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other views tend to suggest a measure of vncertainty as to the
basis of explanation for what has been taking place(16,22}). An
emphasis on market mechanisms in this paper has been treated
elsewhere(l). However, arguments and snalyses offered by Robert
Aliber were directed mainly to the connexion between domestic and
off-shore money markets rather than examining the eurofinance

mechanism itself when assessing the Jlinks to exchangse rate

determination.

2. Burofinswce Div

During the two decades to the end of 1931 surofinance markets
grew at an annual rate of about 25 per cent since when there has been
s sharp slowing in new lending. However, with transactions sexpressed
in United States dollars, that slowing msy be somewhat decepiive
because the exchange rate sffects are not excluded from the
compilaticn. Hence were the aggregates shown in Table 1 expressed in

ancther major currency the slowing might not be so pronounced.

The scale of lending only became apparent in the 1$70s. ?ricr
to that time the sums were not large in relation to international
trade. But, as the series in Table 1 shows, gross lending in
‘surofinance markets grew from UBS$Z03.7 billion at the end of Decembér
1972 to USS1550.2 billicn st the end of Decenbsr, 1881. Between 1981
and 1984 total direct lending grew only slowly but surged again in

1985, . The estimazes shown in Teble 1 do nov reflect fully this

slowing down owing to freguent changes in coverage embodied in the



Year

1972
1673
1974
1975
1976
1977
1978
1979
1980
1981
1982
1983
1984
1985

Source:

Hote:

Table 1: Eurofinance Lending, 1972 to 1985.

{USs billions)

Amounts Outstanding at end of vear:

Gross . Ret :
Value I increase Value Z incresse
(1) (2} {3 (&)
203.7 - 120.6 -
291.6 ©43.2 175.0 45,31
362.1 23.4 230.0 31.4
442.3 22.2 265.0 15.2
548.0 23.9 340.0 28.3
689.8(a) 1%8.% 435.0 20.6
893.2(b) 29.5 530.0 21.8
1111.0 24.4 665.0 25.5
1321.9 18.0 810.0 21.8
1550.2(c) 16.6 945.90 16.0
1694.5 9.3 1020.0 7.8
2097.8(4) 3.7 1240.0 6.4
2164.3(e)} 2.6 1285.0 3.6
2568.7(£) 17.¢0 1485.0- 15.6

Bank for International Settlements, various annual
reports and reviews,

(a)

(b)

()

(d)

{e)

(£)

Series adjusted for coverage. Estimates for 1977
comparable with earlier years are US$657.1 billions
{(gross) and US§410 billions (net).

Series adjusted for coverage. Estimates for 1878
comparable with earlier years sre US8904.8 billions
(gross) and US$535 billions (net).

Series adjusted for coverage. Estimates for 1981
comparable with those for 1978 to 1980 are’
US§1541.4 billions (gross) and US$940 billions
{net).

Series adjusted for coverage. Estimates for 1983
comparable with earlier years are US$1757.1
billions (gross) and US$1085 billions (net}).

Series adjusted for coverage. Estimates for 1984
comparable with earlier years are US$2135.3
billions (crose) and US$1275 billions (net).

Series adjusted for coverage. Estimates for 1985
comparable with earlier years are US$2532.8
billions (gross) and US$1485 billions (net).



series. These revisions reflect not only improvements in the
geographical coverage of all participating intermediaries in these
international financial transactions but also the spreading Gﬁl‘

activties to centres outside Burope,

The dsta has been cémpilé& by the Bank for Inéern&tian&l
SetﬁlemﬁntQ{BES}, An slternative series has been published for ﬁaﬁy
vears by Morgan Guaranty Trust Company, New York. Only kedeﬁtly has
the IMF provided somewhat comparable estimates: for the end of 1985 |
it is US$3208.2 billion. The BIS estimates are the most conservative
of the three series, & festure to be recéiied when reviewing fes;gts

from later caloculations.

The rates of growth of assets cutstanding at the end of gach
yeﬁr, measured gross and net in Table 1 gn& depicted in columns 2 and
4, are based upon comparable data. As gated earlier the BIZ has made
numerous ‘révisions in their series reflecting changes in composition
and coverage. Six major adjustments axé noted in Table 1. When
caloulating annusl rates of growth the:“ézﬁ” estimates, as listed in
the notes, are used to compare with the pra?i@us YRAL . Far'exampie,
the rate of growth of gross lending in 1984 is calculated using the
estimate of US$2155.3 billion in the relevant note to the table and
this 1s then compared-with US§2097.9 billion shown in the main body -

of the table, to arrive at an incresse of 2.5 per cent.

The ﬁistiﬁctian between gross and net series listed in Téble 1
reflects the difference between total lending and lending to §§QQQ£T1
users” not being participating eurofinance intermediaries {zyzgg;di?”
Thus the margin between the two is the measure of the “inﬁermhank;f;

market. Tts significance lies in this "inter-bank” activity being



the basis for liguidity amongst EFls in as-much as there is no co
ﬁﬁﬁt?ﬁiibénk’%m'S§aﬁ§”&é”ieaﬁéx,gfigagi esort. (12) Héﬁég‘
differences in the relative rates of growth of thﬁytwgtg@fi$8'§§in£ f
to relative shifrs in liguidivy requirements for psfgicipatiﬂg F¥ig

whatever may be the cause of changes in these liguidity needs. -

Only l;wited E%f@rmatlma gxists on rhe pattexﬁ and timing‘mf"
&ctivit?ea cgndﬁctaﬁ by tﬁe EFls. fThe matu;iiy stfﬁature of
iiahili@@es &n§ assets is avallable 0&1? for p&:timipaigng 41
‘intexmediarie~ based in London where data is callagtﬁd by th§ 3ank of
'Englgméwlxﬁqw&vaf@ as Lopndon g&maim@ t&@ main Qéﬁtf& for auggfiﬁancé
activities, especially in the relation to ﬁéx%ign exchange
transactions and with participating EFIs drawn from many countyvies,
the data is probably most representa %i%@ of the pattera'@fjéggivity

generaiiy."

’Ths data in Table 2 shows quite clearly thé:iiquiﬁﬁty'éfy
éépaéits held by EFIs. The great bulk of @h@irzliabilitigg.hQVe a
maturity of less than six mqﬁthé% 8.1 pex‘cent iﬁ 1974 and 87.5 per.
bént im 1985, The maturity structure af the asgets, or aiaims, are ;.
Iangaz w&th 73.8 pﬁx cent having a matmri*y @f lesg than six mopthg. .
&ﬂ 19?4 and 69.7 per cent in 1985. Kbtar;tv tramsfarm&ﬁlan was heing
extanded in aurmlxn&nqe mark&tag C@ft&‘ﬁly from 1@/9 rather than

ach;ev&mg a maturity matching of liabilities and agsets,

In Tabls‘z some estimates efvtEia maturicy traa§§a§@atian are
provided in a tr&nsfarmatimg'inﬁ@x which relates than&Qiqéafijn
lisbilities wiﬁha@atqgiti@s up to three mgn%@g‘ta %§§;§§@etslﬁt
claimg w;th similar maturity t@Ath@‘ratia of li&b@%i;ﬁgs:aver;l year..
te] assets or cia@ms with simiiar matuxlty %;%@ﬁ%%h%§@ﬁﬁﬁ,tWﬂ ratios

are at the "short” and “long” end of the maturities, this
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vransformation index doss point to an increasing margin between the
average maturity of lisbilities on the one hand and assets or claims

on the other during the early 1980s.

