CnEdess was

Friedberg & Co. Ltd.
347 Bay Stlreet
Toronto, Ontario, Canada M5H 2R7
(416) 864-1195
Cable: Frieclco Toronlo
Telex: 06-23446

© COMMODITY & CURRENCY COMMENTS

38,000 Yen / Ounce June 28th, 1978

i~ . As 'the accompanying chart shows, 38,000 Yen/oz has proven a remark-~
‘able level for gold prices. It represented the approximate 1976 lows
and has. acted as a consistent support area for the past 18 months. At
‘today's lofty $185/0z, gold is once again sitting at approximately the
38,000 Yen mark. :

i Coincidence? Could it not indicate that gold has still not entered
its most dynamic upside phase? Or is it a sign of an anemic market?

" We: have given this fact a favorable interpretation and advise

- ‘reta

ining all long positions in precious metals.
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Spot Sep. 78 Dec. 78 Mar. 79 Jun 79
BP 185:75 184.65 183.35 181.75 180.0N
CD 88.83 88.93 88.97
DM 48.14 48.67 49.40 50.05 50.80
FR 22.06 21:925 21.995 21.13
Jy 48.60 49.16 49.82 50.56
SF 53.78 54.55 55.56 56.45 57 .45
British Pound
CURRENCIEY
]"ﬂ‘r’ .
Balance of Trade(Mln Stg) _Feb. 78 Mar. 78 _Apr. 7B May 78
Jan-May 1977: -1,333
Jan-May 1978: - 441 + 80 - 264 + 236 - 169
Balance of Paymants(Mln Stg)
Jan~May 1977: - 267
Jan-May 1978: + 128 Hed - 164 +336 - - 49 »
Reserves (MIn U.5.) 20,700 20,320 17,040 16,660 'S
Retall Price Index ## 9.47 9.10 7.93 7.65 " S
Retail Sales Index *# +0.76 +2.80 +3.50 ° +4.41 i
W.P.T., 12,74 12.09 10.90 9.55 —n
Unemployment Rate 5.9 5.8 5.7 S7 g
i
in
Output (xM)
Consumer Invst. oil (BM) ‘
1977 Goods Goods Balance DCE M3 %
1st Qtr 115.9 99,4 - 800 - - 8.8 :
2nd Qtr 113.4 97.5 - 745 + 769 14.9 ;J
3rd Qtr 115,1 98.0 - 602 + 365 0.4 TR NN AT IRAL M AL R
4th Qtr 117.0 97.5 - 276 + 698 12.6 . S
- Reprinted from Commodity Research Bureau
1st Qtr 117.1 98.6 - 646 +1,819 24.2
Jan. 117.0 99.0 - 236 + 258 17.3
Feb. 117.0 98.0 - 202 + 963 25.5 (50 —
Mar. 118.0 99.0 - 208 + 598 24.2 |
Apr. 119.0 99.0 - 115 +1,437 24.7 Y
May - 109 +1.096 15.6 :
*® Year-over-year 8 change -\ i
13— W ) ‘
Euro Deposit % Jun. 9/78  .Jun.16/78 Jun. 23/78 s ‘U‘ d
N .
1 Mo. 11 1/2 12. 10 1/8 - kW
Mo. 11 5/8 12 11 5/8 R
§ Mo- 12. 12178 12 178 M‘\ ]
12 ¥o. 12°172 12 172 12 172 L (/\‘
3 N i
Open Interest (Jun.23/78) : 4,852 Volume (June23/78): 1,35 ' " i
Comtract Size 1 BP 25,000.00 (Approx. U.S.-$ 46,000.00 ) o0 FT Government 1
Minimom Fluctuation : 00050 ($12.50)Daily Limit(Normal): .0500($1,250.00) ' ties Ind
Margin Required + US§ 2,500.00 Commissions v uS§ 60,00 ECllYl LIESHEEK -
Trading Hours 1 B345 - 1:10 Delivery Months t Mar.,Jun.,Sep.,Dec. 65 [ | 11973
(Chicago Time) : JAN FEB MAR APR MAY JUN

Financial Times

Our advice to cover short BP positions vis a vis the U.S. dollar
proved timely and allowed us to take substantial profits.

Sterling funds placed on short deposits or even invested in Gilts
are showing a positive rate of return and that is sufficient inducement
to capital flows to offset the erratic pattern of trade figures.

