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Treasury and Federal Reserve Foreign Exchange Operations*

By CuARLES A. COOMBS

During the period September 1966 through early March
1967, all outstanding drawings on thc Federal Reserve
swap network—both by foreign central banks and by the
Federal Rescrve—were repaid and the $4.5 billion of
credit lines available undcr the network have thus been
restored to a fully available standby basis (seec Table I).
Federal Reserve drawings of $235 million outstanding as
of the end of August 1966 were fully liquidated, while sub-
sequent Federal Rescrve drawings of $100 million on the
Bank of Italy and $140 million on the German Federal
Bank were also repaid by early 1967.

By early March 1967, the Bank of England had com-
pletely liquidated its swap drawings on the Federal Re-
serve, which had reached a peak of $450 million last July,
while also fully repaying further special credits in sizable
amount reccived during the height of the sterling crisis
from both thc Federal Reserve and the United States
Treasury. Drawings on the Federal Reserve of $233 mil-
lion by the Bank for International Sctilements (BIS) and
a small amount by another central bank during the period
have also been paid off.

Since the inccption of the Federal Reserve swap nct-
work nearly five years ago, total drawings on the network
have amounted to $7.7 billion, of which 91.3 per cent was
repaid within six months and 98.5 per cent within nine
months, while no drawing has becn outstanding for as long
as a year. Nor has there been any instance of unduly
protracted use of other comparable central bank credit

* This is the tenth in a series of reports by the Vice President in
charge of the Forcign function of thc Fcdersl Rescrve Bank of
New York and Special Munager, System Open Market Account.
The Bank acts as agent for both the Trcasury and the Fcderal Re-
serve System in the conduct of foreign exchange operations.

arrangements. The assurance of such integrity in the usc of
central bank credit facilities has been the foundation on
which the Federal Reserve swap network and related credit
arrangements have been built up into a solid defense linc
against international currency speculation.

Another significant development during the period under
revicw was the joint endeavor of the Federal Reserve and
several other central banks, together with the BIS, to
minimize a potentially severe strain on thc Euro-dollar
market toward the close of 1966. The Euro-dollar market,
which has become a multibillion dollar operation, functions
as a truly international money market and consequently
cannot rely, as can a national money market, on the sup-
port of any single central bank to rclieve temporary strin-
gencies or knots in the market.

Thcre is a great deal which the central banks whose na-
tionals use the Enro-dollar market can do in an ad hoc,
informal way, however, to allcviate undcsirable strains on
the market, Such a scusonal stringeney in the Euro-dollar
market appcarcd on November 29, 1966, when year-end
window-dressing  activities abruptly pushed up the one-
month Euro-dollar rate from 6% per ccnt to 7% per cent,
while rates for other maturities reacted sympathetically.
On the very same day, concerted uction to dcal with the
situation was taken by several central banks and the BIS.

First, the Swiss National Bank announced that, as in
previous years, it would be prepared to cnter into swaps
over the ycar-end with Swiss commercial banks. Under
these swap contracts, the Swiss National Bank bought spot
dollars against a forward rcsale contract. The dollars so
acquircd were immcdiately channeled back into the Euro-
dollar market, either directly or via the BIS, thus prevent-
ing an abrupt contraction in the supply of Euro-doliars.
The volumc of such opcrations by the Swiss National Bank
rcached the record total of nearly $400 million during
December. In addition, the Swiss National Bank placed
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Table I

FEDERAL RESFRVE RECIPROCAL CURRENCY ARRANGEMENTS
AND COMMITMENTS

February 28, 1967

System drawings

Aczount of fatility outstanding
Institution
In miltions of dellars equivalent
Austrian National Bank .. ... oo - 100
National Bank of Relgium. ... .. ... 150
Bank of Canada .. . PP 00
Bank of England.. . 1,350
Bank of France...... . - o e o 100
German Federal Bank ... . ... 400 o
Bank of ltaly...... . .. ... e o1
Bank of Japan....... R 450
Netheelands Bank. ... .. . ...l 150
RBank of Sweden..._...... . 100
Swiss National Bank.. ... ... 200
Rank for Interaational Settlements... . . 400 I
4,500 Q

© 11aif i3 avnilable in Swiss francs and half in other Europuan currencics.

in the Euro-dollar market $75 million which it had pur-
chased outright in November,

Sccond, the BIS, with the agreement of the Fedcral
Reserve, began drawing upon a $200 million swap line
with the System for the express purpose of channeling these
dollars into the Euro-dollar market to counter ycar-end
strains. During December, the BIS employed in such oper-
ations the full $200 million facility while also shifting $75
million of its own investment funds into the Euro-dollar
market. Thesc operations by the BIS supplemented its nor-
mal participation in the Euro-dollar market.

