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r enclose a_transcllpï-of Ðhe evid-ence given by you totþe comnittee. r shourd be grateful if you'õould. 
"iräio" thisand make i:l ink such al_terations as are:

i) restricted. to the correction of inaccu¡acies in thereporting of the evidencp; or

COMMITTEE OFFICE

HOUSE OF COMMONS-
TONDON SWL{ OrtA

ol - 2r9 5769 (Dircct Line)
ot -219 3ooo (swirchboard)

TREASURY AND CTVIL SERVICE COMMITTEE

ii) restricted. to the correction of natters of fact
eral sensewhich do not naterial alter the

any answer.

aLterations to the style or grammar of any answerbe made.

,\¿ta4

.l¿-v L

S.D. Barrett
Assistant to the Clerk to the Connittee

You should not aLter any Question, and. if you wish toerplain or give any additionar- infornaúion, you nay eithersubnit a f ootnote to yor:r' evid-ence at the ápþropriäte point,or subnit a Menorandum.

ï should be grateful further if you would- return thecorrecte9 çgpy to reach me within S:"¿,r", d.ays from the d_ateof this letter_. If special circunstatrces make this impossibleplease let ne Ï¡:ow, but if r d.o not hear from you to thatglr"ç!, agd do not receive the corrected. transäript withinthe tine indicated, the evid-ence will be publisneä in itsoriginal forn.
You should not make any public use of this copy of the

evidence.

Minor
should not

Enc.
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Ð/\KEN SEEOAE ÎgE

laEAgItRY ÁND CM ffiAä'1tCE CoMMmgm

lfoNDAY tL JAlfiIÁnY 1985
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MR J. ODIJNC"-$'I@ äna iG' DoIoC" PffiEEZ

Ihrlðence taken in h$LLo Questlons LlW ' 141,

}TEMBEI,SI CORRECTTONS

Any Meraber cf the Corar¡Íttee rvho w'ishes to coiroct the Qiuestions
addressed. by ?:-in to a Witncss ís asked to ser¡d. tho colrectiono to
the Comlttco CLerk ¿"s soon as possible.

Ulembcrs recelvLng theee l,rinutes of Evid.ence are askeü to ensure
that the lvlLrlrtes are conflned. to the object for wh.lch they are
prlnted. the epeciaL use of the }[enbers of the ConrmLttoe - cnd.
¿rc not glvcn r,¡:id.er chculatlon.
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JÁXSuÂRY L98'

Me¡¡bere Present:

i\& E&¡afi. clu Cann, i¡r the Chalr

l&n J\nthorry Searuont Ða¡k
Ðr Jerery SraY
I{¡ Jola Suowne
I&n Míclra,el Êrettsh

tr4r Terenoe Elegf.ns
I4r Ralph llowelL
I4r lvlic]ra,eL Meacher
l& Richa¡d. ltafw¡rLeht

îm n$. iIONo SItl GSOEEBET EOl¡lEr QSr MPr Chancellor of the

Êcoheqqer, a Merrber of the Ho,ase, exa,mlneil; MR J"G" LIIÍILEA', CBt

Secor¡d. Pelmanent Secretar¡r, Overseas Rlnanee Sectort

I,lR J. ODLINffiI{EE, lInd.er Seoreta,rryo Fri¡ance EooaonLc tnitt ancl

MR Ð.!uc. PERETZ, Åssiúta¡¡t secreta,rry, Salance of Pa¡ments

Div:ision, of H.M. llreaorqy, cal1ecl l¡ anô exanined''

Chaf¡mart

t]:l. chancelLor, $e aüe ve]ry grabef\-l to see you. as you

lcrow¡ you Ïranre beea ktrd. enougþ to f,oIl"ow the work of th.ts

Co",r.lttee witl¡ a partlcula¡r J¡ctereet $bm exactly tuelve

üonth' ago we mad.e the decr.síon to make a rong te'- fr¡qrriar r¡Éo

lnte¡natfoa¿L fl¡anoial. ana¿genrents. Of cor¡¡se, bearJ'ng 1n

nfnd. what ha¡pened. sLace, Lt nidlt be thought thst thet waÊ a

prescierrt deoislon Cerbain things that lrave happeneô have

r¡ncloubtecüy been ver¡¡ worrying a¡¡cl we are gilad' to have atr oBpo]l-

tufilty r:ow to taLk to you about them. We thougþt it rfeht not

or¡1ïl as you are verTr welL aw€Ïrer to talk to you, to the

Gove:mor andl to llreaor¡r offJ.ciaLs and' to receive ev:iclenee from

acalenl"os arril pr"aotical peopJ.e, broaclly speajdng on a world-wide

basis, br¡t to vleít the Tlnttetl statee and tElk to the cha;iæa¡t

of the Fecleæa]. Rese¡:rte and' the Inteznatíonal l{oneta'1ry !\rnd" anð

so ott¡ I a¡n askecl by the Cot¡tmittee to ex¡lress to you out

gratítnrde for ¡'11 the help that ¡rou b¿ve been gooô enoudr to
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glve us ln relati¡r¡ to th¿t visit and. to the inquÍay in general.

We thou6ht tocla,y, if it Ls agreeabLe to you, we uould. divicLe our

r-, I r - ã!_, l a- t-it- -a ---t ¿t- - -_-^t---- -^ -^r- ---L--Cl,LBOU,s¡E'LOn J.ltIO TI¡IO¡ IIISIE IO E¿1 rr. ¿lu9tÀl¡ 0r¡e t,]C(i¡¡ËL!.ËIJ Å'¿:t,l,s ËyÌJueu¡

whích is perhaps the rnost i"nportant J.onger te:m ¡natter rre we,nt to

ínqrrire 5:rtog ancl seconc$r to ta,Lk about the d.ebt oritis. llrere

&re a rn¡mber of overlaps about pollcy, coorùina'tionr wor.Ld ]iquidlty

and, the Llke, a¡rd. I think Ï¡e can eee hors tü,ese' ,svol're ff we oa¡¡

dív:lðe our cliscussíons broadly Ín t"tra,t way. ÀLthough there are a

numbsr of raatters whi.ch are h:tghly topícal at the present tlne, 'che

Conrtn'lttee Ís mrch uore ooncesred. to consitler the gBne¡'aL isslles

¡ather ttran perhaps to fix orr an¡r partícrrlar na,ttero and I ttrlnk th¡¡t

is probably aCght. Chancellor, I und,erstand, that it woulcL be

corn¡er¡ient to you, nnd I a¡n sure ft woulcl be heJ.pful to the

Co¡''mittee, if ¡rou were to nake a shorb openÍng statener¡t. PLease

do so, if you wor¡J.cl lfke, and, ue wlll start our generaL üiscussfon.

@ Can I begin by welcoruing, if ths,t 1s

not too poqpous a thlng to do, the Comitteets interest i-n thts veay

f'rportarrt a^rea, becouse it ts clear\y one of great significance

not just to thls countq¡, ancl e:çressing qr aÞpreclatÍon for what ¡rou

have saÉcl about the arsa¡rgernents nad.e for yorrr visit to N6rbh Â'nerico.

Perhaps I car¡ a1so Íntrocluoe ry teano I{r littler is the nern¡

Second. Pe¡-oanent Sscr€ta-¿-y 1n chnrge of Overseas Fin¡nce. IIe has

had consiclerable erqrerience in the fte].d. before ancl he takes the

pi.ace of Sir Ker':neth Gæzsns, to whon one shor:ld., I thÍnk, pa,y a

trlbute, althougþ Ít nay be u¡¡usua-L to d,o so; tnrt he has aclaieved.

a conslêerabLe reputatJ.on and. success in the ínternational fieLd.

over the Fe\¡en yeems he l¡¿s been there, whåch Ís a long tfme. He

has nou r¡oved, on to the Deparb¡oent of Enerry. Then tJ¡ere ís

l4r OdffngrSmee, rcho ca¡ce back tr,vo norths ago after tl'ro years of
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seoonctnent to the International Monetcr^:ry lbrrd't he 1s Ilnder

Secretaæ,y Ín ctrarge of the Fl¡ance Econorrlc Tln:it of the Ereaorqy.

Me Peretz is Âssistarrt Secreta.lry ar¡d. Ïfead. of ff.1 Dfvlsior¡ wlrtch

is the Balance of Paynents Dilr:i"sion fn the 0r¡erse¿e Fl¡¡a¡roe Sector.

May I take adr¡antage of your other opening semarkt by nakfng nhat

I hope r,¡lLL be quite a shors opening statement, because the

subject is suffícientJ¡¡ fuqportant a¡rd the 1e$¡es srffioientþ

teLevant anù ti-melyo sJ.noe I shaLL be presJ.cling: over the IMF

InterLn Co¡r.fttee nert week, for me to say sonething a':bout the wa'y

in whLoh I see the BrobLems of the i¡terrnatÍona1 financia.l systen

at the Blesent tí"rae? As the Comittee lctows, the¡e have been

suggestions tha,t there is a need. for a new Sretton WoocLrs, and' I

slrare the conoern tlrat proupts that suggÞstion' â col¡JêÏll for greater

stobillty a¡d. order jn fnte¡¡rational t'l¡lar¡cia.L relationstrips as a

basÍs for rsne$ted. econont6 p¡1osêsÊe tüe alL worrld Like to aohieve

lower i:r.flLlatfon, less volatile excha.r¡gp ]:atesr a r¡ofe orderly

syetem of Lntes¡atior¡aL J.errding ar¡il borsov¡!€; h¡t it le ry own

Jrrd.gement th¿t a suggestlon for a net¡ Sretton hbods tloes not give

the rfght lcind of si6nal" as to wha,t is, 5n practLco, need.ed.. As

stated it j-upIåes a neecl for nem obJectivese nee¡ nethod.sttne*'r

i¡rtern¿ttonal finar¡cíaJ. lnstitutlons. It pays too LåttLe attention

to the reagon wtry' J.nternationaL fl¡ancial ¡oaælrets and' exclra,r¡gÞ rates

tn parüic'¿lar ?rave been so volatiLe ín recesrt years a¡¡d too llttLe

attention as wel1 to wirat practlca.l steps can be talren to renecly

that. The Sretton iüoods system prowld.ed. a basås for stabiai'W

t?¡¡ougf¡ the clisoiptine it J.u¡losed', anil as long as the Ïlnited' States

d.oLlar rernal¡rect clcml¡arrt and the econory on which 1t l'¡as baseô set

a pat'be:6 ôf :leasor¡abJry weJ.J. rn¿inta;fnecl cr:æenoy value, the systæ

wae effectíve; but those coad,itions were erod.ed. ín tlre L!60sr ed
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a.stooaanycountriessougþttonafr¡tataanbltiousgrol¡.thrates

without sufficÍent discipli:re, the worltl Iír¡ed. for a d.eoade on

fncreaslngl*1r lnsecure for.¡nd¿tions of l¡flatJ.on and. nising l¡d,ebted.ness.

K I, of oourse, aoce¡lt that the world. wlIL not achier¡e sta'bllÍ.ty

agaÍn rrntiJ we create a satisfactory fra¡rework and' cüscipLlnee

whioh en¡iure nore oonslstent poLicies ¿urd. restore confiêeDco in

q¡æerroíes, lnrt it ís no J.on6er conceÍvable, oertaÍnly jlr the

foreseeable f\rtr¡re, that such a fla¡¡qrork sþdd be bu:i-Lt ì{)on one

crlrrency, on Bretton l,food.s J.j¡reg. Efuþteen months ago, at the

anrn¡al IMF neeting in tr'Íashingüonr I s:uggesteô that we roust Íil

fr¡tr¡re seeic stabfllff throu€h the cooperation of the rraJor oountries

whose cuæencies nake up the Specfal Ðrawlng Ri.ghts, tTrat lst the

Ik:fteð States, Japagr Fremce, Ge:euarry and. the Ïlntted dingd.on.

We stjJL ha¡re a long way to go, but the notlon that these five

coturt¡cles bear a speci.a^l responsibility to the rest of the world'

ís increasíngly recogpisectg and. Lt 1E also i¡rcreasingLy recognlsed

that they mtrst exe¡.€iee that responsibílft¡r by seeking paral-leL or

convergpnt econcmíc ancl. fl¡ar¡cia-L po]åcies withÍn theÍr own

bor¡nclaries wlïloh wlll se]¡¡e to naintafn the r¡alues of thelr

orrrencíes, absolutely Erncl in relatíog to each other. 0f cor¡rse

th¿t cloes not rrn[.Lï a rigld straftJacket, nor ís ft mearrt to i-pfy

that oouplete a:¡rangements wilL be settled. qulckly, or nade effective

without difficul-ty, but I am sure this 1s the practÍca3. way for¡uard'.

Or¡r {r,mediate priorityr 1n the shorb tem, ís to r¡rrtture the

pxocesg of reoovery tlu:ough a vea1f d.ifflor¡Lt period.. Ât Last

yearstì anrual IIIE' rseetfng l¡ Eoronto I aga;in icLentifíed. severaJ-

of the goa.ls we should. be seekinS ilolro I saLcl. that the worlcl was

passf.ng through a difflor¡-lt trans5.tior¡aL phase as econout{es adJusted.

to 1ower i¡¡flatÍon. It ls tnre of the r,¡orld. econoryr as of our ownt
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that a pedce has to be pald. for eoæors spread. over more thaa a

d.ecad.e. It hos long seend, to me ths.t the mose rêaqy errd. wtlJ:ing

we Éilre to accø¡rt tlrat oonc}rsion, the Less onerous it wfll be and. the

sooner we shall ha¡¡e the o?ra¡rce of e,ÍrsurÍng sustaÉfiabLe growfh.

lftrere a;re now gfowl¡lg sL€Ds of recover'¡r, ear.lier in some count¡e:les

tlun l:r others, but lts pace wíLL not anð shoulcl not be too rapiô.

Ae ctiffere¡rt cor¡ntlles sr¡ocessiveþ begfn to overcome theÍ¡ c,¡r

problerns of Lnbala¡rce and. infllationr lrorl¿l lecovellf as a l¡hoLe

shculd. eain strengtlL But thene are Íraporbar¡t d€rl8ers agarinst

w¡ich we neecL tc grrard., and. ln respeot of wbich sorire ln¡lorüar¡t

pmÆticel steps need to be taken. let ne now try to sumâ'rise the

broed. strateg¡ whåoh, speaking now as clraiman of the IMF I¡rterc.n

Corn"rLittee, I believe we shall need to fo].lov over tl¡e xûonths a'nd

ye.Lrs aheodo It ts essentíal]¡r plagaatl,c - and. I rnake no apolory

fo¡ tl]at, l[he dua-l af¡r, which is no!'r pr€tw w:idely sheoreclr J.s

so to mana€B the recovery that it is susta"ined. wíthout rehindlf.ngl

infllatLon and. go Jeoparctisir¡g tire stabillty of the tnternatlonal

fl¡a¡lcíal eysten; and at the sa¡ûe tÍ¡oe to ensure that those

cor¡ntrLes with partioularl¡¡ sevele clebt probLens ate restorecl to

eoonoutic hea.lth. I wiLL pf.ck out for¡r eLements of the strateg¡

for recoverry thot seem to me to be parttg¡Lladly rraFortar¡t.

Ffrst¡ major countries need" to contin¡¡e oolLectively to purgue

prrrd.e,nt rnonetar¡r and fåse¿1. poLicLes. 8trås fs the key to stablliff'

It was r¡nd,erlined. by the und.erbakings m¿cle at Last yearts versallles

Sumlt on the prrrsui.t of comrergent poLíoies. Í[l]ris, rather thart

arbificia-l oapital co¡¡trols or na,gsive íntervention, fs the $¡ay to

redr¡ce exolrange ::ate volatLJ.íty. I¡¡terrentLon has a role to playt

but essentlally I thlnk p3 ¡:rmlnger $ras rieht to refer to it as a

såôe issue, a¿d. to say that we should" concentrate on promotlng
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better und.erl¡¡Í.ng conclitíons. llhis is the ruay to.mnJce the m¡J.tÍ-

oïrrrency resetsr¡e systern wodr^ Seooncl, wíthln the ot¡e¡:a.Ll fra,ner,rorlc

of pnrCtent pollcies, cor¡niries neê¿ io engure that tire baianoe of

their lndivfðual pollcJ'es is r:lght. In some courrtr:Les where

inflatlon has been bmugbt down, where the buôget d.efåcLt Ls und'er

oontroL ar¡cL the ertenÐL pos53lon strongr there nay be 
. 

soope for

a rÍse Ín cl¡cnestíc activity to flrstaiJx ttre recover¡r. In othe:s

contirn¡od. ftro políoies rnay be neecLecl rather longer. Nowhere

wouLcl Lt be wlse to Iet uB in the ffgbt aga¡inst l¡rflatioru

Â parbioular responsibíLiff rests with the Tlaited States. flheír

suocess in reduclng lnfLatlon has been I'rr!'resoiver ht the rlslng

bud.get d.eficlt, Lf r¡ncheoked,, couJ.d. rlslc a renewed. sulge in prlces

and. fnterest rates jr¡st tth€n lecolerxr 1s gettlng urrd'cr wayo

Mr Marü1n I'eLdetei.:r, Chalrman of the Cor¡nofJ. of EconomLc Jlclviserst

saiðIàÉlNqvember - ênd I Erote: trI clo not see how we oa¡¡ ?rave a

hea"lthy econo¡uÍ.c recovety u¡:.lcss we have ilefioits co¡nf¡g d.own and'

coning ctown substarrtial.S¡rrto Aooord.ingily I welcome Presídent

Reaga¡ts recogrLtion, i:t Ìris State of the II¡úon adûcess 3.ast weekt

of the neecl to restm.in the growth ln the Fecleral. d'eficí*o But

the futr¡re figt¡¡os are str:lklngly large and. the task foa@i.dabJ.e;

he wl1l neect the fu.13. cooperat¿on of Congress ff the clef,l.oft ís to

be put, as Lt plainly rsu^st be for the heaLth of the wor:Lå eoonon¡ft

on a co$t:iJxcj¡¡gly ðeolåning path. fhirôr 'bhere is the need. for

a,cl.jrrstnent by rnaJor tl,ebtors, the soaLe of whose dtfftæLties lras

at tfnes th¡eatened. to ovemheLn the intem¿tiona,l fin¡r¡cíaL and'

banking eystem. IIere, the IMF has a cnrcíal" role" Âs Chei¡mare of

the Ï¡rter¡.å¡a Comittee, I f:rterrd. to clo ry utrnost to see that the

ftmd. hes the resorurces to pJ.ay its roLe effectivelyn ttre ¡oade

a welcome sta¡l't ea.r:Líer this nonth when the Glroup of, llen lndnstriaL
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oormtríes agreed. to J.ncrease the Genem,l Amangenernts to Sorrow

flon SpeaiaL Drawtne Bighte of 6"4 bÍllÍon to SpecJ.aJ. Ðæa!,:ing Rights

of LT bíLllon, and, j¡r ad.dftlon to rnake creditE avai]"abLe to the

I\¡r¡d. for Lemding to norrBarttolparrts 5J rnaJor pa¡¡Ioents j.nba.lances

threaten the stabl}ity of the Ínte¡nottonal rooneta'q¡ g}rsteu. Nert

weelcj¡rwas}ringtonwesha].lbeseekir¡gtoputínpJaceafi¡rthen

element in the package by agreeÍng to a sqbstantiaL increase in

I\¡nd quotas at the Ï¡rterfn Comittee rneetSr6 w¿tidh I ha¡re aslced- to

be brou6þt fonmrd fron /rpril. Àctive adjustnerrt poucies

orpported. by IMF finance should. help substarrtlally to restore

confLclence and.€ßcoura€B oontl$¡ed. prtrrate bankfr¡g f,Lovrs which a¡e

eesential to rnarry cteveloplng countries' Ad.equa'te superrn'sion and'

pnrclent j:rdiviù:el r:lsk assessments a3e also essentLnL cotponents

ofastables¡rstenrædtttscJ.earllypar*oforrpresenttaslrto

br¡LLd - at this otage often by worlclng nore or Less l¡rfo:oa'Lly and'

from case to G&Êtê - on tho tu¡rortarrt Bsogless nad.e in this aree ln

recent yea;rso lhe fourth element of the st^rateg¡r for the recoveqr

ls the need. to avoíd. protectJ.oilÅsm. I cLo not r¡ellerre ttrat the way

to solve palments problens and. exctrangp ra,te flLlrotr¡¿tions 1s th¡ougþ

inc¡eosecL restrictiong on trade which can only rnrpovenlsh us aLL.

I a,n gratefrr]. to you, I[r C¡afman, for al].owj:¡g ne to Eet out

brfef:ly to the c.¡¡mtttee how I see these ag,ior lrrtern¿tlona"L lssues

that conf¡¡orrt us. ytf lnain conclusíon is th&t lre caruþt look at

the system in tlre abstlcact or seelc rerneùies for real tliff|cuLtLes

ln a^rbiftcLcL mechantsms. [here is no substittrte for co]'lectivo

agreenent a¡¡ong coulrta"íes on sould" poJ.Ícåes, a¡rd' theLr tm¡slatLon

Ínto tndtr¡:i.duø3. Bractice. .and. there 1s no reaLístic aLternative

to the lra€Ea,tio appsoach of blliLdlng on the exåstJ¡g inte¡n¿tiona"L

lnstitutåons and. ensr.rr-Íng they are effeotÍve. It ås a task to
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which the world,ts finsr¡cial authorities ur¡st be seer¡ to applit¡

themselves Ì¿ith all clLligenoe and. o proper senÊe of urgenoy, and.

¿t^^! ---f,-I-t-- !- lt^- -^---^---t^ -¡ F--- rr !--L-t 
^--_------,--J,

É u¿¡¿;¡ùt t;c¿'1,¿r^l.f,l¿J; I$ Wre ¿Ltrp.LpéUI¡ OJ. IleE I'¡t\JeH'Ey'El t¿AY€trTIIlClIItr¡

¡,714. [hâr¡k ]rou veqt/ xnuch. It is rrg¡îy useflrl to have ]¡ori¡r

vie$¡s as Chalrma,n of' the InterJ"n Cormittee. Could. I first ,

assocíate the Conmíttee wa,mjly with the tribute you parid. to Sir

Sir Kenneth Couøeae n¡¡d to weLcome you and. your coJ.J.eagues here.

ïJouJ.d. you al.J.ow me on behalf of the Conrnittee to congratulate

you on your ChaÍmanshfp of the lrterin Corm:ittee. I a¡n sure

th¿t the general views that you hare Just been e:çreseing are those

whlch are ver¡r uuch ín the ninds of the Comittee. Inciclentally,

theæwere, as you wtLL apprecíate, pronlnent a¡¡ong those r+hlch we

had the oppor*ur,Êty to taLk to Mr FEldetelal Ðr SprÍnLai¡ and,

t¡lr Volcker, artd, acadeuios, Members of Congress ancl others of you

1n New Tork.. Br¡t rather tha,n go through those nattere I think

ít wouLcl, be better tf I call ÍndlvldìraI membets of the ComÍttee

to e:çrese a view; but again tha¡îk you for your int¡oduction.
(Si¡ Ceotfrev gowg) le". certaJ.nly.

M¡ Eügljsh
]-r]-5. I shou.Ld. lÍke to starü by saying a feÌ, words to ùhank

the Cl¡e,ncellor for hLs aseistar¡ce fn regarcL to our visit to

Washington a¡rtl New York. Cþnoe11or, SÍr llerence Beckett, acoord.fng

to the Flnanoial Eines of 22nd. Jarnra^:qy, sald., rrlte a,re sttll 2O per

cent less competitíve tha¡r or¡r mEUÍn trad.ing rÍvalsrr. He was

referríng, I think, to the exchange rate, althougþ in the quotatlon

he d.oes not actr¡a,LLy say so. Ðo you agree?

@ I thlr¡k it ís ralslead,Íng: to rost,

oneeelf on a singJ.e figure of ths,t klnd., becauge there a;re a

rn¡mber of cllfferent oomponents'which Eo to make üp ooupetitiveneÊrs,

and. I l"eave on one sLd.e tho obvlous ones, quallty, d.ellvery and.
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Berfol mg¡rcer h thêt, rêspect. Br¡t the concept of conpetltiver¡ess

as a neasu¡fu¡g tooL cloes br:lng together two qulte cLifferent id,eas.

O¡re is the conl¡etLtíveness 1n terøe of Jrprovener¡t of, u¡tLt labor¡r

costs a¡ld the is¡rovenent of oost efff'clency in that senoe, and'

ary rqI¡rovemeat of that küxð is prrre nett gatn, as -it welei but

It also enbraoes the iu¡laot of reLative exctronge late posJ'tions¡

a¡xd. it gpes Ì¡ithout saylngr hrt it should' be sa¿cl even so, that an

lq¡roveneat in coupetitfi¡enese achioved by exctrange late u¡ovementst

ar¡ fu¡1tlal iuprovement 1n prJ.oe coupetåtlvenessr O.f ''bhati.l¡J.nd

ca¡rios with it of course the rlsk óf offsettfng featr:res, nanel¡rt

ar¡ Íncrease in the cost of LuI¡ortecl nateriaÅs o'nd rnad'*r¡Il conponents

a,nct eo oai and. theref<¡re is lntrj¡1slcally Less dosipble flnn

fur¡lroved. oonçetLtlveness acllieveô by sheer per'formance. If you

actur.Lly look at the flgure you quote of 2O per oent æ

L7L6. No, I J'st quoted frora the llLuapgial_ ELoes - I was

qr:otfng hin.

@ Êcaot3.Y, I an shorbha¡tding that

for the noment. Ehatr I thlnk, 1e by ¡eference to the base ctato

of L975, wþich is the one !¡Ie conventional'ly takeo I think we ou€ht

not to be too begUiled. by that partlc'rú.ar base d€,te. If one takest

for ora,u¡1le, the second quarter oî l)li when there was not a notable

obonrs of aonplairrt about oorpêtitlvet¡eEsr then the fig¡¡¡e is

si6ptflca¡1f,ly J.ess tlun thflt. It 1s L0 pel oeÛt Ln relatlve actüaL

r:¡rit labor¡r costs anfl aotqally plue one - ûl other words¡ no cleterLora-

tion set in relatlve e¡gport ptÍceoo So I tltirik one lras to be vely

careful not to endorse, pr:t in orbít and. then endorsel a ffgure

wlrtoh appe¿Ins to be a fåg:re fo¡ r'rhLch o¡o.lr'lshes to gos obanges on ou'ly one

sfde of the account and. the exchange rate åe only on one sid.e of

the accourrt. One a].so hs,s to remember the rrnd'erlying figure nrust
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be aifeotecl ancl nust hs,ve been .,af,fected. over that partÍcuJ.ar

Beriod. by the aoo€Èsåoa of oÍ1 â,s a coqponent of our cua1renc¡¡ ancl

by the fact t?¡at lte a,rer on last yea,rtg figuree, nrming a vely

$rbsta,r¡tiaL cr¡¡rent aocor:nt su4'1us on ba.lance of pa¡¡neûtgo

I a,n very a¡xior¡s to ayold., therefore, ae I s¿yr puttlng in orbit

and. endorefng the particular figure yoü Eleotfoño

:'r],:1-. But you really basically a,€ree with the CBI Confere:¡ce

¡ather tlpfi the CBI Co¡nciL on the occesj.on when they last

disagreeô about bhe excl¡a¡rge rate?

@) fn so far as oae can rcalco a Jud.genent

of th¿t klnd.o llhe lnterestÍng thine is, uhen th.e CBI placeda pfuer

before us 1n the Natfonal Eoononic Developnent Cor¡ncÏl ln August -

I arn spenking no$ f¡on rae¡rorry, but I thtrk theywero;ayCng that

wh¿t we need.ed. to achieve was o¡t iuprovement j:r u¡rlt Labour oosts

ttrrough lower pay sêttlenents of 2 per cent a yea,rr an {trFlovenent

1n the r¡nit labor¡¡ costs th¡ougþ higþer ¡rocluctíviff of 2 Ber cent

a yea¡, and. an i.uprovenent in ooupetitívoness tha'ough exolran€Þ

rate clrapgee cf { per cent a yea,r spread. over three yoars. Now

that represents thelr insígf¡t at tte.t stage when the excha,lrge

Iate was, I suppose, about 12 per cent higþer ttra¿ it ls tod¡,y.

So it fs another reason for not r¡ndenrritlng the statistLoal figure

of 2O per cent wittr whích ¡rou startetl yorrr questioníng'

1rL8. Yes, you aLso L{qkedl ln of.l, whích I dld not nentlont

and I do not L¡row whethe¡ SÍr [ere¡oe d.!d. So you d.o assune, I

take it, that there wiLL be some f\¡rther reductLon i:r exchange

rates i:,s a resuJ"t of fa.Lling oí1 príces?

@ I ôo not aeÉ'une ary such ttringl noo

I tlltnk the &tffiú.1rlty about nakíng ar4¡ such assrrn¡ltíon 1s the

dlfficulty Ín d.eterrrinfuig how far, Lf, at all, cuqr poselbLe olunge
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in oti prices trrEry o! reny not h¿ve been clÍsoorrnted' fn ad¡¡a¡rce. flhe

poseibilLty of a falL in the oiJ. price ís sonethíng t?rot has been

ca.mrassect f:rcn at Least tnelve nonths back, I suppose¡ inoreasfngly

car$¡assed, af¡d, tha,t is, nr¡st ìhove been, one coElponent of whioh the

norkets have beer¡ .bãkfeiJ. aoooì¡eùr I d.o not thùlk one shoulcl as$¡ne

thatralthough I read.lly ao!¡rowledgB that oiL as a oomponerrt in ou¡

econorrtc st¡tætulo Le a featr¡¡e which lras alr effect on exclrang::

rate jud.gwents.

l)]:9'Ifol].prlceefal]''ítpreouablywor¡tcl.h¿rrearraürerse

effect on the exokrange rate but a benefLciaL effect on the econory

as a whole. When oiL prioes went qp Ìte sta¡rted' on the c"r¡æent

recession. It nfd$ be that ff they went dor'¡a the tleveJ'oped'

countries nfdlt gain sone reverse aclrra,ntage. 3ut if thot Ls not

your víelvr¡ what is Your v:ies?

@ tle han¡e novecL on to a &ifferent

question now.

LtzO. Not qr¡ote.

@ WeLL, we havè, wlth respeot' I4r Ðrgl1sh'

you are now l¡av'ltfng ne to 6f.ve ry \rlew on the effeot of oiL pr:lce

chan6es on the eoonory 1n a wider sens€ - ancl of cor¡rse I wl'LL d'o

thet. on baLance, plainJy a Lowe¡ oiLprfce is good for our econory

beoause 1t ís }ücely to Lower the rate of lnflatl'on world-wfd'e and'

adcl to the rate of growth world-ld.ôe¡ lnrt it sr¡st be said" that a

erafi¡,,L or nod.est fau. ls nore lifceÏr to be acl¡rar¡tageous tha¡¡ a

proclpl.tate one, because any precipl"t¿te ctrangp is 1jlely to have

d.J.snrptfve effects outsLd.e this corrntryn It also has an effoot oa

oqr exclra¡gÞ rata, of co¿rse, ht as I have sa5'ð already' the effect

on the exctrange rate nay aLready have been antlcfpated'o Perhaps

that is enou6þ for the aonent. Strt Lot ne a'dd' one other thing'
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Aleo of ooürse it cloes potentla.lly aff,ect our tatr rsl¡ouuer elthou€h

th¿t agal¡r na¡r have been offset in whoLe or Írr part beoause the oLl

prfce ls detelnir¡eil norld-wíile in doJ.lars, and. aq¡ ciran6p iIr tire

doi.l,ar/sterllng exclrange rate adds to the sterlhrg re\¡enì¡e while

no longer oo..e....¡

Lrz]. lla¡c is sonet?ring 1¡e nn¡¡ went to èiscuss 1¡ith you Lçter

1n the yea.r.

@ I nentLon ít for the sake of conpletêÛ€sso

t522" You safd. it lras been rtarrtJ.cipated.fi and. you neant

presunably, not by the Sank of E:r6lmdo obvíouslìr Ít was not

anticipated. by then uhen they Lost sonething llks one thousand.

n{llion d.oLlars in the course of tno nonths ín the laet qrarüer

of the ca,Lendar yeoro

@ [hat ís a lathel d,Lfferer¡t concsptt

if I nay Êa¡r eoo I an saytnß, to an extent, because no one caxr be

certaÍn becanrse na¡kets cannot be tracked. e\ren retrospectlvely rrr"tth

cerÈaint¡f, ht to an extent ohangee ln the ofl price'rnrst h¿ve

been one of the conponents und,erilying the ctranges in sterling e¡ccha¡¡gp

rates over rece¡rt r¡onths. Ilhe questlon of Bar¡k of Elgland d'eaLtng

in lntenrention 1s a separate question, of oolrrsêo

1t25. You ofte¡r expl,alned. to us th¿t there is no publLsheil target

rate for the exclrange teite - and I hrow these detaiLs are decLilod'

at a Lower level and I think port of the lower LeveL is present

anonget your offlolals - br¡t one d.oes wonder. ilÌ¡en the pound' was

rega.rd,ed. as hÍgþ, dld. the Bank r¡ke as rîrch noney as Ít Lost out

of, the resert¡es ín the 3.ast quarter of the last calend.ar year?

@) f Ao not have the fig¿res rvith net

but cerl;ainly durin6 the tr¡elve nonths when the porrnd was rd'sürg:

very strong!ry there was a veq¡r substar¡tiaL offsettfng ad.d-ttion
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to the rêsert¡es at least exoeeding tlr¿t whtoh lras taken Blace ln

the Last six rronths. Is that rfght, Ib Feretz?

(Mr pæetz) Tes¡ Go{ng baok t9 the ntddLe of 1979 there

?ras beeo a nett adclftLon to resea1res. l[}re rrnd'erlytng change in

rese!\res af,Ior¡rrts to a nett add.itíon rather tlran a nett faLL.

Lrz+ I¡r ¡ea1 telrls?

GtrPereø I ¡rea¡r Ín noneY terms.

L125. 3ut why do we do thie when we belåstte in a free r:arket?

@ Seoan¡se througt¡out the polJ'cy has

consfeted. of intesr¡er¡tion l¡r conôl.tÍons of narket tr¡¡bdlerrce for

the sake of snoothing, ht not inte¡r¡entLon d'eslgged. to holð 4¡6r

pe.rül,cr¡Laæ rateo [tre point t]rat h¿e iuet beer¡ nade - the fact

that ol¡anges in the reserves on the tfay up and, changes on the way

ilown have netted, of,f favourabJ4¡ to the adclltion rather tha¡¡ the

reduction shorüs the coneÍstency of that patterne 0f cou¡se it has

flLuctr¡¿tecl. lilhere hnve been perlods rvheo intes¡eation both woys

hns been on a 1a;rgÞr scale tlran other's. Ehere have been tLnes

when there l¡ave been particrrla¡ly slrarp novenente, aatrbn"l

o¡ threatened., in the exclrange na¡kets.
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1126. Is tÌ¡æe not a,n lnhereut tJreeetlcaL ooutrad.lotfoa bet¡ween

bxrrng to heve a uoaetcr¡r target - I grant yor have oversl¡ot that

a¡d cira¡ged tt hÉae anô etlll onæel¡ot Xt - anô a fiee na¡kot on

tJ¡o o¡cotrangp rato ead, æJff¡g fu l¡flr¡e¡¡os tho oroha¡gp rate?

(Slr Ceoffrev gorrc\ lf thst was ln etüræ respect what

îre ilqre 'hr¡ffne to ilo the¡e would be a,a l¡bøent oontradllotfon

br¡t tt Ls not wbat we a¡e {g.yin6 to d.o eo thoro fs r¡ot. We a¡o

not trrtng ts LnflLuenoo the orohan€B ¡ate ln a,ry pollcy senser nqtr

are ue tE rrng, to have a free narket, !f by flpss nørrket pollqr

you aeaf¡ & poltcy froe of lutewentfon. Ïltrat we have haô fe a poLioy

of fntærroatLon dooLgnoô, æ I beve eaLÔ be.fotre, to onootÏ¡ aüd.

oveÞ.oqt BoteatLalLy sharp ctra¡gpe fur tÌ¡e grohs¡c€g latot t'ak{ng

aooourxt tluCotrgbotrt of the e¡rof¡a¡¡g€ ¡ato €¡e onÉ, ooatrfbutcr of

uo¡retaqf poltcy. So tbat po$ct¡r ie not as yo¿ hwe cloeoqlbeô !t'

It Le closo to tJrat descsLbod, by &. ftrn{nger, who hae been befcce

you, lürfclr te Itlxst tbe nonotartr¡ polioy fs the pcl¡a¡ry obisotivo btrt

lt tg rþoossa,rlir a¡¡d, sensj.ble to take acoount of, t¡l¡e exchangp rato'

aB r¡rolL, a¡d. to Ôo Lt 1r^ tho way I lrar¡O dososfbodo If ono looks

at tlro otlre e¡ctræe of polLcy, tbe llol.ted' Statee lrgtty flelL

wlgro¡t øcoptfon has rulod, out late:sventlo¿ of t¡lro kind which lro harre

boe¡¡ Ca¡ba¡Cclng on occept at veny oxceptLona[ tfses. It ls aot ot¡rl

po:Lioyo otbsr oorntrles, fot e:r'.a¡:rEl,o¡ trlaaoo, havo boea nucÌr

Eroro actlvs ln an Lnte¡rvontfon polLcryr doeigpsd to gesulo a parttotrt'or

tatc. [heæo fe a d!ffiotrence ae largo ae tf¡o df;tf,erenoo betnreen

ohal¡¡ and, otroeeo betweoa tÏ¡e eoal"o of, fatorvonu.on ovgr a sholt

or 1o¡r€ perloö lm¡olved, ln tÌ¡at polLcy a¡rd' ot¡¡ Ôr¡n. $¡e eoale oe

latær¡entLon J,n a il¿y or two it¿ys, Lf, o¡ro ls to hold, a güven

o:ccharrge rato, ca¡! e:Ëceoô tJre la,rgeet fllon witl¡Ln a nontil, epeakfrlg

rctrgffi, at tJ¡et¡ hefeht Ln o¡¡ cmra poJ.fcyo Broy alo qulte

dlfferont polLoiss a¡d, ou¡e polloy has r@efned. r¡¡aha¡6pdo
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1127, l'lhen I quoted, a paper ¡rrftten by Ðro rrmfnger fs.trr¡n¡rÈatlon

bere I asked htn lf, he stÅLI agreoð wttÏr ft fa tho llebt of ùat
hai! haBBonod. tn Srftaf.n and. ho eal.d, yoo arttrorgb r.¡tren hs eaid, tt
he saLd, he d,td not havo yotr pertloularly tn ntnd.

(Sfr csoffrslr trowo) I an not sure wh¿t statonoat yotr

woro quottng to hf- nctr r¡bat trensl.atLon

1128. l'ft¡ ca¡r eoon fl¡d, tår¡t.

(SiF Geoff:lov,Eowel lfe oan swop Erotatione.

ilb¡ friglj.eh: Yor a¡e quotlng 6. Íþrnlnge¡r, I have refraLneil

f,rcn rlofng so aotuaily.

Ivb" Meaober

1129. Ie ft not ttre c€¡se, Cha¡celLor, that tJre ocohange rato

has shlftod. ovor tJre last tbroo yoa¡s fræ 1o581 æ tJræoaborte,

up to 2,45 ar¡d. tJ¡en domr to 1.54 or t&ereabotrts? Ïior.rld. you not

acoopt t¡hat thig had. veuy llttle to d,o wltlr tJre r¡ndeorlyi¡e etate

of tl¡o oconotry and. a goat doal wltlr othæ f,acto¡s and, re¡æoeontod

a mrbsta¡rtta1 dpgee of nlsa116æonto trrlÏ¡at LEosone do€e tt¡at

tell you abor¡t the lnadeqæcy of cr¡nent poU,sJr for nana6fng ttre

qrcf¡e¡gB ¡ate æ not nana6fn6 Lt as tho oase nay bË?

(Sfr eeoffrq¡ gc,ue) I thlnk it ig a oha¡acteælEtfc of tlro
volatll.:lty fn exchange rate leveile whloh hae been one of the

conco:Ens of, thÍe cmlütee a¡d. of ott¡erg. I:f, one looks - of cgl¡r€e

tÌ¡ers æe omer¡ts to bo nads oa these ffgures but r gúve the raw

figuros f,o¡ what thoy are r¡orttr - ttro off,octLvo rats of sterl.lngl

betwçen Ncvenbæ 1976 a¡td, Ja,nrarry 1981, tÏre peak, roee by 51.2

por cerrü., thst 1e fron Novenbon 1976, tÌ¡s bottclno lflro ÐoutEcho

I4ark boùroon the ond, of septenber 1975 a¡.d" tt¡o end. of soptenbæ

1979 roso bV 37,1 per corrtu $re d.oIla¡r, 1978 fo¡rü¡ qusrt€r

to Novq,¡bæ 1982 roee by 16o2 pæ cent. ar¡d, tJxe yon, encl of Decenber

1975 to encl of October 1978 ¡ose by 61.J per centoo Now yotr wil.l
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ffnd. tn hoæ a eeloe of, dowawa¡d' etops ln tho yen offootlvo lato

gi¡oo tj¡ar¡ - I w{LL not boro yor wl,tJr töæ - whlch I thtnk B¡obabls

total alnoot as Êuoh es tho 61., pel oent. uprmrd. novæot¡ù. You

ntLl" rææþss E. l¡rrrlnger dieoussü¡g lt t¡f.th ïo¡r I ül¡k, tb¿t

tihet dopceoÍatl,m !n f¡be of,footlve rato of fJ1g y€Û wa8 takj.¡lg pJ.aoo

nottråtboüanôLng tlre nost voofferoue lgotoeteùfons by tl¡oEo

lsegponslbLs for tJre Japanes€ eoo¡¡crsr 1ü rrae tJrs oppoeLto

to wbat ütsy wa¡teil. ÍIro polnt I an naklng le +;hat these væy

largs ctra¡gBe ase de-etabtlLsLng, tÏ¡ee a,ls ve:sJf gOocl reasono

fæ eoekLng to norre tor¡erd¡ a nore etaÞLo pattem of,

fn'tsunattonal f,l¡a¡oLa"1 a,æa¡gi@ents snd' a' ve{qtr gooô r@son

fcæ rrs dlLgouseLng tl¡eno T.:rotdontalJ,y !t oT¡ould' be noteÔ thet

of, flt¡e otJ¡æ c'ureq¡ol,es I have noaüLoned uons of, tÏ¡oee bad ths

addl.tLonat l¡¡paot of tr¡r¡fag fræ bqfng a g¡Iðlanoy of a oomtry

wttTrout oAL to bel-Dg a quÍletrcy of a co¡nþy wltl¡ otle rlhLch ie

an adåltLonal fætdôble faotæ to tt¡e t€agotlgo

lrr}.Ilo yo6 aot ag¡ee tf¡ot tþoso novens¡1te ln the sf€3].l"ag

rato ro¡nosent not j¡¡st vo}atilLty b¿t a eubstantfal de€Eoo of

ntsa.Ll.ggtent; tbæo bel¡g a cloar dlffæe¡ao botneen tJro twot

parttoúæly sface Lt went up as fa¡ as {t dl"ô a¡d. hås tow qon€

rfd¡t ilown?

(St¡ Ceofgtey Uoyol Wh¿t ono oa¡x saü 1s that lJ yor¡ want to

sùrqy ülo altigûe¡xü of a or¡¡renoy !.t consists of, Lte a.lL€æeat

tn:mLatåm to otJræ orrrencieo, all of rdrich æCI obsn€J.ng ü¡s13

afigrcent, oæotlnee ln t!¡e saÐe dlseotlon, sonotü¡ee Ln dfff,erent

dl¡ceo.t¡lor¡sn Ïlbet Ï an acoeptf¡g fs t"het cl¡lrng ttre PæÍod" s1l¡oe

tþe Bretton lloods aæansenent tJreæ l¡a,s bs€n such a lasgs.

aor¡æt¡nt of s:Llr.'t&o world.ts nojor or¡¿senaLee ln botlr dl¡ootlons

on mrctr a eoale that tlracs ¡¡uet have been Da¡Sr aonsntE rúren those
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cusncnaLes wo:ro ntee'ltgned¡ alttrougf¡ whlott onÍ, was nfeaLt€nêd' 1n

¡olatl,oa to what at a,ry pa¡tÍa¡la¡' tlne ts ùtfflou1t to toLL at

a,¡ry parücular tl¡ro.

'lrr1. Is tf¡e¡e not an argunelrt, glven r&at you bavo oaLil, f@

byrng to sstabLlsl¡ a ta¡get qat¡angp rate even wlth a vlde ba¡¡ð

ecnewheüo a¡otrad, tt¡o vtotatty qf l¡t¡ers lt ts at tbo greeent tfns?

Ml$t that not llnXt the exteut of nlea^11gørent? 1 taks acco¡¡rt

of, what yotr havo saLil as tl¡e f,f¡et of fo¡r pofnts 1n you

introürctocy rona¡ko, tåat yqu sfnpl¡r gut eûlhaoåe on ¡nnrdont

nonotanry and. flsoel polfcLes ln <¡¡do¡ to ¡oðuco exchange rat<¡

volattlftyo I¡x tbe 1ight of tl¡s e¡rtr¡e¡rieuco of tJ¡e Laet thseo

yoars that 1e not onorgþ a¡¡d. ôoee ono not ¡rooð to loolc a6a5.n at

tho poosiblllty of, eetablfehing a targpt oxohange rato, podraps

in co-opætfon wltt¡ the otjre¡ f*se: oor¡ntrLes.

(@ T-o¡ have rcved to a sligbtl.y dtff,æont

grouul uhtah 1a as tntereett¡¡g and, ae tnpc¡rtanto I tJrf¡k ttrs Ùu¡t'd.En

of qu¡ orpori.onco, tJre br¡¡den of tbe crrcperLonoos of, these otÌ¡æ

cor¡a'tæLes a,nö tbe lurdeu of, {¡t¡e ovltþacs yor have had' frcrr Ðr.

Eb.'n{n6pr and h. !åelce 1s t¡tet tt wo¡Iô be vqrlr dLf,f,feuJ.t to

est¿bLlsh a¡¡d, rra{ntain a tacget for tho oxohanee rate aod. that

hae beeu ttre eDcpstience tn tùrlocoantirA at sevoraL ûtfferent tl¡se

sLnce us Þocane a fLooteö crIÍt€DC]'r lf we look at the ex¡rerJ,eaco

ln 1977 whon Lt was Lntended. to oap ttro rete, aE you know at that

tine ttro¡o w&s a EubetantÍal eüd,,ot¡stafreil effort to achieve tt¡at

anrl ln the ear.l tt rÉe not achier¡ed. Btat ls wþ the evldonce ycnr

ha¡¡o i¡ad. fræ both yotrr Golsan rritnesees has been to æphasLse

that tt¡sy do not have an cobango rato targetr ttrey havo a ElonCIy

euppS,y ta¡gBt tange, as we do, and, ono of tt¡o cc¡nrlltl,ons of wlriclt

they ta,lco acoo¡¡¡t tn fr¡.Lfx.Lllng thst polåcy ls tho wa¡r fn whlcb t'Ï¡e

oxal:an:go rate Le b'et¡¿vlngn llo novo on to your sooond. polnt, I reaill.ly
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a

soo t'het 1t wo¡'ld' bo prof,æable fæ pooplo engpgpd fn tnte¡nattonaL

traclo to trEvs no¡o etabls oxch¿¡6r¡ ¡ate arræonte, Jugt ae lt uould,

be ¡nofe¡ajblo to hsvo næe stabLo, loee tnf,Lstlona'qr ilæestlo

srmencLss, anð !t ie to that as a¡¡ obJocttvo r¡e otrgbt to be

ap¡lbCng ou¡selves, îot, as yot¡ setô Just nowr þy ooeklng to uf¡holô

Bnrdont nuretary anð flecat pouofes but aJ.eo a greatæ ooúvorgenst

to tpcJf and tllnl¡feh ü¡e faotccs ûÍch lead to tt¡f.s vol'at'l-Llty'

6. nnlng4 s8¿ù tf yqr¡ acür¡eLry sorgþt to brlne toept¡æ tbe kYy

cu]9euc!.os at tbf,e acoent ln ædec to tEry to harner ort beùfe€n tl¡æ

heno and, t¡ow an ar:angpnent f,or gfoatæ stabdlfÐ of ocobange r¿rtoe

yqu wout ð ba¡ro L:lttlo cl¡anoe of acbtevlne that, ubi.o]r lo why qy pol¡t

at VerEatlles lrgs to æ¡üastse fb€ obJeotfvoo tlrse eet out a¡d' to

ltutrn¡'sr so faa as o!É¡ oan, t'be pollcy of hs¡rrrg greatæ oolrvCIr8€Û¡oe

botrqoon dtffæont poiliolos of Ôfjforent ocn¡nttrlee. llo to fLx æ

e@tdt¡r cmclrange rates fs not attafnable but proslosBt p¡agpattoallrt

toward!¡ Leoe lnstabtffff of oco}ra¡€Þ rotEs tÈ doef¡able aûclt I hoBo,

attalnablg ovsr tl¡¡e.

1rr2. Ca¡x I nove oa to fJre qrrootloa tbat l{ro &€llsh pa¡"üly

'ücuohoð onr If tho 03EC Inlco nere to ellds os e te¡$¡'tt

of a f,atlr¡ro to a€reo oa trroch¡at quotae rùere do yor¡ antlcil¡ats

ft rridat eettle?

(s!¡ coortrg¡ gowq) r r¡otrLcl not Sreslrno to of,f,or e

prediatd,on of tbat klnd"

15'," Can I he].p yor tåen¡ l¡agr¡olr as Ilofoesæ trþ¿,o'ùgn, f,ca

fnotaoco, hse fl¡g€pEtoô 1t nf€ht settle at scnglfl¡æe LLko 11 d,oLlare

and, noet BsoBLe thtnk ü¡at fe a btt excossLve. If 1t vero to faLL

to sooetlrLng of t?¡o cadsr of, 20 to 25 dol'La¡s, whÍch noot poople

t¡¡fnk co¡rtd uolJ. happon, what ¡rorl"d' be tho offects on tbe &lttstl

eooncc¡¡?
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(Sl¡ ceoff,¡sv gowo\ I r.¡or¡J.il ¡ather not @, even

hypotbotlcaL3.y, to gfve a¡{r afrseseneat, IæonLse æ fcæooaet. Ono

of tl¡e ,lcyo of, bol¡g a ¡nofooeor €rs oDBosoi! to bsl¡B a fLnanoe

niaLetæ fe thst ¡fqu na¡f bo free wltþ you fcueoaets wltho¡t havl¡g

rospo¡tsLbüfff f,gr thear !¡¿vfng an l¡rpaot on ttre outefde weld.¡ ths,t

Ls not {¡nro for all profor¡sots but noet of tTrso Taktng yol¡l

guootfon a lfttlo noro broaðly tl¡an that, ae I saiô at tlre outsst

a fa?l tn tt¡e o11 IrLce w¡¡lcf¡ uas nodeet a¡rd. graö¡.al wqulcL be

benoftolal for rsaeo¡s t¡hêt I havo gfven, fut I tt¡fnlc tT¡at a elur¡t

ancl, fi¡bsta¡tÍa.L f,+rlr loavto8 aeldo ttre UK fo¡ tjhe nc'nont, r¡ould.

bo l1ko1V to havo euch a,n tnpact on ottror cor¡¡ltrlos 1t wottLÔ

operato ¡tlgnlflca¡$ly to tl¡s advantage of non*-oLL LDCo and' .tndood

noroLL OEGD oou¡rtrleoe but oa OPSC oorl¡lælcs, partlcularly tJrooe

t{rat h¿vo boon unde¡ o16rrtf,1cønt pîos$¡ro o,ryïay, sucb as MorLoo

on Nlgerla, !.t world, havo $ very otraqply rltsaürantageors sffsct. I
ttdrjk tlro Ereotlon Le ',vtrotJres tbo oapaolty of tho eooaælo oyoten

to respond. to tåo grsater grstrtt¡ poteutl.al of tJ¡e oo¡¡rt¡fes tbat

hsve beou aôvantagod, world, be as fast as the ¡ocessity for tbo

ootür{ries t}rat l¡ave be€¡¡ clf.eaô\ranta6od, to reopond to t}ro falt itt

{*æl¡ oÍL ¡svon¡e. If tÌ¡ere w€¡s an tnba.lar¡oe fa that thæo wou1d, bo

I ü¡¿nk a r¡ot n{r¡t¡s cæ'ponont as fsc ae 'Þ,he r¡æl.il econoqr ls

conoe¡rrecl. Drltaín would, bs standlng, fa that s€nso, reLattvoly

nostroL as far as that saone uas conoomed,, but one rl¡st oay tttat

a,ry sl:srp and, eubstantlo.l arrd. rapl.d, chango would. be llke1y to harre,

at loast,fæ a tlno, a dLstrrbfng sffsct on tho pattorn aðva¡ood.

by oræ own oconæLc and, ffeoaL etrrrotureo I oannoi defumfne ft
or naarrurc l,t becer¡sg ono wo¡ld. h¿ve to knou a gfeat deol of

otbe¡ r¡Í¡lcnow:xs.
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1rr4. Ofve¿ th¿t tbe ooet of Iuoô¡ol¡¡¡g a gaLloa of, Saudl' cn¿de

Ls abcut orio ôolLas the poeelbtltt¿es of, a oolLaBse ero oofisLdorable¡

rouful yor not a€roo, partXsula¡úV uheu ü¡elo Ls, ratÏror contaa¿T to

that, uhat you seæoil to eaü at trbo bset¡ntne, eo llttls possfbl¡ltIr

of, a sæld eoon¡ofc reccrven¡¡? IfoúÔ ycu' llke to be ncre $recfse s0

tl¡e eff,sot of fntæost ¡ates a¡C, oroÌ¡angp ratos as welL ae on t€¡'

rsvenrss foc tÏ¡o IIK?

