves and also to maintain a special
reserve of primary liquid assets. When, in the summer, the lending targets seemed



likely to be exceeded, the liquidity ratios were raised in stages, for the larger banks
from 13 to 16 per cent, by October. In addition, credit-granting by finance companies
was limited and penalty payments were introduced for excess lending.

Commercial and savings banks increased their credits in 1970 by N.kr. 2.6
milliard, or 1o per cent. — well in excess of the 8 per cent. ceiling. As deposits grew
by N.kr. 4.9 milliard, ot 15 pet cent., the banks could easily fulfil the higher reserve
requirements and at the same time reduce their central-bank borrowing. The increase
in total domestic credit supply also exceeded the target, amounting to N.kr. 8.6
milliard, against the stipulated N.kr. 7.3 milliard, while borrowing abroad fell short
of expectations. )

With consumer prices tising faster from the summer onwards, policies were made
more restrictive later in the year. Following a rise in down-payments for the hire
putchase of cars, taxes on certain beverages and mineral oils were increased in November.
With the help of cyclically buoyant revenues, the actual budget deficit for 1970
turned out at N.kr. 346 million, against the original estimate of N.kr. 1,215 million.
The government budget for 1971 was designed to achieve a sutplus (before loan
transactions) of N.kt. zoo million. Under the national budget the growth of commetrcial-
bank lending is to be restricted, in principle, to 8 per cent. and, to promote compliance,
supplementary resetve requirements equivalent to half of any lending excess have
been reintroduced. In addition, new measures in December provided for the post-
ponement of public construction, a ro per cent, cut in both private building quotas
and the lending quotas allocated to the state banks, more stringent regulations for
bond issues and borrowing abtroad and, finally, a temporary freeze on prices and a
ban on wage increases in excess of collective agreements. Although this set of restrictive
measures covers a wide field, the danger remains that demand pressure will generate
excessive wage and price increases.

Finjand. Continuing the sustained growth under way since late 1968, aggregate
demand increased in 1970 by 14 per cent. But with exports levelling off and home
demand expanding wnder condiions of increasing capacity strains, the external
current account changed from a small surplus to a deficit. Hence, within the framewotk
of national stabilisation agreements, policy was directed at damping down domestic
demand.

As price controls and wage restraint had been extended to 1970, price increases
wete kept in the neighbourhood of 3 per cent, The government’s budget for the
year remained testrictive, Last year, moteover, under an agreement with respect
to counter-cyclical deposits, about F.mk. 300 million was paid into blocked centtal-
bank accounts by the private sector and another F.mk. 100 million by the government.
In April 1970, after these payments had led to liquidity strains, ceilings linking bank
lending to deposit growth were abolished. But at the same time the commercial banks’
rediscount quotas were reduced and the banks were instructed to restrict consumer
credit and other credit likely to increase imports and investment.

The continuing deterioration in the trade balance led to new measures in October.
Since an inflow of funds from abroad had helped to ease bank liquidity, rediscount



quotas were kept restrictive and banks exceeding or coming close to their redis-
count limits were requested to cut certain of their credit commitments by 20 per
cent. New investment projects to be financed with central-bank assistance were
postponed. Restrictions were also imposed on foreign borrowing, and in November
importts of most consumer goods were made subject to advance payments. Moreover,
hite-purchase terms, already tightened in July, were made mote stringent. Finally,
as from 1971, penalty interest was imposed on borrowing from the Bank of Finland
in excess of quotas.

In spite of the restrictive policy, monetary expansion continued unabated. The
public’s deposits with the various credit institutions went up by F.mk. 2.3 milliard,
registering an increase of 14 pet cent., against 13 per cent. in 1969. Credit institutions’
total lending (excluding mortgages) rose by F.mk, 2.3 milliatd, or 15% per cent.,
compared with 14 per cent. the previous year. Half of the increase was accounted
for by commercial banks, whose borrowing from the central bank rose to F.mk. .8
milliazd at end-1970 from F.mk, o.5 milliard a year earlier.

Fot 1971 national stabilisation agreements could not be cartied forward on the
same basis as before, because labour-market organisations failed to reach an under-
standing with respect to wage adjustments. In consequence, the authorities prolonged
the system of price controls in only slightly modified form. In the strongly expanding
wood-processing industry a counter-cyclical tax (F.mk. 125 million in 1971) was
introduced as a substitute for new blocked deposits, and the government’s cyclical
reserve fund was increased by F.mk. 150 million. Strikes in opposition to the govern-
ment’s wage proposals led in some sectors to negotiated settlements much higher
than envisaged. Consumer prices are expected to rise by about 6 per cent., after going
up on average by only 214 per cent. since the spring of 1968.

On 20th May, with a further deterioration in the trade balance in prospect,
quantitative import restrictions on durable consumer goods were imposed pending
the introduction of fiscal and monetary measures aimed at cutbing imports. A day
later the official rediscount rate was raised from 7 to 81 per cent.

Spain. During the first part of 1970 the stance of both fiscal and monetary policy
temained restrictive, following the measures adopted late in the previous year. However,
the credit ceilings that had been resorted to in the fourth quarter of 1969 were not
prolonged in 1970. Instead, the principal insttument of restraint used was the scheme
introduced in mid-December 1969 requiring a six-month non-intetest-bearing deposit
of 20 per cent. in tespect of all merchandise imports. This caused a very significant
drain on domestic liquidity until approximately mid-year. Other suppotting measures
of ctedit resttiction were taken early in 1970. Hire-purchase regulations were tightened
and in March the discount rate was raised by 1 percentage point to 6.5 per cent.
This Ied to a cotresponding adjustment in the whole interest tate structure, as many
rates had been directly linked to the discount rate in July 1969. In addition, on the
fiscal side, budget investment expenditure cartied over from 1969 was postponed.

In the second half of the yeat monetary conditions changed. On the one hand, the
liquidity position improved because, in the first place, the monetaty restraint resulting
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from the import depos;it scheme ceased biting, as deposits had only to be rolled over,
and, secondly, the authorities did not counteract the liquidity inflow due to the large
balance-of-payments surplus. On the other hand, demand for new bank credit slackened.

For the year as a whole, growth of the money stock, narrowly defined, was very
low by Spanish standards, namely 5.9 per cent., against 14.7 per cent, in 1969. This,
however, was to a large extent due to the increase in interest rates, which caused a
pronounced shift from demand to time deposits. Nevertheless, growth in money and
quasi-money also came to only about 15 per cent., compared with 19 per cent, in
each of the previous two years. The credit institutions’ ctedits to the private sector
increased in 1970 by 14.9 per cent. This, too, was a low rate for Spain, where the
volume of credit has expanded on average by some zo pet cent. annually over the
past five yeats. Moreover, the rate of increase went on declining in the course of the
yeat, to teach a low of 12.6 per cent. in the fourth quacter. Since the growth of deposits
accelerated shatply in the second half of the year, the banks took the opportunity
both to repay debt to the Bank of Spain and to rebuild their liquidity positions, which
had come under great strain early in the year. In particular, the commercial banks’
cash ratio climbed from a low of 4.9 per cent. in Febtuary to 7.4 per cent. in December
and 8.z per cent. in Februaty 1971, '

~ On the securities market, net issues of the public sector declined shatply in 1970,
totalling Pesetas 22 milliard, against Pesetas 45 milliard in 196¢. Issues of the private
sector, however, continued to increase at a fast pace, coming to Pesetas 118 milliard,
compared with Pesctas 93 milliard in 1969, ' \

Late in 1970 and eatly in 1971 both fiscal and monetary policies became cleatly
expansionary. Although a cash coefficient of 7.5 per cent. was established for commercial
banks at the beginning of December, to come into force by 1st March 1971, this
move was in line with the authorities” general policy since 1969 of introducing stricter
control over the credit system by means of liquidity regulation, The measure was
not, therefore, meant to have dampening effects, but mainly to keep within bounds
the liquidity impact resulting from the halving of the import deposit requirement at
the end of November. The discount rate was lowered in two steps, in January and
Aptil, to 6 per cent. Other expansionary measures taken at the end of January included
the provision of new credit lines for exports and capital-goods industries, credit facilities
for housing and farming, and an easing of hire-putchase terms.

Poringal. Last year the tise in output in industry and construction was more
evident and the decline in agricultural production recorded in 1969 was latgely reversed.
Expotts went up more than in 1969, while higher private investment and consumption -
also contributed to overall expansion. In these circumstances imports accelerated
and tising prices temained a problem. The government’s otdinary budget receipts
gtew at a fastet rate than its expenditure. Its Development Plan outlays continued to
go up at a good rate, but its other investment expenditure rose less than in 1969,

The ptivate sector’s money holdings, which had risen by 12 pet cent. in 1969,
went up by only 1% per cent. last year, but its quasi-monetary claims increased by some
33 per cent., rather faster than in 1969, and the banks benefited from a continued rise
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in public-sector deposits. Reflecting a slow-down in bill credits, total bank credit to
the private sector expanded by about 19 per cent. in 1970, compared with 22 per cent.
in 1969. There was a marked rise in the baaks’ holdings of both private and public-
sector securities. Moteover, the medium and long-term credit-granting of other credit
institudons grew considerably. This shift to longer-term credits and deposits was
encouraged by an adjustment of the whole structure of interest rates, as a resuit of
which the differentials were increased in favour of privileged export and medium-term
credits, on the one hand, and longer-term placements of savings, on the other. These
changes were undertaken when the Bank of Portugal’s rediscount rate was raised from
3 to 3% per cent. in April 1970, Furthermore; as from May privileged medium-term
credit facilities were offered on ctedits at up to seven (previously five) years, while
in August credit institutions were authorised to assume the tax liability of depositors
in respect of interest on deposits at more than 180 days.

The rise of 11 per cent. in total expenditure provided fot in the government’s
1971 budget includes a considerable increase in investment expenditure undetr the
Development Plan, To encourage private investment, the industrial tax paid by
companies was reduced from 18 to 15 per cent., but to compensate for the resulting
loss in revenue taxes on wealth and urban land were increased. In February 1971 the
Bank of Portugal’s rediscount rate was taised to 334 per cent. Privileged rediscount
rates remained unchanged but maximum rates on term deposits with financial institu-
tions were increased. At the same time, to permit an increase in investment credit,
banks’ minimum reserve ratios were reduced from 14 to 12 per cent. in respect of
sight deposits and limits were placed on the amount of their liquid resources which
banks may hold in foreign curtencies. More extensive measures recently put forward
for ‘promoting industrial development and improvements in agriculture include
termination of prior authorisation requirements in respect of many types of investment,
as well as the provision of new credit facilities, subsidies, special depreciation allowances
and selective customs-duty concessions for new projects.



IIf. WORLD TRADE AND PAYMENTS.

Despite a slow-down in the real economic growth of the western industrialised
countries from about § per cent. in 1969 to 2.5 pet cent. in 1970, international trade in
terms of value continued to expand at about the same high rate as in 1969, Wotld
expotts rose by $35 to 279 milliard, or by about 14.5 per cent. The apparent paradox
of rapid world trade growth in a year with recessionary tendencies is to a large extent
explained by the behaviour of export prices, whose upward movement accelerated
from about 3.5 pet cent. in 1969 to 5.5 per cent. In volume terms export growth slowed
down from 10.§ per cent. in 1969 to 8.5 per cent., which roughly corresponds to the
average rate of increase in the past ten years.

International trade.

Exports Imports Rates of increase in
. exports imports
Areas .
1969 | 1970 | 1269 | 1970 § ,56e | 1970 | 1962 | 1870
In_milliards of US dollars in percentages
Developed aroas '
Western Europe °
EEC . . . .. ... .. 75.8 88.7 5.7 88.6 18.0 17.0 22.0 17.0
EFFA* . .. ... ... 8.4 | 43.3 442 | 51.3 [ 155 13.0 0.5 16.0
Other countries . . . . 5.4 6.4 10.2 11.9 716.0 18.5 17.0 6.0
Totab . ... ..... 119.6 138.4 130.1 151.8 17.0 5.5 i7.8 16.5
United States . . . . . . 38.0 43.2 38.3 42.5 9.5 13.5 a.5 11.¢
Canada .. ....... 14.4 18.9 14.3 15 | 9.5 17.0 14.0 2.0
dapan . ... ... .. 16.0 19.3 18.0 18.9 23.5 21.0 75.5 25.5
Other areas® . , . . ., .. 7.8 8.5 8.8 10.3 14.0 11.0 7.8 17.0
Totab. . . . ... ... 195.6 | 226.9 | 208.5 | 238.0 15.5 15.5 15.0 15.0
Developing areas
Latin America . . . . ., 12.4 . 12.3 . a0 ' 10.0
Other aveas . . . . . .. 36.0 . 3v.a . 3.0 . 7.5
Total. . . . ... ... 48.4 53.0 | 40,4 54.0 i2.0 9.5 9.0 9.5
Grand total® . . . . .. 244.0 | 279.3 | 255.9 | 292.0 14.5 14.5 13.5 14.0

1 In¢luding Finland and lceland. 2 Australia, New Zealand and South Africa, ? Represents roughly 30 per
cent. of world trade, as the trade of centrally-planned economies is included only to the extent that it is reflected
in the impaorts and exportas of their trade partners in the West.

The strong advance of export prices mainly reflected inflationary pressutes in the
industrialised countties, Whereas in the ten years up to 1968 export prices of the
western industrial countries had shown an average yeatly rate of increase of less than
o.5 pet cent, and were thus much mote stable than domestic prices, their 10.5 per cent,
gain over the past two years was of about the same order of magnitude as the rise in
domestic price levels. One explanation of this seems to be that in the period 195868



domestic price incteases were to a large extent concentrated in the service sectors
and thus had lifide effect on expott prices; the wage explosions which occurred in
several of the leading industrial countries during the past two years, however, had a
strong and immediate impact on the prices of industrial exports. A second factor was
the revaluation of the Deutsche Matk in the autumn of 1969. In view of Germany’s
domestic demand and cost pressures, it was not only translated into a corresponding
advance in the dollar prices of German expotts, but probably also lessened the resistance
of other countries to increases in their expott prices.

From the fourth quatter of 1968 to the fourth quarter of 1970 the advance in
the dollar export-price index of the industrialised countries amounted to 11 per cent.
Considering the largest countries only, the league was headed by Germany, with an
increase of 15 per cent., followed by Italy, with one of 1z per cent. Both countries,
however, had started out with a very strong international competitive position, since
in the five years up to the end of 1968 their export prices had shown virtually no increase.
The advance in the United Kingdom’s export prices was close to the 11 per cent,
average, wheteas that of the United States, at 10 pet cent., was slightly below. However,
the respective situations of the two countries at the beginning of this period had been
quite diffetent, UK export prices, expressed in dollars, having declined substantially

Export prices' {expressed in US dollars).
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in 1968 as a result of the devaluation of sterling, whereas UJS export prices had alecady
shown a marked upward movement from 1965 to 1968. In Japan the rise in export
prices, at 8 per cent., was well below the average, while in France, with the help of
the 1969 devaluation, it was only 6 pet cent.

Another factor behind the sharp acceleration during the past two years in the
rise in prices in international trade was the behaviour of raw-material prices, which,
after a prolonged petiod of stability, went up by 7 per cent. Nevertheless, at 3 per cent.,
their increase in 1970 was less than half that of manufactured products and this entailed
a substantial deterioration in the terms of trade of the developing countties. In fact, on
a quarterly basis, the upward movement in the ptice index for primary commodities
expotted by the developing countries came to 2 halt in the final quarter of 1969. As
regards individual groups of primary commodities, the steep climb in the prices of
metal ores and of coffee, tea and cocoa, which had been responsible for much of
the rise in the average yearly price index from 1968 to 1970, was pattly reversed
in the course of the latter year. On the other hand, prices of fuels, which had showa-
no inctease in the preceding years, advanced by 7 per cent. between the last quarters
of 1969 and 1970, and those of cereals, after falling by 7 per cent, between the second
quarters of 1969 and 970, went up by the same percentage in the second half of 1970.

In addition to the effects of rising prices, an important factor behind the expansion
in the dollar value of international trade in 1970 was the somewhat surprising strength
of import demand in the United States, where recessionary tendencies were most
marked last year. Whereas in 1958 the decline in US real gross national product had
led to a contraction in the value of impotts, in 1970 their growth accelerated from
8.5 pet cent. in 1969 to about 1r per cent. In Canada, on the other hand, a similar
cyclical situation produced a sharp decline in the import growth rate from 14 to 2 per
cent. Western European imports continued to expand at about the same rate as in
1969, though within Europe the impott growth rate of the EFT'A countries accelerated
from 10.§ to 16 per cent., while that of the EEC countries slowed down from 22 to

Main industrial countries; Growth of exports to different areas
(based on dollar valueg).

Exports fo
A . v Western Europs North : ) g o:lher g De\i!e]op- TFotal
reas ears apan evelope n 0
EEC EFTA+ | America countrias? | countries
in pe_rcentages_ aver previous year
EEC ... . .. 1968 18.0 7.0 28.85 9.0 5.5 12.0 14.5
129639 26.0 14.8 4.5 16.0 12.5 11.5 18.0
1970 18.5 17.0 10.5 33.0 15.0 15.5 17.0
EFTA' . . ... 1968 10e | 60 17.8 1.5 2.0 10.0 8.6
1969 12.5 17.0 4.5 30.0 13.5 16.5 15.5
1970 15.0 19.0 3.0 14.5 10.6 9.0 13.0
North America . 1968 8.0 10.5 12.0 8.0 3.0 8.5 11.5
’ 1969 14.5 4.5 14.0 16.0 5.0 4.0 10.0
1970 23,56 18.5 3.5 33.0 19.0 17.5 14.6
Japan . . . .. 1968 25.8 4.0 35.0 _—— 18.5 22.0 24.0
1969 41.0 3.0 23.0 _—— 36.5 22.0 23.5
1970 34.5 46.5 19.5 —_—— 33.0 13.5 21.0

1 Including Finland but excluding Iceland, 2 Including centrally-planned economies,
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about 17 per cent. The growth rate of Japanese impotrts accelerated from 15.5 to
25.5 per cent. :

As might have been expected in view of the international cyclical situation,
Notth America was the only area in 1970 to show a steeper rise in exports than in 196g.
Canada’s expott growth rate jumped from 9.5 to 17 per cent. and that of the United
States from 9.5-t0 13.5 per cent. While the expansion of trade between the United States
and Canada dropped off sharply, the increase in Notrth America’s exports accelerated
from 14.5 to 23.5 per cent. vis-d-vis the EEC, from 4.5 to 18.5 per cent. vis-d-vis EFTA
countries and from 4 to 17.5 per cent. vis-d-vis the developing countries. In the EEC,
too, the expansion of intra-area trade slowed down, while the growth of exports to
all other areas, in particular to Notth America and Japan, was more rapid than before.
In the case of the EFTA group of countries, however, the situation was exactly the
reverse. Japan’s export growth slackened quite appreciably vis-A-vis the developing -
countries but was fairly well maintained vis-d-vis Notth America; the tise in its exports
to western Burope (EEC and EFTA countries only) quickened from 17.5 to 40 per
cent., but as a proportion of Japanese exports this group still accounts for only
one-cighth,

Balances of payments.

With the exception of Japan, the balances of payments of the main industrial
areas of the wortld, measured by the changes in their net official external positions,
wete all very different from what they had been in 1969. The combined balance of
the EEC countries shifted from a $4.4 milliard deficit to a $9.1 milliard surplus; the
$2.7 milliard official settlements surplus recorded by the United States in 1969 gave
way to a $10.7 milliard deficit; Canada’s balance of payments, which had been approxi-
mately in equilibsium in 1969, showed 2 $1.6 milliard sarplus; and the surplus of the
EFTA countries rose by $1.6 to 2.9 milliard. All in all, the combined surplus of the
main industrial areas increased from $o.5 to 3.9 milliard, excluding the counterpart
of the first allocation of SDRs, This movement was not accompanied by a corresponding
deterioration in the rest of the world’s balance of payments — which, on the contrary,
showed an improvement of roughly §1 milliard — but reflected official placements
in the Buro-dollar matket. The way in which this came about is explained in Chapter I,
on page 16,

The increase in official reserves held in the Euro-dollar matket was also a major
factor in the turn-around in the industrial countries’ combined balance of capital
movements from an outflow of $13 milliard in 1969 to an inflow of $o.3 milliard.
- A second, and even more imporiant, influence behind this shift was the reduction
by US banks of their Euro-dollar indebtedness and the re-lending by the Euro-dollar
banks of a latge part of the funds released in this way to non-bank firms in Europe
and to some extent even in the United States. On the sources side this movement
of funds was, of course, reflected only in the banks’ foreign positions, whereas on
the uses side it led to cotresponding changes in the balances on capital account.
Thus the EEC and EFTA groups of countries showed a combined change from
net capital exports of $8.6 milliard in 1969 to net capiral imports of $6.1 milliard



Balances of payments of the main industriai areas,

United
Canada Japan EEC EFTA! Total
ltems Years States i i
In milliards of US dollars
Trade batance , . . . , 1968 + 0.6 + 1.4 + 2.5 + 5.3 - 4.4 + 54
1968 + 0.7 + 0.9 + a.T + a.7 - 3.4 + 5.8
1970 + 2.2 + 3.0 + 4.0 + 5.8 - B.1 + 9.9
.Serwtces and transfers . 1968 + 08 — 1.5 — 1.5 - 1.2 + 3.9 + 0.
1969 + 0.1. — 1.6 — L6 - 1.5 + 4.7 + 0,
1970 + 0.1 - 1.7 - 2.0 — 3.4 + 5.4 — 1.8
Current balance . . . 1968 + 1.4 — 04 + 1.0 + 4. - 0.5 + 5.9
1969 + 0.8 — 0.7 + 2.1 + 2.2 + 1.3 + 5.7
1970 + 2.3 + 1.3 + 2.0 + 2.4 + 03 + 8.3
Net capltal moveaments
{excluding bank
capital, but Including
errors and omissions) . 1868 - 3.4 + 0.6 + 0.1 — &.0 + 0.1 — 8.7
1968 - 5.9 + 1.3 + 0.2 — 8.8 + 0.2 —13.0
1870 — 5.8 + 0.4 — 0.8 + 3.8 + 2.3 + 0.3
- Changes in net external )
position of banks®* . . 1988 + 3.7 —- 0.3 — 0.2 — 0.8 - 1.8 + 0.8
1969 + 7.8 - 0.5 — 1.5 + 2.2 - 0.2 + 7.8
1970 L= T4 — 0.1 - 0.4 + 2.9 + 0.3 — 4.7
Changes in net offlcial
external position
{excluding counter-
part of SDR allo-
cationg) . . . . . . ’ 1968 + 1.7 + 0.1 + 0.9 - 2.7 - 2.0 —_ 2.0
1969 + 2.7 + 0.1 + 0.8 —_ 4.4 + 1.3 + 0.5
1970 -10.7 + 1.6 + 1.0 + 8.1 + 2.9 + 3.8
1 Including Finland and lceland. 2 In the country tables which follow, with the exception of that fot the Unlted

States, this item is congidered as a monetary item.

in 1970, And despite an appreciable increase in US direct investment abroad and
teduced foteign purchases of US stocks, the US capital balance showed a $0.3 milliard
improvement; this was due mainly to a considerable treduction in short-term capital
outflows (including errots and omissions) from the US non-bank sector, principally
to the Euro-dollar market.

The main counterpart of the changes on capiral account was the $15.2 milliard
shift in the US banks’ foreign positions from $7.8 milliard of net borrowing in 1969
to $7.4 milliard of repayments. On the other hand, net new foreign borrowing by the
banks of EFTA and EEC countries accelerated from $2 milliazd in 1969 to $3.2
milliard last year. Japanese banks’ net new foreign lending amounted to only $o.4
milliard, against §1.5 milliard in 1969, but this decline was largely offset by a shift in
the movement of non-bank funds from $o.2 milliard of net inflows in 1969 to a $0.6
milliard outflow. '

A positive note in the main industrial areas’ combined balance of payments was
the strengthening of their global current-account surplus by $2.6 to 8.3 milliard.
Except for some deterioration in the current balance of other developed countries,
this indicates an increased transfer of real resources to developing countries. North
America’s combined cutrent balance moved from equilibrium to a $3.6 milliard surplus,



the whole of the improvement occurring on trade account. More surprisingly, in view
of their cyclical sitvation, the EEC. countries’ trade surplus also increased, by $z.1
milliard. This was, however, largely oftset by a $1.9 milliard rise in their net invisible
expenditure. The current sutplus of EFTA countries, on the other hand, dropped
from $1.3 to o.3 milliatd, well over half the decline being accounted for by Switzerland.

United Stafes. As in 1969, the two conventional measures of the US balance of
payments produced widely divergent results last year. Excluding the countetpart of
the first SDR allocation, the liguidity balance showed a deficit of $4.7 milliard,
considerably less than the §7 milliard 1969 figure; on the official settlements account,
however, the deficit was $10.7 rmﬂxard a3 against a surplus of $2.7 milliard the year
before.

Neither measure provides a good indication of unclerlying developments in
the US balance of payments last year. On the official settlements account, most of the
deterioration was due to the US banking system having tepaid to its overseas branches
$5.1 milliard, whereas in 1969 it had botrowed $6.8 milliard through them, And,
on the other hand, the $2.3 milliard decline in the liquidity deficit cannot be taken
as a sign of real improvement, since it is more than accounted for by two “non-basic’™
factots: a $1.6 milliard reduction in the negative errors and omissions item, reflecting
a sharp fall in outflows of non-bank funds to the Euro-dollar market; and 2 $1 milliard
favourable movement in special financial transactions, which was mainly the result
of debt prepayments to the US Government and of a much smaller decline than the
year before in foreign countries” dollar reserves held in non-liquid form. Excluding
these two factors, the liquidity deficit was, in fact, slightly larger than in 1969,

The curtent-account surplus went up from its 1969 low point of only $0.8 to
2.3 milliard. This improvement, which occurred entirely on trade account, largely
reflected the combination of the economic slow-down in the United States and the
continuing high level of demand in some other leading industrial countries. Thus,
the trade surplus vis-a-vis western Europe improved by $1.5 milliard; vis-d-vis
Canada, however, where the cyclical situation was much the same as in the United
States, the trade deficit doubled to §$1.6 milliard. In regard to developmg countries
the expott surplus increased by $o.6 milliard.

Given last year’s economic constellation, the increase in the trade surplus from
$0.6 to 2.2 milliard was not very spectacular. In 1964, with 2 somewhat less favourable
cyclical situation, the trade surplus had amounted to $6.8 milliard. Moreover, the
improvement, which had begun in mid-1969, came to a halt in mid-r970 and was
quite abruptly reversed in the last quarter of the year.

The relatively modest petrformance on foreign trade account was the consequence
of the continuing strength of irnports Their growth rate actually accelerated from
g to 11 per cent., despite the recession. In part, the high 1970 level of imports was the
result of the 1969 dock strike. If allowance is made for the effect of strikes in general,



United States: Balance of payments.’

19702 ' 18712
1959
" 1st 2nd 3rd 4th 18t
sms Year quarter | quarier | quarter | quarter | quarter
in millions of dollars
Marchandise trade®
(f.0.b.) ) ;
Exporte. . . .+ v 0 4 s 35,475 42,040 10,250 10,585 10,700 10,505 11,040
Imperts. . . . . .. .. 365,835 39,856 8,725 2,830 2,900 10,310 10,760
Trade batance . . .|+ &40 |+ 2,188 [+ 628 [+ 758 |+ 710 |+ 198 [+ 290
Services and transfers
Investment income . . . |+ 5,745 |+ 6,045 |+ 1,520 |+ 1,395 |+ 1,508 |+ 1,625
Military expenditure. . .| — 3,335 — 3,360 - 925 —  B25 — 870 — 740
Travel . . . . ... .. — 1,330 — 1,898 |— 383 - 410 |— 4385 | — 385
Other, . . . . .+ . -+ - 950 - 990 -— 235 — 235 — 275 — 245
Total. . ... ... + 120 {4+ 100 |— 5 |— 78— 75 |+ 258 .
Gurrent batancs. . . |+ 760 |+ 2288 |+ 520 |+ es0 [+ e3s [+ 4s0
US Government grants
and capital. . . . .. —3830 [—93,238 |~ @65 |— 725 |— @05 |— 850
US private capital
Direct investment ., ., .| —3070 | —3,96% |—1,410 |—1,435 |= 7910 |— 410
Other fong-term capital . | — 1,590 | — 1,265 |— 490 [+ 115 |~ €80 |[=— 230
Short-term capital, . . .| — 575 — 1,120 + 180 —  §20 + 190 — B80
Forelgn capital
Private . . . ... ... + 4870 |+ 4,460 |+ 1,035 |+ 955 |4 t,.310 | 4+ 1,180
Officiad . . . .. .. .. - T35 -  BO0 — 450 |+ 380 |— 248 — 263
Total, . . .. ... — 1,100 | — 2,400 | — 1,125 — 625 - 118 — B2B
Errors and omissions . | = 2,840 |=1278 |— 205 |— 780 |— &35 |4+ 245
Balance on liquidity
basis. . . .. .. - 7010 | — 4,716 | — 1,665 — 1,450 — 820 — T80 — 3,260
Balance on liquidity ) '
basis unadjusted . | ~ 7,010 | = 4,716 [~ 1,566 | — 1,430 | — 1,640 |— 80 | — 3,150
Increase in US liquid liabil-
ities other than to forelgn
monetacy authorities, less
increase In official nen-| .
liguid liabilities . . . . .| + &, 710 — 5,970 - 1,280 - 640 - 970 — 3,080 |~ 2,266
Ealance on official
reserve trans-
actions basis. . . | + 2,700 |—10,685 |— 2,838 | — 2,070 |—2.610 | —3,170 | — 5,405
Counterpart of SDR
allogations . . . . . . - + 865 |+ 865 — - - + 720
Balance on official
reserve trang-
actions basis
including tounter-
part of SDR allo-
cations, . . . .. + 2,700 — 9,820 - 1,970 — 2,070 - 2,810 | — 3,170 - 4,685
1 On a transactions basis. 2 Quarterly data for the liquidity balance are seascnally adjusted. 3 Excluding

military grant shipments and milltary import purchases.

the growth rate of imports is estimated to have declined between 1969 and 1970 from
13 to 10 per cent. Another factor behind the continuing high level of imports was
the 8 per cent. rise in their unit-value index, the largest in any year since the Korea



boom. In addition, however, thete were the effects of last year’s 7 per cent. increase
in personal consumption in the United States. On a Buteau of Census basis, imports
of non-food consumer goods rose by 14 per cent., accounting for two-fifths of the
total rise in imports, and food imports by 18 per cent. Moreover, impotts of capital
goods, despite the slackening of domestic investment expenditure, were 15 per cent.
above the 1969 level. '

The 15 per cent. growth of US exports in 1970 compares with 2 figure of ¢ per
cent, the year before, In volume terms the figures are 8 and 6 per cent. respectively.
As with imports, the figures are affected by strikes, without which it is estimated
that the total value of exports would have risen by 12 per cent. in 1970 and 13 per
cent, the year before. By commodities, the whole of last year’s more rapid increase
in exports (on a Bureau of Census basis) can be attributed to agricultural products,
sales of which went up by $1.z milliard, after having declined in each of the three
preceding years, and accounted for about one-quarter of the total rise of exports
in 1970. Non-agricultural exports rose at about the same rate as in 1969, by 12.5 per
cent, Sales of civil aircraft, which included the first jumbo jets, were up by 21 per cent.
and there were also large increases in exports of industrial supplies and materials and
of capital goods, which went up by 17 and 16 per cent. respectively. The pictute was
very different, however, as regards consumer goods. Sales of motor-cars, engines and .
spare parts were 8 per cent. down on 1969, mainly owing to the General Motors
strike, and those of all other durable consumer goods showed 2n inctease of only .
6 per cent.

At $o.1 milliard, the surplus on invisibles was the same as in 1969, Net investment
income, which, as a result of the steep rise in Euro-dollar rates and in the US banks’
Euro-dollar indebtedness, had declined by $o.3 milliard in 1969, régained its 1968
level. This improvement, however, was offset by a §o.3 milliard increase in net foreign -
travel expenditure. Owing mainly to larger foreign debt repayments, the net outflow
in the form of government grants and loans declined by. $0.6 to 3.z milliard and was
covered by the surplus on current account to the extent of 7o per cent,

The balance of identified private capital movements showed a net outflow of
$1.9 milliard, which was §1.5 milliard more than in 1969, Net outlows of US capital
went up from $5.2 to 6.4 milliatd, while the net inflow of foreign private capital
declined from $4.9 to 4.5 milliard.

So far as movements of US capital are concerned, the main feature of 1970 was the
$0.9 milliard rise in direct investment abroad to $4 milliard. Expenditure on plant
and equipment by foreign affiliates of US cotporations is estimated to have been
22 per cent. above the 1969 level and a larger proportion of it was financed from
domestic sources. Direct investment outflows to Europe expanded by $o.6 milliard,
while most of the rest of the increase went to Canada and Australia. Foreign claims
of US banks also tose considerably more than in 1969, by $o.9 milliard as against
$o.5 milliard. While their long-term assets declined by $o.2 milliard, their short-term
claims went up by $1.1 milliard, of which those vis-a-vis Japan accounted for almost
one-half and those vis-d-vis Canada for about one-quarter. Most of this rise was in
the fourth quarter of the year, when US money-market rates dropped sharply. In
contrast to direct investment and bank lending, net US putchases of foreign secutities



— 96 —

decreased between 1969 and 1970 from $1.5 to 0.9 milliard — including a $o. s milliard
drop in net issues of Canadian bonds in the United States.

As regards foreign capital, direct investment in the United States, which had
nearly trebled in 1969, edged up only marginally to $o.9 milliard. Foreign purchases
of US securities (other than Treasury issues), after declining from $4.4 to 3.1 milliard
in 1969, showed a further substantial decrease, to $2.2 milliard. Purchases of US
shates dropped from $1.6 to 0.7 milliard; reflecting the gradual improvement in the
climate of the US stock market after mid-year, however, thete was a sharp turn-round
from $o.2 milliard of net sales in the first half of 1970 to $o.9 milliard of net purchases
in the second half. The decline in foreign purchases of US securities was to a large
extent offset by a $o.7 milliard tise to $1.5 milliard in other foreign lending to US
non-bank residents, Most of this was at short term, and the fact that US non-bank
abilities to the United Kingdom alone grew from $o.1 to 1.1 milliard suggests that
there was a sharp increase in Euro-dollar lending to US corporations. At the same
time, the reduced outflow of US non-bank funds to the Euro-dollar market was the
main factor behind the $1.6 milliard contraction of the negative errors and omissions
item, The total net outflow of private capital, including errors and omissions, came
to $3.z milliard, almost exactly the same figure as in 1969.

So far as the movements of foteign official capital are concerned, thete was a net
outflow of $0.6 milliard in 1970, some §o.1 milliard less than the year before, Itincluded
a $0.6 milliard reduction in US Government liabilities associated with military sales
contracts.

Moving for once in the same direction, both the liquidity and the official settle«
ments balances registered a shatp deterioration in the first quarter of 1971. The Hquidity
deficit jumped from $0.8 milliard in the last quarter of 1970 to $3.3 milliard, and was
thus neatly three times as large as its quarterly average in 1970, The official settlements
deficit (not seasonally adjusted) rose by $2.2 to 5.4 milliard. Apart from the reversal
of end-year operations not fully taken into account by the seasonal adjustment factot,
the steep rise in the liquidity deficit seems to have reflected above all the widening
discrepancy between interest rates in the United States and those in the rest of the world,
Thete was a sharp drop in compatison with the last quarter of 1970 in foreign pur-
chases of US securities and an increase in US putchases of foreign securities. At §o.3
milliard, the trade surplus was §o.1 milliard larger than in the fourth quatter of 1970,
when it had been depressed by the General Motors strike, but $o.4 milliard smaller
than its average level in the first three quatters of that year.

Canada, The most imptessive development in the Canadian balance of payments

last year was 2 $1.9 milliard swing on current account to a surplus — the first since

1952 — of $1.2 milliard. As regards the overall surplus, its previously moderate

upward trend, which started in 1966, steepened considerably in 1970: excluding
the counterpart of the initial SDR allocation, it increased by $1.1 to 1.7 milliard.

The striking improvement on current account was brought about solely by
merchandise trade. At $3 milliard, the trade surplus was the biggest recorded since
the war and mote than three'times as large as the previous year’s. In both 1969 and 1970,
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however, trade was greatly influenced by special factors, particularly the strikes in
1969 and their after-effects. In 1970 the growth rate of exports accelerated from 1o to
17 per cent., while that of imports slowed down from 15 to 2 per cent. In addition,
there was a slight improvement in the terms of trade.

Most types of goods contributed to the strong expansion of exports. In terms of
Canadian dollars, the only laggards were motor vehicles, aluminium and forestry
products, sales of which wete affected by a2 weakening of foreign demand and major
production stoppages. Exports of motor vehicles, in particular, rose very little because
of the slackness of the car market in the United States early in 1970 and the strike
in General Motors (Canadian) in the autummn. Mainly because of delivery backlogs
resulting from the large-scale Canadian strikes in 1969, exports of iron ore, steel,
copper and nickel were very buoyant in 1970. Sales of oil and gas also rose sharply,
as the United States eased its restrictive import quotas for such items, As regards
the geographical distribution, the growth of Canadian expotts to the United States,
which took 65 per cent. of the total compared with 71 per cent. in the previous year,
fell from 15 to 4 per cent., or 6 per cent. excluding the motor-car sector. Demand
from overseas markets, on the other hand, was extraordinarily strong. Deliveries to
the United Kingdom — Canada’s second most important trading partner — shot up

Canada: Balance of payments.'

19702
items 1962 Yoar 18t 2nd 3rd dth
quartet quarter quatter quarter
In_millions of US dollars
Merchandise trade (f.0.b.) ‘ .
Exports . . . . . . 00w e 13,860 16,200 3,965 4,015 4,000 4,130
Imports . . . .. ... ... .. 12,968 13,230 3,200 3,370 3,438 3,135
Trade balance . . . . . ... + 895 + 2,870 + 675 + 645 + 655 + 995
Services and transfers . . . . . - 1".590 — 1,728 | — 420 |— 380 |— 480 |— 438
Current balance . . . . . . . — 895 |+ 1,245 |+ 285 |4+ 255 |+ 1178 |+ 8860
Current balance unadjusted. .| — ‘698 |+ 1,260 |+ 80 |4+ 235 {4+ 470 |4+ 805
Long-term capital .
Transactions in Canadian securities | + 1,600 |+ 570 |+ 415 |— 130 {4+ 195 |+ 90
Direct Investment, . . . ... .. + 370 |+ B30 |+ 45 |+ 130 |4+ 130 |+ 228
Other . ..., . ... + 120 |[— 33% |+ 1385 |— 40 |— 180 |— 250
Total . . . . 0 o0 e + 2,090 + 765 + 5485 —_ 40 4+ 145 + G5
Basic balance . . . . . . .. + 1,395 |+ 2025 |+ 648 |4+ 195 4+ 615 |+ 870
- Short-term capital®> . . . . . .. — 845 — 330 — 880 + 435 ~ 195 -_— 10
Ovorali balance , . . . . ., . . + 550 + 1,695 + 85 + 630 + 420 + 560
Counterpart of SDR allocation. - + 125 |+ 125 - — -
Overall balance '
including counterpart of SDR .
allocation, . . . ..., ., .. + 550 + 1,820 + 210 + 630 + 420 + 560
1 On a transactions basis. 2 Quarterly data for the current balance are seasonally adjusted. 3 Including

adjustment factors.

