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Substitution, Diversification ané Convertibility S

. A New ( 014 ) Proposal Oct. 3rd, 1979

. % what basis? Jctually, it is &42ficult to cmrinqo in this -

regard eny other standard than gold. Yes, gold, vhich doas - -

not changs in nature, vhich can be mads into bars, ingots or :

coins, which has no natfonality, which is constdered, in 21l

places znd at all times, the Lmxutedble and fiducilary valus - . coe
. par excellence, Purtherore, despits all that it was possihle o
. t0.4iragine, say, write or do in thas nidst of major aventg,. it . st

iz a fact that even today no currsncy has any valus excapt by -

. direct or indiract rslation to gold, rxeal or supposed. * R

Charles des Caulle .: - -

® A substitution account, properly designed, would offer a .
. nuzbar of attractions for the financial ccmmunity in genersl., ~ ~ ' ° oL
— The SDR ... i3 a divarsified instrumant, inhersntly involving - = o . .
[ less risk than holdings of a single national currsncy. The ~ - R ) .
: sxistance of a substitution account would thus provids an oo e

internationally sanctioned, nondisruptive means for countrias '~ -
to achieve a rore diversifisd and stahle ressrve positica T
without hzving to hold a nucber of Antional currancies. And :
{rolementation of an account would give {=portant dirsction .
for ths futurs as a concrets rove towards widar use of a fully
intornational assat - the SDR = rathar than allowing us to
fall by default into an unrogulatad multiple currency systea °

Jnthony Solozon, U.S., Treaswxy

The unlimited sbsorption of U.S. financial assets on What xrs the real fssues ? In léno with sccs of

* ', the part of foralgn central bsrke haz come to an end. our previous rszarks, e can discern four basic pointm
It was only a quastion of raspect, tinme and patience. 1) ssttlement of 1iabilitlex; 2) Disposal em the part
Por »o long as U.§. balance of payments® deficits wexe of foreign central hanks of U.S, dollsrs in an orderly - .
of a modest magnitude, foreign cantral banks acquiesced fxshion, {.e. diversification; 3) Pinancial ru;cn-!-b.l—
in thedir accculation of U.S, dollarx in the intersst of lity and a last & least 4) Liquidity neods.’
world liquidity (growing vorld trada roquired a - .
purallel grovth of internztional means of paymoats). . . :
As the deficits rounted froma trickle to a flood, foreign The first point, settlement of 1isbilities, is
coatral berks acquiesced in their further accwmlation crucial. If the backing for pipar mobay is more papar .

of U.S. dollar out of respect for the acknowledged - .- wOmsy, then interposing another layzr of papar ronay (sDrs) .

leader of tha Fres World. But with the course of time . ~ which Ls backed by nothing but thin sir and valued A
and tha desonstrated lack of politicel snd economie by recurring to a tasket of rore papar monay (Mjo: :
leadarship, patience ran thin. Small and medira-sited global currencies) backed by nothing bat natd l L.
Centrgl Eanks becane sdept at the intricate techniques goolwill = between the dsbtor (tha U.S.) and tha - .
of wimirzing portfolio returnz. Duzping of U.S. § creditors (foreign cantral benks) Ll monqh to cause .
ar.  ddvarsifiéation becama a key concern to enough naurotic nightmares. .. . R .
of2icial institutions that Deutschermark boldings . o N A .
{ncreasad froa a nare 2.1V of totel reserves in 1870° . ) . . L - o
to approximately 10V ut nid-1379, Afmitcedly, the : The second objective, divaxaulcn.tion,.ﬁ not . . .
collective ensechle of fo:-iq:“cmtxul mh;h “z:ua ate e, T be s < reaat, come e
nat buyers of U.8, dollars, but, as we have po | tainable. cone {rahl ¢ » L
out in carlier occasions, the markatplace = by re= . . :::thb;o.:"“g‘; :f"-'! fa:i their ﬂ:nlb-hl return,
veluing gold = forced upon the larger central benks 9 ppreciation (or, at lcast, pre- .

cort of diveras{ficatica.  As s proportion of total sarvation of purchasing power )} end marketability,
Lz - od pri ) Since interast on SDRs iz bazed on fiat allocation
world rescrves, gold (at marks® rslatsd prices) ross its sutomtic multip)ication seen the soppl ]
from39.6 % at end of 1970 to 47.1 \ by Md-u;’. . of vic a vis other ‘-’.\-h. aking u;:: Y )
Excloding the 0.8.., the proporticn increased from ir.crsmuhxinaly Tese va.lua.bmlc cmm Y o som
32.9 \ tO J36.2%. Clenrly, diversification out of tire,