(Sl¡ G;eoffrey Uol.¡e) ï wqu1ô ¡att¡æ not offer ¡recfse

¿Llxswctrs to that beoauso, as I sa,yr so mrch ilopendo upoÛr what Le

hapBi¡nfr¡gi {n tTre reet of tJrs wælð and.'úst othæ aeeunptLono

ono ue¡cer¡ about the llnitod' Kü¡gidæ eoonoqro I Ïra¡/e ai-irar t¡be

gualttatfve po!.at tbat a lor¡s¡ of] prico worlÔ ltkeLy tn iteolf

lcacL t¡o l.onæ 1af,latloa wcrrld, wfdo, ltkoLy 1n Ltselg to lnplove

outïnrt warlô dfu, oo long as lt iLose not irave tt¡Le fnbalancl¡g

offect l¡otwoen odl and. non-ojl oorntrfeet âncl te Ukely to have ecrle

effeat on t6w pay and soon@Lo conôLtlone bot¡h ln ¡elatLon to

out¡¡ut n¡rd. fnflatlon. SrL'te how the nlx wo¡.ld. wæk outrl r¡ot¡ld. have

to knon{ a g3ea,t deêt næe, oætalaLy tt would. be r¡¡odee f,æ ne to

offe¡r spoculatLve coaclr¡sfons before ürte comLtteec

1155, Ca¡¡ I Juet, as ä f{n4.1 qr¡eotionr aols yor r*bethæ fn thfe

stü¡€,tl.oût, wlttr a vg'Jr f1uld, ol"l" trnLoer ¡r@ thtnk thæo Ls a

¡eal, ¡Lelr tbat tÏ¡e lsaent dolgeoLatLon cor¡-ld. orreæ-shoot?

(St¡ Ceoggrsy Uoue\ I wouLd" heett&te to acoept a,ry coneltrsíon

bsaauao lùat ruq elnply do not krowr u¡l'ess a¡d' r¡ntfJ tl¡sy happont

ls how fas tJ¡àse Frogpeatfve ctrang€e aatr ar nay not ï¡ave boon atroacly

d¡lecú:¡¡xt6å anil r¡hat ott¡ec faotcus 'ace plaaneôo I r1o not tbfnlr Ï

c8¡x aocopt tüst ¡nopoeltloa. I na¡r Leave tt 1a yoruc notrtjr but I

wcnrl"cl ratJrer not acceBt 1t n¡roe1f.
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Irh. llatmmfgtrt

1116. tlc eÊtnod tTro lnprogsloa tn Nætù 4næioa a¡¡ong na,ry of üre

dlffæent auJhcrsttl.os lre cqrsr:Lted. t$¿t r.n t,!rel:r'#.ow, neÈ au. of +..her:,

oollootive agroonoat enon€st tJro cqu¡trfos of tho naJæ ooo¡¡ælso

wcuLd, i:o rucl¡ næo r¡soful tî ¿t !¡ras nqto rslatod. to qoha¡ege rate

na'na€enont or¡ea at the erpeneo cf boing loee r€latgcl to nonotary

targoto. Ia thst conneotlon ca¿r I aolcc aro tbo¡rs teoÌ¡nicaL

objoctfono to al'tælng tÏ¡e noneta¡T targote lu oonsoErenoo of wlrot

hao happonod to tho exchaage rato? Ie it not Boooåble to havs an

effootl¡ro llnkagp betr¡eon the two?

(@Qgoffrev Howel It ls cortainly posoible ancl neooseary 1a

aeoeosLn€ what 1s dssl¡ar¡le and, r¡bat iu happenlng eo fa¡ ae oorætaqy

polLcy Ls concs'ned. to take accou¡rt of o:rchange rate novæentorand.

tJræe ono st€Jrds on oonnon ground, wlür yrur Gman w"lt¡sgsee.

Ono rnrst telce accor¡nt of ü¡on fn cletesf¡tne tho ove¡alL etarxce of

no¡er¡tosJr po1lcy agaagwoats but to boilove you oan fatroduco a

nect¡anlo ftmula to aohfevo tüat te to dooolvs oneseLf. Ono

rææbers the SwLse str'æJ.onoo 1n 1978 whon, as fac ae I reooLlect,

tttel¡ nouetary tar8ets weo f,æ ¡¡ tl¡re a su$taLned. thlng br¡t fn

thetr caso Lt dl.d ¡om¡lt in a nonotaaly o:rpenefon wh.l,oh tÌroy ro6ard

ae tlro oa¡¡go c¡f thotr suboequont lnfLatLonn so r thk¡k it is
d.lfftú\rLt fa a wor.Ið of floatfng ratoe to ]¡olÍeve that ons ca¡r

oustêfn tho need to focue on ycnu nøota,rry aggegatoe Ln tJxenservosr

O¡e takoe accor¡nt of ttran, I do not thlül( you can ffnd. tho

nechantgtf o f o¡'¡nrLa.

1rr7. lf we nay oþy wtttr thfe questlon of tlre poeslbtlftfss of

offeotlvo collective a€roenont anonget tho loaclJ.ng oorntnfos, yol¡t

a"ln on t}rLo, as r tt¡fu¡k you orclÌresssd Lt ln yo¡¡ openlng otatonont,

le ooLlootlvo agreenent on sou¡xd. scononlc polJ.ofeeo l¡iorrld. it not

be veary r¡¡ch ¡:oro reaLletlo a¡rc1 achfova,ble to qln at a clegroo of
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I

oollootLvo aohlovq¡ent of, e:colu¡rgp rate polloÍoo tt¡an the

vetr¡r. rrclv anbltLous afn of tdîffng to ggt cl¡¡rooceoj.es, .mrbJeøù

to ro€uLer eloati,one aûd, so on a,nô a lot of polltfoe1 oorslcloratl.ons,

to agroo on eonothlng so vast as sor¡¡xd, qc@cÉLo pollloLoe?

@ I thlnk, fJ you l"oolc at the poeiu.æ

of the tnlted States at t¡be ¡nenont tlÐe, thoy oætafnf¡r wo¡ld,

etancl, aBart f¡m aqr attupt to f,osus oa the agreæents d o¡rahe,!€p

¡ates oncl tf ¡'or J.odc at the Gæans, f,æ tf¡o teÊsous gLæn to

ysu by Ïr¡ Enlnger a¡¡d, Ibo Rteko, tJ¡oy aleo wonld oonùLn¡o to

attach a ¡rXvacy to nonetar¡r poL:[cy.'by atteertLon to tl¡o orc]¡an€p

rato. l[¡oeo arc two so]"fðty paotfcal. reaaona fcæ boLlørrlng ons

wo¡-Lcl not fl¡d. lt eaeJf to go dov¡¡ that roaô, oa the otÏræ h.ã¡d. tlro

attæFt to eoolræo a beütæ bala¡oe o.f econæLc policleo, altholglt

tt counds gnaadlloquert, a¡od, I eoe tÏ¡e potnt you a¡co nakfng, oan

bo ¡tut Ln noasurable tæE e¡xd. oüs can Ldeatify obJootfves ü ' 
*

lfrrcgl¡åt, of lùlcl¡ o¡e oould. crovgo If I can take tJþ scenB as

tt ha^s appeared. wer tJ¡e laot year or two lrere ðo a¡¡Bea¡ to have

bee¡r tt.¡o oqnttibutcory factcce to ths LnbaLance a¡¡d. stil¡ctt¡¡e of

tÀe wcæld eoonc¡Jr. Ono 1s tbe oontæact bet¡reen næetnry anil

flscal polJ.oy tn üê IInXteô Stotee whæe I Ïra;vo eelö aa,qf tfnss -
aü/¡ thtg le f¡r no sense an æfgfr¡al thought - tJrat thel¡ fLecaL

polfcy haÉ been too ¡rol"axed. along eld€ +JreJ.:r nouotøry policy tn

E¡rgu¿t of Lowee fnfL¿t{on anô ae long as tlu¡t pæsJ.ote you a¡rg

gol&3 to got hlsh lntæeet ¡ates 1n tJro UnltÆd Statee with tùÐ

ef,fer'rt tha* has on øcohange ¡atoe aso¡nd, t'tie world" 0n tbo otlre!

l¡aûdr' tire eax¡e kl¡d" of poeltLoa fu obvcree o¿u¡ bs fut fonmrd. orl

tl¡e Japafieso econor{r wt¡so t¡?sü nouetary and. flscal. pollcy hae

harl" tlie oppooito effeat. [be enrt'hccltfes Ln.both those cor¡nl¡rl"os -
g{ve cx'taks - vq¡ld, aocept bott¡ tJ¡ose proposltLons. lf oao was

abie to sosure botten cotrr¡qrgeincs betnoen tÏ¡ose cæponoato ttroa one
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wouLcl ûovo tor{asd,e l.oso volatLllty, næe roarfoü.o, uhatovor tåat
rdetrt noan, exat¡a¡rgp rate roLatlonnhJ.ps. so lf ft fs ha¡d, to
nanrmrarì¿¡ Árrnn.rtol{n .l¡a.Tll-r.l..l^-^ t- ¿t-^^^ ----Lr ^- r--bwvweu-v -uu¿uBu.¡v¿¡s, ¿¿¿ t¡¿u¡:¡u (juuguqJ.É¡'¡J To lo\rGJ Lll,

tt¡oso dl,roctlone r an not euro ft wor¡ld. be a,ry oasfæ to d.o tt
ln reLatLon to +hol¡ o¡ccl¡a¡gp rate poilloy. At the ¡isk of ecotrír¡g

sux oÌ¡n 6Jarr which r wttL eevo Ln a ncnent lf necessacy, r nentfon

tt¡e E\nopoa,:r Monetary systeno r tt¡!îlc it ts a fact tl¡at that

ocd.:a,r4ri rato neoba¡rl.en has operatsd, to sorls øctent as a f,ranswo¡Íc

whLoh Ìrae on¿bLed, nenbæ statE gprvæmente to ¡reoer¡t tbel¡ pooplo

wlth a nocesolty foe pol,f.oy doofsLons whfot¡ would. ott¡ond.eo hare

been less obvlors a¡rd, Lees easy to takeg tJrey havo not alr,eyo

boen tpJcen wfttr cor:¡rloto sl¡ccess. so it deponds r¡hlotr one yan put

fl¡st. E[Lt]ræ ]ray you aro goLng to have to oporato oa d,æoccatLc

lnctltutfons to achl.eve ttre rieht ba-la,noo of, dæostfc polloy.

}b. lfaif¡lrr¡tghtc slnco yo: havo put tJro ball 1n pooftfon ver¡r

oloso to yor¡r gpal r:ay r a^sk yor whettrc¡ ttro tæsnl of tlro pound.

ln tho rast fos weeks and. lndoecl ito present pooltlon vfs-a-vie
tl¡e Þil{S cucronoJf dloposes yotr to loolc agaLn - I èo not ask anlr ncao

than that - at tho BooolbtlLiy of beet¡nlng to rægotlato brlngC.ng

etor:l*'g lnto tt¡e Ð{.S?

Gfrsf¡nan

1158. Sofcuro you e,f¡swìqr tilat, I ses t?rat yor ha;vo a tæamsorj.pt

in yolr ttsnd. Dfô you eoe tbe veryr for*lutgt¡t oornent ttrat the

Deputy Gs\rotrnæ of tl¡e Baolc of e¡gland, nailo to us a weok egn

today on that mrbject?

(SJ¡ Ceoftbsy Eowe\ W eyed[fghto JmedfatoJy on tt¡o couent
nadc by tho CtraL]3nan - i tttlnk r:nr:*-rrra.13y bocauso you a,ro ver¡r laconfc
ln ycru.' ocnneato, but ¡rotr wqre nov€d, to eayr rrlt Le a, vqrJr, voty
tnpcætø":t and. cloa,r €lnslrtæ¡ rr
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1rr9" Teo, l.t wae.

(S,lr Ceoffrov gowe,l ¡¡d. I wae get$g to eobo al¡noet Breol,soly

wT¡et tho Depr¡ty Govmcor said. tbæe. $¡æe qlea¡ly aae atlraotfol¡e

as etrr,{sa€pd tn t¡¡ffÍg'to ftnd a franewoals whLch can ooûtrLh¡te a

gfeatos degles of stabttLty fn roopoct of occfrangp ratool br¡t tf yo¡,

Jud6æ that on lte orwr, lf, you l.rtroü¡ce otÏre ccr{¡o¡¡ants of

|¡xstabt![ty tnto yo¡r eoononl,o polloy you aao aottrelly oetrfng,

hqlrq\r€æ r¡wsåttl¡gty, to ile-stabll:lse tbo nooha¡rtÐ yÕtl a¡s ioinl¡g

anð. t'tre ga{n ls not wcrth tho ¡æLoe. Jot¡f¡g tlro *ohangp lato

nsclra¡d.sr !.e not a poilloy, Ít tE a dsoier.on to ailbore to cearüaln

objt¡otLvee wfd.ch heve o€baia conoequentl¿L polLoy lbpæatLvee a,nd.

tJroee oormoçrontlal polJslf rnF€tatLv€F nay nea¡x v¡A[fngness to

rafee l¡ltæeet rates sha¡"ply to naLntçfn your plaoe ln the s¡rotæt

r¡s sons oo¡¡ntæl.es have lrsô to ito, tj¡e wültngness to Êove ver¡r

sha¡ply fn relatton to the gublto goctoc doffcLt or at îêrJt

$rbets¡rtl¿I coet to yqus lesqnres. I¡:, our oase I thtnlc the

o@ponsnt to r*rich tt¡e Deputy Govqrrcr d¡eüt atùeatlon, nanely tÏro

tnpaot of petæq-gl¡l|tency f,actc8s, about uhLclr you ooJ.lea€l¡cs

have beo¡¡ ptsssl.n€: no oû the posLtlon of ot¡r olærenc:y, doeo nake

one etLll ap¡nehonefvo abcnrt Jolntng. I thfnk Dn. Rfelce

eal,ô ù1 flro ¡:aot, rIDo ue a fa¡ror¡r by not befJ¡g Ln Ltrt. &8t vLew

le boo,:rr{r'g leeE fL¡n e¡¡d. I diû not gpt the lnlneseLon that eveu

he beoane or¡æ¡¡heLnln€I.y oåtht¡sfastlo. Ího expæisnce I Ï¡avo eeoûx

of Ere @rof¡a¡¡gs ¡ate nechanien ftraving talcen ttre al¡atr of næo &en

onÉ! ræ.l1gmont co¡f,æO¡roe. iloes gdve oræ a¡r t'tnf8lrt tnto tJre
Ls sr¡ch a thtne

flanor¡cclc of collectlve disclBlfu$ f. o€u¡ gÍvo tt a plCoo. I
ilo not thtnk tJre faot ttrat 1¡t¡e Deptrty Govem,or sets ant ca¡r be o\rqr-

Ioolcod. at tjrie otage.
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Ilrr &ay

1JN. Foopl.e r¡lLL read. your oponJ.rg statæont vry oaæofu1Ly to

soe in ïüs,t¡ regpeai;s you wors adäing t<¡ wtu,i you iravo protnioueiy

eaicl" I wo¡dæ lf you oor¡lcl help then by polating ütcrr 1a the

rlgbt cll¡r¡ctfon?

(Sü Geofflev-uo].reì I have not or¡phasleod. tt 1n ttrot uay
gooLogfcallY

becauso or¡€t:s tborl€ht trEcocess 1g necess;üllöcratüer1¡g and.

ls a dræletfc a¡rd. ilevelopL¡g bugLnesse

1341. flreno was 0!6 grraee that r,¡ae new to ne, pothaps yor lrave

ueod. tt 'bef,cre, tt¡e ltease, rrtJre new Sretton tfoods dooe not glvc

the rtght sf.gnal.rl

(gü Geoffiev gwe) ToB¡

1142. You seLd. tlrat.

(Sü eeoffrsv gowe) ry:¿t te cartafnly a new phraoe althougfr

I tako ccodit it fæ lt n¡¡oe1f.

1141. Tsu B¡¡Lð that yotr felt tÌ¡at ratJrqc tha¡r look Juet for

nawrþsg ft gavo too liütLo attentlon to tlro ca¡rse of, volat{Ltty

Ín r,¡csnt ovsnte aad. tt¡e dl¡sctLons to which ronedles ehouLd. be

oouglrt. ïotr quotoil s@o novonents of excha¡¡ge ratoe of a r¡¡nbæ

of ocr¡nfuLse ln reply to Mr" lfeachæ hrt yan úid, not qiþte ary

of conpetltivenoss whLch ns,q¡ people worLd. fool to bo

of, a groatæ lnpe,ot on oooncoLeo includfng, I thfnk, yorrreelf

boca¡rso lt laoludes tJ¡e vLtal factcr of labu¡r ooete?

@Yss.
1144, 0n reLatlve unft labqur coot, nccnalfeecl, tJro IMF tndøc between

1976{ovr and, 1981 one, the uosnalLsed ¡alatlve untt labor¡r coet

i¡r tJ¡o UI( increaeed, by 79.1 per cont.. Is theore a,ny oou:rbry tn the

laet flve yeaÐ6 whlcÌ¡ has $rff€red a¡¡rtbl¡:g lflce a ooqla,rable

sbi:ft ùl ccarpetd.tlvensss?
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(str coogf¡sv Eows) Tcu a¡o tdrfng 1D76 four?

-

17458o 1!81 ono, tbe trot¡eh to peakn

(St¡ Geof,rrsv tlows) Ta&tnar as ycl¡ eay, tæor$ to peak

I wo'¿lcl tbf¡dr lt te nost fnlgoþab1e Þesar¡se no oor¡¡B - ¡nuhaps

happlLy - ls able to stete a ocrrparable oqrele¡oe alon€BLdle

or¡ss¡i llb,s taotreb fbcn rstrtcb t&at startE te a ûco¡& fl¡ed at

a polnt when ql¡t ocqnor¡fc condltlone flele suol¡ we had' to begfn

E¡ftlne la plaoe a fmtdablo IM[' a(jusbglrt !8ogr-aIrþ. By eü\y

star¡dsrds lt rnret be rsgncded' as havtüg ggno furtr¡æ off t'he n€ìp

t¡hsn La retaospoot eeoûs to havo bOelr nc¡oeÉsaelfr Eo otlc, gtarte at

a pe.II{F lettæ of Lntent lor¡., To¡ tJren novg f,rcu¡ that on

t¡rordr a perfoil of, adJustnent eet, ovæ tho nort tü¡ree Jreaasr by tho

${F [eüto¡e of lateut acooopanfoô by tj¡e oxcose of potpo-sur1rsno¡f

sta,tu.s. In aôdttl,oû yotl fÍarf yorroelf,, not frn tlro fl¡st tLÉe fn tåo

trrtteü I{J.n6Ém, gpl¡e tbrql4& onE of tboeo porlodic bouts of,. pe.If

rran{a }¡}tlch aff,oatcô r¡s f:ræ tt¡o'rvfatcs of 1978 on. ."8Q:;tlrEcg

psng'firL oø¡lonolrto eae at wcck congecutlvoLy or !n pacallol.

Ao I sa¡¡ I do not thtDk a,4r ottrer oo¡¡rlry worrl'd. }rave o4¡orl.encecl

ot¡ch a rrnl.quo ccrrbl¡atlø. of facta"s.

1746. ìürotsvæ tbe ca¡rse lt was tJ¡e oog:ü exlEoe inoldsnce of,

volatÅLtty of oøSlotltlvenees r,¡e har¡e seen 1n tire i¡ôrstrtaL

r¡fOg0l"Ô?

(S{¡ ceoffrs¡[-uowe) Yee, becanoe Lt m,e takfi¡g'p1ace tn tJre

co¿tøst of æ:¿astrene oonbl¡¿ttlon of ol¡q¡ngtaaceso

1r:N. ivÏaür I ctrar¡ yous attentl.on to tüe fact that the tcotr8tl wae

l¡e fact no lonæ tlra¡r tha'.:laeaoôing frcnr€h tÃ 1973 tbree, IIIIF

/¡nu¡s^I Bepæt, atta¡rt 18, pa6e 48i

@ If I oan Ìr¿ve a look. Yee, tba,t 1o "

rt&tl.br¡t even so tlrs pofat ie {t Ls the tægtrdt and, ft was a

tcou€h ¡reoed5.ng the ¡n¡üfne |n plaoe of, the Il{B ad.JuetûenË
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prograrno. llheæo le th€lr tho o11 factor, tf¡o wagp eo$¡loeLon¡

al.l 'l¡bree of, uhtob nako {ihel¡ cq:sesutlve oontributíon.

1148. In t@s of poIlcy, agaln IIIIF repcorür Þage I, lt Ls

so¿il¡ trûnong taü¡strl"ol oor¡ntæloe by far tho largest lostaLotLvo

shf:ft wer tùre past two years, oqulvalont to nore thau ]$ per

cor¡t. of GNP, nas that of tbe Ïlntted lËngdcrr; no ot¡her sl¡tft

exoeodþcl 2 Bæ oq¡t. of GNP a¡¡cl ecne of ttre r¡h^ùfts ran 1n tJre

opBooLto dfroctlon.rt In tetns of ¡¡oltoy ad,Justneüts tiho¡ofcre t&øù

asafn oones o¡t as t}¡e nost exbeno of, ary tnft¡stútsL oountt1y.

(sl¡ eeorrrey itowe) Br¡t th¿t a€Etn, if I nay s&y Eo, s{Hrts

fræ a conditloa whlch called. for a cnrbetantÍal po.LlcJ, sbüt a¡cð

1f ono looks at the cments nads by euoh cÏ¡aractæe as the $,fF

Ccrtn{ttoe on such tÏ¡Lngs tbæe fs no tn¡[ttoatton t]¡at l.t uae an

unJuottffabS.e poilloy.
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Ind.eed. 'i;he whole l¡u¡¡ûen of the analysis ono j.s hera;:jng fron tho Ftmd'

ancl f:¡on lulonsíour J,e'r:oisier 5n paa*båcula,r hå,s been the r¡eoessfty for

egtr¡hasiel$g tho neocl. for a s'üate of rest and ono seos it verl¡ cloar.ly

in the Uattod. States.

1349. I t¡:t1l oome 'irad¡ to the coment f¡on ths IMF Later. Nevei'tholess

you ctid. say r^rha,tever the e4¡Lanation about class bebp,våor¡r that you tbl$lc

r.¡e¡ do need. to paof attentlon l,'o 'i;he rc¡no&ies of past volatilLties.

Aalong those ::eneöåcs pcCrs,ps c¿'n bc forurd. some ù¡ thc cl-trec'üion th¿t

you lrave pointed. to r^¡krero you saicl tha'b some corrnti'ies ]rave to gct thc

balar¡cs of thoår actirritlos right Tnrt otlror cor:ntriosrancL you er¡¡ne¡ateô

the ve¡cíous ìrale¡xc.Js to uhích at'ücntíoa uust be paåd.r rna.]r ira;ve scopo

fo-¡ goms c:il¡a¡¡sion of d.cnancl¡ I tlïjrdc aLL the ba.la¡rø¡s tlra,t you eru¡ner:atecl

you voulc ms¿inta,i¡n 'i;irat the UK r¿as eatisfac{tol$r ulloxÌ' Are you thorofore

sã¡Æ;1g t¡¡¡t thel$ is sone roo¡u along. ld"th that jÐ other cc,w,tlCcs for

c:qpe;rdJ:ng d.cn¡,¡acl is¡ i;lro UK?

@) iVo. tth,at I h¿ve se;id.'ntes: ItIn sono couot'rLes

gi:cre j¡"flLation has bEcr¡ b¡ougþt dor,rn, r,¡årere the bud.gpt d.efåclt is urrler

cont¡¡o1 and- 'bhe erür:aal positLon sticorrg, there nay be scope for a ríso

in clcneetio actlvlQr to sustaln tho :eeco'vozX¡.rt Ï¡cleecl the,'c is a rise

wftich nery in ar¡r evont bc takj¡g place. If I nay put !t Ín a pocap]u:e'set

for .bl¡ose co¡nti{.os t}ra,t a,rr, Euoocssftl.lly pürsuÍng a meùir¡n teru polÍcy

for {Ír¡¡ reclgction curil control of their ¡nrbl-lc sectos d.r,'fioÍ'be t]¡en in

so fr,r as thâ,t s'b::ategSr is on a ploper counse a.nd. j:r so far as thÉ;se fs

r¡o'o¡n for thr¡m to ad.just Ín ord.er to z¡eual$, lsl Iíne rclth tha'c sfuceuteryt

so bc¡ it, and. ln tlrl; autr.æ s'i;ate¡aent t*rtehlte grbllshod. ín 'bho e¿uttmr'

r,¡e jn&íca'ced" *hat 'oy ttrose staixd.a,rd.s 'i:irerc rnaf ire scop€ for fiscal

afius'haant of â1 nullllon. tha.t va,s tlre figure wo êiscnsscd" then.

I a¡r ínclicai;J.n6" th.; iatcllectus,l fsEìmcwodl w:itlai-n r^rtrich one is

appmaclrtng it.
1":¿5O. Ðo rre ls:ol¡ that al"l, tho beå¿mccs flls,t you lis-lr tiro thr':e
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bale'.nct:s, r¡:o eJI satísfíod. ln tho UK a-b the nonont?

@ It clepend.s how you d.efine tho ertenral

posltion. If you choosc to tnal-" eny jud.gnent on the oxrxrr"rr¿5-+ æ,te
LLIJ ÞlJ

'Urtlre nay be ::oon for tlifferonoes but lf you choose tC o" fsrr as thc)

cu¡rent accourf; bala¡¡ce of pa¡¡nents ís ooncetned., clearþ tirat is
ríght.

1151, so th+ TIIí raay 1 e on¿ of tl:oso countrj.cs i¡r r¡lrich sono

crqpanaåon of c1,:¡n¿urc[ r,¡ouJ.il help?

@ 'lhere rnay bo scopo along the 1Ínes fore-

shadowcd j.n rqf atrbr¡urr stateraent lvhich r'¡c she,Il har¡e to consld.sr r,¡þen

ne lc:or.r nore ai¡out ít.
Cha-læãrr

1i52. Do v¡o see the trnrblic e:içlenåi,;u::e r^¡iri.ir¡ papcr tonoræw?

@ Tes, youdo.

Ðe Sray

1755, n¡¡su¿ng tlro sase ürowlrt f\rrbher, you latar qn êr,T,,h"e,,sieccl

the qrr,cs'i;ion of convexgÐnce. lÏrts was tho phæ,se used. ai; Verrsa;ill¿s.

By convergence clo J¡ou nean t:verfbod.¡/ ackieving ze:ro l¡rflatíon and.

zc:rc su¡rent bal¿urccs?

/!ì,i* 11,'^'l'fmr 11^..,a\ r¡^ T ..*,r'l ã . ^.t '!.^*r- ¿^ 1-.. ã- -----^r ^^\."-!4 liYYr!!:!ji.L .¡.W ¿lv. ¡ wvss ¡pv UÉ4!l uu UH 4U rr-L-lluarlu

as ths,t. It ls of cou¡se a Bicce of E\:æ-opeak I thùcl J.:r orig:in,

econor,¡1c coÏ¡-rrê:fgenco. 3y coirvcrgmoe, e,lrd. tJxÍs rnay sotü¡d. lll:e an

Isislt:ant s atxowÊr, I mcr,lr the opnosi'cs of m¡ssfve &ivergenco ,co

ilog:i:t rd.th ancl. it is clearþ less easy rlo achiove i;hc raisror affustnent

onc l¡a¡rts Íf you l:avo vir:ry- r,.nid.ely &Ívergen1; j¡rflation ratcs, ¡ur:ch

nose d.iffÍctrl'c to achåevaj 1t, but if you have verXr rÍ.d.cIy tl.ivergenrl

fiscal ¿urd. ¡¡one'bar¡r polícios, as r exem¡rlffied. the Jeipe,:resc a¡¡d. the

Untted" Stai;i¡s l.rlth ti-r¡ír ptrsiy'pull effeictâ on erchange mto

rel¿i*ivLtåcs end. intorest :ntgs anrd. so ozt 
- 

uh¡* I a.n really

10



sayfug is ono ca.n ccrl;ainJy soe ïta¡rs ln wlrtcir the act oouJ.d. be prt

together better r,¡:ithout focue5r:g on a precise set of zeros to place

aLor¡€sid.e eacb other. In a t?¡eoretica.lly id.oal r,rorlcl uero inflLation,

rrr¡lvcrsal øcro uovsrent of oxcherrge ::at<¡s rrfght be rlght, lrut tl¡e

pæbabiliff is you caruþt poosi?:3y ogtablfshr aÍrd it çoulcL not bo aC$t

to eiotablish, zc:co oxchango ratos becauso they wlll bo rovlng to reflecr|

ôifforentlaL ratss in tlro ëconoq/, lnrt ze¡o exchange ::ates - I r'¡ouLd, not

saðr hoorcp-h forbh¿t.

1rs54. l¡tru. a¡m taïsi:rg abou'b the ad.jusùnent prcocess, not Just a,i:ou'b tho

goals. 3.s countries got tholr :þtos of irufllation clc¡r,¡r and. hopefltlly

soononic gror*h up, l¡¡xqnp3.o¡rreont dol.¡n ancL oo forllr, is it necessa,rtrr

for all cor¡ntrdcs Ín fact to folLon tire sa¡ro pa'ch toward.s 'cho 6oa.1o

arrð by convergence d.o you Enen that ttroy fol.loru thc sane path or folJ-ow

ntrtr:aL3y consLstent paths b+cau,ge just nor,r you saåcl e:ccher¡ge rates

nig?¡',; neocl to adJu.st bccanrsc of re].ati.¡e adjusfucntE j¡r the e{trtrc'tturs

of tl.ifferent eco¡:onfes?

@) f ut su:ce thoy wouf.cl rro'c follor¡ tho seuao

pa'bh i:ecauso they s'!a,ilÈ frou &ifforent places with üifferont ocononic

Loade and. oppor'ürmii;ies of cou¡:go. 3ut 1t Ís clea,r tJirÊtt it fg rr¡:r¡ccessa;r¡r

d.lvi:r,genco r.drLch gives rÍse to o:rchenge rato r¡o1atÍlif anonget othor

things. Tou a¡e no'c goÍng to olimlrrate tho sujngs that take place in

tho bala¡rce of pa¡rreents as cor¡rtsåes from nonth to nonth a,nd. year to year

che.nge theír tra*5ng posJ"tion witLr one ano'blrer, and. those a¡:e bound. fo

be r.:fLected. one ÏJay or anothor ín theår exclrangp rra{;es anil. there a¡:e

ctl:er ihjirgs litråch tlre rvorl"ct &id. by a¿td" La¡:ge ðo qrtto a lot to !:eep

und.os eont¡¡o1 so long as tlra Sretton tlood. eysion lasted..

1155. Ia ttri.s &lffåcult budiness of fina¡rcing thcrefor:e, r,¡otrld. th,at

prnctical p:¡ocess of arljustnent of 'bhe rahole lot of d,ifforerrt

iratíonal cconotri"cs and. positloirs, of *iff¡¡-¡errt changes and" so ont
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bo rvhat orxs aoans 'ÌTy converg:mce jn tha,t eåù.tt*Íon, rvhåoh rvould. scom

,úr.¡ bû the i¡J:rd. of p:rcbLen on l.¡lCch a ceri;aln a¡noun'i; of a-nr"lyeís night

j:e r:.cq¡S-r]. as 'bs r:¡J:n---b in faet o-ne nea, r-t. as r'rcll as thc t¡ess of

acidevJng lt?

GiiI Ceg.ÊÊåS[-EgJ'r"i T*s, I 'rrhi:rlr thot is rC.ghtr ancl thc,l is one

of the rc:rsorrc¡ ï¡hy I attach {rrpo:rbe.nco to tlre d.u-,r'eloping btr'-proclucts

of the Yerrse*illes ccrûunLquo, if I r¡ay sc,¡r so. Hher: is the d.ec1i::r,tíon

of ín'i;ent ruhic,ir ís a otcp in i;lre right d:'.-s:ction. l'þeæ is tho so-ca'Ilocl

Jergcrrecxr Study of thc r¡alue of j:rterr¡ention nhere I said. in'Ioronto

'üI:et at least ít orrgiet not to be Ðncidnee'¡r frrr justifVíng ûi.sa6æenoat.

It or:ghJu i:opofrrLly to bc eonclthJ::6 ttre,t secures tha confug 'boguther of

vlerus if pssfblo, and. tJre norr¡ orlc sces evÍd.cncc of the ünii;e¡d. Sitates

bclng r.rll.iir:g to coirtcugrle,to convergpllcc in other !¡cnðrsr 'ilrcn tlrc no:x;

it ís possibLc to sec tho Uirrtcd. ,Sta,tes acccptfng thc ¡¡olc of interv.:ntion

along'bh..¡ llres I have ôeecril:orl. t'he tlrircl fcatuse uirich ca.n €nergrr

I tld¡dc fiþn 'clre: Vo:csc.,i.L1es agrocrceät is a ôcvclolment of 'ldre rols of

tile Xatesmational l{one'ba;ry lbnd.r rrh¡r,t is called. the Er¡¡nrcillance rolc

of policics fn rclation to cxchangr: rnte a¡rd other r¡¿ttcls, It hsd ¿r

clcnr positíon dur:tng' tirc llrutton l"iood. reg:i-ne. I'b has not hed such

a clee¿ foo'chcLd. dusÍrtg tlr* cuæcnt cfcctlms'bances and. you nry Lnolr

tha,t at 'bhe noetÍr:,g of five financiaL ivll¡risters las'c a¿rtr¡¡n l¡c r{ers

asslstod. by tlrc p:rcsence of rihe tlrna€i¡l€ Dlrcctor of 'bho MoneÍ;a.ry Ibrid.

i¡cgirari:lg to offcr 'ühe,t Lcj.:rcl of, j:¡sigbt. I thinlc a d.ovclopnent along

'3hose ll:res neuy be oivi, ÏJäy of n¡rnthesisJ:rg 'i;he d.Lalogua be'iareen the

fivc key euscncies €Lnd. Íf I nay sa¡r so it is the lcJ.¡rd. of a,roa in

l¡hich I r¡ouJ.d, vr,rifi rru,ch uelcone such advicc e¡rd. ínsigtrt as t]aÍr:

Cor¡lit'i;-*c f¿els ei'i:l:; 'i;o gC.ve becaarse åt ia very å11us'.,æ,tj.ve of the

stcp by step r.ray fn r'¡l¡-lch ruo havo to r¡ovc otr:schrcs l¡aC: to a less

¡¡olatåle rystcr I tl:-i:.rlc.
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1j56. Ia it '.lot srther disappofutfr¡g that thc,t rleetl^ng' to which you

rcfu.r ts in faot the onJ¡r p::aottrcal s'Ûop r,Íuiclr secßts to ha,ve been taken

at all on this question of sua"veåLLancc?

@) f tn¿rg thâ'b I vorrl"d- oerto.tnJry hopo to see

noge d.cr¡elop!:g &nn it brrb ít ar¡,st be ræs¡rbarcð the nli:d. and tJre

institnrtåons, and l¡d.eed. thoir offåcfals, lravo bsen vell¡ rrcq¡r

prcocctrpieð Ín tlrc nonths siJxce Vorsa,llLee hrl'bh the furtc:¡lrrtfonal d'cilt

p:rb1e¡, but a.lso if I nry say rai'l;h the uovcs we ore now naicir:g for

'bi:c rnLergCIncnt of ho'lnrs ('l) a"¿ f.ro 01L

I thlÐlc onc also h¿¡s to recognLso 'chat tÏrert¡ is a cerbai¡¡ glacinltrn cftout

the p:mcess of intcm¡,tíonaL t¡eatmcr¡t. If you neot evcaïr d.e{f you do not

love aore qr¡icicly tll¡n j.f ¡rcu neat trvicr¡ a yea¿'r ilut I am a¡¡Cous to se(3

eone fbsth,¡r hoadvry along t1r¿t ¡¡oad..

1557.Recog¡1¡isl$g tlee prcoccupa'bione of, tho II,lFr Ís it no',; perhaps noro

nr,r¡¡¡ca,l, to look on OltD as the fæneffodc wfthln wlatch econontc co-operatloo

n1€þ.b be ðevelopecl bccauge therË ås i;heffi tho apparatus of t'Iori'Jng Pa3i¡tr

1 a6cl. trIodclng Peal'{îtr 5 r,¡&rors the parbioípauto a.,ce rrsed. to talkC$g about

tlx¡ lntonr,ction of ttreír polícics and. 'lJrcy lrsuve the appa,ratus to do so?

Elrere Ls nei'l;hcr thc tr"a¿l-ttíon r:or tlls appa,lrattrs ín tho IX'ÍF'

@ I rsouLd. not r'¡s¡rt to g:ive an oxclusivc

a.nsweybo tlta{; at s,lL. I c6:rcc ryíth you trat CECD ie cerbaínly a place

r,¡lron¡ i'tP1 af¡d. lIPi p::ovid.e tha,t kJr:d. of clia.logUo. [he G10 Geoup a'b tlre

3IS ís another fosr¡n ln r¡lrtch countdç.s co-operete toge'b'hcr. 'So is

ttrc ilr:uopoa¡¡ Corrnr¡rit¡r aaro'chor o11êr I thÍ$k tha one thing î¡hfcfr

cncrgpô j-n i;ho taJlss vas 'i;hø,'c fl¡rar¡co l'ilnts'i;ers sr¿:c1 cerrtæ,1" ba::lc

gÐvernorÉi e¡fe Loss usecl 'bo ccning togetiroe for pre,ctJ,ca.l purposes

tlran is thc EE and" trIorlcl 3a"nl¡ sc'bt5:rg. rr1re Oiil(Ð h¡æ a rainisterial

cor¡fereuce only c:tce a yêa,r. It doec reprcecnt only Íts o¡nr r¡enbeð-

s11åp aard. a grea,t d.eal nore of 'bire l'¡od< of the OüCD is i;afei::g place
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at officia.l lo-¡oL. I thlnlc {;hc uore operer,tíona-l bo&ies 1:r 14¡ iudgnent,

and. othesû us.ï llJca to co:soct Ëk¡ cix thls¡ a.re "lilr,e f,hr!d. and. tho 3a¡rl:.

1r5õ. Doos not tlra,t brùrg ou'6 a ryq¡alsreEs ln the instituttonal iralances

hore tlr¿,t on t}rs ono lrand. you hore tlr,c d¡¡cisio¡l nsj:¿=ir r:;,ì: to

tallc tu¡l<ey !t 'tho II.IF tn:t r'É{;l:ro¡t c*atf r¿r¡:k ¡¡rrl ane.lysos to justify

d.ecisions and. teJco i;hcn fon@rdr ar¡d. on the o-Lher you heve the analysas

ür the OIICÐ l¡rt dJ.oJofn'bed. fro¡r tire dsci-sloir nalso::s?

@ I,Ir Oùtln€ÞSnee r¡Í¿¡r nake a supplorontaæ¡r

cor¡ren'b on ti:.ís, inrt i'b Ís ny {Eresalon tJ:¡,t a vcrXr great deaL of sta.ff

wod< ar¡d. an:u3¡rres do no'b tckc placa r,¡íthin thr¡ tr\urcl eutd. a'c thc 3aaC.:, but

tcl:e place fo:: sovereþ pe'ccticaS- opoi:a'cional :ceaoons because th¿ fturd.

is sonethfn6 that neru6'+ß rùsotrrcû fl¡¡rd.s i'or tl.¡o cLiffercni puspoÊes

a,nd. be,s to r:nlce ito Jucþn':nt, and. I d.o not ryarrt to ar¡¡s'Écl pa^lli:s or oast

aspersJ.ons irrrt I r,¡orr1d. thlxk tha'b the practÍcal j:rsíght conJng frcn tire

ï,\rncl ås at leas'c ae usefLll as thå,t lvhi.ctr vo get funr the rcguls,r repor-ba

eud. su:rrc1'o of a,ru,{¡sr:s fn'l;hc oilcD. rhe other feaùrse i$ that the @cÐ

is by d-efi:ri'i;iou representativc of 'bhc inc}rstsial cor¡ltri'es errd. 1t o::[stsr

to ser've thc l¡tdlllai;rial eourtrics. It na¡r bo thc case that the flve key

cttsencíes - !:d.ced. it is thc caso - â,tfr] aJ.l nerr'ber.s of OlllCD 'l¡ut i'¿

cÏ:l:s not ropresont the cle'¡eLoping coun'brieg o-* tire OPjiC cornr'orias ¿uxd-

to thai; cxfolrt has to be secn no:ce ..r,E represeirtÍng arr int¡:rest gi:Ðup

j:r the vorld. êcotlor{¡'r Onc lÞs 'bhe g:mup oî 24 a.r:d. ìfrc gitotxp of 77

ro'pr*s,"+nt.i.ng tlrc oLci Oif@ and. OIIIC r:¡:r:irers so Í'3 is ona of i;irr¡ Lat:asos¡s

why one irr¿s not sotrght 'bo ad'øa¡rce .,1åecussion l.¿Éth ti:e D,lF g.:oter, a.z:d.

tlre j:rcreas':s l.¡e shpJl ire dåscussJ:¡g no:rb r'rudc bc¡'oncl o viralr nod.es'{;

poùrt l¡i'bl,rj¡r the Gircup of 5 ¿'.nd. thc Group of 10 l:,i¡c$use it íß ilot

for rw 'i;o d.ecldc. I':, is a d.eÌra,'be ne ira,-,¡e to L:.rxre lnth tho 01:lCÐ and.

'iir<¡ 0!-*C cor¡rtries and. I think {;ho:¡¿ r.¡ouJ.C.'Ìre sone r{rJ: of clojng tco

tnrch'co oonsolíd"&'i;o a rích n¿ults chrb as tlrc OECÐ is si;*n e,,s -bh{)

14



i¡nì:rcipal d.eclslon talcfu.g body in¡t oire has 'bo take accort¡'l; of tbe oLc'L

CnCÐ ancl OFiiC courtsÌ.cs.

1759. fliøt ie a vezry ocrcotuaging rletr tnrit ¿'b doeÍJ seo.n contrraay to

the rl,+i.¡ you hajvs prevLoueli/ nentlonod. of zraatldng tÏ¡!.r¡gr clotnr to the
r¡ou1cL

Group of 5. lltrere a,re probLens ccrta.Íirþ which nc/neod. to taolcl"e1

6ad. I ðoubt rvheì;her the anal¡¡tfcel e,ppa;ia"l;us l¡o the n'lF Ís ad.equø,tc

to eerrnico that. Gofrrg ltadlc 25 ïoarft, ind,oed. resesræoh Ln tho II,IF

ilÍd. provlcle 'bho basis of, cocr¿ltionaLådlr basecl on 0U'"Ð and. baLance.

tlhe::e l:ø,s been nothing coupaæ,bls i;o tha,'b cver sl¡rce a¡r¿ I t'hftù if you

sar.¡ tlre peoplo l:r 'i;he fnte:cnatlona-l &ivisåon of thc Fod.o¡a*1 ïlesrenre

3oard. Ín i'Iash:i¡lgton as r,¡e &td. you vou1d. havs secn a vezy d.iffcrent

asscssl.sslt of tha,'b ín th¿ II'ÏF ar¡d. the OLiqD.

@) ¡ tt not going 'üo stick to th^at jufunæt

bece;uso f,rznkly I rvould. not claln 'i;o ha,r¡o a sufficir-.ntly qd:a¡rstivc

fc¡rtÏj.e,city to nal¡a a jr,rdgncnt. I an s¡¡caþJrrg fnstit¡rtfoneJly. $re

rÊasoir for Ereloc'bJrrg'bhe G:roup of 5 coru¡ùrles ís because they aæo the

cor¡rtrf','s rrrhose orrærNroics aalce up the spocia^l cbzulring ¡l$tr who oan

thersfore i¡o setr¡r i¡¡ the contsrt of '*re IlviB to ha,rro a spccía1 responsÉ

åirilJ.ff wlthfn the fæ¡rei^rodc of exJ.si;Íng l¡rte¡rational fi:rancía1

fnstÍ'L1rtÍone. I:r other r'¡or:d.s 'bhe ref,orencc r¡ra nacl* to th.cn at YcrcaíLles

I/¡as, if I str¡cnber comectþ, enclorsed. iry tb,e coræretrique of 'bho I¡rte¡d¡¡

Cor"rrti'þ''6sç nee'uJ-ng: in toron-¡,'o Ín ,$cpt<¡nbor. I ca¡rno* renenrber but I an

stro the spåråt of it l¡as not cheJ-lorge<1 by the developi:rg ccrultrios.

It is fur¡torbant .i:r tlrc,t scnse.

1i6A. To flÉ irp on '¿he exoh¡r¡ge ra'be, the g,;neual tenor of r*lrat you

Lr¡¿rne becn se¿d-::g 1s tiÞt the exclrange ::ato certrot be rcge,:rlcdr as a

ocparate pollcy fu¡s'lnnent or objoctive frcn'¡hat of eoonorric pollcy

as a I'dtole¡ tnrt ti:at econou-ic co-ope:=u'üion beìñ{oen cor¡etries necesÉadly

hae to tak.¡ aocou¡e'i; of 'uhe crlchar:.ge ¡:ato r,¡ithi::, í'bs Enbit?
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(Srr.,Çpp{Fr,cy Il$F) Ánd. jnd.eeô one iæls to 'i;¡lce accor¡rt of i;he

e:cclr,an6-c ta'ce i;¡ onels iud6ncnt of noneto,:¡¡ pottry in onetÉ¡ o1¡n econot{f

as tn¡oLL' r tl¡:in}: tir¿"b r go aloirg r'rith the gpnerar f?'ar¡ous of r^¡hat

Dr F-itke l.æs sayJrr,g abc¡ut {Íris. I,Ia,y I a¡ld. onc ot ror Poliltr eu:'C' the

Cor¡rL,c-i;ee a¡:s forrilåsrr r.¡åtir Ít. I ttxùrk it is rror-th d¡arrÌ-irg a'lteiTi;fot¡

'oo it. 'llire iloscr-içtion 'by Ðr 'Ìm:ir:ger in hie oa.r]-iel agpcû'r€Jlce e'bout

the r¡ov,.:n;nt of 'bhe pound. sterl"l.rg berh'¡ecn 1979 end. 1981. It 1s t'¡orUr

rcrd:rCårg 'bþe Cormi{;'¿ee tl:¡¿t r¡hcn h* l¡as asLiicl about i'b e4r,in lssrb Oc*obcr

i:.c clid' say 'bhat he ûtd. ¡ro'b 'bhl¡lc tl:at ve4r rnrch couLd' bc c¡:ra a"go'inst

tlrat -¡ecord cJærlgp, thåt the æactíon of tho Britlell oconoqy waÉ, ra'iilcr

i¡:fle:Cble ¿s cottcerrls l¡û€€ clevolopncnts, and. as I sa;id. in ry ee.ælfar

evicS.errce, í'b srcarbscl fæn 'ùlre lroirrt l¡hcrc¡ 'f;hc p,ound.ttjn its ::ral :ra*o

ïici1" considerably clour anrJ. it is ¡äii:liy' duc to tira,t rlhat aften'¡a:xls

i'ts upr'øXl nOVccr¿,nt Ì¡{ì,s tJo oice,ggo::atedr..rt In oth.er l¡Ord.S of coürsc

r;i: L:'as oni¡t s ol¡¡ jr¡.dgrrrn-b aTrou'L i:lre proclss figu:ce, lnrt 5.f you put 5.t

j:r th"r conte:ri; of the lrrr€e nove:rentÊi abou'c r¡lúch I told. the Cor.rtitruo--

:¡,rIie:: oir a.nrl of the tl::¡as factors to nkielr I i:ave dr"awr atterr'cíon

c,irpþi:rg 'i;o ti:.e U'nitecL fir:gdoü a'; that 'cfntl, I tldnlc thnt grts 1t j.¡r a

1adJ.;- i,- ¡n+maa*{ rravv v vv& jrv&pl],vv v- Y v.

Ch,aåi::ar¡

1361" 'Ih¿'! rias queo'bion B2B?

@) '¡not is rd-g!:t.

Dr 3:-'ary

1i62. You ha,vo read. the l,Io:,:gan Guarrarrty l.fo:'Icl línr.ircíal Î'Ia¡"1cots

patr"rr ¡n th: IK r:cc;uccgf?

@ I rca¡1 Í'b ín RJ;r3s11 sonc t¡;Cls e,$or

I cor.ü-d. no'b cl-a:Ì:: rir.st$3t Í'a¡riLía.rity rci-bh. i'b.

1i6r. Tou .,¡iLL rcceJ.J. ";l.rcEe th.e* i'b has attniìru'bec1 ¡nrch of tLro slifi;

t!.re"'c you l:.av+ r<;feraccl 'bo -i;o th,-. fact 'iJra'i; tho Goveurrmen'i; dj.cl i:r fac'i;
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ignoæ tho neoð to ¡ny attcr¡tlon to l'nge pollcy pa;r':ic'tla:*y l¡r th'e

publfc sector in tlrc oalllly d.aYs?

@) ¡¡e11, if tlre oap fits, rrcer 5.Ç sc to n¡:+nk'

0f corrïss tþc¡ ono thÍng tllat I l:ave n'ð\ror ceascd' to oaælme1eo to tlals

Comúttee, and. 'bhls Conmtttec' i:¡s fostified.t Lf I a¿ìy sary sot x{r l}æcl

go?nldobL¡¡ !a p:ssen'bir:g t'be crr,sc æ

Clrrr"i.:s¡n

1t64. Bo{;elly.

@) 
- 

is tlrc J.rryortcrnoe of acirLovi:8 offcctlve

Eodt-oratLor: o¡:d. con*¡oJ. of pay noveceents in tlx¡ publio and. prlvatü sectors.

I ¡1dldr lre eLL of,arÈ1 as t¡e go back o.¡o¡: thLs gmund', raith '.;ho fac'b 'bhat

ti¡-is parllåa¡renb ]¡as eLeatecl tftl¡ ther gT oat Prof,eesor Clogg nLready ln sttt¡

r¡Ltþ a La.rge rru:rbq:r of pr:¡t Sloups alaçe"dy rofc¡¡red' to hln ín reapect gf

fihlc?¡ al1. pa¿*tfsÉ cs¡ro 'bo this Fe'¿Iia¡rorrt r+arly to accept h.is æcorrrond¡,-

tfons. I do r:o-b begj¡¡ to ðer{f - I do i:oi; thl¡l¡ arrybody i.$ tho House v¡ould'

ðen¡," - th.at .bhe conseql6mces of ttra,t had. a ver5f substantial rnFact on 'bhe

ríso ín the pu61ic soc'bcr pey biJL. I thj¡rlc I'tr ilig$ir¡s anr3. you, 0lraíu:e.n,

we:ro tlre t'rrc prcta,goirists rsho specifically d¡er'¡ attentfon to '!he oE'slt

consequsnces of thatr lttlich is wt¡ere we caËe i:t'

136q,t ïou ney l5lco 'bo no*e 'ühat r+e r,¡ent {:h¡¡ougb t3ris paper with l'Íorgane

faårl¡f cJ-ooely just airout tlre non*nt of pubHcation. I'í; lra.s oot u¡l

l:efc::e r.¡c ir¡rl the chr,nce to comont o¡r Ít and. I thi-lfr ','rc shâL[ p::obably

h¿lvo sono usefl¡.l f\¡sther n¡¿tental i:r êue ti¡re. I en not st]3c ths"t the

goæåti;ee oeceptod. evc:4rtþigg tlra.i; paper ss,*l"d.. It h,3"e had a ve:¡¡ grcat

cl-i:al of pubLl"city slncc.

