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During the Plenary Session of 15 December 1982, the European Parliament
referred the Motion for a Resolution of Mr. SEELER and others on the Community's
external trade and the problem of global financial instability (Doc. 1-1023/82)
to the Cammittee on External Econamic Relations as the cammittee responsible
and to the Committee on Economic and Monetary Affairs for an opinion.

On 19 January 1983 the Committee on External Economic Relations
appointed Sir Fred WARNER rapporteur.

It considered this Motion for a Resolution at its meetings of
27 September 1983, 22 February 1984 and 28 February 1984.

At the latter meeting the Committee unanimously adopted the Motion for
a Resolution and the Explanatory Statement with 6 abstentions.

Present : Sir Fred CATHERWOOD, Chairman; Mrs. WIECZOREK-ZEUL, Vice-
Chairman; Sir Fred WARNER, Rapporteur; Mrs. BADUEL GLORIOSO, Mr. BLUMENFELD,
Mr. HARMAR-NICHOLLS (deputizing for Mr. HOOPER), Mr. JONKER, Mr. PELIKAN,

Mr. PESMAZAGLOU, Mrs. PRUVOT, Mr. RIEGER, Mr. RIVIEREZ, Mrs. SEIBEL-EMMERLING
(deputizing for Mr. SEELER), Mr. SPENCER, Sir John STEWART-CLARK and Mr. ZIAGAS.

No Opinion has been received from the Committee on Economic and Monetary
Affairs. -

The report was submitted on 7 March 1984.

The deadline for the tabling of amendments to this report appears in the
draft agenda for the part-session at which it will be debated.

-
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A

The Committee on External Econamic Relations hereby submits to the Burcpean
Parliament the following motion for a resolution with explanatory statement:

MOTION FOR A RESOLUTION

on the Community's external trade and the problem of global financial instability

The Eurcpean Parliament,

- having regard to the motion for a resolution tabled by Mr Seeler, Mr Radoux
and Mr Pelikan pursuant to Rule 47 of the Rules of Procedure on the external
trade of the Community and the problem of global financial instability
(Doc. 1-1023/82);

- having regard to the Communication from the Commission of the EC to the Council
on financial integration in the Community (Doc. 1-231/83);

- having reviewed the numerous resolutions and reports adopted on these and
allied matters during the life of the present Parliament;

- having regard to the report of the Comittee on External Economic Relations
(Doc. 1-1542/83):

A. Believing that renewed prosperity and economic growth within the Community,
full employment, an improved standard of living for the peoples of Europé
and better international understanding and cooperation are all dependent
on a renewed increase in world trade;
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Convinced that international financial instability, as
evidenced by wide and uncontrolled fluctuations in
exchange rates and by the crisis in liquidity and
banking problems, is an obstacle to the development

of world trade and a threat to the welfare of individual

countries and the international community as a whole;

Believing that many of the pressures on the GATT system stem from
the breakdown of many of the international arrangements of the post-war
econcinic settlement;

Noting the difficulties posed for the financing of international trade
by the world's current liquidity and banking problems; .

Concerned by the prospect of countries engaging in campetitive
devaluation to gain trade advantages and by the protectionist problems
associated with a weak US dollar and a strong Japanese yen;

Versailles and Williamsburg Summits but wishing to
see a more effective attempt to mcve out of the
present recession;

I.

As regards Exchange Rate Instability

l.(a) Given the continuing divergence of the economies of
~ 1leading industrial countries, a return to a system of

fixed exchange rates is at present neither financially

possible nor politically feasible.

(b) Nevertheless, a floating system does not mean that either frequent

or wide fluctuations in currency values have to be accepted.
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(c).Such fluctuations distracting of managemeht time and effort, ate
discouraging to export activities and to investment and have a depiessing
effect on world trade.

(d)

(e)

(f)

(g)

Currency instability encourages demands fot protectiofiism
or competitive devaluation in countries with high-valué
currencies or which are otherwise uncompetitive. The

Parliament strongly condemns such threats to world trade,

Non-intervention in foreign exchange markets is no moré neutral
than intervention; there is a need for a fresh review of the
possibilities for Limited joint intervention, as & short-tefn
contribution to the stabilization of exchange rates.

Progress towards convergence in the economies of the
jndustrialized countries should not be based on money-Suipply

policy alone but should include exchange rate targets.

The acceptance by the US Government of large budgetary
and trade deficits, compensated by very high interest
rates, has damaged both trade and investment in the

Community and tended to delay world economic recovery.
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2. The Parliament therefore:-

(1) Welcomes the decision at the Versailles summit,
reinforced at Williamsburg, that Finance Ministers
should study these problems.

(ii) Calls for an acceleration of the work of the Financ®
Ministers' Deputies and for the early presentation
by them of proposals for greatér stability in
exchange rates.

(iii) Requests that the work of the Deputies be fully integrated with that of
the OBCD, GATT, IMF and BIS.

(iv) Calls upon the Governments of Member States of the
Community to continue their attempts to persuade the
Government of the UnitedVSta;es to adopt a less inflexible

approach to the problem of the dollar exchange rate and to

move to a Lower level of interest rates.

(v) Welcomes the formation of US/Japan Consultative Forum
on monetary problems and calls for the Governments of the
Member States and the Commission to consider the best
way of opening discussions with the Japanese Government
on the parallel problems for Europe.

(vi) Strongly endorses considered intervention by the Central
Banks of Member States to smooth out temporary fluctuations.

(vii) Believes that the Central Banks should continue to study

and practice joint intervention to correct “overshoot®,
where this is likely to be effective.
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’(viii) Draws attention to the importarnce of limited
intervention as a means of signalling to currency
holders and giving time to reinforce corrective
policies.

(ix) Accepting that the prudent management of corporate assets requires a
reasonable return, stresses that the main task of manufacturing campanies
should be the production of tangible wealth and looks to the Finance
Ministers of the Cammunity to ensure a state of affairs where the
return on productive investment is more attractive than the prudent
management of accumulated cash balances.

(x) Reminds the Governments of Member States that their efforts in this
field are more likely to be effective if they harness the political,
productive, commercial and financial resources of the Community as a
whole and hopes that the Cammission will continue to play an active

and effective role as the guardian of the Cammunity's collective view
in this field.

II1

As regards International Indebtedness

3. (a) Wwhile the international credit system has survived the
1983 crisis and the prospects for a return to general
stability are improving, rescheduling is far from
complete, the exposure oI private banks is still very
high and the European banking system is vulnerable to
any disorder in the US banking community.

(b) Many developing countries have suffered severe damage
during the debt cr151s. Their trading abilities have

been ser1ously impaired and in some cases they have been
subjected to disturbing political strains.
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(¢} The international machiness opacrated by thoe IMP.

the World Bank, the OECD, the BIS and the Paris Club

has generally withstood ihe test of the crisis and
individual institutions have rendered outstanding services.

r

G) While the Commercial Banks have in the past, often with the encouragement
of national governments, shown a certain disregard for political risk
and same weakness in evaluating credit ratings, they have acted in a

responsible fashion when faced with the recent demands for rescheduling
and increased loans to borrowers.

(e) National or international guarantees of commercial
loans are not desirable; they couléd have the long term
effect of increasing instability.

{f) There is a pressing need for improved early-warning
of debt problems.

il The Parliament therefore:-

(1) Calls upon Governments of Member States to intensify !
their support for the IMF and the World Bank, both :
through prompt financial reinforcement when needed and S
bv maintaining the authority of those institutions.

(ii) Requests the IMF and the World Bank to consider improved co-operation
and burden-sharing when dealing with problems of indebtedness, while
retaining their distinctive roles.

(11i) Requests the Member Governments to discharge their
responsibilities in the IMF by careful monitoring
of "packages of measures" to ensure that their political
effects have been adequately considered.

(iv) Requests Governments to consider possibilities of
direct bilateral support to debtor countries where the -

IMF's reasonable economic criteria are in conflict with
political factors.
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(v) Welcomes the steps taken by the IMF to improve
surveillance and establish a more sensitive early-
warning system acceptable to borrowing countries.

(vi) Believes that the international credit system must

be used to strengthen the trading capacity of
borrowing countries and considers that this criferioﬁ"»
should be more generally applied.

(vii) In this connection, welcomes the closer and regular co-operation
between GATT, the IMF and the World Bank on problems
of indebtedness and asks that this activity should be
extended and made fully effective.

(viii) Requests that the co-operation now established between
the IMF, World Bank, and Commerc¢ial Banks be maintained
and intensified so as to ensure a common understanding
and remove possibilities of conflict.

(ix) Welcomes the creation of the Institute of:'International
Finance and requests Member Governments to publicly
recognize its' importance.

(x) 'Requests the Governments of Member States to study, as
a matter of urgency, ways of improving the flow of direct
equity investment to developing countries while safeguarding
their interests and economic independence.

(xi) Reasserts its view that a fall in world interest rates
will be the paramount factor in reestablishing the
credit-wrthiness of borrowers and calls upon the Goverhments
of Member States to renew their efforts in this respect
with the US Government, as well as for the reasons in
2(iv) above.

(xii) Recommends that further attention should be given to
analysing the balance of investment between industrialized
and Third World Countries.

(xiii) Recammends that the Communiﬁy aﬁélyses the rapid rise of countertrade
and other linked trade and its long-term effect on international

liquidity, the international financial system and the world trade
pattern.
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III

5. As regards European Manetary Co-operation:-

{a) The European Monetary System has failed to realize
its original aims which were to bring about economic
convergence within the Community and to increase
institutional and political unity.

(b) Community influence in world trade and monetary
problems and its ability to negotiate on such
matters with other major-currency countries would
be improved by a strengthening of the EMS.

(c) The performance of the EMS in the field of exchange
rates has.E;;n satisfactory but, on balance is ueakened'ga
by the failure of the United Kingdom to co-operate fully
in the Exchange Rate Mechanisn.

(4) Problems of global financial instability provide an.
opportunity for closer unity of the Community and should
not be the occasion for jndividual or divisive action.

6. The Parliament therefore:- .

(1) Calls upon tﬁé EuropeanACounciL, at an"ééfl} next meeting’_

to devote special attention to the question of how to
strengthen the EMS.

(ii) Requests that this discussion should reexamine the

problems which have delayed full participation by the
United Kingdom in the Exchange Rate Mechanism.
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(iii) Further considers that this discussion should also establish directives
for accelerating the transition to Phase 2 of the EMS and for enabling
all member countries to participate in the system to a fuller extent.

(iv) Requests the Council of Ministers to approve,
without further delay, the administrative measures
proposed by the Commission in its Communication
No. 7152/83.

) Asks the Governments of Member States to examine
the present standing of the ECU and, in particular,
ways of encouraging its wider use for:-

(a) Settlement of intergovernmental transactions
(b) Providing a clearing system for intra-Community commercial .
debts
(¢) Eurobond issues .
" (d) Invoicing of Commercial Debts

(e) Losns and other financial transactions with
non-Community countries

(Vi)  Invites the Chairman of the European Community Monetary
Committee and the Secretary General of FECOM to attend
a meetiny of the Economic and Monetary Committee of the
Parliament to discuss their organizations' contributions
to European Monetary Co—-operation.

