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Treasury and Federal Reserve Foreign Exchange Operations 
Interim Report*

By C h a r l e s  A. C o o m b s

After an unprecedented rush into foreign currencies 
on March 1, all major exchange markets were officially 
closed and a series of emergency meetings was called to 
resolve the crisis. On March 11, six of the members of 
the European Community (EC) and, later, Norway and 
Sweden agreed to maintain fixed exchange rate relation
ships among themselves within a IVx percent band, which 
would be permitted to float as a bloc against the dollar. 
In conjunction with the decision to establish a fixed-rate 
bloc, the German authorities revalued the mark by 3 per
cent. In addition, to guard against large new inflows of 
funds, most countries participating in the joint float tight
ened and extended their existing exchange controls. The 
Japanese yen, Swiss franc, sterling, and the Italian lira 
each continued to float independently.

The markets were officially reopened on March 19 and, 
after a brief burst of trading as the backlog of commercial 
orders was cleared away, activity thinned as dealers paused 
to assess the radically altered market trading arrange
ments. Through the first week in May, the dollar improved 
hesitantly as earlier adverse leads and lags were partially 
reversed. The February devaluation and subsequent flight 
from the dollar had been a shattering blow to confidence, 
however, and there was no large sustained covering of 
short dollar positions or reflow of funds. Despite an im
proving trend in the United States balance of payments 
and the frequently voiced view that the dollar was, if any
thing, now undervalued, the market became increasingly 
concerned over the worsening United States inflation, fore
casts of vastly higher energy imports, and possible rami

* This interim report, covering the period March through May 
1973, is the first of a series providing information on Treasury and 
System foreign exchange operations to supplement the regular 
series of semiannual reports appearing in this Review.

fications of the Watergate affair. Consequently, the ten
dency to shift out of dollars continued.

In early May, the dollar began to depreciate once more 
against most of the European currencies. By midmonth a 
new speculative attack had broken out in which soaring 
gold prices, sliding United States equity prices, and a 
weakening dollar interacted to reinforce each other. Move
ments in exchange rates were abnormally large and erratic, 
with spot rates fluctuating as much as 2 percent during a 
single day. The German mark advanced the most sharply 
in response to progressive tightening of Germany’s anti- 
inflationary fiscal and monetary policies. After moving 
from the bottom to the top of the European band, the 
mark began by early June to exert upward pressure on 
the entire band.

The dollar was driven down in sporadic bouts of ner
vous and, at times, heavy trading to levels unjustified and 
undesirable on any reasonable assessment of the longer 
run outlook for the United States payments position. By 
June 28, the dollar had dropped 16 V2 percent against the 
mark, some 8 to 13 percent against most other Continental 
currencies, and the gold price in London had shot up

FEDERAL RESERVE SYSTEM DRAWINGS AND REPAYMENTS 
UNDER RECIPROCAL CURRENCY ARRANGEMENTS

In millions of dollars equivalent

Transactions
with

System swap 
drawings 

outstanding on 
March 9,1973

Subsequent 
drawings (+ )  
or repayments 
(— ) through 
May 31,1973

System swap 
drawings 

outstanding on 
May 31,1973

National Bank of Belgium ................ 390 - < ^ - 390
Swiss National Bank ......................... 565 - 0— 565
Bank for International Settlements 

(Swiss francs) ................................ 600 - 0- 600
Total ........................................ 1,555 1,555
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from $90 to a peak of $127. The dollar also weakened 
against sterling and the Italian lira, though by much 
smaller amounts. Sterling advanced along with Continental 
currencies in May but, as British interest rates eased, held 
steady during most of June. The Italian lira, which fluctu
ated widely in response to domestic political developments, 
was advancing by the end of June. Dollar rates for the cur
rencies of Japan and Canada, two of the United States 
major trading partners, in contrast, were little affected by 
developments elsewhere in the exchanges and at the end of

June were still at last March levels. Indeed, the Japanese 
authorities sold considerable amounts of dollars to prevent 
a depreciation of the yen.