@ I r.¡orrLd. hope notn I d.o not'omnt to colrent

on J.t íir cLete.ll. 0:ae does lxave to ::eirrs:-i'cr tl:¿t thr:se gæeai; fnd'epond.r:nt

organisations J-jlce I'Íorge;r Gua're¿l'hr a¡:t: less contj¡ri':ousþ pr:ocarpiccl

l.¡l"gr .üire sc*ne whic.r ttrq¡ d.clscnibe tha¿r 1^Io o3êr Sor¡etj.aes 'bhc rpscta'bor

Êocg! norc of tlr.e gane; soÉeti-ües he d.oes r:ot'

ti



D:: 3:r.,y

1365. Chanccllot¡ trrc l,:a,tx: Éorra an awfr'å Lo'i; of 'bh. gaJro.

@) f Sjr¡¿ r.:ysc1f pLaying jr¡ it vo:¡y of'b,-rn.

1rs67, [hr.;ç aæ '¡;r.¡o elenen'bc of lea¡¡xi¡rg froÊ {}:æerience as well es

sotdci::g thc ircn¿dJ*s foc 'the f\r'Lrr:s anf, if l¡c do iro'i; lnve arly c:ryoríence

we r',¡"iL1 i:ot gut tlrc roræctícs riglrb.

@ I r;uuLd. er¡ðorsc th:r'c abßoltrtoþ arrcl tlre

¡torl¡ conlron the Lessons cc¡r 'l¡E i;lult a¿t¡ Lea¡gled. fron thLs o:çerittncct

rxtd. it J.s one of Ey nsln llcasone for irav:Í:rg r+clconed. fipn tl:e otlbs;'i; 'irhe

úistabl:l$hrreilb of this Cor¡nittci¡, thcn the grca'ür)r våLl i¡ë ou.r prl)Époots

of :ratior:al arlve"ncc.

Cir:,i:nan

135A, Chanc<lllor, just befosc t¡e Ëovo on '!o 'bhc d.ebt c¡åsås n¡ð¡ I

put or:e 'bhing to you v¡hich cnorg'rs$ f:rcn tlro ee,rJ.ier $lcstionå1g. I 'irlÉdr

"cl,ro !.rr¡rrcÊ,si.on thj.s Connit'üi:e, a¡rd. I '¿hj¡k probe,bly afurady hrs, is thå,t

'bheire i:¡,g e¡¡olvccl ovei -¡accnt yÐerË a fe,r grea'ücr år:ga'cr: of ccnstrli;a*i.on

Ín reLe*ion to thcse nä*t,:rs, the d.cveLopr:ent of the *cor:oal¿e of

inrlivlèuaJ. cor"rntrfeg the.r evcr i¡efor,ç md. a huge e,noun'l; of r,rod< goes

ín'i;o i'i. I"l; :"tus'b occltpy e1 vory great clec,l of yo'¡r.-. tine e¡rcl ';hoÉe

t¡lro a¡i:vi.se yolr ùr 'bhe trcasr.'ry. But tire d.åssu.ssions 'bh.û,t tdrc plac*

¿¡s,3 ilo'lt the seüG thfug aÉ¡ co-oaülÞtÍon aird. they ¡¡ç aot ttr:e sr.,rre ',;!.:,:iug

b¡r a,r¡r nsans eil lcaC.csrohip . Ðo you thi:d: -bhat the le,cJr of j:r-berrm'üiona1

co-odj:ra'bion ac 'i1x;3*J seenÉ 'i;o l:e to ruqy co'ba]¡1j.shcc1- ::':;g;í::rc-.s ira.s

conj;rå1:ul;cc1 to "l;hs d.ei:';s e¡:f,. thg su*rcnt rccessåon1 bccanrr:* ncr¡¡ of

us fcc¡f i;hc a;rsr¡er tc that cluestion Ís yes?

@ I thfuii onu silould- hesi'ba'::.; 'bo irelícve,

end. I c'lo not ncÍln 'üo sorËt¿. too sccptical. non, tl:at i'b Ís 'casy : -
not 'ch¡,t ft is ijË,sy - 'i;o pu'c J::, pIacc, Ìravc in place end. i¡obíLígc e,

pa'ctc::r of respoirsr¡ 'i;o tire cvcnts we h¿.¡e ireen tlurougir in 'bhc lc,ß'c
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tcn yoaas, untll ¡nou havo to a sígrÉ9Lca¡rt orrtont becn 'tlu:ough i't.

If one trn¡cls tiro thi.ng baclc, we had a,Lt cono to Li¡¡e tr a worlcL in

r'¡hfch i:he fixect ercchs,n€e rate, Sretton l'Iood.s æg:Íne rrras pa,rt of or¡.i:

1"1fc, or¡d. one rccolLecter 6 I a¡¡ surs you do¡ t3re oxclrar:gc sr,te pe,sity

of tTrc pound. befors and. a^fi;cs Sl¿' ,Staffarrd. Cripps chorgod. it, as n¡a&lly

08 or1ê :æcolLeots 'úho Þricc of a I'Íaæg 3a.r befo¡:e the wa¡. It was elL

perrb of tire fl¡mt:br:æ of, onets -rj¡rd.. ¡.ll tl¡at disLr¡tegratecl. I do no'L

1:hl¡tc tha,t those - irnd.;¡ecl. I em sui:'3 tha.t 'i;"hoso - 3êÉrllor391b1e foyblre

üana,6rcû-rn'! of the .A¡erfca¡r econory vlsuã^lisc¡L'blæ jsiract ot tha,t syoten

of tire at'Lqlpt to cun ',;he gpcat oocÍc'qy a¡rcL tho spacë ptsogæEnor tho

Yietnan ifor, sfunr-lteü,eouslyr lnrt it r.rcn'i; on aircl thcce r.¡as 'i;3re Srrlt'1:,sonåan

r:g:!:ae to lupla',ce ii, and. to use the at¡frrl iargon e6iJn, wr a,re a¿L ln

c, net¡ ba13. gane a¡rd. it io pretty ðif,fis"Ll'b 'co belLovo {ftat tt weio dasy

for ncn insÍ€bt to der¡elop ve:ry qur:icklv. g¿v3 'ühse'e bee¡r sone geníuscs

¿,¿.ound. who ccr{Ld. he¡¡e cagt sone rrisrç on Ít $d.cki,y enor:6þ tdren naybe

r.¡e rrculd ho,ve bogarr ðo5*:g r,¡ha,t w¡ a¡rs iror,¡ ðoír:g no¡e qrridclf. [he fLrst

Oltl0 rrll sbocl! l¡e,s obvlousJy t'he confJêquence of the oo]-lapso of 'bi1e

oyeten, ,['Jhcn tlre oí1 p:rcducers fou¡d. thcnsoLl¡es left out of tlro gane,

anil irc,forê that cua lma 'bru-ly tl:¡ou€h w€ hãd. {;ho second. one xrpon 1].!,.

ï rei:¿r¡ber it liaspeni:rg on the dey we woæ at the 'lSoiqyo Confereace,

so it r¡ouJ.d. be uLoo to thinlc that ther:e r¡a.s a stock. of learlerehip

a¡:or:nc1 goncl:-hare Íf onlf, l¡e couLd. }::r,rrc nobi3.:iscd. it, but th¿"ü is

lrås'coe1¡, 1s it i:ot?

1569. Yesn

@ I tl'd:rk 'i;iee lcoy thi¡re norr is thab it fui

Jruori;cnt foe all of ',ls to 'be. addseselng ou:r ni:rd.e 'i;o thÍs a¡xd" I 'ülrtnk

th:¡t ie ou¡ view a,nd. I aa doii:g ths beet ï ea¡r.

137e. I thi::lc r,rhat yorr so.y ås '¡erff. fei"s ¿¡ecl right anrd" æ¿feons,ble

ì:ut l¡¡: iLLd. ::ecognlso t?¡a,t wc nerrl irr, to use 'bh¿'ü ar.¡fir-l phm,so a,gaCn,
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a ne'!ìI ìtJ1 gano r.¡hen the :l::cttr¡ir, l,Iood.s ar-nngenents l.ro¿ç nexkj ¿ìf'!+r

tho lrex, and. pertreups l¡ü c[1cl rocogrriso ege*í.:r the,t t¡e rren¡ i.:r a ner¡ ball
grno nhen tlrÍs countrv of or¡:s tocrl,i a pa.r,ü1grúelr i¡ri'itatf¡¡c ¿ur.d. shor.md.

sore loerlcmhip partiot¡La.¡ly l¡e r.cLetion to tlie este"bLíslurcnt of the

süL oysten. r'ü ls tlrc vli:w of flÍ:lry of r¡s tJr¡¿t r,¡o a¡c ln a nou and-

vesãr fsåghtcr*,"{ïg ancl r"ror4rfng ::eJ3. 6er:e r:or¡ ¿urd. i;ha-b ís rdq¡ wc p;¡te sc

partlcuJ¿rly j:¡tarr¡stsd in 
- 

,:gtccJci::gt to you as Chnír¡g¡r of .i;ha l:rrtexl¡r

Cornittoe wlSr r',re eao. Bo d.eHghtcd. thr.t thc ncotS-:rg h¡¡s beon ]¡¡oWh-b

fon¡e¡rI. "å.s you se,y, ínt,::na'biorrJ evcn*s ¡nd. Ínteanatlor:¡J d.,:cåsions

tu'ncl to bo r¡¡dc rn:ry s3-or,rJ¡r and. I tiui¡rk mtqf of trs thj:rk tt is ve:ry

urgent tha-! ¿i rnrirbcr of clecLsíorxo e¡la n¡xlc ant as st:lon6 a visur e,s possåb]e

shotrld. l¡o talcr:n of tlre ËJL'Írê¡ llre rcaeons for 'oh¡:,t l¡r¡ a¡e ¡,bout .üo erl.çrenco

in the ne:rb sectit¡n of or:r &isc'r,rssåo¡:,.

@ l,ir'¡ I uJi¡,¡ r¡äs ¡roJ.nt. I tlrtr:lc 'irhe,t I 1þu].d.

lj,k" to ruxLr,'rlL:c the poj:rt you nalii., a,bout the one t:ncoura,gÉng fcature,

tiæut thon¡ 5.s a great dse.l of coi:su-Lto,r;1on ærd. cotÐo?¡ inel6i:r-b Ígto ti:*so

1:::oblms r:on. rt 1s :lartly ðuo 'bo tha r 'bhlnk Ínc::cc,sJ:rg'habÍt of

co-opero,tfor: r'¡bj.ch thc .i.:,hiropcc¡r Cor¡¡¡rlity hes ln fcpt peræfeheo ÌniLt
1tT'r ¡rìñ:'ì-.Jçr* itlr:trn.r¡rr ]ilJn¡na.r l4{r.¡i -.!--.-* .. - -r .'.tLag! !-.,.'.*¿¡úÈu rrË-üiil;i¿¡ ji.i¿¿a¡¿¡uv ¿¿..¡-¿ilijûLj¿'Þ. -, 

-.j -,: -ju'-: O-j, ú_ : j. ..t '_ r.J C'ú_-î'- j

irccesso.rl.þ but Lt cet-baÍ:r\" hes nîd.¡ a.n iqnn! l:l-fo ttro r¡oeicL. It is
al-nost cerücla\' d:¿;: to the J.rlr¡act of vely ctisturbS:rg f3-or.¡s Ll-¡c gte

p:rcirlen corntrios Ìre ¿'trÌ goír:A to &iscuss alrorbl¡¡. l'¡íra,t one sti1l sces

poíntecl out is tlre d.iffiol-1+"y of novJr¡g svon f¡o¡r c,c=non j.:rtslj.sctu"eJ

insi6!:'Le fui'bu r¡h¡,'3 ¡:,¡:cr'¡g 'co lje done c¡rcl 'bhc -tqrlcnon-le,tíon l:r ,6lre

cor[rtråcs 'chat ::rclte up the r.¡og]ri.. If one vj.su"aJ.iseis oneoclf as -lÈre

lrina¡:cs Î'ü:ríst;r of e¡r oíL procluci-:13 rrÐü or a nor¡ oÍi prcðucins rÐc

e¡¡d. one Ís surld.eirltr" rrni'lts¡n 1:y tlruso cirang,,:s i:r posi*Íon - -balce

I:.Îsúco a¡i elll cxarr.r.lJ.e; thc p:.-obilms of arljusü:ent r,.¡e tallc aÌr9ut erlatilraJ.y

,l'1ü:1Ï that ¿.r¡e neoessc¡ltr 'bo appþ urclcr rl,lt' concl-ition:.1i.by, ¿r.r:e
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fou¡i.clab1c for a cornetry of tl:¡,t latnd, 'blstSng lts Jnstitu'bionE to thc

u1trros'ú, and. -blic cEfi'åou-1-i¡f of ad.Justn*t ln fact for coun'!;::i.cs Ljfro

tho Ur:åtcrL ,Stetcs or o't¡s ol¡n a*c ilåffcrent tl¡cE lr.c'r¡c aJ.co been fo:sid¡,i¡lc

Éo ûvon Lf ono ira.d, the a;l?i.li,ff to scs r,¡ùrat r.ms nooessa,a1rr thore 1g at

ler.st ¿rs Ëucix a tadc of r:ationaL lead.o::ship a¡:d. l¡rtesnetLoiu-l J.eadeæl:.Sç

for us to þear ln ¡.:l¡:<1 boce,ueo Jn a sensc the l¡urùons th¿::,t tlds pl:occss

of rd,Jus'!non'i; pLa,ccs on *hc LÐCn a¡o íncscr,,pablc a¿rd.'birey ðo htvc 'co

acl.jrrs'c l¡1 concll'bfons of g:sa'l; cEsoottforlt r'lå'lfr l:u,gs clr¡;:ßes beùrg naclc

1n tlx.¡ pat*o:*r of povc::ty of theL:: people enê so oir irecatrse thu'y ire"re

lro'l; go'b 'tlro *rs'bl'i;u'i;åorw r.ro haw; in thc ínöustrfal oount:¡år¡s l¡irich

ctrehion üiit pffSir6t'b tlrc coxlsequênces of tlror¡c clren6eo. If ¡rou }iJ:e tt

is one rer"ton lri:y I c1o not apo1o6Èoo fou hav:i:.rg ne¡rtioned. thc ::oLa of

";1ro Un-i'bod. States 1n rV opcnlng ota'bcr¡cnt. It h¿s r,rr ouo::nouSly

poncrfu3. ¡oLc to pIe,II. It Ls ualL placeð ?ry its laistorl' ancl. plogpr:3ít$

to pIe¡r it encl íf i'b ls e,blc to do so aLong '¡h(r Lfnee I have fui'&icatud.

i.-b cc¡r gåvo a contnitn¡tlon sæ zubs'c¿r¡xtieå bu'ú ü.ff+:reirt j¡: qualii,V

as thfì,t ned.: by the csteblfsL"aænt of r:a,rt3.aJ. a-icl. It is tb¿t kjr]Ö of

lcac1or"ohip. Uc ð¡ not l"oolc to otlr+r cor¡rtrlc¡¡. Ins'¡iilad. no aLL halr(;

to Plal" otu Perb í* èoii4; J.t.

1371, I c¡r E¡¡æ ti:at ís entiæly r5-ght. I do ¡ro'b -'"bi.irk ei,v* Ëcnbor

of th,c Cosrl'¡t,:a, pe'ri;1o.r-Laa'þ e,ftcr oirs "¡:lßi'b to 'öl¡c trri'¡ed. íitates -

i¡] i;ircy dJð r:ot l:olC. that vÍerv bcfose th+y unr.nír-:ous3ry lroicl it i:or'¡. l'llrat

ic so r¿¡Éous frcn ou¿ Bojn'b of vicr,¡ ís {th¿'b r¡t; cio r:o'; jus'i; thj¡k tirs'¿
ú

tl're r¡orLrl hns îlecn on tho v.3r3r? of/fJlar:ole,1 bc¿C¡ing clis¿rstcr. ì.'I'¡ thfii.r

tipt is a sítua'bion wlrich contl¡:ues. $ret is viry t{e ¿1,ti3 co a¡::Éous

to teJ-k ebout J.'ì;.
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(Str Geoffrgy l{orte) Yes.

. I'b Seau¡orrt-Dsrlc

'L172. ChanceLLorr bearlng fn ntnd wtrat you have Juet eaLclt

which I th¿nk wê a€tee uith, a¡oui: the íaiems.i,iofin,i ciebi eüta,tiont

bea¡l¡g t¡ nlnd. that sone of the TIS banke have Lert about nfne tl¡oee

thêfr capttal to four oountrieE and. that the clebt problem fu not

Just fn the und.evelopett part of the worllcÌ hrt Poland ancl ïwpelarla¡

ancl certafnly everXr 1la,y we hear of one hrge debt or e¡rother bel¡€l

reschecltrlecl., f worlcl be i¡trlguecl. to !¡¡ow what you naile of the

Goverrror EÏ.ect of the Sanlc of &¡glanclre comerrüe th¿t the worllcl.

åebt crisle lrrae or¡er? If ever there lrraã one thfng whloh stuucls me¡that¡

aLong ruith Earolð lillsoderet[be pouncl. Ln yor:r poclcettt a.nd Edlra"rd-

Eeathle, ttAt a s'i;rokette 1e one of thenoet bLza¡¡Be stateoeata I

have hoa,rcl reoently.
(St Ceotfren Sowe) t ¿o uot know the conte:rt fui whloh the

statenen'b r,¡aE nadle anð I rrculil not wa¡¡t to oorn'nent on that âJn¡ruELy.

[The orrLy coment I wou].d[ oake 1E thåt the word rr¿rl.elsrr 1E one that

naturalS.y comeE to the pens of comentatorg. I thl$k tt 1s a word.

whfch shouJ.ô not be overd.one becan¡se tt has alr¡a¡¡s seemed. to me to

fryLy a polnt of tLuer ae lt were, r,¡hen one can say there 1s thê

cn¡nch and. the crunol¡ iB over. T thínk the real pofnt, a¡rcl there

waB :lo clot¡bÈ about tllo, ig that the worLd. lÉ facf-ug, aE ï Eal,cl l¡r

ny openJng statement, a eerLee of problems. [hat fs wþ we a.ne

a11. taklng the steps l¡e. a¡re takine but it 1s sttll frportant to

Eee them l¡ pergpectÍve, a¡rcl I thl¡lr to put then J¡ a crl.eíe contert

euggeets they oone ancl go away qrrådcJ.y. fhey are ihl.uga to whLch we

have to addrese ornseLveg ovea a period of tjme.

ItTr. I sulrpoee that ts one e:çlanatJ.on. Can I retlrrrr to the

poÍnt. You nr¡st th{qk there ls some kl-nd. of crisls beoarrse you

t¡secl the words tq{a¡shaLL êfdtt, that the j¡s3l6n.rnn are the lyncirpins

fn thie r,¡hoLe thfng, TeEr I agree wtth that, Ïüe for¡nd" fn Amerlca
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they r^rere nalclng the polat qufte c3.ea,r1y that if loerJ.ca ooulci not

get a sustaü:able ggow'th of J per cent. on¡er the nert few yea,m the

cha¡rce of ctebts belne sensibLy reschechrleti ln reaL noney l¡steadl of

Just confei;t{ was vfrtrrally n1.1. Sr¡rely 1t ts not belng aLa¡oist

to ooncentrate everXrbodyîe nlncl r4on the faot that we ha¡re to gBt

sone growth golng Ln thfs co:rrtry aud Ba,rtfcu1arly l¡ -Anerica ff

v¡e arê epf-ng to be able to feed. to haLf the uorlldl?

(Str Ceo¿qrev gqwê) I clo not begj¡ to quarrreL wfth that

at all. llt¡e whole br¡¡clen of ry openlag statênent wae, here Ls a

worl<l whlch hae been hit W naJor ehocke now golng thoueh a

d.lfffctü.t perloct. of adur¡etnent leadll¡g tora¡cls sustalnable grow'ch

whÍoh, ae I salct in ry stateme$t; wl1L be LeeE faet than lt has been

fn the aore swlngÉ:ng pattoms of the paste ar¡il cerùafn3,y a worlcl

rrhe¡re there are vetr¡r reaL dtfflcrrltfee and' trmobLeus¡ where tho

problcns of l¡d.ebtednesE certal.nly loolc lfke -rdqtr**'J.r¡';' oontl¡mrous

aadl oorîstant a,ndl euÊtalneal atte¡rtlon.

L574. Is not the eca:¡y thù€ that thts was the LDCg r',:ad' th¿t ls

one of the trcgetl,l.ee but some of the cormtr!.eE car¡rot be Lookecl

upon as the poor brethen really? '['Ie have Po].a¡rcl. and, Tugoela¡rLa

and. we hea,rcl Denna¡lc mentlonedl whlle ?¡e were abroacl, and we have

Mexloo a¡¡d SrazlL, apart fron the Afbican problerst whfch I Loolc

upon as the real IiDCg.

(st¡ Ceof*¡ev uowe) rrsoaqtrtt le not the vordl' I r,¡ould' agply

to tbat, becarrse 1t 1s a ncre broact-e¡nreadl wordl that I wou].d. want

to use' r thlnk tbe faot tlrat so mam¡r cor¡rtrfes have 8pt tho¡neelves

l¡rto a¡r oven-erbencl.ed posltLon fs certaf:eLy a, cauc e for concesn.

|[hat Íe tri{r I keep on 3.ayhg eqphaele on the need. for fl¡elry cotmtry

to go on re-acLJustü¡g lts olrn economl"c polfcfes to put it rightt

and the concern a¡fses becar¡se they have a]'l llvecl wfth a hfgh ancl

rfstng rate of l¡flþtlon alouguldLe generally hfgh ancl. rfsü¡g publlc
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Eeotor clefLoits anc[, as I safdl in ry etatenent, lrave been bufl.df¡1g

appa.rent pt'o¡ipertty on the sa,r¡cl of fnflLatlon and i¡debtedneEs. [o

pr{L bae.lc fr@ tbt fe a fotmlfd¿bLe task. Fo:¡'r-ræ¿te1y, a :r':uob^,:l

of the eountrLee ¡rotr referred to are a,ble to do tt and. are d.ol¡g tt
tttthout add.lrrg to thalr fnten¡¡,tLonaL lnctebted¡ess; others l¡ the

lnte¡mecllate oategurqy are a ¡moblen for the l¡ten¡atlonaL ctebt

uarket. ï thfuÍç broaclly epea,kfug - antl f wtlL be cotlrected tf I
a,!¡ r^,rforig - tt Ls JOO btLLfon South .Amerfca, 200 bfLLfon I¡DCo a¡dl

80 bíLLfon lbon C\rüain. I thldc that ls ror¡gtrly the ord.er of

qagnitucle between the tÌæee contrlbutors tc the lndebteclnees

problem.

1175" [he dtfficulty one oan eee 1s thfs" If you looa bac]c l¡r

hfstoqy it 1e one of the lnterestlng th{ngs to see wh't klncl, of

gcowth has ever taken pJaceo lb real grorrth hae ever taken p3.aoe

ln a woeldl where real l¡rterest rates Ïra¡¡e been nore t?¡a¡ I per cent.

I¡r thls country thery are a greo,t cleal nore t,l:ø.l,n 7 per cent. ancl. ln

SmerLca they are sonething Llke I or 9 per oento over the rnto of

lnfLatl.on, I[or,û are we gplng to grow out of thls problem, beoarrse fn

the end the¡re are only tr,¡o ua¡rs of gÐowl$g out of thls problemS

Oae of then 1s W pri:rtlne paper wlth no growüh behfu¡d. tt and the

otirer way 1s by growlng out of Lt. Eo'¡r are we €pírig to settLe

the scale. of the ilLfference between growthr ï¡htc?¡ may ne.an some

l¡flatLonr anð oqueezlng the last clrop of l¡¡fllatLon out of the trtestern

worlldl, whlch na¡r mean an even l¡orse tleBresslon for everXrbocly elee?

(s+ CeoEtsr, uglg) Á€afn befoæe comertùrg on that m,y

ï nnake one other pofnt. I hnve g:iven you the total figuree for

lnd.ebteclness.. ff you put then l¡ the contert of growth anð aLLow

for lnfletJ.on, then the lnc¡lease ln ¡eLatLon to exports and, tradLe

qne¡ the cleoacLe of the l971e of the erbenra-]" debtor tlevelopfr¡g

oor¡ntrfee was about 25 per ceat" I¡r other words, although the
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flg¡¡reo when they are euddenly oalLecL on to be dlellverecl are

dar¡ntf¡g, they ca,n be adfusted baok to the nanageable with less

tban atgbt Eêet to be absolutely neoessa¡$rr Eo that fs how that

uou:lit be clealt wfth. It f9 luporbant to keep lt l¡ pers¡leotive.

T¡r a¡lsr^rer tO Jorr¡' quogtfþat, the nea^gr¡¡æent of ¡eal Llrtereet rates

Ls alue¡rs a matter for a¡lca¡r,¡ tllsot¡ssLon by reference to what ¡¡ou

cletemlne the real l¡cbecest rate shouLtl be ¡oeesuredl, agaùrst¡ anll

cegbaJ.nly one oøponerrt 1s the expectatlon of, oarketp of l¡flLatl'on

as oppogec[ to or f¡ aðd,itton to the 6lrgent percelved l¡flatfon

rate. fh¿t |s one of the featr¡ree. !ùhlch rnay e:çLal¡ the a¡rcLetles

i,¡hich are ref,Lecrted l¡ toAayîe hfgh real f¡terest rates. [he

other corponent, of "oll¡"", 
1s the r¡ncer4alnty faotor, ao tlrat you

Ï¡a¡¡e Lnterest rateE eivfng you appa,rentLy voliy hfgh re¿l leveler

ar¡d lt ls those tt¡o reasonse unoertaln';y a,bort l¡.flLation a¡rcl r¡nr.

certalraty abotrt the wo¡Ldl ln r,¡?rfah we ].1ve. I thåù lt tsr tborefone¡

lmportant that thê EuoceEE that r,¡e have hadl t?rroughout the cleveloped

ootu¡trl.es agal¡st l¡:flatfon shoulð not be Jeoparctlseô ar¡tl Ehoulð be

fortlfted. !f we are actrralLy to get tihe euetal¡aþle growth for

which Ìte a,re Loolcl¡€:. If the balanoe of the ünlted Statee tl'oLLar

oontl¡t¡es to leact those l¡ nartret places tn the llnltedL Statee to

be fearf\rl. of the rlelc of ¡enowecl l¡flatlon and,r therefæe¡ of a

rener¡ed. riee iJx. fnteseet tatee, then lntLeed. the proepect of recovery

LE at rfstc, If, on the other læ,ncl, tbat key conponent i¡ the worldl

êaonoqr can oourvl¡ree lts uarket places thot tt hae thfs ôefLclt on

a tlowuwo¡tl' traclcr then I thlldc trrou reaJ"ly do begl¡ to eeo 1n ploce

mroh more sustal¡able long¡rr¡n eqlectatLons about 1ow f¡rflatfon ln

th¿t co¡ntaq¡ andl. ur¡oh n*rre sustal¡¡aþLe prospecte of lor'¡ lntereet

ratee fn +h&! corurtr¡r. Tha"b lE L'h¡r I thfudr one lor¡st uake the

choice, tthú, clo we h¿ve to lrang on r'¡!th thfs patteur agpJrret

l¡rflatio¡r erren at the oost of JeopardtLs{ng worilcL recovarsr? futîs
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gfve lt up a¡cl gO for worl{. recovelry.rr One eays bow can we be sure

we cenênt tbat euocess on a ccedllbLe arìd. sustafuiabLe basls fn oriler

to engure ihat an irrcipierri :lecovealr ís noi nípp'eô i¡ tTrc buei' Ti-¡:'t

1s qr analysfs.

L776" &rt ts not the one problen there that low conmocLity pricee

mea¡x lese lxfllatfon for us and. low co¡modlty prf.ces i-n th€ developfng

cqmtrleg a¡rg often c dllsasber vhen lre erçort d0 per cent. of t¡¡rat

we nake to those cor¡ntrLce? Eow do you get 9ut of thLs clroLe?

@-bo;s"¿gE¡eJ I¡r a¡¡y econolqfr national or worllch,tfcle,

even ln the case of an econoqf witb zero ür:E|latf.on¡ you üre bouncl to

Ïrave oyoiicar nov'aæ¡rts lu the prlce of oomoillties a,b¡'¡ve andl beLow

the zi..ro lnflLatåon Levei¡ ancl. I ha¡re no tl,oubt th¿t a prooess of

reetorj¡g worldl. growth uorrld ?aûrove s@e of the coæ$¡orr¿nte that þro
been car:slng cormocllty prlcea .ûo go on faLLlngr nc,t exeJ.uilJ.ng o1L¡

but agaln, provfiledl it cloes not take the patterr¡ of evellt/one

cleald.lng ¡s rnJect ôen¿urð a.11 over. tho worLd, so as to Lea.cL to a

rvorkl. take of,f fn comodåty ¡rricee, then tt sbouLd, be poeslble to

nove tor,¡a¡cts su,staln¿rbLe growüb wfthout buitdJ¡g' fu the seeds of

Lts own clestnrction. Sr¡stalnable growbh near,lÊ l¡creased. activltT

a¡rô fncreased. revenue for ttre IÐCE for their comoclltiesi ft means

laoreaeed. nadsets for ourselvee but ff 1t takes plaeee as I oaielt

on a noclerate and, eustaLnÐ,bLe patte¡n that is the best basåE for

rebu{Lctfr:g ancL stablJ.ity of the worllô eccnontc syrrten.

1777. One of the problerng on the sovereígn Lenil{v'g íesue has

been that tt seems to heve becone the fashloa so ths,t ma¡qr ba¡drs

have got f¡ on søverelg:n rr¡¡d l¡tenratlonp,L Lendl¡gr whlch nay weLL

lrave car:secl some of the troubLe we have, nhlcir rnay not havo been

easfLy rnan:ageable. Do you thû:lc that nore of the soverelgn lenctf.ng

in partfc'uLar shoúd be cùurrme1Led. through the centraL ta¡tks or the

trüorlldl 3aJù i¡ what se€mÊ to an outsfcles to be rather a baphazaxd.
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systen at the preserrt tlne where we sud¿lenly fùrd' that hæB etnÉ

have beon lent to people who thon bave to reeohoùrle¡ which

causês everybo(y trouble?

@ Nor I wor¡ild not Euþacslbe to tlutt

Mr Bear¡¡norrt-Ðark. I r¡ndLerstar¡cl the fnstlnct that proqltedl lt butt

as I eai¿l f¡ roy ,g)eech fn Eoronto (wh¡"oh Ls a ver:¡¡ pogpotls thfng

to ee.yr I a,m ao1gì]r¡ but I d.ü) 'ühere rea11y ls not a-Ll thât ¡üuc'n

evfclenoe to Jwtify tbe concluetoa that centrra]. bâ¡rkfng l¡¡stituttons

ar¡d. gv¡vernmrentsr either l¡d.lvfctr¡aL1y or J¡ tbs agiepe€P,tet wot¡ld

be or shorr1ð have been a$'better at nakl¡g Jurtgnentse whJ'ch fs the

esgence of tr¡o na¡Cret eyoteno, a¡ð what happens ts that l¡hcn we movedl

fnto n perfocl of hr¡ge OPE€ eu¡'ltlusee the æy went up, ttEhese uust

be roq¡oleðr tr and. ae a @tter of economic fu¡Êj€ht they h¿d to be¡ '

andl then. when the recyclrrg took plaoe eveaTbodly saLcl¡ "Iodir they

neo¡¡alecL, fsntt that narr¡eLJ.orro?tt ancl. there Ìtas another OPEC hfke ancl

a r¡mber of people 1¡ho ha¿ not been * tþ". bf.cyoler a,E it were¡ the

ff":rst t5¡e ror¡¡d,¡ leoe sophleti.catedL ua¡þorgotJ.r¡to the busl¡ress er¡ð

It so lra¡pens the narket was bot¡e letl by Judepeuts r¡¡itfch fn

retroapect weui; fbrther th4!I. tlrey otlght to have clono. lüobocly ue's

aebua3.1y at tr¡at tlme eayl¡g, t$oy, 3.ooþe etop ltr chapg.tt r dlo

not thl¡rk qr oonflclonce l3 thê speedl of the thoueht plooess of

goverrloenta-L rnpt{trrtfons leads ¡¡e to beLleve th¡rt ¡¡e r'¡otrLC' have

seen lt ary faster f¡r dlhe comodllty s¡retem"

itr Seaumont-narkl I an veaT glad to heal J.t'

. Mr t+fggll¡rs

lr?s"chanceLl"orrIth{rrlc¡¡ouwouLtl'a83eetha'tthel"evel"of

worlldl Lnterest rates ie j'q'ortant as fetr aE the es\rerei€n borrowers

are ootlcer.ned, a,nð !t is funited to a-Ia,rge ertent by the Tlnltecl

States interedt.'lçtEn -r:nð l¡ ù¡lrn þ the Unlted' Süates deflclt,

Yotr used the pLatfom of ¡¡orrr openfng statement effestlveS.y to
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acl.ctreÉß the Anertcor¡ .Adnl¡istrétfon ancl. the SmerLcan Congreoo¡

saybg r/¡e ltot¡llcl lflce to eee theí¡ deflcft on a downtlerdl trend..

I thlxrlc we woulci all agree ufth that. It 1s oertaù:ly Eonethl¡rg:

much to be ctesir€iL but ln.the lfgH of or¡¡ e4perier¡oe ln l¡laehùogtm

I feol bor¡nct to aslr, do you thfntr tt ls concelvabJ.e that the US

cteftolt wllL be on a dlor,¡nwartl trencl ln thê nert tbree yeí¿rÉ aB

agalnet nore unôet cor¡troL?

@ E¿vl¡¡e been to l,Iashlngton Lees

recentLy tiran you'- I ?rave a3.wa¡¡o been vea.5r hesl'bo.nt to toake

forecosts even atout !ry¡ o',ùn econoryr let alone a,r:ybody eLseîe - I
wouLd. rather not a.nswer the questlon. the one tl$¡g that can be

saltt þ way of enooutag:errent ls tbat there fs now a¡¡. i¡eeael$gLy

cLear. perceptf.on between the stnrctr¡raL anô the q¡oLial3. conponente

of lt, anô, eo frrr ag I c¡rn Juctger tbe clecislono befig proposeô Ln

reLatløn to tbe sool.aL securfty part of their budget clo seem to be

acltlreeelng theroselvoe to the kùrð of questfon that thê Gover:sent

Ach:a,rry fn thfg e,or¡ntry requJres us to ailclreee'oluselveE to aq¡uayi

Ln otlrer wordls, coæeotJng the r¡nclerlyl¡g stnrcü¡raI lmbalance.

[ba,t se€ns to be a¡r enaourag_lng: efen but we ehel]. have to soe.

Ir79. I thtnk tt fe conI¡on ground fn the lLght of your a,nswêr

- *-*^-& -.^ ¿'!^^¿ ¡- t-^,a. ¡j¡¡.,ri¡e¡fb u.tr ¡Jv -.7öv vL.tûv, .r., ,*.rt¡ nOgt Of thg EOVgfeign Lend'fng

probLen le not Jïst a less clevelope¿ oorartr¡¡ problen but 1t ts a

nùcture of Iasclste ¿rrrd Co¡mr¡nlsbs ü¡d íii pl:d*isttLir¿' fott&: cutnrtrfene

na¡reLyr i{exfco, Braz13.¡ Arelentl¡a ancl Polancl, I thùdc that wot¡ld

be c.¡mon ground bett¡een rls?

@Tes.
1180" lhat beirg ooe cio ¡rou thlnk tho regula'borry authorltLes¡

el"tber ln thfs corrntry or the Unfted Stateoe have gucceeded. l¡
preventing excesslve Lencllng to those for¡r cor¡¡rt¡Les?
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@ I a¡o heslta¡¡t to bellgre eæln that

you wouldl. have hacl a better e¡raten tf oentral ba'nks or aû aggregptton

of central ba¡f<E had, beæ gut ln piace to superr:l¡ge that. [h6ly

cannot rea-1Ly iudge as effeotlvQyao the peopLe who a;re engageö trl

ôol¡:g tt fi!@ tLoe to tl¡ne. I thl¡rlc that thê whole ex¡lerLenoe haE

tar¡gbt thê badþl¡g oysten¡ tno}¡dl¡¡g cerntæ,l ba,rike, tbe rnlltorrtaûoo

of absolutely dol¡e eveqrth.fne poseible to ene'ure the avaLllabl--1ty

of l¡rfomatlono I thíxk that the l¡fomatfoa already befng nacle

avaåLable to.the Sartr for Ïrte¡natfondl SettLenenta nlgbt now bo

srlIplenentecl¡ ¡,r¡å f ':bùir the erperLeace belng gp'f¡ecl by the

Intenration¿¿i Moneta¡ry I\¡nô ancl t]re lf$ i¡3 rela,tlon to pt¡ttl¡g

togethertheeepartíc,rrl.arpaclca€esforthlsaourrtrlesfga].soaðdl¡el

to BeopLete {r:slght¡ but I cto not thl¡1þ one ooul'ð conrlr:d'e there

hadL been ar4yr faiJure blf oentrraL ba¡lss l¡ reLatfcn to r'¡bat had'

happenett bef,ore tÏ¡e diffistùtLeE Ersoeê.

Lr8L. }ut lf we talce 1t f¡rrp that polnt of v!.ew¡ fs there not

eoxûe dlâr¡ger thst v¡hfle we dre at1 a¡xlotrs obvfously to prevent a

clefa,¡Lt or an¡r naJor coLLapee andl eo on the effect of thfs kl¡d' of

pac}age fs fo¡ the a¡nor¡nt of Lenctl¡g to these partlcrrla¡ corntrles

to exoeeð tJ:at whfch le reaL1y Jr¡sttfled anð tba'ü a greater degreg

of regulatlon ln.that reopect, botth he¡e a¡rdl fg tho tntteil StateEr

ought, thereforel to be caæiedL out? b shorb¡ øughú we not

perhaps l"n those for¡r caEesr leavlng a veaXr teq¡oraqf rÆlsurge in

the {rnrnocllate.fir{r¡¡e on one siile; to aLm for theLr total Lnclebtetk¡ees

to be redluoecle lndtvlðr:^4l3-Y?

(st.r. cegsrr.ev gggpl I thfnk thât fg r','?rat fs acülåJ.ly

hamenlng. It íe a very f¡rtorestlng antl lø¡rortant subiect because

what hae haBpenedl ]¡as taken pLace l¡ relation 'to each case ad"'hoc1

aßit.trere.OnestarbedoffwtththePollslre:cauple.Ehatr,'aetbe

f$fst, where gFeat polftfca-l d.tffto{rltLes ln any event overllay the
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$EeLy ocononLo aJd. bankfng ql¡€g.tlon they had to aonslcler there; anô

I eul4toee the l,Iextca¡ was the f,l¿'st untalntecL by that. Wlø't hae

ha¡peneô ts that the lnternatfonaL lnstt{¡i'båono 'n¡dl th'ê banking

s¡¡Btelt see¡tr to ne to have put togpther qutte a¡r effectfve work{tg

a,rqaneemênt r,¡?rerebf¡ (f ,t Ptrttf¡g ft ve¡y sfirply) the dlfffolr1ttes

of the ctebtor oorntrry to ¡oeet tts obllgptlOue il¡,1ro been net by

rescheôuLl¡cg so as to etretch thêú¡.lnto a sþrê nana€ieabLe patt'-,:or

supplênêntêd W adðittonal Lenclf¡gr Ìthich ls not as petrrerse afi

Lt seeon. I{, 1s neceetsa¡flr to enable the rescbectrrled' debt to be

paict eeruilbly anct, of courser accoqpanteô ty an adJust!ûent progfiIme

$rt l¡1 placu to neet the reqrdrements of the &e¡natfonaL Monetar¡r

Ibncl, wtth varql¡l¡g partg beJng played by the 3a¡rk for i¿¡te¡¡natlonal

Settlenentsl centrel banks and tbê oorncrci¿l 'ba¡tlci¡tg s¡¡stem. I

thidr that has served to puä togþther the lctnd of reLatforohllm

lvhloh ln th¿t Êe.eo ¡¡€t the neeil you have l¡ ¡d¡rc[. It certafnJy

vqrked,. as aÍr e:raupLe for subsolnent caÉêB ¿urd it ?¡as Letl sone p€opLe

to sa¡r¡ |t0ou.Lcl Ìrê not, the¡efOre, organÍee thls rqoro formaLly and.

¿eslgn a mcrê. ooupletely stn¡cürredt syaten of g.¡a¡:anteee eJrd l¡ter'

¡eLatlor:shfps,tt and Êo on. f wor¡jlð be relucta¿t to gp too far dtown

th¿t Bar'ticuLar rood., althorrgh I sa¡r Ea,y there a,re fi¡rther clJ.scusslons

-LJ l't J.^ J.-'l-^ -'t^^^ L^^à.i^^ ^.1- -¡x^ -a{q* ^h^ 
i.ññ+d *rr arrn{å

tJ I,JJJ. trL, lr¿¿l\t, -u.Lc¿(jtt ultççDuGtlt g, s Évsçt ¡.vs¡ e v¿æ rresYv

constnratl¡S !¡hat ï hes¡ed. aaLlert sonel¡here elee ari ttl¡rterr¡atlonal

entltle¡rent prograrue", to uee the Á¡rerlcan Jargon. If one createg

a sJ¡€tell too reactlly avallable lt le the eaÐe reactlon. One hae to

reecheclulo anyr¡ay but it shouLcl rlot be a natter of fl-rst resort but

vetry ¡mah a natter of betrg; done when lt has to be clone to faollltate

the ¡econotnrotLon prooeeÊ, but aga,t¡ I thlnk I cerbafrrly l¡,ould' rÞlT

ntrch r,¡eIc-rme the ailvice ancl the oonoh¡sioms you anrl your colLeagues

nay oome to.
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L1iB2¿ Can f $meurlse your anor,¡er to see lf I Ïrave uncleretoodl

ft correotly. .tf ¡ou eay¿r¡g that the l:¡iltrrfü¡at total l¡dlebteclness

of the lrgentJ.ae, Ivtrexfco, Bm,zll- andl Po]"and' fe llkely to. tlecll¡e?

@ fl¡at as as I understand' Ítt Yesr

aLthorrgh not iratantlY.

Li}r, Or¡er tLneS

G¡@ [bat ts vhere ono ]øs put tn llac¡

the progra¡mee I havo ilescribecl.

f¡E.ltttter) I th1'¡ls a lot of the ¡roblen here fs the

¡ate of l¡c=lÐg", a¡d plalaXy a cøtr¡Iete stoltpâ€Þ of the f,Low of

fi¡ndÉ rtor¡Ldl, have lnectpltateð alt kl¡ds of lsI¡osglbfl'tttes. ghe

ootrtùú:atlon of then flas obtafuied. by deefre ancl one tæles to reao!¡

a Boi¡¡-ü t¡ thê nÍ.t[d[Le. . It se€ms to us thåt the IMF can oome anil oay¡

It If the wo¡lleL oan get ageene¡rt on cha.rges of ¡rolf.cry as¡cl' more

atteutfon le gfvea to the level' of i¡fomatlon andl f,Low of lesouroeÉ¡

neecledl ancl l¡e tlt¡ea hgve oætacrü rr¡tth f,þs þanklng s¡¡sten to 'see

whether that oar¡ be sustai¡edlr ltotl oao get some norement tot'na¡cle a

Do¡¡e agfolpLate cleolsLon-æ the Prefe:reô dl¡are'cloror of the æ'te

of l¡orea,se.tr &$ I clo not thfnk one shouLtl e4¡eot a total leversal.

After aJ.1, theoe e,ormtrfeg atre fi¡edaoelrtally llkeiy to be capttal

l¡u¡¡orbere, whloh ts thelr stn¡cture for 1O¡tg yease to oonet ancl

l^¡mesXlecrtlve of, tba LfkeLy B'¡oblene overlaldt on top of that' One

ctoes not have to thl¡k of gplng baCc to sqtrare one or zero bala¡¡ce.

It ls a question of gettl¡g tho Baoe of change clor'rn to sonê sus-

tal¡able Level" of capltaL.

It84. T]f they are alrea{y overborrowed. shorúô thêy uot l"et ít

stay alongsiðe in rela'bÍo¡r to otlrer cor¡ntr:les?

GgE Jå!$¿gd Srrt as a fl¡¡et stepe anÀ f rvouJ.cl ]rave thought

ffyouaregolngtoktosnooththeprocesg}'olruorr].ðr¡¡a.rrtto

slow ctoun tt¡e Þoicc of that cc.pltaL and that ls 'bhe ff¡st step beLng
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takeo at the noneûtù. '[¡Ie ose deall¡g wlth onê-yêdr Ino€ra¡mge fn the

Eense that this fe bowrct to hnve to be revl.ewedl aE the oor¡¡Gr€ of tbe

ectonqr clevelogls er¡rd. the IMF e¡mangene-nts envfuage pe-rl.od.Íc :rovf.eu

ancl oheclcJ:rg.

1t85. ållnually?

(þ¡U!!fgÐ Or more often - süc monthe,

1)86.Cou1d I eo to the other eirle of that, na,noly, the bar.kîs

baLa¡rce sheet. ïüor¡Ld l¡oü a€teê, C1ratrcellor, that Lf a ðeb.b fs

rcLLed" over ccrcl the barrkr l¡stead. of ge'hüln6: thel¡ uoney tn stx

weeks thoir get it ln eùc years.elrcl get the f¡terest ¡olled. over to

the end of that perlocl. ns weLL¡ thel¡ baLance sheet or¡ght to be

adJueted to reflLect 'bhe reducect Bresent vcLue?

@ r shoüLd. ha¡¡e tho¡eht ec. Ðo not,

for heaveals aake; Bress nee as-:I. aa noÍ,ahl'eaçåht on bcn:tc accouatfag,

but ï. Flrouf¿ have tJrcnrgbt lt ge€rrnp Lfke1y.

rt87 - Doee the regrrlatory a:rthorfþ ha¡,e aD fnterest fu bar¡k

aocrnmtlng?

@Tee,
1188. Shou:td they not do what I have suggeotecl?

@ f shoulld Ïrave tbouglrt eo but I am not

the regurator¡¡ authority. Tlhe Sank of Þogland fs the regulatorv

authorfty ln respeot of that uatter. r a,m sure yotr woulcl have

aalcecl the Sank vitrresees Last week about that. rn pri¡rctpLe r¡¡ha.b

you say ls quite rl.ght.

(¡tr-Sj}ægÐ Ïrr nary casecr of rosche¿nling there ls no

redustion of, the orfgJna3. Level.

Lr89,. ïs that not r,rrong? tforrld. ¡o-tr not pay Leeo for the eeoondl

rather tba¿ the ftrst? l¡Iorrld ¡rou not, arqr of you?

ß!¿ ¡Å!ÊfCC f thùdr the¡e are negotfatíons on r,¡hat the

:rate of lnterest of the reEchech¡Iing shoukl be a¡ld. ft can be the
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case bhat ths real wolrrJr ls ï¡hether the no¡¡ey 1s gpf¡tg to be repalcl
/

at a.L1 ff tt fs eol¡g to be palô acoordLlng to the reeahetlì¡Lf¡g. [hls

nay be a perfeatly natisf,aotor5r tüelness f,rø the lnfnt of vleu of

the bsrrk.

LrgO. Puovfclodl the lntereet Ls patil l¡r tl¡nê?

(gf,¿lt¡¡SÐ rncleed..

@d mr* fe It s@Ie !ì,ailre a oouhødlL:tlon

ln teme, Eere is a oountayr a ootpar{r¡ a charaoter - Let us take

a coratq¡ - ruhfoh baE gpt l¡rto an uns'¿ctalnabLe l¡debtecbress

poeftJ.ono Eow clo ¡¡ou dleal with theù? Tou dea.l wl'Lh that ty

atvplylne yor::¡self to the acfiustnent. Ecw dfd tt get l¡øto debt?

Is tt gofng to go. on epttl¡rg l¡to deþtr a¡rd. ¡rou oourect t¡æ polf.oy

to aLter the flor* eo lt fe t¡ac[cfne back l¡ the rlgh] cl,lrectloa ancl

wlLL cme back ln the ¡rfgbt cll¡rectlon. C¡T' lt affordl to pa¡r the

resohedr¡le<l ôebt o¡ the l¡tereet on the reecheôu].etl debt? .Answerl

rror So let r¡s lencl lt sone ttþ!ê¡ Does thfs ool].ocrtlve operatfon

alter the qua.ltty of tl¡e debt tn the Lend.t¡g tankîe acaoucüs?

Althougb by gtvl$g lt noae r"n"V to enable lt to pa¡r o\rer a lqeger

tlne the reechedr¡Led tlebt ¡¡fll a;re inpro¡trt¡S tr/our obanoes of gettl¡g

yqæ r¡oney baolcl ¡¡ou na,y still be Justtfietl l¡ ñat l¡g a ¡novlsLon

tn the baLæ¡oe sheet to take acoourt of the rlstc that ¡rou w{11 never

get tt at 9,1J.¡ a,nd. there ls a c{¡rlous set of ¡¡a,æ11e1 JudenentE

belng naclee ' ttlfhfa te the beet I oan clo to gfve ne a che¡¡oe of

eett1rrg tt badc but evon eo the olra,noe of gettl¡rg: back the orfufnal

noney I ptrt there hae d.lal¡fehecl by X per oento t " so *"î, l¡stlnot

of what ts gotng on, l¡ ansr.rer to ¡rorm queotJ.one As the saae lrut

tt is tl.Ifferent tr¡ iltffereat oases.

lrg1." If th€ ba¡rüq orþf-na].Iy lent ln tho ex¡¡estatfon tbat tt
woulð be repaldl¡ Ít uouild be appro¡r¡l¿.te ff tt fal].ecl. to suoceedl

ln that anð createdl the slü¡atr.on ¡rou cleeoctbed that the shaæholclers

.'.fhotrJ.tl pay the lot?
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@ A€afu lt vould oæ tt wor¡Iil not.

I an trVl¡S to tJ¡ù¡lc of, the rooEt recent oase ï have ln nl¡c[.

ñ r ,- _---- l-, t , -Ll- ----t -^ 
-J 

r- --- J-- r----_J^_Lt92. JtllT JJ Jroll nAO Se€n rIre exa[P¿es pur ¡o I]E¡ l.f¡ åmetrJ.oa

repeatec[Ly that fE eo?

@ 0n the baels that tbe loss rûoulcl

oerüalnly falL oar then if, there 1s a Loee, subJect to a,rry ¡lætrlefon

you nake ¡1 t'?re balance eheet aad. subjecrü to any tan plovlsLon .¡rou

have to take lnto acoor¡nt.

@"gÆEgø One pof:rt is that the ba¡olc cloee not hrow

whether there ls aotr¡øLly a Loss urtll some tlme later ancl ít nay

affect the J¿clgpent one yea:r to w¡rlte a partlotrLa¡ Loær dlown ancL

J:e the nert year tt nay clecicle oondlltLoas bate clærngedl ancl tbey

oan wrlte ft up fn th&t year.

Lr95. It k¡ows lf tt þ.ae aotualLy rescliedtú.ed. lt anð part of

tho i¡tereet?

Gg:egeüÐ [he nert year ft nay feel ha¡pler about that

partic'uLar thùcg.

1794. Ehey nay reecheü¡1e ft badc the other uay?

Gt¡-leEeþJ It ls a queetlon of, the Jude¡nents the ba¡ù

have to 'nekê a,s to nhetber tbat Lon¡e is gpfug to be :cepafct æ not.

lllhe act of reEeü¡eclulfng nalces lt more 1fkeLy.

(Str C¡eofgrev gowe) Tf I nay take aa exarrple¡ the retieæ
of repa¡pent of our bon'ord¡rg fbø the II4F r^las aoceS.eratedlr eo that

1f ar¡ exaupLe of rescheùrLlrt€i the other way.

I4r Hfggfn6: fhat le eurely. a ca,se for opti.mlsm.

