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•Real Interest Rates, at last ? S e p t .  5 th ,  1979

* Over lo n g e r  p e r io d s , I  b e l i e v e  
th a t  i t  i s  e s s e n t i a l  to  m a in ta in  
p o s i t i v e  r e a l  r a t e s , a t  l e a s t  b e fo r e  
ta x e s  "

H. W a llic h ,
G o vern o rs,
F edera l R ese rv e  Board

N ot good enough, b u t d e f i n i t e l y  g e t t i n g  c l o s e r . For a lm o st two ye a rs  we have
a d vo ca ted  a sh a rp  and d ra m a tic  in c r e a s e  in  U .S . i n t e r e s t  r a te s  a s  th e  o n ly  way o u t  

o f  th e  c u r r e n t  im p a sse . A t th e  t im e ,  Fed Funds were tr a d in g  a t  a lo w ly  6.5% and
th e  game o f  1 2 3 * n i c k l i n g  and d im in g 9 in c r e a s e s  was in  i t s  in fa n c y . A f u l l  tw e n ty -  
one m onths l a t e r ,  th e  Fed Funds s t a n d s  a t  11 3/8%, i t  i s  b eg in n in g  to  jump in  
3 /8  -  1 /2  p erce n ta g e  p o in t s  in c re m e n ts  b u t i t  i s  s t i l l  n o t  s u f f i c i e n t l y  h ig h  to  
m atch genu ine sa v in g s  to  g en u in e  i n d u s t r i a l  n e e d s . And now, an o f f i c i a l  o f  th e  
H ig h e s t Order p ronounces h im s e l f  i n  fa v o r  o f  p o s i t i v e ■ r e a l r a t e s . Not bad i f  so  
much b lo o d  had a lr e a d y  n o t  been s p i l l e d  and n o t bad i f  he had l e f t  o u t th e  p h ra se  
9 a t  l e a s t  b e fo r e  t a x e s . 9 And n o t  bad i f  he had s e r io u s  company a t  th e  W ashington  
Round T a b le .

B u t w a it ,  j u s t  under h i s  b r e a th  and in  a p a t e r n a l i s t i c  to n e ,  he adds th a t  
11 one r e a s s u r in g  fa c to r  i s  th a t  th e  upward movement o f  BOND YIELDS f o u r  em phasis)  
i n d i c a t i v e  o f  r i s i n g  i n f l a t i o n  e x p e c ta t io n  has been m o d era te . " T ha t i s  no lo n g e r  
t r u e .  Over th e  p a s t  fe w  w eeks , lo n g  term  r a te s  have so a red  by a lm o s t 50  j b a s is  p o i n t s .

Who i s  th e  Fed fo o l i n g  ? O b v io u s ly , o n ly  some o f  th e  p e o p le  and o n ly  some o f  . 
th e  t im e . For in  th e  p a s t  th r e e  m o n th s, th e  U .S . d o l la r  has l o s t  as much as 8% 
a g a in s t  le a d in g  European c u r r e n c ie s  in  s p i t e  o f  in te r v e n t io n  approach ing  $14 b i l l i o n .  
From May and up to  th e  end o f  J u l y ,  th e  U .S . admUEs^to h a v in g  s o ld  a p p ro x im a te ly  
$ 5 .4  b i l l i o n  e q u iv a le n t  o f  DM and SF w h ile  up to  th e  end o f  A ugust fo r e ig n  exchange  
r e s e r v e s  o f  S w i tz e r la n d , West Germany, U.K. and Japan have c o l l e c t i v e l y  in c re a se d  
by $ 8 .5  b i l l i o n . I f  we assume th a t  th e  U .S . sp e n t a n o th e r  few  b i l l i o n  d o l la r s  in  
A u g u s t, we b eg in  to  r e a l i z e  th e  m a g n itu d e  and d e s p e ra tio n  o f  th e  l a t e s t  f l i g h t  from  
th e  D o lla r .

L ik e  a l l  th in g s  p o l i t i c a l , te m p o r iz in g  w i l l  be r e s o r te d  to  in  th e  fo l lo w in g  
m o n th s. The U .S . may move to  in c r e a s e  once a g a in  i t s  g o ld  s a le s  to  
r a i s e  n e c e s sa ry  fo r e ig n  exch a n g e . C le a r ly ,  n o th in g  l e s s  than  two m i l l i o n  ounces  
p e r  month ($750 m i l l i o n )  w i l l  have any s ig n i f i c a n c e .  S in c e  th e  o b j e c t i v e  w i l l  
be to  r a is e  f u n d s  r a th e r  than  to  d e p r e s s  p r i c e s ,  th e  m arke t w i l l  n o t  be a b le  to  
a b so rb , a t  l e a s t  te m p o r a r i ly ,  more than  th r e e  m i l l i o n  ounces p e r  month ($1 b i l l i o n ) .  
T h is  upper l i m i t  i s  su g g e s te d  by th e  amount o f  t o t a l  b id s  p r e s e n te d  a t  th e  IMF and 
U .S . T r e a s u r ie s .