Third, thc New York Rescrve Bank immediately moved
into the sterling market, wherc spot rates werc beginning
to sag as a result of the competitive pull on British funds
by the Euro-dollar market, and exccuted a total of $88
million of one-month swap contracts, thercby helping to
insulate sterling from the ycar-end strain.

During the closing weeks of the year, the Netherlands
Bank also rechanneled some funds into the Euro-dollar
markct, while the German Federal Bank and the Bank of
Italy took action to reduce the pullback of Euro-dollar
placements by their banks. As a result of thesc coordinated
actions, the one-month Euro-dollar rate fell back to 6%4
per cent by December 12, 1966, and rates tended to soften
further during the remainder of thc month as the Euro-

dollar markct remained adequately supplied with funds.
By thus avcrting an abrupt rise in Euro-dollar rates toward
the end of the year, such central bank operations may also
have facilitated to some extent the general casing of credit
internationally during recent months.

STERLING

During the past six months, sterling has staged a strong
recovery from the severe crisis of last summer. This has
reflected a gradual strengthening of confidence in the
pound, with conscquent short covering. The easing of
credit conditions internationally has also contributed to a
reversal of carlier drains of short-term funds out of ster-
ling to other markets. More fundamcntal has been the
remarkable achievement of the British Government in
securing public acccptance of pcrhaps the most drastic
stabilization program ever to bc put forward by a demo-
cratic government in pcace time.

The wage-price freeze and other measures announced by
Primc Minister Wilson on July 20 were so severc, in fact,
that the market initially was skeptical of thcir political
feasibility, and selling pressure on the pound continued
unabated. In order to demonstrate United States Govern-
ment support of the British Government’s defensc of ster-
ling, this Bank for the System and Trcasury moved into
the market immediately following Prime Minister Wilson’s
announcement with massive bids for sterling to all major
New York dealers and, despite continuing selling pres-
sure, drove the rate up sharply to over $2.79. These
opcrations werc sustained for three days in sizable volume
and seemed to exert a useful stabilizing influence in a
badly dcmoralized market. But, as confidencc remained
at a low ebb and the competitive pull of other markets
for short-term funds becamc cven stronger, no significant
amount of short covering developed and sterling was sub-
ject to pressure through most of August.

More gencrally, the world economy was confronted in
the late summer of 1966 with seriously straincd credit
conditions in many national money markets. These ten-
sions in domestic markets were naturally aggravated by
widesprcad anxicty as to whcther the British Govern-
ment's battle to defend sterling would succeed. Against this
background of dangerous unsettlement in the financial
markets, the Federal Rescrve announced on September 13
a generalized increase in its swap facilities from $2.8 bil-
lion to $4.5 billion, including a $600 million risc to $1,350
million in the line with the Bank of England. The Bank of
England simultaneously announced that it had arranged
additional facilitics with other central banks. Initial wirc-
scrvice reports of these large increases in international
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credit facilities were nccessarily cryptic, and the market
~—unclear about their implications—responded with some
nervous sclling. In order to maintain orderly conditions
and prevent any slippage in quotations, this Bank again
entered the sterling market, making moderate purchases
for both Federal Reserve and Treasury account, with the
rate at about $2.7877. As it became clcar to the market
that the increased central bank credit facilities did not
reflect an exhaustion of cxisting credit lines but were
rathcr designed to provide a broad margin of safety
against unforeseeable contingencics, sentiment in the ster-
ling markel bcgan to improve.

Moreover, during the course of Scptember, the British
trade unions endorsed the Prime Minister’s call for wage
restraint and there was increasing cvidence that the
July 20 measures were beginning to take hold. By the
end of the month, the spot ratc was up to $2.7910 and
sterling was in good demand as the oversold position of
the market begun to be reflected in a covering of short
positions. For the first time in four months, the Bank of
England was able to forcgo nct recourse to central bank
assistancc.

