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Currency Comments

British Pound Spot t 181.65 
Sept .  78t 180.SO

Dec. 77 : 181.70 Mat. 78 i 181.50
Doc. 78 t 179.95 Mat. 79 t 180.00

Jtme 78 t 180.95

Balance o f  Trade (Min S tg ) 
Jan—Oct. 1976 t -2 ,413  
Jan-Oct. 1977 t -2 ,013

June _ *017. Sep t. Oct.

-301 -256 *141 ♦60* 431
Reserves (Min US$) 11,570 13,420 14,850 17,170 20,210

R e ta il Sa les Index ** 
R e ta il Price Index ••

- 2.6
17.69

-0 .74  
17.59

-1 .56  
16.52

- 2.11
15.63

- 1.21 
14.07

Unemployment Rata 5.70 6.80 6.90 6.10 6.10
H .P .l. *• ' 20.92 20.93 19.87 19.00 17.89 ' •

1976 1977

Bank Rate (End o f  Period)
1 q tr  
9.00

2 q tr  
11.50

I M L .
13.00

j j f e y -
14.25

U B S -
9.50

£..gSf., i-gL r-  
8.00 6.00

Treasury B i l l  Rate 9.04 10.19 11.26 13.99 11.20 7.72 6.55

Government Finance (Min S tg)
D e fic it  (-) or Revenue 

Revenue 
Expenditure

-1,414
11,902
12,155

-2,204
9,963

11,386

-1,655
11,156
11,921

-1,513
10,804
12,233

-  572 
13,365 
13,228 ----  ----

Euro Deposit Oct 28 Mov. 3 Nov. 14 Nov. 18 Nov,, 23
.

1 Mo. 
3 Mo. 
6 MO. 

12 Mo.

5.0
5 5/8
6 1/4
7 1 /8

5 1/8
5 1/2
6 1/2
6 15/16

4 3/8
4 1/4
5 1/2 
7.

4 3/4
5 3/4
6 1 /4  
7.

5.
6 7/8
7 1/8  
7 3/8

Open In te re s t  (Mov. 30 )$ 
Contract S ize  t 
Minimum F luctuation  t 
Margin Required t 
Trading Hours $

5,489
BP 25,000.00 (Approx. 
.00050 ($12.50)
VS$ 2,500.00 

8t4S am -  ItlO  pm 
( Chicago Time )

Volume (Nov.30)
VS$ 45,000.00 ) •

D aily L im it (Normal) 
Round Turn Commission 
D elivery Months

t .351

* .05 ($1,250.00) 
t US$ 60.00
t March, June , S e p t . ,  Dec.

GROWTH OF THE MONETARY AGGREGATES (£m.)
Money stock M l

ft .. 1?8 ..

0 .......10 ....10 ....
20 ...ft .....IS ....:o ..........

4 17 ...
21 ...

Money slock M3 
Mrrltni;

.. . I.dnn.iipU*«4|a*|t4
Dank lending* DomeMIc credit 

expansion
Una4|attc4 U M 4j«ttt4 «4jwtit4

-397
27ft
423

-198
Rft

180

-1.1
0.3
1.0

233 
323 

-  72

459
429

-159

1.2
1.1

-0.4

701
261

IS

504
371
160

733
-162

777
-119

-775 -  2 —9.30 -ft 10 -1.3 679 .18 -1.058 -1.05510 134 0.7 -633 - l t d -1.0 -301 -226 -1.207 — BIS270 -  3.7 -0.2 263 43 0.1 -  63 — 10 31ft 100*223 887 3.6 1.05ft 899 2.3 * 36ft 296 007 779170 64 0.3 ISO 253 0.6 120 461 117 395•HO 203 1.4 461 303 0.R 124 313 K30 707178 313 • 2.6 659 30ft 1.2 1.3.19 278 231 —293279 10ft 0.5 -  56 73 0.2 — 100 370 —248 — 69321 936 4.8 809 XK3 2.1 167 241 — 80 126738 520 2.5 669 741 I.X SOS 627 219 209
trivitle sector in Mcrllnp. Source: Bpnk of F.nuland.
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BP
I t  i s  a x io m a tic  th a t  m arke ts have s tr o n g  te n d e n c ie s  to  a n t i c ip a te  b o th  

fa v o ra b le  and u n fa v o ra b le  e v e n t s , Economic fo r e c a s t in g  c a n , th e r e fo r e ,  
r a r e ly  be  t im e ly  even i f  a c c u r a te ,

In  ou r s p e c ia l  s tu d y  o f  The B r i t i s h  Pound is s u e d  l a s t  May, we fo r e c a s t  an 
ev e n tu a l r i s e  to  1 ,80  o v e r  18 months ( a t  th e  tim e  S tg  was tr a d in g  a t  1 ,72  ) 
P re d ic a te d  upon a s tr o n g  c u r r e n t a ccoun t s u r p lu s  in  1978, p lu s  a v a r ie t y  o f  
p s y c h o lo g ic a lly  b o o s tin g  v i c to r i e s  su ch  as a s i n g l e - d i g i t  i n f l a t i o n  r a te  and an 
MLR o f  6,5% by end o f  1977,

As th e  e v e n ts  u n fo ld e d  a cco rd in g  to  our s c r i p t  & th e  b e s t  hopes o f  B r i to n s ,  
fo r e ig n  money in f lo w s  tu rn e d  in to  t i d a l  w aves.

The P u b lic  S e c to r  B orrow ing re q u irem e n ts  were, met o u t  o f  g i l t  s a le s  to  
n o n - r e s id e n ts , i n t e r e s t  r a te s  c o l la p se d  (g o in g  to  a r id ic u lo u s  5% -  th e  lo w e s t r a te  
s in c e  1960) & S t e r l i n g  was * unhooked9 to  a llo w  i t s  f l o a t  to  reach  1 ,8 5 ,

A l l  th e s e  developm en ts to o k  p la c e  b e fo r e  a c u r re n t accoun t s u r p lu s  m a te r ia l iz e d  
e v id e n c in g  once  again  th e  a n t ic ip a to r y  n a tu re  o f  m a rke ts .

What now? The n e u t r a l i z a t io n  o f  fo r e ig n  money in f lo w s  by way o f  g i l t  s a le s  to  
n o n - r e s id e n ts  w i l l  cause The Bank o f  England a m ig ra in e  headache & p o s s ib ly ,  d e r a i l  
a p ro m isin g  m o n e ta r is t  approach. T h is  i s  so  as n o n - r e s id e n ts  b eg in  to  l i q u i d a te  
g i l t  h o ld in g s  ( th e  accom panying c h a r t  shows th a t  th e y  have c le a r l y  topped  o u t)  s  
th e  Bank w i l l  have to  m o n e tize  t h e i r  s a le s  in  th e  i n t e r e s t  o f  k e e p in g  lo n g  term  
i n t e r e s t  r a te s  s ta b l e .  The p o te n t ia l  fo r  m a ss iv e  l iq u id a t io n  i s  a t t e s t e d  by  
th e  f a c t  th a t  a t  l e a s t  $10 b i l l i o n  has come in to  th e  UK9s  money m arket s e e k in g  
a p p re c ia t io n  and r e tu r n ,  *M onetary ta r g e ts  w i l l  e a s i l y  by exceeded w hich in  tu rn  w i l l  
ca u se  fu r th e r  s a le s  & o u tf lo w s  S co n tin u o u s  fo r e ig n  exchange p r e s s u r e .

The b u l l  phase o f  th e  UK9s  money, bond & sh a re  m arke ts i s  o v e r . What sh o u ld  
have taken  18 months has m a te r ia l iz e d  in  j u s t  6 m onths, to o  ephem eral f o r  l a s t i n g
s u c c e s s .  To q u o te  th e  c o n c lu s io n  o f  our May s tu d y  " th e  Pound sh o u ld  a p p r e c ia te  to  
th e  1 ,8 0  l e v e l  o v e r  th e  n e x t  18 m onths a t  which p o in t  i t  w i l l  b e  o ve rv a lu ed  by 
a f u l l  40%, I t  w i l l  e v e n tu a l ly  f a l l  under th e  w e ig h t o f  i t s  own o v e r v a lu a t io n ,9 .