The EFIls were becoming ever more exposed to the risk sf
liquidity strains at the b@ginning of the 1980s.(311,13) 7The
calculations in Table 2 sh@m'h$W‘maiarity transformation was
increasing through the 1970s most probably in response to cgmﬁetigiv@
pressures amﬁngé% the EFIls leading to a ﬁqueaziﬁg‘sf'm&rgina betwéén
borrowing and lending rates. Escape from this strain lay with
extensi?ﬁ of matufity miﬁmatahiag gﬁﬁfreli&nc@ on a ialatiygly
diminiaﬁiﬁg capéﬁai %g@é? This was takdng plaﬁé well before the
ﬂnget of ext@ms$ye‘debt'?r0%ia@$ during August ;ggz& Sghg@gaent debt
r@gchedﬁling brought aﬂ%iﬁvaiﬁnt&ry rise in th%fyxapmftianz§f gesets
with long maturities thus sxposing many EFE@ already prone to risks
of finanﬁial iliiquiﬁityaﬁiﬁ} The %tkiki&g changés in the
transformation index between 1981 and 1984 beay full witness to these
impacts and the% from 1984 the efforts to ad just @&ﬁtfcii@s o ihﬁé@

Iiguidity strains.

3. ?ﬁféigﬁ Exehaﬂgé Imoplications.

Lending and borrowing in eurofinance markets sre foreign
gxchange activities. UTh@ significance of this development for
foraignjéﬁch&ng@ rate determination lies in the connection between
éaiaﬁgé:éf payments adjustment, central to many provisions sbout
future ¢§§ductrby'ahr0nic bﬁffﬂWiﬁg~QQBﬁ£§588; and éhgngeﬁ in
exchange r&lativitie$ﬁ Recent analyses ﬁf the linkg'%&twﬁﬁu current
account deficits and capital flows do not support an &qgiiibratiﬁg
role for the latter(6). While that sant%ib&tiﬁn i&:ria& with

insights on a2 wide range of issues for the conduct of domestic and



®

foreiegn economic policy, it hints gt the wavs the workings of
surofinance marksts may sffsct determipation of relative exchange
rates. Moreover, capitel flows have iﬁgaﬁiﬁ on foreign exchange
rates which may further impede adiustment to current account balances
without severs ipternal restraints. As capital ﬁ@%iﬁﬁtj is central

to modern interpretations of exchange rate adjustment, whether of the

portfolio~-balance or monetary wveavisties, the potentisl of that
mobility should be reflected in the workings of eurcfinance markets.

This iz not necessardily to support clalms for the walidity of many

interpretations of the zsset view on exchange rate determination.

No single collection of date exists on foreign exchange
transactions executed arcund the major centres. What can be derived
ig the potential for switching snd shunting funds in the eurofinance
markets as revealed by short-term deposits in the EFIs. In Table 3
estimates are provided for potential foreign exchénge transactions in
maturing eurofinaence deposits between 1%72 and 1983. The series is
compiled on the basis of the maturity structure in the @Qmﬁaa markst
the same pattern is assumed for other finencizl centres. The
§£m§ﬁftimﬁs of maturities in the London market are applied to totbal

deposits in the eurcofinance markets as measured by the BIS.

The basis for estimating foreign exchange fransasctions

®

associated with maturing deposite is st

o

ut in Appendiz A. The

xe&nits of those caleulations are summarissd Iin Table 3. The two

H

ot

series r&fieéé<£§ﬁ different approaches to the available nggiﬁg dave
in faréigm exchange markets. The first one treats every day .ip the

yéag asvhaiﬁg available for the conduct of forelgn sxchange business,
in short the %€5 day year. The other seriss is based upon a filve day

S

]

working week providing 260 days in the yea

)
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Table 3: Liabillities Turnovar, 107785,
{Us% billiomsd

Yeay © 38% Dav Basis 260 Dav Basis
{13 {23
1972 5B852.9 4168.1
1973 B37%.2 5964.3
1874 10480, F463.3
AR 10442 .6 Fa22.1
1876 13694.0 9865.6
1877 172831 .0 12306, 4
1874 20713%.8 L4750.7
1479 28218.6 20085.3 i
1880 A3548.5 238%0.9
1881 38703.4 ZTE61 .48
1982 4£1039.5 28225.0
1883 52869.,2 37649.,7
1984 38227.0 35328, 8
1885 58842 .1 L8737 .8
Alternate Series
1983 L4366 .6 31884.7
1884 LB0LL. 3 32768,2
1885 a77¢1.6 41135.46

&

Hote:; Tables derived in Appendix 4. Th
sstimate of total turnover on a 3
in Table AZ.

e components of the
365 day basis are shown

electronic communications fer

iy

With the rapid extension o
financial trading during the past decade, worki g arrangements m&y

have been close to the 280 day position in the e iy to middle gg?ﬁs

z;c

-

but akin to the 365 day’basis in the 1980s. Shﬁulﬁ4th&t have b%@g
the experience, which seems verv likely, then the rate of change
between 1972 and 19835 in terms of potential annual turnover would be
grossly understated. Using the 3635 day §%§i$§$ Lurnover grew some
11.93 times during the period under review. But witﬁ the sstimate
for total turnover in 1872 on a 260 day basis at US$4168 m&*ilﬁm a
’%ﬁﬁh higﬁeﬁ rate of growth for ﬂﬂt%ﬁil%i f@:&sgn @Kkhéﬁgﬁ %ur er

mﬁy well have been recorded with the progress of market i%t@gratimﬁ

dmring the 1980s. The turnover would then show 2 multiple of 15.75.
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The alternate series shown in Table 3 for the last three years,

1983 to 1985, reflects the substantial sdjustments to cover&gemin the
BIS series, especislily in 1983, Those adjustggnﬁs‘weze n@tad fox
Tg§le 1 and axewtreated as well in Appendix &:-4?55 éffsct Qf ;ﬁis
éﬁ}ustment is to nullify the substantial inere;ééé’im coverage |
allowed for in adjustments to the series betwgan %983 and 1983 so
preserving a greater uniférmi£y of coverage in the entire series from

1872,

This is not to say that the éxtemsion in,geverage is a ;%ss
acc;rate representation of what was taking place in eurofinance
markets. Far from it. With grewih of these markets it was
inevitable that new centres of activity would develop and new
financing technigues employed. Indeed a very characteristic feature
affthS'egrefinagce markets ﬁas been innovation of financing
techniques. ngesverg data available in the more recent IMF series,

while not available back to 19?2$'csnfirms the rate of expansion

depicted in the main series rather than the alternate one.

Estimates in Table 3 should be viewed as conservative. The BIS
dsta on eurcofinance lending, shown in Table 1, and deposits, sbewn.in‘
Table AL, may be campare§~wi€h alternative series offered by Morgan
G&arénty and the new data published from sarly in 1985 by the IMF.
Whereas the BIS estimate for lisbilities at the énd‘ﬁf 1985 1s -
US$2515.1 billion, the latest svailable estimate from the IMF at the
end of 1985 is US$3133.9 biziiga, If the IMF series was used in the
derivation cbeabie 3 then the estimate for 1985 in column 1 would be

US$87650.3 billion for the 365 day year, being over 25 per cent
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higher than series based on BIS data, and US$62419.6 billion for the

260 day series. .