Mote: Balance-of-payments figures for the second, third and fourth ﬁuarters of 1970 have been converted from
Canadian dollars intc US dollars at the quarterly average spot cloging rates of Can. $1.08551, 1.02073 and
1.01677 per US $1 respectively. .



by 34 pet cent., after actually declining in 1969; about a quarter of the increase was
accounted for by nickel.

The tendency for the deficit on invisible account to .grow continued. Its $135
million tise was mainly- due to increased net payments of interest and dividends.
These accounted for more than half of the $1.7, milliard invisibles deficit.

The very substantial improvement on current account was to a large extent
offset by a marked reduction in the net inflow of long-term capital from $2.1 to
©.8 milliard. Sales of new Canadian securities abroad declined by $790 to 755 million
last year, owing in large part to the high level of long-term interest rates in both
the United States and Eutope. Furthermore, in October Canadian bortowers were
officially tequested to cover their financial requirements as far as possible on the
domestic capital market. Transactions in outstanding Canadian securities registered
an unfavourable net swing of $235 million. The net capital outflow in connection
with long-term export credits rose from $10 million in 1969 to $135 million last year,
On the other hand, the net inflow in respect of direct investment grew by $160 to
530 million because of increased foreign investment in Canada and a moderate decline
in Canadian investment abroad.

Compared with 1969, when the high level of short-term interest rates abroad
had attracted a large volume of Canadian funds, the net outflow of short-term
capital was reduced from $845 to 330 million. In the coutse of the year short-term
capital movements showed pronounced fluctuations: a $560 million net outflow in
the first quarter was followed by a $435 million inflow in the second quarter, when
speculation in favout of the Canadian dollar led to the adoption of a floating exchange
rate. The outflow was resumed in the third quarter and became only marginal in the
last quarter,

In the first quarter of 1971 Canada’s ovetall balance of payments, excluding the
countetpart of the second SDR allocation, showed a deficit of $o0.4 milliard, compared
with a $o.1 milliard surplus in the corresponding period of 1970. However, the
seasonally adjusted trade balance, on a customs basis and with impotts f.0.b., remained
highly favourable: in the first three months the surplus was running at an annual rate
of $2.6 milliard, compared with $2.8 milliard for the whole of last year.

Japan. In 1970, for the third consecutive year, Japan had a large overall surplus.
At $1.4 milliard, however, excluding the counterpart of the first SDR allocation,
it was $o.9 milliard less than in 1969. The decline in the overall surplus was more than
accounted for by a $1.4 milliard increase in net long-term capital outflows. The current-
account surplus was only slightly lower than the year before, but net shost-term capital
inflows expanded by $0.6 miiliard.

Gross long-term capital outflows continued their upward trend, increasing from
$1.5 to z milliard, whereas capital imports fell sharply, from $1.4 to o.4 milliard,
So far as the latter are concerned, net foreign purchases of Japanese securities fell
by $s540 to 190 million. Loans from abroad declined by $305 to 8o million and pro-
ceeds from foreign currency bond issues by $155 to 45 million. With regard to
long-term capital outflows, loans to foreigners went up by $z90 to 625 million,
including $200 million of special yen loans made by the Bank of Japan to the IBRD



Japan: Balance of payments.'

1870 1871

ltems 1969 Year 1at 2nd 3rd ath fst
quarter quarter quarter quarter quarter

in millions of U5 dollars

Merchandise trade {f.o.h.)

Eaports. . . . ... .. 15,580 18,020 4,050 4,600 4,550 5420 4,945
Imports. . . . ... .. 11,880 15,000 3,460 3,740 3,830 - 3,970 3,860
Trade balance . .| + 3,700 |4 4,020 + 590 |+ 880 |+ 1,120 |+ 1,450 |+ 1,088
Services and transfers,| — 1,580 | =-2,005 |— 528 |=— 47% |— 506 |~ 3800 |— 895

Current balance .|+ 2,120 |+ 2,015 | + 65 |+ 385 |+ 615 |+ 8950 |+ 490

Leng-term capltal . . .|]— 158 |— 15858 |— 435 [— 468 |— 3815 |- 380 |- 180
Basic balance . .| + 1,985 + 420 (-~ 370 | — 80 |+ 300 [+ 570 |+ 300
Short-term capital® . .14+ 320 |+ 9885 [+ 355 !+ 100 [+ 380 (+ 150 |+ 310
Overall bala_nce. A+ 2288 |+ 1,375 | — 15 + 20 |+ 650 |+ Y20 |4+ 610

Counterpart of SDR
allocations . . . . .. - + 120 ]+ 120 — - - + 130

Overall balance
including ¢coun=
terpart of SDR :
allocations . , .|+ 2,285 |+ 1,498 |+ 1105 |+ 20 |+ 650 |+ 720 |+ 740

1 On a transactions basis, 2 Including errors and omissions,

in the first quatter. The object of these transactions, as also of 2 $80 million purchase of
special US Export-Import Bank certificates in January 1970, was to prevent the official
reserves from increasing too sharply. There were also higher net outflows in connection
with direct investment abroad and long-term trade credits, in the latter case as a side-
effect of increased exports of ships.

Although the growth rate of imports accelerated from 17 per cent. in 1969 to
25 per cent. last year and that of exports declined from z3 to 21 per cent., the trade
surplus rose by $o.3 to 4 milliard. The terms of trade improved last year, as export
prices went up by 5 pet cent. and import prices by 3.5 pet cent,

Exports of machinety and equipment, which accounted for neatly half of the
total, rose by 26 per cent. and those of metals and chemicals by 30 and 22 per cent.
respectively. Textile exports, on the other hand, grew by only 6 per cent. Of total
exports, over 30 pet cent. went to the United States, 25 per cent. to south-cast Asia
and 15 per cent. to western Europe. On the import side, purchases of machinery and
equiprent increased by over 40 per cent. and those of metals, ores and scrap by 37 per
cent. 40 pet cent. of Japanese imports came from developing countries, almost 3o pet
cent. from the United States and 10 per cent. from western Europe. The large rise in

“imports pushed up transportation ezpenditure; this was the main reason for the
$0.4 milliard widening of the deficit on services and transters to §2 milliard in 1970.

The basic balance showed 2 sarplus of only $o.4 milliard, against ope of §2
milliard the year before. In contrast, the surplus on short-term capital movements
increased by $0.6 to almost 1 milliard; most of this increase took the form of short-
term trade credits, which rose by §o.5 to o.7 milliard.
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During 1970 the policy of giving preferential interest rate treatment to export
credits began to be progtessively abandoned. In May the Bank of Japan’s export-
telated interest rates, which had previously been kept well below other domestic rates,
were raised. Subsequently, when the Bank lowered its official discount rate in October

‘1970 and again in Januwary 1971, these rates were left unchanged.

In the first quarter of 1971 the overall balance of payments, excluding the counter-
part of the second SDR allocation, showed a further substantial surplus of $0.6
milliard. The current surplus was §o.s5 milliard, and in addition there was a small net
capital inflow: on long-term capital account the net outflow was only $e.2 milliard,
owing to a very high level of non-resident purchases of Japanese securities, while
short-term capital movements, refleciing the difference between Japanese and US
interest rates, produced a $o.3 milliard net inflow. :

Uhnited Kingdom. With the benefits of the 1967 devaluation continuing to be felt,
although probably on a diminishing scale 2s the year went on, the United Kingdom’s
current external surplus increased by neatly so per cent. in 1970 to a record figure of
$1.5 milliard. Most of this further improvement was in the foreign trade account,
which, for the first time since 1958, showed a small surplus for the year as a whole.
However, the identified net outflow of capital (excluding changes in stetling balances
and in the banks’ short-term fotreign currency positions, which are treated under
monetary movements in Chapter IV} increased by virtually the same amount as the
current surplus; and in addition the errors and omissions item, though still substantially
positive, was only about half the 1969 figure. Consequently the overall surplus catme
down from $1.5 to 1.1 milliard. :

The trade balance improved between 1969 and 1970 by $345 million to a surplus
of 35 million. The total value of expotts rose by 1z per cent. and that of impotts,
excluding payments for US military airctaft, by 10 per cent. In volume terms, however,
it was the other way around, imports tising by 7 per cent. and expotts by 3 per cent.
In other words, last year’s improvement in the foreign trade balance was the result
of a considerable rise in export ptices, which, if it continued, might undermine the
United Kingdom’s international competitive position.

The main element in the very small volume increase in exports last yeat was
the growth of only 1 per cent. in exports of manufactured goods. In the two preceding
years, immediately following devaluation, the rise had averaged 13 per cent. As well
as the diminishing influence of devaluation, disruption of production probably played
a part in this abrupt change, which caused the UK share of world trade in manufactuted
goods to resume its downward trend after a pause of only one year. Exports of non-
manufactured goods, however, rose by 9 per cent. during 1970.

Last year’s increase in the volume of imports was rather large, given the state
‘of the economy. It, tco, was probably affected both by the waning influence of
devaluation and by strikes, And, in addition, the gradual elimination of the import
deposit scheme during the course of the year will have had some effect. By commodities,
the rise of 7 per cent. in imports was due chiefly to increases of 12 per cent. in finished
manufactures, double the rate of the previous year, and of 8 per cent. in fuels. Imports
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United Kingdom: Balance of payments.,’

19702
1969 st 2nd ard 4th
ftems Year quarter Quarter quarter quarter
n millions of US dollars
Merchandise trade (f.o.b.) o
Exports . . . . . . . ., v ..., 16,945 18,925 4,620 4,710 4,490 5,105
mports . . . . . ... .00 17,140 18,895 4,430 4,800 4,648 4,970
Trade balance . . . . . . . . — 1985 + ao + 140 - o0 — 165 + 135
Payments for US militaty alreraft .| — 145 |- 28 | — ] —_ - 15 | = L]
Trade balance including
above ftem . ., . . . . .. — 340 + & + 138 - 80 - 170 4+ 130
Services and transfers
Official , . . . . ... ... ... — 1,805 — 1,785 - 480 |— 420 - 430 — 455
Private . ., . . . . .. ... ... + 3,205 + 3,295 + BEO + 855 + 785 14+ 795
Totab . . ... ....... + 1,390 |+ 1,510 [+ 380 |+ 433 [+ 3556 |+ 340
Current balance . . . . . . . + 1,050 + 1,515 + 515 + 345 + 185 + 470
Cutrent balance unadjugted .| + 1,060 |+ 1,516 |+ B15 [+ 380 }+ 100 |+ 520
Capital movements . . .
Official long-term capital. . . . . . - 235 |~ 490 |— 118 |— 80 |[— BO | — 235
Foreign investment in the
United Kingdom . , . ., . . ., . . + 1,775 + 1,550 + 545 + 385 + 240 + 380 |
UK private invegtment abroad . . ,{—1,56% |— 1,766 |— 455 |- 2865 |— 600 |— B2B
UK residents’ Euro-dollar borrowing
tn Londan for Investment abread |+ 175 |+ 400 | + 4% 1+ % |+ 135 |+ 145
Trade credlt . . . . . . . . .. .. — 385 — 700 - 135 — 130 _ 85 — 350
Other non-bank short-term capital .| — 70 (+ 228 |+ 125 |+ 40 | + 25 | + a6
Totab . . ... ... ... - 305 |— 780 |+ 10 | — 5 |— 235 |— 550
Errors and omissions . . ., . . + I70 |+ 375 |+ B8O |— 320 |— 200 |4+ 305
Qverall balance . . . . . .. + 1,518 (+ t,110 |+ 1,715 |+ 55 |~ 336 |+ 275
Counterpart of SDR allocation . - + a10 |+ 410 - - —
Overall balance Including
counterpart of SDR
allocation . . . .. ... . + 1,518 | + 1,520 + 1,626 + B% |— 2335 + 2715

1 On a transactions basis. 2 Quarterly data for the current balance are _seasonal'ly adjusted.

in the two categoties of basic materials and food, beverages and tobacco, both of
which fell in 1969, showed only small rises of 2 and 1 pet cent. respectively in 1970,

While the quarterly pattern of visible trade in 1970 was distorted by the effects
of the July dock strike, the general evolution during the course of 1970 can be seen
from a compatison of each half-year with the previous one. Thus, expotts rose in
value by 6 per cent, in the first half of 1970 and by 3 per cent. in the second; in volume
terms, they fell by about 1 per cent. in both periods. The value of imports, on the
other hand, after allowing for special factors, tose by about 4.5 per cent. in each
half-year, with the greater part of the rises reflected in increased volume. The net
result was a small deterioration in the visible trade balance between the two halves
of the year. The terms of trade, after changing little in the first half-year, improved quite
sharply in the second, to show a favourable movement of some 7 per cent. between

_end-1969 and end-1970.
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The sutplus on invisibles increased by $120 million to $1,510 million last year.
The whole of this improvement was in the official sector, where net interest payments
fell by $160 million, reflecting mainly the lower level of short and medium-term
external debt outstanding duting the year. The unchanged surplus in the private
sector included a deterioration of $140 million on shipping account as a result of
increased tanker chatges, offset by an increase of $115 million in net receipts from
financial and allied setvices and of §25 million in net travel receipts. The detetioration
of $120 million in the invisible surplus between the two half-years was caused largely
by a swing-round of the shipping account into deficit in the second half.

On capital account the increase from $305 to 78¢ million in total net identified
outflows in 1970, which was spread over a number of different items, was pattly
fortuitous in that some inflows which had occurred for special reasons in 1969 were
-not repeated last year. The outward movement of official long-tetm capital increased
by $255 to 490 million. This increase included a shift of $105 million in transactions
with the US Export-Import Bank, from net borrowing of §25 million to net repay-
ments of $8o million, and 2 $60 million increase in net aid-granting to $zo05 million.
In addition, the net balance of official long-term capital movements was unfavourably
affected by the absence of defence offset loans from the German Government, which
in 1969 had amounted to $125 million.

The net outflow from trade credit also increased substantially in 1970, from
$385 to 700 million. Import credit received went up by only §25 million, against
$390 million in 1969, owing to the repayment of credit taken previously in connection
with the import deposit scheme.

UK private investment abroad went up by $z00 million, including substantial
incteases in portfolio and in oil companies’ investment. This rise was, however, mote
than covered by an increase in UK residents’ Euro-dollar borrowing from UK banks
for financing such investment, so that the amount of UK private investment abroad
that was financed from domestic soutrces was a little smaller than in 1969. There was,
in addition, a decline of $225 million in foreign investment in the United Kingdom,
owing mainly to the fact that foreign borrowing by public corporations and local
authotities, which had amounted to $180 million in 1969, fell away to virtually
nothing. Finally, the total net outflow arising from the above-mentioned changes
was reduced by a favourable turn-round, from an outflow of $70 million to an inflow
of §2z5 million, in other non-bank short-term capital movements.

The etrors and omissions item showed very marked quartetly fluctuadons during
the year. The large positive figure of $590 million recorded for the first quarter of
1970 resulted partly from the continued unwinding of positions taken up before the
tevaluation of the Deutsche Mark, but principally from the seasonal shortage of
liquidity in the main tax-payment months. Subsequent fluctuations reflected the
varying fortunes of sterling as well as, in the foutth quarter, the renewed attraction
of high domestic interest rates.

The official financing surplus of $2.6 milliard points to a very large overall
sutplus in the first quarter of 1971, Very little of this can have come from the current
account, where the trade balance deteriorated quite markedly to a deficit of $185



million. All of this deterioration shows up as a fall in exports. However, comparing
the average ttade figures for the first four months of 1971 with those for the last six
of 1970 in ordet to avoid distortions caused by the dockers’ and postal workers’
strikes, the trend of 1970 was continuing in the early months of 1971; that is, the rise
in the value of exports was more than accounted for by higher prices, while that
in the value of imports mainly reflected increased volume. The surplus on services
and transfers was estimated to be running at about $115 million a month in the first
quatter, so that the current-account surplus may have amounted to about $160 million,
greatly reduced from the $470 million surplus of the preceding three months. It is
likely, therefore, that, as in the first quarter of 1970, a large part of the overall payments
surplus took the form of a substantial positive errors and omissions item, reflecting
an inflow of short-term capital in response to high UK interest rates and tight cor-
porate liquidity positions.

Framce. After two years of substantial deficits France’s overall balance of
payments vis-d-vis non-franc-area countries showed a surplus (excluding the counterpart
of the first SDR allocation} of $1.4 milliard in 1970. The new trend, which was
obsetvable in all sectors of the balance of payments, had already begun in the last
quatter of 1969, following the devaluation of the franc and the revaluation of the
Deutsche Matk; the quarterly surpluses continued to grow uatil mid-year, reaching
$0.9 milliard in the second quarter. In the second half of the yeat, however, the surplus
dwindled to $o.1 milliard and fell to only $30 million in the first quarter of 1971.

Measured on 2 cash basis, two-thirds of last year’s improvement in the balance
of payments was on foreign trade account, whete the balance shifted from a deficit
of $1.6 milliard in 1969 to a sutplus of $o.5 milliard. And two-thirds of this surplus,
in its tutn, was the result of more favourable terms of payment. For the rest, f.o.b./c.i.f.
customs data exptessed in French fraacs show that exports rose by 28 per cent. in value
and imports by 18 per cent. In the first three quarters of 1970 the value of exports on
a seasonally adjusted basis was running 32 per cent. above the level of a year earlier,
but this figure dropped to 19 per cent. in the fourth quarter since there had already
been a steep rise in the French franc value of exports in the fourth quarter of 1969,
following devaluation. In the first quarter of 1971 the growth of exports decelerated
further to 15 per cent. over a year earlier and that of imports fell from 21 to 14 per
cent. For the year 1976 as a whole the f.o.b.fc.i.f. exportfimport cover ratio averaged
91 per cent., a figure which is close to what is considered to be a position of equi-
librium. As unit values for exports and imports were respectively 12 and 11 per cent.
higher than in 1969, the volume increase in exports was 1§ per cent., as against only
7 per cent. for imports.

As regards the different categories of exports to non-franc-area countries,
consumer goods showed the fastest advance, having expanded by 38 per cent. in value,
while semi-manufactured and capital goods recorded increases of 3o per cent. each.
Exports of agticultural products rose by 13 per cent., but wheat sales, owing to poot
crops, fell below their 1969 level. On the import side capital goods expanded by
27 petr cent., semi-manufactured goods and raw materials and fuels by some 20 per
cent. and agricultural products by 14 per cent. Imports of consumer goods, on the
other hand, showed practically no tise. The chronic deficit vis-3-vis EEC countries was
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France: Balance of payments®
vis-a-¥is non-franc-area ¢ountries.

1870
1968 .
fiems 1t 2nd 2
Year quarter quarter half
in milliens of US dollars
Merchandise trade (f.o.b.}
Expotts . . . i . 0.0 L L, 13,285 16,400 3,820 4,185 8,325
Importe . . . . - v v v v v 14,845 18,940 3,715 4,200 8,225
Trade balance . . . ., ., . ., . — 1,860 + 480 + 105 + 185 + 17¢
Services and transfers? . . . . . — 445 - 180 | + 30 + 103 — 318
Cusrent balance . ., . ., . w2005 + 280 + 135 + 290 [ — 148
Long-term capital
Private )
French investment abroad , . . — 260 —  A40 - 130 — .3 - 305
Forelgn investment In Frapce . . + B60 + 1,410 + 305 + 245 + 860
Banking sector. . . . ., .. .. — 5 - 280 —_ 5 —_ 30 — 245
Total . . v.. ... .|+ 388 |+ eso [+ 170 |+ =210 |+ 310
Official . . ... ... .. ..., —_ 70 — 140 - g5 - 20 - 65
Total . . . . . 00 + 328 + 550 + 115 + 190 + 245
Basic balance . . . . .. .. — 1,880 + 830 + 2850 + 480 + 100
Bhort-term capltal, multilateral
settlements _and adjustments . + 15 + 540 4 185 + 380 - a5
Overall balance . . . . ... — 1,865 + 1,370 + 436 + B0 | + 65
Counterpart of SDR allocation . — + 185 + 168 —- —
Overall balance )
including counterpart of
SDRallocation. . ., . . . . - 1,665 + 1.836 + 600 + 870 + 65

* On a cash basls. 2 Including merchanting.

reduced from $1.6 to ¢.6 milliard in 1970. Not quite half of this change was due to a
reversal in the trade balance with Italy, which shifted from a deficit of $o.2 milliard
to a surplus of similar magnitude. There was also an improvement in balances vis-d-vis
all other areas, with the exception of North America, where the deficit increased
by neatly §o.3 milliard vis-d-vis the United States.

The structural deficit on services and transfers was further reduced from $443
million in 1969 to $18c million last year. Three main factors contributed to this
improvement: the travel account, after having been in equilibrium, showed a surplus
of $120 million, despite a rise in the French travel allowance; the deficit on government
transactions contracted from $270 to 140 million, owing mainly to a smaller interest
burden, as 2l of the financial assistance obtained pteviously from central banks had
been tepaid by April 1970; and, finally, thete was a substantial increase in receipts from
the EEC’s agriculrural fund. '

The net inflow of private long-term capital into France rose from $o.4 milliard
in 1969 to $o.7 milliard last year. Encouraged by the better economic climate, net
foreign non-bank investment in France mote than doubled to a record level of
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$1.4 milliard. Direct investment and loans each went up by some $300 million
and portfolio investment, mostly through subsctiptions to French bond issues abroad,
by $230 million. Net long-term foreign investment by French residents also increased
substantially in 1970. In the non-bank sector, it rose from $260 million to $440 million,
with direct investments, which were facilitated by a relaxation of exchange controls,
accounting for $100 million of the increase, A large part of non-bank foreign investment
was financed with the proceeds of loans from non-residents. Even mote striking was
. the rise in banks’ long-term investment abroad, from virtually zero in 1969 to $280
million last year. Most of this occutred in the second half of the year as a result of the
increase in the cost of borrowing on the Euro-bond market; and it was financed by
the banks’ taking short-term funds from the Euro-dollar market.

On short-term capital account, including multilateral settlements and adjustments,
the increase in net inflows was even more marked, from 315 to s4¢ million. These
inflows were concentrated in the first half of the year, when French enterprises took
up a substantial volume of shott-tetm loans abroad in order to circumvent domestic
credit restrictions, In the second half, following the prohibition in July 1970 on
borrowing abroad for periods of less than one year — except to finance foreign trade —
there was a small net outflow.

Germany. Both the main elements of Germany’s basic balance of payments
moved nearer to equilibrium in 1970. The tightening of domestic liquidity and the
substantial increase in domestic interest rates brought the net outflow on long-term
capital account down from the abnormally high 1969 figure of $6 milliatd to 1.2
milliard. In addidon, the current-account surplis, despite a further increase in the
foreign trade surplus, came down from $1.6 to o.7 milliard under the combined
influence of the revaluvation, on the one hand, and the large increase in domesde
incomes and demand, on the other. Thus the basic payments deficit declined quite
sharply from $4.4 to 0.6 milliard. At the same time the domestic factors that reduced
the net outflow of long-term capital produced, in combination with the decline in
dollar interest tates, 2 $4.4 milliard net inflow on short-term capital account, including
errors and omissions. The overall balance of payments (excluding the counterpart of
the first SDR allocation) thus shifted by $8 milliard to a surplus of $3.8 milliard.

The enormous change on long-term capital account was concentrated in the
ptivate sector, where net outflows fell away from $5.5 to o.5 milliard. Two types
of capital transactions were affected in particular by the tightening of domestic
liquidity. Firstly, the balance of the banks’ long-term capital transactions turned
tound from net lending of §3 milliard during 1969 to net borrowing of $o.3 milliard.
In the first quarter of 1970 the banks were still net long-term lenders to non-residents
to the extent of $o.4 milliard, but duting the rest of the year they were net borrowers
to the extent of $o.7 millizrd, mainly for the purpose of circumventing the special
reserve trequirements imposed on increases in their short-term foreign liabilites.
Secondly, the net outflow on account of pottfolio investment declined between 1969
and 1970 from $2.7 to o.z2 milliard. German putchases of foreign securities fell from
$2.4 to 0,6 milliard, subscriptions to foreign bond issues in Deutsche Mark and other
denominations by German syndicate banks declining from $1.4 to 0.3 milliard and net
putchases of foreign investment certificates from §o.5 milliard virtually to zero. In
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addition, non-tesideats’ transactions in German securities produced a2 $0.4 milliard
inflow last year, after a $o.3 milliard outflow in 1969, Direct investment, being much
less influenced by capital and money-market conditions, moved in the opposite
direction to the rest of the long-term private capital account in 1970, net outflows
increasing from $o.2 to o.4 milliard.

The net long-term capital outflow of the public sector incteased from $o.5 to
0.7 milliard in 1970. Most of the change was due to larger purchases of US Government
* paper under the terms of the foreign exchange offset agreement with the United States.

Exports and imports on an f.o.b. dollar basis both expanded by approximately
18 pet cent. last year, compared with rises of 17 and 25 per cent. respectively in 1969.
Since exports are substantially larger than imports, the trade surplus went up from
$5.1 to 5.8 milliard. On a customs basis most categoties of imports recorded a lower
rate of growth. The slow-down was especially pronounced in the cases of semi-
manufactured goods and products for further processing, where the growth rates
wetre reduced from 26 to 13 per cent. and from 28 to 15 per cent. respectively. In

Garmany: Balance of payments.*

187G 1971
1969 :
I st 2nd 3rd 4th 18t
fems Year quarter quarter quarker quarter quarter
in millions of US dolfars
Merchandise trade
{f.o.b)
Exparts. . . . .. . .. 29,095 34,105 7.820 8,490 8,390 2,405 8,020
Imports. . . . . PRI 23,960 28,2858 6,670 7,195 5,816 7,605 7.560
Trade batanca . .|+ 5,135 |+ 5820 |+ 1,160 |+ 1,295 | + 1,75 |+ 1,800 | + 1,450
Services and transfers| — 3,528 | —5,1858 | — 1,140 | — 1,116 |— 1,665 |— 1,235 | — 1,360
Current halance . | 4+ 1,610 + 6G65% + 10 + 180 - 90 + SB65 + 100
Long-term capital
Private . . . ... ... — 5,475 — B4s5 — 1,000 - &5 + 285 4+ 235 + o5
Officiat . . . ... ... - 530 - 680 —_ =1 — 235 — 180 - 170 - 158
Total . ..... — §,005 - 1,235 - 1,095 -~ 300 + a5 + 65 - a0
Basic balance . .|~ 4,388 |~ 570 |— 1,086 |— 120 |-+ 5 |+ @30 |+ 40
Short-term capital )
Private . . . . ... .. -~ 1899 + 1,780 + 210 + 540 + 780 + 220 |+ 830
Official . . . . . . ... - 10 - 119 -+ 25 —- 130 + 50 - 85 + 175
Total . .. ... — 200 + 1,880 + 235 + 410 + 840 + 165 + 1,008
Errors and omissions. |+ 370 |4+ 2,720 |+ 600 |+ B7S [+ 1,040 [+ 205 |+ 2,275
Overall balance, . | — 4,225 + 3,800 -— 250 + 1,165 + 1,885 + 1,000 + 3,320
Counterpart of SDR '
allocations . . . .. - 4+ 200 |+ 200 - - - + 170
Overall balance
Including coun-
terpart of SOR
allocations . . . | — 4,225 + 4,000 _— S0 + 1,185 + 1,885 + 1,000 + 3,490

* On a fransactions hasis.



terms of volume the growth rate of exports moderated from 12 to 8 per cent. last
year and that of impotts from 18 to 14 per cent.

On a customs basis, the trade surplus increased from $4 to 4.3 milliard. It was
$0.6 milliard larger with EFTA countries — bigger surpluses with Austria and
Switzerland having largely compensated a nartowing of the surplus with the United
Kingdom — and $o.; milliard larger with industrialised countries other than the
EEC, the EFTA and North Ametica. Among those other countries, the surplus
in relation to Yugoslavia went up by nearly $o.2 milliatd, On the othet hand, Germany’s
export surplus was smaller with EEC countries, declining from $o.7 to o.5 milliard.
Finally, fast-growing imports from North America caused a $o.5 milliard turn-round
from surplus to deficit in Germany’s trade with that area.

The effects of revaluation, combined with the large increase in domestic incomes
and demand, showed up most cleatly in setvices and transfers, where the deficit
- jumped from $3.5 to 5.2 milliard in 1970. With the exception of military receipts,
which went up by $o.2 milliard, the deficits on all items were larger, in particular
on those relating to travel, unilateral teansfers and transportation. The deficit on
travel increased from §1 to 1.5 milliard, as expenditure by German tourists abroad
rose by one-third, wheteas receipts from foreign tourists in Germany went up by
only 12 pet cent. The transportation deficit widened from §o.z to o.5 milliard, partly
owing to a 1§ per cent. rise in imports from overseas (maritime freight charges
represent about half of all transport costs) and partly for statistical reasons. Finally,
the deficit on unilateral transfers went up from $z2.2 to 2.5 milliard. Although govern-
ment transfers declined by about $o.1 milliard because of a drop in payments to the
EEC’s agricultural fund, workers’ temittances abroad tose by $o.5 to 1.2 milliard.
This was the result both of an increase of 400,000 in the number of foreign workers
employed, who totalled nearly two million at the end of last year, and of the upsurge
in wages.

The net inflow of short-term capital, including errors and omissions, soared
from $o.2 to 4.4 milliard in 1970. Private enterprises, faced with a tightening of
domestic credit and higher interest rates, turned to the Euro-cutrency market and
took up financial credits amounting to $1.8 milliard. The remaining short-term
inflow of $2.6 milliard is attributable to unidentified financial credits and to trade
credits. :

In the first quarter of 1971 the overall balance (excluding the counterpart of the
second allocation of SDRs) showed a surplus of $3.3 milliard, including a net inflow
of short-term capital of the same size. Identified capital movements made up less
than a third of this inflow, the bulk of it being accounted for by net unidentified
teceipts of $2.3 milliard. The cutrent account, the long-term cepital account and, thus,
the basic balance were all about in equilibtium. Within the cutrent account, howevet,
in comparison with the first quarter of 1970 the export surplus rose from $1.2 to
1.5 milliard, while the deficit on setvices and transfers increased from $1.1 to 1.4
milliatd.

Italy. Owing to a drastic reduction of the net capital outflow from §3.5 to
o.4 milliard, Italy’s overall balance of payments, which had shifted from surplus to
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ltaly: Balance of payments.’

18702 19712
. 1989 | e 1st 2nd ard 4th 18t
ftems quarter quarter quarter quarter quarter
in_millions of US dollars
Merchandise trade (f.0.h.) .
Exporta. . . . . . . .. 11,640 13,105 2,985 2,308 3,410 3,405 3,415
fmports. . . . ... .. 11,100 13,445 3210 3,480 3,480 2,275 3,615
Trade balance . .|+ 840 |— 340 [— 225 |— 175 |— 70 |+ 130 |— 200
Services and transfers
Travel . . . ... ... + 1.140 + 9210 + 215 + 215 4+ 245 + 235
Workers’ remittances . . |+ 945 |+ 955 [+ 240 |4+ 2850 {+ 240 |+ 228
Other . . . ... ... — 285 - T10 — 180 — 160 - 185 — 185
Total . . ... A + 1,800 + 1,155 + 285 + 305 4+ 320 + 265 + 280
Current balance .| + 2,340 + 815 + a0 |+ .130 + 250 + 395 + 80
Current balance .
unadjusted . . .| + 2,340 + 815 - 85 + 160 + 590 4+ 160 — i26
. Capital movements
Residents . . . . .. . - 3,865 - 2,410 — P86 |~— T20 |— 395 - 310
Non-residents . . . . . + 230 |+ 2188 |+ 450 |+ 695 [+ 438 |+ 6GO5
Errors and omissions, . [+ 110 [— 185 | — 8o |+ 45 = 280 |+ 110
Total, . . ..., — 3,518 - 410 — 615 + 20 | — 220 + 405 + 425
Overall balance., .| — 1,173 + 405 - T10 + 180 + 370 + 565 + 300
Counterpart ot SDR
allocations , . . . .. - + 105 |4+ 105 —_ - - + 110
Qverall balance
including coun-
terpart of SDR .
allocations , |, | — 1,175 + B10 — 505 + 180 + 370 + 565 + 410

* On a transactions basis. 2 Quarterly data for the current balance are seasonally adjusted.

deficit between 1968 and 1969, reverted to a $o.4 milliard surplus last year (excluding
the counterpart of the initial allocation of SDRs). The cutrent-account surplus, how-
ever, continued to deteriorate, falling sharply from $2.3 to 0.8 milliard. Over half of
this decline was attributable to a2 wotsening of the trade balance and the remainder
to a smaller surplus on setvices and transfers.

The trade balance shifted from a surplus of $o.5 milliard in 1969 to a deficit of
$o.3 milliard last year. The deterioration had already begun in the last quarter of 1969,
when economic activity was severely affected by strikes, and from then until the thitd
quatter of 1970 the trade balance was in deficit. The trend began to improve, how-
ever, after the first quarter of 1970, as imports levelled off and then tutned down,
and in the last quarter of the year a trade surplus, amounting to $o.1 milliard on a
seasonally adjusted basis, reappeared. But in the first quarter of 1971 imports rose
again and the balance reverted to a deficit of $o0.2 milliard.

Taking the year as a2 whole, the deterioration in the trade balance on a c.i.f./f.o.b.
customs basis was due both to the continued high growth rate of imports (20 against
21 per cent.) and to the decline in the growth of exports (from 15 to 12.5 per cent.).
As in many other countties, price rises accounted for a significant part of last year’s
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expansion of foreign trade, import ptices going up by 4 per cent. and export prices
by s pet cent.

A particularly adverse trend developed in trade in semi-manufactured goods:
imports in this category expanded by 3o per cent, in 1970, with those of iron and steel
going up by as much as 55 per cent., while exports rose by only 12 per cent. In absolute
values the deterioration amounted to over $0.6 milliard and accounted for roughly
two-thitds of the increase in the total trade deficit (from $o.7 to 1.7 milliard). Another
$0.2 milliard of the deterioration was attributable to the growing deficit on fuel and
powet.

On a regional basis, the balance of trade vis-d-vis other EEC countries, after
two years of surpluses, shifted last year by $0.6 milliard to a deficit of $o.5 milliard.
Two-thirds of this deterioration took place in trade with France, with a surplus of
- $o.1 milliard giving way to a deficit of $o.3 milliard as a result of a 27 per cent. rise
in imports. The balances vis-i-vis the other EEC partner countries also worsened.
By contrast — and this was the only regional improvement — the teade surplus in
telation to the EFTA and other western European countties increased by $o.1 milliard.

As well as the deterioration on foreign trade account there was a sharp decline
from $1.8 to 1.z milliard in the surplus on services and transfers, Net receipts from
travel fell from $1.1 to o.9 milliard, owing entirely to increased expenditure on the
part of Italian tourists; the investment-income account deteriorated from a surplus
of $o.1 milliard to a small net deficit, owing to Italy’s greater foreign indebtedness
and to the rise in domestic interest rates; and large payments to the EEC’s agricultural
fund were mainly responsible for the widening of the deficit on net government
transfers to §o.3 milliard, '

On capital account the total net identified outflow declined from $3.6 to o.2
milliard. Inflows of foreign capital to Italy rose from $o.z to 2.2 milliard, while net out-
flows of Italian capital fell from $3.9 to 2.4 milliard. These dramatic changes were mainly
the result of policy measures taken by the Italian authorities -— including the deliberate
encouragement of foreign borrowing by the public sector, the raising of domestic
interest rate levels and stricter regulations governing the remittance of Italian bank-
notes from abroad — though in addition the decline in interest rates on the international
markets and the improvement in the domestic political situation in mid-August 1970
were also significant factors. As regards the lower level of resident capital outflows,
easily the biggest element was a reduction .of the outflow in the form of bank-note
remittances from $2.2 to 1 milliard. In addition, ptivate loans to non-residents declined
from $o.5 to o.2 milliard and direct investment abroad from -§o.3 to o.1 milliard.
The main factor behind the increase in the net inflow of foreign capital was the large
volume of bortowing from abroad, especially by Italian public-sector enterprises,
which amounted altogether to $2 milliard on a gross basis.

In the course of 1970 the net outflow of Italian capital declined from §1.7
milliard in the first half to $o0.7 milliard in the second, while the net inflow of foreign
capital amounted to over §1 milliard in each period. Taking into account the etrors
and omissions item, a net outflow of $0.6 milliard in the first half was followed by a
net inflow of $o.2 milliard. In the last quarter of 1970 and in the first quarter of 1971
the total net capital inflow exceeded $o.4 milliard,
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Belgium-Luxemburg Economic Unien. Favourable trade results pushed up the
surplus on current account from $o.1 milliatd in 1969 to $o0.7 milliard last year. On
capital account, howevet, including errors and omissions, the 1969 inflow gave way
to an outflow which more than offset the improvement in the current balance, Con-
sequently the overall balance-of-payments surplus (excluding the counterpart of the
initial allocation of SDRs) was teduced from $o.3 to o.1 milliard. But in the first
quaiter of 1971 the overall surplus came to $125 million, compared with $95 million
in the cotresponding quarter of 1970. '

Most of the improvement on foreign trade account was the result of a favourable
movement in Belgium’s terms of payment which began in the last quarter of 1969.
This is shown by the fact that on a payments basis the trade balance shifted from a
deficit of $100 million to a sutplus of $470 million, whereas on the basis of customs
figures the improvement was only $190 million, from a surplus of $70 million to
one of $260 million.

The slower growth of foreign trade in 1970 was due entirely to a smaller rise
in the volume of transactions: in the first eleven months the volume of imports
increased by 8 per cent. and that of exports by 11 per cent., compared with rates
of 17 and 18 per cent. tespectively in 1969. Unit values of exports rose by 5 per cent.
in both 1969 and 1970, and those of imports by 3 and 4 per cent. respectively. The
rise in unit values thus accounted for neatly a third of the increase in the value of
exports and was largely attributable to a substantial tise in steel ptices. Imports of
capital goods showed a much greater expansion than those of other product-groups,
tising by 22 per cent. in volume in the first three quarters and by 24 per cent. in value.
In the first quarter of 1971 total imports on a seasonally adjusted basis went up by
1o pet cent. over the cotresponding period of 1970, while exports increased by only
4 pet cent,

Both impotts from and exports to other EEC countries rose by 17 per cent.
~ last year, and the export surplus vis-d-vis the Community went up by $200 million to
$1,265 million. A detetioration of $170 million in the balance with France was mote
than compensated by improvements in those with the three other partner countries;
in particular, the balance with Germany shifted from a small deficit to a surplus of
$205 million. The balance of trade with EFTA countries improved from a deficit of
$110 million to a surplus of $30 million and there were improvements also in the
balances with all other areas except Japan and North America. With the latter area
the deficit widened by $300 million, as imports rose sharply — those from the United
States by 30 per cent. and those from Canada by 45 per cent,

At $275 million, net teceipts from services and transfers were $9o million more
than in 1969, half of the improvement being due to larger net investment income.
Freight receipts also rose, and net expenditure on foreign travel was somewhat smaller,

In contrast with most European countries, the BLEU’s balance on capital
account, including etrors and omissions, deteriorated, shifting from a net inflow
of §205 million to a net outflow of $635 million. About half of this change was the
result of statistical adjustments, as shown by the increase from $40 to 405 million in
the unfavourable ertors and omissions item. The net outflow of identified BLEU
ptivate capital increased from §265 to s15 million. Ditect investment abroad, which
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Belgium-Luxemburg Economic Union: Balance of payments.!