L a s t month we su g g e s te d  l iq u i d a t in g  a l l  lo n g  p o s i t i o n s , S h o r t s a le s  a re  now 
in  o rd e r  b u t  th e y  sh o u ld  be  made o n ly  on th e  d e fe r r e d  Ju n e , S e p t ,  , Dec, 78 c o n tr a c ts .

French Franc

i

Spot i 20,615

Balance o f  Trade (Min FFr) 
Jan-Oct. 1976i - 15,179 
Jan-O ct. I977t -10,383

N et' Change o f  ,
Foreign Exchange Asaota

R e ta il Price Index a*
Unemployment Rate

Government Finance (Bln FFr)
D e fic it ( -)  or Surplus 

Revenue 
Expenditure

Weekly Reserves (Min FFr) 

Euro Depsolt
1 Mo,

■ 3 Mo.
6 Mo,

12 Mo,

Dec. 77 1 20.51 Mar. 78 1 20.15
June Ju ly Aug. Sep t. Oct.

-2,320 -  797 -1,850 4421 4127

19.0 18.8 19.59 19.52 18.02

10.20 10.10 ‘ 9.91 9.69 9.55

5 .2 5.4 5 .5 5.3 —

1976 
1 q tr 2 g tr 3 g tr 4 g tr

1977 
1 g tr 2 g tr

- 19.02 5.79 -20.5 21.09 -10.33 -  6.32
77.82 96.94 76.47 99.51 97.38 102.5
96.84 91.15 96.97 78.42 107.71 108.82

Oct. 28 Nov. 4 NOV. 10 Nov. 18 Nov. 23

94,722 94,762 94,738 ... ...

9 .1 /4 10 3/8
(Nov. 14) 
13 5/8 11 3/8 11 5/8

10.
10 5/8  
11.

11 1/4 
11 1/2 
11 5/8

13 1/8  
13 1/8  
12 7/8

12 3/8  
12 9/16 
12 1/4

12 1/4  
12 13/16 
12 1/2

Open In te r e s t  (Nov, 30 ) t 
Contract S iz e  t 
Minimum F luctua tion  1 
Margin Required t 
Trading ttouro t

171
FFr 250,000.00 ( Approx. US$ 

,00005 (912.50)
US$ 4,000.00  
8t45 am -  i»JO pm 
( Chicago Time )

Volume (N0v.30)
)•

Dally L im it (Normal) 
Round Turn Coomisalon 
D elivery Months

t 0 .

t .00500 ($1,250.00) 
t US$ 60.00
t March, June, S e p t . ,  Dec.

i

Remain s h o r t .
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Canadian Dollar
Spot t 90.24 Dec.77 t 90.28 Her. 78t 90.16 June 7Bi 90.11

Honey Supply
HerrcNly Defined  
Moze Broadly (M2) 

1 H3

Balance o f  Trade (/tin $)

General Bank Loans ( t  Growth) 
CPI **

; Food Price Index ** 
Unemployment, Rate

Euro D eposit
. 1 Ho.

3 Ho.
6 Ho.

12 Ho.

)

.9 .32
15.61
15.14

+129

18.57 
7.67  
7.01 
8 .0  

Oct. I
7 1/4  
7 1/2 
7 3/4  
7 7/8

1976

T E l

Ju ly

. 8.78 
15.65 
15.44

+125

18.07
8.37
9.00
8.1

Nov. 3 
7 3/4  
7 3/4
7 7/8
8 1 / 8

Government Finance (Bln CD$)
D e fic it ( - )  or Surplus . . .

Revenue • . . .
• Expenditure- . . .
Balance o f  Payment (Currant A cct.j - -1,254  
Open I n te r e s t  (Nov. 30) t 1,999 

. Contract S iz e  t CD$ 100,000.00 (Approx.
; Minimum F luctuation  t .0001 ($10.00)
. Margin Required t VS$ 2,500.00
'  Trading Hours t 8t45 am -  l t lO  pm (Chicago Time )

2 q tr

Aug.

9.60
15.31
13.93

+298

17.16
8.32

10.18
8 .2

Nov. 14 
7 3/8  
7 7/16 
7 13/16 
8.

q tr

-1 .29  -1 .23  -1 .09
8.84 9.67  9.95
8.97 9.96 10.35

-1,130 -711 -1,092
Volume (NOV.30)

VS$ 90,000.00 ) .
D ally l im it  (Normal)
Round Turn Commission 
D elivery Months t March,

-1 .34  
11.52 
12.06 
-845 
688

- 2 . 1 2
8.82
9.89

t .00750 ($750.00) 
t US$ 60.00 

June, S e p t . ,  Dec.

Large o £ fsh o re  borrow ings have k e p t th e  CD$ from  s t r a y in g  to o  fa r  from  th e  90C 
l e v e l  a lth o u g h ,  a t  t im e s , th e  Bank o f  Canada has been se e n  in te r v e n in g  to  s te a d y  th e  
r a t e .

P r iv a te  s  o f f i c i a l  fo r e c a s te r s  seem to  b e  l i v i n g  in  a fa n ta s y  w orld  when th e y  
fo r e s e e  an i n f l a t i o n  r a te  o f  j u s t  6.5% fo r  1978, even low er than  th e  p re se n t  
a n n u a lize d  pace o f  8 3/4% l In  our v iew , d o u b le -d ig i t  i n f l a t i o n  fo r  n e x t  ye a r  i s  
assu red / p a r t i c u la t l y  in  view  o f  th e  enormous tra d e -w e ig h te d  d e v a lu a tio n  th a t  has  
occured  o v e r  th e  p a s t  6 m onths. An e l e c t io n  w i l l  p robab ly  b e  c a l le d  b e fo r e  th e  
sad  t r u th  i s  re c o g n ize d , i . e .  no l a t e r  than  S p r in g  o f  f 78.

P re se n t i n t e r e s t  r a te s  a re  to o  low  to  r a t io n  o u t c r e d i t ;  m onetary expansion  
c o n tin u e s  unabated as th e  b a nking  sy s te m  fin a n c e s  lo a n  denand q u i t e  co m fo r ta b ly  
th rough  s a v in g s  8 f i x e d  term  d e p o s i t s . The l a t t e r  & th e  fo rm er a re  th u s  s t i l l  
show ing horrendous in c r e a s e s  o f  15% p .a .  The C en tra l Bank chooses to  ig n o re  
b ro a d ly  based ., m onetary aggreg a tes  & s in g s  p r a is e s  to  i t s  c o n serv a tism  by p o in t in g  
to  th e  'subdued' pace o f  Ml g row th .

Remain s h o r t ,  p la c e  s to p s  a t  90 .75  b a s is  S p o t.

R e p r in te d  from  Commodity R e sea rc h  B ureau

fillICI flMC IUI. 1171.MMOONMI IM • «MMHCM.
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Deutsche M ark Spot
S ep t. 70

45.02
46.00

Dec, 
Dec,

77
70

45.67
46.30

Her. 70 
Her. 79

45.40
46.07

June 70 i 45.75

Balance o f  Trade (Min Marka) 
Jan-O ct. 1976t 20,137 
Jan-O ct. 1977 s 31,050

Balance o f  Payment(Hln Marks) 
Current A cctt 
Jan-O ct. 1976 t $.6 b ln . 
Jan-O ct. 1977 i J tg b ln .

Money Supply *•

MPI **
Cost o f  L iving  ** 
Unemployment Rate

Ml
M2
M3

Juno Ju ly Aug. S e p t.

