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TLCHANGS RATE OF THE AUSTRALILIT DOLLAL

It has been decided to revalue the Lustralian dollar. Tae
International lionetary Tund has been consulted and has concurred vith
this decision,

The gold parity of the Lustralian dollar, expresscd in terms
of U.3. dollars, will be changed from the present $US1,2160 = G4t to
$US1.,2750 = $Al, representing an appreciation of 4,35 per cente At
the same time, ithe market rate will be fixed until further notice at
the new »wority. This will mecan an overall appreciation of 7.05 per
coent over the present market rate of $US1,1910 = $4it,

as well, it has been decided to strenguvhen the existing
measures to control the volume of cepitel inflow, The present embargo
on overseas borrowings which are repayable, or carry options to repay,
within two yecars will be continued and its coverage will be broadened.
This measure will be supplenmented as from vodey by the introduction
of a variable deposit requirement scheme in respect of borrowings vith
a maturity in excess of two ears. Under this- scheme, borrovers will
be required to lodge a proportion of the proceeds of overseas borrowings
in & special account with the Reserve Bank, on vhich no interest will
be paid., This deposit will be held frozen until the time of repoyment
of the borrowing, at vhich time it will be released to the borrover.
Initially the deposit requirement wili be fixed at 25 per cent.

The Governor of vhe Reserve Banizt will be icsuing a
separate svotement giving further deteils,

The purposc of these measures is to correct the fundamental
disequilibrium in Lustralia's balance of payments. That such a
disequilibrium exists has been clearly cvident for the past twelve
months or more, It is talzen for grented by Lusvralio's own busincess
community, ond is being inecreasingly recognised abroad.

In the calendar year nowv ending, viere was an overall
surplus in Australia's balonce of payments of some ©2,000 million,
This huge surplus vas attribuiable both to an excessive rate of
copitel inflow, especially in the form of borrowings, and to a large
and unpreccendented excess of exports over imports of goods and
services. The outcome of these +trcnds, in combination, has been
to swell our holdings of officizl reserve assets to almost $5,000
million, over three times their level of only two years ago. No
responsible Government could allow such e situation to continue.
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Because they do not necessitate immediate and drastic
solutions in the same wey as do the opnosite problem of low and
felling reserves, it is sometimes supposed that Tast-growing resecrves
are not o problem at all. But they gre a problem, They represent
a wvaste of potential resources at our disposal, they are potentially
inflationary, they male more dirfficult the tosk of effective econonmic
management, and in themselves they raise expectations of exchange
rate chenges wvhich in turn lead to still further reserve increases,

That being said, I want to molke it clear that our decision
to appreciate the exchange rote does not derive principally from the
fast growth in our overall balance of poyments surplus and reserves,
wvhich have beexn heavily influencced by the large iaflov of capital
irom avbroad. Rather, it is a product of developments in our current
account., From a position wherc, in 1968-69, iustralie wos incurring
2 current account deficit of over 1,000 million, we have moved
progressively into surplus,

The perticular strength of the current account at the
nresent time does, it is true, owe sometliing to the depressed level
of imporvs which has resulted from the slow-~dovn in the cconomy
auring 1971-72, Ls overall activity in the cconomy picis up, so
will the level of imports, 3But so, we believe wvill the level of
exports, os our major markets abroad grow avace and their demnan
for our products increcses., In short, while we both expect and
wvill welcome the growtih in imports thot 1973 will bring, we see no
likelihood of the overall current account position being transformed
as & result,

The repid growth of ALustrelia's oxport and impori-—competing
industries which underlies this progressive strengthening of our
current cccount is, in itsclf, a matter for sctisfaction, DBut the
foreign excchange cerned from the procecds of exports is of no vealue
to Austrzlians, unless it can be used to enlarge the real resources
actually aveoilable for usce withir our cconomy. It has been clear
for some time thet, with our previous exchange rotve, this was
impossible.

