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U.S. Balance of Payments Developments
Fourth Quarter 19T7h

Preliminary date for fourth quarter U.S. international transactions
indicete a $1.8 billion increase in the outflow of U.S. cgpital through bank=-
reported transactions, according to the Buregu of Economic Analysis, an agency
of the Commerce Department's Social and Economic Statistics Administration.

Net outflows through transactions in U.S. and foreign securities increased $0.8
billion, and there was a $0.9 billion shift to net outflows associated with U.S.
corporate liquid claims. Partly offsetting was a $1.0 billion decline in net
merchandise trade payments.

. The inflow of liquid funds from private foreigners (increases in U.S.
lisbilities) declined $0.6 billion. U.S. lisbilities to foreign official
agencies rose $2.5 billion more than in the third quarter. A major part of
that change was accounted for by a shift from net reductions to net increases
in ligbilities to official agencies in Western BEuropean countries. The rise
in ligbilities to private and official holders in petroleum-exporting countries
slowed to about $2.0 billion from $4.5 billion.

The decline in inflows from petroleum~exporting countries, and the increased
outflow of U.S. funds, partly associated with lower U.S. interest rates, contrib-
uted to the weakening of the U.S. dollar against other leading currencies in the
fourth quarter.

Highlights for 19Tk

The outflow of U.S. cagpital through bank-reported transactions rose $12.4
billion in 1974, and the merchandise trade deficit rose $6.2 billion, both domi-
nated by petroleum-related flows. Net transactions in U.S. and foreign securities
resulted in an outflow of $0.9 billion, compared with a $3.2 billion inflow in
1973. These increased outflows were partly offset by an $8.7 billion shift, from
a net outflow to a net inflow, in transactions for which fourth quarter data are
not yet available, including direct investment and related flows, and transactions
not covered by the statistical reporting system.
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There was a $15.0 billion increase in liquid lisbilities to private
foreigners in 1974k, and lisbilities to foreign official agencies rose $9.4
billion. About $10.2 billion of the total $24.lk billion increase in lisbilities
in 1974 was to petroleum-exporting countries; in 1973, sbout $0.7 billion of a
total $9.3 billion increase was to those countries.

Net U.S. official reserve assets rose $l.4 billion, compared with a
reduction of $0.2 billion in 1973. Most of the rise was in the unconditional
drawing rights of the United States on the International Monetary Fund and re-
sulted from doller drawings from the IMF by foreign countries.

The exchange rate of the U.S. dollar sgainst most leading currencies showed
some net decline for 19Tk, after strengthening in mid-year. Rather wide swings
in the exchange rate during the year were related to shifts in cgpital flows,
particularly through bank lending, and to changes in short-term interest rates,
which declined in the United States since summer. Another factor contributing
to fluctuations in the dollar was the changing pace of the inflow of funds into
the United States from petroleum-exporting countries; these inflows accelerated
during the second and third quarters, but slowed in the fourth.

Selected International Transactions

Merchandise trade

The merchandise trade deficit narrowed to $1.5 billion in the fourth quarter,
as exports increased $1.5 billion to $26.1 billion and imports rose $0.5 billion
to $27.6 billion. For the full year 1974, the trade bdance shifted to & $5.8
billion deficit fram a $0.5 billion surplus in 1973. Exports rose $26.8 billion
to $97.1 billion and imports increased $33.0 billion to $102.8 billion. (These
figures are measured on a balance of payments basis, which excludes military trade
of U.S. defense agencles and reflects adjustments to Census Bureau trade figures
for timing, coverage, and valuatiaom.)

The trade deficit in petroleum and products was $25.1 billion in 197k,
compared with $7.5 billion in 1973. Excluding petroleum, the overall merchandise
balance was in surplus by $19.3 billion in 197k.