2 ,890. 1,760 2,520 3,600

779 -1,990 -1,430 - 1,200

5.66 8.23 7.83 9.11
6.74 9.11 7.62 8.19
7.75 9.90 8.96 9.37

0.81 -0 .03 -1 .24 - 1.11
4.0 4.33 3.89 3.96
4.1 4 .3 4.3 4.0

Oct. 31 Nov. 7 NOV. 14 Nov. 1

Met Monetary Reserves
( /fin  Marks ) 07,000

Euro Deposit
1 Mo. 3 7' B
3 Mo. 4 1/16
6 MO. . 4  1/16

12 Mo. 4 1/0
1976

Government Finance (Federal Gov*t) 1 g tr
D e fic it ( -)  o r  Surplus (bln Marks) -6 .02

Revenue 32.45
Expenditure 30.47

07,500 80,000

-6 .85
32.92
39.77

3 13/16
4 1/8  
4 1/0  
4 1/8

4 g tr
-10.40  
40.80 
51.28

Open I n te r e s t  (Nov.30) 
C ontract S ire  
Minimum F luctuation  
Margin Required 
Trading Moure

t 2,676
t DM 125,000.00 (Approx, 
t .0001 ($12,50) 
t VS$ 2,500.00  
t 8t43 am -  I t  10 pa 

( Chicago Time )

Volumo (Nov.30)t 330 
VS$ 57,000.00 ) .

Dally L im it (Normal) 
Round Turn Commission 
D elivery Months

t .0060 ($750.00) 
i US$ 60.00
t M arch,June,Sept., Dec.

M indfu l o f  th e  w eakness o f  th e  U .S. D o lla r , we have c a r e fu l l y  a vo id ed  an 
o u tr ig h t  s h o r t  s a le  recommendation in  s p i t e  o f  d e v e lo p in g  fundam enta l w o rr ie s  about 
th e  German i n f l a t i o n  r a te  & lo s s  o f  e x te r n a l c o m p e ti t iv e n e s s .

M onetary a g g reg a tes  have been s t r o n g ly  in f lu e n c e d  by th e  B undesbank 's  
m o n e tiza tio n  o f  d o l la r  i n f l o w s . As a r e s u l t ,  M3 showed an unusual jump o f  DM 7 .5
b i l l i o n  fo r  O ctober  versu s th e  p re v io u s  m onth ly average o f  DM 4 .5  b i l l i o n .
C urren t s p e c u la t io n  w i l l  a b a te  o n ly  when e i t h e r  th e  Bundesbank lo w ers  i t s  i n t e r e s t  
r a t e  s t r u c tu r e  (g u ite  probab le) o r  th e  F ederal R eserve  r a i s e s  th e  d isc o u n t r a te  
( l e s s  p robab le) o r  a com bina tion  o f  b o th . in  a d d i t io n , a c le a n e r  f l o a t  w i l l  have  
to  b e  adopted  i f  m onetary ta r g e ts  a re  to  be  k e p t .

Remain s id e l in e d .

R e p r in te d  from  Commodity R esea rc h  B ureau
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Spot t 40.97 Dec. 77 t 41.01 Mar,, 70 t 41.34 Juno 78 t 41.69

June Ju ly Aug. S ep t. Oct.
Balance o l  Trade (Hln US$) 

Jan-Oct. 1976 : 7,772 
Jan-Oct. 1977 tl2 ,700 1,490 2,050 1,150 1,690 1,860

Balance o f  Payment (Hln VS8) 
Jan-Oct. 1976 i 2,855 
Jan-Oct. 1977 t 4,062 699 937 300 511 324

Honey Supply **
Ml
M2

5.10
11.00

6.20
11.20

6.10
10.90

6.30  • 
11.3

Reserves (Min VS$) 17,380 17,630 17,770 17,870 19,580 22,150 (l
CPI *• 8.52 7.88 8.55 7.61 7.47
WPI ♦» 2.61 1.08 0.7  8 0.50 0.05
Unemployment Rate 2.09 2.13 1.90 2.11 . . .

Government Finance (Bln Yen) 
D e fic it ( -)  or Surplus 

Revenue
• Expenditure

1976 
2 q tr

-2,410
2,434
4,844

2 g tr

1,389
6,620
5,232

L as* .
929

2,623
1,694

4 q tr
-3,198

1,732
4,930

1977 
1 q tr

-  318 
3,909 
4,227

2 q tr
-4,997  

4,053 
9,050

Open In te ro s t (Nov. 30 ) : 3,375 
Contract S ize  t Yen 12,500,000.00  
Minimum Fluctuation  t .0000010 ($12.50) 
Margin Required t VS$ 3,000.00

Vnlumo (Nov.30) 
(Approx. US$52,000.00 ) .

Daily Limle (Normal) 
Round Turn Commission

t 980

* .00060(8750.00) 
l US$ 60.00

Trading Hours 8 145 am -  I t  10 pat 
(Chicago T im )

D elivery Honths t Hatch, June ,Sep t, Dec.

E m barrassing ly la r g e  tra d e  s u r p lu se s  a re  b e in g  o f f s e t  by o th e r  c u r r e n t  accoun t 
i te m s  b u t th e  r e s t  o f  th e  OECD n a tio n s  a re  on a (dangerous) p r o te c t io n i s t  rampage & w i l l  
n o t l i s t e n  to re a so n . P rep o s tero u s c a lc u la t io n s  a re  c i r c u la t in g  th e  U,S, S ta t e  &
T reasury  Depaibments & F oreign Trade m in i s t r i e s  o f  th e  EEC C o u n tr ie s  show ing th a t  th e  
Japanese tra d e  su r p lu s  can be w iped o u t e n t i r e l y  w ith  a 100 J Y /D o lla r  r a te  l 
I r o n i c a l l y , th e  p r e s e n t Yen a p p re c ia tio n  w i l l  make in d u s tr y  even more e f f i c i e n t  & 
ro b u s t as th e  ongoing  r i s e  in  b a n k ru p tc ie s  weeds ou t th e  weak s i s t e r s .

The Bank o f  Japan has d e c id e d , a t  l a s t ,  to  make a s ta n d  a t  JY  24 0 /D o lla r  &, 
in  th e  p r o c e s s , has had to  absorb w e ll o ve r  $1 b i l l i o n  t h i s  p a s t  w eek . The h o ld in g  
a c t io n  i s  a b id  to  ga in  a d d it io n a l tim e  & perhaps show a r e v e r s a l  in  th e  m ounting  
tr a d e  s u r p lu s . The e f f e c t s  sh o u ld  be f e l t  w i th in  th e  n e x t  3-4 m onths . In  th e  lo n g  
r u n , how ever, a p p re c ia tio n  b e g e ts  fu r th e r  a p p re c ia tio n ;  u n le s s  th e  U .S. s to p s  f lo o d in g  
th e  w orld  w ith  unwanted d o l la r s  w h i le - a t  th e  same tim e i t s  energy p o l ic y  rem ains a 
n o n - s ta r te r ,  th e  JY w i l l  o n ly  undergo *te c h n ic a l  c o r r e c t io n s ' in  an o th e rw is e  pow erfu l 
s e c u la r  b u l l  m a rke t.

REmain S id e l in e d .

C p O n P  Spot * 1 ^0.26
I I  C 3 l  lV-> S ep t. 78 t 47.97

Dec. 77 j 
Dec . .78 i

t 46.40 Mar. 78 
r 48.55 Mar. 79

i 46.88 June 
t 46.88

78 t 47.45

. June Ju ly Aug. S ep t. Oct.
Balance o f  Trade(Hln SFr)

Jan-O ct. 1976t +180 
Jan-O ct. 1977t-1 ,568 -146 +5.4 -615 -30 +7 .5

C .P .I .a » 1.75 2.70 1.25 1.60 1.62
' Unemployment Rate 0 .3 0 .3 0 .3 . . . 0 .3

Oct. 28 Nov. 4 Nov.14 Nov.18 Nov, 23
Reserves (Weekly)

Hln SFr 13,310 13,350 13,180 . . . 14,120
Suro Deposit

1 Mo. 1 1/4 1 . 1 3/8 1 3/4 2 3/8
3 Ho. 2 1/16 2 . 2 1/4 2 1/2 2 15/16
6 Mo. 2 1/2 2 1/4 2 3/8 2 5/8 2 7/8

12 HO. 2 3/4 2 5/8 2 5/8 2 3/4 2 15/16

1976 1977
Government finance 1 g tr  
(Hln SFr) U & L L l  j r 4 q tr 1 q tr  2 q tr

D e fic it (-) or Surplus -115 *, Jff5 570 -2,017 -  145 95
Revenue J ,0 i2  ' 4,077 3,456 3,236 3,278 4,075
expenditure 2,971 3,96 7 3,443 4,804 3,297 4,568

Open In te r e s t  (Nov. 30 ) , 3,341 Volume (Nov 30 )s 1,085
C ontract S ize  
Minimum F luctuation  
Margin Required

i SFr 125,000.00 ( Approx. VS$ 58,000.00 ) .
t .0001(817.50) D aily L im it (Normal) , .0060(8750.00)
» VS8 2,500.00 Round Turn Commission i VS8 60.00

Trading Hours t 8$45 a.m. -  l t lO  p.m. (Chicago time) D elivery Honthsi M arch,June,Sept., Dec.