D.5. &ollars was proceeding even asong those official. iz not »ade & desirabla portfolio altarnative

{good return and wvorld wide zarketability) and
institutions that 14 not engage in duping. convarsion {nto the substiturisa account ia >ads

cczpulsory, forsign contral anks will stop

What wes thare to do vith ths increasing and ever : scomulating U.S, dollars (for fear of having to .
accalerating flood of unwvacted dollars ? Tha prohlem c:"m then into worss paper) and equilibriva . v
vas recogmirsd intalleccturlly as carly as 1943 (Xeynas® adjustments would ba forced on the pTivate ssctor, «
Intarcationsl Clezring Dnion) 238 vigorously demcnstrated :':?13"—"'9 a sharp fall of the 0.5, dollar. Morsover,
by Robart Triffin in 1962, Not untdl 197, and aftar - y shoulé the D ba more generous than its manbers in
Rixen cloced the Gold Window, &i4 it dawn on foreig:m terns of procrastineting vith {t3 ésmands that
central bankers ths urgency of tha rituation. The - the U.3. settls these Collirs cr ]:ut.lu bouse
revly crasted SPRS were taunted as the {deal wuhicls to ° in °"'d‘f ? ° Clearly, the membars®  “gadn” is
use for xzutst{tuting unwanted U.5. dollar claims, the INF's lo3s, a fantastic form of circelar
Torm 1972 to 1974, 4n a saries of INF mestings, kigh rezsoning., ¥hich brings us to the third point,
le oZficers agcnirel ovar the pochanica of subatitc- - . financial responzibility. The U.S. rsluctance
tic ,who was to bsar tha forsign exchange risks of ¢he: @, . T0 accept the foreign aexchinge risk of a rising

! pew STPs, interast rate of the naw IDR, compulsory R EDR vis a vis ths 0.8, dollzr iz well Xnown,
" accaptance of SDRS, znd 30 on. The desire for Reform Since a rising SDR/US dollar "tb:—"iﬂ rate can
.. was furtbar cocplicated by Third World Nations' . M’-Yb‘:i:; .:-.A.::.:i:c:; :oﬁ;;ﬁnm:;::{v‘:v::;
desire to participate in this SDR benanza (a form of | ogans .
- seignicregs).Tha weotirgs .failed to reach & consoncus, * tha génsral IMF mambarship shculd be exda to bear
! A new atterpt s prou.ntly undexrvay in  Bolgrada. any such 1°”‘"7

- . . .
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. SDPs ware oriqimuycone-&vud as pr - M

reserve assets that would expand world liquidity

[N
without ths dismadvantage of creating distrust of \

the {zsuar (such as the U.5. and its dol‘.lnz).-'-k”—"“ e

A look at the record” indicatas no such lack ot'
liquidity. In the 1968-1978 dacade, World ® .

{  orts grew by 444\ while World Reserves "(vnlul.ng
‘Yesd at markot ralated prices) grew by no leas
then 604%. Worldwids liquidity vwas being created b
much’ fastsr, than trade peeds, a far cry from thou .
who fuared a cloking intsrnational trads if the
,U.5. vas not allowod (!) to continue ita deficits.

In sim, the EDR Substitution Account is a
childish chizora with absolutely no chances of
sn.rvivAl past the initial stagee of euphorial
Suffice it to say Uut nine ycars latar and
deopite all the biy “£do about internstional
monetAry progrexs, SDRs represent just slightly
ovar US$ 16 billion, a mere 2.7% of World ‘...
Reserves and equal to a §$ 16/0z rove in gold .
prices, a rathar commonplace daily occurrence 2%

But all i not hopeless. The mrkatplacl, .

in its unfathomable wisdom, has invented a aolution )
Simply stated, it msuggests a return to a modified
international gold stardard. It would work as Zollows:
the U.8., recognizing an accomplished fact, rosunas

international convartibility of U.S. dollars into gold * -

at a prics not substantially higher than the recent
highs, i.a. somewhers between $450 and $550/0x. At such'

a price, the U.S. would be able to “redeem” its net
external liabilities which can variocusly be calcilated -°

e

af- stween $55 billion and $120 billion (depending om
wh. .nar one uses thort term or long term claims and-
1iabilities as well asx Contral Banks only or Central °*

Banks and other Banks and Foreignars, as classified ™ vaozy 3o

by the INF). At the upper figuze, full convartidbilit
can be handled with a $450/0z price -(§120 billion = 267"
million ounces). We would recormend a $50-100/ocg -~
premium so as to instill ernough confidence on the part -
of official U.S. dollar holders & precl\:d. a wholesals -~
xush to the Gold Window. . . 0.