The s a le  o f  Gold o u t  o f  th e  U .S . T rea su ry  has c e r ta in  p o l i t i c a l  a d v a n ta g e s , 
nam ely : (a) does n o t  r e q u ir e  th e  Fed to  r a i s e  i n t e r e s t  r a te s  to  th e  1 ch ok ing  
p o i n t 1 in  th e  m id s t o f  an a p p a re n t r e c e s s io n  w h ile  r i s k in g  w h ite  7 /ouse  a n d  
C ongressional d is p le a s u r e ;  (b) can be e f f e c t e d  q u ic k ly  and e x p e d i t i o u s l y , w ith o u t
c o n g r e ss io n a l approva l and p o te n t ia l  le a k s ;  (c) so o th s  th e  v i o l e n t l y  a n t i - g o ld  
f a c t io n  in  th e  U .S . A d m in is tr a t io n ; (d) c a r r ie s  th e  m ost d ra m a tic  p s y c h o lo g ic a l
fo r c e  and (e) has a rea d y  m arke t and m echanism . The second  e x p e d ie n t  a v a i la b le ,  
some s o r t  o f  fo r e ig n  exchange c o n t r o l s ,  i s  n o t e a s i l y  a d m in is te r e d ,  i s  unp o p u la r, 
r e q u ir e s  C on g ressio n a l a pprova l and i s  anathema to  th e  l i k e s  o f  Paul V o lk e r .
As a r e s u l t ,  i t  can be d is c o u n te d , a t  l e a s t  t e m p o r a r i l y .

T he a b o v e  s c e n a r i o  c a l l s  f o r  a s p e c i f i c  tr a d in g  s t r a t e g y .  U n fo r tu n a te ly ,
th e r e  i s  one and o n ly  one rep o n se  t h a t  w i l l  f i t  t h i s  s c e n a r io  and, sh o u ld  i t  n o t  
come to  p a s s ,  th e  re sp o n se  co u ld  le a d  to  f in a n c ia l  r u in a t io n .  We w i l l ,  t h e r e fo r e ,  
su g g e s t  an 9a l l - y e a r - r o u n d 9 c o u rse  o f  a c t io n  in  th e  f u l l  k now ledge th a t  i t  w i l l  n o t  
r e p r e s e n t  th e  optimum s t r a t e g y .

1) M ain ta in  a g o ld  ex p o su re  b u t re d u ce  i t  to  an amount w h ich , sh o u ld  a sudden $60 /oz
drop  occur from  any l e v e l ,  w i l l  n o t ca u se  f in a n c ia l  h a rd sh ip ,

2) C over s h o r t p o s i t i o n s  in  i n t e r e s t  r a te s  f u tu r e s  o v e r  th e  n e x t  few  d a ys .
3) P r o te c t  lo n g  p o s i t i o n s  in  B r i t i s h  Pounds v ia  th e  s a le  o f  e q u iv a le n t  amounts o f

Japanese Yon.
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C o n tin u in g  heavy loan  demand has n e c e s s i ta te d  th e  r e p e a te d  i n j e c t i o n  o f  
r e s e r v e s  in to  th e  banking  sy s te m  as in te r b a n k  r a te s  b reach  th e  14% l e v e l .
R ecen t M3 f ig u r e s  in d ic a te  th a t  money s u p p l y  i s  s t i l l  grow ing a t  an e x c e s s iv e  
r a te  and w e ll above th e  upper 11% ta r g e t  s e t  by th e  C h a n c e llo r  o f  th e  E xchequer.

The r e a l  economy has begun to  w i l t  under th e  im pact o f  th e  sh a rp  VAT 
in c r e a s e  and p r ic e  d i s c o u n t i n g  has appeared  in  th e  m ajor r e t a i l
e s ta b l is h m e n ts  in  o rd e r  to  s t im u la te  la g g in g  s a l e s • S h ou ld  th e  Government
p e r s i s t  w ith  i t s  t ig h t  m onetary and f i s c a l  p o l i c i e s , th e  U.Kl w i l l  s l i d e  in to  
a r e c e s s io n  whose s e v e r i t y  canno t as y e t  be a s c e r ta in e d . T ra d e-w e ig h ted  S te r l in g
sh o u ld  c o n tin u e  to  a p p r e c ia te  f o r  th r e e  re a so n s:
a) an im proving  b a la n c e  o f  t r a d e ,  ex o i l ,  g iv e n  th e  UK's h ig h  incom e  e l a s t i c i t y  

o f  im p o r ts ;
b) a p o s i t i v e  o i l  in f l u e n c e ,  p a r t i c u la r l y  in  v iew  o f  fu r t h e r  p r o s p e c t iv e  OPEC 

in c r e a s e s  and,
c ) a GILTs 'p l a y ' ,  as h o t money p u rsu e s  lo n g  term  s t e r l i n g  d e b e n tu re s  up when 

th e  in e v i t a b le  c r e d i t  r e la x a t io n  commences•
Trade u n io n s ' m u s c l e - f l e x in g .w i l l  m eet r i s i n g  unemploymeht and sq u e eze d  co rp o ra te  
m a rg in s, th u s  p o s in g  l i t t l e  th r e a t  to  S t e r l i n g .

We a re  c o n f id e n t  S t e r l i n g  w i l l  r i s e  v i s  a v i s  i t s  tr a d in g  p a r tn e r s 9 
c u r r e n c ie s  b u t we a re  f e a r fu l  o f  p o s s ib le  U .S . d e fe n s iv e  m ea su res, a s  o u t l in e d  in  
our open ing  s ta te m e n t . We th e r e fo r e  recommended m a in ta in in g  lo n g  BP p o s i t io n s
and i n i t i a t i n g  hedged s a le s  in  th e  Japanese  Yen, c o n tr a c t  f o r  c o n t r a c t . The Yen

hedge ' may be t o t a l l y l i f t e d i f  December '79 b e t t e r s 4 8 .5 0 .
0.K. Economic* Indicators

Visible
Balance

Current
Balance

oil
Balance HI* DCS Reserves MLR

Food
Index

FT
Comdty

1978
2nd Qtr.