Jedo SR [

- The estxmates mf anmuai turnsvev in EF1$ llabilltlﬁs arﬁ"

2isid

édwgareﬁ %ith the value of world trade, axpéxté‘aﬁ&'iﬁﬁértg é&&g&
tﬁégéﬁérﬁbiﬁ Table 4 to show the connexion between trade éﬁéuééfeign
Eéxéﬁgﬁggltréégaetiéns» The ratio of annual turnover to trade shows
ﬁéféé?tibie>inéfeagés éufiﬁg the second ha?f of the 1970s wifﬁ a
clear acceleration in the 1980s. Even when the main series 1Sﬁ
adjusted for the change in coverage of the BIS collections in 1983 to
1985, the ratio shows a rapid increase though not quite as striking

as that recorded for the main series.

Pable 4: World Trade and Funds Mobility

CYedsr T World “ Liabilities ‘ Ratio:

. Tzade . Iurnover | .. Turnover/Trade
(US$Dn) 365 day 260 day 365 day 260 day

o . fear. . VYear ,h_,Year . ... Year
(1y ' 2y 3 (&) ' (5)
1972 776.7  5852.9 4168.1 T 5.37
1973 . 1075.4 . 8375.2  5964.3 . 7.79 . 5,58
1874 1588.6 10480.1  7463.3 §.59 4,70
1875 1638.3 10422.6 . 7422.1 6.36 4.53
1676 1857.3 13994,0 9965.6 7.53 5.37
1977 . 2118.9  17281.0 . 12306.4 . . B.16 . 5.81
1978 2455.4 20713.8 14750.7 2.44 . 6.01
1879 . 3104.5 28218.6 | 20095.3 8,08 L B.47
1980 3811.6 = 33548.5 23850.9  8.80 6.27
...lssr - 3761.0 [ 38703.4 - 27561.4. . . 10.28 . 7.33
T1882 0 3809.2  41039.5  209225.0  11.69 8.33
1983 3402.3. . 52869.2 . . 37649.7 . . 15.54 11, 07
1984  3610.2 55227.0 ©39328.8 15,30  10.89
1985 ... 3661.9 . 69842.1, . 49737.6 . 19.07 13.58

Altermate Series .

T LI TS

1983 L3402.3 44366.6  31594.7. 43,04 . 8.29

1984 “T3610.2° - 46014.3 - 32768.2 12.75 9.08
/1985 3661.9 . 57791.6 41155.,9 L15.78 . 11.24

Sources . I.M.F.; International Financial Statistics, varipus.

xssuea* ‘and data darived from Table 3.



measure, is stralightforward.
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Tnt%rpr@tauiﬁﬁ of this

A ratio of 9 implies that 90 per cent of foreign exchange

ty

transactions are taken up with activities other than recelving and

]

paying for exports and imports. 4 rvatio of 19 implies that only §

per cent of foreign sxchange sctivity reflects transactions
supporting exports and imports.
The meaning of the ratio is another matter. It depends upon

the interpretation of foreign exchangs transactions associated thh

trade in goods and services. Transactions in pcods may induce

i

forward purchases or sales of foreign exchenge to hedge spot
commitments or vice versa. But no supgestion has been-advanced that
they grow more than proportionately with trade. Moreover the period
under review has been one of prmgx@ésiva reduction in national
‘exchanga controls on capital transactions so that the scope for
proliferating new devices or instruments has been extended greatly.
Under various exchange control regimes restraints were-imposed on
financing techniques designed to hedge exposures in capital
transactions. What has been witnessed during the 1980s is the rapid
growth of new technigues, such as interest and currency swaps, to
mitigate the effects of exchange and interest volatility on the resl
value of financial lisbilities and sssets.(17) Thus the scale of the
turnover in deposits and the sharp rise in the ratioc of that turncver

to trade between 1972 and 1985 are impressive for their implications.

ng from current account
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adjustments is the main conclusion from this assessment owing to the

growing proportion of foreign sxchange ctions bearing upon the
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management of flnancial assets and 1liabilities, a doubling or more

~gince the early 1870s.

- But this claim does not rest sclely on the estimates developed
80 far-in this paper. An analysis of transactions on foreign
exchange markets offered some years ago by Giddy pointed te ano
encrmous growth during the 19705(10). The Federal Reserve Bank of

Hew York (FRBNY)} estimated daily transactions in foreign exchange

Loamongst 119 reportling banks in March 1983 as 528 hillion{(7). Between

1877 and 1983 these transactions had multiplied three times.  In the
same period the nominal value of world trade had grown by little more
than 30 per cent. The most recent survey conducted by the FRBNY
during March 1986 shows daily foreign exchange transactions ‘amounting
~to $63.1 billion per day indicating a rate of expansion even higher
than between 19877 and 1983(83. Th&%yﬁurv@y was co-ordinated with
gimilar Qﬁes in London and Tokyc the results of which revealed: daily
transactions of $90 and $40 billion respectively to give a total for

the three centres amounting to over §180 billion.

This calculation is well above & recent set of sstimateés from
. the Group o§ Thirty which provided an estimate of US$150 billion in
C1884{14). auffige it to record that this estimate is based upon a

- survey of banks and security houses so that it rests entirely on

- respondents’ knowledge of their relstive share of forelgn exchange

- business In each major financial centre rather than data collections
and analysis of market participants. Wevertheless some useful
-insights stem from a comparison between these results from the Group
0f Thirty and the 1986 survey for London, New York and Tokyo. ‘Some

60 per cent of all forelgn exchange transactions in the 1984 survey



by the Group of Thirty were undertaken in these three citles (14,

gii} If that percentage is appiied to the total sum recorded in the

1%86 survay@ then daily transactions around the world would appear to

be about %3185 billion.

4s has bsen argued elsevherse these sets of estimates can be
related to the workings of eurofinance markets{13). Ueting BIS data
fﬁf.ﬁﬁtai lisbilities apd the maturity structure in the London market
in similar fashion to the procedures used in Apy&&éiﬁuﬁ for deviving
the estimates summarised in Table 3} it is possible 10 sstimate
?atﬁntiai daily turnover around the world. They are shgwa in Table
5. The procedures used for deriving these @&tima&as are set out in

Appendix B,

It is reasonable fo assume that any EFL seeking to borrow, in
shsrt to; take d%?ﬁﬂlt$g would &mm@dxa?eiy Cover 1t8‘p03itl03 by
Bﬂ%ing farward, ﬁeta&i fﬁrelgnAekcﬂange transsctions would then be
some multiple of the daily deposit requirements of the EFis,
ﬁarecvaz, this judgement is supported ﬁy the FRBNY dats for 1983
showing some 40 per cent of all transactions being hedges of one type
or another(7). Applying that proportion to daély éapﬁsit

requirements shown in Table 3, column 1 givﬁs & petﬁntzal 1%?&3 of

daily foreign exchange transactions fﬁr gach vear from 1872 tﬁ 1485

thege sstimates are &hﬁwn,iﬁ column 2, mh& rasults of these

caicul&tien% geing Lo a scaiu of d&zi? transactions stemmlrg fr@m the
activitias @f E?is nﬁﬁ too maﬁﬁ diff %r@nt $EGW tn@ oiher eat;maieg
for the mid-1%80s %SSQC?&ﬁﬁé with the surveys conducted in NHew York

and elsewhere.
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< Pable 8 FEurofinance Markets: Dailv Furnover . :
{(USsbillionsg)