During the three months to the end of May, there were 
no Federal Reserve operations in the exchange markets. 
Debt outstanding under swap lines remained unchanged 
at $1,555 million (see table). There were no Treasury 
exchange market operations in this period, apart from 
small purchases of foreign exchange to meet scheduled 
expenditures.
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Treasury and Federal Reserve Foreign Exchange Operations 
Interim Report*

By  C h a r l es  A. C o o m b s

As related in the previous Report, on July 10 the 
Federal Reserve resumed intervention in the exchange 
markets and by the end of July had sold a total of $273 
million equivalent of foreign currencies— $220 million of 
German marks, $47 million of French francs, and $6 mil
lion of Belgian francs. These operations were financed by 
drawings under the swap arrangements with the respective 
central banks. Over the first two weeks of August the dol
lar strengthened, as a liquidity squeeze in Germany eased, 
interest rates in New York rose, and the market responded 
to favorable United States trade figures for June. With this 
shift in the international flow of funds, the Federal Re
serve readily acquired through the market the foreign cur
rencies needed to repay the entire $273 million equivalent 
of swap drawings incurred in July. The only intervention 
by the Federal Reserve during early August was the sale 
of $4.2 million of marks, using existing balances, when 
the dollar had a temporary setback on August 7.

The dollar’s rise stalled in mid-August, when market 
worries over price trends and political uncertainties in the 
United States surfaced once again. As more bad news gen
erated new selling pressure on the dollar on August 20-21, 
the Federal Reserve reentered the market as a seller of 
German marks in order to maintain an orderly market and 
moderate any serious erosion of dollar rates. Over these 
two days and again briefly later in the month, the System 
sold a total of $54.5 million equivalent of marks drawn 
under the swap line with the Bundesbank, while the Ger

* This interim report, covering the period August through Octo
ber 1973, is the second of a series providing information on Trea
sury and System foreign exchange operations to supplement the 
regular series of semiannual reports appearing in this Review. Mr. 
Coombs is the Senior Vice President in charge of the Foreign 
function of the Federal Reserve Bank of New York and Special 
Manager, System Open Market Account. The Bank acts as agent 
for both the Treasury and the Federal Reserve System in the 
conduct of foreign exchange operations.

man central bank made modest purchases of dollars in 
Frankfurt. The dollar then firmed, and the Federal Re
serve was able to repurchase in the market the German 
marks needed to liquidate the swap drawings on the 
Bundesbank.

By late August and early September, trading conditions 
had become more orderly, with much narrower fluctua
tions in rates from day to day as well as during trading 
sessions. In this atmosphere of greater stability the mar
ket showed much improved resilience in absorbing the 
shocks of adverse political and economic news here and 
abroad. During this period the Federal Reserve stood 
ready to intervene on a number of occasions, but opera
tions were required only once. On September 6, just ahead 
of official announcement of the August wholesale price 
figures, the dollar came under some pressure and the Fed
eral Reserve sold $8.2 million equivalent of marks, of

FEDERAL RESERVE SYSTEM DRAWINGS AND REPAYMENTS 
UNDER RECIPROCAL CURRENCY ARRANGEMENTS

In millions of dollars equivalent

Transactions with System swap 
commitments, 
July 31, 1973

Drawings (-f-) or
repayments ( — ) 
August 1 through 

October 31

System swap 
commitments, 

October 31,1973

National Bank of Belgium ..... 396.0 -123.8 272.2

Bank of France ...................... 47.0 -  47.0 -0-

German Federal Bank ........... 220.5 f4-236.1 
1-456.6 -0-

Netherlands Bank ................... -0- ±  2.9 -0-

Swiss National B a n k ............... 565.0 -0- 565.0

Bank for International Settle
ments (Swiss francs) ............... 600.0 -0- 600.0

T o ta l ................................................. 1,828.4 J+238.9
1-630.2 1,437.2

Note: Discrepancies in totals are due to rounding.
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which $3.9 million was drawn under the swap line. The 
dollar then quickly rebounded, and the System was able 
to repurchase the marks needed to repay this swap com
mitment.

On September 15, the Netherlands revalued the guilder 
by 5 percent against other European Community (EC) 
currencies in the fixed-rate bloc. This move came as a sur
prise to the markets, and speculation soon developed over 
possible revaluations or devaluations of other EC curren
cies. Consequently, there were heavy flows into the 
German mark and Belgian franc and out of the French 
franc, leading to substantial intervention by the central 
banks involved in the EC “snake”. Such speculation in the 
European currency exchanges soon spilled over into the 
dollar market. As the dollar began to drop, the Federal 
Reserve again stepped in, in coordination with the Bundes
bank, to moderate the decline of the dollar-mark rate. 
At the same time, the Belgian and French authorities took 
monetary and exchange control measures to curb the 
pressures on the EC band. This firm official response effec
tively broke the speculative wave and, as dollar rates bot
tomed out and began to rise, the Federal Reserve continued 
to intervene to help along the recovery. In this sequence of 
operations, between September 17 and 26 the Federal 
Reserve sold $156.7 million equivalent of German marks 
drawn under the swap line, while the Bundesbank inter
vened in Frankfurt by buying nearly $140 million.