2 .

Two objections present themselves. TFirst, it is
argued that U.S. liabilities easily exceed §500. , . . -.
billion if one includes Eurodollars which, Jcolorfully, =
ere °slusking around' the world. 1If trun, 22 § S
convart!bility would only be achieved at’ approx. .-
$1900/cz, * Eince this. figures is not only totally ..
absurd { in terms of commodity valus and long term - .,
purchasing power ) but . unrealistic ( in terms of
persent rarket price and what it {mplies for
a U.S. face-saving option), convertibility schemes
are thrown out the window without further thought.
Forturmtely, the ug\mcnt is npeciout. vaiAees et

eac % Iwsed A-'.!—n STRI L M 7

1n"the !an: pleca, why count i sluahi.ng' Furodollar 3
and ignore dmstic Ceposits of vell in excass of 1.5 e O
trillion? Ths ansver i{s sizply that private U.S.° ‘dollars
are villingly beld by private holders for a v-aria'ty of
re .- os, l.e. financial return, transaction and liquidlty.r
re,.irw&nts, etc. Tha stock of money in privates hands, "
at any one time, is always in equilibrium via the workings

of the interest rate mechanism& the foreign exchange markst.

A private holder of money cannot be compslled to .main-.
tain dollars - if the ratm—n h ‘not financially (ox psy=
chologically) rewaxding, ha demands a higher rate.of .rno *:.
return. Alternatively,” he salls them for goods, services .

or foreign exc)nrgd.’ 'It 1: then, c]au:haf. thers is no "-+- (L

such thing as a dollax™ ‘surplus or overhanq in private
hands. As a result, if financially sound policies are _—
followed private 6ollu holdars would not only pot .. -
exchange their dollars for gold but might duxp t.helr._.'. e
bullion unto the laps of the U.S. Treasury, seeking. r. S
‘fertile dollars'.  Clearly, _Eurodollars and/ar . -1 v, .
donmestic dollars should create no convertibility -
rroblems end only Central Banks .holdings have to be I
conputed for sett]er.:-nt gurpoaol. T :
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e The nconﬁ objoctlon to our convartibnity plan
is somovhat stronger. The international gold
standard, svan aftar its 1922 modification, suffered
from a telling woakneas s a fixed 90].4 price in an
hthr.ionn'y world vas a diminishing ‘" intarnational
‘At some point‘in the futare, and given ths
fact that we no longer hive a domostic .gold standard -

1 "
IS

~~emres—=———-— And therefore ths poscibility of achieving zaros'': -:. »“- I

inflation ovur tha' long run, gold vslued at §450-500 ~
- /or would oncs again not suffice to ‘redeex’' axtsrnal
claims on the U.5. and,in tize, a new crisis would azupt,

Having thought of thh argurwent, we ‘had no

recourse but to compromiss. ¥Whatever price ths U.S.
adopted in its initial bid for Acllar convertibility,
monthly cost-of-living adjustmonts would be mada.
Were we to experience a 1979-style inflation undar the
modified international gold standard, gold would ba
revalued monthly by about 18. Thus, gold holdings,
in thair capacity of world reserves, would navar
shrink and creats renewed liquidity concarns, a la
1950's ‘style. ¥hile this conthly adjustment would
sanction U.8. inflation, it would not allow the U.S.
to inflate faster than its main trading partners
lost 1t failed to satisfy its increasing dollar
1iabilities. Purthermors, in ordar to stave off
frequent and largs redemptions, U.S. ponetary policy
would bave to ba tight enough to create positive rates
of return. Since a positive rate of return by
éafinition exceeds actual and expected inflation rates,
thare would be no incentive to cash in dollars for
gold- (which will be appreciating at ‘only' the rate of
inflation).’ A persistent policy of positive rates of
return would bring about another desired result 3 a
"'Iunn!.nq ‘of infhticn and a better. allocation of

xnouxcn. et

fe ...ﬂ-\ et

.- mes N2

2*:%. paising the o!tic.hl price of gold in order to
resums - convartibility is an act of a

. +"debtor. Accepting the market's verdict that, in

*:* fact, we have been bankrupt (along with the
Germans and the Swiss) for a good many years, is an

. act of political courags that may gain the U.5. a new
prestige. It will also gain the World the least
inflationary and most realistic alternative for a
return to conetary sanity.

