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PART I: INTRODUCTION

Section 3005 of the Omnibus Trade and Competitiveness Act
of 1988 (Pub. L. 100-418) requires the Secretary of the Treasury
to submit to the Committee on Banking, Housing and Urban Affairs
of the Senate and the Committee on Banking, Finance and Urban
Affairs of the House of Representatives a report each October 15
on international economic policy, including exchange rate
policy.

The initial report was submitted in October 1988 and
provided an analysis of exchange market developments, including
the underlying economic factors and the impact on the U.S.
economy; an assessment of which countries were "manipulating”
exchange rates within the meaning of the legislation; and
recommendations for changes in U.S. economic policy to attain a
more appropriate and sustainable current account balance.

Section 3005 also requires the Secretary to provide a
written update of developments 6 months after the initial
report. This report provides such an update. Part II reviews
recent developments in the world economy, including developments
in the U.S. balance of payments and efforts by the major
industrial countries to coordinate economic policies. Part III
analyzes the situation in the foreign currency markets,
including the impact of changes in the exchange rate for the
dollar on the U.S. economy. Part IV provides a status report on
negotiations with Korea and Taiwan, economies which were
considered in the October report to be "manipulating” their
exchange rates, within the meaning of the trade legislation.

The final part provides conclusions on the principal issues
discussed in the report.



PART II: WORLD ECONOMIC PERFORMANCE AND QUTLOOK

Global Economic Developments

o Overview

‘The economic expansion in the industrial countries that has
been underway for six consecutive years strengthened
substantially in 1988, contributing to a very strong increase in
world trade growth and helping the Less Developed Countries
(LDCs) record their highest growth rate of the decade. 1In
addition, the pattern of growth both within and among the seven
largest industrial economies last year provided essential
support for global current account adjustment. The U.S. current
account deficit was reduced considerably in 1988 while the
surpluses of Japan, the European Community and the four Asian
Newly Industrialized Economies (NIEs) also declined. Consumer
price inflation in the industrial countries picked up slightly
again in 1988, albeit to a rate that was only slightly above the
20-year low reached in 1986. (See Table 1.)

The basically favorable macroeconomic trends that were
evident in 1988 have generally persisted thus far this year,
promoting confidence that industrial country growth will
continue, albeit at a more moderate pace, at least into 1990.
Partly as a result, the LDC economies and world trade should
return to their more moderate 1987 growth rates.

However, the international pattern of growth will probably
be somewhat less favorable for current account adjustment than
was the case last year. Thus, while the external adjustment
process is expected to continue in real terms in key countries,
further large reductions in major current account imbalances are
not anticipated this year.

The available evidence suggests that, while inflationary
pressures bear close watching in some countries, the average
industrial country inflation rate will pick up only modestly
this year, to just below 4 percent. There is little evidence
that a serious general acceleration of inflation is developing.

o Expansion Continuing at a Sustainable Pace

Real GNP rose 4.2 percent (annual average) in the seven
largest economies in 1988. Expectations earlier in the year
that the stock market break of October 1987 would have serious
negative repercussions on industrial country macroeconomic
performance were not borne out by events. Indeed, consumer and
business sentiment improved substantially and generally remains
good.
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In addition to being stronger than initially anticipated,
industrial country growth in 1988 was also better balanced
internationally and therefore more supportive of global current
account adjustment. In the United States, domestic demand
growth was more moderate (3.0 percent) than in the earlier years
of the current expansion, thus helping reduce the growth rate of
nominal imports and making domestic productive capacity
available to meet substantially higher foreign demand for U.S.
products. The sharp improvement in U.S. net export performance
last year accounted for nearly 1l percentage peint of last year’s
3.9 percent total GNP growth rate. '

The Japanese economy, conversely, was led by a sharp
increase in domestic demand while the external side exerted a
strong net contractionary effect. Despite tax cuts in Germany,
domestic demand growth was only slightly above GNP growth, and
external developments had an essentially neutral impact. 1In the
remaining major industrial countries, the difference between
domestic demand and GNP growth was somewhat larger than was the
case for Germany, particularly in the United Kingdom.

Growth prospects for the industrial countries remain
favorable for 1989. GNP growth is projected to return to a more
moderate and sustainable 3 to 3-1/2 percent range as private
consumption growth moderates slightly and fixed investment slows
from last year’s exceptional pace. Japan will again be the G~7
growth leader for both GNP and domestic demand. In Europe, the
growth slowdown is expected to be particularly evident in
Germany and the United Kingdom.

The basic composition of industrial country growth outside
of the United States this year (i.e., domestic demand growth in
excess of GNP growth) is expected to be qualitatively similar to
1988. However, the projected slowdown of consumption and
investment implies a more measured pace of domestic demand
growth, which will narrow the amount by which it exceeds GNP
growth.

o External Adjustment at More Measured Pace

One of the most favorable aspects of global economic
developments in 1988 was the sharp increase in world trade
growth, which both resulted from and contributed to the stronger
and more balanced overall growth performance. The latest IMF
estimates indicate that world trade volume increased by )
9.3 percent in 1988 after a healthy 6.1 percent gain in 1987.
This strong advance largely reflected developments in the
industrial countries, which account for nearly 75 percent of
total world trade.



These trade developments were reflected in significant
shifts in the current account positions of major countries and
country groups. The U.S5. current account deficit declined about
$20 billion, while Japan’s surplus declined $7.5 billion and the
combined surplus of the four Asian NIEs by about $4-1/2 billion,
despite sharp growth in Korea’s surplus. Europe'’s aggregate
current account surplus was reduced by roughly $20 billion,
though this was accounted for almost entirely by a very sharp
increase in the deficit of the United Kingdom; Germany’s current
account surplus rose nearly $4 billion to a large record high of
around $48-1/2 billion.

External adjustment in the major countries can also be
gauged by considering current account imbalances as a percent of
GNP, which eliminates valuation problems associated with
exchange rate changes and takes into account the differing sizes
of national economies., By this measure, the U.S. current
account deficit declined from its 1987 peak of 3.4 percent of
nominal GNP to 2.8 percent last year; Japan’s surplus dropped
from 3.6 to 2.8 percent (vs. its 1986 peak of 4.3 percent).
Germany’s surplus remained unchanged at 4.0 percent of GNP,
though this was down somewhat from its 1986 peak of 4.4 percent.