The up trend  rem ains i n t a c t .

Remain lo n g ; r a is e  s to p s  to  45.60 b a s is  December '77 & 45 .90  b a s is  March '78



Dec. 77 : 43.US Mar. 78 : 4 2 .IS June 78 t 40.70
Page 6Mexican Peso Spot t 44.20

Sept . . 70 : 3 9 . 2 5  m x ’ , . 7 8  . tc.OO t i n t .  79 : J o . 00

Jan. Fob. Mar. Apr. May. June Ju ly Auq. S ep t.
MPI *• 45.04 45.67 47.3 49.81 50.74 50.93 48.27 52.85

CPI ** 25.21 25.86 26.09 26.66 26.81 28.29 29.13 30.59

Wages r Won tW y Earnings ** 42.78 38.46 41.85 33.04 26.81 .....................

Mining Production ** 0 21.06 19.07 5.87 4.47 . . . .....................

Crude Petroleum Production ** 21.53 7.01 16.12 19.39 15.43 . . . ... .....................

Export P rices  ** Cotton 103.48 120.88 130.67 110.16 101.69 65.07 30.73 . . .  . . .

C offee 275.20 330.08 377.59 391.14 405.92 329.09 336.08 .....................
Shrimp 118.46 181.70 134.80 146.14 117.70 153.50 158.06 .....................

Volume o f  Exports **
Cotton 1 -  3.33 - 31.03 127.27 -46.91 23.91 71.05 -35.90 • • * • • •

C offee -39.73 0.39 16.43 -71.64 -49.61 -32.62 -65.24 . . .

Shrimp -  2.38 13.7 5 103.84 29.58 39.66 49.18 54.29 .....................

Dec. 77 Mar . 78 June 78 Sep. 78 Dec. 78 War. 79

Spot Spot 9.50 13.94 13.57 13.43 12.94 12.55
Dec. 77 15.50 14.36 13.90 13.34 12.86
Mar. 78 13.76 13.76 13.12 12.69
June 78 14.25 13.26 12.77
Sep..7 8 12.73 12.48
Dec. 78

-
12.63

Open In te r e s t  (Nov. 30)t 2,426 Volume (Nov. 30) t 115
Contract S i t e t Mp 1,000,000.00 ( Approx. V .S. $ 43,000..00 ) .
Minimum F luctuation t .00001 ($10.00) Dally L im it (Normal) t .00150 ($1,500.00)
Margin Required * VS$ 4,000.00 Round Turn Commission; US? 60.00
Trading Hours t 8i45 a.m. -  l t l 0 ‘ p.m. (Chicago Tima ) Del ivory  Months : March, June, Sept.,Dec.,

Mexico’s oil

Leaps and barrels
Mexico City

Estimates and guesstimates of the size of 
Mexico's oil reserves continue to grow. 
Last week, Mr Diaz Serrano, the boss of 
the national oil company, Pcmex, was 
called to account before the Mexican 
parliament because many Mexicans have 
irrational objections to the pipeline that 
is to take gas now being uselessly flared in 
the Chiapas oil fields into the heart of 
Gringoland. Mr Diaz Serrano gave new 
figures for Mexico's reserves for oil and 
natural gas. Proven reserves are now put 
at 16.8 billion barrels (as against 11.2 
biltion barrels last December). Probable 
reserves arc 29.2 billion barrels, and 
potential reserves that can be gauged by 
studying the latest geological information 
are a massive 120 billion barrels. For 
comparison, Venezuela's proven reserves 
stood at 15.3 billion barrels at end-1976.

Too good to be true? The oil is bub­
bling out. This week, on Tuesday, yet 
another record figure for Mexico's daily 
production was notched up: 1.165m bar­
rels a day (b/d), about a third more than 
Britain now produces.The average for 
the year will turn out to be over l.lm 
b/d—10% above the target level. The 
Rcforma area, 6,000 square kilometres in 
the states of Chiapas and Tabasco, is a 
black goldfield. The most developed 
field, Antonio J. Bermudez, is now pro­
ducing !m b/d and has proven reserves of 
4 billion barrels. The average yield per 
well in the new fields is 5,500 b/d, which 
compares with Middle East fields; some 
wells are producing 15,000 b/d.

Till: ECONOMIST NOVEMBER 12. IV77

So how do the Mexicans estimate the 
total reserves? Some 60 structures with 
commercial oil potential have been iden­
tified in Reforma. But only four have yet 
been brought into production. And that’s 
on land. The promising formation ex­
tends into the Gulf of Mexico where a 
further 8,000 square kilometres are being 
explored. So far, 120 promising struc­
tures have been discovered (the previous 
figure was 80). Four wells have been 
drilled in three structures, and each pro­
duced over 5,000 b/d. The plan is to 
explore 25 of the most promising more 
thoroughly and then put two production 
platforms on five of the best of these, 
each with 12 wells. Pemex expects that 
these 120 wells will be producing 270,000 
b/d in 1982, or over 10% of the 2.2m b/d 
that is the official production forecast for 
1982. Expect that forecast to be beaten.

The d is m is s a l  o f  th e  two to p  o f f i c i a l s  in  F inance S Dudget & th e i r  s u b s t i t u t i o n  
' ^ b y  men g e n e r a lly  view ed as more l i b e r a l  and l e s s  concerned  w ith  r e c e n t IMF g u id e l in e s ,  

s e n t  trem ors th rough  th e  fo r e ig n  exchange m a r k e t- p a r t ic u la r ly  th e  d e fe r r e d  months as  
th e  S p o t c o n t in u e s  to  b e  buoyed by se a so n a l c o n s id e r a t io n s .

The accompanying a r t i c l e  w hich appeared in  The Econom ist o f  London da ted  Nov . 1 2 th ,  
p a in ts  a g low ing  o i l  & gas 1 fu tu r e * .  Mundane i n f l a t i o n  & tra d e  p ro b lem s, how ever, a re  
much c lo s e r  in  tim e  than th e s e  'rosy* fo r e c a s t s  s  we e x p e c t them to  h i t  home as soon as  
th e  t o u r i s t  season  w anes. /»

Remain s h o r t ; p la c e  s to p s  on d e fe r r e d  p o s i t io n s  i f  s p o t  tra d e s  above 44 .4 0 .

\ '

/^ N
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/ m *\ ■ ***** B u l l i s h
**** B u l l i s h  N e u tra l

*** N eu tra l B ea rish  
** D earlsh

* Very B e a r ish  Page 7

Golden Myths

*** February 1978: Gold 159.70
** March 1978: S i l v e r  485.40

***** January 1978: P la tinum  173.80
***** March 1978: P allad ium  55.0 0

i Last month we A llu d e d  to  th e  lo s s  o f  th e  r e l a t i v e  s tr e n g th  o f  g o ld , v ia  a 
v i s  th e  s u p e r -c u r r e n c ie s . T h is  month we can document i t .

London Gold F ix  /  S w iss  Franc Rate London Gold f i x  /  Japanese Yen R a te

The accompanying c h a r ts  have tr a n s la te d  th e  w eekly  h ig h , low  and c lo s e  o f  th e  
d o l la r  p r ic e  o f  go ld  i n to  Sw iss  Franc and Japanese Yen. Our s t a r t i n g  p o in t was 
November, 1976, th e  b eg in n in g  o f  th e  r e c e n t B u ll  Phase. For com parison purposes we 
have  a lso  in c lu d e d  a w eekly  go ld  c h a r t denom inated in  U .S. d o l la r s .