Iv -
. As regards future action:-

(a) Global financial instability whether in exchange rates
or in the credit system, has a damaging effect on World
Trade, and therefore on the external trade of the
Community.

{(b) The matters discussed in this report are essential
factors in any European economic recovery.

(c) It is therefore important that this resolution and the
' accompanying report be considered bv Parliament with
those contained in the report by M. Albert and Professor Ball
on European Economic Recovery.
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8.

The Parliament therefore:-

(1)

(ii)

(iii)

In adopting this Resolution, calls for its
consideration by other Institutions of the Community
and by the Governments of Member States in conjunction
with the Parliament's recommendations on European
economic recovery. |

Requests the Commission to report back to Parliament
as soon as possible on its own‘Proposals for dealing
with the matters discussed and on its present role

in dealing with them in international institutions
and discussions.

Requests the President of the Parliament to forward

this Resolution and the accompanying Report to the

Presidents of the Commission and the Council of Ministers,

to the Governments of the Member States, and to the Rresidents
of the IMF, the World Bank, the Bank for International
Settlements, the Paris Club and the Institute for
International Finance.
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The effects on world trade of'financial instability

I. INTRODUCTION

b
i

A. Previous Parliamentary Attivity

1. Since the elections of 1979, the Parliament has examined aspects of the
infernational financial system on a considerable number of occasions.1 Indeed, the
whole field had already been studied in an exhaustive and penetrating report by Dr Arndt
as long ago as 1973 by the former nominated Parliament.2 However, in spite of

the passage of the numerous resolutions (cited in Notes 1 and 2 below) Llittle
account appears to have been taken of the Parliament's views. The explanation

for this may be found in the very general and wide~ranging lLanguage of some of

the resolutions, as well as the large number of proposals contained in them,

which faced the Commission and Council of Ministers with too bewildering a

choice from which to apply themselves to practical matters. Another discouraging
factor has been that reports and resolutions have often been overtaken by events
so that succeeding resolutions have tended to contradict earlier ones. Most
significantly, reports have sometimes overlooked the strongly expressed views

and policies of major governments.

2. The subject of the present report is: '"The external trade of the Community
and the problem of global financial instability".3 Once again, this opens up a
gigantic field of related problems. Nevertheless, while examining these in

some detail, your rapporteur has endeavoured to draw up a draft resolution

which is limited to ideas and measures which are within the competence of the
Commission or which seem to be within the sphere of what governments of Member
States can put into effect at an early date, if they are willing and determined
enough to do so.

1(a) Ruffolo report of 11.4.1980 on the EMS as an aspect of the international

monetary system (0J C 117 of 12.5.1980, pp.56~59)

(b) Wieczorek-Zeul report of 14.8.1981 on trade relations between the EEC and
the Gulf States (0J C 260 of 12.10.1983, pp.28-30)

(c) Purvis report of 15.2.1982 on recycling of petro-dollars (0J C 128 of
16.5.1983, pp.46-50)

(d) Resolution on oil prices (0J C 68 of 28.6.1983, p.63)
e Arndt report of 28.5.1973 on reform of the world monetary system (0J C 49 of
28.6.1973 .

Motion for a resolution, dated 14.12.1982, by Mr Seeler, Mr Radoux and
M¢ Pelikan (Doc. 1-1028/82)

el
¥

3
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B. Structure of the report

3. The external trade of the Community is only a part of world trade and is
affected by the same factors and considerations.

The relationship between world trade and financial instability will be
examined under two heads:

(a) What are the effects of wide and uncontrolled fluctuation in
exchange rates on the volume and character of world trade?

(b) To what extent does "overborrowing'by certain countries distort
or restrict trade by Limiting the purchasing power (i.e. import
capabilities) of the borrowing countries?

A number or suggestions are made as to how to deal with these two sets of
problems and a review of the possibilities of European monetary cooperation is
included.

4. Underlying both the above aspects are certain basic problems such as
inflation, lack of convergence and interest rates. It is important, theréfore,
to have an agreed analysis of how the present stage of instability has been
reached as a background against which to consider possible remedies.

II. BACKGROUND ANALYSIS

5. In 1973, Dr Arndt, shocked by the breakdown of the Bretton Woods system
and the effects of variable exchange rates, wrote "A currency's exchange rate
is a matter of international concern. No world monetary system will work if
exchange rates are regarded as a purely national affair". Yet that is pre-
cisely how they have been treated in recent years, whatever protestations of

international concern individual governments may make.

6. Present troubles in the world economy have their beginnings in the

1960's and 1970's. Inflation began to increase fast during the Late '60's and
at different speeds in the different industrialised countries, thus increasingly
forcing the values of their currencies out of Line. The fixed exchange rate
system was quite unable to contain these strains and was abandoned for floating
exchange rates in 1973. A return to the basic condition for fixed exchange
rates could then only be achieved by a strict convergence of the economies of
the States principally involved - convergence through similar policies for the
control of budget deficits and money supply, together with comparable rates of
investment and productivity. Such convergence has in no way yet been seriously
attempted.
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7. The first and second oil crises also put inmense pressure on currencies.

From 1974 to 1980, the OECD group of industrialised countries faced average current
account deficits of $20 billion per year. It is not surprising that they

resorted to high and often competitive interest rates in attempts to repatriate
part of these balances.

8. Less Developed Countries (LDCs) without their own energy resources fared
much worse. During the same period their collec¢tive annual deficits were about
$47 billion. Lacking the financial apparatus to staunch this enormous loss of
capital, they were forced to turn to borrowing and commercial banks readily
_took up the role of intermediaries between the surplus countries of OPEC and
other LDCs. The level of international debt increased sevenfold from 1972 to
1982, reaching $700 billion by the end of the period. At the same time, the
high interest rates for such transactions, following those now in force in most
industrialised countries and particularly those in the United States (since most
loans were made in dollars) put an even greater burden on borrowers.

9. It was unfortunate that much of this borrowing had to be spent on infra-

structural projects with low or nil rates of return, was sametimes misapplied

in industrial projects without sound financial or management control and was

often even used to plug current account deficits. Earning power has therefore

not kept pace with growing costs of debt-service. These increased from 18% of

the total exports of LDCs in 1980 to 24% in 1982, For the twenty largest bor-

rowers it rose to 40%. To deal with this situation, such countries must.achdeve increased
exports to industrialised countries and reduced imports fram them, a most

unwelcome solution to Western states with their stagnant production, adverse

trade balances and high unemployment.

10. In the most recent phase of events, a ruling factor has been the growing
divergence of the US economy away from those of other inudstrialised countries.
Inability to control mounting budgetary deficits has led through high interest
rates to an overvalued dollar. The trade deficit is now running at $70 billion
for 1983 and is likely to reach $100 billion next year. This has greatly
increased the problems of restoring stability.

11. It is tempting to look for institutional or manipulative remedies to
problems of fluctuating exchange rates and excessive indebtedness. While it
is very desirable to use such means, the basic need is for controlled inflation
at even rates, convergence, stable energy prices and steady interest rates at
levels unrelated to the panic of the moment.
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III. EXCHANGE RATE INSTABILITY

A. Definitions

12. It is worth distinguishing three different kinds of exchange rate ‘
instability; people take different views as to whether each of them can be or
should be controlled and to what extent:

(a) Misalignment

A currency may be held to be misaligned if its internal and external pur-
chasing powers can be segen to differ significantly for a prolonged period.
Sterling, for instance, was generally held to be seriously over-valued in 1980/81
when it touched £2.40 to £1. It is equally held that the Japanese Yen at
230/2680 has for some years been seriously under-valued. Misalignment may be
the result of govermment policies in setting unusually high or low interest
rates or of extraneous factors such as the existence of North Sea 0il in the
case of Britain, the attraction of holding longer-term American assets in the
case of the US (the Secure Haven effect) or the absence of instruments for
retaining free capital in the case of Japan. If one accepts the reality of mis-
alignment, then it follows that it must produce significant distortions in trade.
An important minority, however, does not accept that misalignment can exist,
arguing that all:rates reflect market and structural forces and are therefore
"real". Your rapporteur does believe that currencies can be wilfully or other-
wise nusallgned

(b) Overshoot

A temporarily misaligned currency moving to a new, more realistic level
may run beyond it and remain for some time in a state of involuntary reverse
misalignment. An example was given by sterling while moving fram undervaluation
to overvaluation by no less than 68% between the end of 1976 and the end of 1980.
Overshoot can equally be produced by non-financial influences such as severe oil-
price changes, political elections or notice from governments of changes in their
econamic policies. All of these affect the expectations of currency holders as
to how a currency will behave and can lead to extensive changes in rates.

(c) Flutter ,

This is the day to day movement of currencies by a few points. It
reflects the . nerousness of holders of currencies on the one hand and. the
skills of foreign exchange managers and dealers on the other. For ingtance, in
the first nine months of 1981, the $/DM rate maveiby % to 2 percent on 104
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trading days out of 196.] This kind of arbitrange has been brought abeut by

-the speed of modern communications and the develcpment of information technology
to an ever higher and higher degree of fine-tuning and has been described as

"the perfect capital market".? I suppose that, thearetically, such developments
could lead to a "no-energy state" in which the universality of instant informa-
tion precluded any dealer fram jumping another one, but at present the phenomenon
remains a major nuisance (or opportunity) for fund managers. So long as the
downside risks of holding currencies for any length of time remain so great as

in the present state of exchange wolatility, currency holders and managers will

be constantly on the nnve.3 (Armex 1)
(For figures on exchange movements see Annexes I, II and III)

B. Effects of Volatility

13. The general assumption of earlier discussion in the Parliament has been
that volatility of exchange rates must directly inhibit trade and that a direct
correlation exists between the extent of volatility and the wvolume of trade.
Your rapporteur has found no evidence to support this view. While a country
with a seriously over-valued currency will find its exports inhibited, it is
also likely to increase its imports sharply; over the world market as a whole,
there is little direct effect fram this event. GATT, who are rightly the most
watchful of international organisations in this field, have sponsored a detailed
study which concludes that the facts examined suggest "... that there was no
direct adverse effect of exchange rate variability on the level of international
trade, which remained influenced mainly by the underlying GNP growth".? Indeed
this last clause holds the key to the report's thinking since it further sug-
gests "... that damestic macroeconomic policies have more influence on the trade
balance of a country than a change in its exchange rate'r'.5

14. whatever the lack of correlation in these phenamena, it is not possible to
believe that frequent and large fluctuations in such an important element as the

1 Lamfalussy address to the Atlantic Institute for International Affairs,

22.10.1981

2 Blackhurst and Tumlir. Trade Relations under Flexible Exchange Rates, p.5

3 See Lamfalussy. Address to Financial Times Conference, 16.2.1983, par-
ticularly Annex 3 which is reproduced with this report as Annex 1
4 Blackhurst and Tumlir. Trade Relations under Flexible Exchange Rates, p.3

> Op.cit., p.8
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exchange rate could have no damaging effects on the economy. They are certaiwly

- @ Aiversion and a nuisance and the following points may be made:

(1)

(ii)

(1ii)

(iv)

(v)

Unpredictable fluctuations (and when have exchange rates been pre-
dictable?) discourage manufacturers from engaging in export business
because of the uncertainties which surround long-term contracts.
Exchange risk insurance is a costly, troublescme and sametimes
inadequate defence.