In succeeding weeks, sterling continued to improve as
further covering of short positions was encouraged by
better tradc figures as well as by thc November 10 an-
nouncement that Britain would initiate top-levcl discus-
sions aimed at membership in the Common Market. Also,
during this period the Jevel of intcrest rates on dollar in-
vestments receded from their August-September highs,
and the drain on sterling from this source came to an cnd.
In October and November, the Bank of England added
$120 million to Unitcd Kingdom reserves, while making
a start on repaying central bank assistance.

This pattern of gradual rccovery was interrupted briefly
at the end of November and in early December, both
because of the mounting tensions surrounding Britain's
impasse with Rhodesia and because of the usual year-end
window-dressing  preparations of commercial banks in
scveral Continental centers. Such year-end window dress-
ing led to large flows of funds across the exchanges, most
notably outflows from London on a short-term covered
basis—either directly to countrics repatriating funds or
to an increasingly stringent Euro-dollar market.

These covered outflows from London in turn brought
about an appreciable narrowing in the discount for one-
month sterling and, with United States money rates con-
tinuing to decline, incentives developed to move private
funds from the United States into United Kingdom money
market instrumcnts. Such flows, while desirable from the
point of view of sterling, would have had adverse con-
sequences for the United States balance of payments. In

order to avoid such a devclopment, while at the samc time
bolstering sagging spot quotations for sterling, this Bank,
in consultation with the Bank of England, engaged in mar-
ket swaps for the Federal Rescrve and the Treasury, pur-
chasing $88 million of spot sterling against sales for
delivery in January 1967. These operations complemented
the coordinated action being taken by several other cen-
tral banks and the BIS to relieve potentially disruptive
year-end pressures in the Euro-dollar market.

During December, therefore, sterling was well insulated
by concerted central bank action designed to cushion
ycar-end short-term capital flows, and occasional Bank of
England intervention in defensc of the pound was only
modcerate. The announcement that Britain's seasonally
adjusted trade bulance had moved into surplus in No-
vember for the first time in the postwar period helped
generate new demand for sterling and, as the year drew
to a close, there was additional buying of sterling when
somc British corporations repatriated profits for the ycar-
¢nd. On balance, the Bank of England had a small reserve
gain from cxchange operations in December, even after
further repayments of short-term central bank credits.

After the turn of the year, the progressive rclaxation of
monetary restraint in the United States, Germany, and other
countries, combincd with reflows of funds from thc Con-
tinent, rcsulted in a sharp decline in Euro-dollar ratcs.
Yields on British local-authority deposits also declined,
but morc slowly, so that for the first time in a year a
significant incentive developed to shift funds from Euro-
dollars to local-authority sterling dcposits. The Bank of
England on January 26 reduced its bank rate from the
crisis level of 7 per cent to 6%2 per cent. Central banks
in scveral other financial centers also cut their discount
rates, but the gencral lowering of intcrest rates left those
in Britain still relatively attractive and short-term in-
vestment funds continued to be drawn to London. In
addition, demand for sterling reflected the underlying im-
provement in the United Kingdom payments position and
the beginning of the period of seasonal strength, including
in particular substantial buying for oil royalty payments.
Morcover, as confidence recovered still further, foreigners
continued rebuilding their sterling balances. As dollars
flowed back to the Bank of England, the bank continued
its practice of devoling the bulk of such rcceipts to repay-
ment of central bank debt while adding only modest
amounts to its reserves.

As sterling movced through crisis to convalescence, the
Bank of England made extensive use of the nctwork of
central bank credit facilities of various types that have
been constructed during the past five years. In the case
of the Federal Reserve swap line, Bank of England draw-
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ings rose to a pcak of $450 million at the end of July,
declined to $400 million by the end of Scptember, to $350
million at the ycar-end, and were paid off completcly by
early March. In addition to drawings on the Federal
Reserve swap line, the Bank of England made use of
sizable special credits provided by the United States
Treasury and, to a lesser cxtent (i.e., a maximum of $50
million), by the Federal Reserve. After rising to a peak
during thc midsummer months, such special credits de-
clined to $175 million at the end of September, to $160
million at the year-end, and were fully liquidated during
January 1967. During the height of the crisis, the Bank of
England also secured credit assistance from other central
banks with rcpayments being subsequently cffected.