(bbn)
-0.2

(hbn) 
tO. 2

(hM)
-414 10.1 15.0

(6M) 
+2,BOO

US$bln
16.75

%
10. 703.8 242.27

3rd Qtr. -0.4 to.2 -501 17.2 8.1 ♦ 572 16.55 10. 206.2 253.74
4th Qtr. 0.0 t0.4 -400 14.9 12.0 t1,774 15.77 12 1/2 208.0 257.69

1979
1st Qtr. -1.6 -1.2 -237 7.6 9.4 tl# 573 16.78 13 218.8 268.83
2nd Qtr. -1.1 -0.7 -210 9.7 17.2 12* 702 21.69 14 225.2 293.55
Feb. -0.8 -0.6 - 78 17.6 20.0 t1,057 16.62 14 218.7 267.36
Mar. -0.7 -0.6 - 97 7.6 9.4 - 329 17.45 13 320.2 268.83
Apr. -0.3 -0.2 -114 16.8 6.4 t 823 21.47 12 221.6 . 277.11
May -0.4 -0.3 - 54 13.8 8.1 ♦ 997 21.53 12 224.9 279.70
Jun. -0.3 -0.2 - 42 9.7 17.2 4 882 - 22.07 14 230.0 293.55
Jul. 0.0 tO.l - 41 7.1 14.3 4 399 23.49 14 231.2 278.92

•Three months' growth at annual rate.
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COMPARISON OF FORECASTS
700 Londons

National Business
Institue School

% change
too Gross Domestic

Product 1919 0.S 1.6
1910 OS ~0.4

500 Consumer
spending 1979 AJ. 3.0

1930 1.9 2.0

•illO
Consumer price

inflation 1979 12.7 12.6
1980 U S 14.1

Unemployment
300 (Gt. Britain)

1.33mend-1979 1.33m
end-1980 1.61m l.&m

Current700 account £m
1979 --1,687 -610

100
1980 -400 -830

U

Aug. 8 -  B r i t i s h  T reasury

Due to  th e  r i s e  in  O i l  p r ic e s  i n s t i t u t e d  by OPEC t h i s  p a s t  J u ly  28 , th e  
p r e d ic te d  b e n e f i t  o f  N orth  Sea O il and Gas to  th e  1979 B r i t i s h  c u r r e n t  a c c o u n t  
w as r a is e d  from  an e s t im a te d  3 .9  b i l l i o n  S t e r l i n g  to  7 .2  b i l l i o n  - b a s is  1978 
p r i c e s .

T h is  i s  based on t h e  same p ro d u c tio n  a s announced by  D e p t ,  o f  Energy on 
J u ly  10 , 1979.

R e u te r s
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R e l a t i v e l y  fa v o r a b le  i n f l a t i o n  f i g u r e s  a re  m asking  . an enormous l a t e n t  i n f l a t i o n . 
E v id e n c e  o f  t h i s  su p p re s s io n  appears i n  th e  C u rren t A ccoun t w hich i s  e x p e c te d  to  rea ch  a 
re c o rd  d e f i c i t  o f  $7 b i l l i o n . One need  n o t go f u r t h e r  th a n  a c a su a l in s p e c t io n  o f
m o n eta ry  a g g re g a te s  and t h e i r  grow th to  f i n d  th e  ca u se  f o r  such  a d is tu r b in g  phenomenon. 
Broad b a n k in g  tr e a s u r e s  r e v e a l t r u l y  d is a s tr o u s  e x c e s s e s  : grow th r a te s  o f  betw een  
18 and 21% p e r  annum ( s e e  ta b le  ) i

L a s t  month we e x p re s se d  some hope th a t  th e  G overnm en t's  f in a n c in g  re q u ire m e n ts  f o r  
th e  c u r r e n t  and th e  coming yea r would be fin a n c e d  in  a somewhat l e s s  i n f l a t i o n a r y  form  
th a n  h e r e to fo r e , p a r t i c u la r l y  in  v iew  o f  th e  f a c t  th a t  th e  f i s c a l  d e f i c i t  was b e in g  
s c a le d  down• O u r hopes have been dashed  by th e  r e c e n t  change o f  h e a r t  o f  th e  
o p p o s i t io n  w ith  re g a rd s  t o  fa v o r in g  a 'sm a ll*  $2 b i l l i o n  ta x  c u t . A b r i l l i a n t
o p p o r tu n i ty  i s  b e in g  g iv e n  to  th e  r u l in g  c o n s e r v a t iv e s  to  p r a c t ic e  co n sen su s p o l i t i c s .

Remain s h o r t , a s  we have a d vo ca ted  f o r  e n d le s s  m on ths, k e ep in g  s to p s  a t  86 .00  b a s is  
S ep tem b er  *79 and 86 .10  b a s is  December *79, b a s is  c l o s e  o n l y .

Balance General Konoy Supply ••
of Bank Total lot * 1 rood Unemployment
Trade Loans** HI Mlb M2_ M3 Liabilities** Reserves C.P.I.** Index** S.A. N_r.jv.

