THE INTERNATIONAL CURRENCY (RISIS
(Part IT)*
Dr. Wagulh Shindy
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1— The Bearch for a compromise :

ThaAutumnoflmwttne-edtntmiNDegoﬂlﬂamwtth-
inth.eGrcmpamen.ndCummanu-ketmunbu'a. Several
Summjtmeeﬂnauwmnhoheldthuh.tngtanD.C.uﬂtha
Amrutoﬂndulohrtlﬂnforthemtpmdngpmhhmhdng
thol.nturmtlm.n.lmmeil.ryuy:tun.

that the starting point was a realistic parity realignement
c:ouphdwithth.elboﬂthnofthehnpm-tmchu-ga. The ex-
uha.ngeratalhoujdbamldemureﬂeﬂblehutwithinthazuﬁ-

ciple of flxed exchange rates.

FurthhpurpmoboththoU.K.deermnyhe}dthaview
thatthoI.H.F.lhwldreoogniulnewntcf"mvotal"mtm
otmzlungebetwemthadoﬂurlndothﬂrmmdm. Connt-
ﬂuwou]:dhoarpu:t.odtonrpputthodoﬂuwluoofthdr
mrrmciawﬂ.hj:n3pm-mntofthoplvutﬂmh.

ByMid-SeptumhulBTLthonhﬂnmmhiﬁemofthaE_E.C.
wm-eab}otormhaoommmpodﬂmtobo-prmtedlttho
Gmu;pofTenmauttugtandma.uihturtothemuﬂmmt-
Ing of the LMF. at the end of that month, This neluded the
den.}natbnofthednllnrlgﬂn:tg‘ohi,widmin; the margin
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ofﬂuctutlom;muuipnr,npmdj:ugﬂmml-oflpemﬂdnw-
ingrlght:mdthephnmgoutdtharmrveroho!thedoﬂn.

Thilwumlmportn.ntad:iﬂemantlnrmndﬂngt.h.evim
oithoﬂh.-ineaanmtnmﬂn;mthnwtunthnpﬁn-
dpiﬂofmcruﬂnlthepergdddemnymmluc-

Recogniring the dfficultles of holding itu views further
a.ndthenwdtoml?ethacrilil.thoU.S.modiﬁuirtamm.
Thuu,Hr.Conm]lydecJuedafswdnphdorutheNowmbar
mthmeuﬂngdtheamupomethnt“thmmmtmngmcmd.
we will talk sbout anything®'. In fact, Congrcsxman Henry
Reumintmd:umd.afcwdnyunfturthhstatcmmt,ubﬂltoCon-
gress giving the President diseretlonary power to raisa the

(1) Comrumiqud of the Group of Ten, Landm, Ap. 18, 1971
(3) Beported by Pcter Jay, Beonombes Editar, Tne Timer, Bp. 17, 1971

(3) Statrmont ot the New York Esonemic Chib, paforn mid-Noy.mbee
19T
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otﬂc:l.ulprlmufgnldbyuptolﬂparmi.i.u.dwnluingthu
dallar.

Althou,ghthinhﬂlwunototﬂcﬁ:ltymt&dbytle.S.
government,hmitreﬂmtedﬂmgw’rththomtummtor
the US. Secretery of the Treasury the general mood about 2
pouﬂiecom,promiuebythoU.S.’Ihu:.lmtudofuohingaﬂ
the financial and trade problems as cne package, the U.B. re-
arranged itg priorities ioto two phaces. The first, would in-
clude the revaluation of the sirong currencles against the
dollar. In turn, ths U

:
g
E
[
3
5

U8, trade
with B EC., oost-aharing of the defence
and the overhauling of the international monetary sywtem.

The flrst propoeition vwas aocepied in principle by moat
E}uropanmuntrmwtththoem:u;ﬂonafthﬂUK.,Frmmd
Itnlywh.k:hmea.gltmtmniorrovahnﬂminthdrm
AnafJapan.ltmclenrth;tthaU.B.m;uutadarmﬂmﬁun
of at least 17 to 18 per cent. The Japinese government, in
order to presecve its competitive posttion, resisted euch a high
perceantage of revaluation

%
|

The OF.C.D. which played a kay role in studying the pro-

held o competitive edge within the community and with the
outgdde world, Thanks to the two-tier system and other res-
trictive meagures. (V)

a)mm;mmmmhmummumqmmmm
a0th, 1971, Furthermors it annoumosd an Decrmimr 3, 1671, now =x-
change oantrol on non-rexddent doposits to halt furthor incrense in the
Joieo of tha finangtsl Frano, Noo-resldent were given tharefors, ssvea
d&ays to el tmir holdings of Fruncs for other curronolos.
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159 LEGYPTE CONTEMPOBAINE

It was natura]l therefore, for tho Germans to rufuse any
realignement whith would involve a greater revaluthan of toe
DM aguinst the Franc. This prohlcm was not solved umtl the
West German Chancellor Wity Rrandt met the French Pre-i-
dent in Purls on December 4, 1871. Tuey both agreed to adopt
a coordinated stand within the group of ten and during their
coming hilateral meetings with President Nixon

Thus, the ruvad was paved fcr on official agreement bct-
woen the US. and its major partera  Few dayas after the
Canadian, Britith, French and German summit meutings with
President Nixon in Washington D.C  und the Acora-. the
Smithesonian Agresmont was annommeed.

