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In response to the end of the Bretton Woods system, the Oesterreichische Nationalbank
(OeNB) aimed at keeping the value of the Austrian schilling stable vis-a-vis the currencies of
the country’s main trading partners. The OeNB’s solution for achieving this objective was to
introduce an internal target for the exchange rate between the Austrian schilling and the U.S.
dollar (USD) based on a method called the Indicator. This paper investigates the origins of this
Indicator. It finds that it was an ad hoc innovation developed by the OeNB during the days
before August 25, 1971, in response to political opposition to its initial plans to revalue the
Austrian schilling in line with the Deutsche mark and the Swiss franc only. The Indicator en-
abled the central bank to channel the political opposition into a technical debate and to make
some concessions on details such as the composition of the currency basket. At the same
time, it helped manufacture consent regarding the cornerstones of the new strategy, namely
the stability of exchange rates vis-a-vis the main trading partners and a managed float vis-a-
vis the U.S. dollar. The OeNB thereby preserved the traditional consensus in Austrian exchange
rate policy, despite the fundamental shift from the traditional export-oriented to a stability-
oriented exchange rate policy which took place in the early 1970s.

JEL classification: E40, N10
Keywords: Austrian economic history, monetary and exchange rate policy, Bretton Woods,
currency baskets

Oesterreichische  Nationalbank  Indicator were a success. Nevertheless,

(OeNB) announced its new monetary
policy strategy on August 24, 1971, one
week after the U.S.A. had closed the
gold window on August 15, 1971, and
thus effectively put an end to the Bret-
ton Woods system. The OeNB’s new
monetary policy strategy aimed at
keeping the Austrian schilling (ATS)
stable vis-a-vis the currencies of the
country’s main trading partners. The
OeNB implemented this key objective
by introducing an internal target for
the ATS/USD exchange rate based ona
currency basket called the Indicator.
The literature concludes that the
new monetary policy strategy and the

very little is known about the Indica-
tor’s origin and its contribution to the
effectiveness of the OeNB’s new mone-
tary policy strategy. This paper aims to
fill this void.

First, this paper traces the evolu-
tion of the Indicator in August 1971.
The analysis also takes into account the
politico-economic tensions among the
stakeholders of Austrian exchange rate
policy. Furthermore, the study places
the Indicator in the wider context of
the transition from an export-oriented
to a stability-oriented exchange rate
policy’, which took place in Austria in
the carly 1970s. The investigation
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2 A stability-oriented exchange rate policy is defined as one that puts higher weight on preventing the import of

inflation rather than on subsidising exporters and tourism. Until the early 1970s, the latter objective dominated
over the former.
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builds on expert interviews, material
from the archives of the Republic of
Austria, the OeNB, the social partners,
the §ocia1 Democratic Party of Austria
(SPO) and the conservative Austrian
People’s Party (OVP).

The paper is structured along the
following lines: Section 1 sketches the
economic and political environment in
1971. Section 2 describes the OeNB’s
reaction to the end of Bretton Woods
and the introduction of the Indicator.
Section 3 examines two hypotheses
regarding the origin of the Indicator.
Building on this, section 4 provides a
detailed chronology of the development
of the Indicator prior to August 25,
1971. Section 5 offers an assessment of
the OeNB’s reaction to the end of
Bretton Woods. Section 6 explains how
the Indicator contributed to the success
of the OeNB’s new monetary policy
strategy. Finally, section 7 concludes.

1 The economic and political
environment in Austria in 1971

A broad political consensus among the
two relevant political parties’ and the
social partners* underpinned monetary
policy and exchange rate policy in
Austria in the post-war period
(Mooslechner et al., 2007). Austria’s
successful ~ long-term  development
strategy after 1945 comprised the
internationalization of the Austrian
economy. 1953, the Austrian
schilling became convertible: the ex-
change rate was fixed at ATS/USD 26,
which implied a strategic undervalu-
ation of the Austrian schilling to subsi-

In

dize exports and tourism.’ Both politi-
cal parties and the social partners were
committed to fixed exchange rates and
low inflation (Socher, 1973). All of
these players were represented on the
General Council of the OeNB. The
Nationalbank Act of 1955 (National-
bankgesetz — NBG 1955) defined the
objectives of the OeNB in Article 2 (3)
as follows: “It shall ensure with all the
means at its disposal that the value of
the Austrian currency is maintained
with regard both to its domestic pur-
chasing power and to its relationship
with stable fpreign currencies.” In
1971, the SPO formed the Austrian
government; it had close ties with the
Chamber of Labour and the Austrian
Trade Union Federation. The OVP was
the main opposition party, with close
ties to the Chamber of Agriculture, the
Chamber of Commerce and the Feder-
ation of Austrian Industries (FAI).
Broad political backing and its
clearly defined objectives underpinned
the OeNB’s credibility in Austria and
spurred the subordination of other
policy areas, i.e. fiscal, income, macro-
prudential® and capital account policy,
to the objectives of fixed exchange rates
and low inflation (Korp, 1971).
Increasing tensions within the
Bretton Woods system characterized
the international economic environ-
ment. Growing international demand
for U.S. dollar liquidity led to a U.S.
balance of payments deficit and ex-
posed the U.S.A. to a run on its gold
reserves (Triffin dilemma).” The U.S.

Administration took a number of mea-

3 Between 1945 and 1986, the SPO and the OVP regularly won more than 8§0% ofthe votes in general elections.

The social partners consist qfthe Chamber (y(Agriculture, the Chamber quommerce, the Chamber quabour, the

Federation of Austrian Industries and the Austrian Trade Union Federation.

volume.

(Eichengreen, 2008).

See Handler’s contribution to this volume for a history of Austrian exchange rate policy.
For details on the changing history of macroprudential policy in Austria after 1945, see Dome et al. in this

By 1963 the combined U.S. dollar reserves of non-U.S. monetary authorities exceeded U.S. gold reserves

MONETARY POLICY & THE ECONOMY Q3-Q4/16



The OeNB's reaction to the end of the Bretton Woods system: tracing the roots of the Indicator

sures to address the symptoms of the
underlying structural problem, such as
capital controls and Roosa bonds (U.S.
government bonds guaranteed against
U.S. dollar devaluation). Both, exter-
nal and internal devaluations aimed at
bringing about balance of payments
adjustments were politically costly
(Garritsen de Vries, 1976a). In addi-
tion, the U.S. monetary and fiscal ex-
pansion associated with the Vietnam
War and President Johnson’s Great
Society agenda put further pressure on
the U.S. balance of payments and on
U.S. inflation. James (1996) and
Eichengreen (2008) argue that addressing
the structural problem would have
required diminishing the U.S. dollar’s
reserve currency status — something
the U.S.A. refused to do.® The coun-
tries that held increasing amounts of
U.S. dollar reserves feared that the en-
suing increase in the volume of their
own currency in circulation would lead
to inflation. In the late 1960s, the com-
bination of the progressive liberaliza-
tion of the short-term capital account,
the fast-growing European dollar mar-
ket and the resulting increase in the
volatility of speculative capital flows in
Europe further exacerbated the conse-
quences for European currencies
(Schmitz, 1969). Fixed exchange rates,
capital mobility and an independent
monetary policy proved hard to recon-
cile (James, 1996). In May 1971, a
number of European countries, includ-
ing Austria, Germany and Switzerland,
temporarily floated or revalued their
currencies. Solomon (1977) suggests
that, nevertheless, in early summer

1971 the wider-than-expected U.S.
balance of payments deficit again
boosted speculative capital flows out of
the U.S. dollar. In August 1971, the
U.S. Administration temporarily sus-
pended the convertibility of the U.S.
dollar into gold and other reserve assets
to protect its gold reserves. This effec-
tively ended the Bretton Woods sys-
tem, although the Smithsonian Agree-
ment in December 1971 prolonged its
demise until 1973 (James, 1996).