Far too much management time is devoted to exchange management which
should be spent on improving products and productivity. .

There has undoubtedly, in some national econamies, been a long term
ratchet effect with increases in import prices (and consequently
wages) in times of undervaluation being carried forward into times of
exchange readjustment.

The persistence of an unnaturally high value for a particular currency
leads to clamorous pressure for protectionist policies, as for instance
in the United States in 1982/1983. At its worst, it produces com-
petitive devaluation in a search (always fruitless in the long run)
for increased exports. Examples- have been the competitive devaluations

between Sweden and Finland which will be examined in the Pruvot report.1

Most serious is the probable effect on investment. There is the dis-
couraging influence of an unsettled outlook in exchange markets and
the consequent difficulty of calculating returns. There is the tempta-
tion to look for a return on unemployed funds by moving them around the
money markets. This becomes very strong indeed where profits are
being seriously squeezed in countries with overvalued currencies.
Indeed, since the return on investment in manufacturing industry
within the Community has steadily fallen in recerit years, tim
inducement to move cash out of liquid funds into plant and
equipment becomes less attractive.

C. Government and Academic Attitudes

15. Your rapporteur, in seeking to recammend to Parliament a view on this
matter, has found no consensus at all among governments or their econamic

advisers.

A majority of world trade is carried on in dollars and the attitudm

of the United States Administration towards the value of their currency and its
fluctuations is of overwhelming importance. The US authorities withdrew frem
intervention in early 1981 and their doctrine is that it could only be resumed

1 wotion for a resolution tabled by Miss Gloria Hooper of 25.11.1983 (Doc. 1-924/82)
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in crisis conditions when markets become "disorderly". No definition of this
term has been found but it is generally assumed that a President would have to
. be shot again in order to justify intervention. The arguments advanced by the
US Treasury to support this attitude are dressed in econamic lanquage. Your
rapporteur was told that attempts by the Europeans in the last year to practise
intervention (France and Germany) have failed and proved the total inéffective-
ness of such action, that even "sterilised intervention" has an accelerating
effect on money supply, that intervention is an artificial concept because cur-
rencies automatically find their own "real" level and that the only way to
stabilise exchange rates is by convergence between economies. One sees little
attempt to achieve such convergence and one has to ask whether the motives for
such attitudes are really a priori economic or ex post facto political. They
certainly have a harsh ideological ring at times. There is also the discon-
certing fact that they are dropped when there is discussion of the Yen/dollar

relationshin. The only recent significant intervention by the United States in

foreign exchange markets was to prevent a weakening of the Yen in August 1983.
16. The difficulty of justifying such views is shown by the contradictions in
the analysis offered by different speakers at different times. For instance,
the Chairman of President Reagan's Council of Economic Advisers, in a highly
sophisticated analysis earlier this year, argued that the high value of the
dollar was the sole and natural result of the high real interest rate in the
US, this itself being in turn the consequence of US government budgetary
deficits.1 The Assistant Secretary to the Treasury, on the other hand, stated
six months later: "Interest rates are a factor from time to time but my basic
conclusion is that they have not been the dominant explanatory factor in dollar
strength".2 He particularly singled out the “"secure-haven factor" as a more
important consideration. 1In all these arguments, the impossibility of finding
a "true value" for the dollar is pleaded as the justification for taking no
action. As the Secretary of State for Treasury has put it, the Administration
would like to see a somewhat weaker dollar in order to help US exports but
"... that doesn't mean we're going to do anything about it".3 The Federal
Reserve Bank, which traditionally could be expected to urge a far more inter-
ventionist role, has been stripped of freedom of action. The Chairman, while
recognising that "... exchange rates have fluctuated wildly throughout much of

1 Martin Feldstein. Address to the Council of Foreign Relations, New York

11.4.1983
2 Beryl Sprinkel. Testimony to House Banking Sub~cammittee, Washington,
27.10.1983

3 Donald Regan. Interview with New York Times, 29.3.1983

- 23 - PE 88.178/fin.



the floating era", and that "... the extent and timing of same of the changes
have, even in retrospect been difficult to explain”,! has felt himself unable

to recammend (let alone implement) any remedial action other than the familiar
convergence effort. As a member of the Federal Reserve expressed the situation
to your rapporteur, "The primacy of the Treasury over the Fed was always
recognised but it was never emforceduntil this Administration". (Wits hawve
said. that if those in the Treasury behave with the vigour of reformed drunkards,
people at the Fed show the emotions of deprived children).

17. It is hard to resist the feeling that the present US Administration prefers
to finance investment at home by drawing capital fram abroad rather than by cut-
ting its own budget deficit. Indeed, they appear to have no political means

for such budget discipline. They are not really concerned with the negative
effect of this policy on domestic investment in other countries.

18. Of course, this state of affairs is not wholly unfavourable to the
Comunity. The high value of the dollar has given an enormous boost to Cammunity
exports to the United States and has inhibited American imports. The U.K.,
which invoices its oil sales in U.S. dollars, has received an important extra
income. Nevertheless, these U.S. views have not been widely accepted within
the Community. It is true that the UK Treasury has repeatedly endorsed them
but the Bank of England has shown some concern. The Deputy Governor, always a
cautious commentator, recently stated: "I believe that the substantial and
enduring exchange rate swings of recent years are likely to have played a
significant part in hampering economic performance and impairing the strength
of the present reoovery!"z. The figures published by the Bank of International
Settlements on "overshoot" are eloquent; their Assistent General Manager has
pointed out, for instance, that four full cycles in $1/DM fluctuation tgok
place during the first nine months after the US abandoned intervention.

While most would question the realism (other than as a political stimulant)
of President Mitterand's call at Williamsburg for a new Bretton Woods type of
agreement, there is a general desire to see same action. And even if the last
round of major interventions by the German and French authorities proved expen—
sive and did not achieve the targeted results, there has been no abandorment by
either of those Member States of the principle that action to curb wolatility
is needed. In an extremely detailed and researched examination of the problem,

lPaull\. Volcker. Address to the Forex Association of America, New York,
28.4.1983

zalristq!ﬂluﬂm. Address to the Internmational Herald Tribane Conference,
London, 14-15.11.1983

3 Alexandre Lasfalussy. Address to the Atlantic Institute, Brussels, 22.10.1981
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the British House of Cammons suqgested: "We (therefore) favour what we term a
joint exchange rate/monetary policy regime, in which monetaz:y policy takes
account of both internal demand and external cc:rpetitiveness;"l and it examines
with minute care the problems of targeting for such a policy. This suqgestion
remains under ciscussion and has not been adooted by the British Parliament as
vet. UNICE, in its declaration aimed at the Athens Sumit, has again stated:
"Foremost among UNICE's requirements ... is the creation of memetary stability

in order that campanies' decisions on capital expenditure can be made with the
minimum of uncertainty".2

D. Intervention in Exchange Markets

19. Whatever view one takes of the need for actlon, the lJ.kely success of
intervention by Central Banks in the exchange markets remains in dispute. The
minimalist view has tended to.-follow Friedman's thesis, laid down 20 years ago:
"There should be a simple criterion of success - whether the (intervening)

3 However, a study published this year by the
BIS concludes that this criterion cannot meaningfully be applied to measure

agency makes or loses money”.

the effectiveness of intervention. Instead, the authors put forward new cri-
teria which."... strongly indicate that official intervention in the case of
three currencies (DM, Yen and sterling) was predaminantly of the stabilising
kincl".4 They  conclude that "... in the present world of pronounced uncertainties,
well timed official intervention can be influentiat and has an important role to

play”.

20. The report on the same subject comnissioned by the Versailles Summit is -
extremely gquarded but contains the following passage: "The working group felt
that intervention had been an effective tool in the pursuit of certain exchange
rate objectives - notably those orientated towards influencing the behaviours
of exchange rates in the short 1.'un".S - As for longer term intervention, the

report makes a nurber of points:

House of Commons, Treasury and Civil Service Committee. Second Special
Report on International Monetary Arrangements, 11.5.1983

UNICE. Memorandum for the Special Council, 3.11.1983
Milton Friedman. The Case for Flexible Exchange Rates

Mayer and Tuguchi Official Intervention in the Exchange Markets:
Stabilising or Destabilising? Basle, March 1983

Report of the Working Group on Exchange Market Intervention (Chairman
Philippe Jurgenson) March 1983

- 25 - PE 88.178/fin.



{1) Interventien alone (partiowdarly sterilised intervention) was some-
times insufficient to affect exchange rates unless accampanied by

damestic policy adjustments. This bears out the view in the House of
Commons report cited above.

(ii) Intervention can "buy time" for market participants to recognise the
factors causing disorganisation and thus acts to restore confidence.

(iii) Intervention can successfully be used to take part of the strain on a
currency, rather than to keep it at a particular rate.

(iv) Closely coordinated action between parties had been more effective
at times than by one Central Bank.

It should be noted that all these observations are made only to a limited
degree of intervention.

E. Towards a European View

21. It is possible to suggest the broad outlines of a view by the Parliament,
drawn from this, often contradictory material.

(i) ‘~iven the growing divergence of the economies of leading industrial
countries in the last 12 years, any attempt to maintain a fixed rate
system after 1971 would no doubt have provéd even more damaging to
economies than what we have experienced.

(ii) Within a floating system, countries must be permitted and encouraged
to correct misalignment, but devaluations designed to increase exports
are neither desirable nor fated to succeed.

(iii) A floating system does not mean that frequent and wide fluctuations
have tobe accepted. Such volatility is damaging to freedom of trade,
to export planning and to investment.

(iv) Convergence in the economies of industrial countries, particularly
those with camonly used trading currencies, may be desirable but is
unlikely to be achieved by mere exhortation or a general undefined
approach. Convergence consists of a camplex of factors (money supply,
productivity, exchange rates, etc.) for which targets must be separately
studied and agreed before being brought together, closely related in a
joint policy.

(v) Non-intervention in foreign exchange markets is no more neutral than
intervention; it produces its own effect on the balance of rates at -
any time.
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(vi) Every attempt should be made to persuade the American Administration
to a trial period of limited, cooperative intervention designed to
smooth out flutter.

(vii) The problems of cvershoot are unlikely to be adequately resolved
in the foreseeable future because it is not conceivable that the
present US Administration, grounded on the bedrock of its budget
deficit, will abandon its opposition to systematic intervention.
Nevertheless, individual countries or groups of countries may be
able to pursue limited actions imthis field, particularly ta counter
the many non-econamic factors influencing exchange rates.