The exchange markets again turned quiet through late 
September and early October. Underlying trade and in
vestment flows tended to buoy the dollar and, as the dollar 
firmed, the Federal Reserve was able to purchase sufficient 
marks to repay $86.1 million of the outstanding swap 
debt to the Bundesbank. The improvement in the dollar 
was again interrupted, however, as short-term interest 
rates in this country fell sharply, political uncertainties 
heightened, and war broke out in the Mideast. On Octo
ber 10, when the news of Vice President Agnew’s resigna
tion hit the markets in the early afternoon, selling pressure 
on the dollar intensified. At this point, the Federal Reserve 
again intervened with an unusually heavy offering of 
marks, of which $21 million equivalent was sold. These 
sales were financed by a further drawing under the swap 
line with the Bundesbank, bringing the outstanding swap 
debt to $91.5 million equivalent. The dollar then steadied, 
and no further intervention in marks was required through 
the month end.

During October, the Dutch guilder moved to the top of 
the EC band. The guilder’s rise stemmed mainly from a 
liquidity squeeze in Amsterdam,, but revaluation rumors 
began to circulate once again. In conjunction with the 
Netherlands Bank’s own sizable purchases of dollars in 
Amsterdam, on October 23 the Federal Reserve offered 
guilders in New York, selling $2.9 million equivalent 
drawn under the swap line with the Dutch central bank.

Late in October, the dramatic shift in the basic United 
States trading position was underscored by the announce
ment of an $873 million trade surplus for September. By 
that time, also, interest rates in the United States were on 
the rebound and a cease-fire had been negotiated in the 
Mideast. Consequently, the dollar came into strong de
mand, advancing across the board against the major Euro
pean currencies. By the end of October, the Federal Re
serve was able to purchase in the market sufficient marks 
and Dutch guilders to repay fully the $91.5 million and 
$2.9 million, respectively, of swap drawings outstanding 
in those currencies. Thus, for the period August through 
October, System intervention totaled $247.5 million, of 
which $238.9 million was drawn and repaid under swap 
lines. In summary, since the resumption of exchange 
market intervention in July, the System had drawn and 
repaid a total of $512.4 million of German marks, French 
francs, Belgian francs, and Dutch guilders. Coordinated 
intervention in the dollar market by the Bundesbank 
over the same period amounted to nearly $500 million.

In other operations, beginning in August the Federal 
Reserve resumed modest daily purchases of Belgian francs 
in the market to repay swap drawings outstanding from 
the National Bank of Belgium since August 1971. By 
October 31, some $117.8 million of those drawings had 
been repaid, leaving $272.2 million equivalent remaining. 
Combined with the $1,165 million of Swiss franc swap 
drawings also outstanding since August 1971, this brought 
total System swap obligations to $1,437 million at the end 
of October, compared with $3,045 million outstanding on 
August 15, 1971.

Finally, the United States Treasury redeemed at ma
turity the last of its mark-denominated securities, a $172.4 
million equivalent security held by the Bundesbank. The 
Treasury also refinanced with the Swiss National Bank a 
Swiss-franc-denominated security amounting to $63.6 mil
lion equivalent originally held by the Bank for Interna
tional Settlements.
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Treasury and Federal Reserve Foreign Exchange Operations 
Interim Report*

B y  C h a r le s  A . C o o m b s

Early in January, the dollar continued its strong advance 
in the exchange markets, spiraling upward against some 
currencies to levels prevailing before the February 1973 
devaluation. The market’s bullish appraisal of the dollar 
mainly derived from the favorable trends in the United 
States payments balance that had emerged during 1973 
and the judgment that this country could better cope with 
the damaging consequences of the oil crisis than most other 
industrial countries. Later that month, however, exchange 
market sentiment abruptly shifted against the dollar and a 
steady slide in dollar rates developed over the following 
three months covered by this report. By the end of April, 
the dollar had fallen from its January peak by as much as 
17 percent against the German mark and some other Eu
ropean currencies, while also depreciating considerably 
against both the Japanese yen and the Canadian dollar. As 
a result, more than three fourths of the dollar’s improve
ment since October 1973 was eroded.

