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Table 3

Changes in Short-term Dollar Holdings of Foreign
Banks and Qfficial Institutions, Selected Countries

(Millions of dollars)

June 30, 1958 September 30, 1957
to to
Country December 31, 1959 June 30, 1958
U. S. Treas. U. 8. Treas.
Deposits| bills and Other {Derosits| bills and Other
certificates certificates
Total all countries
(excl. Canada) -753 +1, 740 +113 | 4763 -687 +25
) Total Europe -524 +1,930 +87 | +838 -432 +20
Selected countries: 4
Austria -1€4 129 3 116 .- ~-91
Denmark ~-61 89 -3 48 <45 10
France 38 313 22 -4 -84 -31
Germany -53 625 -3k 93 -354 k9
Greece -92 155 - 19 -93 -
Italy T 432 -142 12 -136 171
Netherlands Ly 81 54 16 115 -7
Sweden - -25 -12 10 -57 25
Switzerland -86 31 151 104 30 -T1
United Kingdom -29 -78 19 159 111 -5
Japan 65 375 23 75 148 7
|

Source: Federal Reserve Bulletin, Ireasury Bulletin
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as working balance. The judgment that funds held in earning assets may
represent working balances gains support from the fact that only a
relatively small proportion of all funds held in the form of earning assets
have been involved in net shifting from one type of asset to another in
response to changes in relative yields.

Additional evidence on the possible extent of shifts of funds
among different types of dollar assets is given in Table 3, where changes
in official and bank holdings combined are prescnted for major countries,
Movements of funds that could represent net shifts into deposits from 1957
to 1958 (and out of deposits from 1958 to 1959) emounted to about $0.%4 Dbil-
lion, and chifts of funds into acceptances from 1957 to 1958 (and out of
acceptances from 1958 to 1959) were about $0.2 billion. While various
offsetting movements could have masked other direct shifts of funds, the
mere fact of offsetting movements could itself indicate that considerations
other than yield advantages were also operating.

Furthermore, in many of the countries where it appears most
likely that direct shifts of funds occurred, it seems probable that the
shift was in officially-held funds. &i/ Perhaps as much as two-thirds of
the volume of apparent shifting can be attributed to movements in official
funds.

In summary, the movement of foreign funds into earning assets since
late 1957 may be estimated at about $1.5 billion. This figure is a rounded
one; 1t primarily reflects changes in foreign bank funds, although foreign
non-bank funds account for about $0.2 billion of the total. The rise in
foreign holdings of dollar earning assets has occurred entirely since
mid-1958, and at least a rart of the increase rnust probably be viewed as an
increase in the dollar working balances of foreign banks following the
relaxation of exchange restric¢tions. The increase of $1.5 billion must
therefore be regarded as an outside limit of funds that might be sensitive
to international interest rat differentials; in view of the very small
amount of shifting of foreign private funds among dollar assets in recent
years, this figure can in fact te taken as the total volume of foreign pri-
vate funds that has shown sen itivity to any interest rate differentials.
Thus, the $0.8 billion movement of aggregate foreign private (non-Canadian)

}i/ A comparison of reported official holdings of foreign exchange and of
holdings of U. S. dollars y official institutions and banks tends to
support the conclusion that at least the data for Austria, Denmark,
Greece and Italy represent primarily official holdings; in each case,
the reported dollar holdings are less than official foreign exchange
holdings, while for other ma jor countries, dollar holdings are at least
slightly larger. See: International Finagncial Statistics.
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dollar holdings for the periocd 1958-59 appears to reflect more closely the
volume of inflow of private funds in response to relatively attractive
interest rates in the United States. }E/

However, even taking the outside limit, it is quite unlikely
that a transfer of $1.5 billion in foreign funds from the U, S. to European
money merkets would be of critical importance for the U, S. reserve position.
An outside limit of thic order of magnitude would clearly be smell in
comparison with the limits that one would have to set in assessing the
potential effects on the U. S. reserve position of changes in the U. S,
balance of payments on current account or of changes in other capital
movements (assuming that any such calculation were feasible).

Conclusion

Our examination of the practices of foreign countries has shown
no evidence that official reserves are shifted from dollar assets to gold
(or vice versa) in response to short-term variations in interest rates.
Some commercial bank holdings of dollar assets and some private non-bank
holdings would very likely be shifted to official holdings as the owners of
these funds transferred them to other international money markets in
response to variations in interest rates. VUhile no precise estimate can
be made of the extent to which the foreign bank and private non-bank short-
term dollar holdings as of December 1959 were a reflection of funds moved
in response to high interest rates in the United States, the rise of
$0.8 billion in private holdings from mid-1958 appears to represent the
best estimate of such a movement; from the evidence, it appears that
$1.5 billion would be an outside limit. For our purposes, these estimates
need not be taken as more than general orders of magnitude, and efforts
to refine these figures would not be justifiable -- or likely to succeed.

As institutions change, the functions performed by foreign pri-
vate dollar holdings may also change, and the fact that a given volume of
foreign funcs was at one time attracted to the United States by high
interest rates doos not mean that at some other time a larger volume of
foreign funds would not be attracted abroad by high rates. }2/ Before this
happened, however, we might expeci at least to see evidence that an in-
creasing portion of foreign private funds was shifted from one form of
dollar asset to another in accordance with the (hypothesized) increased
emphasis on yield considerations.

;&/ Arithmsvically, the difference between the two figures is accounted for
meinly by the estimates for funds shifted into time deposits and "Euro-
dollar" deposits; the exclusion of Canadian figures and the allowance
for trerd in the data in Chart 3 account for the rexainder,

52/ Economics has in recent years becoue sufficiently infused with proposi-
tions based on the emergence of a "new era," to make it unnecessary to
argue here the dangers of basing conclusions about the future solely on

. the past. And, in fact, the relaxation of exchange restrictions in major

trading countries and greater interest in international capital movements
which has developed in the past several years may prove to be a basis for
anticipating much more substantial shifts of funds internationally than

haes thus far occurred.
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Whatever the magnitude, a net shift in foreign private funds
from the United States will result in official gold purchases of lesser
emounts, depending on the practices of the central banks in countries
gaining reserves. If the movement of funds is clearly recognized as the
result of cyclical changes in interest rates, and is thought likely to be
reversed in a short time, there mey even be no conversion of newly accruing
dollars into gold.

On the basis of the evidence examined above, there is no reason
to assume that the drain on the U. 5. gold stock as a result of shifts of
foreign funds in response to interest rate differentials would be in
excess of, say, $1 billion, and it could well be much less. So long as
confidence in the U, S. dollar as a reserve currency remained undisturbed,
mejor changes in the international reserve position of the United States
would thus be likely to result only from shifts in the bslance of payments
on current account or in capital movements that are reflected in changes
in the U. §. payments surplus or deficit. The U. S. payments position
therefore would appear to represent an adequate guide to the external or
international consequences of domestic financial policies, Moreover, the
role of the United States as an international reserve center does not,
at least at present, appear to impose significant restrictions on the range
of domestic financial policies which this country is able to pursue with-
out substantial effect on its reserve position. Effective arguments may
exist for some of the recently proposed reforms to the internstional
financial system, but the semsitivity of foreign-held dollar assets to
international interest rate movements does not appear to be among them.
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