Officially the OeNB did not actively
engage in this international reform dis-
cussion; but its President at the time,
Wolfgang Schmitz, called for strength-
ening the multilateral structure of the
international exchange rate system as
opposed to unilateral actions (dual ex-
change rate systems’ and revaluations)
(see i.a. Schmitz, 1970, 1972a, 1973).
He advocated more flexibility in ex-
change rates as well as in the use of the
following methods: crawling pegs
would be suitable to offset different
rates of inflation, the widening of mar-
gins around U.S. dollar parity would
be more appropriate to discourage
speculative capital flows, while (man-
aged) floating rates could avoid specu-
lation in the period between the insight
that a currency is under-/overvalued
and the fixing of a new parity vis-a-vis
gold and the U.S. dollar.

In 1971, the OeNB partly and tem-
porarily reversed the ongoing liberal-
ization of international capital flows. In
1946 the Foreign Exchange Act (Fed-
eral Law Gazette No. 162/1946) had
introduced strict capital controls in
Austria. For all transactions in foreign

Nevertheless, in 1967 the members of the IMF agreed to introduce an artificial international means of payment,

the Special Drawing Rights (SDRs), a basket currency that the IMF should have been able to allocate. However,
the IMF allocated the first SDRs only in 1970 and its share in international reserves remained low (Garritsen de

Vries, 1976a).

9

A dual exchange rate system features different exchange rates and policy regimes for different currency transac-

tions, e.g. a_fixed exchange rate regime for trade-related transactions and a (managed) floating rate regime for

currency transactions related to the capital account.
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currency and gold, prior approval had
to be sought from the OeNB, which
acted as foreign exchange authority.
The approval practice was very strict
until 1953, when the OeNB started a
cautious and stepwise liberalization
process (Mooslechner et al., 2007). In
the first phase (1954—59), it liberalized
current account transactions with the
member countries of the Organization
for European Economic Co-operation
(OEEC), Canada and the U.S.A. In the
second phase (1959-63), the OeNB
granted general approval for capital
account transactions to foreigners and
ecased the approval practice in place for
Austrians. The OeNB implemented the
liberalization process by issuing official
according to the
Foreign Exchange Act, without seeking
amendments to the act itself. That
ensured the OeNB a high degree of
flexibility in tightening capital controls
if and when necessary. This was the
case when it again required individual
approval for bank deposits by foreigners
in May 1971 and for other forms of
capital imports in November 1972
(until 1976). However, vis-a-vis banks,
the OeNB largely refrained from im-

announcements

posing quantitative limits on capital im-
ports or exports and from tightening its
approval practice significantly. Instead
it aimed at driving a wedge between in-
terest paid on deposits in Austria and
abroad through a so-called Gentlemen’s
Agreement (see Déme et al., in this
volume). Similarly, quantitative restric-
tions on capital imports via purchases of
domestic bonds and equity by foreigners
from Austrian residents were imple-
mented in the form of amendments to
the (voluntary) credit control agree-
ments in October 1972 (see Dome et
al., in this volume). In November 1972,
the OeNB re-established the practice of
requiring individual approval for pur-
chases of real estate and loans provided

by foreigners. These measures proved
effective, and the applications for ap-
proval of capital imports by banks
remained low after these measures had
been taken. The third and final liberal-
ization phase commenced in 1981 and
ended in 1991, when capital controls
were finally abolished.

The OeNB closely monitored other
countries’ reactions to the end of
Bretton Woods. On August 21, 1971,
the Austrian representative to the
International Monetary Fund (IMF)
circulated an overview of the immediate
exchange rate measures taken by other
European countries (OeNB, 1971b,
No. 778, annex 1). France would intro-
duce a dual exchange rate (with the
IMF’s approval, Garritsen de Vries
1976a, p. 543). On the official French
franc market, foreign currencies would
be bought and sold at par, on the finan-
cial French franc market, the exchange
rate would fluctuate according to sup-
ply and demand. The former was re-
served for transactions in connection
with trade in goods and services and
transactions of governments and public
authorities. The latter was reserved for
capital account transactions. Belgium
and Luxembourg maintained their dual
exchange rate system, but stopped
ensuring that the margins of fluctua-
tions on the official market were ad-
hered to. However, the economic union
between Belgium and Luxembourg
attempted to limit the fluctuations of
their common currency, the Belgian
franc, vis-a-vis the Dutch guilder to
1.5%. Further internal OeNB docu-
ments analyzed the measures taken by
other countries (OeNB, 1961-1978):
some suspended the buying rate of their
currencies versus the U.S. dollar (Den-
mark, Portugal), while others informed
the IMF that their currencies might
fluctuate outside the margins of £0.75%
around parity (Germany, Japan, Spain
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and Switzerland). The countries in the
pound sterling block (e.g. Australia and
New Zealand) aimed at keeping fluctu-
ations within bandwidths vis-a-vis the
pound sterling, but not vis-a-vis the
U.S. dollar. No country aimed at main-
taining the value of its currency stable
relative to a currency basket as an
immediate response to the events of

August 15, 1971.

2 The OeNB’s reaction to the end
of Bretton Woods: managed
floating and the Indicator

On August 15, 1971, U.S. President
Nixon temporarily suspended the con-
vertibility of the U.S. dollar into gold
and other reserve assets.'"” This viola-
tion of the Articles of Agreement of the
IMF effectively put an end to the multi-
lateral exchange rate system of Bretton
Woods. Governments around the world
responded by closing currency markets
for the following week. The authorities
had to come up with new exchange rate
policies and monetary policy strategies.

On August 23, 1971, the OeNB of-
ficially announced its reaction to the
end of Bretton Woods. It suspended the
official buying rate of ATS/USD 24.51,
but maintained the official selling rate
of ATS/USD 24.99." The gold parity
remained unchanged. In addition, the
OeNB communicated a set of accom-
panying measures: (1) the sterilization
of speculative capital inflows after
August 13, 1971; (2) the temporary
tightening of capital controls (capital
account transactions with foreigners
were again made subject to individual

The OeNB's reaction to the end of the Bretton Woods system: tracing the roots of the Indicator

OeNB approval) (OeNB, 1971a, 13/71);
and (3) the discontinuation of the
OeNB’s official daily exchange rate an-
nouncements according to the Foreign
Exchange Act (OeNB, 1971a, 14/71).
The central bank also declared its in-
tention to stabilize the relationship of
the Austrian schilling with the curren-
cies of the major European industrial
countries. Finally, it confirmed its
commitment to multilateralism and
close cooperation with the IMF. Over-
all, the OeNB adopted a strategy of
managed floating for the ATS/USD
rate. It decided against a dual ATS/
USD rate, as this would have violated
the Articles of Agreement of the IMF
and would have implied high bureau-
cratic costs due to extensive current
account and capital account controls,
which could have hampered interna-
tional trade.

The OeNB cited as the motives for
its new strategy its legal mandate pur-
suant to Article 2 (3) NBG 1955 and
the broad societal consensus regarding
price stability."?