(viii) Exchange rate control by Community members must be pragmatic; that
is to say, it should be the mirror-image of convergence policy,
combining intervention with domestic policies.

(ix) Intervention should normally be a joint activity for which cammon
aims must always be agreed between the agents.

(x) Central Banks should have in mind the importance of intervention as
a means of signalling to currency holders, influencing their expec-
tations and giving time to reinforce corrective policies.

(xi) The first outlines of international machinery set up by the
Versailles Summit should bé reinforced, confirmed in their monitor-
ing powers and provided with the staff to study and devise adequate
models for convergence. They should draw together, rather than
replace, the existing campetence in this field of OBCD, GATY, the
IMF, the Group of Thirty and the BIS.1

'22. An attempt has been made in the draft resolution to turn such a view into
a few limited, practical suggestions in the political plane. Amorg these, the
reinforcement and proper use of the npew machinery referred to in (xi) above is

- paramount. Your rapporteur believes that much preparatory work needs to be
undertaken in this way before there can by any point in sumoning a general
monetary conference as has been suggested by President Mitterand and in the

parliament.

1 1t is worth noting that the first meeting of the Committee of deputies of
Finance Ministers set up after the Williamsburg Summit took place in
tiovenoer 1983 to consider the international monetary system.
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The rroblem of Ttne Yen.

23.

24,

25.

This extremely important matter has been dealt’
with outside the general discussion of exchange'

rate problems because it appears to be unigue

to its kind. Your Rapporteur does not

accept

the view, which has been sometimes~expres§eﬂ

in Parliament, that the Japanese authorities
engage in "dirty floating” and that they are
deliberately keeping down the value of the Yen.

On the contrary, they have shown resdiness to
intervene in support of the Yen and and it 1is

the US Treasury which has normally declined to join in
such support operations. 1t snould be remembered
that it was the US and certain European Governments
who prevailed upon the Japanese Government some
years ago to abandon, most reluctantly, tpelr
stringent exchange controls. The sharp difference
between present high US interest rates and the

low rates which are traditional to the Japanese
economy, the huge yen balances which became

available for conversion into dollars

by Japanese

banks, insurance companies and trading houses,

and the "Green Card" fiasco which led
wholesale expatriation of private acco

to the
unts or

their conversion into gold holdings are (taken

together) quite sufficient to explain
value of the currency. Only a return
domestic economic expansion (with limi

the low
to
ted

inflationary results) and a liberalization of Japanese
capital markets allowing and encouraging a major inflow
of foreign funds, can reverse the present position. 1

This situation causes an acute problem for the
Community, which ran a trade deficit with Japan

of $10.5 billion for 1983. This defic
to rise. The basic reasons are certai

it continues
n cocparative

advantages of Japanese manufactuvre, the

impenetrability of the Japanese market
to organizational and psychological Non-
Tarriff Barriers, and‘the reluctance o
European manufacturers to tackle so di
and expensive .a task as exporting to

due

f many
fficuit
Japan.

But obviously the difficulties are made very
much worse by the presént value of the Yen.

The US deficit with J;pan’is almost twice larger

than the Community's. Moreover, most

Japanese

trade is in dollar terms. In this field, therefore,

the US administration. has abandoned it
views (under severe political pressure
and has recognized a "misalignment".

S general
at hone)
This is now

of great concern to President Reagan and a joint

Consultative Forum has been set up by
Treasury Department and the Javanese M
Finance, following the Fresident's vis
Tokyo last year. The problem must be
in the first place as one of the yen/d
but it is very strongly to be recommer
Governments of Mecber States and the C

the US
inistry of"
it to
tackled
ollar rate,
ded that
oznission

should urgently consider setting up parallel

consultative machinery..

1.

?o; an excellent discussion of this problem gee: C Fred Bergsten
eviderce before the Senate Foreign Relations Comnittee. geres.

Wazhington 2.4.83.
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\ IV INTERNATIONAL INDEBTEDNESS

A. Nature of the Problem

26. A very brief analysis was made, in Section II of this report, of how Third
World countries came to assume an unmanageable burden of debt. Statistics on
the extent of indebtedness are set out in Annex. IV. A particularly important
indicator is the proportion of the main borrower-countries' exports represented
by debt service; figures for this are given in Annex V.

27. However, it is not just the amount of indebtedness (either in absolute
figures or per capita) that distinguishes between the plights of the many bor-
rowers. Each country has its own different relationships between debt and
economic performance; accordingly, the situation has had to be dealt with as a
series of individual cases and not as a global problem. (It should be remembered
that 80% of the debt of LDCs is owed by only 20 of them). The situation reached
a crisis ih the winter of 1982/1983 and threatened to precipitate a collapse of
the whole international credit system with a consequent econcmic depression com-
parable to that of the 1930's - or worse. Such a disaster has been averted, but
we are left with certain effects which could persist if a more raticnal and
secure means of supervising international borrowing and lending is not devised.

B. Effects of the Crisis

28. The eff;ct of last winter's events on the lending countries and
institutions was to produce extreme nervousness. The threat of a

collapse in the whole credit system had come too near for comfort. Private
banks, busy since 1974 (with the encouragement of their governments) in

the profitable task of on-lending petro-dollars through the network of
interbank and syndicated loans to the eventual third World borrowers, were
suddenly aware that their information about the size and st}ucture of debt and
of the use to which Loans were put was inadequate. Although the route from
depositor to final borrower was, in fact, usually a short one the final
destinations of loans were often not realised by bankers until the crisis had
hit them. They found that they were then unable themselves at the political
level to obtain the necessary economic measures by borrowers to protect the

banks' loan assets.
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29. Apart fram these implications of possible weaknesses in the recycling

system, the simplicity, easy functioning and profitability of the proceedings

seem to have obscured any general economic implications. While the provision of

loans to LDCs is at all times necessary in the conditions produced by two major
increases in world energy prices, current trends alone determined the allocation

of resources between domestic investment in the industrialised countries and on-
lending to LOCs for what were often wholly non-productive uses. While your rap-
porteur does not personally believe in the efficacy of either nationally or

" internationally planned allocation of investment, he recognises the value of monitoring
and guidance. He must therefore draw attention to the fact that the demand factor
in this vast tlow of resources was often totatly undisciplined and, indeed, even unknown
except as patterhless fragments. While this will have ensured the high speed of
redistribution, it cannot have placed funds where they were necessarily likely to
strengthen the world econcmy and ensure an early fecovery after the two oil

crises. It is puzzling that no proper study of this aspect seems yet to have

been undertaken. Some of the required material, however, may be found in the

BIS report for 1982/83.%

30. The effects of these events on the borrowing countries have also, of
course, been serious. The most damaging has already been noted - the high pro-
portion of exports represented for some borrowers by debt sarvice. To this cost
must be added the relatively high price of energy imports during the long
periods of readjustment after the two oil-price rises. It is also oovious that
the general recession which followed those rises has depressed the prices of the
main Third World exports such as minerals and tropical agricultural catmoditieé.
Anyone or more of these factors or the canbined effect of all three, has been
disastrous for many countries.

31, Secondly, as also noted in Section, II, the borrowers have had little
choice but to cut back imports drastically and push exports, including manu-
factured goods. This cames ill to the West and has made more difficult the
recovery of the industrialised countries.

1

Bank for International Settlements. Fifty-third Annual Report. Basle, 13.6.83
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32, Thirdly, the financial and trading disciplines adopted, often imposed from
‘fabroad or by international institutions, have placed severe political strains
_on some LU (s ana caused internal unrest. Quite apart from the traditional
"package” of disciplines always insisted on by the I.M. F., the fact that as wuch
as 311 billion was needed as a bridging loan for Brazil explains why lenders are -
not easily found today unless they can be assured that adequate disciplines
will be exerted in the next phase. The resignation at the beg1nn1ng of September
of the Governor of the Bank of Brazil was an indication of how disturbing such
pressures from lenders can be. '

33. Finally, the crisis may have brought about a certain coarsening of the
relationships between Lenders and borrowers. Borrowers knew that creditors .
were potentially over-ient and their demands for refinancing were somet imes
nade in rather brutal langudge, as if to suggest they might not ‘hesitate to pull
down the whole system if not satisfied. It is to be hoped that this mood has
dissipated with the extreme stage of the crisis.

34. Generally, one can only feel disappointment that a s stem which sprang up
spontaneously, rapidly and effectively to recycle capital balances should not
have been an efficient enough means of improving the earning capac1ty of
developing economies, thereby increasing World trade. Instead, that trade has
diminished. We must look for a better performance in the next round.

C. International Financial Machinery

35. pebates and Resolutions of this Parliament have often thrown up proposals -

for new institutions.1

An exploration of the field, however, reveals a vast
web of existing public and private institutions, each highly specialised and ’
competent in its own field, able and willing to apply the lessons of recent
events. The nature and functions of these various bodies are not always
clearly known by MEPs and I have therefore described them below. We are alnost
entirely dependent on them for International Monetary (Lending) Arrangements

and if the system does not now work properly, we shatt be in very serious trouble.

*
(a) The International Monetary fFund

T6. This is the best known of all the public institutions and the centre of the
whole web. Its composition is almost universal (146 country members) and its
responsibilities all-pervading. They include international monetary cooperation,
emoval of restrictions on foreign exchange operations, debt rescheduling and
snfluence on World liquidity through the issue of Special Drawing Rights (SORs).
There are many features of the I.M.F. which are of importance to this report.

- - P e wD W b > e

1 . - . .
See, for instance, Motions for Resolutions attached to Reports

~ PE 88.178/fin
- 31 - -



37. First, the resources of the Fund are Limited and were not sufficient to
deal with the recent crisis. The decisions which were made to supplement those
funds by an increase in quotas and under the General Agreement to Borrow have
still not been fully implemented. The greatest obstacle“h?s been slowness by
the U.S. Congress to honour the decisions. This has happily now been resolved
but the outlook for the 1.M.F. and for the rest of the international monetary
system uh1ch is so closely enmeshed with it will never be bright if important
elements in the U.S. regard the Fund's managers as mostly unreliable foreigners,
out to m;ke Life easy for undisciplined LDCs at the expense of the U.S. taxpayer.
The Community's Finance Hinisters have a heavy responsibility to make sure that
this view does not gain ground. The I.M.f. must have reasonable resort to
increased contributions from'members in times of crisis and, if national Treasuries
are not prepared or able to make the;e available, the Fund should itself be able

to borrow i? international capital markets, as suggested recently by the Group

of Thirty.