This adverse shift of market sentiment coincided with 
the complete elimination of United States capital controls 
on January 29 and the subsequent easing of European bar
riers against short-term capital inflows. Moreover, United 
States interest rates had already begun to fall off sharply 
while rates abroad held firm, and this swing in interest 
rate differentials temporarily provided a further strong in
ducement to outflows of United States funds into foreign 
markets. Foreign demand for dollar credit mounted as Eu
ropean countries rushed to launch medium-term borrow

* This interim report, covering the period February through 
April 1974, is the third of a series providing information on Trea
sury and System foreign exchange operations to supplement the 
regular series of semiannual reports appearing in this Review. Mr. 
Coombs is the Senior Vice President in charge of the Foreign 
function of the Federal Reserve Bank of New York and Special 
Manager, System Open Market Account. The Bank acts as agent 
for both the Treasury and the Federal Reserve System in the 
conduct of foreign exchange operations.

ing programs to meet anticipated balance-of-payments 
deficits. In response to these pressures, claims on foreigners 
reported by United States banks, the bulk of which is short 
term, ballooned by a record increase of well over $6 
billion during the three months, February through April. 
Even more disturbing, the energy crisis threatened to 
provoke a more rapid and pronounced deterioration in 
our trade balance than originally expected, while Germany 
showed a continuing trade surplus of surprising strength.

As this picture unfolded, the dollar came on offer, and 
dollar rates against most European currencies declined 
steadily during February to levels nearly 10 percent below 
the January highs. Such recurrent declines in dollar rates 
threatened to generate speculative pressures and disorderly 
trading, and the Federal Reserve accordingly resumed 
intervention on February 22. By the month end, the Fed
eral Reserve had sold $91.2 million equivalent of marks, 
financed by drawings on the swap line with the German 
Bundesbank, of which $3.7 million was repaid with mar-

FEDERAL RESERVE SYSTEM DRAWINGS AND REPAYMENTS 
UNDER RECIPROCAL CURRENCY ARRANGEMENTS

In millions of dollars equivalent

Transactions with

System swap 
commitments, 

January 31 ,1974

Drawings ( + )  or 
repayments (—) 

February 1 
through 
April 30

System swap 
commitments, 

April 30 ,1 9 7 4

National Bank of Belgium 261.8 -0- 261.8

German Federal Bank ............. -0- f+ 3 6 8 .2 364.51 -  3.7

Swiss National Bank................. 371.2 -0- 371.2

Bank for International Settle
ments (Swiss francs)................. 600.0 -0- 600.0

Total............................................ 1,232.9 f+ 3 6 8 .2 1,597.43.7

Note: Discrepancies in totals are due to rounding.
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ket purchases early in March. In addition, this Bank also 
sold $6.8 million equivalent of Belgian francs from 
System balances, as well as some $8.9 million equivalent 
of German marks and $15.8 million equivalent of French 
francs from Treasury balances.

Meanwhile, the divergent trend between the United 
States weakening trade position and the continued strength 
of Germany’s export surplus had kindled renewed debate 
over German exchange rate policy. During March, specula
tion over a possible revaluation of the mark became the 
dominant factor in the market. The mark, now at the top 
of the EC snake, pulled other European currencies up 
against the dollar as it posted new gains almost daily. 
The Federal Reserve intervened intermittently but in siz
able amounts to sell a further $225.5 million equivalent of 
German marks by the end of March, financed by addition
al drawings on the swap line with the Bundesbank. These 
operations were conducted in close coordination with the 
Bundesbank, which also supplied marks on a substantial 
scale both by buying dollars outright and by intervening 
in the EC snake arrangement. In other operations during 
March, this Bank sold $10 million equivalent of Belgian 
francs from System balances and $17.9 million equivalent 
of French francs from Treasury balances.

By April, interest rates in the United States had turned 
around and began to move upward sharply while rates 
abroad were on an easing trend, thereby progressively re
versing earlier interest-arbitrage differentials adverse to the 
United States. Moreover, trade figures for March showed 
a more modest United States deficit than generally expected 
in the market and a slightly reduced surplus for Germany.

Nevertheless, the market remained fearful of a possible 
revaluation of the German mark or disbanding of the EC 
snake. In addition, publication of first-quarter figures, show
ing a drop in United States output and a distressing ac
celeration of domestic inflation, prompted gloomy mar
ket reassessments of United States business and foreign 
trade prospects. Developments in the Watergate affair also 
exerted a depressing influence on the international value 
of the dollar from time to time. As the dollar fell still 
further, the Federal Reserve continued to intervene and 
sold $51.6 million equivalent of marks in April, financed 
by further drawings under the swap line with the Bundes
bank.