. r-tajman

Ir95. GhariceLlorc, r¡rforürrnateLy that fs not an exacrt analogxr

wlth lrhat r,re a;re talkl¡g abotrt. trÍe shouLcl ptrt ¡rou fn to n¡n the

Sarrk of lfexÍco or the 3a¡lc of rlrgent5rna.
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@ If I cou3.cl ?rave sone vo}¡nteere f,¡om

the rest of ¡rour Cmttte.e_f

. i\b 3ror¡ne

Lr96. Cbanoel]"or, ¡rou said tha.t tho bankLng sltüattoûr wae nst

e:azctly a crl.gis ancl ne shot¡Id get tt fnto perspestlve, 0bvlotrsly

the wo¡lldl. eoono¡[r w?¡.toh you u,11udl.ed, to in ]ro1¡r openln€: statenent

clependls veq¡ caeltieally utrtofr tha hea].th of the l¡tera¿ttonal fJ^uaol¿.1

s¡p'øen andl r¿hæ ¡lou have the P¡lne UlnLster last Fh¡eeday replyJng¡

to a qtrestlon o¡r tlrts subJect of len<H¡g noneï to A¡gentl¡rar wltb

her tr¡¡or,¡n vlews on .tlrgentL:onr qulte cotrectlyr ariil suletalnù¡g

tbeEe loa.no¡ 'r¡?ttcb nay be recyoledl tn th€ fqm of the purchase of

ams f.l. other couotrles suoh as France¡ ancl. ehe Jt¡stffted. t?¡ls

by sayl¡g lt was tn thê natfor¡a"] 1¡toreot eurcL hj¡ted, that lt uas

rrery lmportarrt to Wholtt Argentlaa as ¿¿ credlLble economqr aæð nzlntaln

tts lfqrrfè1ty ùt ord.er to ¡rørrent wh¿t rrc all feel ls a c-rl.gtsi

¡efeml¡g badc to yotæ a,nsl¡er to Mr Seamont-Ða¡*te orl€{¡al

questlonr. dlo you stÍ[].Ðt rea-Lþ feel th¿t the p¡esent b"doJ.rg

sftüat1o.r whlob fs a,h*a¡re, lre und.etstandl¡ a rtslcy btrelaeas¡

hpe reaohedl enorroorrs ¡ngporblons? .And when you saü we olght to keep

tt tn perspective ¿urd one hea¡s that ths top süc lntema'btona-1'

lenùtng ba¡il<s ln the tnlteð States have lent nl¡re tlmee thei!

capftal to only fq¡r ctlfferent cor¡atries, to gs ttrat seæß to bo

ari enomous cs:[sls. 0ou1d I add oae lDore thlüg on the baolcgmundtt

that thege sa¡ne .ânerlcan ba¡fce ?rar¡e lent ver¡¡ heavlJ.y to the cløestlo

ott br¡sinesses l¡¡ ths Unlted States at- a very hfgh Leverege at

a ¡rice of 141 a ba¡*rel anü nort the prloe has sLlpped d.asnr to

$ZO a baæeI. Sr¡¡ely l¡e €üre ln soa€thi¡g nore thar¡ jr:st a woævlng

situa,tlon?

@ I a¡c not e:çectedl to acoept a-LL the

prenLoee of ¡roun queotion bec¿r,r¡se these naJr rt:tr nay not be rl.€bt. I
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a¡û iloi sttyl$g they are LnplauslbJ.e. Ï stltL thlnk that the wo¡cl

Itcrlslstt 1e one wlrtoh 1s nuol¡ overt¡Êed.. If ¡rcu vlsuallse the ktn<t

of s1+,u¿tåca¡ th¿t oan:ld, a¡fee l¡, rolatlon to a,rq,' one aotual or

potentlal ilebtor øuntrry that aan olear1y. put either 1tseIf, or ltself
ar¡rl lts credlltore l¡'bo a ocLsl,B oftuatlor¡ but I thf¡rk tha"t l¡ a

sense the uorcl rroúlslstt e¡p1led, to the preeent prcb3.eno ¡¡e sre

dfsouastr¡€i fnplfes a.Lnost a ilegree of lmedl¿c¡¡ between thel¡r

Íryact a,¡rd thelg soLutfor. l¡Ie are Livl¡e tluougb olrccÐstarices

of contJ,rnrous anxl.ety and danger ancl, ae ï said. ln qr openlng

otg,teuente agafia:t r¡¡hf.oh we }:ave to take aE mâ,n¡r otepe Eùs rüg pooslbLy

oen to avo-lô the rlsks tranofomfng theroselvee l¡to sæetbJag florf,Êr€.

ff ]*t thlåk th¿t_,1s a ceisis then I thl$k the i¿orrl. rrcurigLsrr !.s

a-ctuaÏLy nisleadin€Ì because lt suggeets en lmed.ja.c,y',oth of l¡qtacrt

ancl solutlon.

1597 " I nr:st say on our trfp to the tnl'l;ed. States ¡nost of, the

I{euobers of, the Comfttee oa¡ne ¿!Íay wtth the feell¡€: tbat there },as

a pqetty lmecl.fato probLen.

G¡¡-çggge¡L.sge.I That there -fs en l¡o¡nedla,te problen

I tto not dsubt. [ha! is w]qr'¡s are oeetlng nert weelc ln lrib,ehfngton.

Lr98.Ánd the dangera ïre lrero ¿lfEoueelng, aborrt the f,augÞF of

a carbeL bel¡S fomeQ of clefar¡jlters, 
. 
what wouLd. thLs clo not only to

the Loan porüfo3.itr lu absolute. terns, i.n noney nr:mbere¡ br.rt what

about the cash fllowe of the ba¡ks anð yhat are tho coetu¡..for

exarnpler of the lmeoent roscheclu].1¡g fn terc¡ns of profit ancl loea

acoo'¿nt? I:î yorr. h,d,. er:,¡s¡ntgrùn or a cartel¡ a_.urlLatera1 glrorrlt

of peoplq eettlag together anð eaylng, ü'trüe wfJ.I no! sesvlce olæ !.eirt

fæ the ne¡rt_three yearsr| that wor¡Ld þve a trenenclor¡s offeot on

the profl-o anil Loee accor¡rt of these ba¡îks,
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@ 0f cor¡rse, $ ts poseiþLe - andt I dlo

no! nean.to be ¡lfsreepeotf\rl - oonteøpLatlng the Éoerne to eee teo

!na¡\y thl¡€F that oorrlit gp rr¡ong andl-.¡rou oan fllghten ltoluÉeLf l¡to

fpobüity. ghat f-g not nhat we lqrt to-hag¡renr nor Ls tt qr Job.

One has to roake the 'oest Judgnerrt one can and-.take tlre eteps ae -.

necess?.a'Jr andl as e:çeðlttously 9s-.Ilosefble; $l¡toh ùnr93.voo doallñgl

wttl¡ lndtvíûuaL cot¡rtrLee¡ ]"eanrJag fþon that-.æcperlence how rrn¿

oan fu¡rrore f,þs ngch¡untq an$ nak-Xng epch oÏranggs as €Ire cleenedl

to be nêcessal1r_ l¡ the frrterrnalfonaL i¡siltutlo6ls" As f s*lðt

tþat f6 eogethJag-.to rqhLch- ue neecl to apply or¡rselvoe lggently

9nô dÏltganåiy, and. Eo'wÞ arê. [Tbere ls np cllsa€reenênt about the

naù¡re of r,ftat has !o be c[g:re.-

1799. -I qulte ugrclerstand a¡¡d. eq4oqt the view of r,l:e fgteg-

ng,ttotraL_.fnstt'butf,ons suob aE the Ii'fF and the ì+rorl,d-.3arlk and-.so

oa gettrng-.pestrùo togetheæ to l¡g¡rrol¡e tþ ftorr of, lrfo¡uatíon

to oo-orctl¡ate tble whole e¡rstem. I thl$k the l{eobe¡p 9f thls

Comltt-ee 1¡ould hearllty su¡lporyt that bu! 1t dogs bgg one

q_qegtion anð ttrp,t 1s what ne were toltl fn Yaoþfngton by the IMF

Ln te¡re of wl,at one nlght ogLl salr¡ngi€ Lend'lngr ttst those peqpl'e

who r¡ere alrea,4y ¡n_.woglô tta¡rte u¡lrt for tbe ealvage thel¡ prc-rata

quota of the otrtsteüdfu¡g <lebt. l'fhat legpl Jpl.toat-þns ðoee this

have vfe-a-vþ the. eha¡eProlclers lfr fn ta1yùâg to-.1,epð fþrthen

to t*rese cornrffi.go, tlrey lrgre o ealvage g¡lêr?aioa-.and $ sudl a-.

sa1rrago operatl"on¡ went rrrong would_ the tntenratfona.l" f¡ettþrblons

be lta,bLe to shareholöerst suitE qr those dlonestlc bnnks tn

lnte¡natLonol" lal?

@ I woul¡d. heEltate to g.lrswse that

queotlon of l"an begauge I-Ìra'qo leg.rned tg Þe ¡m:dent lr th¿Ìt-.

renpect, but the lntentlon certalrrly 1e-.ng¡ there-.ehotúd be no

such Llabl.llty. lrlhat ts aøtua11y holpenl¡g la construcrtlve
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c4te¡otfon belveæ tþ lrternotiongl $bneta¡ry-.I\nrd. playùrg tts

past a,nd. the bepke alorneslqje 1t m$fttg thel¡ own Jutl€pent of t$it

collectlve or l¡d.iviftre.L Igriereets, beoause they aper after a,Ïi¡

concerned to secn¡l:e the-nonery the¡f_Ïave aLreadly lent ancl. Bedurle

the prospect of ltg trelne repaJ.d, e¡rd, they oayo theref,onre¡. b9 ertenfl,fge

tþefr facllities_.ùt orcier-.to sec"r:re !hat.-. 3ut there fs not¡ I -tt¡l¡lkt

a,ry ooacept of unêe:mæltlag..or gun:ra,nteeln€: that. l{or do } thlrfc

tt r¿orrLð be plflrdent tq o¡gantse such a_.syotga þeoatroe ![ oae rvere

to go q,s far ae to cenþra3.ise a efek ilï an uncteryæltlng forst

thea qe aotug.lly gùnlnL6h6s the eLenent of JudeÐent rgquJ,red. fron

the oq¡etittænt banke ancl theLg Lgot dglrü Ls worse than thel:r fl¡st.
L400. Jr1 ffæt of tþe _l,upendJng barrk ef.sf.s¡ or let ue call ft

a situatfono thie Govensenrt lev!.ecl. a ror¡et¡ly.fltO0 nrll:Loûr wlnd-

faLl retro¡pectlve lrroflte t?F on clea¡Jng banks. _.I kngrr that

hitish bar¡lçE are ac*r¡ally ln a far better goeition tha¡¡ nost of

th€ OECÐ ba,nks¡ lut 1f puglx oa,ns to eho\re andl there-.wag a Problamr.

r,¡or¡ld. ¡¡otr take ùrto accor¡r'b t*re fa{ 'bh¿'b the Goves¡nent hacl taken ..

sqnê 9400 'nrl.Lloa strt of the ol.earl¡g ba¡ù capital before "J.Levieti¡S

the probLens l¡r tems of the ball-ogt?

@ I thl:ù that ls a ?5rpotþetfoaJ.-.questiør

founrteð u'!oôn ¡r dlebate on w-hioh the Tiauee oarnq ùlr a oonoJ-r:g¿d1 go-mê

yea¡s a8o"

. CnafmeVn_. 
.

1401" In other wo:rcls, you nean nor Cþncellor?

@ I was trîrjng to be nore oor¡rteous

ttran thât!

Mn Sror¡¡ne

uoz. rf the tarpa¡¡er rme_.foroqct to barl o-trüg ffust of a1L, ln

tems of a bafl-outr I r'¡or¡1,d. bot_ d¡c..¡r of aslrlng you what l¡oræ Level

lr¡ou]"d. be beoause lt wouLdl be lrrong to cllEcLose that, but are you
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looktcg to_.lnoluite Srftlsh barilxF o¡c ¡'¡hat-.about Srltish branoþcs of

fogetgn barùs? Ïlor¡jlð they be laoLudlett-.i¡ a ge,Lvaeþ baslcet f¡

Londør oar wanldl you look to the f,olelgn eg.rerxt3.

-@ Âgafn I dlo-:rot-lqlqt r¡hat iclað of guestfoo

ïou a,re cQrefJerl$€i hgcauoe ¡rou a3e n9y1¡1g: fnto new temltorl¡ $ld a

new-.eal14age arraggetênt of bhe TK bankl¡g s¡rotem whfch I had not

b een coarterrylatlng here'

(E.l+ttlqÍlt rt_.fu r.orüh reealls^trg lTrere vrëre e€rgerne'nfis

betrveen oentral bgnks eel¡le bac[ to l9'17h4 an* re¡¡eatef, sùrog on

hon they nfght ha¡¡dle the reogcnsfblllff for fnterrra'bfgnrìl þnkù-lg

s¡¡nd,lce,tes gf r¡a¡j.ors kl¡dßr got tolalJy-.oorpletg arcra,ngeneate¡ not

pubLfsheô ln detalJ. becar¡se fa. a se!¡Fe one dloee not warrt everXrbocly

to lcr:ow tgfally where they aæer.þut there l^s that fba¡ewodc for

cH.sclrssfon anil tt has toue3reil on thJ,e eubJeot. ¿¡

@ -I thl¡k 1f ¡Pu af.e cÛ¡¡oenred aþub

the cogpLetenees eaf., effeg-bfveness of the i¡rterrratlonaL nad¡l¡ery

fgp badc gr:¡rerrtsfon, the¡¡ that fs a v-e.ly lggftÛ¡ate subJedf fof

fnquJs¡r a¡¡d 1t ts lm¡¡ortarrt tþt eaoh natfon strorrl'cl hove lts oun

sulte¡rrlsoqy e¡¡sten ln plaoe anfl tbat there ehoufd bg ae-.effeotfvg

ae pgoslble a o¡pten for-.cleaLlæg wftJr orerS.applng and fnlerlgdrl¡g

a,aeugengntg.-. Ílhat ls one thl¡g to whtcþ thç Saric fgp lrtenratLonal

Settlenente fa parrüfcuf,ar a¡p[letl-"ltE ¡nfnd. ln L974 anfl. 1980¡ where

wg ?ra:re alwa¡re bee$ consi.cLerl¡rg ln the Eìuopean Comraefty lvhe¡e

tnfornal dllsorrsslons¡ as Mr tfttler haç said, hare exlste$,¡ where

-there are some fï$bher legf.elaflve crhangee of, a nodest lc1¡tl t'hat

needl to be Eadle tn certal¡ cor¡ntrlee. 3ut t}r1s-.is cerbalaly somethlng

qfoh-.I tþ5¡ù has-.to be regarrlecL as lrporbant and fe ve]:5f oerf'oæly

tn ¡ni.nit çrd I th1rù they ane l^argely d.ealt r'¡1th. -.I hgsftate to say

morre th{ìn that. Yott a¡le qtlte rteht to il¡:aw attentlon to L'ü.

1.
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i4Or.On the oub{ect o-{ the use of ploceels *?¡d the prpbL9.n a-.

lot o{peopJ-e-.bave lo geefag 3nttlÊh banlrs Lø¡ctl¡e tq Argentl¡a-.and

the rnçne¿.gojæg i;o F¡anoe ín i;ems of jobo auri-weapo¡.rcr g.fer¡ anei

bearl¡g |n-.nùad. the facrü thipt you saidl you dlo not ua,nt gR ent{t3.eroæt

.SIIst€o, nonethelese ilo ¡¡ou not feeL tt wouLô be u"lse¡ andl lf not-,tulq¡¡

ng.br for thê_"Ilp !o o¡rergte s@€ ty¡le of qr:ota a¡¡sten for LÐC ler¡dl¡g

and, lrn¡estuepte and lf a¡ly bank lgat outs$de the quota tt uot¡14 do

so at lts own rLets wtthout the central badc as Lencle¡r of Laet reeorü?

Suc?¡ a faclLi'by uor¡Lct be very Ipwerfirl becorrse yotr corll, dlctate the

rrse qf the proceedl6... lL lot of tJreee qorntrLes have spent hggç

a¡nor¡nts of t-i:el¡ Loa¡¡s on a¡sa¡nents ar¡dl, preqtfge rrroJe{s and., ae

the C'taLman has Í[1ü6trated[¡ !þeçe bas been some-.fee].lps o{.a laok

of lead.ershlp ancl co-ordl¡P.,t1on l.rr te:Ðs of fatermp,ttr¡¡a.l 3.end'-ing

ancl people have been jrqli:rg over eaol¡ other tc Lencl ar¡cl ]rave not

lool¡ecl too o].osely el.ther at the ccedtlt orl lhe t¡se of proceecl¡s? ¡e

t

@ Tou are taLlcl¡g about coumercl'al baalcs?

1404.Tee?

@qgg@et ëæ) [lee rlehts of ]Í€tber Staleo to take

aðr¡antage gf 'ühell faolltt$ee y.tth the IMF a¡e dlete:ol.ne4 bg the -.

Arüi_cjles atrd. aæç relatgcl f¡¡trlnsloally to thel¡ quolae ln a'4¡ event.

I:f qre l¡-.loolclcìg beyonet that for the SE' or sone l¡stÍtuùton to

nfllce a lcJact of gi[g.ba3. r¡aLue ludgnent on the.na.rclnm pem$$e<t

lnd.ebteilnese of any sor.y,ergfgn tfgk bo:rotrer, I r^¡oujlcl agaln hesltato

to put gucb a e$tuatlon fn plaçe¡ Bartly becan:se I a,n no! at aLL

sure thê Judgn€nt worlcl be fo:$rt to be more re].ÍabLs than the

Judgnent o{ thg na¡rket plaue andl a}eo becanrse ff the IQ lsr as it
wêrê; takf¡g rmto itgeLf the responslbtllty fæ detemtnJng;"the

na¡cl¡m rafle bo:erowfne to be un*e1talrep by Couetr¡¡ A or Cq¡nfury 3t

tt 1s omlng veay cl.oee to sayl¡gr*.rfTr so fûr aB we have-.endorsed.

that Judepent wE wfll aocept reepøsJ-bfLfff for errea'lrthl$g'up to
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that ilnft.tt So { fo oonlng pqplJourly cloee t9 a near3.y ydrrereal

guamntee eyetæ apd I an hesitañt to p-r¡t that 1a pLace. Once-.we-.

erotle to ttp.t ertent tþ role of Judgnent by thg oomercS.a'! bonkfrig

s]¡sÍenr then wç nay run other rLsks. {.an renþd'ed' of Spencer (I

thfuk tt r,¡srs ¿ntl I r¡redl to quote thl-s l.l3 ry Conm:ner "Affal¡s dâüB)

vho said., ttlf you ssels to oreate a ayotcu 5re whJ._oh everybocly io

p:rctoc'bed. fron the consequÊncos of his oun foJ.ly, you €ûlcl up

r.nith a'norId. peopLed. entiroly iry foolsrtt a.r¡d. tha'ü ís as t::tro of the

bar¡l¡j¡rg syston a,s of oong;unetr ploteotion, so thelce rnrst ]¡e ¿ Jlnlf,

to the j:r-rolrienerrt of centra*L a,uthosity.

1"4(.^ . CouJ.ô I asic ono fftæll queotion on the subjec'b of

Uqrid.ity. Ol¡vLousJy ei:roe the Auerio€ln freeze of I¡anie¿¡ asBets

a Lot of naijor öepoSi.'';oa natlons alfe l'¡orried. abo¿t tho froezing

of assets. Is there lx,t a 1'¡ay of 'gBtti¡g nore f iq¡¡¿&ity into thre

I,IF even on a rtLosr¡tg to the II,IFtt l.,i¡;iír'.íf.j'Ð?-ïJ:r .r. to ¿ pald-tæ

guota syster:r, lry encouæ,gJ$g big d.epositor nations to d'eposit nonoy

in rhe IMF ln ¡etr:¡¡r¡ for the seurrlty tha,t it r'rculil, the¡ofoær offer

fi¡on the polnt of r¡:ler,¡ of the freozlng of assets by any one nation?

(Sir Geoffrpyj{orcq) un¿t ís not, of cou¡se¡ sonetJelng that

ha,s happened. at alL f:cequenti.y¡ so I have not hearrl the propositÍon

d.isousseit. tn tlÞt conte:rb. flhe trI¡r¡ð cloes not d.epend. wholly on

quotas for lts resolrrceÊ¡o Et¡e arzangenonts a.le l¡ell-lsmtlfi l¡ith the

$auÀt-Arabåan I'[onotar¡¡ Authorltur as one e:rarÏü.e, ancl the I\¡nA ']¡as

aLso beer¡ 6J.von less tha.n entlnrsiastlc authoriw by the ]:rterån

Cor¡nitteo, by t?rc 3oard., tc cngA€p in n¡uricet bomou:ing as llelJ't 5.:fl

nooessary, so it does have facllittes open to i'b lnrt I do not ttrlrrlc

it has thoqht of talLorl.ng i'i;s uso of those facíl1t1os 'co proviùo

the IclrrL cf insusa¡îco polåcy you hs,ve i:r nind."
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I.fr ÏIovelL

3.N6. Seveæ,J. of try colJ.ca¿ues have taLked. about Li:oreasl¡¡g

corrpotitivenoss oT no-r:e grotrth anrl I r¡ond.er rvhe'ther r're or:4ht to

pay r1ouc a'ü'Lt;uLlou to cuttr.ng'baclc Gorrcs¡nent oræend.iüIrc? Both

l¡e a¿rd. the grciUt of fírre nations, as weLL a,s o'Ùhor cou¡rtriesr hane

been talking about our írcsçionsibiLíly fn enj$g on e¡¡f¡Loylng nore

poople tlrar¡ r,¡e ouCht 'bo be euploytng¡ and. ovenatrnlng ín 'ühe pub3 ic

sector. .åLso shoüld. r¡e consirlor rvays of gpttj¡lg our social- seærity

bud.e;ets und.er controL? lle founcL when l.¡e welxe j¡r l'Iashing"bon this

tras one su.bject wluloh nost peopLe wero verXr reluctant to tallc abou'b

ar¡cl it occuns to ne tirts is sonethJng lvt¡J-ch ve har¡o not ta1lced. about

r¡uch here todey

@) Nor I a4roe with you. I think you rrilJ-

find that 1n ui¡ùuajtþ everly corruirique of aLL +,he inter¡na'i,io¡raJ

orgU,ruisatfons thele has been a 1oud. if not epocific ocho of what is

h:or,nr as rlìToveLJ.Lsnrr. EverXrone enclorsos the need. to cont¡ol the

.gror.rch of ùhe grbllc sector ôefícit a;:d in that oontert how to keep

pubLic spending rrrder contrcl, an<l it is a thorou6trSry penefucatingl

Ínsight. If ycu Look at the oor¡¡¡trles of E\rrope, al.t the countrCes

tha,t have cone to the f,bnd. a¡e a.11 conJng tbere becauoe, in fêci,

their hrd6ots krs,ve run out of cont¡ol. For ul¡f Becagse they aico

spend.fng norle oÍ ptrbll.c revoulre tfrar¡ t't¡ey aae gettJ:rg in revonue frou

the ta¡ros and. tlrey ha,ne n¡n our:; of-'bhc. :'roal of bolrord:r6:, Sor your

polnt is absoluteþ centæ,J. to the prcblen" It is oont¡:al to tho

probLen of n¡nni¡rg a ôenocratic syoten of 6orrenment ancl it ís

ortraorùinary how wid.espreari. the ôe¡rocr:atic banle isr even

in cor¡rtrlea one hesi'üs,tes to recognise as d.onocæ,cLes flon tlxls

ùi.star¡cc lnrt l¡hich harre nonents of electoral cxcítenont which have

soue Ílpact on the natu¡ce of the goverrnent.I'i;1c precedfng t&rese

nor¡ents of eleotoral excitenent ths,t the d.eficåts begtn to ex¡land.

and. the d.ebtors boefn *o appoæ.62



Dr 3re,Y

L1,6.1. Cirancellor, if a1t goee uell at the Interi¡: Cor¡nlttoer whtcir

ruo sinoeû)ly hopo, ôo you tttinlc tho incrsase of tJre E''lF quo'üa and' a

falL in. the oqransLoa of 'che geneæ3" a6reeuout to zo¡o uJ.LJ.t

1n fact, be sufflcÍer"t to urrloclc tire flow of pr{.vate barrk fuftd's?

(Sfr eireoq¡,qgfi.qo.r.¡g,) flhat ís the jud6nent t¡a.t r¡o ¡ra.ke and.t

of coumo, wo c'o of lglOr,¡ how rnrchthop:npoSoct' lrcreaso rciLl be Tott

bnlt ig La lntenclod. to be zuffLcient 'bo. glt tiro syoten on a roasonabl¡¡

oven keeL. It uust be oad.cl, of cor¡rso, tha'ü Lt doee not cono into

offcct fortl¡.¡ith, fira,t is one of ttro reaeoIlÍt l{e we:l€ e¡r:rious to get

the GÁ3 b¡oræPrt fon¡¡a,rrJ. as a ggorrtrl e:¡ercisen 1'Io have said' lJx Parie

-biro other day that wo lrope tlre qr:ota incïease car¡ talco effect l¡y the

en<l of tirie calondar Yoa;r.

L408. It is onl¡f L0 bl.Llion a yea¡fr aosuning lt !s spl:oacl ove?

tJ:¡ee yeamr ie it :rot?

(s¡+.Jþo{É:rcqJogÐ I do not vet knovr rüu,t Ít is gofng to

bt¡ Ìnrt of tlra,t order.

L4O9. In tho tld¡rJ. qr¡a;rter of l)82, rvhlcir ls thc Last for r^*rLch

d.ata a.re ar¡aLl¿b1e, th totaL 1.er¡di¡ng lry d.or¡elopod. countrisst banlis

to ðcvelopír¡g countrd.es actua-lly feLl. Bhat is or¡ the latest

inf,¡rsation. Ilven the roIl-orrer is lncompLcte. A¡e there roalJ.y

any gror¡¡d.s fot yo.Js optfnisn aþort rlrlocidng the fllow of prfr¡nfe

orecllt?

@ tr'll:a,t one ]ras to bcsa.r ín Eind. is whether

the f'rmd" itsol,f, fs gpi¡rg: to har¡e zufficLont lesourceg to þy íi;s

part in a¡ffa,ngíng its or'rx p-logrartncs.

14L0. Does it not cal.L for snpportfng nea,sures to hold tlre plobl.on

r,r1th the f:rou.tse of a f\.lsther Lssuo of ,SÐRs 1n a yeaa or so?

@) nnat fs a sepaæ,te l¡rt inportarrt

queotion bocause the possibflffu of a f\¡rther issue of SÐRs is
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cortainl.y sonethine'tre shaLL have to 1¡o consicl.erÍng.

14L1. ÂrvJ ¡rou r,rLll iro novlng on to consl,d.er those questionr:

a,t the Interin Corrdttee?

@ At thís neeting of tlu¡ Inter.fui

Cor¡¡L'l;tee tho¡e u:ilL oertalnly be sono d.fsqrssl.on of that j¡ec¿luso

one of the reasons Lt cones onto tho a6cnda a¡Csos f::on ar¡y d.ocLsion

as to lrorrt the incleased. qrrotao sha.U. be ne'b ar¡d. if tlreso fnc¡sased.

quotas ax¡ to bo netreither fnon tho l¡a¡¡d. c'r¡rrencíee or SÐRs, thr¡n

thc qucstíon arlscsc ha¡re alL thc Menbes statos got accees to

su.fficlent of thoee thfngg to neot theLr obLLgation so tho $ÐR,

the cil¡sstÍon whlch has beon noro or Lese in sr.rspenôeci. a¡:rÍnaü1on at

reoent neetfn€p of the rnter.lr: comL'btoe, wlLL becone noæ urgcnt

and. noro relevar¡t tut I ðo r¡ot fna¿J.no or expoot we shlll bo d.ecfcl.Íng

tt ne:rt w€e'r,

L412. Uí3.1 you bc oponlng up 'clre q.reotion of cLobt r.o-orga¡rtsation

for tho longer te¡o?

@) again nct nert l¡eoLc. Ib,nlcly, r.re slral.l

ha;\¡o aLL ou¡ tlno cut out to segu¡lo the a8rooner.t on üre síøe of üre

quota Íncroaso and. tlre clistrÈbutLon of the qrrota incroase, a¡rd. to

nako $¡ffLciont headr.ray on tlre s$¡, I hopo to nalcc ,chat a lfi¡o issuo

at 'bhe a¡:rn¡al noetJ:rg in Soptenber.

f'{li. 3ut you agæe 'thcre is a¡r arrftrl Lot that renai¡rs on the

a€onda if the probS.cns of cler¡elopi¡g. cor:ntrios aæ to be considoreð?

@ Ind,eed., yos, that is wl5r I ha,r¡c been

anxLous to hasten tho pnoooss.

Ghaimar¡l ChanceJ.J.or, th¿¡Íc you liotry nuch. Eho Comrittee also ruíslres

you. stlccoes Ín yoïu¡3 moe'cíng early Ín Sebnra,:ry of tho Ini;e¿d.n Corrmitteo.

fllre Corm'ittcc is actu,al.\' }lkely to rcport to tlre $ouse on tho subject

of sove:c€lgn Lend.ing beforc we comc to a goneral conclusfon about
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lntsnptfo¡ætt fl¡uno!.al a,:creagenents, so thâ,t yous funrj.tation to

aclvfoc, Lf tt J.s possibJ.e, Lo oorüad.nlif occoptedL. flranlc ]tou voay

uuch for ilc¡ing l.Éth ue toclaY.
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I. Introductfon

the prfvatê sÊctor fs the focus of nes attentÍon ln lndustrial ag
¡rel1 as developlng couûcrfes and 1n centraLly planned as well as Earket
economles. Advocates of a larger scope for the privaÈe sector clalo
Ehal greater rellance on nongovernnental economic aBents and'b¡oader
appeal to prlvate fncentlves can lead to better utl.l,lzatl-on of resources,
faster econoolc growth, and lncreased'economlc selfare. For the poorest
and least developed count,ries ln parclcular, '¡D^any recent analyses gtress
the ueed to uobfllze lndfvldual energy, skiil, and savlags uore effec-
tlvely lf presenc trends toward econoaic stagnatlon or decllne are ro
bc reversed. Ll

Although 'privatl.zatfon"-deffned as a greater role for the prlvete
Èector--tn devel.oplng counttles, 1s belng rldely dfscussed, lt Ls aot
êlcsr how nuch of ft ls taktng place. I{trat is actually belng dd"ne,
ètpèc.tåIly ln the developtng countrÍes, to alter the publlc-private
econoolc nlx? the questfon ls not an easy one to anslter, and reLevan!
dacE are not readf.ly avaLlable. NeverthelÞss, research for thls study
has uncovered sooe lnfor-oatlve erçerlencesr'whJ.ch"are descrfbed ia this
pâpê8.

Sactlon I dlscusses the distÍnctlon b-etlreen public and prl.vaËe .

toctórs. Sec¡lon II surveys sone of the nal.n facÈorb that have led to
the worldwlde surge of lnterest 1a an enlarged role ln the econony for
Ehè prlvaÈe sector. Sectlon III analyzes e:<perlenees ¡sith respect Èo

Èhrèe of Èhe raain lnstrunents of prlvaclzatlon: (I) *divesËlÈure"-
ðÈIltng (or closlng down) sÈate-owned enterprlses; (2) alJ.owJ.ng prlvaÈe
Aector agênEs to provide serclces e-ither ln place of or in conpetillon
ïtÈh Èhe Bovernment; and (3) government contracËing of servtce dellvery
Èô prtvate flrus. l{any ocher instruments are available to increase
PrlvaBe sector lnvolvenenÈ 1n .the econoay, such as aacroeconornic pollcy
Ghengès-for example, allocaElng more foreign exchange lo private seccor
egÊnts, luproveraents 1u Ehe general lnvestnent çlina.Ëe through changes
in la¡r and practlce (incentf.ve legislatfon, labor regulatlons, eÈc.),
Ccreguletton, and ltrposltlon of nore and/or hfgher fees for the use of
gÐvÈrnnènt'servlces. But for lack of space and Íaforu¿tlon, t,hese are
âoÈ dlscussed here

Dlvqstlture ¡ras selected for study because lt is hlghly êEtracrive
tô ocono¡¡lc reforaers concerned ¡¡l.th lncreasing the effl.clency of
tegourcè use'1n the public sector. Nevertheless, despÍte tts appeal,
Cl.vGstlture ls not e courron phenomenon, nor is lt llkely no becoae
eômon vetT soon. On the ocher. hand, deregulatlon, ¡¡hich allows privaËe
e8ÊnEs to cotrpete l'lth state monopolles, and governltrenÈ contract{ng of
thc deltvery or -productlon" of services have cl.ear pòtenclal. These

å/ Cf. Ìlorld 8a¡k (1981) and CILSSiCIUb du Sahel (i980).
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Beasures can generace substautlal nen resources, s!.gnlficantly ralse
the general efficfency of resource use, lnprove services, and brlng
about faster econonf.c groltth. 0f course, they are not foolproof. They
enÈalL probleus of thelr own and ûay lnvolve soû¡e netr or dlfferent
r1sks. But erperlence lndlcates that because of thefr l¡rherenL advan-
Èages and Èheir prontse, they nerit sarl.ous consfderaÈlon by .govern-
nenÈs and lnt,ernallonal agencies concerned ¡rf.th econonlc developmenÈ.

ïI. Anbtgufties 1n the Publ-1c-Prlvate Sector Dlchotoray

Ilsually, "prfvate" and "publlc" sectors ere referred to as thorrgh
they are well-deffned entitles with an unaublguous fronË1er between
theu. the "prlvatl.zatlon" process ls then concefved of as a shiftlng of
the frontfer ln favor of the prLvate secÈor. But ghis ls not, entlrely
âccurate. I'fost actlvltles ln the real ¡rorld are, Ln fact, publlc-'
prlvate blends. lterefore, 1t 1s nore approprlaÈe Èo see privaElzatlon
as a process thaÈ alters the blend, wlth the publlc sector piaytng a
dl.fferent role and che prlvate sector a larger role.

All organleed acti'¡fty has oany dfrnensfons: concepÈ1on, decerml.-
netlon of scaLe and technology, financlng., ¡urnagement of productlon (of
goods), or delivery (of services). Econoolc acrlvlties cormonly des-
crlbed as "publ1c" or "private" are rarely entirell, one or the oEher.
Thls 1s obvlous Ín such a coûmon case es EhaË of pub1tel.y financed
oanufacturlng'enterprises that are managed by prfvate agents. Educatlon
end heal¡h care actlvfties are also frequently flnanceci by tax revenues
but "produced" or provtded by indLviduals and nongoverotrental organlza-
ffons. L/

Not only 1s the notlon of a strlct separâtlon of publíc and private
ect,lvity rendered ambiguous by distlngulshing between di¡¡ensions such as
flnanclng and nanagenent or production, buÈ even r¡ithin each of these
eleneats, 100 per cent "publicness" or "privateness" is extrenely rare.
Ihus, a "pr1vate" enteryrise often enjoys fiscal prfvileges-subsidleed
credl¡, Èax rebates on f.oports, ¡ax holldays on proflts, etc.-lhat blur
Èhe coacept of private flnanclng. firís sane "pr{vat,e" enterprlse nay
depend on governnent-determfned tarlffs or quotas for proteetlon of i¡s
¡¡arkeE and its earni.ugs, on government wage leadership to determine its
wage pollcies, and on governnent prf.ce conÈrols to deEernfne the prices
of lts outputs. Ttrls ls "pr1vaEe" tlanagenent, but under such pervaslve
publlc constraints or Lncentives Èhat lts "pr{vateness" fs reduced.

The couplexlty of publlc-?rlvate blends 1s even nore evfdent 1n Èhe
case of loan guarantees. ,l,s ts seen below, subscantlal "prlvate" finan-
clng 1s belng made available in Argentlna for the purpose of road con-
structl.on but wiÈh revenue guarantees provided by the Gevernment. The

A sinllar distinction beÈr¡een "arranging" services and "producing"
deliverlng" Èheo Ls cmde fn Savas (1981).

vor"
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extent Èo rrhtrch thls ktnd of transacÈlon 1s publ1c or prlvate depends

on l¡helher those guårånlees have to be actlvated, whlch ln turn depends
on fuÈure trafflc f1ows, exchange rate changes, and rates of donestLe
lnflatlon, enong ocher unknowns.

, Îf the dlstlnctfon between publlc aod prlvate actlvlÈy ls hazy ln
these ceÉ¡ef¡, lt ls even nore so ln the area clf publle sector conlractlng
Ëo prlvete agencles. AC lssue here ls an ex¿reaely large set of actl-
viLies. In the U.S, GoverÊnenc, for exarople, aore people are euployed
by the Governnent as contractors thân as direct eoployees-and la some

säetors, vestly nore. 1/ Conlracting for pubLle servlces' such as

garbege-co1lect1on, roãd nalntenance' even flre protection, ls uide-
apread, åÉt caû be geen ln Table 2 and Sectlon VI.

À11 of thtg i.llustrates ïhy Èhe lnage of a publlc'prlvate blead
rlËh etrËêrêd lnputs 16 Dofê apt then th8È of a shlftlng dlstlncllon.
ïhen govern¡nènts eÒntrect acËfvftles, fhey do less dlrect oanagelBent or
produãtlon but [¡ore eontraët prepåratlon, specfflcatlon of performance
äflterla, end ñonltÕring. The publfc sceÈor ls noÈ renoved frou the
åêËtvltyi ônly lts tole lt alÈered.

IlI. llre Soutces o f Ner¡ lnterest fn Privatlzatlon

thê trnÊè?è3E ln Þtf.vâÈleatlon ls pârt of, a newly t'ntense and very
gênèTei ÞtèoêeuÞeË{Õn wlÈh the aflectivènèss and êfflcleney of resource
Ugè¡ gêVê3nüênËs ÊvêryìthêËê erè ùêarêhfng 'for ways to uobl'l1¿e ne!ù

ËÊeêútêêÈ åncl tõ ugÊ betÈet thÒcê Èhcy now have. Tt¡ede nelr concerns are
nôË êlffLèulË Èo explaLn.

Ì1tgt Of ali, publle sêètors hal'e gronrr axt¡aordiuarLly fast in
reêênt yêâts. Uuifng the 1970s, thè share of government expenditures in
B?ôêË dôüèðtLe ptoduet (CDP) grew by 2-3 pet cenE a year in nany coun-
ãtle". lfhereaslfn 1972 only 13 central gover¡Eents (of Ehose llsted 1n

the Fund's .G-e-v-et-Þaeat-¡'ltanë-e- -ltiltistlcs Yêarbook) T?1" ue134"tlg oq:^" 
.

Eh:tìd ôr.rore of:trDÞ'lffiärffi håd trlpred--Èo 38"

ôtt ôf 90 e'ôUnttias' In the devaloplng êountrlès' èspecÍalùy" the least
ãeVeiO¡ed Êhat have 

"elaÈively 
largersubsí.stenèE sèctolls, the pub1lc

ÊeêÈôt' fö.lè Lg êven târgè" whèn ônly thè Ðonetl¿êd part of the econouy
ls eoneidËtèd.

QAe f,O:q that publle saetot axpanslon took, especj.ally ln the
,tieVetOpf.ag èOunttíÈs, hras the gtottth af patastatal orgaalzat,lons*
?\¡b}{.ë'ôt' Ètetè-ô!Ía€d èatêt?RlsèÈ. ì{uube¡s ¿re hard co qoue by, aud

þaetalraatloãs Èênuous; thè pattêrrr of, state-ovned enterarlse growth

J¡ears Èhe t.S.Ll ef'
Dclattaeat

Tte Shatkånsky (1980)' P.
öi ilèåtth, ÊdueaÈlôQì and selfare had 750,0oo people workinS

Il7. In tecent

\¡â€Èt èôntrãêt-, arr<i ôlltry 157,OOÒ
(f97?)r Þ. 217r âìd savas (L981).

as .lt¡ect hlre elçLoI¡ees. See ãaarahan
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ls geographtcally uneven. BuC in. rlost developtng counilÍes for r¿hich

¿atã aie avaflable, substantial growth ¿ook place' L/

The perforoance of a publlc enterprLse ls dtfficul¡ to neâsure, and

great cllfferences exisL ln perforoance beEween côunËrl.es and sectors.
ixlstlng lnfornation can supporÈ few firn generalizallons, but 1t is
uldely ãsserted that, Ln nost of the developfng counErles' the perfor-
û¿rnce of state-owned enterprlses has been'"dlsappointing." 2/ Concefved
to be leaders in uodernization, aclopters of ner¿ technology, and gene-
rators of publlc savings for lnvestnent and growth, publlc enterprises
in the developlng countries have nore often than not beên plagued by
franagement deþtelencies, poi.ltlcal pressures to sustaln enploynent and

low frtces, and unclear-ofËen contradictory-pollc;r slgnals fron govern-
Bent. Às a resulc, efflclency has beea low (ln the sensa of oinlnlzing
lnput use to produce glven oucPuÈs>. 2l

Jones and Mason 4l gtve the following reasons for "lnefflcl'eFcY,"
deflned ûot Ln t,erns¡ ãf ¿radttfonal allocaÈlve criterla (choice of the
lrrong price/quantily bundle) but ln terûs of a fallure ¡o minfoÍze
eosts of production for guantfties of output acÈually chosen:

(l) publlc enteryrlses r{ork under búreaucratic sysËens that
usually control processes, rather than outcoltrêso "The tfne-consumlng
tradttfonal rules of governmeût (procurenent procedures, for exanple)
are difflcult to reconelle lrit,h the needs cf an organizatlon that nust
operate fn a dynamic narket place."

(2) Polftlcal. influence ls often used to transfer lncome to
speclal fnterest grouPs, but usually noÈ openly"

(3) Public enter?rlse declslon udker.s lack lncent,fves Èo control
eosCs. one of the lDportanÈ reasons for thls is the facc lhat i'l ls
difficulr to dlstfngulsh bet¡¡een good fron bad nanagerlal performance,
slnce Èhere are legltinaCe and ÍtlegltlBate reasôns for loslng noney.
Jones and Mason observe that there are no necessery reasons for publlc

L/ For example, Ehe share of state-orrned enterprfses
caõ1tal formaË1on grew between Ëhe late 1960s and late I

""nt to 59 per cent ln Algeria, 27 pet cenË to 36 ier ce

17 per cent to 30 Per cent in lurkey, 11 per tent to 23

Peru, 14 per cen¡ to 23 per cent ln Brazil, L7 per cenË
lu Kenya, and 15 per cenÈ lo 24 Per cent ln lvory Coast.

in gross fixed
970s fro¡¡ 20 per
nt in Taiwan,
Per cenÈ in
lo 24 per cent

See Pe t,er
Short (1983)

U Ttris fs not onl.y applicable to developing countrles as the U.K.
experience suggests. See Pr-vke (1981' 1982).

3l John Sheahan (198f) sÈresses the need to deflne efflciency care-
tuîty, since oarket fallures, imperfecÈlons, and nonecononic factors are
fapoirant ln explalnlng the origin and funct,ioning of public enEerprises.

4/ Jones and lfason (1982)
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enÈerPrl.ses to fail to nfnlnize eosts (although there are nâny sufflclent
reasons) and thât the costs of pubilc enterprlses Eust be conpared wf¡h
the cosÈs of allernatlves.

thus, lnstead of contrlbutlng to publlc savlng, the sÈate-or¡rned
enter^prises have frequently turned out to be dralns on the budget and
burdens on consuners of thelr outputs. A recent survey of the role of
publle enterprlses ln developlng countrles provides the following
typlcal concluslon abouË perforoance:

Mose studies have evaluated perfor-aance on the basls of
flnanclal rather Ehan soclal profitablllty. Based on thfs
crlterion, nany (buc not alL) countrfes operate public
enterprlses thet show lov profltabillty or large and uoscly
contfnulng flnanclal losses. The losses are nostly due to.:(1) lnadequate planning and poor feasiblllry srudles resul-
ting ln ill-conceived invesÈnenrs; (il) lack of skflled
oeuagers and adorÍnlsrraÈors; (ill) centralized decislon-
oaklng; (tv) state lnterven¿ion ln the day-to-day ooeratlons
of the flno; (v) unclear nultlple objecrÍves; and (v1) poll-
Efcal paÈronage. 1/

Dlscontent wlch inefflclency Ln public enËerprlse operatfons Ls one
factor chat has pushed the fdea of prlvatlzation fonlard. il¡ile govern-
nents have ¡oainly conceatraEed on irnçrovlng che perforoance of Ëhese
enterprlses, Ln a great tnany cases they also have begun to look aE other
!üays bo deal with the least profitable and nost lroublesooe enterprlses.

The rapld growth of central governlnent activltles, llke those of
sÈete-owned enterprlses, ln the past decade coupled r¡lth slower economLc
grorrth and conseguenÈ flscal pressures, Ls another najor faetor
explainlng the Lnterest in prfvatfeation. In the lndustrlal countries,
nuch of the growth in governmenÈ spending 1n the L970s cane in ¡he areaof "entitlenenÈ" prograns, but the spendfng on Ehese prograus has every-
where been dÍfflcult to contafn. tllgher coscs could be flnanced untí1
Èhe early 1970s nfthout too uuch dlfflculty, since GDP and Eax revenues
were growfng rapldly. But slnce then, slower economfc growth and strong
resl.stance to heavler tax burdens has forced reconsideratlon of Ehe
scope and ff.nancing of Lhese programs.

In most developlng countrles the problera has arisen in a different
forn. In urany of these countries, a substantlal share of goverrroent
e:çendlture 1s being devoÈed to educat,Íon, healÈh, and other actlvitles
reLated t,o the neetlng of baslc needs; it ls not, uncom¡[on to flnd educa-
tlon clalning one fourth or more of recurrent e)eendlture ln low-income
countrl.es. YeÈ access reuaíns l1nlred. rn sub-saharan Africa, for

L/ Choksl (1979), p. tv.
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ê:¡¿ruple, one third of all chllCren of prinary school age are not 1n

scnoàI, few peoole have access Eo nodern health facllltles, and only
25 per cent of the people have access to clean \rater. At the sane lilller
severe constraints exisÈ on the raislng of nore revenue by taxation.
Econonj.c grosrth has slor.reC dor¡n-especlally 1n the 1or¡est-incone o11

faportlng counÈries-and prospecEs for rhe next decade are poor. Also'
ln, the loç*lnccme counlries, farns and ¡oines are virtually che only
sources of Eax revenues. Famers, however, are already heavfly taxed
Ehrough price policies anci erport Eaxes, and incernatlonal prlce proJec-
tlons for nost, prinary goods are not partlcularly good' at least for the
Bext fetr yeârs. This leaves l1ttle hope fcr revenue buoyancy ln the
r€âr future and deuands closer actentlon to the Lncentlve effects of
prlce and tax poilcles.

These ere soroè of the im¡oediate froblens fron which Èhe present
tnterest in prtvaÈlzatlon derives. pôfftfcal-ideological'elemenLs áre,
of course, sÈrongly present 1n some cases, but for the nosË parÈ Ehe

recent burst of interest ln noblllzlng prlvate resources has 1ts origln
ln pragruatic concerns. These lnclude neÈhods for nodlfylng lnstiEutions
¿ndt approaches that have proved to be inadequate, rsobltlzlng indlvldual
energies non unused or roisused, ln order to bolster sagging eeonoolc
groritt ra¡es, and providlng Eore and better publtc servlees ln the face
of tlght resource constralnÊs. Prlvatlzatlon Ehus has relevanee ln all
kfnds of polltical systems and can be a v1Èa1 coE.Þonent in any develop-
oent sÈrategy, whatever its ideologicaL foundatlons.

The broad appeal of the idea of privatization 1s seen in recen!
Í[oves !.n some of the eenËrally planned economles. In January 1982' for
example, Èhe Tlungarlan Government opened the legal door to the fprnaÈ1on
of prlvate corporate enter?rfses employing up to 15C people. 1o be sure,
the neç¡ ]aw stlpulaEes Ehat these enÈerprfses nust have some features of
å cooperative, Lut lt would be surprising tf most of Èheo did not take

,, ,eî. oany characterlstics cf prtva¡e coupanies as known in eapitallst
aysteüs. In any case, they are Eo be aLloç¡ed Èo conPete against state
Ênterprlses. Accordlng Eo a press report, the new policy "is partly an

aÈteúpt to force noonllghtlng workers, who eccount for nearly one fourgh
of all the hours worked in l{ungary' Eo cone out !n the open . . Å

Hungarian academic cal1s it ". . . a.change thec legilinlzes Prlvate
entãrprise on â hisrorlc scale for thre soãialisc countrles ..." Ll

Sinilar changes are under way in Chlna. In November i981 the
Chlnese Governnenr openly dropped 1Ès prevlous policy of assurlng state
jobs to everyone, rePutedly because ot' the negaÈive iEPect of ttris
practice on incencives and henc_e on producEivlty and because too rûany

people are cooing inËo the labor force to oake contlnuatlon of Ehe poli'cy
vlable. The Government offlciatly told people to "get organized on a

LI Net¡ York Tfnes (Decenber 3, 19 1), p. Ð-5.
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voluntary basls and f lnd work for Èhenselves." V As fn t{ungary'
prlvaEe corporations are now legal

PrlvaÈleactr.onn ln ghe sense of greater scope for prlvate acEiviEy'
ls clearly a pocenttally useful approach for governments of all ldeo-
logleal persuasions. Three specfflc aspects of thls approach are
dfscussed ln thls paper: sell1ng (or closlng docn) state-gwned enter-
prlses¡ allowlng the prlvate sec¡or to provl.de servlces elther 1n plaee
of or in eonpetl!íon wlch governneûE; and governllenc contraccing of
service dellvery to prlvate firms. lhe relevance of each of Èhese of
course, varfes betqreen countries, but the experfences surveyed below
suggest, that the nost promlslng approaches for Dost countries are dere-
gulatlon and governaens contracting of services. Policfes that aLlow an
expanded privace role ln servLce de1lvery can generate substantfal nelt
resources, slgniflcantly ralse productlvlty of resqurce use ln general,
funprove servlces, and bring about faster economlc groqtth.

rv DlvestlËure

Accordlng to Websterrs dlctlonary, lhe slrlctest deflnltlon of
"dlvest" 1s "r1d"-and this ls indeed the'pure, hard deflnlËfon of
divestlEure--ridding the public sector of lts enterprises by selllng
then or shutEing the¡o down. Ðlvestflure tn this sense ls not altogether
qrl.thout anbiguity; it can nean simply a sale of government equity in a
eorporetlon whose shares are nainl-y grivately he1d, or a transfer of
agsets and enployees from a staÈe-owned enÈerprise Eo a governmenÈ
nlnlstr7. Not rnuch ls being "divested" ln these transacÈLons.

Ln any event, dlvestiture in thls sense ls for nênl/ people whac
prlvatf.zatfon aeans. IÈ 1s also a ehosen instrument of econooic refor-
ners and stab{llzers. It ls rather surprl.sfng therefore to dlscover hor¡
few exauçles of dlves[1ture can be found. This conclusion ls based on
a fafrLy systematic look at the experience of 22 countrles r,rhere Ehere
are a prlori reasons for expecting sooe divestiture !o have occurred.
Eleven of Ëhese countries have experlenced fdeological or pol1tica1
turnarounds ln the 197Os, with a smaller role for the publlc secÈor
as one of the objectives. 2/ Eleven oÈhers are lrhat can be ca1led
"onestep-back" countri.es, îhere the desfrabíllty of retrenching the

L/ The preds report fron ¡shiih thls comes contfnues as follows:
'After three years of quietly prornoÈ1ng prlvace enterprlse, Peking
suddenly burst forth ¡¡{th an officlal iuprinateur and a package of
lnducenents for Ehe self-enployed, includirÌg tex exeuptfons, low-
lnterest loans, and hirlng rlghts r

1982), p. A-?3.
Washfngton Post (Februa ry 5,

U These countries are Chile, Peru, Porlugal, Egypt, Jamaica,
Paklstan, Srl Lanka, lunisia, Cuinea-Blssau, Uganda, and the ünited
Kingdon.
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public secEor has been openly ex.oresserl by local. politlcal leaders' 1/
The dlsttnctlon betrreen Ëhe Ewo groups of councries is obvlously blurred,
as lneleed fs the excluslon of nany counËrles f::on Ëhe list. Certalnly,
however, 1t {s ln these countrles that plentlful examples of dlvestiture
otght be expected. In fact, examples are fet¿.

Chfle |s unquestlonably the best ease. In the lhree years of the
Allende Governrnent (1971-1973), over 5OO enterprfses were taken lnto the
state sector-naÈíona1lzed, "inEerve'ned", 2/ ot requisitioned. 3/ lhese
were turned back Èo the prlvate secEor or llquldated ¡cith astonishing
rapldlty, as Table 1 shows. the Chilean dlvestlture was even broader
thân ts indlcated fn the table, slnce much pruning cook place wlthln
enterprlses that reualned 1n the Stace sector. Thus, the Natlonal
Àlrllne of Ch1le (tA¡¡) ellnlnated unprofltable routes and eoncenE,raEed ori

laternational servfce; SOqUIMICH, the state chenical corporaÈ1on' closed
6any unproflÈab1e plancs; IÅ¡[SA, the state sugar coupeny, closed three
lnefflcienr nflls and in 1980 was plannfng to sell a fourth.

Table 1. Publlc Enterprlses ln Chile

1970 L9:13 L977
larget

1980

f{lth partfclpatlon in ownershiP
Enterprises
Banks

Intervened enterprtses

Enterprlses ln Llquldation

Tocal

ï

15

45
4

4

L7

7046

46 229
19

239

507

Source: Foxley (1982).