2 — The Smithsontan Agreement; a ~topgup solotion :

After aeveral months of negotiations between the major
Furopean countriem end Japan on cne hand, and the Unitd
State: on the other, the Smith-caion Agrecment wos reached
in an attenpt to solve the interpetiomal currency problem. In
declaring the declslons reached by the group of ten, thcir oom-
muniqué talivd ebout “pew and lasting equillbrium n the Inter-
nitjons] economy.” Before we can analyse tho ngrecemcnt it is
n:oful to summarire the main dedslons rearhed.

— An increase m the official price of gold frow 35 dollars
to 38 dollarm on ounes, thus devaluing the dollar by 867
per cent.

~— Tho immediate removal of the 1) per cent ~surcharge im-
pored by the US. In August 1571

— In exchenge the aight Egropean countries plu-. Jupan ard
Canada 1grved to effect the following parity changes

Belgion franc + 1157
French franc -+  B57
Ttalan Lire + T.18
GQerman mark + 13.58
Netherlands florln + 1157
Swedlsh kroma 749
Bwlus frunc + 138
Biitish pound + S8BT
Japaneze Yan + 1688
Canadfan dollar {floating)
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In the meantime, both aides agresd to widen the permitied
margin of fluctuations eround par Trom 1 per cant to 2 1/4 per
cant on either side of the parity.

The communiqué also reflectad the agreement reached by
the group of ten that “dscuemion ahould be promptly under-
taken, particularly in the framework of the LMF. to oconsider
roform of the international monetary sywtem over the longer
term. It waw agreed that attention should he directed to the
appropriate monetary means and dvislon of respoosibilities for
defending stabls exchange rates and for insuring a propsr degres
of convertibllity of the system; to the proper role of gold, of
reserve currencies, and of special drawing rights In the operaton
of the system; to the appropriste volume of Hquidity; ... and
to other measures dealing with movements of liquid capital”

Thos for the first time In four decades the American Go-
vernment officlelly egreed to devalue the dollar. In faect it
reached a bigger depreclation than any other curremcy. The
percoutage of depreclation was partionlarly big aguinst the yen
and the weaker Buropean currencles ke the pound, Franch
france and tho Italian Lira, as i@ clear from the following tabls :

Percentage upvaluation sgrinst the dollar®

Col 1 Col. 2 Col 3 Col 4
New Pariy Fnce Blnoe Klnen
Muy 1 Apgust 12 Deo. 17

Yen 308 + 169 + 159 + 19
Sterling 268057 + 88 + 78 + 3.0
French franes 0.1157 + 848 4+ 78 + 78
Lire 8815 + 15 + 62 + 33
Swiss france 384 + 139 + bB + 10
D. marks 3233 4 138 + Ba + 11

(1) Tho Hoooomist, Lopdon, Deormbar 25, 19TL
4
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The Increass in the officlal price of gold wan admitbng e
facto gitnaton by legulizing it into a de jure sitmation. In any
case It waa and still is the prioe at which the U.S. refuses to
sell gold. For this reason, the stumhbling block towards :caching
@ soluton to the problem was not the official price of guld as
much as the realignement of the new paritica betwecn the Ame-
ricans and the rest of the Groop of Ten. This was actually an
exeralpes in brinkmanship and poltticnl manceuvre. The parity
changua were supposed to bridge the 9 billion dollare daficit in
the US. btalneco of intermatonal payments which meani an
average currency revaluation of 11 per cont.  Howuewer, the
parity changes reached at the Smithsonlan mecting did not
achisve the desired effect as we shall ses later,

In fact, the Americans had a bigger depreciation than mo:t
experts expeoted or even thonght possible when the critical peint
was reached in Angust 1071, Let us only reoall the elntemint ot
the Under Secretary of the Treasury that the devalnation of the
dollar waos “like a balloon that has becn buret long time ago”. In
the mcantime tho American Government removed the 10 por cent
purcharge which represantad a turnback from its lberal trade
policy, although the full impact of the surcharge was not cora-
plotely fcit yet.

Ap of the upward reveluation of other cmTionclex, it wad
part of the deal. They agreed to rvvaluc thelr curroneies i the
Americans devalued by more than 5 per cont.  As it turned out
their effective ruts of revaluation was more than 8§ por cent from
August 18, 1971, However, the relative position of cach curren-
cy was different eftec the revaluation from thcir previous pasi-
tion.

The yen wes officlally revalned by 16.88 per oent At thix
rate it was revalued by 159 per cent from August 13, 1871,
making it the highest revalued currency. However, In oompa-
rizon with the guing rate an Decumber 17, 1971, it was rsvaluxd
blepcrmntonly.ThaAmﬂioansprmadfarthereInﬁvdy
highcrpcrcent:geafdnpnﬂnﬂonforthedoﬂhrap.tnﬁthoyun
to tnsure an eed to tha ever rimlng trade surplus with them To
thelr surprise loter an Japen continued to achieve a trade surphu
end aceumulate more reservew, which brought about another
cricle at the begmning of 1873 ax will be scen later on.

42
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The socond highest revalued currency was the DM It
wan revalued by 1358 per cent. In fact the D.M. had been
revalued twice before in 1081 by 5 per ownt and in 1869 by 9.3
permtbefctattwunllowadtoﬂmtonlhle,lB?L Hrw-
ever, tt wan upvalued against the dollar by 8.1 per oent only
from August 13, 1971. At this rats it was relatively depreciated
against the yen, French franc and even the pound Sterling. That
is why the Eccnomist rightly deslared that the D.M. had “come
out of the realignement too cheaply.”® For this reason i was
falt at that tme that Germany might stert another export-led
boom to get over thelr mini-recesslon.

