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SUSTAINED, NON-INFLATION [ TH OF INCOME AND EMPLOYMENT

Background: The world economy is beginning to revive from a
three~year-long recession. Industrial country real growth was
almost nil during 1980-82. Most countries implemented strong
anti-inflation policies during that period &nd the results of
that disinflation are now visible. Inflation rates in
industrial countries have declined sharply from 13 percent in
1980 to less than six percent in February 1983. This
impressive gain in controlling inflation is also reducing
expectations about future inflation and setting the stage for a
durable recovery.

Forecasts of real growth have been revised upward continuously
over the last six months. Most now anticipate an average two
percent grocwth in real GNP for 1983. The recovery is expected
to gather strength over the year and record three and one-half
to four percent growth in 1984. Such a recovery will stop the
rise in unemployment rates during 1983 and reductions in

unemployment rates are expected in many countries by the end of
1983.

U.S. Position: The advantages of following anti-inflationary
policies are now clear. Those countries that have succeeded in
reducing inflation rates significantly are now experiencing
economic recoveries. Their inflation rates are generally below
five percent and real growth will guicken over the course of
this year and next. In those countries where inflation rates <
remain in double digits, no recovery is in sight, external .
deficits are still large, and exchi rates have been under
strong pressure. E )

-

The only successful way to create permanent jobs is to
establish durable, non-inflationary domestic growth. If
countries return to discredited inflationary policies in order
to reap short-term gains in terms of jobs and real growth, they
will witness again the "stop-go" economic environment of the
1970's. Ve must resist any efforts to stimulate artificially
domestic economies by excessive monetary growth or increased
government spending..









EXCHANGE MAF :IT I TERVENTION

Background: At the Versailles Summit in 1982, the U.S. proposed
a study on exchange matket intervention in response to the wide
differences of opinion on the effectiveness of past intervention
in exchange markets. The study, carried out by a working group
of officials from the Summit finance ministries and central
banks, was completed in January 1983. On April 29, 1983, the
Summit Finance Ministers and Central Bank Governors reviewed and
accepted the working group's report and i wued a statement with
the following main elements:

l. Our governments agreed on the principle that orderly
underlying economic and financial cond :ions are necessary to
achieve stable exchange markets. Our governments pledged
themselves to pursue economic policies designed to foster
convergence in the economic performance of our countries, toward
sustainable non-inflationary economic growth and high’
employment, as a primary means of attaining such conditions. <

2. Intervention cannot achieve significant or”lasting
-effects unless there is an underlying change of flscal or
‘monetary policies.

3. The path to greater stability in exche je rates must lie
in the direction of compatible mixes of policies supporting
sustainable, on-inflationary growth.

4. 1In formulating policies, countries should have regard to
the behavior of exchange rates, as an indicator of the need for
policy adjustment.

5. The role of intervention can only be limited.
Intervention can counter disorderly market conditions and reduce
short-term volatility. Intervention will normally be useful
only when complementing and :upporting other policies. We are
agreed on the need for closer consultations on policies and
market conditions:; and, while retalining our freedom to operate
independently, we are willing to undertake coordinated
intervention in instances where it is agreed that such
intervention would be helpful.

U.S. Position: Our proposal for the study on exchange rate
intervention was carried out cooperatively and resulted in
unanimous approval of a policy statement. We have agreed to
exchange more information with our partners on policies and
market conditions. We agreed that ach1ev1ng exchange rate
stability, which does not imply rigidity, is a major objective.
The role of intervention is only limited, but can be useful to
counter disorderly markets and to reduce short-term volatility.
But, since the basis of our intervention to date has been market
disorder, this position is not a change in the substance of our
policy. We agreed that the path to greater exchange rate
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stability must be in the direction of compatible mixes of
policies supporting sustainable, non-inflationary growth. We
hope to strengthen further the multilateral surveillance process
at the Summit.

The study did find that intervention on a coordinated basis by
two countries or more could have a bigger impact, basically for
psychological reasc~s, than could intervention by a single
country. But, even in that situation, the impact would still be
limited and transient.

The policy of this Administration has been and continues to be
that we consider intervention o be useful only in instances of
a disorderly foreign exchange market. In those instances,
intervention can help bring order back to an otherwise
disorderly market.






Multilateral Surveillance

Question: Is surveillance a topic for discussion at the
Williamsburg Summit?

Answer:

The need for continued efforts to bring about a convergence
of our policies and perforr-nce still exists. Substantial
progress has been made fﬁ understanding each other's policy
goals and approaches and the potential conflict from divergence
in economiérperformance. However, we have yet to achieve a
satisfactory convergence in performance among all the Summit
countries. Therefore, we would expect the Summit leaders to
discuss the economic situation and outlook, with a possible

focus on ways of strengthening the existing surveillance

process.



Interest Rates, Monetary Policy, and the Budget Deficit

Question: Shouldn't monetary policy by eased to reduce
interest rates? ‘
Answer:

Some Summit countries have suggested that more rapid money
growth in the United States would produce lower interest
rates. While rapid groﬁéh of.the money supply would likely
result in a temporary decline in in rest rates, increased
monetary gfowth would raise inflationary expec’ tions over the
longer term. Raising inflationary :v—ectations would, in turn,
call for a higher inflation premium in interest rates and thus
produce higher interest rates.

Historical evidence is clear on the connection between
rapid monetary growth and high interest rates in the 6ﬁited
States. The only lasting way to lower interest rat;s is to -
féliéw stable, predictable monetary arowth which, err\time,

- -

will ease inflationary expectations.















Exchange Market Intervention

Question: Does the release of the intervention study reflect
agreement among Summit countries -on all aspects of
intervention?

Answer:

We regard the working group's report as a significant and
useful addition to the body of information and analysis on this
topic. The study distills a great deal of evidence and spans a
number of points of view and gives us a common basis for
discussion of intervention. Differences of opinion on the role
of intervention continue to exist. But, the study process has
already resulted in major improvements in our mutual
understanding of issues, concepts and objectives related to

exchange rate policy and intervention in foreign exchange

markets. - ‘ : -




































