U Turkey, Bangladesh, Somal1a, Guinea, Ivory Coast, I1al1 , Brazil,
Senegal, Èhe Philipplnes, Argentlna' and Zaire.

tre
Thls refers Eo cases where governnent lntervened ln conPany Banage-

or sel.zed coupanies lrlth labor or production probLeras.
Prlor to 1971 there were only 46 stace-owned encer-prlses under

COfuO, the egency responsible for oost staÈe cortrmercial enterprlses.
orací6n de Foruenco de la

a
nt
3t

Coraoracion o Chlle ) ) .
oducción de Chile (Production Ðevelopment





'0n
Ja¡nalca.
eighÈ go
by leasl
governne
Governne
pctentla
to sell
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a saaLler scale, efforts aÈ dlvestl.ture are also belng made ln
The Seaga Governrnenc has acted !n regard Eo sugar nllls; of

vernnBent-oç¡ned m11ls, È!¡o have been closed and flve were divested
ng to dorcestic and foreign sugar producers. Sln1larly, land under
nt o\¡/Trershlp 1s being dlvesied: soae 201000 acÍes now held by the
nÈ Agrlcul¡ural Developrueût, CorPoraËlon are belng assessed for
L diùesti¡ure. In the tourisu seclor, the Governnent has trled
the hotels iÈ or¡ns; four of these have been leased to prlvale

perties, and negotiacions were continuing in 1981 for the leasing of four
others. Sone ho¡e1s Ehat cannot be sold aC reasonable Prlces or eveû
leased fn thelr present condiElon have been transfcrned; five floors of
the Kingdoo InÈernaËiona1 eontLnental, for exanple, were converted Èo

offlce space and another hotel t¿as rholly converted.

In peru, dlveititure fs st1ll ln a plannlng stage, although ehe
planning 1s '¡e11" advanced. ln the late 1960s, Peru had 40 stâte-oetned
enterprfses. After Che nilltary coup 1n 1968, thls nurnber grew fast-
by cràation of new enterPrlses, natlonelieatlons, and approprlatlon of
bankrupC firns. The nursber of sÈat.e-ocned enEerprlses peaked fn the
nid-1970s to about,175, then decllned co about 140 fn 1982. Alnost I0O

of these are sholly st,aÈ,e-owned, and the state ostns over 50 per cent of
the equlÈy 1n another 17. The state-orrned enEerprl.ses generate some

20 per cent of Perurs GDP and doofnate naJor sectors of the econony:
flshlng, eemenr, cheoicals, paper, fert,lilzer, agrlculËural rûarketing'
banklng, and utlLiËies

The Peruvian Governnent that took offiee ln July 1980 announced lts
Lntentl.on Eo reduce Ëhe nuober of staÈe-owned enÈerprises by selJ.lng lts
shares. Some 70 flrms are likely candldates. The narket value of state-
orned enterprisês Èo be sold is probably about USç500 rn11L1on, or 2-3 per
eent of Perurs GDP. Ttre Governnent is r¡orklng ouË a strategy for Èhe

sale, but little aciual divestlcure has yet taken place. V

SinLlar moves are under consideraÈlon elsewhere ln Latin Amerf.ca.
there have been reports Ehat the Brazillan Government lntends to dLvest
a large number of state-or¡ned enterprises ln Ehe next few years ' A llst
of 250 candidates for dívestlture has apparefrtly been drawn up. Here,
too, however, concreÈe actLon ls not ryeE ePParent

rBRD-IFC (1982).
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the ChtLean and Jarnaican experlences probably represent Ehe rnost
lntensi.ve dLvestlÈure efforts náde ln recent tlnes. In the lndustrlal
r¡or1d, only che U.K. experlence is conparable. Ll

rn the developfng world, exanples of dfvestfture can be seenfn Paklstan, Bangladesh, sonalÍa, sudan, zalte, end the philippfnes;
there are undoubtedly nany other countrles for r¡hlch tnfornatiãn ls notreadlly aval1able. rn pakistan, tr¿o snall engineerfng fÍrns were
reËurned to Ehe private sector, and a speclalty steel uill has been shutdown- A rlce miIl and tto r,rgá" nirls irave beän dlvested, and 12 other
enterprlses have been ldentlfled as candidates for llquidaclon or sa1e.In Bangladesh, najor steps have been Eade Èo prfvatlze the fertl.Llzet
oarketlng system. rn the philippines, the Governnent's National Ðeve-
lopmenÈ Conpariy sold lts shares ln an electrlcal products uanufacturlngfirn to General Elecrrlc philippines. other philippine developnent
banks have also dlvested a few enÈerprlses.2/ The GovernmenÈ of. ZaLreabollshed many agricultural parasÈatais in t9zg: nameLy, Èhe agenclesfor cotton (cONAFrrEX), maize (oNAcER), sugar (o¡IDs), livestock (ONOE),
edible olls (ONP), coffee (oNc), cocoa (oNDc), rubber (oNc¡¡), ftsirt.ng
!01¡-P), and wood (oNB). A replacenenË graln narketLng agency (oNpv) ãasdissolved in l{arch 1981. The SonalL Governnent llquldated four st,ate-
owned enterprises. The bus system ln Khârtouro, the sudan, has been
reEurned Èo prlvaEe ownershlp.

Although this _cursory survey has undoubÈedly overlooked oany otherexauples of llalled or pieceneal divestltures, in general, desplte
1J{e_slread expressfons of intent to dÍvest, cases of divestlruie aredifffcult ro find. rt ls eesy to understaád why this is so, why fewgovernnents consider dl'¡estiture a viable pollcy, and why Èhose thatfind it appealing also find divesrlture dtiftcoiú to inçlement.

1. there rs, ff'rst of all, the elaåsic general contradl.ctlon:
governmenÈs do not want to sell profltable enËer?rÍses, and privateparties do noc want t,o buy unprofiÈabLe ones.

-10-

Ll The Il.K. Governmen t under Prlne Mfnlster Thatc her has reduced lEsshare in Britfsh petroleum from 68 per cenÈ to 39 per cent slnce 197g.In February 1981, it so ld half of Brirlsh Aero space and just under halfof Cable and l.llreless, a Ëeiecoarnunlcatlons producE and services conpany.l'lore Èhan half of Brirl sh Natlonal 011. Corporä clon ls slated for sale
and British G'as will a1so be sold to prlvate fnterests. These trans-actl.ons Lnvolved sale of shares on the stoek narkeÊ. llle NatlonalFrelght Coopany, a road transport conglonerate, was sold to f.ts ¡¡orkers
and bankers in 1981 The Governtrent r¿ou1d also l1ke Co sell Br1ÈishShlpbuilders, Brlrlsh Afrvays, and'British Leyland. (Econoolsr (London),
Novernber 28, 1981, pp" 94-95, and WaIl Srreet Journal , March 16, L982,p. 32),

! Far Eastern Econornic Review, January Zg, LggZ. p. 51.
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2. Potentlal effects on eoployurent åre a aaJor obstacle every-
¡¡here. Qverstafffng is alnost Lnvarlably one of the reasons behlnd
dlvestlture. Workeis, Ehelr rePresenÈatfves' and ¡rolltlca1 leaders knos

Èhat, dfrec¡ly or lndlrectly, dlvesÈfture r¡111 almost surely nean hlgher
unenpLoyueut. Fear of resultfng po1jtlca1 backlash !s a naJor deterrent
to divesÈ1¡ure-ninded poiitlcal leaders.

" 3. The poLltfcal rlsks of dlvestiture are high for other reasons.
The responslblà officials or politlcal party'can be accused-of givlng
away th¿ naLfonal paÈrlnony, sel11ng out Èo capltallsts or foreigners'
or both. I{haÈever the prlce at whlch assets ehange hands betr¡een
governnent and prlvate buyers, charges of corrupÈ1on are.llke1y' 0r
ihe charge rlay be of incoppetencÉ' âs {n the Uaited Klngäoo. !./ In soue

cases, dlvestlCure lnvolves destructfon of uatlonal synbols' In îurkey,
for example, the leaderstrfp reaets negatively lo ProPosals for divesrf-
ture of s¡ate econoüic enterprlses; they see theuselves as helrs Èo

AtâLurk and consider the state-osned enterprlses as his legacy, whfch
should be retained. Much the saoe sl.tuatl'dn exl'sts ln sotne Latln
Aqerican countr1es. In Braz1l, sone elenènts of governnen! are 1n favor
of wldespread dlvestl.ture whl1e others regard thls as lreakenlng nâtlonel
defense. In Argentfna also, Eany stat,e-o¡¡ned enterprlses ¿rre relaCed
to defense and are unËouchable. In post-ifkrumah Ghana' an aÈtenPE to
sell a stage phanuaceutlcals conpeny to the Anerlcan flno, Abbott
Labora¡orles, led to street denonstratLons and univårÉlty studene
proÈests agalnsC Èurnlng back the antlcoloaial clock. The sale never
took p1ace.

4. Sale of state-oltned, enterprlses fs relatlvely easy only for
enterprlses that came lnto the state sector eE a result of a polftlcal-
ideologtcal transforuaË1on that has subsequently been reversed. That is'
the state enterprlse secÈor of uost countríes comprl.ses Èhree eleroents:
(1) enterprises that were created by the SoverEDenË and have always been

ln the public sector; (2) fafled enterprlses that lrere once private or
senipublJ.c buË thaC have slnce been taken o?er by tha governuent to
avold llquldatlon; (3) enterpríses taken over duríng e revoluclgn or
durlng a perlod of pronounced politlcal change. IÈ fs relatlvely easy
to dtvest by sale only the thfrd grouP of enterprises because Èhey *ere
presrrnably once profftable and former owners can be ldentified. This
waE the ease in Cht1e, as well as ic Èhe Paklstan divestfÈures.

L/ The U.K. GovernnenÈ ts gale of a sua1l state-or¡ned enterprlse'
ê.nãrshau Internatlonal, gave rise to a stoñr of crlÈlclsa by the Låbor
Party and other crftlcs. The "stock exchange PuË a value 30 per cent
hlgher on Anersham stock than the prÍce aeked by the Government '¿hen Í't
dlvested. Speakers 1n Parllanent charged that the Governmenc sold a

successful enterprlse ". . . et a knocked-doun prlce . '. . glvlng
unjustlfieri profits to sooe private lnsÈiÈutions and lndfvl.duals at the

"*p"n"" 
of the Exchequer." (WaLl Street Journal, l'farch 1, 1982, P. 27)'





-- 1J -,

. 5. Even ln highly peralssive clrcunstances, sma1l buc dellcace
problens surround the actual dlvesLlture.

(a) In the nore advanced count,rl.es, sale of stete enterPrlses
fnvolves sale of equl.Ey. Thls ls the case 1n the llnlted Klngdoo, for
exanple. The slze and sophistlcatlon of U.K. flnanclal lnstftutlons and
captËal oarkecs are such thal the Goverr.aenÈrs ehares can easl1y be
sbsorbed by prlvate buyers and lnscttutlons; reductlon of governmenÈ
tloldings thus presents few diff!.cultfes. But this fs noË Èhe case in
developlng countrles. An econo¡¡y as advanced as Peru-t¡lÈh lts r¿ell-
developed systen of flnanclal lnter-nedlat1on, a sfzable nlddle class,
and a nature prlvat,e sector-cannoÈ easiJ.y absorb the 70-odd state-
o¡rued enterprl.ses slated for dlvestlture. Sale of Che apProxlnately
ÛSS5OO rnl1Lfon fn assets lnvolved could crosd ouÈ other claioanÈs for
lnves¡tble resouries and accentuaÈe laequalitles ln lacoae and sealth.
À soooth sale requlres careful.plaun1trg, â gradual approach, aad thè
streûgtheuing of financlal lnstitutlons.

(b) Agreenent on a price ecceptable to the buyer and seller
!.s particularLy difflcult. Buyers often enter the negotlacion slth
,Êhe expectatlon of a bargaln. As the governnent has oade aa eüortrous
comltaent by pub1lc1y announcing lts rclllingness Èo sell the enterprlse
tn questlon, buyers antfclpate that the necessfty to sell ¡¡111 result
In a very 1o¡¡ asking prlce; 1/ But the officlals and politl.ciaas
responsfble for the sale fear thaÈ they aay be accused of sell1ng at
too lor¡ a price so they are Lnclfned to push up the pr1ce.

(c) In some cases, there are thbray problens of ho¡¡ to haadle
debt obllgatlons of the enterprise to'be dfvested.

Not only ls dlvestÍture dtfftcult Èo achíeve, but lts besefits
ofteo åppear sl1ght and lt can lnvolve slgnlflcant costs. Beneflts
ut¡st, of course, be deflned fn Èeras of obJectíves. In governoenÈs
consl,derlog dlvestlture of state-owned enterprlses, four nafn obJeetlves
are ueually involved, fnpllcltly or openly: (1) reductlon of flscal
aud uonetary pressures; (2) lnprovenent in efflcleacy of resource use;.
(3) reductlon ln the burdens on publlc sector Eanegers; and (4) reduc-
È1on of gover¡rnecË for Ldeological reasoas.

the reduct,lon of flscal pressures ean result ftou snaller ltage
b11ls and lor¡ered denands for f.nvestment resources, Ëhe ruonetary reLlef
f,roo re¡iuced credft absorptlon. But experlence 1n a nunber of couritrles
(Peru, Paklstan, and Soualla, for exanple) suggesc that the usual eandl-
dates for dlvestlture are neither bfg ec,ployers of labor nor najor
absorbers of credlt. Uost enplopent 1s f.a' essenti.al sÈate-o¡¡ned

Ll this happened ln Canada receutly, fn negotiatfons over dlvestiture
of some units of Alr Cauacia.

i
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enterprfses, su¿h as railroads aûd uC111È1es; {n a few strageglc
lndusËri.es, such as copper 1n Ch11e and Peru or sug,3r ln So¡ralla; ln
nonnânufecturlng encerprlses, (notably oarkeÈ1ng) r¡hlch are noc usually
tergets of dlvesË1cure. I! ls the saEe wlÈh credlt absorptlon. The

deficlts of these organlzatlons and thelr resultant borronlng fron the
banklng systens åre generally due to lnposed subsldies shlch are not
relobuised by governßenc. Deflcits of the ¡oanufacÈurlng state-o¡¡ned
enterprlses--the prlne subJects of dlvestlture talk--accouni for only
a snall share of outstandlng credfÈ (1n So¡ralta, for exanple, less ¿han

15 per cenc fû she late 1970s).

It ls Ërue that the efflciency of resource allocatlon and use would
probsbly be gr€ater Lf state-owned enterprlses ltere dlvestÊd- But the
na3or culprits are no! usualLy even consl.dered as targets for Cfvescl-
ture-the rallroads, for exanpLe. In saall countrles' Èhe gtate nanu-
facturlng sector Ls oormally tfny. In Sonalla, for exauple' outside of
sugar r"ilnlng, s¡ate iûdustry enploys fetrer than 5rO0O people (1ess
chan 3 per cent of the pafd labor force) and lls eeonorclc contributlori
1n ÈeraE of share of GDP or share of exports fs only sllght1y higher'

the sane reasonfng applles to sale ¡¡1th the obJectlve of reduclng
n¿rnagement problens. In the felr countrfes'where dfvestfture ls belng
serlõusly consl.dered and analyzed (Pakistan and Peru, for exanple), the
enreiprfses liste,l as candidates ior dfvestlture lnclude few of lhe ones

causl.ng problerns

Ttnrs, potentiel beneflts seeu small fn ¡nost cases. There ls not
uuch flscal rel1ef to be had by cuttÍng dolm on padded payrolls, and the
oanufacturfng staEe-onned enterprlses--Ëhe usual focus of divestnent
strategies-normally do not contribute ¡auch to credlt expansÍon probleos.
A lowered burdeq on publlc sector üenagers nlght be a nore signiffcant
factor and general ldeological prefereaces can certalnly be satlsfied.

,If the benefles are suall and uncertaln, the costs of dlvestlture
and of efforts at. dlvestlture can be substantfal. There are, first,
polltical costr¡ to the authorities" As noted above, divestlture requlres
Èhe responslble authorltfes ¡o Èeke extremely unpleasant and ofcen
polltlcally dangerous step€-car¡se unenploytent ' destro¡r synbols of
nodernizatloc, lupose economic hardshlp on partlcular regions and
groups, ênd ad¡rlt past errors and waste. Any sale of publlc essecs Ëo

lrtvate partles generates susplclon of corruptlon ¿nd charges of selling
out lo capltalists-often foreigners. Such a sale can easlly glve
rise to charges of inconpeËence, at best. It 1s not surprlsfng thaÈ
local euthorltles tend Èo be unenthusiastfc, to say the least, ln chefr
atcltudes Èolrard divestlture.

there are also po11 tleal opportunlt,y costs. In pushfng for divestl'-
lure, economlr reformers forgo pol1c1cal goodw{11 and deplete lntellectual
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resources that could be used rtlËh SreaEer effect fn other refora
lnltfatlves. 1/ And there can be econoElc opportunlty costs as l¡e1l,

?he argunent set out above 1s, flrst, that prosPects are poor for
closing or seLllng state-osned eaterprlses-Partlcularly the fnclusÈrlal
State-olrned enterprlses ¡rhose presence anC fnefficlencies exclte refor-
Eers; and, second, thaÈ Che galns âre not 11ke1y to be greac 1ä any

case., If thaC fs true, then the questfon becones: What should be done

lrfth state-owned enterprlses? A good answer requires an analysls of the
dangers and opportunicles created by the presence of Ëhese eoterpr{ses.

The oala probleu ls noË that staÈe-owned enterprises are over-
staffed, overfinanced, and lnefflclent. It ls not even thatr ln oany
Íngtances, there ls Little econooie JusÈ.lffcatlon for thelr existence.
After all, all socJ.etles have resnants of economically lrratlonal
fnvestuents' An oversized frul.¡ caûnefy or naEch factory, or an under-
utlllzed steel ur111, represent no greaÈer ltaste of resources than soue

roads or hospl.tals or adalnlsÈratfve butldl+gs. The special danger of
ehe fndustrlal staÈeoïned enterprlses ls that they w111 not renain
sÈatic; there are recurrlng efforËg to try and valfdaÈe then.' the
eannery trenagetrent seeks a satelllte scheme; a aflk processing plant
seeks ¡r state dalry farn; e neat Processor. Èrfes to nonoPollze anlnai
purchases |n order to secure a supply of beef that ls otherltise
uo.tt.ln"ble. If atteapts Èo create econonlcally unjustlflable linkages
can be thwarted, the lnàustrlâl sÈate-orrned enterprises fn oost countrles
are aÈ norsc lnexpensive syobols, easily supPortable.

thfs does not ûean, of course, that efforts to reduce thefr socfal
coËtn should be abandoaed or that the search for ways to increase thefr
benefits to society should be glven up. Ttre general prescrlptlons for
greater efflc,iency for stat.e-owned enterprises ever¡rhere are unexceP-
ilonable-that ls, Ínprovernent of management' greater trensparency of
operâllon, and reduced pollliclzatlon 1n sone key respects. BeËter
n6ûegeaenË 15, of course, no! only-perhaps not even ¡nainly-a Batter
of tialuing becter üanagers. l,tost problens of lhese enterprises derive
nOt from oanagerial f.nconpelence, but fron the surroundlng envlronment
and fron hfstory, weak budgets and accountÍng systenÍ,' dfsorderly
lntrapubllc sector fl.nanclal relatlonshtrps, scarcities of trafned and

noÈivated staff, uncongenlal aacroeconomfc condlËlons (for example,
llnited and lrreguLar access Ëo forefgn exchange and even to dooestlc
raet tuaterlal lnputs, and worklng capftal scarcltles due often Èo Eax

polfcies), and the fecÈ that naay state eoterPrises Ìfere orlglnally
11l-concelved.

These problens of the state-orrned enterPrises are llkely to dial-
nlsh slosly, even lflth perslstent efforts at reform and wlth imProvements

!/ Thfs fs, of course, true for both loca1 reformers an
donors or floanclal lnst1tutlons.

d f;oreign
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ln uanageuent sk111s. Because Clvestiture offers equally llnlted
prospects ln the short tern and medlu¡o Èer'ûr the pollcy lssue becones
how t.o capltallze on Èhe presence of these enEerprlses-hor to use then
ln a posltlve way for developnent, wh11e curblng thelr tendency to
expand. Êven the least efffclent stâte-oîdned enterprlse has soue poten-
tlel beneflt. In partlcular, ln the leasË developed countrles !¡1th
abuodant ald, Èhey cân be used to provide. needed chennels fcr external
assistance and can be encouraged to take on an expl{c1t trainfng role
for the gurroundlng econony. Slnce Èhese ldeas are nonewhat novel, Èhey
are explafned ln greaËer deca1l belor¡.

Oae way. to strengthen the nanagenent of ståta-owned enÈerprfses and
to allor¡ lnnagers to deal nore effecÈlve1y lrfth che problerns of the
environnenl 1s to bring ln forelgn oanegement speciallsts under nanaging
agency arrangenents. ThfE 1s especfally appllcable 1n the snall develop-
tng countries. Thls solutlon would serve three purposes:

(a) A foraal lfnk would be created beEr¡een the enterprfse ln
questfon and sone donor source

(b) Forelgn nåûagenent would probably be oore lncllned to debate
w'lth governoent such naEters as lnput and output prfclng; Èhe foreigners
nlghÈ also be able to beËter r¡lthstand polltlcal pressures lrlth respect
to hfrfng and firlng.

(c) Day-to-day nanegeuent r¡ou1d probably be inproved, and nore
on-the-Job tralalng could take place.

the central idea here ls that, for the lndustrlal stace-owned
enterpri.ses Ln thls group of countrles. what is needed Ls special access
to a forelgo source of support-r¡hlch could provide noney and other
help-access to lnfornatlon, ineludlng technology, and perhaps polttical
gupPort--and that Ehis speclal access can be created by neans of a
forelgn ¡lanageüent tearu. A case illusttating the potentlel of Ëhls
suggestlon 1s t,he Juba Sugar Project ln Sonalla. This large enterprlse
(4r000 hectares already Ln cane and 8,000 planned, 'rith acconpanyi.ng
reflnery) is nanaged by Booker Internatlonal. The Sonail authorlÈles
have brought 1n thfs expaÈrlate naaagenent team and. ¡¡1th lt, have
sldened access to offLclal U.K. asslstance. Thus, .che Juba project was
endol¡ed by the Brltlsh Aid .{gency (ODM), with"a well-equípped training
workshop for çhe key crafts; lt 1s probably tlie best source of such
trainlng ln Sonal1a, Other tralnlng efforts are evident at Juba--rniddle-
level aanâgenent workshops, for exauple, very few of r¿hlch seen avaflable
elsewhere ln Soualla. Casual o-bservatlon suggests t,hat this klnd of
training ls nuch aore relevant than what ís provided ln the crosded
clasgroons of the school of admlnfitratlon 1n Èhe capltal.

Even Dore to lhe point, when a vltal piece of ecuipnoent broke down
reüently, and Ehere was no hope of obcainlng Eoney elËher froo project
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'resourqes 
-g-r--f rom--t-he-..Qonal,i-Governr¡ent budgeÈ to replace lt, Booker i,--

.Internatlonal called on the ODM for he1p, which ca¡oe ln the f or¡o of a
snal1 granË (g25rO0O) for purchase of the required equlpment. The pre-:
6ence of Booker in Juba has opened the posstbiltty of further U.K. 

i

assfstance of ¡hls klnd. Moreover, '1n nany counÈrles there ls untapped ;

potentfal for uslng the state-or¡ned enterprises as tralnlng cenËers for :

the econony as a whole. For exauple, 1n the 5or¡a11a case, the Èrainlng .

efforts aÈ Juba could easily be expanded for this purpose, vith fl.nan-'cing by governmenE subsidy and/or foreign assistance. I

ri;j the Juba nodel could also be dupllcated fn other state-owned enter-,
prlses 1n Somalla and ln sfunLlar developing countrles. The developraenÈ ,

llterature for decades has pictured industrlal enterprfses as sources of
"externallties"--notably tralnlng and lntangtble rnodernizlng effects.
In facc, the lndr:stilal. sectors of nany daveloping countries have
provided 11ttle Èrainlng and few lntangtble beneflts. But lndustrlal
state-owned enterprlses can be uade to serve these goals raore effectfyely
by novlng ln the directlon lndlcated--that 1s, bringlng 1n foreiga
loanageaent to ease access to aíd and naklng speclal efforts to turn the
factorles lnto on-the-Job trainlng instltutlons, whleh wtl1 produee
sk1lled people for the economy as a ¡¡hole.

I For heavll1r asslsted developlng countrf.es, there 1s a slgniflcant 
;

advantage ln having lndustrial state-owned enterprises ln the public 
I

Eector; lf these enterprlses were dlvested, they r¡ouLd be excluded from l

access to trost official developnenc asslstence. In that group of coun-,
trfes, where donors are plent,1fu1 and wflllng to help but few channels
exfst for ald, this could provide a uaJor opportuni-ty.

t

Thus far, dlvestlture has been consfdered ln terms of s¿le or 11qu1-
datl.on, buË there are other Eethods for achíeving the sarne objectlye
¡vhich are nore llkely to be acceptable Èo local declsion makers. One
such nethod ls Leaslng. Lease arrangenents caR be coupled with equfty
partlcfparlon by private part,les. They can be ç¡rltten so as Èo nake
the Lessee responsible for rehabllitatlon or refurbfshnent Lnvestnents,
ln return for a share (conceLvably up to 100 per cent) of proflts. .

Leaslng ls especially sultable 1n situaÈions where profltablllty ls
achlevabl-e Lf aurortizatlon of capital cosEs'and lnterest charges can be
reduced or conpletely wrlËten off and ff profits are espec{ally sensLÈLve
to management Ínputs. It has been used ln the ho¡el lndust,ry in a number
of developing countrles, such as Janalca arrd Llberla, buÈ lt has broader
potentlal.

Leasing 1s a versatlle and poÈentle1ly powerful lnstrument of
lndlrect dlvesÈlture. Sone of the same effects can be achleved by
deregulatfon and encouragement of conpetítÍon. This ls not llkeJ.y
Èo be acceptable for comuodlty-producing state-owned enterprlsesi fer¡
government.s are wll1lng, for exanple, to expose their iroport-substftution

\
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lndustrfal enterprlses (pub11c or pr{vaÈe) t,o forelgn conpetltron. But
leas{ng 1s certalnly relevanE for sËaEe-ouned enterprlses ln narkeÈ1ng
end other servlces. The best way Èo reduce the negatlve effecËs of
these enÈerprlses ln agrlcultural narkeË1ng, for exaople, ls to a1lot¡
other egênts to conpete. This opens up the genera]. nacter of servlce
dellvery--the second lnstrunenÈ of prlvatleatlon.

V. Prlvate Provislon of Servlces

l{any gover îìenÊs dlscourage the prl.vate provislon of seryices.
they clalo that services such as health care, rater supply, educatl.on,
anfoal vaccÍ.naÈfons, etc., ere so truportant thât they should be provided
not only ¡¡ithout charge but also exclusively by the publlc seetor. Hol¡-
ever' thls excludés a large ând polentlally beneflcfaL source of supply-
that offered by prfvate lndlvlduals and nongoven:,nental o'rganfzatlons.
rf governnents would encourage these prlvaËe suppllers, they would
lncrease the quantfty and dlversity of servlces offered and reduce the
burdens on the publlc sector. They nlght also reduce costs, slnce Ehese
servlces are now offered tllegal1y, fn oany cases; wider opportunlt{es
to provfde such servlces uould reduce rlsk and sÈ1nulaËe supply.

the range of servÍces that can be privately supplied ls, of course,
very wlde, and the kinds of suppllers are hlghly varied. soue exauples
are gfven beloq¡.

1. Educatlon

Prlvate educaÈlon has a long hlstory ln lndustrial as well as ln
developfng countrles. rn the nfneteenEh ceutury, "performance con-r
tracÈlng" was common; for exanple, vlllagers paid teachers a fixed. fee
when the chlld attalned neasurable cotrpeÊency ln reading and vrlting.
?hls systen began ln the unlted Klngdoo and spread ¡o rndla, lfalaysla,
canada, and Ilest afrf ca. rn u,any developing countrles, church groups
and other prfva8e voluntary organlzatlons have long been najor sources
of educatfon as r¡ell as health care. And in øuch of che irorld, prlvate
echools cootlnue co exlst, and vocatlonal tralning is doue very exten-
slvely outside fornal educatlonal syqtens-by apprentfceshfp scheoes,
secreËarl.al schools, etsr .

2. Eealth care

Ia nany developfng countrles, rnodern health care services and sale
of noutraditional drugs are legal aonopolies of the state. rn fact,
however, tilegal Earkets flourlsh--for pharmaceutlcals provfded b¡r prlvate
Purr¡eyors who clrculate even 1n rural areas and for nedfcal sen¡lces
provlded by phar:uaclsts or publlcly-eoployed oedfcal doct,ors and nurses
sho also crork for prlvaËe pati.ents. The l.iorld Bank report on sub-Saharan
Afrlca has several relevanc observations:
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InrurelêËees,çftentheont.ylegalsourceofdrugslsthe
publlc sector pharuacy or dispensary' The publlc aeclor frequently
offers {nadequàte and lrregular drug supplles, however. In nany

cases, budgei allocatlons for pharnaceutlcals are used up ln the

flrst fer noaths of the year. Host rural people rcust' therefore'
elther do trttt¡out, or b,ry on the 1L1ega1 narket--1r' they can af ford
ft. Reductlons Ín the 1ega1 restrlctlons on sales of basic pharna-

"""af""i" 
¡rould lncreaee the publlcts access to Èhese drugs and

reduce thelr eosÈ, uaklng a rnaJor cootrlbutlon lo the heâlth care

of the naJorLcY of Afrlcans t '

In oarkeÈ-.orlented couatries, thl.s approach could be deveioped

f,urther, For exanple, tralning ¡raraprofesslonals in health and

sanltatlon, and eacouraglng ÈheE to set uP on thelr own, would 1lait
the publte secÈor role to tralnlng, cerclflcatlon, and supervl'slon'
Rural health rorkers r¡ou1d then circulate' or establlsh theuselves
la the vf.llages, and provlde sen¡lces for fees. Ia contrast, the
public-"""toi ti".t"gy (v111age health'workers serving a group of
i,fttages) lovolves gtãut flnanclal and loglsltc dtfficulties' thus

far unresolved in aost of Afrlca, or. lndeed elsewhere. Thls exancple

serves to lllustraÈe e general point: ¡nuch of Èhe adninistratlve
burden i.n the publtc sector arises frðo the need to organlzet ootl-
.veÈe, and coaCiol pecple; an¿ Èhis burden could be redr¡ced if the
'prlvaÈe 

sectür r¡erã allor¿ed a greater role undet governnenÈ leader-
ship. U

3 " llarketl,ng

Agrfcultural oarketlng servlces are also a government raonopoly 1n

uany dãveloplng counÈr1es, at least on a forual legal basig. Thts ls
espäclally itr"-""*e for export crops and lnputs (fertlll'aers, agrieultural
.qolpr"r,t, agrlcultural chãnlcals)i f" ûany fnsÈance6, food crop oarkeÈing

fs aiso a lega1 uonopoly of government. AgrlculEural narketing, 1n the

condl.tlons noroally io,t.ta in developing countrles 1s inherently unsuiÈabLe

for large-seale, bureaucraËl.c o"g"oi".ilons because 1È enCaiLs nany sua1l

tt"rr"""Ilons teklng place over large physfcal areas, typlcally character-
Lzed by poor .or*rrrlcatlons ana raftaly changlng cfrcumstences ' It thus

deoands flexlble, rapid, and decenCraliued declslon naklng because of the

enorE¡ous obstacles tå effectlve central supenrislon and conËrol' More-

over, staÈe tradlng systeûs require relatlvely heavy inPuts of skl]l per

unlt of saleS (accãoatants, adminis¡rators' super'!¡lsors' etc') and sta¡e
tradlng nonopolles waste the sk1ll, experlence, and human energy avall-
able 1n the ec¡ua1 or potentlal connunlly of pr!.vate traders' Such

state nonopolles subsËltute costly, fornally acqulred skfl1s for Ehe ras
capaclty and energy generaÈed by the search for proflt. Also, publlc
e"t¡or tradlng roñãpõf¡.es lnvolve wasteful use cf capital Eêsou¡'cê5o

Il 'vlorld sank (1981)' PP. 37, 88.
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they are by nature capital-tn¿ens{ve, requlrlng btgger lnventorles'
Eore and beËter warehouslng fac1llEles, and Eore elaborace accountlng
procedures Èhan Pr:.vate ttade.

There ere u¡any Sood ând understandable reasons why SoverÎutenÈs
arou¡rd the r¡orld have ventured so extenslvely lnco agrlcultural Earketlng'
and tthy ln develoPing coufìtrles Ëhey have.trfed so frequently t0 lapose
governnent nonoPsonLes and &onopolfes. BuC experience--almost q¡lthout
ãxceptlon--has proved thls practlce to be a burdensoüÌe, unsuitable' and

lnefflcfent use of publlc sector resources. If Che ¡laln ratlonale for
Lhe establlshnent a pubLlc sector Presence ln rural narketin.g Ís Co

protect peasants agalnst exploitatlon by privaüe traders-shlch is ofÈen
sâ1d to be the eäse--then the best rray to achieve this goaL iE to allor¡
coûpeÈftlon betlíeen publlc and PrivaEe trâdlng agenÈs. Monopoly-public
or prlvate--is the breeder of lnefflcj.ency, and narket Pourer, from
nhatever source, PerniCs exploltatlon' Allowlng privåte traders to
eonpete lriih state lradlng raonopolies nfght therefore be a onjor gource
of ner¡ resources and lnproved efficlency ln t.he use of curretlt public
resourùes. And thls policy can also spur'rural effort by naking the
econo¡nfc envlronEenL Eore oPen and ¡Eore rewarding. 1/
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Ll It does not dftrlnlsh che force of this arguuent co reco
allowlng prlvate conpe t1Èor9 into ¡oarkets lnonopolleed or mono

state agencies ls nelther slmple nor problelE-frëe. In fact,
underlyfng obstacles to lfbersllzatlon of these Earkets ls pr
Ëhat nuch of the superstrucÈure of prfce rketlng pollei
be overhauled. for an effectlve llberaL|za f ¡oarketing to

4. Dralnage and salfnity control

' Experinents w1Êh ne!' uses of prfvate sector resourc,es to oeet rural
developäenÈ needs are taklng place fn nany countrfes, alÈhough Chey have

recelved ltÈtle atten¡lon. In Paklstan, for example, prlvate tuber¿ells
have taken over the aaJor task of salinlËy and r¡aterlogglng control 1n

the Indus Rl.ver Plafu. Tventy years ago the Paklstan Government and

forelgn donors decided thaÈ the nosc efficlent and equltable approach to
water-control |n Ëh1s area !¡as to insta11 large-volune publlc tubewells.
Prlvate tube¡¡ells lrere to be tolerated,'bu.t it r¡es envisaged thac rhey
sould ultlnately dlsappeat. 2/ But desplte the expenditure of bllllons of
rupees by the publlc Sal1nif Control and Reclamatlon Projecrs (SC.\RPs),

and oa
0tion o

gnize that
psonLzed by
one of Èhe
eclsely
es has Eo

take plar:e.
Subsidles, pen-terrltorlal prlc1ng, and prlce stablllzac1on schenes are
all nade dlfftcult by a Prlvste presence la Èhe narket. The Private
traders buy where costs are relatively 1os but they charge full costs to
consu¡ers. lhts proflt-raxlnialng (cost-ainlnlzlng) behavlor 1s often
attacked as 'creamfng the uarket."'t{hat 1È rea1ly roeans is thac a sEate
agency c,annot survive ûonpetitlon wlth PrfvaÈe t¡aders lf lt ¡trusc Pursue
sõclal pollcles lnvolvlng noncost-mlnlmfzing behavior; 1t nusÈ be expll-
cftly subsldized to cover the losses that are lnevlCably lncurred.

Zl Moha¡rn¡ed (.luly f967).
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whlch bullt and uor¿ ¡¡aintaln 11,000 tuber¿ell-s , Èhe prlvat e tubewells did
spread and today they pucrp tlrlce as nuch waÈer as Èhe publlc tubewells.
Moreover, Èhe rf,ater Eable has rlsen to danggrous levels fn ¡¡uch of the
area r¡erved by che publlc tuber¡ells; Ehe besÈ ,{ralned reglon 1s the Barl
Doab, phlch has no SCARP at a11, but has ruany prlvate r¿elIs. In addltlon,
tubewell nalnÈenance and repalr costs are absorbing a growlng share of
the noney avallable for lrrlgeÈ1on, anC the Paklst¿n Governnent nor¡ faces
the appalllng prospect of flnanclng the teplacenenË cosLs of the agfng
stock of public cubewells. The solutlon beÍng expJ.ored aE present 1s to
prlvatlze the publlc tuber¡ells enÈfre1y,.lea''rlng the sallnf Èy and water
c,ontrol job ro private wel1s flnanced by lndlvidual farners and groups
of faruers'. The transltlonaL problen of how to årrange the transfer of
the exlstlng publlc tuber¿ells 1s now under couslderatlon.

5. Asricultural extensf on

No publlc servfce 1s glven a nore crlÈlcal role ln the deve.lopaenË
Process than agrlcultural extenslon. The agrlculturaL extensfon agent
1s supposed to be the transnftter of ner¡ technology and Ehe lnstrunent
of agricultural transfornatlon. Yet Èhe vlrtuaLly unlversal reality ln
developlng countrles is that agrlcultural extenslon agencfes functloo
extrenely poorly. It ls especlally difflcult eo rêcrulC and retain
trafned and notlvated staff for these agencies. The deflciencles of
budgettng and the cu¡obersome flnanclal adninlstration, as well as the
scarcfËy of nonsalary budgeÈs, mean that most extension services ere
poorly provided rrfth equipraent, especially vehfcles. They are always
short of fuel and spare parts, so Ehet servlces are often lupossible co
perforu. Moreover, long distances, bad roads, and poor co¡rmunlcatÍon
nake supervfsíon aod control of egents especially difflcult.

the fteldlng of a soooËh1y functlbnlng¡ effectlve extenslon service
rePresenÈs an ad¡ulnlstfatlve and organizaË1onal achlevemenÈ thaC is
beyond the reach of nost poor countries for sooe È1me. rs there a way
to acconpllsh sorne of the objectives of extenslon by privatlzation?

Actually' LaÈ1n Anerlca has a tradltlon of prlvat,e extenslon ser-
vlces. In Colonbia, for exaople, !he agrlculÈural bank (Caja Agrarla)
requlred the borrorrlng far;aers to arrange for prlvate Eechnlcal assl.sÈ-
ance as part of the loan agreeoent. The faraer r¡o.uld hlre a prlr'ate
speciallst-an agrononisÈ or another farrner qecognlzed as expert-with
flnanclng provlded by che loan. Thls asslstance was provl.ded r¿lthout
charge to snal1 farmers.

In Uruguay and Argentina,, these arrangenenrs rook a sllghrly d1f-
ferent form. In Argentlna, farners or ranchers joined Ëogether Èo forn
Reglonal Agricultural. Experiaentatloa Consortla (CREAs). these began in
the 1950s. 1/ They were paÈterned after Ehe French centres d'Etudes
lechnlques TCff^Cs). They-brfng togecher a small nuraber of farners (8-12)

Ll Arias (1972).
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for nonthly or blnonrhly rneerings. The group hlres a technlclan to
advtse then. They visi; one famer's (rane.her's) fields (cr hercs) for
several hours an<l spead the rest of the day d,lseusslng what Ëhey saw.
Thus, ner¡ Èechniques lncludl.ng such lnnovatlons as organic farnfng and
use of water conservalÍon and lorrlnpul Eechnologles, are lntrod,r¡ced.
By 1970, there r¡ere 108 cR-EAs ln Argencina, r'ith 1,130 fariuer-menbers
shose holdlngs eovered 2,9 ¡oilllon heetares. They have a natlonai
organlzatlon, hold tralnlng courses, and publlsh a tronthly ner¡sletÈer
and a journal.

The far¡rers and rancherg lnvoLved 1n these CREAs and relaÈed organi-
uatlons ate, to be sure, those wfth relaÈ1vely large farns, but the nodel
can be adapced for srnall farners. A recent experinenÈ I.n Ch{le suggescs
the potenllals of Lnnovation along Èhese llnes and also lndlc¿tes scne of
Èhe dtffleulÈles. For a long tine Chl1e has had Èhe reputatlon of having
one of the best-flnanced and best-staffed extension operatlons fn Èhe
developlng world. It !¡as nonetheless auch crfttclzed because of its
Poor servlces to farmers. Over 9O per cent'of the Chllean Governrqent's
agricultural technlcians and professlonals were located ln Santlago or
the provlncial capttals; Ehey were rarely fn the t-ield. rn the LÕ70s,
there were three naln publlc sector lnstltut,lons responsible for provi-
dlng technlcal assfstance to agriculture: ' che Agrfculture an{ Llvestoek
Service (SAC)' the Agrarf.an Reforn Tralnlng and ReseSrch Insci¡uce (ICIR.å,)r
and ihe Agriculcural Developnent instLtute (IIIDAP). 'Technlclans eurployed
by the SAG and. che ICIRA numbered ebout 450 ln the late 1970s, almcst aI1of then worklng fn the so-ca1led reforned sector, consistlne äf n"uii ---
landholders who benefited fron earller lend reforn efforts. But Ehe
help these Eechniclans gave lras saÍnly nontechnícal-for example, pr€-
paration of credit applicatlons and foruatlon of cooperaElves. The
agencies were unable to tel1 farners quch about crop praclíces, new
seeds, and alternative ÈechnologÍes.

Thls centrallzatlon of extensicn efforts presented sorae dlfficulties
co the Post-Allende Government. The reformed sector included 4O per cent
of the best land in Chi1e, but thls land nolr belonged'to srnall farners
who had lltt1e capltal and, often, not nuch teehnical knowleCge or nanage-
nent experience. To deal r¡ith thls challenge, the Governnent starie{ a
progra¡r based on the ldea that technlcal assistance to these farn¡ers
should be provfded by the privaÈe sector, wlth Èhe Govern¡sent subsidieing
the cost. The basic approach is that indivldual farners conÈract for a
package of technical services (farru pranniug, planting help, ad,vice on
agrlcultural precÊlces, post-harvesÈ, evaluation) frorn agrÍ.cultural*consultanÈs." Hiddl.e farmers (or¡n1ng beËr¡een 5 to 15 hu"t""*") are
ellgible for a subsidy covering 7o per cenr (about uss2oO rocal) of rhe
cost of the package. Farners w1¿h holdlngs snoaller chan five hectares
could also benefit fron subsidl.es if their cash flow peraiÈted some
PåytrenÈ. If noc, they would contlnue to be served through che supervised,
credlt operation of the Agriculcural Developqìenr Insrfruie (Il{DAp). The
Governnent t¡as expected Èo enroll- l0rooo famers in the subsidy progran
ln the first year, and 30,000 to 4O,OOO afcer a fe.¿ years,
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The subsldy elenent 1n Lhe p{ograu¡ qulckLy revealed sooe flat¡s--
norabiy-tiã-"""1""ss of supervislon and conE,rol. It r¿as dlfflcult for
the Governnenc to know sheiher the fa.¡:oer actually recelved the technlcal
servfces for r¡h1ch he contracted. Both Èhe technlcal asslslance "consul-

t¿rnt.. and Che farmer had an obvlous fnteresË fn receivlng the subsldy'
even ff sen¡lce dellvery l¡as lnadequate. They could, concefvably,
conspfre and diviCe the subsldy, so that they r¡ou1d benefiÈ r¡hether or
noÈ Cechnlcal asslstance ¡tas actually deJ'tvered'

The GovernEent therefore nodlfied the systen 1n 1981. IEs cenÈral
fcatures have been retalned, but trore contiols have been lnÈroduced' For

exarnple, Èhe new arrengetrent provides for closer survelllance aud harsher
penaittås for vlolatton of'the 1al¡. It seeks becter coopllance t¡lth
conCractual obllgatlons. Flnancfng arrangenenÈs have been nodfffed r¿1lh

thfs end ta vtew] Prevlously, t,he far:ner uas supposed to uake sone cash

fryr"r,t out of hls o¡rn pocket to his technlcal asslstance consultant'
Ë,rt ttf" was dlfflcult lo verlfy. the ne¡¡ errangetrent specl'ffes thar
farners aust make advance PayuenËs to consulEants before the Governûent

s111 n¿ke fts cooÈrlbuÈ1on. I{hlle thls experl¡¡enÈ 1n subsldÍaed Privace
a€Eicultural ex¡e¡islon clearly presents serlous ad:ninlsÈrative difficul-
eles and p1Èfa1ls, lt ls hlghly lnnovatlve. an{ illustrates Èhe possi-
billtles for creatlvE use of prlvate service delI'very to meet urgent
developoent needs.

6. lransoortatlon

Transportatlon, especLally urban transPorteË1on' offers treny oPpor-

tuai.ties fàr grfvatá acitvtty. In oost efÈ1es' !!to co!0ncn carrier
systetrs coexllt. one ls the nodern bus and subway network, t¡hlch is
relafiveLy capital-lntensl.ve, hlghly structured, and usually organlzed
ln the fora of publlcly-o¡¡ued or franchised nonopolfes. The otheÏ ¿.s a

pr{vately-owned and orianized fleet' aore ãiverse and unstruclured; it
lncludes such vehicles as taxis, minibuses, vans, j1f;neys, and:rickshaws'
In case after case, Che superiority of the privale, small-scale systen
has been demonstt"i.a convincingly. A few of these cases are sunmariaed

belos. 1/

For many years, the cltfzens of l{ong Kong relied for Èhelr trans-
portatlon on bus companies enjoylng excluslve franchlses. In the early
iggO", corpetÍtlon from i11egal Eaxis became severd. These taxis were

used as small.buses, hired by a group at an aþreed race for a specific
trlp or by indivlduals who paid by the seaË. In 1960, the Governmenc

allåred tñese vehlcles to be lleensed for speclflc functions-trans-
portation of ¡¡orkers, school ch11dren, aj.rllne staff, and hotel-guesÈs'
At the seue t1De, aa¡ry uinlbuses ùontlnued to operate ¡¡lthout llcenses
(thaC is, 1l1eg"ífy¡; although reglstered as prlvate cers' Ehey were

avallable for hLre.

L/ These are drat¡n th and !¡.vnne ( 198 and 1981).
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The GovernoenE perslsÈent1y dlscourag€d the private operaEors and
favored the franchlsed buses, but the levei of coofort and frequency of
serarlce of Ehe latLer nere so unsatlsfacÈory Ehat denand for the lnfor¡nal
carriers grew sharply and the nunber of nonfranchlsed carriers approxl-
Eåtely trfpled durfng the 1960s. In 1969, the Governnent i"egallzed che
¡¡lnÍbus as a foro of con¡ron carrler--the Publfe Light Bus. 9y L972, the
P¡blfc Ltght Buse.s were handllng one fourth of all publlc transportation'
and by 1976 they handled one thl¡'d. lfore than 4,300 Publie Ltght Buses
had been licensed, and the Governnent, sorried abouË the survival of the
franchlsed buses, then stopped lleensing aew Publlc Llght Buses.

In Buenos Alres, ArgeoÈlna, the collectfvo (uLcrobus) ls the ualn
uode of transportaÈlon. It arose ln ¡he 1920s as a shared taxi' operatlng
on a flxed route chosen by the drlver h{¡aself. In 1936 the Argenclne
Governne'nË clanpe d ¿orn on the colLectfvos and created a state ent e¡prl se
to uhich lt gave a Ëotal nonopoly of city transPortat lonr' but sorne microbus
llnes survlved. In 1951 the state enÈerprlse (Transportes de Buenos Ålres)
took over all servlces, but thls qras a disaster both flnanclally and Ln
rerns of quall.ty. By 1959 lt r¡as lncurrlng a defieit of over US$l nl1l1oa
a year. In 1962 it r¡as llquidated--one of the felr recorded cases (perhaps
the only one) of the divestlture of an urban Cransportatlon slstetr. Prlvate
operators took over all transportatlon servlces excePÈ the subway.

In Calcutta, India, Ehe use of prfvate buses' a systen 1n operatlon
slnce Èhe end of che 19th century, was banned ln 1960 when the Cal cutta
State Transport Corporatfon (CS?C) was glven a nonopoly' The CS?C qulckly
ran lnto financial, nênagerial, and Labor reLatlons problens, lncludlng a
paralyzlng srrlke i,n 1966. In response to publfc deaands expressed before
ii,. tgeO ãl"ctions, and al-so to raise raoney, the lJest Bengal Government
llcensed 3OO privaEe buses. These proved profftable, although chey charged
che same fares as Ehe unprofltable CSTC and their rouÈes r¡ere iaferlor.
By the late 1970s, Calcutta had sooe 1,500 full-sfze prlvate buses ln
operation, as well as about 500 prlvate nintbuses. They now carrJ¡, IriEhout
subsidy, Eno thlrds of all bus traffie ln the clty. The CSTC, wich Ehe
best routes and the sanre fares, is subsidlzed by che Government at USS12
nlllion a yeer. the success of CalcutËa's prfvate bus oPerators fllus-
trates some geûeral advanËages of private sector service fn the less
deveJ.oped rounÈry seEtlng. r

(a) Private buses åre kept 1n operatlon, with necessary repalrs
belng quickly done. The CSTC, whlch has to go through bureaucratic proce-
dures to get spare parts, usually has half of lcs buses ouc of oPeraËion
et any one ÈfBe.

(b) PrivaËe bus .:rews, paid e percenÈage of revenues, oake greeter
efforts to collect from passengers. Fare evaslon is estimaEed Eo be 25

per cent on CSTC buses, whereas 1t {s negllgible on prfvace buses.

(e) The CSTC ls greacly overstaffed. In 1980, fE had 5O enployees
per bus, one of the hÍghest such ratios ln the r¿orLd.
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the private bus owrìers 1n Calcutta are organized fnEo associaÈlons
ehaE have contrlbuted to a successful operatlon. ltrese organl.zacions,
forned volunÈarfly and spontaneously by the prlvece ownersr, set. down
rules to allow sroooth and equltabLe relations betreen buses, such as
rules abouË nrnnlng on Èfune. Operatlon, ¡ral.ntènance, and overall raanage-
nent of the vehÍcles renalu tn ¿he hands of ¡he lndlvfdual ownsrs.

.Some cases ln Afrlca shot¡ boÈh the perlls of refusal to raly on the
lnforr¡al, snall-scale sector and ehe beneflts'of doing so. AbldJan,
Ivory Coast, lras served untfl L974 by a ver,v actlve lnforual systeur of
eotrnon cerriers, known as atbakag. Orl.g1aally, they brought goods froo
outlylng areas to city Barkets, aad later they evolved lato 1l1egal
co@on c,arriers for the lolrincone areas of the cfty. T.n 1974 AbldJan's
bus systern, Soc!.éËé de Transport d'AbldJan (S0TR.å), a Jolnt venÈure ç¡1ch
a aajorlty share held by Ëhe Governtsent, urged the GoverntrenË to ban the
atbakas ln the efty llnfts because of unfair conpeEl,tlon. the Governr¡.ent
agreed to do so. The eonsequences ¡¡ere unfortunale-for the people of
AbldJan, for che rnunlcipal and natíonal .budgeÈs, and even for SOTRÅ.
Before L974, SOTRA was profitable, desplte'the conpetl.tlon of the lnforoal
carrlers, and tt had a well-n¡anaged fleet of 3O0 buses. !üfth the bannlng
of the atbakas, SOTRÀ launched en extensfve fleet e:cpansion and capital
constructl.on prograro; by 1981 the fleet had 9OO buses, and lt is supposed
to Lacrease to 1,600 by 1985. As a result, SOTRA has beeu 1n defícir
sfnce'L975.

The story of Dakar, Seoegal ls -sinflar. the tno sectors in Dakar
consLst of a bus cotrpaBy, Socfété de Transport en Conmun (S0TRAC) and
prlvaÈe nlnibsses, or "Cars Rapides." SO?RAC dates fron 1971n wfth a
l5-year franchÍse (rnonopoly) on publlc transport 1n Cap Vert (the Dakar
oetropolitan area). 1/ In 1981 S01RÅC had 43O buses and 35 nlnlbuses.
The Lnforn¿I transpoîtatlon sector 1s donlnated by Cars Rapides, orga-
nized lu 1961 on a cooperative basis and later int,o a syndicate. At
present, there are 65O vehicles in operaÈion, J-ess ¡han the L974 peak oÍ
700 vehlcles, owing Eo governnen! resttlctlong on fleet expansi.on. Cars
Rapides handle 4O per cent of all passenger trlps, whereas SOTRÅC handles
2O per ceat, and taxls and private ears handle the renainl.ng 4O per cent.
SOTRAC operetes r¡lth a growing deilclt, frou tIS$2.2 n1l11on Ln L976-77
to US$3.8 n111ion ln 1978-79, representiag 25 per eenr of Eotal operatlng
costs ln tha¡ year.