As to the pound sterling it was revelued by 857 per cent
to proserve {ts competitive position against other currencles
gnoe May 1, 1971. However, at this rate the posttion of sterling
was not envied by cother ewrrencles. By this reveluation it wus
relativaly upvalued by 21 per cent agninst the Swigs franc and
byz.TpucmtagaimttheD.H,whﬂﬁlttbeumotimaother
countries [Iks Austrulia had devalued thelr currency agalngt the
pound by 2 per cent and South Africa by 123 per cent Thus
the pound became one of the overvalued currencles at o time
when the UK. nseded a push to improve tts external accounting
posticn. Am it turned out, the fall of the pound below the
“floor”’ during the summer of 1972 came as ons of the results
of thts realgnement. In the meanttms the Duteh and the Be-
gans moved together by revalulng by 1157 per cent due to
ther closs trade relations.

{1) The Froonomist, London, Decomber 23, 1871, p 68,
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Whnt happened to the different currencles™

Fund mombers chosc one of elx diffcrent options :
A —to float.

B —to keep their gold parities,
C—to devalue againet gold end the dollar,
D — to devatue upwards,

E —to appreciate in terms of the dollar but by kss than the
gold parity, and

F — the dollar area which devalued in terms of gold in the axact
percentage Hks the UK. dollar.

A, Canadn Korca Labanon Phibippine 4 Furawu 1y
Esuader

H Bntaon Franen Bpoin Ethiopia Bomaha Iruy
Libya Howait Bouwd Arohia Yoemen

Eterfing eewoclotes 1 Ausiralia Nrw Eralnnd Irelnnd Cypro-
Mulny:la Ringepary Bang Kooy Nigra brrra Leqne

The Gambia Jamaioa Banrtuashorn Trimdud and Tuobogo
Malawi
Frope Tone and pssocintes ¢ Algria Tuniy Moroocn
Holagerhy Fopuhlic Dabexriy Ivory Coast Mourinnia
Nigvr Buncgul Togo Uppr Vulta Ched Mall
Carmwroun Gaban Conge Guinea Central African Bepoblic.

C. Ismnal Yogoaiaria GQhann Barmn Bouth Afreen
Rhodrsia Lezothn Breoxdland Botremma

D. Gemany Japan Austria Balgium Loxcmboor )
Netberinmds Molo Vonomoln

L Italy Norway Bwedm Denmwrk Finland India
Turkry  Portogal

¥. Argpuntinn Balivia Braxdl (Thile Guyana Mexloo
Panarma Nlsaragoa Oruguey OQurtn Rlen Prra
o Babvador daitd Bon dorns Dominkean Repobdle  Grecss
Taiwan Phoitwd Yicinam Koren Nepad Irun
Gurylan Himyn Tanreanin Uguoda Eamhia

(1) From the Doler Crigs, by Suzon Kiange, Foreign Affairw, Junuary
172, p 112

—
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The reazon behind the whole exercise was to return the
nternational Anancial system from widely floating rutes to fixed
exchange rates. The unprecedanted movements of funds in 1971
reguited in frequent centrel banks interventions in the market to
prevent the value of thelr emrrencies from appreciating agalnst
the dollar. The intarvention of the central banks dd not acoom-
modate the market or stop the muddle in the major currencles
mainly due to the Iimited ahitity of these banks and the Hmited
margin of fluchmtions permitted under the rules of the LALF.

To overcome this problem the Smithacnian Agreement allo-
wed currencies to fluctuate by 225 per cent on elther side of
parity, of by « range of 4.3 per cent. This was ¢ step forward,
sinos governments and central banks do not have to peg the
exchange rate as frequently as they did befare. Furthermore,
the business community eonld plan focrthafuhlrewthma
degres of certainty.

To ingure more flexibility in the systam, different govern-
ments can {nform the LM .F. about thelr par value or thelr central
rate. Unllke the par value the Articles of Agreement of the
IMF do not require the approval of the central rate.

With all the emphasls on going back to the system of fixed
mha.n;cntulm'djngtoth.oBrettanWouh}u'tmtples,thm
were still some unresolved problems. The convertibdlity of the
dollar into gold or 8.D.R. especially when severa! European cen-
tnlhn.uhmholdtngvutmmt:ofdolhnfmmtheﬂ:mp—
port oparations, hes been ane of the mejor problems. The Im-
phicit aoceptance of the Bretton Woods system waus based on the
ability of the leading currencies speclally the dollar to be con-
varted Into gald. In fact the system was based for a long perlod
on a dollar standard

On the question of the convertibftty of the dollar the oom-
muniqué spoke only about “insuring a proper degree of con-
vert{bjlttyoftholyﬁm”withautupu:tfym‘thomylmdmmu
af insuring this goal. Thos, the American eutharides had o
chligation to convert the huge amounts of overseas-held dollars
into gold, BDR. or other foreign currencies, In faot the Ame-

— 45—



150 L'EGYPTE CONTEMPORAINE
rican government have never attempted to maintain a fixed rats
aguinst other ourrencles In s system based on & dollar standard
ttwuuptofordangmunmmtntoﬂxudmﬂntﬂnﬁxﬂda-
change rates against the dollar to avold revaluing their curren-
cles. With the huge accumulation of dollars during thelr sup-
pcrtomtimu,moatEumpunwuntﬂusplmJupﬂ.nmlﬁt
withthaunplunntuhoiwdho}dingdsvﬂnﬂddnj.hmornﬂmg
them on the marist at o loma.

