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. Introduction
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B. These are a” of cdurse Interrelated but | think each one has it own unique
ynamics and'importance.
1. Changes in the foreign exchange system are a source of concern and confusion.
A Firgt, .with . regard tg the cn3|dera le curren realignment eve
frﬂdsmn anseg?rom% ?btt(h nf lqn tra Xd fi cmaas not dmsneld
ed w en he offar began a

o, e extent many anticipa |I'a"year an
1 %ne [eason Is thaf curren reah n ents affect trad]e flows with a lag,
though many peopeexpec aresponse by this time.

2. This unexpe ted deIa an]ebﬁsex lai ed |n rt b he nigreasm Ei

omnﬁ@t ro Sdhl FF er a n |on—er ePcr
our gbiNon B clg%g that agp ns he|r
s he 0 ar as an ed e | e Wereas ebr

%i ema cen aﬁams he ena by aImos
muc versshe eu sc emar the tradrtional benchmarks.
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was roughly percent
4 ThUSWI e hhoeforsoelm ept vis-a-vis.Japan, whi
B b dE %N [ n%tndo our %%\ée'd]ePcM GerPnn wdF
percen unc ear how™ mu |mproverhen WE Can expec
especia Iy Int enear erm
. Certalnl the latest US. merchandise trade numbers are not
encouraging.
b. On the other hand, the situation with Taiwan could improve
somew at.

) Their epormous d ucin ezcgan%e [eServes ?[ hillion
garnere rom continuing trade Surpluses con nue 0 exert
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govv;)wward pressure on the dollar relative to the taibi ("Tie-

(2 Anec?otz%l ewdenge suggests that rlces 0 Talwanese
d& S ma? Fie a5 el Sice qa orles

q t%d ggers S & n{oanese firms, esse ettt
B he |onfco? one compete ore|gn
urchasers for actory output
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3, Experlence s well as gconomic th?oryagas Eaugh{tust at frﬁoc Sarkﬁts

B[Jre%\ﬂec?ames élvey ree markets, “adjust better 10 S an
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[II.  The second major issue has to do with trade flows.

A WO{% ab atterns show some setHous |mtzalances with large US. deficits
d by excessive surpluses In other countries

: Onenosrﬁlgglotgwlgrdf({heEeunrgpe ar}gvfgjaﬁ [ markets rom
0? er countries and thus malnI Pnlng or%treng?henlng Worlé)wﬂe grovvt%

2. es |t the decl ne of edolla}r 9| %lsh demand in those two areas has
[us raed grow ofU EXports to

> R BRI M e SR TR
Ui ied 2CLONS take eathe? imthe year.

4. Even should such stimulative measures. be taken, nowevey, it is. unlikel
that our re%ﬂonsmp Wl!ﬁ apan In par?cuplar will change Jama ca| y

a.  An island nation short on nattiral resources, Japan is dependent on
imports of oil and raw materia

(1) These it bp s from the LDC's, running a trade deficit with
those countries I so doing.

' etﬁ stlmuLate *hew domestic
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(1) Japan has a surplus of savings

(a) With a H rglatron over, half that.of t eh)fJ nited States
fram nto an area about t lt f]rzeo on é1
t apan acs

E}}al mount Inous are@ Japan lacks
rhan X I?ng W& enjoy In (W

ace aSu
39 on xpansrvepsp %
Cultural d dmo ra hrc atterns  there make |t
nece sary orr |vr ave for. their {e Iremen
crea INg-a |gh eman or savrngs Instrumen

eanw ile, the U.S. has beeg |]ncreasr lh in.need of savj
mee IS Ivesiment and financin edé ec use
meTr ave a_lOWer rate. o Sav efIC
eder overnment in the as |ncrea
ancrng nee ormously

(3 aresu the a%t few ears nmrnal mt&gst ratfeS i

ese een nsrsten Wer le
§ ecen ew en yeld% tr)eas rles
and apaRe o ernm ons as ee abou

garallel the trade flows zind
rrrrency changes but involve

ereen
orn |srn e petter |eq1 ood aﬁ
Bomous l%n [eas rfé a?e AiFACtS
concerted a Japanese insttctional investors,

4 The resultin |t|flowf m Japan to the, United States is

Y (her unk%r%aripﬁ a signifi cant |?eortron ong %g rade
ercr at country.

() Thus chan e in Amenca avrngs habrtﬁ and a reduction in
our nYleBnmen g Icit “as el dg 4 curenc
(rer\a/aelrr]g nt e needed to_Improve our tra aIance an

are lImItS 'ty the amount of Improvement
can ho e to a leve given thq n(]pr t\Aﬁ
raw materials.