Raprinted from Cozmodity R-sogxch: Bureau,. InC...._ -
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How to profit from the

It may sound absurd, but silver prices have already
‘topped out'. That is, while prices may Yet move
higher than the receant $18.50/0z and could conceivably
reach the $20-§25/ox area, the squeeze is over,

A careful look at tha adjoining charts tells why.
In the firat place, total Comex and Chicago warehouse
stocks reached their nadir in tha March-April period,
after a persistent 8-months' long depletion that saw
total net withdrawals of approximately 32 million
ounces. Irrespactive of tha destination of this
silver ( but mindful that it could have meraly been
transfexred to private facilities and can easily re~
surface again), the all important visible supplies
of silver were drawn down to levels which were
valued then at just $750-800 million. The market
was quite vulnerable to cornering attempts by
wealthy private investors. As the spectacular
advance gathered spaed, this posaibility gained
gredence : a vetaeran Comax broker was accumulating
a heavy line on behalf of unidentified Mid-East
buyers. A look at chart 2 ' reveals that
ever since Sept. 78, silver futures no longer
covered full ‘carrying chargas' and that, in fact,
a premium was being paid to holders of the Spot
commodity. Lucky owners of the matal could sell
their actuals, invest their proceeds in the money
market and purchase back their metal in the more
forward positions. By early September, this arbitrage
yileldad an immensely profitable 7 1/2\ return, risk free.
The owner was just giving up tha convenience of holding '
__the metal in his own backyard.

This phenomenal incentive to 'lend' actual supplies
to the market, did wonders for the level of visible
supplies. From a record low level of 104,615M oz.
in Apr.9/79 registered warehouse stocks have increased
to date by over 10 million ouncea. Tha advance has been
fairly uninterrupted and as sharp as the drawdown while
the convenience yield remains at an exceptiomlly
favorable 5 1/2% auguring well for further substantial
increases. Furthermore, at present levels, visible
supplies represent just over $2 billion, a considerably
larger bite for those intent cornering the market.

1t is worthwhile pointing out that worldwide con-
sumption of silver has fallen considerably since 1973
when it hit an all-time high of 478 million ounces
(excluding coinage). The 90 million ounces's drop
in usage was obviously due to ths enoxrmous appreciation
of silver relative to other goods, which began in 1973.
This relative overvalution has been sustained via
non-industrial and investment-oriented purchases and,
of late, has become all the more glaring. Another
substantial drop in industrial demand, associated with
higher rates of recovery (Eastman Xodak, the world's
largest single user of silver, recovers over 25 million
ounces yearly or 30V of its needs) and substantially
higher production rates in areas such as Mexico where
pure silver is mined, may easily add 100-200 million
—~ounces to world supplies over the coming months with
. istinctively bearish effects on the market.

STRATEGY : In view of the fact that the market may
still move higher in the very short term, we would
short this market via the SPREADS.

Ovar the coming weeks and months, supplies will begin
to show up in increasing amounts, a rasult of the
negative convenience yleld. Eventually, spot prices
will eage relative to forward levels bringing the market
back to normal ‘carrying levels'. It is this opportunity
that we would like to exploit. With May '80-May '81 at
s silly 65¢-70¢ (or 3.5\ per annum), we recommend buying
May ‘'Sl and selling May '80. Tha spread should eventually
widen to reflect the prevailing cost of money ( & storage).

Depending on what absolute level the market reaches
full contango (carrying charges), the spread should
widen to a minimum of $1.50/0x and perhaps as much
as §2.10/0x.

Margin required : USS 7,500; risk = $2,500 (using
stop at 20¢); reward = §$7,250.00.

coming collapse of Silver
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S | British Pound

Spot:1218.42 Dec.79:217.95 Mar.80:1217.60 Jun.'80:217.25

( A strange realization of potential labor

- problem dawned on market participants towards
mid-September, probably accentuated by the strident BR/YEN
noise emanating from the’famous minars', Strange 510 510
because tha market already discounted once this
possibility in late July and a market never discounts
twice the same avents. Fears of substantially
inflationary labor settlements will ba found
wanting, in our opinion.

We are feeling uncomfortazble with thes atill- ..
robust rate of monetary expansion shown by M3
and the DCE. The poor reception given to f r

500 —4 500

recent Treacury borrowings inCicates that rates
mway yet have to ta upped, lest wonetary targets n
be violated. The simultanecous increasa in the 490 !
MLR to 15%r 15 1/2% coupled with the rcmoval of {

the corset may be Britain's best alternative in
cotiing months.

In spita of the sharp deterioration experienced
in relative interest rates, we remain confident of
the covernmeat's intention to maintain monetary 480 V

&
[
o

discipline.