Yeay Estimated Estimated Estimated
: Liabilities Foreipn Exchasnge- . . Assets

Turnover Transactions Turnover
{1 2y o« s et 3y
1972 i6.03 26.72 11.84
1973 22.85 38.25 16.95
- 1974 28.71 A47.85. . o 2L.04
1875 Z8.55 457.58 22.83
1876 38,33 63.88 - . - 28,10
1977 47 .33 78.88 36.34
1978 56.73 94.55 . . &5.29
1979 7730 128.83 61.39
is8s 81.940 133.17 e c 72.87
issl 106.02 176.70 B86.85
1882 112.43 1B7.35. .. .. . C e 8FLTT
1983 Lha .81 241.35 108.94
1984 151.28 252,13 v v 11604
1983 191,31 318.85 144,453

Alternate Series
1983 121.53 202.55 91.25
1984 126.04 210.07 96.67
1983 158.31 263.85 11B.61%
Hote: {a} The estimates in column 1 are sdjusted for hedging

transactions representing 40 per-cent of foreign
exchange transactions to develop an estimate of
daily market transactions in column 2. .

Ay Estimated daily turnover of sssets 1s treated in

the next section: their derivation is treated in
Appendix B, Sl : R

Thé em@ixic&l work purﬁuﬁﬁ iﬁ’iﬁi%‘%éﬁti;m ﬁaé Shﬁﬁﬁléh;.ﬁug@'
%élume @f<§aréign exﬁhénge t?&ﬁé&ﬁti;ns agéegigiﬁé wiéh(tﬁerérkings
;mf thé %ura%inanma &ark@tﬁ ﬁétiméﬁaé 55v§§t§ntigivtran$actggﬁﬂ by
EFIs:ﬁﬁve been compared with gugéééiiciéd:;anéé éf imfaﬁﬁatigﬁrbagﬁd
upeﬁ éﬁ#%éy@ éﬁnducteéﬂbyréaﬁtra; éaﬁkg aa;weiiaéﬁ théiﬁéﬁﬁgléf

Thirty. The results point to the dominance of decisions bearing upon
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the mansgement of financisl assets and liabilities in the

detsrmination of exchange rates.. . . . : iy

One objection may be directed to the messure of potential.
turnover of EFIs deposit lisbilities. Those deposits, should they be
renewed, nesd neéAinfiuﬂnc@ the foreign exzchange market at. the time
that decdision is made. That is trus. However, fhe decision to renew
will be influenced by what is happening in forelgn exchenge and ..
domestic money markets so that at amy time the potentisl impact may

be realised. Reflection on the growth of foreign exchange

transactions suggests that EFIs have been the major scurce of the

phenomenon.
4. - Bxchange Rate Impacts

Demand for funﬁﬂ by EFEsg taken tmgéth@x as the aﬁréfina#cé
mark@t;Aﬁepenﬁé largely upon liabilities maturing and thé dem#nﬁé of
borrowere for new lveans from the EFIs. HMaturing lisbilities ave
fixéﬁ‘hy past aammiﬁments?\ﬂééttﬁ‘bé iﬂfigéﬁggé ﬁy auéxéﬁtzintefﬁsﬁ
ratéﬁa ﬁeztainly‘tha pEst maghg% vérykiec&mt'%ﬁﬁgéhﬁéenéémmiimeéﬁg
are stillyfiﬁeé,if only fﬂr some éa?ka 'Cuétamarg ﬁéménﬁs‘fax iﬁans
ﬁre}&zgmaii ﬁarti@ﬁ)sf maturing iiabigitiaﬁ,k&ép%ciailyvés iﬁ the
1980s when the yate of grswﬁh'ﬁfnl@ndiﬁé declined. ?hériﬁxg&x tﬁé
gooumilated liabilities of the EFIs the smaller is the influence of
those customers’® demands. iﬁ this sensse %E&‘ﬁeﬁaa@ for fﬁgéﬁ by the
EFIs is largely fixed. ‘&Ccﬁﬁﬁi3g1§i the intaxe@ %atﬁ %ﬁ%uhtur&ﬁiﬂ

taurﬁfiﬂaﬁae markets, and hence the iniez@@t f&t@vﬁifferéntiai Wi£h

national money markets, is essentially determined by supply.

There is a fixed demand from maturding liabilities. smounting in

1985 to about $180 billion per day according to the estimates derived
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from BIE data and shown in Table 5, colump 191“Thié demand Tatnot %a
suppressed in any way. It is explicit in the workings of the
eurofinance market and the unmmiém@nwg of the intermediaries
patticipating in dit. The BFIs ‘mest their obligitions’to repay
maturing 1iabilities while at the same time attracting funds,”
inclidingirollovers of maturity deposits, to maintain their’liguidity
anﬁ~s&iv&aﬁy;i

?ua ﬁégp 1y of funds to the surofinance markgt é%?%ﬁd?;u?ﬁﬁ the
va&ua af maturing agsets ac&ruing £o the individual Eﬁzsg‘gﬁd new

&e@mgits or Gzh@x bmrzgwia,g such as the issue of bonds. This supply

ot

could at any one time be zero, ndividual EFls within the
eurofinance market can extend thelr supply by bidding in the "inter—
bank”™ market but this cannct hold for obvious reasons in ﬁhg market
a5 a ?hﬁle, |

”h&s amaiyalﬁ ?&Q??ﬁﬁﬁ th& fgéﬁé%m%k for asa@sging the @ff@gig
of eurgflﬁ&ﬁ6$ &@ﬁha&z&m% gﬁ the ﬁﬁi&%iﬁ@ v&gu@ of b@ ﬁ§$ M&ﬁtiﬁm
‘wgs m%éa‘ln the Op@ﬁ;ngnﬁazagza phs &i this p&ﬁ@r absx; the v&rigéa

1nterprﬁﬁatx@ﬁa of the in flu@ﬁgam be azing on the relative value of

that c&rr%mcyﬁ This as@ast is now taken up.

HQW the abarcg?y of amlla“s wzg%t arise n@@& not detain the
g@neral ﬁnalysxq6 Gme ebviﬁus source i@ fammkﬁar in tae ﬁs%t
prchems ﬂf Lha past five vears; a wa}&tzve loss ag Qﬁnﬁlﬁéﬂﬁ@ 1n th&

f&nancaal vxabglity sf E?I% brings s switch of dayasit frﬁm them to

other Qutletﬁ, ?hat diversion doss not ﬁff%ci sxchange rates

w:directly because dollars available for depositing with EFTs must be

»vdemand deposits with UuS. commercial banks. The changé in ownership

from EFIs to others helps create scarcity in eurcofinsnce markets,

P
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There are two possibilities open to EFIs to maintain financial
viability. The EFIs must bid for other currencies, by offering
ﬁig&ﬁr xéiéﬁ of interest, and then convert them into U.8. dollars.
The effect will be to upvalue t@@“ﬁgg% dollsy agaiﬁgtyetﬁﬁr
currencies, Alternatively, interest rates on surcdollars might be
rﬁiaed; that éetiﬁﬁﬁ while attrsct Zﬁg dollars, would meke expected
future incomes on doliar-denominasted deposits rﬁiazi§ai§ %Qr&

rﬂwavding, agala with implications for exchange relativities.