1870
items 1988 1 et st 2nd 3rd ath
. guarter quarter quarter quarter
in milllons of U3 dollars
Merchandise trade
Exports . . . o v v v v ha e 7,780 8,335 2,150 2,380 2,310 2,518
fmports . . . ... . ..o .. 7,880 8,865 2.000 2,305 2,155 2,405
Trade balance . . . . . ... — 100 + 470 + 150 + B5 + 155 + 110
Services and transfers., . . . . . + 185 + 275 + 95 4+ 45 + 80 + 55
Current balance . . . . . .. + 85 + 745 + 245 + 100 + 235 + 1685
Capital movements
Public authonties . , . . . . . .. — 40 — L -] - - + 5
Semi-official? . . . .. ..., .. + 190 - 40 - 5 —- 20 + 5 — 20
Private .
Foreign invegtment in the BLELD . + 360 -+ 3zs + 45 + 125 + 45 + 110
BLEL investment abroad. . . . . — 268 — 515 — 100 —125 - 160 — 130
Total . ... 00 o + 245 - 230 — 65 — 20 —110. - 35
Errors and amissions ., . .. .. — 40 — 405 — 85 — 40 - 30 — 250
Overall balance . . . . .. . + 290 + 110 + @5 + 40 + 95 - 120
Counterpart of SDR allecation . - + 70 + 70 [ - - -
Qvarall balance including
counterpart of SDR
allocation . . .. ... .. + 290 + 180 + 165 + 40 + 95 - 120
1 On a cash basis. t Pyblic enterprises and nom-monetary financial Institufions of the public sector,

had been negligible in 1969, tose to $130 million last year. In particular, net loans
by Belgian and Luxemburg enterprises (especially oil companies) to their foreign
branches, which had declined the year before, showed a tise in 1970. There was also
an increase in residents’ deposits abroad, following sepattiations in 1969. Although
foreign direct investment increased by $70 to 335 million, total private foreign
investment in Belgium fell from $360 to 32 million. The inflow of flight capital from
France, which had been substantial in 1969, came to a halt last year,

_ Public enterprises and non-monetary financial institutions in the public sectot,

which had borrowed heavily in 1969, repaid their loans last year, As these payments
exceeded new botrowing, there was a net outflow of $40 million, compared with a
net inflow of $190 million in 1969,

Netherlands. Domestic inflationary developments caused a substantial detetiotation
in the current account of the balance of payments last year. On a cash basis the
balance shifted from a surplus of $o.2 milliard in 196g to a deficit of $o.1 milliard,
At the same . time, however, the anti-inflationary monetary policy of the Dutch
authorities, in combination with the decline in dollar interest rates, brought about
an even larger opposite shift in net capital movements (including etrors and omissions)
from a small outflow in 1969 to a net inflow of $o.6 milliard. The overall balance-of-
payments surplus (excluding the counterpart of the first SDR allocation) therefore
actually increased from $0.2 to o.5 milliard. .
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Netherlands: Balance of payments.’

’ 1970 1971
1989 .
1 st 2nd ard 4th st -
ems Year quarter quarter quarter quarter quarter
in millions of US dolfars
Merchandise trade
Exports. . . .. . ... 9,300 11,115 2,450 2,830 2,785 3,050 2,920
Imports, . . ., e 9,655 11,760 2,545 3,036 2,900 3,280 3,138
Trade balance . . — 355 — 6458 - 95 — 205% -~ 1158 - 230 — 215
Services and transfers )
Investment income . . .| + 2158 + 126 + 10 | — 18 + 130 —-— — 43
Other. . . . ... ... + 315 + 375 + 90 + 130 + 80 + 75 + 128
Total . .. ... + 530 -+ 500 + 100 + 115 + 210 + 75 + 80
Curvent balance .| + 175 — 145 + 5 — 90 + 95 . — 155 — 138
Long-tarm cagpital
Dutch securities . . , . + 376 ‘+ G665 + 70 + 115 + 200 + 280 + 85
Foreign sec_:uritles v . .| — 240 -~ 250 — &5 — 35 — 885 - 75
Direct tnvestment® . . .| — 148 + 35 + 60 + 170 —238 | + 40 + 165
Banks and other private ’
capital®. . . . ... + 15 + 105 + B — 30 + 205 — 78 -
Offigial . . . ... ... - 30 - ap — 10 — 1B - B - - B
Tofal .. .... - 25 + 525 + T0 + 205 + 8O + 170 | + 255
Basic balance , . + 150 + 380 + 715 + 115 + 175 + i5 + 120
Short-term capital
MNon-banks . . . . . . . — &b . - -— 30 — 75 + 150 — 45 + 35
Banks . . . . .. ... + 20 4+ 25 - 85 + 120 - 20 + 10 — 85
Errors and omissions 4+ 40 + 50 + 45 - B - 15 + 25 + 10
Total . ... .. _ + 75 - 70 4+ 40 + 118 — 10 — 40
Overall balance, ., + 150 + 455 + 5 + 155 + 290 + ] + B8O
Counterpart of SOR
allocations . . . . .. - + 90 + 80 — - - + 75
Owverall balance
including coun-
terpart of SDR
allocations . ., . + 150 + 545 + 95 + 155 + 290 + & + 185

1 On a cash basiz. 2 Including inter-company credits at long and short term. 3 Mostly credits.

- The large change on capital account between 1969 and 1970 was mainly in the
long-term sector, where it amounted to $550 million. More than half of this took
the form of a rise from §375 to 665 million in net sales of Dutch securities to non-
residents, which increased steadily throughout 1970 from $70 million in the first
quarter to $280 million in the fourth. Non-resident net purchases of Dutch bonds
increased frotn $255 to 6os million, by far the largest demand coming from Switzer-
land. Net sales of Dtch shares, on the other hand, declined from $120 to 6o million.
In the first quarter of 1971 the net long-term capital inflow came to 255 million,
almost half as much as in the whole of 1970. Of this inflow $165 million was in the
form of direct investment and $o5 million in that of security transactions.

Nine-tenths of the current-account deterioration on a cash basis last year was
due to the increase in the trade deficit from $355 to 645 million. Imports were 22 per



cent. higher than in 1969, and exports 20 per cent. The underlying deterioration in
the trade balance between the two years was even greater when measured on a trans-
actions basis, the deficit rising from $1,015 to 1,600 million. Pazt of this increase was,
however, attributable to net short-term trade credits received by the Netherlands,
which rose from $190 to 330 million as a result of the tight domestic monetary policy.
At $135 million, the cutrent deficit on a cash basis in the first quarter of 1971 was
neatly as large as that for the whole of the previous year.

On a regional basis, the trade deficits vis-d-vis North America and the developing
countties both worsened by roughly $300 million to $910 and 1,030 million respec-
tively. In Europe, the surplus in relation to EFTA countries diminished but the deficit
vis-d-vis EEC countries was smaller, a substantial deterioration in the balance with
France being more than compensated by an improvement in that with Germany.

In volume, imports and exports both expanded at a tate of 1§ per cent. in 1970.
Average prices of impotts, however, rose much faster than those of exports, by 7 as
against 4 per cent. On the import side the main feature of 1970 was a rise of 21 per cent.
in the volume of putchases of capital goods following one of only 6 per cent. the
year before. On the export side, sales of food, drink and tobacco rose by 15 per cent.,
twice as fast as in 1969.

The surplus on services and transfers was §30 million less than in 1969. Net
investment income declined by $90 to 125 million, but this was partly offset by larger
teceipts from the EEC’s agricultural fund. The transportation and travel items showed
an improvement compated with 1969, owing in the latter case to bigger receipts from
Germany.

Augstria, In 1970 the overall balance-of-payments surplus, excluding the counter-
part of the first SDR allocation, came to $70 million, somewhat less than the year
before. Moreover, whereas the 1969 surplus had been almost entirely on current
accouty, in 1970 it was essentially the result of unidentified inflows.

The trade deficit shot up by $290 to 725 million, widening steadily duting the
coutse of the year. The growth of exports slowed down from 21 per cent. in 1969
to 18 per cent., while that of imports accelerated from 13 to 26 per cent,

Imports of machinery and means of transport moved up by 33 per cent. and those
of mineral fuels and energy by as much as 44 per cent. With regard to geographical
distribution, exports to the EFTA rose much faster than, and those to the EEC more
slowly than, total exports. Deliveties to Yugoslavm went up by almost 5o pet cent,,
accounting for one-tenth of the increase in Austrian exports.

The deterioration on trade account was partly offset by a further rise of $130
million ‘in the invisible surplus, entirely owing to larger net receipts from tourism,
The carrent account worsened from a surplus of $1c0 million to a position of approxi-

mate balance,

The long-term capital account shifted from a net outflow of $25 million in
1969 to a net inflow of §15 million last year. On short-term capital account, which
includes errors and omissions, the increase in the net inflow from $30 to 65 million
was more than accounted for by a $50 million rise in unidentified receipts.



Waeastern European countries; Balances of payments,

Net capital movements
o hz{aar?ge Se::]iges bCl.;rrent . (inflow )t beg'lr:;ll
ountries Years alance
tf.o.b.) transters Long-term |8hort-terrn
tn millions of US dollars

Belgium-Luxemburg* . , 1980 — 10|+ 185 |+ 85 + 208 + 290
1970 + 470 | + =275 | + 745 — 838 + 110

Franee* ., . ., .. ... 1969 — 1,560 | — 448 | —2008 | + 225 | + 15%) — 1,665
1970 + 460 | — 180 | + 280 ) + 550 | + 540°| + 1,370

Germany . . . ., .. .. 1969 +5135 | —3.825 | + 1,610 | — 8,005 | + 170. | — 4,225
1970 + 85820 | —5185 | + 8685 | — 1,235 | + 4,370 | + 3,800

Maly . .. ....... 1969 + 540 | + 1,800 | + 2,340 — 3,518 — 1,175
1970 ~ 340 ) +1,188 | + e18 ] — 410 + 405

Netherlands® . . . . . . 1969 — 358 |+ 530 |+ 175 | - 25 - + 150
1870 - 545 | + s500 )| — 148 | + s28 |+ 18| + ams

Total EEC . . . . 1969 + 3,660 | — 1,455 | + 2,205 — 8,830 — 6,625
1970 + 5,768 | — 3,405 | + 2,360 + 3,780 + 6,140

Austria, . . .. ... . 1969 |~ 435°| + 535 (+ 00| — 25({+ 30|+ 105
1970 — 7285 + TIB]~—~ 1w|+ 51+ e+ 70

Denmark ., . . .. ... 1969 ~ &30 | + 220 | - 410 + 330 — 80
1970 — 785 | + 245 | — 540 + 545 + s

Finband . ... .... 1968 — &85+ TS|+ 20|+ 25|+ 10{+ 5§
1970 — 350%| + 128 | — 228| 4+ @0 |+ 208| + 60

lceland . . . ..., .. 1969 - + 51+ S|+ 20|~ 10]+ 15
1970 + 10|+ 5|+ 15! — 5 - + 10

Norway. . .. ... .. 1969 — 780°| + o915 |+ 135 | — 180 | — 30| — B5
1970 | —1.285°| + 1,100 | — 185 | + 90 + 220 + 128

Portugal . . .. .... 1969 — 3901+ 438 |+ 45| — 40| + 8O°| + eB
1970 — 500 |+ B40 ] + a0 |+ 15|+ 25°| + so

Sweden . ... .... 1969 | — 17B4| — 20 | — 195 — 135 — 330
1870 — 195%] — 125 | — 320 + 400 + 80

Switzerland, . . . . ., . 1969 — Ba0*| + 1,186 | + B23 — 368 + 160
1970 — 1,330%] + 1,330 —_ + 1,080% + 1,080°

United Kingdom . . . . 1969 — 340 | + 1,320 | + 1,050 + 465 + 1,518
1970 + 5| + 15810 | + 1,515 — 405 + 1,110

Total EFTA . . . 1969 —3.438 | + 4710 | + 1,275 + 195 + 1,470
1870 —5,188 | + 5,445 | + 290 + 2,330 + 2,620

Greece ., . ... ... . 1969 — 900* + 8550 — 380 | + 210 + 135 ) — &
1970 —1,008% + 680 | — 45 | 4+ 275 + 15| — 25

Ireland . . . ... ... 1969 —~ 885 [+ 198 | — 180 | + 7s{+ 280+ 145
1970 —~ 390 | + 240 | — t50 | + 120 | + 20| — 10

Spain* . . ... .... 1969 —~2,105 | + 1810 | — 495 | + 430 | — 158 | — 220
1870 — 1,940 | + 2,178 | + 235 | + 565 | + 25| + =828

Turke¥ . . « v v v oa .. 1989 — 268*| + 45 — 220 + 180 . — &0
1870 — 350°) + 1557 — 1957 4+ 2287 + 30

Total “Other” , . 1969 — 3,685 | + 2,400 | — 1,255 + 1,118 — 140
1970 —- 3,775 | + 3,250 | — 525 4 1,345 + a20

Grand total. . . . 1969 — 3,430 | + 5,655 | + 2,225 — 7,520 — 5,205

. 1970 — 3,165 | + 6,290 | + 2,125 + 7.455 + 9,580

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

1 Ditference hetween current and overall balances, including errors and omissions. 2 Equal to changes in
net official assets (excluding SDR allocation} and the net foreign position of commercial banks, except in the
case of the United Kingdom and Turkey. For the United Kingdam, excluding UK residents' Euro-dollar borrowing
from banks in London for investment abroad and trade cradit provided by UK banks, which are included in net
capital movements; for Turkey, equal to changes in net official assets only. ? Including mulilateral settlements
and adjustments. ¥ {mporis ¢.i.f. % Including the balance of Portuguese overseas territories vis-a-vis the non-
escudo area. ¢ Owing to major changes in coverage for Swiss commercial banks' net foreign position, data for
1970 are not comparable with the corresponding figures for earlier pericds. ¥ Egtimates,




In the first quarter of 1971 the trade deficit was $245 million, compared with
$150 million. in the corresponding period of 1970, and the current-account deficit
$75 million. This was broadly offset by long and short-term capital inflows, so that
the overall balance (excluding the counterpart of the second SDR allocation) was
virtually in equilibrium.

Switgeriand. Reflecting the over-heating of the economy, Switzerland’s trade
deficit last year, at over $1.3 milliard, was mote than twice as large as it had been
in 1969. Consequently, although the invisible sutplus went up by a further §o.2
milliard, the current-account surplus disappeared. However, despite this and despite
a further heavy outflow of identified long-term capital, the overall balance of payments
showed a surplus of $1.1 milliard, as against only $o.z milliard in 1969. This was
because of a $1.3 milliard rise to $2.1 milliard in other net capital inflows, including
errors and omissions. Owing, however, to changes in the coverage of the Swiss com-
metcial banks’ net foreign position, the overall balance for 1970 is not entirely com-
parable with that for 196y,

Whereas in 1969 merchandise imports and exports had risen by 17 and 15 per
cent. respectively, the growth rate of imporis accelerated to 23 per cent. last year,
while that of exports slowed down to 11 per cent. The terms of trade deteriorated by
4 per cent,, import prices going up by 8 per cent. and export prices by 4 per cent,
so that, in terms of volume, impotts and expotts rose by 15 and 7 per cent. respectively.
Of the various categories of imports, that of investment goods showed the highest
rate of increase, soaring by 3§ per cent. in value, compared with 13 per cent. in 1969.
Impotts of raw matetizls and semi-finished products went up by 23 per cent. On the
other hand, imports of consumer goods rose less than total imports. On the export
side, the best performance was again put up by investment goods, which rose by
16 per cent.

The main source of the increase in Switzerland’s imports last year was the EEC
countries, purchases from which went up by 23 per cent., as against 14 per cent. in
1969. In addition, imports from EFTA countries grew by 23 per cent., but this was
slightly less than the 28 per cent, growth rate recorded the year before. On the export
side, the slow-down in growth was particularly marked vis-i-vis Germany and
France, sales to which countries rose by 8 and 5 per cent. respectively. Exports to
the United States grew by 4 per cent., about the same as in 1969. In the first quarter
of the curtent year the seasonally adjusted trade deficit was running at an annual
rate of §1.5 milliard. But the rise in imports slowed down to ¢ per cent., compared
with 32 per cent. in the cortesponding period of 1970.

In 1970 the improvement of §175 million in net receipts from invisibles stemmed
from higher investment income, increased earnings from toutism, and bigger receipts
from other services. At $310 million, the deficit in respect of forelgn workers’
remittances was only slightly larger than in 1969,

The outflow of identified long-term capital contracted by $150 to 1,045 million.
The net outflow of funds stemming from the operations of investment trusts went
down by $110 million and new foreign bond issues in Switzerland by §65 million.
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As regards the big unidentified inflow, estimated at $2.1 milliard, no doubt part of it
can be accounted for by a reflux of funds to Switzerland following the decline in
EBuro-cutrency interest rates.

Sweden. Despite 2 $125 million deterioration on current account, the overall
balance of payments improved very substantially between 1969 and 1970, from a
$3 30 million deficit to a surplus, excluding the counterpart of the initial SDR allocation,
of $3c million. This was because the balance of capital movements shifted from a
$135 million outflow to a $400 million inflow.

The turn-round on capital account was primarily the result of a marked improve-
ment in unidentified capital movements, from a $95 million outflow in 1969 to a
$175 million inflow in rg70. The capital inflow occurred in the first half of the year
and was no doubt largely due to increasing recourse to trade credit from abroad as a
result of the tight domestic monetary policy. In addition there was a favourable shift
of $70 million on portfolo investment account, resulting from issues of Swedish
bonds abroad to finance foreign investment by Swedish enterprises; net receipts from
© private long-term loans rose by $65 million and other net private capital inflows
by $130 million.

The deterioration in the current-account balance, which showed a deficit of
$320 million last year, occurred mainly in invisibles and reflected larger net travel
expenditure.

The trade deficit widened slightly to $195 million. The growth of exports and
imports was close to 20 per cent., but about half of this increase was due to higher
prices. Engineering exports, excluding ships, represented a particulatly expansionary
element, their value increasing by some 3o per cent. Exports of iron ore, however,
declined by 4 per cent., partly owing to a strike in certain Swedish mines early in the
year, The rise in imports was boosted by stock-building of taw materials and semi-
manufactutes,

Excluding the counterpart of the second SDR allocation, Sweden’s balance of
payments showed an overall surplus of §50 million in the first quatter of 1971. With
exports on a customs basis 19 per cent. higher than a year before and imports un-
changed, the seasonally adjusted trade balance moved to a surplus of $170 million,
compared with a deficit of $125 million in the first quarter of 1970.

Denmark. The overall balance of payments swung from a deficit of $115 million
{excluding the counterpart of the initial SDR allocation) in the first half of 1970 to a
surplus of $120 million in the second half, thus recording a sutplus of $5 million for
the year as a whole, compared with a deficit of $8c million in 1969, This imptrovement
was ‘due to the fact that the increase in net capital inflows during the year was more
than sufficient to offset a $130 million detetioration on current account.

The increase in the curreat deficit was all on trade account. Having risen steeply
in the first half of the year in response to the persistent strength of domestic demand,
the growth of imports slowed down in the second half. Even so, over the year as a



whole, they were up-by 14 per cent., while exports increased by 11 per cent. As a
tesult the trade deficit widened from $630 to 785 million, There was only a small
improvement of §z25 million in the surplus on invisible account, so that the current
deficit went up from $4r0 to 540 million.

On capital account the net inflow increased from $330 to 545 million, Public-
. sector net borrowing abroad fell slightly, but the net inflow of private capital almost
doubled to $460 million, principally reflecting tight domestic credit conditions.
The latger part of it took the form of short-term trade credits, which increased sharply
to about $300 million; but in addition Danish firms had increasing recourse to
medium-term financial loans 2broad, On direct investment there was a net inflow
of $35 million,

In the first quarter of 1971, despite a worsening trade balance, the overall
position, excluding the counterpart of the second SDR allocation, showed a surplus
of $g90 million. '

Norway. Notrway’s balance of payments, which had shown a deficit of §55 million
in 1969, moved back into surplus last yeat. Excluding the counterpart of the first
allocation of SDRs, the overall surplus amounted to $125 million. The improvement
was due to favourable swings on long and shott-tetm capital account, which, totalling
about $250 million in each case, far exceeded a $315 million detetioration on cutrent
account. In the first three months of 1971 there was an overall surplus of $35 million. .

The turn-round in the cutrent-account balance to a deficit of $185 million in
1970 included a $505 million deterioration in general trade and in trade in ships.
Excluding the latter, the trade balance wotsened by $305 million to a deficit of $1,170
million. Exports rose by 14 per cent. and imports by 21 per cent, The strong increase
in impotts teflected the continued sharp rises in domestic investment and consumption
and the building-up of stocks. Imports of taw materials and of fuel, which had grown
only moderately in 1969, advanced at rates of 36 and 32 per cent. respectively last
yeat, The growth of imports of machinety accelerated from 15 to 27 per cent,, while
that of manufactured. goods remained high. The net balance of trade in ships swung
round from a $85 million surplus in 1969 to a deficit of $115 million, imports of
ships having increased by $180 million. In the first quarter of 1971 the trade deficit,
excluding ships, widened to §280 million from $233 million in the first quarter of 1970.

The $185 million increase to $1,100 million in the invisible surplus was the result
of higher net freight earnings; the latter item covered roughly two-thirds of the rise
in the trade deficit (excluding ships).

The turn-round on long-term capital account from a net outflow of $160 milltion
to an inflow of 90 million was due, in particular, to substantial net borrowing by
the shipping sector. Net public and ptivate borrowing from abroad came to $135
_ million, whereas in 1969 there had been net repayments of $35 million. Net lending
abroad was reduced last year by $35 million. After a $30 million net outflow in 1969,
the short-term capital account registered an inflow of §220 million, most of which
was concentrated in the last quarter of 1970, when domestic credit policy was further
tightened. ‘



— 118 —

Finland. A sharp worsening of the trade deficit from $55 million in 1969 to
$350 million in 1970, only partially offset by higher net earnings from invisibles,
caused the curtent balance of payments to shift from a surplus of $20 million to a
deficit of $225 million. However, owing to a larger surplus on loag-term capital account
and, above all, a pronounced inflow of shott-term funds, the overall balance remained
favourable: At $60 million, excluding the counterpatt of Finland’s first SDR allocation,
the overall payments surplus was even greater than in the prewous yeat. In the first
quatter of 1971 it amounted to $70 million.

The marked detetioration on trade account was due to imports expanding almost
twice as fast as expotts. In value, the year-to-year growth of impotts accelerated from
27 t0 30 per cent. as a result of booming domestic demand, particularly for investment
goods; the growth of exports slowed down from 21 to 16 per cent. owing to insufficient
capacity in the export industries. On a seasonally adjusted basis, the level of Finnish
expotts remained fairly steady during the individual quarters of 1970, while the increase
in imports grew from quatter to quarter. Consequently, the trade balance, after being
in equilibtium in the first quartet, showed larger deficits as the year went on. There
were sharp increases in 1970 in the unit values of both imports and exports. In volume,
impotts rose by 20 per cent. and exports by 5 per cent. Imports of raw materials,
fuels and investment goods all went up by about one-third in value.

Net invisible receipts rose by $so to 125 million last year. Following the sharp
tise in freight rates, there was an increase of §50 million in the net transport surplus,
Receipts from travel, too, moved up by $35 million. On the other hand, net interest
and dividend payments wete $15 million higher than the year before.

In 1970 the net inflow of long-term capital, at $8c million, was $55 million high-
et than in the preceding year. In particular, foreign loans increased by $100 million,
while the net outflow through the granting of long-term export credits and other
long-term capital items (including direct investment) doubled to $110 million.

The short-term capital account, including etrots and omissions, tutned from
apptoximate balance in 1969 to a $205 million inflow. Within this, trade credits produced
a net inflow of $230 million last year, as against a very small outflow in 1969. In view
of Finland’s increasing short-texm foreign indebtedness and persisting excess domestic
demand, in November 1970 the permitted use of short-term credit from abroad was
drastically reduced and a range of goods, which account for about one-quartet of total
importts, was made subject to cash payment in advance of customs clearance,

Spain. In response to the various monetary and fiscal measures of restraint taken
by the authorities in view of the substantial worsening of the external position in 1969,
Spain’s balance of payments (on a cash basis) improved markedly last year on both
current and capital account. The overall balance swung round from a $220 million
deficit to a sutplus of $825 million (leaving the counterpart of the initial allocation
of SDRs out of account).

For the first time since 1964 net earnings from invisibles, which increased by
$565 to 2,175 million, exceeded the deficit in the trade balance. The most important
factot in this was a tise of $345 million in net receipts from foreign travel to $1,570
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million. Net receipts from transfers, which consist mainly of workers’ remittances,
went up by $110 to 66¢c million. As a result, the current account shifted from a deficit
of almost $500 million in 1969 to a surplus of $235 million,

The trade deficit declined by $165 to 1,940 million. After 21 per cent. increases
in 1969, exports continued to expand at the same rate in the following year, while
the growth of imports slowed down to 6 per cent., partly as a resuli of the import
deposit scheme. On a customs basis, the deceleration in import growth over the year
was most pronounced in purchases of semi-manufactured goods and raw materials,
whereas imports of capital goods grew only a little less than in 1969 and those of fuel
rose by 19 per cent. On the export side, agricultural and food products recorded a rise
~ of 32 per cent. after one of only 8 per cent. the year before, while the growth of non-
food exports slowed down from 26 to z2 per cent. In the first quarter of 1971 exports
were almost 3o per cent. higher than a year before, while imports were up by only
2 per cent. As a result, the seasonally adjusted trade deficit on a customs basis narrowed
from $620 million in January-March 1970 to $485 million.

The long-term capital account improved by $135 million to $565 million, owing
to a bigger inflow on private account. In particular, net receipts from foreign loans
and credits went up by $180 million and those from foreigners’ real-estate investment
in Spain by $35 million. On the other hand, public-sector capital movements registered
a $55 million swing to net repayments of $z5 million. '

The short-termn capital account shifted from a $155 million outflow in 1969 to
an inflow of §25 million in 1970, reflecting 'the domestic liquidity squeeze and the
accompanying rise in Spanish interest rates.

Commercial policy.

The most-favoured-nation clause and the ptinciples of reciprocity were the two
fundamentals of the General Agtreement on Tatiffs and Trade (GATT). In recent
years, however, they have lost ground to the growing tendency towards regionalisation
of trade and the development of a system of preferences for developing countries,

Trade liberalisation within the GATT. The conclusion of the Kennedy Round in
May 1967 marked the peak of the post-war efforts to achieve world-wide trade liberalisa-
tion. Almost fifty countties took part in the negotiations and thirty-seven of them
undertook to grant tariff reductions on manufactured goods. It was agreed that these
reductions would be spread over five years in annual tranches of 20 per cent. By
1st January 1971, therefore, four-fifths of the total had been implemented. Meanwhile
the conclusion of the separate agtreement relating to chemicals, which was to have come
into force at the beginning of 1969, has been postponed to 1st Januaty 1972, as the
US Congress has so far been unwilling to abolish the American selling price system
applying to certain chemicals — chiefly dye-stuffs. Pursuant to 2 decision reached by
the GATT Council in early 1971, a comparative study is to be made of the tariff
structure resulting from implementation of the Kennedy Round concessions.

At the beginning of 1971 seventy-eight countries were full contracting parties
to the GATT, one country — Tunisia — had acceded provisionally and fourteen
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countties which had applied the GATT rules when they were still dependent territories
continued to do so de facto after achieving independence, pending a decision on
their future commercial policy. Poland acceded in 1967 and Rumania and Hungary
applied for membership in 1968 and 1969 respectively,

In the last two years the GATT Secretariat has prepared material for an attack
on non-tariff barriers. It has analysed some 8oo measures of a technical or administrative
character which had been notified to it by the contracting parties and which, directly
ot inditrectly, ate obstacles to-international trade. Following a decision taken by the
GATT Council in February 1971, problems concerning customs valuation, quotas and
the application of industrial standatrds to imported goods will be examined at the annual
session of the Contracting Parties next November. Meanwhile the problem of non-tariff
barriers has also been tackled in the EEC and EFTA, which have set up comtnon
standards for certain industrial products,

Enropean Eiconomic Community. On 1st January 1970 the EEC entered its definitive
phase. By that date all tariffs and quotas between member countties had been abolished,
as had measures having an effect equivalent to quantitative restrictions. Restrictive
measures relating to government or public-authority procurement practices had also
been brought to an end. The common external tariff had been established and quotas
vis-d-vis most market-economy countries almost entirely abolished. The items still
subject to quantitative restrictions are chiefly manufactured goods imported from
Asia. They include textiles, imports of which are regulated by agreements signed with
India and Pakistan in 1968 and with Japan in 1969,

At the Hague Conference in ecarly December 1969 the representatives of the
Six had reaffirmed their agreement in principle with regard to an enlargement of the
Community in application of Article 257 of the Treaty of Rome. On 3oth June 1970
negotiations between the EEC and the four candidates for admission, Denmark,
Ireland, Norway and the United Kingdom, were formally opened. It had also been
agreed that EFTA countries not applying for membership might, at their request,
enter into discussions with the EEC in otder to find a2 modus vivendi with it. Explora~
tory conversations were started in December 1970 with Sweden and Switzerland and
in January 1971 with Austria, Finland, Iceland and Portugal. By the end of May 1971
significant progress had been made in the negotiations with the United Kingdom.

Association between the Community and its member countries’ dependent
tertitories had been provided for in the Treaty of Rome. After these territories gained
their independence, the form this association should take was agreed in the Yaoundé
Convention, signed in 1963 between the EEC and eighteen African states including
Madagascar. This Convention was renewed in 1969 and the new agreement came
into fotce on 1st January 1971 for a period of five yeats. On the same date an agreement
of association with three other Affrican states, Kenya, Tanzania and Uganda, which
~ had been concluded in 1969 (the Arusha Convention), also came into force.

The two conventions of Yaoundé and Arusha are similar to each other in
the matter of tariffs and quantitative restrictions. They provide for industrial and
non-competing agricultural products to be imported into EEC countries duty-free
and for agricultural products or processed agricultural goods which are identical
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with' ot which compete with goods produced by the EEC to be imported on more
favourable terms than the same goods from other countries. As a token of goodwill
towards non-associated countries, EEC duties on certain tropical products, in particular
cocoa, coffee and palm-oil, have been suspended. All associated countries grant reverse
preferences on products originating in the EEC, though not all do so to the same
extent. The associated countries are entitled to maintain or to reintroduce tariffs and
quantitative restrictions and even to suspend imports if development needs warrant
it. Both conventions seek to promote regional co-operation between the associated
countries, The Yaoundé Convention increased the amount of financial assistance
granted to the EEC’s African partner countries, whereas the Arusha Convention made
no provision for financial aid.

The EEC has also concluded association agteementis and preferential agreements
with Mediterranean countries. Its association agreements with Greece and Turkey
have been in effect since 1962 and 1964 respectively. While Greece has made little
headway in recent years in the process of its gradual association with the EEC,
Turkey moved from the preparatory to the transitional phase eatly in 1971.

At the end of 1969 association agreements with Morocco and Tunisia entered
into force and one was concluded with Malta, All three agreements are to tun for
five years. Reciprocal preferential agreements with Isracl and Spain, valid for five
and six years respectively, came into force in October 1970 and eatly in 1971 negotiations
were being held with the Lebanon and the United Arab Republic with a view to the
conclusion of similar agreements.

Preferences for developing conntries. An important departure from the most-favoured-
nation clause and the principles of teciprocity was made at the second United Nations
Conference on Trade and Development (UNCTAD), held in New Delhi in 1968.
In order to help developing countries to increase their export earnings and speed up
their economic growth, the Conference adopted a resolution calling for the early
establishment of a mutually acceptable system of generalised preferences covering
all such countries, without their having to grant reciprocal trade concessions. It also
set up a consultative body, the Special Committee on Preferences. '

In October 1970 negotiations conducted within the Special Committee on
Preferences resulted in the conclusion of artangements between eighteen industrial
countries and ninety-one developing countries, Although the industrial countries
agreed in principle that all should grant the same, or equivalent, concessions, it was
found impossible to devise a uniform system of prefetences, so individual schemes
are to be put into operation, though ona common basis. The preferences in question
will apply mainly to manufactured and semi-manufactured goods and will be granted
on a temporary basis for an initial period of ten years. Developing countries, such as
those belonging to the Yaoundé Convention or to the Commonwealth, are to retain
their special links, which are not to be prejudiced by the introduction of generalised
preferences. The industrial countries” requirements concern measures establishing the
country of origin of imported goods and the provision of safeguard mechanisms.
The latter vary from country to country, Thus, while the European Economic
Community allows duty-free entry of all manufactured and semi-manufactured
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goods, it applies quantitative limitations in the form of ceilings. The United States
also permits duty-free entry of such goods and, in addition, of cettain primary and
processed agricultural products, subject, however, to important exceptions covering
a number of tariff items, namely textiles, shoes, petroleum-based chemicals and
petroleum products. Moteover, the United States will not extend the concessions
to developing countries which grant reverse preferences to the EEC, unless they
undertake to remove these gradually. Finally, escape clauses are provided for cases
when imports reach a level at which they ate consideted to be a threat to domestic
industries. '

It is intended that the vatious schemes, incorporating additional measures in
favour of the pootest of the developing countrics, should come into force in 1971
as soon as the governments of the countties concerned have obtained parliamentary
approval for the preferences they are to grant, The only decision taken so fat is that
of the Council of Ministers of the EEC, which announced in March that its list of
prefetences would be applied as from st July. In early April the Swiss Government
submitted its report to Parliament proposing that a first tariff reduction of 30 per cent.
on industtial products should come into effect at the end of 1971 and that the temaining
duties on such products should be abolished two yeats later, Also in April, the Swedish
Government presented a bill under which most industrial goods and a number of
toodstuffs will be imported free of duty. :

In May 1971 the GATT Council agreed to grant a waiver for a period of ten
years under Article XXV of its Statutes, whereby all industrial countries extending
generalised preferences are to be exempted from applying the most-favoured-nation
" clause. This waiver will come into force when more than half of the contracting
parties have approved it.

US policy. The object of the Trade Expansion Act of 1962 having been achieved
by the completion of the Kennedy Round in May 1967, a new trade bill was presented to
Congress in November 1¢6¢9. It aimed at continuing the movement towards freer
trade, but was less far-reaching than its predecessor. More specifically, it would have
given the President power to make tariff reductions, though only on a limited scale.
It was to abolish the American selling price system, to broaden the present authority
to take action against countries that threaten US products unfaitly, and to introduce
new authority to take measures against countries which, by way of export subsidies,
weaken the position of US exports in third markets. In the course of 1970, when
Congress was discussing the_new legislation, protectionist pressures, which had been
building up for several years, became so strong that restrictive amendments, in particular
the introduction of quotas for textile products and footwear, were incorporated into
the bill (known as the Mills bill} which was adopted by the House of Representatives.
Since, however, there was not sufficient time for the Senate to pass the proposed
legislation before the end of the g91st Congress, it has never come into effect, but
Representative Mills presented his bill again at the opening of the gznd Congress in
January 1971. - :



IV. GOLD, RESERVES AND FOREIGN EXCHANGE.

Gold production, markets and reserves.

World gold production (excluding that of the USSR, other eastern European
countries, mainland China and North Korea) went up in 1970 from 40.6 to 41.4 million
ounces, thus slightly exceeding its previous peak recotded in 1966. As usual, the
whole of the increase was accounted for by South Africa, where output rose from
31.3 to 32.1 million ounces, while in the rest of the world it remained practically
unchanged at 9.3 million ounces. Canadian output contracted by o.z to 2.3 million
ounces, only half the record amount mined in 196o.

World gold production.’

1929 1940 19486 1953 1966 1967 1888 1969 1970

‘Countries
welght, in thousands of fine ounces
South Africa . . .| 10,412 | 14,046 | 11,227 | 11,941 | 30,869 | 20,535 | 31,169 | 31,276 | 32,146
Canada ., . . ... 1,928 5,333 2,849 4,056 3,319 2,586 2,688 2,545 2,338
United States . .| 2,057 4,863 1,462 1,971 1,803 1,526 1,539 1,717 1,790
dJapan . .. ... 338 asY 40 258 585 678 614 677 709
Ghana . , . ... 208 a8 588 3 884 767 127 707 1708
Australia ., . . . . 427 1,644 824 1,075 217 B80S 786 699 815
Philippines . . . . 163 1,121 1 481 454 491 527 539 590
Rhodesia . . . . . 561 828 5458 501 550 515 315 515 500
Colombla . . . . . 137 632 437 A3T 281 258 240 219 200
Mexico . . . . . . 655 883 | . 420 483 214 165 7T 181 180
Congo, Dem. Rep. 158 562 332 371 160 153 172 177 180

Total listed . | 17,041 | 31,663 | 12,423 | 22,306 | 39,806 | 38,879 | 39,154 | 32,252 | 39,053

Other countries . . 1,299 5,797 2,007 1,955 1,504 1,281 1,416 1,328 1,487 |
Estimated ; .
world total | 18,340 | 37,460 | 21,430 | 24,260 | 41,310 | 40,160 | 40,570 | 40,580 | 41,410
Value of estimated in milliens of US dollars
world total
at $3% per
fine ounce .| 6407 1,310 750 850 1,448 1,405 1,420 1,420 1,450

1 Excluding the USSR, other eastern Eurape, malnland China and Marth Korea, 2 At the official price of $20.67
per fine ounce then’ in effect, $380 milllo

The expansion in South Africa’s gold production was due to an increase in
the amount of ore milled, the average gold content of the ote showing little change.
Owing to the relatively weak state of the private gold market until late in the year
the average price obtained per ounce of gold dropped from $37.9 in 1969 to $36.5.
. Since average costs went up by neatly 3 per cent., profits per ounce fell from $14.9
to $12.9 (excluding profits from uranium). The continuing high level of average
profits carned mainly reflected the results of some of the very large newer mines;
the majority of the mines in the older goldfields, which now account for less than
10 per cent. of South Africa’s output, were operating at a loss.