Continue to hold long BP/Short YEN straddle,
£irst recommended in early Septeumber (see arrow in
adjoining chart). . The mid-Septembar deterioration
has been reversed and we expect the ratio to 470 | I | 11 | 1 _Jaz0
( continue the long term BP bull markat. 3 1017 2431 7 1421 28 5
\ August *'79  September '79

.

CURRENCIEST cammzi POUND BEE, 1073 Cul. us - .
piaead | T | |+ J L ¥
tire IR} .

i T BP/DM :
i i o | 1 430 / 430

(REER | : . "

A TH A 420 A 420
1 AL " ‘
' { F}. [i] 410 \

ALK : g a10
‘;i !l IR J P ;L | o \V )

il ' . .

- Hi x| |400 400 ,
TR . T | 390 390

’ f'\ 1 [ld
3 d ‘H;‘ "" i i s / \/
' P E 1 Y I | .

I i;lbhj f : I 1 380 / 380
i T N
‘ l' { 370 | 370
AL | i .
iyl ,..m.-..'n.'.,'\,u cH T

F LA A 'f\; PILE1%%° 2623027 1 29 3 31 28 o0

1 Mﬂﬁé}&:-g ‘&hm&l F;lg::lguar. Apr. May Jun. Jul. Aug. Sep.

nn-’.

'1 Avo | "'1 ot
Reprinted from Co;;:aodity Research Bureau, Inc.

visible Curxent oil Food FT
Bzlance? Balance Balance M1* M3* DCE Reserves MLR Index Comdty
1978 --= (hbn) (tbn) (6M4) (=) US$bln )
2nd Qtr. -0.2 40.2 -£14 10.1 15.0 +2,800 16.75 10. 203.8 242.27
3rd Qtr. -0.4 40.2 ~501 17.2 8.1 + 572 16.55 10. 206.2 253.74
4th Qtr. 0.0 40.4 ~480 14.9 12,0 41,774 15.77 12 172 208.0 257.69
1979 ---
1st Qtr. -1.6 ~-1.2 -237 7.6 9.4 41,521 16.78 13 218.8 268.83
2nd Qtr. -1.1 -1.1 -210 9.7 17.2 +2,708 21.69 14 225.2 293.55
Feb. -0.8 -0.6 - 78 17.6 20.0 +1,057 16.62 14 218.7 267.36
Mar. -0.7 -0.5 ~ 97 7.6 9.4 -~ 321 17.45 13 220.2 268.83
Apr. ~0.3 -0.3 -114 16.8 6.4 4+ 825 21.47 12 221.6 277.11
May -0.4 -0.4 - 54 13.8 8.1 + 996 , 21.53 12 224.0 279.20
Jun. ~0.3 -0.3 - 42 9.7 17.2  + 837 22,07 14 230.0 293.55
Jul. 0.0 +0.0 - 41 7.1 14,3+ 442 23.49 14 231.2 278.92
[ Aug. -0.1 -0.1 -123 5.9 12.0 41,065 23.30 ) 231.8 290.04
22,75(Sept)

*Three months' growth at annucl rata. Source: Pinancial Times
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British Pound

-—- continued --{>

Open Interest (Sep.28/79 ): 6,312
‘Dafly Volume (Sep.28/79 ): 2,167
Contract Size : BP 25,000.00

Approx. USS 1 US 55,750.00

Minimum Fluctuation :.00050($12.50)
Daily Limit(Normal) :.05($§1,250.00)
Margin Required : US$ 3,500,00
Commissions : USS 55.00
Trading FRours :8:23 am - 1:23 pa
Delivery Months : Mar.,Jun.,Sep.,Dec.

Canadian Dollar

. Spot: 86.07 Dec.79: 86.20 Mar,.80:

Euphoric projections of recent oil and gas dis-
coveriesturnad speculative sentiment towards the
CD§, enabling it to make four-months' highs. The
upward trend is being resisted by the Bank of
Canada with the consequent tou:th monthly gain
in monetary assets,

This type of intervention will not prove
particularly useful for it (a) increases the
monetary base and (b) increases the government's
net financing requiremants including foreign
exchange financing., The latter development
may necessitate soma substantial increases in
interest rates as ths government sets itself
against privata sactor credit demands. The
result ¢ either crowding out or a run on the

» government as CSB's are allowed to mature. The
public sector ia out of control; unless sizeable
cuts are made, a financial crisis is not far off.

As suggestad last month, the move above 86.00
basis December '79 was an indication that,
temporarily, short positions should bs closed.
For those who insist on taking a position, buy
Dacember '79 CD$ at market, placing stops at
85.60, close only.

