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Foreign Exchange Markets, January-June 1961

The heavy flow of short-term capital between major 
financial centers highlighted developments affecting the 
foreign exchange markets during the first six months of 
1961—particularly in the period immediately following the 
March revaluations of the German mark and the Dutch 
guilder. Although relatively unrestricted international 
short-term capital movements have been possible since the 
adoption of external convertibility for the leading cur
rencies at the end of 1958, the magnitude of the problems 
that they could pose has only become fully evident in the 
last year or so. In the latter part of 1960 there was a sub
stantial outflow from the United States, as shifts of short
term capital undertaken to realize maximum interest earn
ings were reinforced by speculative movements. In the first 
half of 1961, speculative considerations appear to have 
been of major importance in generating additional heavy 
short-term international capital movements. Under these 
conditions, prompt, decisive, and cooperative action has 
become necessary to sustain stable and orderly exchange 
markets.

In the turbulent period following the March revalua
tions, unequivocal declarations by national and interna
tional authorities that parity values would be maintained, 
and actions undertaken both cooperatively and unilaterally 
by the major countries, tended to calm the exchange 
markets.1 While the sharp break in the exchange value 
of the Canadian dollar late in June introduced some new 
uncertainty into the markets, ground had nevertheless 
been gained by midyear toward restoring more orderly 
conditions.

International efforts to deal effectively with speculative 
short-term capital movements are, of course, of interest 
to the United States, which has also undertaken certain 
exchange stabilization operations to protect the United 
States dollar. In mid-June, leading United States officials 
submitted statements to the Subcommittee on International 
Exchange and Payments of the Joint Economic Commit
tee of Congress, which referred to these efforts and 
operations.2 Secretary of the Treasury Dillon noted in 
his statement that the Administration supports central

1 International cooperation at this time was discussed in “Interna
tional Economic and Financial Developments” in the Monthly Review 
for June 1961, pp. 102-4.

2 The statement by Alfred Hayes, President of the Federal Reserve
Bank of New York, is given in full beginning on p. 120 of this 
Monthly Review.

bank cooperation as a device that could be of substantial 
assistance in dealing with short-term capital movements. 
He also suggested that the International Monetary Fund 
might serve, where necessary, as a source of longer term 
financing of credits that might arise in central bank opera
tions, and lent his support to an appropriate expansion of 
the Fund’s resources. With respect to exchange stabiliza
tion operations by the United States, Secretary Dillon 
stated:

We have . . . initiated a number of measures 
designed to diminish the likelihood that specula
tion against the dollar might recur. Our de
cision to undertake limited operations in for
ward exchange markets represents one step in 
this direction.

The impact of the currency speculation during 
March did not confine itself to the markets for 
spot exchange. In the caste of the German mark, 
for example, the premium on the forward mark 
rose to very high levels immediately following 
the revaluation. Had this premium been allowed 
to rise unchecked, it might well have aggravated 
the speculative conditions prevailing in the mar
ket. However, arrangements were worked out 
between the United States and Germany where
by a stabilizing influence could be exerted on the 
market. It is our intention to conduct similar 
operations in other major currencies whenever 
such action appears appropriate and useful. . . .

Aside from these operations in the forward 
market, the Treasury, through the facilities of 
the Federal Reserve System, and in cooperation 
with authorities abroad, has begun to acquire 
modest holdings of foreign exchange which 
could be sold in the spot market should the 
dollar again come under pressure. You will 
recall, for example, that we requested Germany 
to make some marks available to us temporarily 
at the time they agreed to prepay $587 million 
of their official debt to the United States. The 
Treasury has also taken advantage of opportuni
ties to acquire certain other convertible curren
cies in relatively small amounts during recent 
months.

The expressed determination of the United States au
thorities to defend the current gold value of the dollar, 
the cooperative international efforts to mitigate disrupt 
tive short-term capital flows, and the relatively strong
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underlying balance of payments of the United States all 
served to reduce the pressure on the dollar during the first 
half of 1961. The United States trade surplus in the first 
four months of 1961 reached a seasonally adjusted an
nual rate of nearly $7 billion. This was close to the 
record achieved during the first half of 1957 and almost 
twice the rate during the corresponding 1960 period. In 
addition, there was a reduction in the short-term capital 
outflow which had been responsible for much of the sell
ing pressure on the dollar in the last half of I960.3

Interest incentives to move funds from the United States 
on a covered basis were reduced or eliminated as short
term interest rates abroad declined relative to rates in 
the United States and as, in some instances, forward ex
change rates moved in our favor. Since the third quarter 
of 1960, yields on short-term Government securities in 
the United States have tended to hold within the range of 
2V4 to 2%  per cent. Meanwhile, foreign monetary authori
ties acted to reduce short-term rates in order to help 
curtail short-term international capital flows. As one ex
ample of the trend in interest arbitrage incentives, it may 
be noted that in the case of three months’ Treasury bills 
the covered interest arbitrage differential, which in mid-
1960 had approached 1.5 per cent per annum in favor 
of London, gave way to substantial differentials in favor 
of New York by mid-1961. This development reflected 
both the narrowing of interest rate disparities and the 
recent widening of forward sterling discounts.

The accompanying chart, which presents market quo
tations for the dollar against major currencies in cents per 
unit, shows some strengthening of dollar quotations over 
the first half of 1961, although it also makes it evident 
that the dollar’s gains were limited. In particular, the 
dollar has remained at, or close to, official intervention

EXCHANGE RATES IN THE FIRST HALF OF 1961
Monthly averages of noon buying rates; cents per unit of foreign currency
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levels in relation to the French franc and the Dutch 
guilder.4 In addition, the German mark generally re
mained at its upper limit, despite the 5 per cent revalua

3 Short-term capital movements and exchange rates in I960 were 
discussed in the Monthly Review for January 1961, pp. 9-10.

