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THE U.S. BALANCE OF PAYMENTS,
FOURTH QUARTER AND YEAR 1968

Based on preliminary reports, the fourth quarter 1968 balance of pay-
ments -- measured on the liquidity basis =-- was favorsble by about $960
million after seasonal adjustment, the Department of Commerce announced today.

This comperes with a favorable balance of $80 million in the July-September

‘ period.

The favorsble balances in the third and fourth quarters more than off-
set the deficits in the first half of the year, so that the balance for the
full year was favorsble by sbout $190 million. This contrasts with an un-

favorable balance of $3,570 million in 1967, the Department's Office of Busi-
ness Economics reported.

The seasonally adjusted balance on the official reserve transsctions
basis was favorable by sbout $260 million in the fourth querter, slightly
less than the third querter's surplus of $425 million. For 1968 as a whole,
this balance was favorable by §1,660 million == a change of more than $5
billion from the $3,400 million deficit in 1967.

Both balances reflect changes in U.S. official reserve asssets. The
liquidity balance also takes into consideration the changes in liquid lia-
bilities to ell foreigners, vhile the official reserve transactions balance
tekes into consideration both liquid and certain nonliquid lisbilities, but
only to foreign govermments and central banks.

Changes 1n official reserve assets

Total reserve assets increased $1,076 million during the fourth quar=
ter and $880 million for 1968 as a whole. At the end of the year, total U.S.
reserves were $15.T7 billion, the largest smount since the third quarter o
1965. About $137 million of the fourth quarter rise was in gold, $364 mile
' lion in the gold tranche position in the International Monetary Fund, and
$575 million in convertible currencies.

(More)
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The fourth quarter gain in gold followed a smeller rise in the third .
quarter and helped to recover some of the large losses in the first quarter
of the year. Nevertheless, the loss during the year was $1,173 million,
about the same as in 1967.

With the fourth quarter rise, the U.S. gold tranche position was restored
to its full amount of $1,290 million. This equals the portion == 25 percent ==
of our cspital contribution to the Fund that was originaelly paid in gold. The
remaining T5 percent was paid in dollars. When necessary, a member country
may elmost automatically draw forelgn currencies from the IMF up to the level
of its gold tranche position.

Changes in liquid and certain other lisbilities

In both the fourth quarter and the year as a whole, liquid lisbilities
to all foreign residents and internationsl orgenizations continued to rise,
but by less than the gain in U.S. official reserve assets. The fourth quar=-
ter rise was $290 million; for the full year, about $690 million. For the
liquidity balance, the full year's rise in liquid lisbilities offset much of
the $880 million ircrease in official reserves, to yield the favorable balance
of $190 million.

The ownership composition of U.S. liquid liebilities changed substan=-
tially during the year. Those reported by U.S. banks for foreign private
and international organization accounts increased about $3,830 million, while
those attributed to foreign official accounts declined sbout $3,140 million.
This decline was partly associated with a rise of $2,360 million in fareign
official holdings of nonliquid claims on the United States. These nonliquid
claims were mostly certificates of deposits with an original maturity of more
than one year, and nommerketsble, medium-term govermment securities payable
before maturity only under speciel conditions.

The net decline of liquid and nonliquid liabilities to foreign official
organizations in 1968 thus came to $780 million ($3,140 million, less $2,360
million). Together with the rise of $880 million in officilal reserve assets,
it accounts for the favorable balance of $1,660 million meesured on the official
reserve transactions basis.

The decline in total lisbilities to foreign official accounts and the
simulteneous rise in liquid liabilities to foreign private accounts reflect
in paert the series of financial crises that affected internationasl currency
markets during the yeer. They also reflected the efforts made by U.S. banks
to attract foreign deposits through their foreign branches.

(More)
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Shift in balance during fourth quarter

The pronounced shift to the unusually large positive balance (liquidity
basis) in the fourth quarter spparently occurred close to the end of the
period. For most of the quarter the balance was adverse. The extraordinary
change probably reflects a coincidence of seversl developments. A major part
of the specigl financial transactions by officisl agencies of the United
States and other countries, and of cash receipts related to foreign purchases
of military goods and services occurred during the last few weeks of the
quarter. Probsbly more important than these transactions was the rise in

repatriations of capital by U.S. corporations, although data for these trans-
actions are still not available.

Some of these repatriations had to be made to bring net cepital outflows
for direct investments below the 1968 ceilings established under the program
announced on Jamvary l to improve the balance of payments. In fact, the re=-
patriations may have exceeded the program requirements. The excess may reflect
a desire by the corparstions involved to set up a safety margin, pending the
avallebility of final data for their actual transactions. The large repetria=

tions may elso have been stimulated by the tightening in domestic credit markets
toward the end of the year.