1979-~  (Min $) (Bln
Apr. 115 16. SS 7.96 $.31 14.38 17.58 16.4 5.14 9.75 16.52 7.9 8.6
May 216 16.32 6.51 6.26 15.22 20.03 16.96 4.06 9.27 13.38 7.7 7.5
Jun. 206 20.34 9.32 6.35 15.75 20.22 17.91 4.18 8.85 11.70 7.5 7.0
Jul. 77 20.84 8:46 6.49 16.02 20.72 4.28 7.26 13.64 7.2 6.8

1976 __
Jul. 96 11.41 10.29 9.08 10.06 12.92 12.92 4.56 9.63 20.12 8.4 8.0
** Year-over-year % ch*nge.

J A m E S L I E I

r-

We c l e a r l y  d o  n o t  s u b s c r i b e  t o  t h e  
t h e s i s  t h a t  r i s i n g  o i l  p r i c e s  o r  o i l  
s h o r t a g e s  c- 3 m o re  h a r m f u l  t o  J a p a n  t - .a n  
t o ,  s a y ,  t : .s U .S . T he r e a s o n  i s  t N * t  t h e  
J a p a n e s e  h a v e  b e e n  e f f e c t i v e  i n  r « v : io n in g  
d em an d  t h r u  t h e  m a r k e t  m e c h a n is r r ,  t h u s  
a d j u s t i n g  w e l l  t o  t h e  lo w e r  e n e r g y  im p u t .  
N o n e t h e l e s s ,  t h e  m a r k e t  l o a n s  b e a r i s h l y  
o n  t h e  Yen a s  so o n  a s  b u l l i s h  OPEC n o i s e s  
a r e  h e a r d .  No d o u b t ,  e x c e s s i v e  m o n e ta r y  
c r e a t i o n  i s  a t  t h e  r o o t  o f  i t s  u n f a v o r a b l e  
c u r r e n t  a c c o u n t  p e r f o r m a n c e .  T h is  
d e v e lo p m e n t  i s  b e in g  f o s t e r e d  b y  t h e  u s e  
o f  a n  u n r e a l i s t i c a l l y  lo w  i n t e r s t  r a t e  
p o l i c y . Reprinted from Commodity Research Bureau

F o r  t h e  f o r e s e a b l e  f u t u r e ,  t h e  Yen s h o u ld  r e m a in  t h e  w e a k e s t  o f  t h e  OECD c u r r e n c i e s ,  
a n d  we t h u s  p e r m i t  o u r s e l v e s  t o  s h o r t  i t  v e r s u s  t h e  p u r c h a s e  o f  BP.

C o v e r  t h e  h e d g e  a n d  go  lo n g  on  a move a b o v e  4 8 .5 0  b a s i s  D ecem b er * 7 9 .
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A /exican  Consumer P r ic e s  -
The Ban/c o f  M exico s a id  M exico*s  

i n f l a t i o n  r a te  reached  11.2% in  th e  . 
f i r s t  seven  m onths o f  th e  y e a r .  
F igures showed th a t  th e  i n f l a t i o n  
r a te  in  J u ly  was 1.2% , add ing  to  
th e  10% a c c u m u la te d  d u rin g  th e  
f i r s t  s i x  m onths o f  th e  y e a r .
The J u l y  1978 r i s e  was 1.7%

Pemex Announces It̂s Plan For 1979-BO Crude Exports

MEXICO CITY - Petroleon KexJcanos , the 
Mexican national oil agency, expects Its exports toe 
the second half of 2979 to average 778,000 barrels 
of oil a dag, Jorge Diaz Serrano, director general, 
said. Pemex crude-export plans for i960 call tor 
an average 1.1 million barrels daily.

Femex's announced plaris through the end of 1980 
don't include any allotment fox exports to Japan, 
which has been seeking Mexican oil. Mr. Diaz 
Serrano didn't comment on any't onfirmed export 
program tor Japan.

Tor July through December 1979, Pemex plans 
to export 673,000 barrels dally to the (J.S. ,
60.000 barrels to Spain and 45,000 barrels to 
Israel. In 1980, Pe/nex plans to export an 
average 776,000 barrels daily to the U.S.,
160.000 barrels to Spain, 100,000 barrels to 
France, <5,000 barrels to Israel and 30,000 
barrels to Brazil.

Hr. Diaz Serrano said Pemex expects 1979 sales, 
including domestic and export operations, to total 
i7.88 billion (U.S.),up from 1978's S4.43 billion.

Forward Discounts 
Comp.Annual Rates

Mar180 Jun’80 rjept’ 80 Dec * 809.82 10.62 10.46 10.649.82 10.67 10.49 10.6711.29 11.84 11.21 11.2512.39 11.17 11.23
9.96 10.66

11.36

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

U.S. boosts its Mexico Currency Swap Accord - 
trom Wall Street Journal

Washington - At the request of Mexico, 
the L\S. increased its currency 'swap* arr­
angement with the Mexican central bank to 
$700 million from $360 million, the Federal 
reserve Beard said.

A swap arrangement is an agreement under 
which one central bank will exchange on 
request its own currency for the currency 
of the other central bank. The U.S. has 
never drawn on its Mexican swap arrangement, 
hut Mexico has drawn once or twice, a 
Fed spokesman said.

The increase enlarges the Fed's swap 
system to $30.1 billion. Primarily, the 
swaps are used by central banks to protect 
their currencies on foreign-exchange markets.

J a p a n
1979—

Apr.