The OeNB operationalized its
objective of stabilizing the Austrian
schilling against the currencies of the
major European industrial countries
and adopted the Indicator, a currency
basket consisting of the currencies of its
major trading partners. It did not com-
municate externally the currencies in
the basket, nor their weights, nor the
daily target values."

The managed float was in operation
until the realignment of international
exchange rates on December 21, 1971,

! For accounts of the international negotiations before August 1971, see Solomon (1977, chapter 10) and Garritsen

de Vries (1976a, chapter 24).

""" 0eNB (1971d, August 23) and OeNB (1971e, August 23).
"2 0eNB (1971d, August 23) and OeNB (1971e, August 23).
" For two years the details of the method were kept confidential; Socher (1973) was the first to publish some of the

details.
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through the Smithsonian Agreement'*.
On December 22, 1971, the OeNB
announced a new ATS/USD central
rate of 23.30 and a broader bandwidth
(£2.25%), but said it would aim for
11.5% under normal conditions (APA,
1971, December 22). The gold parity
remained unchanged (OeNB, 1971b,
No. 795). Relative to the long-term
parity of ATS/USD 26, this constituted
an appreciation of 11.59%, and a rise of
6.22% relative to the appreciation of
May 9, 1971. The OeNB derived the
new central rate from the Indicator
value as of December 22, 1971 (OeNB,
1971e, and APA, 1971, December 22).

The Indicator was defined as the
volume-weighted average of daily changes
of the exchange rates of major Euro-
pean trading partners against the U.S.
dollar, expressed in ATS/USD terms
(OeNB, 1971b, No. 781). The list of
main trading partners comprised Bel-
gium, Denmark, the Federal Republic
of Germany, Italy, Luxembourg, the
Netherlands, Norway, Sweden, Swit-
zerland and the U.K. Trade with these
nine countries amounted to 66.6% of
Austria’s exports and imports of goods
(average for the period from 1968 to
1970). The trade shares were: Federal
Republic of Germany 33.4%, Switzer-
land 8.5%, Italy 8.2%, the U.K. 6.3%,
the Netherlands 4.6% (including Bel-
gium and Luxembourg) and Sweden
(including Denmark and Norway)
5.6%. Based thereon, the shares of the
respective six currencies in the Indica-
tor amounted to: DEM 50.2%, CHF
12.8%, ITL 12.3%, GBP 9.5%, NLG
6.9% (for Belgium, Luxembourg and
the Netherlands) and SEK 8.3% (for
Denmark, Norway and Sweden).

The calculation of the first Indica-
tor value for August 25, 1971, can serve
as an example: on August 24, 1971, the

OeNB fixed the ATS/USD rate at
24.52. This served as the initial value
for the ATS/USD index. On the morn-
ing of August 25, 1971, the OeNB
observed the following decline in USD
rates for the basket currencies: -DEM
0.15%, —CHF 0.25%, —ITL 0.41%, —
GBP 0.29%, —NLG 0.13% and SEK
0%. The weighted sum (according to
the above currency weights) amounted
to —0.20%. Thus, the so-called conver-
sion factor was 99.80% (100%—
0.20%). The target rate was calculated
as the product of the initial index value
times the conversion factor: (ATS/
USD 24.52X99.80%=ATS/USD
24.47). Based thereon, the OeNB
defined the pre-open trading band-
width as ATS/USD 24 .44 to ATS/USD
24.54. The mid-rate was set at the mid-
day fixing within the bandwidth based
on demand and supply on the Vienna
foreign currency market. The OeNB
profited from the earlier daily price
discovery on the currency markets of
the currencies in the basket.

3 The origin of the Indicator

For the first time, the President of the
OeNB unofficially communicated the
new monetary policy strategy on Au-
gust 22, 1971, only one week after the
suspension of USD convertibility. This
section traces the roots of one of the
strategy’s major innovations, the cur-
rency basket called the Indicator. It
focuses on two hypotheses:

1. The Indicator might have been used
internally before August 1971, when
the costs and benefits of potential
realignments of the ATS/USD rate
had been discussed internally.

2. The Indicator could have been an ad
hoc policy innovation that was
developed in the few days between
August 15 and August 22, 1971.

™ For further details, sce Solomon (1977, chapter 12), Garritsen de Vries (1976a, chapter 27) and James (1996, p. 235).
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At first sight, hypothesis 1 seems more
plausible. A new monetary policy strat-
egy implies substantial risk for policy-
makers (Schubert and Theurl, 1995),
which incentivizes them to rely on
tested instruments. This hypothesis can
be checked by studying the internal
documents concerning the OeNB’s
reactions to the appreciations of the
Deutsche mark (DEM) in October
1969 and May 1971, as well as to the
potential appreciations of the Deutsche
mark in November 1968 and August
1970.

The Austrian schilling did not
appreciate against gold and the U.S.
dollar when the Deutsche mark unilat-
erally appreciated in November 1968
and October 1969. Internal OeNB
analyses studied the effects of a DEM/
USD appreciation under the assump-
tion that the ATS/USD rate would not
appreciate. They focused on the effects
(1) on trade in goods and on tourism,
(2) on imported inflation, and (3) on
net external debt service costs (OeNB,
1961-1978). The OeNB highlighted
the benefits of the nonappreciation of
the Austrian schilling in the form of
subsidies for exports and tourism, in
line with the long-term development
strategy and the broad political
consensus in Austria. At the same time,
it estimated the associated costs in the
form of imported inflation to be com-
paratively low (up to 60 basis points if
the DEM/USD rate increased by 5%),
because it predicted substitution
effects, discounts of German exporters
and the effects of Austrian disinflationary
measures to cushion the impact of
DEM appreciation. In 1969, the Aus-
trian government initially favored an
ATS appreciation as a means to fight in-

The OeNB's reaction to the end of the Bretton Woods system: tracing the roots of the Indicator

flation.” The representatives of export-
ers (Chamber of Commerce and FAI)
as well as the labor representatives
(Chamber of Labour and Austrian
Trade Union Federation) opposed the
appreciation.'® Eventually, consensus
emerged among all relevant players to
refrain from ATS appreciation (OeNB,
19691973, No. 258).

Only one year later, in August
1970, the OeNB reached a completely
different conclusion under the same
scenario; rumors suggested that the
Deutsche mark would appreciate again,
and the OeNB prepared for a response.
The OeNB estimated the costs of
imported inflation to be of a similar
magnitude as in 1968 and 1969. But
this time, it regarded further subsidies
of exports and tourism unnecessary
and even detrimental to the objective of
export market diversification. In addi-
tion, investment activity was high at
the time, partly funded by Deutsche
mark debt. The OeNB feared that an
increase of the ATS value of the DEM
debt burden would have damaging
effects on investment and growth. A
stability-oriented exchange rate policy
began to replace the export-oriented
exchange rate policy that had been in
place since 1945. For the first time, the
broad political consensus regarding
Austrian exchange rate policy was
called into question. At the end of the
day, the Deutsche mark did not appre-
ciate and the OeNB’s analysis remained
without political consequences.

In May 1971, the OeNB decided to
revalue the Austrian schilling against
the U.S. dollar and gold by 5.05% —
roughly in line with the Deutsche mark
and the Swiss franc — and to widen the

bandwidth around U.S. dollar parity

B Interestingly, the public blamed the government for high inflation, rather than the central bank (Socher, 1980).