The repatriations of funds by U.S. corporations were facilitated by the
large holdings == in foreign bank accounts == of funds that they had borrowed
sbroad through new bond issues. At the beginning of the fourth quarter, such
holdings smounted to ebout $1.5 billion. During the quarter, U.S. corparations
obtained sbout $440 million through new bond issues, and they may also have

borrowed funds fram foreign banks either directly or through their foreign
subsidiaries.

To the extent that the repatriations were required to bring net capital
outflows for direct investments below the ceiling set by the program, they
should not be viewed as extraordinary for the year as a whole, even though
they distorted the fourth quarter balance. However, the program permits
corporations to exceed their 1969 ceilings to the extent that they repatri-
ated more than was required last year. That part of the improvement in the
fourth quarter balance may therefore be temporasry and might be reversed

through higher cespital outflows in 1969, but the amounts involved are not
yet known.

(More)
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Special Financial Transactions

Special financial transactions by official agencies of the United
States and of foreign countries improved the balance of payments (liquidity
basis) by about $840 million in the fourth quarter., TFor the year as a whole,
such receipts amounted to about $2,3 billion, roughly $1l.4 billion more than
in 1967, Included in this category are official transactions that represent

shifts between liquid and near-liquid liaebilities or that change the balance
only for relatively short periods of time. These transactions affect the
balance measured on the liquidity basis and, to a lesser estent, the one

on the official reserve transactions basis, They have been separated out
in order to help in the evaluation of the more basic trends in the balance
of payments, The following tabulation shows the major types of transactions
in millions of dollars,

1967 19638
Year I1I TV Year
(1) Net sales of time deposits
or certificates of deposits
with an original maturity
of 1 year or MOPessessesecsceces 19017 127 233 594,
(2) Net sales of nonmarketeble
Government securities payable
prior to maturity only under
speclal conditions:
to Canada PP O0OOCOPOIOOOIOOEOOOOES 200 250 200 1’050
to Othersy-.o....-.-..c...o . 35 230 460
(3) Net sales of U,S., Government
agency bonds to internmational
and regional organizations...e.. 121 78 118 116
(4) Nonscheduled repayments of
7,5, Government credits...eccces 6 55 170 270
(5) Special deposits ip U.S,
Treasury accounts=,..cceceecses - 49 43 92
(6) Other special financial
transactions of Canada.ceecccoo 59 - =13 =121
(7) Transactions of the United 2/ 2/
Kingdom..o-uc-ao--oooooooco.oo. -453 5l -137 “"137
Total l[....,,...._ 950 594 % 2!324

1, Regular quarterly sales of nonmarketable Government bonds to Germany to off-
gset military expenditures in that country are not included in "special financial ‘

transactions,”
2. These transactions are reflected in the attached table in line 16 "other

transactions,"

( More)
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Major Transactions
Summary

The transactions for which fourth gquarter data are now avallsble increased
net receipts by sbout $290 million. The balance on merchandise trade declined
sbout $460 million, but capital transactions currently reported improved the
belance by $750 million. Included in the latter category are $390 million in
special financial transactions. The major part of the large fourth quarter

rise in net receipts, however, was in transactions for which data are not yet
available.

Merchandise trade

Fourth quarter merchandise trade (excluding Depertment of Defense exports
end imports and after other adjustments to the reported Census data on trade
needed in balance of payments compilations) resulted in a $220 million deficit,
after a $240 million surplus in the preceding quarter. About $200 million of
the $460 million shift may be attributed to the speedup in exports and imports
during September in anticipation of a dockworker strike originelly scheduled
to start early in October. The strike did not start until December 20. Al=-
though the effects of the strike on the trede balance cannot yet be evalusted,

it may well be that it contributed to the sdverse trade balance in December
and in the fourth quarter.

Merchandise exports dropped nearly $600 million from the third quarter.
However, the shift from October to Septerber may have raised third quarter
and lowered fourth quarter exports by sbout $350 million, for a swing of
$700 million. Omitting the effect of this factor, exports rose sbout $100
million from the previous quarter, and might have risen still more in the
sbsence of the strike that started in late December.

Merchandise imports also declined in the fourth quarter, but only by
sbout $130 million. The speedup of imports in September may have shifted
about $250 million from the fourth to the third querter. Omitting this
effect gives a fourth quarter rise in imports of sbout $370 million.

For 1968 as a whole, the surplus on merchandise trade, adjusted for
balance of payments compilations, was slightly under $100 million. This
comperes with a surplus of nearly $3.5 billion in 1967. The decline re-
flected a $6.3 billion increase in imports and a $2.9 billion rise in
exports. Although the export rise was smong the largest in recent years,
the import rise was substantially larger thaen any experienced earlier.
About $700 million of the 1968 import rise may be attributed to actusl or
anticipated strikes; the remainder reflects the influence of the sharp
rise in damestic incames and the increasing capebility of forelgn producers
to meet the demands of U.S. business and consumers.

