July 7, 1958

My dear Emminger:

Thenk you for your telegrem with reference to the
statement of the British Chancellor of the Exchequer in
the House of Commons on the 3rd of July. I have looked
carefully at it, and the examinetion led to the intro-
duction in our text of certain words sbout "price
stability,” which I think ere important. Otherwise, the
draft already made covers very much the same points as
those set out by the Chancellor.

It was nice to have you here, and you certainly
made a very useful contribution to our work. Now it
seems certain thet I shell come to Brussels for a meet-
ing not on the 3lst of July but on the first of Augusj,
since Ansisux advises me that the latter date would suit
hinm better.

With every good wish,

Yours ever,

Per Jacobsson

Dr. Otmar Emminger
Mitglied des Direktoriums
der Déubschen Bundesbank
Taunusahlage 4-6
Frankfurt (Main), Germeny
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REFERRING TO STATEMENT BY BRITISH CHANCELLOR OF
EXCHEQUER IN HOUSE OF COMMONS ON JULY 3

(FINANCIAL TIMES JULY 4, PAGE 10) I SUGGEST TO USE
HIS STATEMENT ON THE BRITISH GOVERNMENT'S
FUNDAMENTAL ECONOMIC OBJECTIVES (STRENGHT OF
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QR CTaAL EflinEER FRANKFURT AM MAIN, January 6, 1958

Mitglied des Direktoriums der Deutschen Bundesbank Taunusanlage 4-6
Telefon 30682

Mr, Per Jacobsson
Managing Director
International Monetary Fund
1818 H Street NW

Washington 25, D.C.

Dear llr. Jacobsson,

Thank you for your teletype of December 29 and your
telegram of January 3. I hope to be able to be in Washington
on the 13th or l4th of January.

1. We have had several meetings and discussions on the
French credit operation, both in our house and in Bonn. The
general feeling everywhere is uniformly that the French pro-
gram 1s certainly not negligible but is not nearly so impressive
or promising as to warrant, in its present form, an all-out-
effort on the part of all the major international institutions,
to be refinanced partly by Germany.

The general opinion (which has found its expression
in provisional instructions) is that the program needs

(a) some further guarantees for its execution (pro-
gress reports and consultations with OnEC, French assurance
to OEEC and IIF not to have recourse to the Central Bank for
financing budget deficits in 1958, assurance to limit re-
financing of medium term housing credits to the amount reached
at the end of 1957).

(b) Some additions particularly in the field of
credit policy in order to absorb the inflationary impact of
past deficit financing by the Central Bank - which, by the

.



way, may continue moderately until March, when the first big
public loans may be issued - and to break the dangerous in-
flationary psychosis which is prevelent in the country as a
consequence of past inflation and of the present (unavoidable)
walve of price adjustments. The main fields in which addit-
ional credit policy measures are thought to be necessary are

Jmeasures to absorb excessive liquidity in the banking system
and thus bring the reduced rediscount ceilings (which at the
moment don't seem to be very effective because of the inflat-
ionary injections into the system) really into play;@hnterest
rate measures including adjustments in the interest rate for
public treasury bonds;ﬁ&evision of the present more or less
automaticafinancing by the Central Bank of medium term equip-
ment loans to private and nationalised industries.

(¢c) Finally some general program or ideas as to the
continuation of the stabilisation program until 1959 are
thought to be necessary in order to show how in 1959 a general
equilibrium can be brought about without recourse to import
restrictions and other artificial props, and how exchange re-
serves can be started to increase again.

2. As to trade liberalisation this is, of course, held
to be very important especially in view of France's clear
obligations in OEEC (obligation to reliberalise up to 60 %
in the middle of 1958) and the Buropean Economic Community.
Everybody is also agreed that liberalisation would be beneficial
for the internal price situation in France. There is, on the

other hand, a very strong feeling that trade liberalisation
can be no substitute for an unsatisfactory stabilisation pro-
gram, but must be the outcome of a successful internal effort,
and without a successful program will be very guickly doomed
to failure, and even will do more harm than good. The radiant
optimism in the "US News" interview is, unfortunately, shared
by hardly anybody.