GERMAN MARK

The German balance of payments swung into sizable
surplus in the second half of 1966. Official gold and con-
vertible currency reserves rose by $578 million in the
six-month period, resulting in a net reserve gain of $419
million for the ycar as against a loss of $617 million in
1965. The swing was largely related to cyclical factors. The
German cconomy, which had been overhcated through
most of 1965 and carly 1966, cooled off considerably in
the second half of last year. With domestic pressures
casing, the growth of German imports slowed and exports
began to rise sharply. The resultant improvement on trade
account was thc major force behind the recemergence of a
payments surplus, as other currcnt-account items con-
tinucd in deficit and the capital accounts were about in
balance.

Starting late last year, monetary measures were taken
to bring about rcnewed expansion in thc German ccon-
omy. Aftcr reducing reserve rcquirements in Decembor,
the German Federal Bank in January and February cut
its discount rate in two steps from S per cent to 4 per cent
per annum and further lowered commercial bank rescrve
requircments.

The balancc-of-payments surplus was reflccted during
the period under review not only in rising official reserves
but also in a strengthening of the German mark. After
fluctuating slightly above par ($0.2500) in September,
the spot rate advanced in October to about $0.2515 as
the tradc surplus widened. The tightening domestic moncy
market, coupled with the onset of the usual ycar-end
liquidity pressures, prompted German banks during No-
vember and PDecember to repatriate funds normally held
abroad in foreign currency assets, Despite the rclaxation
of reserve requirements in Germany, these demands carried
the mark ratc even higher and, as it approached its upper

limit of $0.25187%, the German Fedcral Bank made very
large purchases of dollars.

Under the circumstances, the Federal Reserve acted in
cooperation with the German authorities in December to
alleviate the cxchange market pressures resulting from
these flows of funds. In order to meet the demand for
marks that spilled ovcr into the New York market, the
Fedcral Reserve sold $28.7 million equivalent of marks
from its balances carly in Deccmber. When the market
began bidding strongly for marks on a one-month swap
basis shortly before Christmas, the System shifted its
intervention and sold $17.5 million equivalent of marks
spot against repurchase onc month later. In addition, the
System absorbed $155 million of the dollar gains of the
German Federal Bank, using $15 million of marks previ-
ously held outright and $140 million of marks drawn under
thc swap arrangement with the German central bank.

After the ycar-end, there was a substantial reflow of
funds out of Germany. In addition to using existing mark
balances, thc Federal Reserve was able to acquire suffi-
cient marks—from the maturing onc-month swaps, from
purchases in the New York markct, from Spain following
its drawing of marks from the International Monetary
Fund (IMF). and through the German Federal Bank—to
repay by mid-February its $140 million mark swap draw-
ing. Nevertheless, the mark remained strong in the ex-
change market, as the German trade account continued in
heavy surplus. With the reemcrgence of a German pay-
ments surplus, the United States Treasury was unable
to make further progress in reducing its indebtedncss in
mark-denominated sccurities issucd to the German au-
thoritics. The overall amount outstanding remainced at $351
million at the cnd of February, compared with $602 mil-
lion at the beginning of 1966,

SWISS FRANC

In April the Swiss franc began to strengthen after hav-
ing declincd steadily during the first quarter of 1966,
and by carly May it had rcached its cffective ceiling of
$0.2317%4. The franc remained at its cciling in subsequent
weeks as a result of rcpayments of Swiss franc borrowings
by forcigners, attributable to a tightcning of the domestic
moncy and capital markets, and later because of capital
repatriations in connection with midyear liquidity needs.
Consequently, the Swiss National Bank purchased $200
million outright, and effectcd an additional $82 million in
short-term swaps with Swiss commercial banks to help
provide for their temporary midyear requircments.