(More)
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Net U.,S. purchases of foreign securlities in the fourth quarter amounted
to $500 million after seasonal adjustment, about $200 million more than in
the third, Approximately §$150 million of the increase was in purchases of
newly issued bonds. Increased purchases of newly issued international and
regional agency bonds -- from $64 million in the third quarter to about
$240 million in the fourth -- accounted for slightly more than the rise in
purchases of all new issues. A large part of the funds obtained by these
agencies was temporarily invested in medium-term certificstes of deposit or
U.S. Government agency bonds, (These temporary investments are included
among the special financial transactions.g) U,S. purchases of outstanding
foreign securities also increased., TFor 1968 as a whole, net purchases of
foreign securities were about $1,280 million, about the same as in 1967,

Transactions in securities

Purchases of U,S., securities by foreign residents, which were a major
favorable factor in the balance of payments in the first three quarters of
1968, rose further in the fourth, U.S. corporations sold about $440 million
of new bond issues in foreign markets, less than the $500 million sold in
the third quarter, or the $585 million in the second. In all of 1968, U.S.
corporations sold about $2,070 million of newly issued bonds in forelgn
markets, as compared with not quite $450 million in 1967,

unless the funds obtained are either repatriated to the United States or
replace U,S, funds in the financing of direct investments abroad. Prior
to the fourth quarter, only a relatively small part of the funds obtained
through bond issues was used in these ways, but in the fourth quarter such
uses probably exceeded the new funds obtained, Data on the uses of these
funds are not yet available, however,

These bond issues by themselves do not improve the balance of payments ‘

Net foreign purchases of outstending U.S. private securities, mostly
stocks, were about $670 million in the final quarter, approximately $200 mil=-
lion more than in the third, Such purchases increased steadily during the
quarter, from about $200 million in October to $260 million in December,

For the year as a whole, net purchases by foreigners amounted to about
$1,860 million as compared with net foreign purchases of about $900 nillion
in 1967 and $170 million in 1966,

In addition, international and regional organizations purchased nearly
$120 million of U,S. Government agency bonds, about $40 million more than
in the preceding quarter, These purchases, which represent temporary invest-
ments, are included among the special financial transactions listed above,

( More )




- Banking transactions

Foreign claims reported by banks for themselves and for domestic
customers increased @uring the fourth quarter after seasonal adjustment.
The rise of sbout $45 million wes less than the increase of sbout $200
million in the July-September period. For the year as a whole, such
claims declined $250 million, after a net increase of $460 million in
1967. The $710 million swing was one of the major factors contributing
t0 the improvement of the 1968 balance of payments.

Transactions not yet reported

Transactions for which specific data are still lacking account for
sbout $500 million of the improvement in the fourth quarter liquidity
balance. These transactions include travel, transportation, investment
incomes, other service transactions, private remittances, Government
grants and credits, and all corporate cepitel transactions except the
sales of newly issued bonds in foreign markets. Also unaccounted far
are those transactions for which data ususlly do not become available
and which are reflected in "Errors and Omissions.”

In the fourth quarter, the foregoing transactions teken together
resulted in lower net debits -- $860 million as compared with querterly
aversges of sbout $2 billion in 1966, 1967 and the first three querters
of 1968. The largest contribution to this decline in net debits is likely
to have come from corporate transactions or "errors and omissions." As
indicated earlier, there are strong reasons to believe that corporate trans-
actions resulted in major capitel inflows late in the fourth quarter,
offsetting the usual net payments on other transactions.

Data for the items now svallsble on a preliminary basis are shown
in the attached tsble. Complete balance of payments tebles and a further
analysis of the data will be published in the Merch Survey of Current
Business, momthly publication of the Office of Business Economics. The
Survey is availeble from Field Offices of the Department of Commerce, or
from the Superintendent of Documents, U.S. Govermment Primting Office,
Washington, D. C. 20402, at an annual subscription price of $9.00, in-
cluding weekly supplements; single copy, $1.00.