Calculated at $35 per fine ounce, the value of western gold production for
1970 was $1,450 million, $50 million more than in 1969. As in the four preceding
. years, no sales of gold by communist countries were reported. Additions to official
gold stocks were $270 million, as against $ro5 million in 1969, while the net amount
of gold absorbed by the market declined from $1,315 to 1,180 million.

The larger increase in official gold stocks duting 1970 was mainly due to the
agreement reached between the IMF and South Affrica at the end of 1969. Under
this agreement South Africa sold a total of $640 million’s worth of gold to the
Fund during 1970. Total official South African sales of gold, at $685 million, were
somewhat higher than this figure, since there were also sales totalling $23 million
to Switzerland and conversions into gold of $22 million’s worth of South African
rand drawn on the IMF. As South Africa’s gold reserve declined by $450 million
duting 1970, it appears that $23 5 million of gold from curtent South African production
found its way into official stocks last year,

Estimated uses of gold.

1968 ’ 1990
. April to 1969 1st 2nd 3rd " dth
ltems Detember Yoar | gquarter quarter I quarter \ quarter

In mitlions of US dollars

Change in South African
reserves . . . . . . 500 — 130 — 450 — 115 — B0 — 20 - 2585

Change in western official
hoMdings oulsitde

South Africa . . ... 170 235 720 - 310 28 35 350
Amount sold on free :

market® .-, . . . .. . 390 1,315 1,180 160 400 355 265
Total {=gold production} 1,080 1,420 1,450 355 365 arg 360

* Residual figures.

While full details of South Affica’s gold transactions with the Fund duting
1970 are not available, it seems that there were substantial sales under each of the
three headings contained in the 1969 agreement. So far as the first heading is concerned,
under which South Africa may sell gold to the Fund in any amounts necessary to
meet its current foreign exchange needs whenever the market price of gold falls to
$35 per ounce ot below, sales were concenttated in the first quarter of the yeat and
appear to have amounted to about $200 million. Under the second heading, which
provides for sales irréspective of the market price to the extent that over a semi-annuat
period South Africa’s foreign exchange requirements exceed the proceeds from the
sale of total current gold production, sales were concentrated mainly in the fourth
quarter of the year, following a further deterioration in South Aftica’s balance of
payments, and amounted altogethet to some $280 million. The remaining sales to the
Fund, amounting to about $165 million, were made under the heading which provides
for transfers to the Fund of up to $35 million per quarter out of South Africa’s gold
stock as at 17th March 1968, less subsequent sales to national monetary authorities.
Also included vnder this heading in 1970 was a $35 million sale to the Fund against
sterling originally proposed in May 1968. '
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The decline of $135 million in net market absorption of gold, as compated with
1969, probably reflects in large patt the fact that in early 1970, following the con-
clusion of the agreement between South Aftica and the IMF and the introduction
of SDRs into the monetary system, a certain proportion of non-monetary demand was
satisfled with gold sold out of previously built-up speculative holdings. Net non-
monetary demand appeats to have been lower than in 1969 both in European markets,
notably France, and in South America. On the other hand, Middle and Far Eastern
demand, both for jewellery and for hoarding purposes, increased last year, as did
also industrial demand in the United States.

Price of gold bars on the London market.
Dally figures, in US dollars per fine ounce,
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With regard to the development of prices in the free market, the steep 1969
rise in Euro-dollar interest rates, the detetioration in South Africa’s balance of payments,
the ratification of the SDR scheme and the return of confidence to the exchange
markets following the French and German parity adjustments had pushed the gold price
down from almost $44 per ounce in May 1969 to about $35 at the end of that year.
Quotations then remained at around that level throughout most of the first quarter
of 1970, Net market offtake in the first quarter of the year, at $160 million, was only
37 per cent. of what it had been in the second and third quarters of 1969. Just on 55 per
cent. of new production in the first quarter of 1970 went into official reserves and
South Africa sold about $280 million’s worth of gold to the IMF. In the second half of
Match 1970 the market price began to edge up again, reaching $361; in the first week
of May, Depletion of stocks, strong demand from the Middle and Far East, the
malaise on Wall Street and the sharp deterioration in the US balance of payments
on an official settlements basis may all have played a part in this recovety. Its strength
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was reflected less in the gold price, which fell back to about $35% in June, than in
the level of net market purchases, which rose to 400 million during the second quarter.

After a petiod of slack during the summer, the market began to pick up again
towards the end of August. Quotations rose from $35% in the middle of that month
. to about $361; by eatly September. At §355 million, net market offtake of gold in
the third quarter remained quite high. At the beginning of October the uncertainties
resulting from President Nasser’s death, together with strong industtial demand from
western Europe and the United States, initiated a renewed upward price movement
which seems to have developed its own momentum. A wave of speculative buying
. carried quotations to a peak of nearly $391; on 27th October, but this level turned
out to be unsustainable and for the rest of the year the price fluctuated around $37%.
The fall in quotations would have been more pronounced but for a marked slow-
down in new supplies to the matket. In November and December South Africa
sold some $250 million’s worth of gold to the IMF and Switzerland. Net matket offtake
for the fourth quarter fell away to $265 million.

From the second half of January 1971 onwatds, however, the market began to
firm up again; quotations rose to nearly $3¢9 in the middle of February and remained
close to that level until late April. Net private purchases of gold seem to have been
substantial over this period, since there were large market sales by South Africa.
In addition, for the first time since 1965, there was some evidence of Russian selling.
The strength of demand was probably mainly attributable to the outlook for the
commodity price of gold against a background of steadily rising industrial demand
for the metal and of wotld-wide inflation, As 2 by-product of the cutrency crisis, the
market price of gold went above $41 per fine ounce on certain days in May and at the
end of the month stood a little below that level.

Last year’s $270 million increase in western official gold stocks brought them
up to $41,280 million. At this level, however, they were still some $2 milliard below
the end-1965 figure. There were two large-scale and opposite shifts in official stocks
during 1970: a rise in the gold holdings of international institutions by §2,220 to 4,100
million and a $1,950 million drop in countries’ gold resetves to $37,180 million, Both
these movements principally reflected operations of the IMF, whose gold stock rose by
$2,030 to 4,340 million. The Fund’s gross acquisitions of gold totalled §2,940 million,
including $1,795 million from gold subscription payments, $640 million from South
Africa, and $400 million out of the $80c million it had sold to the United States against
special US Treasury paper in the period 1956-6o. On the other hand, the Fund sold
$s5 50 million’s worth of gold to the United States to offset US gold losses caused by other
members’ gold subscription payments, and a further $370 million to various member
countries in order to replenish its holdings of their currencies. The remainder of the
increase in international institutions’ gold holdings during 197¢ was accounted fot
by the BIS, whose negative spot gold position declined from $485 to 285 million,

Nearly two-thirds of the $1,950 million fall in countries” gold reserves was
accounted for by two countries — the United States and South Africa; the formet’s
gold stock declined by 8785 to 11,070 million and the lattet’s by $450 to 665 million,
The United States sold §630 million’s worth of gold to other countries, mostly for
use in making gold subscriptions to the Fund, the largest single sales being $130



World gold reserves.

Changes in Holdltnus
al
Countties or areas 1968 1869 1970 end-1970
in millions of US dollars
United States . . . . . . . . - 1,175 + 970 - T88 11,070
United Kingdom . . . . . . . + 185 - 5 — 126 1,350
Other western Europe . . . . — G560 — 740 : — 438 19,245
of which

Belglum . . . ... . .. + 45 - L — 50 1.470

Denmark . . . . . .. .. + to —- 25 — 25 65

France . . .« o o o o0 —1.3558 - 330 — 15 3,530

Germany . . . . . ... + 370 — 480 — 100 3,980

frefand . . . . ... ... + 13- — 40 - 25 15

Maly © . oo + 525 + 35 — 70 2,890

Netherlands, . . . . . . . - 15 + 25 + 0 1,790

Porfugal . . . . .. ... 4+ 155 + 20 + 25 : 900

‘Spain. . ... ... _ -_ — 285 500

Sweden. . . . .. .. .. + 20 - — 25 200

Switzerland . . .. ... — 485 + 20 + o0 2,730

Ofhers . . . . . . .. . + 55 + 20 - 25 1.175
Canada . . . . ... ..., — 1585 + 10 — BD 790
dJapan ., . . . .. ... ... + 20 + 60 + 120 535
Latin America . . . . .. . . + as + 55| - 8 1,085
Middle East . . . ... ... + 270 - 35 — 85 970
Other Asia. . . . . . ... . + 40 _ 20 _ 30 705
Africa , . ., ... .. ... + 740 - 80 — 470 1,065

of which :

Soulh Afrlea . . . . . .. + &40 —~ 130 — 450 [-1-11
Australia . . .. .. .. .. + 25 + -3 — 28] 240
Other ‘countries . . . . . . . + 105 - is —_ 30 125

Total for all countries . — 8570 + 185 — 1,250 37,189
International institutions . . . — 130 —_ a0 i + 2,220 4,100
of which

BIS, ... ... + 275 — 130 + 200 — 288

Euvropean Fund . . . . .. - 1o -+ 20 - {0 45

M o e — 305 + 20 + 2,030 4,340

Grand total. . . . . . — 70O + 105 + 270 41,280

million to France, $120 million to Japan, $60 million to Taiwan and $50 million each
to Switzerland and the Netherlands; in addition, it transferred a net amount of $155
million to the Fund, the principal transactions being the return of the $400 million’s
worth already mentioned, 2 $285 million gold subscription payment, the “mitigation”
putchases of $550 million and a purchase of $1c0 million in September 1970.

The gold reserves of western European countries declined by $560 million.
Apart from Spain, whose official gold holdings dropped by $285 million concurrently
with a rise of $9o5 million in total resetves, the decline was fairly broadly disttibuted
and stemtned primarily from gold subscription payments to the IMF. This was true,
in particular, of the $125 and 100 million decreases in the United Kingdom®s and
Germany’s gold holdings, which contrasted with the quite spectacular strengthening
of those two countries’ overall official reserve positions. Switzerland and the Netherlands,

~on the other hand, added $90 and 70 million respectively to their holdings, including
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in each case purchases of §s0 million from the US Treasury; but even these accruals
did not prevent a further marked decline in the share accounted for by gold in those
two countries’ official reserves,

Outside Europe, the only major increase in official gold stocks was that of 120
million in Japan. Elsewhere, gold reserves declined. The $450 million fall in South
Africa’s gold stock has already been mentioned. Canadian holdings went down by $8¢
million and there were also declines (in millions of dollars) in the Middle East (85),
“Other Asia” (30), Australia (25) and “Other countries™ (30).

It would appear that there was virtually no change in the total of world gold
reserves during the first quarter of 1971. The gold holdings of international institytions
increased by $275 million, while countries’ gold reserves went down by about the
same.amount. The US gold stock declined by $110 million, mostly as a result of sales
to the Netherlands and Switzerland, whose gold reserves went up by $25 and 75 million
respectively, The IMP’s gold stock rose by $65 million, half of which came from sales
by South Africa, while the BIS negative spot gold position declined by a further $210
million.

Monetary movements.

United States. In 1970, for the second successive year, the biggest single influence
on the external monetary balance of the United States was the change in the liabilities
of US commercial banks to their foreign branches. As a result of the easing of US
monetary policy these liabilities declined in the coutse of the year by $5.1 milliard
and were the main factor behind the reduction of $6.2 milliard in liquid liabilities to
non-official foreigners. Consequently, although the balance-of-payments deficit as
measured on the liquidity basis showed a matked drop from $7 milliard in 1969 to
$4.7 milliard excluding the first SDR allocation, ot $3.9 milliard including it, the balance
on the official settlements account showed a record deﬁclt of $9.8 milliard, or $10.7
milliard excluding the SDR allocation.

Most of last year’s official settlements deficit was financed by a $7.3 milliard
rise in US liabilities to foreign official agencies, Official liquid liabilities went up by
$7.6 milliard, while non-liquid liabilities showed a moderate further decline of $o.3
milliard. Included in this latier figure were falls of $0.8 milliard in US commercial
banks’ long-term liabilities, mostly certificates of deposit, to foreign official holders and
of $o.5 milliard in the Deutsche Bundesbank’s holdings of non-liquid US Govetnment
paper denominated in Deutsche Mark. On the other hand, the large tise in Canada’s
monetary reserves last year led to an increase of $1.2 milliard in Canadian holdings
of non-liquid and non-marketable US Governtment securities.

Including the first allocadon of SDRs, US reserve assets declined by $z.5
milliard in 1970. While holdings of all types of reserve asset, except SDRs, fell during
1970, the overall decline was mainly attributable to a $2.r milliard reduction in
official holdings of foreign exchange, resulting from British and French repayments
of assistance. Holdings of sterling went down by $1.8 milliard during the year and
those of French francs by $o.2 milliard. The US gold stock, which had risen by almost



Unlited States: External monetary movements,

1989 1970 1871
ltems Year I-1sl quarter |2nd quaruiLard quarterl 4th quarter| 1t quarter
In millions of US dollars
{+ = increase in assets, decreasge in liabilities)
Reserves . . . . . . . . + 1,180 -~2,475 + 385 —1.020 - 800 —1,040 — 145
of which
Gold . . . L. + 970 — 785 + 45 - iz - 395 — 420 - 110
Foreign exchange . . .| — &8i5% | —2,150 | — 830 | — 815 | — 35 | — 470 | — 375
SDR aflocations . . . . - + 865 | + 868 - - — + 720
SDR transfers . . . . . —_ - i5 + 55 + 35 + 35 — 140 — 125
IMF goid tranche :
position., . . . . .. +1.038 | — 390 + 250 | — 225 | — 403 — 1o | — 255
LiabHities to forsign .
official agencies . . . . + 1,510 —7,345 —2,365 —1,8050 —1,810 —2,130 —4,540
of which : ’
Liguid . ... ..., + 5¢5 —7.615 -2,765 — 540 —2,050 —2,260 —4,755
Mon-fiquid . . . . . . + 995 + 270 + 410 — 510 + 240 + 130 + 215
Balance on official reserve
transactions basis . . . +2,700 —9,820 —1,970 —2,070 -—2,610 -3,170 —4,685
fess
Non-liquid liabilitiea
to official forelgners + 9985 + 270 + 410 — 510 + 240 + 130 + 218
Total change in official
liguid position . . . . . + 1,705 | —10,020 —2,380 -1,580 2,850 —3,300 —-4,900
plus '
Liabilities to non-
officiat forelgners. . -8,716 | + 6,240 + 1,690 + 130 +1,210 +3,210 + 2,470
Balance on liguidity basis
including SDR :
allocations . . . . . . 7,010 --3,850 - G680 —1,430 —1,640 - 90 —2,430
Balanc¢e on liquidity basis
excluding SDR .
allocations . . . . . .. —7.010 —4, 715 —1,555 —1.430 —1,640 — 90 —3,150

;h:the 1969 decline in US official foreigp exchange holdings shown in the above table s $65 millien greater than
item.srww" in the table on page 15, This is because it dogs not include tha effect of the DM revaluation on this
$1 milliard in 1969, declined by $o.8 milliard last year, as already described on
pages 126-127. Practically all of this decline occutred in the latter half of the year.
Despite the quota increase, the US gold tranche position in the Fund went down by
$0.4 milliard in 1970. The new gold snbscription was more than offset by the effects
of Fund net gold and SDR sales against dollars totalling $o0.4 milliard, net currency
repurchases in dollars by other Fund members totalling $o.2 milliard, and a US drawing

on the Fund of $o.1 milliard. :

The official settlements deficit had been increasing steadily duting 1970, and
reached the very substantial figure of $3.z milliard in the final quatter, Then in the
first quarter of 1971 there was a further large increase to $4.7 milliard, or $5.4 milliard
if the second SDR allocation is excluded. A substantial patt of this deficit was accounted
for by a further reduction of $2.5 milliard in liquid liabilities to non-official foreigners.
US banks’ liabilities to their foreign branches fell by $4.6 milliard — almost as much
as during the whole of 1970 — but this was partly offset by the branches purchasing
$1.5 milliard of special three-month paper offeted to them by the Export-Import Bank,
'The financing of the official settlements deficit continued to be mainly assured through
increases in liabilities to foreign official institutions, which went up by $4.s milliard.



United Kingdom. The outstanding feature of UK. monetary movements during
the petiod under review was the very large further improvement in the net reserve
position, as measured by the changes in official reserve assets and in official short
and medium-term external indebtedness. During the fifteen months to end-March
1971 the United Kingdom recorded an official financing surplus of §6.1 milliard,
including the first two SDR allocations. External indebtedness was reduced by $4.7
milliard, including the repayment of the whole of the $3.7 milliard of central-bank
assistance outstanding at the end of 1969, together with a $1 milliard reduction in
indebtedness to the International Monetary Fund. At the same time official reserve
assets rose by $790 million, including the 1970 and 1971 allocations of SDRs totalling
$710 million. During the two and a quatter years from the end of 1968, when it reached
a peak of $8 milljard, the United Kingdom?’s shott and medium-term official external
indebtedness was reduced by §6.4 milliard, §5.3 milliard having been repaid to foreign
monetaty authorities and §1.1 milliard to the IMF. '

_For the year 1970 the official financing surplus (including the SDR allocation)
was §3.5 milliard, nearly go per cent. of which was used to reduce indebtedness. While
$1.5 milliard of this surplus resulted from the balance-of-payments surplus, the
remaining amount of just on $2 milliard essentially reflected two substantial monetary
inflows: additions of $1.1 milliard to sterling balances, excluding balances which
represent the counterpart of centtal-bank assistance; and a net inflow of $o.7 milliard
through foreign currency operations of UK banks with non-residents.

As in 1969, the bulk of the rise in the sterling balances was in those of overseas-
sterling-area holdets, which went up by $835 million. Within this total, official holdings
rose by $490 million. Since the introduction of the dollag-value guarantees in September
1968 the sterling balances of overseas-sterling-area countries, under the combined
influence of a large balance-of-payments surplus, the guarantees themselves and the
level of intetest rates in the United Kingdom, bave risen by $1.6 milliard. This is
mote than accounted for by a rise of $1.7 milliard in officially-held balances; private
balances continued to fall until the end of the third quarter of 1969, but rose by $o.3
milliard durinng 1970, In addition, the stetling balances of non-sterling-atea countties
went up by $o.2 milliard in 1970, almost entirely on ptivate account. At the end of
1970, however, these balances were still well below pre-devaluation levels,

The inflow of $730 million arising out of UK banks’ net foreign cuttency
transactions with non-residents reflected short-term foreign cutrency borrowing
from UK banks by UK companies for domestic putposes. Such borrowing was
influenced by the credit ceilings on the banks’ sterling lending and, especially in the
last quarter of the year, by considerations of relative cost.

The balance of official financing items fluctuated very widely during the course
of the year, from a $2.2 milliard surplus (excluding the first SDR allocation} in the first
quatter to a $o.5 milliard ‘deficit in the third, and then back again to a surplus of $o.8
milliard in the final quarter. While these fluctuations were cleatly linked to the variations
in the overall balance of payments, their size was increased by the swings that occurred
in non-official monetary flows.

Thus, the very large first-quarter official financing surplus included a net monetary
inflow of $1.1 milliard. The chief factor in this inflow was a $o.7 milliard rise in sterling



United Kingdom: External monetary movements,

1970 1971
Item 1969 Yaar 18t end 3rd 4th 18t
3 quarter quarter quarter quarter quarter

in millions of US dollars (< = increase In assets, decrease in liabilities)

Official financing
Gold and foreign

exchanje reserves , . + 105 + 35 — 120 + 100 — 110 + 166 + 275
SDR allocations . . . . — + 410 + 410 - - — 4+ 300
SDR transfers . . . . . - — 145 — 105 - 20| — 18| = 5 — 85
Counterpart of gold

subscription 1o IMF . - + 90 - - - + 80 -

Net paymenis (+) to/
" recelipts (=) from
foreign monetary

authorlties . , ., .| -+1,805| +2,788! +2,175| + 445| — 380 + B45 ! +14,488
IMF . ., ... .... + 7B + 320 + 280 + 20 + 15 + a8 + @90
Total .. ... +1,785 | +3.495| +2610[ + 546| — 490| + 830 | +2635
Other monetary
movemants
Sterling balances (gross) | — 655 | —1080] — 700| -~ 375| + 18 — 30
of sterling-area holders | — 605 — 838 — 465 — 420 — 65 + 115
of non-sterling-area
holders . . . . . .. + 120 ~— 235 — 240 + 40 + 75 — 110
of internaticnal
instftutions' . . . . . - 170 — 20 + 5 + 3 + 5 — 35
Sterfing claims of
UK banks® . . ....| + 120 — 168 — t28| + 100| — Ss| — 75

Foreign gurrency trans-
actions of UK banks

e, . .. ... .. + 286| — 730| — 280| — 21B| + 195 | — 450
Total .. ... — 270 —1975| ~—1085| — 490 + 158| — =58
Overall balance. | +1,516] +1,520! +1,%25| + 85| — 338| + 275
Qverall halance

axcluding SDR -
allocations . . | +1,518| +51,110| +1,195] + B5| — 338| + 275

1 Excludas sierlin%)lliabilities tothe IMF as the counterpart to drawings, repurchases and subscriptions,  2Excludes
export credit, ¥ Excludes frade credit and UK residents’ Euro-dollar borrowing in London for investment over-
seas; includes UK banks' net transactions in currencies of the overseas sterling area,

balances; the seasonal strength of the sterling area’s balance of payments produced a
tise of $o.5 milliard in its balances, while the retutn of confidence in sterling brought
a §o.2 milliard increase in non-sterling countrics’ balances. In the second quatter,
when the overall payments surplus almost vanished, the net official surplus mainly
reflected a continued marked increase in the stetling area’s sterling balances. In the
third quatter, when the emergence of an overall payments deficit was accompanied
by a turn-round of non-official monetary movements to a net outflow of $o.2 milliard,
the official financing balance showed a deficit of $o.5 milliard. Most of this deficit
was covered by a $400 million drawing on the Federal Reserve swap line. The change
to a small net outflow on non-official monetary account was accounted for partly
by a seasonal decline in the sterling area’s accumulation of sterling, and partly by
confidence factors — the effects of which showed up in a decline in non-stetling countries’
sterling balances as well as in a net foreign exchange outflow through the banks.
In the fourth quarter the teturn to a substantial official financing surplus owed most to



a net inflow of $450 million through the banks’ foreign exchange position, the reasons
for which have already been mentioned. '

In the first quarter of 1971 there was an official financing surplus of $2.6 milliard,
of which $o.3 milliazd came from the second allocation of SDRs. In response to the
high level of interest rates and, more generally, to a shortage of liquidity in the company
sector there was a large inflow of short-term funds. Although much of this will probably
be reflected in a large positive etrors and omissions item in the balance of payments,
it is likely that the sterling balances showed a farther substantial tise and that there
was further switching of foreign currencies into sterling through the banks.

France. As in the United Kingdom, the main feature of external monetary
movements was the very substantial improvement in the net reserve position. For
the fifteen months to end-March 1971 this amounted to $2.5 milliard, including
the first two SDR allocations. Resetve assets other than SDRs rose by $1.3 milliard,
all of which was added to foreign exchange reserves; and official liabilities declined
by $0.8 milliatd, including the repayment by April 1970 of the whole of the §1.1 milliard
central-bank assistance outstanding at the end of 1969. This repayment was pattly
financed by a $o.5 milliard drawing on the Fund in Febtuary 1970. In September
1970 and May 1971, however, France made repurchases of $o.2 and o.4 milliard
respectively, the latter mainly with gold putchased from the US Treasuty.

There were very considerable shifts during the course of 1970 in the sources
of the improvement in the net official monetary position. During the first quarter,
most of the official monetaty sutplus was detived from the balance of payments.
There was also some net inflow thtough the banks, mainly a rebuilding of non-residents’
franc balances. In the second quarter, when the balance-of-payments surplus proper
doubled, the banks’ net position turned round rather sharply to a net outflow of $o.4
milliard. Consequently, the net official surplus was less than in the preceding quarter.
The second-quarter increase in the banks’ foreign position was strongly influenced by

France: External monetary movements.

1970 1971
ltems 1st quarter | 2nd quarter Srgu:':ti:;h 18t quarter
In millions of US dollars
(+ = increase in assets, decrease in liabilities)
Officialassets . . . . . . . . . v o + 276 -+ 350 + 475 + 530
Gold and foreign exchange reserves . . _ . . + 125 + 320 4 508 4 350
SDRallocalions . . . . . v v o + 165 - - + 160
“SDRransfers . . . . . o000 L, - - + 5 + 20
OMer . . . . . v o i e s e e e e e e - 15 + 30 } — 35 -
Official liabilittes . . . . . . . . . . ., . + 420 + 185 -+ 300 — 48
ta foreign monetary authorilles . . . . . . . + 205 + 145 — 75 — 45
oIMF . . s e ~ 485 - + 373 -
Net official pesition . . . . . . . . . . ., . + 693 + 815 + 775 + 485
Banks’ net position . . . . . . . ... ... — 88 "+ 355 — 710 — 205
Overall balance including SDR allocations . . + 600 + 870 +_ 65 + 180
Overall balance excluding SDR allocations, . + 435 + 87O + 65 + 30




the repayment to them of $o.5 milliard of foreign cutrency which they had had on
deposit at the Bank of France since early 1969. Apart from this repayment, thete was
a net inflow to the banks in the second quarter, including a further tise in non-residents’

. franc balances.

During the second half of 1970 the pattern changed very sharply, and virtually
the whole of the net official surplus came from a lazge net inflow of $o.7 milliatd to
the banks. The greater part of this inflow resulted from the banks taking foreign
currency on deposit and switching into francs, for interest rate considerations; in
addition, however, there was an increase of $o.3 milliard in non-residents’ franc
balances in the last quarter. During that quarter, in fact, the total inflow to the banks,
at §o.4 milliard, was greater than the net official surplus, since the balance of payments
tevetted to a4 moderate deficit.

In the first quarter of 1971 the overall balance was just in surplus. Thanks,
however, to a further net inflow of $o.3 milliard through the banks, as well as to
the second SDR allocation, net official assets rose by $o.5 milliard.

Germany. As a result of short-term inflows of various kinds, Germany’s net
reserve position (excluding the first SDR allocation) increased by $6 milliard during
1970, thus mote than reversing the downwatd movement that had occurred in the
months immediately following revaluation. By the end of last year the Bundesbank’s
total net official monetary assets, including the SDR allocation, had risen to $13.5
milliard, which was $1.3 milliard above the end-September 1969 figure. The upward
trend continued during the first months of 1971 and by the time the exchange matket
was temporarily closed on sth May nearly $5 milliard had been added to exchange
reserves since the end of 1970,

The 1970 inctease in net official assets came essendally from a $4.4 milliard
net inflow of short-term funds to the non-bank sector and a $2.2 militard inflow through
the banking system. The latter inflow consisted mainly of a $1.8 milliard increase in
the banks’ net DM labilities to non-residents, including a rise of $1.4 milliard in
non-tesidents” DM balances ar German banks,

The total increase in net official assets was a little less than the growth in foreign
exchange reserves, which amounted to $6.3 milliard. Germany’s IMF gold tranche
position also rose quite substantially duting 1970, by $0.6 milliard, of which the gold
part of the Fund quota increase accounted for only §o.1 milliard; the Buandesbank’s
holdings of non-matketable US Govetnment securities, on the other hand, declined
by $o.5 milliard. There was also duting 1970 an increase of $o.4 milliard in official
monetary liabilities, most of which took the form of a rise in foreign monetary
authorities’ DM balances at the Bundesbank. As, in addition, some $0.6 milliard of the
increase in non-resident DM balances with German commercial banks last year appears
to have been for official account, the total of non-residents’ officially-held DM halances
may have tisen by not far short of the equivalent of §1 milliard in 1970,

Half of last year’s total inflow through the banks was in the fourth quarter of
the year. And this was followed by a $1.2 miliiard net banking cutflow in the first
quarter of 1971 as end-year operations were teversed. Consequently, although the



overall payments surplus for the quarter (including the second SDR allocation) was
$3.5 milliard, the amount added to net official assets was $z2.3 milliard. Then in April
the net official position improved by a further $o.9 milliard, bringing the total of net
official assets up to $16.7 milliard, $3.1 milliard above the end-1970 level. The exchange
teserves increased by $2.9 milliard during the fiest four months of this year to §ro0.7
milliard. At that point their share in total gross official monetary assets was a little
ovet 6o per cent., as against a low point of z1 per cent. at the end of 1969, Before
clesing the exchange market on sth May, the Bundesbank had purchased a further
$2 milliard of exchange,

Italy, After running a substantial deficit in the early part of the year, Italy
ended 1970 with a payments surplus of $0.4 milliard, excluding its first SDR allocation.
As the banks’ net foreign position was practically unchanged over the year, virtually
the whole of the payments surplus was reflected in an increase in net official assets.
More striking than the increase, however, was the change in the composition of
Italy’s reserves during the course of the year. This came about because the deficits
were financed through the use of the Federal Resetve swap line, Italy’s accumulated
IMF claims and its holdings of non-marketable Canadian and US Government bonds,
while the surpluses were added to the exchange reserves.

Broadly speaking, the first seven months of 1970 Were a petiod of deficit for the
official monetary sector, interrupted in May by a substantial sutplus resulting from
public-sector bortowing abroad. Taking these seven months as a whole, the official
monetary sector had to finance a cumulative payments deficit (excluding the SDR
allocation) of $o.5 milliard, as well as a $o.2 milliard increase in the banks’ net spot
foreign assets — the latter representing the counterpart to abnormal forward sales of
lire by the banks’ customers in June and July, when the political outlook was especially
uncertain. The net official monetaty deficit was particularly heavy in January and
February, when it amounted to §o.9 milliatd. In the first place, this was financed mainly
by drawing §o0.8 milliard on the Federal Resetve swap line, which was increased from
$1,000 to 1,250 million. By July these drawings had been repaid, mostly through
the mobilisation of Italy’s various claims on the IMF, totalling $0.7 milliard. In
addition, holdings of non-marketable US and Canadian Government securities were
reduced by $o.z and o.1 milliard respectively during the first seven months of the
year, While most of this represented simply the non-renewal of maturing papet,
some of the Canadian securities were paid off in advance of maturity.

The balance of paymenis took a definite favourable turn from mid-August
onwards and an overall surplus of $o.9 milliard was recorded for the last five months
of the year. Furthermore, with the eatlier forward selling of lite being unwound, the
banks’ net spot foreign assets declined by $o.2 milliard. The net official sutrplus for
these five months theérefore came to $1.2 milliard, practically all of which was added
to exchange reserves.

The official monetary sutplus continued on about the same scale in the first
quarter of 1971, amounting to §o.7 milliard, of which $o.2 milliard came from a
further reduction in the banks’ net foreign position. The exchange reserves went up
by another $580 million, and holdings of SDRs by $140 million, of which $105 million
came from the second annual allocation.
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Continental European countries,
Canada and Japan: External monetary positions.

Changes
{+ = increase in assets,
Gfoolrgi ::t NetIMF | Totel Com- Total decreass in labilities)
End official { mercial | forelpn
Countries ot exc.;hnange apn:s%’:l? ateots banks 4 Official
year | sppg (net) {net) {nat) lnglggnu Exglggnu Banks
) allocation | allocation
n millions of US dollars
Austria. . . . .| 19680 | 1,385 165 | 1,550 80 | 1.610 |+ 35 | + as |+ 70
1970 | 1,605 160 | 1,765 |— S5 17103+ 215+ 185 |— 118
Belgium-
Luxemburg . .| 1969 | 2,215 155 | 2370 |— 575 1,798 ]+ 205 |+ 205+ &5
1970 | 2.435 790 | 2825 (- as0 | 1,975 |+ 455 |+ 388 |~ 278
Denmark . . . .| 1969 4285 - 425 [— 10 415 —_ - — 80
: 1970 435 25 480 [— 15 448 | + 35 |+ 10(— 5
Finfand . . . . . 1069 300 a0 340 (- s0 200 | — 10| - 10 [+ 65
1870 aes ;13 480 |~ 90 ato |+ 120 |+ 100 {— 40
France . . . .. 1969 | 2,670 |— 500 | 2,170 |— 625 | 1,645 | — 1,100 | — 1,100 |— 585
1970 | 4,765 |— 610 ) 4,185 [—1,075 | 3080 | + 1.985 [ + 1,820 |— a50
Germany 1969 | 7.060 305 | 7,366 |—-1.250 | 6,115 | = 3.040'| — 3,040'{—1,188"
1970 | 12,616 9156 | 13,530 |—3.445 | 10,085 | + 6,165 | + 5,968 [—2,168'
Greecd . . . . . 1969 | . 290 25 215 10 825 3 — 5| — 5 -
1970 275 as 310 10 320 || — 6| — 25 -
lceland . . . , . 1968 38 |— 10 25 - 28 | + 5 |+ 50+ 10
1970 40 — 0 |- s as || + 15 | + 13|— 8
Ireland. . . . . | 1989 635 55 890 + 145 |+ 1a5
1970 665 30 605 + 5 |- 0
haty ... ...{ 1968 | 4,160 865 | 5,026 75 | 6,100 ) — s15 |~ 818 [~ &80
1970 | 5,245 27% ] 5,520 30 | 56101+ 495 |4 39014+ 15
Metherlands. ., .| 1989 | 2,070 440 | 2,510 - 2,510 | + 60 [+ 60 |+ 90
1970 | 2,675 540 | 3215 |— 160 ] 3055 [+ 705 |+ @15 |— 160
Norway . . . . . 1969 [ 610 g0 700 a5 | 745 | + 5{+ 5|— 60
1970 675 120 788 100 895 |l + 95 | + 70 |+ B85
Portugal 1969 | 1,430 20 | 1,450 175 | 1.@28 | + 85 | + 65 |+ 20
1970 | 1,285 20| 1,805 200 | 1,705 | + 55 | + 58 |+ 28
Spain . . ... 1969 885 - 885 [— 10 876 [— 288 [ — 285 |+ 45
1970 | 1,745 45 | 1,790 |— 50| 1,740 |+ 905 |4+ 885 |— 40
Sweden. . . . . 1969 560 100 660 85 745 [ — 140 | — 40 |— 190
1870 575 125 700 160 860 | + 40 | + 5[+ 78
Switzerland . . .| 1989 | 4,495 — 2,495 660 | 6,155 | + 10 | + 10 [+ 150
1970 | 5,185 - 5,185 | 1,050°| 8,235 |+ 690 |+ 690 |+ 390*
Turkey . . . . .| 12809 - |- 3|—- 38 — @0 (— &0
1970 as |— 78 10 45 | + 30
Total . . . .| 1969 | 29,228 | 1,718 | 30,040 [—1,410%| 28,875 || — 4,608 | — 4,605 |—2,205°
1970 | 40,900 | 2,060 | 42,060 |-—4,135%| 38,120 [ +12.020 | + 11,185 |=-2,608°
Canada. . ., .| 1962 | 2,420 475 2,89!51 1,458 1 4,350 | + 50 ) + 50 |+ 495
1970 | 3,980 670} 4630 [ 1,540 | 6170 |+ 1,735 | + 1,610 [+ 85
Japan. . . ., .| 1989 | 3,035 628 | 3.860 695 | 4355+ 8001+ 800 |[+1,485
1970 | 3,820 g0 | 4790 | 1,060 | 5850 )+ 1,130 |+ t.o05 [+ 385

1 After elinination of statistical changes,

commaerclal banks are not comparable with the corresponding figures for earlier periods.

- and Turkey.

% Owing to major ¢changes In coverage, data for end-1070 on Swiss

3 Excluding Irefand

MNote: For Group of Ten countrles, plus Switzerland, the fipures are those used for multilateral surveillance.
They do not In most cases cotrespond exactly to published reserve figures.




Belginm-Luxembnrg Economic Union. Excluding its first allocation of SDRs, the
BLEU had an increase last year of §o.4 milliard in its net official monetary assets.
Taking the year as a whole, most of this came from an inflow through the banks,
whose net foreign liabilities incteased by $o.3 milliard. Looking at the pattern of
developments during the course of the year, however, there were two different phases.
Up to the end of the third quarter net official assets (excluding the SDR allocation)
had risen by $0.3 milliard, to which the overall payments surplus had contributed
two-thirds and banking inflows only one-third. Then in the fourth quarter a mnet
official monetary surplus of less than §o.1 milliard was more than accounted for by
. an acceleration of the banking inflow to $o.2 milliard resulting from the decline in
Euro-dollar intetest tates. Practically the whole of the fourth-quarter banking inflow
took the form of switching foreign currency into Belgian francs. For the year a5 a
whole the net increase in the banks® foreign currency liabilities to non-residents was
$190 million; in addition, non—remdents increased their Belgian franc balances by
%75 million during 1970,

Whether looked at with or without the SDR allocation, almost the whole of the
1970 increase in Belgium’s official monetary assets was, in one way or another, at the
International Monetary Fund, The Fund resetve position went up by $235 million,
of which $55 million arose out of the incteased gold subsctiption and had a counterpart
in a decline in the gold reserve; the SDR allocation came to $70 million; and in
addition Belgium accepted $135 million of SDRs from other countries, mainly the
United States. The Belgian franc proceeds of §110 million of these SDR transfers were
used by the Federal Resetve to reduce its swap drawings on the National Bank of
Belgium, which between end-May and eatly December 1970 had risen from zeto to
$320 million. Belgium’s exchange reserves went up by $70 million,

‘There was little further inflow through the banks in the first quarter of 1971,
so that the increase of $o.2 milliard that occurred in the net official position, excluding
the second SDR allocation, broadly reflected an overall payments surplus. The Fund
teserve position increased by another $70 million and Belgium accepted a further
$25 million of SDRs from other countries; in addition, $65 million was added to
exchange reserves, and Federal Reserve swap drawings on Belgium rose from $z210
million at the beginning of the yeat to §420 million in eatly March.

Netherlands. As in Germany, though on a much smaller scale, inflows of capital
and short-term funds produced a substantial increase in the net official monetaty
assets of the Netherlands during 1970 and the first part of 1971. When the inflows
began to include a large speculative element in early May, the exchange market was
closed at the same time as in Germany, in otdet to avoid any further increase in reserves.