Speculators should remain sidelined;

forward for ‘up to 3 months.

commercial hedgers should cover

The Economist
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‘Canadian Dollar
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& | roma recim denzoos o oian Yy
Feb, 78 Mar. 78 Apr. 78 May 18 s
Balance of Trade (Min §) R
- 4 e
Jan-May 1977: +947 272 771 179 . ces
Jan-May 1978: ... // v,"\\
General Bank Loans *% 11.47 10.50 11.16 11.27 : / \\
M Supply** Ml 11.48 8:85 ‘9.08 10.45
oney Sueety uis 10.53 8.70 8.57 10.96 b
M2 ’ 10.77 9.80 9.55 10.00 LI
M3 - 12.74 12.23 13.12 11.91 1

Currency plus

' FAN
All Deposit Liabilitieses 11.93 11.66 12.34 12.05 ° -—1‘-/\(:/ﬁ\j - - >
Int'l Regerves (Bln US) 3.7 4.0 4.6 4.7 ) -

C.P.I, %+ 8.69 8.79 8.42 9.04 2 - -

Food Price Index ** 13.36 13.94 14,71 16.87 .
. W I8 0 R J 8 b NJT T L L wJ
Unemployment Rate 5.A. 8.3 8.6 8.6 8.6 v n It m e
N.S.A. 9.5 9.7 9.3 8.4
Seasonal l\_gjustmant Factors ‘- Monetary aggregates .
1978 . ta) - (b) (c) (d) (e) (a) xCuirenc¥ o:t:‘lidg hanl;nd i
) E (b) :Privately-he emand deposits-
‘;‘g‘ 3?,’; !gg’g g?"f, g:g gg‘% less private sector float .
eb. Al . . . . 1 chequable deposits
Mar. P74 911 977 9wl 9901 (c) sCurrency and all.cheq e
Apr. . %8l 98.3 99.0, 99.5 )9‘94 (d) :Currency and all cheguable, notice
May . 288 97.2 98.6 99.3 100‘., and personal term deposits (M2)
June 100.0 100.5 = 100.4  100.1  100. " (e) :Currency plus total privately-held
July 102.1 - 101.5 101.6 10).0 101.1 deposits (M3) -
Aug, 101.2 101.5  101.2  101l.1 101.1
. bep. igg.g 101.3 101.) 101.2 ici.: '
Oct. . 100.6 100.7 100.9 0l.
. . “llllll OOLLAR SEPY.| ll!ttll.
Nov. 100.6 100.1 100.3 100.1 99.9 4 B 4[ 1.
Dec. 103.3 100.3 102.0 100.3 99.3 b B O N R
' 3" : 1+
Euro Deposit % June 2 June 9 June_16 June 23 ;
1 Mo. 8 7/8 8 1/16 8 3/8 u.
3 Mo. 8 7/16 8 7/16 8 9/16 81/2
6 Mo. 9 3/4 -6 3/4 8 7/8 8 7/8
12 Mo. '8 7/8 8 15/16 9 1/8 9 1/8 =k
Open Interest (June 23/78): 2,371 Volume (June 23/78)1 644 !
Contract Size : CD$ 100,000.00 (Approx. U.S. $ 89,000.00 .
Minimum Fluctuvation :. 0001 ($10.00) Daily Limit (Notmal) 32 .0075($750. OO)E i
Margin Required : US$ 2,500.00 Commissions : USS 60.00 “‘fm
Trading Hours : 8:45 am - 1310 pm Delivery Months: Mar.,Jun.,Sep.,Dec. -
. (Chicago Time) X "\
** Year-over-year 8 change f {;‘:.f : J; e
. R
(i a . H :

.chrd.ntad from Commodity Nemearch Bursau -

The gargantuan amounts nhedpd to cover the Federal Goverment financing
requirements and its inflationary consequences can easily he perceived
by looking at recent statistics. Out of a total financing. requirement
of §1,955 billion (first quarter of 1978), foreign exchange liquidation -
an. attempt to stave off the CD$ drop ~ contributed $679 million or
roughly 37.4% and the Bank .of Canada increased its holdings of Federal
securities by $618 million or 31.6%. The first method entails greater -
foreign indebtedness while the second method can be benignly described
as a sophisticated banana - republic type of printing press. By a
mechanism already described in previous issues, the accelerating trend
of monetization will reflect itself in an accelerating trend of growth
in monetary aggregates. The deceiving attraction of high nominal inter~

- est rates is masking an othexrwise alarming growth of money supply; M1,
currency & privately held demand deposits, has managed to (bafely) stay
below the upper Bank of Canada target but excessive growth is clearly
‘taking place in the broader aggregates (see accompanying figures). Given
the absurdity of the present interest rate structure (negative rates of
return), we predlct that M1 will soon 'break loose' and attain yearly
rates of growth in excess of 12-13% p.a.