38. Second, it is essential that the authority of the I.M.F. be upheld. Without
this, there is no agency which can maintain trust between borrower and lender

or provide a safe haven in storms. Ultimately authority depends on having enough
funds, but there are other aspects. The dominant “Group of 10" should always
show their confidence in the organisation and this reinforces the point about U.S.
attitudes. It has also been strongly argued that the Fund would have greater -
authority if its management structure were more broadly representative of both creditor
and debtor nations from the Third World. This is a constant source of dispute .
between UNCTAD and the principal contributing governments. Both the Interim
Committee of Directors and the Executive Board have been gradually expanded to
meet this demand, but the influence of the old industrialised countries is still .
paramount. It is obviously no good pushing sucﬁ reforms to the point where the
main contributors lLose confidence that their quotas and loans will be properly
handledf The situation needs regular review without drastic action.

39.  Third, the I.M.F. has to show great sensitivity in dealing with borrowers
and with the rescheduling of their debts. sensitivity does not mean laxness or
hesitancy in demanding financial disciplines when Waking available or -renewing
facilities. This concept of "conditionality" is central to the operation of the
fund and is discussed in the next section of this repert.

~

-

1 see Consultative Group on International Economic and Monetary Affairs:
Annual Report 1983
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40. Fourth, the I.M.F. needs to be able to foresee developments and should not
be taken by surprise. A tot of work on this “surveillance" aspect has been
undertcven by the staff. For instance, a comprehensive study of the debts of the
Third World had already been written two and a half years agoj Nevertheless,
Executive Directors agreed with your Rapporteur that forecasting could be

improved and this matter js also discussed in the next section.

41. fFinally, therg is the question of the speed at which the I.M.F. can move.
Frankly, it is slow, largely because of the need to negotiate the "packages of
measures’ required by conditionality. Also, it has increasingly tended to move
- towards medium and longer term lending. It is unsuitable as an agent for
providing bridging loans in the early stages of rescheduling. This serious

problem is also discussed below.

(b) The World Bank

42. the International Bank for Reconstruction and Development (IBRD), with its
associated International pevelopment Association (IDA) and the separate Inter-
national Finance Corporation (1FC), are referreg to as the World Bank. The World
Bank's aim is to raise Living standards in LDCs, and (through the IDA) the
poorest ones in particular, by channelling resources from developed countries.
The division of labour with the I.M.F. is blurred; it has been said that, "the
fund is a bank aﬁd the Bank is a fund". Generally speaking, World Bank finance
is usually (though certainly not always) project finance, while the I.H.F.
provides for balance of payments adjustments. Also, the Bank tends to operate
on a longer term than the Fund. The two should therefore be complementary and
should be seen to act in parallel in crisis situations. This does not seem to
have happened in the recent liquidity crisis. Your rapporteur got a strong
impression, when visiting the Bank, that Executive pirectors felt that they hac
been neglected during these historic events and that they regretted, with some
reason, the manner in which their modest request for an increase in "structural
adjustment” resources had been brushed aside, the potential Lenders clearly
feeling that the I.M.f. had already fully used up their available good-will.
This proposed increase could have been used for investment in manufacturing and
commercial projects contributing favourably to the balance of payments in quite

a short term.

1.1.F. Staff Team. (Nowzad and Williams) External Indebtedmess of
peveloping Countries, washington, May 1981
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43, It is very strongly to be recommended that there should be closer
cooperation between the I.M.F. and World Bank and that national Treasuries
should Look at the requirements of their funding jointly so that money goes
where it can best be used. This consideration also applies to the Regional
Development Banks (Asian, African, Latin American). It is also important that
the World Bank has recently taken certain decisions which will make it easier

for it to cofinance projects in LDCs with Commercial Banks.

(¢) The Bank for International Settlements (BIS)

4%.  1he BIS proved to be the first Line of defence during the Liquidity crisis
of 1982/1983. The reason for this is just that it was extremely liquid. It
holds large deposits for the Central Banks of the Members, which inctude all the
major industrialised countries. When national Treasuries‘uere called upon to
provide ready money for bridging loans, preparatory to longer term (escheduling
of inter-governmental and other debts, they decided that those deposits should be
used, to supplement their own direct contributions. They entrusted the task of
fixing the bridging lLoans to the staff of the BIS. The programme was brilliantly
executed and the world owes a considerable debt of thanks to this organisation.

45. Nevertheless, the BIS is simply the clearing bank for Central Banks.

It is not intended nor designed. to be a lending or rescheduling agency and it
has made it quite clear that the operation which it performed in the Spring of
this year was for once only and should not be repeated. This raises again the
problem mentioned in paragraph 35 above of how to provide bridging loans in a

future crisis.

(d) The Paris Tlub

46. “Club de Paris" is the name used to describe a special Committee of OECD
members which meets in Paris under the Chairmanship of M. Cambessus to consider
the rescheduling of that part of indebtedness which consists of Government
export credits. The "Club” originally met only rarely to review the activities
of the official export credit agencies (EXIM Bank, ECGD, COFACE, HERMES etc)
but the Liquidity crisis placed a heavy call on its services and by the middle
of 1983 it had rescheduled 12 billion of export credits, taking one debtor
country after another at separate meetings. Although it only acts in respect
of Loans made from one government to another, jts actions can serve as signals
or leads for private debt settlements arith the same borrowers. Its activities

have been outstandingly well conducted and it must be considered a great success.
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(e) Commercial Banks

47. A great part of the indebtedness revealed in the liquidity crisis was
owes to Comaerzial Banks. By the beginning of 1982, bank Loans to non-oil
LDCs amounted to $ 300 billion, representing more than 30% of the banks' net
external assets. In their case, no structured machinery existed to deal with
the problems. As each borrower country asked for rescheduling of its debts,
an ad_hgc group of the interested lenders would have to be convened, usually

in London or New York, to negotiate. such negotiation usually p;oved
rather successful, though sometimes lengthy and painful. The term "London

Club" has been used to describe these activities but seems to be a misnomer.

48. It is not surprising that many Commercial Banks have been very unwillﬁng

to renew ieans.or feven more) to advance the additional credits required for
rescheduling. That they have done so is due in part to governments (and notably
those of Community member states) who have urged the importance of not putting
any borrower in the position of having to default, while at the same time
refusing to underwrite commercial Loans. But the major role in persuading
Sanks to meet their responsibilities in this way fell to the I.N.F. From

the start of the crisis towards the end of 1982, the Fund worked closely with
the Commercial Banks in evaluating situations and helping them forward. A

very strong lead was then given. To quote the Managing Director of the I.M.F.:
"The essential need for continued Lending on the part of the Commercial 3anks
applies not only to the Large banks but also to the smaller and regional banks
as well, which together now account for an important part of total international
financing flows. In this connection, we must see to it that the planned

. 1 . .
increases in bank exposure do actually take place.” This Leadership of

L }t%“
Jud

the commercial field has been viewed (and even criticised) as an important;

-t
o

increase in the authority and power of the I.H.F. Yet it ought surely to
be considered an advantage that banks should be able to look to the principal
public international source of funds for information, guidance and support.

49. The problems which emerged during the crisis period raised broad que;tions
of the responsibilities of banks to their depositors and borrowers, to each
other and to the economic system as a whole. If they got into really deen
water, should they be bailed out? Was a higher dgree of monitoring of their
activities by Goveraments or internationald_authorities desirable? Why had
national credit reténgs proved such a .wery poor guide to the lenders and why

- - — - - - —— o o - - -

J. de LaRosiere. Speech to the Amnual Meeting of Reserve City Bankers.
Boca Raton. 9 RMay 1983
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were they unaware of the precis extent and structure of borrowing
by individual LDCs and of the political, as well as financial risks

involved? An attempt is mace blow to answer these questions.

(f) The Institute of International Finance (IIF)

sg. This body is designed to provide machinery for dealing with the last

of these problems - scarcity of banking information in the private sector. It

was set up after study of the requirement at a Ditchley Conference in 1982.

There were 35 founder members, representing a selection of principal banks from
ten different countries. The intention was that membership be extended to embrace
many banks from all countries. Already it has 180 members of which most are banks,
though some insurance companies are included. The Institute should be function-

ing by early next year (1984).

51. The functions of this body will be to provide‘the private sector with
information, country by country. It will hold voluntary discussions with
borrowers about their debt plans. It will exchange information with the I.M.F.,
world Bank and BIS. It will provide its members with evaluations. It is

well aware of the reluctance of lenders to discuss some aspects of their problems
and of the doubts of Large banks about the value (and confidentiality) of

an organisation which will embrace so many smaltler fry. But the founders
.be{ieved that they could create an effective private-sector mechanism to improve
international risk lending and orderly capital markets, thus helping to limit

the Likelihood of future crises by nudging the parties in time. As Mr William

Ogden, the original interim chairman, put it to your Rapporteur: "No +ed lights and
no green Lights - only amber!"

.(g) Conclusion

S2. A review of all the above arrangements, combined with the constant calendar,
of Economic Summits, interministerial meetings, international committees ot
Treasury officials and others, and the activitles of every sort of private
and public, national and international organ and entity, suggests that we
certainly have enough machinecy. To create more "would be useless duplication.
what is needed is better organisation of the relationships between the parts,
better capability and performance where this has been seen to be weak and
clear guidelines as to what is expected. It is particularly desirable to.
ensourage increased co-financing between international institutions, IMF,
World Bank dr Regional Development Banks, and syndicated Commercial “Banks,
with monitoring by the former.

53. There is, however, one rather obvious failing. Whercas the world of

lenders is organised from top to bottom, the world of borrowers is piecemeal

- 36 - PE 88.178/fin.



and disorganised. Neither UNCTAD nor the Group of 77 have thrown up an institution
or committee, capable of dealing with organised lending in the way W which

OPEC deals with the rest of the World over oil. This may have made things

easier for the lenders and (as already noted) the differing problems of the
borrowers have required individual treatment. But, in the long run, it is

an unhealthy situation if borrowers do not consult with each other in a free

and sophisticated manner. The recriminations which arose between Brazil and

Mexico at the height of the liquidity crisis illustrate this point. It would be

a great advance if UNCTAD were to mute its cries and turn its attention to this

1 The final recommendations of

requirement in a mature and constructive way.
the recent New gelhi Conference of .unaligned countries perhaps contains the seeds

of a solution.

D. Problems of Debt Management

" 54, Some of the problems thrown up in the last year are on the way to being
resolved while others remain wide open. The more obvious ones are discussed in

this section.

S5. Conditionality. It is plain enough that there can be no international
credit system which is not based on confidence that loans will be sensibly and
profitably used and that servicing is assured. Such confidence has not always
been the case in the past and, as this report has tried to show, that was one of
the underlying causes in the rapid deterioration of the financial viability of
LDCs. After a crisis such as we have undergone, the confidence of the lLending
community must be restored if finance is to flow again. Otherwise, adequate
capital will not be forthcoming to fund the 1.M.F. and World Bank or as loans
from Commercial Banks. This means that each debtor country must be seen to be
making a credible effort to put its house in order, in such a way as to be able
to service its external debt. This is an inescapable requirement and it has
fallen to the I.M.F. to negotiate the “packages of measures” which will provide
the necessary confidence. These packages are therefore conditional for
rescheduled debts and new loans.