Two emerging trends suggest, however, that while global
current account adjustment is expected to continue this year,
the pace of adjustment may slow somewhat. First, the projected
narrowing in the difference between domestic demand and GNP
growth in the major surplus countries will tend, ceteris
paribus, to reduce the macroeccnomic impetus for Targe
additional shifts. Second, while U.S. export growth
strengthened substantially in 1988, so too did export growth
rates in most of the other major industrial economies, including
the major surplus countries.

o Inflation Remains Modest and Contained

Consumer.price inflation in the major industrial countries
averaged about 3.1 percent in 1988, only slightly higher than
the 2.8 percent recorded in 1987. Rates in Japan and Germany
were exceptionally low, even by historical standards, averaging
around 1 percent. France continued its impressive progress,
holding its inflation rate below 3 percent. Rates in the United
States and Canada both averaged near 4 percent, and around 5§
percent in Italy and the United Kingdom.

Inflation rates in the major industrial countries have
increased somewhat during the past 6 months, generating concern
in some quarters about a potential serious deterioration on the
price front. Average inflation in the industrial countries is
expected to rise only modestly this year, however, probably
remaining below 4 percent. While the situation bears close
attention in some countries, some factors suggest that there is
not now a serious risk of a general acceleration of inflation.



First, slower GNP and domestic demand growth this year will
ease some of the demand-side pressure that may have been
emerging last year. Second, and related to this, monetary
authorities in the key countries have been pursuing policies of
restraint. Third, despite some recent increases, unit labor
cost developments have been quite moderate. Fourth, the
OECD-wide surge in investment last year should help ease
production bottlenecks that may be emerging in particular
sectors.

U.S. Trade and Current Account Developments

o Developments in 1988

The U.S. trade deficit peaked in real terms in late 1986,
and a year later in value terms. It then declined markedly in
1988.

The improvement in the U.S. trade deficit (nominal terms) in
1988 was broadly-based in geographical and product terms, and
involved substantial increases in exports and slower import
growth. For 1988 as a whole, the trade deficit declined by
roughly $34 billion, from $160 to $127 billion, as exports grew
strongly (28 percent in value terms), while imports grew less
than one-third as fast. In volume terms, exports were up 23
percent, while imports increased 7 percent.

The trade deficit in 1988 decreased with every major
geographic area, with the strongest declines vis-a-vis Western
Europe, Latin America, and Japan. The improvement also covered
a wide range of products. Only consumer goods, among major
product groupings, failed to show a reduced defict in 1988.

Strong export growth was broadly-based in terms of both
product categories and geographic regions. Past exchange rate
changes played a major role in enhancing U.S. competitiveness in
1988. Our export competitiveness was complemented by strong
domestic demand growth in industrial countries -~ especially
Japan -- and a revival of exports to Latin America, particularly
to Mexico.

The more subdued rate of import growth for the United States
in 1988 reflected in part the lagged effects of past exchange
rate changes and lower average oil prices.. Auto and consumer
goods imports increased only slightly in 1988; a surge in these
two categories had been a major contributor to the widening of
the trade deficit during 1983-87. Capital goods was the one
product category registering strong import growth in 1988,
reflecting strong capital equipment spending by U.S. firms.

The pace of improvement in the trade balance, however,
slowed in the last half of 1988. After remaining essentially
flat at fourth quarter 1987 levels through the first three



quarters of 1988, import growth picked up in the fourth guarter
of 1988, largely in finished manufactures. Export growth,
though still robust, moderated somewhat in the latter part of
1988. Exports in the first half of 1988 were up over 32 percent
in value terms from the first half of 1987, while second half
exports were up 24 percent from the same period in 1987.

The U.S. current account deficit also declined in 1988,
though less dramatically than the trade deficit, falling by
roughly $20 billion, from $154 to $135 billion. This outcome
reflected the net effect of the trade balance improvement
discussed above, and a switch from surplus to deficit on trade
in services. The adverse shift on the services account reflects
the fact that the traditional U.S. surplus on investment income
has been eroded, along with the U.S. international investment
position, as borrowing from abroad has been needed to finance
continued U.S. external deficits. (See Table 2.)

With respect to capital flows, the recorded net inflow in
1988 declined by about $17 billion, roughly equal to the
decrease in the current account deficit., This was accompanied
by a substantial shift from official to private net inflows.
Official net inflows declined in 1988, while overall private
inflows were unchanged. Within private capital, direct
investment and securities transactions registered an increased
net inflow, while banking inflows declined. By category, the
largest changes in non-official flows were: increased foreign
purchases of U.S. Treasury securities, more than offsetting a
decline in purchases of other U.S. securities; a substantial
decline in U.&. direct investment outflows; and a significant
increase in net lending abroad by U.S. banks. {See Table 3.)

o Prospects for 1989

In view of recent developments, including higher oil prices
and other factors, improvements in the U.S. trade deficit for
1989 which had earlier been expected may be partly offset. The
outlook for trade and current account adjustment through the end
of this year will be influenced by a number of major factors, in
addition to oil prices. These factors include the prospects for
sustained growth abroad, especially in Europe; exchange rate
developments; progress with Korea and Taiwan on market opening
and exchange rate adjustment; and sustained growth in major LDC
export markets.

At home, success in reducing the budget deficit will be a
critical counterpart to progress in these other areas. The
recent bipartisan agreement on a budget framework for Fiscal
Year 1990 between the President and the joint leadership of the
Congress represents an important step in meeting the deficit
reduction targets of the Gramm-Rudman-Hollings law.



Economic Policy Coordination

The major industrial countries are continuing their efforts
to coordinate economic policies to achieve shared objectives.
The coordination process has now become an accepted feature of
the international economic landscape with regular meetings of
finance officials from the Group of Seven countries (United
States, Japan, Germany, France, United Kingdom, Canada, and
Italy). A sign of the growing maturity and acceptance of the
G-7 process, for example, was demonstrated by the meeting in
February where no communique was issued and without the market
instability that would have followed such a development in the
past,

The recent meetings of the G-7 in February and again on
April 2 have focused on efforts to maintain the substantial
progress achieved in 1988 in dealing with global economic
problems. Last year represented a notable success for the
coordination process, as documented in the October report.
Economic growth exceeded expectations and inflation remained in
check. External imbalances were reduced substantially and
exchange markets were generally stable. )

However, sustained noninflationary growth —- which remains
the central objective of the coordination process -- will
require continued efforts. The success of these efforts depends
on continued progress in controlling inflation and gradually
reducing external imbalances. While reductions in external
imbalances were achieved last year, further progress in this
area is required.

o Countries with large fiscal and trade deficits,
especially the United States, but also Canada and Italy,
need to make further reductions in budget deficits to
complement monetary policies. Implementation of the
recent bipartisan budget framework agreement between the
President and the joint Congressional leadership will be
crucial to achieving further reductions in the U.S.
budget deficit.

o The major surplus countries should pursue economic and
structural policies that will sustain domestic demand
growth without inflation and facilitate external
adjustment; and

6 All countries need to pursue structural reforms.

The coordination process has resulted in more effective
arrangements to deal with exchange market pressures. As
discussed in the next part of the report, exchange markets have
been more stable over the past year, thus contributing to and
benefitting from the progress in sustaining the global expansion



and reducing external imbalances. The G-7 agreed at their April
meeting that a rise of the dollar which undermined adjustment
efforts, or an excessive decline, would be counterproductive and
reiterated their commitment to cooperate closely on exchange

markets.