Deflcits notlrÍthstandlng, SOTR-AC proposed to expand service so as
to achleve effectfve monopoly of Dakarrs publlc transporteÊfon. For thls
pur?ose, it rould need almost 500 addltfonal buses and greatly expanded
facllftles-at a probable cost of USS61 ¡ail11oa. 2/ Thfs ¡¡ould entall

per cen Government, per cent by
Renaul¡-Savfen, and 9 per cent by others.

Zl French publtc and prlvaÈe capLtal. would probably finance 38 per
cent of thl.s Èocal .





also Che bannlng of the Cars Rap ldes , ¡cìrlch ln 1979 carrled t'¿Lce as

rnany passengers as S0T1åC buses v¡lthout governaent subsidy and 1n the
face of government rescrlcÈlons on fleeE expanslon or even repl¿rcenËnÈ.

In Nalrobi, Kenya, a happler road was fo11or¡eci. 'Ïatatu"-Ehe
privaÈe ninlbus varlaoÈ in thaÈ cfty-were legallzed in L973" Abouc
3,600 of rhen opera¡e around Nairobl; about 1,000 provlde pure'ly urban
servl.ce. Modern transportaÈlon ls provlded by the Kerrya Bus Servlce
Ltd.'(KBS) , whlch has -r2O buses under a f ranchl.se r¿l:h the l{aj.robi. City
Councfl and ls a forelgn-owned prlùate coq¡pany. After 1973 1t declded,
on grounds of unfalr eompeÈlLfon, not to lncrease lCs fleet when the
nåtatu were Lega1lzed. So, while the population of llalrobl grew froo
sone 5OO,00O ln 1970 to aloost I srlll1on tn 1980, the fleet rema{ned
about the sane slze. The coupany's buses Ply the sain routes, wlth the
coûpany coverfng costs. Matatu, t¡eanwhile, are the backbone of t,he
eransporÈatlon sysÈeE. In 1979 there \tere 1,550 privately operated.
tsaÈâtu, carrylng 66,000 passengers a day. They go where the buslness
ts--that ls, ia los-fncome areas and, in peak perlods, along coulauter
corridors and charge about the sarne fares ,as the Kenya 8us Servlce.

There can be llttle guestion that in urban transportaÈ1on--and,
almost as surely, in other trensportetlon-soall-scale, private oPerators
have declslve advantages over Ëhe publtc éector producers. 0ne observer
conments as follor¡s on the informal , private systeras: 1/

AE first glance Ehey all appear to be dlfferent, but
thls ls prloarily because'of varlations in hardware-
from blcycle rickshans Èo sleek European oinlbuses.
The instltut'ional structure and baslc operatlons are
qulte sinilar: private individuals acqulre Lhe hlghest
technology vehlcle thal they can afford, and respond Èo

the nobll-lty denands of thelr neighbors åc a larit'f that
nost of Ehem can pay . . . A feçr blllion people ca¡rnoe
all be wrong, and there ls really no need for us to pain-
fu11y invent a ne\t urban lransport,eË,ion ûode when there
are literally thousands of jltney systens ln fLourlshlng
operatlon.

VI. Government. Con tractlnE of Services

As noted earller, sharp distlnctlons between publle and prlvate
sectors can oislead; econonic accfvltles rarel¡r fall lnto one or the
other categolT fn all their dlmenslons, noË arê Èhey usually in pure
for¡n in any dlinension. 1'trus, governEents @åy flnance an enterprlse
and al1ow a prlvate flr-n to run lt, or privaEe oerners aay finance an

Ll Sigurd Grava, ciced by Roth (1982)' p. 21J..
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enter?rise .¿1th subsldÍes fron Ehe banklng sysÈeu¡. Ic is suggesEed
above thaÈ, for these reasons, the picture of '"prlvate" and "publlc"
secÈors, each constltutlng a t¡ell-deflned and seParale entlËy, I's not
qulte accuraLe.

It ls nonetheless useful to dlstlnguish the publlc sector fro¡r the
prlvate sector ln tenos of how publlc servlces are supplled or pro'rlded.
Thus, there 1s an lcportant distlnctlon to be urade bet!¡een the a8ent or
âgency lhat organLzes, arranges, and (usuaily) ffnances the supply of a

Servlce and the ågent who dellvers, produces, or Eanages 1¿. By reduclng
the publtc sector's role as producer or de1lvery agent and lncreaslag lts
rOle as organizer, arranger, and ovelseer of privately produced goods and
servlces, the potentfal for constructfve prlvatl.eation ls greatly enhaneed.

Public.servlces can be delivered ln many dffferenr ways' 1n addl-
tlon !o conventlonal provlslon by a governnent agenêy through its own

enrployees. 1/

(a) Under lntergovernmental a8reenents, one unlt or leve1 of
government pays another to supply a servlce. U.S. counties, for exanple,
sooetfnes draw up conEracÈs w{th cltles for Ehe ¡uinterance of county
roads lrithin clty L1mtts. ?/

(b) ContracÈ1ng of services is exÈre nely wldespread, in alJ- areas
of acrlvlty. Much of the U.S. natfonal defense, that pre-eminent publLc
good, ls, of course, prlvately handled by contractors. A prfvate con-
tractor even nens and operates the Arctlc Early I^larnlng Systen. And
elseçshere, t,here are nor" private air forces as.¡e11 as nercenary forces
for hlre.

(c) Franchlslng ls another nethod , eÍther exeluslve (a grant of
nonopoly rtghÈs Èo a private firn to provide a given servlce ) or nonex-
clusfve (for exanple, taxl franchises). In some countries franchising
is comon ln utillties (gas, nater, power) and ln urban transporlaEíori.

(d) Grants and vouchers are r¡ell-knor¡n devlces for encouraging
consunpclon of goods and services. A subsidy fron government to Pro
cers ts the classic foru of grant. Vouchers are subsldies co the
consuner for speciflc goods or servlces-for exanple, houslng, food,
educaÈ1on, and eultural actlviÈLes.

(e) In f.ree narket transactions , the government is not present ;rt
all, although ft nay sec standards for the provislon of servlces.

du-

aves , P'v Such arrangenents are very coünron 1n the Unlted Slates: 1n 1973
tno Èhlrds of Anerican cities had arrangenents r¡irh oEher government
rrnf.ls f or servf ces such es qrater supply, senage Ereatmênt, jails , poLice
comraunication, llbraries, anlnal conËrol., and publlc health services
(Savas (1981), p. 59).
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(f) Voluntåry services can be organized and dellvered by consumers
theoselves; recreation faclliEies,
and street cleaning are exarPles.

fire proteêtion, proÈecÈ,lve patrols,

The lnstruEent wlth the greatest relevance to the prlvate sector I'n
developing councrfes 1s contracÈfsg. I¡ ls wtdely used 1n the lndustrlal
world. Table 2 lllustrates the vast artay of actlvitfes that U.S. cltles
contract to prlvaÈe finos. In Denmark, onè prlvate fir¡¡ handles aubulance
and fire services for oost cities; Savas observes ". . . while Wall Street
ls cleaned by a governnent bureaucracy, thg streets fn Communlst Belgrade
are cleaned by a r¡orker-owned enterprlse that has a conCract r¿fth the
clty govern¡aent,.' 1/

Coruparable conÈractlng arrangeEents âre rare 1n developlng coun-
trles, alEhough they do exist. The clty of Buenos Afres, Argentina, for
exanple, crea¡ed Lt L977 a publle corporaÈ1on, Cinturon Ecologlca Area
ì,fetropolitana S.E. (CEAYSA), to ltrprove the reglon's physfcal environsent.
Its main preoccupâtlon has been crash eol1ecclon. The ageney conËracted
(afteropenlnteraatlonalcomPetltlon)t¡lthaslngleprlvateconcesglon-
alre. The conËrac¡or was pald ori the basls of waste tonnage deposfted
at speeffted f111 areas rat,her than on the. basis of cost and r¡as given

"o"pi"t" freedon to organize the work and the work force. 1'he number of
eoployees involved ln trash colLection 1s now one seventh the nunber
prevlously euployed, Èhe cost tc Ehe region's government is lower, and

Ëhe urban adnlnistraÈ1ve burden has been greaÈiy reduced. The success
of this approaeh is said to have stiúulated lnterest in other citles--for
example, 1n Caracas, Venezuela.

Contrac¡lng also involves raaJor probleas that lluit or condiclon lts
use. A 1979 U.S. study of rnunlclpal contracting for ¡he provislon of
prLvace services listed Èhe arguments cônnonly ralsed agalnsc private
concracts. 2/

(a) Efgher cosÈ. Contracting involves cosEs ln governmen¡ adminLs-
tratlon, and the contracËor 's proflt, (or fees) nust be added to the
governmentts cost of doing business. Consequently, eonlractlng 9f
ãervices to a privaÈe concern can be uore expensive than public delivery
of services.

(b)
flrns ls
increase

Poorer sen¡1ce for cltfzens. S

Èo naximize profits, a fira naY
Its profics.

lnce the obJectfve of Prfvate
redude lcs service in order to

(c) Chance of corruptlon. Because of the desire of private fints
to obtaln contracts and to insrease proflts, greal Pressure nay exlsË
for contractors to engage 1n questionable or lllegal practices, such as
brlbery, kickbacks, and payoffs.

U Savas (1981), p.
Zl Flsk (1978), pp.

65.
7-10.
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Table 2. Unlced SEaEes: Nunber of Cltfes Uslng Private

Ftrms tc Supply llunLcLpa1 Services Under Contract 1/

Se rvl.ce

No. of Citles
Contractlng wlth
PrlvaÈe Ffr:ns Servlce

No. of Clcles
ContractLng wtth
PrLvate Firos

Refuse collectlon
Street ltghtlng
Electrlcicy supplY
Engfneerlng servlces
Legai servlces
Ambulance servLces
Soltd nastè disposal
uriury bil1lng
Anlmal control
Planning
Î,i'at,er supply
l{apping
l¡åEer dtstrlbutlon systen
Payroll
Slreet constructlon and

malnEenance
Hosp I tals
Specfal transportaclon

servlceg
Cene ce rles
Microflln servlces
Nurslng servlces
Assessing
Publ.lc relatlons
Bridge construction

and oalntenance
Industrial developnent
Tax collection
Ment,al health
Sewage dlsposal
ì,tanagement service for

publfcly osrned transit
Electrlcal and plunbing

Lnspectlon
Llbraríes
Zonlng and subdlvl.slon control

339
309
258
253
187
169
143'
L04

99
Q'

84
7t+

67
65

Sewer llnee L4
Treasury functloas 14
A1l ftre servlceE 13
Mosqulto eonnÈrol L2
Èluseu¡¡s 12
Geaeral developnent L0

Alcohollc rehabllltattl.on 9

Records n¿l.nÈenance 9

Election adninlstraÈ1on I
Pollce comnunicatlons I
Bullding and nechanical.

lnspectfon 7
'Flre connunicatlons 7

.Housing 7

Recreatlonal facllíties 7

Personne! services 6

ûrban rener¡al 6

Crlne laboratory 5

Irrigatlon 3

Parks 5
lraffic control 5

'dater pollutlon abatement 5

All publle health services 4

Juvenile dellnquency
progran 4

ticenslng 4

Soll conversion 4
Clvtl defense conrn¡unl.catlons 2
Flre prevenÈ.l.on 2

Noise abatenent 2

Pa¡rol Servl.ces Z

Registratloa of voÈers 2

Training of firenen 2

Alr pollution abaËetrenc 1

Jalls and deeentlon hones 1

I{elf are I

6,3

57

49
47
47
34
31
30

25

24
22
t1

18

L7
L7
16

t

Source: Savas (1981), Appendlx lab1e 3a.

Ll Based on responses of 2,373 clties to a raali survey Ín 1973.
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(d) Posstblltty of default. Unllke governnent' a contractor tray
go bankrupt or cease oPeratlons.

(e)
unl,ons.

Publlc 1 t- lacenent drawf tLon from nunici I
ontractlng exlstlng government se rvlces c¿¡n cause 9t c

slowdor¡ns, and 1egal challenges by labor unfocs.

Pro ms ln drawln ade uate contrect9 . In nany servl.ce
excrenely dif lcu1t to for¡rulate contracts ËhaÈ will ensure

that a governnent actualLy recel.ves Èhe desired gervices that Lt agrees
to pay for.

(e) Fallure to rantee ade uate r1 for certaln cont
For certain servlces, such as flre Protectfon'
exlst to provlde the set¡rlce.

êwr f any, privaÈe flrns

(h) Sgduced flexib{lity of respons_q to change. Slnce contracts
have Eo be wrf-tteã fn very specfflc terns, ¿r governnent Coes not have
the ablltty to respond qulckly to Eajor chänges ln servlce requests.
Moreover, renegotiatlons can be costly.

(r) Lack of cof,trol ovet the fi sèn¡ice. Because of the diffl-
culty of wrl.Èing orcÍng performance contracts, paftlcularly those

quallty of final proðucts and serviees,

'(f)
areasr ic

which focus on the quantlty and
a government rlay lose sose degree of coctrcl over these products and
servLcese '

(j) Need for close monl.toring. 1o easure that a goverrucenÈ
recelves ¡¡hat !t pays for, detailed nonitoring of che conÈracÈo r t s actt'--
vftles ls required. Ttris problem does not exist, åt Least not to the
sane degree, when e governmenÈ prOduces the service ltself and all'
eoployees are under lts dlrecE control.

The follorrlng argunetrts are advanced by.advocates of Bore conÈtac-
elag by the government. ¡/

(a) CcnÈracrlng 1s ¡aore efficlent. It exposes lnefflclent produ-
cers to co¡npetLtfve forces, petmfts less polltlcal ûanagement' and puEs
the costs and beneflts of deeisions dlrecÈly on Èhe decislon-maker,
whose orJrr relrerds are dlrectly at stake.

(b) IÈ a11oss governtrents Eo use specialized skllls absent la lEs
ono ¡rork force. It a1lo¡¡s greaÈer flexiblllty 1n adJustfng Prograus as
denand and revenues change. It makes experlmentallon easLer. It avolds
large, lunpy capttal requfrenents. It perults exploftaEÍon of economies
of scale by eveu soall governueût entlties.

Ll See, for exanple, Fisk (1978), pp. 92 ffn and Savas, p. 89 ff.
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(c) Concractlng a part of che work orovides a neasure for conpari-
son, and t,he cost of the servtce is vlsible Ln Ehe cost of the contract,.
It thus fncreases the t.ransparency of publ:!.c secÈor operatlons.

These are very general advanËages. Ochers pecullar to developlng
countrles and to partlcular sectors are nentloned elsewhere ln thls
paper. But, better than a llsting of potential advantages and dlsadvan-
Eages, ls Èhe curnulaËive experlence t¡lt,h governrüenl contraètfng, aostly
anecdoÈal, whlch strongly suggests ÈhaË large benefits are obtainable
froo governnen¡ concracting of servlces to prlvace suppllers. Savas,
for exanplÊ, assenbles a large array of evldence lndlcatlng substantlal
galns ln efflclency fron prlvatlzatlon. L/ 0Èher çr1Èers have found
sinl.lar galns¡ 2/

It ls undenlable thãt rlsks and dlsadvanteges exist, sone of Èhe¡r
especially pertlnent to developlng countries, partlcularly those rela-
tlng to contract speciflcatlons and nonitorlng and to the dangers ot'
corrupcion. BUE these problerus are hardly absent when there 1s publlc
dellvery of servlces, and contracting sk11ls can be developed over tine.
Moreover, Ln ruany cases, prlvate delivery does not requlre a very cooçlex
and extensLve role for the governnent as organlzer and overseer. The
advantages-and the problems--of governoeat conlractlng of services Eo
prf.vate 'producers" are best lllustrated by surveytng experlences ln one
key sector--Èransportetlon-where experinents lrith contractlng are rela-
Ë1ve 1;r nun¡e rous .

1. Private road construction

Much road constructlon ln lndusttfal countries after'rlorld War II
r¿as flnanced by prlvace capital, but lndirectLy through revenue bonds
floated fn private capital narkets; repaynenÈ arrangenlents frequently
involved tolls. Ðlrect privale financiàg of road constructLon is rare
but lt 1s not unknorârn. For exanple, in the staÈe of, Texas, the raajor
highway between Dal1as and Fort ilorth was bu11t by private coopanies
Licensed to fínance and construcË Ehe road, to operate 1È under a toll
system untll Èhe investment was paid off r¡tth a suifable raË,e of return,
and then to Eurn over ownershlp Eo the publtc. 3/ Conparable errange-
menÈs exist ln other counEries-in Spain, for exanpJ.e. The TransporÈ
DeparÈment of the U.K. Governaent r¡ould like co folLow the sane pattern-
chat is, Eo buy roads on credLt, wiLh contractors bei.ng paid "by sone
fora of royalty related to Ehe anount of trafff.c uslng the road." 4/
Road tol1s cannoc be used in che United Kingdon because algernatllË
toll-free roads are so nunerous È.hat, coilectlon r¿ould be a problen, and

Savas ( 198l-)
Spann (L977) and Poole, Jr. (1980).
u.S. Congress (1982).
Taylor (1982).

LI
TI
5/
T/
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the probleo ls exaggerat.ed by che lar3e nu:sber of lntersec:ions. Con-
Êrac¡ors r¡tant a guaraût.ee, howevei, of a minlnultr rate of reEurn, whlch
neans prolectf on agaLnsÈ a t,raf f ic f lot¡ lor¡er than proJected. The Û.K.
Treasury wants thls rlsk to be borne by the prfvare financiers. Thts
and relaÈed dlfferences nake the ou¡l,ook uncertaln for roads bullt on
euch lnstallnent loans.

the prlvate flnanclng of roads 1s bel.ng ErieC on a sl.zable scale 1n
Argentlna-Èhe ploneer ln thls respect ln the developlng wor1d. L/ Over
gsg2 b1lllon of road constructlon has been or rlay be privately flnanced
!n that counÈry. The unusual aspects of thls approach are t'hat lE
lnvolves soclal overhead capltal generally regarded as unsulted to prL-
vate flnancing or managernenÈ and that lt enlrusEs responsiblllty for
ffnanclag constructlon operatlon and nainÈenance to a slngle conEractor
on a long-tern basls. 2/

Feaslblllty studies for some of Ëhese roads proJected reasonably
hlgh rates of return-l2 Per cent for the 25 de Mayo and Perlto ì'fgreno
thruways in Buenos Aires, The studies wer.ê conpleted a deeade ago,
however; as prices and prlce relationshlps have changed and constructl.on
cos¿s are higher t,han estl.naÈed, the raÈe of return r¿ill be lor¡er than
projected

The 25 de ì{ayo proJect has had a range of problens that 1l-lustraÈe
the dtfflculties of the new approach. To assure the contraccor's åccess
to bank loanso both the Federal GovernnenË and Ehe Buenos å,1res lluniclpal
Government had to guarantee Bost of the loan funds--7O per cent to 10O

per cenË of varlous cost items (e.g.o equlpoent, labor, and rnaterlals).
the Municlpallty also gave a niniuum average daÍ1y Crafflc guarantee
(85,000 light vehlcle equlvalent units), whl.ch was Èo rfse slowly each
year. l{tth Èhe specified toll rate (US$1.00 in January f982), this
r¡ould alLo¡¡ the eont,ractor to estilûåte the'nlninua revenue.

three rnajor problems erose. First, trafflc r¡as lower than projec-
ted-65,OOO vehicle units a day lnstead of the guaranteed 85,000; but
the contractual tol1 rate is fixed ln real terms. Thus, the munici.pallty
ts obilgaCed to nake up revenue shortfalls of abouË $7.3 m111ion a year,

Second, the cost of construction exceeded the estitraÈed cost because
of the hlgh rate of do¡nestlc lnflation and major changes 1n real foreign
exchange EâÈês. EscaLaÈor cleuses (indexatiofì) Protecied the project
agalnst rlses'14 peso cost, but the Argentlne Peso was revalued upward
durl.ng construction. As a result, contracËor paynent.s based on dollar
estltrâtes for constructÍon costs felL short of needs by nore than $250

Ll This account draws heavlly on Ul1n (1982).
Zl The 25 de Mayo and Perito l'foreno îhruway projects were the first

aaJor publlc lnvestments 1n Argentlna flnanced ent,Lrely by forefgn
private capical.





oilLlon. .{rgenÈlne publlc banks had to provide substanclal short-tern
brtdging finance, which r¡as lacer converÈed Èo longer-terü forelgn debt.
The present proble¡a ls hor¿ these loans s111 be repayed. If the relaÈive
prtcà of the peso had stayed hlgh, the contracEor's peso revenues would
have p.rnitted repaynent of the l"arger dollar obllgatton, but the peso
has plumneÈed.

'the Governnent fs now conslderlng ralslng real Ëo11 rates Èo tncrease
revenue. In any event, lf tcll revenues do not lncrease subsc,antlally'
loan repaygenÈ by che coutracEor q¡lll not be possfble; the mun{c1pallÈy
of Buerros Alres and the Federal. Governnent wllI have to pay the substan-
tlal su¡rs requlred by their glaran¡ees. Ttre guarantee problen does noÈ

arLse so sterkly Ín the other road proJects in Argentina; the llueve de

Julio Road, for exarnple, seems to carry no federal loan guarantee' nor
are tolLs clearly speeified. The contractor ls guaranteed a nininuq
lncome ln U.S. dol1ars, wíth an escalator clause for price rises. The

city wlJ.l dlsburse thfs over a 2o-year perfod. these road projects'
11ke other proposed prlvate fnvestments ln. lnfrastructure 1n Argentina
(a ner¿ contalner port, for exanple), alnost certalnly result in greater
lRvestmenÈ Èhan woultl otherl,tise occur. the slze of the lncrenent, of
course, depends on ¡¡hether Èhe guarantees.have to be oet and on how they
are financed. The prodrrctivlty and soclal profftablllty of the roads
and other prlrrately financed lnfrastructures depend oalnly on the extent
eo whicþ rfsk 1s borne by the prívate invest,or, which ln turn is nalnly
a function of'guarantee arrângenenEs. It Ls conceivable thaE thts novel
forn of capltal transfer could beeorne sirnply a new version of supplier
credit financing for poorly selected publfc sector proJeets.

,, Road oalntenance: an examp le of concractfnq

Road oalntenance has been subject to the greaEest experinentatLon
r¿1th conÈract.lng of thls kind. Problens of staff lncentl.ves and general
budget crfses have always had severe effects on pubLlc works and highway
agencLes in developlng countrles, and these ha'¡e been aggravaEed recently
because Ehese agencies are heavy users of fuel. The need to cut unlt
costs of raintenance has led sone governuents Èo try nelr aPproaches'
partlcularly the use of prlvate concractors for road malntenanca. 1/

Advocates of oalntenance conÈractfng strsss the followJ.ng benefits:
(1) scronger incentlves to cut costs; (2) greacer flexlbiLity in scallng
resources Ëo dee! changing needs; (3) removal of fhe pubLlc secÈor burden
for direct l0anagenent of large and dfspersed equipnent fleets and work
forces; (4) preventlon of diverslon of budgeted funds from maintenance
to other uses; (5) creatlon of- a wider polltical coristituency for oaln-
tenance; and (6) better prospeccs for developing durable lnscitutional
cepacfty.

y llarral (1982).
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Opponencs say Ëhat. cont,racllng can raj.se coscs because it fs
lnposslble Ëo discharge redundanE. pub1lc sector euolo,vees; thåE conÈracÈ
negoElatlon and administratlon wi.t l require ¡core peool"e and rnore work;
that conrpeÈenÈ. contracËors are too few and Eherefore Ëhe oarke¡ for
contraccor services ls too thln lo be eoupetlÈ1ve; and thaÈ governmenEs
of developlng countries are unable to Banage contracts.

Sone counËry experlences lllustrate the potentlals and constraints
of ¡ralntenânce contractlng. In Yugoslavle, Brazfl, and Argentlna,
results of a shift to naintenance contractlng have been very posltlve.
Yugoslavla started such arrangenents ln the 1950s" Its systen 1s highly
developed, wlth cooperatlve enterprlses beäring responsiblllty for
executfon of contracts custoo-tal.lored co speelfic fasks and r¿1ch well-
defined s:andardsr levels of service to road users, work safety ru1es,
and financlal responslblllÈ1es. In Braz11, budget pressures, êxpressed
ln restrlctive hiring and pay pollcles, 1ed the Fighway Deparrllent to
conÈract uaintenance which, untll the L970s, had been done enÈireLy by
E,he Departúent (i.e., by force account). The Highway Departrûent conti-
nues to plan and oanage overall operâE1ons, but productlon has been
Eransferred to prlvac,e eontractors; che Highway Ðepartnenlts work force
is one fourth of its L973 sLze. In Argentina, t 1979 law required
government agencies Eo reduce their work force. In response, the
rlrgenElne llighway DlrectoraÈe turned over 70 per cent of its routine
ualntenance Eo contrectors. In 18 nonths, responsfbiltty for two thirCs
of the 47,000 kiloueters of national road netlrork was transferred to
eontrectors.

An experlunn¡ in Colombia qras less successful. Tn L977 Èhe llinls-
ery of Publlc l.iorks arranged four contracts for naincenance, but work
Progrens were poorly deflned. SpeeificatLons r¿ere Left Eo contracEors.
ltro penalties r¡ere set dor¡n for noneomplÍance. The repayment arrangemenEs
dld not work r¡eLl either. The conËractôrs were supposed to collect
tolls as thelr only source of contract rerrénue, but poor estimales of
:rafflc led to Èol1 collectlons below the anÈfcipet.ed necessary incorae.
Contractors also felt that the GovernmenË failed to ¡reet, lts contracÈual
obligatlons. ^{1so, contactors concentrat,ed on Ehe roost proficable ¡oaln-
.tenence elenents, ignorlng the rest. these and other problens related
malnly to poor concract specificatlons generaEed unsatisfacËrìry perforn-
ance and otuch dtspuËe. Al1 four of these Colorabi.a¡r conÈracts ended up
1n court. the e:çerience nade clear the need for strengthening both
contrect plannlng and the capaeity for supervlusion in the government,.

However, ïtrtt"¿ experience and s¡nall contracËlng capac1ty need
not hold back experfuneotatlon and progress ln these actlvlties, as expe-
riences ln Nigerta and Kenya suggest. In Nigeria, an lnitiaL effort in
1979 to conlract oaintenance for sone 12,000 kllometers of paved federal
htghway was aborted because extreme varlations ln bid prtces lndicated
thaÈ better speciflcaËlon of work r{as essential. A beEter prepared
aÈtenpt follor¡ed tn 1980. !.lork prograus and performance standards
continued to generaEe uncertalnty .an¡org contractors, buE' 30 cont,racts
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'for 81000 klloneters of road.\tere nonetheless let, half to fndlgenous
contrå"tors ancl half to multlnational contraetors. Three semlnars
were held to dlscuss the perfornance of the conÈractors, whLch was

'apparenÈly good enough to encourage the GovernmenÈ to extend the scheme

tä fO,0O0 kilorûeters of trunk roads tn 1982; 6O per cenÈ of the flrst
group of conËractors wfll be retalned.

: As an lndlcatlon of contracÈlng possiblLltfes ln the least deve-
loped countrLes, a recenÈ Kenya e:çerience is aLso noter¿orthy. DespiEe
COnSlderable external assistance, Kenyats road maintenance operaClons
.were generally unsatisfåctory for staff reasons (shortage of sk1l1ed
Iabor, hlgh turnover of workers, poor lncentives t,o work' and reclundanÈ
:unskiiled !íorkers) and for adrninist,ratlve and organlzatlonal reasons
(budget lnadequacies, cunbersone admLnÍstra¡lve procedures, etc.)'
,Îhe Roads Departnent tn Kenya has, for soste years, ernployed snall
Afrlcan cûntractors Èo haul materlal for regravellng oPeratf.ons' Some

of these contract,ors developed thelr capacity to the polnt that they
can do ful1 regravellng eontracts, although help fron the Roads Depart-
ment ls stlll needed. By 1980-8L, Èhey were able Eo dellver USS5.2

ollllon of regraveling work, accountl.ng for gO per cent of, the countryr
ì

Ð

Èotal. These conËractors are certaLnly betng helped by Roads DepartDent
staff and often by developruenÈ agency subsldies buE Èhey shor¿ that
conpetence of thls klnd can be ereaÈed ln a reasonable tlne, if lt ls
done consciously' and graduallY.

The authors of the survey fron ',¿hlch the above accounts are taken'
note thal lt ls too early for nany firu conclusions and Ehat, conEracting
Èo prlvate partles Lnvolves risks. I{ith respect to efflclency' however'
they conclude:

'Ìllth rare exceptlon, conEract mal.nt.enance has provefi tor
be a workable undertaklng in countrfes at diverse levels of

. development and wlth dlverse forms of soclal and economLc

. organilation. With relative freedom frorn entanglfng "red ¡ape"
and the abllfÈy to pay hlgher salarles to attract' retaln' end

' ûotÍvate staff, contractors have in some cases, for example, Ln

Nigerla, succeeded ln gett,fng naintenance done where alL other
: .pproacú"" have falled. Where 

"aç¡1sr',ent 
proflt lncentLves

exl.SÈ, cqnÈractors are norlDally attracted t,o nalnÈenance oPPor-
tunlties, even ln remole areas; whlle larger firns tend to
prefer larger contrâcÈs lncluding perfodic maintenance, ln nany
lnstances, sma1l firns have been forraed speclflcally to underÈake
rouÈlne malnEenance.

o . . It rust be recognLzed, however, that the lntroductlon
to any new systeo, especlally quickly and on a large scale, 1s

rtsky. The Colomblan experfence lllusErates some of the probLens
¡¡hlch can be encountered Ín lnEroductng contract üeintenance with
LnadequaCe planning and preParatlon. Wt¡lle Ehe overall burden of
responsibfllties on Èhe road authorlty is nomally reduced by the
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Í.nCroductlOn Of ùonÈractors, Èhe nåture of the governnentrs
responslblllties changes sharply, and there is lncreased need
for rontracÈ managenent ski1ls, for fuoproved sork plânnlng
perfor¡ånee oonftorlng, and aore effectlve cost accountlng !n
force account nalntenance oPeraÈ10ns.

. . . lnltlal cogt results fron Braell, Argentfna' and
Renya (and also the Unf¡ed States) suggests that conÈractors
can perforn malntenance at substantlâ1Iy reduced costs. The

adslnistrâtive costs Co ghe governnent ln conEract oanagenent'
qualtty control, ¡leasurenent, and certlffcation is norinally
eubstanË1ally less Èhan 1n admlnfstråtlon of force account
works, aiËhough the naÈure of the adolnfstratlve burden 1s
dlffereat and nay requlre enhancenent of ùontract nanegernent
gtaff. In every case shere coûÈract nålnËenance has been used
on A large scale coût,tn&{ng over tloe, government haS been able
to effect a substanËfal reductlon of lts o¡¡n establlshnent.

those who are fanlllar !r1Èh the.bloated payrolls and Ëhe

vasÈ fleets of equlpnent lylng ld1e, r¿hlch are characterlstic of
all loo ruany road oainËênance directorâtes, not only ln developing
count,rles, will requlre llttle evide4ce Eo convince Èhen thet
COntrACÈOt'S Can perforo üalntenance at lower costS. Hot¡evefr nAny
I[ey question whether ouch of the potential cosq savlngs would
revert Èo the publlc. The best safegr.rard of the publfc lnrerest
1s ltvelf, open, and.honest competltlon; shere thfs ls essured'
large cost savlngs are lfkely to be realleed. . . I{oweverr l'È
nust be recogafzed that Èhe Èltin dangers of nonopollzaClon and
cortuptlon are ever present."

trban servfces and transportatl.on services by no eeans exhaust Èhe

possibtlltles open to developing counerfes in terms of govern¡nent con-
Cracts fo,r dellvery of sèrvfces by prlvate pertfes' In the least devel-
oped countrles, ¡nâlntenance of rural wells mfght readlly be subcontracted--
lndeed, all nâfntenance actlvlÈy lends ltself to subcontracting. lthat
1s needed at Ehfs stage fs- nore funaginatlon and Sreater experinentatlon
1n devising ways to tallor the contractlng to Èhe speeiflc needs and
constrainÈs of partlcular developlng countrles.

VII. Concluslons

Better, llore rreatlve utlllzation of the prlvate sector can nake a

signlflcant contrtbutlon !o econoglc growth and change fn Che eoning
decades. There is wldespread agreement on thls conclusion fron all
polnts ou t,he ldeologlcal spectrum. In recenÈ years rnany efforts have
been qade Èo harness the prívate sector more effecti.vely' trost of then
fn response Èo the problens created by rapid growth of ihe publlc sector
ln the 1970s, lncludfng negative lnpacÈs on lncentlves. Sone of Ehese
efforts are degcribed in Èhi.s paper.
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Prlvate skfll, energy, and savlngs can be nobllfzed 1n nany dlfferen¡
Itays, of t¡hlch oaly a few are consldered ln ¡his paper, llothlng ls said
about deregulatlon except fn the rontext of allow'ing uore open narkets.
lfothlug 1s sald about large and lnportant areas such es user eharges or
encouragnent of forelgn pr'lvate investnent. Some unusually lnLerestlng
experiences, 11ke those 1n postal servlces, ere passed over. New
approaches to social securlty are also lgnored. these omlsslons are due
tJ tftre and space consÊralnts, rather t,han Èo neglect of thefr lmporÈance.

Dlvestfture of state-owned enterprlses, whlch is often seen as a
oaJor lnstruBent of prlvatlzaElon, has 1n fact been the subJect of fel¡
erperinents. the poteatlal for sel11ng connodlty-produclng state-owned
enterPrlses to the prfvate sector seetrs poor, except 1n llrnfted cfrcu¡r-
stances. the beneflÈs are usually snall, whereas the pollÈlcal and
econoolc costs arç high. In nodern nanufaceuring, ownershlp of eqully
ls ln aay eveut often a relaÈ1ve1y nlnor factor in deterrolnlog efflclency
of resource use. In lndustrial enterprlses ln developlng counÈrfes, the
publlc-private blend ls partlcularly complex, and r¡hether ên lndustrlal.
enterprlse 1s'pubIIc'or "privare" 1s usually less slgnlflcanÈ t,han the
pollcy envlronaeut, which tends to be sinllar fcr both prlvaÈe and publlc
enterprlses fn such basic determinânts of perforronce as eccess to credlt,
rage pollcl.es, and narkeÈ shelÈering.

If dlvesclture by sale of equlty ls the least pronlsfng rray to alter
the prlvate-public a1x, Èhe nosÈ pronislng is the provislon of servlces,
el.ther dlrectly or by governtrent contractlng. The advantages of resort
to the prlveÊe sector ln these nays can be suûí,'arieed as follows.

1. Prlvatlzatlon can oake the publlc seccor ¡¡ore efflclent by
allowlng greater concentratlon or focus. It fs a sensfble general stra-
tegy for al.l hardpressed bureaucracles; prolfferatlon of prograns'and
ectivltles dfsperses existlng rnanpoçrer and oËher resources and lncreases
the need for coordlnatloa. The public secÈor can do lts cenÈral tasks
better tf ft 1s not burdened by tasks ChaE ãre not so central. For
erauple, less absorption ln foodgrain narketlng, 1n distributlon of
fertfllzer, in running toaato cannertes, or ln selllng oatches would
leave goveromenÈs better able to build and operaÈe rallroads and polrer'
eompanfes, lmprove health care and educat,i.on systens, and adoinister and
uulfy their natfoual terrltorles. c

2. The private secÊor can lnprove the efficiency of publlc entlties
by coupetftlon and by naklng avallable Ëo consumers alternative sources
of supply. Ifhere goverraenÈ nonopolles exist, and scale econooies are
aot cotrPe1l1ng, use of prlvate alLernatlves can be a signiff.cant spur to
better publlc perforaance. This 1s perhaps nost clear in the narketJ.ng
of agricultural fnpues and outpuÈs and 1n retail- Ërade generally. But,
es noted earller, 1E ls also relevanÈ Ín other key sectors, such as
trensportat 10n.
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3. PrlvaÈe provlslon of servlces aoblllzes new resources, ruainly

Lncreased lndividual effort, greater lntenslty of work, and the conolt-
nent of skills useful ln the markeÈpLace, As noted above, ln trade and
ÈransporÈaEton--t\ro sectors crltlcal to growth fn lorrlncorne countrles-
Ëhe technology typlcal of the saall-scale prlvaËe sector ls partlcuLarly
approprlate; ft uË111zes 11Ètle capital and eroploys few fornally educated
people and nany unskll1ed or lnfornally trafned people. Privatlzatlon 1n
Èhese sectors, Èherefore, has beneflclal effects not only on output but
also on lncone Clstributlon and enploynent.

4. Areas of actlvfty tn ¡¡hfch private agents are allor¡ed to
ionpete-erith or r¿lthouË a public sector presence-are l1kely to be
châracterlzed by better servlces. This fs especLally true of snall-scale
ectlvlÈles, such ZFEaff ÈraCe or personal sen¡fces, sale of fnputs to
farners, trucklng, .and urban transport. These acËlvftfes are, by their
ûature, i11-suited lo typlcally eonplex procedures of large-scale organl-
zetlons, especlally governlsenÈ 6ureaucracles. They are also areas where
personal dedlcatlon and fncentives are especlally crltfcal. But even.ff
these factors are not strongly present, coapeÈltlve provfslon of sen¡lces
leads to better servlceg because lc presents alcernatlves to consuûers
and producers, because ft can o¡ake monópolfstlc lnefffclencles nore
transparent, and because lt dflutes poser over buyers or sellers.

5. A oore acË1ve prlvete sector also allows Èhe broader develop-
ment of enÈrepreneurlaL abllitles. . Lack of lndlgenous entrepreneurs ls
frequently tdentlfied as a basic constralnt to the econonic growth of
nany developlng countrles. Ir. ls, ln fact, dlff1cult Èo envlsage uore
rapid long-cern developuent ln the developlng countrÍes wfthouÈ aore
encouragement ot entrepreneurship. Very tiCtle has yeÈ been done ln
Bost developlng countrfes to encourage the energenc.e of enErepreneurs;
on Ëhe contrery, Ehey have been discouraged. Leaving to the F,rfvate
sphere sone of the actlvltles now canied ouË by governnenÈ would enlarge
the scope for tralnlng 1n enttepreneurshlp.

6. Flnally, the dlsperslon of economlc authorfty brought about by
a larger role for the pr{vate secÈor eould contrlbute to the b'uildlng of
more decentralized and oore denocractlc socleÈles, for lÈ represents e
dllutlon of power and an opening of opportunity, r¿hlch oust in the end
Lncrease socletyts responslveness Eo t¡unan needs

For these reasons, the privaÈfzatfon of services 1s the polJ.cy area
slÈh the greatest potentlal 1n teE's of llghtenfng Èhe publle sector
burden, f.ncreasing the efflclency of resource use, and stirlulaclng gror{th.
It ls also raÈher a benlgn polfti.cal lssue (or aÈ least nuch less explosive
Ëhan divesÈlture) and nore anenable to reasoned polfcy dialo€iue. IÈ fs,
therefore, an especfally appropriate'vehic.le for economlc reforu and fs
deservlng of nuch closer aÈtentlon Èhan lt has recelved ln the past.
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ÐATE: 29 MARCH 1983
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INVTTATION FROM IIÍR CLAUSEN

I attach a draft reply for the Chancellor to send to I'lr Clausen
accepting hls. invitation to l-u¡nch on 28 September, which 1s the
i'Iednesday of the IMF .Annual Meetlng. The other guests to be
invlted wll-I be Finance lvilnlsters frorn Summit countrles and
fro¡o Saudl Arabla and Kuwait.
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DRAFÎ REPLY TO iqR CI-A,USEN

thank you for your letter of 9 March. I shalL be

happy to accept your lnvltatlon to lunch on 28 Septenber.
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I'farch 9, 19

Dear Sir Geoffrey:

f a¡q ¡rrlting today to confÍr¡ ny invftaÈfon Èoyou for an lnfornal 1u¡ch âu septenber 2-grh of rhLs y"å,at the t{tne of our A¡nual MeetLugs í¡, I.Iashlngton.. Inaddirion Èo yourserf the guests ¡rtrl be tt,e Iirnisieis
representíng the other "l* l¡""t"rn su¡nit countrfes, aso'ell as the Flaance MinLsters of saudl Arabia and Kuwalt.

.LlL the Mlnisters vho attended r.ast yearts lunch,
r¡hfch wàs an l¡rnovation, agreed Lo subsequent leÈters to
'qe that t'hey felt that such a snal1 gathÀrhg was ¡¡orth-whfle and shouLd be repeaÈed. Receut qonsuliatfon wiÈhyour Executfve Director has nade it appear thaÈ the secondday of the A¡nua1 MeetÍngs, nameLy Sepiernber 2gth, would bethe most convenienÈ to the l,llnLsters conce¡:ned.

,I look fo:t'ard to seeing you on thaÈ occasion andwlLt fn due couróe be in touch rã io the posstbre subJects
we rntght discuss, and the Ëine and precise location of thelunch, ¡shich w-111 be at the sherat,on l^IashingÈon HoÈe1.

The RÈ. Hon.
SLr Geoffrey Howe, p.C., M.p.
Chancellor of the Exchequer
Treasurl' Chambers
ParLlanent Stree:
Loncion Sl,"lP 3AG
EngJ-and

Sincerely,

(
/

McuHM TREAâUfiY

Ìr.:i'r

liJ.

^Þ?

".I. 
ßix"fll 
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$A$ CÀLLÊ¡¡ À f-T[Ë{ll{ü CIF Ðl$l$.CTSR$ F0ft T}i{,fi$t]ÅY' [ã ]1ÂY TÛ SISCUSS

tT* srþCC lT tg${Tåtî.t$ A SALÅËY f{E,Vlsl0}{, &pPF',ÜvÀL Ûr THg fitAn'Þ

0F üüVÊÊf*pÊS i,f ILL 8E ftt,Q1¡lRf,Ii. StËECTÖfiS i¡lLL e*Àx[ A P¡?üPL\SåL

FÛF ÀPPRTVÀL BY $üVËRNORS VIÅ Â FüSÎÅL VST*"

f ,, rrtc. üftÀFT l1ÅS Þ[8,!{ FA[.PÂS[* ',jY Å crJHþì|TTËE 0F fi lfrËtr*$?s

ÇûHFfflslfißf ll,l åsnlTl$l'l TÛ fiAFfiå' î]t üË$rjTË,, gfrt'' f,lf4Ålst{,

LÂ.Sl{g Åt{* ¿HÂl'ùç. TtiE TEÊ}'1$ *[f'lÅttt TþiË' $ål'1[ Å9 Tl{*SË üF THg'

'txl$Tlr,¡G t$riTRÅçT ËXci.PT FûÊ SÂL{ii?Y Âi{Ð ÂLt-ÛWÅt¿cÊ. TTtå

ùn¿rr prlrlp*s*t- l-s, FüË À $ÀLåfiy Lir ÐüLLÅfi$ t2it.û$0 PË,ft ÅT{r{uf{r
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-4' $1#Ti.i Tü $t, í?Erl[vË,Ð AFTËp 3t] t4*Ì*Tl'l$.

ThiÊ. ÅLL{rUåi$t[, I s T{{JT{-ÅCt$u$tT åÐLË, ;

TnË lT IrÂtlftü Ðl 11 TfiF tS Âül) lT lü}.¡åLLY R( ¡l\lEufi$f,S FSR

I,ñTE*TAlå¡¡.{gT{T IXPË1,¿SË. ÅtIU&LLY l]itt"¡ftÊEt]. I HE$t, F{Ur48ÊSS

çlEpr¡egrnl Ålü tl¡gREASÊ 0r åffi 0* pfrE.vlfit¡g $ALÅÊY Åþ¡F 48.6$ Ûl*

pÊËvlüç$ ALLübiAltCÉr rxtlltt{ å{*VË tsÊt.t* Ftl([ü s'IHCE *fçË]4S[rT 198Û.

Tt{Ë, lÎ'¡çRÊÂSt lil T0TåL ftnþiüÞ¡ÉfrATlÛH ls ä?'?lü. THE U$ çtl\t$UÞ{[Ë pfiltE

l[¡t]h,X sü$E ã5"gË $gïwË[.?ü JåilUÂÊY 198$ iç'õ-¿pntl 19$3,

3" Tlt[, pÊsptsÅL s$uLÍ] Ë$TÅBl-tS?{ T*T¡r[ f?glTtJ$lERåTtÛÞt tr Tu[

f',iÂl*A6l$,¡6 Ð1fifi.tïeÊ eT ?[6*i üF Ti{Ê, pRÛSp[ÇTlçg T*TÅ¡.

fi{Ë}4r"x?{gftÅTt0t* sF ËÐf $ {Å$[Î,lFili\¡G A 3.'" {fccfiËÅsc FtFi TÞ{Ë LATTAH

THls TÉÂf,1 A?{t AT 3gllsi,0F Tr{ã i}fr*$P[tllvË $ÅL&RY ûF rilûi*Ë$T

B*l* $TAFF t4El'1ÐEË$ f At$S ASSt,r.llllfi f{ 5t* tHti?L'&SE}' lg

lî{ E;gTl-i tå$f';$ stTxEËFt Tf{C. }4T"}LTlÍ}ttS þjrllflt'{ t,xlsT[s ÀT TtlË

8Ëülì,¡t{ ll¿ü, {,tF Tþ{t f'lÅ*{Atthü ÐlFåfT+iì !s tsliT*ÅcT å14* ÁT Tllt

T lf,lE {JF HIS I}ËtgFl8[fr 198fi If*Cfi['¡tr5ä *

$HBY Û?ü
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åt Tr{Ë çCIT'rslTTEË, Ju$T tr tII] Ttig pñüps5ÅL Å$ Ff]LLC]r,t$ r

QttüTÉ Ttt[ l]¡çngA$Ë FfrtP*$E.n l$ HtftFlË,Ë THÅru TF{ÍÀT lþ¡ THË t#$T
Ûr tlvlldü stt$fE" üÊtË,i,q86.ft 338t. iluT tT.çr{tut-$ B[ ü$r,rst¡]gffrü
TtfÂT IH€ *frÀrï't0l,¡TfrÅcT pË*vtsËg Foft *t ftEs0¡Jsil)EfTåTtür.¿ ûF
ïr.t[ ]IAHAËt]tß ttlftgcT$R]$ $ALART ftÊ 3ü þq$r*TH$ t]ufiil{t ur{tfrr
Tlrt{Ë A !{ûT lfitß$üsltËfteELE ËRt}sltF¡ sF lTs p{}frgHÅstr{s $}ûtdüË

l,fiJ$T BE ËxpCtTÊ$* Füft lF{STåT'tçE, åÍ}PLY l}${3 TFtI tf]üSU$,tËfr
pÊlcE tr,ltRf &$Ë, F*m Tl'tË [rf{tTËl] $TeT[$ {3 1t3. FEfi ügHT} *V[F
Tlit, LÂsT å2 1.1*$Ilr$, rHÊ En#$tt)¡,ü r{tlrJlÞ rìÉ Ålt*tiT 3 pÉR ctltï,
$1{¡ç¡1 wt}iJL$ Ëtf?lf}{i T}i[. r'uËfi{&$lr.}{, p{}þfãft {¡F T}{[ I'rÂt{Âülfiß
rJNRËCT0ÊrS T*TeL fi[l.lU¡,tC.RATttt¡ T* t-[SS Tt{ÅtÈ lT t{45 ÅT fHË

Ttf.lË üF Tü'tË üÊ,tä|43Eir Íp*ü tucfì[¡tst* tT f4lrsT Fr,rilTr{tR Tif

tr.]üs li)[.FÊÐ TfieT l i'{ Ë{.t:Ê¡J&äy L}ì}: Tr.rü uft $EcRgTÅfiy .ü[r'J*,ftÀt- '$
TilT*,L llË.ir!ii-dËRÅTlt¡'¡ lr\itLUllti;fl, ;r¡,L¡tiiy, í?ËFiì[sg,iJTÂTl{u,¡
ÅLLrlwÅ${C[, pf]$T AL]JI]STtìË.${T å},}ti Tti[ e srlt4ÅTgTi çÅt_rJÊ üF

rÊÊH þ{ûu;t$¡û sÅ$ ûüLLÅrii r}r,5?6 t"¿ÊT, ililQu{",Tg

5. FtlFl(A lt{¡}ltåTg,S T}{åI 1'}tE, lTd'fi8ËÂS[ l$ ÂCç6pTf\ÊtË TrJ TtiË

l{Af{Åslt¡* l}li?[cTürT* TfiË^ FÂcT TftåT H[ Åt{Ë Ífit #THËF: çû}4FilTTrI
f.r!.PTBËfi$ t{&riå. puT Ttttlt? Í$åt'rE.$ T* THg sÊÅFT tp,¡t}lcÅTË,$ THÅT

TllEY, T0s, çArt ûs ÂLtlát kilT¡"t lTn At{Ð I î}ftE$t}ft$ THËr HÅvË

c0l,å$tlLTËs THÊ.lR åUTH0elTE$ ÅLTufir;jsH I Iiü $åtT r{Rür{ TF{ls F#Ë

ç[fiTÂ f f,¿.

6. I 414 f'{üT Ël'¡T I ñÊLY HAFFY Tl{ÂT PF(}V I S tt}M SÊ ü.}Ì$ T{¡ {i[ 8.[, I i;,-1

$)RüP{i$Ë"Ð f$fr tf}t4pgr'¡SÅTlttlt¡ lil nESP[*T fr{rTH r¡f t'AST Â?{l] Ê¡?$Spg.üT l\,Ë
lî'¡FLÅT l8l.¡, ALTHüUür{ TriL ßLL*bJÅSCL i:t}fi' FL'TUfig lrtFLAT tfJH l$
rålfrLY sr4ÅLL. HüUg\¡Ëft¡ ill.il? *gJËCTl{i¡¡$ r'JüilLÐ $**T cÅRRy ri|lt}'f
Hü I SHT lF Tl*Ê, flTf{8 fi li lÊË.f,TilÈ. , [üFIt lÅLLY Irì3 {USf{ } S,tilS Lf¿IXf,

t $[.trcf.]Åê¿Y ] , ÅÊ€ Plrg,Pefiili Tü tti &Lt-;iit * Ì[LIv4il't t{g *E lï T¡-tÉtT

i,fi8 TILLS *Ë, Th{AT $ËçÊËTÅRy Ët:f,,rrr iitLL. fiir"r vilTi Âr"Àtil$T Iilr-
PRüpû$AL$ þdt,rgü,t tT l$ ptlT T# Å t"*$T&L
BALIüT. I $TNCOflTî-1IHT] TþiÅT 14T ¡.CüEPI THE PRüFÛgAL$ w}IILË ilOTI¡üç
THE Flr lþ¿T t{8üuT Tt{g gu 1Lfiil,¡t til 0F truFLÅT lt$tAFT EXpgtTÂT tü$*S

ålt$ ÅÐY ls lt{G ôüA l}*5T T{}$ CLO$E * tür.rf$[cT t0ru hnTn Tå{9. RËfiur,¡[i,rAT tüþû

ûF ltgA$$ ùlf ilÏHËn N&¡TEefiAT ttlr{Al ORtÂH l$ÅT tttrs.
$îÅY I PhgASÍ, u,SvE &utÐAt¡cË. fr{ Tlt4c FCIR T*{ä BlStUsglfi$ û?ü tä HÂy.

?. ËC* FL['A$F ÂI]VÅtitË Tû F$/üHåHçELI Sfi' LITTLüfi {lt}ìT}|
L0gHHt$ t{rÅtiK üF gÍ{$LÁtii}} Åfiu Åppt-äyÀFÐ (f Rn}. FLËASt r}tgIFlfiUT[
TT ÅÛVAI\¡çE âÐÐfr[$SEES *ìITLY"
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TO PRIORITY UKDEL I[tlF/IBRD t^lASHINGTON

T E L EG RAM NU14BE R

IMF: Managing Dìrectorrs Contract
Your teIno 181.
2. [,Je accept your recommendation that the contract (w.i th
saLary revjsion) be accepted (para ó). t,Je share your
doubt g about p+-e?-ar-i-r+g<,(proposi ng compensation for both
past and prospective inf Lation. It is unwise to buiLd
in too expIicitLy infIat'i onary expectations. However,
in view of the fact that the us and Germany wi LL be supportìng
the recommendation t ot). ?Lììåàl\*l woutd not be ef fective.
lle would, moreover¿ ñot brant to appear isoLated especiaLLy
since the chance[[or is the chairman of the Interim
Committee.
3. we aLso agree that too cIose a connection with the
remuneration of heads of other internationaI organisatjons
shoul'd be avoided. In pnactice, the satary ought to be
fixed by indi rect compari son ie by reference to the staf f
who are themes(lthemseLves tinked to the comparators rather
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SRCM ilN SEERTÐA}T

DÀtE 10 Ì'[ay'19e1

PS/CgÀ¡Wßrir,0a

I{r triittler
l{r LavelLe

.IHF l.rÀ¡{åOmrß DIAE0ÍIOA|S C0N[AACr

h 9 I'få¡¡rl¡ l¿raslere, lfanagfng Df.rector of the IllF, acoepted the offer
nade r¡nanfnouo!.y by the Executive 3oa¡d that lie sl¡ouLil be reappofntedl,

Subsequent3.y a rcontract oomitteet of six brecutive Ðtreatorsþs
ilLscussêå rylth Laresiere the preol.ee teïng of bås coatract. Ítre d¡aft
contract Ls to be discussec!. by the B¡recutive 3oa¡rl, on 12 l[gy. I{e haye

to iaitlcate or¡r view of the contraot at the .Boa¡d and., oiace tle contract
oonta^tns a salar¡r tevision, a postal vote.of the 3oa¡ô'of Gove¡no¡e wÍll
algo 'oe ngcessa,r¡r.

