
Ctl<r

Occasional Paper No. 50

Strengthening the International Monetary System:
Exchange Rates, Surveillance,

and Objective Indicators

By Andrew Crockett and Morris Goldstein

International Monetary Fund
Washington, D.C.

February 1987

VB TU Darmstadt

51654404



Contents

Page

Prefatory Note vii

I The System of Floating Exchange Rates: Review and Assessment 1
Perceived Weaknesses of Present System 2

Short-Run Volatility 2
Large and Persistent Misalignments of Real Exchange Rates 3
Lack of Discipline and Coordination in Macroeconomic

Policies 6
Perceived Strengths of Present System , 7

Promotion of External Payments Adjustment 7
Insulation from Inflation Abroad 8
Independence and Effectiveness of Domestic Monetary

Policy 9
Resilience of Present System , 10

Proposals for Improving Exchange Rate Stability 11
Target Zones for Exchange Rates of Major Currencies 12
Objective Indicators 15
Improvements Within Existing Institutional Setting 17

II Surveillance Over Exchange Rate Policies 21
Guidelines for Floating, 1974 / 22
1977 Document / 23

Global Economic Environment, 1977 ' 23
Lessons of Early Experience With Floating 24
Implications for Surveillance 24

Exchange Rate System Since 1977 25
Changing Policy Issues 25
Weaknesses in Working of Exchange Rate System 26
Implications for Surveillance Principles 27

Possible Modifications in Surveillance 28
Some Objectives 28
General Principles 29
Principles for Guidance of Members' Exchange Rate Policies 29
Principles of Fund Surveillance Over Exchange Rate Policies 32
Procedures 33

III Indicators of Policies and Economic Performance 34
Purpose of Indicators i 34
An Analytical Framework 35

Factors Influencing Balance of Payments 36
Criteria for Assessing Sustainability of Payments Balances 37

Types of Economic Indicator: Uses, Scope, and Limitations 37
Indicators of Economic Performance 37
Indicators of Economic Policy 39
Indicators of Intermediate Variables 42

Concluding Observations . 42

111



CONTENTS

APPENDIX Page

I Report of the Deputies of the Group of Ten: The Functioning of
the International Monetary System 44

Chapter I: Introduction 44
Chapter II: The Functioning of Floating Exchange Rates 44

General Considerations 44
Assessment of Floating Exchange Rates 45
Proposals to Improve Exchange Rate Stability 46

Chapter III: Strengthening International Surveillance 48
General Considerations 48
Proposals to Strengthen Surveillance 48
Article IV Surveillance 49
Multilateral Surveillance 50

Chapter IV: The Management of International Liquidity 51
General Considerations 51
Proposals Concerning International Liquidity 52
Present and Future Role of the SDR , 52

Chapter V: The Role of the IMF 54
General Considerations 54
Strengthening the Role of the IMF 55
IMF/IBRD Cooperation 55

Chapter VI: Summary and Conclusions , 56
General Considerations 56
The Exchange Rate System 56
Surveillance 57
International Liquidity 58
The Role of the IMF 59

II Report of the Deputies of the Group of Twenty^Four: The
Functioning and Improvement of the International Monetary
System ' 60

Chapter I: Summary of Recommendations 60
The Functioning of the Present Exchange Rate System 60
Surveillance 60
Management of International Liquidity and the SDR 61
Role of the IMF 62
The Debt Problem and Transfer of Resources 63
Follow-Up Action 64

Chapter II: Introduction 64
Chapter III: An Overview of the International Economic

Situation . 65
Chapter IV: The Functioning of the Present Exchange Rate

System 66
The Experience with Floating Rates 66
Proposals for Improving Exchange Rate Stability 67

Chapter V: Surveillance J 68
The Objectives of Surveillance 68
The Analytical Basis of Surveillance 69
Pressures to Make Surveillance Effective 69
Enhanced Surveillance 70

Chapter VI: Management of International Liquidity and the
SDR , 70

Management of International Liquidity 70
The SDR - 71

iv



Contents

Page

Chapter VII: Role of the IMF 73
Transitory Balance of Payments Problems 73
Persistent Imbalances Requiring Adjustment 74
Need for Concessionality in IMF Lending 75
The Volume of IMF Resources 75
Enlarged Access Policy and Access Limits 76
IMF/IBRD Collaboration . 76
The Decision-Making Process 77

Chapter VIII: The Debt Problem and Transfer of Resources 77
Problems Relating to External Debt 78
Trade and Finance 78
Transfer of Resources to Developing Countries 79

III Executive Board Decisions on Surveillance Over Exchange Rate
Policies 80

1977 Decision and Document > 80
1979 Decision 82

References 83