PART III: FOREIGN EXCHANGE MARKET DEVELOPMENTS

Overview

During the last 6 months, exchange markets have been
generally stable. The dollar appreciated by about 5 percent
against the Japanese yen and 4 percent against the German mark,
put on a trade-weighted basis in nominal terms is little changed
against major currencies. {See Table 4.)

Trends in exchange markets over this period can be
subdivided into three distinct periods: 1) from October through
mid-December when the dollar experienced selling pressure; 2)
from mid-December through March when the dollar strengthened;
and 3) since the beginning of April when the dollar eased from
its end-March highs, but continues to be in good demand.

Trading conditions throughout the period were influenced
primarily by developments and market expectations regarding U.S.
economic growth, inflation, monetary policy, and interest rates.

Tn market intervention, the U.S. monetary authorities made
net purchases of about $0.7 billion from October through
January. They purchased about $2.6 billion ($2.0 billion
against yen and $0.6 billion against marks) to support the
dollar against selling pressure during October-December, and
sold about $1.9 billion against German marks in January as the
dollar rose.

October through Mid-December

The dollar started declining in early October following
evidence of slowing U.S. economic activity, which the market
regarded as reducing the likelihood of monetary tightening. By
mid-October, selling pressure on the dollar had emerged in
response to diminishing prospects for higher dollar yields and
market perceptions that U.S5. monetary authorities might tolerate
a gradual easing of the deollar ahead of the election,
particularly because of concerns that adjustment of world trade
imbalances was slowing. Furthermore, private analysts suggested
that it would take a further dollar decline to narrow the U.S.
external deficit. After the election, market attention shifted
to concerns about the U.S. budget deficit, stimulating further
dollar .selling. Concerted interventicn purchases of dollars by
G-7 monetary authorities during the period made the market
cautious about selling the dollar aggressively.

Mid-December through March

fn December market sentiment changed, with participants
taking the view that the G--7 monetary authorities would
concentrate more on adopting anti-inflationary policies.
Feonomic indicators showed that U.S. economic activity, though
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moderating, remained robust. Dollar demand quickened on the
market’s belief that the Federal Reserve would tighten its
monetary stance further. At mid-month, the Federal funds rate
rose from under 8-1/2 percent to near 9 percent. However, in
view of coordinated interest rate hikes in Europe, interest
differentials favoring dollar placements against European
currencies initially narrowed. There was no appreciable change
in interest differentials against the yen.

Toward mid-Jdanuary, the market turned increasingly bullish
on the dollar. There was growing optimism regarding the United
States’ willingness to tackle its fiscal deficit. Also, "safe
haven" demand related to tensions in the Mediterranean was
appreciable. Meanwhile, comments from various G-7 officials
were interpreted as indicating a tolerance for further dollar
appreciation. Reports of concerted intervention sales of
dollars during January and early February braked the dollar’'s
upward momentum.

Subsequently, additional data interpreted as suggesting
that inflationary momentum may have increased in the United
States encouraged further expectations of monetary tightening by
the Federal Reserve. Chairman Greenspan said that the Federal
Reserve would err on the side of monetary restraint. The
Federal Reserve progressively tightened the Fed funds to levels
over 9 percent and, in late February, raised its discount rate
by 1/2 percentage point to 7 percent. Meanwhile, Germany and
Japan signalled that they would avoid further tightening of
their monetary stances. Interest differentials against the
German mark and the Japanese yen then began to widen
significantly and, by late March, were approximately 1/2
percentage point higher than in late February.

Since End-March

After reaching its highs for 1989 in late March, the dollar
eased back in early April. Following the G~7's statement of
April 2 and subsegqguent reports of intervention sales of dollars
against yen as well as marks, the market perceived that the G-7
monetary authorities would regard further dollar appreciation as
counterproductive to global adjustment of external imbalances.
Also, prospects for a further widening of interest differentials
in favor of the dollar were viewed by market participants as
mixed, given that U.S. economic indicators were seen as pointing
tentatively to moderating U.S. economic activity.

Effects of Exchange Rate Changes on External Positions

Despite recent movements, the dollar remains roughly at
1980 levels in real terms. On average, the appreciation of the
dollar in the early and mid-eighties against our major trading
partners has been reversed.
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Exchange rate changes since October have, on balance, been
minor, and exchange rate changes in any case tend to influence
the real economy with considerable lags. Thus, exchange rate
developments over the past months probably have not been a
significant factor affecting the U.S. economic situation and
prospects. The influence of such minor exchange rate changes is
extremely small, in comparison with the potential overall impact
of other factors influencing the trade and current account
position.

The October report noted several factors not captured by
conventional models which could contribute to sustained
reduction of the trade deficit over the long term. Strengthened
competitiveness is much broader based than exchange rate
calculations show. Intense competitive pressures during the
period of dollar strength forced U.S. producers to make
fundamental changes resulting in increased efficiency, reduced
costs, and improved quality.

Also, direct investment in the United States should
contribute to the adjustment process over time, especially in
the automotive sector, with Japanese firms in particular
expanding U.S.~based output (for export as well as import
replacement), product lines and value added. However, the
favorable indirect effects of past exchange rate changes on the
trade balance resulting from direct investment activity are of a
long-term nature. The modest exchange rate movements over the
past 6 months have probably not affected these developments.

Finally, most trade models are based on assumptions of no
policy changes. The essence of the G-7 coordination process is
that policies are regularly reviewed,  with an eye to possible
changes in light of developments in the underlying fundamentals.
The G-7 are committed to implementing the policies necessary to
build on the progress that has been achieved.
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PART IV: ASIAN NEWLY INDUSTRIALIZED ECONOMIES {(NIEs)

Overview

The U.S. merchandise trade deficit with the Asian NIEs --
Korea, Taiwan, Hong Kong, and Singapore -- was $29.2 billion in
1988, 16 percent below 1987. This development reflected decreases
in the bilateral deficits with Hong Kong {(down 21 percent to $4.6
billion) and Taiwan (down 26 percent to 513 billion). As a share
of the total U.S. trade deficit, the trade deficit with the NIEs
increased slightly from 22 percent to 23 percent.

However, as noted in the last report, if the imbalance with
Taiwan is adjusted to account for $2.5 billion (customs value) in
gold Taiwan imported from the United States in the early part of
1988 for the purposes of diversifying official international
reserves and reducing the imbalance, then the trade deficit with
Taiwan fell by only 11 percent to $15.5 billion.