Fot the year 1970 the increase in net official assets, including the first SDR
allocation, was $o.7 milliard. Of this, $o.5 milliatd came from the overall balance-of-
payments sutplus and $o.2 milliard from an increase in the banks” net foreign liabilities.
Both the increase in net official assets and, still morte, the inflow through the banks
wete concentrated in the latter part of the year. In fact, during the fisst six months of
1970 net official assets increased by less than $o.z milliard, and most of this tepresented
simply the SDR allocation, while in the banking sector there was a §o.1 milliard



outflow, almost three-quarters of which was a rise in the banks’ net foreign currency
assets. In the second half of the year, on the other hand, net official assets went up
by $0.6 milliard, broadly reflected in a tise in the exchange reserves and derived about
equally from the overall balance-of-payments surplus and from a net inflow through
the banks. The latter movement, which more than offset the outflow of the first
half-year, consisted almost entirely of an increase in foreigners’ guildetr balances,
probably for interest rate considetations. During the second half of the year the Federal
Reserve drew the whole of its $o.3 milliard swap facility with the Nederlandsche
Bank. :

In the first quarter of 1971 half of the $o.5 milliard increase in net official assets
was again derived from a net inflow through the banks, and this again took the form
mainly of an increase in the banks’ net guilder liabilities. The temainder arose out of

.an overall surplus of $80 million and the second SDR allocation of $75 million. In
fact, SDRs formed the bulk of the rise in net official assets duting the quatter, since in
addition to the allocation $100 million of SDRs was transferred to the Netherlands by
the United States. The proceeds of this transfer and of a $125 million US drawing of
guilders on the Fund, together with a $75 million sale of Deutsche Mark to the
Nedetlandsche Bank, enabled the Federal Reserve to liquidate its swap drawings.
At the same time, the Netherlands’ exchange reserves rose by a further $110 million
duting the quarter. '

Switzerland. Net official monetary assets increased duting 1970 by $o.7 milliard,
of which $o0.6 milliard was added to exchange reserves. In addition, the table on page 13
shows the net foreign assets of the Swiss commercial banks as having gone up by
$0.4 milliard, giving an overall external surplus of $1.1 milliard, as against only $o.2
milliatd in 1969. Owing, however, to the effects of changes in the statistical coverage
of the banks’ foreign positions, it seems likely that the increase in thejr net foreign
assets Jast year was a little smaller than these figures indicate.

Furthermore, the 1970 increase in net official assets was itself boosted by the
fact that end-year transfers of dollars from the commercial banks to the National Bank
came to $1.1 milliard, as against $0.8 milliard at end-1969. If an adjustment is made for
the difference between these two figures, the rise in reserves last year is reduced to
$0.4 milliard. This means that, apatt from the temporary effects of larger end-year
window-dtessing operations, more than half of Switzetland’s esternal surplus last
year went to increase the net foreign assets of the banking system —— despite the
decline in Euro-currency intetest rates. :

_ In the first quarter of 1971 net ofhicial assets fell by $o.5 milliard. This was almost
entirely the outcome of the reversal of end-year operatons with the banks, which
gave rise to a $o.9 milliard decline in Januwary, and of end-quarter operations with the
banks, which produced a $o.4 milliard rise in March, Federal Reserve drawings on
the swap line with the Swiss National Bank, which had gone up during 1970 from
$145 to 300 million, rose further to $450 million at the beginning of Matrch. With .
the aid of a $75 million gold sale by the US Treasury and the issue of a $250 million
equivalent non-marketable US Government security to the Swiss National Bank,
the swaps were liquidated during the course of March. In April, despite the reversal
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of the banks’ end-quarter operations, net official assets scarcely declined, pointing
to a substantial inflow of funds during that month. The inflow accelerated in early
May, when the exchange crisis blew up, but for May as a whole the reserves showed
a rise of only $160 million.

Sweden. ‘The overall surplus of $80 million, excluding the first SDR allocation,
which was recorded for 1970 showed up almost entirely in a rise in the commercial
banks’ net foreign assets. Including the §35 million SDR allocation the overall surplus
was $1135 million and the increase in net official assets $40 million, The adverse balance-
of-payments situation which had characterised the year 1969 continued during the
first quarter of 1970, when an overall deficit of $8c million, excluding the SDR
allocation, was financed by drawing on the exchange reserves. During the remainder
of 1970 the overall balance showed a sutplus of $160 million, with the first-quarter
reserve losses being recouped and the banks adding $75 million to their net foreign
position. The overall balance continued to be favourable in the first quarter of 1971,
Including the second SDR allocation the sutplus was $85 million and as there was in
addition a net inflow of $z5 million through the banks, net official assets rose by $110
million. Virtually the whole of this showed up in exchange teserves, while the SDR
allocation was almost offset by 2 $30 million teduction in Sweden’s GAB claims.

Denmark. There was a small surplus of §5 million in the overall payments
balance last year. Including the first SDR allocation of $25 million, net official assets
increased by $35 million. However, these figures mask a quite dramatic improvement
in the Danish external position between the two halves of 1970. In the fitst six months
there was an overall deficit, excluding the SDR allocation, of $i10 million, and a
$20 million outflow through the banks. Net official assets thetefore declined by
$130 million. In the second half an overall surplus of $115 million together with an
inflow of $25 million through the banks produced a $140 million rise in net official
assets. The improvement was maintained in the first quartet of 1971, when an overall
sutplus of $115 million was teflected entirely in a rise in net official assets, of which
the second SDR allocation accounted for $30 million.

Finland. Bxcluding the SDR allocation, the overall balance showed a surplus

~of $60 million in 1970, about the same as the year before, Unlike 1969, however,
when there was an outflow of §65 million through the banks, in 1970 there was an
inflow of $40 million. As a consequence, Finland’s net official assets went up by $100
million, or by $120 million if the first SDR allocation is included. Most of this increase

was in the exchange reserves, which went up by $9o million. In the first quarter of

1971 net official assets rose by 385 million, of which the second SDR allocation

accounted for less than a quarter.

Nerway. Following a deficit of $55 million in 1969, the overall payments position
improved to a surplus, excluding the SDR allocation, of §125 million last year. The 1969
deficit had been covered by 2 $60 million banking inflow; in 1970, as a tesult of net
banking outflows of $55 million, the rise in net official assets was limited to $70 million,



or with SDRs to §95 million. As in 1969, there were substantial offsetting flows of
exchange between the official and banking sectors, from the reserves to the banks in
the first half-year and back to the reserves in the second. In the first quarter of 1971
thete was a further overall surplus, including the $25 million SDR allocation, of
$60 million. This was broadly teflected in a tise of net official assets.

Austria. The overall external surplus in 1970 amounted to $7¢ million, slightly less
than the $105 million of the previous year. However, a decline of $115 million in the
banks’ net foreign position, the first since 1966, produced an increase of $185 million
in net official assets. Including the first SDR allocation, the improvement in the net
official position came to $215 million.

Spain. The large overall payments surplus of $o.9 milliard gave rise to a corre-
sponding improvement in the net official monetary position. Exchange reserves in
fact went up by $1.1 milliard, while the gold stock fell by $o.3 miiliard. Most of the
1970 surplus was recorded in the second half of 1970, and in the first quarter of 1971
Spain’s reserves went up by a further $o.3 milliard, of which the second SDR allocation
accounted for only $40 million. "

Portugal. At $80 million, the overall surplus in 1970 was very little different from
that of the previous year. It was reflected in increases of $z5 million in the banks’
net foreign assets and §55 million in the reserves. The latter in fact fell by $70 million
in the first half of the year, as a result of capital outflows; but in the second half the
capital account swung into surplus and the resetrves rose by $125 million. In the
first quarter of 1971 net reserves showed a slight further increase. '

Turkey. The net official external monetary position recorded a surplus of $30 million
in 1970 (excluding the first SDR allocation) after a $60 million deficit the year before.
The improvement was cleazly related to the August 1970 devaluation, since the trade
deficit declined from $260 to 9o million between the first and second halves of the year.
For the year as a whole, however, the trade deficit was $85 million higher than in 1969,
but invisible receipts rose by $110 million and capital inflows by $65 million. Locking
at the composition of Turkey’s reserves, the exchange reserves went up by $75 million,
two-thirds of which can be accounted for by net drawings on the IMF. These were
the main factor behind a $40 million inctease in Turkey’s indebtedness to the Fund.
The improvement in Turkey’s position accelerated in the first quarter of 1971, when
net teserves rose by $80 million, of which the second SDR allocation accounted for
only $15 million.

Greece. With capital inflows offsetting most of the $415 million current-account
deficit, the overall balance showed a deficit of $25 million last year. This was éntirely
reflected in a fall in the reserves, which declined in each quarter except the seasonally
favourable third. Including the first SDR allocation, however, the decline in reserves
was only §5 million, In the first quarter of 1971, despite a 15 million second allocation
of SDRs, resetves fell By a futther $10 million.



" Ireland. Net official assets showed very litile change in 1970, after theit tise of
$145 million in 1969. The exchange reserves in fact rose by §40 million, which was
also the amount that Ireland drew on the IMF in 1970. The Fund reserve position
and the gold stock both fell by $25 million. In the first theee months of this year
there was a substantal rise of §105 million in net official assets, including an SDR
allocation of $15 milﬁqn. :

Canada. Unlike the previous year, when practically the whole of the $o.5 milliard
ovetall payments surplus had financed a tise in the Canadian banks’ net foreign assets,
more ot less all of the 1970 surplus showed up in a $1.6 milliard increase in net official
assets. The exchange reserves went up by $1.3 milliard, including a rise of $1.2 milliard
in holdings of non-liquid US Government securities. In addition, the net IMF and
GAB position improved by $o.2 milliard, about half of which resulted from Canada’s
increased gold subscription to the Fund.

Although the banks’ net foreign position showed little change for the year as a
whole, there was a sharp contrast between the first seven months and the last five,
In the carlier period, partly for interest rate reasons and partly in connection with the
speculative movement into the Canadian dollar just before the exchange rate was
floated, there was a net inflow through the banks of $o.6 milliatd. During the rest of
the year, when Canadian interest rates were coming down, there was an outflow of
‘$o.7 milliard. In the official sector, the increase in met assets in the first five months
of the year prior to the floating of the Canadian dollar came to $o.9 milliard and a
further $o.4 milliard was bought for future delivery. Over the rest of the year, therefore,
excluding what had been bought forward eatlier, the rise in net official assets was
only $o.3 milliard.

In the first quarter of 1971 Canada’s overall payments position changed to a
deficit of $o.4 milliard, or $o.3 milliard including the second SDR allocation. With
Canadian interest rates again relatively attractive, however, there was a banking inflow
of $o.s milliard, most of which occurred in the first two months of the year. Net
official assets therefore rose moderately during the quattet.

Japan. As in the case of Canada, the bulk of Japan’s ovetall sutplus, which in
1969 had financed an increase in the banks’ net foreign assets, showed up in 1970 as a
rise in the reserves. In fact, net official assets rose by $1.1 milliard, including the first
SDR allocation of $o.r milliard, to stand at $4.8 milliard at the end of 1970. The
exchange reserves went up by $o.6 milliard and claims on the IMF by $o.3 milliard —
the latter principally as a result of Japan taking over from Italy a $250 million loan
to the Fund. The gold stock also rose, by $o.1 milliard. The banks’ net foreign assets
increased by $o.4 milliard, as against §1.5 milliard in the previous year.

There wete quite sharp fluctuations in the pattern of Japan’s external monetary
movements duting the coutse of the year. In the first six months a rise of §o.4 milliard
in net official assets was derived mainly from a $o.3 milliard banking inflow. From
June onwards the Bank of Japan made yen loans to the banks outside their rediscount
and loan quotas at the official discount rate for conversion into foreign currency in
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order to reduce the banks’ dependence on foreign borrowing for import financing.
As a result, in the third quarter the banks increased their net foreign assets by $o.8
milliard and the net official position declined a little. In the fourth quarter, however,
net official assets increased by $0.8 milliard from a renewed inflow of $o.1 milliazrd
through the banks coming on top of an overall surplus of $o.7 milliard.

The pattern of the last quarter continued into the first quatter of this year,
when, in addition to an overall surplus of §o.7 milliard, including 2 $o.1 milliard SDR
allocation, there was a further banking inflow of $o.2 milliard. Net official assets
therefore tose by $o.9 to 5.7 milliard. By the end of May, following a substantial inflow
in the eatly part of the month, they had reached $7 milliard.

International Monetary Fund.

The most important events for the International Monetary Fund duting the
petiod under review were the first and second allocations of special drawing righis
and the general increase in members’ quotas. Actual operations in SDRs, however,
as well as membet countries’ net use of the Fund’s resources, were on quite 2 modest
scale,

Of the $3.4 milliard first allocation of SDRs in January 1970, participating
countries used a gross amount of $857 million during the course of the year. §472
million was transferred to other participants and the remainder to the General Account
of the IMF. The Fund in its turn transferred §95 million of SDRs to participants
during the year. Consequently, patticipating countries’ total gross receipts of SDRs
in 1970 (other than from the first allocation) came to $567 million. Three countries —
Canada, Finland and the United States -— opted to receive SDRs in preference to gold
for a total amount of $68 million in September 1970 when the Fund replenished by
means of gold sales its holdings of several participants’ currencies; and, in addition,
seventeen participants opted to receive $27 million of SDRs when the General Account
of the Fund paid remunetation on countries’ creditor positions and made a distribution
out of its net income to member countries.

On 2 net basis, changes in SDR holdings during the year were somewhat smaller,
since certain countries, as well as the Fund, both used and accepted SDRs, The broad
pattetn of the net flows of SDRs durting 1970 was that less-developed countries used
$371 million, while the Fund’s General Account accepted $290 million and developed
countries $81 million. Within the less-developed areas of the wotld, there were large
differences in the degree to which SDRs wetre used, varying from 88 per cent. of
initial allocations in the Middle Fast to 18 per cent. in Latin America. Apart from
the General Account of the Fund, the most important single net acceptor of SDRs
in 1970 was Belgium, with $134 million. At the end of the year Belgium’s SDR
holdings were 289 per cent. of the initial allocation, that is, only 11 per cent. below
the maximum amount that it could have been obliged to hold on the basis of that
allocation. On the uses side, the United Kingdom and India were the biggest single
net users, with $144 and 82 million respectively.

A second allocation of $2,949 million SDRs was made on 1st January 1971,
During the first three months of this year the overall movement of SDR flows was from
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participating countries to the General Account of the Fund. Thus, the Fund’s holdings
of SDRs went up by a net amount of $231 million, while developed countries made
net transfers of $80 million and less-developed countries net transfers of $151 million.
The largest single net user of SDRs during these thtee months was the United States,
for an amount of $125 million, followed by the United Kingdom with $84 million.
The latter, in fact, transferred $160 million of SDRs to the Fund as part of its March
1971 tepayment, and this made up two-thirds of the Fund’s total net SDR receipts. Apart
from the Fund, easily the principal receiver of SDRs was the Nethetlands, with
$100 million. In April 1971, when the Fund made a $320 million offer to sell gold
in otder to replenish its holdings of fourteen member countries” currencies, three
countries — in this case Canada, Finland and Italy — opted to receive SDRs instead
of gold, for a total of §56 million.

The general increase in quotas authotised by the Fund’s Board of Govetnors
in Febtuary 1970 had by the end of the year taken effect for 105 member countries.
As a result of that, together with a rise in the membership of the Fund from 115
to 117 countries, the total of Fund quotas went up by one-thitd duting 1970, from
$21.3 to 28.4 milliard. China (Taiwan), one of the countries that did not accept a
quota increase in 1970, subscribed in full (though with only an 11 pet cent. gold payment}
to the $550 million quota allotted it in December 1945. Previously it had made only
a token subscription of §60,000.

Total net use of the Fund’s resources in 1970 was only $307 million. Gross
drawings, at $1,839 million, were about $1 milliard lower than in 1969, while repur-
chases, at $1,532 million, were very little less than in the previous year. Contrary
to what happened with SDRs, developed countries were the main users of the Fund’s -
resources in 1970, Buropean countties — in patticular France, Italy and the United
Kingdom — together with the United States and South Aftica accounted for 82 per
cent. of toral gross drawings but only 54 per cent. of repurchases. Altogether, developed
countries” combined net use of the Fund’s tesources, despite a reduction of $321 million
in the United Kingdom’s indebtedness to the Fund, was more than twice the total of
all net drawings. In the rest of the Fund membership taken together, there were net
tepurchases of $340 million. India repurchased $197 million and Latin American
countties a net amount of $182 million.

Nineteen different cuttencies were used in drawings and repurchases during
1970. As in 1969, the most used currency for both purposes was the US dollar; but
contrary to the experience of the previous year, repurchases in dollars, at $742 million,
were larger than drawings, which amounted to $589 million. The other currencies
principally used for drawings were (in millions of dollars) the Deutsche Mark (394),
the Belgian franc (180), the Canadian dollar (156), the Dutch guilder {145) and the
Japanese yen (133). For repurchases, apart from the US dollar, the greatest use was
made of SDRs (292} and the Japanese yen (106). The $153 million of net reputchases
in US dollars, together with a US drawing of $150 million and net Fund gold sales
of $416 million for US dollars, raised the Fund’s holdings of US dollars during the
year from 55 to 71 pet cent. of the US quota. '

Fund borrowing outstanding under the GAB declined during 1970 by $236
million. The GAB was activated in February 1970 for $94 million in connection with
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Ct.:untrias of areas . Drawings Repurchases' Net drawings
in millions of US dollars
EUiope . . v v i v i e e e, 1,238 827 411
of which
Frante . . . . . . 0 v e e e e 485 246 239
faly « v o o h e 463° - 463
United Kingdom . . . . . . .., 150 477? —327
Other . .. ...... a 140 110 i 30
United States . . . . . ... .. .. 150 —_ 150
South Africa . . . ... [T 125 _ - 128
New Zealand . . . ... ... ... —_ C as - 39
Other Africa . . . ......... 45 76 — 30
Middle East . . . ... ... .. .. 65 = 1]
BSIa. o v v s e 21 _ 275 — 184
of which
fndia . . .. . . ... - 1#7 —187
Latin AMerica . « v v v v v v v . 124 aoe* — 182
Total . . ... ..., J 1,839 1,532 307
1 Includes repayment of $138 milliop by other members’ drawi 2 Includes repayment by the Fund of

$330 million borrowed from [Haly, 3 Includes repayments of $43 million by other members’ drawings and $90
mii'lioth by tcl;e F?nd’s uge of sterling for the purchage of gold. 4 Includes repayment of $5 million by another
memhber's drawing.

France’s drawing of $485 million; on the other hand, Italy was repaid all of its
$330 million GAB claims in July., Outside the GAB, there was no change in the level
ot Fund botrowing, but its special borrowing of $250 million from Italy was repaid
in June and July and treplaced by equivalent botrowing from Japan,

During the first quarter of 1971 member countries’ net use of the Fund’s resources
declined by $so7 million, Drawings totalled $333 million, including one of 3250
million by the United States, and repurchases (including those resulting from other
metnbers’ drawings) $840 million, of which the United Kingdom accounted for $68¢
million, In connection with the UK repurchase, the Fund repaid a further $70 million
borrowed under the GAB, $40 million to the Netherlands and $30 million to Sweden.
Towards the end of Aptil the Fund sold $320 million of gold and SDRs to fourteen
member countries to replenish its holdings of their curtencies. Also in Aptil, the Fund
repaid to Japan $125 million out of the $250 million bortowed from it outside the
GAB in mid-1970. '

Foreign exchange markets.

In the exchange markets the main characteristic of the period under review
was the weakening of the US dollar and the strengthening, or continued strength,
of other majotr currencies, leading to the appreciation of the Canadian dollar in June
1970 and of various European currencies in May 1971.

The situation out of which these changes emerged began to develop early
in 1970 as a result of the easing of monetary policy in the United States at a time when
a number of other countries were maintaining, or in some cases introducing, mote
restrictive policies. By the spring of 1970 most major currencies were above par on
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the US dollar, the only exceptions being the lira, which was advetsely affected by both
political and economic pressures, the guilder and the Swedish krona. At the end of
May 1970 upward pressure on the Canadian dollar, basically reflecting a very strong
current-account balance of payments but with speculative elements added to it, had
become such that the Canadian authorities decided to abandon the upper intervention
limit — since when the Canadian dollar has appreciated by over 6 per cent. against
the US dollar, :

With the continued easing of US and Furo-dollar interest rates, and a recovery
of confidence in the lira, by the last quarter of 1970 all major currencies, with the
exception of sterling, which was recovering from a petiod of temporary weakness in the
summet, were above par on the US dollar and a number of them wete at or near thelt
upper limits. Duting 1970 speculative pressutes were very much less than they had
been in 1969 and, except in the case of the Canadian dollar and the lira, of little
significance. '

Sterling rejoined the group of strong currencies eatly in 1971. Qutflows from the
United States and inflows into Eutopean countries, patticulatly Germany and the
United Kingdom, continued on a large scale in the first quarter of 1971. In the case of
Germany, currency speculation gradually replaced interest rates as the main force
behind the inflow and towards the end of April events suddenly acquired an irresistible
momentum. Firstly, it became known that the Economic and Finance Ministers of the
European Economic Community were discussing possible ways and means, including
greater flexibility of their cutrencies vis-d-vis the dollar, of insulating their economies
against undesired inflows of funds from abroad. Shortly afterwards, a number of
German ptivate economic research institutes gave it as their opinion that the Deutsche
Mark should be either left to float upwards or revalued. The inflow of money to
Germany became a flood and on sth May the Deutsche Bundesbank withdrew from
the raarket, which was then temporarily closed. On the same day, as 4 result of similar
though lesser pressutes, the Austrian, Belgian, Dutch and Swiss authorities also
stopped buying dollars, After some days of deliberation, the Swiss franc was revalued
by 7.07 and the Austrian schilling by j.05 pet cent. with effect from 1oth May,
Simultaneously, the Deutsche Mark and the guilder were allowed to float, thus
avoiding on the one hand the need for the German and Dutch authorities to buy
any more dollars from the market and on the other hand outtight tevaluations in
sityations where they were not consideted appropriate. In Belgium the action taken
by the authorities was to separate completely the official and the financial exchange
markets,

The suspension of the intervention limits for the Deutsche Mark and the guilder
entailed postponing the execution of the decision, taken by the Council of Ministers
of the EEC in Febtuary 1971, to begin nartowing the margins within which the
cutrencies of member countries would be permitted to fluctuate against one another
in the exchange markets. The first step in this direction was to have been taken by the
central banks on an expetimental basis in mid- June this yeat, with a narrowing of these
margins from 1.50 to 1.20 per cent. on either side of parity. The narrowing of intra-
EEC exchange rate margins forms one element in the first stage of the movement to-
wards economic and monetary union of the EEC countries adopted by the Council of
Ministers in February 1971 as an objective to be achieved during the ten years 1971-80.
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Sterling. Under the combined influence of a favourable basic external balance
and tight domestic money-market conditions the spot rate for stetling against the
dollar rose from par at the beginning of 1970 to about 0.3 per cent, above in early
Match. Bank rate was twice reduced by 14 per cent., in March and April, but quotations
remained firm at about o.2 per cent. above par until mid-May.

At that point the trend changed. In May and early June rising Euro-dollar
rates reinforced the effect of the reduction in domestic interest rates, while at the same
time sterling was adversely affected by the floating of the Canadian dollar. By late
July the spot rate had fallen to o.5 per cent. below par and by end-August, under
the influence of adverse seasonal factors and the acceleration of wage and price
increases, it had almost reached the lower limit against the dollar. In these circum-
stances the publicity given to exchange rate flexibility prior to the annual meeting
of the IMF led tempotarily to very heavy pressure on sterling in early September,
with the authorities having to give substantial support in the spot matket. At the
same time forward quotations weakened sharply, the discount on three-month sterling
widening from o.2 pet cent., in eatly August to neatly 3 per cent. per annum at one
point in the second week of September.

The crisis was short-lived, however, as sterling soon became heavily oversold
By end-September the spot rate had recovered to about o.5 per cent. below par and
the three-month forward discount to 1 per cent. pet annum. During the last quarter
of 1970 the recovery continued, pattly as a result of improved foreign trade figures
and partly because a further fall in BEuro-dollar rates brought a tenewed inflow of
funds to London. By end-December spot stetling was only ¢.3 per cent. below par
on the dollar and after the turn of the year quotations began to rise rapidly, almost
reaching the upper limit in mid-February, At the same time the three-month forward
discount widened to 4 per cent. The demand for sterling was heavily reinforced by
a further fall in Euro-dollar rates and expectations of a decline in UK interest rates,
The inflow of exchange kept the spot rate consistently near the upper limit until
end-March. Then, following a further 1 per cent. reduction of Bank rate, quotations
eased briefly to o.5 per cent. above par. By mid-Aptil, however, they were close to
the ceiling again and stetling remained firm during the exchange crisis of eatly May.

In the investment currency market, where UK residents are able to purchase
foreign cutrency for portfolio and direct investment outside the stetling area and where
they may dispose of up to 75 per cent. of the proceeds of theit sales of such investiments,
the premium at which the dollar stood as compared with quotations in the official
exchange market fluctuated between about 34 and 38 per cent. between January and-
. mid-Match 1970. It began to fall in the latter half of March and for the next six months
fluctuated between 21 and 29 per cent. Towards the end of September the premium
tose again to a peak of almost 37 per cent. in response to the upward movement of
prices on the New York stock market. In December the exchange control regulations
governing fotreign currency borrowing by UK residents for portfolio investment
abroad were eased, as described on page 153, and the premium fell from 33 per cent.
just before the change to 22 per cent. early in January. Thereafter it continued to
fall, although mote slowly, reaching a low point of 15 per cent. in April. By late May,
however, it had risen again to about 22 per cent.



_ 146 ——

Pound sterling and Deutsche Mark quotations for the US dollar.
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Dentsche Mark. Duting the first two months of 1970 the Deutsche Mark remained
at ot near the lower limit against the dollar in the spot exchange market, to which
it had fallen immediately following the Octobetr 1969 revaluation. As the outflow of
funds caused directly by the appreciation of the exchange rate tapered off, the main
factor behind the continued weakness of the Deutsche Mark became the relatively
low level of domestic interest rates — despite both the monetary tightening caused
by the post-revaluation outflow of funds and the fall in Euro-dollar rates from the
beginning of 1970. Following the 11 pet cent. increase in the Bundesbank’s discount
rate on 6th March, howevet, the situation changed completely. German corporations
began to borrow funds abroad on a latge scale and by mid-May the spot rate against
the dollar had reached the upper limit, at ot close to which level it then remained for
nearly seven months, despite % per cent. reductions in the Bundesbank’s discount
rate in July and November.

On znd December a third reduction of % per cent. in the official discount rate
was announced and the spot rate immediately fell to about 0.3 per cent. above par,
around which level it remained until the end of the year. After the tarn of the year,



however, with Euro-dollar rates falling sharply again, the Deutsche Mark strengthened
rapidly and by the end of Januvary the spot rate against the dollar had returned to
the upper limit, A further 1 pet cent. cut in the Bundesbank’s discount rate at the
beginning of Aptil, together with a rise in Euro-dollar interest rates, produced
a temporary casing of quotations in the middle of that month, but the rate was soon
back at the upper limit again and retmained there until the closing of the market on
sth May. When dealings started again on 10oth May, with the Bundesbank no longer
buying dollars at the previous upper intervention point, the Deutsche Mark appreciated
at once to nearly 315 per cent. above its dollar parity.

In the forward market the sharp rise in German interest rates in March 1970
had the effect of depressing the rate for three-month Deutsche Mark from a small
premium to a discount of 1.6 per cent. per annum in mid-April. Subsequently the
discount narrowed and until the end of the year the three-month forward rate moved
quite narrowly on either side of the spot quotation for the dollar. By March 1971 a
discount of neatly 2 per cent. per annum had reappeared, reflecting a renewed widening
of the differential between German and US interest rates. Subsequently, however, the
‘demand for Deutsche Mark sent the three-month forwatd rate to a premium of 1 per
cent. per annum in early May.

French frane. From the beginning of 1970 until early April spot quotations for
the French franc against the dollar followed a course rather similar to that of sterling,
tising from o.1 per cent. below to 0.3 per cent. above par. The balance of payments
was steadily improving, previously adverse leads and lags were being reversed and
the decline in Euro-dollar interest rates contrasted with relatively tight domestic
monetary conditions. Contrary to the perfortmance of sterling, however, the French
franc continued to strengthen into the second quarter of the year. At the end of April,
by which time the foreign trade balance was in surplus and all central-bank indebtedness
had been paid off, spot quotations were 0.6 per cent. above par on the dollar. Since
then the franc has remained consistently firm, practically reaching the upper limit
in early December 1970 and again in April 1971, The French franc was largely
unaffected by the May exchange crisis, though the spot rate against the dollar eased
from o.7 to around o.5 pet cent. above par duting the first half of the month.

Swiss franc. During the petiod under review movements in the Swiss franc
exchange rate for the dollar principally reflected seasonal changes in domestic liquidity
conditions, Thus, during February and again during April and early May 1970,
the franc was very firm as a result of tight domestic liquidity conditions, going to
its upper limit against the dollar in February and very close to it in May. Both these
episodes were followed by a temporary easing of the rate. On the other hand, both
at end-March and end-June the spot rate was not affected by the banks’ quarterly
window-dressing operations, since these were taken care of through swaps between
the National Bank and the commercial banks. A further period of domestic liquidity
" tightness ensued in July and the spot rate again went close to its upper limit against
the dollar. It remained very firm until end-September, when easier domestic monetaty
conditions caused quotations to dip quite sharply, reaching a low point of about 0.9 per
cent. above pat by late October. A further tightening of the Swiss matket took the spot
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rate up to 1.4 per cent. above the dollar parity just before the end of the year. The
Swiss franc continued to strengthen in eatly 1971, practically reaching the upper
limit against the dollar again in February. It subsequently remained very firm up to
sth May, when the Swiss authorities, following the German example, suspended their
market intervention in the face of speculative inflows. Following the 7 per cent.
revaluation announced on gth May, the Swiss franc found itself in the novel position
of being quoted below par on the dollar in the spot matket.

Lira, 1970 opened with the lira under heavy pressure in the exchange market,
owing mainly to substantial outflows of capital. The spot rate against the dollar,
which had been weakening since the previous November, reached the lower inter-
vention point in mid- Januatry and remained there for about two months. The various
measures taken in March to stem the outflow of funds produced some improvement
in the market situation, but lack of confidence persisted and the spot rate remained
at about 0.6 per cent. below par until mid-August. From May onwards industrial
unrest and political uncertainties, including the resignation of the government, added
to pressures on the lira and in the three-month forward market the discount widened
from 1 per cent. to a maximum of 17 per cent, per annum towards the end of July,

French franc, Swiss franc, lira and guilder quotations for the US dollar.
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Eatly in August 2 new government was formed. The announcement of tax
increases and other fiscal measures brought a rapid change in sentiment. As a conse-
quence, and with seasonal factors also being favourable, by end-August the spot rate
was, for the first time since February 1969, above par. After easing briefly to just below
par in early September, the spot rate resumed its upward movement and by early
November, with the aid of falling Euro-dollar rates, it was o.5 pet cent. above par,
At the same time, the three-month forward discount of the lira narrowed to only
1 per cent. per annum again. While spot quotations eased to about o.2 per cent. above
the dollar parity in mid-December, and even a little lower in early February 1971,
the lira has on the whole remained quite firm. It was not involved in the May exchange
ctisis and in mid-May the spot rate stood at o.4 per cent. above par.

Guilder. At the beginning of 1970 the guilder was well below pat on the dollat,
having eased very sharply late in 1969 when it became clear that, unlike 1961, the Dutch
authorities were not going to follow the German example and revalue. This phase
ended in March and the guilder began to strengthen again. It went above par in early
July and by mid-August 1970 was .6 per cent. above its dollar parity, at ot around
which level it then remained until near the end of the year. This development, which
occurred in the face of a substantial deterioration in the curtent account of the balance
of payments, was essentially due to interest rate differentials, domestic monetary
policy (as in Germany) having remained restrictive at a time when dollar interest rates
wete declining, Except for two short periods — in November 1970 and again in
early April 1971, when the official discount rate was teduced by % per cent. — the
guilder remained very firm right up to the May exchange crisis. When the authorities
stopped buying dollars at the previous uppetr limit on sth May and allowed the
exchange rate to float with effect from 10th May, the guilder immediately appreciated
to almost 2% per cent. above par.

) Other Enropean enrrencies. In the regulated exchange matket, spot quotations for
the Belgian franc have remained at or near to the upper intervention point vis-d-vis
the dollar ever since the revaluation of the Deutsche Mark in late October 1969, On the
free market a discount of about 2 per cent. on the spot rate in the regulated market at the
beginning of 1970 had declined to negligible propottions by the end of the year.
Following the May 1971 exchange crisis, the Belgian authorities completely separated
the regulated and the free exchange market, with the latter now restricted entirely
to financial transactions. Subsequently, the franc went to a premium of neatly 1 per
cent. in the free market as compared with the regulated market, where the spot
rate against the dollar was at its upper limit. In Februaty last year the Swedish krona
declined to 0.6 per cent. below par when the authorities abandoned their support
at about the patity level. Subsequently the rate gradually recoveted and, after falling
briefly to the lower support point in September, rose above par during the last quatter
of 197¢. In mid-May 1971 the krona was quoted in the spot market at ¢.2 per cent. above
the dollar parity, having been very little affected by the exchange crisis. The Danish
krone fluctuated rather narrowly on either side of its dollar parity during most of 1970.
Reflecting the persistent easing of dollar interest rates, however, quotations tose a
little in November to reach o.z per cent. above par at the end of the year, around



which level they subsequently temained until mid-April 1971. By early May the
krone had ecased fractonally below parity, but it subsequently went above it again.
Quotations for the Norwegian krone followed very much the same pattern in 1970.
After remaining rather close to par against the dollat for most of the year, the spot
rate rose to almost o.3 per cent above patity in December. It eased to par at end- Januvary
1971, but then appreciated again by about 0.z per cent. by mid-April. It strengthened
a little further during the exchange crisis and in mid-May was neatly c.5 per cent.
above its dollar parity. The Austrian schilling was quoted at between 0.4 per cent, above
par and its upper limit vis-a-vis the dollar throughout 1970 and the early part of 1971.
When the exchange crisis began on 3rd May, the spot rate was o.7 per cent. above
patity. Following the § per cent. revaluation it fell close to the new lower limit, nearly
1 pet cent. below par. The Spanish peseta strengthened steadily during the first half of-
1970, from pat on the dollar to 0.6 pet cent. above. Since then quotations have moved
only very narrowly on either side of that level.

Canadian dollar. Perhaps the most significant event in the field of exchange rates
duting 1970 was the Canadian Government’s decision, which took effect on 1st June,
that “for the time being the Canadian Exchange Fund will cease purchasing sufficient
US dollars to keep the exchange rate of the Canadian dollar in the market from exceeding
its par value of 923 US cents by more than 1 per cent.,” For practical purposes this
meant that Canada returned, after an interval of almost exactly eight years, to a floating
exchange rate regime. Formally, however, the present arrangements differ from those
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that were in force from September 1950 to May 1962 in that this time the Canadian
dollar has retained its par value declared to the IMF of 92% US cents.

Before the decision to float, the Canadian dollar had during the first five months
of 1970 been almost continually at its previous upper limit of 933 US cents, which
was 0.8 pet cent. above the parity, Since June last year the spot rate has gradually
appreciated by about 6% per cent. Immediately following the change in policy,
quotations rose to between g7 and 98 US cents and this initial upward movement
was followed by a period in which the rate fluctuated quite markedly before settling
down in late June at a little above 961 US cents, an appreciation of about 3% per
cent. In mid-July quotations began to move up again, going above g9 US cents
in mid-September. This was followed, howevet, by some easing of the rate to about
98 US cents by the end of the month, around which level it then moved quite narrowly
uptil rear the end of the year. A further upward movement began in late December,
quotations going above 99 US cents again at the very end of the year. Since then the

spot rate has remained in the range of 99—99% US cents, except for a brief rise above
99% US cents late in February 1971. -

Japanese yen. The continuing surplus in Japan’s balance of payments ensured
that the Japanese yen was rather firm against the US dollar during most of the
period under review. In the first four months of 1970 the yen was mostly close to
its upper limit against the dollat in the spot market. There followed some easing of
the rate from late April onwards, and in mid- July it was hardly above par. In August
the yen strengthened again quite rapidly and since then it has fluctuated generally
between 0.6 pet cent. above its dollar parity and the upper intervention point. There
were substantial inflows to the teserves during the May exchange crisis and the yen
has again been at its uppet limit.

Other exchange developments.

During the period under review there were more changes in European exchange
tates than for many yeats. While the most significant were the vatious appreciations
of major European cutrencies vis-3-vis the dollar that emerged from the May 1971
exchange crisis, there were also devaluations in Turkey and Yugoslavia,

The revaluation of the Swiss franc which came into effect on 1oth May 1971
amounted to 7.07 per cent., the franc’s gold content being increased from o.z20322 to
0.21759 grammes, The new dollat parity is Sw.fr. 4.084x = US §1 and the National
Bank’s official buying and selling rates for the dollar are now fixed at Sw.fr. 4.01 and
4.16 respectively — the spread between the two rates being 3.67 per cent.

The revaluation of the Austrian schilling, which also took effect on 10th May
1971, amounted to 5.o5 per cent. The schilling’s gold content was thereby increased
from 0.0341796 to 0.0359059 grammes. The new dollar parity is Sch. 24.75 = US §1
and the Austtian National Bank’s new official buying and selling rates for the dollar
are Sch. 24.51 and 24.99 respectively. Compdred with the previous buying and
selling rates of Sch. 25.80 and 26.20, this tepresents a widening of the margins between
the schilling and the dollar from 0.77 to 0.97 pet cent. on either side of the parity.
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In Germany the suspension of the intervention limits against the dollar on
toth May was accompanied by certain measures designed to discourage inflows
of funds from abroad. The payment (with minor exceptions) of interest to non-
residents on theit accounts at German banks, the acquisition of German money-
market paper by non-residents and the placing by German banks of domestic fixed-
interest securities “en pension” with foreign banks were all made subject to prior
authorisation — it being understood that as a general rule permission will be refused.
In the Netherlands the floating of the guilder was followed by the prohibition of inter-
est payments on foreign banks® guilder sight deposits.

In Belgium, the other European country significantly involved in the May 1971
exchange crisis, the authorities retained the dual exchange market system in force for
many years, though in a modified form. With effect from 11th May 1971 the two
exchange markets wete completely separated, the official market being reserved
exclusively for current-account transactions and the financial market, where the National
Bank of Belgium does not intervene to prevent quotations going outside the margins
petmitted by the IMF, exclusively for other transactions. In addition, BLEU residents
are no longer allowed, except for very minor amounts, to receive advanced payments
from non-residents through the official exchange market; nor may BLEU banks
either open in favour of non-residents deposit accounts the balances on which are
convertible on the official exchange market ot pay interest on non-residents” convertible
sight accounts in domestic currency.

Finally, in connection with the recent exchange crisis, the French authorities
have taken powers to impose, should circumstances warrant it, reserve requirements
of up to 100 per cent. on French commercial banks’ deposit liabilities to non-residents
and to limit, or forbid, the payment of interest on such deposits.

The Turkish pound was devalued by 4o pet cent. with effect from roth August
rg70. Its gold content was reduced from 0.0987412 to 0.0592447 grammes, while the
dollar parity changed from T£9 = US §1 to TL15 = US §1. At the same time there
has been some simplification of the exchange rate system. The new parity applies to
all transactions, except the convetsion of the foreign exchange proceeds from certain
traditional agricultural exports, to which a rate of T£12 = US $1 applies. Previously, in
addition to the official exchange rate, thete had been three other effective rates, ranging
from Tfr1.25 to TL13.5 = US §1, applied to various types of invisible transactions.
As well as the devaluvation and the reduction in the number of exchange rates, the rates
of the guarantee deposits which impotters are obliged to constitute in domestic
currency, and which had ranged from 1 to 120 per cent.,, were generally halved —
though the effects of this were largely offset by the devaluation — and the stamp tax
on imports was reduced from 25 to 10 per cent.