As i s  r a th e r  o b v io u s , go ld  
has n o t  been a p a r t i c u la r l y  
rew ard ing  in v e s tm e n t to  Yen 
o r  S w iss  based  in v e s t o r s .
Not o n ly  has th e r e  been  
l i t t l e  a p p re c ia t io n  s in c e  
one ye a r  ago , b u t  th e  
r e c e n t f r e n z ie d  r a l l y  p e a k j  
o f  $ 1 6 9 .0 0  p er  ounce  
f a i l e d  r a th e r  m ise ra b ly  4 
in  th e  a tte m p t to  b e t t e r

ffnrniimwfftrmmiitfow

C on'rtesy o f
id i t y  R esearch  
tu

M arch-A pril h ig h s  when th e  p roper t r a n s la t io n  in to  S w iss  Francs o r 'Y e n  i s  made.

We have ta ken  th e  jex e x c i s e  one s t e p  f u r t h e r . S in c e  g o ld  i s  commonly b e l ie v e d  to  
move in  re sp o n se  to  p eo p led  fe a r s  and e x p e c ta tio n s  about th e  U .S . d o lla r ,-  we have taken  
th o se  p e r io d s  i n  which th e  d o l la r  d e p r e c ia te d  o r  a p p re c ia te d  by a t  l e a s t  5% and compared 
them  to  what has happened in  th e  b u l l io n  m a rk e ts . Our s im p le  c o r r e la t io n  y ie ld e d  
s u r p r i s in g  r e s u l t s .  (We u se  th e  S w iss  Franc as a proxy f o r  th e  a p p r e c ia tio n  o r  
d e p r e c ia tio n  o f  th e  U .S . d o l la r ) .  From 1972 to  A ugust o f  1973 th e  S w iss  Franc had two 
s u b s ta n t ia l  upmoves in  e x c e ss  o f  5% and two s u b s ta n t ia l  downmoves in  e x c e ss  o f  5%/

• a ve ra g in g  23%% f o r  in c r e a s e s  and 9%% fo r  d e c re a se s . Gold r e a c te d  w ith  th e  same p lu s  
j; o r  m inus s ig n s  b u t  in  a much sh a rp e r  fa s h io n . I t ' s  advances averaged44%% w h ile  i t s

d e c l in e s  averaged  12%. The p ic tu r e  changes d ra m a tic a lly  o v e r  th e  su b se q u en t f i v e  
ye a rs  fro m ;l a t e  1973 to  l a t e  1977. Whereas th e  S w iss  Franc averaged  in c r e a s e s  o f  
21%% g o ld  la g g ed  b y  j u s t  r i s i n g  13%, on th e  avera g e . In  d e c l in e ,  th e  S w iss  Franc 
averaged  m inus 9.4% w h i le  g o ld  once again  lagged  w ith  d e c l in e s  a ve ra g in g  1.2%. I t  i s  

j ra th er  ob vious th a t  g o ld  has been  lo s in g  i t ' s  m onetary t r a i t .  And w ith  good re a so n .
For in  a w orld  o f  f l o a t in g  exchange r a te s  m onetary r e s e r v e s  a re  no lo n g e r  n e c e s s a r y . 
F urtherm ore, h o t  money s e e k in g  to  hedge i t ' s  p u rc h a sin g  power has a p e r f e c t l y  v ia b le

• a l t e r n a t i v e  o f  in v e s t in g  in  s tr o n g  c u r re n c ie s  where a r e tu r n ,  a lth o u g h  a sm a ll o n e ,  
i s  a v a i la b le .  So lo n g  as th e r e  e x i s t s  a currency th a t  y i e ld s  to  in v e s to r s  a r e a l  
r a te  o f  r e tu r n ;  such  a s  th e  S w iss  F ranc, Japanese Yen and th e  German Mark a t  th e

; p r e s e n t \ t im e ,  .a d o l la r  c r i s i s  need  n o t in v o lv e  b u l l i o n .

- ! Gold has become a common-place com m odity, no d i f f e r e n t  than  c o p p e r , s i l v e r ,  o r
perhaps  ‘even so yb ea n s . The th r e a t  o f  huge m onetary r e s e r v e s  ready to  ca sh  in  on 
s u b s ta n t ia l  upmoves i s  c o u n te r -b a la n c ed  by th e  s t i l l  m y th o lo g ica l e f f e c t  b u l l io n  
commands in  th e  minds o f  p r im i t iv e  and u n -educa ted  n a t io n s .  Shou ld  a t o t a l  f l i g h t  
from  money occur on a g lo b a l b a s is  (when no currency  y i e ld s  a s  much a s th e  ex p ec te d  
r a te  o f  d e p r e c ia tio n )  , a l l  com m odities w i l l  a p p r e c ia te .

Gold h o ld s  no m agic. We a re  back to  square o n e . In  a p re c io u s  m e ta ls  com plex, 
p la tin u m  and palladium  a re  th e  two m ost underva lued  and th e  two b e s t  p er fo rm ers o f  th e  
p a s t fe w  w eeks. Gold and S i l v e r  have under-perfo rm ed  and te c h n ic a l ly  lo o k  lo w e r .

Remain lo n g  P la tinum  and Palladium p o s i t  io n s . Remain s id e l in e d  a s  f a r  as Gold 
i s  concerned  and e s ta b l i s h  s h o r t  p o s i t io n s  in  S i l v e r  r i s k in g  r e c e n t h ig h s .

Cocoa ***** March '78  148.20
***** Septem ber •78 132.80

N ig e r ia n , Iv o r y  Coast and Bahia cocoa a f lo a t  s e t  o f f  a heavy b o u t o f  
l iq u id a t io n  in  th e  London T erm in a l, p a r t ic u la r ly  th e  e x p ir in g  December p o s i t io n .
The on ce  unusual B 450 premium, Deceniber o ve r  March, c o l la p se d  in  j u s t  th ree  tr a d in g  
days to  B 163. Nearby weakness p unctu red  what was though to  b e  th e  o n ly  b u l l i s h  
argum ent and th e  d e fe r r e d  m onthssagged a lo n g , s h r in k in g  s i g n i f i c a n t l y  th e  March- 
May, M ay'-July, and J u ly -S ep te m b er  s w itc h e s .

U .S. im p o rts  o f  cocoa and c h o c o la te  p ro d u c ts  d u r in g  O ctober w i th  com parisons, 
are shown i i i  census bureau  f i g u r e s ,  *in  pounds. The f ig u r e s  below  b e lie  any w eakness 
in  consum ption  •

O ct. '77  
S e p t .  '7 7  
O ct. '76  
Ja n -O ct. '77  
Ja n -O ct. '76

COCOA BEANS

1 8 ,069 ,756  
13 ,937 ,002  
18 ,331 ,764  

362,637 ,573  
464,353 ,524

COCOA BUTTER

2 ,7 2 8 ,1 1 3
2 ,9 7 5 ,1 5 2
3 ,949 ,379

33,901 ,271
44 ,736 ,998

cont'd Page (9)
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Oct. ' 77 
S e p t . 9 77 
Oct. '76 
J a n -0 a t . '77  
Jan-O ct. '76

UNSWEETENED
CHOCOLATE

'9 ,5 1 4 ,4 5 0  
9 ,371 ,637  
2 ,222 ,9 7 3  

62,441 ,773  
36 ,796 ,877

UNSWEETENED 
COCOA_______

13,200 ,929
12 ,539 ,267
16 ,262 ,638

135,879 ,509
140,682 ,946

The p r e s e n t p e r io d  i s  re m in isc e n t o f  th e  l a t e  1974 e a r ly  1975 m arket when 
cocoa p r ic e s  were ta lk e d  down by m anu factu rers and com m ission a n a ly s ts  d e s p i te  
th e  f ir m  undertone i n  w orld -w ide consum ption and a grow ing c r i s i s  i n  p ro d u c tio n .
A t th e  tim e  p r ic e s  were c u t  in  h a l f  b e fo r e  s u b s ta n t ia l  b a se  was e s ta b l is h e d  and 
th e  g r e a te s t  cocoa m arket in  M s  to r  y began in  mid 1975 . As h is to r y  o f f e r s  a 
v a lu a b le  g u id e lin e  (and t h is  i s  d o u b tfu l when i t  comes to  commodity fu tu r e  tra d in g )  
coooa p r ic e s  w i l l  sa g  under th e  im pact o f  com m ission house and m anu fac tu rer s e l l i n g  
a n d /o r  a b s te n tio n  from  th e  m arket and a new c r i s i s  i s  l i k e l y  to  emerge in  th e  
S p r in g  o r  e a r ly  Summer o f  1978.

