) EY H
; AL 7 I i
q{{() st d e d 2 J "::3‘4 :\ ; é?
l« ./ 4 —— ;
\‘ THE SECRETARY OF THE TREASURY "é”d / T
s LD

Ve — At -y h— e ¥
.

=i Fryg
9}*/ Q / March 27, 1965 F &/
, ez 2

2

.1

rd - o B 5 R

e >3 88 Eo

T C&J/ SANITIZED oy E3

%/ thority « 1 Y ¢jei0 Btk

MEMORANDUM FOR THE PRESIDENT 5 s, Li s 21073 i

y\/@aag NARs, Datp ”/Z///;/ > r§

g

Subject: Final Report on the Balance of Payments 'g g :lg‘:

SR

The w22k ending Wednesday showed another surplus, the £fifth g & 2

in a row in the rough weekly data w= receive from tha Faderal E g 8¢

Resexrve Bank in New York. The latest surplﬂs was con;1d=rq.blj 88 4;3 5

larger than earlier on2s. Thasa rsports for the thres waeks Hae UF

since March 3rd ncw show a cumulative surplus of 3$250 nmillion. 5;' g S i

In addition, tha week snding March 3rd showzd an mxep»._lonalTy 5 to- T

ilarza sumdlus of $270 million. Howavar, since this week coverad SR D

a portion of February there is no way of knowing, until we got © e

tha mon :'11] figures for March later in 4pril, how much of that 3-'?): T p:

surplus is attributablz to tlarch and how m\.ch may have alreacdy g3 ,g,; é

bz2n included in the monthly figuras for Fzbruary. Since tha 5 B X

final figuras for February show a daficit of $475 million, _8§ o f

scmewhat larger than I had axpected, my guass is that a crood .g Ef

poriion of tha $270 million surplus for tha week ending March 3rd o5 B,

will turn out to be March transactions and will add to the size 'fﬁ g2r

of tha surplus wa szem to be running this wmonth. While these g 5 g

wazkly figures are crude and reprasent only a sample of the 8™ ‘Ef 4

total, thay are useful in projecting ths general trend. ,In view §‘3 R

of the steady nature of the surplus over the past five weeks, R § i

ic is likaly that banks not coverad in the weekly sawmple suxvey 89 .

arz also recording surpluses. Therefore, the monthly figure § o "*’l R4

for March could well turn out to be even more favorable than § :é: & ;

cur wazkly totals indicate. 8 . Bl

&8 <

- These favorabla wa2ekly figures, the general s*‘rauog.h oL the f’% ‘g §

dollar in foreign exchanga markets and the riss in rates in tha ooooals

Furodollar market all are clear evidence that our voluntary on ok

prozram is working as wall or better than we could possibly have & a 3% ¢

hozad. This is now generally recognized in firancial circles 47
both here and abroad. ,;-"
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This improvamant may, bowav~-, hava come just in the nick of
tima. 3terling has baan weak ovar the past coupla of waeks as
th2 impression has grown that the Unitad Kingdom -budgest, which
is now due to ba presented on April 6, will tuzm out to be

nadequatz. This impression has besn reinforcad by tha speech
sivan last week by the official British raspresentative at the
International Monetary Conference of the American Bankears
Association at Princeton. Should this prove to be tha casa,
it is highly possible that, prior to the first of Juma, the
European counrtries will join in forcing the British Goverhment

to choose between substantial further restrictive action, such
as increzased sales taxes on consumar ltema, or a davaluation of
sterling. Thay have the capacity to do this simply by refusing
to agree to renew the support which they gzve starling last
Novembar znd which rums-out in May. It had been expected that
thz United XKingdom would make another drawing from the Monatary
Fund in May for tha purpose of paying off the bilataral support
remaining from last winter's exercisa. With an inadequate budget
it is doudbtful if th= International Monstary Fund would, or could,
azr2a to an zdditional drawing by the United Xingdom.. .

Lo~

it is impossible to rendar any final judgmant on tha

v Whila
abcve wntil the British budget has bsen submitted and reactions

to it are available, a strong speculative attack was launchad
against stsrling yastarday (Friday) by the French. Rumors that
starling would ba devaluad over the wazkend wara sprzad through
Paris accompanizd by substantial sales of sterling by French
banks som2 of which may have been short salas. This attack forced
the price of sterling below $2.79 for tha first time since last
Hovamber. Th2 fear soon spread to other centars on the continznt
of Europe as well as to New York, The British were forced to
support sterling heavily. I do not hava the final figure for
this support but apparently it amounted to about $§75 milliom.
Thz2 British tell us that they are preparad to continue such
support at least vntil aftar their budget has baan pdbllshed .and
the reaction to it is available.

is hard to understand the reasons for tha French attack
1inz unlzass tnoy figure that ia this way they can indirzctly
tha dollar. A& devaluation of sterling would throw tha
ign axchange markzts of the world into a turmoil at l=zast for
riod. HOWPVV;, provided the desvaluation is not too extrewms,
22] confident that the dollar is now in a position to ride out
storm without too much difficulty. -~ Prior to the immediate
a this would not hava been thz case and a sterling davaluation