Under Section 3004 of the 1988 Trade Act, the Secretary of
the Treasury is required to "consider whether countries manipulate
the rate of exchange between their currency and the U.S. dollar
for purposes of preventing effective balance of payments
adjustments or gaining unfair competitive advantage in
international trade." It was concluded in the October 1988 report
that Taiwan and Korea engaged in such "manipulation,” within the
meaning of the legislation. Pursuant to Section 3004, the
Treasury was required to initiate bilateral negotiations with
raiwan and Korea for the purpose of ensuring that these two
economies regularly and promptly adjust the rate of exchange
between their currencies and the U.S. dollar to permit effective
balance of payments adjustment and to eliminate the unfair
advantage.

Below is a summary of economic and exchange rate developments
in Korea and Taiwan and the negotiations which have taken place
with them since October. (See Table 5 on U.S. trade with Asian
NIEs and currency changes.}

Korea

o Recent Exchange Rate Developments

The October report to the Congress and subsequent
initiation of exchange rate negotiations with the Korean
authorities stimulated a period of more intense appreciation of
the won in late 1988.

o In the fourth guarter of 1988, the Korean authorities
allowed nominal appreciation of the won to total 5.1
percent, compared with 2.5 percent and 1.3 percent in
the second and third gquarters.
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o Most of this fourth guarter movement occurred in October
and November, with the pace of appreciation slowing
substantially in December.

cumulative won appreciation in 1988 totalled 15.8 percent.
This exceeded the movement against the dollar in 1988 of the
currencies of Korea’s key trade competitors, Japan and Talwan.
Thus, in 1988, the Korean won began for the first time to lose
on a broad basis some of the advantage that it had gained for
Korea earlier in the decade, and particularly since 1985.

Despite the won's strengthening in 1988, cumulative won
appreciation still lagged behind that of the yen and New Taiwan
(NT) dollar in key periods. For example, in the interval from
the Plaza Agreement in September 1985 to end-1988, the won
appreciated 34 percent against the U.S. dollar, compared with 49
percent for the NT dollar and 83 percent for the yen. Thus, the
won maintained an important, albeit diminished, competitive
edge.

In 1989, the authorities have generally maintained the slow
pace of appreciation that they resumed in early pecember 1988.
Won appreciation in the first quarter of 1989 totalled only 1.8
percent. However, l1ate March and early April saw a brief period
of somewhat more rapid movement of the won as the Treasury
Department intensified its negotiations with Korea and the
deadline approached for this report. Thus, as of mid-april, the
won had appreciated 2-1/2 percent in 1989.

o 1988 Bilateral U.S. Trade peficit with Korea

According to U:5. customs data, the United States bilateral
trade deficit with Korea increased 1 percent in 1988 to $9.0
billion, reflecting a 39 percent increase in U.S. exports to
Korea and a 19 percent increase in U.S. imports from Korea.

This is significantly slower growth than in 1987 when our
bilateral trade deficit increased 39 percent (from $6.4 billion
to $8.9 billion), paged on a 27 percent rise in exports to Korea
and a 33 percent rise in imports from Korea.

In the second and third guarters of 1988, the U.5.
bilateral deficit with Korea was actually somewhat lower than in
the same quarters in 1987. These declines were due primarily to
a drop in the rate of growth of U.S. imports from Korea. This,
in turn, was largely the result of the temporary impact of labor
disturbances in Korea on production and exports. Growth in the
bilateral deficit resumed in the fourth quarter of 1988,
registering an increase of 5 percent over the fourth quarter of
1987. "
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o Korean Global Balance of Payments Developments in 1988

Korea’'s 1988 global trade surplus increased 51 percent to
$11.6 billion on a balance of payments basis. Overall, exports
grew 15 percent in volume terms, down from 24 percent in-1987.
The growth of import volume, however, decreased even more
sharply to 10 percent from 22 percent in 1987.

Toys are the only category of Korean exports that declined
in value terms in 1988 (by 7 percent). Textiles and footwear --
other labor-intensive products about whose competitiveness the
government expresses concern --— managed increases of 22 percent
and 25 percent, respectively, despite won appreciation and
higher wages. Exports of higher value-added products performed
even more strongly: electronics were up 33 percent, iron and
steel 35 percent, machinery 51 percent, automobiles 20 percent
(despite second quarter labor disturbances), and ships 55
percent.

Korea's 1988 current account surplus increased 44 percent
to $14.3 billion, compared with the government's $7 billion
target. Thus, for the third consecutive year, the actual
current account surplus was more than double the government’'s
initial target for the year. Increases in net services and
transfers -- reflecting declining external interest payments,
Olympics-related tourism revenues, and transfers from Korean
residents abroad -- contributed to the swelling of the current
account surplus.

As indicated in Part II above, the magnitude of external
imbalances is best judged by presenting the amount as a
percentage of GNP. 1In this context, it is noteworthy that
Rorea's trade surplus increased from 6.5 percent of GNP in 1987
to 7.4 percent in 1988, while the current account surplus
increased from 8.3 percent of GNP in 1987 to 9.1 percent in
1988. 1In contrast, Japan’s 1988 trade surplus was equal to 3.3
percent of its GNP and its current account surplus, 2.8 percent,
both having declined from 1987 to 1988.

With the rapid expansion of its current account surplus in
1988, Korea was able to continue reducing its external debt and
building its foreign reserves, further strengthening its
international position. Gross external debt fell to $31.2
billion (20 percent of GNP) in 1988, compared with $35.6 billion
(30 percent of GNP) in 1987 and $46.8 billion (55 percent of
GNP) in 1985. In addition, Korea jincreased its foreign reserves
by nearly $9 billion to $12.3 billion in 1988; although equal to
about 3 months’ imports, this level is not excessive.
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o Domestic Economic Performance

Korea's economy continued to boom in 1988. Real GNP growth
exceeded 12 percent for the third consecutive year, bringing
cumulative real GNP growth to 41 percent since end-1985.
Pomestic demand is strengthening —-- due to large nominal wage
increases, lower tariffs, and cuts in excise taxes -- but
increased real net exports still accounted for nearly 50 percent
of real GNP growth.

Unemployment averaged only 2.5 percent in 1988, the lowest
annual average in the last three decades. Wages have increased
by about 33 percent in the past 2 years. Cumulative
productivity gains among production workers totalling about 30
percent in the past 2 years have largely offset the higher
wages.