Over the three-month period, February-April, Federal 
Reserve and Treasury intervention amounted to $427.5 
million. Of this total, $368.2 million was financed by Fed
eral Reserve drawings on the swap line with the Bundes
bank. As of the end of April 1974, $364.5 million of these 
drawings remained outstanding. During the period under 
review, market conditions ruled out any repayments of out
standing System swap debt in Swiss francs and Belgian 
francs amounting to $971.2 million and $261.8 million, 
respectively.

Apart from the $1 billion increase in the Federal Reserve 
swap line with the Bank of Italy on February 1, already re
ported, the only other change in the swap network during 
the period was an increase in the Federal Reserve’s swap 
line with the Bank of England from $2 billion to $3 bil
lion, effective March 26. As of April 30, swap lines be
tween the System and other central banks totaled nearly 
$20 billion.
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Treasury and Federal Reserve Foreign Exchange Operations 
Interim Report*

By C h a r l e s  A. C o o m bs

As previously reported, the Federal Reserve had repaid 
by the end of July 1974 all but $64.6 million of swap 
debt to the Bundesbank incurred during the first half of 
the year. The dollar remained generally buoyant in 
August during the transition of presidential authority from 
the Nixon to the Ford administration, rising against the 
mark to a level 10 percent above the lows reached in early 
May. In this favorable market situation, the Federal 
Reserve was able to acquire through a series of market 
purchases sufficient marks to liquidate the remainder of its 
swap debt to the Bundesbank and accumulate working 
balances as well. In two instances, however, the Federal 
Reserve found it desirable to intervene to restrain sudden 
selling pressure on the dollar. On August 8-9, when market 
uneasiness over the political uncertainties was compounded 
by release of discouraging United States wholesale price 
figures for July, the Federal Reserve sold $20.8 million of 
marks from balances, $5.3 million of Dutch guilders drawn 
on the swap line with the Netherlands Bank, and $2.5 mil
lion of Belgian francs, of which $0.8 million was financed 
from balances and $1.7 million drawn under the swap 
line with the National Bank of Belgium. These swap 
drawings of guilders and Belgian francs were quickly 
repaid through market purchases as the dollar recovered. 
Again, on September 3, after the German authorities 
announced the proposed lifting of their reserve require
ment on German residents’ borrowings abroad (the 
“bardepot” ), a sharp decline in the dollar was checked

* This interim report, covering the period August through October 
1974, is the fourth of a series providing information on Treasury 
and System foreign exchange operations to supplement the regular 
series of semiannual reports appearing in this Review. Mr. Coombs 
is the Senior Vice President in charge of the Foreign Function of 
the Federal Reserve Bank of New York and Special Manager, 
System Open Market Account. The Bank acts as agent for both the 
Treasury and the Federal Reserve System in the conduct of foreign 
exchange operations.

by Federal Reserve sales of $16.2 million of marks from 
balances.

The buoyancy of the dollar during the summer months 
reflected primarily the pull of unusually high interest rates 
in New York and the Euro-dollar market, reinforced by 
a revival of expectations that surplus oil revenues would 
accumulate in United States financial markets after satu
rating investment outlets elsewhere. By September, how
ever, New York and Euro-dollar interest rates were 
slipping back from their peaks. Disappointing trade figures 
for both July and August and news of further rapid 
inflation of United States prices also tended to weaken 
the dollar rate.

By early October, the exchange markets were showing 
signs of nervousness as the decline of dollar interest rates 
continued amid mounting evidence of a slackening pace

Table I
FEDERAL RESERVE SYSTEM DRAWINGS AND REPAYMENTS 

UNDER RECIPROCAL CURRENCY ARRANGEMENTS

In millions of dollars equivalent

Transactions with
System swap 
commitments, 
July 31, 1974

Drawings (+ )  or 
repayments (—) 
August 1 through 
October 31,1974

System swap 
commitments, 

October 31,1974

National Bank of Belgium....... 261.8 J +  1.7 
I -  1.7

261.8

German Federal Bank ............ 64.6 f+103.6  
I -  64.6 103.6

Netherlands Bank .................... -0- f +  5.3 
I -  5.3

-0-

Swiss National Bank................ 371.2 -0- 371.2

Bank for International Settle
ments (Swiss francs)................ 600.0 -0- 600.0