The foregoing clearly demonstrates that the Federal Gov't is placing
excessive credit demands on ‘the economy for, in order to obtain non-
‘inflationary financing, it would have to resort to much hlgher levels of
interest rates. The choice is either a dramatic cutback in Spending or
.an attractive investment paper that would channel genuine private savings
to the fulfillment of 'presumably' worthwhile causes. An election year’
precludes the. former alternative. If we do not adopt the latter course,

the balance of 1978 will plant the seeds of a zcandalous 20%+ 1nflat10u
~ in the 1979/80 period.

Rom&in shoLt CDE. Tewant noald Lons, ”)N(lng stops at 89% basis neack.

~e
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Balance of Trade(mln Marks) Feb, 78 _Mar. 78 Apr. 78 May 78 : ’_ yil
Jan-May 19771 415,4
Jan-Hay 19781 113 999 2,600 4,200 3,250 3,040
Balance of Payments (Mln Marks) .
Current Accounts '
Jan-May 19771 44,030
Jan-May 1976: +5,436 694 2,820 700 600
Overall Account:
Jan-May 1977: - 636
Jan-Hay 1978 o 2,260 516 -1,660 ves
Money Supply ** M3 10.43 9.78 oo ces
W,P. I, % : . =0.1 -0.7 -0.7 -0.7
Cost of Living *+ 3.1 3.1 2.3 2.66
- Unemployment Rate 5.4 4.9 4.4 . 4.0 —
June 2 June 9 June 16 June“'23 ,,,:,‘,',';::::,,,‘;"‘,‘. «. T
Weekly Reserves . 387 - —
Not Monetary (Mln Markg) 98,000 89,000 88,500 .t : B i
" Buro Daposit § B
1 Mo. 3 7/16 31/2 3 7/16 3 172 367~ ’ A"‘
3 Mo, 3 9/16 3 1/2 . 3172 3 172 :
6 Mo. 3 5/8 3 5/8 3 5/8 3 5/8 -
12 Mo. 3 13/16 3 13/16 3 13/16 3 13/16 3a2}—~
Open Interest (June 23/78 ): 3,667 Volume (June 23/78): 1,276 E
Contract Bize & DM 125,000.00 ( Approx. U.S. § 61,000,00 ) i DBEUTSCHE
Minimum Pluctuation : .0001 ($12,50) Daily Limit (Normal): .0060 ($750.00) 32 J
Margin Required : US$ 4,000.00 Commissions : US$ 60.00 W MAE{K
Trading Hours 1 8:45 am - 1:10 pm Delivery Months : Mar.,Jun.,Sep.,Dec. 1Y !
(Chicago Time) ao,hs 1 978
** Year-over-year % change ) ~ASOVNOJF M M J
Financial Times
L IS IR Mgt ch,
i ot va s B
Swiss Franc
Balance of Trade (Mln BFr) Feb. 78 Mar. 78 Apr. 78 May 78
Jan-May 1977:-640 - - -
Jan-May 1978:-706.5 + 48 324.5 | -9 101
Int'l Reserves(Mln US$) 13,579 13,599 13,276 “es
Money Supply ** 10.09 16.7 s e
W.P.I, &* -2.83 -3.5 -3.75 -3.68
Unemployment Rate 0.5 0.4 0.3 0.3
" June 2 June 9 June 16 June 23
Weekly Reserves
(Mln SFr) 19,050 19,010 19,700 19,950
Euro Deposit ¢
1 Mo 11/8 1 3/16 11/4 15/16
3 Mo. 1 5/16 1 7/16 1 5/8 1 5/8
6 Mo. 15/8 ‘1 11/16 2. 2, .
12 Mo. 1 15/16 2. 2 1/8 21/8
Open Interest (June 23/78): 3,564 Volume (June 23/78): 920
Contract Size : SFr 125,000.00 (Approx. US$ 68,000.00
Minimum Pluctuation 3 .000). ($12.50) Daily Limic (Notma]) 1 .0060 ($750.00)
Margin Required : US$ 5,000.00 Commissiona : US$ 60.00
Trading Hours : 8:45 am - 1:10 pm Delivery Montha : Mar.,Jun.,Sep.,Dec.
(Chicago Time)
** Year-over~-year \ change 1
Ay 1ot | )
Py Py