A1l1l of this would take place as & possible shift gway from
equilibriuvm even though it is market generated. That possibilivy dse

sigial.

11
o
&)
vy
1
5
o3
§~ riih

not hard to conjure., Yet it bedevils

With m&tmriﬁg liabilities not matched by maturing assets, an

EFI must buy back the stream of future income, which it had

Juob

previously sold to depositore on funds now maturing, at a ?Eiéé which
is grester. .This may involve foreign exchange transactions as well
as offering s price greater than it would have to pay if it wde in
other markets. There is an obvious implication arising from such an
experience.  If the exchange rate relstivities tended toward a parity
before the searcity in surofinance mazkets because of increased
~uncertainty about Mhe stability of EFIs, . then when the shortage is
relieved.the zelative rate for the U.8. dollar will have shifted away

from that parity.

-:The magnitydes of this influence can be appreciated.  The
potential :dollar shortfall in the eurcfinance market could be up to
US$90 billion per day.  Could possibilities of, say, & USs2 billion

shortfall be a persistent daily feature? Zearching for nop=dollay i
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currencies as well as demand deposits in the ﬁnxf&& States Lo correct

this scarcity could be sustained for long perlods.

It is possible to put some perspective on this guestion. Using
the BIS data and the structure of claims in the London market as
guide to the entire surofinance market, estimates emerge Gnvthe
ave?ag@ amount of daily maturities of assets, or claims, associated
with lending by EFIs. On the same basis as applied to the
lisbilities (deposits) calculations for Tables 3 and 5 estimatad
daily maturities of assets can be derived. This is shswn'in Teble 5,
column 3, for 1972 to 19853. This givés sn inflow to the EFis of
about 8144 billion during 1985. Assuming all this flow is be
available to the EFIz this would mean & shortfall in supply of $46
billion. That shortfall must be vemedied by bidding for dollars in
demand deposits in the ﬁniia& Ststes directly or for other currencles

o switch into dellars.

. What does this mean in the existing context of trade and
payments? Evidence on the present current account balance for the
United States shows it running at sn annual-rste of abour $150
billion. That means a supply of dollars st a daily vate of about
£0.5 billion, a m&é&ﬁt percentage of the daily requirements of the
EFIs. .Hence even with the huge current account deficit of the United
States this trade meﬁﬂ may be swamped by the size of the debt

affect,

The huge expansion of the eurofinance mackets has distorted
international trade and payments. Hotions of eguilibrium adjusiments
are being sorely tested by eurofinance mechanisms. With so much of

eurofinance transactions expressed-in United States dollavs, the

impact of the surofinance mechanisms may give rise to an upward bias



in the relative value of that currency. 7That prospect is simply an

extension of the famliliar seignorage feature associsted with s

central ressrve currency.

Relief from this chronic strain can be given only by an
expansion in the supply of United States dollars or a shift into
denomination of transactions in other currencies. The significance
of this position should be Qar&fuiiy aoted. Expansion of the U.S8.
domestic money supply may help relieve international economic and
financial strains. Hence domestic and international reguirements for
mosrfetary menagement may appear to be incompatible for a central
ressrve currency; perceptions of the dmpact of domestic monetary
policy on the national economy may need rapid adaptation to shifts in

external financial markets.

These themes may be related to recent experiences with the
relative valué of the USs. In Table & 2 set of data ig¢ shown to
clarify further the connexions between that currency and the
eurofinance sphere. The first column is a composite index for the
relative value of ‘the USS based upon the three major trading
currencies, the Deutschemark, the Yen and the Pound Sterling weighted
by their relative trading use in the late 19702 and early 1980s. The
second column shows the rate of growth of the money base, or reserve -
money, to indicate liquidity changes bearing upon the supply of USs.
The third column shows the relative use of the USS as the cuirency of
dencmination in eurofinance markets. The fourth column shows the
ratio of the daily turnover of assets to the daily turnover of
liabilities amongst EFIs the derivation of which is explained in

Appendix B.
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The final column in Table 5 is an attempt to correct the ratio

5

of daily turnovers of column 4 for the relative utilisation of the

US% in eurofinance markets. The ratio in column 4 is a measure of

I

the internel generation of funds by the EFls haé inﬁiaating thé%
degrae of need for new funding. But that is an average for all
currencles used by the EPFls. What the correction attempts is a
'msa§u;§ of the relative need for USs.

Thus should the corrected
ratio rise above 100 then the need for new funding in US$ is
relatively lese than suggested by the initial ratio shown in column
4.  But it is the relative shifts in the corrected ratio from year to
year which suggest the extent of changes in demand for sccess by the

EFls to US$ demand deposits in ther United States.

In the latter half of the 1970s the US$ declined sharply in
relative value to be explained at least in part by the decline in
relative us%:gf thatiggxr@maﬁ.iﬁ surofinance transactions, a
ralativelyvgﬁgbia @aiiy demand by the EFIs for "new” funding as
revealed by the ratio of assets to liabilities in Table 5, column &

and the expanding supply of US§

growth of reserve
money. Thus the use of the US$ in eurcfinance activities was
declining in the late 1970s at the very time the supply of US$ was.
inq;&asiag, Repercussions for the exchange rate are not too

surprising.

,No doubt the low relative value of the US$ and its relative
availability led to its iﬁggﬁagéé utilisation in 1980 and more so in
1981 when the rate of growth of lending by EFIs still remained guite
high, see Table 1. But the sharp reduction in the rate of growth of

reserve money in face of this increased demand for funding to support
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Table 6: Exchange Rate and Financial Indices

Year - “US$ Exchange US Reserve FUsSs EFIs Daily Turnover
Rate Index Money ﬁeﬂamingtiuﬁ Ratlo of Corrected
©(1980=100) Growth of EFIs Assets to - Ratioc
7 Lisbilities Liabilities
{12 (2} {35 {43 {5y
1874 YU 125,17 3.0 74,0 73.3 188,71
1875 122,87 3.8 76.0 80,0 105.3
1876 ool 136,51 5.8 76,5 F8.5 162,86
1877 1z28.01 6.6 i2.6 76.8 105.8
1878 . Li0.45 g.8 0.4 78.8 112.4
1879 102.91 8,7 G68.4 9.4 116.1
1980 97.41 7.2 70,9 79.3 111.8
1981 117.99 3.7 73.4 81.9 111.6
1982 126.34 4.8 74.9 78.1 104.3
1883 131.88 7.0 75.4 75.2 89.7
1884 140,05 5.7 76.% 6.7 100.8
1885 133,45 2.1 67.6 75.5 11i.7
19886 1313.10 98} 7.8 n.a .8

Notes: Column 1. This index is a composite based upon the DM/US,
Yen/Us and Bterling/US rates with welghts of .4667,
- .3066 and .2267 respectively. The base is’
1880=100. The estimates are for the end of June in
each year shown. The higher the index the higher
is the relative wvalue of ths uss.

Column Z. International Financial Statistics, Yearbook 1985.

Column 3, This pgxaen -age is based upon &Et&?iti&ﬁ in the
reporting countries to the BIS. Alternative
estimates based upon different ﬁﬁm§&i32¢9%3 of 8%
contributions, including its use a% domestic
currency by US EFls, provide similar trends fo
those shown.

Column 4  Summary from Appendix B, Table Bl.