1 Committee for External Relations. Opinion on the Report of the Committee
for Development and Cooperation on UNCTAD conference (PE 83.909)

2 seventh Confersace of Heads of State or Government of Non-aligned Countries:
New Delhi, March 1983; Action Programme, Sectien C(c)
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56. HMany Hembers of the Parliament have argued that I.M.F. conditions are often
too onerous. The dangers of domestic political strains which may be caused

have been underlined in this report and require the greatest understanding and
skills from the Director General and his staff. Your Rapporteur believes that
these have normally been shoun in the past and that Governments represented in
the “Group of 10" should not intervene or attempt to influence such negotiations.
But they do have a duty to take note of the agreements cdmpleted and to decide if
they are in the true interests of the I.H.F. and of the recipients of the loans.
Those Governments are responsible for the appointment of the I.H.F. Directors and

senior staff and that should be a sufficient safeguard.

57. A country in balance of payments difficulties has no choice but to rea&just.

1f the conditions of readjustment appear to some governments of lender countries to
be harsh or dangerous, they have the option of easing the strain through special export
credits and bilateral or multilateral development aic programmes. This is also

an essential role for the World Bank.

58. surveillance. The Lesson which has been universally drawn from recent

events has been that a better early-warning system is required and that the
provision of information about patterns of indebtedness must be greatly improved.
“ot only must the I.M.F. have a firmer grasp of the facts but the knowledge must
be shared with the community of Commercial Banks. Although these two parties

have different functions and objectives, their activitiés could be betfer
coordinated with mutual advantage.1 Such shared knowledge is needed not only to
give early warning of trouble but also to ensure 3 rational allocation of
resources. It should also help to dampen swings of sentiment for or against
individual borrowers and prevent "self-fulfilling" prophecies (i.e. prophecies
that a country will run into difficulty which damage its credit-worthiness

and so increase the Likelihood of its being in defaul.t).2 One can even see the
possibility of "pre-emptive rescheduling”. At the same time care will have to be
taken that improved smoothness of rescheduling and the favourable financial terms
‘offered to borrowers in dgifficulties do not }ead to attempts by credit-worthy
countries to claim the same privileges for themselves and strain the .whole

structure of lending rates worldwide.

59. The 1./.F. has now given much attention tb strengthening this surveillance
rote, particularly to monitor debt policies. It will provide technical assistance

in setting up machinery in member countries which will help them to control

- —————— S WP TS = = - " W - - -

For an illuminating discussion of this aspect see: Graham Bird; The Banks
and the I.M.F. - Division of Labour; Lloyds Bank Review No 150, October 1983

2 .
Anthony F. Solomon (President of Federal Reserve 3ank) Address to the
International Centre for Monetary and Banking Studies (page V) Geneva, 8.4.83
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external borrowing; it will comp{le and publish statistics on external debt; it
will improve cooperation and exchange of information with the World Bank, BIS
and national authorities. Most important of all is the circulation of this
knowledge throughout financial markets and for this the Fund will collaborate
with the IIF as being the chosen instrument of surveillance in the private
banking sector. The IIf has a highly important part to play.

60. Clearly, there are problems of confidentiality for both the I.M.F. and IIF.
Information will not be forthcoming for either institution unless the wishes of
those who provide it are respected. Both have agreed to be guided by those
wishes as regards the use and release of information.

61. Bridging loans. These short term arrangements were the essential first step
in dealing with the liquidity crisis. They were provided oy national Treasuries
and the BIS while the longer term vehicles of the I.M.F. and the Commercial

Banks were being trundled into action. They are unlikely to be available in the
future. As has been noted, the I.A.F. cannot provide them. The BIS has declined
to repeat the exercise. As far as the US Treasury is concerned, the Deputy
Assistant Secretary, Mr Mark Leland, told your Rapporteur: "There will be no
further bridging loans of any kind". Without the US, the rest of us will not get
very far. It is therefore essential that the surveillance system, discussed in
the previous paragraphs, be so effective as to make surprise impossible and to
allow all rescheduling to start at the medium-term stage. One must hope that
this can be achieved. If not, no doubt, some adequate reaction will be devised
but it would be very wrong to use that assumption as an excuse for neglect.

62. Guarantees to Banks. During the initial shock of the liquidity crisis, it
was feared that some banks might find themselves in over-extended positions which
could not be restored by normal commercial means. It was believed that one or
two such bankruptcies uould‘produce a ''card-house effect'" which would spread
rapidly, through a calling~in of inter-bank loans, and destroy the whole system.
It was suggested by some that governments should guarantee selected high-risk
loans or even all additional commercial loans necessary for rescheduling arrange-
ments. The most fundamental proposal was for the creation of a new intergovern-
mental finance institution which would take over from the banks all loans to LDCs.
Fortunately, the immediate crisis was averted without the need for underwriting
of any loans by either the I.M.F. or by governments.

63. The prevailing view on this question was that commercial banks must operate
at their own risk. Removal of that risk would also remove any real financial

discipline. During the phase of rapid credit expansion, commercial loans had been
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very profitable and that expansion would be dangerously accelerated if the risk
element were removed. It can be said that the security of the commercial banks
has been adequately underpinned by the actlon of the I.N.F. in entering into

izint reschedulir: : ~rangements with high dond1txonat1ty and a stronger system of
surveillance. Your Rapporteur does not believe that formal guarantees of any

kind should be provided.

64, Irade and Lending. It has been noted in paragrapoh 34 that thé massive
lending that has taken place has not been reflected in a comparable improvement

in the trade performance of LDCs. This aspect has been of particular concern to
GATT. The Director-General, Mr Arthur punkel, drew repeated attention to the

fact that recovery from the debt crisis could not take place in the face of any
increase of Western resistance to Third world exports. . He has also drawn attention
to contradictions in the present system of allocating resources. For instance,

the huge recent investment of external capital in Brazil's steel-making industry
could be totally wasted as a result of Western resistance to steel imports.
vWwestern Banks are paying for Western protectionisun".1 Another obvious example

is Japanese investment in Korea.

5. In the .long run, the solution to these problems must lie in market forces‘
and the historical allocation of certain classes of production to developing and
newly industrialising countries. But meanwhile, there are important decisions
on resource-allocation being taken each week without full regard to future trade
consequences. However, for some time now GATT has been reqularly represented
by an observer at meetings of the Interim Comnittee and the Secretary-General
and his staff enjoy a close working relationshio with the I.M.F.

66. Direct_Investment. Problems of debt service would be reduced if a higher
proportion of development capital for the LDCs was in the form of equity invest-
ment instead of loans. This aspect tends to be overlooked. The mistrust of
multinationals in some LDCs and the reciprocal mistrust of many international
companies for the reliability of the administrations in receiving countries have
gravely damaged this channel of growth. Nevertheless, virtually the whole of
productive capacity in the Third World today has been achieved with the partici-

pation of US, European and Japanese direct investment.

o o o > - R T W S " > P o T S b S =

Arthur Dunkel. Address to Royal Institute of International Affairs
London, 22 March 1983.
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67, Parliament has already examined this probLem;1 It cannot be said thagt

the various “codes of conduct' nawe resolved it, though they have no doubt helped
considerably. A comprehensive approach to the whole problem was recently set out
by the President of the United States himself. 2 This is a good basis for further
tonsideration by OECD and the World Bank, as well as the various Regional
r.yelsement Banks. HMethods of improving the flow of direct investment should be

studiec as a matter of urgency.

68. Interest Rates. Finally, the most important aspect of all is the level of

interest rates. Increases in industrial production and a recovery in world trade
will not be enough to prevent new failures of Liquidity in one country after
another if the burden of servicing earlier debts remains too high. M. de Larosiere
has pointed out that present interest rates in the seven largest economies are

5% above inflation rate and has expressed the view that 2% would be enough.3
Wwhatever the proper gap, it is clear that these rates are being determined
unilaterally in Washington and your Rapporteur has already expressed the view that
US budgetary deficits are going to be an insuperable obstacle to any sizeable fall
in interest-rates for some time to come. The Community has a duty, because of

both exchange rate and world debt cohsiderations, to continue pressing for the

earliest improvement.

E. future Outlook

69.. In the last year, the world has surmounted 2 debt crisis of the very gravest
nature without a collapse of financial markets. fluch remains to be done. Some
of the contributions pledged to the I.M.F. are still outstanding. TImportant
rescheduling exercises are still uncompleted. Some countries which have been
helped over their immediate problems will be back with their troubles again within
two years. The confidence of the banking community has been badly shaken. Most
important of all, the total exposure of the Commercial Bank§ is extraordinarily
high. Some US banks have been in troubLeAaﬁé-Community banks are very vulnerable f
any disorder in the US banking system. There have been camplaints by borrowers
about what they consider to be the very high charges made by Commercial Banks for
their participation in rescheduling. There is also a dangerous lack of prudence
on the part of same banks which are reluctant to face up to shareholders and
write down unsatisfactory loans on their balance sheets.

70. Nevertheless, there are a few signs of Spring. The most recent analysis of
. g

Third World indebtedness shows a distinct settling down. 1t appears that LDCs

will have cut down their agaregate balance of payments deficit by the end of this

- e e e e R o i O S R Y S S s S

1 caborn Report on Enterprises and Governments in International Economic
Activity. Resolution 0J C 287 of 9 November 1981, pages 25-38

2 President Reagan. Statement on US Investment Policy: Washington, 9.9.83
J. de Larosiere. Statement to French foreign trade symposium. 7.12.83

4 Professor William Cline. International pebt and the Stability of the Wortd
Economy: Washington, Autrumn 1983 PE 88.178/fin.
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year to $67 billion in contrast with $110 billion for 1981. As already noted,
the ratio between debt service payments and exports has come down from 24%

to 19%, though for some it remains much higher (see paragraph 9). What debtor
countries can do for themselves will be greatly helped by general developments
is \he '\gdpa‘ﬁat eovpbpiwg. he latest forecast for growth in this sector is
3.5% for 1984 and this could lead to a 4.5% expansion of world trade. The I.M.F.
considers that every increase of 1% in growth in industrialised countries means
$35 billion more exports for LDCs. Although these figures are all open to
challenge, the trend is encouraging. Nevertheless, the need for a fall in

interest rates remains paramount.

:

V. EUROPEAN MONETARY COOPERATION

A. Scope for Cooperation

71. In the circumstances described in Sections II to IV of this report each
major industrialiséd economy or group of economies should strive to make its
best contribution to international stability, recovery and growth. We havé seen
that certain aspects of US financial policy (neglect of exchange rate problenms,
higher interest rates) and of Japanese policy (neglect of capital movements)
have damaging effects. Is the Community doing any better and is it exerting its
full strength?

72. The capabilities of the EEC are obvious enough. Viewed as a sinéle Qnit,
it has the largest manufacturing capacity in the World. Its innovative powers
are unequalled. Its external and internal trade accounts for more than 30% of
the World's exchange of goods and services. Its Members hold one third of all
foreign exchange resources and half of total gold resources. It has three
currencies which, to a greater or lesser degree, are used as reserves or for
trading. But it is at once obvious that the Community can only exert its full
effective weight on the international financial scene if its policies and efforts
are co-ordinated and 1ts'currencies can operate as one. Such requirements are

recognised in the Treaty of Rome.