widened spreads\vis a vis the DM and the SFr substantially enough to have f
shifted the burden of proof to the buyers of Deutsche Marks and Swiss Francs. i
It has, in fact, become extremely expensive to borrow dollars in order to '
buy European Curren01es (except for BP and FFr) and at some point a reflow e
will begln. This is.perhaps why the yen has managed to move up rather

sharply in recent .weeks leaving well behind the two other 'strong currencies'.

The interegt rate 'push' taking place in the U.S. dollar sectoxr has

Furthermore, recent intervention has begun to prove exceedingly dis-
ruptive to the control of monetary aggregates in both Germany & Switzerland. -
In the former case, M3 has run consistently above the upper Bundesbank b
target of 8% p.a., - reaching 10% or more when measured on a year over o

. year basis. In Switzerland, M1l showed an astronomical rate og growth of
16.7% (March 78 over March 77), the fastest annual increase since tpe‘
Franc was floated. The implications of such a development are bull%sh; .
near term and bearish longer term. In the short run, the Swiss National :
Bank and the Bundesbank will have¢to”$topy1nterven1ng in the foreign exchange

market so as to .regain control of : mohey -supply. In the long run,
the higher rate of inflation implied by . the present extraordinary increases
in money,supply plus the pull of U.S. interest rates, will force a powerful’
reversal, which will represent, in all likelihood, no more than a correction
in a long bull market.

Long posxtlons in SF and DM should be watched carefully and close
stops should be placed. We are suggesting sell stops at 53.90 basis
Sep. 78 SF and 48.10 basis Sep. 78 DM.



- French Franc

Balance of Trade (Mln FFr)

Jan-May 1877:-5,964
Jan-May 1978: + 211

Int'l Reservea (Mln U.S.)

llet Clange of Poreian
Exchenge Aascts **

Rutail Price Index **

Vieekly Raserves (Mln FFr)
Gold & Conv. Currency
T'uro Deposit § 1 MO
3 Mo.
6 Mo.
12 Mo.

0pen Xnthrest (June 23/78):
Contract Siza

Minimun fluctuation s -.00005 ( $12.5

Nargin Required : US$ 5,000.00
Trading Hours
(Chicago Time)

*#* Year-over-year V change

101
: FFx 251,000.00 (l\pprox. us$
0}

t 8:45 am ~ 1:10 pm

Volume (Jun., 23/78) : 32
55,000.00

Dnlly Limit (Nounal) : .00.»0 ( $1, 250 00)
Commisgion ¢+ US§ 60.0

Delivery Months @ Mar.,ann. +Sap. ,Dac.

Page S5

Peb. 78 Mar. 78 Apr. 78 May 78

+ 64 ‘41,190 + 692 + 155
9,992 10,231 10,601 ... -4 RuENCK m-cxm |3100!I ’ -
14.04 15.11 16.52 w.or FHEAHAE }1nftl§1: T
9.23 5.20 9.0 9.9 - -

J" ! T AL NS

June 2 June 9 June 16 June 23 Lyttt g A et
104,993 105,165 105,297 vee ittt R 1
9 5/8 10 1/4 10 5/0 9 7/8 H A - +f
9 3/4 10 1/2 10 374 10 3/8 SR .:.iﬁ;;_.--.._- TR ]
10 3/8 10 7/8 11. 10 374 b H .
16 7/8 11 1/4 11 1/2 11 3/2 wee [Ppees * sin o T '-&J-A:LL&”-_

Raprmtcd from Commolity m-oueh Sureau

The sensible lifting of price controls, a dramatlc shift to economlc

conservatism and continued monetary restraint have turned the FFr into one
of the world's strongest currencies.

Forward buying for commercial hedgers.is recommended.

"lauw

Excellent control of monetary aggregates and a low lovel of domestic
economic activity are responsible for much of the recent extraordinary
surge in the Japanese Yen.