Thig prohlem had another dimension relsting to the proper
function of the TMF and in particular to abeorption of the big
BEritith debt repayment which was due in June 1872 During
steriing’s difficulties near the end of the 1060’s, tho Britlah Go-
vernment hed borroswed about 1,000 mildion dollara. This
amount had inaresed due to the dollar devaluation to about 1,078
milion dollars, which the Bank of England wanted to repay in
June 1972. However, acoording to the IMF practices the repay-
ing country has to hand over acoeptable currencies to the Fund.
At the time, the dollar could pot be conmidered as such becinie
of the huge holdings of other countries. It was thought there-
fore that 2 US. drawing of usable curreccics would help, as these
currencles could them be exchanged with Britain for dollard;
thus the UK. would be abls to repay.l

The US. attituds on the convertdbility of the dollar was
thexrefore, gubject to ssveral attacin and criticisms even by Ame-
rlean firancial experts. In a paper poblshed in N.Y. Mr. Edwurd
Bernstein the former Research Director at the IMF. criticlzed
the UT.8. reluctanes to begin negotiations or even to restore o
measure of convertbiity to the dallar. He even wcat further
to point out that this 1s a violation of the Smithsonian Agrecment
which spoke about “defending stable exchange rates and ensur-
ing a proper degree of convertibility In the mystem.t”

Tn short the Smithgontan Agreament was & stopgep sclu-
tion by the “rich-man’s club” to e &ifficult and therny problem.

¢1) Brmuel Pritton, ¥oanagial Tires, London, Fub. 10, 16T
(T Tudl Roland sod Or. Quertedy Beview, NY., 1672, nportnd ia tim
Fmancelal Tvm s Fokroary A I9T2
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I".TboFourthBt&ge:EmMItﬂngFimts

Tostnrtwith,th.eﬂmithmniu.nmteufthopmmdlttrhn;
was 4 at a relatively highar 1ate than other currencies, It
u-udiiﬁaﬂtthmfuretomm.nthjﬂmtaforalongpeﬂod.
Fuithirmare, the overall balance of Payments swrplug  was re-
du&dtmmmmjmonpoundzmtheftrﬂtqm:terGIMIto
mlyﬁ?miﬂjontnthcmrrupondingpniodaflﬂ’fzm In fact,
the micehandice trade balance recorded o deficit af 118 milbon
pound:slnthaﬁ:atqun.rtu-oflmlfternﬂurplusofﬂmﬂ]ion
pounds during the same perlod of 1971 These advarse develop-

wage inflation, ngecﬂ:mtape:u.nitofoutpuimcrmdb}-??
per centtmmmid-lﬂﬂ‘?’tothsfowthqmﬁeroflﬂl. This
f&ctrcﬂactedonBrlﬂjhe:xpm-tpricenwhiuhregiﬂtumdunm-
mmd%p&rmfmmmid-lmmtheﬂntqunrtcrof
18724 Moreover, the Britieh Government and the businces
camrmanity wanted to enter the Exuropean community with a
favourahle rate for the pound.

Thenteoflterllngounttnnadtodmpugﬂmttthumpa:n
currencics (emcept the Italian Lire) and even the dallar. To
kvep the rate between aterling and the ELE.C. currencies within
thanucw-ednarmmargﬂnaf21,'.pcrcant,im¢eadofthey
per cent parmitted under the Smithsonian Agreement, Euopean
(hntrﬂBmhupmtomZ.BmﬂJ]andoLhminmpporﬂnzﬁtar-
Hng,mmtofttonWednmdnyandThumday,ﬂldeEJum,
M.hwemmﬂmtha&nkofmngh.ndgnmdimctmppart
espadn.ﬂylfterthaEurop&l.ntﬁnhclomdthdrdoon.Nem-
thalcu.hﬂldinguofsturﬁngmnﬂnuedtouﬂmdthentedmp—

{1) Exeinding £124 milllon BDR Allociton, Warld Finares) Maorkots,
Morgun Guarantre Trust Conpany MY, Jun: 23 1972 r 2

{2,an-Emnmﬁ.|t,J‘ulyl.1m;Lm.
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pud.Ou'Ihm-dtyemtustheprmmmloltmngthattha
ckntngratodmppedtolﬁ;ﬁdulhanodnudnyJuueﬁl,lm
and to 2575 on Thursday, Juns 22, 1872 againgt the old Smith-
suninnmtaoflﬁ[ﬁddllrntothopomd.Attbilmtathapmmd
haddwnluaia;n.tutthadoﬂnrbyi.ﬁpu‘mtmdSpermt
respectively below the old Smitheonian rate.

TormedythiudtmﬂnnthoBﬂtthomnmtdmidaﬂon
themcrnh:sotFr!—duthmeﬂ,Mtoa]lawthopoundtoﬂmL
Thu.u,thelmdnnfomignexchangemnrketmdoaedonFrhhy
June 2%, 1972 and an Monday June 268, 1972. In declsring this
dsclalon the Chancellor of the Exchequer amphasized both the
tempomrynahmoithhmumomdthotmmodhtoappﬂmﬂm
of exchange controls on tranegactions by UXK. residents with
rogidents of the Overseas sterling Area (OS.A.) except the
Iriah Repuhlic.