Selected data on foreign transactions of the United States in the fourth guarter of 1968
available as of the middle of February, 1969

(Millions of dollars)

Adjusted for seasonal variations

Credits +; Debits - 1966 1967 1968 1968
Year i IT IIL TVp T IT IIL Vo

Merchandise, excluding military:

X Exports .. i ees 29,176 30,468 33,370 7,884 8,585 8,240 8,661 7,91k 8,381 8,832 8,243
2 IMPOLLS: sivaissiana) swnsoss tevesssssresasseasessananarasess =25,541 -26,991 -33,280 -7,748 -8,281 -8,514 -8,737 -7,881 -8,338 -B,59% -B,467
3. U.8, Government cash receipts associated with
militayy sales contracts ceeeeeccsoncosvonsvoccssnsaness 927 1,023 1,012 185 282 145 koo 185 282 145 400
4, Foreign securities newly issued in the
United 'States cesiivssssvrranveavesssrverisassonsnssssoss =ks2l0 -1,619 -1,571 =372 -353 -299 =547 =372 =315 -366 -518
5 Redempblonsr i iiviviivenesnessesasing e vissveissessivessnnes Lo6 469 491 100 220 91 80 100 220 91 80
6. Other transactions in foreign securities,
REL DOPCHATER (=) csuieivs s s avsmosnossoesosspessoness 323 -116 -20k -113 12 -38 -65 -113 12 -38 -65
Claims reported by U.S. banks, net increase (-):
L Long-term ....... 337 285 354 140 L9 165 (*) 140 49 165 (*)
8. SHOTL =Y 4.4 40ials 55 siwis s 0 aas Do s3is S0 o0 b o M Re s abB e -8k ~7hh -100 219 143 -79 -383 163 147 -265 =li5
9. Nonscheduled repayments on U.S. Government credits
and sales of foreign obligations to foreign residents .. k29 6 270 L2 3 55 170 L2 3 55 170
10, Transactions in U,S. securities other than Treasury
LagEE, NEE BATER (R s sois s b s bnin i s sinndnasiosass vaaas 909 1,016 L, 0l 700 1,056 1,051 1,234 7000 1,056 1,051 1,234
11. Long-term liabilities reported by U.S, banks,
net increase (#) iiiidicsveiesvsiaie snisiearaeeieeve vie 981 989 €00 66 168 138 228 66 168 138 228
12, Transactions in nonmarketable, mediuwm-term, U.S.
Governmment securities not associated with specific
transactions, payable prior to maturity only under
special conditions, net sales (+) veeveevseeveecsncenses -Lg k69 2,009 273 772 Log 555 273 e 409 555
13. Liquid liabilities to foreign accounts other than
official agencies, to international organizations
other than the IMF, &/ net increase (+) ....eevveesnssns 2,384 1,457 3,829 T8 2,263 1,042 -194 bz 2,457 896 -1
1%, Liquid liabilities (including nomurke%a‘nle, convertible,
medium-term U,S, Tregsury Securities) to foreign
official agencies, }7 net increase (+) .o.veeveveeresses  =1,595 2,062 -3,136  -1,363 -2,198 -60 L85
195 -2,293 -976 -9k2
15. Decrease (+) or increase (-) in U.S. official
DEBRYVE BEROHE uunuissnii s ssimasimsesdna s s iesmanism 568 52 -880 90k -137 =571 -1,076)
a. IMF gold tranche position . 537 -9k -870 =57 ~h26 -23 -36k4
b. Convertible currencies ..... . -sho  -1,02F  -1,183 -ko1 267 ~L7h -575
€7 GOXA s civsin e heviios s sadiene e ‘ 571 1,170 1,173 1,362 22 -7k -137
16.  Other transactions (derived 2s residual) .....c.eeeeneesss  =7,961  -8,826 6,805 -1,635 -2,584 -1,775 -811 1,90k -2,601 -1,443 -857

Memorandun items

A. Balance on liguidity basis:

Increase in U,S, official reserve assets and decrease

in liquid lisbilities to all foreigners

(lines 13, 14 and 15 with sign reversed) ......ee.evses =1,357  =3,571 187 -259 72 -h 785 -687 -164 8o 958
B, Balance on basis of official reserve transactions: :

Increase in U,8., official reserve assets and decrease

in liquid and certain nonliquid liabilities to foreign

official agencies (lines 14 and 15, and parts of

lines 11 and 12, and certain other nonliquid liabilities

to foreign central banks and official agencies with

B180. YEVBTBEA) ooicois ummmasivaivie’s oo v aampRs e s o ens 5o 266 -3,k05 1,659 90 1,563 72 -66 -556 1,528 L25 262

r. Revised. p. Preliminary. *Less than $500,000.

1. Liquid liabilities include foreign deposits in U.S. banks, private marketable debt obligations such as certificates of deposits and bankers acceptances, with an original
maturity of less than one year, and marketable or convertible U,S. Govermment obligations., Government liabilities to foreign official organizations ¢ incluge gold
liabilities to the IMF. The distinction between liquid liabilities to foreign private and those to foreign officlal accounts is based on records of banks located in the United
States, Liabilities to foreign private accounts include deposits of foreign branches of U.S. banks and of foreign commercial banks, associated with their U.8,-dollar
denominated liabilities to foreign official agencies.

Source: U.S. Department of Commerce, Office of Business Economics.
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