Balance General Money Supply **

B6.45 Jun.'80: B6.65

Open Interest (sep.268/79) : 14,907
baily volume (sep,28/79) : 5,070
Contract Size: CD$100,000.00
Approx. US$ : US 86,000.00
Minimum Fluctuation : .00010($10.00)
Daily Limit(Normal) : .0075($750.00)
Margin Required : USS 2,000.00
Commissions : USS 55.00
Trading Hours : 8:2lam-1:21 pm
Delivery Months :Mar.,Jun. +Sep. ,Dec,

{ - n T T “'.
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Reprinted from Commodity Research Bureau, Inc.

of Bank Total Int'l Food Unemployment
Trade Loang*+ Ml Mlb M2 M3 Liabilities** Reserves C.P.I#* Index** S.A. N.S.A.
1979--= (M1n §) {Bln us$)
Apr. 115 16.55 7.96 5.31 14.38 17.58 16.4 5.14 9.75 16.52 7.9 8.6
May 216 18.32 8.51 6.26 15.22 20.03 16.98 4.08 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. 7 20.84 8.47 6.49 16,02 20.72 4.28 7.26 13.64 7.2 6,8
aug. =141 21.44  8.67 6,83 16.98 20,63 4.51 8.44 10,00 7,2 6.6
1978 --~ .
Aug. 175 11.60 11.36 10.95 11.13 14.70 13.82 4,19 9,42 17.84 8.5 7.7
** Year-over-year \ change.
Spot: 56.87 Dec.79: 57.44 Mar.80: 58.22 Jun, ‘80 48.?2
Open Interest (Sep.28/79 ): 12,727
Daily rolume (Sep.28/79 ): 3,364

Commercial accounts only may retain long
positions, raising stops to 56.00, basis
December '79, close only.

Balance Balance
of of Money **

Trade Paym't Supply W.P I 4
79 - ( Mln Marks )
Apr. 3,330 1,350 10.89 5.79
May 2,000 - 300 6.18
Jun. 1,730 -3,200r 11.08
Jul. 607 ~2,080 9,46
Aug. 976 ~2,900 8,65
78 -—

Nge +3,120 + 800 20.6 .01

{

'Year-over-year § change.

t Monetary Reserves (Bln Marks):
9.6(1/9), 90.7(8/9), 94.5(14/9), 98,1(21/9), 99.1(28/9)

‘Cost
of

Living

3.53
3.65
3.91
4.58
4,92
5,27{Sep)

2,38

Contract S ze : DM 125,000.00
Approx. US§ :US§ 71,000.00

Minimum Fluctuation : .00010($12.50)
Paily Limit(Normal) ¥ .010($§1,250.00)
Margin Required : UST 4,000.00
Comuissions :US§ 55.00

Trading Hours : 8:19 am - 1:19 pm
Lelivery Morths :¥Mar.,Jun.,Sep., Dec.

l— N R R O S AN R K S
Uneme ; I .
Ploym't ]
rate |}
3.8 u ) ™)
3.4 1 1
3.3 ‘l i ] A : i
3.8 4 LT ; 1y TR/ oy
: LT A AT
3.5 La \}‘ l" Iy
! [RKST*Y)
4.0 :_.r H ' | e :
L IR 1.1 .A4 o
.\ ‘."“"‘,‘3""‘;7' VINERRERIN "
il i LA
ST , L1
U P
. Nnéﬂ;dhﬁ" ALY |
'...‘“ Lo { -y I' “ M'1 A st

Reprinued Srom Co.onodi ty Roreuch Bureauw, Inc.
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Remain short Yen versus long BP.

Japanese Yen _.

Spot: 44.58 Dec.79: 45.15 Mar.80¢ 45.73 Jun.'80: 46.2%

Look for

the Yen to stabilize at the 240 ¥/Dollar level,
approximately 41.70 basis December ‘79,

Cover short on move above 45.50,

‘Open Interest(Sep.28/79 ):

close only,

5,372

Daily Volume (Sep.28/79 ): 2,206

Contract Size : Yen 12,500,000.00

$ 56,000.00
Ninimum Fluctuation :..0000010($12.50)

Daily Limit(Normal) : .0001($1,250.00)
Margin Required : USS 3,750.00

Commissions : USS 55.00
Trading Hours : 8:25 am - 1:25 pm
Delivery Nonths:Mar.,Jun.,Sep.,Dec.