Monetary and price developments are increasingly showing
the negative side effects of Korea’'s external imbalance.
Despite tight credit controls and the government’s direct
efforts to sterilize the liquidity resulting directly from
Korea's massive external surpluses, money supply expanded by
about 19 percent in 1988. This, together with the large nominal
wage increases and emerging capacity constraints, was largely
responsible for the jump in inflation from 3 percent in 1987 to
7.2 percent in 1988,

o] Trade Developments in 1989

Preliminary Korean customs data for the first quarter of
1989 show a substantial decline in Korea's global trade surplus
relative te the same period in 1988. These data indicate that
the global trade surplus totalled only $95 million in the first
guarter of 1989, compared with $1.4 billion in the first quarter
of 1988. Moreover, the won value of Korean exports declined by
4 percent in January and by 8 percent in February relative to
the same periods in 1983, although in U.S. dollar terms, Korean
exports increased by 11 percent and 6 percent, respectively,
given the increase in the dollar value of the won in 1988.

For January-February 1989 (the latest period for which U.S.
customs data are available), the U.S. bilateral trade deficit
with Korea declined 28 percent, compared with the same period in
1988. U.S. exports to Rorea increased 29 percent, while imports
from Korea declined by 1 percent.

It is likely that Korea's first quarter trade performance
reflects a compounding of seasonal factors (the first guarter is
traditionally the weakest quarter in the trade account) and
other unique influences:

o Korean exporters accelerated shipments in the fourth
quarter of 1988 in anticipation of continued
strengthening of the won.
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o FKorean importers, for their part, delayed clearing goods
through customs in anticipation of the January 1, 1989,
tariff cuts.

o Together, these factors helped swell the 1988 fourth
quarter trade surplus and produce an abnormally low
surplus in the first quarter of 1989.

o The increased level of labor disturbances so far this
year is also temporarily suppressing Korea’s export
performance.

These seasonal or temporary factors notwithstanding, the
preliminary data for early 1989 probably also reflect the
beginning of a reduction in the underlying imbalance -— perhaps
a significant reduction. Previous appreciation of the won,
coupled with inflation and some trade liberalization, may have
begun to contribute to a welcome structural reduction in Korea's
external surpluses.

o Evaluation of Recent Developments

The won’s appreciation against the U.S. dollar in 1988 was
significant and reflected Korea's recognition of the need for
the exchange rate to play a role in the adjustment process. The
accelerated appreciation of late 1988, after negotiations were
initiated, and more recently in the last few weeks, was a
welcome response to our concerns. Nevertheless, cumulative won
appreciation remains insufficient, judged against the magnitude
of Korea's external surpluses in the past 3 years and the much
greater appreciation of the currencies of Korea's competitors in
the same period.

Rorea’s exchange rate policy this year appears to be based
on the assumption that the trade data for the first quarter of
1989 foreshadow a drastic reduction in Korea's surpluses for the
year as a whole. The indications that structural reduction in
these surpluses may have begun are both welcome and hopeful.
Nevertheless, the data are too preliminary and limited to
indicate clearly such a trend, and in our judgment, do not
justify the sharp deceleration in the pace of appreciation in
most of the period since early December 1988. While some
moderation in the pace of appreciation relative to the fourth
quarter of 1988 appears understandable in the circumstances,
continued appreciation of the won during the period ahead is
nonetheless required to reinforce recent trade developments and
ensure that the preliminary, first-quarter reduction in Keorea's
external surplus is, indeed, the first stage in a structural and
lasting correction of the imbalance. If final trade data for
the period ahead also show significant reductions in Korea's
external surplus, the need for further won appreciation would be
diminished.
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The Treasury Department’s negotiations with the Korean
authorities since the October report appear to have produced
some results. Cumulative exchange rate appreciation, however,
remains insufficient and assurances of further appreciation that
could be considered sufficient in the circumstances are lacking.
In addition, Korea has not provided indications that it intends
to move to a market-based system of exchange rate determination
over the medium-term. Nor is Korea willing to engage in broader
discussions on financial market liberalization. Thus, our
judgment is that, within the meaning of Section 3004 of the
Omnibus Trade and Competitiveness Act, Korea continues to
"manipulate" its currency.

Our negotiations in the coming months will be aimed at
obtaining assurances that exchange rate policy during the period
ahead will reinforce the direction of recent trade developments.
We will also seek to encourage the Korean authorities to
dismantle the comprehensive capital and exchange controls that
prevent market forces from asserting themselves in exchange rate
determination.

Taiwan

Taiwan’s external imbalances have undergone further
positive adjustment since the last report. This is due, in
large part, to the effects of currency appreciation, further
reductions in trade barriers, and rising inflation and wages.
If all of these elements, particularly further appreciation,
continue this year, we would anticipate an additional reduction
in Taiwan’'s current account surplus and its bilateral trade
surplus with the United States in 19895.

Taiwan’s global current account surplus also decreased by
43 percent in 1988 to $10.2 billion. As a proportion of GNP,
this translates into a sizeable decline from 18.4 percent in
1987 to 8.3 percent in 1988. At the same time, Taiwan’s overall
trade surplus, excluding official gold imports from the United
States, fell 26 percent in 1988 to $13.8 billion ($10.9 billion,
including U.S. gold).

In the first 3 months of this year, compared with the same
period last year, Taiwan’s overall trade surplus was lower by 23
percent, excluding U.S. gold, but up 9 percent including U.S.
gold. Moreover, domestic demand has replaced exports as the
main source of growth for the economy. Real GNP growth was 7.3
percent in 1988, down from 11 percent in 1987.

Large U.S. exports of gold to Taiwan through August 1988
accounted for more than half of the reduction in the U.S.
bilateral deficit with Taiwan. These exports have ceased and
need to be replaced with an even greater value of other
sustainable exports if the adjustment process is to be furthered
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in 1989. 1In the last 6 months for which U.S. data are available
(September 1988-February 1989), the average monthly trade
deficit with Taiwan (excluding U.S. gold exports) has fallen 21
percent from the same period a year ago. Nonetheless,
annualizing these data results in a trade deficit larger than
last year’'s, or $13.9 billion. Clearly, this is still an
unsustainable imbalance.

The New Taiwan (NT) dollar has strengthened by 49 percent
against the U.S. dollar since the Plaza Agreement in September
1985, compared to 83 percent for the yen, 53 percent for the
German mark, and 34 percent for the Korean won. However, in
1988 the NT dollar depreciated through Qctober. Since the
October report, the exchange rate has appreciated by 6-1/2
percent, mainly in 1989. Such currency appreciation is a
positive development. Nonetheless, given the still large trade
imbalance and the lack of currency appreciation throughout most
of 1988, it appears that a continuation of the recent
appreciation is required to advance the adjustment process.

puring our recent negotiations with Taiwan (under the
auspices of the American Institute in Taiwan and Coordination
council for North American Affairs) regarding its exchange rate
policy, Taiwan agreed to take a number of important measures,
including liberalizing its foreign exchange system and reducing
capital controls. This liberalization could represent a
potentially important step toward the establishment of a more
. market-based system of exchange rate determination.