The 1974 gains in both exports and imports were mainly due to higher prices
(measured by the Census Bureau's unit value index). Petroleum import prices more
than tripled and prices of other imports and of exports rose over one-fourth. In
volume terms, imports of both petroleum and of other products declined slightly
in 1974k. There was some rise in the volume of petroleum imports in the second
and third quarters, following the lifting of the Arsb embargo in March, but the
volume of other imports declined in each quarter of the year. Exports rose 8 per-
cent in volume in 19Tk4; in the second half of the year, however, the volume
dropped as foreign economic activity slackened.
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‘ecurity transactions

Net U.S. purchases of foreign securities were $0.7 billion in the fourth
quarter, compared with $0.3 billion in the third. Most of the rise was due to a
record placement of new foreign security issues as U.S. interest rates dipped.

For the full year 1974, net U.S. purchases of foreign securities rose $1.1 billion,

mainly due to a $0.9 billion rise to $1.7 billion in purchases of newly issued
Canadian securities.

Foreign transactions in U.S. securities other than Treesury issues shifted
$0.4 billion to net sales of $0.2 billion in the fourth quarter, following declines
in net purchases in the first three quarters. For 1974 as a whole, net foreign
purchases of U.S. securities fell to $1.1 billion from $4.1 billion in 1973. Most
of the drop was accounted for by s $2.5 billion decrease, to $0.3 billion, in net
purchases of U.S. stocks. New bonds issued sbroad by U.S. corporations declined
$1.1 billion to $0.1 billion, due to the high cost of borrowing asbroad and to the
January 1974 removal of U.S. restrictions on capital outflows for foreign invest-
ment. Partly offsetting was a $0.6 billion increase in net foreign private pur-
chases of U.S. Government agency and other bonds.

Bank-reported capital outflows

U.S. bank-reported capital outflows (lines 14, 16 and 22 of attached teble)
rose $1.8 billion to $3.7 billion in the fourth quarter, mostly to Western Europe,
Canada, and developing countries. Net outflows to Japan, which had accounted for
two-fifths of the total in the first three quarters of 1974, dropped by $1.5 billion

‘o less than $0.1 billion.

For the full year 19T4, bank-reported capital outflows were & record $18.3
billion, up $12.4 billion from 1973, in good part representing loans to petroleum
consuming countries. Over two-thirds of the outflows occurred in the first half
of the year. Following a respite in the third quarter, outflows sgain increased
in the fourth, as U.S. interest rates declined.

The overall payments balances

The official reserve transactions balance was in deficit by $4.1 billion in
the fourth quarter, campared with a $0.4t billion deficit in the third. For all
of 197k, the balance was in deficit by $8.0 billion, compared with $5.3 billion
in 1973. Changes in this belance reflect changes in U.S. lisbilities to foreign
official agencies, net of changes in U.S. official reserve assets. Under fixed
exchange rates, the balance was intended to indicate net exchange market pressure
on the dollar during the reporting period resulting from internationsl transactions
of the United States. Under the current managed floating exchange rate system,
changes in lisbilities to foreign official agencies are no longer the result of obli-
gatory exchange market intervention to support a fixed rate, although there is
limited official exchange market intervention. Thus, changes in liabilities to
foreign official agencies now inadequately reflect pressures on the dollar in exchange
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Selected Data on Foreign Transacti,
Available as

of the Unite
T the Middle o

’ates in the Fourth Quarter of 1974
f FTebruary, 1975

(Millions of dollars, unless otherwise noted)