Balance
of
Trade

Palance 
Overall 
Account

of rayin’ t 
Current 
Account

(Ml) 
Money 
Supply** Reserves W.P.1.4+

Unem­
ployment

Oil
Imports

(
4510

Min US$ 
-2,970

)
>258

\
18. IB

(Min US$) 
26,110

%
2.18 2.19

Min
Kilo)ltres

May + S3 - 754 -B2B 17.22 24,190 3.50 2.01
' Jun. +1,110 - 380 *120 9.92 24,980 5.23 2.01 17.80
Jul. 210 -1,000 4878 25,120 8.26 2.26 24.20

1978--
Jul. 42,720 4 853 1 ,9 9 0

(Aug)

11.3

25,170

29,370 -2,65 2,34 19.39

*• Year-over-year % Change

E u ro  D e p o s i t s

i-

London Euro^DvpcslLs_
Aug._ 3 Ajic.JO

U.K. 1 Mo. J 4 1/8 13 7/6
3 Mo. 14. 14.
6 Mo. 13 3/4 13 3/4
12 Mo. 13 1/4 13 1/4

C.D. 1 Ho. 11 5/8 11 5/8
3 Mo. 11 S/B 11 5/8
6 Mo. 11 7/16 11 7/16
13 Mo. 11 1/16 11 1/16

D.M. 1 Mo. 6 1/4 6 1/2
3 Mo. 6 9/16 6 11/16
6 Ho. 6 7/8 6 15/16
13 Mo. 6 15/16 7.

S.F. 1 Ho. 1 7/16 1 7/16
3 HO. J 9/16 1 9/16
6 No. 3 1/2 3 3/8
13 MO. 3 3/4 3 11/16

1979 1978

A yj.17 Ayg_. 7_4 * AUSUJI

13 3/4 13 5/8 J J 7/6 11 1/2
13 3/4 13 5/8 13 7/6 12.
13 3/4 13 1/3 13 3/4 12 3/6
13 1/4 1J 1/3 13 5/8 11 3/4
Closed 11 15/16 11 3/8 6 7/16

11 15/16 11 15/16 9 3/16
11 15/16 11 15/16 9 3/8
11 1/2 11 1/2 9 1/2

6 5/8 7 1/4 7 3/8 3 3/8
6 3/4 7 1/4 7 1/2 J 1/2
7. 7 1/2 7 11/16 3 3/4
7 1/16 7 1/2 7 3/4 3 15/16
1 7/16 2. 2. 1/2
1 11/16 2. 2 3/16 3/4
3 7/16 2 5/6 2 13/16 1 3/16
3 7/8 2 15/16 3 1/8 J 5/16
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S p e c u la to r s  sh o u ld  s w itc h  lo n g  DM p o s i t i o n s  to  S t e r l i n g  a s  th e  l a t t e r  i s  seen  
to  p e r fo rm  b e t t e r  in  th e  weeks ahead • Commercial h ed g ers  sh o u ld  m a in ta in  lo n g  
p o s i t i o n s  b u t  p r o te c te d  w ith  s to p s  a t  54 .5 0  b a s is  December 179 c o n tr a c t .

Balance Balance Coat Unem-
of of Money *• of ploym't

Trade Paym't _SHEPl)L W.P.l.** Living Rate
1979 -- ( Min Marie )
Apr. 3,330 1,350 10.89 5.79 3.53 3.8
May 7,000 - 300 6.18 3.65 3.4
Jur~' 1.730 •3,2O0r 11.08 108.5* 3.91 3.3
Jui 1 607 -2,080 9.46 109.3* 4.58 3.5

1978 -- •
Jul. ♦1,740 -1,500 9.82 Unch. 2.59 4.1

*• Year-over-year % change.
* Year ago figures not available. Reprinted from Commodity Research Bureau

S W IS S  FRANC

Balance
of Unecn- Ml *•
Trade W.P.l.•• ploym't Money Supply

— (Min ST)
Apr. - 300 2.09 0.4
May - 219 3.13 0.4 6.7
Jun - 78r 3.83 0.3 7.1
Jul. - 586 4.2 0.3 n/a

Jul. 4 38 -3.64 0.3 13.80
** Year-over-year % change.

 ̂ Bp CM

Speculators should switch long 
SF positions to Sterling as the 
latter is seen to perform better 
in the weeks ahead. Commercial 
hedgers should maintain long 
positions but protected with stops 
at 61.50 basis Dec*79 contract.

Open Interest fAug.33/79 )t 9,083 
BaiJg VcZume ( Aug. 31/79 */’ •* 2,271
Contract S ize  : IP  25.~00.Q0 
A „;.rc * . VS9 : VS 57,000.00 
Minin:m F lu c tu a tio n  : .00050(912.50) 
D * i l 'i  L i'- .ie tV o iT M l) : .05 (91.250.00 ) 
Hi .*7-3 Heirs i.-ed * VS9 4,COO.00 
Ce .r.is.sicr.3 : VSS 55.00 
Ttutling  Hours :8 :23  aa -  1:23 pe 
C e lix r ry  .‘lom.'»j ; M.\r., Jun. ,S e p ., Dec

Open Interest ( Aug. 31/793* 6,609 
Vo!'vms ( Aug. 31/79*1 1,077 

Contract S i r s  t CM 12S.000.00 
Approx. 059 i 70,000.00 

Minimum Fl-.'ctuarion : .00010(512.501 
Ctily Un.t(Norrjl) : .010(91,250.00) 
Kargin Requited t VSS 4,500.00 
Coi.r.'ss.ir̂ s tVCS 5‘.00 
Trading Vouv.j t 9:19 rm -  1:10 pat 
Delivery For.t.yj •.‘irx  . ,Cz? . , L a .