Column 5 This ratio is estimated by the ratio of daily
turnover of assets to the daily turnover of
liabilitiés by the percentage fenomination of EFIs’
transactions in US$ as shown in Column 3.

eurcfinance activities had its repercussion in the sharp upvaluation
of the USS sustained right through 1983 and into early 1984.  Some
restraint on the upvaluation appears to Have come from the expansion

of reserve monéy in 1983 and’ 1984,

Between 1981 ‘and 1984 the EFIs were strained by problems of a

rising maturity transformation, as the portfolic mismatch between
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1iabilities and assets widened, and the sharply worsening debt crisis
during 1982. That exp@rx@mce was depicted ln%ti&ily in the estimates
on transformation derived in Table 2. After 1980 the EFIls were being
imcxea&iﬂgly stfeipheé by the effects of these influences The
worsening matuﬁizy mismatch or transformation m&ﬁﬁt that the
pro?@rtian of daily requirements for funding of the EFIs met by
internal resources, namely debt rvepayments, was falling; the clear
evidence for that is in Table 6, column 4. The ligui dit?tétxaima
iﬁhe§§§% §m this situation were only contained by the increased

growth of the money base in the United States in 1983.

During 1984 the worst of the immediate strains om the EFls
receded. The increase in maturity transformation from 1979 was
reversed as the EFIs adjusted maturities of liabilities and s
proportion of assets to offset the sffects of being locked in to
longer maturities through involuntary rolling-over of icags.%s &
result of debt rescheduling. These adjustments can be detected in

the estimates for 1984 and 1985 shown in Table

The relatively high value of the USS was yielding market

responses. %ergééts were tending to switch to other currencies
while the m@n&tar? authorities in the United States were increasing
the gr&wﬁh of m&n@§w In some respects the stage was being set for &
fall iﬁ th@\xgl&ﬁiv& value of the US§. A4s the &Stimat@ﬁ in Table &,
column 3 show the US$ was diminishing ;ﬁpiﬁiy in irs role as currency
of denomination during 1985. When representatives of the Group of
Five - France, Federal Republic of Germany, Japan, United Kingdom and

United States — met at the Hotel Plaza in New York on 22 September,



1985 circumstances were propitious for the realignment ‘of currencies

they agreed to gsesk.

5. Exchange Rates and Balance of Pavments Adjustment.

Work in preceding sections points to the dominsnce of capital

9

transactions, rveflecting the management of liasbilities and asssets, in
foreign exchange markets. Nowhere is this more evident than in
contifitous adaptation of EFLs’ portfoliocs. Clarification of some
points bearing upon exchange rate determination is necessary.
Internstional tyade in financial instruments is no different from any
trade in internstional commoditles and services; the purchase of &g
Financial claim is the purchase of an expected future iucmmgv
Expected future incomes will be bought in whatever currency is
thought to offer the highest rew&rdé& raking aﬁcéumﬁ of differing
degrees with risk and umceftaimty.{il}‘ The currvency of an economy
with the most favourable expected futurs income étze&msksh@mid rige
against other countries. In this way g%g relative purchasing power

of future incomes is eguilibrated between sconomies.

Note the significance of this point. Purchasing power parity
themes are as relevant to international financial markets as they are

to dnternational commodities markets or any other market involving

i

tradeable goods or services. What flows from this position is no
less important. Movements of Ffunds between currencies cannot be the
cause of unstable exchange rates, rather they are the conseguence of

thewm.

Eseaps from thi¢ conclusion can only come by reisciing
purchasing power parity concepts. But this lesves no rational basis

3

for an exchange equilibrating mechanism with foreign exchange markets
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nothing more than casinos. Whatever may be claimed about the
breakdown in purchasing power parity, the underlying concept still
@x@v&ils;' lntezérgtatigﬁ of a bréékd@w& h&vingkﬁaaurx&ézwwulﬁ'apyeﬁr
to be a failure to Iook beyond an analysis couched only in terms of
goods and services. Discussion of “avﬁrvalu&ﬁﬁﬁand,“un&@gvalgedﬁ
currencies implies some respect for relative purchasing power,
Estimates of real effective exchange rates are commonplace

calaulatisnﬁe Related estimates of relative inflation rates and

The analysis in this paper would not, however, gupyﬁrﬁrﬁi&imﬁ
ﬁhai:th@ dominance of capital transactions has brought ga@@iiné on
fuiuré‘@xchange and interest rates.(2) Many exchange ﬁﬁﬁﬁﬁ&ﬂﬁi%ﬁgg
 1§e$hapé sbcut 50 per Qéﬂt? are currvency hedges being the pussﬁaﬁa of
one currency sgét écm%ined with é contract to repurchasse at séma
future data. Such transactions guard against pﬂgsiﬁlé iéggésf;riﬁimg
out of & lisbility mismatch. They involve j&ég@m&ﬂtéygn‘fﬁtﬁﬁé
prices but the purpose is & hedge not a gam%ia;vAEité éxsﬁanga’
markets having become more sensitive than hitherto to shifts in
expectations it was inevitable that financial instruments offering

scope for mitigating the effects of interest. and exchange rates

volatilities would proliferate.

This interpretation against an interpretation of activities in

T

fﬁxaign‘%xchaﬁga mgtkéta as g&m%ﬁiég mugi:ﬁéuqa&iffiéﬁ in iws\
respects. Options trading has at least some of the charaﬁﬁeﬁigﬁicg
of gambling resting for its potential profitablity on volatility in
the price of the underlying asset. The Black~Scholes model on. which
options trading strategies are based assumes that variability of the

5

assset price is known (5, p240). But with that variability not always
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known with any precision, trading is based on taking s pesition in
relation to valatiii:ys in effect a gamble. There is slso the
possibility of a gamble im’sgﬁa aspects of arhitrage price behaviour
between the asset and futures markets, most likely in ﬁh@ﬂ&légﬁt&36§s
where delivery datss are gquite long and financing costs maa%w;ess

certain. In both instances taking a position amounts to as much or

more a gamble as a hedge.

What makes present circumstances different from the 1960s and
early 1870s is the much greater weight now on relative prices of
future income streams than the relative prices of goods and services
in the determination of exchange rates. That is the ma jor shifr,
mest clearly in the 1980s. Hence assessments of risk and uncertainty
across national boundaries must encompass tax impacts and after—tax
rates of return. Clearly, the p&@ﬂ&&@ﬂ@ﬁ changes established
procedures for inﬁ&;g;etiﬁg relative exchange rate movements and the
domestic impact of national monetary measures for the currencies in
which transactions are masinly denominated. Eguilibrating mechanisms
in fgzﬁign exgﬁangg markets have been altered drastically with ample
scope for perverse movements. Adjustments necessary for the
balancing of goods and services markets between national economies
need not necessarily be synchronised with shifts in relative prices
in foreign exchange markets. |

§.  Conclusions,

The thrust of the analysis conveyed here is about the workings

'3

of eurofinance markets and their implications for the determination

of suwchange rates. Within this framework the treatment of debt.

problems can be placed in wider perspectives. The connexions with

exchange rate determination and to the continued viability of
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- eurofinance gcﬁivitieﬁ“caﬁ be made explict. There can be no
_disagreement with the view that solutions to the problems of
individual countries experiencing chronic debt problems can only be
found in the medium-term with debtor economies adjusting

spending. (20) - But relief for individual debtor countries does not
change the basis of surofinance markets.

