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COMMODITY OUTLOOK 1977

Friedberg Commodity Index ' -f*\%

::November '76::i%: 201,337 ERTAI ] REVE\]
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. The economic pause. has come to an end. Corporat.zons, banks and household -
units have hdd an extra six months to carry on thelr’ l;qu.idity drive -- they ve _
borrowed long,.repaid:short term debt, pared inventories- and spent.hgonizing.days % .7¢ it
and weeks worrylng about future expansion. The .base,, laid thus far will catapult Qi eon
economic activity to new pre—depression peaks, and as usual, axphor.ta w.ill re-appear. .

;.&')‘

Commodity prices poised in'the delicate deflation/inflation baldfice‘will réSume  “i.woW
their upward momentum,' although not, uniformly‘. Pockets of weakness. stlllgexist Anne e

the- Meat Complex and Sugar. Grains and Metals, although ‘burdened by heavy 1nventor-"

ies, will recover somewhat and possibly attainlong term'equilibrium‘levels?-“Tight" SR

markets will become even tighter as 1977 unfolds, particularly Cocoa, Cotton and
the Wood Complex, altl*ouqh Coffee may prove to ‘be the exception.

ot
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After all. is said and done, it.1s only a close examination of m.tcroeconomic
factors that will enable us to gauge the course of particular commodities. This
point was emphasized in last year's outlook“'despite the.generally: béa¥ish tone G0 e
of our opening paragraphs and the results obtained were excellent.

A bhappy and prosperous new year!
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Cocoa ) . waxwth March '77 | 39.65 .
SRR : : : wHRAR* September '77 1923950 it
#kkAak Ind. July *77.0 EL801/EORIVVL i

- The'see-sawing continues ‘but the undertone of the market  remains-* strong ‘88" the
trade appears will.ing to bug the dips caused by Conmussion ‘House 1iquidation i oo
- Lo AR N CPE U] I TEN KIR AT
During December, it became generally known that Jacques Borie, an'Ivory Coast?
based cocoa shipper, was unable to fulfill earlier sales of approximately 15,000
tons committed at prices as low as 73¢/lb. The contracts concerned covered
deliveries ranging between October/March '76 and April '77. Trade sources indicated
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however, that Borie may be able to supply part of the cocoa or make alternative
arrangements. At this time, however, any bullish connotations associated with the
default are being obscured by concern that U.S. grindings will show an unusually
sharp 10% drop, a result presumably of rising consumer resistance. Grindings are

a poor (although, granted an only) proxy for consumer demand as they deal rather
exclusively with inventory adjustments and speculation on the part of manufacturers
and do not take into consideration the rising Importations of processed and semi-
processed goods from producing nations (where grinding is cheaper). Our view
‘remains that final demand has as yet not been affected by rising prices nor will

be affectediuntil: much;later in the 1976/77 crop season, possibly the summer of 1977.

Production prospects in Ghana continue to deteriorate as the following table
indicates: . : .

) GHANA COCOA PURCHASE FIGURES
" 197374t ity . 197475 . 1975-76 1976-77

DATE WEEKLY CUMULATIVE WEEKLY - CUMULATIVE WEEKLY CUMULATIVE WEEKLY CUMULATIVE

" Oct.l11 3,060 12,294 ' 10,523 10,523 13,700 35,212 22,597 22,597
" Oct.18 6,399 18,693 16,447 26,970 18,540 = 53,752 - 16,783 39,380
. Oct.25 14, 861" 33,554 123,703 " 50,673 23,958 77,710 . 22,504 61,884

vitva s

- Nov.01 c‘18 60 :.52,156.:., 1..25,433.,:.. 76,106 27,928 105 638L : 20,251 82,135

_‘gnov%qg(\:gg 667‘ “71 823 -2 | '96,636 29,762 135,400  '20;150 102,285
Nov.15 = 21, o7 .. 1195068 . 30,429 165,879 ' 21,546 123,831

) Nov.22“‘ 19} 320'; 24,2927 143,360° 29,194 195,073 32,417’ 14§}b4a
: ,Nbv.é9ﬁv"26ﬂz3‘ 133,458, ;és"442 169,802 . 25,237 .-220,310 - -19,644 - 165,892
. Dec.0s “20,330°°"'153, 788 “"29 697 199, ,499 23,772 244,082 17,887 13;}779
Dec.13 19,430 173,218 31,764 231,263 21,239 265,321 16,691 200,470
| Dec.20 R s 120,342 " 261,605 21,633 286,954 17,242 217,712
Dec.29 /A . 215,545 . . .22,665 264,290 317,200 - 15,105 232,81z
FINAL :

" TOTAL 335,548 361,379 388,500 300,000?

