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REPORT OF THE INTERNATIONAL WORKING GROUP ON
EXCHANGE MARKET INTERVENTION

It now seems fairly certain that Summit country Finance Ministers will agree
to release this report - the report of the "Jurgensen Group" - immediately
after their meermg tomorrow, that is at around 4.00 p.m. Washington time.

e

The Chancellor is hoping that Finance Ministers will be able to release

at the same time a statement setting out points of agreement arising from
discussions of the report by them and their Deputies: in pfrzm-ar, the relatively
limited role for exchange market intervention in present circumstances;
and the greater importance, for exchange rate stability, of countries pursuing
convergent mixes of policies and performance to support sustainable non-
inflationary growth.

Some aspects of presentation will depend on precisely what any accompanying
statement says, for example on detailed matters such as coogeration between

Cenwwﬁms- ut you may like
to have available the enclosed advance briefing which has been prepared

in the Treasury, together with a copy of the report in the form in which
it will be released.
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Private Secretary




REPORT OF THE WORKING GROUP ON EXCHANGE MARKET INTERVENTION
(JURGENSEN GROUP)

Points to Make

1. The Report's principal finding is that intervention can help moderate exchange rate

R —
movements, notably in the short term, but generally has no lasting effect unless combined

e

with appropriate changes in domestic monetary and fiscal policies. It can be a useful
AR B s e/ TSR

complement to other policies. Conversely, if the underlying policies are wrongly aligned,
R —————

intervention would be ineffective. Intervention alone thus provides no short cut to exchange

ey

rate stability.
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2, Intervention by itself can however have a useful role in reducing short term volatility

and reassuring the markets.

3. The report suggests that internationally coordinated intervention can give a useful

signal to the market and be calming - so long as underlying economic policies are consistent

and suitable. We would accept that conclusion, subject to the very important proviso [and

hope that as underlying economic policies converge the arrangements that exist for day to
day cooperation between central banks on exchange market operations can be developed

further] .*

4. The Study helps to highlight the international consequences of major countries'

economic policies. These consequences need to be borne in mind when Governments
e

consider their policies. It is an important element in promoting greater policy convergence.

5. Exchange rate movements can at times cast light on domestic monetary developments.

For this reason we take them into account when judging monetary conditions. Greater
policy convergence means that all countries should take account of exchange market

developments when considering their economic policies.

61 [These are also the important points made in the statement by G7 Finance Ministers of
29 April.]* The next steps will be taken at the Williamsburg Summit. We hope that useful
progress will be made there on the crucial questions of better convergence of economic

policies and performance, and improved surveillance procedures.

* Depending on form of Finance Ministers' statement.




..QandAs s

Q1 What does the Report say?

Al The study examined past experience, and contsins no recommends
tions. The general message, perhaps, is that extremes of
“Bttitude to intervention are best avoided; and that different
circumstances can respond best to different approaches. The
study found thsat interﬁention can have a short-term effect in
moderating exchange rate O vements; "sterilised" intervention
did not generally have a lasting impact, but where interventim
reinforced domestic monetary and fiscal measures there could be
a8 more lasting effect; and coordinated intervention between
countries could at times be effective by giving a signal of
official determination to the markets.

What does the Report not say?

The Report covers only the narrow topic of ihtervéntion. It
eims at giving a better understanding of the methods, motives
and effects of past intervention. Therefore it did not meke ar
policy recommend5%333;7-E;-d0es not herald an early return to
_i'ix:ed_e-x_cﬁange rates. Although it noted the importance of .
broader econaﬁi% éﬂicies in determining the exchange rate it
did not consider/wider issues of greater policy convergence

or IMF surveillance. These questions will be considebed

further at Williamsburg and in the IMF.

\

.What isqsterilised intervention?

Intervention results in an increase or decrease in domestic
money market l%gggdity according to whether the central bank

is selling or buying its own currency. Unless offset, this
impact'qn the money market could lead tn changes in interest
rates. Where the central bank takes offsetting action in the
53;;; market the intervention is said to be "sterilised".
Strictly speaking this means that the central bank has fully
offset the impact of intervention on the monetary base (Mo).
(Interventibn by the Bank of England is usually "sterilised" in
this rather technical sense). Nevertheless intervention could

have an impact on the wider monetary aggremtes as it could lead




to changes in reéﬁdents' holdings of domestic currency and

foreign exchange. 5o it would be wrong to attach too much
significance to the dlstlnctlon between "stenllsed" and
"unsterilised" intervention. The key point is not so much
whether or not intervention is "sterilised" in the rather
technical sense of its impact on the ﬁonetary base; but
whether or not it is accompanied by °EEE§§§ in interest rates
or other aspects of domestic monetary policy.

G—
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But unsterilised intervention is more effective?..

Clearly intervention has a greater impact where it is combined
with interest rate changes and domestic monetarz measures.

But where domestic monetary conditions are sound it would be
damaging to permit fhe monetary impact of intervention to
distort them. The essential point the Report is making is that
in the absence of interest rate changes and other domestic

monetary measures intervention can be useful in removing
short-term disturbances in the foreign exchange market, but
no more.

What policy changes will be made as a result of the report?

The report does not pretend to provide a code of practice
or ‘firm recommendations for the future.j But we think it
contains a body of knowledge and pooled'éxperience that all
countries will find useful in future in framing their own
‘policies. [Questions about possible changes in other
countries' - eg US - intervention policy are for them. ]

Verdict on UK policy?

The Report's findings confirm the approach taken by_HMG. Ve
have always felt that intervention could be useful at times
to help steady and calm disturbed market conditions. But we

‘have always considered that the consistent pursuit of sound,
counter-inflationary monetary andffiscal policies is the
only long-term solution to the problem of exchange rate
instability, and that trying to solve the problem through
intervention alone would be misguided and ineffective.




Background studies to be pubiished? [Defensive use only]

Background papers may be publlshed by the 1nd1v1dual countries
which prepared them. But it will take several months to put .
the studies in a suitable form for publication and to ‘arrange
_ clearance from the other countries in the Group.

Profitability study to be published? [Defensive use only]

This was the principal UK contribution to the background
studies, and it is intended to publish the study in due course
[possibly as a Bank of England Quarterly Bulletin article].
The principal conclusions of the study are recorded in the
Report (section III D). They found that in practice there
Was no necessary connection between profitability and
exchange rate stability; profitability bears little relation
to exchange rate objecties and SO0 would not be a suitable
measure for public accountability; profitability would not
offer much .ex ante guidance for intervention aperations;
there are practical problems of valuation and chosing an
appropriate time-period for calculatlng profitablllty.‘
. s ., 2 :
Report finds that UK intervention has been ineffective?
[For defensive use only]

(Paragraph 41(i) reports econometric analyses of intervention

and reaches contradictory conclusions regarding the UK. After
noting findings that intervention was likely to have had a direct
impact on the exchange rate it refers to "additional though

less conclusive, results" which suggested that the impact of
intervention had not been significant in the case of the pound. ]

' No firm conclusions about the effectiveness of UK intervention
can be deduced from the econométric studies in the Report.
There are considerable technical problems in making an econometric
analysis or‘intervention. The analyses can not show conclusively
that UK intervention was effective, but did find that the market
operates in such a' way that intervention in sterling could in
principle be effectlve. Based on their knowledge of day-to-day
market behaviour the Treasury and Bank remain confident that
past 1ntervent10n has on the whole been effective in calming ‘the
markets and moderating exchange rate movements.




REPORT OF THE WORKING GROUP ON EXCHANGE MARKET INTERVENTION

Chairman: Philippe Jurgensen January 1983
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