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On behalf of the Government and the financial community in
Singapore, I would like t0 extend a very warm welcome to all
delegates and guests to this Conference. We in Singapore are very
pleased to host this Congress, especially since this is the first
$ime it has been held outside Burope and the United States. We
view this occasion as important in the recognition accorded to
Asian foreign exchange markets in general and the Singapore market

in particulars

A5 ‘'we meet, now already five months into the new decade of
the Eighties, the world economic scene looks far from satisfactory.
Interest rates and inflation levels have earlier scaled une
precedented peaks which will never look quite as invulnerable
againe The United States is going into a recession; and other
industrial countries are also slowing down, with no assurance that
inflationary pressures will correspondingly ease. The increases
in 0il prices and thc uncertain supply situaiion contimue to exert
a negative influence on business expectations. Unemployment in
most industrial countrics remains stubbornly high, yet the demand
~for high wage increases persists as workers strive to maintain
living standardse. The mechanism for restoring economic equilibrium
cannot work as long as political considerations interfere with the
pricing of essential commodities and resources regardless of the
underlying economic forces. Because of the intcrdependence of
nations, the disequilibrium can adversely affect countries both

developed or developing, producers and non=producerse




Nearer o-me, in Asia, there is perhaps some light amidst

the encircling gloom. The past decade has, for some countries at

kleasf3,been a period of steady growth. In particular the performance

_ of Japan, Korea, Taiwan end Hong Kong has atiracted attention because

k_aBove average rates of growth were attained with relatively moderate
faxesydf ihflation. Our neighbours in ASEAN have also recofded
~impréssive rates ofkgrowth. Those of you who can find time to visit
:Indohésia,:Malaysia, the Philippines and Thailand will feel the strong
pulse of économic activity. During the Seventies, the annual rate of
_economic growth, in real terms, of ASEAN countries was 7.3% whereas

in OECD countries, it was only 3.4%.

Not having a crystal ball, I hesitate to forecast whether
,fof the world cconomy the coming decade will be as favourable even

as was the last. Oertainly, given the prevailing economic and political
 climate, passimists outnumber optimists = and the frequency with which
thé media employ the words "recession" and "Third World War" undoubtedly
 colours the environment and thinking of many of you who are in the

kforex markets of the world.

On the monetary scene, developments have also been far from
tranquil, Uie have just gone through an eventful period which has
:experienced something resembling a competitive interest rate and
exchahge rate war. Intcrest rates started to surge in the latter
half of 1973. US banks' prime rate rose from 11.5% in June to
15.75% at end-December. An unrelenting cscalation carly this ycar
brought the prime rate to 20% in early April. uwith each round of

interest rate increase by t he US, country after country adjusted

their own interest rates, not only to curb infletionary pressurcs,

- but also to counter the disruptive outflows causcd by a strengthcning




kUS dollar. Thé raising by the Federal Hescrve of its disbount rate

‘ ffom 12% to 13% in mid-Februszry touched off a new round of interest
ratc incrcases. The Japanese discount rate was raised from 6.25% to
7.25%. West Germany raised its rate by 1% to 7% and tho Swiss rate
‘wés ad justed frém % to 3%. Tollowing the letcr monetary tightening
méasurés by the US, Japan had to increase its discount rate, the fifth

in a yéar, by 1.75% to a historic high of 9%. In parallel with the

interest rate developments, the US dollar stre~gthened by 9.8 against

the‘DM, 10.% against the Swiss Franc and 7.9% against the Yon.

Interest rates have plunged jus* as dramatically as they have
risen. After rcaching a peak of 20% in early April, the US prime rate
dropped stecply to 14% at the cnd of May 1980. As US interest rates
continue to‘decline, pressurc will be building up for rates in major
industrisliscd countries te be adjusted downwards. The cffects of
réductions in US interest rates have been reflected in foreign

_ oxchange markets wherc the US dollar weakoned.