C.i

Cfen J: it treat ( Ai'q. »* *“C ): 7,418
.k tllg  \\>luaa (  A\.g.2 />'* J ; 1,176 
C on tract S iz e :  C 0 9 2 ' ' T . C O  
rPirsx. vs9 i vs

rjuc-ru.icio.i » ,C. ~10{pl '.0‘}) 
Daily Linit(Nor’rjl) t .0:'5ij'>SJ.30) 
Nargin Required : 059 2,COO.00 
Ccnznissions s VS5 55.CO 
Trading .Yours # 8:21 aa - 1:21 pm 
Delivery Months :Ksr.,Jun.,Sep.,Dec.

iv a
f.V'-T Ir.t,'resc(A: p. :i/79 )t r.C.’u 
•r * ’ y I'ts’ cr-* '. ',o s .31/79 ) t  1.1~4 
C* •: £<: ; t Ten IT,l. i, ■ n ,*.»

> ' o r .  VS2 e . 7 . j . : o
Fluctuation :. .O.'-J TJC» ’ 17.5C) 

Hz*'" Unit (Cornel) : 0( 21(71,2 5J.D0)
MLie't Required : l\T9 4.50C.50 
Coii issior.s : t'SC 55.CO 
Trading Hours .• S:25 cm - 1:25 /s» 
delivery Months:Far.,Jun.,Sep.,Duc.

r Open Interest (Aug.31/79)s 4.303 
Oailg Value* (Aug.31/79)t 109 
Contract Size : HP 1,000,000.00 
Approx.VS9 t VS 42,000.00 
Minimum Fluctuation t .00001 (VSS10.00) 
Daily Llait(Formal) : .0015 (91,500.00) 
Trading Hours s 8:15 am-1:17 pa 
Margin Peguiced : VS9 5,000.00 
Cortnissions i VSf 55.00 
Delivery Months t Mar.,0un..Sep.,Dec.

Open Interest(Aug.31/79 )i 7,879 
Daily Volune( Aug.31/79 ), 919
Contract Size: SFr 125,000.00 
Approx. VS9 t 9 77,500.00
Minima Fluctuation : .00010 (912.50) 
Daily Limit (Formal): .0150(91.875.00) 
Margin Required t VSS 5,000.00 
Coandssions t VSS 55.00 
Trading Hours : 8:25 aa - J.*25 pa 
PeJ ivory Monthsi Mar..3un.,Sap.,Dec.
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INTEREST RATES FUTURES

M onetary a g g re g a te s  a re  now seen  by a l l  to  be ru n n in g  o u t  o f  c o n tr o l  and a 
p a n ic  c l im a te  has s e t  in  o ver d e b t in s t r u m e n ts . One n ee d s  l i t t l e  i n t e l l e c t u a l i z i n g  
abou t m onetary p o l i c y  in  such c o n d i t io n s  f o r  th e y  a re  n e a r ly  a lw ays c o n s is te n t  w ith  
im p o r ta n t tu r n in g  p o in t s  in  th e  m a rk e t .

We w i l l  th e r e f o r e , s k ip  th e  a n a ly t ic a l  fram ew ork and tu rn  in t o  tr a d e r s .  Cover 
GNMA & U .S . T rea su ry  Bonds s h o r t  p o s i t io n s  and l i q u i d a t e  lo n g  December '79  90-day  
Commercial Paper purchased  a t  9 ,46  and now tr a d in g  a t  1 1 ,8 1 . A l l  p o s i t io n s  sh o u ld  
now show s u b s ta n t ia l  p r o f i t s  ( p a r t ic u la r ly  th e  Commercial Paper w ith  a $5,500 ga in  
on a $2 ,500  m argin o ve r  j u s t  8 w e ek s) .

P urchase June '80  T reasury  B i l l s  on a s c a le  down from  90 .55  to  8 9 .5 0 , e v ery  
20 p o in t s .  I t  sh o u ld  show a r e s p e c ta b le  p r o f i t  w i th in  60 d a y s .

Reprinted from 

Commodity Research Bureau

GNMA Settle Yield Treasury Bonds U.S. Treasury Bills
Sept 84-23 10.278 Sept 89-00 9.214 Sept 89.93 . 10.07
Dec 84-25 10.267 Dec 88.-19 9.263 Dec * 89.96 10.04
Mar180 84-26 10.262 Mar180 88-16 9.274 Mar*80 90.26 9.74Jun 84-27 10.256 Jun 88-13 9.286 Jun 90.55 9.45Sept 84-27 10.256 Sept 88-11 9.294 Sept 90.85 9.15
Dec 84-22 10.283 Dec 88-07 9.309 Dec 91.15 8.85
Mar'81 84-16 10.315 Mar*81 88-03 9.324 MarV81 91.34 8.66
June 84-10 10.347 Jun 87-31 9.339 Jun 91.46 8.34
Sept 84-04 10.379 Sept 87-27 9.355
( ; 83-31 10.406 - Dec. 87-23 9.370
Mar' 82 83-26 10.433 *' Mar1 82 87-20 9.382
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T e c h n ic a l ly , th e  copper a c t io n  lo o k s  d is tu r b in g  fo r  th e  lo n g s  g iv e n  th e  huge in c re a se  
in  th e  open coirmitrr.ent; v:ould s e l l  s h o r t  December 179 a t  p r e s e n t  l e v e l s ,  r i s k in g  a c lo s e  
above 9 5 .0 0 .