Tt remains, however, too early to assess fully the effects
of these measures. The effectiveness of the liberalization will
depend importantly on how it is implemented and, specifically,
on satisfactory resolution of uncertainties concerning: the
extent of central bank intervention in the market; the continued
free flow of trading information; the removal of remaining
controls on capital inflows; and the potential for
discrimination between Taiwanese and foreign banks. If these
potential difficulties are promptly and fully addressed, the
liberalization could be a major advance. If not, the new system
could regrettably involve little real progress toward exchange
rate liberalization. ’

o Description of New Exchange Rate System

Taiwan began to implement the new exchange rate system on
April 3. Formerly, the NT dollar's value against the U.S.
dollar was determined by the "middle rate" of interbank
transaction rates on the previous business day, with a limit on
fluctuation. The most important aspect of the new system is
that all NT dollar-uU.S. dollar transactions of $30,000 and above
will now be freely determined. The exchange rate for small
retail transactions under $30,000 will be determined by rotating
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groups of nine foreign exchange banks (including foreign banks)
based on the prevailing free market rates. Banks can then
decide the exchange rate for small transactions based on this
"reference rate." If the transacted rates fluctuate in excess
of a certain level, then a new "reference rate” is determined
with a wider band.

Given that the central bank could still intervene in the
foreign exchange market through proxy state-owned banks, a
significant reduction of central bank direct and indirect
intervention will be essential to allow adequate scope for
market forces. However, as announced and initially implemented,
the new system does not permit openly ascertaining the level of
official intervention. The Central Bank is using five local
banks for intervention and information regarding transaction
amounts and transaction banks will no longer necessarily be made
available as it was in the past. Although the need for some
discretion by the Central Bank is understandable, given the
relatively small size of Taiwan’s foreign exchange market, it
need not have come at the expense of a normal degree of
transparency for the system.

There are other operational problems with the new system.
First, limits have been retained on banks "short" foreign
exchange positions. Moreover, additional new limits were
imposed on "long" foreign exchange positions. 1Initially these
limits discriminated against foreign banks. Moreover, although
foreign banks are to participate in the committee that
determines the "reference" exchange rate, this has not yet
appeared to be the case. We have indications that Taiwan
intends to correct these problems, and will monitor the
situation.

We are encouraged by the new foreign exchange system, which
could potentially limit intervention. But, as noted above, its
significance depends on its implementation. While we also
welcome the appreciation of the NT dollar since the beginning of
our negotiations, this appreciation, if not continued, will be
insufficient against the backdrop of the lack of appreciation
throughout most of 1988, which impeded the adjustment process.
Therefore, further appreciation, of a sufficient magnitude, will
be necessary this year.

Therefore, at this time, we are not yet able to alter our
basic judgment that Taiwan, within the meaning of the
legislation, "manipulates" its exchange rate. With full
implementation of the new system, however, and further adequate
exchange rate appreciation, it would be possible to review our
position on this matter. Our negotiations in the period ahead
will be aimed at prompt resclution of the problems that could
limit the effectiveness of the new system as well as obtaining
further sufficient appreciation of the NT dollar. It is
important that Taiwan’s currency more accurately reflect market
forces and its external surpluses.
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PART V: CONCLUSION

 rthis report has provided an update of developments since
October 1988, when the first report on international economic
and exchange rate policies was submitted to the Congress.

Global economic performance has remained favorable in the
intervening period. The economic expansion is continuing in the
major countries, with the seventh year of consecutive growth
following an extremely robust performance in 1988. PFurthermore,
in 1988, the lagged effects of exchange rate changes in 1986 and
1987 and the composition of demand in the major countries were
conducive to significant reductions in external imbalances.

The pace of external adjustment has slowed, however. In
view of recent developments, including higher oil prices and
other factors, improvements in the U.S. trade deficit for 1989
which had earlier been expected may be partly offset. While
inflationary pressures bear ‘close watching, there is little
concern that a general acceleration of inflation is developing.

The economic policy coordination process has contributed
importantly to the improved performance of the global economy in
the current expansion. Sustained noninflationary growth remains
the central objective of the coordination process and will
require continued efforts in reducing fiscal deficits,
controlling inflation and gradually reducing external
imbalances. In the United States, the recent bipartisan budget
framework agreement between the President and the joint
leadership of the Congress represents an important step forward
in these efforts.

During the past 6 months, exchange markets have been
generally stable. The dollar has appreciated slightly against
some major currencies, but has been broadly stable on a trade
weighted basis. These exchange market developments have, at
most, had only a marginal impact on U.S. trade performance and
would not be sufficient to change the ocutlook. The relative
stability of exchange rates has made a welcome contribution to,
and been supported by, the progress in sustaining global
expansion and reducing external imbalances. The G-7 major
industrial countries have agreed that a rise of the dollar which
undermined adjustment efforts, or an excessive decline, would be
counterproductive, and they have reiterated their commitment to
cooperate closely on exchange markets.

In the October report, it was determined that Taiwan and
Korea, within the meaning of the Section 3004 of the Omnibus
Trade and Competitiveness Act of 1988, were "manipulating" their
exchange rates against the U.S. dollar to prevent effective
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balance of payments adjustment or gain unfair competitive
advantage in international trade. In accordance with that
section, the Treasury initiated bilateral negotiations with
Korea and Taiwan for the purpose of ensuring that they regularly
and promptly adjust the rate of exchange between their
currencies and the U.S. dollar to permit effective balance of
payments adjustment and eliminate the unfair trade advantage.

The appreciation of the Korean won since 1988 has been
significant, and coupled with inflation and some trade
liberalization, may have begun to contribute to a welcome
structural reduction in Korea’s external surpluses. Cumulative
appreciation of the won, however, remains insufficient in view
of Korea’s overall economic performance and the large gap that
exists between the appreciation of the won and that of the
currencies of its major competitors. Korean authorities have
slowed the won'’s rate of appreciation so far this year on the
belief that first quarter trade data for 1989, showing a
substantial decline in Korea's global trade surplus, portend a
drastic reduction for the year as a whole.

