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UNIT OF REFERENCE TO BE USED IN THE MULTILATERAL
IRADE NuGOTIATIONS

Note submitted by the Commission of the Furopean Communities

1. In GLTT document MTN/3A/W/3 of 24 lpril 1974, the delegation of the Buropean
Communities indicated the reasons why thought should be given to the choice of the
unit of reference to be used in the multilateral trade negotiations. In its view,
the nced for comparability in time and spacc as between the statistics furnished
by each participant in terms of its own currcency unit made it desirable that:

-~ (a) a unit of roference should be choscng

(b) =« mcthod should be dotermined for converting data in terms of national
currency into units of reference particularly from 1973 onwards.

The presont peper sets out to analyse the criteria to be met by the unit of
reforcnce to be used in the nogotiations, and to indicate the mothods of calculation
and the reasoning which have lod the Zuropean Communitics in making thesc suggostions.

2. &is the statistlcs furnished by participants in the multilatoral trade negotiations
are oxpresscd in terms of their own currencics, they rust in any case be convorted
into comparable figurcs by applying appropriatc conversion rates (clearly dofined
annuzl avorages).

3. . The unit of ncasurcment to bc used as a common denominator must observe existing
rclationships between statistics oxprosscd in national currcncics, i.e. it nust also
respeet 1ntcrmcurrcnuy cxchangu ratios as shown in exchange markets. This will
oensure comparability in space.’

4. In addition, for comparisons of statistics covering scveral yecars, it is
important to usc a unit of measurcement that does not wvary with time.

Indced, if the value of such a unit of measurement differed frem one yoar to
another, it would be extremely difficult to distinguish between a variation in the
statistics resulting from a change in the unit of measurcnent and a real variation in
the statistics, e.g. resulting from a change in the volume of imports of the country
concerned. : '

This neans that the unit of neasurement rmst allow comparability in tine.
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5. Use of the ecurrent dollar would ertificislly inflato thé statistical series
to be compared, without any attendant advantage. This would not be the case if
the current dollar was itself linked to a fixod point of reference in time.

6.. The Europoanﬁcommunities thorcforé subgcst that the SDRl,as fixed from
December 1971 to June 1974, which was equal to the dollar until the mqnc bary
readjustment of Decouber 1971, bc adepled as unit of reference. -

7. TFor converting data in ternms of national currency into this unit of reference,
the following might be considered:

- central rates for currencies between which there arc still offlclally
limited nargins of fluctuation around an average rate which is the central
ratc cownunlcatca to the IMF;

- markct rates for other currencies; these rates would be determined by
calculating the annual average rate of each currency in relation to all
the currencies still directly linked through their central rates to the
unit of reference.

The sonversion rates would be calculated on the basis of an annual average.

8. As the current doller since 1971 cannot be considered as an unvarying unit
of measurenent (like any other currcncy which may be devalued or revalued),
currency novenents must be measured in terms of a neutral denominator which is
not a currency. This is why, since the first US-doller devaluation in

Decembér 197], vhaﬁges in the parities or central rates for a currency have been
expressed in SDR's”. The SDR is a common denominator which is not a currency,
but reprGSans the continuation of the former dollar as a rcference point
unvarying over time for different currencies (l Us $71 =1 SDR71)

9. s thls unvarjlng unit of measurenment is not a currency quotod on exchange
markets, the conversion rate as between each currency and this common unit of
reference has to be determined. This could be done by expressing a currency's
par valuo or cent;aJ rate in tnrms of this unit of measurement.

Speclal Drawing Right

“s an international monetary unit; th%s function did not disappear on the
introduction on 1 July 1974 of a neu mpthod of calculating the SDR transaction

value between central benks on the basis of a currency basket of sixteen
currencies.
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However, any announcement of s par value or a central rate for a currency
will lose its aim and practical significance unless the currency is simultaneously
supported on exchange markets in relation ‘o one or more other currencies also
having a conversion rate (parity or central rate) defined in terms of that same
cormon denominator. If the announced central ralte or par value of a currency’;s
to be used as the rate for conversion into the unit of reference, it is essential,
therefore, that thelmonetary authorities of the countries concerned be. ready to
give mutusl support™ to thelr currencies within officjally limited margins of
fluctuations around en average rate which exactly reflects the officially intended
relation betwsen these currencies by using the same unit of reference; i.e. the
former US dollar (a USS!S71 = l‘SDR7l).