Comparing production figures by date rather than by weeks into the harvest, one will
note that 1976/77 is running a full 85,000 tons below 1975/76 and almost compares
to the disastrous 1973/74 crop. Since most of the harvest should be completed by
now, we estimate a maximum total -outturn of 300,000 tons. If realized, it would

easily add 40-50,000 tons to the potential 197¢/77 deficit -- an unusually
bullish development.

During January, we'will be in a better position to estimate final carry-out for
the 197677 -crop.. In'the interim, this market remains the best bet for 1977.

wt:Remain-long-and..add :September '77 on weakness. Call options in London July may
- be obtainable. .at 5295/ton and.represent excellent value for buyers and covered
writers. Our target $1.75/1b will easily be achieved. Place stops at $125/1b
basis;Maxrch+'77, close only : o . : G .

RS I S. LRTM LG : o
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Coffee:;. . . ‘ L o - ***w March 177 ' o
LI London Robustas January 77, r‘@2692 50

_This great bull market is in its final weeks. . ., - v
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Apparent consumption is st111 rlszng desp1te hlgh prlce lncrease andqmarket ob—' I
_servors are rationalizing it as being a.proof, of coffee' s‘inelast1c1ty of, demand R
We have a much simpler explanatlon. hoardlng.g Hoard;ng at.the producer leve.l,m :
roaster level and particularly, at the household level.. Altbough we“cannot as, yet ;
substantiate this claim statistically, we hope to, issue in. the next few.weeks,
report to that effeéct. Small producing nations are leapfrogging Brazil in the hope
of retaining a commodity that is. forever rising; households may, be, accumulatlng many
month's. usage anticipating still rising gquotes. . i)ty

-1 ,,“1 .

A consumer boycott, begun in New Ybrk, will not have a great effect on, the.market

~given the human being's greed. propensity -- why listen to. consumer advocetes when
one can easily buy today and. beat coming prlce tag 1ncreases? \The bubble,mrlli .
burst when consumers will have finally adjusted thelr 1nventorg requlrements to
3.or 4.times.-normal .usage.. At that point, a vacuum.will appear and, prices.will
collapse.

T anih g OB r,i\li'i"u ol

e

For . the moment, we prefer cashing in our chips bg quuidating all long positlons.
A premature short .position can be fatal; 3
better "feel" for the top.

_put options. July '77. premlum traded today at £455 - 470/ton, September 77
b455 ~ 490/ton and November '77 at 5475 - 500/ton.

PaLs X%

Move to the sidelines.

Copper - Akktr March '77 63.00
#hbAr July '77 64.80

According to the American Bureau of Metal Statistics, world refined oopper"
stocks (covering about 80% of the non~Communist world) on October 31, totalled
1,475,200, short tons, 17,400 tons above September 30th and up 88,300. tons, from,..
a year ago. This figure almost matches the all time high of 1,520, 100 tons reached
last February 28 and represents an overall surplus of possibly as.much,as, 2,000,000
tons when considering non-reporting nations. In a more recent report, the ABMS ~
stated that refined copper stocks of U.S. fabricators in November. rose 6,300, short
tons to 471,700 tons from 465,400 tons at the end of October. . )

N Vi gt 2
The recent rise of Copper prices, (and other non—ferrous metals) can be attributed .
to the prospects of reacceleration in economic actlvzty. While suppl;es may be ’
burdensome, open commitment fiqures may again indicate (as it did last+year) that

most of the surplus has already been absorbed by the market . . '§

Voo vy oy

With March '77 closing at 63.00, chart patterns have turned short term bullish
and we expect the advance to continue.

Buy July '77 at,market, placing stops 300 points lower.

Cotton s ' ****** July '77
Ce ****** October '77

Carry in: 3.70 Consumption: °~ 6.54

Production: 10.26 . . . . Exports: coa 40500 L

Total Supply: 13.96 ' “Total Demand: 11.04 . .
. k,Carry out: 2.9 ' T
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Our feeling is that the USDA's traditional blas in favour of larger than
actual crops -- only three times in the past fifteen years have they predicted
vﬁ“‘a crog.that actually turned out’ larger -- will be no exception this time around.

: Thus we'suggest®a final crop of no more than 10 million bales:

The key supply factor is to be found in the breakdown of the' various grades into
staple lengths. The increase in production is weighted in favour of the shorter
staplé‘lengths;"‘stéple 1engths of 1-1/16 inches and longer 'will- actually decrease
Ythis‘is’ especially- noteworthy because, on the New York Cotton eychange, the 1-1/16
.inch' 13" the’Heliverable grade) ‘The last 'time the’ longer staple lengths decreased
while the' shorteﬂ "taple lengths increascd was 1972 -= the beginning of the :
greatest Bl market in® Cotton history. ' ’