In our judgment, these trade data are too limited and
preliminary to indicate a clear irreversible trend towards a
structural reduction in Korea's surpluses. Although, the
Treasury Department’s bilateral negotiations with Korea have
produced some results, assurances of further adequate exchange
rate appreciation are lacking. Moreover, Korea shows virtually
no willingness to move to a market-based system of exchange rate
determination over the medium-term nor to engage in broader
discussions on financial market liberalization. Thus, within
the meaning of the legislation, Korea continues to "manipulate"
the won. Continued bilateral negotiations with Korea in the
period ahead will be aimed at assuring adequate exchange rate
cooperation in the near-term. Also, Korean authorities will be
encouraged over the medium term to dismantle the comprehensive
capital and exchange controls that prevent market forces from
asserting themselves in exchange rate determinatiomn. :

Taiwan’s bilateral trade surplus with the United States and
global current account surplus have declined. The NT dollar
depreciated in 1988 through October, but has since appreciated
somewhat. While this appreciation is welcome, further
appreciation of a sufficient magnitude is required to advance
the adjustment process, given the continued large trade
surpluses and the lack of appreciation throughout most of 1988.

Taiwan’'s new foreign exchange system is an encouraging
development, which could potentially limit intervention. The
significance of the new system will, however, depend on its full
implementation, and uncertainties exist as to the prospects for
continued heavy central bank intervention to limit appreciation.
Therefore, the basic judgment cannot yet be altered that Taiwan,
within the meaning of the legislation, "manipulates" its
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exchange rate. With full implementation of the new system and
further sufficient exchange rate appreciation, we may well be in
a position to review this judgment. Negotiations in the period
ahead will aim at prompt resolution of the problems that could
limit the effectiveness of the new system as well as obtaining
further sufficient appreciation of the NT dollar.
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APPENDIX

TABLES

Economic Performance of Key
Industrial Countries ’

Summary of 0.S. Current Account
Summary of U.S, Capital Account Flows

Measurements of Dollar Movements Versus
G~7 Currencies

U.S. Trade with Asian NIEs and Currency
Changes
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Table 1

Economic Performance of
Key Industrial Countries 1/

GNP Growth 2/ Domestic Demand Growth 2/
1987 1988 ' 1987 1988

U.S. 3.4 3.9 3.0 3.0

Japan 4.5 5.7 5.2 7.7

Germany 1.8 3.4 3.1 3.7

France 2.3 3.4 3.4 3.7

U.K. 4.3 4.4 4.3 6.2

Italy 3.1 3.7 4.6 4.1

Canada 4.0 4.2 4.7 5.1

G~7T 3/ 3.4 4.2 3.7 4.4
Inflation 4/ Current Account 5/
1987 1988 1987 1988

U.s. 3.6 4.1 -3.4 -2.8

Japan 0.1 0.7 3.6 2.8

Germany 0.2 1.2 4.0 4.0

France 3.3 2.7 ~0.5 ~-0.4

U.K. 4«-01 409 "0.6 """3.1

italy 4.7 5.0 -0.1 ~0.5

Canada 4.4 4.0 ~-1.9 -1.5

G-7 3/ 2.8 3.1

1/ All data are latest IMF figures, except for U.S.
2/ Real growth rates, annual average.

3/ Average of individual country rates weighted by GNP in dollar
terms; annual averages.

4/ Consumer prices; annual averages.

5/ Calculated as percent of GNP; negative indicates deficit.



25

SSSU{SNY JUSLIN) JO ABA4NS  :324N0S

IEESET~- 996EST- 6Z88€1~ 2161¢~ (092E- PIBEE- B669€-~ ZISEE- L961F- EGHO0FP- ¥Z9LE- IHNO0DOVY LINIYUND

2088~ FIE9 aiLs ol LE¥E- <99E~ 1191~ 6991 20EZ- QOEl~ Lyze SAIEESIART LAN
5001~ 1100t~ BELYIL~ ZISE~ c¥eET~ BGEY~ 6E2Z- SPSE~- L T4 ¥ mee- 00tZ~ gJueIn JA0H
TESE- FERE- TLSE- ZEG~ L9~ 618- BO6~ aze- &SGR~ roa- L9868~ uoysual 3 ejywey
EB8SET~- SP¥EL- 60€51~ rRy- SiZE~ LiLg~ Lhie- ELEY- 0862~ T4 ) L9962~ wiajsuel) f(wjol
SLIZ 519~ 9TEZ~ i~ Zlot 1011 :1174 L6¥- 68E- (19 1 (1) sesyaAzes I0YJQH
c09e FLEDZ (3 2174 (431 PEZL- 9861~ 8Z11 6ESZY tso1l Z691 8L0S swoDuy - jeeauy
LLLY 6SL6T LzZoi1e :] 24 ] 444 (+3:1: 3 9EET FA LT 8L9 cZel ¥1Z48 #00TANSg IOH
E0SS2ZT- YIGI¥I~ E£IGLEL- 6LEZE~ SPS6Z~ TPRGZ- BEIPE- 6ISLE- T6IGSE~ 96598~ L6GLE- wduy ye3 v sdxgy by

“foxz} Tvd (ei3rvd

§Z592Z1- O0OBZO91- L¥SI¥I- 91026~ OLI6Z~ ¢SIOE- (BIGE~ I6LIP- G996E~ €£556€- 11686E- FOHYIVE I0VHL
SCILOY LI699E SZINEE 629901 900101 LEEG6 L9€00T LIGLE LOBTE 1%€68 ZO6LE WASIOXIJBJ-UOH
16Z6E (4:1:F4 J T6EYE 9ETE 8E86 LSZOT 0966 88z11 65121 SLODL 03i8 wneyo1led
OEYINVR 0S860¥ 31589€E ¥99GIT PPAOTL 565601 LZEOTIT GOZ6OT L9S¥YOL STFE6 £9996 sj10duy yejoL
LE91BT yS00¢2 Z19961 0S0YL 19%1L 96869 0EZ9Y LBEOS §1998 9yLZS 90€0S TeIn3nojibyvon
8528t 91562 LSELT 8666 €1ol LVS6 oI68 9TSL Laze 811L 9679 Teanjnoyaby
GOG661€ - OLS6FE 696€E22 arscs FLOTE EFPEL OrISL y1089 ZOENY ¥9506S 16L9G sjr0dxgy yw3oL
8861 Le61 9861 y:eg8 €108 zige 1:88 LAY R EF LB Ztig 13L8
Tenuuy s3033wnld