=]

sent,
would havz posed thz gravest of. dlfflcultles for thg dollar.
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Should it appear in the coming weaks that a devaluation is

vitabla, it is highly importaat for us and othaxs that it not
be too drasti". It is always a szvere temptationr to a davaluing
country to go very f£ar onca2 the basic decision to davalue has
been made. Th2 general feeling in continesntal Europ=zan circles
is that an appropriate figure for a devalued poumnd sterling
would be $2.50; as compared to the present rata of $2.80. This
would be a devaluatlon of 10.7 percent. We agree that, if
devaluation occurs, and we hopa it won't, it should not go beyond
the $2.50 level. Any graater devaluation would put heavy and ‘
possibly umbearable strains on tha entire intermational monzatary
systzm. Should it appear that the British ara seriously -
considering devaluation, it is important thalt we concart closely
with them and, if nescessary, intercade at the hignast levels,
including convarsations between yourself and the Prime Ministar,
in ordar to hold any dzvaluation to tha $2.50 level.

T T

(

I z2m attaching a clipping from the Commarciazl and Financial

Chroniclz which is interesting in connaction with this whole
matter. 1t was written prior to Friday's attack on sterlinz.
I cdo not know th2 author. )

In tha Cabinet me2esting I said that, even if our balanca of
payments progran was succassiul, wa could look forward to the
loss of $300 to $3530 million worz gold in tha szcond quarter
$175 to $200 million of this can bz expectad in April. This is
largely due to a one-time $80 million purchase by Italy. VWhen
the Iralians wers in trouble last y2ar they ware forcad to sell
3200 million of their gold. Beginning last summer thay hava bzen
_doing very well in their balance of paymants and have buillt back
their dollar holdings. 2y now feel 1t nacessary to reconstiuute

their gold holdings to tha total owned prior to last spring's sale
The Bank of Italy has apparently been able to find in their own
commercial banking systam all but $30 million of the amount nezedad
to reconstitute their holdings.

The annual report of the Bank of Italy will be published in
tay and they wish to show their gold holdings up at that time,
‘hey intend to explain in this report that thay have simply

o

|8 gy

2constitutad their stock and will expressly disassociate them-
2ivas from Franch policy and express their faith and confidence
the dollar. taly now holds about $1.7 billion of their reserves

dollars. Their gold ratio is about 55 pasrcent, the lowest of
any of the major European powers. The Italians have been very
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cooperative and canmot be criticized io any way for their forthcoming
gecld purchase.
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I have warnad my colleagues here in thz Treasury of the
55ibility that the French may w2ll decide that thair current
rking balances of $400 to $450 million ara largar than theay
nead and may therefore decide to purchasz another $150 million
in gold at any time. The present figure was given to me oralLy
by tha French Flnancn'ﬂlnﬁster with no one else present.
Alchough the French hava since publicly indicatad that their
objzctive was to limit their dollar holdings to tha arsa of
$1,050 million to $1,100 million, the working balance included
n this figure is considerably larger than required and could
asily be reduced by $150 million.

© ke

wnile it looks like we may bz hezading into a stormy-pariod

for the international monetary system in viaw of poss ible
davaluation in the United Kingdom and tha current French attitude,
I feal confizZant that your program has given th= dollar all the

strangth n2zded to weather thes storm and moxz basides. Howaver,
should thara bz a British devaluation, there would umdoubtedly bse
at laast temporary repercussions on the dollar. In such circumstances
and in ordzr to indicate their datermination to dafend the dollar,
i would not b2 at all suxprisad if the Federal Resarve Board wera
to incrzase thair discount rata to 4-1/2 parcent from tha present .
4 percent levul The wisdom or necessity for such action would —
dopend on force of tha international reaction to a sterling
davaluation. However, should a discownt rata incrzase be nacassary
wOLTd b= better tc have it com2 soon rattar thcen late as was

arly indicatad by tha British axperiencz last fall.
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In ths event such an incrzase in thzs discount rata wa2ra to
take place, it would be my f=2elingz that it should ba rascinded
in a few months, once tha exchanges wmarkets had sz2ttled down.

I a2m not aware of any intention of the Federal Reserva Board
in this connection, and I do not even know if they hava
discussad the matter. However, this would be such an ohvious
reaction to a sterling devaluation that.I felt I should briag
it to your attention befora leaving

I am attacning a table showing the breakdown of our first
quarter gold losses. The Austrian puxchases ara the first portion
of an eight month $100 million program. The Balgium purchases
are in accord with their long-standing policy of keeping all
their raserves in gold except for nminimal working balances.

Tha sam2 applizs to thz Dutch and Swiss purchases, although tha
Swiss have allowed thair dollar balances to incresase consilcdarably
above what had previously basn their normal practicz. The Spanish
purchasz is tha 2nd, 3rd and 4th installmznt of a $210 million
progren that will bz completed in Jun2. The United Kingdom
purchzsas are to covar our share of the racent losses in tha
Loadon gold poel. Tha Turkish purchase is partly thes reversal
of a temporary sale to us, but thz2y have purchasad about $10
"@illion for reasons that ar2 wnexplained. Tha other small
purchasa2s, exczpt for Salvador, ware to make payments due to

the International Honzatary Fund. Except for thzs French figura,
‘the gensral dimensions of which are public knowledge, thase
individual figurass should be held in great confidence wmtil
theixr publication in Jume. .

In view of the extreme sensitivity of the contents of this
memorandum, No copias are being circulated outside of the Treasury.

Dodglas Dillon
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