1® Socher (1973) arques that the Austrian schilling would have appreciated with the Deutsche mark, if the Swiss
franc had done so, too. Foreign policy concerns impeded an appreciation with the Deutsche mark only.
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from 0.75% to 1%. The decision was
based on the same reasoning as pre-
sented in August 1970. In addition, it
was intended to fend off speculative
capital inflows and stem increasing
pressure on wages from labor emigra-
tion toward Switzerland and West
Germany'” (SMP, 1971a). Responding
to demands by the FAI presented at the
General Council of the OeNB, the
President of the OeNB stated that bur-
dens for exporters and benefits for im-
porters were the inevitable conse-
quences of exchange rate revaluations;
compensation was not possible and
could not be expected from the central
bank, OeNB (1971f).

Representatives of the export in-
dustry — the Chamber of Commerce
and the FAI — strongly opposed the
move (FAI 1971a, June 29) and called
for compensation (Die Industrie, 1971).
Nevertheless, the final decision was
backed by the government, the opposi-
tion and the social partners (OeNB,
1969—-1973, May 10, 1971); especially
the Austrian Trade Union Federation
and the Chamber of Labour supported
the appreciation, because the Austrian
labor representatives traditionally had a
low tolerance for inflation." Forming a
consensus was helped by the fact
that the effective ATS appreciation
amounted to only 3.3% rather than the
official 5.05% and by government mea-
sures that eased the burden on exporters
(e.g. export subsidies, export guaran-
tees, and hedging operations at lower
rates). The OeNB’s Subcommittee on
Monetary Policy decided against float-
ing rates for fear of increasing specula-
tive capital flows.

The final consensual decision did
not silence opposition among exporters,

which was so fierce that it led to con-
flicts within the FAI Board (FAI,
1971a, June 14). The critics complained
heavily that the FAI had not done
enough to communicate the “very high
costs for exporters” of the ATS appreci-
ation to the government, the central
bank and the general public. The FAI
representative to the General Council
of the OeNB explained to his FAI
colleagues that speculative inflows
made appreciation inevitable. FAI
President Franz Josef Mayer-Gunthof
defended his administration against the
harsh accusations and even cited from
the minutes of the respective meeting
of the OeNB General Council in May
1971 to appease internal critics. In
response, the FAI Board instituted a
Committee for Exchange Rate Policy,
which held its first meeting on Septem-
ber 24,1971 (FAI, 1971a, October 21).

Neither internal OeNB documents
nor any of the minutes of OeNB meet-
ings contain any hint of the Indicator,
effective nominal exchange rates or
exchange rate indices. Thus, the pres-
ent analysis rejects the hypothesis that
the Indicator might have been used
internally at the OeNB before August
1971.

However, the available documents
reveal increasing tensions regarding ex-
change rate policy among the major
stakeholders. In fact, the present analy-
sis documents the transition from an
export-oriented to a stability-oriented
exchange rate policy in the early 1970s,
which unsettled the broad consensus
that had governed Austrian exchange
rate policy until then.

Testing hypothesis 2 — that the Indi-
cator could have been a policy innova-
tion that was developed within a few

'” Higher wages in Switzerland and Germany led to labor shortages in western Austria and to undesired upward

pressure on wages.

" According to Schmitz (2016¢), this was due to the interwar experience in Austria.
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days in August 1971 — involved study-
ing the minutes of internal OeNB
meetings and documents as well as the
minutes of the meeting of the Austrian
Cabinet on August 23, 1971 (Austrian
Cabinet, 1971), and conducting expert
interviews with contemporary witnesses.
The OeNB’s deliberations regarding
earlier events of actual and potential
revaluations of the Deutsche mark are
much better documented than the
events around the end of Bretton
Woods. The minutes of the OeNB
Governing Board meeting on August
22, 1971, state that “[b]ased on a novel
method of calculation currently under
elaboration, the rates of the currencies
of the main European trading partners
should be kept stable...””. On August
23, 1971, the OeNB presented to the
government a proposal to revalue the
Austrian schilling by an amount to be
derived from the Deutsche mark and
the Swiss franc appreciations, once the
currency markets had reopened (Aus-
trian Cabinet, 1971; see below for more
details). On August 25, 1971, the term
Indicator appeared for the first time in
the minutes of a Governing Board
meeting (OeNB, 1971b, No. 781). Two
OeNB experts (Ferdinand Hain and Jo-
hann Stelzer, Head and Deputy Head of
the International Department, respec-
tively) presented the general method
and weights to be used and gave exam-
ples. The Banking Department (Head:
Klaus Miindl) would calculate the daily
Indicator values and fix the daily pre-
open bandwidth with the Chief Execu-
tive Director. In parallel, the Arbitrage
Office would collect the bid and ask
prices and volumes from the Austrian
banks until midday, before joining the

The OeNB's reaction to the end of the Bretton Woods system: tracing the roots of the Indicator

daily fixing at the Vienna stock ex-
change at 1:00 p.m. (Schmitz, 2016a).

The few available documents do not
provide details of how the new method
was derived by OeNB staff. However,
the comparison of the Indicator weights
with the statistical material published
in the monthly OeNB publication Mit-
teilungen der Oesterreichischen Na-
tionalbank (OeNB, 1971¢; Communi-
cations of the OeNB) sheds light on the
derivation of the details of the method,
i.e. countries, weights and currencies
involved.

First, table 4.10° (OeNB, 1971c,
February, p. 146—147 data on imports
and exports of goods) seems to have
been the primary data source. Based
thereon, the OeNB determined the
weights by averaging each country’s
share in total imports and exports of
goods from 1968 to 1970. These fig-
ures excluded trade in services (tour-
ism) although the sum of imports and
exports of services equated to 21% of
the sum of import and exports of
goods. Less detailed statistics regarding
the origin and destination of tourists
were available, however (table 4.2,
OeNB, 1971c, February, p. 145; data
on tourism, incoming: only guest
nights (not expenditure) per country of
origin; outgoing: only guest nights in
aggregate, not according to destina-
tion). Furthermore, the inclusion of
tourism data would have further in-
creased the weight of the Deutsche
mark in the basket, as the share of West
Germans among visiting
Austria was very high from 1968 to
1970 (75% of guest nights). The next
section will highlight why this was a con-
vincing argument for the OeNB.

tourists

19" Mittels einer in Ausarbeitung befindlichen neuen Berechnungsmethode sollen in Hinkm}ﬁ die Devisenkurse fiir
die Wahrungen der wichtigsten europdischen Handelspartner moglichst stabil gehalten werden.“ (OeNB, 1971b,
No. 778, August 22; author’s translation in the running text).