In July, tensions associated with the pressures on ster-
ling dominated the forcign exchange markcts and the usual
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seasonal outflow of funds was converted into an actual
inflow of $69 million. Accordingly, thc Federal Rescrve
drew $75 million of francs from the Swiss National Bank
and another $75 million of francs from the BIS, using
these funds to absorb uncovered dollars from the Swiss
central bank. In late July, however, Swiss francs gradually
came on offer as the pressures on sterling began to sub-
side and high interest rates abroad gave rise to extcnsive
capital outflows. In carly autumn, with funds continuing
to move out of Switzerland, the spot rate declined to
$0.2305'4 and the Swiss National Bank bcgan selling
dollars to the market. In addition, there werc relatively
heavy official rcquircments for dollars between September
and November. The consequent reduction in its dollar
holdings led the Swiss National Bank to buy $60 million
against Swiss francs from the Federal Reserve during this
period. The Systcm uscd the Swiss francs so acquired to
reduce its swap drawings from the Swiss National Bank to
$15 million cquivalent.

In November, the Swiss commercial banks began to re-
patriatc large amounts of funds in connection with heavy
year-end requirements and, when the spot ratc moved to
its ceiling, the Swiss National Bank purchased $75 million
in the market. Then, at the end of thc month, the Swiss
National Bank—as it had done in previous years—an-
nounced that it would buy dollars from the Swiss com-
mercial banks on a short-term swap basis and the spot
rate immcdiately receded from the ceiling. The swaps
eventually reached a record level of $398 million. In order
to prevent these movements of funds from putting pressurc
on the Euro-currency markets, the Swiss National Bank,
as usual, rechanneled the dollars so acquired into the
Euro-dollar market.

After the year-end the Swiss franc cased further, and
during January and Fcbruary the spot ratc was generally
under $0.2310. Aside from the unwinding of the Decem-
ber market swaps, however, outflows of funds from Switzer-
land were smaller than usual because lower intcrest rates in
other countries made short-term investments abroad some-
what less attractive. Consequently, while the Federal Re-
scrve was able to reduce its swap drawing from the Swiss
National Bank by $5 million to $10 million equivalent
with francs purchased in New York, thc $75 million
drawn from the BIS in July remained outstanding. The
United States authorities therefore decided to use some of
their sterling balances to enter into a $75 million c¢quiv-
alent sterling-Swiss franc swap with the BIS, half each for
the System and the Treasury accounts. The Federal Re-
serve then purchased the Trcasury’s share of the swap pro-
cceds and thus acquired sufficicnt Swiss francs to liquidate
completely its $75 million Swiss franc drawing from the

BIS. Finally, at the end of February, the Federal Reserve
repaid its remaining $10 million drawing from the Swiss
National Bank with francs purchased from that bank.

ITALIAN LIRA

Italy registered a substantial balance-of-payments sur-
plus during 1966, although on a decidedly smallcr scale
than in 1965. At first, rescrve gains were modcrate as
Italian commercial banks madc large short-term invest-
ments in the Euro-dollar market. About midycar, how-
ever, Italian payments moved into a period of seasonal
strength, and there were short-tcrm capital inflows result-
ing from growing speculation against sterling. Morcover,
by then, most Italian banks had climinated any net liabil-
ity position vis-a-vis forcigners and the Bank of Italy was
no longer prepared to shift dollars abroad through short-
term swaps with those banks at preferential rates. Con-
sequently, thcre was a marked rise in ltalian official
reserves, and the Federal Rescrve reactivated its swap
facility with the Bank of Italy, in July and August draw-
ing lirc to absorb a total of $225 million from the italian
authorities. These drawings were repaid on August 22,
when the United Statcs Treasury drew $250 million of
lirc from the IMF and sold the lire to the System. Using
the remaining $25 million of lirc, plus some balances, the
System rcduced to $14 million cquivalent a sterling-lira
swap with the BIS (originally $50 million at its incep-
tion in Fcbruary 1966 but reduced to $40 million cquiva-
lent during the spring).

While these opcrations were under way, large amounts
of dollars continucd to flow into official Italian reserves
during August. Accordingly, in early Scptember the Sys-
tem again used its swap line, drawing lire to absorb $100
million from the Ttalian authorities. Shortly thercafter,
however, Italian reserves began to dccline, as strong sca-
sonal inflows subsided, a tighter Euro-dollar market ex-
crted a renewed pull on Italian bank funds, and the Ttalian
authorities prepaid $145 million of postwar debt to the
United States. Against this background, the System in late
September purchased $13.9 million of lire from the Bank
of Italy and, adding some lirc on hand, unwound its re-
maining $14 million cquivalent sterling-lira swap with
the BIS.