Yingaporc, as an open cconomy with financial flows unrestrained
by cxchange control, has not been insulated from the worldwide
cscalation and subscquent decline of interest rates. Our interest
_ratcs move closely in line with internationzl interest rate tronds.
When the US primc moved up in the second half of 1979, our primec rate
moved up from an avorage of 8:12% to 9.4%. Similarly, in 1980, the
local prime rate was adjusted upwards to 12% in late April. In line
with the decline in uxternal rates, our loczl primec raig movéd down

to slightly below 12% at thc ond of May.




In recent years, under the growing influence of menctarists,

~ there has been a movement by major industrial countries towards

sctting monetary targets. In view of rapidly rising inflationary

prcssures, much cmphasis has been placed on mecting money supply tarscise

As onc concerned over many years with turning theory into practice;

1 believe the guide posts to beating inflation are not nearly as obvicus

or straightforward as some monctarists would have us believe. There

_arc many, perhaps too many, varictics of money supply. It would be

difficult to concoive that inflation could be resolved by a purcly

mechanistic appiication of controls based on acceptance of any

particular version of M.

~Judgemcnt, commonscnsc, intuition and intelligent appraisal
6f‘monetary ag. regates and other variables (which need not only be

of the economic variety) must also be taken into account. A4n clement
of psychology must often be wedded to economic policy if the overazll

economic strategy is to succced. Monetarism alone is not enough.

Indeed, there scems now to be some general recognition,
for cxample, of the virtuc in governments having balanced budgets.
But it is rcmarkable, still, how many goveraments exhort their citizenc

to incrcase their savings while the public sector runs large budget deficitise

Nevertheless,; I note with intorcest the emphasis which the
Fed now\places on money supply as rcflected in bank reserves‘rather
than on the fed Funds ratc. The recent sharp movement in US intcrest
rates appeers to refleet this shift in cmphasis. This prompts us tc
question whether wé should not re=oexamine the var.ous monetary tculs

for a more effective combination of techniques to achieve our monctary

,objectives. A recent consultetive papcr by the Bank of England which




proposed a mongtary base indicator takes into account the necd to

control both thc monetary base as well as interest rate movements.

Under,the scheme, the interest rate changes automatically in line with

_changes in money supply, thus trisgering movements pegged to a desired

monctary growth path. Their experience with this new scheme should

be interesting.

There is undoubtcdly scope for improvement in monetary

managcement, In this respect, tho US decision to impose reserve

requirements on some assets held outside the banking system, namely
types of consumer credit, is an interesting development, which has

implications for the traditional emphasis on controlling liabilities,

As these. new .controls are discussed, we may expect to see fresh

approaches to monctary management.

Domestic monctary managem.nt has often been said to have

been complicated and made ineffective by the Euro dollar market.

The unregulated or unlimited expansion of international ligquidity

facilitated by the market is often blamed for problems which countries
face. Colls for the control, regulation and supervision of the market
are loudest when monectary targets are not met,

therefore, as in 1972 and 1973, renewed concern was expressed over the

In the last year,

potential disruptive impact of Iuro dollar itype activities. While

thore is some basis for concern and I accept that o greater degree of

surveillancce may be desir&ble, I do not see the need for restrictive

controls, such as through the imposition of reserve requirements.

The Asian dollar and Huro dollar markets play a useful and important
role and their functioning should not be stiflcd by overly restrictive

measures. As a consequence of the Herstati-rcl:ted developments in 1974,

*a




|  bapks_invo1ved’in suromarket activitics have improved their prudential
  gohtrols; The authorities have begun and are continuihg their efforts
- tdki@prove information flows and standards of supcrvision. I welcome
“: the io1e played by the Bank for Internationsl Settlements in this
’;‘feépect. There seems $0 be a growing acceptence that banks should

’; C6h§olidaie their balance sheets to cover their worldwide operations.

'Mostkwell run banks already do this, anyway.

There has been surveillance of the Asian Dollar Market
 since the earliest days., Ue have sought from banks opereting in this
_market reguler returns giving informetion which we believe any prudent

‘fbank would require for itself even if there were no regulatory body.