" The data were collected by Statistics Austria_from customs offices (country of origin) on a monthly basis rather
than by the country of the trade partner (balance of payments).
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Second, the countries considered in
the index consisted of all member states
of the European Economic Community
(EEC) except France, and all member
states of the European Free Trade Area
(EFTA) except Portugal. The primary
data source (table 4.10 mentioned
above) actually contained data for all
EEC and EFTA countries plus the
U.S.A., the countries participating in
the Council for Mutual Economic
Assistance (Comecon) and Yugoslavia.
France was excluded because of the
dual exchange rate it introduced in
August 1971, according to Hochreiter
(1975, p. 10), and/or because of its
small share of total trade in goods, ac-
cording to Schmitz (1972b, p. 151).
The group around the Dutch guilder
(Belgium, Luxembourg and the Neth-
erlands) constituted the smallest weight
(4.6%) among the countries considered
in the Indicator. France would have
commanded a share of only 3.4% of
Austrian trade (author’s calculations
based on table 4.10). Portugal was not
considered because of the small size of
bilateral trade (0.7% of total trade in
goods; author’s calculations). The coun-
tries considered in the Indicator ac-
counted for 66.6% of Austrian trade in
goods. Even if France and Portugal had
been considered, 30% of Austrian trade
in goods at the time would not have
been covered by the Indicator. Of this
share, Eastern European Comecon
member states accounted for about
11 percentage points, Yugoslavia for
about 3 percentage points and the
U.S.A. for about 4 percentage points.
The Comecon countries and Yugoslavia
were excluded from the Indicator be-
cause their currencies were not con-
vertible and trade was largely based on

bilateral clearing, often in U.S. dollars.
The U.S.A. was excluded because the
U.S. dollar was the index base, and its
inclusion would have had no effect
other than reducing the weight of the
currencies of the main trading partners
which the OeNB wanted to focus on. A
high weight of the U.S. dollar would
have undermined the objectives of ex-
change rate realignment: stemming
speculative capital inflows, preventing
a wage drift due to labor emigration to
West Germany and Switzerland and
fighting the import of inflation via the
inflow of U.S. dollars and higher prices
of imports from the main trading part-
ners. The rest of the world accounted
for the remaining 10% of Austrian
trade in goods.

Third, the currencies included are
those of the countries in the basket
except for Belgium, Luxembourg,
Norway and Denmark. Luxembourg
shared a currency with Belgium
(OeNB, 1971b, No. 778, annex 1).”
Norway and Denmark were grouped
together with Sweden in the Swedish
crown (SEK) group (5.6%). The avail-
able documents do not provide the rea-
soning behind this decision, but pre-
sumably their individual trade shares
were too small (Norway below 1%;
Denmark 1.7%; author’s calculations).

4 The politico-economic tensions
created by Austria’s reaction to
the end of Bretton Woods and
the emergence of the Indicator

The following section examines the ar-
gument that the OeNB developed the
Indicator in response to opposition to
its initial reaction to the end of Bretton
Woods. What were the policy stances
of the major stakeholders?

2l In addition, the Belgian franc was in any case pegged to the Dutch guilder.
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4.1 Policy stances of major stake-
holders in Austrian exchange
rate policy

The broad consensus that had governed

Austrian exchange rate policy after 1945

was seriously put to the test in August

1971. The policy stances of the major

stakeholders were hard to reconcile:

* The Ministry of Finance and the rep-
resentatives of exporters regarded
the ATS appreciation of May 1971 as
sufficient. They wanted to keep the
ATS/USD exchange rate within the
bandwidth of ATS/USD 24.51 to
ATS/USD 24.99. The OeNB argued
for a greater flexibility of exchange
rates (OeNB, 1971b, No. 778).

* The Minister of Finance, Hannes
Androsch, favored a dual exchange
rate system (like the ones introduced
in France and Belgium) —an approach
which was rejected by the OeNB and
the main opposition party.”

* The Minister of Finance opposed
managed floating, while the OeNB was
in favor (Kurier, 1971b, August 23).

4.2 Chronology of the political
deliberations before the
reopening of the foreign
currency market in Vienna

Some of the stakeholders of Austrian
exchange rate policy proposed alterna-
tives to managed floating based on the
Indicator. This section provides a
chronology of the political delibera-
tions up to August 25, 1971, aiming to
reconstruct the individual steps that led
to the OeNB’s response to the end of
Bretton Woods.

The option of a simple DEM peg
had already been rejected by the OeNB
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on August 5, 1971, because of foreign
policy concerns. Also the representa-
tives of credit institutions in the Gen-
eral Council of the OeNB expressed a
strong desire to avoid the impression of
strong dependence on German eco-
nomic and monetary policy.”’

On August 18, 1971,
newspapers (Kurier, 1971a; Die Presse,
1971) reported that the Minister of
Finance wanted to introduce a dual ex-
change rate regime. Following the ex-
amples of France and Belgium, Austria
would distinguish between an ATS/
USD exchange rate for trading in goods
and services and an ATS/USD ex-
change rate for financial transactions.
The OeNB opposed such a move as it
would constitute a step backward in
the process of multilateralism and fi-
nancial integration. It would also con-
flict with the Articles of Agreement of
the IMF (although the IMF had ap-
proved the dual exchange rate system
for France). The substantial administra-
tive burden would impede international
payments (SMP, 1971b; OeNB, 1971b,
No. 778).

On August 22, 1971, the Minister
of Finance and the OeNB President
met to find a consensus. No documen-
tation of the meeting could be retrieved
from the Austrian State Archives or the
OeNB’s archives. The position of the
OeNB participants in the meeting had
been agreed in a Governing Board
meeting on the same day (OeNB, 1971b,
No. 778): advocating the reopening of
the foreign currency market in Vienna
on August 24, 1971, a managed float
against the U.S. dollar and stable ex-
change rates vis-a-vis the main trading

Austrian

2 Kurier (1971a, August 25); Die Presse (1971, August 18); Arbei[erzeitung (1971, August 19); Wiener Zeitung
(1971, August 24); Volkszeitung Kdrnten (1971, August 25); Bérse-Zeitung (1971, August 25).

3 See SMP (1971b), Schmitz (2016b and 2016c¢). In the latter, Heinz Kienzl reported that the U.S.S.R. trade envoy
in Vienna had voiced concerns regarding a peg of the Austrian schilling to the Deutsche mark and feared it would
constitute a step toward the reunification of Austria and Germany.
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partners. In its August 23, 1971, edi-
tion, the Austrian daily Kurier (1971b)
reported on the meeting, suggesting
that a consensus had been found and
quoting the OeNB President: “The
OeNB’s efforts are directed toward the
smallest possible changes to exchange

rates vis-a-vis trading partners.””*

On August 23, 1971, the Minister
of Finance presented the OeNB pro-
posal in an extraordinary Cabinet
meeting (Austrian Cabinet, 1971) in
the presence of the OeNB’s executive
comittee. Like in May 1971, the ATS
exchange rates vis-a-vis the main trad-
ing partners were to be stabilized by fo-
cusing on relatively stable ATS/CHF
and ATS/DEM rates. The Minister of
Finance stated that “[t]his would be
practically identical to an average rate
across European currencies.”” He also
announced that the OeNB would fix
the ATS/USD rate on August 24, 1971,
within the bandwidth of ATS/USD
24.51 and ATS/USD 24.99 to ease the
burden on exporters and the tourism
sector.

Immediately after this meeting, the
Federal Chancellor, the Minister of
Finance and the OeNB’s executive
comittee met with the social partners
(Austrian Cabinet, 1971). No docu-
mentation of this meeting could be re-
trieved from the archives of any of the
participating institutions. However, in-
direct evidence suggests that the com-
mon proposal by the government and
the OeNB was subject to fierce opposi-
tion from the FAI and the Chamber of
Commerce.

As a consequence, on August 24,
1971, the OeNB added the Italian lira
(ITL) and the pound sterling (GBP) to
the Deutsche mark and the Swiss franc
for calibrating the target value for the
ATS/USD exchange rate (indirect evi-
dence in OeNB, 1971b, No. 781). The
likely reason for the broadening of the
basket of currencies was that exporters
feared that the Deutsche mark and the
Swiss franc would appreciate further,
which would have a negative impact on
exports and tourism.