In succeeding months, dollars were generally in demand
in Italy in response to convcrsion of lira borrowings by
foreign firms and outflows to the Euro-dollar market; as
a result, lira quotations eased steadily, falling below par
by mid-January. Offerings of lire in the market were siz-
able, and between October and January the Federal Re-
serve purchased sufficient lire in Ncw York to repay in



full its $100 million equivalent swap drawing from the
Bank of Italy, The $600 million swap facility was thus
fully restored to a standby basis.

Although the turn in Italy’s balance of payments in
late 1966 was sufficient to make possible the liquidation
of System lira commitments, Italy’s overall reserve posi-
tion strengthened over the ycar as a whole. In particular,
Italy’s creditor position in the IMF increased by somc
$336 million. In view of the substantial surplus in their
payments position, the Italian authorities at the year-end
purchascd $60 million of gold from the United States
Treasury in order to replenish their gold holdings. Be-
ginning in January, however, Italy’s foreign exchange re-
quirements increased, partly for seasonal rcasons. As a
result, the Italian lira remained below par and Italian
official dollar holdings declined by about $200 million in
January and February.

Federal Reserve and Treasury technical forward com-
mitments in Italian lire, undcrtaken in 1965, were rolled
over periodically during the course of 1966.

DUTCH GUILDER

The Netherlands money market tightened around mid-
year and, as mounting tensions in the sterling market led
to additional inflows of funds, Dutch official reserves rose

sharply. The Federal Reserve accordingly reactivated its
swap facility with the Netherlands Bank—drawing a total
of $65 million of guilders which it used, togethcr with
$2.5 million of guilder balances, to absorb dollars from
that bank.

By mid-August, however, the Dutch money market had
eased and, as increasingly attractive interest rates on dol-
lar investments were cxerting a pull on Dutch funds, the
spot guilder rate began to decline, falling below par by
mid-September. In order to modcrate the decline, the
Netherlands Bank sold some dollars to the market and later
bought $10 million from the Federal Reserve against
guilders. The System in turn used the guilders to reduce
its swap commitment to $55 million equivalent as of
September 16.

During the fall the guilder moved back above par, and
subsequently fluctuated within a narrow range during the
remaining weeks of 1966 as the Netherlands trade account
was seasonally strong and the moncy market in Amster-
dam firmed. During this period, the Nctherlands Bank
intervened only sporadically and then mainly to relieve
money market pressurcs, which were particularly strong
in early November and again in mid-December. In so
doing, it used the techniquc of market swaps, buying
dollars spot from Dutch commecrcial banks and selling
them forward (in this instance for 1967 delivery). To help
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moderate year-end pressurcs in the Euro-currency mar-
kets, the Netherlands Bank reinvested its December dol-
lar purchascs in the Euro-dotlar market.

At the end of 1966, foreign currency requircments of
the Dutch government led the Netherlands Bank to buy
$20 million against guilders from the Federal Reserve,
and the Federal Reserve immediately uscd the guilders to
reduce its swap commitment with that bank to $35 mil-
lion equivalent. Then, in January, there was a flow of
funds from thc Netherlands into sterling (through dol-
lars) and thc central bank provided some support for the
guilder, These dollar losses, coupled with the conversion
into dollars of the guilder portion of Spain’s multicurrency
drawing from the IMF, reduced the Netherlands Bank's
dollar holdings, and the bank purchascd $35 million from
the Federal Reserve against guilders. The System in tum
repaid the remainder of its outstanding guilder swap draw-
ing, restoring the $150 million arrangements fully to a
standby basis. There were no further Federal Reserve or
Treasury operations in guilders during the period covered
by this report.

BELGIAN FRANC

During the carly summer of 1966, Belgium’s trade and
service accounts moved into surplus and the Belgian franc
began to strengthen. By late July, the Belgian franc had
reached its cciling and the National Bank of Belgium
began buying fairly sizable amounts of dollars. In order
to absorb some¢ of these gains, the Federal Reserve in
carly August drew $30 million of fruncs under the $50
million standby portion of the rcciprocal swap arrange-
ment with the National Bank.