‘vh\l'uﬂfh& Liuawre v ‘»\.\‘
[SARHE S

v

on? the"demand' side,” we "feel “that thc ant1c1pated economic resurgence will be 1ed
.by the textile sector. Prices for man made fibres have been'raised recently,
presunably to offsgset losses incurredlfrom poor demand. Trade reports indicate the
ratio of' unfilled ordars" to stocks of polyester and rayon have’ declined precipitously
qn' rec ont ‘weeks® YL ‘and: so a“healthy ‘textile sector implies, above all else, healthy
cotton usagsxt‘we estimate" consumption at 6.9 million bales.'
e R ATUUPEST T e X AR ' A FERT RS ol
‘Exports‘could be“larger thanthe 4.5 million bales forecasted by the USDA for
»the simple reason that world demand is relatively high while supply is abysmally
low. Other than the U.S., only the Soviet Union will have enough cotton for export
'?“thié'bEér.“"Recent negotiations between the'U.S. and India'and Indonesia, suggests
that as®the crop'yéar draws to'a close, American cotton’ may prove a surpriszrgly
attractive buy for importing nations.

B

e “The kby qemand factor lies in“the inventory posztions of the mills. Presently
standing at'861)> 246 pales, they are low. | How low? "Here's an historlcell'“
comparison. s o :

(In millions of bales)

24

LR

| o vt T1976 1975 1974 1973 1972
e . [T LR Y e .
Invt. post. of mills on ) o . ) ‘
’ NovV27gnt i lau: itk .68 © 1.04 - .99  '1.00 ".96"
FEC S R TN .\x‘ z.‘v"\.-x’.ﬂ'. e .- V. . S TR L
Total’ mill" lcozlnsu 6.90+ .7.10 5.60 ' 7.15 ' 7.57°
A AR R TATA TR S 12 D WA I oo . K . TR .
Consumptidn ‘to" Nov. 27th Mot 2,180 2.6977 2,01 0 2.38 ¢ 2.63
."1\ EH f e . B . . . . ' o ot
V“imount' €6 b’ cpnsumeq Y 2% 5 T 3 5.60° - 7.15 ' - 7.57
Ratio of inventorg posxtions v :
ndd g anountleft to: be consimed  .186"  .236 2760 .209  '.194

L:.,..u.: B KIS A

deaid {urogsdoOur. farecast Ceae T

The average ratio for' the end of November is .229. 'Us sing that figure, we
calc late that the mills are antic1patinq a final demand of just 6 million bales.
By everyone s estimate;’that 'is“low." ‘Undoubtedly, they will have to be’ large
purcbasers in the next few months just to keep up with their own sales.

L Over the long term: - The USDA' has ‘made known its prelimihary thinking on next

P year's plantings. It estimates that only 6.8% more acreage will be devoted to

" cotton. The figure seems low when taking into account this year's tight supply.
‘The enigma was solved for us, by Dr. Bird, of Agriculture Experiment Station, Texas,
who explained that there has' been no significant improvement in the cotton strain
for 15 . years. . As a result, yields have not improved at all, and, in fact show
declines' In" those aréas in which substitution between cotton ‘and/or soybeans ‘and
sorghums is traditional. Given this year's carry out of only 2.9 million bales,
‘next year's total supply shouldvhe\even.emgllerzthan this year's..

We favour putchase of the October ‘contract, presently trading at a’ sizeable
discount to July, particularlg for hedge purposes. Speculators should buy the
i July. Cotton should cross the $1.00 mark by the time that contract expires.

bd.r.
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Grains *r¥% pMarch '77 Wheat  279%
#rxt March '77 Corn 256%

Here are the most recent USDA supply/demand estimates,(in millions of bushels)

. AN AR LRI TR I S bR
! i

. . . ) e GO e e

USDA SUPPLY/DEMAND ESTIMATE e I R tety

Begin. ~ _ Total Domestic . Total Ending
Season . . Stocks Production Imports Supply Use prorts Use - Stocks %

. . . N R
1975/76 430 2,135 2, 2,567 730 1 173 1,903, i 664

1976/77*% ..664 2,147, 2 2,813 795 . l,000.--1, 795 1 018

*December crop report: Mid~point of USDA use, exports and stocks progections.

If 1976 reads like a prolonged eulogy to a dying bull, 1977 looka like it might
take the form of a tedious dirge. Tedious because If prices will-not: be:able to
recover against the overwhelmingly bearish fundamentals, neigher will they be:able’
to decline much. given their proximity to firming wheat prices and ‘thisyear'sirevised
loan price of 225/bu. In other words, not too much action on the pralries.\ TR
. \|.», L vf‘.:x

However, tbls year s winter wheat plantings offer a yield 8% less than.:last- year.
This reverses a six year trend of steadily increasing yields. That's one thing to
consider. Here is another: traditionally farmers have a tendency to respond too
slowly to changing economics, and then, when they do respond, overcommit themselves.
Next year's beginning stocks will be the highest since the early 60's. Yet, we assume
that the farmers, realizing at last that things do not look too good, will place
more than the difference between this year's and last year's beginning stocks.under
the afbrementloned government loan, thereby decreasing the free market supply. ...
Recently, bullish looking chart configurations may be an indication that the market
has already bequn to take the loan program into account.