B. Protectionism. Concerns over. the traéte defrcn have Iﬁd to emotional calls for
ngvr\r] pt§E|IO% to protect American Industries from what 1S viewed as unfair

Lot thoughttg}/some that the Cause. ﬂf oHr Imbalance in trade lies. in
roge%trv easUres abroarg f Sti S. exports ang subsrares
@ac dn Sorergn governments to lower prices of goods produced in their

countrys Nneea 10r 1mporte

Digitized for FRASER
p //fraser stlouisfed. or?/
Federal Reserve Bank of St. Louis


http://fraser.stlouisfed.org/

ertain industries, it | true suffer drrectly from protective measures
roa our agrrculture eIng a Ccase In poin

3 Tehard realit em ins, however, that by erectin trade lers ar
orrn uﬁlg% icular ndustries, one é es In |n vr"h1
reta ﬁ/ m co ntries w ort rade

i rnhrgher p'ﬁ%es Por*t%e‘t”n%tt”rhor o%rrso i = bear

4, In reﬂoonse to the call for grotee on .we would b better se ged as.a
na(sro 0 ado mea%Hresdsrgne 0 |m rov oro ucitrv omes IC
tries e a esra| awa rnd res In
h de alna vance econo ours osrn rsco parative advantage

0 developing nations wnos cos Struc uresa OWer,

a. In fact, we have been moving in that direction for some time:

) overall curr has remained a fairly constant 43
percent S?aéh’ﬁ wer workers are neerileoI fhe DIOCESS.

(2) Inthis way we are becoming in effect more productive.
b. At the . same time teservroe sector IS, growin ast ecoo
klesD ks (ransition Tom ¢ rvrtre et 3{
our [abor force to rPer orm revrousyto ose iich ma e mos
Sense In the current environmen

C. Ina market ec such. h ersarecurrent attern and not
somemrng \We Sho tmface wrth repidation P

d. The se e rvrces e perform are. of value %s exgorts esoecratlg the
scientitic and technical expertise at which we ton rhue 0 excel,

eca sk of our tra rn artne 5.IS that rotect our

0 |n ecu oper re |ncr ance ove
%n ate rrn swo ab r

Wha enow EXp ut rewar ecomp sateq,

signific n
5. Another hopeful sign on the trade front 1S the new round of GATT

a. Although Pocn econo les ose aIIenges 0 the ve
ssen 0 ree frade ncr oo wrh grgs&r
ts of nonm het econ mres Ina an the

ernclu drnthese

) China will participate. in_ this ro S an observer
seekin V\tluhp Qngrshr stat future de th S%vres
are ex mining eprosrg)ectso joining the treaygroup

2 Jé’vean%t%%dﬁ%'é‘@ onag%ﬂ b%téclruld lay the groundwork for

b.  More importantly, the agenda for this meeting should include:

r?;h
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(1) gh% (s)ubejetcts of services and intellectual properties mentioned

2 th f | h
2 tcoentnpl\lljlg ﬁa{){ga\(;vorls V\?ﬂg Iszt?rtp?ﬂsesoand ?J%p'rce%gejéefarrtn fptrlcelg

(3) the f f several countries currently enjoying the. status
Y R SRR
- R SR PR P DB Nl
erna onaI EConomIc ISSUEs.
A In my opinion, no crisis looms
1 In the cas of Me |co h|ct} Q ost sefjou pebt robem
[ecent strae |esa H}/ Fan INtert Ie[ orF H eﬁ?ruc%
he econom er countries In similar straits shou
0 make ac om |ons

2. While low. oil. prices contmue to hurt, Mexico, other LDC's with deb
bupdens raf Ip} [ Re—b{ene tfrom IIov\/er energy costs coup?es

current Tow rates of interes
B. However, these. countries .need to grow in grder to ahsorb the American

{
exports that coule Faise t%elrproductl ecapac(fy and Satisfy consumer needs.

BB SR i o

2. Indgp e of I%reqre sharearccﬁ Latin Amerlcn markets d&sm

cltizens 0 0 oods as h It our
B?FEC na (%nthet 1S oeften Jprepor? e 30 Concentration on
uropean competitors;
eorp]((:)lusmn Constant vigilance is as much the price of a free market as it is of a
A V| ilance, [ an re ulation, should , maintain balance in the currenc
%%gghrda%ﬁs e ma et t?]e best arbn%er We know, cto con[tmue se?tlnbl

B. Policy actions on LDC debt have Iread eturne a_Mmeasure ofsab llt
\r/g?r]ngrpaautt)een a near Crisis, and exp our aﬂentlon 0] thes ua |o Eo

C. Flnplle{ the |n rnatio markeb t calls or V|grllp ainst the sentiment.of
R lonism that wo[t)a inevitapl Sp q |veag en co GY%EWW
e?g ralse san ards of living arodn egobe uring tfe post orI
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