On August 25, 1971, the term Indi-
cator appeared for the first time in an
internal OeNB document (OeNB,
1971b, No. 781): “From now on, the
calculation of the so-called Indicator
covers about two-thirds of trade
through the inclusion of the Benelux
countries and three Scandinavian coun-
tries.”” This wording suggests that
coverage of the narrower currency
group (DEM/CHEF/ITL/GBP) was still
considered to be too low. The Deutsche
mark and the Swiss franc had appreci-
ated more than other currencies over
the previous years, so that the reduc-
tion of their weights would address the
concerns of the FAI and of the Chamber
of Commerce. This also clarifies why
the OeNB considered the high weight
of Germany in the share of incoming
tourism (75%) a convincing reason for
basing weights calculation on trade in
goods only, as discussed above. It would
have strongly increased the weight of
Germany even in a broader basket. In
addition, the OeNB fixed the ATS/
USD rate at 24.52 “[t]o fulfill the com-

2 ,,_Das Bemiihen der Notenbank gehe dahin, sagte Dr. Schmitz, gegeniiber den Handelspartnern moglichst geringe
Anderungen der Wechselkurse zu erreichen.” (Kurier, August 23, 1971b; author’s translation in the running text).

** ,Das kommt praktisch einem Mischkurs aus den Wihrungen in Europa gleich.“ (Austrian Cabinet, 1971, p. 2;

author’s translation in the running text).

%0 ,Bei der Berechnung des sogenannten Indikators sind nunmehr durch die Einbeziehung der Benelux-Staaten und
drei der skandinavischen Linder rund zwei Drittel der Auflenhandelspartner (sic) berticksichtigt.“ (OeNB, 1971b,

No. 781, p. 2; author’s translation in the running text).
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mitment [of August 23] to the govern-
ment and the social partners that the
Austrian export industry would not be
burdened further, as far as possible.””’
Based on the OeNB internal estimates
of the ATS/USD rate of 24.38 as of
August 23, 1971 (OeNB, 1971b, No.
779), the fixing of the initial index
value at ATS/USD 24.52 reduced the
long-term appreciation effect by about
0.6% — a sizeable easing of the burdens
on exporters. In addition, the OeNB
reduced the costs of short-term hedg-
ing (via changes to the Gentlemen’s
Agreement), offered central clearing
for long-term hedging via government
U.S. dollar debt and took on the for-
eign currency risk from exporters
through its daily market interventions
(Schmitz, 1972b).

The chronology of the political
deliberations shows that the introduc-
tion of a currency basket of more than
two currencies, its final composition of
ten countries and six currencies, and
the initial index value emerged in
response to criticism from representa-
tives of the export industry and the
tourism sector of the OeNB’s initial
proposal to revalue the ATS/USD rate
based purely on the development of the
DEM/USD and the CHF/USD rates.
The OeNB adapted the method of im-
plementation, but not the initial strat-
egy it had communicated to the public
for the first time on August 22, 1971,
namely to keep exchange rate changes
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as small as possible vis-a-vis trading
partners. The OeNB framed the Indi-
cator as the “operationalization” of an
exchange rate policy it had decided on
and communicated before the relevant
method had been developed.

Little detailed internal OeNB analysis
is available regarding the development of
the Indicator. Nonetheless, it is likely that
the introduction of a currency basket was
inspired by an IMF staff paper on ex-
change rate indices (Hirsch and Higgins,
1970).”* Ferdinand Hain, who presented
the Indicator at the OeNB Governing
Board meeting on August 25, 1971, rou-
tinely held close contact with the IMF, es-
pecially with Rudolf Rhomberg, a fellow
Austrian, who served as head of the IMF
Research Department. Fred Hirsch, also
an Austrian, was a Senior Adviser there.”

4.3 The Indicator after December
1971

The daily ATS/USD exchange rates™

on the Viennese foreign currency

market hardly deviated from the daily

Indicator value (Schmitz, 2016a).

The
weights remained unchanged until June
22, 1972, when the pound sterling
floated. The OeNB refined its interpre-
tation of its legal mandate to avoid a
conflict of interest between price sta-
bility and exchange rate stability vis-a-
vis countries with higher inflation
(namely to maintain the stability of the
domestic purchasing power of the cur-

Indicator composition and

27 [Obwohl die heutige vorborsliche Entwicklung des US$ auf den wichtigsten europdischen Devisenmdrkten eine

deutliche Abwartsentwicklung aufweist und die nicht mehr in Geltung befindlichen unteren Interventionspunkte
fast iiberall unterschritten wurden, soll der §-Kurs auf der Wiener Devisenbirse bei Eroffnung noch oberhalb des
unteren Interventionspunktes liegen,| um der Zusage gegeniiber der Bundesregierung und den Sozia]partnern

Rechnung zu tragen, daf der osterreichischen Exportindustrie keinen zusdtzlichen Biirden auferlegt werden.”

(OeNB, 1971b, No. 780, p. 1-2; author’s translation in the running text).

% Schmitz (2016b and 2016d).

? Hirsch and Higgens (1970) might have been prompted by the introduction of SDRs (see footnote 8) by the IMF in

1973, but no reference to SDRs is made therein.

30 For details regarding the development of the ATS/USD exchange rate and ATS/DEM exchange rate from 1952 to

1999 see chart 1 and chart 2 in Nowotny (2007).
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rency and its exchange rate relative to
the stable foreign currencies; NBG
1955, Article 2 (3)). It argued that a
currency that depreciated by floating
was not stable, and therefore excluded
the pound sterling from the Indicator.
Otherwise, the ATS/USD exchange
rate would have been pushed outside
the bandwidth of 2.25% under the
Smithsonian Agreement. The decision
was alleviated by the fact that exporters
bore few losses and some importers
profited (raw materials often traded in
pound sterling) (Socher, 1973). The
Italian lira was dropped from the basket
on March 15, 1973, when it floated. At
that time the Swiss franc was also ex-
cluded for a period of two weeks when
it appreciated too much and would have
pushed the ATS/USD rate outside the
bandwidth. To prevent the Deutsche
mark weight from increasing too
strongly, the OeNB added the French
franc (FRF) to the basket after France
had ended its dual exchange rate system
on March 16, 1973.°' Moreover, as of
that date the Danish crown (DKK) was
included in the basket separately from
the Swedish crown (SEK). As of
September 17, 1973, the Belgian franc
(BEF) was separated in the basket from
the Dutch guilder (NLG).

As of March 1973, the Indicator
consisted only of currencies that took
part in the block floating around the
Deutsche mark, such that Austria effec-
tively — though not formally — joined
that floating block. The dominant role
of the Deutsche mark therein turned
the Indicator value of the ATS/USD
exchange rate into a close shadow of
the DEM/USD exchange rate. As of
July 13, 1976, the central rate for the
Austrian schilling was oriented solely

toward the Deutsche mark, though no
formal ATS/DEM peg was announced.

The OeNB kept the initial index
value of ATS/USD 24.52 unchanged
until March 16, 1973, when it rebased
the index value as the ATS/USD mar-
ket value on February 9, 1973.” The
OeNB further rebased the initial index
value (1) on July 3, 1973, when the
Deutsche mark and the Austrian schil-
ling appreciated; (2) on May 17, 1974,
when the bandwidth of the Austrian
schilling increased to 4.5%, and (3) on
July 10, 1975, when the French franc
returned to the “snake in the tunnel,”
i.e. the EEC exchange rate system in
place from 1972 to 1979.