~Adjusted for seasonal variations

Annual 1973 1974 1973 1074 CThange: Change:
Credits (+); debits (-) 1972 1973 19758 IV I II ITI i IV I II TLT VP IIIQ-IVQ  1973-7h4
T O o T o < A VU O S S S S -6,986 b7 -5,763 1,354 718  -1,3k9  -3,950  -1,182 1,210 -67  -1,624  -2,550 @ -1,522 1,028  -6,234
2. EXOTE 8 m == === = = = = i = e oo 418,768 70,277 97,07+ 20,584 22,554 25,015 22,860 26,645 20,216 22,280 24,070 24,615 26,109 1,494 26,797
3. TIDOT L §m === == == = = = = = = = = == = = = e e oo -55,754  -69,806 -102,837 -19,230 -21,83¢ -26,364 -26,810 -27,827 -19,006 -22,347 -25,694 -27,165 -27,631 -466  -33,031
b, Transactions in foreign securities, net; U.S. purchases (=)========m=m—mmmmeoomommmoooo -65k4 -8o7 -1,945 -525 -646 -313 -300 -686 =525 -646 -313 -300 -686 -386 -1,138
5. Foreign securities newly issued in the United States-=====mmm--mmommmoomoommoooommmoooo -1,663 -1,391 -2,342 -553 -680 -L7s -lné 77 -553 -680 =475 416 -771 -355 -951
6. REAEIMDE E NS = == = = = = = = = = = = = = = = = = e oo 557 458 bos 131 103 11k 96 92 131 103 114 96 92 b -53
T OtHer DONAS=mmnm=m=m === === oo oo o oo o e e e e = e mmmmmmmm e mm e e ma e -7 -86 -257 -99 -59 -7 -65 -56 -99 -59 =77 -65 -56 9 -171
8. OLher StOCKS-====mmmmmmmm——m==——————— o e e —memmmmmmmm e e e mmmm e ——me——mm o= —mee-——- 460 211 250 -4 -10 126 85 kg - -10 126 85 Lg -36 39
9. Transactions in U.S. securities other than Treasury issues,
net; foreign purchases (+)------=-=co=mcmooecmmmcoooccmemcmeommommmmmemmmeem———————— k4,507 4,051 1,062 670 687 419 169 -213 670 687 k19 169 -213 -382  -2,989
10. SE0CKS == === = mmm == mm = e mmmm e mmmmmm—m————— 2,433 2,758 308 486 376 12 8l -16h 486 376 12 8L -164 -248 -2,450
105 Eurobonds newly issued abroad by U.S. corporationsg/ ----------------------------------- 2,003 1,223 116 368 24 67 13 12 368 P22 67 13 12 -1 -1,107
12, e e S S R 71 69 639 -184 287 340 73 -61 -184 287 340 73 -61 -13k4 570
13. Nonliquid capital flows reported by U.S. banks, Netm=---=mmmmmmmmmmm e oo -2,615 -4,587  -13,403 -2,026 -2,72k4 -6,2kk -1,266 -3,169 -1,623 -2,818 -6,202 -1,601 -2,762 -1,161 -8,816
1h. Long-term claims on fOreigners=m—mmmm oo e e e -1,307 -899 -1,199 -k97 -172 -909 50 -168 -k97 -172 -909 50 -168 -218 -300
15. Long-term liabilities to private fOreigneram - o e oo oo e 149 252 -1l = 161 11 -20 -163 = 161 11 -20 -163 -143 -263
16. Nonliquid short-term claims on fOreigners=-——-m oo m oo oo -1,L57 -3,9%0 -12,193 =l55d8 -2,713 -5,346 -1,296 -2,838 -1,119 -2,807 -5,324 -1,631 -2,431 -800 -8,253
17 Allocations of special drawing rights (SDR) === s s oo oo oo oo 710 - - - - - - - - - - - - < =
18, Errors and omissions and other transactionsd/-———-==mmmm oo oo oo -8,818 -6,734 1,940 438 1,742 880 -600 -82 -601 1,769 1,495 -hi2 -913 -501 8,674
19. NET LIQUIDITY BALANCE - - oo oo o oo e -13,856  -7,606 e-18,109 -89 -223  -6,607  -5,947 e -5,332 -869  -1,075  -6,245 -h, 69k e -6,096  -1,402 -10,503
B, DAGHIE GRLVELS: CHPUEET TOOHE, s oo i s e b G S i S A S 3,502 2,’ e 10,149 ‘071 1,718 2,502 4,343 e 1,586 3,530 2,095 1,697 4,322 e 2,035 -2,287 7,847
o1, LiQuid CLAIME= == mm = == mmmm o mm oo mm o e oo -1,247 -1, e -h,852 341 -2, 746 -1,190 315 -1,231 -Lo3 -2,604 -1,1h41 274 e -1,381 -1,655 -2,908
22, Reported by U.S. DaANKS— == =mmmmmm s o e o e e e e e e -The -1,103 -L,927 -he -2,232 -1,236 -336 -1,123 -L7e -2,232 -1,236 -336 -1,123 -787 -3,824
23. Reported by U.S. nonbanking CONCEYNS=m=m=mmmmmmmmm == = o o oo e em -505 -841 e 75 131 -514 L6 651 -108 -21 -372 95 610 -258 -868 916