Remain long  lu m b er , s w itc h in g  o ve r  Sep tem ber '79  i n to  November '79  a t  a minimum o f  
$15 Septem ber  p re m iu m  o r  i n  th e  c lo s in g  days o f  th e  Sep tem ber c o n t r a c t .

Gold p o s i t io n s  w ere c lo s e d  o u t a t  304 b a s is  December '7 9  a s  p e r  l a s t  m o n th 's  comments. 
C lie n t s  o f  th e  f ir m  were a d v is e d  to  r e i n s t a t e  long  p o s i t i o n s  i n  th e  303-313 area a f t e r  
th e  sha rp  se tb a c k  to  $288. T h is  i s  one o f  th o se  tim e s  ( G th e y  a re  few  ) w hen^longer  
term  recom m endations m ust be  a d ju s te d  on  / e r g  s h o r t  term  n o t i c e .  We a re  d ee p ly  s o r r y  
f o r  such a fa u x  pas . . .

ADJUSTFD MONETARY BASE
AvERaLES OF Da il y  FIGURES

ACjumt tut
CCft̂ DV'CCO AMAML M i l l  0* CH**CC. C* Hi*" »Ttr» (tOMC,
•/Mat *w»»/»t i-n/it >/:»/«» t/tt/iv •/»/»• i w /m  »/>i/*t

♦*> IK- ."AaCI 
Cl r+J* «<««’.* tiCIlC

</»•/!• 
3.1t/>t » l/Tt t/M/fl */!>/»••/ fit 
I .N '»

t« IfM H . tu l •  (1. .M il

ADJUSTEO FEDERAL RESERVE CREDIT 
averages of d a il y  FIGURES 

SEASOrULLY ADJUSTED
luu<*« cr H U IM  Of MUMS— 1---- 1— 1— 1” CO.*IKrMt AM'MC »<— or i lx to-A H.»'? »-«n

-  AH. 17. Ill; 14.1 
MA» Jo. It/* II.

~ r r -
4t<1. _ i i _ / -
I tt.VSHB 1'I5IW t.vt iCnCOlT r -

_ »«A. li! IW'JS- !S',1 El| > t
V -

o. u; il/i 3:1
a/- ' -

- V -
- [y -
- IflTt HI 1 IfV̂

ii rii.t

■ i l l !
mhnini i

1 :  
Llll111 JJJLL JJJL u i JJJLL JJJL JJJLLJ--LL i.U . JJJ- mi

uf ocr- mm etc ru «/i

Mejrber Bank Deposits - Sub jeez to Reserve Requirements

Date 3-Konth0 6-Month0 12-Month00
Jan,79 8.26 6.98 7.88
Feb. 1.83 5.72 7.30
Her. -0.20 3.12 6.02
Apr. -1.50 3.21 5.52
Mey -3.69 -0.9 7 3.84
Jur.. -2.12 -1.16 2.21
Sul. *0.06 -0.77 3.10

0 AJi percentage changes are at seasonally 
adjusted compounded annual rates.

00 All parcener.je changes arm at not seasonally
adjusted enaval rates.

r

(W a ll S t r e e t  J o u r n a l )

FC I A u g . 3 1 /7 9  J u l y  3 1 /7 9  A u g .3 1 /7 8

+ 17.8%  fro m  Y e a r  a g o
„ „ „ 2 6 6 .1 6  

+ 7.5%  fro m  m o n th  a g o
2 4 7 .4 8  2 2 6 .0 0

A l b e r t  D. F r i e d b e r g

S ig n  o f  a  r e c e s s i o n  ?

T* A * A * * * A A * * A * A * * * * A * , iAA AAA A** A A A A A * * * * A * *
A l l  s t a t e m e n t s  m ade h e r e i n ,  w h i l e  n o t  g u a r a n t e e d ,  a r e  b a s e d  o n  i n f o r m a t i o n  
c o n s i d e r e d  r e l i a b l e  a n d  a r e  b e l i e v e d  by  u s  t o  b e  a c c u r a t e .
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-REPORT ON BUSINESS—
THE GLOBE AND MAIL. SATURDAY, SEPTEMBER 1, 1979

— =-------- U p d a t e ------------ i

. C O M P d O P iT I E S

Ontario moves to beef up legislation * 
protecting customer in futures market

By GEORGE McNAIR
One of the main points of crit­

icism by those Involved In or 
affected by the trading of 
commodity futures has been the 

Tack of legislation to regulate 
that trading.

That weakness will be a thing; 
of the past as Ontario Regula­
tion 430/79 under the Commodi­
ty Futures Act comes Into effect 
today .'

Preparation for this day has 
been going on for a year. Vari- 

*ous brokerage personnel who 
have not been registered or li­
cenced have been scurrying 
around to do so before the dead-* 
line and taking examinations 
where required.

Thirty-six firms had not. 
complied with the requirements, 
by Thursday and the commis­
sion has filed a notice of motion- 
to be heard next Thursday In the 
Supreme Court of Ontario' for 
failure to do so. **

After the hearing the parties 
could be forced to cease trading 
if still.not fully complying with 
the act, but the actions will be 
discontinued if they have done 
so. A period of 30 days' grace* 
will be allowed those firms that 
can demonstrate they have 
made a substantial effort to 
meet the requirements.