Bank of England approval was thus required for now direct
investment !n OS.A. countries on the borrowing of UK. com-
panies for thalr operations In the UX. if they are controlled by
OS8A. residents, and a maxhrmum Hmit of 20,000 pounds per
family was tmpoged on emigrants to O.8.A. comntries.®

What has happemed In manufacturing Binee last thme™

Export Prics Hourly Wage orsin
% Inooreass n UL dodlors earnings per unit
of ootpat
MWOI-194T MNA-1870 MWOA-1087 ROA-108T MId-1987
to to to to to
Mld-1070 1st qir 1t qtr 1st qtr ith qtr
1w 1072 1971 1971
o < w bt e
1) (& ) (X (4} (8)
Britain 0 28 a3 be 2T
Gearmany 12 14 30 21
Japan 12 ) 20 101 3
Italy 10 12 a3 a2 32
Uniltod States 13 4 18 31 13
France 5 ) 14 a4 18

(1) Boocomic Progress report, UK, Trewsury, Loodn, 30 Auguet, 19TA
(1) The Beonomist, London, Joly 1, 19T

— 4P —
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Following ths Britlash decision, there was & divislon in the
virws between samo ELE.C. members as to the proper course
of oction to be taken for thelr own currencies  Whily both
the Dutch and ths Belgians wented the Six's rnake tunnel to
float aguinst both sterling and the dollar, the Germany and
the French wurted to maintain the Smithsaonian fixed paritics
and the applicatian of the nerrow exchango mergins agreed
upon by the EEC. members. Both of them wcre motivated
by the desire to keep their exports lead through a stable and
relatively undervaloed currency, while protecting their imports
olther through the cheap commerevial French fruno or the undesr-
velused DM. They convineed Belgiumn and the Netheriands,
therefore, to maintuin the exlsbng rules and a commonigque
wans lxgosd to that effect stuting that the finance minfutera of
the EE.C agresd to “mmintaln the merging and parities
sgreed in the Smithsonian Agreement and the European Eoo-
nomlo Community’s narrow mystem of exchenge margina.»®
The Jepanese and the Americans were pleased with thi+ ded-
sion, but for different ressors. As for Japun it was impo--
rihle to keep the fixed parity of the yem while the mnjor
Furcpean currencles werw floating. The U8, would haivo
benefitisd from cuch e float, but it did not want a further
deterioration of the dollar immediately bufore the premdential
electon.

At the game time soveral Furopean countrics liko Germany,
Switzerland plus Japan embarked on epplying exchange eon-
trols to dvoid forelgn inflow of funds ewpecially the dollar at rte
nnattractive rate. Italy also sppied exchange controla, but for
a different reagon, that is to prevent a further cutflow of
furds dua {0 the weaker pomition of the Lira.

Thus, by July 1, 1972 there were more cxchange conirols
in most industrial countries than at any time smince the bepin-
ning of the shxties. This fact let the Economist to declare that
“nnless worldwide exchange controls are far more effeetive
than before ... this may still lead to a general floating” .

(1) Butmeot of the EF.Q finanen minlsfora, Laxo o barg, Meodn,
June 24, 1071

(2) The Ecoaomirt, Landon, July 1, 1972, o 0
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V. The Fifth Siage : The socomd Devalnatlon of the Dollar.

At the beginning of 1973 the economis sosns In the U.B.
looked encouraging. Bales, production, employment, ncomes
and profits were rising tn 1972 while the rate of inflation slowed:
the balance of trado was the only uncertaln indieator. This was
in aharp contrast to the recession of 1969-70. In fact, between the
third quarter of 1671 and the same quarter of 1972, resl gross
national produet rose by 7.2 per omnt aguinet 4.6 per cant between
the fourth quarter of 1970 and the thhd quarter of 197100,

However, the international monetary scene became erratic
within @ very short period of tims, when the Italtan Government
decided to Introduce a two-tier exchangs systam effective from
Januery 22, 1973, This step was mottvated by the government’s
fear of an cutflow of arbitrage money plus the usual speculative
outflow of capital dus to the rising interest rates all gver
Europe. Italy chose this approach rather than devalulng the
Lire because of Ha handsome current balance of paymeants sur-
ptus — 1.3 billon dollars — which as & proporton of GNP, is
higher than Japan's, while the level of itz reserves oould not
sustein additions]l outflow®. In the meantime, It pushed aside
any rise in Interest rate to restimmiste economlo growth.

Thue it jolned the “floating club” of other ELE.C. mambers
ks France, Belglum, and Holland which allowed their curren-
cles to ficat for capital transactions, If we add Britaln and
Ireland which are floating for both captta]l and current trane-
wothone, then we could say that with the exception of Germany
the major countries In Europe joined this club.

Following the Italian declsion, the intermational currency
market was shaken when the Swiss Natlonal Bank, tnder the
tmpact of large inflows of foreign exchange, especlally dollars,
coasad to intervens In the exchange market to support the dollar
price after {ts rate dropped. From the last few days In January

(1) Monthly Eoonarde Letter, First National ity Bank, N.Y, Jamuary
18T, p 2

(3) Tho Beonomist, Jannary I7, 18T3, p T1.
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the rate sank vigbly on most forsign currency exchangea.
Ag'l.hu'tth.tub-.ckgrcnmd,tbeﬂwluGovernmemtdmdf-dtoﬂoat
the franc.