Belgium’s current account swung into deficit later in
August, and the National Bank thcn started supplying
forcign cxchange to the market, covering these losses by
purchasing dollars from the Federal Reserve against Bel-
gian francs. By late September, such purchascs totaled
$30 million and the System had fully rcpaid its swap
drawing from the National Bank.

During the early fall thc Belgian franc drifted some-
what below par as a result of a continued deterioration
on the trade account, and in November the Belgian cen-
tral bank again bcgan to lose dollars. Because of these
market losses, and exchange requiremcnts of the Belgian
Treasury, the National Bank again nceded dollars in the
last few weeks of 1966. The bank bought $30 million
from the United Statcs Trecasury against Belgian francs,
which the Treasury uscd to build up a balance for future
contingencies. Thus, by the end of 1966 the Treasury had
a fully covered position in Belgian francs, sincc its franc

balances matched its Belgian franc-denominated bond in-
debtedness.

During the first two months of 1967 there was an im-
provement in the Belgiun current account, and the franc
moved somewhat above par after mid-January. Tighter
Belgian money markct conditions associated with a large
Belgian government bond flotation contributed to the rise
in the rate, but at no time werc there any significant pres-
sures in thc market, and at the end of February Belgian
official reserves were virtually unchanged.

CANADIAN DOLLAR

Although there were some large capital flows to Canada
during the first half of 1966, seasonal weakness in thc
tradec and tourist accounts early in the year and sizablc
covered conversions of domestic time deposits into United
States dollar investments by Canadian banks accounted
for net Canadian demand for foreign exchange. During
thc summer months, the Canadian dollar strengthencd,
but official gold and exchange reserves continued to de-
cline as Canadian authorities purchascd from United
States residents ncarly $141 million of Cunadiun govern-
ment debt and some $25 million of IBRD (International
Bank for Recconstruction and Development) bonds to
adjust their total official reserve holdings to lcvels mu-
tually agreed upon with the United States. Including those
purchases and a $47 million gold payment to the IMF in
connection with Canada’s quota increase, Canadian gold
and foreign exchange reservces fcll $420 million during the
first nine months of 1966.

During the fourth quarter the spot rate for Canadian
dollars declined, as there were few new Canadian securi-
tics offerings in New York and Canada’s balance of pay-
ments again cntered a period of seasonal weakness. By
early November spot quotations had fallen below the
$0.9250 parity, and they remaincd bclow par in the
remaining weeks of the ycar when there were large finan-
cial outflows associated with dividend payments to non-
residents and ycar-end repatriations of funds by foreign-
crs. There was no significant selling pressure, however,
and therc was little net change in official Canadian gold
and foreign exchange reserves during the final quarter.
(Late in the year, thc United States Treasury purchased
$17 million of Canadian dollars from the Bank of Canada
for resale o IMF members having repurchasc obligations
to the Fund. Earlier in 1966, the United States Treasury
had drawn a total of $400 million equivalent of Canadian
dollars from the IMF for sale to Fund members meeting
repayment obligations.)

Seasonal factors continued to run against Canada in
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early 1967. With an easing in monetary conditions in the
United Statcs, however, there was a revival of Canadian
borrowing in New York and some rcpatriation of Cana-
dian funds from the Euro-dollar market. As a rcsult, the
spot Canadian dollar rose sharply during January. Once
the borrowings in New York were completed, however,
the spot rate tended to ease, and through mid-February
it traded just above par in a quiet and balanced market.
At the end of the month, there was a flurry of selling when
the Royal Commission on Taxation madc its rcport and
the spot rate cased just below par,

INTERNATIONAL MONETARY FUND

The United States continued the practice initiated in
February 1964 of drawing currencies from the IMF for
sale to countries making repayments to thc Fund. During
the period under review, takedowns were made under the
drawing of $100 million of Canadian dollars arranged
on August 18 and the United States arranged an addi-
tional “technical” drawing for $30 million equivalent of
German marks.