{"¥°8 ‘SEVI100 30 SNOITIIH}
INN00OVY LHIWMND "S°0 40 AUVHHAS

¢ 9Tqed



- 26

EEESETL
05691
EBLOIL

8LLE
L2399~
6kBZ~

1505¢€
ZLIL
E2LLY

9001~
6ZF6T~
seyoz~

19692
28661
PLFL~-
ELEGE

LLeeL
E6¥LG~
PBEIZ

sZozZt
6062~
96662
Z106E

1¥S5€

995¢-

ok s i o i

;11134

S96EST 6ZRAEY
iovatl £9661
96PSEL (1 TAXA

113 §4 9062~
Skic 0ZzZy-
4962S 9ZIL~

GEPEE SBESE
Lese | LT44
SL6LY 160FE

SeLe- £0¥e-
IL9GE~ 80L61~
LSRNy~ T18L2~

c1zzy 6960L
965L— 608E

9GhY- L62¥-
1910¢ 18toL

BLLLE €8L6L
TESOY~ SLG6G~
L¥ZLY 806861

1695 SS¥S1
G566~ LZE6~
1€26Y 6LE62
'A:1.1 4 4 LOSSE

1911 6661~
aris ElE
L1661 9961
Tenuuy

E161¢
Et101
0060t

‘et
‘|'u
“Etu

g9sey
b1
174 439 §

(1) Al
6yLE~
26~

LEBY
OETY
2862~
&86L

E9LSE
SEPEE~
892

2590
SiL
LSSS
DE6OT

992ZE
tLze

Fp8

L09Ze [ 24:131
€EELET (A TA S
yLeo sEr9Y
1113 €11
6L 190L~
66EZ :1 13- 1
£159 BI6IIL
tesat E601
S6EB 1956E1L
€2E 9e0e
6I56- TAY
8616~ 11s
gY6L L6LE
tire L5¥S
FeST- 6261

2086 £0L91

9TIET 1Z11E
CEBLZ~ VLZEL-

[ 141 LyoLT
9zl 111

99p- €sLl-
FIEE- GEBY
RESZ- S$¥6S
0661 108~
oBEL- 113

£:89 188

6669€ ZTSEE
:¥414 ZHEST
ILS2E 0BELY
s102 0001~
S1E~ arzt
0DLY 11 4
Zoor L9%¢€T
ShEE §¢61-
LYEL ZrLIt
ELOC- 006€E-
SE9E~ 9LLST~
6059~ SL961~
6LEZ LLep-
L8as% 960
LoV~ LSt~
66LY BEZTY9~
EETLY~ POLSZ
80ILY 09reZ-~
[ 14 & [ :14
1€2% PELY
SLETI- oSLe-
yiaoz €9091
oLS¥Z Ly00Z
yig- Ziorx
EOSY tyie
1:99 r:L8
sreqIUn

L9617
G6EY~
S3ESY

911~
S1Z~
1EE~

oreZt
T80z
szosl

oLst~
005~
olL8L-

61871
scaz-
ZL6~
2106

13141
6I5S91~
PESET

09t
EZLY-
9Z6-~
119

[4-14
2E

o o e s e

gL

(*¥*8 ‘SHYTION 40 SHROITIIH)
EMOTE INA0OOV TVLIAND *S§°0 40 XAUVHHDS

£ 9Tded

S53ULSNG JUBLAN) JO AIAUNG  :3D4N0§

£590¥
TL0EY
168412

0Lst
€092
ELTIY

€E6¥9
9€L
6ZZL

881~
r4 31 o
02Z9-

86661
(33 £ 4
-]

6LYEL

196L1
ZZeee-
T8~

[ F4 A
1892~
€ESLT
Zeeot

oLt~
(31 4

———

ZiLe

FZBLE
L¥55~
1L108

9691
160
1114 4

FEES
6991
6L6L

ezoe-
€998~
16301~

ELEBT
gz~
GET~
806€1

6ot9-
oLete
oLLSY

LI
1082~
9651
LLGEX
L9

9561

-

13L8

» ‘TNLOL
"ORIQ (WOFleTIeIS
SHOTd "TNLIAYD 13N

EOYTITIYOEY]
sSWYNID
sy ‘+diog-"5 n 19430

Iqeg -oo-zejuy 3 Ajynba
sbujuiwy polIsvauled
“g*f U *3Ieesu] 308xfd ‘303

qeq ‘oo-imjuy 2 KA3ynba
sbufuley pojscauiey
pRolqe - JBBAUL IDOITF *E£°N

eI FANDNE "§ 0 INYIO
ssyj1anoeg Ainseexl *g-'n
sey3fInoes ubjeiog

Jeu ‘seyjrinoeg

ESTITTTA"Y]
T TD
$3eU ‘exuwg

asq30
2440
Teyxysnpuy
s3sesy wyof)jo ubjeroz

S3eEsy A0S 19430
{{#+) 300q{-} anU])
S)eREyY GAZSESY S0



- 27 -

Table 4

Measurements of Dollar Movements
Versus G-7 Currencies Since Key Dates

Percent dollar appreciation (+) or depreciation {-)

Value of the
dollar in
terms of:

Japanese yen
German mark
Sterling

French franc
Canadian dollar
Italian lira

as of April 12,

Since
Floating

Began
3/20/73

to date

""49-6
"‘"3302
+45.8
+40.8
+19.2
+144.3

Source: London midday rates.

1988

Since
bollar

Peak

2/26/85
to date

-49.2
-45.7
-38.3
""40.0
"'1503
""36.3

Since
Previous
Report
10/14/88

to date

+4.0%
+3.5%
+3.3%
+2.4%
-105%
+1.8%
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Table 5

17.5. TRADE WITH ASTAN NIES AND CURRENCY CHANGES

j.S. Trade Deficit with Asian NIEs [1}
({v.S. § Billions)
198012] 1987(2] 1988[2] 3Changel3]

Hong Kong -2.1 ~5.8 ~4 .6 121%
Korea 0.2 -9.4 -3.5 n.a.
~Singapore 1.1 -2.1 -2.2 n.a.
TOTAL NIEs -3.6 -34.8 -29.2 722%
Total U.S. =25.5 =160.3 -126.5 397%
§ Total
u.s. 14% 22% 23%

[1] Totals may not equal sum of components due to rounding.
[2] U.S5. balance of payments adjusted data.
[3] From 1980 to 1988.

Cumulative Change against USS as of April 11, 1989 (1]

from: 7/22780 9/20/85 end-87 10/14/88(2] |Rate on 4/11
HKS -~37.88% 0.41% ~0.30% 0.40% HKS 7.78
Won -11.87% 34.01% 8.70% 6.41% W 667.5
Singapore$ 8.04% 12.49%  1.92% 3.28% S$ 1.96
NTS 32.72%  49.39% 5.26% 65.55% NTS 27.12
¥ §6.02% 82.51% ~6.84% -4.72% ¥ 132.68
DM -7.89% 53.07% ~15.32% -4 .30% DM 1.89

(1] This table is calculated in terms of the movement of the
foreign currency against the U.S. dollar, as this is the
way the Asian NIEs measure their foreign currency movements.
Thus, foreign currency appreciation is represented by a (+)
and depreciation by a (-).

(2] Nate of last foreign exchange report to Congress.