The interpretation, as of June 22,
1972, of a “stable currency” as a cur-
rency that does not depreciate trig-
gered an upward drift of the Deutsche
mark’s weight in the basket from 50.2%
on August 25, 1971, to 63.4% on
January 22, 1974. In combination with
the block-floating of the European cur-
rencies in the basket, this led to
Austria’s Deutsche mark orientation as
of 1976 and to the emergence of the
hard currency policy as of 1979 (Socher,
1996, Mooslechner et al., 2007).

5 Assessment of the new
monetary policy strategy
of August 1971

The OeNB’s new monetary policy
strategy of August 1971 — in concert
with other economic policy initiatives
— proved successful overall, though its
societal costs (e.g. in the form of subsi-
dies for investment and exports) should
not be ignored.
* The OeNB was able to maintain its
exchange rate target. After the col-
lapse of Bretton Woods, many coun-

31 The Frencb\ﬁranc was droppedfrom the basket again when it Wasforced tof]oat and devalue on January 22, 1974.
32 February 9, 1973 was the last trading day before the U.S. dollar devalued by 10% on February 10.
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tries targeted fixed exchange rates.
However, most of them were forced
to let their currencies float and even-
tually devalue them; only three were
able to avoid involuntary devaluations
(Austria, Hong Kong and Saudi
Arabia; Streissler, 1998).

Austria’s macroeconomic perfor—
mance after 1971 in terms of infla-
tion, per capita GDP growth, the rise
in the public debt-to-GDP ratio, and
unemployment was very good by
international comparison (Butschek,
1985; Hochreiter, 1981; Nowotny,
2007). Labor productivity grew
faster than in Austria’s major trading
partner countries. Handler (1989)
suggests that this was a result of the
stability-oriented exchange rate policy
due the competitive pressure it in-
duced on exporting sectors.

Austria did not experience a twin
crisis when it liberalized its capital
account and its financial sector,
unlike  many other countries
(Kaminsky and Reinhart, 1999) such
as Spain (1978), Denmark (1987),
Norway (1989), Sweden and Finland
(both 1991). Capital account liber-
alization was subordinated to ex-
change rate policy; i.e. when neces-
sary the OeNB temporarily tightened
capital account controls.

Within Austria, the new monetary
policy strategy was successful insofar
as it supported coordination across
different economic policy areas
(Glick et al., 1992; Haberler, 1979;
Guger, 1998). It did so mainly by
subordinating other policy areas
(fiscal, income, monetary, capital
account and macroprudential policy)
under exchange rate policy (or the
exchange rate target, respectively).
However, ex ante subordination was
not perfect, and after 1973 wages in-
creased faster than would have been
compatible with the current account

situation (Butschek, 1985). In re-
sponse, Austria implemented nine
stability packages between 1972 and
1977, which were coordinated across
policy areas, to address inflation and
current account imbalances ex post.
* The new monetary policy strategy
also carried societal costs. Strau-
mann (2010) suggests that the Aus-
trian response to relatively high real
wage growth between 1973 and 1983
consisted not only of ex post stability
packages. He argues that Austria also
reduced labor immigration, hoarded
labor in state-owned companies and
subsidized investments and exports
(as compensation for exporters). This
caused direct fiscal costs, capital mis-
allocation and an increase in nonper-

forming bank loans in the 1980s.

6 Significance of the Indicator
within the overall monetary
policy strategy

The following assessment of the Indica-
tor takes the OeNB’s accompanying
measures as given. The OeNB under-
pinned its exchange rate target with a
complex set of instruments to safe-
guard technical implementation. These
instruments included the flexible adap-
tation of capital account liberalization,
credit control agreements and the Gen-
tlemen’s Agreement, the monopoliza-
tion of the ATS/DEM market, the pro-
hibition for Austrian banks to short-sell
Austrian schillings, and high foreign
currency reserves relative to foreign
holdings of Austrian schilling-denomi-
nated bonds (Streissler, 1998).

Despite its technical shortcomings
(Hochreiter, 1975), the Indicator was a
useful instrument for achieving the
objective of stabilizing the Austrian
schilling’s exchange rate vis-a-vis the
currencies of its main trading partners
in terms of nominal effective exchange
rates. The first internal OeNB assess-

204

OESTERREICHISCHE NATIONALBANK



The OeNB's reaction to the end of the Bretton Woods system: tracing the roots of the Indicator

ment of the Indicator on September 8,
1971, was positive and stated that the
Indicator reduced the volatility of the
Austrian schilling against the major
trading partner currencies and in-
creased volatility vis-a-vis the U.S. dollar
(OeNB, 1971b, No. 782). On
December 5, 1971, the Austrian gov-
ernment and the OeNB agreed that
there was no need to change the policy
stance (OeNB, 1971b, No. 792; Meet-
ing of the Minister of Finance and the
OeNB executive committee, Decem-
ber 6). The new parity agreed upon in
the exchange rate realignment on
December 22, 1971, was based on the
Indicator, which an internal study
found to be successful (OeNB Presi-
dent in APA, 1971, December 22).
Over the medium term, it is interesting
to note that despite a series of apprecia-
tions of the Austrian schilling against
the U.S. dollar, the Austrian schilling’s
nominal effective exchange rate (as
calculated in Hochreiter, 1981) only
increased modestly until January 1973
(by 1.2%).

However, the strategy also gener-
ated losses for the OeNB due to cur-
rency appreciation versus the U.S.
dollar, in which a large share of its re-
serves were denominated. Losses
amounted to ATS 776 million (USD 33
million) from August 24 to November
30, 1971, and increased to ATS 2 bil-
lion by December 13, 1971 (OeNB,
1971b, No. 794). The OeNB planned
to cover the costs out of its revaluation
reserves without a reduction of fiscal
seignorage (OeNB, 1971b, No. 792,

annex).

The Indicator contributed signifi-
cantly to the success of the new mone-
tary policy strategy for three reasons:

First, the OeNB overcame the
opposition to its initial policy stance on
August 23, 1971, by presenting the
Indicator as the operationalization of
the two undisputed cornerstones of a
stability-oriented exchange rate policy:
(1) the OeNB’s legal mandate (NBG
1955, Article 2 (3), “It shall ensure
with all the means at its disposal that
the value of the Austrian currency is
maintained with regard both to its
domestic purchasing power and to its
relationship with stable foreign curren-
cies.”) and (2) the interpretation of the
currencies of Austria’s trading partners
as (mostly) stable currencies. As a con-
sequence, the key ingredient of the
OeNB'’s reaction to Bretton Woods —
“to keep the value of the Austrian
schilling stable vis-a-vis the main trad-
ing partners” (OeNB, 1971d; OeNB,
1971e) — was largely undisputed as
well. The representatives of the export
industry and the tourism sector could
not reject these cornerstones, but ini-
tially strongly opposed the sole orienta-
tion of the Austrian schilling toward
the Deutsche mark and the Swiss franc.
In response, the OeNB broadened the
basket of currencies and framed the
broader set as a sophisticated technical
currency basket” that simply opera-
tionalized (1) and (2) above.