United States drawings from thc Fund—both regular
and technical—between February 1964 and February
1967 totaled $1,640 million. During the samc period,
other countrics drew dollars from the Fund, thereby re-
ducing the Fund’s holdings of dollars and reducing this
country’s repayment obligation. Consequently, at the end
of February 1967, net United States indebtedness to the
IMF was $933.5 million.

The general Fund quota increase of 25 per cent adopted
in 1964 by the Governors of the Fund was ratified by two
more members during the period, bringing the number
of ratifications to ninety-two; Fund resources were thereby
increased to over $20.9 billion. As indicated in previous
reports, a member must pay its quota incrcasc to the
Fund partly in its own currcney and partly in gold. The
quota increasc arrangement provides that the Fund will
deposit a total of up to $350 million of gold with the
Federal Rescrve Bank of New York and thc Bank of
England to compensate for any losses arising from other
members’ gold subscription payments to the Fund. As
of February 28, 1967, the Federal Reserve Bank of New
York held for United States Treasury account $213.4
million of gold so deposited by the IMF.

THE GOLD MARKET

Early estimates suggest that official gold reserves of the
noncommunist world declined slightly over the course
of 1966. Although private hoarding demand evidently de-

clined somcwhat, industrial and artistic use again rose and,
with new gold supplies off sharply, total demand exceeded
the volume of gold coming on to the market. This im-
balance was reflected in higher prices on the London gold
markct and in the activity of the central bank gold
pool, which for the first time since its inception closed the
year with a nct drain on its resources. In the past five
months, however, the supply-demand relationship has im-
proved, as South African sales have risen and hoarding
demand has declined.

South Africa, the world's leading gold producer, had a
payments surplus for the first half of the year and on bal-
ance absorbed into its own rescrves slightly more than $200
million of gold from new production in 1966. In addition,
the Soviet Union apparently sold no gold in 1966 for the
first time in recent years. Commercial and artistic usc of
gold continued to rise, but privatc hoarding dcmand
moderated. Tight monetary conditions in many countries
increased the yields on alternative investments and un-
doubtedly cut down on spcculative buying. On the other
hand, speculative demand was encouraged by several fac-
tors during the year—the Vietnam conflict, the Rhodesian
situation, and the repeated intimations on the part of
French officials that the price of gold should perhaps be
raised. In addition, the sterling crisis during the summer
led to strong demand and a firm price throughout the
third quarter.

During the period under review, the London gold price
backed away from the high of $35.1940 rcached in August
and September and dipped below $35.15 on several occa-

Tuble 11

UNITED STATES NET MONETARY GOLD TRANSACTIONS
WITR FOREIGN COUNTRIES AND INTERNATIONAL INSTITUTIONS®

Janvary-Deccember 1966

In miflions of dollars at $3$ per fine troy ounce;
United States net sales (=), net purchases (4)

Country F,,L'.‘,‘ J.:Kd, :,‘,’:",t‘,'; Year

Canada ........... | +1500 & + $0.0 +200.0
France ... . | —3ms | —ams — 6008
{20 —600 | — 600
Switzerland . ... | + 180 | — 200 — 20
United Kingdom . . oo} — 261 | 41260 | —20.1 + 798
AN ONCE oo ] — 196 1 = 222} — 87 | — 425
Net sales.............cocconie —2012 | —1438 | — 858 | - 4306

Nute: Because of rounding, figures do not necessarily add to totals,

® Not reflected in this table are United States monctary gold transactions with
foreign countries mitigated through special deposits by the IMF.
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sions in October and early November. Demand was di-
minishing as the pressures on sterling cased, and at the
same timc the volumc of South African supplies was
picking up rapidly, following an adverse swing in South
Africa’s payments position. Nevertheless, with the ap-
proach of the year-end, demand became very strong oncc
again, influenced partly by heightened tensions in the
Middle East and by rumors that economic sanctions might
be applied to South Africa in connection with thc Rhode-

sian situation. As a rcsult, the price rose to $35.1971 to-
ward the end of December. Thereafter, the market eased
once again in early 1967, although there were brief flurries
of demand in response to rcnewed French official discus-
sion of the role of gold in world monetary arrangements.
The lifting of restrictions on French gold trading in Paris
was taken in stride both in the London market and elsc-
where on the Continent, and at the end of February thc
London fixing price had fallen to $35.1486.