The Yugoslav dinar was devalued by 16.67 per cent. on 23rd January 1971.
The new dollar parity is Din, 15 = US $1, as against Din. 12.5 previously, while
the new gold content of the dinar is c.0592447 grammes. The devaluation was
accompanied by the abolition of an import deposit scheme introduced the previous
October at a rate of so per cent., subsequently reduced to 20 pet cent., as well as by
a reduction from 5 to 2 per cent. in the rate of the general import tax introduced

in July 1970



Other exchange developments in Europe included the dismantling of a number
of important restrictions, particularly in France and the United Kingdom. On the
other hand, there were also some instances of new restrictions being introduced.

In France the authorities continued with the dismantling, begun soon aftet
devaluation, of exchange controls imposed following the crisis of May—June 1968,
Firstly, the compulsory depositing at the Bank of France of any French commercial
bank’s net asset position in foreign currencies vis-i-vis non-residents, the ratio for
~ which had in April 1970 been reduced from 100 to 50 per cent., was abolished in
June 1970. Secondly, in August 1970 all restrictions were lifted on the reputchase
by French banks from their foreign correspondents of French bank-notes at the
official exchange rate. This effectively did away with the discount at which French
bank-notes wete quoted on international markets. Thirdly, the foreign curtency
allowance for non-business travel abroad by residents was raised in two steps, in
August 1970 and March 1971, from Fr.fr. 1,000 a year to Fr.fr. 2,000 per ttip twice
a year. Also in August 1970, the maximum amount in French bank-notes that residents
may take abroad was raised from Fr.fr. 200 to soo and the basic daily allowance
for residents” business ttips abroad put up from Fr.fr. 200 to 400 per day; with a
ceiling of Fr.fr. 4,000 per trip, Fourthly, certain relaxations were made in the regu-
lations governing transfers of funds abroad fotr investment purposes. In August
1970 the proportion of their foreign investment expenditure which French oil and
mining enterprises are allowed to meet out of domestic funds was raised from 50 to
66 per cent.; then, in Januaty 1971, the maximum amount that French industrial
and commercial enterprises may automatically transfer abroad each year to finance
their foreign subsidiaries was raised from Fr.fr. 2.5 to 5 million or to the amount of
investment income repatriated from subsidiaries.

In the United Kingdom, too, thete were a number of relaxations of exchange
controls, Most important, perhaps, was the phasing-out of the import deposit scheme
during the course of 1970. The rate of deposit, which had already been put down from
50 10 40 per cent, in December 1969, was further reduced to 30 and then to 20 per
cent. in May and September respectively, The whole scheme was terminated on
4th December 1970, after an existence of just ovet two yeats. '

In addition, the conditions under which UK residents may make foreign
investments not permitted through the official exchange matket were eased in 4 number
of ways, Firstly, in August 1970 the so-called “property currency” market was
amalgamated with the larger “investment cutrency” market, where 75 per cent. of
the proceeds from UK residents’ sales of their other assets owned outside the sterling
atea are dealt in. Secondly, in September the proportion of their total foreign security
portfolios which UK institutional investors are allowed to place in offshore funds —
whose switching operations in foreign currency securities ate not subject to the
provision that generally requites 25 per cent. of the proceeds from the sale of foreign
currency secutities to be offered on the official exchange market — was taised from 10 to
20 per cent. Thirdly, in December facilities for UK residents to borrow foteign currency
abroad for the purpose of investing in foreign securities, which had hitherto been
limited to institutional investors, was extended to banks, stockbrokers and other
professional managers of securities. At the same time, the limit on the period for which
the foreign currency may be botrowed (previously five years) was abolished.



_ In contrast to these relaxations of restrictions, the rules governing foreign
borrowing by UK tesidents for expenditure within the United Kingdom were, as
already mentioned on page 26, tightened wp in January 1971.

In Italy the most important exchange measure taken was the normalisation of
the maximum time-limit allowed for the repatriation of export proceeds. The limit,
which had been reduced from twelve to four months early in 1970, was put back
to one year again in January 1971. The maximum period allowed for advance payment
on imports, however, remains unchanged at thirty days.

In Sweden the regulations governing purchases by residents of Swedish shares
held abroad and the export of capital from Sweden by emigrants were liberalised
in April 1971. The amount of foreign exchange allowed to residents for the purchase
of holiday houses abroad, however, was reduced from S.kr. 75,000 to S.kr. 40,000,

In Notway new guide-lines for the banks’ foreign exchange positions wete
introduced in July 1970. In general, banks have since then not been permitted to
increase their net foreign exchange assets beyond the end- January 1970 level and in
certain cases have had to reduce them below that level. Banks which had a net lability
position in January 1970 were permitted to build up 2 moderate net asset position.
At the same time, banks were requested not to increase their foreign cutrency liabilities
to foreign banks beyond the end-March 1970 level without the prior permission of
the Bank of Norway.

In Finland, in an attempt to slow down the growth of impozts, a range of goods
which account for about one-quarter of total imports was made subject to cash
payment in advance of customs clearance in November 1970,

In Spain the import deposit scheme introduced in December 1969 for a petiod
of one yeat was extended at the end of last yeat for a further six months until end- June
1971. The rate of deposit, however, was halved to 10 per cent. in Januaty 1971.

In Portugal certain limits were introduced in February 1971 on the net foreign
asset positions of commercial banks. Banks’ foreign assets in the form of sight deposits
or of investments with a maturity of up to one year, net of foreign liabilities with
maturities of up to six months, may not exceed 5 per cent. of their total labilities.

In Greece measures were taken late in 1970 to try and attract foreign exchange
into the Greek banking system, and in patticular to encourage Greek nationals living
abroad to hold more of their savings in Greece. Authorised Greek banks are now
allowed to pay interest on time deposits in foreign currencies received from non-
residents and at rates higher than those applying to corresponding deposits in
national currency.

In the United States a number of minor relaxations were made in the balance-of-
payments testraint programme during the petiod under review. In January 1971
the Federal Reserve Board excluded from the voluntary guide-lines on foreign loans
and investments of US banks purchases of bonds and notes issued by international
institutions of which the United States is a member, as well as short-term export
credits to residents of developed countries in continental western Europe. At the
same time, the mandatory controls on direct investments abroad were relaxed to
exclude investments of up to §2 million a year, as against $1 million previously, and
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the percentage of the previous yeat’s annual earnings which may be retained abroad
by foreign affiliates of US corporations was raised from 30 to g0 per cent. With effect
frot 1st April 1971, the interest equalisation tax on US citizens” purchases of foreign
securities was extended for a further two years. On purchases of foreign bonds the
tax is equivalent to an annual interest rate of 0.75 per cent. and on purchases of shares
to one of 11.25 pet cent.

In Canada, apart from the decision to float the dollar in June 1970, the only
other exchange measure of any importance was the extension to Canadian dollars
of the guide-lines introduced in 1968 for the banks® net foreign currency positions
vis-d-vis tesidents of countries other than Canada and the United States.- As from
March 1971 the Canadian banks may therefore not increase any further their net
claims in Canadian dollars on residents of countries other than Canada and the United
States. The object of this regulation is to prevent funds being channelled from the
United States through Canada to other countries, particulatly in Burope,

In Japan a number of measures were taken to facilitate the foteign operations
of domestic enterprises. In August 1970 limitations on the operations of the overseas
offices of Japanese banks were eased substantially; in September 1970 the ceiling on
automatically approved direct investment abroad was raised from $z200,000 to $1
million per project; and in May 1971 Japanese traders and other business organisations
wete allowed (a) to retain export proceeds for six months, instead of only twenty days,
for use in payment for imports, and (b) to hold whatever working balances they wish
at their overseas branches or subsidiaries. Foreign investment in Japan was also
liberalised in two respects during the period under review. In September 1970 the
numbet of Japanese industrial corporations in which foreign direct investment is
allowed either without limit or up to 5o per cent. of the total capital was increased by
some three hundred; and at the same time the maximum investment that non-tesidents
are automatically permitted to make in non-restricted Japanese cotporations through
market purchases of securities was raised from 20 to just under 25 per cent. Finally,
in May 1971 the foreign travel allowance for Japanese residents was increased from
$1,000 to $3,000 per journey. '

On the other hand, the size of Japan’s external surplus has recently led the
authorities to take certain steps to limit capital inflows. For the fiscal year beginning
April 1971 it was decided that, in principle, permission would not be given for any
issues of Japanese bonds on foreign capital markets in cases where the proceeds
would be converted into yen. Then in May, when the inflows to Japan assumed a
partly speculative character, foreign purchases of unquoted Japanese stocks and bonds
wete tempotatily forbidden; Japanese banks were prohibited from either taking
up foreign credits or guarantecing loans taken up abroad by Japanese corporations; -
and the latter wete asked, so far as possible, to avoid guaranteeing foreign borrowing
by their overseas subsidiaties.

In South Vietnam a partial devaluation came into effect in October 1970. Since
then a rate of Piasttes 275 = US $1, as compared with Piastres 118 = US $1 previously,
has applied to all export proceeds, certain impotts, the conversion of allied troop pay
and some other invisibles. The old rate still applies to most imports and to cettain invis-
ible traosactions.
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~ In December 1970 Indonesia took the final step to a unitary exchange rate by
applying to commodity imports and related services paid for with aid provided by
foreign governments the rate of Rupiahs 378 = US $1 used for all other transactions,
instead of Rupiahs 326 = US $1, as previously.

In Latin America, Brazil continued to make small and frequent downward
adjustments in the free exchange rate, which applies to most transactions. During the
yeat to mid-May 1971 the rate was lowered nine times by a total of 12 per cent. from
Cruz. 4.56 to Cruz. 5.19 = US $1, about the same rate of depreciation as in the preceding
twelve months. In Chile, on the other hand, the rate of depreciation of the escudo
was very much less during the period under review. On the official matket, which
is used for all trade transactions, the rate fell by 7 per cent. duting the year to May
1971, as against 24 per cent. in the preceding twelve months. In fact, the deprecia-
tion of the escudo came to a halt in July 1970, since when the official and free market
rates have been stable at Esc. 12.23 and 14.35 = US $1. This stability has, however,
been achieved at the cost of a considerable fall in the exchange reserves. Furthermore,
in September 1970 a so per cent. tax on purchases of currency fot foreign travel was
introduced, and in Januaty 1971 restrictions were placed on the tetention by residents of
income earned in foreign exchange. In Argentina there was a 121 per cent. devaluation
in June 1970, the first for mote than three years, from Pesos 3.5 to Pesos 4 = US §1.
Mote recently a crawling peg system, similar to that used in Brazil, appears to have
been introduced, as two small further adjustments of the rate were made in April
and May 1971, btinging it to Pesos 4.12 = US $1. In Ecuador there was a 28 per
cent. devaluation in August 1970, the par value declared to the International Monetary
Fund being changed from Sucres 18 to Sucres z5 = US §1. At the same time the
previous dual exchange rate system was unified. Very shortly afrerwards, Ecuador
accepted the obligations of Article VIII of the Fund’s Atticles of Agreement. In
Uruguay, although there has been no change in either the official rate of exchange,
which continues to be Pesos 250 = US $1, ot in the virtually identical free matket rate,
the peso has depreciated very considerably on the “marché parallele” as a result of
domestic inflation. In April 1971 the authotities temporarily suspended all sales of
exchange to residents, except those requited to pay for perishable goods imports
and very small amounts for foreign travel. This was followed in May by the intro-
duction of what amounts to a multiple exchange rate system, involving a partial
devaluation of the peso, under which residents must pay “cotnmissions” varying from
Pesos 5o to Pesos 100 per dollar on their putchases of exchange for a range of invisible
transactions.



V. THE EURO-CURRENCY MARKET.

General developments. Despite the large repayment of funds to it by US banks,
the Euro-currency matket continued to expand quite rapidly in 1970. External assets
of the banks of the eight reporting European countries in seven foreign cutrencies
went up by $19.4 milliard and liabilities by $18.2 milliard. Net of duplication due to
redeposits between reporting banks but including positions vis-d-vis non-bank residents,
the outstanding amount of foreign cutfency credit channelled through the reporting
Eutropean banks may be estimated to have increased from about $44 to 57 milliard. .
This tise of about 30 per cent. came on top of a neatly 5o per cent. expansion in
.1969. The dollar compoenent is estimated to have gone up from $37.5 to 46 milliard.

It might have been expected that, given last year’s monetary ease in the United
States, the Euro-curtency market would, at the very least, have stopped expanding
significantly ot even that it would have actually shrunk in size. Neither of these
things happened. Instead, the market not only found other outlets for the money
being returned to it from the United States but also substantially increased its total
lending. It was able to do this in large part because of the high level of domestic
interest rates in countries outside the United States last yeat, principally in Europe,
Thus, interest rate differentials between the United States and Europe continued to
be an important factor in the market’s growth, only with the demand for funds coming
this time from Europe instead of, as in 1969, from the United States.

In 1969 the inflow of funds to the market had been larger than the offtake by
banks in the United States; similarly, in 1970 new Eutro-currency lending outside the
United States was much latger than the amount returned to the matket by US banks.

This indicates cleatly that there is not a fixed supply of funds available to the martket,
which moves from country to country according to shifts in the geographical demand
for credit, but rather that the market is able to expand its own resources by attracting
funds from vatious national financial markets to meet demand from whatever borrowers
are prepared to pay the necessary prices.

On both the supply and the demand side, the sources of last year’s growth of the
market wete different from what they had been in 1969, As regards supply, there were
two main differences. One was that the share of currencies other than the dollar in
the supply of new funds to the market increased quite considerably — on the basis of the
gross figures — from 15 to a little over 30 per cent. To a large extent this increase was
accounted for by Deutsche Mark, the uncovered yield on Euro-DM deposits having
been on the average higher than in 1969. Moreover, in the dollar part of the market,
‘wheteas in 1969 the exceptionally high interest rates paid by Euro-banks had drawn
an vnusually large volume of non-bank money directly into the market, last year
the supply of new funds came largely from banks. In pasticular, it included a substantial
increase in the volume of funds held in the market by official monetary authorities
in many parts of the world, owing to the combination of a vety large rise in dollar
reserves and the inability of the US money market to offer competitive rates, as it
had done in 1969, for foreign official deposits.
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On the demand side of the market, the outstanding feature of 1970 was that
non-banks, particularly in Eutrope, replaced US banks as the most important group
of borrowers. With generally tight credit conditions in Europe and the banks in
most European countries restricted in their domestic lending activity by credit
ceilings or higher marginal reserve requirements on foreign borrowing, there was
for the first time in the market’s histoty a very sharp increase in direct lending to
non-bank cotporations. The recourse of non-bank enterprises to Euro-currency
borrowing, particulatly in countries without exchange controls, constituted a threat
to the effectiveness of domestic credit-restraint policy which could not always be
averted through compensatory domestic monetary action. Furthermore, this widening
of the Buro-banks” direct contacts with non-bank customers appears to have caused
an increase in the extent of maturity transformation engendered by the Euro-currency
market. Another aspect of the shift in demand for Euro-dollars away from banks
in the United States was that, whereas in 1969 the matket had increasingly been
becoming an appendage of the US banking system, in 1970 the initiative to some
extent passed from the foreign branches of US banks to the other banks in the market.
Lasily, on the demand side also, the share of cutrencies other than the dollar in the
matket’s growth increased considerably between 1969 and 1970, ftom 15 to almost
35 pet cent. ' .

Total positions. Following upon incteases of $24.8 and 23 milliard in 1969, the
external liabilities and assets in domestic and foreign cutrencies of the banks of the
eight reporting European countties mounted by a further $22.6 and 21.1 milliard
tespectively in 1970, As in the pteceding year, the bulk of this expansion occurred
in foreign currencies, whereas domestic cutrency liabilities and assets went up by
only $4.2 to 18.7 milliard and $1.2 to 9.7 milliard. The rise in external domestic currency
assets was accounted for chiefly by Switzerland (4- $1.3 milliard) and that in liabilities
by Switzetland (+$1.6 milliard), Germany (4 $1.3 milliard), the United Kingdom
(+ $0.6 milliard) and France (+ $o.4 milliard).

The increase in the reporting European banks’ external liabilities in dollars
slowed down from $19.3 milliard in 1969 to $12.5 milliard last year, and that in dollar
assets from §17.2 to 12.7 milliard. The slight rise of §o.2 milliard in net assets is
explained by the fact that Euro-cutrency placements by the Bank for International
Settlements {BIS) are included in the assets of Swiss banks; without the BIS, there
would have been an increase in net liabilities, reflecting switching out of dollars into
other foreign currencies and dollar lending to residents. Not only the size but also
the composition of the change in gross dollar assets and liabilities was quite different
compared with 1969. Reflecting the shift in the main focus of Eutro-dollar borrowing
away from banks in the United States to European corporations, the increase in dollat
claims on banks slowed down from $16.3 to 7 milliard, while claims on non-banks,
which had accounted for only 5 pet cent. of the increase in total dollar claims in 1969,
rose six times as much as in 1969, viz. by $5.8 milliard. On the sources side the picture
was trather the reverse. Dollar liabilities to non-banks, which had gone up by $4.2
milliard in 1969 as a result of the very high interest rates and the weakness of capital
markets, edged up by only $o.8 milliard.



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

Dollars Other foreign currencies® )
End of vig--vis vig-3-vis of which
nd & banks | o= | Tl | oo | mon- | Total* |Deutsche| Swiss | Pounds
bhanks banks Mark francs 1 sterling
in millipns of US dallars
Liabilities
1968 December . | 10,640 4,130 | 14,770 3,080 510 3,570 a70 1,220 T10
1867 June . . .| 10,840 4,090 | 14,930 3,610 810 4,120 1,470 1,300 260
1967 December . | 13,440 4,680 | 18,120 3,680 470 4,150 1,670 1,400 800
1868 June . . .| 15,990 6,390 | 22,380 4,820 700 5,590 2,180 2,030 1,020
1988 December . | 20,630 8,240 | 26,870 5.620 1,040 | 6,860 3,010 2,290 800
1989 March. . .| 22,280 7,600 | 29,880 6,480 830 7.420 3,060 2,800 200
1969 Jung . . .| 29,270 8,690 | 37,960 7,780 1 1,320 a,110 4,260 3,290 210
1969 September. | 21,580 9,960 | 41,540 8,600 1,340 9,940 4,800 3,790 7680
1969 December . | 35,740 | 10,460 | 46,200 8,850 1,320 | 10,170 4,640 -4,030 B10
1970 March. . .| 34,050 | 11,100 | 46,050 9,660 1,370 | 11,030 4,420 4,970 870
1970 dJune . . .| 38,440 | 11,000 | 49,440 | 11,040 1,660¢ | 12,700 5,550 5,350 850
1970 September. | 39,460 | 10,770 | 50,230 | 12,410 2,210 | 14,620 5,830 5,740 240
1970 December . | 47,460 | 11,240 | 58,700 | 13,550 2,320 | 15,870 8,080 5,720 40
Assets
1966 December .| 13,970 2,100 | 16,070 3.150 690 3,840 1,420 830 800
1967 dune . . .| 13,930 2,650 | 16,580 3,670 B10 4,480 1,670 830 1,340
1867 December . | 16,460 3,430 | 19,890 3,720 B850 4,670 2,080 | 1,110 870
1968 _June oo | 21,240 4,320 | 25,560 4,200 1,340 5,540 2,730 1,570 600
1968 December. | 25,280 5,150 | 30,430 5,480 1,500 5,980 3,920 1,820 Gin
1969 March. . .| 28,420 5,230 | 33.650 5,380 1,670 7,050 4,020 1,850 590
1969 June . . .| 36,340 5,240 | 42,280 6,700 2,030 8,730 5,380 2,010 &T0
1969 September. | 38,710 | &,110 | 44,820 | 7,850 | 2,520 | 10,370 | 6,980 | 2,240 630
19689 December . | 41,540 6,020 | 47,630 8,030 2,160 | 10,190 5,990 2,880 580
1970 March. . .| 40,210 6,760 | 46,970 8,820 2,470 | 11,290 6,270 3,490 880
1970 June . . .| 43,470 8,560 | 52,030 9,560 2,980 | 12,540 6,850 3,930 | Ti10
1870 September. | 43,040 9,820 | 52,930 | 10,780 3,760 | 14,640 8,140 4,540 G40
1970 December . | 48,820 | 11,850 | 60,370 | 12,410 4,480 | 16,890 | 10,110 5,080 810
Net position

1966 December.| 23,330 |—2,080 | 1,300 90 180 270 450 |— 290 20
1967 June . . . 3,090 |—1,440 1,650 60 300 360 200 |— 470 390
1967 Decetber . 4,020 | —1,250 1,770 | . 40 380 420 390 |— 290 T0
1968 June , . . 5,280 |—2,070 3,180 |- 690 640 |— &0 S50 |— 460 |— 420
1988 December . 4,650 |—1,090 3,860 |— 140 460 320 910 |— 470 |=— 190
1969 March. . .| &,140 [—2,370 | 3,770 |—1,it0 740 |— 370 960 |— 980 [— 310
1969 June . . .| 7070 |—2,750 | 4,320 |—1,000 710 (— 380 | 1,120 |—1,280 |— 240
1969 September. 7,130 | —3,850 3,280 |— 750 1,180 430 2,180 |=1,550 |— 130
1969 December.| 5,800 |—4,370 1,430 |— 820 B840 20 1,380 |—1,050 |— 230
1970 March. . . 8,260 | —4,340 820 |— 840 1,100 260 1,850 |=—1,480 |— 80
1870 June . . .| 5,030 [—2,440 2,590 |—1,480 1,320 |— 160 1,300 |~1,420 |— 240
1970 September, 3,580 |— 680 2,700 |—1,630 1,550 |— 80 1,310 |—1,200 |— 300
1970 December . 1,060 8610 1,670 |=1,140 2,180 1,020 2,030 |— B840 |— 330

* Including, In addition to the currencies given separately, Frelnch francs, gullders and lire.

In contrast to developments in the dollat patt of the market, the expansion in
the banks’ external positions in the other six reported curtencies was much larger than
in 1969. After increases of $3.5 and 3.2 milliard in 1969, liabilities and assets went
up by §5.72and 6.7 milliard respectively. Liabilities to non-banks rose by $1 to 2,3 milliard
and claims on non-banks mote than doubled to $4.5 milliatd. The most impottant
single factor behind this development was lending to Germany. In fact, the Deutsche
Mark alone accounted for about 6o per cent. of the expansion in assets and liabilities
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in foreign currencies other than dollars, and the Swiss franc for a further 3o per cent.
- Sterling’s share in total foreign cuttency positions continued to decline.

Individual reporting conntries. Not surptisingly, banks in the United Kingdow
were most affected by the market’s slower rate of growth last year. Their external
foreign currency assets increased by $6.4 milliard, after a rise of $r1.8 milliard in
1969. The effects of the repayments by US banks were, of course, most particularly
~ felt by their London offices, whose new lending in foteign currencies declined between
the two years from $7.8 to 1.3 milliard. The external foreign currency asseis of other
banks in the United Kingdom, on the other hand, grew faster than in 1969, by $5.1
milliard as against $4 milliard. The difference in the réle of US bank offices in London
between the two years can be seen from the fact that, whereas in 1969 they had solicited
funds from othet banks in the United Kingdom for channelling to their head offices,
in 1970 they employed a majot patt of the funds they obtained from abroad for lending
to other UK banks, As a result their external net asset position, after increasing by
$0.8 milliard to $1.7 milliard in 1969, was eliminated in 1970.

Another striking feature was the sharp rise in direct foteign currency lending
by UK banks to non-banks abroad. After showing very little increase in 1969, assets
vis-3-vis non-banks doubled from $5.6 to 11.3 miiliard. Because of the tepayments
by banks in the United States, claims on banks edged up by only $0.8 milliard.

The slow-down in the growth of the UK banks® foreign assets was entirely
accounted for by assets in dollars, which after a $10.3 milliard increase in 1969 went
up by only $4 milliard. The slow-down in the growth of dollar liabilities, however,
was much less pronounced. As a result the UK banks’ net external debtor position in
dollars rose from 0.5 to 2.2 milliard; $1 milliard of this increase was used for net dollar
lending to non-bank residents, and $o.6 milliard seems to have been converted into
the other main Buro-cutrencies. Switching into sterling by the UK banks, on the other
hand, appeats to have been very slight. In order to underpin domestic credit restraint
and to avoid building up too large a volume of short-term indebtedness in foreign
currencies, Buro-currency borrowing by UK residents for domestic use was limited
in January 1971 to periods of five yeats and upwards.

In Germany, despite the introduction as from April 1970 of an additional 3o per
cent. reserve requirement on increases in their foreign liabilities, the banks’ net
external indebtedness in domestic and foreign currency rose from $2 to 3.7 milliard
last year. $1.4 milliard of this expansion was in Deutsche Mark and only partly reflected
Euro-currency borrowing. In fact, a substantial proportion represented the increased
use of the Deutsche Mark for reserve purposes. Thus, the German banks’ liabilities
to foreign monetary authorities rose by $0.8 milliard in 1970, the bulk of this increase

" apparently having been in Deutsche Mark. Net external liabilities in foreign currencies
went up by only $o.3 to 0.6 milliard. By far the greater part of German Euro-currency
borrowing in 1970 was in the non-bank sector and is, of course, not reflected in
these figures.

The external position of banks in Switgerland, including the Euro-curtrency
position of the BIS, continued to expand quite strongly throughout 1970. Their
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Liabilities and assets of ten countries’ commercial banks in
certain foreign currencies vis-a-vis non-residents.

us dollats Other currancies!
Countries End of month Liabil- Liabit-
itios Asgsets MNet ities Assels Net
In_milllens of US dollars

Belglum-Luxemburg. . . 1969 December 2,110 2,410 300 1,880 1,180 |— 710
1970 March 2,080 | 2,390 300 | 1950} 1,340 |— 610
June 2,600 | 2,800 200 | 2420] 1,970 [— 450
September 2,760 | 2,760 - 2,760 | 2,400 |— 380
December 3,730 3,330 |~ 400 3,020 2,000 | — 120
France . . . ... ... 1989 December 5,310 5,430 120 2,180 1,540 |— 640
to70 March 5,150 | 5,160 10| 2,180 | 1,530 [— &20
June 5,100 | 5,240 140 | 2,160 | 1,710 |[— 450
September 5,410 | 5,200 [— 210 | 2,350 1,880 |— 370
December 6650 | 6010 |— 640 | 2410 | 2,120 |— 280
Germany . . - - . . . 1969 December 2,000 1,670 |— 330 80 120 a0
1970 March 2,030 | 1,870 |— 360 150 160 10
June 1,660 | 1,480 |— 180 140 160 20
September 1,980 | 1,670 |[— 310 180 180 10
December 2,690 | 2,050 |— 640 180 190 10
Maly .. ........ 1969 December 4,650 | 4,780 130 | 1.840 | 1,620 [— 20
1870 March 4,110 | 4,180 s0 [ 1,540 | 1,770 230
June 4,410 | 4,330 |— 80} 1.880 | 1,880 330
Saptembar 4,630 4,620 |— 10 1,930 2,170 240
December €930 | 6,650 |— 280 | 2,440 | 2,670 230
Netherlands . . . . . . 1989 December 1,500 | 2,140 550 980 700 |~ 280
’ 18970 March 1,760 | 2,240 480 | 1,260 930 [— 330
June 1,960 | 2,830 670 | 1,490 | 1,080 |— 430
September 1.840 | 2,820 280 1,810 ¢ 1,270 |— 640
December 2,090 | 2,070 880 | 1,93¢ | 1,300 [— B30
Sweden . . ... ... 1969 December 300 420 120 150 220 70
1970 March 300 400 100 230 290 60
June 340 460 120 240 300 &0
September 440 580 140 160 210 50
December 320 520 200 150 200 1}
Switzertand® . . . . . . 1969 Decomber 4,460 | 5,526 | 1,080 &30 ] 31,680 1,050
1970 March 4,560 |. 5640 | 1,080 850 { 1,630 | 1,080
June 4,820 | 7,240 | 2,420 670 | 1,320 650 |
September 4,580 | 7,600 | 3,020 880 1,590 710
December 4,800 | 9.800 | 4,700 | 1,100 | 1,800 790
United Kingdom 1969 Decombér 25,780 | 25,260 |— 520 | 2,710 3,230 520
1970 March 26,050 | 25,310 |— 740 | 3,200 | 23,540 340
dune 28,550 | 27,880 {— 700 | 4,030 | 4,140 110
September 28,500 | 27,680 ([— 910! 44850 | 4,730 280
Decoember 31,400 | 29,250 |—2,150 ] 4,640 | 5,620 980
Total . « . . . .. 1969 Decomber 46,200 | 47,630 | 1,430 | 10,170 | 10,190 20
1970 March 46,050 | 46,870 220 | 11,030 | 11,290 260
June 49,440 | 52,030 | 2,590 | 12,700 | 12,540 |— 160
September 50,230 | 52,930 { 2,700 | 14,620 | 14,540 |[— 80
December 58,700 | 80,370 | 1,870 ] 15,870 | 16,890 1,020
Capada . . ... ... 1969 December 4,240 8,170 1,830 o0* 140° 50
1970 March 4,360 | 6,080 | 1,730 100° 130° 30
June 4,850 | 6,450 1,600 140° 130°|— 10
September 5040 [ 6,750 [ 1,710 t00° 160° 80
December 5,370 | 7.430 | 2,080 1307 170° 40
dapan . . - . . . ... 1969 December 3,810 5,470 1,660 330 360 30
1970 March 3,880 | 5,300 | 1,420 300 340 40
dune 3,940 { 5,580 ] 1,620 400 330 [—= 70
September 3,980 | 6,250 | 2,300 310 350 40
December 4,670 | 870 | 2,200 310 410 100

1 Deutsche Mark, French francs, guilders, lire, pounds sterling, Swiss francs.

and fiabilities of the BIS,

2 All other currencies, but mainly stetling.

2 Including Euto-cutrency assets
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external labilities in Swiss francs rose by $1.6 milliard and those in foreign currencies
by $1.1 milliard, while their assets went up by $1.3 and 4.6 milliard respectively.

In France the banks’ net external liabilities rose by $0.7 to 1.8 milliard, half of
the increase being in domestic currency. In dollars alone their net extetnal position
shifted from $o.1 milliard of assets to $o.6 milliard of liabilities, while at the same time
they reduced their dollar deposits with the Bank of France by $0.6 milliard. On the
other hand, the French banks’ net external labilities in the other reported foteign
currencies declined by $o.3 milliard.

Banks in Belgium-Luxembarg recorded the largest percentage increase — 70 pet
cent. — in external foreign currency assets and labilities. Their overall net position,
however, showed relatively little change. Their net external dollar position shifted
from $o.3 milliard of assets to $o.4 milliard of liabilities, but their net indebtedness
in other foreign currencies declined by $0.6 milliard. Claims on foréign non-banks
]umped from $0.6 to 2.4 milliard, mainly in dollars and Deutsche Matk.

In J#aly neatly the whole of the $3.1 and 2.9 milliard increases in the banks’
external foreign currency liabiliies and assets occurred during the fourth quarter
of 1970; and a substandal part of these fourth-quarter changes seems to have been
associated with end-year operations. Foreign currency lending to residents edged up
by only $o.2 to 2 milliard.

Sources and nses. The tables on pages 164 and 16+ indicate the origins and destina-
tions of Euro-currency flows. The differences in the coverage and conception of the
two tables were described in last year’s Annual Report {pages 155 and 157). A new
feature this year is the inclusion in the table on page 164 of an estimate for the total
of all reported currencies combined. Partly because the data for other currencies are
less cornplete than those for the dollar, their inclusion complicates the task of estimating
the size of the market and inevitably widens the inherent margin of error. In view of
the quantitative importance of Euro-DM and Eutro-Swiss franc flows in 1970, however,
a break-down for the dollar alone would not have been wholly satisfactory.

Three points are worth stressing about the figures in the table on page 164.
Firstly, they are artived at by defining all liabilities and assets vis-d-vis the outside
area as original sources and ultimare uses of Euro-currency funds. Thus, there is no
netting-out when funds are lent to outside-area banks and redeposited by them with
banks inside the tepotting atea. Secondly, the figures in the dollar part of the table,
under both soutces and uses, include all Evro-dollar credit flows, even if they show
up in dollats on one side only of the reporting banks’ balance sheets. Thus, funds
received in the form of dollars but switched by the banks into Deutsche Mark would
also be included on the dollar uses side, under “banks”.

Thitdly, it is worth emphasising that, contrary to what is sometimes supposed,
the size of the dollar component of the Euro-curtency market is not limited by the
total of US banks’ liquid liabilities to non-residents. In fact, at the end of 1970 the
former happened to be $46 milliard and the latter $42.7 milliard. Moreover, the figure
of $42.7 milliard includes substantial dollar assets held directly in the United States
by non-residents other than the BEuro-banks, in particular by foreign monetary
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authotities, The Furo-currency matket is essentially a vehicle for international capital
flows. The dollar part of the market, as measured in the table on page 164, represents
simply the cumulative amount of such flows that have taken place in dollars through the
banks of the eight reporting European countries. The fact that these flows are
denominated in dollars does not make them any different from other capital flows
as regards their relation to the external liquid liabilities reported by banks in the
United States. In particular, capital flows in dollats between countties othet than the
United States —- which accounted for the greater part of Euro-dollar credit out-
standing at the end of 1970 — do not, by and large, have any effect on the volume of
US liquid liabilities, but only on their country distribution,

Net of the double-counting that ensues when credit lows pass through more
than one reporting bank on their way from the original suppliers to the ultimate users,
the total volume of Euro-currency credit channelled through the banks of the eight
reporting European countries is estimated to have expanded from about $44 milliard
at the end of 1969 to roughly $57 milliard a year later. This increase of $13 milliard
occurred despite a decline of $3.7 milliard in claims on the United States. Repayments
by US banks to their foreign branches duting the year, at §5.1 milliard, wete §1.4
milliard larger than this drop in reporting banks’ total claims on US residents; and it

*is ptobable that the difference between the two changes partly reflects Euro-dollar

bottowing by US non-banks. This appears to be confirmed by the US balance-of-
payments statistics, which show a $1.1 milliard increase in US non-bank Mabilities
towards the United Kingdom.

The teduction in assets vis-a-vis the United States was more than offset by an
expansion in claims on the rest of the outside area of $7 milliard -~ about two and a
" half times as much as in 1969, when the demand from US banks had been such as to
limit what other botrowers could obtain from the market. Over go pet cent. of this
$7 milliard rise was denominated in dollars and about 6o per cent. occurred during the
second half of the yeat. Moreover, it appears that a substantial part of the increase
represented lending to non-banks, Claims on “Other western Europe™ went up by
$1.3 milliard and those on Canada and Latin America by $1.0 milliard in each case.
Other important takers were Japan (0.9 milliard) and eastern Europe ($0.6 milliard).
At $1.9 milliard, the largest increase was vis-a-vis “Other”, for which a further break-
down is not available but which includes the Bahamas and Bermuda.

Inside-area claims rose by $9.7 milliard, about half of which seems to have been
in currencies other than the dollar, notably Deutsche Matk (the $10 milliard advance
in intra-area dollar claims shown in the table on page 165 includes substantial double-
counting). Moreover, $7 milliard of this increase represented direct lending to non-
banks and in large measure reflected Buto-currency borrowing by German and British
ptivate firms and by Italian semi-public corporations. The estimated $2.7 milliard
growth in “bank” uses of Euro-cuttrency funds was largely due to inwatrd switching
of Euro-dollars and to the taking-up by German banks of DM funds from the Euro-
currency market,

More details of inside-atea flows can be seen from the table on page 165. This
shows increases of §1.3 milliard and §3.1 milliard in the reporting banks’ assets vis-a-vis
Germany in dollars and other currencies respectively. Claims on the United Kingdom



Estimated size of the Euro-currency market
{outstanding amount of foretgn currency credits channelled through reporiing European banks).

Sources Uses Net position?
Country or area End-1869 | End-1870 | End-1969 ‘ End-1970 | End-106% | End-1870
in_milliards of US dollarg
All Euro-currencies
Reporting European area . . . . . 22.3 28.5 16.2 S 24.9 - 71 — 3.6
of which: Banks®. . . . . .. .. 16.3 14.% 7.1 9.8 - 3.2 - 4.7
Non-banks . . . . . .. 12.0 14.0 a.1 i15.1 -— 3.9 + 1.1
. United States . . . . . ... ... 4.1 4.5 16.8 13.1 + 12.? + 8.6
Rest of the world . . . . . . . .. 17.6 24.0 12,0 19.Q — 5.8 — 5.0
Totab . . . ....... 44.0 57.0 44.0 57.0 - -
Bollars
Reporting Eurgpean ared . . .. . 18.3 21.0 11.8 17.4 — 6.7 — 3.6
of which: Banks®, . . . . . . .. a5 11.3 6.0 C 7.3 —25 — 4.0
Non=pamks . . . . . .. 2.8 .7 5.6 10.1 -— 4.2 + 0.4
United States . . . . . . ... .. 3.8 4.2 16.5 12.7 +12.7 + 85
‘Rest of the world . . . . .. ... 15.4 20.8 2.4 15.9 — 6.0 — 4.9
Total . . . ... v v ar.s 46.0 3r.5 46.0 — -_

1 A minus slgn indlcates that the country ar area In question is a net supplier of Euro-currency funds, whereas
a plus sign indicates that it is a net user.

% Includes: (a) under *'Sources', deposits by official monetary institutions of the reporting area, the banks' con-
versiong from domestic inte forelgn currencles and toreign currency funds obtained by the reporting
banks from the banks in the country of issue of the currency in question {such as funds recelved in
Deutsche Mark from German banks); .

(b} under'*Uses”, the banks' conversions from foreign currencies into domestic currencies and foreign
currency funds supplied by the reporting banks to the commercial banks of the country of issue of the
currency in question {such as DM funds deposited with German banks).

3 Includes: (a) under “Sources', deposits by monetary fnstitutions of the reporting area and the banks' conver-
stons of domestic or third-curreney funds into dollars;

{b) under “Uses™, funds converted from dollars into domestic or third currencies.

and Italy went up by $3.6 and 2.8 milliard respectively, but these figures should be
viewed in the light of the $1.6 and 1.4 milliard increases in liabilities vis-d-vis the two
countries,

On the sources side, about $6.2 milliard out of the estimated $13 milliard
growth in Buro-currency ctedit outstanding seems to have been supplied from within
the reporting European area. The greater part of this amount, about $4 milliard,
came from bank sources. Liabilities to non-banks within the reporting area, the rapid
expansion of which had been a prominent feature of Euro-currency developments in
1969, went up by the relatively modest figure of $2 milliard in 1970 — apparently
all in currencies other than the dollar. Outside the reporting area, liabilities to the
United States rose by only §o.4 milliard, but funds supplied from the rest of the world
increased by $6.4 milliard, which was only $0.8 milliard less than in 1969. Liabilities
to “Other western Europe” went up by $r.9 to 5.1 milliard, and those to Latin
America, Canada and the Middle East by $1.4, 0.9 and 0.8 milliard respectively.