Second, the Indicator forced the
political debate into a technical frame-
work. Its technical sophistication and
scientific rigor** lent credibility to that

framework (Schmitz, 2016d). Critics

3 A number of studies (inter alia Hochreiter, 1975) arque that the Indicator had technical shortcomings compared
with more sophisticated nominal exchange rate indices. However, the OeNB did not aim to develop a highly
sophisticated method. The level of sophistication just had to be high enough to fulfill the OeNB’s requirements in

terms of its discursive strateqy in the political debate.

3 The fact that it was inspired by academics and by a neutral international organization like the IMF could have

lent additional weight to the Indicator. A similar strateqy of international bond investors in London around the

1860s is described in Flandreau (2016).
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of the revaluation could not simply re-
ject the method as inappropriate or ar-
bitrary. This discursive strategy in the
political debate proved successful. The
fiercest critics of the ATS revaluation of
May 1971, the FAI, embraced the new
monetary policy strategy of August
1971. In its first meeting on September
24, 1971, the FAI's newly founded
Committee on Monetary Policy for-
mally stated: “In principle, the industry
embraces the temporary concept of Au-
gust 20 (sic), 1971. It consists of the at-
tempt to allow the Austrian schilling to
move with the major European curren-
cies (DEM, CHE, ITL, NLG, SEK (sic))
in their relationship to the U.S. dollar
and to embrace the possibility of a slip-
ping of the U.S. dollar.”** The Chamber
of Commerce developed its own cur-
rency basket to be able to challenge the
Indicator in political ~deliberations
(Socher, 1973). Its basket was much
broader and included countries with
nonconvertible currencies; the weights
of the currencies that were considered
more likely to exert appreciation pres-
sure on the Austrian schilling (the
Deutsche mark and the Swiss franc)
were much lower. As of July 1973, the
Indicator appreciated by 12.4% vis-a-
vis the index of the Chamber of Com-
merce (Socher, 1973, p.108). Never-
theless, the OeNB reached its objective
of moving the political debate onto a
technical level, while preserving the
broad political consensus regarding the
fundamentals of the strategy. At the

other end of the spectrum of the social
partners, the Chamber of Labour em-
braced the strategy, too: “It must be as-
serted that the exchange rate measures
of the government and the OeNB turn
out to be appropriate.”*® The first publi-
cation on the new strategy highlighted
the politico-economic contribution
of (managed) floating and, indirectly,
of the Indicator: “The result of the
realignment of exchange rates [as of
December 22, 1971] were revaluations
and devaluations with respect to the
situation before August 15 and even
more so with respect to the situation
before May 10, [1971], that could never
have been reached by way of negotia-
tions.””” The OeNB managed to over-
come the politico-economic tensions
between different stakeholders in Aus-
trian exchange rate policy. Despite the
conflicting views regarding revaluation
and nonrevaluation, managed float
versus fixed exchange rates or dual
exchange rates, the OeNB preserved
the broad consensus on exchange rate
policy.

Third, the Indicator contributed to
the international credibility and the
broad societal backing of a stability-ori-
ented exchange rate policy, alongside
the OeNB’s accompanying measures.
The Indicator constituted a flexible and
nontransparent policy rule (neither the
composition of the basket nor the
weights were publicly communicated).
This seems to somewhat contradict the
conventional economic wisdom that

» ,Die Industrie steht grundsdtzlich nach wie vor zu dem vorldufigen Konzept vom 20. (sic) August 1971. Dieses
besteht in dem Bemiihen, den Gsterreichischen Schilling mit den wichtigsten europdischen Wahrungen (DM, sfr,
Lire, hfl, SKr (sic)) in ihrem Verhaltnis zum Dollar mitgehen zu lassen und ein Abgleiten des Dollar-Kurses in
Kauf zu nehmen.” (FAI, 1971a, October 21; author’s translation in the running text).

36 Es muss festgestellt werden, dass sich die von der Bundesregierung und von der Nationalbank gesetzten
Mafnahmen als richtig erwiesen haben.” (Austrian Chamber of Labour, 1971; author’s translation in the running

text).

37 Das Ergebnis der Neufestsetzung der Wechselkurse waren gegeniiber der Situation vor dem 15. August und noch
mehr gegeniiber der Situation vor dem 10. Mai Auf- und Abwertungen, die im Verhandlungswege nie erreicht
werden hdtten konnen.“ (Schmitz, 1972b, p. 290: author’s translation in the running text).
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monetary policy rules need to be simple
and transparent to achieve their objec-
tive (Dorn, 1979; Hochreiter and
Winckler, 1995). But within the frame-
work of managed floating, this lack of
transparency exposed potential specu-
lative capital flows to a two-way risk.
The OeNB did not announce a target
value for the ATS/USD exchange rate
or the Austrian schilling’s exchange
rate vis-a-vis any other foreign cur-
rency (ATS/DEM or ATS/CHF). As a
consequence, there was no exchange
rate target that could lend itself to a
speculative attack. This, in turn,
reduced the costs of maintaining the
target. Governments are forced to de-
value the currency when the societal
costs of defending a target (that has lost
credibility) become unsustainably high
in terms of high interest rates, restric-
tive fiscal policy, capital account con-
trols and high unemployment. Austria
avoided such costs, which made it eas-
ier to preserve the societal consensus
and the political resolve. Over time,
stability
noticed internationally and this in-
creased the credibility of the chosen
policy. Similarly, its economic benefits
(i.e. exchange rate stability vis-a-vis the
major trading partners) materialized
and reinforced the political resolve and
societal consensus within Austria.
Eventually, the ATS/DEM peg became
a reality without the OeNB ever for-
mally committing to a fixed exchange
rate vis-a-vis the Deutsche mark.

Austria’s orientation was

7 Conclusions

The present analysis shows that the
Indicator was an ad hoc innovation in
August 1971. The OeNB developed it
in response to the criticisms of repre-
sentatives of the export industry and
the tourism sector to its initial proposal
to revalue the ATS/USD exchange rate
based on the development of the DEM/

USD and the CHF/USD exchange
rates. The OeNB adapted the method
of implementation but not its initial
strategy, which it had already commu-
nicated to the public for the first time
on August 23, 1971, before the Indica-
tor was developed.

By implementing the Indicator, the
OeNB forced the political discourse
into a technical framework. This enabled
the OeNB to maintain its initial policy
stance of August 22, 1971, in the face
of fierce opposition from exporters and
the tourism sector in view of the transi-
tion from an export-oriented to a sta-
bility-oriented exchange rate policy.
The OeNB managed to push through
its policy stance despite the viewpoints
of other stakeholders in Austrian ex-
change rate policy. It forged a consen-
sus (1) on managed floating (rather than
fixed exchange rates or dual exchange
rates) and (2) on the revaluation of the
Austrian schilling with respect to the
U.S. dollar. In addition, the govern-
ment shouldered some of the costs of
this consensus in the form of compen-
satory measures for exporters and,
more indirectly, through its general
labor market policies, e.g. labor hoarding
in state-owned enterprises. The con-
sensus supported policy coordination
across different economic policy areas,
which in turn helped contain the
societal costs such as high unemploy-
ment or currency crises.

Finally, the Indicator contributed to
the international credibility of a stabili-
ty-oriented exchange rate policy, in
combination with that
deterred speculative attacks. Following
the Austrian schilling’s orientation to-
ward the Deutsche mark as of 1976,
Austria’s hard currency policy emerged
as of 1979 as a result of the OeNB’s
reaction to the end of Bretton Woods
and the introduction of the Indicator.
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