‘I‘h.o-hnrpumrnrdﬂonta:ttheﬂvdntmnutriggercdcﬁ
specuhﬂmthatothermngmrrmde:wuldbemdiﬁiearor
floating. The foot-loose hot money acted quickly to convert
dollars to DM, y&n,guﬂdﬂrmdotherntmgmma. Bpe-
cu.htmthmtriadtohnnthabutofbothworidd,tooptout
ofthdrholdjnsn.tonvddmylmandutthenmetimotouhm
mtheforthmmjngﬂmtormﬂluati.onocftbeutrcmgcnrrmdm.

The news coming oat of the US. about the increase in tho
tIldedaﬂcitfromEThdﬂionlnlB’fltoﬁ.lbﬂllonduﬂminlBTZ
the alarmist storbes in the U.8. about the energy crisis and its
Lm}nuto.nthabﬂnmaottnd.einthetutnre,thnunmnmﬂbﬂity
intogold,mdthelc}nndngphmammwdtnﬂaﬁmmuddad

reagons for pessimizm.

Agﬂnntthiabackgmlmd,theaﬁuutkmdcvalopedveryquick-
ly. Dmpitamerutﬂcﬂonﬂlmpomdmmmtcmmtﬂuoncapﬂnl
transfers, huge amounts of funds were transfercd mainly to
Gmmy;ndh.turtoJal:m.n.’IhoBunduhmkhndthuutoawcpt
nh:genmo‘untofddlmutthabwertntmenﬂnnmmtd3lb
DM. to the dollar, Haneuryatrthoﬂﬁamothercuuntrlﬁfound
themselves in the same boat. However, the dellar purchares
were on s amaller scale there than in Germany.

To counteruct this messive inflow of dollars and to protect
itn own self-interest, the Federal Govarnment adopted furthes
restrictions on capial movements from February 5, 1873 and
rnqueutedPanmmttoamendtheGthepothctpumiw.nx
the ratlo af cash depoxit to be rulsed from 50 per cent to a
maximum of 100 per centD.

However, the different statements coming from the UB.
abouipom[hledcvﬂuaﬂunafth.edoﬂartntmiﬂcdthoinﬂnw
to Germany and Japan. The Bank of Tokyo bad to accopt more

(I)Hmthhmmmk,Vullﬂ.Ho.zwm
p T
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thm@ﬂnﬂﬂiundollmattbefbcrntauf&ﬂl.lﬂmtotha
dojhrmtbafmdayiprwtdingFehruuyB,mm. In fact,
thedoﬂuruuhadthﬂ:ooru.mjttnmcﬂmﬂylﬂmljorﬁmhm-
ges on February B, 1973. The barriers erected in Germany and
thadjﬂurmtprog:rammmtocontmlthetn.ﬂcrwlnlqnnmomd
inefTective, Thu.u,thamu.jormrren.cymhanguwmulmad
fram Monday, February 13, to Wednesday, February 14, 1973.

Fra:nthabeg:tnntngoflpecuhtiontotheclmofcurrm.cy
mhugu:bout&,&)ﬂmﬂlbndoﬂanwmahorhaihyfordgn
central banks. Out of this total amount the Bundesbank slcns
took 6,000 milhon dollars — about 185 bilHon DM, — at the
lower interventon point. As the offictal report of the Bundes-
bank put it “no previous wave of speculation had resulted In
funds Aowing into Germany on such & mcale®”,

Unhhthemavbulm'hahdlﬂ’(]_theFetrunycrm-of
lQ‘TSwumtado]hr-D.H.mhlu,hutudnlh:-ymmﬂl. The
fn.ctthatmoredoﬂnnwmmlthmyth;ntnTokyodou
not negate this amalysis. There are two explanations for this

paredax :

Firstly, the widespread bellef that the West-Garman Govern-
ment was mofe vulnerable to political pressure to re-
value then the Japaness Government, and,

Smndly,tbeauhnngamntmlprotmﬂonmtothaym
was mare effectlve than that given to the DM,

The French franc waa not affected by the 1973 crials becanse
ofth’eltrougprotecﬁmofthatmmbythotwo-ﬂa‘mtam
which was introduced in August 1871, Furthermore, thare were
mmlrupcrtlabouithep:uﬂﬂﬂtyofnchmgoinmt
o5 a result of the March eloctions. The French franc did not
attract therefors speculators as o strong eurrency in the imme~
diate future that might bring & quick profit,

Mmmwtumbacktothemmmwhythacﬂduui
Fahrwyl%mndoﬂmmmﬂn;uinotudoﬂa:—DM.

(I)B.tpm‘t-dmthonuﬂywmrmn,lm
(l]chutufltnthl'H:mu,lmm,Octl‘l,lm.
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'D:emhuﬂnndthaymbylﬁperce:niutSndthmnhn
Agreament wu:uppoaodtobringequﬂibﬁummhpn.n'u ex-
ternal acconnting. This desired result did not materialize, the
tmdebahnmmfhtﬂ'adlmnﬂnuedinfmwhioh reflected au
an gver {noTeaning reserves However, the Japanese cfforts were
dirmtadm.ajnlyatﬂahtmlngfordgumhnnsewnu-ohtopa-
r&nttheinﬂnvofformgnfundunthcrthmmmumretheout-
flow. The Government, thereforo, announced threo programmes
todetundthayuntrcmh[nylﬂ?ltotheendoflﬁ’mTheﬁmt
mthodghtpolntlpmgﬂmmomommdinthesummcroflml
which ended with the Smithsonian Agreement. The peeond wae
the seven polnts programme of May, 1972, which waa overaha-
dcwedbymmrmmdnsmdemm}unandrmmcumm-
tons. In September 1972 the statistica for the first half of the Ja-
;nneoaﬂmlyur(AprﬂtoSq:tumbar]wemmaunwiuhowmg
unovfrnllc:xp]rtﬂoili.O‘BTm.lﬂ:londo]hrﬂ, or a gain of 16.9 per
mttothammepcrlodnyﬂ:agowhﬂcaxpurtstothemdus-