By virtue of the fact that the rates of these currencies cannot move on the
markets beyond a given margin of fluctuation (e.g. * 2.25 per cent) from their

declared rates, the conversion rate as between each of these currencies and the
common unit of reference is on average achieved.

The centrsl rate’ (or par value)swhich ig simply the conversion rate between
a currency and the former US dollar or SDR therefore represents - i1f supported in
this way - & realistic conversion rate for this group of currencies in their
exchenge market relationship and in relation to tha unvarying unit of reference

(1 US$,; = 1 DR, ).

10. Ilny currency that has abandoned direct linkege with the unit of reference -
.i.e. whose par value or central rate as communicated to the IMF is not supgorted
during a given periocd - will also have to be evaluated in exchange markets™ in
order to find a realistic conversion rate in relation to the unvarying unit of
measurement, Th1§ can be 2one on the basis of an (annual)average market rate in
relation with one” or more” currencies (reference currencies).that are still
linked to the former international scrip (1 US$ =1 SDR71).

lIn the abzence of a generally accepted intervention currency.
2See examples in Annexes I and II.
3Tbe US dollar up to March 1973, for example._

4As the arithmetic mean of all these currencies or as the median rate between
the strongest and weakest currencies in the group (see also example in Amnex II).
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11. 1In & case where annual market “ates for a currency in relation wlth all the
‘reference curréncies are not available, one of the following could be taken as
the baSié*

g those reference currencies vhich are quoted on the exchange market that is
representative of the currency temporarily abardonlng support of its .
reported par value or central rate°

'~ ‘the aversge market rate of the currency concerned in relation to the
" current US dollar:, and thereafter the conversion rete calculated and
determined ss between the unit of.reférence and the current dollar,

12. With the approdch using as a unit of reference a unit of measurement which
is ncutral(nohtlcurrenCJ) and unvarying, the US dollar itself becomes measurable
in an objective way like all other currencies. :

Statistics in any national currency are simply coaverted into a common
denominator comparable in time according to the evolution of each curronoy in

'exchange markets. .

ls a correctlon coefficient is used for examplo, in converting foreign trade
data expressed in national currency into current dollarsl, the suggested approach
would simply mean calculating a single annual coefficient for each currency,
using the average daily rates of a currency in exchange markets that are generally
known and are published in national and international statistics.

13. Use of thé‘former'dollar; i.e. the dollar up to December 1971 (1 $ = 1 SDR),
as the unit of reference and use of the suggested method for determining conversion
rates as between a glven currency and ‘the unit of reference would therefore
provide: '

-~ comparability of statistical data in time;
~ while affording greater neutrality in respect of

. establishment of an average over several years, and
. conversion of gach currency into a single unit of reference;

- and while respecting inter~currency relationships in exchange markets.

14. Sc long as most of the currencies are floating freely in exchange markets,

no solution in the field of a unit of reference for comparing international trade
flows will be perfect. The Buropean Communities are fully aware of this fact, but
consider that the suggested solygbion is the least defective and mest objective
from the point of view of the aims envisaged for these negotiations.

lSee line "ra" in the IMF International Financial Statistics.



MIN/TAR/W/2

Page 5

‘usell OT}eWYLTIY(wB)

. . .%Hﬂo,muwoqonwﬁv ooULISIOI OF JO SISeq Sy Uo SOTHTUNNO) wsadoany
‘8Y3 Jo 8°TII0 !mOAumemum g hn sean8ty JUBOTITUITS ©oay3} 03} @mpmHsOku enTeA OATIBOTPUL(T)

v v “IeTIOP Sl PUR gn ueanyeq
098I UOTSISAUCD JO DUB Am&H SOINOS.. ¢agvaeaz Hmsmnmu JeTTOP SD STA-R-STA a9eT pm&nma 3o s(seq: w&v ac
. *17 ¥ouuy ur otduexe UT aorvﬁqdoﬂmu umM\ﬂ

*ZWI U3} 0% POTITI0U ©3BI TEIjUSd JI0 oufed xed sqT 9®
wmnqummoc @oﬂﬁmm ey Sutanp wmpnommﬁm q0u hcmmnhso B J0J pesn og 0% S9318J d0ULISJOd vnw moﬂonmhnso