I hope to be able to enlarge upon the above points when
coming to Washington. With my very best regards,

Yours sincegely,

Wy, )
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To & Exminger
Deutsohs Bundesbank « Frankfurt

Your letter twenbyninth Deconber STOR

1. FBudget SU0P Cusrantees in form of mgndebory reporis
to Farlisment incorporeted in Budget law go a very long
way bo ensure prompb action te copreel unbslence whatever
government may be In power STOF Moreover parlismentary
iidistive in budget mathors suppresced fopr 1958 QTOP
Those safoguards nok wnimporteuy STOP

2. Budget/Central Bank STOP Of convse uot "shbsolubely
gebisfied” that deficlt can Yo finanved in noninfloblonavy
meomey', tub believe there is wery good chance SIOP It mll
depends on interngl confidence in progrem, of which markets
alrendy shov slgns, @.8., parallel dollar yate, December
FEU restlt snd SNCF loan subsoriptions in Deconber STOP
With returaling confidence longsleym pavkeh losn and dn-
ereased savings banks deposits cen cover full amownt STOP

3. Coenbral Bank Policy BSPOP Good progress on meddvms
term oreddts STOP Dxpect collings virdbually preventing
net new finencang by Cenbral Bank STOP shovbeterm credit
policy ineressiugly effective SIOP Discount rate alveady
ten pey ceph ‘for banks exceeding rediseount cellings by
move then ten por cent STOP Baok of nay declers
Lhgb 46 Will telke further resirvichive meniuves if the
present measuxcs prove lusutficlent S0

‘4. Counterpart Funde STOP Allocation to specisl pube
pose drematizes need bo curtsil expenditure or find other
meens of fimmnce Foy 1959 EME and further safegusrd
found in the Caisse de Consolidgbion et de Mobilismbion

SIOP  guportent that ellocgblon of eotmterpart will
permilt early fixing of medivm~tern credit cellings in
Bank of Frence S0P
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WASHINGTON 25, D.C.

5. Addition re trade liberalization STOP Repid
progress with liberalization essential to prevent
rising French prices and renewed unbalance STOP In
U.8, News and World Report interview Gaillard stated
desire to put into effect liberalization as soon as
possible STOP

6. French situstion Jmalaping with some good chences
of success STOP Public opinion alresdy fairly aroused
STOP Suggest delay definite imstructions until further
explanations have been obtained from French Government
repregentatives negotiating with Fund and EPU STOP
Fersonally regard this as most serious attempt by France
since the war STOP Greetings

Jacobsson
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November 21, 1957

Dear Otmar:

Thenk you so much for your letter, and thank you once again
for the considerable contribution you made in the course of
September when you wrote home to your ecountry and managed to in-
fluence the Bundesbank to lower the official discount rate. I
am sure that it was greatly appreciated abroad, and I can only
say thet it has been a healthy step as far as Germany itself is
concerned. You were indeed the first to move downwards in the
recession that now everybody here admits has set in.

I am writing to tell you that tomorrow I shall leave for
a visit to Europe. I have been in contaet with people in Paris
who are anxious that I should come, but my visit is to be re-
garded as an attempt to get more acquainted with the European
thinking again in this uncertain period. Likely I shall be in
Paris around the 29th of Novenmber, and will then hope to see you
for a good long talk. If you went to write me my address will
be Hotel Meurice, 228 rue de Rivoli, Paris.

Of course, it is a pity that you will not come here to
Weshingbon, but I understand that it is difficult for you to
leave the European situation at the moment, but now I look for-
ward to seeing you in Paris or elsevhere.

It is good to hear you tell us that you think that the
Septenber meeting of the Fund has played a role in the European
gsituation. At least we tried to face up to the problem as it
affects the world in the monetary sphere, but let us talk more
sbout this and other things when we meet.

With every good wish,
Yours ever sincerely,

Per Jacobsson

Dr. Otmar Emminger
Deutschen Bundesbank

Frankfurt am Main, Germany



DR OTMAR EMMINGER FrRANKFURT AM MAIN - November 18, 1957

Taunusanlage 4 6

Mitglied des Direktoriums der Deutschen Bundesbank Telefon 30682

Mr Per Jacobsson

Managing Director,
International Monetary fund
1818 H Street NW

Washington 25, D C,

Dear Mr, Jacobsson,

Looking back over the last 6 weeks, I think we all

may be gratified at the result of our efforts at the Annual
Meeting (and before and after) to restore confidence 1n the
existing international exchange rate structure.

It 18 rcmarkable how quickly both 11 the United
Kingaom and in the Netherlands the payments situation has
been reversed, although I would, 1n the results achieved
up to now, see no more than a beginning of a real consolid-
at\lonn You know probably what has happened in our own case,
In October, the Bundesbank had a foreign exchange surplus of
only DM 75 mio , as against DM 1 104 mio (= g 26% mio) 1n
September and DM 1 459 mio (= g 547 mio) in Augast. Our LPU
surplus 1n October was only £ 26 mio (in September £ 237 mio,
1n August g 281 mio) 4 considerable part of this "normalis-
ation" was, 11 1s true, due to a partial outflow of the Dul-
balances that had been built up by foreign banks i1n the months
before as a cover tor forward transactions etc, Our total
balance of payments, including movements in the foreign ex-
change position of the commercial banks, still showed a con-
siderable surplus 1n October, amounting to about DM 525 mio
(= 8 77 mao)., It is very lakely that our "true" surplus of
current transactions, including normal capital transactions,
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will in the near future also still be in the range of
Z 50 - 70 mio., This would be less than in 1956, but still
too high in every respect.