The apprecigtion of the Liustrclian dollar vill have
differing cffects on different scciors of the economy. Some groups
will initially be aaventaged, other dissdventaged. linintaining an
undervalued currency can bring temporary gains vo some scctors of
the cconomy; but in the medium and longer term tiese gains are
illusory because of the horm which the resulting inflationary
forces inflict on each ond every member of tiic comnmunity,

The Government's respoitsibility is to the Australion
ncople, It is their interests that we have kept centrally in mind
in taking the decisions I have announced voday. Geins and losses
to individual scctors of the community - goins and logsses vihica in
any cevent are of o once-for-all ciharacter - connot be allowed to
over-ride this primary consideration,

00./3




-
3=

The Governncnt recognises that some of the rural industries,
vhich are alrecady facing difficulties and problems of adjustment to
changed circumstances, may find it particularly difficult to bear the
conseguences of the exchange rate anpreciation, Sihould this prove
to be the casc, the Government will be prepered to examine
sympathetically the position oi those incustries cnd take suca
action ogs may be nccessary, in their case, to case the processes
of adjustment to new conditions,

In the Government's view, ony cporopriate appreciation of
the exchange rote would not in itself be sufficient to deal fully
with t2e problem of excessive capital inflow, although it is an
essential prerequisite to taclkling this problem successfully. Thot
is why we have also moved specifically to restrain the inflow of
foreign capital by the introduction of the deposit requirement
scaene., Thot scheme will roise the effective final cost of overseas
borrovings and will thereby deter such borrowings. &t the level of
25 per cent at which the deposit hos initially been set, the effcetive
interest cost of funds borrowed overseas will be incrcascd by one-
third, For example, 2 borrowing at 6 per cent will now cffectively
cost & per cent to any borrowers who still wish to proceced,

icvion of this kind is long overdue., The former
Goverannent took some steps, threce months sgo, to discourage some
Torms of capitel inflow., The action then talten hod been long delayed,
it wvas of o very modest Lind, and it dealt with only p8rt of the
problem, The result of this delay has becn & build-up ol donmestic
liquidity to a dangerously excessive level,

This Govermment will do cverything within its power +to
remedy vthis situation. Ve accept the responsibility for managing
Lustrelia's affairs in the interest of Australions, and ve are

determined vo establish and maintoin the conditions that malze this
possible,

The former Frime hinister announced in September that his
Government vas cxamining further mcans of giving cifect to the aim of
cnsuring thot overseos cepital was employed in Lustralia in real
poertnership with Lustrelian-owned copitale This Government hes a
similar objecvive: the difference is thot wve are prepared to take,
and ve will tolke, decisive measures to give effect to that objective.

The impoct of the deposit reguirement scheme will be on
copital inflov, and the mein initial impact of the appreciation of
the excheonge rate will also be on the capital account of vic balance
of payments, Bubv os I have said, the appreciation of the Lustrolian
dollar is chiefly directed, in the medium zand longer run, towards
adjusting the quite excessive strengti: of the bzlance of payments
on currcatv account,
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In the months immediately chead, the effects in this latter
regard will be rcleaiively snall, It has been the recent e“perleuce

o2 all countries wdiuotiﬂg their exchonge roves = cad all of the main
trading countries of the worlé have done so in recent ycars - thot the
chief effects of cdjustment on the current account occur oanly afier
sone considerable time. This is only to be expected.

In Lustralials cose the deleoyed reaction of cxports ond
imports to the exchenge rate chonge vill worls to our avuntaﬁe, beccuse
quiclt reactions - if they were 1o occur -~ night slow the process of
recovery in cconomic activity and delay the return to full employment.
Given the time~lags, we do nov sec thet os a donger. Howover, in the
unlikely event that the rcactions were felt more gquickly than ve
expect, the Government would not hesitate in teliing appropricte

internal measures wo ofiset any such developments,

In the longer run, of course, vhe somevhet slower growth
of ecxports ond vhe rather faster growth in 1nportg which ewchurﬂ
rote appr001at10n will bring will ove very nuch in Lustralia uotal

interestses It will increcase the real resources at our alsnogal ond
will thercfore moterially assist us, as a Goverament, in .ulntalnln"
the strong forward monentum of the economy and providing the real
resources viaich vill be involved as wve come to introduce the policies
ond progronmes we noave promised to the Australion people,

In recent years, the trends in our balance of payments
have meant thot the resources available for use within Justrelia heve
risen more slovly than sLvstrelian prochtlon. Ls the Goveranment
progressively establishes conditions in which availavle resources
can expand more rapidly - and the decisions I have announced today
arc on cssential ingredient of those conditions - so it will be
possible for us to improve matericlly the living conditions of
the Lustrelion people, both in their qu w“tlt“tlve and, importontly,
their qualitetive aspcets. Thet is the tasik to which ve have set
our honds, Our decisions wvihich I hove announced today will assist
in its cchievement,
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