A substantial part of the increase in bank funds coming from inside the reporting
area, as well as of the funds received from the outside area (excluding the United
States), teflected increased Euro-dollar holdings, either direct ot indirect, of official
monetaty institutions. In 1969, with deposits of foreign official agencies exempt from
the Regulation Q ceilings, banks in the United States had been able to offer such agencies
interest rates that were competitive with those quoted for Euro-dollar deposits. Indeed,
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Foreign currency positions of reporting Eurgopean banks
vig-4-vis non-residents.

Dacember 1969 June 1970 December 1970
. " Other Other Other
Positlons vis-a-vis | pojiars | cur Total | Dolars | cur- Total | Dollars | cur- Total
rencies* renties® rencies®
in mjlligns of US dollars
Liabilitles
Qutside area

Cthar western

Europe 2,720 410 3,200 2,810 480 3,280 4,470 640 5,110
Eastern Europa 1,030 370 1,400 850 470 1,320 1,020 620 1,640
Canada . . . . 2,940 129 3,080 3,410 70 3,480 3,780 140 3,920
dJapan . . . . . 400 30 430 340 30 370 &50 a0 580
Latin America . 2,550 180 2,730 2,940 240 3,180 3,670 440 4110
Middle East . . 2,000 270 2,270 2,440 430 2,870 2,680 440 3,120
Other . . . . . 3,880 8D | 4,870 | 4,360 740 | 5,100 | 4,670 as0 | 5,530

Total . . . 15,400 2,260 { 17,660 | 17,180 2,460 | 19,610 | 20,840 3,170 | 24,010
United States 4,550 260 4,810 5,040 160 5,190 5,000 240 5,240

Total outside :

arsa 19,950 2,520 | 22,470 | 22,180 2.610 | 24,800 | 25,840 3.410 | 29,260
Inside area .
Belgium 2,320 440 2,760 | 2,170 630 2,800 2,050 830 2,980
France 3,470 700 4,170 2,980 800 3,790 3,940 1,180 5,090
Garmany 850 1,050 1,910 1,110 1,430 2,540 1,470 1,660 3,130
Raly . . . ... 4,230 940 5,170 3,350 1,140 4,490 5,000 1.660 6,580
Netheriands . . 1,780 620 2,400 2,180 790 2,880 2,500 860 3,360
Sweden . . . . 250 80 340 300 110 410 360 80 440
Switzerland 7.210 32,490 | 11,400 9,250 4,540 | 13,790 | 10,970 5,510 | 16,480
United ¥ingdom | 4,770 670 5,440 5,160 840 6,100 5,900 1070 7,080
Total inside
area . ., . .| 25,590 8,000 | 32,590 | 26,520 | 10,380 | 38,200 | 32,280 | 12,820 | 45,100
Unallacated . . G660 — 860 730 _ 730 580 - E80
Grand tetal 46,200 | 10,520 | 56,720 | 49,440 | 12,990 | 62,430 | 58,700 | 16,230 | 74,930
! Aggetls.
Outside area
Other westarn .

Europe. . . .| 1,810 580 | 2,190 1,880 5850 2,530 2,600 aso 3,450
Eastern Europe 1,000 530 1,530 1,290 560 1,850 1,650 500 2,150
Canada . . . . 1,380 110 1,470 1,670 140 1,810 2,320 160 2,480
Japan . . . . . 1,490 210 1,700 1,890 230 2,120 2,320 230 2,650
Latin America . | 1,440 6680 2,100 1,970 | &80 2,850 2,470 680 | 3,150
Middle East . . 460 80 540 430 70 520 810 80 890
Other . . . . . 2,120 370 2,490 3,080 420 3,480 3,780 600 4,380

Total . . . .| 9,480 | 2,640 [ 12,020 (12,210 | 2,750 | 14,960 [ 15,850 | 3,100 | 19,050
Unlted States . | 17,780 260 | 18,010 | 17.560 280 | 17.840 | 13,990 350 | 14,340

Total vutside

area . . . .| 27,230 2,800 | 30,030 | 29,770 3,030 | 32,800 | 29,840 3,450 | 33,320
ingide area
Belgium . . . . 1,360 280 2,350 1,680 1,160 2,820 2,260 1,410 3,670
France 3,300 930 4,230 3,120 1,040 4,160 4,680 1,200 5,880
Germany 1,610 2,280 3,800 1,730 3,430 8,180 2,870 5,410 £,280
Maly . . .-. .. 3,060 740 3,800 3,160 700 3,860 5,810 1,070 5,580
Metherlands . . 1,050 540 1,590 1,270 G20 1,890 1,610 1,000 2,610
Sweden . . . . 270 240 510 350 250 600 480 250 730
Switzarland , . 1,990 800 2,890 2,350 280 3,330 2,500 1.550 4,050
United Kingdom 7480 1,120 8,800 2,610 1,820 | 10,300 | 10,250 1,870 | 12,220
Total inside
area . . , .| 20,120 T, 740 | 27,860 | 22,250 9,870 | 32,120 | 30,160 | 13,860 | 44,020
Unallocated . .} - 280 - 280 10 el 10 270 _ 270
Grand total .i{ 47,630 | 10,540 | 58,170 | 52,030 | 12,000 | 64,930 | 60,370 77.680

17.3%0

* Deutsche Mark, French france, guilders, lire, paunds stetling, Swiss france. For the UK banks the positions in all
foreign currenciss are included; this accounts for the fact that the totals In this table aro slightly larger than those

given in the tabies on pages 159 and 161.
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following the introduction of a 10 per cent. marginal reserve requirement on their
Euro-dollar borrowings in September 1969, banks in the United States could afford
to pay higher rates for official deposits (which wete subject to 2 maximum reserve
requitement of 6 per cent.) than their branches operating in the Euro-dollar market.

In 1970, however, with the gradual easing of US monetary policy and the partial
suspension of the Regulation Q ceilings in June, the US banks regained normal access
to domestic funds, while at the same time demand from European sources kept
Euro-dollar rates above comparable rates in the United States. As a result, banks in
the United States were no longer interested in offering foreign monetary authorities
deposit rates competitive with those quoted in the Euro-dollar market.

It may be added in this connection that it is not surprising that monetary
authorities turned towards the Euro-dollar market last year. For many of them,
especially those in less-developed countries, it is permanently a matter of some interest -
to obtain a favourable yield on their exchange teserves. Central banks are responsible
for conserving the value of their countries’ official external monetaty assets and many
smaller central banks are dependent on the income from their exchange reserves.
In times of mounting inflation, the preservation of this value means secuting a
reasonable return on them. Altogether, the increase in official placements in the Euro-
currency matket during 1970 may have been not much under $7 milliard.

On a net basis, the main feature of Euro-currency flows last year was a $4.1
milliard reflux of funds from the United States, about $3.5 milliard of which may be
estimated to have gone to the reporting Eutopean atea and $0.6 milliard to the rest
of the world. This latter amount includes, among other flows, $o.7 and o.4 milliard
of net new borrowing by Japan and eastern Europe respectively, and $o.6 and
o.5 milliard of net new lending by “Other western Europe” and the Middle East.

Interest rate developments, The petiod under review saw the reversal of the steep
rise in interest rates that had cartied the Euro-currency rates to unprecedented peaks in
1969. In the first quarter of 1970 the initial signs of monetary relaxation in the United
States and the reversal of end-yeat operations led to a considerable easing in market
conditions. As a tesult of the upward adjustment of Regulation Q ceilings in the
second half of January and a decline in US money-market rates, it gradually became
easiet for US banks to raise funds on the domestic market. Thus, between 14th January
and 2znd April they reduced their Euro-dollar indebtedness from $14 to 11.5 milliard
and the three-month Euro-dollar rate dropped from 115/, pet cent. around the middle
of December 1969 to 8 per cent. in the middle of April 1970,

In the second half of April, however, an unexpected deterioration in the climate
of the US money and capital markets led to a renewed tightening of conditions on the
Euro-curtency market. The US banks’ takings from their foreign branches began
to edge up again, while at the same time there was a strong Eutopean demand for
Euro-currency funds, which was partly due to large-scale borrowing by Italian semi-
public enterprises. The three-month Euro-dollar rate went up again to over 9% pet
cent. in June and the growth of the market accelerated sharply, the external foreign
currency assets and liabilities of the repotting European banks tising by $6.3 and 5.1
milliard respectively during the second quarter,



Interbank rates on three-month Euro-currency deposits.
Monthly averages, in percentages per annum,

Swiss franc

On 24th June the US authotities suspended the Regulation Q ceilings on time
deposits of 100,000 ot more with maturities of 30-89 days. This meant that US banks
regained freer access to domestic funds and therefore that their recourse to outside
funds again became subject primarily to cost rather than awvailability considerations.
With compatable Euro-dollar rates showing in the second half of June a premium
of about 114 pet cent. ovet rates on certificates of deposit and with borrowing above
the reserve-free ceilings being subject to much higher reserve requirements, the US
banks reduced theit indebtedness to their foreign branches by $1.8 to 10.3 milliard
between 24th June and sth August while at the same time obtaining $5.5 milliard
on the domestic market by means of issues of new CDs. The three-month Euro-dollar
rate eased to about 8 per cent. around the middle of August, and would have fallen
furthet but for the very strong demand for funds by European (notably German)
non-bank borrowers.

By August most banks had reached their reserve-free botrowing ceiling, and in
view of the still somewhat uncertain US credit-market outlook were hesitant to go
below it. Moreover, the drop in Euro-dollar rates had considerably reduced the cost
advantage of CD' funds. Towards the end of September, however, the downward
trend of US interest rates became mote pronounced and the US banks began to whittle
away quite rapidly their reserve-free quotas. In late November the US authorities
attempted to slow down these repayments by doubling from 10 to 20 per cent. the
teserve requitement on any botrowing beyond the reserve-free ceiling (this ceiling
being automatically adjusted downwards if a bank reduces its Euro-dollar indebtedness
below its reserve-free base as determined by the level at which this indebtedness
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stood in the November 1970 reserve-computation period). Notwithstanding this
measure, banks continued to reduce their liabilities to foreign branches, which fell
from $10.5 to 7.9 milliard between mid-September 1970 and mid- Januaty 1971, while
at the same time their domestic CD liabilities rose from $21.1 to 27 milliard.

Despite the large reflux of funds from the United States, Euro-dollar rates declined
much less than US money-market rates in the fourth quarter. This was due partly
to year-end influences and partly to continued strong non-bank borrowing (notably
in Getmany and the United Kingdom). The gtowth of the Euro-curtency market
accelerated again during the quarter, In fact, at $8.5 and 7.4 milliard respectively,
the increases in the reporting Buropean banks’ external dollar liabilities and assets
wete the second largest yet recorded in any quarterly period, although these figures
are of course inflated by year-end factors.

" One salient feature of the Euro-currency market in 1970 was the absence of the
wide spreads between rates for the various currencies which had characterised most of
1969. In the first nine months of that year, for example, three-month DM deposits
had yielded 5 percentage points less than dollar deposits and three-month stetling
deposits at times nearly 10 percentage points more, These differentials had narrowed
vety sharply with the return of confidence to the exchange markets following the
revaluation of the Deutsche Mark, and in 1970 the different rates stayed much closer
to each other, With the shift in the focus of demand for Euro-curtency funds away
from the United States to Germany, rates on three-month DM deposits wete on average
3 percentage points higher than in 1969 and at times they were above the corre-
sponding dollar rates. This helps to explain the extremely rapid growth of BEuro-DM
deposits in 1970.

The downward movement of US money-market rates accelerated again in eatly
1971, thus further strengthening the incentive for US banks to repay Euro-dollats. In
fact, between the middle of January and the middle of May they reduced their indebt-
edness to their foreign branches from $7.9 to 1.6 milliard. In order to mitigate the
international impact of these repayments, the US authorities began to pull back some
of the funds in question to the United States by offering the banks’ foreign branches
special paper which could be counted by the US head offices towards the maintenance of
theit reserve-free ceilings. Thus $1.0 and o.5 milliard of special paper issued by the US
Export-Impott Bank were taken up by the foreign branches in January and March
respectively, and another $1.5 and o.5 milliard of papet issued by the US Treasury
were taken up in April and May respectively. This rechannelling of funds of course
moderated the downward pressure exerted both on the volume of the market and on
Euro-dollar rates by the US banks’ repayments, and the premium of three-month
Euro-dollar rates over cortesponding CD rates in the United States widened from
0.8 pet cent. in the middle of Januaty to well over 1.5 per cent. in the first half of April.
The size of this premium must itself have been an important factor-influencing the
volume of the US banks’ repayments.

The three-month dollar rate declined from somewhat over 6 per cent. in eatly
January to 5 per cent. in the first three weeks of March. In April the efforts made by
the US monetary authorities to put the emphasis of monetary ease on long-term interest
rates, and to push up short-term rates in the interest of the international position of



the dollar, began to be reflected in Euro-dollar rates, which went up again to 6 per
cent. at the end of the month. And in early May the turmoil in the exchange markets
did not leave the Euro-currency ficld untouched. The prospect of parity changes led
both to some withdrawals of funds from the market and to a strong demand for
conversion into the currencies regarded as candidates for revaluation. As could be
expected, the tensions were particularly strong in the short-term field and the call-
money rate was pushed up from about 5 per cent. in April to a peak of over 10 per cent.
on 6th May. The three-month rate, while continuing on an upward path, was also
subject to pronounced fluctuations. It jumped to 734 per cent. at the height of the
currency crisis in early May, receded to a low of 63 per cent. in the second half of that
month, and, partly under the influence of further uncertainty about the Deutsche
Mark, touched a peak of 81} per cent. on 2nd June.

Despite the reversal of end-year operations, US repayments and the imposition
of restraints by the UK authorities on foreign . cutrency botrowing by non-bank
residents, the volume of Euro-currency credit seems to have been well maintained in
the first quarter of 1971. There was apparently continued strong demand for Euto-
currency funds from non-bank bortowers, particularly in Germany. And, in view
of their large premium over comparable money-market rates in the United States,
the decline in Euro-dollar rates apparently did not lead to major withdrawals of funds
from the market. To the extent that some withdrawals may nevertheless have occurred,
they seem to have been motre than offset by the expansionary effect of the very large
first-quarter deficit in the US balance of payments.



VI. THE EUROPEAN MONETARY AGREEMENT.

The Buropean Monetary Agreement (EMA), which came into force on
27th December 1958, serves as a framework for co-operation between the monetary
authotities of Contracting Parties, with the broad objective of encouraging multi-
lateralism in international trade and currency convertibility. Its two principal operational
aspects are: the Buropean 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, is entrusted with the execution of all
financial operations under the Agreement.

Review of the Agreement.

Following a comprehensive review in 1968, the Agreement was renewed
unchanged for a further three-year period until 315t December 1971, although some
minor technical amendments were made to the Directives for its application. While
the Agreement has been kept under review, no subsequent changes have been made to
it or to the Directives. In July 1970, however, the Board of Management, under its
powet to take decisions relating to the execution of multilateral settlements, provided
for certain procedural measures connected with the working of the exchange rate
guarantee. A further general assessment of the Agreement is curtently being carried
out to decide on its future after 315t December 1971,

Operations under the Agreement,

Enropean Fund. At the end of March 1970 the total of credits outstanding was
$115 million.* Of this amount, $1o0 million represented credits to Tutkey and $15
million a credit to Greece.

On sth Februaty 1971, the due date and value date for multilateral settlements
for January, Greece repaid $15 million, being the final instalment on a credit of $30
million granted in February 1966.

In February 1970 the Turkish authorities requested the postponement of repay-
ments of the ninth and tenth credits amounting to $4¢ million due on 3o0th April 1970
and of the first instalment, of §5 million, under the seventh credit due on 315t May
1970. In view of the exceptional circumstances -— the Turkish Government had
resigned after its budget proposals had failed to gain acceptance in Parliament — the
Council decided, on the recommendation of the Board of Management, to postpone

* For convenience, the dollar sign ($) is used throughout the text of this chapter, whether the
amount referred to is in US dollars, gold or EMA units of account,
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the repayments until 31st July 1970. Subsequently, in order to give the new government
time to devise and apply appropriate measures to remedy the balance-of-payments
situation, the repayments were further postponed until 3oth October 1970,

On zgth May and 29th July 1970, the due dates, Tutkey repaid the eighth and
ninth instalments, each of §5 million, under the sixth credit.

On 10th August 1970 the Turkish lira was devalued by 40 per cent, and an
economic stabilisation programme was brought into force. This provided for the
abolition of the existing multiple exchange rate system, more effective central-bank

EMA : Utllisation of crédits granted from the European Fund, .

Greace lceland Spain Turkey Totals
value ?et\to for Avall- | Draw- § Avail- | Draw- | Avail- | Draw- [| Avail- | Draw- | Avail- | Draw-
settlements able | ings | able | ings | able | ings || able | inas | able | Ings [ Total
for and out- and out- and out- and out- and aut- | credit
month un- |stand-( un- |stand-] un- | stand-] un- {stand-] un- | stand- |granted
drawn | ing || drawn ing |drawn| ing drawn ing drawn ing
Tn_milllons of units of account
1959
February . . . . i5.0 —_ - —_ _ _ 21.5 — 36.5 — 36.5
December, . . . - - -_ -_ %1.0 24.0 0.5 21.0 51.8 45.0 26.5
1960 '
December. . , - - 5.0 70| 760 | 240 150 | 21.5]| 96.0 ] S2.5|148.8
1961
December. . ., . - - 7.0 E.0 — - - 50.0 70| 5%.0| &2.0
1962
December, . . . - - 5.0 - - - - 80.0 501} 80.0| as.0
1963
December, . . . — — — — - - - 25.0 - 95.0 | 55.0
1964
December, . . . - - — —_ - - - 106.0 — 105.0 | 105.0
1965 .
December. | . | - - - - - - — | &0.0 - 90.0 | 90.0
1966
December. . . . - ool — - - - — s00] — |[1100{1100
1967
December. . . . — 30.0 - - - - - 95.0 — |125.0 | 125.0
1268 -
December, . ., . - 30.0 -— 5.0 - - —_ 110.0 - 145.0 1 145.0
1869
January, . . . . - 5.0 — 5.0 - - -_ 110.0 — 140.0 [ 140.0
March . . ... — 25.0 — 5.0 - - - 105.0 — 135.0 | 135.0
Aprl . .. .. _— 25.0 _ - - - - 105.0 _ 130.0 | 130.0
1870 .
Janvary. . . . . -_ 15.0 _ - - -— -_— 106.0 — 120.0 | 120.0
March . . . .. - 15.0 —_ _ - - - 100.0 _ 1150 | 115.0
May. . .. ... - 18.0 -— — - - _ 85.0 —_ 110.0 | 110.0
duly ... L. - 15.0 -_— -_— —-— - _ 20.0 —_ 105.0 | 106.0
October . . . . — 15.0 -_ -_ - -_— -_— 115.0 -_— 130.0 | 130.0
1971
Janvary. . . .. - - - - - - - |1150] - |115.0}115.0
February . . . . - - - - - —_ - [130.0 - 130.0 | 130.0
March ., . ... —-— - —_ -_ - - — 130.0 —_ 130.0 | 120.0




control over the money supply and a tightening of fiscal policy. In support of the
programme Turkey requested financial assistance from both the International Monetary
Fund and the European Fund. '

In tesponse to the Turkish request the Board of Management recommended
. that Turkey be granted credits totalling $115 million, partly to strengthen its foreign
exchange resetrves over the period during which the stabilisation measutes were to
take effect, and partly for refinancing purposes. In October 1970 the Council, in
accordance with recommendations of the Board of Management, decided to grant to
Turkey the following credit facilities from the European Fund:

(a} A credit of $40 million — the eleventh — consisting of two tranches, the fitst
amounting to $25 million, available from 3oth October 1970, and the second
of $15 million, available from 15th February 1971, the release of the latter
being dependent upon a further examination by the Board of Management
of Turkey’s economic and financial situation. This credit bears interest at
the rate of 31% per cent. per annum and is repayable in seven instalments, the
first, of $10 million, being due on 3o0th October 1971 and the remaining six,
each of §s million, on 315t March 1972, soth June 1972, 3oth September
1972, 315t March 1973, soth June 1973 and soth September 1973.

(b) A credit of $65 million — the twelfth — consisting of three tranches of $s,
45 and 15 million and available, from the dates shown, for the refinancing of
the following repayments:

$5 million due on 28th October 1970, being the tenth repayment instalment
of the sixth credit;

$45 million due on 3o0th October 1970 (after the postponement of matutities
mentioned above), being the first instalment (§5 million) of the seventh
credit and the whole of the ninth and tenth credits ($25 and t5 million
respectively);

$15 million due on 14th March 1971, being the eleventh repayment
instalment of the sixth credit.

This credit beats interest at the rate of 4 per cent. per annum and is repayable
in three instalments of §5 million due on 31st December 1971, 1972 and 1973
and eight instalments of $6.25 million due at the end of each quarter from
315t March 1974 to 31st December 1975.

(c) A credit of $10 million — the thirteenth — granted in two tranches of §5 million
to finance the repayment of the second instalment of the seventh credit due
on 31st May 1971 and the twelfth instalment of the sixth credit due on 3oth
October 1971. The two tranches of this credit will be available, at Turkey’s
request, on the respective dates, The credit bears interest at the rate of
3% per cent. per annum and is repayable on 315t May 1972, when the remain-
ing amount of $15 million representing the third instalment of the seventh
credit will also fall due for repayment.

In October 1970 the first two tranches, totalling $50 million, of the above-
mentioned twelfth credit were drawn by Turkey to finance repayments due in that
month.



On sth November 1970, the value date for multilateral settlements for October,
Tutkey drew the first tranche, $25 million, of the eleventh credit and on 16th Febtuary
1971, following the approval by the Boatrd of Management, Turkey drew the second
and last tranche, $15 million, of the eleventh credit.

Finally, on 14th March 1971 Tutkey drew the third and last tranche, $15 million,
of the twelfth credit to finance the repayment due in that month.

All these transactions are included in the table on page 171, which shows the
posidon regarding the utilisation of credits from the Buropean Fund at the value
date for multilateral settlements (the fifth working day of the following month) for
Pebruary 1959, when the first credits were granted, for the end of each year from 1959
to 1968 and for each month from end-1968 to Match 1971 in which transactions took
place. ' ' :

On the vatious credits granted between June 1959, when the first drawing was
made, and March 1971 there were thitty-nine drawings totalling $519.5 million.
Repayments have amounted to $389.5 million. The amount outstanding at the end of -
Match 1971, therefore, was $130 million, all of which was owed by Turkey.

Multilateral System of Settlements. The history of the opetations under the Multi-
lateral System of Settlements was described in the last Annual Report (pages 166-168).
Thete have been no settlements under this System during the year ending 315t Match
1971. Following the devaluation of the Turkish lira new buying and selling rates
applicable from 1oth August 1970 were declated by the Turkish authorities. Special
settlements for balances held in that cutrency were therefore arranged by the Agent
for 19th August 1970, but no amounts were notified for settlement.

The cumulative total of settlements, therefore, still stands at $%2.6 million.

. No amounts of interim finance have been drawn under the Agreement since
Match 1963.

Statement of Account.

The operations of the European Fund described in the previous pages are reflected
in the summary of the Statement of Account on the following page.

Credits and claims outstanding, which amounted at the beginning of operations
to $35 million, representing long-term claims on Notway and Turkey taken over from
the EPU, stood at $127.2 million at end-Match 1970. Of this sum, $115 million repre-
sented credits outstanding and $12.2 million the balance of the long-term claims on -
Norway and Turkey. The amount outstanding declined in May 1970 and again in
July 1970 as a result of the above-mentioned repayments by Turkey, which reduced the
total to $117.z million. In October 1970 the amount outstanding increased to $142.2
million following the first drawing by Tutkey on the eleventh credit. The tenth
amottisation payment in respect of the long-tetm claims on Norway and Tutkey,
amounting to §$2.9 million, brought the total down in December 1970, and it fell again
in Januaty 1971 as a tesult of the repayment by Greece already desctibed. Finally,
the total increased in February 1971 following the second drawing by Turkey on the
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eleventh credit. The amount outstanding at the end of March 1971, therefore, was
$139.3 million,

EMA: Summary of the Statement of Account of the European Fund,

Agsets Liabilities
At value date for Uncalled | Credits Tg?' Income
settlements for Liquid Us capital and Statement | Capital and
month resources | Treasury of claims Fund expendi-
actount membar out= ture
tountries | standing account
in millions of units of account
. Qpening . . .. ..., 113.0 123.5 328.4 35.0 &00.0 600.0 —

1958 De_cember e 104.4 123.5 302.8 80.0 610.9 807.5 3.4
1960 December . , . . 106.4 123.5 297.9 87.5 615.3 807.5 7.8
19061 December . . | . 109.2 123.6 297.9 87.8. Gi18.4 607.5 10.9
1962 December . . ., . 90.4 123.5 297.9 110.5 622.3 607.5 14.8
"1983 December . . . . 82.1 123.5 297.9 12341 626.6 607.5% 19.1
1964 December . . . . 78.3 123.5 297.9 130.6 631.4 &0T.5 23.9
1965 December . . . . 101.3 123.5 297.9 113.1 635.8 507.5 28.3
1066 December . , , . | @94 | 1235 | 2079 | 1308 | ea1.3 | sov.s 33.8
1967 December . . , . g2.6 123.6 297.9 142.8 646.9 &07.5 39.4
1968 December . . ., . 71.8 123.5 297.9 160.1 653.3 807.5 45.8
1969 December . . . . 96.6 123.5 2907.9 142.2 660.3 607.5 52.8
1970 January . . . . . 106.2 123.5 297.9 132.2 659.9 B07.5 82.4
February . . . . . 106.5 123.8 297.9 132.2 660.2 607.5 52.7
March . . . ... 111.7 123.5 297.9 1 ??.2 660.4 £507.5 52.9
April, . oL, 112.0 123.6 297.9 127.2 660.7. 60T.8 53.2
May . ... ... 117.3 123.5 297.9 122.2 661.0 607.5 53.5
dJune .. ..., 118.8 123.5 297.9 122.2 663.5 807.5 86.0
duly . . ... 124.6 123.5 297.9 117.2 663.3 607.5 55.8
August . .. .. 124.9 123.5 297.9 117.2 863.6 607.5 561
September . . . . 128.3 123.5 297.9 117.2 664.0 607.5 56.5
Octoher . . . . . 101.1 123.6 - 297.9 142.2 684.8 607.5 £57.3
November . . . . 101.8 123.5 207.9 142.2 665.2 807.5 87.7
December . . . ., 106.8 123.5 297.9 139.3 667.6 807.5 60.1
1971 January . . . . . 121.5 123.5 297.9 124.3 867.3 607.5 59.8
February . . . . . 106.8 123.5 287.9 139.3 667.6 607.5 60.1
March . . . . .. 106.9 123.5 297.9 139.3 667.7 607.5 60.2

The Fund’s non-liquid assets thus rose by $12.1 million during the year. With
undistributed net income duting the period amounting to $7.3 million, the Fuad’s
liquid resources fell from $111.7 million at the end of March 1970 to $106.9 million
at the end of March 1971,

‘There was no call-up of capital in the period under review, so that the amount of
metnber countries” uncalled contributions remained at $297.9 million. In addition,
the sum of $123.5 million, representing the unused balance of the EPU capital conttib-
uted by the United States and transfeired 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 proportion to the payment of further conttibutions 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 1970 amounted to $8.6 million,
the highest annual total yet recorded. A drop, compared with 1969, in income teceived
from interest on claims and credits drawn, owing to the considerably lower level of
amounts outstanding, was mote than offset by the higher income obtained on the
Fund’s liquid dollar investments. It brought the cumulative total of net income
teceived since the start of opetations to $70.5 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 1970 came to $1.3 million apd brought the
cumulative amount of intetest paid in gold to member countries to $r1.1 million.
This corresponds to an average annual rate of interest of 2.6 per cent. on the §38 million
of called-up contributions. After the payment of interest in Januaty 1971 on contri-
butions in respect of the second half of 1970, undistributed net income amounted to
$59.4 million. Of this amount, $52.4 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.

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 Secretatiat, 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 Decembet 1970 the Council re-appointed M. Hay of
the Swiss National Bank as Chairman of the Board for a further year,

The Bank for International Sewlements, 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 international financial developments, the Bank
also provides monthly statistical matetial on the international gold and foreign exchange
matkets and on the external monetary positions of OECD countries, which the
Representative of the Bank comments upon regulatly 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
telating to the conclusion and utilisation of concerted bilateral arrangements through
which special suppott is given to the currency of a membet country. This activity
continued in 1970,



VIL ACTIVITIES OF THE BANK.

1. Development of co-operation between central banks and international
organigations, '

During the past year the Bank has continued to work closely with the principal .
.central banks, participating in technical committees and, where apptopriate, co-
operating in actions aimed at eliminating undesirable strains in individual markets,
If only little use has been made during the same period of certzin medium-term
arrangements set up by groups of major central banks and the BIS for the putpose of
telieving pressures within the international system, this is in part 2 measure of their
success. Nevertheless, the fact that these arrangements remain in being is an aid
towards the continued maintenance of stability in the monetary field. In other areas
there has been a further substantial expansion in the Bank’s business relations with a
growing number of central banks,

In addition to the regular meetings of the Govetnors of the central banks of
the Group of Ten countries and Switzerland and to those of the Board of Directors,
the Bank has continued to otganise meetings of central-bank officials to examine matters
such as the development of the gold and foreign exchange markets and the Euro-
currency market, as well as to study and exchange information on other economic
and monetaty problems of mutual interest. The Bank also provides the Secretariat
for the Committee of Governors of the central banks of the member countries of
the European Economic Community and for its working parties and sub-committees,
which hold regulat meetings, usually in Basle. Furthermore, meetings of other groups
of central-bank experts have been arranged by the Bank for the purpose of studying
various technical and legal questions.

During the year the Bank continued to perform the functions entrusted to it
in August 1964 by the Ministers of the Group of Ten of collecting and distributing
to all patticipants of the Group and to Working Party No. 3 of the OECD statistical
data concerning the financing of external surpluses and deficits of the Group of Ten
countries. On the occasion of their meetings at the Bank the central-bank Governors
of the Group of Ten countries and Switzerland also have the oppottunity of exchanging
the latest information on ctredit facilities arranged between members of the Group,
and on the use of such facilities. The Bank has also again been associated with the
wotrk 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 315t Match
1971, certified by the auditors, ate reproduced at the end of this Report.



The balance-sheet total, which had stood at 20,699,016,057 francs* on 315t March
1970, amounted to 23,856,409,498 francs on j1st March 1971, It thus registered a
tise of 3,157,453,441 francs, or 15 per cent.

The total of the monthly statement of account fluctuated fairly widely in the
coutse of the financial year; the maximum, of 24,750 million francs, was reached
at the end of December 1970, Throughout the year the total was never less than
20 milliard.

BIS: Development of the balance-sheet total
over the past ten financial years.

Financial years Total of balance sheet Movement over the year
ended 31st March
N in milliens of francs in percentages

1962 4,732 + 759 + 19
1963 4,950 + 218 + 5
1964 5,778 + 828 + 17
1965 7,850 + 2072 + 36
1966 T.882 + az -

1967 8,232 + 350 + 4
1968 12,041 + 3,009 + 46
1989 14,843 + 2,602 + 22
toT0 20,699 + 6,056 + 47
1871 23,858 + 3,157 + 15

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 government loans. As was done in the case of the
balance sheet as at 315t Maxch 1970, 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 below. '

BIS: Memorandum accounts (b).

Financial years ended 31st March
fems 1970 | RLE
in millions of francs

Earmarked gold . . . . . . . .. .. 1,088 258
Bank balances, . . . . . . . ... o 17 15
Billz and other securities . . . . . . . . .. 543 459

Total of items not included in ‘
the balance sheet . . . . . . ., . 1,628 1,472

* Except where otherwise indicated, the term “francs™ in this chapter signifies gold francs. The method
of conversion into gold francs (units of 0,290 322 58... grammes fine gold— Article 4 of the Statutes)
of the various currencies included in the balance sheet is the same as that 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.



CoMPOSITION OF RESOURCES (liabilities).

BIS: Liabilities.
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A. Capital, reserves and sundry liabilicies.

In accordance with Article 6 of the Statutes, the Bank made at the beginning
of Januaty 1971 a second issue of shates of the third tranche of its capital, all of which
are reserved for subscription by central banks. As a result of this issue the Reserve Bank
of Australia became a member of the BIS. Furthermore, in accordance with the provi-
sions of Article ¢ of the Statutes, the founder central banks which exercised their rights
under Article 8(2) to subscribe for a proportion of any new issue placed some of the
shares so subscribed at the disposal of the Bank for cancellation. Consequently the
Board of Directors was able to issue an equivalent number of new shares to other
member central banks.

On the occasion of this second issue of shates of the third tranche of the Bank’s
capital, a total of 16,400 shares was subscribed. The subscription price was fixed by
the Board of Directors at 1,000 francs per share, As the Bank’s shares are paid up
to the extent of 25 per cent., or 625 francs per share, the subscription price included
a premium of 375 francs per share, viz. 6o per cent. of the amount paid up. The
aggregate premium received on this issue of shares of the third tranche therefore
amounted to 6,150,000 francs, and was allocated as to 1,025,000 francs to the Legal
Reserve Fund and as to 5,125,000 francs to the General Reserve Fund,



As a consequence of the opetrations mentioned above, at the end of the financial
yeat the Bank’s paid-up capital had been increased from 280.z million francs to 290.5
million and the number of issued shates, paid up to the extent of 25 per cent., had
risen from 448,325 to 464,725. The Bank’s issued capital thus went up from 1,120.8
million to 1,161.8 million.

Following the above-mentioned allocation of the premiums received by the Bank,
and taking into account various transfers decided upon by the Annual General
Meecting of 8th June 1970 with regard to the distribution of the net profit for the
financial year 1969-70 (see Chapter VII, Section 7, of last year’s Annual Report),
the various sub-items under the heading “Reserves” increased as follows:

(i) the Legal Reserve Fund from 28 to 29 million francs;
(if) the General Reserve Fund from 64.9 to 100 million;
{iii) the Special Dividend Reserve Fund from 10 to 22 million;
(iv) the Free Reserve Fund from 8o to 98 million.
The item “Miscellancous” rose from 44.5 to 0.7 million francs.

In accordance with a decision of the Board of Directors, 32 million francs has
been transfetred to the “Provision for Building Purposes™ from the net operating
sutplus for the financial year 1970~71. The amount of this provision has thus increased
from 48.7 to 80.7 million.

The net profit for the financial year under review, which corresponds to the
figure for the item “Profit and Loss Account”, amounted to 99.4 million francs,
against 83.2 million in the previous financial year. Details of the proposed distribution
of this profit are given in Section 6 below.

The total of the two items “Capital paid up” and “Reserves” thus increased
over the financial year by 76 million, going up from 463 to 539 million francs. The
~uncalled capital rose by 30 million, from 841 to 871 million francs.

BiS: Development of the composition of resources
over the past ten financial years,

erl.=é||;%‘ngl1aslt yﬁ:rr% o P:L‘i""rg s‘;ﬂ’g?l Borrowed funds | Sundry liabllities | B2l r{gt&;fheﬂ
in millions of francs
1962 : 149 4,353 230 4,732
1963 150 4,661 239 4,850
1964 150 5,370 258 &,778
1968 151 T.417 2582 7.880
1266 151 7,449 282 7.882
1967 151 7,764 317 8,232
1968 170 11,548 323 12,041
1969 200 14,133 310 14,643
1970 463 20,060 178 20,699
i97i £39 23,086 231 23,866

B. Bortowed funds.

The following tables show the origin, nature and term of the Bank’s borrowed
£ESOULCes.
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BiS: Borrowed funds, by origin.

i d 31
orion Financial years ended 315t March Movement
rigin - 1970 | 1971
In millions of francs

Central banks . . . . . . ... ... 18,001 22,104 4+ 4,103
Other depositers . . . . . .. . ., 1,225 518 - T10
Notes . . . . ¢ v v v v v v v v ' : 834 487 — 387
Total . .. ... ..... 20,080 23,088 + 3,026

The fairly sharp increase in the deposits of “Central banks” (+23 per cent.)
was responsible for the rise in the balance-sheet total.

In contrast, there were very appreciable declines — although the amounts
wete small in comparison — in the deposits of “Other depositors” (-58 per cent.)
and in “Notes” (—44 per cent.). Both these items wete at their lowest point at the end
of the financial year.

The decrease in the last-mentioned item concerned notes denominated in cutrencies
that had been sold to commercial banks. The proceeds of these sales had served to
finance operations with 2 number of central banks, which also matured.

The share of deposits of central banks in the Bank’s borrowed resources thus
grew further, so that they now account for virtually all its liabilities.

BIS: Borrowed funds, by nature and term.

Deposlts in gold Deposits in currencies Notes in ¢urrencies
Finaneial Financial Financlal
Term years ended Move- years ended Move- years ended- Move-
31st March ment 315t March ment 31st March ment
1970 | 1971 1870 | 1971 1970 | 1871
] in millions of francs
Sight. . . ... ... .. 2,320 | 2,848 | + 526 a7 96 | — 1 - - -
Not exceeding 3 months , | 2,841 | 1,691 | —1,150| 11,660 | 16,748 | + 5,088 277 _ - 277
Over3months . . . . .. 1.013 402 | — 611 1,295 836 | — 439 557 467 | — 80
Totat . ... . 6,174 | 4,939 | —1,235 13.052 17,680 | + 4,628 834 467 | — 3BT

“Deposits in gold” underwent a faitly marked decline (-20 per cent.), the fall
in time deposits having appreciably exceeded the inctease in the amount of gold
received on sight accounts. The decrease in time deposits is attributable to two factots:

(i) large withdrawals by central banks, which used the funds to wind up operations
cartied out with the Bank;

(ii) conversions of time deposits into sight deposits (hence the increase in the lattet).
These time deposits had been financing operations which had been carried
out within the framewotk of international co-operation and which were
unwound.

It will be seen from the balance sheet that at 315t March 1971, as had been the
case a yeat catlier, the gold deposits of “Other depositors” were all at sight and that
they represented only about 3 per cent. of the total amount of gold received on deposit.
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In contrast to gold deposits, “Deposits in currencies” registered a very sharp
rise both in absolute figures and in relative terms (+35 per cent.}). The increase in
funds at not exceeding three months was greater than the overall rise, as deposits at
over three months underwent a decline — which in petcentage terms was fairly
matked — following the receipt of the last four amottisation payments made undet
the Group Arrangement concluded in June 1966 and consolidated in September 1968
(see the Report for the financial year 1968-6g). The payments in question were made
in advance; the final payment was, in fact, not due unil June 1971. The deposits
that had been received from central banks for the partial financing of that Arrangement
were repaid by the Bank at the same time, i.c. also in advance.