Approx. US$

h

4

S e
-] -APARELL YER BEC. 1970-CHI,

o
__-—a_' ".

iR )

T I Rl B W

“Raprinted from Commodity Research Bureau, Ine.

» s

Balance Balance of Paym't (M1)
of Overall Current Money Unem-
1979—m Tradse Account  Account Supply** Reserves W.P.1.** Ployment
’ ( Mln Us$ ) . {Mln uss$) s
Npx. +510 -2,970 -258 18.18 26,110 2.18 2,19
May + 53 - 754 -828 17.22 24,190 3.50 2.01
Jun. 41,110 - 380 +120 9,92 24,980 5.23 2.01-
Jul. 197 -1,000 +878 9.44 25,120 8.26 2,26
Aug. = 670 - 370 -1,530 25,170 10.94 2,23
1978---
Aug. +1,990 + 346 41,250 11.7 29,200 ~3.65 2.34
s 4% Year-over-year M Change
SWi Franc
Spot: 63.37 Dec.79t 64.77 Mar.80: 66.66 Jun.'80: 68.10
Balance
Commercial accounts (only) may remain long, of Unem-
raising stops to 64.00 basis December ‘79, Trade W.P.I.** ploym't
close only.
1979 ——= (Mln sF)
Apr. - 300 2.09 0.4
May - 219 3.13 0.4
Open Interest{ Sep.28/79): 14,546 Jun - 78r .83 0.3
Daily Volums( Sep.28/79)' 2,578 Jul. - 586 4.2 0.3
Contract Size: SFr 125,000.00 Aug. - 667 4.9 0.3
Approx. US$ : § 80,000.00 1978 ——- . -
Minimum Fluctuation : .00010 ($12.50) Aug. + 156 1.5 0.3

Daily Limit (Normal): .0150(S1,875.00)
Margin Required : US$ 5,000.00
Commissions : USS 55.00

Trading Hours : 8:15 am - 1:15 pa
Delivery Months: Mar.,Jun.,Sep.,Dec.

** Year-over-year \ change.

Weekly Resexves(Bln SF) ---

22.37

(30/8),

] n

§! L’l‘ \.J,mf‘ !‘", Ty, |
] i ! TTbM
J ! ”';-'-“~f-="~'~ ¢ e
111! ! BERLE i -
LA N ML [

21.39(10/9), 21.92(20/9), 24.83{30/9)
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-.1 T s AAE, “. | l l"m
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| UL,

¥ | | I
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f H?Il‘ ¥ . . i .

‘~ l r#‘_ﬁ AL '\HI .

i i, LA
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' ol -hﬁh Sl NERN
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London Euro Depositas

Sep.7 Sep.14
BP - 1 mo. 13 5/8 14 1/4
3 13 3/4 14 3/8
6 13 3/4 14 38
12 13 5/8 13 7/8
cps 1 11 7/8 11 s/8
3 12 3726 12 1/8
6 12 174 12 3716
12 12 1/8 11 15/16
oM 1 7 3/8 71/4
3 7 9/16 7 3/8
6 7 3/4 7 S/8
12 7 13/16 7 5/8
sr 1 2 7716 1 15716
3 2 172 2 3716
6 318 2 3/4
12 3 1/4 2 3/4

Reprinted from Commodity Research Bureau, Inc.
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: NMexican Peso

Spo:x' 43.88 Doc.79: 42.91 Mar.80: 41.88 Jun.'80: 40.85 Sep.80: 139.75

MP Forward Discounts

Interest Rates

( ~

Futures

Monetary aggregates continue to accelerate with
the Monetary Base showing an annualizedll.9% rate
of growth, adjusted Federal Reserve Credit a 14.4%
rate, Ml a 10.1% gain and M2 a 12.7% increment.
These figures (for the two most recent months as
well ag the latest 6 months)substantially exceed
self-imposed targets, making a mockery out of
monetary discipline.

At the risk of sounding boring, we will repeat
#hat we have been saying for the past few years:
small 1/4 and 1/2% increases in FPed Funds will not
do the job. If the Fed insists on following an
interest rate target, it must leapfrog the market
dramatically, i.e. a 1 1/2 to 2 percentage point
increase.

with the 1980 election nearing and the dollar
under heavy pressure, it is difficult to predict
what is politically more expedient - fearing
recession, a continuation of present policies and
eventual rates of 15-180 or fearing inflation and
the dollar drop, a dramatic increase in the
Discount Rate (or Fed Funds), with the result that
rates, particularly long term ones, begin to ease
as soon as the move is accomplished.