 While we have often been flayed in the media for the degree
‘~‘;ofvsuiveillance we cxercise, I belicve bhat secoretly most bankers are
appregiaxive_of our efforté. It is as much in the ianterest of the
entire banking industry as of ourselves that the integrity and stability

of the financial system be preserved and protected.

I suppose that we must oxpect a love=hate relationship

between the banke and their supervisory or associated authorities

On an international plane, for cxample, this is manifested

by those who make loans to countries with balance of payments difficulties.
\Nobddy forces international banks to make such country loans. However,
‘ if from such loans any problem of default then arises, a surprising
"’anumber,of banks are only too ready to remind the IMF and the World Bank
 'qf:their responsibilities and to ask them to mount a rescue, It would

ot be surprising if they showld find a somcuhat less than sympathetic



o

reaction from IMF officials, especially if the IMF had failed previously
in imposing its conditions for a loan to correct the cause of imbalances

- in‘a oountyjfbécause the country concerned found a more accommodating banker.

~ During the past ten years, we have moved from one monetary
1§riéis to anothér; There is no assurance that for the next decade
_ﬁé shall bé'any betfer equipped to meet the problems that are being
 'carfiéd ove:\or aré re—emefging. The buasic structural problem in the

internatiOnal financial markets remains unresolved. There is no system

'yet'which is anywhere near acceptance.

| We have endured years of floating exchange rates and in this
paridd the financial markets have had to cope with the massive
7récyciing problem created by the scveral=fold increcase in the price of
3‘~ qii;  The’Hérstatt failure all but precipitated a major Yreakdown of
’ £he international financial system. Volatility in the exchange markets
has ‘become the norm rather than the exception. Whilé the world has

\

had\tb live with floating rates of exchange, most efforts being exerted

to find a more suitable system point to a desire to return to a more

~ stable regime.

, First, there are many supporters of the INF created Special
Drawing Right (SDh). The growth in the number of banks which accept
“SDR denominated deposits is one manifestation of the search for a

stable store of value.

Second,; those who do not believe in the SDR have turned to
1 theihard currencics such zs the Swiss Franc and the Deutschemaxrk.
~;,Thiskfrend has gathered momentum despite the resistance of the

German and Swiss Central Banks.




Third, the re-emergence of gold in the last twelve months

~has'been most spectacular.

Fourth, the arrangements in the Burcpean Monetary System (EMS)
_make up an interesting effort to co-ordinate intervention so as to

maintain stability of rates in the participeting member countries.

Pinally, the recent efforts by the IMF to promote a Substitution

 _A6count‘represent,yet another attempt at stabilisation.

Have floating exchange rates been able to accommodate the

' diﬁersity‘of domestic policy objectives and the autonomy in economic

’ manaéémént‘desired by countries? I doubt if any other glternative
 66u1dlhave coped: with the violent upheavals which financizl markets
faéed in the last ten years. Intcrest rate and exchange rate developments
‘fihdiéaxcd a need for collaboration and exchonge of views among countries
%o reducc conflicts erising from divergent economic objectives.
"Encouraging steps were taken in cooperation and greater scordinaztion

 ~§£ aétiqn to reduce volatility in exchange markets, such as through

1swap arrangements, iSsuos of Carter bonds and the proposed offering by

the Swiss authorities of Swiss Franc facilities directly to central barks.

| Though - all currencic: are technically operating in a
,‘_floafing exchange rate regiee, e.change rates have in offect not been
<floating freely.‘ Central banks have found it necessary to interwvene at
‘timés‘father~heavily. Such intervention has often reflected the need
 ‘to,offset the effect of massive destabilising capital flows. In the
abSéhCe of official intervention, it is questionable whether merket
forcés:alone coﬁid have brought about the necessary adjustment

withoﬁt uhdue;damagég‘ ;




Efforts to coordinate intervention to introduce greater
stabiiity‘in the exchange markéts have included setting desired margins‘
within whiéh exghange rafes may move, an arfangement closely resembling
the‘fixed,but adjustable exchange rate system. The European Monetary
“Syotem and other regional efforts towards monetary union demonstrate
”:e.rdeysire for greater discipline within a generally floating exchange

rate regime,

OBviously) the floating rate system has its limitations,

. Ms sny 1ook back nostalgically to the golden era when the Bretton Woods
System functloned for a quarter of a century after 1ts 1ncept10n in 1945

