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 Since the last FOMC meeting, dollar rates have fluctuated widely in line with 

changing market sentiment.  Following the dollar’s rebound in April and early May, 

during which the dollar rose by 7 percent against the mark, 5 percent against the yen, and 

12 percent against the Swiss franc, the market began to look for signals from the 

authorities on how far the rates might be permitted to go.  By then the market was aware 

of the sizable amounts of marks being pulled out of the market by the Bundesbank, 

through the capital export conversion program, and, by inference, by ourselves as our 

swap repayments showed up as decreases in German reserves.  Just after the FOMC, 

remarks by Dr. Emminger of the Bundesbank were misinterpretated as suggesting that 

the Bundesbank viewed the dollar’s rise as threatening to be excessive.  At the same time 

interest rates in the United States leveled off. 

 In this more tentative atmosphere, a spate of bad news in late May tipped the 

balance of the market against the dollar.  These included the release of another large trade 

deficit for the United States in April, compared with continuing large trade surpluses for 

Japan and Germany, along with several indicators confirming the worsening of the price 

picture here as against trends elsewhere.  Market participants were also treated to some 

grim forecasts by the OECD on relative rates of growth, price inflation, and trade 

balances.  Moreover, several economists from the U.S. private sector made headlines in 

speeches in Europe, arguing that there should be a big cut in dollar exchanges rates or 

that the United States should impose controls on capital flows. 



 By early June, the dollar had dropped off 3 percent against the mark, 5 percent 

against the Swiss franc, and began to slip back against the yen.  Nevertheless, except for 

a few days, the dollar’s retreat was generally orderly, and the Desk intervened on only 

two occasions, in the amount of $74 million, out of balances, split with the Treasury.  

Otherwise, the dollar’s generally firmer undertone has remained in evidence, and rates 

against European currencies are hovering somewhat above their recent lows.  The 

Japanese yen has continued its recent rise, not only against the dollar with an 8 percent 

jump since late May, but against other major currencies as well.  This unilateral strength 

of the yen is a welcome development in view of the continuing worrisome Japanese 

surplus even as their economy shows signs of more rapid growth.  But the sharpness of 

the rise raises risks of triggering generalized selling pressure on the dollar such as 

happened last fall. 

 No one in the market is very optimistic about the outlook for the U.S. payments 

accounts or for inflation.  Many market participants nevertheless believe that the dollar’s 

technical position remains strong and that we have only seen the beginning of the process 

of covering short dollar positions and of unwinding the unfavorable leads and lags 

against European currencies which had built up during the six months in which the dollar 

was under virtually continuous selling pressure.  Consequently, there is considerable 

disagreement on whether the dollar is likely to rise or fall, which provides for a two-way 

market for the time being.  But the downside risk is great and further action is needed in 

the U.S. on inflation and other economic fundamentals to ensure the dollar’s stability 

over the longer term. 



 Throughout the period, the Desk sought to obtain as many marks as possible to 

repay debt without triggering a market reversal.  In all, we purchased a total of $879 

million, of which about one-half came from the Bundesbank under capital export 

conversions, a quarter came from correspondents, and a quarter from the market either 

directly or through agents.  On the 60-40 split with the Treasury, this enabled the Federal 

Reserve to repay a further $494 million equivalent of swap debt, clearing up all drawings 

incurred through December of last year, and leaving $1,044 million outstanding.  Since 

the dollar has been lower than at the last meeting, our loss so far has increased to $19 

million, but if we were to liquidate the remainder at current rates, our total loss would not 

be much bigger than the present amount.  The Treasury has repaid a further $334 million, 

leaving $466 million outstanding, and at current rates stands to make a small profit.  

From the peak amount of $2.8 billion in mid-April the System and the Treasury have 

repaid $1.3 billion, or 47 percent. 

 Looking ahead, as long as the dollar does not encounter another sinking spell, we 

can continue to make progress in repaying debt through the various channels we have 

open.  The German authorities halted non-resident issues in their capital market for a few 

weeks and will now resume them at a slower pace, so our acquisition of marks from their 

capital export conversions will be smaller than before.  Nevertheless, we are now in the 

position of being able to buy marks from the Bundesbank in connection with German 

government payments to the United States and from the Bank of France in connection 

with that Bank’s occasional intervention purchases of marks.  I might add that during the 

period we reached several of the limits set forth in the authorization and procedural 



instructions.  Since we were heading in the right direction, both the Subcommittee and 

the FOMC readily approved our requests to exceed the intermeeting limits. 

 

 
