Remain lo n g  w ith  p r o te c t iv e  s to p s  a t  145*00 b a s is  March 1978* Do n o t  
e s ta b l is h  s h o r t  p o s i t io n s  i f  s to p s  * a re  .. touched o f f  f o r  th e  fu ndam en ta ls  remain  
q u i te  c o n s tr u c t iv e .

C o ffe e  ** December: 216*50
** March: 170*33
** January London h 1778

The game seems to  have reached  th e  p o in t  o f  s ta le m a te . Though appearances  
can be d e c e iv in g *

I f  th e  above sounds l i k e  an enigma, i t  i s  no more so  than th e  c o f fe e  m arket 
i t s e l f .  On th e  su p p ly  s id e  th e r e  i s  e v id e n c e , i f  any was needed , th a t  th e  a l l ia n c e  
o f  producer n a tio n s  form ed l a s t  month to  b o l s t e r  p r ic e s  b y  su spend ing  s a le s  has broken  
down as Guatemala and E l S a lvador have been accused by t h e i r  fe l lo w s  o f  s e l l i n g  o u t .
In  a d d it io n ,  c o f f e e  from  A ngola , some 50,000 bags o f  i t ,  a r r iv e d  in  N.Y* fo r  th e  
j f ir s t  tim e in  a lm ost a y e a r , in d ic a t in g  th a t  co u n try  i s  prepared  to  resume sa le s*
Most no tew orthy i s  th e  adm ission  by IBC P rez C alazans th a t  B r a z i l 9s  minimum e x p o r t  
p r ic e  o f  $3*20 p e r  lb* i s  a nominal f ig u r e  o n ly  and th a t  s a le s  have been made* None 
o f  t h i s  i s  s u r p r is in g  news* I n  th e  case o f  B r a z i l  in  p a r t i c u la r ,  th e  co u n try  s u f fe r e d  
a fo r e ig n  tra d e  d e f i c i t  l a s t  month and i s  th u s  p re ssu re d  to  r e tu r n  to  th e  market* In  
th e  case o f  a l l  p roducer n a tio n s  g e n e ra lly  th e r e  are s im p ly  too  many beans to  s i t  on*
The FAO e s t im a te s  1977 w orld  p ro d u c tio n  a t  4 .4  m in. bags up a f u l l  20% over l a s t  y e a r .
And n e x t y e a r 9s  crop i s  o n ly  a h a l f  yea r from  h a r v e s t .  What i s  s u r p r is in g  i s  th a t  in  
re sp o n se  to  th e  s e l l i n g  th e  m arket has advanced r a th e r  than  d e c lin e d . The reasons can  
o n ly  be 1) The m arket r e fu s e d  to  a llo w  a l l  th e  l y in g  to  obscure  th e  f a c t s  w h ich , as 
a lw ays, th e y  d isc o u n te d  a p r io r i  and 2) Demand has resumed to  a d eg ree . Re th e  l a t t e r :  
w h ile  th e  cu m u la tive  r o a s t in g s  th rough  mid November t r a i l e d  1976 by rou g h ly  28%, th e  
w eekly r o a s t in g  r a te  t r a i l e d  l a s t  y e a r 's  pace by o n ly  16% v e rsu s  th e  2nd and 3rd q u a r te r  
w eekly  pace which laqged  beh ind  l a s t  y e a r 's  by as much as 35%. The enigma i s  th u s  
e x p la in e d . The s ta le m a te  in  p r ic e s  a t betw een 205 and 215 b a s is  sp o t seems to  have  
r e s u l te d  from  a lo w erin g  o f  arm s* P roducers w i l l  agree to  s e l l  and consumers to  buy  
p ro v id e d , as s ta te d  by  th e  fo rm e r , p r ic e s  s ta y  a t  l e a s t  where th e y  a re . Indeed  th e  
g e n e ra l , f a c t o t i  o f  v i r t u a l l y  a l l  p roducer n a tio n s  have made so b er p r o d  mat io n s  to  th e  
e f f e c t  th a t  99p r ic e s  have now a ch ieved  rea so n a b le  l e v e l s ” , 99m a rke tin g  i s  more o r d e r ly 99, e t c *

But as we s a id ,  appearances a re  d e c e iv in g . A m arket once s e t  in  m otion  a c ts  
accord ing  to  N ew ton 's f i r s t  law ; i t  r e q u ir e s  an equal and o p p o s ite  fo r c e  to  d e r a i l  i t .
That fo r c e  has n o t ,  as y e t ,  made I t s e l f  m a n ife s t .  Had i t  done s o ,  th e  p re v io u s  r a l l y  
peak o f  180 b a s is  March would have been superseded  d e c i s i v e l y .  I t  h a s n 't  been*'
(The d e fe r re d s  have n o t even  t e s te d  t h e i r  p re v io u s  r a l l y  M ghs) * U n til  p r ic e s  b reak  
th a t  s to p  l e v e l  we w i l l  co n tin u e  to  tr a d e  t h i s  m arket from  th e  s h o r t  side*

Copper **** December: 56 .6
**** March: 57.9

We r e fe r .y o u  to  th e  s tu d y  p u b lis h e d  in  l a s t  m o n th 's  Comments and n o te  th a t  
o n ly  th e  3 month r a te  o f  change in  Comex Warehouse s to c k s  and th e  annual r a te  o f  change 
in  Comex open i n t e r e s t  are p er fo rm in g , as th e y  have s in c e  J u l y ,  below  th e  c r i t i c a l  
ze ro  % in c re a se  r e fe r e n c e  l i n e  which we have dubbed th e  buy l i n e .
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S lu g g is h  econom ic a c t i v i t y  in  Europe c o n tin u e s  as a h in d e ra n ce , however b u l l i s h  
lo o k in g  c h a r t c o n f ig u r a tio n s  may be c lu e s  o f  p o s i t i v e  th in g s  to  come. Remain 
s id e l in e d  f o r  now and keep  in  c lo s e  c o n ta c t .

C o tton  **** December: 51 ,35
**** March: 51,76

The USDA's November e s t im a te  c a l le d  fo r  an in c r e a s e  over O ctober in  
h a rv e s te d  average to  13 ,2  m i l l io n  a c re s  and in  y i e ld  to  503 lb s  p e r  a c r e . T o ta l 
p ro d u c tio n  i s  now e s tim a te d  a t 1 3 ,0  m i l l io n  h a le s ,  500,000 b a le s  more than  was 
e s tim a te d  in  O ctober, In  a d d it io n  th e  USDA e s t im a te d ,  as su g g e s ted  h ere  l a s t  
m onth , e x p o r ts  a t  4 .4  m i l l io n  b a le s  v e r su s  t h e i r  p re v io u s  e s t im a te  o f  4 ,6  m i l l i o n .  
D e sp ite  such b e a r ish  news th e  m arket has h e ld  f ir m  as in d ic a t io n s  are  th a t  d o m es tic  
demand i s  b eg in n in g  to  l i v e n ,  O c to b e r 's  m onthly consum ption da ta  shows a d a i ly  r a te  
o f  usage o f  25,535 b a le s ,  up 6% o ver Sep tem ber, G iven th a t  we rem ain b u l l i s h  on th e  
U ,S, re co v ery  w e 'd  be  tem pted  to  make a b u l l i s h  case  f o r  c o tto n  were i t  n o t fo r  th e  
trem endous overhang o f  t e x t i l e  im p o r ts ,  p r im a r i ly  from  Japan , which l i k e  A m eric a 's  
p r o p e n s ity  to  im port c a r s , r a d io s ,  s t e e l  e t c . seems c o n c o m itta n t w ith  th e  re c o v e ry .
U .S, im p o rts  o f  c o t to n ,  wool & man made f i b r e  t e x t i l e s  d u r in g  Septem ber to ta l e d  476 ,6  
m il l i o n  square yards e q u iv a le n t  (SYE), up 19% over 1976 and th e  h ig h e s t  l e v e l  s in c e  
1972, U n ti l  th e  t e x t i l e  s e c to r  o f  th e  tra d e  im balance i s  c o r re c te d  we se e  l i t t l e  
hope fo r  d o m estic  demand to  p u l l  up p r ic e s .  The one hope may be overcom m ittm ent 
by fa rm ers i n to  Government lo a n  an d /o r th e  sea so n a l tendency o f  c o tto n  fu tu r e s  to  bo ttom  
in  December.