73. Article 105 of the Treaty set up the European Community's Monetary Committee_

(ECMC) to report regularly or to deliver opinions to the Council and Commission
on the monetary and financial situations of the Member States and their general
payments systems. This Committee meets about once a month in Brussels and
satisfactorily fulfils its functions. However, its proceedings are

c.f. Report to the European Parliament by Mr M. ALBERT and Professor R.J. BALL,
“Towards European Economic Recovery" : section 55
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strictly confidential and Parliament is therefore unaware of the scope and aims
of its discussions at any time. Without wishing to disturb this system (which

is no doubt rather comfortable for national Treasuries and the Commission) the
Economic and “cneti~y Committee of the Parliament might Like to invite the
Chairman of the EEMC to appear béfore it to explain tne approach of his Committee

towards the tasks allocated to it.

B. The European Monetary System (EMS)

74. The main thrust of European financial cooperation is through the EMS. It is
on the satisfactory functioning of this system that the force and quality of the
Community's contribution to international financial stability depends. Ferther-

more, the EMS is itself intended to be a potent unifying force within the
Community. There had been no major study of the system bv Parliament since

early 1980l until the recent appearance of the Herman reportz. However, the
situation is known to Members and there is no need to recapitulate earlier
history. The present situation is as follows :-

(i) Whereas the EMS was originally set up as a new approach to European
economic integration, the persistent (and sometimes increasing)
divergencies between the economies of the Member States have preventeéd
such progress and have reduced the role of the EMS largely to that‘of

regulating mutual exchange rates.

(ii) In this limited field, the Exchange Rate Mechanism (ERM) has proved.
rather successful and has considerably improved short-term stability,
There has also been some success in preventing
unnecessary currency movements against the medium—term trend‘(cf. the
DM/FF relationship in 1981).

(iii) There has been an almost total absence of any joint policy towards the
dollar. The result has been that the Deutschemark, as the strongest
currency in the EMS, has become the medium of the relationship. The
absence of sterling is considered by many to be-a notable disadvantage.
The achievement of a proper joint Community basis for an ERM/$ relation-
ship and for dealing with the US (and Japanese) monetary autharities is
the outstanding need of the moment.

(iv) The Lack of progress towards economic integration is reflected in the
failure to move towards stage 2 of the EMS. A major new initiative in
this direction will be necessary if the Member States agree that they
wish to make progress.

T gutfolo Report of 11.4.1980. Resolution in Ruffolo Report 04 C 117 of 12.5.1980

pp. 56-59

2Doc. 1-1251/83 adopted by Plenary on 16.2.1984, PE 88.178/fin.
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75. Recommendations from the parliament concerning international financial
stability cannot be of much significance unless accompanied by suggestions for
improved monetary cooperation within the Community. Apart from the general, long-
tern requirements for gre. e~ convergence and strengthening of the internal market
as a preparation for monetary union, there are two crucial problems needing
immediate attention - first, UK participation in the EMS and second, the inter-

national role of the ECU.

C. UK Membership of the EMS
76. While British membership of the EMS since its founding has proved helpful and

constructive, the view has been widely exvressed in other parts of the Coammunity
that refusal by successive British Governments to take part in the ERM has
seriously weakened the system. This view has been based on the already-mentioned
absence of a common Cammunity policy towards the dollar and the belief that
Europe would be in a much stronger position to deal with monetary authorities in

the US and Japan, as well as to exert greater influence in international
financial institutions, if they operated a common exchange rate policy - even
more so, if they were to move on to a cammon currency in the second stage of the
EMS. Although the British Government have stated on several occasions that they
are in principle in favour of fully joining in-the Exchange Rate Mechanism, they
have advanced a number of reasons (not universally shared in the U.K.) for not
doing so. The main ones have been the difficulty of reconciling exchange rate
targets with money-supply targets, the status of sterling as a "petro-currency"
and the different reactions of sterling and the DM to shifts in the international
value of the dollar. Indeed, the British Treasury has never judged the dollar/
sterling/deutschmark rate to be right for full British entry. These arguments
appear to same critics to wax and wane according to the occasion, gi&ing the
impression that political considerations are exerting the real pull. The main
political factor in mind is that of sovereignty, but one is tempted to ask what
is so sovereign in a currency (sterling) that has depreciated by 60% in three
years and has been forced to relinquish most of its international role to the
DM? In any case, there are other political arguments besides sovereignty, and
they do not point in the same direction.

77. In the course of the last year, the British House of Lords carried out the

most exhaustive and authoritative examination of this problem published to date’.

This concludes with the words: "The Committee believes that though exact timing

1 ; i
House of Lords. Select Committee on the European Communities. 5th Report:
European Monetary System. London. 26.7.1983
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though not necessarily immediate, entry". The British Government did not accept
the recommendationl in respect of the need for early action. This Parliament has
..often expressed the hope that the UK Government would decide to join. In fact,
. the present state of the Community is not such as to encourage major decisions

hwy the UK towards improved cooperation. Parliament, however, will no doubt wish
to take a longer view and urge that the matter of full British participation be
kept under constant review in the hope that it can be achieved at an early stage.

0. The ECU

73. Use of the ECU as the master currency of Eurepe has developed slowly but has

made 'strides since it was last considered in the Ruffolo Report. The present

situation is as follows:

(i)

(i)

(iii)

(iv)

(v)

The ECU is universally accepted by all Community institutions as a unit

of account.

As a means of settlement between member countries, its use has been
limited. For instance, only 12-15% of repayments of VSTF credits has
been made in ECU. Transfers in and out of ECU have been volatile, pre-

sumably to take advantage of exchange rate variations.

In the private sector, deposits have grown rather faster. At the end of
this year, there should be about 1.5 and 2 billion ECU respectively in

privately denominated deposits and loans.

The ECU has risen to third place as a denomination for Eurobond loans,
which continue to increase although they still represent only about 4%

of total such issues. (See Annex 6)- 2

A few companies have started invoicing in ECU. Notably, these include
some Japanese multinationals. This practice ought to appeal to many
more firms as an insurance against exchange rate and interest rate

fluctuations.

79. Although the BCU has not yet achieved the widespread use originally hoped for,
it is more popular than its international rival, the IMF's SDR, which appears to
Ahmrecausedsatesurprise in Washington. In the longer term, it should be the
basis for the issue of Cammnity bank notes and for a world reserve and vehicle
currency that could influence decisions about the dollar exchange and interest
rates. Meanwhile, there are a number of points which should be considered as ways
of increasing the use of the BCU: '

1 yuse of Lords. Eanserd, 14.11.1983, cols. 1138-1142
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(i) Most important is the conclusion as soon as possible of arrangements
for an ECU clearing system for commercial banks. This, like clearance
for central banks of their ECU financial operation, will be handled by
the BIS. It should heip tne flow of ECU as a means of settlement.
This should be followed by active canvassing through banks of the

advantages of ECU invoicing by private companies.

(ii)- While it would be unwise to ask that creditor governments should accept
100% repayments in ECUs, there should be more deliberate pressure to
accept ECUs for official settlements above the present 50X rate.

(iii) There should be a serious effort to spread the use of the ECU to inter-
governmental and interinstitutional transactions with countries outside

the Community.

(iv) The role of the European Monetary Cooperation Fund (FECOM), which is
meant to supervise the exchange operations and settlements of the EMS,
is in fact rather immaterial. It has delegated its operating powers to
the 8IS and does not appear to publish its own accounts. Your rapporteur
cannot say what takesplace at its monthly meetings and the Economic and
Monetary Committee of Parliament might care to invite the Secretary
General to report on the work of the organisation and to reveal whether

jt is in a position actively to strengthen the role of the ECU.

80. 1In addition to the above, the Commission has itself proposed to the Council
certain basic administrative measures to give greater currency to the ECU in the
private sector.1 These are the subject of a motion for a resolution2 on which
there has not yet been any report. Parliament witl nodoubt wish to see urgent

action taken on this.

Vi FUTURE ACTION

A. Motion for a Resolution

81. This report has reached certain broad conclusions on the subjects of
financial instability and Community trade.

1 European Commission. Communication to the Council No. 7152/83 (ECOFIN 55),
24.5.1983

2 poc. 1-876/83 (PE 86.986)
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(i)

(i)

(iii)

(iv)

(v)

(vi)

y .
Vo

Volatility in foreign exchanges inhibits both trade and inVes£ﬁeﬁt.i

Instability arising from illiquidity in Third World countries restr1cts
_~2ir ability to trade and puts pressure on 1ndustr1al1sed countr1es to'

import more and export less.
Financial instability gives rise to strident -demands for prd{éctionism.

In the above three respects, the Member States of the Community shédta}

not expect to suffer more than other industrialised countries.

Nevertheless, the refusal of the United States to address itself té'

exchange rate problems and their insistence on maintaining very high .|

rates of interest throughout the recession and the Liquidity crisis have

been a major factor in slowing recovery and have thrown an extra burden onto
the Commutniy.

The Community would be in a stronger position to influence world

financial and monetary events if it could realise the original aims of

the EMS.

82. The details of this report have been concerned with the mechanisms of the
above problems. Equally, the draft resolution seeks to advance ways of dealing
with them. For the reasons given in the veryfirst paragraph of this report, your
rapporteur has sought to avoid sweeping general recommendations in favour of pre-

cise ideas and practical measures.

B. The Economic Recovery of the EEC

g3, It will be seen that the ideas and conclusions in this report in no way con-

_flict with those contained in the report of Mr Ball and Professor Albert; indeed,
they would appear to support and complement them in all respects. Both reports
are based on the need for an increasingly united Europe, as opposed to "non-Europet
and on the belief that we should treat our problems as opportunities to increase

cooperation rather than to indulge our differences.

4. Mr Ball and Professor Albert dealt only rather generally with financial

and monetary problems, though Chapter 5, Section 55, discusses the subject at
some length. It is recommended, therefore, that the two reports be considered
together and that this document be sent to the temporary special committee, set
up by the decision of the European Parliament,1 for urgent consideration as part

of the “Relance Economique Europeen’.

1 Motion for a resolution Doc. 1- 569183 6.7.1983. Decision in 0J C 277 of

17.10.1983, p.134
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ANNEX I

Absolute percentage changes in daily
exchange rates against US dollar

P R I I I I L I I I Y

1. Deutsche Mark‘

of which:
YEAR number of larger than
observations 1 per cent.
1973 237 41
1974 244 24
1975 249 9
1976 254 1
1977 252 7
1978 253 39
1979 251 11
1980 252 27
1981 251 62

1982 253 37

2. Japanese yen

of which:
YEAR number of larger than
observations 1 per cent.