Everyone in the business of 
handling* the ventures of specu­
lators in commodity futures 
must be registered, licenced,, 
prove financial responsibility 
and adhere to strict trading 
regulations. ,

“ Customer protection is the 
theme of . the Act to Regulate 
Trading in Commodity Futures. 
Contracts," said David Walters, 
deputy director of commodities 
at the Ontario Securities Com­
mission. Actual policing or the 

• act will be carried out by the 
Toronto Stock Exchange.

Dealers must demonstrate* 
adequacy of capital by meeting 
the minimum of the net free 
capital requirements, must 

? maintain minimum personnel' 
** service, must have adequate 

insurance coverage and must 
Submit for approval their super­
visory procedures. The objec­
tive is to achieve a high stan­
dard in terms of serving Onta­
rio speculators In commodity 
futures, he said.

Legitimate hedgers In com­
modities are not included In this 
act — those defined as users or 
suppliers of commodities wha 
use the futures market for for­
ward pricing protection. They 
are not required to register, nor 
Is a dealer who handles only 

. hedging business. ’ ..

Different financial require­
ments are set for various cate- 

- gories of registrants. From now 
on every applicant for registra­
tion has to pass an examination ’ 
to determine knowledge of the 
business in which he would be 
involved. Many of those who 
have been In the business for 
certain lengths of time were not* 
required to take examinations;

The applicant for registration 
as a salesman, or as a dealer or 
officer of a registered dealer or ‘ 
registered adviser Is required to 
give the following information:

— Full disclosure of employ­
ment, business activities and 
residences, including periods of 
unemployment, for the full 15 
years before the date of applica­
tion;

— Whether the applicant or 
associates have been convicted 
or have outstanding any charg-. 
es under indictment in ar.y prov­
ince, stale or country;

— If ever a defendant or re­
spondent In any proceedings In 
any civil court anywhere in the 
world where fraud was alleged;

— If discharged by any em- ■ 
ployer for “cause;"
* — If ever declared bankrupt 
or made a voluntary assignment 
in bankruptcy;

— If ever refused a fidelity 
bond;

— If ever registered or li­
cenced In ar.y other capacity to 
deal with the public in any ca­
pacity, if ever refused registra­
tion or licencing or ever had 
them cancelled or suspended, if

-• ever used any other name in any 
such occupation (females must 
give their maiden name and any 
married names), if ev e r. a 

■ member of any commodity 
exchange, clearing-house, etc:, 
or if ever refused a membership 
or had it suspended.

Three character references at 
least are required, together with 
personal data as . to height, 
weight, date of birth, place of 
birth, social -insurance number,** 
efc., even marks such as scars 
or tattoos. This part of the re­
quirements is for the commis­
sion only, and not for the regis­
tered dealer or adviser.

Capitalization will vary ac- 
. cording to the concentration 

.factor of the customers' involve­
ment in trading markets, wheth­
er in gold, for Instance, or cop­
per or grains and oilseeds.

Monthly financial statements 
must be provided and any defi­
ciencies made up within five 
days.

The broker must check to 
make sure the client Is trading 
in a suitable area. As one man­
ager explained:. "Knowing your 

[client now comes Into play 
'under the. commodity trading

The main requirement Is that 
ail in the speculative field must 

. be registered after Sept. 1. * 
. “That will bring people out of 

the grey side of the business,*'
. another manager said.

The customer will still be on. 
his own as to responsibility for 
what advice he selects; he must 
choose the firm he thinks best. 
The advice he may get is an 

. opinion, which’may differ from 
broker to broker * about 
the same commodity at the 
same time. • * * ’

“The customer buvs the opin­
ion he likes and maxes his own 
decision," according to another 
manager.

Those in the business agree 
that seme customers are bard to 
deal with. Most of the buying 
and selling is by telephone ana 
brokerage firms require their 
personnel to read back each 
order to the client for approval. ■ 
The occasional client may try to 
welsh on what he Accepted when 
a trade goes the wrong way, but 
most of these can be-weeded out 
quickly and go to another broker . 
where they may try the same 
tactics.

Others have to be protected 
. by brokerage personnel, to keep 

them from getting In too heavily 
for their personality or resourc­
es. Some speculators think they 
have a measure of safety in the 
variety of contracts they hold a t 
one time. But all or most of 
these could go wrong the same 
day.

Most brokers will do their 
best to drop clients who are poor 
losers, for in commodity trading 
losses are common and the bat­
tle J s  to keep* them as low as 
possible, awaiting a good profit 
to come along that often can 
cover the losses by a. wide 
margin. That is where the per­
sonality comes in.

Advertising by . brokers* 
cor.oes under scrutiny under the 
act and changes may be re­
quited or the ad banned alto- 
gesher if necessary.

Complaints can be made to 
the commission by traders If 
they believe they have been 
victims of questionable practlc- 
es or treatment in the handling 
of their trading.

****** *** *«* . * * * .

As o f  S e p . 1 s t ,  1 9 7 9 , t h e r e  a r e  o n l y  f i v e  c o m p a n ie s  t h a t  h a v e  m e t  
a l l  t h e  f i l i n g  r e q u i r e m e n t s  f o r  r e g i s t r a t i o n  -  M id la n d - D o h e r ty  L td  
Y o rk to n  S e c u r i t i e s  I n c , ,  M e r i t  I n v e s t m e n t  C o r p . L t d , ,
t i e s  o f  C a n a d a , a n d  F r i e d b e r g  M e r c a n t i l e  G ro u p .