The ongoing revaluation has had little or no effect on the country's
trade or payments balance, another proof that exchange rate manipulation
cannot solve international imbalances. Either the Japanese inflate their
way out of their ever rising currency or the U.S. forces a short term
capital reflcw by way of sharply egcalating interest rates. Tha former
is unlikely to happen; the latter is slowly becoming a real possibility.
serhaps short term U.S. dollar rates of 11-12% p.a. will acconplish what
trade negotiators and public opinicn have not been able teo do.

Misconceptions die hard. On the way to solving Japan's chronic
svrplus, it will be forced to absorb increasing quantities of needed
and unneeded commodities. Some, like citrus and meat, will raise the
country's standard of living but will force sharp upwards adjustments
on world price levels accelerating eventual overproduction.  Others,
such as metals, will inflate unnecessarily their prices,further adding
t¢ producers' long term wces. Others, yet, will postpone the day of
*eckonning of the OPEC Cartel (see comments attributed to banking
eources, P.6).

-1nally, Japan may be forced to purchase, import and htockplle'

the cne and only commodlty that is liquid and thatpreserves purchasing
power : gold.

Remain long, placing stops at 47.00 basis Sept.'78.

] nanrintuw a, ...
anese Yen :
LJESFchrT S TTT1 ) GAPAEESE Ve 42POAB3c.cAb. | o
' Feb. 78 . Mar. 78 Apr. 18 May 78
Balance >f Trud:(Mln US$) . .
Jan-May 1977:+.5,153
Jan-May 1978:% 9:“_0 2,340 3,100 2,270 1,350
. Belance of Payments(Min 0.8.§) B
Jan-May 1977:4 1,252 :
Tan-rtey 197814 531069 2,010 3,140 229 - 110
il ' M1l 7.75 27,22 oo cos
Fes..cvrs {tln U.S.) 24,190 29,210 27,530 27,710
C.i. L, 0% 4.16 4.48 3.9 ,
Wl T, w -1.8 -1.8 ~2.24 ¢ -2.09
Uneimploymeat Rate 2,08 2.12 2.2 ces
Cpen dnweres: (June 23/78): 5,371 Volume (Jun 23/78) : 627 : s
Zuntract Size : Yen 12,500, 000 00 (npprox. U.G. $ 61,000 ) oaal ortr,pur
Mialmum FPluctuation : .000001(312 50) Daidy Limit (Noxmal) H .000060 ($750.060) o VORI U8 Lamreany
marcin Required 1 US$ £,000.00 Commissions : USS 60,00 ""'""Q'""I’\ﬂ’
Traul.inq Hours : 8:45 am - 1:10 pm Delivery Months: Mar.,June,Sep., Dec.
N ((‘:hi;:lago'rme) Jkgi,“l R
- Ywar-over-year % change P m% a8 b
s 4-5, e e S [ A End so e
huLﬂ%iMNnL&LLA“«L#&_"
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Japan's customs clearance trade surplus fell to 631.8s million in May from a downward
revised $1.60 billion in April, compared with a deficit of $80 million in May last year,
the Finance Ministry sald in a preliminary report.

May FOB exports rose 26.7% from a year before to $7.77 billion, while CIF imports rose
14.9% to $7.14 billion, it said.

Banking sources sald the_ sharp fall was due mainly to a last-minute rush of crude oil
' imports ahead of the imposItion of a new cunsumptlon tax on curde oil and oil products in
Japan from June 1. -

Ministry figures showed curde oil imports in May rose to 29.40 million tons worth
571.00 billion yen from 22.39 million tons worth 433.74 billion yen in April.

The Ministry does not release itemized export and import figures in dollars.

In yén Eerms, the May surplus fell to 142.62 billion yen from a downward revised 356.83
, billion in March, but rose sharply from a deficit of 22.21 billion in May last year, the
* Ministry said.

May yen exports rose 2.9% from a year ago to 1.75 trillion yen, while imports fell 6.7%
to 1.61 trillion yen.

On a seasonally adjﬁsted basis in dollar terms, the May surplus fell to $1.24 billion
from $1.30 billion in April with exports up 5.4% from April to 8.06 billion, and imports up
7.4% to $6.82 billion.

The seasonally adjusted yen surplus in May rose slightly to 286.62 billion yen from

281.43 billion in April, with exports up 6.8% to 1.83 trillion and imports up 7.7% at 1.54
trillion.