Corn prices should strengthen in coming months. Exports are running ahead .of. .
USDA scheduling and domestic consumption is forecast at about 7% above '75:- '76.
While all livestock feed/price ratios are down this year, there are, generally
more animals around to be fed. . .

We recommend covering all outstanding short positions, at the market. '‘Move. to -
the sidelines.

d.r. . o . ) R

Precious Metals Frakdt April Comex Gold: -136.10.... --.
kkwd March '77 Silver 441,00 . .- i
AAkgadd April '77 Platinum 152.70
rERtrd Soptember '77 Palladlum 53. 20
The most recent IMF auction of December 8, proved once again that the demand
for gold is still alive and well. The $137/oz price pald by the successful bidders
was $1.35/0z higher than London's 2nd fixing. The old.adage that supply attracts
buyers was proven true; major potential purchasers such as Saudi Arabla, Kuwait,
the United Arab Emirates, Switzerland, France and possibly Japan are being offered
a golden opportunity to-accumulate bullion at reasonable prices and’ without unduly
disturbing the market. The restitution to IMF member nations to take place, in |
mid-January and the continued monthly auctions’ ‘will, no doubt, find readg bugers.
Also favourably, it should be pointed out that visible stocks (industry and Comex'd
and IMM-approved depositories) in the 3rd quarter of this year declined by as ‘much
as 335,000 ounces, thus adding urgency to industrial restocking.

The economic justification for much higher levels (despite low rates of inflation
in the major industrialized countries) lies in the fact that international reserves
have been contracting in-a strongly deflationary environment; gold represents the
only autonomous and real international asset .(i.e. an asset which is not someone else's
liability) that can be increased and still be accepted as a payments vehicle and a
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store of value. Since gold is, de facto, being remonetized by Central Bank

purchases (Switzerland, France and Oman are known examples) it stands to reason
that a substantial rise is to be expected.

Technically, gold prices have been consolidating in a rather narrow range
forming:a: very bullish-looking triangle. An upside breakout of the. triangle would
also simultaneously imply a breakout above the long term resistence area of
138-140: basis''spot, ‘signalling the beginning of a very important rise. The
minimum upside target ‘would lie somewhere around $150/0z which, in effect, would
represent a 50% correction of the 1975-76 bear move. '

Wt e e

Add to previously established long positions by purchasing December '77; implicit
carrying charges are a mere J~l/4% per annum.

. DA S T ’

‘Recently- released figures' of Platinum usage in the U.S. indicate a continuing
uptrend, with final demand for 1976 likely to exceed our conservative estimate

. of 820,000. ounces ‘made. last summer. Recent weakness may be attributed to a 20%

rop in Japanese. jewelry usage of Platinum (as much as 140,000 ounces at an annual

‘rate). Since the Platinum/Gold ratio has once again made Platinum very "cheap"”, we
.'expect' Japanese: jewelry demand to pick up substantially in the next few months.

R TR

PR ORI 1lst Quarter 2nd Quarter 3rd Quarter
Automotive. v ¢ . 99,350 132,300 130,542
Chemical .~ . -« . . 21,946 . 14,651 26,170
Dental; &yMedical L 3,204 7,108 5,929
Electrical + . . 22,826 21,803 20,917
Glass 7,065 14,545 8,622
Jewelry 4,567 7,703 5,104
Petroleum - - : D 7,085 9,519 31,213
-Mlscellaneous : . 8,469 12,725 9,346

Total 174,512 220,354 237,843

Source:.: ' U.S. Bureau.of Mines

The Platinum-Palladium group still remains the most undervalued commodity on
the "board". Sometime during 1977, it will be re-discovered -- rewarding
handsomely  the patient investor.

We are remaining neutral on Silver breferring to watch its listlessness from
the sidelines.. -

. Sugar * March '77 7.78

TRV . . * September '77 8.78

Just as Sugar ‘was the last great Bull Market to die in the 1973-74 mania, it
will also enjoy the distinction of being the last great Bear Market to roll over
and die 7— but not before it crashes to the basement.

IS

In its second estimate issued on December 14, F.O. Licht put World 1976/77

-sugar output at 88.2 million tons, a slight upward revision from the earlier forecast

and .up, substantially from the 81.7 million tons in 1975/76.