TH|S rS A COPY. OR|G|NAL CLOSED UNDER THE FREEDOM OF TNFORMATTON ACr 2000 EXEMpflON >4t Q)

,. ftre aaLary contal:rs a¡¡ elenent for ¡rroepectfve lnf,latlon
rbiob ts JuatifledL on the gcound,s tÌ¡at the courtra,ot profidles fo¡ no

reooæ&üeratlon for ]0 nonttrs, ïhe provl,ÉLon for both ¡iast andl, pros¡reetlve

lnflatl,on Ls sonewhat unwËIoone but ¡lerha¡rs inevl.ta,ble. l[]re al.lowance

for firture fnflatlon f.s, howevern maLLr :

4. ltlr Wlcks (Uf mT,) suggeete tlrat we ehoulil tr€rêe the lnorease st¡ce
ne ¡rs¡¡l.it be leoLatetL ln oppoef,ng f.t. Ourn obJoctions nouLd. not oarq¡ wetgrt
sfnce botlr the II.8 and, Gernarry e,re t€presenteù oa the rsontract comltteel
recomo¡rlln-g the lnoreage. I¡r tl¡e lfght of al.L the cl.munetmbes, it seeme

' 
... tì f- ;' ,, -. i1r

reaeoüåble to a6tee the ooatrect anit I attach a itæ.ft te!.egran lndloatlng
oun coasÞnt. I çot¡lil be gratefl¡l tf you ooutrt l¡¡rlLcate u?rether

tt¡i.s Ls aoceptabLe. lfe aeEcl to senct t]¡e J¡str¡otl.ons aut tomrlrrow (tt t*tay).

P f SSERTDAT{
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Chief Information Officer
HM Treasury
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YIMF: E c

Tl-re II'IF r,qíl1 soon publish íts lJorld Economic Outlook (I^IEO)

and, as you know, it includes some material which, if ít were published
Ín an election períod, might require answeríng.

2. For example, the I,TIEO predícts rfsing ínflatíon and rising unem-
ployment for the iJK in 1983 (page 55 of Sectíon 1, Appendix A of the
draft, on which we have already commented to the Staff) , If anyone
had tried to make politícal capital out of this, we could no doubt have
pointed out that this is an índependenÈ forecast by the Fund Staff, done
some nonths ago when the exchange rate r^7as substantially lower than at
present, and which has already been dísproved to some extent by events.
Reasonably c-onvincing, but neverÈheless of some potentíal embarrassment.

il
I

3. However, rre nor^r learn that the timetable has slipped (for
technical reasons) and !¡e Fun_d does no! no to publíjsh_ ths
report until "the middle çÉ -Jqqet'. tr{hen ü/e pressed the Assocíate
Director of the Research Department (which produces and coordinates
the I^IEO) lo be more specific, Schwartz saíd it rnras extremely unlikely
ublícatíon would be before June 9 there had been technical problems

with the draftíng ancl with the numbers. Given that the BTS wotrld
probably publísh its annual report arorrnd June 12/13, Èhe Fund could
either try to shoot for about June 7, which Schwartz felt was quite
unreali.stic, or publish around June 15 or later.

4. Earlier índÍcatíons of publication on l{ay 25 (your noÊe for
record of May 3) have obvíously had to be revised. In fact, we have
only today received the last part of the draft report (dealing with oí1,
commodity prices, trade polícies,and the statísLical"asymmetry on the
global current account) asking for factual comments by l{'ay 24. There*
fore, f feel publi.cation later in May can effectively be discounted.

/s. rf ír does

/l
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5. If 1Ë does lor:k as if the l[80 wilJ- appear before the e1_ecÈíon,
we rnril-l let you know. Brrt let me say now that there would be the
gravest dífficulty in trying to delay its publ-ication for poLítícal_
reasons.

d,l p().;k
Níge1- Ì{lcks

cc: E.P
R.G
R.I
R.H

Mr
Mr
Mr
Mr

. Kemp (ÏIIfI)

. Lavelle (Hl,lT)

.G. Al1en ("rMr)

. Gilchrlst (B of E)

RNSTRICTED





IqR. KERR

FROIYI; J.G.LITTLER
DATB: 12 MAY,198,

cc PS/Chlef Secretary
PS,/Flnancial Secretary
PS,/Econonlc Secretary
Mr. Mlddleton
llr. Burns
Mr. Unwln
Mrs, Hedley-Mlller
I'Ir. Lavelle
Mr. Bottrlll
l¡lr. Peretz
¡¡lr. M. Hall

AD"ÐRESS, BY PRESIDENT tlLTËBE$l'rp
&you w111 have seen ln the Þess, Preeldent Mltterand chose to
honour the Mlnlsters present ln yaris for the OECD meetlng by an
lnvltatlon to the Elysfe on tfre evening of Monday, 9 May, and
deLlvered to then an .Address. This could have sone bearlng on

Williamsburg, and I therefore thought it worth circulating the
full text 1n French, attached, wlth the followj"ng conment and.

brief sunmary.

2. It was an offensive occasion. We were asked to be in place
by 6-10 p.m. for a ReceptJ.on at 6-10. In place neant standlng,
in a large senl-cj.rcle ln country groups of between 2 and 4 for
each country, around the edge of a large and ornate Receptlon
Roon, domLnated by the Lectern whlch we faced and batterJ.es of
television cameras and photograpbers behlnd us and opposlte the
place rrrhere the Anerlcans stood.

5. The hesident was nearly 15 mlnutes late; he brlefJ-y toured
the senL-clrcle shaking hands with one or two fron each country
group, then went to'the Lectern and dellvered the attached Address,
taklng aLnost exactly 45 nlnutes. l,Íadane FLesch (Luxembourg and
Fresldent of the ¡neetlng) tave a 5 nj.nute courtesy reply, after
which we adJourned for a glass of chanpagne.

Main Polnts of the âddress
4. After nearly 10 nlnutes of elaborate conpllments to OECD

and reference to the current crÍsls and the threat of panlc, the
Presldent spoke of the three ldeas whlch lnsplred hls thoughts
thls evening: growth, stablllsatlon and devel.opnent.

5. Under growth, he called attentlon to the need to reduce
massive budget deflclts and high real lnterest rates; he then urged.
those countrles whlch have marglns of nanoeuvre to stlmul"ate theln
own growth; he then offered the thought that the best way of,

1



countering unenployment was to reduce worklng hours and educate
youth ln new technologÍes.

6. Under the headlng of etablLlsatlon, he spoke at length about
exchange rates, maklng three ma.f"n polnts:

- w€ should bulLd on the three zones of $, Iêtr and European
curyencles;

- wê needed a new Bretton l{oods;

- he intended to propose an urgent hlgh-level conference
ln the framework of the IMF, to pronote a new and ¡nore

stable exchange rate systen.

He spoke very brlefly agalnet protectlonlsn, with qualiflcatlons,
and urged the stablllsatlon of conmodtty narkets, the urgent
completlon of the Connon Fund, neasures to regulate futures markets
and technical trai.nlng.

7. Under the headlng of developnent, he made a long 1lst of
denands for assistance for the South, enphaslslng the dependence
of the North on the poorer half of the world. He spoke anong
other things of the need to relleve debt by lower lnterest rates
and a lower $value, of the need to develop forns of guarantee by
lnternationa] instltutlons to enable developing countrles to
borrow eommereiafly; of the need for a new lssue of SDF-, ]1nk-ed.

wlth ald; of the need to ease condltlons as weLl as increase
anounts of borrowlng from the IMF; of the need to extend the
Stabex Scheme for connodltles; of the need to lncrease ald at
least to the UN target and of the need for an e¡nergency plan for
Afrlca.

8. He then had a passage commendlng the Connunlty as a nodel
for the world, particularly pralslng:

the openlng of frontlers;

the rrprogressl"on of agrlcultural pricesrr; and

stablllty of exchange rates.

2



9. Ftnally, he made sone nlnatory references to the Sunrnitt
lndicatlng that he would advance the aane klnds of ldeas at
WllLlansburg as ln thls Address, that there must be a response to
then, and that the utlltty of thls trce of neetlng would be Judged
by the response.

Reactlons

-

10. the United States wås not, I thlnk, rnentloned by nane even once.

But Presldent Mltterand loolted at the Unlted States Group durlng a
large part of hls Address, and the camerås focussed on them, as well
as the Presldent, to the excluslon of others, And a great deal of
the neesâg€r and the cholce of partlcular language and referencest
was plalnly addressed agalnst the Unlted States. It was evldent
that the US representatlves (Struttz, Regån, Brock and lr¡allts)
were angry. ïlhen we flnal-ly adJournedr they Llngered behlnd
and had a short dlscusslon together before rejolning the rest of the
conpany and seeking out the Presldent - whlle others' equally
consclous of the tensJ,on, ke¡t away.

11. My lnpresslon was that the Presldent overplayed lt
considerabJ.y. Early the followlng nornlng, Madane F1esch referred
brlefly and neatly to the Àddress wlth which we had been surprlsed
and edifled the ntght before - and made no further connent. the
Press do not seen to have taken the substance of the nessage

serfously, although they nay rlghtly have focussed on the lmplled
threat to future Sunnlt meetlngs. But we shall plalnly have the
sane nessage again from the French Presldent at Ïlllllamsburg.

¡

. G. trmLER)
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Palais de 1fElYsée, lundi 9 mai 1983

Madame Ia Présidente'
Mesdames et Messieurs Les Mi'nistreq
Monsieur le Secrétalre Général,

Laissez-moivousdireleplaisirquej'aidevous
recevoir ici. Je ressens votre présence comrne un honneur
pour mon pays, vous êtes réunis ici ã Parj-s Pour examiner
ãt fo,rr ti:a.¡aiirer dans Ie cadre d'une institution inter-
,rátiott"le qui nous est proche et qui nous est chère.

Je voudrais au-delã de ces paroles d'accueil, saisir
cette occasioã qui m'est donnée Pour indiquer-se1on la
France, mais fejoignant sans doute la pensée de Ia plupart
drentre vous, les voies ã suj.vre pour_que nos travaux
p"iãÀã"t débóucher sur un mieux être dans nos relations
ini"rtr"tionales et sur la nécessaire approche du temps

õi vient, af i.n que Ia crise dont nous souf frons soit
dominée.

J'espèrequelesconditionsdetravailetde
réflexion iui-.róo" sont offertes ã Parj-s corresPondent à

vos besoinJrmais crest déjã une longue habitude dans cette
.rift. que dê iãcevotr et dféchanger. Vous avez appris vous-
mêmes entre vous à vous connaltrè ã travers 1es décennies
précédentes ,Notre organisation a pris-rang' forme' a

cormencé de dessiner åes persPectives d'avenir et,on peut
Ie dire d'une-i.çon générãlerã réussi dans sa mission'
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Je suis très heureux de vous rencontrer et je souhaite
mrentreteni.r avec vous sur des thèmes que j'aurai I'occasion,
je ne serai pas le seul, d'appréhender_bientõt lorsque je me

r --- d^--^! J^ 17.:11is*atarrræ I 1: €in Ãa ¿-a mr¡ie
Ëfolfvgf(aI c¡ll g(J¡lultEl- l¡s vl .¡¿¿¿4'¡svsÀY

Depuis 36 ans, votre organj"satj.on nra cessé de parti"cj-per
à Itapprõfondissement des échanges entre grands Ply? indus-
trlaliËés et de jouer un rôl"e lmportant dans le dialogue et
la coopération entre le Nord et le Sud. D'abord Plaque tour-
nante ãe Ia reconstruction de I'Europe dévastée, el}e a

ensuite, le temps de la prospérité revenu, élargi sa composi-
tion et 1e champ de ses intérêts.

Bref, Ito.c.D.E. permet, ã chacun de nos paYS d'exprimer
librement son point de îue etrquand s'affj.rment des désaccords
ou des difficuités,de rechercher ensemble des voies nouvelles.
Les d,ébats qui se déroulent en son sein sont la conséquence
directe de I'interdépendance dans laquelle nous vivons. Chacun
perçoit mieux I'impaót de ses ProPres choix sur l-'intérêt
commun.

Le travail accompli par 1|O.C.D.E. fait honneur ã tous.
Et je suis heureux dtavolr Iroccasion de lui rendre cet
homñage. Mais, vous le savez, et aujourd'hui comme après la
dernière guerre mondiale, Ie monde est ã reconstruire et nous
avons beséin Pour cela de retrouver I'esprit qui animait' Ies
fondateurs de I'organi,sation. 11 ne suffit pas de gérer 1e
quotidien. sans peispectives claires' sans règles du jeu'
nous ne sortirons Pas de Ia crise.

Rappelez-vous,au début des années soixante-dix, 1'affaj--
blissement aes disciplines monétaires, 1ê créations incontrô-
Iée de liguidÍtris internationaþs a entraÎné une première vag--tie

d'inflation. Puis Ia généralÍsatj.on des changes flottants a

accru lrinstabilité des parltés et multiplié les tensions
{nflationnistes, êt fe seeend choe oétroLier
a entralné une sévère receJåio"--ãggtåvéG 

-pãi-les m. vements
erratiques de certaines monnaj-es sur les marchés internationau

Pour y remédier, de nombreux pays se sont engagés' sans
se concerter, dans des polltiques åont le cumul désordonné
a entralné I i économie ¡nóndiale dans le cercle vicieìxr de la
récession. Le chômage a augmenté de façon dramatique de
25 millions dans noã seuls Pays. Le prótectionnisme multiple
et dissimulé a ralenti Ia progresslon du commerce mondial,
ce qui a freiné, å son tour, la croissance.
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Dar.rs les prlncipales économi.esr Ie déségul1ibre
des f lnances publigues a maint,enu les taux d I inÈérêt
réels à un nlvêau beaucoup trop éIevé' sans précédent
depuis trente ans, dlmlnuant de la sorte }a capacité
drlnvestlr, et dressant de nouvelles barrlères au moment
où la technologLe permettait dtavancer. Tandis que
etélolgnent aÍnsi les chances de lravenlr, le poids du
passé grandit : la charge de la det,te eraccrolt, écrase
un plus grand nombre de paye et drindlvldus, ralentit
le mouvement dea échanges.

Bref , Mesdames et Messieurs sÍ lronnryprend garde,
le monde entier sera à Ia mercl drune panique ou d'une
mise en défaut.

Que falre alors ? Crest bien lrobjet de vos travaux
et de ma réflexlon. Lrexpérlence nous apprend gue ni les
forces du marché, nl Le Jeu des lnstltutlons nfont
jusgurà présent réussl à dominer Ia crise.

Certes, depuis le mols d'aott 1982, la coopération
entre les lnstltutlons fJ.nanclères internationales, les
autorltés monétalres et Ie eecteur bancaire a évlté le
pire. Lrélargissement des guotas du F.M.I. et le renfor-
cement des accords généraux dtemprunts ont accru les
ressources dfsponibles afln de soutenlr Les pays J.es plus
pauvres.

Mals éviter Ie plre nrest pas une ambftlon.

Si les grands pây6 comprennent leur devoirr nous
sortirons blentót et ensemble de la crfsermais å cette
condition.

Mals cela ne se fera pas Par nJ.racle, Di en une
seule conférence, nl en une seuLe année, Di dans le cadre
dfune seule organisatlon. Cela résultera dtune actlon
internationaLe durable autour du plan mondfal que
j rappelle de mes voeuxo '

Tâche immense, à 1réchelle d'une génératlon.
nous appartlent å nous gul sonmes réunfs lcl même,
préparer les esprlts et de lancer le mouvement.

Er Í1
d'y

A cette fln, jrémettral trols propositlons
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Vous savez mleux que Pereonne-que les relatlons
d,échange ont-¡ã"ãi" dtún mãteur å deux temps¡ 1'afflrmation
des différenceã-át f. coopératlon. Sans dlfférence' pas

¿:lrÉnhanoe utile. Sans ""opét.[f;;, 
pas de crolssance durable'

vy--___f _

Cetteobservatloncon¡nandelestroisorfentatl.ons
qulfnsplrent-madémarcheceeoir:lacroi8sance'la
åiãuiriãation, le déveloPPement'

Pour y parventr, Mesdames et Messleurs' il conviendra
d,agir avec "ffiiti;;-år 

ãrJðtpttne.-Sans effortr 9üê vaut
une ambl.tion Sans proJet ã;ãîenfr å quol eer¡ une dlsclpline

Ehbfenrjecroisqurilfautretrouverensemblele
chemin de r. "iãráããn".] 

nten de grand ne se fera sans

esprlt a'"r,tråiri"ãl ãã"" foL en i'avenLr. trlals pour coÑnencer'

l-e preml"t p""-ãã- f u remlse en marche ne sera posslble que

par la crols"ã"ðã õõnãèrteé,-q"i créera les condftlons d'une

repríse sarne-ãi contLnue, )" y9:x dfre,sans lnflatlon'
Sachant ce que je sals aes iiouint:: quJ' restent à résoudre
dans un pays õoñr. le mlen,')¿-i. åi" avee d'autant plus de

force et de convlction'

La reprlse qul s'annonce, lcl. 
"t-1:? ' 

s I essouf lera très
vlte, beaucoup plus vlte qu;ón'ne le croit'sl rien ne la
soutient.

Ce gul nous ramène å trols données de base :

1o) personne ne conteste la nécessit'é df une réduction
masslve des déflclts budlétatres excessifs qui inci-
tent ã aes-r;; d,lntérêÉs réels exagérés.9t q"1--

réouisent-aeceiai-'lescaprtauxdlsponlb}es.gour
r,invesrissement. Prus-luã b.v" sont i1eor11nl:: P1""
ces déficils sont dangereux Pour eux et pour Ies
autres.

2o)DansIemême¿snrP?rllappartlentàceuxquidispo-
sent de marge"-ãã-stimü1er leui-Propre crolssance' De beaux

résultats aanã iã áomafne de Ia iutle contre f inflation
dolvent conaulrã-ã relancer lractlvl-té économlque'

3o) Enfln, la meilleure façon de }u!!er contre Ie chômage'

vous Ie "..r.";-""t 
a" rormãi'1"" jeunes aux nouvelles

technotogies åt-ã;assoupltr la durée du travail.

/...
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Pour atteindre une croissance durable, les meÍlleures
recettes économiques ne Baurafent cependant suffire i iI
faut dtabord et ávant tout retrouveÍt )' y lnsfste, Ia
conflance en 9o1, dans 1'avenlr de notre clvlllsation, dans
nos valeurs communeg et donc dans notre aptftude å créer
et, å travailler ensemble. Ctest Pourquolr rlen ne me paralt
plus lmportant que cet échange Perm?lelt entre nous conme
ãe sofrl co¡nme Ía journée dtaujourdrhuir ou la journée de
demaln' .1Þl est !.tóbiet en tout cas de mon ProPosr cê soir,
et de celuL gue Je tlendral dans quelgues semaines aux Etats-
Unis d'Amért{ue õU Je me trouveral avec les représentants
de quelgues ãutres puyt. Et Lä J'aurai lroccasion de revenfr
sur les thèmes gue jtévoque avec vous ce soir'

II faut aussl, Mesdames et t{essleurÊ, st.abillser les
échanges, L9 retour à une Crolssance soutenue restera írréa-
llsabie sans la reconãtruction Patlente d'un système stable
de relatlons économlgues lnternatlonaLes, dans trols
domaines essentiels ¡, la monnatre, le conmerce et les
matières premfè!ês. Mals Je conclural-r9".t9 façon lll"ogigue
p,tf 

"q,r" 
c-r e6t Pour conmencer en rappelantla nécessité

ätun nouveau þletton liloodsrmême sl IrévocatLon de ce nom

ne dolt pas nous condufre ã lrhvltatJon pure et slmple.

on lta blen vu au lendemaln de la seconde guerre
mondiale, tout commence Par Ia monnale. Retrouver les
condltlons dtun système monétalre stable, avec des monnaies
qui sofent sufflsãmrnent flxes' de valeur économiquement
iaisonnable, est donc une tâche urgente. Et ce ntest pas hors
de notre portéerå condltlon de le voulolrrmals je-pense que
les étapeË gul Londulront trèo Progresslvement à 1rétablÍsse-
ment d'ün téf système monétaire lnternational peuvent être
parfaitement déf.lnies .

Je rappelleraf que nous avons/en premier lleu.ã pour-
suivre I'efiort entamé Iran dernier à Versallles et à mettre
en oeuvre rapldement des disposltlons que nous y avons
prlses. Une èoncertation effectlve entre les polftlques
èconomiques des paye lndustrlallsés devrait être recherchée
et renfórcée : vöuã ètee, Meeda¡nes et lrlessleurs Ies Mlnlstres
orfèvres en Ia matlère. De tels échanges Portèraient égale-
ment sur les objectlfs recherchés par Ia polltiqYe monétaire
et sur les tendánces de fond affectant les taux de change.
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JrindiqueraÍ ensulte quril faudra srattacher å
retrouver des parltés réallstes et à limlter Les
fluctuatlons erratLques ã court terme autour des taux de
référence. on étudleråren outre, les moyens dragir en
comnun pour mleux ajueter lee taux à moyen termer lorsque
srécartent durablement les paramètree économlques fonda-
mentaux des princlpaux pays, å savoLr les prlx, les taux
d'lntérêt et la balance des paiements.

Je sals que cet effort paraltra à certains lmpossí-
bLe dane notre monde Lngtable.Et pourtantralnsÍ que le
montrent les conclusLons du groupe de travall sur les
Lnterventfons dont la France avalt prôné la créatlon I'an
dernler à Versallles, la concertatLon monétaÍre se révèle
vtte utlle quand e'afflrme Le désordre sur les marchés,
quand s'accé}ère la volattt.lté à court terme des taux de
change. Ne so¡rüneE-nous PaB ðans une telle situatlon
auJourdrhul même ? Leg septrpour ne parler que d'eux
fls ne gont gutun éLément dans lrenserble-nront-lls pas
afflrmé au surplus leur volonté de mettre en oeuvre des
lnterventlons õoordonnées danB les cas ou leur utlllté
seralt reconnue ? Slnon, à quol bon multlpller les
réunlons lnternatlonales ?

Dans un contexte de taux de change stabillsés les
échanges conrnerclaux connaltront un esaor nouveau, j'en
suis sflr¡ dont chacun tlrera avantage ¡ les taux de crois-
sance stêlèveront raLsonnablement et la coordlnatlon de
nos polJ.tlques économlques aera facilltée.

Alorsr on lra plus loln et les trols prlnclpales
zones monétalres, J-e dollar, le yen et les monnafes
européennes pourront s'engager dans la voie
du renforcement de leurs l1en¡, êt servLr de pôles
à Ia stabilisatlon des taux de change des prlnci-
pales monnaies du monde. Le Fonds Monétaire Internatlonal
verra son rôle renforcé, pour promouvolr I'usage des
D.T.S. dans l-es réserves offl-ele-llesr dans les opératLons
et les comptes des lnstitutLons LnternatJ.onalesret les
transactloñs prÍvées. Doté de moyensr ll Pourra intervenir
en cas de dÍfficulté grave et subite'd'un Pays donné.

OuJ-, je Ie crols vraiment et Je le répète volontai-
rementr Ie moment est venu de penser à un nouveau Bretton
Woods.-Je ne veux Pas exagérer mon proPos et reprendre
ltexpresslon fameule¡horsdtune telle proPosltLon il n'y
aura pas de sa1ut. A cette époquer €rÌ partant de rlen
je veux dire au lendemaln de la dernière guerre mondfale,
on avaft mis en place un système cohérent. Sl.tout est

\ì



aujourdrhul. plus complexerll ne faut pas pou
å avancer, pâr 6tapes, vers un système adapt
économlgues de cette fln de eiècle.

'l .

a hausse des
e itencours

utant renoncel
ux condftlons

ra
éa

, En wêrMesdames et Meesleurs/de facfliter ces réformes,je souhaite gue solt organlsée après une solgneuse prépara-
tlon la réunlon dfune conférence monétaire internattonãre
au plus haut niveau, dans re cadre du Fonds Monétaire rnter-
natlonal,

Et je crois gurll faut organiser le commerce des
blens alnsi que la coopératlon technologlque. Après avofrparlé de la monnaie, eh blen oul, je parleral des blens
eux-mêmes. Le protectlonnlsmerdont chacun se méfle rorsqu¡lIstagit des autres/constltue Bans doute et par définltton
un obstacre å la croissance des échanges et à ltessort des
pays pauvres. Encore en faut-ll sltuer 1t j,mportance.

A Lrheure actuelle, le protectlonnlsme ne représente
que lO t du manque ã gagner des pays en voie de développe-
ment, tandls que 90 B sont dus à lfabsence de crofssance
9ulç.J.es pays rlches, à 1'fnsufffsance de L'alde publlque,
å 1flnstablllt.é du cours des matlèreE premfères eL surtoutå La hausse des taux dtlntérptrdont le eupplément de chargesoit 45 mflllards de dolLaretrêprésente piês du double de-lraide versée ã ces pays, solt 26 miLLlards.

Si jrlnslste auprès de vous ce solrr cê nrest pas
au risgue de voua attarder, crest pour vous dire ces-choses
au nom de mon pays gul ne détient pas la vérlté rnals gui
entend contrj.buer à la réfl.exlon co¡nmune. Quel1e cfrcons-
tance plus solennelle avais-je pour le dlre ã lfensembre
des pays du mondeS

rdont 29 m111lards sont dus dlrectement
taux, le reste étant dt} à lraugmentatio

å1
nd



8

11 est temps de remédfer aux prlnclpales-causes du

maL et de démontrer-que nul ntaura rlen à gagner à ce protec-
tionnleme,y comprJ.s ie plus masqué,. celul des normes technl-
õã; ;" eâ;trtalles. Celä se fera notamment en assurant une

ðù"ãri"te équitable deE marchés, condltlon de 1a croissance
économique, Pour lc Nord comnìe PouT Ie Sud' Au demeurant'
Ie GATr'Joue-ãðia-åon r61e pogT-1!1¡nÏ19r les flux des échanses
et contrÍbuer-á"igsouare leã dtfficultés résuLtant des dlffé-
rences de etructUreS Ou de rythnes drévolutlon des économies'
CIest blen;ce n'est pas EuffLsant'

Mais, seulement, vous le savezr oD n'échange plus
eeulement des'oUjã["r oll échange auesl des savoirs, crest-å-
dire des technológles. De pLue en plÇsouvent.la coopération
industrÍeLle entré les ¡ationa dfflérentes remplace le
simpte com¡nerce des prodults de chaque natÍon'

L'lntenslflcatlon des échanges et de la coopération
lnternatfonale en matfère de recherche avancée et de
téchnologfes progres6era entre leE entreprJ.ses privées et
entre leÀ instltutLons publ.lques.

Le renouvellement de !a coopératlon technoLogique
commande en effet une autre divlslon internatlonale du
travall. Nous avons tOUe fntérêt å évlter une comPétitlon
excessive, que ce soit entre les secteurs en déclin ou entre
les lndustrles nouvelles. Nous devons nous attacher å dégager
progresstvement- quelques règles de condulte en matlère de
ãtrãtegfes et de 

-pot ltlques lndustrlelles'

Et puisque j'al parlé tout à lrheure du Nord et
du Sud et de leuf s rãtattóns compllguées r incertalt^"" , va-
rlables, co¡nment ne pas parler dä 1å nécessaire stabllisa-
tton å moyen tãrme aäs eèhãngãs de matlères premlèresi

Or, plus nous y pensl'ons, Plu? nous comprenons
que I'on peut-engager dés-actl.ons rapidement, je vous en

donne quelques exemPles :

n'est-iI pas posslble de conclure partout où

c,est posslblã-des aäcoräs de prodults! Ces accords tendront
å stabilfser les cours dans une fourchette réallste, car on

ne peut lutter indéfinl*.ni contre ies ùendances iourdes du

marðng, cela nous le savons. Et corr[ne les moyens f lnancf ers
eont indlspen"åUi.", jrJ.nsisteral sur ta nécèssité de donner
vle sans autre délal au foñãs commun des prodults de base
dont on parle beaucoup et qu'on ne volt Janais'

régularlser les ¡narchés à terme' Cela me paralt
aussÍ une prlórlté car ces marchés lnforment les opérateurs
en détermfnani-un prix unlque. ILs protègent Les producteurs
contre les spéculallons. Lorsquttl"_n'exlstent pas, comme

Dour 1e rlz, le désordre règné : lnflnlté de prlx, sPécula-
[fãn=-ã";;-irombre, manipulátlons permanentes' Mais lorsqu'
tls ne gont paã regufarisgs, .t lieu dtlnformér, ces marchés
trompent. Au lieu Ae proleéår, l]" accablent et poussent ã

la sþécuJ.atlon. Bref , üne dísciplfne pl-us strlcte dans Ie
Jeu de Ia concurrence rendra à Ëes maichés Ie rôle qul leur
revient. ../
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pour que Ie Sud pufsse 9!tt partie prenante
dans cette i¿orgånfsation dãs marchés, une action de forma-
tlon, de formatlon des hommes¡ s'impose avec ceux qui déjã
sont nos partenaires et Ie seront Plgs encore dans un monde

li"" ouveit. En relation avec les- disposltlons des accords
ãe tomé, dont nous mesurons chaque Jour 1-'lmportance, il
convlendra de met.tre en oeuvre un Progra¡mne de formation
des ressortlssants du Tlers-Monde ã nos technlques de

commerclalfsatlon. Crestce que ll)us essayons de faire pour

"ólru part, je-sais que d'autres pays, lci représentés,
ont de remarguables réussites.

investissements s¡
dans }es PaYs en

encouragé, en Particulier
ou blen Êous la forme
mais Ia Banque Mondiale
servir grandement ã

enfln, Iê financement des
matière df énergies non-renouvelables
développernent dolt contlnuer d'être
dans 1ä- cadre de la Banque Mondlale
d'une lnstitution spéciale å crêer,
a déjà émls des Projets gui Peuvent
la réponse å cette guestlon.

Voyez-volfsr jtinslsteral sur ce point qYl-occupe
nos pensées'! rien n,ãst posslble polr 1e Nord si Ia
relairce nrest pas assurée-pour le SYd. Comment lmaglner gue

nous pourrons sauver une mó1tlé de 1a planète sans I'autre ?

commeirt vouLoir dans le même temps llbérer les échanges et
cl.oi.sonner les solldarltés ?

Nous savons tous que seule la reprlse, - 
}a renaíssancr

économlque, règlera nos própres.problèmes, Pâr lrouverture de

,,ouveaui marchés et 1.'exþloltatlon de nouvelles ressources'
Èt celendant, par un lnaäcept+lg paradoxe, nous prétendons
lgnorèr fes m.iõhgs les p1uä évldents, les plus avldes de

cioissance, ceux du Tlera-Monde.

Polltlguement, j'eñ af la convictlon' lt en va
de Ia survle de nos démocratles et de notre capacité à faire
vivre un mOnde llbre autOur de ngus. Aucune relance, augun

"V"létnà 
monetãfrã-r-'À.r".tt système d'êchange ne sera-stabilisé

si Ia situatlon éðonornlgue et financière des pays du Sud

n;rãl pãs déUloquée" gl ces pavã nront pas des moyens durable
sérleui< de flnancer leurs dettes et de promouvoir leur

"ròl""unc., 
t;u; éãuillbre politique sera de jour en jour

plus menacé. Crest-aejl très souvent Je cas. 11 nous aPpar-
ttent de contribuer å leur développement'

Etpourcela,aménagerlesffnancements.ãpartir
de leurs besofns. La hausse ães taux d'Intérêt et la réces-
sion mondlale alourdfEsent Itendettement des pays pauvres'
Cet endettement ne menace pas qufeux-mêmes, il est-tragique-
ment dangereu" pour le monãe tðut entier. Notre intérêt
blen comprls ã"i a'aIléger la dette du Sud. fl est essentiel
pour toui les-pays d'abãisser les taux d¡1ntérêt rêels,quÍ
;;;¿ iã premfèie'cause d'aggravation du cogt de I'endettement
ã;; pãt"'d,, Sud. Àu-deIà, 1á-sltuation, les-Perspectives
deviendraient différenteii, les pays les plus avancés ayant
largement recours au marchè flnañcter privé tandis gue les
pay; à bas revenua n'ont accès qutã des aldes publÍgues.

.,/"'
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Pour les pays du Sud en cours dtLndustriallsation'
Je crols que des fnsiitutfons mul.tllatérales accordant leur
éarantle ou, au molns, leur soutlen, à certalnes ressources
venues du """[ð,r.-pif"g 

ae révèleront de jour en. jour plus
néceEsalres, ;;iL.-garantle s'appLlqu?n! en prlorlté aux

échéances lóngues oé prêts supplémentaLres'

Et pour les pays les plus pauvreÉ'-1" paTt des pays

développés däns I'émtËsion d'u-ne nouvelle alLocatlon de DTS

pourrait ""rtli 
à Uonffler leurs prêts condltlonneLs au

Tierg-ltonde, nãr- I'lntermédlatre dèe instltutLons flnancières
LnternatronarãIl ãtiü-ã;t"àoter une gestlon raisonnable de

Ia dette de ces PaYs.

DepulslaréformedergT5,leemontantsdlsponlbles,
du falt de Ia-ñf ãðiritg" du ronds lilonétalre International '
ont atteint un nlveau t""pã"t"Uletet crest très blen alnsl'
Mals l,ampleur des moyens est encore lnsuffleante' A cet
égard, je t'ai nóLg, i'"ogttãntatlon récente des quotas du

FMr constltue un pas lmpoitant' llais tl' ne faudralt PêEr
dans le rnême tr*pã,ãuîoiie eévérlté accrue dee procédures
lfmlte Ltemplol äe'ðette nouvell'e resgourcervltale pour de

nombreux Pats en déveloPPernent'

J'aJoutequelerôledelaBanqueMondiale.devrait
êrre largemen;-;;"ñ-"t af"ãisiflé en fõnctlon des besoLns

des emprunre"i".-if seralt intgit"n.+.,modifler, Je le crols'
Ies ratlos et d'augmenter "igñiifcntlvement 

le montant du

capltal, de f" Uanqúe effe-mèñe, en f985, afln de lui permettrt
de'falre face aux besoLns des pays les plus pauvrest

Dtune manlère générale, J 
rfnsleteraÍsur lrimportance

de la etabtlité dans Ie tenps des-engagernents financlers' en

matlère d,aide et de crédf[ä : comment monter des projets
fmporranrs, j; ;;r;-rã-áã¡oÀnae, ãur la base de flnancements
annuels ? Comment les plus pauvre8 peuvent-lls établlr des

stratégles sl I'apport exté;feur esl lmprévlslble au-delà de

I,année en cours ? Un efgmãnl-ããsentfel- de Ia Convention de

Lomé entre Ia Communauté nõonomtque Européenne et-sofxante
pays en vole de développement a été ¿e garantlr le fLnance-
ment sur cfnq-ãr,s:-ú þi"tfã"nüaLtté de-1'ald'e est essentiell'
et iI faut, je-fã croiã, srlnsplrer de cet exemple.

Ilfautaglrdefaçonspéclfiquepourlespaysles
plus démunls.

Ildevraltêtreposslblededesserrerlescohtralnte
de la dette de ces pays "n i.ot permettant d'emprunter à des

conditlons plus souples aee-sã¡nmäs très supérleures au montan

de leur quora. En outre, ott.-t-.i! d:".attoãations nouvelles
de DTS po.rtr"i.r,l êtt" útffi"'g" à abaisser nettement le coût
de ces concours.

un autre type de protectlon spéclale existe déjà Pou

ses pays et ionctto-n-ne aanã-i;-;;ã;; áü sresrx de la conven-

tlon de Lomé. La premtere--prlorrté eet de ile consoltder' Lors
dela Conférence de Paris sur-les pays les molns avancês' tenue

en 198r, des engagements ánt étê þris pour I'extension de

../...
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cette garantle STABEX å IrenSenble de ces pays. cette vol'e

doltêtrepoursulvle.Desproposltlons.lntéressantesont
été faiùes .n-ãÀ-Eens da's'-rã-pérspective de tacNUcBD et lors
ãè-rã réunion des pays non-al'ignés'

; '" un effort supplémentalre draide stlmpose en.faver¡r
des 36 pays Les moln" ..r.rrãêrr-ã."" le-cadre des sultes de

Ia Conférence de parls et ;;;'1Ã base_der ltrogra¡nmeE.de
dévetoppement étab11e "t tãttlteà par- fes consortiÌ¡ns de pays

donareurs. r1-;;-Iã "n 
aã"ãri-qüã les pays. i:r 

. 
rassemblés

sont appetés ã å""otpltr. õnáãù"'de nous-aõft falre ce qurll
r¡eut pour attelndre au pfuã- vf te l.es nlveaux d'alde recom-

ñanaéä Par les Natlons Unieg'

Enfin,llfautquesoltlancéun',PIand,urgence
pour lr^frlquãir-ão't 1e-piodult national brut par tête
staone depuls dix ans et quft compte tenu de ses dettes'
menáce de devenir le ""ottftåni þèra" du développement"' Un

effort exceptiäir,"f-a* sottãarftè des pavs occidentaux est
urgent. Mon pays fera ae".p!õlãåltior,"- aêtatIlées ã ce eujet
blentôt. Nous ãvons trouvé'bièn des exemples où certains
d,entre vous""ii-rãrqùè a. r'rmaglnation, de I'audace. Nous

avons souvent ;"";;;'lnspirer de gu-ri19 font' mais nous

apporteron" no,t"-mêmes nótre contributlon'

Relancer, stablllser' développer' voilà-ce qul
nous pernett;;-álórganlser Ia reconstluctíon de l'ordre
économtque inl.r"ãlí;;ãi ;'rãã"nåtruction å raquelle je ne

peux gue vous invlter ""'"ãIi-itr 
la parole, mais dont les

actes Eont nã"ããiãiresret lts dépendent de vous'

l,etableaudrensemblequeje.viensdtesguísser'ã
rrès rarses ü;;ñ;;, ng 16õñã Ë"" á toutes les nécessités
du momenr. cü;;"ããiiuèterã;t-qä;_i1.1 inslsté sur Ia
relatfon Nord-Sud, en """ifä"rËt 

1ílnter-relatlon fondamen-

tale,économtf,";-;i pãrrtrq;å,-ã:i :1.1:t9 désormais entre le
sort de ces ä;",ãt-i" nô€re'. Je vous le dis gravement,

tout Passe Par 1à.

il aJourerai "t"31îi"ä:,äH"î:=tål:il.Iiå1t"" de
ne staglt Pas dans non es
vlslons utopigues. ce "otri. 

ãr, effet des principes que nous

appliquons déjå, aulant qttt po""fbler âu sefn dtune
communauté tãÉii"lnte rnais .irf f t lmportante, la Communauté

des Dtx, Ic1 représentée.-ú--;i;nlfication de mon appel

auprès de vous, Mesda¡n""..i tlesãleursr-eIle vf'ent préclsé-

menr de f'.*iãifä"ãã q"otfãrãnnã a" ceg dlx pays' Certes'

cette expér'änce, nouã re-Ëãvons blen nous qui en sonmes'

est souvent décevante, suriòut lorsque nous considérons

les dlfflcultés plutôt q"ã-i" chemln pti"oott'' Mais en fln
de compte, fai:aãra """-"itããs' 

cett"-Etrop" :11:-?"relre
est appelée ã P19:-d'ldeniité'-i plus. ðe rãsponstbilité'
å plus a,unrlEî-ùrr. ""r,i-;rl;'lioüverture 

éqüttaute de ses

frontlères, la proqresefon=ãe eee prlx ãgriðores' la stabi-
11ré relarlve de se6 taux"aã-.ñángä-rui irofltent' Quand

res EuropeenÃ Iroublle"t; I; ;;té du moirde' d'une façon

ou d'une autre se charge'aã-fe lui rapÞeler et' au fond'

crest très blen ainsl. Cette Europe "*-áãrt 
donc d'être plus

"/ " '
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forte et plus unfe, pour elle-même et pour Itexemple
qurelle donne au monde. Nous aurons Iroccaslon , certalne-
ment, d'en reparlerr €t partlcullèrement lors drune rencontre
déjà programmée pour le mois de Juln à Stuttgart.

Mesdames et I'leseleurgr ðrl rlsgue draccroltre votre
fatlgue en cette fin de Journée- mals guelle autre occasion
me eerait-elLe donnée pour rencontrer au même moment tant de
grands et vrals responsablee de la polltlque économigue
dans le monde?-Jtal essayé de vous parler ce soir un langage
qul est Ie rhlenr guê je voudraie être ce1ul de la vérité,
tnals surtout de l'espolr. tâ crlse, nous la vlvons, nous en
souffrons, elle est 1å, profonde, multiforme. ElIe nous
appelle à un dépassement collectLf, au rassenblement de nos
énergles, dans chacune de nos natlons comme å 1réchelle
du monde. Seulement noug Ie pressentons plus confusément,
sans toujours en tirer les concluslons lndlspensables. Or,
1'avenir nrest pas fermé. f l nrâ jamais été fermé à travers
toue les temps. 11 dépend de notre ambltlon, de notre coopé-
ratlon. Une action mondlaLe pour la reconstructlon de 1'ordre
économlque est posslble. 11 y faudra du tempsr oüL, mals
enf ln, &s années, oul, mals enf ln, beaucoup de moyens
flnanclers, mals enf1n, s1 nous nragissons pas par ces
moyens, par des réformes, par des accords, pât la concerta-
tion, à quol aboutlrons-nous ? Et conment pourrlons-nous
héslter à utl11ser au mleux les lrunenses potentlalités
créées par Le génle de lthomrne dont nous sonmes aujourdrhul
porteurs 7

11 est clair que le temps presse. Nous ne pouvons
pas nous permettre de perdre des occaslons. Je vous ai
parlé des- réunlons európéennesrêþs proflle un Sommet des
pays lndustrlalisés; nous pourrons vérlfier à ces occasions
si nous sommes sur la bonne vole ou bien sL nous nous y
refusons, choisfssant 1'anarchie et la crise plutôt que le
redressement. Chacun en tirera les conséquences gu'11
souhaiteraret appréæra à cette mesure 1tutllité de ce type
de réunion.

Lfessentlel tfent, par-deIà nos différences, à une
commune dlsposltlon d¡esprit, à une volonté, à une mobllfsa-
tlon de nos chercheurs, de nos entreprlses, de nos jeunes,
de nos responsables. Crest à ce prlx, vous Le savezr guê
nous pourrons créerrensembler ün ¡nonde plus cfvlllsé, Pluslibre et plus tolérant. Et quf doute parmi vousrMeadames et
Messfeurs, que c'est 1à lrobjectlf fixé par noa peuples
mêmes.?31 nous sommes assoclés, rassemblés dans cette salle,
crest parce que la preuve a été faite gue Le monde srinsplre
des prlnclpes de llberté et de travaiL, de progrès et de
palxr êt a suen drautres temps do¡nlner lrévènement. .Te
voudrais que ma convlctfon solt unaniment partagée, cela est
à notre mesure, å la vôtrerMadame, Irlesdames et Messleurs.

J
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vous nous en apportez chague jour la preuve Par le sérleux
et I'lmportance de vos ttavaux'

Je vous souhalte cet,te fols-ci de les poursuivre
en recherchant iã":ã"ii l.a conclllatlon nécessalre, et je
iépèteral ". l,r" Jíai dit pour conmencer ! vous nous honorez,
Mesdames et Uãseleurs, en étant nos h6tes P9u: Ia reconstruc-
ïrãñ-a"-t'ordiã interåatlonal, Vous êtes ict å Paris et en

France chez "ãü"1--üã;; 
y êtes l.ee bienvenus ' Oeuvrons Pour le

blen de tous. Je crole Ëien gue ctest votre Io1. Mercf
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Report of the Executive Board to the Board of Governors
and Draft Resolution on the Salary of the

ns DLrector

1. ArÈicle XII, Section 2(i) of the ArticLes of Agreement states
that the salary of the Managlng Direc¡or shall be determtned by the Board
of Governors. Board of Governors Resolutlon No. 36-1, adopted January 30,

1981, provides that Ehe annual salary of the }fanaging Director shall be

US$IóO;OOO, effecÈlve December 17, 1980. It ls nolt proposed to adjust Èhe

salary of the Managing Director to us$l2orooO per annum to take account
of thã developmenrã since 1980. The Executlve Dlrectors propose again
t,o review the salary after 3O months.

2. Section 14(c) of the By-Laws provldes for the relmbursement of
reasonable expenses Lncurred by ttre Managing Direct.or 1n the lnteresÈ of
Èhe Fund. In accordance wlth thefr contracts with the Fund, the Ùlanagtng

Directors have been reimbursed certain speclfic exPenses and have been

receiving a nonaccountable allowance for housing and general representatlon.
The Executive DirecÈors have established thls allowance at US$55rOO0 per
annum, effective June 17, 1983.

3. The other provisions of Ehis contract remaln the same as under
the preseût contract.

4. Accordlngly, the Executive Board of the Fund has approved the
submlssion of t,he iollowing Resolution to the Board of Governors of the
Fund for a vote wiEhout meetlng pursuant to SecÈ1on 13 of the By-Laws:

RESOLVED, that effecttve June 17, L983, the annual salary

of the Managing Director of the Fund shaLl be one hundred twenty

thousand Untted SEates dollars (US$120'OOO).
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Sir:

I have the honor to transmit herewith a eopy of a communication,

whieh has been sent today to all members of the Fund, submitting a

Resolution on whieh Governors are requested to vote.

Very truly yours,

Leo Van Houtven
Secretary

Enclosure

Rt. Hon. Sir Geoffrey Howe, Q.C., M.P.
Governor of the International

Monetary Fund for the
United Kingdom

H.M. Treasury
Great George Street
London, SW1P 3AG, England
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Report of the Executlve Board to the Board of Governors

and Draft Resolutlon on the salary of the
Mana D1rector

1.Art'lcleXII,SecLlon2(i)oftheArtlclesofAgreernentst'ates
rhar rhe salary of the Managing Jrrà"iot shall be determtned by the Board

of Governors. Board of Governotã-nã"oru'ion No.-36-1r-?d"P::l January 3o'

1gg1, provides .iãa ,t. annual- "ãrãry 
of the Managing Director shaLl be

usgloo,ooo, .rr..iir" December r7,-rógo. _ I!^1" ,rãt f"oposed to adJust the

salary of the Managing Director tå us$rzorooo per annum to take account

of rhe developme"iã-"î"". 1.980. 
-rtã-ù*."úttve-DLrectors propose agaln

to review the salary after 3O months'

2. Section 14(c) of the By-Laws provideS for the reirnbursement of

reasonable expenses incurrea uy 'ttre Manäging orrãctor in the lnteresE of

the Fund. In accordance wlth th;;; "à"ti""t" 
wlth Lhe Fund' the Managing

Directors have ú"ir, ,.r*bursed .ãrt.i" speclflc expenses and'have been

receiving " 
rorrá""ountable .ffowa,tce for housl"g ttt¿ general rePresentatlon'

The Execurlve Direcrors trr" ."iãuiistt.¿ this aíto$tance at uS$55'ooo per

.rrr,r.r*, ef f ect ive June 17 , 1983 '

3.TheotherprovisionsofthiscontractrenÉrfnthesameasunder
the Present contract'

4.AccordlnglYrtheExecuti'veBoardoftheFundhasapprovedthe
submlssion of the iollowing n."ãirrtfon to the Board of Governors of the

Fund for a vore wirhout rneeting-f,"i""."a to sectlon 13 of the By-Laws:

RES0LVED, that effectrve June 17, r-9g3, the annual salary

of the Managlng DLrector of the Fund shall be one hundred twenty

thousand United SEates dollars (US$12o'ooo)'
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ADDRESS TO REFORM CLUB ECONO}4IC GROUP

81,

.r.//

by The Rt. Hon. R.D. l"luldoon C'H'

Prime Minister of New Zealand

and MinisLer of Finance

New Zealanders are not, by naturer self-proclaimed reformers'

In fact by naLure. we are raLher gentle folk'

Jokes told about counLries can occasionally be insLructive'
I emphasise the rvord t'oecasionallytt, because on this subject,
with a na¡ne as disLinctively lrisír as l{uldoont I have Lo r'¡atch

àv-f".t. That said, I understand ÈLrat a certain Gennan

philosopher, when asked what he would do if he thought the end

of.Lhe world was nígh, replied: ttltd go Lo Netr zea].arld. Every-

thing there happens two years after the evenLt'o

lhappentothinkLhaLinyGermanfriendgotcloseto-but
missed the poinL. i: is not Lhat' Nerv Zealanders are forever
behind rhe plã;: ito, just th,at the resL of Lhe rvorld takes

Lrvo years to find out r'¡.nat we are doing dorvn there'
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lrhat, corlstiLuLes the esse¡rce of the Ne\^, zea]j.and ttcharacÈertt is
something ËhaÈ has always fascinated me. New Zeálanders, 4L

their best, are so thoroughly understated'

Countless times I have seen All Blacks come off the field after
compleLing some phenomenal feat. of skill and physical endurance

such as scoring ä Ut-trick of tries and say t*Oh, I just
h4ppened Lo be on Lhe right spot aL the righÈ Limett.

so New zeaLanders, even when they do esLablish a slight edge ín
certain areasr'do not always go around shouting about it' lhen

we do get cast ." reformers, it is oLhers LhaL do Ëhe casLing

for us - it Èook visiLors from overseas sueh as Sydney and

BeaÈrice I{ebb and Andre siegfried Èo describe New zeafanð in
the early 20th century as tãe t'social laboratory of the worldtt'

I an su.re that my predecessors did then no more than we do now:

namely, implement policies thaL seem to be common sense in
their case allowing women Èhe vote. Even if nobody êlse did'
llhen I first becamã Prime I'tinisLer, I said that my long-Le:rn
aím ¡vas quiÈe modest: to leave New Zealand no \dorse than I
iound it. Now, because of a series of evenLs, I tappen to have

found myself eásU by others ín the role of a would-be reformer'

The area for reform is quite large too - the future of the
world economy no. 1ess. Allow me Lo tel1 you exactly rvhat

happened, since the Lruth is much less grandiose.

I have been New Zealandr s }linister of Finance since 1967 -- apart
from one period in Lhe early 1970s when there v''as a brief
political aberraLion. AfLer the first oi1 shock, it gradually
t.".*" apparent to me thaÈ simply funnelling petro-dollars
around Èhe world was likely t.o cause problems for us sornev¡haL

down the traek. At one internaLional meeting after another, I
aigued Lhat while we should rselcome a recycling process, since
it offseL the irranediaLe danger of a shary eontraction in Lhe

rvorld economy, counLries ab-orbing these peLro-dollars could
noL build up cumulatj-r,e current accounL deficiLs of thaL
magnitude yãar after vear wiLhout ultjmaLely creating trouble
for themselves and the:-r creditors.
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I can clearly reeall expressing public doubts at various
times in the 1970s when faced with hopeful forecasts of
an ínuninent world recovery and why all these problems would
Èhus disappear, I do. not know why economics has got itself
the t.itle of the ttDismal Sciencett, Generally, t.hose in
charge of economic policy seem to me to be perennial
optimist.s.

Early last year I began to formulate the thesis, based
primarily on my long-expressed corìcern abouL the build-up
of debt, collapse of any exchange rate diseípline and growth.
of protectionsim, that. we had to consider the state of rvorld
trade and paymenLs on a rather fundamental basis. I used'
some carefully chosen words to describe the scale of
examination I had in mind, I suggesLed we need another
BreLton ltToods conference, Overnight I had become a reformer
and aL the Connnonwealth Finance Ministersr }{eeting }o London
last September I received sLrong expressions of support for
the idea

Before I describe the substance of the proposal to you, I
would like to make one or two personal observations about Lhe
inLerplay of ideas, politics and rhetoric. In my experienee,
many good ideas have been losÈ or buried because of the
failure of the proponents to formulate t,hem in suffieienLly
striking terms.