4 The central banks of the signatories of the European Monetary 
Agreement have agreed to buy or sell dollars whenever necessary to 
keep their exchange rates within specified margins of parity with the 
doUar. Most have set these margins at per cent of parity. Selling 
pressure has forced the dollar’s quotation vis-a-vis some of these cur
rencies to the point where the central banks in question are some
times required to purchase dollars from the market in order to prevent 
any further increase in their own currency’s value.

Statements before Congressional Committees

At a hearing held in late June before the Subcommittee on International Exchange and Payments of the 
Joint Economic Committee of the Congress, Mr. Alfred Hayes, President of the Federal Reserve Bank of New 
York, filed a statement appraising the recent performance of the international financial system and comment
ing on current issues of international financial policy. Because of the widespread public interest in these sub
jects, the statement is reprinted in full in the present issue of the Review. We are also including statements made 
in early June by Mr. Hayes and Mr. Robert G. Rouse, Vice President of the Federal Reserve Bank of New 
York and Manager of the System Open Market Account, during testimony before the Joint Economic Com
mittee. These statements provide insights into the background for monetary policy decisions and the processes 
by which such decisions are formulated and carried out. The full text of their testimony at the hearings in early 
June will be published by the Committee.
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tion on March 6, until late in the period, when there 
appeared to be a growing conviction that further revalua
tion was not in prospect and when certain technical con
ditions, arising out of official operations in the forward 
exchange market, led to some searching in the market 
for dollars.5

Sterling, which had remained relatively firm during 
1960, dropped to $2.7929 in the wake of the March 
revaluations, but recovered with the central bankers’ 
March 12 declaration of mutual support. Subsequently, 
however, the rate again gradually drifted lower, reaching 
$2.7868 in early June, as Britain’s trade returns proved 
somewhat disappointing. That sterling will be vigorously 
defended at its current parity has been made abundantly 
clear by the British authorities, who have stated that there 
will be no delay in mobilizing, as required, all available 
resources, including Britain’s large drawing rights at the 
IMF. As regards forward sterling, the market was gen
erally quiet despite a rather wide range in the discounts 
for three and six months’ deliveries during the period. 
Quoted early in February at discounts of about 0.8 per 
cent and 0.6 per cent for three and six months, respec
tively, the discounts gradually widened to about 3.5 per 
cent and 2.9 per cent at the end of June.

The quotation for the Canadian dollar remained quite 
steady through the first five months of 1961, ranging from

5 See "The German and Dutch Revaluations” in the Monthly Re
view for April 1961, pp. 62-4.

U.S,$1.0 0 2%4 to U.S.$1.012%2- I*1 mid-June, however, 
the rate dropped to under U.S.$1.00, for the first time 
since December 1955, as the government publicly called 
for the resignation of the governor of the Bank of Canada 
in a policy conflict. Subsequently, the rate broke sharply 
to about U.S.$0.97—the lowest quotation since November 
1951—in an uneasy and sometimes erratic market fol
lowing the June 20 Canadian budget message in which 
the Minister of Finance stated the intention of the govern
ment to bring the Canadian dollar to a discount vis-a-vis 
the United States dollar. This exchange rate policy, it was 
stated, is designed to improve Canada’s trade balance and 
to reduce Canadian borrowing in the United States.

As regards other currencies, the Japanese yen came 
under some pressure and tended to weaken with Japan’s 
continued heavy trade deficits and the accompanying re
duced short-term capital inflows. South Africa, on Feb
ruary 14, replaced the pound with the rand (equal to 
U.S.$1.40, or one half the value of the former pound) 
as its basic currency unit. In the market, the exchange 
value of the South African currency has continued to 
weaken, mainly owing to persistent outflows of capital 
from that country. Many primary-producing countries, 
including Brazil, Venezuela, Ecuador, Indonesia, and 
South Korea, took important steps during the past six 
months toward more realistic exchange values for their 
currencies or toward simplification of their exchange rate 
structures, or both.

The Business Situation

The recovery in economic activity continues to be evi
dent in a wide range of current indicators. Industrial 
production, in particular, scored sharp gains in April and 
May, responding to the significant impetus from a ces
sation of inventory liquidation— and possibly some in
cipient inventory rebuilding— as well as to gains in final 
demand. At the same time, scattered reports of price 
shadings for several types of industrial materials reflect in 
the main competitive pressures in an economy with ample 
capacity and subject to price competition from foreign 
suppliers. Seasonal factors, moreover, are causing some 
slackening in steel output which is likely to continue and 
to be paralleled in other major industries during the sum
mer months; output in the automobile industry, in particu
lar, will be affected by an early model change-over. These

seasonal influences may, but need not, affect business senti
ment and expectations and should not interfere with fur
ther solid expansion in over-all activity so long as prospects 
for growth in final demand remain favorable. At the pres- 
ent time, it is virtually certain that Government spending 
will continue to exert an important upward thrust; there 
has been further confirmation of an imminent, but moder
ate, expansion in capital spending; and consumer outlays 
appear to be making some new gains, although no real 
buoyancy has yet appeared.

I N V E N T O R I E S  A N D  P R O D U C T I O N

Investment in inventories was about unchanged in April 
and May after having moved generally downward for more 
than a year. Although businessmen had been cutting stocks
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