ok, Liquid 138biliti@8m—mmmmm == mm = oo mm oo mmem e 4, 749 4,246 15,001 3,412 L Lol 3,692 4,028 2,817 4,023 L 699 2,838 4,048 3,416 -632 10,755
25, To foreign commercial BANKS-==—======ooo= o === mm o= mm e m e me oo e 3,716 2,982 11,991 2,616 4,409 2,798 2,928 1,856 3,227 Lekh 1,9Lk 2,948 2,L55 -493 9,009
26. To international and regional organizationS=--==——m-mmemmmm oo oo oo 10k 377 70 384 -585 292 221 1hp 384 -585 292 221 142 -79 -307
27. To other FOreigners-==—m=— === e e e e e e 929 887 2,9%0 Lig 640 602 879 819 o 640 602 879 819 -60 2,053
28. OFFICIAL RESERVE TRANSACTIONS BALANCEF- - oo oo o o e e e oo -10,35k -5,304 -7,960 2,982 1,495 -4,105 -1,60k4 -3,746 2,661 1,020 -4, 548 -372 -4,061 -3,689 -2,656
Financed by changes in:
29.  Liquid liabilities to foreign official &genCieS--===mm==mmmm=mmmmmmo oo oo oo 9,734 L, hs2 8,250  -2,468  -1,006 3,840 2,54k 2,872 -2,1h5 <531 k281 1,313 3,188 1,875 3,798
30. Other readily marig}able liabilities to foreign
OFfficial AgenCiess/ - mmmmmmm 399 1,118 kg3 -354 -277 182 63 525 -354 -277 182 63 525 Lé2 -625
273 Nonliquid liabilities to foreign official reserve agencies
reported by U.S. GOVermment=—=—— s e o oo o o e e e e e 189 -k75 651 -1k5 =2 Ll - 212 -1k7 -2 Lh3 -1 211 212 1,126
32, U.S. official reserve assets, net (increase -)==-=mmmmmmmm oo oo o oo oo 32 209 -1,43k4 -15 -210 -358 -1,003 137 -15 -210 -358 -1,003 137 1,140 -1,643
33. GOLAmmm e m i m m m e e e e o oo 547 - - = - = = s = - - - - - -
e ] -703 9 -172 (%) - -29 -123 -20 (*) - -29 -123 -20 103 -181
35. CONVErtible CUTTENCT@§=nmmm=mmmm o mmmmmm o & m o e o e 35 233 3 (*) -1 -85 -152 21 (¥) -1 -85 -152 2kl 393 -230
36. Gold tranche position in TMFee - e e oo oo o oo o e e e e 153 -33 -1,265 -15 -209 -2hk -728 -84 -15 -209 -2l -728 -8l Bl -1,232
Memorandum:
ST Gross liquidity balance, excluding allocations of SDR
(1ines 32, 31, 30, 29, 24, 17, with sign reversed)--------=--c-cmmmmmmmmcmm-—m—————— e -15,813  -9,550 -22,961 -430  -2,969  -7,797 -5,632  -6,563  -1,362  -3,679  -7,386  -4,heo  -7,b77  -3,057 -13,L411
38. Changes in liquid liabilities of U.S. banks to their
foreign branches (part of 1ine 25 )= ==m-m oo oo oo oo o oo e 182 309 1,301 212 3,379 -982 -hho -654
39. Index of trade-weighted average foreign currency price
of U.8. dollar (May 29, 1970 = 100) .2/ =mm e oo oo oo o 90.6 85.3 83.9 85.3 82.7 83.5 86.2 83.9
T These balances have been used to measure exchange market pressures on the dollar. Under current conditions these pressures are inadequately reflected in them. For changes in dollar exchange rates, see line 39.
p Preliminary. e Estimates. * Less than $500,000 (%).
l/ Adjusted for timing, valuation and coverage to balance of payments basis; excludes exports under U.S. military cy sales co ts and imports of U.S. military agencies.
g/ Excludes securities issued by U.S. subsidiaries incorporated abroad; however, if proceeds of such issues are tralisferred to U.S, Darent companies they are treated as if they had been issued by U.S. corporations.
%/ These include direct investments and other transactions for which fourthquarter data are not available.
_/ Includes changes in nonliquid liabilities reported by U.S. banks and in investments by foreign official agencies in debt securities of U.S. Government corporations and agencies, private corporations, and State and local governments.
2/ Based on U,S. Department of Treasury calculations of trade-weighted average exchange rate changes of OECD currencies vis-a-vis the U.8. dollar. Calculated as of end of pericd.
Source: U.S. Department of Commerce, SESA, Bureau of Economic Analysis.