We end by r e i s t e r a t in g  l a s t  m o n th 's  recom m endations to  r e f r a in  from  p u rch a sin g  
u n t i l  th e  December c o n tr a c t  c lo s e s  f i r m ly  above 51 .90  and th en  p la c in g  s to p s  a t  th a t  
l e v e l .

I n t e r e s t  R a te  F u tu res  ' ** March 1978 GNMA
** June 1978 TB

The m onetary environm ent c o n tin u e s  to  w orsen. A lm ost im p e r c e p tib ly ,  th e  
F edera l R eserve  i s  m o n e tiz in g  th e  ongoing l iq u id a t io n  o f  s e c u r i t i e s  from  th e  Commercial 
Banking S y s tem , which in  O ctober, showed a drop o f  7.2% a t  an annual r a te .  A d ju s te d  
F edera l R eserve  C r e d i t ,  th e  v a r ia b le  by which th e  Fed can in f lu e n c e  Bank r e s e r v e s  & 
u l t i m a t e ly ,  money s u p p ly , has been growing a t an a c c e le ra te d  p a ce . Whereas th e  yea r  
t o  yea r in c r e a s e  comes to  9,7%, th e  l a s t  s i x  months shows an 11.3% in c re a se  and th e  
l a s t  2 m onths an a s to u n d in g  13.6% r a te  o f  ex p a n sio n .

I n  p a s t  i s s u e s ,  we have p o in te d  o u t t h i s  'm isb e h a v io u r1 and gone as f a r  as  
l a b e l l i n g  a s h y p o c r i t ic a l  th e  F e d 's  m o n e ta r is t  p r o t e s ta t i o n s . M inu tes from  th e  F e d 's  
October m ee tin g  now made p u b l ic ,  v in d ic a te  our harsh  c r i t i c i s m .  For exam ple, accord ing  
to  th e  m in u te s  some members o f  th e  group " in d ic a te d  th a t  th e y  now had l e s s  c o n fid e n c e  
in  th e  b eh a v io u r o f  th e  m onetary a g g reg a tes  as g u id e s  to  m onetary p o l ic y  than  th e y  
m igh t have had ta a r l ie r  ."  M oreover, th e  c o m m itte e 's  " b a s ic  goal was to  c o n tr ib u te  to  
th e  s a t i s fa c t o r y  perform ance o f  th e  economy r a th e r  than  to  pursu e  p red e te rm in ed  r a te s  
o f  m onetary g ro w th ."  In  o th e r  w ords, m onetarism  does no t work. M onetarism , as d e f in e d  
and u nderstood  by th e  Fed f 1;S m e a n in g le ss . True m onetarism  on th e  o th er hand, i s  th e  
o n ly  r a t io n a l  e x p la n a tio n  o f  th e  phenomenon we c a l l  i n f l a t i o n .

i
As p o in te d  o u t many m onths  ago, a week U .S . d o l la r  does n o t n e c e s s a r i ly  cause  

a d o m estic  c r e d i t  c o n tr a c t io n  and a sharp  in c r e a s e  in  i n t e r e s t  r a te s  j u s t  a s i t  would 
i n ,  s a y ,  th e  U.K. , I t a l y ,  e t c .  The, reason  i s  s im p ly  th a t  fo r e ig n  c e n tr a l  B anks, 
having  absorbed  la r g e  in f lo w s  o f  U .S. d o l la r s  in  su p p o rt o p e r a tio n s ,  r e - in v e s t  p roceeds  
in  th e  U .S . T reasury  m a rke t, th u s  f in a n c in g  th e  grow ing U .S. f i s c a l  d e f i c i t s  w h ile , a t  
th e  same t im e , r e l i e v in g  th e  U .S . bond m arke ts n a tu ra l downward p r e s s u r e .  The m agnitude  
o f  such " fra u d "  sa v in g s  i s  s ta g g e r in g :  f o r  th e  p a s t  month i t  has been ru nn ing  a t a 
$1 b i l l io n /w e e k  c l i p .  Such a developm ent i s ,  n a tu r a l l y , c o u n te rp ro d u c tiv e  in  th a t  th e  
U .S. d o l la r  i s  n o t a b le  to  re g a in  e q u a lib r iu m  in  th e  fo r e ig n  exchange  m arkets. I t  
sh o u ld  be o b vio u s th a t  a s tr e n g th e n in g  o f  th e  d o l la r ,  whenever i t  w i l l  come, w i l l  s e e  
m assive  l iq u id a t io n  o f  th e s e  fo r e ig n  T reasury  h o ld in g s ,  which when coup led  w ith  heavy  
F edera l G overnm ent's borrow ing re q u ire m e n ts , would u n leash  b e a r ish  fo r c e s  on th e  bond  
m arke t.
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The Fed can no lo n g e r  be c a l le d  h y p o c r i t i c a l . I t  i s  m ere ly  p o l i t i c a l . And the  
monetary aggrega tes a re  o u t o f  c o n t r o l .

fcfe are b e a r ish  on GNMA S TB. S e l l  March J.97S GNMA a t m arket p la c in g  p r o te c t iv e  
s to p s  16/32 above p r e s e n t l e v e l s . Add to  June 1978 sh o r t p o s i t io n  a t  m a rke t.

Orange J u ic e  ****** January: 125.60
****** March: 122.00

A f te r  a ch ie v in g  a v e r t ig in o u s  139.75 b a s is  January and an o r b i ta l  220.00 b a s is  
th e  e x p ire d  November, th e  ju ic e  has s u f fe r e d  a v i r t u a l l y  v e r t i c a l  and m e r c ile s s  f r e e  
f a l l . Our d ia g n o s is  o f  th e  p a t ie n t  le a v e s  us to  conclude th a t ,  d e s p i te  th e  b r u is e s ,  he 
i s  s t i l l  v ig o ro u s ly  i n ta c t  and p rep a red , once a g a in , to  s c a le  to  new c o n tra c t h ig h s ;  
i . e .  th e  drop has been a c o r r e c tio n  and has served on ly  to  shake o u t th e  d r o s s .

F undam entally th e  m arket rem ains unchanged and ro sy . The USDA made no fo r e ­
c a s t  o f  su p p ly  d u rin g  November -  th e  n e x t m ajor re p o r t i s  due December 9 th  -  th e r e fo r e  
our p r o je c t io n  o f  t o t a l  a v a i l a b i l i t y  o f  214 .3  m i l l io n  g a llo n s  in c lu d in g  tem p les  and 
im p o rts  rem ains unchanged. We term ed th e  number "d e f i n i t e l y  p o s it iv e "  in  mid O ctober  
and se e  no reason  to  th in k  o th e rw ise  now 6 weeks l a t e r .  On the  demand s id e ;  movement 
has been c o n s i s t e n t l y  o u td is ta n c in g  e x p e c ta t io n s ,  averag ing  3 .45  m i l l io n  g a llo n s  over  
th e  p re v io u s  s i x  weeks even  in  th e  fa c e  o f  w h o lesa le  p r ic e  in c r e a s e s  from  $3 .05 to  
$3.30 p e r  dozen 6 oz t i n s  O ctober 3 1 st and, f o r  th e  f i r s t  t im e , no 30 day p e r io d  o f  g race  
f o r  r e t a i l e r s  to  buy a t  th e  o ld  p r ic e .  In  an a tte m p t to  r a t io n  th e  f lo w  and m a in ta in  
in v e n to r y  (a t a s t i l l  uncom fortcible le v e l )  -  c o ld  s to ra g e  s to c k s  d e c lin e d  to  452.9  
m il l io n  lb s .  from  October 15th  to  November 1 5 th , 64% l e s s  than l a s t  ye a rs  -  M inute Maid 
& Snow Crop r a is e d  t h e i r  card p r ic e s  by 20$ p er  dozen 6 oz t i n s  y e s te r d a y . T h is  a c t io n  
conform s p e r f e c t l y  to  th e  a n a ly s is  p re se n te d  in  our s p e c ia l  b u l l e t i n  d a te d  O ctober 1 7 th .  
We concluded  th en  as we do now, " . . . . f u tu r e s  can average 155 and have th e  p o te n t ia l  to  
a ch ieve  185 ."