Conversion rates used for May exports and imports respectively were 225.39 yen and
225.36 yen-per dollar, compared with 277.66 yen and 277.66 yen respectively in May last year.

By area‘ (available in yen only), May exports to the U.S. rose 10.4% from a year before
to 482,93 billion yen, while imports from the U.S. fell 9.7% to 277.05 billion.

Exports to the E.E.C. were up 5.7¢ at 195.37 billion yen against a 0.5% rise in imports
from the E.E.C. to 101.64 billion yen. :

Reuters

Spot : 43.85 Sep. 78: 42.70 Dec. 78: 41.35 Mar. 791 40.40

Mexican PGSO June 79 : 39.75 Sep. 79: 39.05 Dec. 79: 38.50

Forward Discounts Sep. 78 Dec. 78 Mar. 79 June 79 Sep. 19 Dec. 79

Annual Basis : )
Spot 15.73 13.68 11.80 10.2 9.38 8.61
Sep. 78 12.65 10.77 9.21 8.55 7.87
Dec. 78 9.19 . 7.74 7.42 6.89
Mar, 79 : 6.44 6.68 6.27 .
Jun. 79 7.04 6.29
Sep. 79 . 5.63

Balance of Trade(Mln $§)
Jan-Mar.1977: - 73.6 Jan. 78 Feb, 78 Mar. 78 Apr. 78
Jan-Mar.1978; -184.8

- 38.5 -41,2 -105.1 ves -
C.P.I. ** 19.92 18.11 17.54 17
W.P.I 4¢ S17.11 17.64 18.19 ven

: 1977 1978 - T

18t Qtr 2nd 'l : MEXICAN PESO BEC, \O70-CNY, -1 @ - - - - °
Besorve Money ** Q nd Qtr Jrd Qtr 4th Qtr 18t Qtr “i}.q.., e N
(Rank of Mexico) -10.25 12.26 20.51 57.13 vee Sl oo
Currency outside Banks**% 49,02 39.86 r 23.83 r 11.47 r .es v "
Money Supply ** 30.40 26.16 r 23.36 .. cer '
Demand Deposits ** 16.68 18.02 eee vee ves —
Muney Supply S.A. ** 30.40 26.17 r 23.48 cee R R R R Rl B s nat ARt SN '
Inu'l Reserve . 4
o 0.8 8 1,422 1,439 1,654 1,723 e
Fund Position (Mln U.S.§) - i : R T
Net Praw/Fund Sales(-) 593 597 595 621 518 P e ' i - D
Gov't Pinance(Mln Pesos) S
Deficit(-) or Surplus 5,387 -9,123 -10,780 -29,971 ... Reprinted from Commodity Research uréi

** Year-over-year % change

Mexico showed a first quarter current account deficit of $33.1 million, according to figure
figures released by the Bank of Mexica.

This compares with a deficit of $125.4 million in the first quarter of 1977 and

$712.9 million in the final quarter. Reuters -

Open Interest (June 23/78): 2,271 Volume (June 23/78): 45 . .
Contract Size : MP1,000,000.00 (approx. U.S. $ 42,000.00)

Minimum Fluctuation : .00001 ($10.00) Daily Limit (Normal) : .00150 ($1,500.00)
Marxgin Required ¢ U8$ 6,000.00 Commissions : US§ 60.00

Trading Hours: 8:45 am - 1310 pm ;' Delivery Montha: Mar.,June,Sep.,Dec.

(Chicago Time)

Presure has begun to be £1¢0n ‘the Mexican Peso. Perhaps the
uninspiring trade figures are partly responsible for this happening.
Most probably is the impact of the colossal budget deficit (see Currency
Comments May 31st, 1978) on domestié¢ credit expansion. As shown above,
reserve money and money supply figures speak of a huge monetary inflation.