(n)e9e (e yeyce - eeetesE 000°09E S mex

\l&\.mmmm T TR | A 76540°T 0010 T oLY0° T | JeTTOP UBTPBUE)
£76005°9 U #06997°G - og¥ezets 8L7LT"S - TRELT®S eUOIY YSTPeNg
(meygLiz*cz (WR)TEETR 162762 69L6°6%  0000°92 . SuTTTIYS WeTI}SIY
Cdrrilety B0eLTL © oosTe'L o €0STIL 98T L -~ ouox{ wetdeMIoN
(mwesto - (mTsto (TAETT0 L999TT°0 L999T7°0  Bupraeys punod
(mes 0 (Des et 6T°629 . 000°5%9 . eIy weTrEMl
#L0SSE'E  xOTVLTE o oTgerste LOLDE 00029°€ | uTaoTs Yowng
(=)69504°€ (We)z60s6' ETOOT'Y 0006T*Y  LgeEW | owsiay ssTg
 (¥)10%9 | W6TVSS'S  6TYSS*S . 6THSS'S . 6TVSE'S  oueay yoweag
" s8L6TZ E #TTS2E el 71659°C 00099°€  som oyosymeq
STERLS" L CosT€RlGTL TERISTL 9€R08°L 00005°L  suoxy ysTERA.
__*NR@.% . xulsocgy . CLs9 8y | G6G6°6Y 00000*05 - ouexy méoaaoﬁg\.ﬁmﬁn
(w)erret S8 O TLS80°T 26200°T © 00000°T . aeTIOP SN
TL6T €L6T: 26T 6T oLeT

mﬂmavm I "Ammmhmbw.ﬂmdnnmv ©3BI UOTSISAUOG °C

Q\Em 1=ty 1= R T UOETEIIeq. T

mmﬂonmnhso Uovooﬁmm J0g
(s mhm>4 Tenuay) S5161 noamhmbﬁoo=Md.mmdm¢Ho>m PUE (&0 S0USI0]0H 30 J1uf.

T Xy



UBow OTISWLTIR TGLVZ'T

76062° T
959v2" T

UTW L62YE" T

(ueTpot) 8TLYZ T
gogvz T { = Lesvet
t xem gTESZ T

goae 1

4 e e e ot S e LR

$ ug ¥n 1 3o
838 PO1BINOTB)

(2):(€) = ()

MTN/TAR/W/2

Page 6

(uesw oTjewUITIR) TRLYZ°THSH

(uetpeuw) 808Y2° TSN Io -

fi
o]
jasn]
—

¥ T J9U3zTe ~

$ST (yn) eoueasgox Jo 3Tun 8y} pue &g ueanjaq ¢LAT I0J 9381 UOTSISAUOH

05997°¢
90ZLT L
OT7L7°¢
6T755°6
TI8zE ¢
TEBLS L
2Ls9 8T

Attt A tn s a—a

¥ T 203
€L6T UT 91BI 80ULIDJRY.

(€)

T669¢"Y . eUOIY USTPaMg
g7eqL s oUOIY UBTIOMION
056L°2 UTIOTY UMY
7eahrey SUBIY YoUSIY
9zl9°2 JIew eyosyneq
gl70%9 ouoJy YsTUe]

L6*8E . ouBaJ wHSODmeﬂu\ﬂWMmamm
T¥sn o3 €L6T 303

" €£L6T ur 91BI 93BISAY SOTOUSIIND SCUaI9IOK

(2) . | D

- €L6T 303 $on puwv . USGMYSq 9481 UOTSISAUCD JoJ oTdurexy -

Jay4ouB 03 UOT}BISJI UT UCTREN}ONTY JO SUTSIBW DPOYTWIT
q0u &7 AoUsIINO 18Uy usys potsed JoJ LoULIIND B pUER ¥ USSMLSG S7BI UOTSJISAUOCD JUTLBINOTRO JIOJ POUISK

IT XHHNY

tgaTouRIaIND Jo dnoad8 o Lousaand
TTIBTOTIIO UTYF T anTes PITJTIOU 9U3 3@ psigoddus