Debt re-scheduling negotiations thﬁrefﬁré involve risks of a
nature not at all well-perceived especially when those negotiations
involve involuntary extensions of iéamg@ The effort to relieve the
strains on any number of countries, and so reduce the risk of country
default, can have the effects of increasing the risk to ﬁﬁaystabiiity
of the system as a whole and generating perverse shifts in relative

exchange rates.

Whai EF¥is cannot guard against is market assessments of their
continued financial viability,(12) Vuia@raﬁiliﬁy‘hagyhadymajﬁﬂ
implications for foreign exchange snd capital markets as well as
c-stability of individual EFIls, as the experiences betwesen 1981 and
1984 fully attest. Thesé complicated interrelstionships cannot be

< get aside too easily, (3)

Reference was made early in this paper to the man
3 PRI £ ¥
interpretations of how and why the sharp changes in exchange

relativities took place during the 1980s. Most attention in these

~.dnterpretations was given to The overvalustion of the US$. What is

offered in this paper is an explanation of how "overshooting”, to
which Jeffrey Frankel referved, arose through the workings of

eurofinance markets. The fepercussions for goods and sefvice markets
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can be made explicit in this context; perverse impacts from financial

markets are then readily understood.

Fxplanations for instability or vsiatiiity gf rﬁia?év& exchange
rates do not have to rest upon unstable or unmerﬁaim ﬁxp&ﬂgﬁtians,
Rather the adapration of expectations to ch&ﬁgeﬁ_ig p§93p%a§$ for
national economies, and the currencies associated with them, must
bring exchange rate variastions just as iﬁﬁﬁ?&%?ﬂ%@ raflgﬁﬁgng
movcements in future dncome strsams Are necessary Lo stabiligﬁ
activities in surcfinance merkets. Expectations have moved to the
forefront of sxchange rates determination only because forelgn
exchange markets are dominated more than ever before by the outlooks

for future Income streams aAcross mselor currencies and the sssets

denominated in them.
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Relationshin between Burofinance Liabilities

and Foreign Exchanpge Transactions

Estimates are shown
‘held by EFIs between 1972

compsrable basis to those

in Table 41 for the growth of liabilities
and 1985, These are depicted on a

shown for assets in Table 1.

of growth revealed in the

se

The patiern

rieg is similar to that shown for assets

oy ﬁlaims; & relatively high rate of growth through to 1981 followed

by a sharp reduction until the renewed spurt in 1985. However, there

Table Al: Eurcofinance Liabilities, 1972 to 1985
(USsbillions)
Amounts Qutstanding at end of vear .
Value 7 increase
A 1y (2}
1972 220.2 -
1873 31s5.1 43,10
1974 394.3 25.13
1875 £48.0 13.82
1876 543.9 21.41
1877 671.3{a} 20.92
1978 858.4(5} 28.88
1879 1120.3 30.82
1880 1335.4 1¢.20
1981 1E32.0{c} 14.09
1882 1622.4 5.90
1983 2028.3(d) 4,91
1984 2131.7(e) 4.35
1985 2513.3{5 17.08
Source: Bank for International Settlements, various reviews and
annual reports
Note: (a) Series adjusted for coverage. Estimats for 1877
comparable with earlier years is US$ 637.7 billiouns.
{by Series adiusted for coverage. Estimate for 1878
comparable with esarlier vesrs is US$865.2 billions.
(¢} Beries adjusted for coverage. Estimate for 1981
comparable with earlier vesrs is US$1523.5 billions.
{dy Series adjusted for coverage. Estimate for 1983
comparable with earlier years is US$1702.1 billions.
{ey Beries sidusted for coverage. FEstimate for 1984
comparable with eariier vears is US3$21316.5 billions.
{fy Serles adjusted for coverage. Estimate for 1883

comparable with

gariier years

is US$2485.9 billions.
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were frequent changes in covsrage of items and locations treated in
~the series, a feature noted in the discussion of the growth of assets
inothe main text. Hence major revisions are Ilsted in the notes to

Table Al.

The estimates for the rates of growth of liabilities shown in
Table AL, column 2 are based upon the unadiosted sdats shown in the
note to the table. In this way some comparability in coverage through
the series ds pressrved. As is evident from the estimates contained
in the note the largest adjustments were made in the lazst three

vears, 1983 to- 1985,

This series provides the basis for establishing the potential
wfor switching and shunting funds through eurofinance markets. The

‘approach used in this treatment is as follows:

(&} Date is available on the masturity structure of 1iabilities and

assets {or claims) in the London market and ars shown in

cAhY These twe series on the maturity structure of sssets and
iiabilities {or claims) in the London market sre sssumed to

reflect gotivities in other centress

Using that data on the maturity structure of liabilities, the

L
e .
s

roportions in each of the categories revealed in Table 2 are

ol

5

~applied to the estimates of total lisbilities in all

surpfinance markets as shown in Table a1: and,

£33 The series may then be calculsted in two wavs by szssuming that

marksts are open every day of the year or only five working



wd

days each week to give 2 260 "day” year rather than a 363 day

one.

The implications of these assumptions for the meassurement of the
impact: of eurcfinance markets on foreign exchange transactions are

explored fully in the main text.

What flows for the purposes of measurement should be
understood. - When e ing the effects on foreign exchange
transactions, -only the first four categories of deposit liabilities
shown in Table 2 need be treated. The understatement of turnowver is
negligible. This is no more than = reflection of the rapid turnover

of deposits with very short maturities compared with those over 6

months where the turnover is less than once a year.

The average maturity. of deposits®of less than & days is assumed
to De 4 ﬁayss With markets open every day of the year these deposits
turnover 91.25 times par vear; with a 2860 way vear the tgrmuvex would
‘ba 65 tzm&ﬁ&: ihe av@xage w&turxty af éﬁpw81tg §Qf 8 dayg to less
than 1 mumth 13“?§k@n 28 zg iaya Lo give annmal turnovers of 20.28
for & 365 day year and 1l4.44 for a 260 day year. The average
maturity of deposits for 1 month te less than 3 months is 2 months
(83 davs) giviﬁg;amnualgﬁggﬁﬁvers pf 6 and 4.26 respectively., For
deposits from 3 months. to-Less than 6 months the average maturity is
4.5 months l?? days; giving annual turnovers of 2.667 and 1.990

L

1@§pe¢t&v&iy,

i

- The estimates for potential turnover of deposits are shown in
Table 42. It.should be noted that the estimates for 1972 snd 1973
are based u@am the ma*uriiy structure of ild@%iztxeg in 1874 that

be ing th@ a&rii@st yaar for which data iﬁ &vailabie from the Bank of



England. The calculations show just how much the potential turnover
is dominated by deposits with very short maturities; deposits with a
maturity from 3 months to less than & months provide between 1 and 2

per cent of the total.

Estimates shown in Table A2 are derived in the following way.
The parcentgge of total liabilities recorded in London for each of
the four categories mentioned sarlier and shown in fabl& Z is aspplied
to total liabilities shown in Table A1. Then each of those derived
estimates is multiplied by the estimated annual turnover in the
appropriste category of deposits. For example, in 1979 the
percentage of liabilities with a maturity of less than 8 days is
shown as 21.0 per cent in Table 2. The estimate of total lisbilities
shown in Table Al of US$1120.3 billion is multiplied by 0.21 per cent
to give US$2335.26 billion. This is then multiplied by 91.25 to give

Table AZ2: Lizhilities Turnover, 1972 to 10985,
{Usehiliions?