The balance sheet shows that the petcentage share of curtency deposits of
“Other depositors” in the total of deposits received in currencies fell from 8 per cent.
at the end of the previous financial year to 2 per cent. at the end of the financial year
under review.

The item “Notes in currencies” continued to decrease, largely as a result of
the liquidation of the temaining notes at not exceeding three months and to a lesser
extent because of a decline in those at over three months, the only category now left.

At the beginning of the financial year “Deposits in gold” represented 31 per
cent. of total borrowed resources, “Deposits in currencies” 65 per cent. and “Notes”
4 pet cent. On 315t March 1971 the percentage ratios were 21, 77 and z respectively.

~Thus, as in previous financial years, the shate of currency resources in the total
continued to grow, increasing from 69 to 79 per cent. and thus accounting for just
on four-fifths of the Bank’s liabilides.

This development illustrates the preponderance which currencies have gradually
acquired in relation to gold in the Bank’s total operations.
EMPLOYMENT OF RESOURGES (assets).

The development of the Bank’s gold position is shown in the following table,
which gives the maximum and minimum figures for the financial year.

BIS: Gold position.

Spot position
. Net
Invest- Deposits
Gold Net Latance Net assets
holdings ments received balance of forward in gold
End of month ' in gold in gold operations
In millions of francs
1970
March . . . | 4,181 482 —8,17T4 -—1,851 +2,110 559
May, . ... 4,128 (mijn.) 462 —B,212 —1,622(min)| +2,184(max.)| 562
June . . . . | 4,204 (max.) | 449 (min.)_ —6,233(max.)| —1,580 +2,126 5465 {min.) .
1971 ) . .
February . . | 4,202 B20 {max.) -5,252 — B30 +1,183 853 .
March . . . | 4,202 514 —4,830(min.) | — 223(max)| + 877(min.)| 654 (max.)
Movement:
313t March
1970 to + 41 + B2 " +1,238 + 1,328 —1,233 + o5
st March
1971




BIS: Assets.
End of quarter, in milliards of francs.
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Both “Gold holdings” and “Investments in gold” showed small increases,
which together cortesponded to the growth in “Net assets in gold”. The latter rise
was partly the result of the second issue of shares of the third tranche of the Bank’s
capital, which was subsctibed in gold; details have been given above under “Capital,
reserves and sundry liabilities™.

The development of “Deposits received in gold™ has alteady been commented
upon under “Borrowed funds™.

The “Net balance of forward operations™ fell faitly steadily, though with a few
fluctuations, in the course of the financial yeat. The decline — of over one-half —
in this item was mainly due to the maturing or the advance termination of various
operations involving forward purchases of gold against currencies; these operations
had been covered by time deposits received by the Bank. '

The distribution of the Bank’s asscts according to #rm calls for the following
observations,

A. Assets at sight or cashable on demand.

As mentioned above, there was a small increase in the item “Gold”, which
went up by 41 million francs.



BIS: Distribution, by nature, of sight assets and other investments,

Nat Financial years ended 31st March Movement
ature 1970 | 1971
in millions of francs

Sight assets

Gold.......... 4,161 4,202 + 41

Currencies . . . , . . . @1 4,222 53 4,255 _ 8 + 33
Other Investments

Gold. . ........ 452 514 + 52

Currencies . . . . ., . . 16,002 16,464 19,086 19,600 + 3,084 + 3,136
Total .

God.......... 4,623 4,716 -+ 23

Currencies . . . . ... 16,063 20,686 19,138 23,858 + 3,078 + 3,168

The figure for the item “Cash on hand and on sight account with banks” fell
back from 6r million francs to 53 million.

The total of sight assets (gold and currencies) thus showed practically no change,
but its percentage ratio to the balance-sheet total declined further, viz. from zo to 18.

The item “Treasury bills”, which had stood at a low level at the beginning of
the financial yeat, rose sharply, mainly because of a series of putchases which began
in July 1970, and by January 1971 it had almost reached the figure at which it stood
at the end of the financial year — 1,058 million francs. It should be noted, on the
other hand, that the item “Other securities cashable on demand” was liquidated by
incotporating the small balance shown on it for several years into the item “Treasury
bills”,

On 315t March 1970 the total of the Bank’s assets at sight or cashable on
demand, comprising the various asset items so far analysed, was 4,291 million francs
and accounted for zo.7 per cent. of the balance-sheet total; on 3ist March 1971
the corresponding figures were 5,313 million and 22.3 per cent. Over the same period
sight deposits on the liabilities side rose from 2,417 million francs to 2,942 million,
but their share of the balance-sheet total wene up only from 11.7 to 12.3 per cent,
The Bank’s liquidity coefficient thus improved slightly.

.B. Time funds.

The figure for the item “Time deposits and advances” increased by half —
5,042 million — rising from 10,017 million francs to 15,059 million. This substantial
growth represents the difference between:

(i) investments carried out on a number of markets, often running into very
large amounts; '

(ii) amottisation payments received, as already mentioned, in respect of the
Group Arrangement consolidated in September 1968, and the matuting or
advance tepayment of credits that had been granted to several central banks.

The total of “Securities at term”, which had amounted to 6,378 million francs
on 31st March 1970, decreased faitly steadily from month to month until the end of
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February. In Match it rose, to reach 3,483 million at the end of the financial year,
thus registering a decline of 2,895 million, or 45 pet cent., over a twelve-month
period. This was due to a decrease in investments in certificates of deposit of US
banks and, to a much lesser extent, to the maturing of government paper.

BIS: Time deposits and advances and securlties at term,
by maturity.

Financial years ended 31t March Mavement
Periods 1970 | 1971
in millions of francs
Not exceeding 3 months . . ., . . 13,589 . 14,107 4 518
Over3months . .. ....... 2,806 4,435 + 1,629
Total . ......... 16,308 18,542 + 2,147

One-quarter of the overall increase in the assets shown in the above table was
attributable to a rise in investments at not exceeding three months and three-quarters
to the expansion of those at over three months.

* *
*

The financial yeaf 1970—-71 Was, on the whole, a satisfactory one; the Bank in
general increased the size and the volume of its operations, and this was reflected
in a faitly sharp tise in the balance-sheet total.

The volume of operations increased by an amount comparable to that in the
previous year to a new record level of 250 milliard, as against 213 milliard in 196970
. and 184 milliard in 196869,

3. The Bank as Trustee for international government loans.

In conformity with the agreements in force, the Bank continued in the year
under review to perform the functions of Trustee for the new bonds of the German
External Loan 1924 (Dawes Loan) and for the new bonds of the Getman Government
International Loan 1930 (Young Loan) which wete issued by the Government of
the Federal Republic of Germany in accotdance with the London Agreement on
German External Debts of 27th February 1953.

The financial year 1970—71 ended for the Dawes Loan on 15th April 1971 and
for the Young Loan on 1st June 1971. The interest in respect of the financial year
197071 amounted to the equivalent of about 1 million francs for the Dawes Loan
and of about 33.3 million francs for the Young Loan; it was duly paid to the Bank and
distributed by the latter among the Paying Agents. Redemption of both loans in respect
of the financial year 1970-71 was effected by purchases of bonds on the market.

As regards the Dawes Loan, only bonds of the funding issues are still out-
standing and these will mature on 15th October 1972; all the outstanding bonds
of the conversion issues were redeemed at maturity on 15th October 1969.
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The question whether the exchange guarantee awached to the Young Loan
under the terms of the London Agreement is applicable in the case of the revaluations
of the Deutsche Mark has still not been settled. The matter is in the hands of the
governments of the countries in which issues of the Loan wete made.

The position as regards the Dawes and Young Loans is shown in the following
tables.

German External Loan 1924 (Dawes Loan).

Funding bonds.
Nominal value
Bonds purchased for
Issue Currency re?tehm%}ion in ;espect Balance
of the financial years .
Bonds issued ‘65550 ¢ ' after redemption
o .
1969-70 1870-71

American . . . $ 8,211,000 2,212,000 279,000 5,020,000
Belgian . . . . £ 157,800 58,900 5,900 93,000
British o £ 2,232,600 828,600 83,100 1,322,200
_Dl.rtch ..... £ 291,700 98,500 18,500 181,700
French . . . . £ 499,000 186,200 18,600 294,200
Swisg £ 115,000 41,900 4,300 58,800
Swigs . . . . Sw.kr, 415,000 136.000 14,000 265,000

German Government International Loan 1930 (Young .Loan).

Nominal value®

Bonds purchased

lasue Currency or drawn for redemption Bal
Bonds issued in regpect of the financial years after r%ﬁ?ﬁa% fion
1958-59 to 1970-71
1989-T0
Conversion bonds
American . . . $ 55,516,000 8,873,000 1,022,000 45,621,000
Belgian . . . . B.fr. 202,652,000 | 31,832,000 3,706,000 167,314,000
British . . . . £ 20,663,700 3,221,900 370,900 17,070,900
Duteh, . . . . Fl. 52,574,000 8,084,000 823,000 43,867,000
French . . . . Er.fr. 501,641,000 768,711,000 9,057,000 413,873,000
German eor oM 14,805,000 2,260,000 249,000 12,006,000
Swedish . . . S.kr. 82,780,000 14,515,000 1,668,000 76,597,000
Swiss . . . . Sw.fr, 58,385,000 9,153,000 1,011,000 48,221,000

Funding bonds

American . . . $ 0,013,000 1,368,000 144,000 7,601,000
Belgian . . . . B.fr. 48,683,000 7,030,000 735,000 37,918,000
British . . . . £ 4,930,400 749,600 78,000 4,101,900
Dutch, . . . . Fi. 8,499,000 1,292,000 136,000 7,071,000
French . . . . Fr.fr, 110,490,000 16,687,000 1,753,000 92,040,000
German . .. DM 416,000 62,000 6,000 348,000
Swedish . . . S.kr, %,014,000 823,000 21,000 8,000,000
Swiss . ... . Swin 1,405,000 213,000 22,000 1,170,000

* Nominal valua on 18t May 1971 established in accordance with the provisions of the London Agreement an
German External Debis of 27th February 19053 but without taking account of the revaluations of the Deutsche
Mark in March 1961 and Qctober 1988,



The Bank is also Trustee for the assented bonds of the Austtian Government
International Loan 1930, the service of which was catried out in conformlty with
the relevant agreements.

The following table shows the position with regard to this Loan.

Austrian Government International Loan 1930.

Nominal value
dBundsfpurczasedﬂ
Issue Currenc or drawn for redemption
Y Bonds in respect of Balance
assented the financial years after redemption
1959 to 1969 1970
American . . , 3 1,667,000 807,000 98,000 764,000
Anglo-Dutch . £ 856,600 410,400 44,400 401,800
Swiss . . .. Sw.fr. 7,102,000 2,858,000 359,000 3,885,000

4. 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 V1 of this Report. The Bank has
received in this connection, as last year, a contribution of Sw.fr. 500,000 towards
its administrative expenses, together with the teimbursement of its out-of-pocket
expenses; these amounts have been credited to “Costs of administration” in the
Bank’s Profit and Loss Account.

§. 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 in 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.

Such secured loans were issued during the period up to and including 1961
for a total amount equivalent to about 821 million francs. Since September 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 1971 in respect of secured loans
amounted to the equivalent of about 450 million francs, so that the total amount
outstanding was reduced to the equivalent of about 371 million francs. Further
particulats of these loans are given in the table below. The Community has used
the proceeds of these loans to grant credits in the member countries.
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Secured loans of the European Coal and Stee! Community.

Series | pates Amounts | Rates | YEAT
of Se- of Countries Lenders Qrlginal unredesmed | of final
cured | L oo of issue amounts of loans on interest] o
Motes 18t April 1971
% rity
1st 1954 | United States | US Government 1 100,000,000 51,200,000 | 3% 1979
2nd | 1955 | Belgium Caisge Générale
d'Epargne et de
Retraite, Brussels B.fr. 200,000,600 | 118,600,000 <1/ 1982
ard | 1955 | Germany Wastdeutsche
Landesbank
Girazentrate,
Digseldorf
and Minster! DM 50,000,000 | 24,888,900 | 3% | 1981
ath | 1955 | Luxemburg Caisse d'Epargne de B.fr. 20,000,000 11,860,000 | 3% 1982
I'Etat, Luxemburg L.fr. 5,000,000 - - —
5th | 1986 | Saar Landeshank und
Girpzentrale
Saar, Saarbriicken DM 2,977,450% 1,313,055 4%, 1977
6th | 1956 | Switzerland Public issue Sw.fr. 50,000,000 16,280,000 | 4%, 1974
Tth® 195_? United Stlates Public lssue ] 28,000,000 7,900,000 51 1975
10th | 1957 | Luxemburg Etablissement
d'Assuyrance contre
Ia Vigillesse ¢t
I"'lnvalidité, .
Luxemburg L.fr. 100,000,000 69,942,698 5% 1982
11th? | 1958 | United States | Publlc issue ¥ 35,000,000 18,800,000 5 1978
13th* | 1960 | United States | Public issue 3 25,000,000 16,750,000 5% 1980
16th | 1961 | Luxemburg Etablissement
d'Assurance contre
la Vieillesse et
I'Invalidité,
Luxemburg L.é. 100,000,000 81,367,373 %A 198G
16th | 1961 | Netherlands Public issue FI. 50,000,000 36,600,000 | 4% 1981

1 The otiginal lendars, Rheinische Girozentrale und Provinzialbank and Landesbank fir Westfalon Girozentrale,
were merged as from 1st January 1969 under the name Westdeutsche Landeshank Glrozentrale. 2 This loan,
which was contracted in French francs, was converted into Deutgche Mark in 1959. The original amount was
322.000.030 old French francs. 3 The Secured Notes of the 8th, 9th, 12th and 14th Serigs havs been entirely
redegmed.
During the financial year 1970-71 the Bank received from the borrowers and
distributed among the Paying Agents for the setvice of the secured loans the equivalent
of about 20 million francs in tespect of interest and the equivalent of about 41 million

francs in respect of redemption.

6. Net proﬁts and their distribution.

The accounts for the forty-first financial year ended 31st March 1971 show
a surplus of 133,049,026 francs. The sutplus for the financial year 1969-70 was
101,368,556 francs. The very large increase in earnings is again mainly attributable
to the substantial expansion in the Bank’s resources in currencies 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 transferred 1,600,120 francs to the Provision
for Exceptional Costs of Administration and 32,000,000 francs to the Provision for
Building Purposes. After deduction of these two transfers, the net profit amounts
t0 99,448,906 francs, compated with 83,179,570 francs for the ptevious financial yeat.
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The appropriation of this amount is fixed by clauses (2}, (3), (4) and (5) of Article 51
of the Statutes.

On the basis of these provisions of the Statutes, the Board of Directors recom-
mends that the net profit of 99,448,906 francs be applied by the General Meeting
in the following manner:

(i) a sum of 25,448,906 francs in payment of a total dividead of 56.25 francs
per share, consisting of 37.50 francs in respect of the preferential dividend
of 6 pet cent. per anmum 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 year in the case of 448,325 shares and in respect
of three months in the case of the 16,400 shares issued during the financial
year 1970-71;

(ify an amount of 37,000,000 francs to be transferred to the General Reserve Fund;

(iii) an amount of 14,800,000 francs to be transferred to the Special Dividend
Reserve Fund; and

(iv) an amount of 22,200,000 francs, comptising 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 for any purpose which is in conformity
with the Statutes.

The proposed transfer to the Special Dividend Reserve Fund of the sum of
14,800,000 francs, which for this vear is the statutory maximum, would result in this
Fund being raised to 36,807,964 francs; this amount corresponds approximately to
the sum required to pay the preferential dividend of 6 per cent. per annum for two
years on the currently paid-up capital.

As regards the dividend for the financial year 1970-71, the proposals of the Board
provide for a total dividend amounting to 56.25 francs per share when the distribution
relates to a whole financial year and to 14.0625 francs when it relates to a period of
thtee months. These amounts will be payable on 1st July 1971 in the amounts of
75.05 Swiss francs and 18,76 Swiss francs per share, respectively, to shareholders
whose names are entered in the Bank’s share register on 20th June 1971. Although
the dividend in francs is the same as that paid last year, the revaluation of the Swiss
franc with effect from roth May 1971 has resulted in the amount payable in Swiss
francs proposed fot this year being less than that paid last vear. However, in the case
of unpaid dividends for eatlier yeats that are payable in Swiss francs, the necessary
" measures have been taken to ensure that they will be paid in the Swiss franc amounts
fixed at the time of their declaration by the General Meeting.

The Balance Sheet, the Profit and Loss Account, the proposed Appropriation
of the Net Profit and the movements during the financial year on the paid-up Capital,
Reserve Funds 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 confitmed 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 315t March 1971 and of
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its profit for the year ended on that date. Messrs. Price Waterhouse & Co.’s report is
appended at the foot of the Balance Sheet.

7. Changes in the Board of Directors and in the Management.

During the past year the Bank suffered two grievous losses, fitstly, through
the death on 11th August 1970 of the Vice-Chairman of the Board, M. Maurice Frére,
tollowing an accident while on a visit to Turkey and, secondly, through the death on
23rd Decembet 1970 of its General Manager, M. Gabriel Ferras, as the result of a
mototing accident in France.

A tribute to M, Frére’s outstanding qualities and great talents was paid by the
Chairman at the meeting of the Board held on 14th September 1970. During his
twenty-six years’ membership of the Board, M. Frére held the office of Chairman
from 1946 to 1958 and of Vice-Chairman from 1965 until his death. He was also
President of the Bank from 1948 to 1958,

At the meeting of the Board held on 11th Januvary 1971 the Chairman recalled
M. Ferras’s great professional and human qualities and his outstanding contribution
to the development of the Bank’s activities during his all too brief period of eight
years as General Manager. His training, his previous experience and his personal
qualities had fitted him ideally for the position of General Manager of the BIS and
he had carried out his duties with a dignity and a degree of success that had won
the esteem of everyone both inside and outside the Bank. All members of the Board
_and of the staff of the Bank had lost in Gabriel Ferras not only a General Manager
of exceptional distinction but also a true friend.

The mandate of Dr. Jelle Zijlstra as Chairman of the Board and President of
the Bank being due to expite on 3oth June 1970, he was re-clected to these offices
under Axticle 38 of the Statutes at the meeting of the Board held on' 8th June 1970
for a period of three years ending on 3oth June 1973.

Dt. Rudolf Brinckmann relinquished his office as a Director on 315t July 1970,
an appointment which he had held since June 1950. At the Board meeting held on
6th July 1970 2 warm tribute was paid to him for the very valuable services he had
rendered to the Bank over so many years,

At the meeting of the Board held on 14th September 1970 the Chairman announced
that Dr. Karl Klasen, President of the Deutsche Bundesbank, had appointed
Dr. Leonhard Gleske as a member of the Board to fill the vacancy caused by the
resignation of Dr. Brinckmann. This appointment was made under Articles 27(2)
and 28 of the Statutes for the unexpired petiod of Dr. Brinckmann’s term of oflice
ending on 31st December 1972. Dr. Gleske was welcomed by the Chairman on the
occasion of his first attendance at a meeting of the Board.



At the meeting of the Board held on 9th November 1970 M. Henri Deroy,
who had been a Director since 1948, was elected Vice-Chairman of the Board for a
period of three years from 1st November 1970 to 315t Octobet 1973.

The Chaitman announced at the Board meeting held on 11th January 1971
that Baron Ansiaux, Governor of the National Bank of Belgium, had appointed,
under Articles 27(2) and 28 of the Statutes, M. Robett Vandeputte as 2 member of
the Board to fill the vacancy caused by the death of M. Frére. His mandate was to tun
for the unexpired period of the latter’s term of office ending on 7th August 1972

At the end of Februaty 1971 Baron Ansiaux resigned as Governor of the National
Bank of Belgium and was succeeded by M. Vandeputte, who thereby became an ex
officio member of the Boatd as from 1st March 1971. At the Board meeting held on
8th March 1971 the Chairman announced that M. Vandeputte had, in accordance
with Articles 27(2) and 28 of the Statutes, appointed Baron Ansiaux as a member
of the Board for the period ending on 7th August 1972. The Chaitman also expressed
the Board’s pleasure that Baron Ansiaux, who had been an ex officio Dlrector since
August 1957, would remain on the Board.

The mandate of Dr. Edwin Stopper being due to expire on 31st March 1971,
he was re-clected, under Article 27(3) of the Statutes, at the meeting of the Board held
on 8th March 1971 for a further period of three years ending on j1st March 1974.

The Chairman informed the Board at its meeting on 1gth Aptil 1971 that
M. Vandeputte had appointed M, Georges Janson to act as his Alternate in place of
M. Cecil de Strycker. He expressed the Bank’s gratitude to M. de Strycker for his
valuable services duting a period of more than fifteen years.

At its meeting held on 19th April 1971 the Board decided to appoint M. René
Larte as the General Manager of the Bank. M, Larre took up the functions of General
Manager on 15t May 1971.

M., Georges Janson, who had been a Manager of the Bank since April 1962,
tesigned from his post on 4th April 1971 upon being appointed a Director of the
National Bank of Belgium, At the meeting held on 19th April 1971 the Chairman
expressed the Board’s gratitude for the valuable work done by M. Janson at the Bank
duting his nine years” service,

The Chairman announced at the Board meeting held on 8th March 1971 that
the Bank had decided to promote Mr, Warren D. McClam, Mr, Michael G. Dealtry
and M. Robert Chaptinel to the rank of Sub-Manager as from 1st April 1971. All
three had been senior members of the staff for many years,

*
% *

The Bank learned with deep regret of the death of Sir Otto Niemeyer on
6th February 1971 and of Herr Karl Blessing on 25th April 1971. Sit Otto had been a
Director from June 1932 until March 1965 and during his exceptionally long term of
office had served as Chaitman for three years and as Vice-Chairman for ecighteen yeats.
Herr Blessing had only retired from the Board at the end of 1969 when he gave up
his appointment as President of the Deutsche Bundesbank. He had been a member
of the Board of Directors since January 1958.



CONCLUSION.

The main conclusion to be drawn from the economic and monetary developments
of the past year is that nothing was very conclusive; attainment of key policy goals
has to be filed under “work in progtess”. Both the United States and the United
Kingdom remained in a condition of under-utilisation of resources, while in most
other industrial countries the rate of growth of the national product declined or
flattened ; efforts to dampen the rise of prices showed little results in almost all countries,
while the increases in wage rates generally exceeded the high figures of 196g; the
imbalance in international payments was much greater than the year before, though
because of flows of funds rather than basic transactions; and in May 1971 a new
exchange crisis broke out which left the Deutsche Mark and the guilder joining the
Canadian dollar in floating, the Swiss franc and the schilling revalued, and longer-term
confidence in the dollar less firm.

As such, the least wortisome of these problem areas has been the trend of
production. In most continental countries the tapering-off of the trend was in response
to policy measures aimed at curbing inflation and the difficulty has been that the
flattening has been so slow in coming. In the United Kingdom output did advance
slightly more than the year before, but unemployment has been growing. However,
this was to be expected in view of the priotity that had to be given to the balance of
payments; a shift in policy measures towards renewed expansion came only with
the budget of March 1971, In the United States the turnround in activity has not
come as quickly as may have been desired, but thete seems little reason to be vety
concerned about the future on this score. Monetary policy was progressively eased
from the beginning of 1970, but the circumstances were such that this alone could
not initiate recovery quickly. The inflation itself, which in the past year had a
life of its own, was in part absorbing the increase in the money supply and, in
addition;, business was concerned with rebuilding its liquidity position through
an exceptionally heavy volume of new issues on the long-term market. With profits
squeezed and with capacity utilisation low, companies had no incentive to take the
lead in re-expansion by stepping up plant and equipment outlays. Much has been made
of consumers” Jack of interest in buying and the high rate of personal savings, but
these factors have not been significantly different from those in earlier recessions.
In any case, the authorities are prepared to take additional measutes to secure recovery
.if they are required.

Mote ominous for the future has been the strength of price inflation and the
ineffectiveness of policy in dealing with it: In many countries consumer prices
showed larger incteases than the year before, with Canada being the main excep-
tion. In most countries the consumer-price index went up by about 5 per cent.,
while in Japan, Sweden and the United Kingdom the rise was about 8 per cent.
Besides the size of the price increases, it was striking that industrial-goods prices
advanced strongly, so that the inflation was not centred on services and rents as in
ptevious years.



The main soutce of inflation in the past year was rising wage costs, as demand
pressures in all the countries were either absent or waning. Increases in average wage
rates among the countries began with a rise of 8 per cent. for Switzerland and soared
to 21 per cent. in the case of Italy, Comparable data on wage rates are not available
for the United States, but the strength of wage pressure is indicated by the rise in
average earnings of 6.3 per cent., as against 6.1 per cent. the year before. This is a
very high figure for a year of recession, when the working week was shrinking,
unemployment rising and business in an enforced cost-saving mood.

The aggressive character of wage demands by organised labour in the past few
years is indicated by the heavy losses of working time through strikes. There were
relatively large-scale strikes in Sweden in the earlier months of this year for the first
time since the war. ‘The man-days lost in strikes in the United Kingdom, which had
averaged 3.2 million over the years 1960-68, wete 6.9 million in 1969 and 11 million
in 1970. In the first quarter of this year, with the strikes in the postal services and the
Ford Motor Company, 9.5 million man-days were lost. In the United States the
average number of man-days lost in strikes for the years 1960-66 was a bit over
20 million; this soated to 2 49 million average in the period 1967-70, with the
figure for 1970 having been 62 million. In France last year again the situation was
rather quiet on the labour front after the upheaval of May-June 1968, though
wage rates continued theit steep rise. The worst period in Italy was the fourth guarter -
of 1969, but none the less about 12 million man-days were lost in the fitst haif of 1970,
as compared with ¢ million in the whole of 1968, Even so, the strike loss figures do
not reflect the larger impact of labour unrest on efficiency and output; social and
political issues have been involved perhaps more than wages. Germany is the ex-
ception among the large countries; strikes have been quite rare, and fewer man-days
have been lost on average in the past two or three years than in the years 1960-67. Of
course, German wage earnings per employed person in industry increased over the
twelve months to December 1970 by 21.5 per cent.

Past experience has amply demonstrated the troubles caused by inflation; for
example, its impact in intensifying the business cycle, its relation to balance-of-
payments difficuities, its erosion of the market for fixed-interest securities, and its
social and political effects in the longer run. A particular adverse effect recently has
been the squeeze on profits, with the related curtailment of plant and equipment
outlays. It is apparent that if this problem persists, as it threatens to do, continuation
of the productivity gains and the huge expansion of output of the last twenty yeats
will be put in jeopardy. It is ironical that hard-fought-over excessive increases in
money wages can be the cause of smaller increases in real wages.

Yet, whatever else was proved by the excesses of the past year or two, it was
- that demand management alone — particularly with monetary policy the primary
instrument — was neither a quick nor an effective cure for wage-push inflation.
Events have demonstrated more strikingly than ever that wage policy is an instrument
which should be more fully exploited in the efforts for satisfactory management of
the economy. It was seen that the private sector could not afford long-lasting industrial
disputes and that market forces, even with a tecession level of demand for labout,
were an inadequate check on the monopolistic power of labour,
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One can readily admit.that continuously successful wage management has yet
to be achieved, that it is beset with political difficulties and that there are circumstances
in which new initiatives are all but impossible. None the less, it is a challenge to
political leadership which cannot be brushed aside. Labour legislation may have to
be strengthened, the influence of government may need to be used more effectively,
and public opinion must be brought to see the realities of the problem. In addition,
the public sector itself, by far the latgest single employer of labour, can hardly do
without an articulated and equitable policy towards its own employees which may
stand as an example to the private sector of the economy.

The view that the international monetary system has, for some years, been in a
state which leaves it valnerable to crises received furthet support with the eruption on
the exchange markets at the beginning of May of this year, coming so soon after the
ctisis of October 1969. Yet each crisis has its own special circumstances which underlie it
and set it off. The US basic deficit is certainly a continuing weakness of the international
monetary situation, but over the past year the general tendency was for basic deficits
and surpluses to narrow, including that of the United States. Hence, it was rathet the
massive movements of shott-term funds, described in this Report, which constituted
the background of the crisis. One may say, in fact, that this was the first crisis of
recent yeats in which the basic imbalances in international payments — that is, those
involving goods, services and long-term capital — were not the direct cause of the
flare-up. Its origins go back, of course, to 1969 when severe domestic monetary restraint
induced a large inflow of short-term funds to the United States of over $8 milliard.
Most of this represented borrowings of US banks from their foreign branches and was
a consequence of maintaining Regulation ) interest ceilings on the banks at un-
competitively low levels. Thus, not only was the effort to calm the boom overly
concentrated on monetary policy, but the instruments used did not give due attention
to theit international irapact. At the time that funds were flowing so copiously from
the BEuro-cutrency market to the US banks, it was generally anticipated that the sub-
sequent outflow — which was bound to happen when the US boom was curbed —
would cause difficulties in European exchange and money markets. Therefore, that
troubles did arise in 1970~71 is not so surprising. The inflow of funds to the United
States in 1969 not only covered the basic payments deficit but actually gave a surplus
of $2.7 milliard on official settlements account. Hence, the subsequent official settle-
ments deficit had to cover this artificial surplus as well as the basic deficits of both
1969 and 1970. In fact, the deficit up to the end of the first quarter of this year was
even larger.

To explain these movements one must look at developments on both sides of
the Atlantic. The process was initiated by the shift in US monetary policy from
restraint to ease at the start of 1970, The other side of the coin, however, was sevete
monetary restraint in several European countries, which acted as a magnet for funds
from the United States and the Euro-market — where intetest rates were declining,
The amounts involved were particularly large for Germany, where there was no
control over foreign borrowing by industry, and even very sizable for the United

Kingdom,

These inflows quickened in the fitst quarter of 1971, finally leading to uncer-
tainty in the exchange market. From the beginning of April a strong element of



speculation in favour of the Deutsche Mark was evident and this became a flood
in the first days of May. Having failed to stop the boom or the inflow of funds from
abroad fot so many months, there was little the German authotities could do on
sth May but close the exchange market and let the Deutsche Mark float. While there
had been suggestions in the press concerning a floating rate for the Deutsche Mark,
they cannot be considered the real cause of the crisis; it was rather the wide interest
differentials that had resulted from divergent monetaty policies and the huge flows
of funds which were thereby induced. '

The Japanese yen was only marginally involved in the exchange crisis, even
though the external surplus has been of very large proportions. The authotities have
forcefully stated that the existing parity of the yen will be maintained, which has dis-
coutaged speculation. The surplus, no doubt, is unusually big at present owing to
the stagnation of demand in Japan; even when re-expansion is in full swing, however,
2 large trade surplus seems likely to persist. The Japanese authorities have made some
moves towards adjustment by reducing barriers against imports and by promoting
capital exports. Recently, to counteract pressure to revalue, a broad set of measures in
these directions has been initiated. This is a promising development.

The developments of the past year, and of 1969 also, have served to emphasise
several realities fot the authorities. The fitst is that there is no point in their proclaiming -
a complicated set of objectives — full employment, economic growth, price stability
and external equilibtfium — unless they are prepared to make forceful use of the broad
powers they can mobilise to manage the economy. In particulat, governments cannot
expect success if they keep their hands off distasteful policy actions and leave the whole
job to central-bank measures. Managing the money supply is a vital instrument of
policy, but it is not a panacea — particularly when the root of inflaion is leaping wages.

Secondly, the instruments of monetary policy themselves must be adapted to
the actual difficulties in the situation — whether they atise internally ot externally.
It is clear that the traditional instruments of monetary policy may bave to be supple-
mented by specific measutes to avoid an undesired expansion of credit, eithet domes-
tically from outside the banks or through borrowing from abtoad. To shun such
measutes is to ignote the fact that the raison d’étre of central banks is to control the
flow of money and credit.

Finally, it is necessary to face the fact of the persistently large US balance-of-
payments deficit, which has for some years been adversely affecting the international
monetaty system and has led more and more to demands for controls over the free flow
of international trade and payments. The recent crisis, which left the Deutsche Mark and
the guilder floating, was an admitted setback to continued progress in the Common
Market. Other difficulties of this kind seem likely to arise. The continuous piling-up of
official shott-term debt by the United States and the contention that other cutrencies
rather than the dollar have the main responsibility for the adjustment process can hardly
be the last words on the subject.

RENE LARRE

General Manager
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BALANCE SHEET

ASSETS IN GOLD FRANCS {UNITS OF 0.290 322 B8...
X
Gold cer et eereer wer weeeee aee enr dse o eee ... 4,202,108,282  17.6

Cash on hand and on sight account with banks 53,286,450 0.2

Treasury bills ... ... ... ... . . oo eee ... 1,088,222,479 4.4

Time deposits and advances

Gold - :
Mot exceeding 3 months ... ... ... ... ... ... 75,122,049 0.3
Qver 3 months 15,162,389 . 09

Currencles
Not exceeding 3months ... ... ... ... ... ... 11,004,520,972 46.5
Over 3 months web eer wee wed wee sss .. B,874,215,124 16.3

15,059,048,634

Securlties at ferm

Gold
Not exceeding a months ... ... ... ... ... ... 264,536,957 1.1
Over 3 months 159,440,632 0.7
Currencles .
Mot exceeding 3 monthe ... ... ... ... ... ... 2673,223,893 11.2
Over 3 months Paa v wes e ava aaa wws 385,783,133 i.6
3,482,984,615
Miscellaneous ... ... ... ... ... 0 eeh aee oL 822,137 0.0
Land, buildings and equipment 1

HE
L= I =]

23,856,469,408

MEMORANDUM ACCOUNTS

a. Forward gold operations:
Nst balance: gold raceivable (currencies payable) ..., ... ... ... .., 876,777,582

b. Funds, bills and ather securitiss administered or held by ihe Bank for account of third parties
L L 957,556,782
Bank balences S 15,215,376
Bills end other securities ., - ver wes 499,312,792




AT 31st MARCH 19871

GRAMMES FINE GOLD — ART, 4 OF THE STATUTES) LIABILITIES
%
Capitai
Authorised: 500,000 shares, each of 2,500 gald francs 1,500,000,000
Iseued: 464,728 shares ... ... 1,161,812,500
of which 25% pald up 290,453,125 7.2
Reserves
Legal Reserve Fund 29,045,313
General Reserve Fund ... ... ... ... ... 0 e 29,968,210
Speclal Dividend Reserye Fund cen e e e aes 22,007,964
Free Reserve Fund . 98,000,000
249,011,487 1.0
Deposits (gold)
Central banks
Sfght ... ... L e e e ees 2,687,647,142 17.3
Mot exceading 3 months ... ... ... ... 1,691,193,098 7.1
Over 3 montha 401,565,040 1.7
Other depositors
Sight ... ... ... 158,840,023 0.7
4,939,336,203
Deposits (currencise)
Central banks
Sight ... ... ... 77,435,804 0.3
Not exceeding 3 months 16,438,156,308 68.9
Over 3 months . erh mwr ek ke wee wae ws 808,999,237 3.4
Other depositors
Sight P ' vas 18,247,017 0.1
Not exceeding 3 months . 309,297,765 1.3
Over 3 months 27,270,948 0.1
17,680,407,077
Notes
Over 3 moenths 466,450,851 1.9
-Miscellaneous . 50,690,849 0.2
Provision for Building Purposes BO,67 1,000 0.4
Profit and Loss Account ... s 99,448,908 0.4
29,856,460,498 100

OF THE BANK FOR INTERNATIONAL SETTLEMEMTS, BASLE

glven us,

Zurich, 4th May 19H.

REPORT OF THE AUDITORS TO THE BOARD OF DIRECTORS AND TO THE GENERAL MEETING

In our oplnion the Balance Sheet and the Profit and Loss Account pive a true and falr vlew of the state of
the Bank's affairs at 21st March 1971 and of its profit for the year ended on that date; We have obtained all
the Information and explanations which we have required. The Bank has kept proper books, and the Balance
Shest and the Profit and Loss Account are in apreement with them and with the informafion and explanations

PRICE WATERHOUSE & CO,




PROFIT AND LOSS ACCOUNT
for the financial year ended 31st March 1971

Gold francs
Nsat interest and other InCome ... ... .. cvi vih aee ame een aa 148,766,911
Less: Costs of administration:
Board of Direclors ... ... ci. e eee aie v e 171,708
Management and Staff A 1« - Y F-3
Office and other expenses ... ... ... «cr  vir war aan 3,185,066 13,717,885
Netopératlng BUMPIUS v wuh weh it dee aee ks wes ese wee 133,049,026
Less: Amounts transferred to:
Provision for Exceptional Costs of Administration ... ... ... 1,600,120
Provision for Building Purposes ... ... ... ... ... .., 32000000 33,800,120
NET PROFIT for the financial year ended 31st March 197t ... ... ... ... 99,448,808
APPROPRIATION OF NET PROFIT
(Article 51 of the Statutes)
Gold franca
Net profit ... ... o0 hih iih aen i e e aee e s 99,448,906
Dividend of 6% p.a. on paid-up capital _
37.50 gold francs per share on 448,325 shares for twelve months 18,812,187
8.375 gold francs per share on 16,400 shares for three months 153,750 18,965,937
: 82,482,989
Additlonal dividend (statutory maximum) of 3% p.a. on pald-up capital
18.75 gold francs per share on 448,325 shares for twelve months 8,406,094
4.6875 gold francs per share on 16,400 shares for three months 76,875 8,492,969
74,000,000
Transfer to General Reserve Fund ... ... ... ... ... ... . .. 37,000,000
' 27,000,000
Transfer to Special Dividend Reserve Fund (statutery maximum) ... ... ... 14,800,000
22,200,000

Transfer to Free Reserve Fund 22,200,000



Movement on the paid-up Capital, Reserve Funds and Provisions
during the financial year ended 31st March 1971

(Mot including allocations to Regerves to be decided at the Annual General Meating)

In gold francs

Paid-up Capital
Balance at 1st Aprll 1970:
448,325 shares, each of 2,500 gold francs, of which 25% is paid up 280,203,125
Add: 16,400 further shares, each of 2,500 gold francs, of which 25/ Is paid up.
. issued durlng the financial year 1970-71 ... 10,250,000
Balance at 31st March 1971 per Balance Sheet ... ... ... ... ... ... 290,453,125

Reserve Funds

Speclal
Legal General Dividend Frae
Resarve Fund ReserveFund ReserveFund Reserve Fund
Balances at 1st Aprll 1970 28,020,313 64,833,210 10,007,964 80,000,000
Add: Transfers from Profit and Loss Account
1969-70 vie wre aee awe aea 30,000,000 12,000,000 18,000,000

Allocation of the premium received on
the issue of 16, new shares 1,025,000 5,125,000

Balances at 31st March 1971 per Balance Sheet 29,043,313 99,958,210 22,007,984 98,000,000

Provision for Building Purposes

Balance at 1st April 1970 eee s  er e e e 48,671,000
Add: Transfer from Profit and Loss Account 1970-T1 . 22,000,000

Balance at 31st March 1971 per Balance Sheet ... ... ... ... ... ... 80,671,000
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