BT A T AL R SRR PN
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The last. quarter of 1976 was a very quiet period in sales of actuals, perhaps
reflecting a lack of meaningful bids. Small sales tended to depress the market”
and, thus, frightened away producers' lest the inevitablc ‘collapse came’to’ pass
As an example, Indian, export availability, estimated at’ a staggering' l 2 miIlién
tons, represents a potential supply of 100,000 tons/month.” Yet, since October’ l,
the beginning of the season, India has not sold practically ‘any Sugar,’ awaitlng a
better selling opportunity. They have obviously miscalculated. Very much ‘the same'”“”“

can be said about Phillpplnes, Domlnican Republic,: Era21l and Peru. -. A

The enormous outstandlng open - 1nLeresL in the New York Sugat Market, partlcularly
in the nearby March:1977, .will wreack havoc with the speculative longs as.a:greats:.:-,
deal of surplus sugar,can be expected to be delivered by the sellers.. . Vs b

R . e |

R A B RTE T
We expect prices to reach our long standlng target of’« 5¢/lb within ‘the next two

months. 'The extent of the liquidation on the following drop will -permit. us: to.!

assess whether or not a.true bottom will be seen at.that particular level.ara .+ iw'w: iy

Remain short, adding on 30 point rallies from any low.

Wood Complex . **it March '77 Plywood  190.40: . é ':1;%
e . . <®r*t March '77 Lumber 194.30 :

i ! REPTARTES TR T IR PR S

While housing activity -has stabilized at a high 1.7 million starts plateau,'. . ;ﬁj~»
fundamentals point to another leap forward in the coming year. Sales .ofiexisting.. - -
and new homes remain brisk and substantially ahead of 1975 levels. s&rL instltutions %
registered thelargest net savings, inflow ever for the month of November (at $2.38
billion) while mortgage lendJng ‘volume was up 50% ‘from the year earlier lével’ and
commitments outstanding for future loans rose 34% from a year earlier. It should
be noted that these sharp year-over—qear increases in ‘mortgage lending and.:commite.: .. i
ments outstanding do. not necessarily reflect a commensurate gain in housing. activity
as house przces have climed in the past year as murh as 15%. TR Lry T4 BRI

The behavior of the wood markets for the past lew weeks continues to puzzle )
us as they indicate a substantial amount of distribution at these levels. Having
come very close to achieving our long-standing target of #200 per 1000 board feet
(particularly in thu plywood) we would now rather move to tbe sidelines.’ :

N N et . O 1 l' .;":.'[ REEREE R et

Liquidate previously establlshed leng positions; re-enter  the-long side on a ©

$15 drop from these levels, :

NOTE- OF, INTEREST : Frledberq & Co. Ltd. is making available to all: clzents
and subscribers up to 5 sets (1 set = two $10.00 and two' $5 00 cozns) of’"
the first series of OLYMPIC SILVER COINS at face value, i.e. $30. 00 The
offer is good until such time as supplies are e exhausted ‘and ‘they will be
sold on a first come, first served basis. If these are to be mailed to
you,' please add $5.00 per order for postage and handling. . ook
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Ganadian Dollar Spot: 98.74 Mar. '77: 98.13 June '77:97.42 Sep.'77: 96.88

f . Our Canadian Dollar forecast of last month has been vindicated. Spot CD$ moved
up, from a low of 95.80 to a recent 99.04 & has since settled into a quiet range of
_98 '60~-98.85 for the pasc few days.

Whilé. e recent ‘2 cuts in.the Bank Rate have no doubt been 1nspired by the
lacklustre cousekof economic activity, it is disquieting to see that they are
‘taking effoct,agalnsc a background of a strongly rising pattern of loan growth.
Making monegmea51er wull only accentuare the still strong ( & latent ) 1nf1atlonary
pressures An, our. economy with ) ‘the result that a pronounced dlvergence w111

- oceur with’ the U, 'S, sometlme 1n 1978.f

We are beginning to:feel:uneasy about further recovery prospects for the CD$ |

( having anticipated the recovery thus far ) as money market rates & forward
. discounts'‘areVpresaging further monetary easing. On:the other hand, we are still:
. reluctant:to¥sell-short' the CD$ into such a steep discount & therefore.prefer a. . °

" neutral position. On the: spreads, however, we feel that the 6 months. & 12 months
. spreads should be bought looking to capture part of all of the forward discount.

) piquzdate March 77 ‘long position at market ( accepting a $2000,00 profit per

contract ); }sell’March '77 - buy Sep. '77 at prevailing spread of 115-125 points -«
premium the nearby.:’ Margin is $1,000 per spread & profit potential is as much as 100%.