In climactic fashion, the GNMA & U.S. Treasury
Bond markets are groping for a bottom. Our
shortcovering recommendation last month proved a
bit premature, although when viewed against original
short positions taken in 1977 (then also premature),
the differences are pardonable.

The T. Bill recommendation, on the other
hand, proved extremely rewarding. Having gone
long at 90.50 and lower ( -see chart), a
‘respectable’ profit (at lease $2500, or 100%
on invested capital) appeared just two weeks
laterimuch sooner than our 60 day forecast).

Remain sidelined of all interest rates
futures instruments. Should the Fed announce
a credible dollar rescue plan ( a very substantial
increase in the Discount Rate plus, perhaps,
a resunption of substantial sales of DN & SF
denondnated Carter bonds which will lift
pressure off the domestic bond market), long
positions may be taken in March ‘B0 GNMA's,
March ‘80 U.S. Treasury Bonds and June '80
Treasury Bills.

(

Dec'79 Mar'so Jun' 80 Sep'80 Dec'80
Spot 11.33 10.71 10.63 10.87 10.48
'.;:c:79 - 10.21 10.34 10.74 10.31
‘Jn:':g 10.47 11.00 10.34
Jun! 11.5¢  10.28
Sep'80 9.03
Jdec'80 )

o "

- llll. ”Il 1988.col.
Qs dyatea

e - e sate

A]. ;.

13-Week)

EHT]

Mar'gl

10.37
10.21
10.21
10.12
9.42
9.82

Open Intsrest {5.9,23/79)8 3,639

Daily Vdlume (ge 23/79 2 3107
Contract Size : )& 1,000, 000 oa
Approx.US$ : US 42,000,00

Minimum Fluctuation s .00001 (US$10.00)
Daily Limit(Normal) : .0015 ($1,500.00)

Trading Hours : 8:15 am-1:17 pm
Margin Required .: US§ 5,000.00
Commissions ¢ USS 55.00

Delivery Months : Mar.,Jun.,Sep.,Dec.

Settle Yield Treasury Bonds U.S.
= 16.769 Dec §7-14  9.405
81-24 10.797 Mar'80 87-11 .9.417
81-22 10.808 Jun 87-08 9.428
81-20 10.819 Sept 87-06 9.436
81-12 10.864 Dec 87-02 9.452
81-03 10.915 Mar'Bl 86-30 9.467
80~-26 10.966 June 86-27 9.479
80~-17 11l.017 Sept 86-24 9.491
80-~09 11.063 Dec 86-21 9.503
89-01 11.109 Mar's2 86~-18 9.522
79-25 11.156 June 86-15 9.526
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Potpourni

The Meat complex looks cheap and may =X T 3 SIINEIEN R TN
represent one of the finest investment hedges ... N | 7|Ifl}vl : it n-"n'!-.!':-" T 14 4
leng wheat, short soybeans, particularly in a '

4-3 ratio should prove very rewarding... H _;"u". . SNEER REREANS -
short sugar, on a scale up, with impunity; place stops IRRAN ¥ ERRNERE 1T i‘

at 15,00 basis March '80 (in case of disaster) ...

jcocoa behaving well, long poaitions should be added... T %‘ﬂl&

mi:ntain financially prudent long gold positions;
as mentioned last month, increased U,.S. Treasury J

salas aze in the offing and a substantial $8C/oz

drop is cnvisioned from any high point ... :

0 I T T v P S 1A_n un: | oo I we]

' Short Copper positions could have resilted at bast e — TR et T
in a 400-600 points profit and at worse a 250 points QPP[R BEC. 1973-K.Y. ! 14,
- loss; stand aside. ¢ m“"l‘{ﬁl'!,-’ 100 POINT j
1 ln
» CAYTLE {LWE BECF) 0CT. 1970-Chl} - ; o5
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Reprinted from Commodity Resesrch Bureau, Inc.’ ] ! j' ! T “;Q .
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' * Tax planning season has
* begun. If you've enjoyed
* substantial realized gains .
* during the course of 1979,
L
x
*
*

ask to speak to one of our
registered representatives.
He will advise you of ways w

to minimize the tax incidence.*
XY KRR KRARREARRARRAKARKRAARRRRRKRAARAN

* % % » % »

*l FCI Sep.79 Aug.79 Sep.78

l 270.97 266.16 236.0
! + 1.81 % from month ago
= +14.82 &% from year ago

Albert D, Friedbexrg

*kx * %k E 2 3] L2 1] kh® kkk Rk® RAk

rhk Rk we Rk RkR "ok khkk *AR
All statements wade herein, while not guaranteed, are based on information considered
reliable and are believed by us to be accurate.