ﬁmal1972mlnpectuitomchmnrethm9,a)0mﬂlmndollm
mthamde:ur;lnjmlmdmﬂnormhigterth:ntha
rurph.mofB,ﬁ-WmﬂﬂondolhﬂinlB?Litmmtfuﬂhm‘h:hnm
ofpaymenh!nu'pluﬂwntr{buﬂngtomlmrmmmto
nearlyﬂ)bdﬂiandoﬂmbythﬂend of 1972 ingtend of the 16.7
bﬂlian&ollmmch&dattheendofmmhlﬂ’ﬁ.

Intant,thﬁpowurfulJapaanedmﬂmofEmnuminOT-
gminﬂnm—Kaid;nmn—mwtinhwu:ofaforeigntmde
mnhﬂoxdtnmwfaramiﬂngaportluthoonlymytonlaw
dmthapacaofcq;nnﬂonlnaportntotheU.S.anﬂWutm
Hurope. Furthermore, It mqmtedacutintnrﬂf rates by
batwmmtompu'cant.ndmﬂnntnthemmbcofttumlro-
ma.tuingmbject_toimportmﬁicﬂmmdapusimdmm
quotas.

The Tanaia Government thus embarksd on studying ways
animeammredmethishngasurpluawhichwou]ﬂulﬂmatdy
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kead to another upvaluation of the yen. However, thers was o
divﬁonofviumvithinthecabinﬂtbetmtheﬂlniltry af
Hm.nmmpportedbythaBankofTokyoonthaomhmdmd
the Ministry of Internetional Trade and Industry (M.LT.L) sup-
parted by the businems ocommunity on the other. Whils the
furmurpropondthuimponiﬁonofmuxporttaxtom&ucetha
hvelufe:rportl,thehtteroppo-cdmchummewhlnhwouﬂ
botnuffeutudhgﬂmﬂtrpwlmﬂonofthayen:tmtuditpropmed
Hbernﬂﬂnghnpurtlmdmdu.dngexportstothadevdopadmlm-
trie:_’lhuvimafthol{m.tuh-yafmnmoomh'ided.’lhmtheCa-
binet announced on Friday, October 20, 1672, the third five
pointlprogﬂ.mmatoddundthayml.gﬁmtmﬂonurﬁmt-
ng,

’Ihepro-gnmmtmlududthofoﬂowmgmm:

1 — To reduce tariffs on nearly three-quarters of Ja-
pa.n‘ltlrtrrlbyZOp-ermt.whﬂeducren.d.ng the
quotn.uonumnlttum:toeuwun.gaml:-ortl,

E—Rﬂmﬁme@ademm&xpmhtthgh
administrative meaqures on items where exports

huvubecnrilingutmlnnmlnteotommpur
cent,

3—-Topromotetbaoutﬂowofapitalthmughm1nta
inreu:tmentorthmghforelgnwcmomicddtotha
devaloping countries,

4—-TOHb&m]imtheruh:onfardg:nd.tmctinmtmmt
In Japen while tightaning the rules on forslgn
speculation into the yen and,

G—Tommlpﬂndtngathnmaonwaﬂ‘mprojectn
through & sopplementary budget.

Howwa,tbuemnmmmanotwuﬂrmdvuibyﬂmndd
upurtl.Thsyhuadthd:judgmmtonthotmbiﬂtyoftlﬁﬂm-
chldiantotnnrmuetbegmanllevdoftnport:mﬂnlybmm
mca-etha.nwpuromtdhpnn'lhnporumnwmtaﬂﬂawhm
lmmt;rbalmﬂuva,Furtharmcro,Jupn.ndidmtfmwdtwo
pro-gnmme-befomnndndthurmeﬂwﬂm’lheywouldhan
prufmadlmteada.nmrtﬂg:htrenlmtinnoitheymoratlmt
m&x];mtmthu-gec:rmpermtmpechﬂywhmthehpmao
Natlonal Hoonamic Research Institute denlared bafare that Japan
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muldnbwrba&ﬂpermtupvﬂuntiano{theycnnndnﬂllen-
j:oyﬂpa‘oantgmwthntetnthemttwoﬂ:nancwlymm.

In amtapation for such a revaluation, the yoen was quotod
ot about 280 to the dollar In forward transactions which meant
an upvaluadon of 10 per cent cn the Smithwonian parity
(301.10).

Deapitetheprcﬂounutopmtoﬁbcmﬂmlmportunndmpim
investments, and to lower imports tartffa, Japan recorded & aur-
pluy of more than £ pilllon dollare 1n its fureign trends with the
US This trade deflait with Japan s oongidured from the
Arrerican polnt of view the largesi with amy ono wingle eountry,
#t comstifuted about two-thirds of their overall trade defleit 1n

1972,

Mr. Willlam Eberle, President Nixon's wpecial trade repre-
partative wns thus esent to Tokyo, to request the Jopanes: EO-
vmmeuttomﬂluothayunbyat}mﬁlo p-ercmtothm-wiztr‘tha
U.S. may take actons agninst Jepan like an {mport surcharge.