LE.d * it

; Jul.76 Aug.76 - Sep.76 Oct.76 Nov.76 1975 © . 1976
*Money Supply %

« Narrowly Defined 8.77 7.64 7.90 5.00 1.36
¢ More Broadly- (M2) 17 44 16.98 16.76 15.03 16.40
L. M3 R 16.30 16.95 16.80 15.84 15.18

‘ ealance of Trade (mln§) =80 . +349 +271 +190 -104 -874 +1,488

#'Gen. Bank'Loan % ~ ‘  -22.25 ' 21.16  21.23  20.95  20.23 '

(Percentage Growth)

C. P.‘I % AR 6.23 6.5 6.23 5.60
' Y . o .
'Food Prlce Index_ -0.53 ~0.48 -.90 -1.70
w; ) - .
. SWTRE STRRENS At ot . . .
. ’ . . . . . 2
*** ELchange Rate ity o Nov 26 Dec. 3 Dec. 10 Dec. 17 Dec. 24
| Trade ‘Weighted - 1 v - -'41.36 -1.91 -1.63 . ~-0.93 : - -0.56
Euro Deposit - % . .
#: 1 Month 8 3/4 8 3/4 8 7/8 8 3/4 n/a
Y03 Month it Gi o wriatyv o b 90 e 8 3/4 8 7/8 8 3/4 .. -
»;, 6 Month-Al B 8 7/8 -8 3/4 8 7/8 87/8 - o
i E FLRTI ) .
T—B Rate (91 Days) R e 8.59 8.62 8.61 . 8.55 8.15
gpen Interest ( Dec. 29th): 1,789 Average Volume ( Dec.76 ): 375
-GOntract Size: CD$. 100,000.00 .© Margin Req'd: US$ 2,000.00 Round Turn Commission: 60.00
o e GANADIAN. DOLLAR —-SPOT _ MONTHLY RANGES ot EILEE TTI T
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British Pound spot: 170.58 mar. '77: 166.80 June '77: 163.55
* Sept.'77: 160.50 Dec. '77: 157.90

The IMF agreement has had a far greater psychological effect on b than it will .
have on redressing the meager payments outlook for 1977-1978. In the flrst place, ””:
only some $1.15 billion will be ‘available immediately ( sometime during® Uanuary“) b
while 81 billion will be advanced-at end of 1977. That will still leave‘néarly - \*T'“ SEX
$2 billion, or half the total, for 1978. The numbers are pitifully ‘small’if>dy Hnt o
compared to the fact that a 'full-fledged' attack on 5 may cost the‘Bank” well"‘.*‘ i
over §2 billion - as demonstrated in the past 12 months. - Inczdentallg;‘the'last
2 tranches are conditional on performance. One is also impréessed “‘by ‘the :w.tiwiruss
smallness of the immediate increase in U.S. swap lines by.§.500.million-& the, & . . ai;ui

' pocket-money' stand-by swap extended by the Bundesbank - $350 mill;on.}'obyigqs;y_
Simon & Schmidt do not like what they see. .

What did Healy offer? Cuts in Public Sector Borrowing requirement'of 5-1-'"
billion next year & 51.5 billion in the following year ( in constant-1975 values )i’ ° :
before the proposed sale of BP shares. There has been no new incentives''( inithe - '+ ' ‘M
form of lower taxes ) to the private sector who is already laboring under ‘an'‘eénorious
tax burden. Worse yet, the largest spending cuts in the. second year. will.hit an .
already demoralized defense & housing industry. The promised money supply targefs
couched in terms of the IMF latest baby - Domestic Credit Expansion - should translate
into a M3 growth of 11-13 %. Giving the 'crowding out' effect of Gov't borrowings,
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the present ( & rising ) rate of inflation & the illiquidity of the private sector,: " - \¥%

such a low rate of M3 growth could translate into 20+% interest rates - a no-no for ' EE
a Labor Gov't. st R T et

We think ‘the package is ineffective & worse yet, unrealizable. The long term,. ..
downdrift of the & should continue, no later than the beginning of February. ,, .

eow e

Sell December '77 BP at 158.00 or better, plac1ng overhead stops at 163.00.
oLeesd,

Spot/ Spot/ Spot/ Spot/ ' » . .
Mar.'77 June'77 Sept.'77 Dec. '77 Pl
% Discount from 8.86 8.24 7.88 7.43 e
Spot (Annualized) . :
v "
7 ] 1 ’
Balance of Trade. Jul.76 fua. 76 Sep.'76 Oct.'76 Nov. ?6 A 1975 . 1976
(mln STG) =527 =293 " =376 -354 . =510 —2 529 —3 460
* W, P. I.% .15.60  15.30 16.00 - 16.26  17. 72. ot i e e
* Retail Price Indek % -12.85 13.78 14.31 - 14:74 14. 97
Reserves ( mln US$ ) 5,370 5,030 5,158 4,703 5,156 T o
. ' Nov. 26 Dec. 3 ‘pec. 10 pec. 17 Dec. 24
*##% Exchange Rate - : ) o S
.Trade Weighted' % -43.38 -41.34 ~-42.16 ;-42.21, -42.06
Euro Deposit - % - ' '3
-1 month . 16 16 16 3/4 15 1/2 in/a
3 month 16 1/2 16 174 16 3/4 15 3/4 . .
6 month . 16 1/2 16 15 3/4 15 1/2. : .
Open Interest ( Dec. 29 ): 1,030 Average Volume ( Dec. 76 ): 195 L '