There are, however, some forces at work which

(a) will reduce our visible surplus very consider-
ably also in the months to come;

(b) will probhably also work towards a slow further
diminution of our "genuine" current surplus,

The short-term factors at work in the near future
will include a further reduction of the abnormal foreign Dil-
balances built up during the summer months, They will also
include the impact of a short term credit given by the Deut-
sche Bank, our leading commercial bank, to the Netherlands
Government against 1 year's treasury notes. This credit
amounted to 200 mio hfl. or a little over 50 mio Z; one half
of it has already been transferred in the middle of November,
the next half will be transferred in the middle of December.
It is particularly interesting because it shows that our
Germen interest rates are now fully competitive in the short
term field. The Dutch notes have been issued at 5¥8 % dis-
count, while similar German Government notes at the present
time are issued at 4%8 % discount for 1 year-, at 4 3/4 % for
2 year-maturities, There may be further outward flows of
short term funds, partly in the form of rebuilding the very
low foreign working balances of German banks, now that the
interest rate differential has made that quite attractive.
There may also be some minor debt repayment transactions
before the end of the year.

Of more lasting importance will be a slow diminution
of our current surplus of which there are some indications.
Thus, new export orders from abroad have further fallen off,
and are no longer higher than s year ago (although actual
export deliveries in October were still 14 , up on the year).
Imports are holding their rate of increase at 10 pfﬁ% least.,
There is, however, no doubt that our internal expansion has
also been levelling off, inspite of sizable increases in
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Government expenditure and in wages. It is more and more
doubtful whether our long term rate of interest (which is
between 7Y2 and 8 %) is still appropriate with internal in-
vestment now having stagnated for over a year. Thus the
goal is less a further reduction in short term rates than

a diminution of the large discrepancy between long and
short term rates, incl. the rediscount rate,

What worries us much more, at present, is the French
gituation and its international repercussions., I suppose
that von langoldt has already informed you about the situation
as it looks from Paris, or rather from the 0iEC/EPU. One of
the basic problems on the French side still seems to be the
one you told us after your visit to Paris in June, viz. that
French people are saying: "If this is a crisis, may it last
forever". ILverybody believes that the cure for inflation is
more expansion. In this atmosphere it seems to be very dif-
ficult to arrive at the cuts in public consumption and invest-
ment which, at least temporarily, are absolutely indispensable
for the elimination of inflation.

I trust you have already got the O_BLC document C(57)230
of November 5th, which - although somewhat clumsily - tries to
outline some recommendations on what has to be done before a
special LEPU credit can be given. During the discussion in the
0LEC council, the chairman (Sir High Zllis-Rees) put it on
record that the CEEC would have to look first into the French
rehabilitation program before it could consider a loan request,
and that there should be in this matter close coordination with
the IF, This latter point secems to me to be very important.
I'or as matters stand now, the aid to France must be an all-out
effort on all sides, not something that can be done in little
bits here and there. It would be tragic, if the possible aid
would be dissipated in half-hearted actions. The question of
independent experts to evaluate the Frencl situation and pro-

-l -



gram will now also come up with more urgency than seemed
probable at the end of September, -

As concerns the exchange rate, I begin to wonder
whether in such a case 1t would not be better to have, for
a certain time, a freely fluctuating rate which would at
least bring home to everybody the true cost of continuous
overspending (while now this cost has been concealed over
a long time by drawing on the exchange reserves in support
of an artificial exchange rate).

I had planned to pay a visit to Washington from the
end of November to the middle of December; not only in order
to fulfil my promise of participating in the Fund's work on
the spot four times y a year, but because I have got the feel-
ing that it would be very useful to coordinate afresh my own
views with the thinking at the "seat of wisdom" in Washington,
(In January it will be difficult for me to come over, with
our new president here taking over somewhere in the first
weeks of January). Now it looks as if I would have to stay
here et least up to and including the 29th of November, when
an unofficial EPU discussion on the l'rench situation will
take place., lMaybe I will even have to stay on here into
December, if there should arise great difficulties. After
all, it's mainly us here in Frankfurt who will have the
responsability for putting up the money, But I still hope
that I shall be able to visit you before Christmas,

With my best personal regards to you and lMrs. Ja-
cobsson,

Yours truly,

{ S
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