T e c h n ic a lly  th e  m arket c o n tin u e  to  show th e  same uncanny r e g u la r i ty  i t s  
dem onstra ted  o ver th e  p a s t  s i x  m onths. The r e c e n t f a l l  has v io la te d  no up tren d s o f  
m ajor consequence.

In  sum we remain convinced  o f  h ig h e r  p r ic e s  and th u s  recommend adding  to  long  
p o s i t io n s  a t  p re se n t l e v e l s .  P lace p r o te c t iv e  s to p s  a t  118.00 l a s t  January , as 
a lw a ys, on c lo s e  o n ly .

Sugar *** March 1978:
*** O ctober 1978s 10.18

I n  . i t s  m ost r e c e n t crop r e p o r t  th e  USDA fo r e c a s t  U .S . p ro d u c tio n  o f  sugarcane  
f o r  sugar and se ed  a t  27 .2  m i l l io n  sh o r t to n s ,  5% below  th e  re co rd  28 .8  m i l l io n  sh o r t  
to n s  produced l a s t  ye a r . I t  fo r e c a s t  su g a rb e e t o u tp u t a t  25 .6  m in . to n s ,  13% below  l a s t  
ye a r . U .S . sugar im p o rts  n e x t yea r are  ex p ec te d  to  be about 4 .6  m i l l io n  s h o r t  to n s  w ith  
th e  assum ption  th a t  b eg in n in g  s to c k s ,  now p r o je c te d  a t  3 .6  m i l l io n  to n s ,  w i l l  d e c lin e  
by about 500,000 to n s in  1978.

S in c e  Septem ber 2 7 th , when th e  f r e e  world p r ic e  o f  raw cane sugar f e l l  to  
6 .6 9 / l b .  p r ic e s  have reco vered  somewhat d e s p i te  h a ving  had to  absorb heavy s a le s  
p a r t i c u la r l y  from  th e  Dominion R e p u b lic . Consuming n a t io n s  are th o u g h t to  be k e e n ly  
aware o f  s to c k p i l in g  * cheap1 sugar b e fo r e  th e  ISA c a r te l  came in to  e f f e c t .  F urtherm ore, 
th e r e  e x i s t s  s e r io u s  do u b ts  re g a rd in g  th e  U .S. farm  loan  program and i t ' s  e f f e c t  on 
U .S . im p o rts  (d o m estic  sugar can be 1 lo a n e d r to  th e  F edera l Government a t  13 .5$ and 
be re p la ce d  by cheaper im p o r ts .)

Having te c h n ic a l ly  broken o u t on th e  u p sid e  o f  a 5 month tr a d in g  band (b a s is  
March 1978) an a g g re s s iv e  sh o rt p o s tu r e  i s  no lo n g e r  in  o rd e r .

Cover a l l  s h o r t p o s i t io n s  and move to  th e  s id e l in e s .
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January Lumber: 2 0 2 ,SC 
January Plywood: 211,00

The axiom , s ta t e d  e a r l i e r  in  r e fe r e n c e  to  th e  B r i t i s h  Pound, tn a t  m arke ts  
te n d  to  a n t ic ip a te  news may be r e s ta te d  h e r e . L a st month we p a in te d  a r a th e r  
b e a r ish  p ic tu r e  o f  th e  woods, p o in t in g  o u t th a t  p e r m its  f o r  new c o n s tr u c t io n  had 
d e c lin e d  p robab ly  as a r e s u l t  o f  th e  ebb in  sa v in g s  d e p o s i ts  in to  fe d e r a l ly  in su re d  
sa v in g s  & lo a n s  a s s o c ia t io n s . N e v e r th e le s s  we a verred  th a t  our te c h n ic a l  in d ic a to r s ,  
i e  o u r s c r u t in y  o f  th e  m arke ts th e m s e lv e s , gave us a buy s ig n a l .  Sure enough, 
O cto b er9s  h o u sin g  da ta  s u r p r is e d  everyone as s t a r t s  exceeded  a two m i l l i o n - u n i t  
annual r a te  f o r  th e  fo u r th  c o n s e c u tiv e  month w h ile  s in g le - fa m i ly  s t a r t s  s e t  an a l l -  
tim e  r e c o rd . P r ic e s  have responded  a c c o rd in g ly ,  advancing  $20,00 s in c e  l a s t  w r i t in g .

Work was begun on new homes a t a s e a s o n a lly  a d ju s te d  annual r a te  o f  2 ,179 ,0 0 0  
u n i t s  l a s t  m onth, up 6% o ver Septem ber and 27% o ve r  O ctober 1976. S in g le s  were 
begun a t  a 1 ,5 5 5 ,0 0 0  -  u n i t  annual r a t e ,  up 2% from  Septem ber and th e  h ig h e s t  l e v e l  
s in c e  1959i - And, m ost im p o r ta n t ly ,  p e m d ts  a u th o r iz in g  new c o n s tr u c t io n  ro se  even  
more s tr o n g ly  th a n  s t a r t s  -  by 9.3% to  a 1 .852  m i l l io n  s e a s o n a lly  a d ju s te d  annual 
r a te .  * L ending a c t i v i t y  rem ains s tr o n g  a s ev id en ced  by October* s  d e p o s i ts  exceed in g  
w ithdraw a ls by $2.24: and i t  now seems th a t  i t  w i l l  ta ka  a f u l l  1% in c re a se  in  i n t e r e s t  
r a te s  to  e f f e c t  d is in te r m e d ia t io n  and, even  th e n ,  3-6 months tii.is to  e f f e c t  th e  
h o u sin g  in d u s tr y .

Once again  th e  te c h n ic a l  a sp e c t lo o k s  sound . Once ag-ii,. . jcoirjnend b u y in g  
th e  woods and lo o k in g  fo r  as much as $20.00 p r o f i t .  P lace p s  a t  180,00 b a s is  
January lum ber and 200.00 b a s is  January plyw ood.

* *  A

A l l  s ta te m e n ts  made h e r e in ,  w h ile  n o t g u a ra n te ed , are based on in fo r m a tio n  co n s id ered  
r e l i a b l e  and are b e l ie v e d  by us to  be a ccu ra te

F ried b erg  Commodity Index  A lb e r t  D. F riedberg
O ctober 1977: 207.85 David B. R othberg
November 77: 211.48  
N et Change : +  1.75%

* * *

Many of you have the delightful problem of being in the position where you 
have sizable commodity profits. Under the provisions of the Inrom Tax Act, you 
may choose to treat these profits as Capital Gains. If you do, you have a choice. 
You may either pay the tax due and keep the balance or buy e Forward Averaging 
Annuity and pay less tax. In most cases, it is advisable to 'vko the Forward 
Averaging Annuity route.

We are in the fortunate situation of being in contact with cue of the most 
competent Forward Averaging Annuity brokers in the country. His service includes 
advice as to the structuring of the contracts, amounts, commutability, assignability 
and timing. As for timing, the Income Tax Act states that ycu must take action not 
• later than 60 days after the year end in which the gain is incrired.. We therefore 
request that you look into this matter at: your earliest convenience. Kindly address 
all inquiries to A1 Friedberg personally.
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