TheJapnnm:tﬂtudamwryoooLtheyretuedtooﬂur
any major trade concessions on two grounds First, to make
upurtundhnpm'tmdaunotnemmﬁ}ymmmequjhhrmm
ductohriedcﬂdtluﬂumdblepm,nwiththeUB.tnnon-tmdo
balence. Japan thus should continuc to maintain a trade sur-
pluaod!Rl:ﬂlliundﬂllarlwtththe U.8.41'  Zecond, the Japinoae
Government requested more tme for the 1971 adjustment m
parities to be felt Hr.KIumurn,Dapntyldanterofmmnm
forlntarnnﬂ.onllAﬂﬂrla:prmodthaotﬂcinlltﬁtudtbyd&
ohhngthnt“the&nlthuonimAgrednﬁnliuonlyomyurold
and 1t takes time for the effects to be felt.”'=’

'Ihu.athaEbu‘le'lminﬁbninTokyodidmtmhiﬂettugoal-.
Haldttothemljﬂrcnpitnhmmuropetomthcomnm
Amﬂrk:nvievthntprogrmintmdu,momtuy,ﬁnandulw-

(1) YMGImmJ:m-UB.MMMJm
Ecnmmlnmm,Tukyo,J:mu.rylﬂ,lm
{1}Raportndlnmmdal'nmu.mndumm.9,1m
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operaticn and defence coat-aharing negutiations waw necessary
an a eoordinated basls between the U.8. and the European count-
ries. The US. wus still hoping then that the surplus countriew
would elther agree to partloipats in ancther Smithsonian general
reveluation agresment or to start a joint float.

The American policy therefors adopted the previous etrategy
of 1971, that if they do have a currency orialn they can remain
reaaiute and leave the prohlem simmering, their other pariners
would have to take action before it explodes. Thus they oould
be relieved from taking a drastic action while passing the pro-
blem to the others,

This sirategy however did pot work out during this criais.
In fact the Japanese Governmeat took the previcus position of
the Americans, they stood tight and resolute. The major In-
dustrial countries did not feol the need to change thetr exchange
rates gimply because they all adopted well in advanca direct can-
trols on capitel account and at the seme time they did ot con-
dderthatthdrertmﬂpoddmmoneofdgnjﬂmtmphu
Thu:theyrctu&dtoupﬂluaorhttheircurrmciuﬂoat.hpnn
fdtﬂ}mth;tﬂmlftheU.S.thmatoflmpoﬂnglmmhargeun
ite exports were to materialxe, it wounld leave its mark aon the
international treding systam. It would try then to divert its ex-
portntoathawunﬂcump&dnﬂyWutemdea:tem-Enmpa.
Furthermore, this sttuation might start a {rade war betwesn the
major industrial countries tin the world.

Inthemmnt{methe,tntermttomlmpportopemtwm for the
dollar in the six trading days ending Feb. 8, 1973 reached more
than 6,000 millon dollare. The dollar thus resched its foor Hmit
tnmcﬂm,ﬂynﬂmjorﬂnnndﬂmukmmthuwm—ldbythemd
of the firet weak of Feb. 1B73.

Dil:crverlngthltttlolddnt;gydidmtplyoﬂ,mdcon-
vinced that the surplus eountries, particalarly Japan, are not go-
tngtotnkuapmom-htemmru,thamommtofdecidonmuld
not be further delayed. A 10 per cent devaluation of the dollar
mthmmnomeedhytheU.&SeaaﬁnoftheTmmylate
Monday night Feb. 12, 1973. The magnitude of this develmation
exceaded the expectations of some obeervers. It came quicker
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ADﬂby;ngrpementn.gathmtheT.Bpermntﬂntdﬁmluaﬂon
of December 1971

Unmrtnjnabontthatuturestnbﬂitydtheddlur,tbalad-
lngin.dnrhiﬂlcountriurq:rmﬂngthﬂnlmmmhcuoftha
EE.C.mutadhya.nmmcingl”j-cﬂntfhnt". This float was
tawicnﬂnktngthﬂtrcu:rmdestooncu.noﬂnrtbmghﬁud
parrdmtoﬂlawthﬂntommupordcwnmthomnrkctua
unj:tnwartﬂngtotheformo:fsupplymddamnd.

By:doyﬂngﬂmﬂngntn.thewhohltmotumofthaBmt-
tunWooduofintmtiunalmominry-syﬂtmhuﬂdonsta.hloand
ﬂxedmhmgamtuhubmdethmnci | i3 the firgt time
Mlﬂﬁth.mtthﬂforwafuupplyanddmmdmgimma-
_‘pora:;urwakmtnduturmtningthomﬂmngontu. This helps
torutnreaquﬂibﬂminthehmhnmoiptymentlatthemutof
g'ra:terincu'tl.l'n‘l:ytnwmidtra.de.

Itiunﬂlltobemwhathcrthomwmcﬂmmﬂbewﬂdy
adcpta:dandtowhntutunti‘twﬂlboaﬂocﬂve. The unilateral
Lctl:anbythelu.d:mghﬂultﬂﬂlommtﬂm and the indecisdan of
thoGroupoITwmtyhum.ltitluha.dcwunthafutummleof
the LMWLF.





