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The falling

dollar sets a

test for
‘Asia and
Europe

: ecent statements by the Group

Wtary’ Fund underseore  the
growmg pressure to reduce the massive

US international deficit. Doing so will’

-reqmre both a higher national savmg

rate in the United States and a inore |

competitive - vahue. for- the: dollar: ‘Nei-
ther alone would be sufﬁclent. B :

The US current account: deficit

- reached an annual rate of $900bn at the

end of last year, an: “amount equal to 7
per cent of gross-domestic. product.

This enormous imbalance reflects -the |

fact that US. mvestment (mcludmg
business, plant and eqmpment and
housmg) exceeds US saving by 7 per
cent of GDP. Cutting the US trade defi-

‘cit-to a sustainable, level therefore |
requires . a substant:al increase m Us.

national saving.
" The good news is that the savmg rate

of American households is beginning to |
rise and is hkely to gain momentun |

during the comiing year. The household
saving rate has.been negahve for the
past four quaiters, an abnormal level
that has not been seen in- the US since
the 1930s:
Thesavingratebeganfallmginthe

early 1990s” as households increased

consumptlon in response to theéir rising
level of wealth — initially a rising' stock
market ‘and, more nnportantly, double
dlg'lt increases in house prices. More
recently, this wealth effect was rein-

_forced by the rise in mortgage refinanc- |

ing that was mduced by falling interest

" rates.

Households extracted trillions of dol-
lars of spendable cash from the value
of their homes and a substantial part of
that cash found its way into consumer

spending.

of .Seven industrial nations |
" and the International ‘Mone- |

The forces that lowered the US sav-
ing rate are now being reversed. House

prices nationwide are down from the | -

peak reached in the middle of last sum-
mer. The Federal Reserve has reversed
its low interest rate policy, causing
mortgage interest rates to .rise by

.hstead of: resnstmg the
dollars shift, countries that
Iose exports tieed 1o adopt ™
policies to stimulate
domestlc spendlng

nearly a full percentage pomt over the

past year. The voluime of mortgage réfi-
nancmglsdownbyZOpercentfroma
y be. :

dollar’sfall 1s respondmg to the nar-
rowing. gap: between US interest
rateés and:those.in. Eirope’ and Japan.
1t also. reflects. a shift in the market’s
focus * from’ . : short-run ‘cyclical
condmons the fundamental trade
imbalance.- 8

Past expenence shows that a ‘more

competltlve doHar can substantially

reduce the trade” deficit.The last big |-
fall of the dol]ar a 37-per cent decline
in: the mid: 19803, ras followed by a 40 |

per cent fall in the trade deficit. -

A lower US ‘trade deficit w1ll of -

course mean-a decline in the exports of

our - tradlng partners aroun;l the :

world

Countries that lose exports need to |
adopt policies- to ‘stimulate 'domestic |
spénding in’ order to prevent a decline -

in their GDP and employment levels.
Where this all-ends will depend not

only. on market forces but also on the |
policies of the’ govemments and central |
banks of Europé and Asia. It will’
be tempting but wrong for them |
10 resist the decline in the US trade:
imbala__nee by using a combination of-
monetary policy and exchange market -

intervention to prevent the dollar’s
shift to0 an “appropriately competitxve
level.

) :polmcal process is likely to turn to |-

" ‘Without: that competltive dol]ar the

3h1ghetsavl_ngrateintheUSwﬂlmean

slower US growth and rising unemploy- |

protéctionist measurés to shrmk' :

Iistead kmg :
shift. to’a amore. compehtlve Jevel, ‘gov-
ernments in Europe and Asia should -

»foaus n: developing. pohcles to. main-

tain aggregate demand in their individ- |-
ual ‘economies .as their export sales:|
decline. - .

Resolving: the mass1ve trade nnbal-
ances without a global cyclical down-
turn can be achieved, but only if coun- |
tries approach this challenge in a con-
structive ‘way.- ] _
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