Year Less than 8 days to 1 month to 3 months to Totsl

8 days 1 month 3 months § months Turnover

(1) {23 (3} {43 {3
1872 44653.0 9276 372.8 89,5 5852.¢
1973 §372. 0 1327.3 533.5 142.4 8375.2
1874 7873.4 1e60.8 867.6 178.1 10480.1
1875 7770.9 1638.0 765.8 247.9 10422.6
1976 10788.4 2037.3 B1l2.1 255.2 13984.0
1877 13445.7 2358.0 1143.1 334.3 17281.0
1878 15692.3 3100.2 1487 .6 433.7 20715.8
197¢ 21487.5 4258.1 192i.1 577 .40 28218.56
1980 25540.9% ip42.8 2213.8 751.1 33348.5
1e81 28978.2 B207.5 2742.0 P47 38703.4
1982 30600.7 6751.6 2B70.7 816.5 41038.3
le83 39848.0 8588.8 3489.1 943.4 52869.2
1884 L0965, 8 §766.1 3487.9 977.3 55227.0
18835 53383.0 11380.7 4128.5 9689.9 £5842.1
Alternate Series
1983 33439.5 7207.5 2827.9 791.7 54366.6
1984 34132.1 8161.9 2906.0 814.3 46014.3

19835 44135.9 $417.0 3416.2 BOZ.3 57781.6
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one of the four components in total turnover, in this case US$21467.5

billion a2z shown in Table AZ, column 3 for 187%.

These estimates are based upon a 365 day yesr showing growth
between lQ?E and 1985 of nearly twelve times, 11.93 more precisely.
However, ?axt of that growth is explained by the changes éf coverage
in the Eiéuééfiﬂsﬁ In an atﬁamgﬁvﬁﬂ gxtract the major g@aﬂﬁﬁﬁ in
COVEYEge hatﬁﬁen 198 and 1985 especially, an alternate se ries ﬁas

heen calculated based upon the rates of growth of liabilit shown

[N
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oy

in Table Al, column 2. Those rates of growth ave applied

consecutively to the
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being US$1622.4 biilion.

The same set of calculations can be developed for the 260 day
vear. In as much as the estimates can be calculated using the data
and sssumptions mentioned earliier, the totsl turnover only is shown

in Table A3. The rate of growth of the series being the same ss that

o

for the 385 day series shown in Table AZ, the interest is in the
relative scele of the turnover. Thus the 260 day series records a
turnover iust over 70 per cent of that sstimated for the 365 day

VERY .




Table A%: Liabilities Turnover {260 da eary, 1972 to 1985

{U8% billions)

Yeay Total Turnover
1972 L188.1
1973 5964.3
1874 T4635.3
1875 : 7422.1
1976 9865.86
1877 12306.4
1878 1475007
197s 20085.3
1980 238908
1881 27561.4
1882 R 292250
1983 37649.7
1884 39328.8
1985 48737.6

Alternative Series

ls83 31584.7
1984 32768.2
1885 . 4131355.9
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Appendix B

Daily Foreign Bxchange Transactions

Generated in Furofinance Markets

In Appendix A estimates were derived for potential foreign
exchange turnover in eursfinance markets. The purpose of this
appendix is iﬁérsxplwraxian of the daily fmr&igﬂ exchange
iramsaﬁtisns(geﬁezatad in these marke&sg The approach is the same
basically as &Eét,dﬁﬁict@ﬁ in the previous appendix., It rests upon
the maturity distributions of lia%ilitiasiaﬁﬂ assets {or claims} in
the London market and the application of those distributions to the
gstimates of thé totals for liabilities and assets in the eurofinance

markets shown in Table 1 and AL,

As with procedures used in Appendix A the maturity
distributions shown in Table 2 for London are applied for each at the
years from 1872 te 1985. The four categories in that maturity

distribution are used:

{a} Liabilities with a maturity of less than & days with an average

maturity of 4 davs;

{b} Liabilities with s maturity of between 8 days and less than a

month with an average maturity of 18 days:

{c) Liabilities with a maturity from 1 month to less than 3 months

with an average maturity of &1 days; and,



A7

o Add Lisbildties with a maturity from 3 months to less than 6 months

with an-aversge maturity of 137 davs.
The same progedures apply when estimating turnover based upon asssts.

The maturity distributions are applied in each of the four
categories to thes toral liabilities in éagafiﬁanﬁafmazketsw Then to
derive g daily turnover the estimate in each of the four categoriss
must be divided by the sverage maturity applicable to that category.
An o example may help clarify provedures.  The estimste for total
liabilities shown in Table AL for 1979 ds USS1120.3 billion.

Applying 21 per cent to thet for lisbilities with less than sight
days to maturity gives US$2353.26 billion, The average maturity is 4
days so that dadly turnover in that category is US$58.82 billion,
Then proportion in the next category of liabilities ie¢ 18.72 per cent
to gilve U88209.72 billion and USSE11.65 billion. For the third
category the percentage is 28.58 to give U8$320.18 billion and
UB85.25 billion. The final category ~ 3 months to less than 6 months

-~ is 18.31 per cent o bring US$216.13 billion and USS1.52 billion.

The same procedure csn apply to estimstes of the'daily turnover
of assets; essentially this offers insight to the suoply of funds to
. . a

the EFIs srising from the maturing of their claims upon Borrowers

from them. The series for gross assets or lending shown in Table 1
can be used with the maturity distribution for assets (or claims)

shown in Table 2.



Estimates of the daily turnover in assets and 1iaéiiitias are
Cshown in Teble Bl. . Thew the rativ of'the daily turnover of assets in
relation to the daily turnovey ofF ﬁighilftieg is estimated. The
purpose of this measure 1s to asssess the proportion of dailly funding
regquirements, namely the meintaining of depositsilet alone théir

expansion, which could be met by repayment of loans from borrowers.

It is evident from Table Bl that ths prapértiﬁﬁ of deposits
matched by maturing liabilities rose during the 1970s. Buit with the
onset of the debt corisis in 1982, the ratio fell rapidly between 1981
and 1983 apd then stabilised. What this means is that the search for
additional funding to meet withdrawals of deposits on maturity as

‘well as sustain the asset portfolio was most ‘demanding at tHat time.

Table Bl: Dailv Turnover of Lisbilities and Assets.”>

U588 billionsg

Yeay Liabiliries = Asgete - Hatio of Assets

; to Liabilities

{8y R {2y o EETA R {gﬁz@}f}f; ;

1978 16.03 1186 ¢ -t z3ee

1973 22,95 16.95 73.88
1974 S Z2B.71 21.04 : 73,98
1975 28,55 22.83 79.96
1876 38.33 30.10 78.53%
1977 47.33 36,34 76.78
L1978 56073 45,29 7 7 0 79,83
1979 77.30 61.39 79.42
©L9BO 91,96 A A B £ I 2
1981 106.02 86.85 81.92
T 1982 e 1120430 BT 7F ‘ ik 7BLOB
1983 164.81 108.94 75.23

1984 evet 151,280 116104 - 0 9,710
1985 191.31% 144,45 75,51

Alternate Series

1983 121. 5 91.25 75.08
1984 126.04 96.67 76,70

1985 158.31 118.861 74,92
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