. Move dgferred short positions to Sept. and Dec. 79, where annual
discounts (in percentage terms) are the lowest.
AL

e
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BUSINESS LOANS :
 COMVERC INDUSTRIAL) - MONETARY BASE
WEEKLY REPOﬂl’ING LAR GF COMMEAC AL B, AV!NAGES OF DAILY FIGURES”
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RESERVE NGGREGATES *
- Nonborrowed Reserves
Date Total Reserves .
13 wks prev.** 26 wks prev. 52 wks prev. 13 wks prev. 26 wks prav. 52 wks prev.
Apr. 5/78 4.4 6.3 6.3 7.3 8.5 5.8
12 4.5 6.9 6.4 7.4 10.1 6.0
19 5.3 6.6 6.5 B.g i%.g g.:
26 4.0 6.6 6.5 5. . .
May 3 4.8 7.1 6.3 2.2 1l.1 4.5
10 4.0 7.4 6.7 -2.6 9.0 3.9
17 3.8 7.2 6.5 -4.9 5.9 3.4
2 3.8 7.3 7.1 ~5.0 5.3 4.2
31 .
.7 5.5 7.4 7.4 -0.2 6.8 5.5
J“nA 8.7 8.2 8.0 3.1 1.7 6.2

* ALl percentage changes are at scasonally adjusted annual rates, not compounded
** Average of 4 weeks ended from 4 weeks average...

Momber Bank Deposits - Subjact to Resorve Requirements

LONGER TERM INTEREST RATES -
Date 3 Mg, * 6 Mo. * 12 Mo. ** ‘e ”'““""""“H
" L conronisi Ah aoum‘ .
Apr. 77 4.5 €
Hay 4 5.2 LF b ELEkEr Tt"
Jun. . 5.6 . 5.28 - wmrum d‘m i
Jul. 6.7 ¢ 6.28 L - L
Aug. 8.97 r 7.07 S
Sep. 7.26 ¢ 6.4 SREROLL :'/,
Oct., 8.52 r 7.6 it e et I "
Nov. 10.49 x 9.73
Dec. 12.16 r 9.68 7.57
Jan. 78 12.90 r 10.69 8.11
Feb, 9.84 r 10.16 8.28
Mar. 9.45'x 10.8 8.50
Apr. 7.42 10.13 8.74
May '(p) 10.27 10.06 9.80
* AL} petcentnga changes’ are at seasonally udjuatcd
compounded annual rates.
** aAll pe:centnge changes are at not seasonally adjusted
annual rates.
(p) Preliminary
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90.07 (Neutral/Bearish) .

Despite recent tightening moves; ‘tdtal reserves in the commercial
banking system have not slowed down significantly nor, for that matter
has there been an appreciable impact on Monetary Base or Federal Reserve
Credit (see table and charts). As a result, money supply, as measured
by all member bank deposits subject to reserve requirements, has continued
to grow at a worrisome pace.

TB Sep. 78 : 92.64 ( Bullish Neutral) GNMA Sep. 78:

Last month we argued in favor of purchasing TB futures on the basis

that : 1) the Fed would not raise Funds much further without first seeing
- the likely course of Federal Spending and the budget making process over
the next few months; 2) the Fed will want to see results of its previous
tightening moves and 3) a weak dollar meant strong foreign Central Bank
buying of U.S. gov't obligations. We furhter argued that the unusually

steep yield curve was much too bearish a scenario for the next few months.
Ironically, Sept.'78 TB, recommended last month at 92.64 closed today at
the same price, despite a general rise in short term interest rates. So

far the futures market has been successfully defensive in its pricing.

We continue to believe that a let-up of some sort is in the making -
not the top of the cycle by any means but a pause.

It should be quite clear that interest rates will ration credit in this
particular cycle at rates well in excess of anything seen in modern times.
In a deeply discounted market, however, we would like to position ourselves
at the most favorable time. ’

Look to sell TB's on 20-30 point rallies and GNMA's on 1-1 % point .
rallies. : e

T~ QINRIE MAE SEPY. 1976081,
(7%

NOALONIAL R4 @ 4TINOR
[ FENNE
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T TR__ Yield _ GNMA Yield
24

Sep.78 92.64 7.36 90 07/32 9.513
i Dec.78 92.16 7.84 89 12/32 9.513
Mar.79 91.86 g.14 88 28/32 9.292
Jun.79 | 91.62 8.38 88 17432 9.647
Sep.79 91.43 8.57 88 10/32 9.682
Dec.79 91.24 8.76 88 05/32 9.708
i Mar. 80 91.04 8.96 88. - 9.733
R Jun. 80 90.86 9,14 87 24/32 9.773
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~8.5% from Month ago
+1.1% from Year ago  221.5 o242, 219

; . Albert D. Friedberg
R Ry o R R R R R R L T T T T T F R R
21l statements made herein, while not guaranteed, are based on information
considered reliable and are believed by us to be accurate.