T otal............................................ 1,297.5 f+110.6 
71.6 1,336.5

Note: Discrepancies in totals are due to rounding.
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of United States business activity. Reported diversification 
of surplus oil revenues from dollars and sterling into 
continental European currencies, and the pessimistic mood 
at the International Monetary Fund annual meeting, 
heightened market fears of renewed exchange rate volatility. 
Moderately heavy selling of dollars developed in early 
October, and the Federal Reserve resisted an excessive 
slippage in the rate by selling a total of $36.1 million 
equivalent of marks from balances on October 3-4. The 
dollar briefly steadied, but on October 9, as the market 
assessed President Ford’s anti-inflation proposals, a large 
buy order for marks pushed the dollar down sharply, 
setting off more generalized speculative selling of dollars. 
To maintain orderly market conditions, the Federal 
Reserve sold $104.4 million of marks; of these, $26 mil
lion was financed from balances and $78.4 million was 
drawn on the swap line with the Bundesbank, which 
followed up by buying an even larger amount of dollars 
the next day. This coordinated operation helped the mar
ket to settle down and, to consolidate the improvement, 
the Federal Reserve sold later that day an additional $15.5 
million of marks drawn on the swap line.

The dollar then steadied against the mark and other 
major European currencies about 3 percent below 
early-September levels, and the Federal Reserve intervened 
on only two other occasions in October. On October 15, the 
continued easing of dollar interest rates and rumors of 
further diversification of surplus oil revenues provoked 
some selling of dollars, and the Federal Reserve sold 
$5.8 million of marks to cushion the dollar’s decline. On 
October 23, market expectations of a still bigger German 
trade surplus for September sparked a renewed flurry of 
dollar sales, and $3.9 million of marks was sold to help 
stabilize the market. Both of these Federal Reserve 
intervention operations were financed by further drawings 
on the swap line with the Bundesbank. Late in the month, 
when the dollar firmed somewhat following discount rate 
cuts in Germany and the Netherlands, the Federal Reserve 
System began to acquire in the market moderate amounts 
of marks against outstanding swap indebtedness.

In summary, Federal Reserve sales of foreign cur
rencies totaled $210.5 million equivalent over the three- 
month period. Sales of German marks amounted to 
$202.7 million, of which $99.1 million was financed from 
System balances. The remaining $103.6 million repre
sented drawings under the swap line with the Bundesbank 
and remained outstanding as of October 31, 1974. In 
addition, the Federal Reserve sold $5.3 million of Dutch 
guilders drawn on the swap line with the Netherlands

Table II

DRAWINGS AND REPAYMENTS BY FOREIGN CENTRAL BANKS 
AND THE BANK FOR INTERNATIONAL SETTLEMENTS 

UNDER RECIPROCAL CURRENCY ARRANGEMENTS

In millions of dollars

Banks drawing on 
Federal Reserve System

Drawings on 
Federal Reserve 

System 
outstanding 

July 31, 1974

Drawings (+ )  or 
repayments (—) 
August 1 through 
October 31,1974

Drawings on 
Federal Reserve 

System 
outstanding 

October 31, 1974

Bank of Mexico ........................ -0- +180.0 180.0

Bank for International Settle
ments (against German marks) -0- (+128.0

1 -128 .0 -0-

Total ....................................................... -0- f+308.0 
1-128 .0 180.0

Bank and $2.5 million of Belgian francs, of which $1.7 
million was financed by a drawing on the swap line with 
the National Bank of Belgium; both of these drawings 
were quickly liquidated.

Also during the period, on August 21, the Bank of 
Mexico drew the full $180 million available under the 
swap arrangement with the Federal Reserve to cover a 
temporary shortfall in reserves. This drawing was repaid 
in November, prior to maturity.

On September 26, the Federal Reserve Bank of New 
York, after consultations with the Board of Governors 
of the Federal Reserve System, the United States Treasury, 
and other Government agencies, acquired the foreign 
exchange commitments of the Franklin National Bank. 
Since disclosure in May of substantial foreign exchange 
losses, Franklin had found it increasingly difficult to 
fulfill its maturing contracts as other banks limited 
exchange dealings with it. By late September, the 
situation had worsened and there was a significant 
risk that Franklin might be unable to meet all its remain
ing commitments. To avoid a serious weakening of 
confidence in the exchange markets and in the dollar that 
could have resulted from a failure to honor such ex
change commitments, this Bank acquired Franklin’s 
foreign exchange book, which at the time included ap
proximately 300 forward contracts for purchases and sales 
of several foreign currencies totaling about $725 million. 
This action was greeted with relief by market partici
pants in this country and abroad, and the subsequent news 
of Franklin’s insolvency was taken in stride by the market 
with no adverse impact on dollar rates.
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