bty ner o

o dnet

Contract Size : BP 25,000.00 . Margin Req'd: US$ 2,500.00 Round Turn Commissi,n. 60.00
o, British Pound~Spot Weekly Ran es N ) , N T
PES 1] Lk T T i -
o 7] - H ¢ f{l“
e “ BRITISH PouND AR, 1a77.cht - oo fo |
b : . tacn DIOKIIMIA. IM -ie Mll Shene
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. ] P . Chart Servlce . N
[ f-.f""‘"\'\ . . . SRE Gt
= ey . . [
2a o * l . . ‘. . . : N
. 1 i 1‘ .
1 R : T '+
10 N p “‘p';\
> ] R 1Y
L Ji*f! [ Y { Y
209 ol 1 J
L : : . v
. l 2 o =1 IS SOV v
- . : “'; PR
" L. R "

a2 oo o o ow owfl e nj
JUNE JULY | Aug | srer | oCT.

l ’
'nov" or:

ron N v e

A
R

. AW T T NS00 JF A AaA
Ll 1925




é ~=-_Page 10 ==-—

. , T . December 29th, 1976

: Deutsche Mark : ""‘Spbt 42.45 Mar '77:42.49 June '77: 42.58 Dec. '77:42.60

The continued downdrlft in U.S.. interest rates coupled with prospects of a
reversal to a: :sizeable trade .deficit for 1976 ( now estimated at § 5.5 billion )
& 1977, had the effect of. ‘upfloating the remains of the European Snake. The
undisputed leader.of this latter group, West Germany, ls enjoying an extraordinarily
low rate of , .inflation .both as. a result of good monetary & fiscal management &,
too, the exchange rate. appreciation itself.

I . Unless 3 month-Eurodollar ‘rates can firm up to a 1% premium over its Euro DM
é' counterpart, ‘the-Xise in' the DM will continue unabated. The 'quiet’ appreCJation
i that has taken place in the past few month will be the subject of public discussion
very shortly;iat that, point, the bull move will pick up momentum, climax & blow off
amidst talk of.,  renewed monetary crisis. There is no crisis. It's just that no
country can kegp .up with West Germany's economic performance; market forces will
exact just.such an admission.

Remain’ long the ‘pM, originallg bought at 39.15; raise sell stops to 41.50 &
look to sell into a fast ‘move to the 45 - 46 ( upward revision ) range. )
: FECANERE PR . o *
. g July ‘76 . Aug.'76 Sep. '76 Oct.'76 Nov.'76 1975 1976
: Balance of Trade .

E ‘ -3 - + ' +18,087
i (min Marks) .. ... . +2f593 +1,210 +4,660 3,590 3,000 31,091 +18,0
; * Cost of Living % 4.22 4.59 4.04 3.81 3.73
{ . ‘Net Monetary- wrsnd ﬂ*“ Nov 26 Dec. 3 Dec. 10 Dec. 17 Dec. 24
; Reserves (mln Marks) *~ 93,800 93,700 93,300 92,800 n/a
{ #** pyxchange Rite - e
H . . . +28. .

Trade Weighted % +17 .45 +27.61 +27 .85 28.02 +28.64

Euro Deposit - % . .
i 1 Month " 41/2 5 1/8 4 15/16 4 15/16 n/a
i 3 Month " 4 5/8 5. 47/8 4 13/16 :
! 6 Month 4 11/16 4 15/16 47/8 47/8
B Open Ihterest ( Dec 29 ) 1823 Average Volume ( Dec.76 ): 295
g Contract Size. 'DM 125,000.00 Margin Req'd: Uss2,500 Round Turn Commission : US$ 60.00
! "".' N1 DEUTSCHE MARK MAR. foTT.CHL T 1. 1jl S T R RN e
g corn : uu:uwmom lnouu : . o3 s h S . . ucn.nuuo:tmm.(.umu . .
i N M ] ‘I a0 - %
T . I Reprinted £rom Commodity - - | . |‘: '." commodit :
E . . lnmod y chart
3 . . . . |Chart Setvice e .{"ll'l - w lus A Setvlca M
; - .'.. : j . »lhl - 410 .
; .' '51. -1 . - : : ; "
:= SREM T . . ~ ,L-%ﬁﬁ\ ,
T : T
SV ECIRENUEEREEY EEURNEEETINTY RN T
clws ] s A B TR
" o wl3 nle w l" ?n\u w o oo nis wla w n" Par A i L — ! ‘9" 400 |
, arn Ay ] ST ARY U A 1 &rer ocy Nov ore 1 JAM. 'Jm;n': l) JU'\..V :v A‘\"G » 57"": n 'uov I'u:‘é " JAN l ,,, Y
. Swiss Franc.. . .Spot: 40.90 ar.'77:41.24 June'77:41.40 Dec. '77: 42.02
i » S Aol ) . ey *at
T i Jul. ’76 Aug. '76  Sep.'76 Oct. '76 Nov. '76 1975 - 1976
: Balance of .Trade ' ‘ :
L atade - - +242 -925. - +421.6
. ( mln SFR &M b + 83 3?5 ~l60 +294
*c.p. L% | 1.41 1.59 0.91 1.03 .90