markets. To a large extent, the changes in dollar holdings by foreign official ‘
agencies reflect investment decisions by the authorities of petroleum-producing
countries to place surplus exchange revenues in, or withdraw revenmues from, U.S.

money markets.

The net ligquidity balance was in deficit by $6.1 billion in the fourth
quarter, compasred with $4.7 billion in the third. For the full year 1974 the
deficit was $18.1 billion, compared with $7.6 billion in 1973. This balance was
intended, under fixed exchange rates, to indicate potential pressure on the dollar
resulting from changes in the U.S. liquidity position. Under a system of managed
floating exchange rates, the usefulness of the net liquidity balance is limited.
In addition, the balance is subject to a number of deficiencies--as it was under
fixed rates--related to difficulties in distinguishing liquid from nonliquid
liabilities and claims, which has recently become more blurred.

A review of the balance of payments presentation designed to make it more
useful for the analysis of U.S. international transactions and exchange rate
developments under current conditions i1s being conducted by an intersgency group
under the direction of the Office of Management and Budget (OMB). A private
advisory committee, selected by OMB, is participating in the review.

Data for the balance of payments items now availsble on a preliminary basis
are shown in the attached table. Additional date and the balance on current
account and long-term capitel will be published in a press release on March 19.
Camplete balance of payments data for the fourth quarter and further analysis
will be published in the March issue of the Survey of Current Business, the monthly
journal of the Bureau of Economic Analysis. The Survey is available from District .
Offices of the Department of Commerce, or from the Superintendent of Documents,
U.S. Govermuent Printing Office, Washington, D. C., 20402, at an annual subscription
price of $48.30, including weekly supplements; single copy, $3.00.

TABLE FOLLOWS:
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BUSINESS?
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To get the answer ...
read the monthly

SURVEY OF
CURRENT
BUSINESS

published by the Bureau of Economic Anal-
ysis, Social and Economic Statistics Admin-
istration, U.S. Department of Commerce.

SURVEY is for businessmen, govern-

ment administrators, trade association exec-
utives, union officials, economists, statisti-
cians, market researchers, and anyone else

who wants to know, month by month, the
state of the Nation's economy.

SURVEY carries articles on special
subjects, such as State personal incomes,
corporate profits, business programs for
new plant and equipment, foreign trade,
Federal Government receipts and expendi-
tures, and current price developments.

SURVEY issues show more than 2,500
statistical series for each month of the past
year or for each quarter over the past several

years, plus annual data for recent years.

SURVEY is the official source of the
Gross National Product statistics and the
statistics on the U. S. Balance of Payments.

12 monthly issues averaging 70 pages, including about 40 of
tabular material. And, at no extra cost, a weekly four-page sup-
plement to keep the subscriber posted on current figures as they
become available to the Bureau of Economic Analysis.

$ 4 8 .E)) 0 per annual subscriptior;

$60.4 0 foreign

|

| Order from: Catalog No. C56. 109:
| Superintendent of Documents OR Any U.S. Department of

| Government Printing Office Commerce Field Office

l Washington, D.C. 20402

| Enclosed is $........ (send only check, money order, or Supt. Docs. coupons).

| Or charge to Deposit Account No. ... Make check or money order payable to

| the Superintendent of Documents.

= Please enter my subscription(s) to the SURVEY OF CURRENT BUSINESS
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