1973 237 12

1974 244 15
1975 248 0
1976 251 0
1977 249 3
1978 250 42
1979 250 17
1980 249 . 36
1981 250 31

1982 249 56
3. Pound sterling

of which:
YEAR number of larger than
obsevations 1 per cent.

1973 253 6
1974 253 10
1975 - 254 5
1976 255 .22
1977 252 6
1978 252 22
1979 253 21
1980 254 16
1981 252 57
1982 253 28
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YEAR

1973
1974
1975
1976
1977
1978
1979
1980
1981
1982

Volatility of dollar rates

............ Smoeoceoecrcoaccseanee

Average daily
pecentage change

vis-a-vis:
DM Yen
.56 .23
.50 .28
.37 .14
.22 .13
.28 .26
.53 .55
33 .46
A1 .82
.73 .55
.55 .64

Annex II

: Same as left :

: adjusted for the

: trend factor during

: the period
Pound : DM Yen
.24 .49 .20
.30 : .46, .25
.23 : .34 .13
.36 : .18 .12
16 @ .23 .18
43 : .50 Ny
42 : .30 .38
37 ;.42 .45
.65 ¢ .67 .52
46 53 .61
- 49 -
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ANNEX III

Examples of major swings in real effective exchange rates*
since 1975

............... LA L N X R R K XN R R Y A N X LY X R ey

1.

US dollar

Dec. 1975 to
Oct. 1978 to

. Deutsche mark.

Dec. 1975 to
Dec. 1979 to

Japanese yen

Jan. 1975 to
Aug. 1978 to
Feb. 1980 to
Feb. 1981 to

. Pound sterling

Apr. 1975 to
Oct. 1976 to
Jan. 1981 to

Oct.
Dec.

Dec.
Dec.

Aug.
Feb.
Feb.
GCct.

Oct.
Jan.
Dec.

1978
1982

1979
1982

1978
1980
1981
1982

1976
1981
1982

+15.9
-15.0

+39.8
-35.1
+25.4
-19.8

-15.5
+68. 2
-14.0

(*) Effective exchange'rate adjusted for differences in the movements
of industrial wholesale price indices.

- 50 -
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ANNEX IV

Non-0Oil Developing Countries: External Debt, 197383 1
(In billions of U.S. dollars)

1973 1974 1975 1976 1977 1978 1979 1980 1981 1982 1983

Total outstanding dedt of mon-oll
developing countries 130.1 1608 1908 2280 2785 3363 3969 4740 3550 6124 6643
Short-term debt 18.4 22.7 273 33.2 42.5 49.7 58.8 855 1022 1127 92.4
Long-term debt 111.8 1381 1635 1949 2359 2866 338.1 3885 4528 4996 SI16
By type of creditor .
Official creditors 51.0 60.1 70.3 82.4 98.7 1175 1330 1529 1724 1932 2187
Governments 373 43.4 503 57.9 67.6 79.1 87.2 98.7 1086 1204 1353
' ional institutions 13.7 16.6 203 248 310 384 458 54.2 63.8 72.8 833
Private creditors 60.8 77.9 95.1 1148 1373  169.1 2051 2356 2804 3064 15390
Unguaranteed debt 29.3 36.0 40.8 45.9 514 56.4 67.3 71.5 96.7 1039 1137
Guaranteed debt ns 42.0 524 66.6 859 1127 1378 1581 1837 2022 2393
Financial institutions 173 25.6 36.7 49.0 59.1 79.5 1029 1216 1445 159.5 1938
Other private creditors 142 16.3 17.6 19.8 26.8 33.2 349 36.5 39.2 427 A58
By analytical group
Net oil exporters 20.4 26.0 34.1 42.4 533 61.2 70.5 79.4 96.5 108.1 1290
Net oil importers 91.4 1]2. 1294 1525 1827 2254 267.6 309.1 3562 3915 4426
Major exporters of
manufactures 40.8 517 60.9 731 852 108.1 1277 1452 1706 1843 2124
Low-income countries 25.4 29.7 33.2 383 46.5 53.1 59.5 67.0 73.0 80.1 90.8
Other pet oil importers 2 252 30.6 35.3 41.1 51.0 64.2 804 969 1127 1271 1394
By area
Africa 142 17.7 219 26.9 35.0 42.1 496 551 60.5 67.1 750
Asia 300 346 39.8 46.4 579 67.4 76.1 884 1008 1151 1317
Europe 14.5 17.2 20.0 . 28.7 382 49.0 57.5 63.4 69.2 738
Middle East 8.7 103 133 16.1 20.3 24.7 28.4 329 354 39.3 43.7
Western Hemisphere 44.4 58.2 68.6 82.0 94.0 1143 1351 1547 1926 2089 247.4

Sources: World Bank, Debtor Reporting System; and Fund staff estimates and projections. .

1 For classification of countries in groups shown here, see the introduction to this appendix. Excludes data for the People's Republic
of China prior to 1977. . . .

2 Middle-income countries that, in general, export mainly primary commodities.

From International Monetary Fund World Economic Outlook, p.200, Washington DC, 1983
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External Debt

Non-0il Developing Countries: Long-Term and Short-Term External Debt Relative to Exports

and to GDP, 1973-83 1
(In per cent)
. 1974 1975 1976 1977 1978 1979 1980 1981 1982 1983
Ratio of external debt 10 exposts
of goods and, services®
All nomeei] developing countries 1154 1046 1224 1255 1264 1302 1192 1129 1249 1433 1443
By analytical group
Net oil exporters 1547 1249 1624 1695 1793 1769 1443 1284 1546 1795 1922
Net oil importers 1094 1009 1154 1175 1168 1218 1141 109.5 1183 1351 1343
Major exporters of
manufactures 91.7 886 1030 1033 99.5 101.1 96.9 940 1006 1162 1142
Low-income countries 2279 2145 2261 225.1 217.8 2263 209.8 2014 2311 2541 2629
Other net oil importers 3 96.9 84.7 983 1043 111.6 1248 1155 1109 1219 1380 136.6
By region
Africa 71.5 65.4 80.9 942 103.1 1114 100.8 97.4 1199 1474 1486
Asia 92.9 81.0 91.6 84.4 83.3 717 70.2 68.2 72.5 80.9 85.4
Europe 102.4 97.1 1080 1149 1274 1364 1256 1216 1182 1296 1297
Middle East 1454 1052 1315 1375 1404 1424 1338 113.1 1126 1343 133.1
Western Hemisphere 1762 1634 1958 2041 1941 2115 1929 1784 2074 24356 2428
Rafio of external debt to GDP 2
All non-oil developing countries 224 21.8 23.8 25.7 274 28.5 215 27.6 31.0 34.7 34.7
By analytical group .
Net oil exporters 26.2 25.5 2717 323 38.5 39.3 374 34.0 36.1 447 43.5
Net oil importers 21.7 212 230 244 25.4 26.6 258 26.3 29.7 2.1 327
Major exporters of
manufactures 20.2 19.6 22.2 22.7 239 25.1 24.6 25.1 29.3 33.2 338
Low-income countries 20.1 20.1 20.9 244 249 240 24.4 23.6 247 26.2 26.5
Other oet oil importers 3 6.2 25.2 26.2 2711 28.6 31 28.8 30.6 341 358 5.6
By region
Africa 19.4 19.6 21.6 25.8 28.4 29.4 28.9 28.8 30.6 352 35.1
Asia 19.7 18.9 20.4 224 234 223 222 23.2 25.2 26.7 271
Euro 24.5 23.1 22.8 24.6 25.7 286 25.1 29.0 331 34.7 345
Middle East 36.2 340 39.0 423 45.4 48.3 56.0 52.6 513 50.3 47.4
Western Hemisphere 230 22.8 25.5 26.4 284 303 28.8 270 319 38.2 38.6
Memorandum items -
Ratios (including People’s Rep.
of China) 2
To exports:
All non-oil developing
countries . e .. . 1236 1270 1161 1094 1198 1365 137.7
Low-income countries ees vee cen .. 1690 1700 1520 137.7 1400 1487 1555
To GDP: )
All non-oil developing
countries e ces .o 219 24.6 239 24.1 27.3 30.5 30.5
. Low-income countries cee cee vee eee 143 13.5 134 13.2 143 15.1 15.3

Sources: World Bank, Debtor Re
1 Excludes data for the People’s

introduction to this appendix.

2 Ratio of year-end debt to exports or GDP for year indicated.
3 Middle-income countries that, in general, export

mainly primary commodities.

rting System; and Fund staff estimates and projections.
epublic of China, except where noted. For classification of countries in groups shown here, see the

From International Monetary Fund world Economic Outlook, p.201, Washington DC 1983
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Annex®l

In the period January-June 1983 the ECU confirmed its rank as the third currency
of denomination for new eurobond issues, after the U.S. dollar and the D.M., rea-
ching a share of more than 3% of the Euromarket. The amount of ECU bonds is-
sued in the first six months of 1983 is slightly superior to that registered in the
same petiod in 1982. '

NEW EUROBOND ISSUES
(new issues in period, millions of dollars)
1983 % 1082 % i A%
(Jan.-June) (Jan.-Jungd 1883/1982 | |

Us. § 21,913 81.4 26.137 86.8 —16.2
DM. 2,687 10.0 1,163 39 +131.0
ECU 865 - 32 751 25 +15.2
CAN § 497 19 970 32 —488
HFL 325 1.2 367 1.2 —11.4
Other . 630 23 726 24 —13.2

26.917 1000 30,114 100.0 —10.6 1

Source. Morgan Guaranty Trust, World Financial Markets. August 1988

From San Paolo Newsletter No. 6, September 1983, p.3.
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Motion for a Resolution <(Doc. 1-1023/82) ANNEX VII

tabled by Mr Seeler, Mr Radoux and Mr Pelikan
pursuant to Rule 47 of the Rules of Procedure
on the external trade of the Community and the problem of global financial instability

The Buropean Parliament,

A regretting the increasing trend towards protectionism in the world
econany, '

B disappointed by the results of the recent GATT Ministerial Conference
in Geneva, ‘

C believing that many of the pressures on the GATT system stem from
the wider breakdown of the international institutions of the post-
war economic settlement,

D noting the importance of widely fluctuating currency values on the
terms of trade, with consequences for investment decisions and
economic policy making,

E noting the difficulties posed for the financing of international
trade by the world's current liquidity and banking problems,

F considering that the current levels of debt affecting certain of
the newly industrialized countries (e.g. Mexico, Brazil) inhibit them
fram assuming their full responsibilities,

G concerned at the prospect of countries engaging in competitive
devaluations to gain trade advantages,

H noting the protectionist problems associated both with a strong US
dollar and an undervalued Japanese yen,

1, Calls upon the European Camission to investigate the impact of
global financial instability on the -external trade of the Community;

2. Requests the Camnission to report back to Parliament as socon as

possible on this matter with a view to a major policy initiative
by the Camunity.

- 5& - PE 88.178/fin./Ann.V.


kjh62
Text Box

kjh62
Text Box