:jandfthefsteady cnd comfortable profits which foreign exchange traders

;}‘ made w*th vmry little risk. That era ended because the‘United States

- was in danghr of 10 ing more gold than she was prepared to lose, and
7“the Bretton Woods System was suspended by Pre51dent Nixon in 1971. The
:world\was then told thet gold was no longer important - that the system

; was f1awed because of gold,

Were we justified in phusing out the monetary role of gzold?
~'The:hon-monetary fole in future for gold is now legally enshrined in
:kthg:Articles of Agreement of the IMF. It is legitimate to question the
ﬁiédom of the IMF in supportirng the demonetisation of g01d. ‘Opposed to

‘ fhpéé‘dqing cverything possible to phase out gold's role in the monstary
~‘~éystem;'there‘are now some beginning to be convinced of the need for
: ,retéiﬁing it. The recént upsurge in the gold price to.a peak of

o ﬁimés,thé 1:.51; "official" price'.of US$42.2/0z clearly demonstrated
r tha£~goid Still has a wide followingf Demand came not only from private\

'but,‘it is understood, also from official sources, notwithstanding

'the official 1lip service to gold demonetisction.
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A return to a modified gold or a gold exchange standard would
' :be‘dei1itaxed perhaps if current gold prices could be tcken as official
_prices somewhat along the method of valuation in the ¥MS. I recognise
‘ :kthat-this is notithe most fashionable or orthodox view on gold and its
,‘role in the monetary arena at the moment. I am also aware that there
 kate political and other difficulties in going back to gold. But a trend
"wgs"éet by the demonstration of belief in gold in the kuropean Community's
"'de¢isibn to have gold backing for the unit of account in the European
 Monetary System (@S). This, I belicve, is an element of great

kstrength in the EMS system. .

Given time %o eliraote the technical problems of operating
the system, it would not b¢ surprising to find the EMS growing in
influence. If the ECU (Buropean Currency Unit) is allowed to evolve

yﬁnd develop in usage so0 that it can be freely transacted in international
| markets, it may well end the financial world's search for an alternative

“to the dollar.

Similarly, the preservation of the IMF's holdings of gold would
go a long way towards maintaining confidence in the IMF as an international
~ financizl institution or in any of its creations such as the SIR or

the Substitutioﬁ Account. If the IMF were to sell all its gold, its

credibility could be irreparably damaged.

~-0On a national basis, I am sure countrics which have built wup
'fheir;gold holdings are better able to meet present day political and
'eéonomic prdblems and other uncertainties. The discipline of gold is

:salutony[ especiolly for governments.
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The man in the street has refused io accept.the propaganda
"that gold should be demonetised. In this part of the world the value of
"éoid as moncy w2s vividly demonsirated by the experience of the

“Viéﬁnﬁmese boat people. Without gold, they could not have escaped

~ ythéir.unhappy lot in Vietnam,

So in those countries where governments show a disinclination
to persevere with stabilisztion policies, there should be no surprise
; 'if,the‘man in the street tu-as :way from paper currencies = to that

mich abused barbocrous relic.

Perhaps what is surprising is that when the Bretton Woods
 ‘Sysﬁem was cast aside, so many believed that gold no longer mattered.
- Itkwas only last year that the penny dropped = and the rush into

gold became widespread.

Meanwhile, like the search for the philosopher‘s stone,

~: leérned‘academics and ccopnomists and, I may add,>most central bankers
Vvand;Ministers of Pinance, strive valianily for a new international
@oheta:y syotem which would still be without gold as an important,

- if no£ the nujor, element. I wish them well but have little hope of

~ their sucuruse

I weuld like to end by wishing all purticipants a fruitful and

successful mceling of your Congress. With so much happening around
~ us, by for the most rewarding discussions will be in the corridors

~ outside of the formal sessions.