Nov.26 Dec. 3 Dec. 10 Dec. 17 Dec. 24

Weekly Re&g:v%s‘"ﬂii

: : 3, 8 19,370.  n/a
(mln SFR ’ i 13,860 15,700 . 16,980 ,
wn Dxcbange Rate —-
. . +48.11 +47 .80 +47 .75
Trade ﬁezghted % t?g 03 +46.69 18.1
2 .
Euro Depog;t - : .
1 1 Month. 1°'11/16 1 9/16 1 11/16 17/8 n/a
400 0 3 MomER, Ui 1T 2 3/4 2. o 2. 2 3/16
[ 6 Mbnth”'""" T2 13/16 2 J/QN,,umyZ 5/16, .. . 2 1/2
i -Open?Interest ( Dec.29 ): 650 Average 'Volume ( Dec.76 ): 143
Contract Size: SFR 125,000 Margin Req'd: USS 2,500 Round Turn Commission: US§ 60.00
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#rencn Franc Spot: .2015 Mar '77:.1984 June '77: .1944

Unrealistic price controls are causing a consumer mini-boom, puzzling gov't
officials who had expected an austerity environment. Huge trade deficits are now being
compounded by a growing oil bill. Giscard has been losing popularity steadily in view
of the very poor economic results thus obtained. The possibility of a majority win . = '

i by the Socialist~Communist coalition in 1978 will start sending tremors thru the exchange A{
4 markets sometime in 1977.

; Remain short June '77 positions; sell Dec. '77 at market.

Jul '76 Aug.'76 Sep.'76 Oct.'76 Nov.'76 'f
; Balance of Trade - _ P
ﬁ ( mln FFR ) -1,707 -2,460 -3,350 -4,710 3,820

: * Retail Price Index 9.42 9.49 9.73 9.8 10.11

Nov. 26 Dec. 3 Dec. 10 Dec. 17 Dec. 24
Weekly Reserves ; .
kL y 79,2 o
(mln FFR) 79,280 79,265 79,204 1235 n/a N

#%* pyxchange Rate - S

K Trade Weighted % -4.61 -4.51 -4.78 -4.90 -5.38 E
1 Euro Deposit - %
: 1 Month . 10 15/16 11 1/2 11 1716 11 9/16  n/a
3; 3 Month 12 1/8 12 1/4 12. 12 3/8
B 6 Month 12 1/4 12 5/16 12 1/8 12 1/2
Open Interest ( Dec. 29 ): 225 Average Volume ( Dec.76 ): 43
Round Turn Commission: FFR 250,000 Margin Req'd: US$ 2,500 Round Turn Commission: 60.00
S|y FREHCH FRANC MAR, 18TZCHL 1 - - s |- [
N 1 - - 150
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U.S. Dbollar

* ok
Jul '76 Aug. '76 Sep.'’76 Oct.'76 HNov.'76 1975 1976

Balance of Trade

( nln vSS ) -827.1 ~757.7 ~-778.9 -695.5 -906.2 - +10,360 -5,010
* Money Stock % 4.5 4.5 4.3 5.6 4.8
* Bank Loan & Inv't ’

(ccmpounded annual 5.0 5.4 5.6 5.9 6.1

rates of change )
*C.P.I.% 5.42 5.58 5.50 5.29 4.95

Nov. 26 Dec. 3 Dec. 10 Dec. 17 Dec. 24

##t Exchange Rate -

Trade Weighted % -1.77 —9.13 -0.26 -0.72 -1.30
Euro Deposit - % )

1 Month 5 1/16 51/16 5. 51/8 n/a

3 Month 5 5/16 4 15/16 5. 5 1/8

6 Month 5 9/16 5 1/8 5 3/16 5 7/16
'* over year ago same month. **  cumulative figures for the period Jan-Nov.

*## aAppreciation or depreciation (-) from 18-12-71.

Albert D. Friedberg
Vice-President
) Commodities Futures
Akt * ook ok ok A Ak "ok ok ot **t*# ook ok o ok okt ot ok R ok Ak L2 22 »tshhhf ;l-i:#** **ﬁ:*t ok kA
All statements made herein, while not guaranteed, are based on information considered
reliable and are believed by us to be accurate.
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