I{hen I used the term ttBreLLon l^troods conferencett and anot.her
concept I have been advocatíog, namely the establishmenL of
an "Economic SecuriLy Council", I did so in the full knoivledge
that. they might atLract or repel people, buL they could not be
ígnored. 0f course, withouL substance behind Lhem, the words
aré meaningless and are quickly seer:I as such. Howertèr, t'he
Lwo rheLoric and ideas go hand in hand. Politics is the
process that puts them together and lea<is to action.

I have often referred in New Zea1.and to paralysis by analysis.
I believe that. a prime function of a professional politician
is to provide broad channels which can ensure Èhat anallrsi5
proceeds Lo the nexL logical sLage: fo::mulating proposals for
action. My call for a Erett.on \,ioods type examination of trade
and pa;'nienLs is designeci to do just' Lhat'

I believe LhaL we have reached a political impasse on many
crucial international economic issues and r,¡e need to derteloP
nerv political- ler¡ers t.c get progress. i'tre -should not forget'
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that the analytical case for multilateral free trade had been

esÈablished at leasL a'century before Lhe internaLional
cornmr:nity found a political mectranism in the form of the GATT -
iLself a conrpromisã - of actually irnplementing planned
multilateral reducLions in industrial tariffs' Our very
success since 1945 has creaLed a global economy and t'hus new

problems whiðh we are not managing well. The challenge no1^T

ï" to find pracLical ways of managing Lhose problems.

I \,fi11 now put t.o you some of the collateral that lies behind
these bold asserLião.. The internaLional cornmuniLy is roughly
divided into trvo camps. There are those rvho see the emerging

economic reeoveaJ¡, the successful rescheduling exercises
cornpleted for the najor debtor countries and the agreement to
increase the resources available Lo the IMF, âs having
essentially resolved the problem. The other grouP, in which I
count. *yr"if, of course welcomes those Lhings although the
quoLa increase should be larger. We also believe, however,

that. some of our presenL problems are more fundament'al - Lhat'

we will have to dig deeper to lay the foundations for any

sustained return Èo world prosperity, and that Lhere are new

problems wiLh which our exisLing instiLut.ions are not well
equipped Ëo deal.

Those who subscrj-be Lo that second vierv - the reformist view,
if you like have Lo be careful Lo distinguish their views

from radical critics rvho wanL to restructure the enLire
international economic sysLem under Lhe guise of Èhe so-called
global negotiaËíons. The advocates of global negotiations are
ioltowil:Ig an illusion that domestie economic management is a

matLer of secondary inrportance. The fact is, of courset thaE

we had to squeeze inflâtion and inflationary expections ouL of
oltt economies. IL is, nevertheless, becoming clearer that Lhe

task of building a widespread durable recovery has an

international dimens ion.

lle lrave created an inLerdependent world economy and there is
no agreement on hov¡ rve stroutd manage it. As I said to OECD

minist.ers last week, the concept of interdependence has 1ep!
out of t.he ecorromics ;exLbooks and Lr,as arrived on ministersl
desks everyivhere. The r^¡orld t'interdependencett is strongly
reminiscent of the jargon of sociologists. I am just an old
finance minister. Sorneone would do me and the international
eonnnuni:..y a considerable favour if they could think of a rvord

that might betLer reflect the reality of an interdependent
wor1d.

4.
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Take just one or two examples. Consider protectionism and

the rit.rtl calls we have made to resisÈ protecLionism over

recent years. How can 1ve reconcile these cal1s with the

facts of creepi.ng proteetionism. How can we aecounL for
rhe reatiry tirat-uãday almost 50 per cent of trade by ?11.
markeL economies is ttmanagedtt trade thaÈ i" I trade which

is not, for a variety of i..roo", goverîed by the conven¿ional
forces of the arms lãngth free markeÈ. One possible e>cplanation'
and very popular with some journalists, is most unflat'tering to
those minisÈers who attend ãuch meetings. Now I atLend these

meetings and I agree to nothing Lhat my country is not
prepared to i-mPlemenL.

Let,.me tell you exactly what the problem is. It is quite
simple. It, is terribly difficult to extend free trade
principles in todayr s interdependenL world without tackling
Lhe underlying protl.*" that gi.t" rise to protectignism in the

firsL place. -It can be done, of course. 0n the 1st of January

this yL.r the Closer Economic Relations Agreement Lo disman¡le
all remaining barriers to Èrade beLween New Zealand and

Australia waã put in¡o place. !tre and Lhe Australians have also
quite recently set up tire sPARTECA agreement rn'hich gives free
access into oûr domutti" markeLs for virtually all exports
from the Forum island countries Èhe developing economies of
the South Pacific.

I^tre can do Lhis because dovtr there in Lhe south Pacific rn'e have

âverlzclearideaofr,,'hatwearetryingtodo,the-scaleisof
inanageable proportions, and iL is all underpinned b1r excellent
poliÉical rãl.tio,,r, That is, incidentally, whY we do not r¡ant

cerLain other people coming in Lo the South Pacific causing

tqouble. The iact that we-do have_ our act togeÈher .is ."'ry thel'
do not succeed evelr when occasionally they try. Extend the
problern of geÈLing rid of protectionism inLo a more conrplicated
world, however, .ã¿ the diiticufties of pursuiog ? policy of
mulfilateral trade liberalisation become very obvious'

In recent years we have seen nìassive and volatile shifts in
exchange raLes. These shifts are often temporary and cannoL

be expiained by differe:ces in underlying coaparative a<ivanLage'

In the case of industrial products the srvings in exchange rates
can make a nonsense of the generally snall residr:al tariffs
LhaL exist. In Lhese circumstances is it sensible simply to
continue to denounce proteetionism rvithout addressing these

structural Problems? l,
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ofonethingwecanbesure.Itisuselesstocallfor,tgreater political willtt. Political will does noL materíalise
from conrnuniques that no-one reads. PoliÈcal ¡vill has to be

created. Aliorv me to let you inLo a. fascinating secreg' The

ãrrãr-6.lming majority of pãritical leaders that I know, and I
have seen a few "o*..and 

go, knorv the broad direction that

folicy needs to mo\re in. -S; there is not a lot to be gained

by tellíng them, in this case, to make a solenEl Brownie oath

Lo resisL protectionism. l.Iha! you have to do, and it is much

more difficulL, is to create a framework rvhich allows poliÈicians
more flexibility to move in the desired direetion'

r In the eireumsLances facing us Loday, an agreed framework for
I ior;^^;o-o=ãitrated grorvÈh póti.i.s and greater coherence in
I ;;;"-economic policies so as to minimise exchange rate
I -^i"afii"" would do more to counter protectionism Lhan a

T ;;;;i;-oi'r,r*nits. Here, r have Lo point to what may appear aL
la99
I first sisht to be'a contiadieLion in my analysis. on the one
t ffiå, i-å*-oeing unkind abour sununit meetings. on the other hand,

I am ca111ng fol a eonference along the lines of BretÈon l{oods'

ih"t. is no contradiction and the distinction is as follows'
sunrnit meeLings, ministerial meetings and so forLh are held all
the time thãy harze very little real preparation-and are

generally restatements oî existing national positions' Their

real funcLion - and I have to say it is a valuable, if limited'
one- is Lo keep people talking to each other and prevenL any

sharp descent ittto t"gg^t-thy-neighbour policies'

6.

I.
t,
ii
t:
I

l:
ti
!l
,l

I
L
I
t'

{r,

There is another tYPe of meeLing' This is the meeting v¡hích

mrght be held once every tvro or three decades and whieh Lries

redef ine basic ground-rules' That r,rras whaL Bretton Woods \'Jas
to

1

about. The law of diminishing reLurns must be considered Lo

apply Lo such conferences in the sense tLlat theY can onIY be

held every 2 or 3 decades. You have such a conference rvhen Your

analysis leads You to believe that the world is facing
fundamenLall n problems which existing institutions are noL

ing we e function of such a conference is to reach

po.litical agreemenl on modified ground rules and so create

political will Lo tacL'--ie those Problems'

At the end of the da.v - as happened at Bretton woods - each

governriìent goes back ¿o i's päãple and says: "This is ivhat has

Ë".o agreed by Lhe rvorld conrnunl_ty. Norv are we in of ârê \{ê
out?,' þfost. decide to be part of it, âs they did in response -to
the formation of the GATT, the II'fF and, of course, the united

Naticns.InSoineresi.lcÈsitismisleadingtocallit,a
conference. lJhaL t hai,e in mind is more cor-rectly cailed a
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7

process of examinaLion which is likely to lead ' af-Ler a yeaT

or tv¡o of the mosL careful preparation, Lo an inLernational
conference. That was rn'hat h^pp"tt.d at BretLon !troods originally
two or three years of intensivã discussion and negotiation by

Kelmes and Harþ wtrite and others, backed by the resources of
the Lwo then dominant treasuries, which led to a stat'emenL of
principles and detailed proposals for consideration by the

internaLional conrnuniLy as a whole'

I believe this is an idea rvhose time has come' I believe the

recovery will be seriously constrained by strucLural problems

of massive cumulative debt, Protectionism, and absence of
agreemenL on structural adjuãtment policies. Tbe developing
countries cannot be ignoreã in all tftit. I^Ie are now dependent

on them as.they alwayã have been on us. Interdependencet af'ter
all, is nothin! more than dependence that florus two ways' The,

United SLates learned this .tãty fasL when the near- breakdor'm of
the system in Mexico resulted in a caLastrophic drop in us

.*port. to Mexico. For Lhe industrial coun¡ries as a grouP,

abãut one Lhird of their manufactured exports in 1980 rvent to
developing countríes. If the developing countries, faced rvith
their massive debts and Lhe growing caution of the major
private lenders, all adjust to that situation by bludgeoning
imports over the next two years or so I we shall trave Lo rvait
r"th"r longer ior the sustained recovery \¡i?e so desperately need'

I^ie Ïlave, I repeat, a globa1 economy, marked by a high degret gf
inlerdependenãe betweãn economies, bet\'reen issues such as trade
and f inanee "rrd 

b"tween instiLutions such as the II'IF and the

GATT. Our system worked well until the Bretton lJoods sysLem

broke down ii the early 1970s with the closure of the gold

window. There are aspects of the system which are sLill vrorking
pãri."rly adeqi:ately änd we can bu!1d on them. Indeed a
principai difference between my proPosal and Lhe global
negotiaLions is thaÈ Lhe latter seems to wanL to tear everrytþi¡t
dorn'n and starL again

I am reminded here of Lhe conrnent of Patrick Molmihan, former
US Ambassador to the Ll¡r1ted Nations r rvho quipped that if t'he

LIN did not exist iL wor-,id be impossible to creaLe it' The

institutions such as tiie GATT, trt" Il'ß, the BIS and the \niorld

Bank are invali.:able resources. Their problem is that they are

noL working in a sufficiently eoherent r,iay r'¡iLh each other and

rnith the other major actors invoived - namely, .national
treasurÍes, and their ministers of finace, cenÈral banks, trade
ministers and the int.ernational priv-ate banks rvhich are
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essentially bankrolling t,he whole sysLern.

I believe Lhat. new ground rul-es are required for an open
world economy. I go further than t.his and suggest. Èhe need
for a body with sufficienL poliÈical weight to help
co-ordinate. and influence sovereign governmenLsr economic
polieies. I call this concept. - an economic security council
and it is a natural development of Lhe interim conmiÈtee of
the IMF. LTe are living in an inLerdependent world.and we had
better start thinking abouL lhese issues. There are oÈher
deLailed issues thaL have t.o be tackled by such a conference.
I shall not bore you wiLh them.

I said at the sLart. of my address Èhat I find myself casL in
the unaccusËomed role of a reformer. All I am doing is saying
what I t.hink has happened to the international trade and
payinents system since I firsL beeame an under-secreta'ry of
finance almosL 20 years ago. There are, of course, some
advantages in being a MinisÈer of Finance of a small countrlr.
I can put forrvard these ideas without causing panic in the
breasts of a thousand bankers. By disposit.ion, bankers do noÈ
favor:r change unLil they lsrow it is unavoidable and then, like
Eskimos in a bed, they all turn over at once.

Some of New Zealandr s best. friends are bankers and what I
rn'ould like to do is give them a little more lead time. By all
means let us consolídat.e the emerging recovery, but let us also
starÈ the long.and complex task of def ining how rve are Èo geÈ
along in Lhis interdependent world economy that rve h,ave created.
Tf \^7e do not, then I believe we will see conLinued financial
crises, further slippage from the principles of fqee Lrade and
ultimatety political and strategie problems,
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I know you have many more uhings on your mind at

oresent, but ti'ui"'""t yåur fututt it"pottsíbilities' I

lnint you will riiftttä ãlt"crt"¿ verv interesting' rt
sers ouL to ¿esciïiu-to, "gurr"i""'iií."-ttt. 

Bank (and oDA)

can help ¿.vufopiog countrl:: to divest of their public

undertakings (Eh;-'i'K' is often Laken as a point of

reference), and'î'"i"'ttit"" by Elliot'Berg' -author 
of

the Bankr s su¡-såiarán uri"t nåpãtt and a person who I

had hoped f rnigÏrt inLroduce yo" lo one day' I am also

sending a coPY to Tim Raíson'

All the very best for the electÍon from us both'

!üe will be with'Vã" i" spirit and jusË possibly on

occasions, io thå"äiã"r-'"J ¡nt'f^i t^,ø'r sf-ø'L^g''

My dear GeoffreY'

Wirh love to ElsPeLh'

The Rt. llon' Sir Geoffrey llowe' QCMP

11, Downíng SÈreet
London S.l{' 1
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6. THE CHARACTERISTICS T}F THË IiEì.J CRËÐITS SHOIJLÐ RiFLECT THE I.'AY Ii;
tJHICH THi FUND FIiiANCED ITS f'ftülUl'Ì-TERI'i PR0GRAMI.iES. HE ìrl'xS l'J0T

THlNKll'iG 0F A PURELY ÊRlDGl¡'jû OPERATlOl'j. HE ÐlÐ NOT \'jlSH i0 ËARl'iARK

Å L¡iRGE PAfìT 0F THE E lGl"lTl-i QU0TÅ ll'{Cl?ËASÊ lfl AiìVltACE " 'ri lS CLEÅF'

PREFERENCE lrlAs F0R t4ED lUl'l-TERr.i Ð0RPrJu li,lG !.j lTll F¡¡1TUíì liY FR0lr 3 1/2 IÇ

7 YÉARS. HE I,IOULD L I KÊ. SOMT ASSURAI,iCIS TIlAT CREÐ ITS COLILD EE ÊCILLEX

0V'r"8 AT l'ìATl.,rllTY, BECAUSi lT l,JCIULÐ;E. DîFFICULT Tû C0tíllT 0li iìEFll{¡iltC-
IfiG FROivi THE EI¡LARGED GAE. THE FLIi{Ð ['fJIILÐ, OF COURSE, ASSUfi'..........[. THE

LIQTIIDITY OF CLAII'1S Ii,¡ THE USUA.L !JAY. THEY I,/OUL-N E[ DÊI{OMINATE} If\J

SDRS AND THË IR Y IELD \.'OULÐ REFLE^CT I,iARKET RATES . HE CONTTFJPLATEI)

ÜISBURSEI'iËNT I'JITHIN 2 OR 3 YEAÊS AFTÊR CO}4I'1ITI.IEÌ.IT. TH! BIS IlIGHT PLAY

Af'r liqPORTAt\T R0LE llt sETT tNG uP THE CRED tTS, 0N 'rHE L il'¡ËS 0F THE

PRIV IOUS BIS ÅRRANGEI,iËNT.

7. tN THE ËNSURlr,¡G DtSCUSStohr, ERB (Ul'JITED STATES) SAID THAT THERE

\,,AS LITTLË CHANCE OF AN EARLY AMERICÀf{ CONTR IBUT ION TO THE NEK]

CRÊÐ I TS. AGREEMENT I|,OULD PRTJBABLY BE NEEDED FROI4 CONGRESS AI'J' HE Ð I Ð

NÛT SEE MUCH SCOPE FOII DO II,JG ANYT},i II.iG ADD ITOITAL TO THE QUOTA I NCRE ASE

IT I,JAs VITAL TO GET çONGRESS TO AGREE ON THIS ÂND HE DID NOT þJAI{T TO

PUT IT Á.T RISI( BY RAISIIiG THE OUESTION EITHER OF AÐÐITIONAL OFFICIAL

CREDITS OR AIi APPROASH BY THE FUI{Ð TO THE US CAPITAL I.IÅRKET. FROI4

THtS p0lltT CIF vtElf, tT llJouLD BE PRI|JIATURE TC F0RCÉ A DËClSl0N l/'ltTHtN

THE I{EXT FÊI'J I,JE ËKS. BUT APAR,T FRÛI.I THO$E CC'NS IDiRAT IONS , H IS

AUTHOFI IT IES þ,ÊRÊ I'IOT TOO Ð ISTUÊBID AT THE PROSPECT OF A TOF'iÈiITI*ìENTS

GAP ON THE BORROI,JING SIDE. THEY I,JOI]LÐ IIEËD TO LOOK AS T'JELL AT THE

PR0SPÊCTS FOR FUND BORROt* ING lli THE NEXT TÞJO YEARS, lI'¡CLUD ING

RE,C0URSE T0 THE GAE AND tlARKET Ë0RRO|¡JlNG. THERE vJERE T00 tlANY

UNCERTA INT IES FOR THE.M TO COI"lI,i IT THEMSELVES AT THE PRESENT T IME.

8. HIRAO (JAPAN) THÛUûHT HIS AUTHORITIES ¡4IGHT BE II'JTERESTEÐ IN

PROV ID ING CRED ITS IF OTHER COII¡ITR IES þ'OULD COME I N. BUT HÊ SAþ' THE

EXERCISE }4O.RE AS OI'¡E OF PROVIDING BÊII}ûING FINANCE. TAYLOR PURSUED

THIS LÉ.TTER POINT. HE COULD NOT SEE lJHY I4ANAGEI'iENT I,JERE SO ADAÎ'1A}IT

ABOUT SEPARÂTII',IG THE IMì,IEDIATE F I1{druCING I,IEED FROÈ1 THE RESOåRCËS

T0 BE l4AÐE AVAILABLE UNDER THÊ EICHTH 0U0TA TNCREASE AND, !40RE

TENTATIVELY, THE ËXPANDED GAB. THE QUOTA INCREASE I4'AS AFTER ALL

INTENÐED IN PART TO SUPPORT THE FUI.¡D'S EXISTINC LÉNDIT.IG POLICIES. THE

I'10 INSISTEÐ THAT IT VIOULÛ NOT BE I'JI5[ TO LIMIT THE EXSRCISE TO A

BR lllG lliG 0PERAT l0N F0R S lX l,l0tiTHS, ALTI-l0UGH HE I'JOULD riûT RULE 0UT

SUCH ÁIÌ APPROÂCI1 COI1PLITËLY. Hi IiOPiÐ THAT COUIiTRIËS I,JOULD NOT

PUT T00 l'1Al'¡Y COl¡t lT l0tiS li,,i THÊ ¡iJAY 0F H lS PR0POSAL. THERE VJA;q A

NËED F0Ê Å TLEAR l"ìANtFEsTATl0i'r ür THItp c0¡,tþilTtviEt'tï T0 Tr.tE Fur,¡D. HIS
Pf;0P0SAL ÞiEANT AFTER ALL ÊATi'iIFi L li{lTEÐ A}'1Otlt'lTS 'r,JHEll SPREAÐ AS A

COLLAtsORATIVË EFFOñT ANI IT Í.ìIGI-iT DE POSSIBLE TO STCIIRE A SPECIAL
ARRAi.JGE!4ÉI,iT \,J ITH THE UI.I ITËÐ STAT[.S. L

COT\¡FIDFNTIAL þ,nn,"rç



CONFIDEP{TIAL
TllìING

9. THT I1I] SAIÐ THAT IIË UOULD BE i.4EET II,JG THi GENI'iAN AIITHOR IT IËS
Oij Jul{[ 6 0R 7 0i'i HIS'vJAY T0 ut{CTÅ.¡, T0 TAKÊ up rJtTH THil.1 TilE 0FFEÊ
THÊY HAÐ frECENTLY i\iADi II'{ THE BOARÐ'(SEE OUR TELNCI 162 AN¡ TI.|E

I.lAT,JAGIIIÊ DIRECTORIS SUI,I14ING UP BUFF E3l97). HE I,IAS IìEÀÐY TO HAVT

ÐISCUSSIONS i,JITH AI.JY OTHER COI'¡üTiìY ¡'ND I,JOUL]] BE HAPPY TO HAVE TALKS
!llTH JAPAlr, THE UNtTED K lNGD0t.i, AiiB 0TH[RS. lT r,J0uLÐ BE MOST usEFuL
TO IiAVE PRËLIþlINARY REACTIOi.¡S If.I THE FIRST D¡,YS OF JUI.¡E. HABERI4EIËF
¡4IGHT TAKE îHE.OPPORTUf'¡.ITY OF TIlE BIS AI,JI,IUAL 11Ë[TING BTGI¡Ii,IIl,IG JUriË
11 TO OFFËR A FULLER PRËSE1,{TA,TIC¡] OF îHT I,IÐIS PIìOPOSALS 

'I¡ 
EASLE,

PERiIAPS 0l! Jl.,i\iE 10, AT l¡JHtcH itATtûiiAL REpÊtsEruTÉ.TtvES c0uLÐ AsK
QUEsT t0f',ls AliiD G lvE FULLãR RESPüiisES. THE r{D t,OuLt L IKE T0 TH n¡K tft
TËRl'is 0F cOFIPLET ING TH lt'¡Gs ÀT Tt-tE BA$LE MEET il,lG il{ JttLy, \,JH lcH HE

lS DUE. T0 ATTEND.

10. HABERI'IE IER I,,OULD C I RCULATÊ A I-1EI4ORÂNDUM I.I ITH SOI4E ILLUSTRAT IVE
FIGURES IN THE NEXT FEI'I ÐAYS. THE MD HOPED THAT DIFECTORS U'OULD

CONVEY THESE FIRST THOUGHTS TO THEIR AUTHORITIES AS SOOÍ.¡ AS POSSIBLE.

11. I SHOULÐ BE GRATEFUL FOR GUIDANCE BY 31 þIAY ON HOþJ TO RESPOND TO

ThIT I'ID I S REQUEST FOR PRÊL Ifq INARY REÀCT ICN I S .

14. Fg0 PLEASE ADVANCE Tû LAVËLLE (TREASURy ) , G I LCt"tR tST (BANK 0F
ENGLAiiÐ) AND APPLEYARD (ÊRD),

\'i lgK s ADIArr.¡Y AS l¡Ë"qÚf$EE

MO NLIAÍE
Lr{f,) 7 c.oP¡eS 1o

6pvg.lcE- AooRESS EES

3
CCNFIDEhSTIAI.
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*4 BANK OF ENGLAND
LONDON EC2R 8AH

20 May 1983

' .tl',?Ìi i

fu"/ hx.¿kcc-.

ß4* \t¿\u¿gu-*

It-'*"..-bßk' @,
j

i

J O Kerr Esq
Principal Private Secretary to
the Chancellor of the Exchequer
HM Treasury
Parliament Street
London
SVülP 3AG

I enclose for your action a copy of a letter of 16 May from
Mr Van Houtven, Secretary of the IMF, regarding a Draft Resolution
on the Salary of the Managing Director. Please note that a

vote on the proposed Resolution must be received at the seat of
the Fund on or before 6.00 pm Washington time on f3 June 1983.

çnÀ

A J V Giles
Assistant Private Secretary
to Lhe Governor





INTERNATIONAL MONETARY FUND
WASHINGTON, Þ. C. 20431

May 16, 1.983

CAgLE AOORESS

I NTERFU N D

¡,..'-:.1'1 !ì i , ' 1-l''i'i rË 
'l...)" *:

Sir:

I have been authorized and directed by the Executive Board to send
to you the enclosed Report of the Exeeutive Directors on the salary of
the Managing Direetor proposing a Resolution for adoption by the Board
of Governori without meeting, pursuant to Seetion 13 of the By-Laws of
the Fund.

To be valid, votes on this Resolution must be cast by Governors or
Alternate Governors, and must be reeeived at the seat of the Fund on or
before 6:00 p.m.n Washington time, on June 13, 1983. Votes received after
that date and time will not be eounted.

It woutd be appreeiated if you would transmit this communication
to the Governor of the Fund representing your eountry with a request
that he vote on the proposed Resolution. No particular form of vote is
required so long as the Fund receives a clear indieation as to whether the
Governor approves or disapproves the proposed Resolution; such eommuni-
cation should be signed by the Governor or Alternate Governor or there
should be a elear indieation that it is sent on his behalf.

Very truly yours,

r"f v^nHoutven
Yseeretary

Enelosure

The Rt. Hon. Lord Riehardson
of Duntisbourne, M.B.E.. T.D., P.C.

Governor
Bank of Endand
London, EC2R 8AH, England

¡1il l
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Report

l. Arrlcle XII, Sectfon 2(i) of rhe Artlcles of Agreement staËes

that t.he salary of the }{anaging Dlrector shall be determlned by Èhe Board

of Governors. Board of Governors ResoluElon No. 36-1, adopted January 30,

1981, provides thaE the annual salary of Ehe Managlng Director shall be

US$1OO,OOO, effecËive December 17, l9BO. It is now proposed to adJusE the
salary of Ehe }fanaging Director to US$I20r000 per annun¡ Lo take account
of the developments since 1980. The Execugive Directors propose again
to review the salary after 30 months.

2. Section 14(c) of Ehe By-Laws provldes for the relmbursenenc of
reasonable expenses incurred by the Managfng Director ln the lnteresÈ of
the Fund. In accordance wtch thelr conEracts tdith Lhe Fund, the llanag{ng
Dlrectors have been relmbursed certain specfflc expenses and have been

receivlng a nonaccounEable allowance for houslng and general representaÈlon'
The Execurive Directors have esEablished thls allolrance at US$55r0O0 per
annum, effecËlve June L7, 1983.

3. The other provislons of Ehis contracE remaln the same as under
the present contract.

of Ehe Executive Board to the Board of
and DrafË Resolutlon on the Salary of

Ilanaeing Director

4 . Accordi nglY, r lte Execut lve Board of ttre Fund

submission of the following Resolucion ro Ehe Board of
Fund for a vole wlEhouE meecing pursuant ro SecElon 13

Gove rnors
the

has approved t.he
Governors of rhe
of the BY-Laws:

RESOLVED, that effecIlve June 17, 1983,

of Èhe }4anaging Director of rhe Funcl shall be

thousand United Srates dollars (US$f20,000)'

[he annual salarY

one hundred twentY
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ÏROM: J O KERR

DATE: 23 May 1983

MR BEASTALL

. Please see tbe attached internal IMF paper¡ which was sent to tbe Chancellor by a friend

at IBRD. (The author is, presumably, the satrre Berg who wrote the admirable 1981

IBRÐ Sub-sahara¡r Africa Report.) The Cha¡cellor would be most grateful if, within

the next week or so, soIneone could let him have a very short appraisal of this latest

offering. A couple of pages would more than suffice!

å..Y
J O KERR
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I<EPM

FROM: J.G.LITTLER
DATE: 3l MAY, '1987

cc l{r.M:lddleton
Mr. Unwin
Mr.Lave]-le

SEPTEMBER IMF/IBRD I'METINGS: TIMETABLE

At the lunch for Sunmlt Finance Mj.nisters yesterday, at which I
represented the Chancellor, Delors (France)ralsed the questlon of
a meeting of G. 10 lvllnlsters which he would nornally chair 1n Tlashington
in the margins of the IMF/IBRD Ar¡nual Meetlngs Ín Septenber. He sald
that on this occasion he foresaw a heavy agenda for dlscussion, and
was lntending to propose I neeting lasting a whole day. there rÍere
generally supportive comments, and suggestions that there would be

advantage in holdlng sucha'neeting before the nain public speeches.

2. I chipped ln with a renind.er that we would also need a meeting,
probably of a whole d.y, for the IMF Interin Conmlttee, which could
have sone difficult pleces of buslness at that t1me.

t. Mention was made of a possible O.5 meeting for another round
of survelllance, which could however be held durlng an evenÍng.

14. It u¡as agreed that Delors would take this up again after the
Election here, and concert with the Chancellor on how best to tlme
the G.10 and Interi.m Committee. IncLdentally, Delors w111 probably
also be suggesting a G.5 neetLng (not on surveillance, but on debt and
IIvIF lssues) in Paris towards the end of July. lte already have a
neeting of Deputles provÍslonally planned for earller in July.

5. I will discuss thls further with l{r.Lavelle, and w111 ln any
case be seelng Camdessus in Brussels on 9 June. Mypresent thought is
that we ought to try to flt in both G.1O and Interim Connittee before
the publlc IMF neetings begin, and could probably slot in the G.5
one evening later ln the IMF week.

h^ît ll/ L¡¡¡¡.tle.

ó{ùú
/uî . G. trrTLER)





INTERNATIONAL MON'ETARY FUNÞ
wAsl{lNGToN, D. C. 2O431

June 2, 1983

Sir¡

I have the honor to transmit herewith a eopy of a communication

whieh has been sent today to all members of the Fund, submitting

Resolutions on which Governors are requested to vote.

Very truly yourst

Leo Van Houtven
Secretary

Enclosure

Rt. Hon. Sir Geoffrey Howe, Q.C.r M.P.
Governor of the International

Monetary Fund for the
United Kingdom

H.M. Treasury
Great George Street
London, SW1P 3AG' England

C( "(\^¡ {-lç,t*5fC .t-/trr. \\,tffllìñ 
_$\, ¿a^¡.e/le 
"

CAELE AÞÞRESS
INTERFUND





INTERNATIONAL MONETARY FUND

WASHINGTON' D' c' 20.431

CA!LE ADDRESS

INÎERFUNO

Sir:

ThestandirrgJointCommitt'eeontheRemunerationofExeeutive
Direetors and *reirTüã*n"t", hT ad;;üã ".{;g"¡1and 

recommendations

to be submitted t" Û,å"gäàìo ot covËrñorr. At the reouest of the Joint

committee, I am iffiñtii"i it' nöåìï änd reco'mmi:äti:lïÏ:'"iiti:'

rîräriir,:'i:;::r"lit[::H:ml#J]l]'i'ff 
äi;;;;ä*i""r'lo

the Governors'

The Board of Governors has been requested lo -lot" 
without meeting'

oursuant to seetiäîî';i'Ë ny-luît åiìr'ã-ru"a'. on the Resolutions

ättacned to the eäårt. tt " 
ui""*riiu" äàät¿ has. becided' pursuant to

seetion 13 (d) 
"t 

ìî""ïî--Lïït' lh"t noä;;ãrnor shall vote on the

ä*soL;ib"s until June 9' 1983'

To be valid, votes on the. Resolutions muq! be cast by Governors or

Alternate cou"'lo"î';;^¡* u^"¡Ëäåiîåã at th-e'seat of the Fund on or

after Thursday, iîrä g, rgaS, nqllo'it;;t"tî-"t W"onåsday' JuIy 6'' 1983'

Votes reeeived u'"îåî""iü"ãï, rggdäîiiãr otoo P'Ú" washington tlme'

åiïry 6' igeg til not be eounted'

rtwourdbe-appreci-t1qï,Y:îff ":lllîüilJtîff ;ilii-öif
ffJ""'"î"i'""';::"iliì:JJåillöäiiJäiå 

il;;;l 
' 
No oárticular rorm or

vote is ,"qui,"oä'lö; th; ldä öãui"J' " 
clear indieation as to

whethertheGorå-rnå'-"pp*:'-,"ii'"ñr'ove:tn:-9::%îî1tïËiltHl;å""'

:T"å:rrssär*ånr*l**r¿:'.nx,'f,",l3Jf 
[iî;':ffi;ü.

VerY trulY Yours'

June 2, 1983

Leo Van l{outven
SeeretarY

Bnelosure

The Rt. Hon. Lord Riehardson

of Duntisbournet M'B'E" T'D" P'C'

Governor
Bank of England
lãnáon, nizn 8AH' England
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fndex of Real Income of Executive Directors and Alternates
1946-1 983

ANNEX IT..-::

al Income

E ffect ive
Net S

Date
Exec ut ve

Nov. 196g 31,000

July 1981 71,ZOO 2/

Directors AlternaËes

June 1946 $17,ooo $lt,5oo

alar ¡.es

64,300 2/ 454.7

Dírectors Alternates

5t5.7

559 .1

s59.1

Irrashington
Consumer Index of RePr ice cut veIndex D lrectors Alternates

100.0 100.0 100.0
T29.7

94.3
745.9 80 .6 92.4
148.6

I54.1 95.5 112.9
762.3 101.5 tr7 .9
183 .6 99.4 118.4
L92.3 107. I I22.7
222.I 98 .0 113.6
252.7

97 .8 113 .6
270 .4 3/ 94.6 110.0
286.0 3/ g4.o

L09.2
304.6 y 88.2 I02.3
326.0 y 91.5

Salar
Exe cuÈ ve

Jan. 1951
100 .0 100.0

14,000 r/ t2t.7Nov. 1957 20,000 15,500
Àlov. 1959

t17 .6 134.s
1 7 ,000

s"p. 1962 2s,ooo 20
747 .8

,000 t47.I L73.9Nov. 1965 2g,OO0 2/ 22,000 2/ ß4.7 191 .3
25,000 782.4 2L7 .4Aug. 1969 35,000 27,OOO 205.9Nov. 1972 37,000 29,0OO

234.8

July 1974 42,000 2/
2t7 .6 252.2

33,000 2/ 247 .L 287.0July 1975 43,500 2/ 34,200 2/ 255.s 297 .4July 1976 45,700 2/ 35,9oo 2/ 268.8July 1977 45,too 2/
3I2.2

35,900 2/ 268.8 3L2.2July 197g ¡A,- OO 2/ 39,900 2/ 298.2 347 .0July 7979 54,500 2/ 42,900 2/ 320.6 373 .0July 1980 æ,OOO 2/ 52,500 2/ 370.6 456.s
59,300 2/ 418.8JulY 1982 77,2OO 2/ 64,300 2/ 454.1July 1983 5/ 77,200 Z/

364.0 4/ 89.1 , nz.s
408.9 4/ 90.6 111 .6
449.7 4/ %.3

106.4

114 .8

I77 . J-

477.4 4/ 95.1

4es.7 4/ s7.7
i;

JuIy I9B3 6/ B2,LOO 2/ 68,400 2/ 482.8
7I2.9

1 Fund Alrernate
594.8 4es.r !/ s7.sBank A1r ernates 720.rtoo ¡¿g¡g ¡aísed to $14,966. remained at 11,500 unti.l Oc tober 1, 1956, when they

2/ lncludes supplernenta I allowance.3/ Based on the fndex f or Februa in each year.4/ Based on the fndex f or tfarch
ry
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6./ rf the r
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Numb er 
" J-::t": rî:î t:::i:;:"

and AlÈerûates LI

Abov e Alt es
Bank

ut e ec tors

0

2

1

0

7

0

7

9

20

r5

45

148

51
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ercefrf ageo
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iona1 st aff
s
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Eotal Pro
1

of
fes- taf

Þ

f
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1
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st aLf.

eÍ 2.7
st af.Í. z7

29
5.2

3.8
47

1.3
45 5.1

0.2 83

68
10.4

3.5
0.1 61

56
7.8

5.5
97

11.7
5.087

0.4 94
8.8

66 10.0
200

98
L2.3

10 .3
0.3 zz7

113
13 .9

20.6
0.4 481

180
22.l

13 .5
0.9 378

145
tl .6

19 .3
0.6 22.3

497

181
626

22.5
1.7 26.8

223 11 ,3
5.3 13.9

327

121 t-l.1
1.8 330

LZ5
13 .4 20.9

1.5 620

L92
20 .1'

11-.3
4.L 15.1

335
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lg74 z

1975 13
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eÍ

rg1g 43

1980 14

0.3

0.3

0.3

0.3

1.6

1.6

2.L

1.6

5.3

8.9

4.4
1981 38
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RESOï,VED r oea - the annual rates of

TttAT' effectllrs JulY L¡ 1983' t

remuneration 
of Executive Directors of the Fund and their

Alternates Pursuant to Section t4 (e) of ttre By-I'alrs shall be

as follows:
(i)

(ii)

As salary' $73'600 Per Year for

Executive Directors and $61'600

Per Year for their Alternates?

As suPPlemental 
aLlowance 

(for

expenses' including housing and

entertainment 
expensest excePt

those sPecified in Section 14 (f)

of the By-r'aws) I $8'500 Per Year

for Executive Directors and $6'800

Per Year for their Alternates'
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RESoI,VED ---a¡r to home leave travel of

THAT ' eft'eclive with respect tc

thefamiliesofExecutiveDirectorsandAlternatescommencing

after JuIy Lt 1983' a home leave allor¡ance shall be paid to

Executive Directors and their Alternates ín the same amounts as

it' is paid in respect of the families of the staff'
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FROM:

DATE:

PAULA DTGGIJE

6 ,fune 1983

MR KERR

ARGENTINA: IMF LOAN

I attach a few guick points the Chancellor might Like to draw on

ln debating with l"tr Healey tomorroht night. I am afraid our
information about South Africa is sketchy without reference to the
old, flles. If you want any more, perhaps f can provide that
Èomorro\'.¡.

PAUTJA DTGGLE





I STABTLTTY OF INTERNATÏONÀL MONETARY SYSTEM

The IMF is int,ended to help stabilíse world trade and financial
t,ransactions. The point, made by Mr Healey himself in a }etter
to a bank manager published at the weekend.

2. ARMS P.URCHAS.ES

The IMF loan to Àrgentina was made subject to tight budget,ary

ceilíngs. We cannot deny that, Argentina could, in effect re-order
her budget to fj-nance arms purchases if room can be found, h,ithín
her limited resources to do so. But Ít would be extraordinarily
foolish. Argentina will be hard pressed t,o meet the IMF conditions
without arms purchases. And if she faíls to meet the condÍtj.onst
there will be no further IMF finance avaÍlable.

(If pressed)
(7-8 years).

Finance for arms purchases typically medium-term

IMF fínance shorter - repayment.s start. aft,er 3 years.

3. CONDI.TTONALÏTY

Mr Healey suggested on News at Ten over the weekend that the Chairman

of the Interim Committee of the IMF could. Ímpose conditions on loans.
The Chairman of the Interi-m Committ,ee has no such role. These are

decj-sions of the Board. And the only conditions which can be

imposed. on the stand.by arrangemen! are economic ones. The Board

did prescribe a tough dose of economic medicÍne (see 2).

4. RIGHT OF VETO

As the Daily Telegraph reported on Saturday, Britain alone cannot

stop the IMF Board agreeing any loan. A 50 per cent majority is
required and we have I per cent of the voting power

Moreoverr the IMF ruies do not allow political restrictions to be

placed on Fund facili:res. Proposals are judged on their technical
merit.. This is quiÈe right. It would be dangerous if the Fund

became a political animal.

5. BRITTSH BANKSI INVOTJVEIVENT IN'LOA}ÍS

British banks are responsible for theÍr own commerclai decj-sions.

Underst.and that the syndicated loans agreed are linked' with the tough





IMF package. (see 2).

6. SOUTH AFRTCA

The Labour Government supported the IMF standby arrangenents for
Souttr Africa in L976.
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HM Treasury
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S P Collins
Assistant Private Secretary
to the Governor
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I encl-ose for action a copy of a letter of 2 June from
Mr Van Houtven, Secretary of the fl4F, regarding draft Resolutions
relating to the Remuneration of Executive Directors and their
Alternates. Please note that votes on the proposed Resolutions
must be received at the seat of the Fund on or after Thursday
9 June 1983 but not later than 6.00 pm Washington time on

Wednesday 6 July 1983.
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INTERNATIONAL MONETARY FUND
WASHTNGTON, D. C. 20431
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May 21, 1983

Report to Èhe Board.s of Governors of the Bank and Fund
by the Joint Committee on the Remuneration of

Executive Di.rectors and their Alte::nates

L. Pursuant to Section l-3(e) of the By-Laws of the Bank and
Section 14 (e) of the By-Laws of the Fund, the undersigned'were
appointed to the 1983 standing Joint Committee on the Remuneration
of Executive Directors and their Alternates.

2. lhe Joi.nt Committee met in Vfashington, D.C. on March 25, 1983
and in Madrid on May 27, 1-983. The Committee decided to retain
Lhe same firm of consultant,s, Hewitt Associates, as had assisted.previous Committees since L977; the consulÈantsr terms of reference
are attached as Annex I. The Committee was provided with background
material by the Bank and the Fund and it alsó had the benefit óf
discussions wi.th a number of ExecutÍve Directors and Alternates.
3 " The committee has noted tha't, und.er the By-Laws of the
Fund and the Bank, it is not obligated to submit recornmendations
Èo the Boards of Governors becausè regular elections of Executive
Directors are .not scheduled to take prace in 1983. However, as
the three previous Committees have pointed out, the volatile inter-
natÍonal economic conditions of recent years continue to cause
rapid. changes in relative levels of compensatj.on. In such circum-
stances' the Committee consj.ders that it is necessary Èo examine
the situation every year although it may not be necessary to carry
out wide-ranging and very detailed studies on each occasion.

4. The committee has reviewed the concepts and methods
developed by previous commj-t.tees for determining Executive
Directorsr remuneration. rn particular, it reaffirms that the
principal basis should continue to be comparison with economic
and financial ministers in selected embassies in Washington, D.C.,
while also taking note of the org:anizational structures and move-
ments in staff salaries in the Fund and the Bank as werl as of
cost-of-living trends. It also endorses strongly the policy guide-
line for conducting the embassy survey defined by the L982 Committee.
In particular, comparisons should be made only with the economic and
financial minister posS.tions which have been found to have. functions
and responsibilities most closely comparable to Executive Directors' ,
namely, those in the Vüashington, D.C. embassies of Australj.a, Canada,
France, Germany, Japan, the Netherlands, Norway, and the United
Kingdom' together with that of U.S. economj-c minj.ster in a locatj.on
assumed to have a cost of living equi.valent to Washj.ngton D.C.
Although on average the responsibilities of the nine positions are
not as complex or as extensive as those of Executive Directors, they
are sufficiently sj.milar to provide a reliable and consistent basis
of compari-son.
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5. .A'n important principle enunc j.ated by previous CommÍttees
has been that the remuneration of Executive Directors should be
established so that it is not likely to be exceeded by the salaries
of more than a moderate number of staff, provided that this does
not create an automatic linkage between the two. The present
Committee endorses this principle. Because Executive Directors
decide on the salary struct,ure for the staffr âDy form of linkage
could be regarded as contravening one of the maj.n purposes under-
lying the establishment of the Joint Conmittee, namely, that
Executive Directors should not be involved in determining directly
or indirectly their own remuneratj-on. At the same tj.me, if more
than a moderate number of staff have higher pay than that of
Executive Ðirectors, the status and authority of the Directors
could be perceived to be undermined and the capaci.ty of the two
organizations to attract persons of the caliber necessary for their'
crucíal policymaking function could be seriously weakened.

6. The Committee has given much thought to the arguments that
have been presented to it, and to previous CommitÈees, for making
pensionable the supplemental allowance paid to Executive Directors
and Alternates since L974. The allowance was instituted "to reflect
the unique housj.ng and representation costs and other unusual
expenses associated with the temporary nature" of their assignments
and their location in lVashington, D.C. Moreover, most Executive
Directors and Alternates serve for relatively short period.s and
for them the impact of making the allowance pensionable would be
small; it is only after longer than average service tLrat pension
entitlements (or withdrawal benefits) would increase significantly.
The Committee believes that, êt the present time, the reasons for
havÍng a supplemental allowance remain va1id.

7. Vüith regard to benefits, the Committee has considered
whether the telrmination grant and the home leave allowance available
to staff should be extended to Executive Directors and Alternates.
The Committee has concluded that the termination grant should not
be extended to them for the reasons given by previous Committees,
namely, that it. would not be consistent with the character of Exe-
cutj.ve Directorsf and Alternates' appointments. The home leave
allowance, on the other hand., is intended to help staff members
and their f,amilies to meet expenses which the families of Executive
Directors and Alternates are equally like1y to incur, Accordingly,
the Committee proposes that, when spouses and children of Executive
Di.rectors and Alternates become eligible for, and take, home Ieave,
they should also become eligible to receive the lump-sum allowance
on the same basis anC subject to the same conditions as the spouses
and children of staff. However, because Executive Di.rectors and
Alternates themselves are not eligible for home Ieave, the allowance
would only be payable for their families

8. Wit.h regard to the relationship between the remuneration
of Executive Directors and that of Alternates, the Committee has



consi.deÌ'ed whether the gap between the two should be nannowed in
view of the heavy ::ésponsibilities borne by Alte::nates in many
constituencies. The Cornmittee concludes that the nelationship
establ-ished in 1980, whereby Alte:rnatesr salany plus supplemental
allowance amounts to app::oxirnately 83eo of that of Executive
Dinectofs, continues to be apProplriate at the pnesent time. The
total net dinect tlemuneration of Executive Dinectors and Altennates,
whích includes spouse and dependençy allowances, is cunnently.
$81r040 and $68,03s nespectively. r/

9" fn fonmulating its reconmendations the Committee has
into account all of the considerations outlined.in the pneeedi
paragraphs, togethen with:

(a) The nesults of the consultants! sullvey of the
remuneration of the ei
financial minístel: pos
embassies, together: wi
position whichr ês ind
the Committee consider
basiç for detenmining
tion. The average ann
tion of the nine posit
amounted to $83r290.
was 6 .7 eo highen than

t economic and
ions in !üashington , D. C .

taken
ng

gh
it
th one U.S. economic rniniste:r
icated in panag::aph 4 above 's to be the most appnop::iate
Executive Di::ectorsr llemunera*
ual total net dir.ect remunera*
ions as of Manch !, 1983
The average fo:: the gnoup
at' the time of the 1982 sulrver,:.

Ll The total ne
Alte::nates i

(b) The evolution in the neal incomes of Executive
Di::ectors as indicated in Annex TT. In the twelve
months to Manch 1983, the consumelr pnice index
(CPT-U) fon ltlashingtonr -D,C. went uP by 1.7',:. As
of that date, the neal inbomes of Executive Directors
\^¡elte well below the levels of earlier years.

inect remuneration of Executive Di::ecto:rs and
ompnised as follows:

td
eô

Xxecutive Directors Altefnates

Salany
Supplemental Allowance

Plus (assuming the average
lãilumbent is maryied with
two dependent chj ldnen)
Spouse Allowance
Dependency Allowarce

Total Direct Remunenation

$ og,2oo
8r000

È ll ,2oo

3r000
840

$ sz,9oo
6r400

$ o+,300

2,895
840

$ er,o4o $ oa,o35
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(c) As a result of the increases in salaries for
the staff of the Bank and the Fund effective
May L, 1983, the numbers of staff with higher
remuneration than Executive Directors and
Alternates have risen substantially. As pointed
out in paragraph 5 above, the Committee bêIieves
that it is Ímportant that Executive Directors'
pay should be established so that it is not likely
to be exceeded by the salaries of more than a
moderate number of staff.

Recommendations

l-0. The

(a)

Committee recommends:

an increase effective July 1, 1983, in the
salaries of Executive Dj-rectors of $4,400 to
$731600 per annum, and an increase in the non-
pensionable supplemental allowance of $500 to
S8,500 per annumi

(b) an increase effective July t, 1983,
salaries of Alternates of $3,700 to

in the
s61,600per annum, and an increase in the non-

pensionable supplemental .allowance of $400
to $6,800 per annum;

(c) that, effec.tive July L, 1"983, Executive Directors
and Alternates should recei.ve home leave allowances
for their spouses and dependent children i,n the
same amount as it is paid in nespect of the families
of the staff.

a result of the recommended incneases:11. As

(a) the rel-ationship between the total net ::emunenation
of Executive Dinectons and that of the average of
the nine eompanator positions would change fñom
1.038 to 1.032; Il

(b) the neal incomes of Executive Directols woulo
imp::ove as in,iicated in Annex f T;

(e) the nr:mbens of staff with salaries above
Taemunelta'cion of l:<eeutj.ve Ðincctcrs i¿ould
only sl*ghtlr¡ as shown in Annex TTf .-

tôL¿.

attached
Boards of

Draft nesol-'rr:ions cover.ing the abuve r1êuorrüir€rdations areas Annex r\' - and we necommend that they be adopted by the
Govennons cf the Bank and the Fund, respectivè1y. -

Th
SU
Be
de

pplemental alfowance and spouse and dependeney al-lowances.
e net remuneration of Execut l-ve Di::ecto::s comprises salary,
cause of the way in which thev ane computed, the spouse and
oendency aIlc'.¡ances for both Executive Directors and their

the
::i se

Alternates wou1¡. be at the maximum Ievel, namely, $3,000 and
$840, assuming t:-¡at they are rnannied with tv¡o däpendent childnen.

L/
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13. the Joint CorunÍttee has directed the Secretary of the
Bank and the Secretary of the Fund to transnit thls report to
the Boards of Governois of the Bank and the Ftutd, re6Pectively,
for a vote wittrout meeting in accordance with Sections 12 and
13 (e) of the By-Laws of tñe Bank and Sections t3 and 14 (e) of
the By-taws of the Fund.

/1"
'u fh

H.E, Þligue1 BoYer

eJr"",,*,

Jorge Cauas Lama

-A.r=tr'

ú

Yusuke Kashiwagi





ANN&\ I

Terms of Reference for Consultants to the Joint Coruuittee on
Èhe Remuneration of Executive Directors and Their Alternates

The l-982 Joint Conmíttee on the Remuneration of Executive Dlrec-
tors and their Alternates recorm¡ended that comparisons should be made wfth
those posftions thaÈ are most slmilar to those of Executive Directors.
They noted that past surveys had found that the functions and responsibilf-
ties of Economic and Financial- Ministers in the l{ashington, D.C. erobassies
of Australia, Canada, France, Germany, Japan, The Netherlands, Norway, and
the United Kingdom, are comparable to those of Executive Directors. The
l-982 Joint Colnnittee also recom¡nended that, in addi-tÍon, the basis of com-
parison should be expanded to include the posÍtion of U.S. Economic Minister
in a location assumed t.o have a cost of f-iving comparable to that of Wash-
ington,0.C., thus expanding the group to a toÈa1 of nine eomparator
positíons 

"

The 1983 Joint ConunÍttee, concurring with those recomrnendations,
reguesÈs the consultants to survey lhe remuneration and benefits of the 

ì

above mentioned positions. The consultants should exarnine r¡hether there
is any reason to change the coverage of the survey recomaended by the 1982'
Joint Connittee.

The consulÈants should report to the Joint Committee not later
chan the second half of April 1983.



ANNEI

Index of Real Income of Executive Directors and Alternates

1946-1983

E ffect ive
Date

Executive
Directore Alternates

Execut, ive
Direct.ors Alt.ernates

Net Salaries Sa1ary Index
I{ashington

Consumer
Pr ice
Lndex

Index of Real Income
Exe cut tve
DirecÈors Alternates

June

Jan.

Nov.

Nov.

seP.

Nov.

Nov.

Aug.

Nov.

July

July

July

JuLy

July

July

July

July

July

July

1946

1951

L957

L959

1962

1965

1968

19 69

t972

L974

I97 5

L97 6

L977

L978

L979

19 80

1981

L982

L9B3 5/

$17,ooo

20,000

25,000

28,ooo 2/

31,000

35,000

37,000

42,000 u
43,500 2/

45,700 u
45,700 2l

50,700 u
54,500 u
63,000 u
71,2O0 u
77,200 2/

77,200 2/

$11,5oo

14,000 1/

15,500

17,000

20,000

22,000 2/

25,000

27 ,000

29,000

33,000 u
34,200 u
35,900 u
35,900 u
39,900 u
42,900 u
52,50A U

59,300 u
64,300 2/

64,300 2/

100 .0

tzl.7

134 .8

t47 .8

t73.9

19r.3

2L7 .4

234.8

252.2

257.A

297 .4

3L2.2

3t2.2

347 .0

373 .0

456.5

5L5.7

559 .l_

559 .1

100.0

129 ..1

145.9

148 .6

154. 1

L62.3

183 .6

r92 .3

222,7

252.7

270.4 3/

286.0 y

304.6 3/

326.0 y

364.0 u
408.9 4l

449.L 4l

477 .4 4/

49s.L 4/

100 .0

94.3

92.4

LLZ.9

117.9

118.4

L22.L

113 .6

113 .6

110.0

t49.2

102 .3

106.4

102 .5

r11.6

114 .8

117 .1

TLz.9

100.0

LL7 .6

L47.1

164.7

r82.4

205.9

2L7 .6

247 .L

255.9

268.8

268.8

298.2

320.6

370.6

418 .8

454.t

454.1

100.0

80 .6

95.5

101.5

99 .4

107.1

98.0

97 .8

94.6

94.0

88.2

9L.5

88. 1

90.6

93.3

95 .1

9t.7
-;----,a

July 1983 6/ 82,1.A0 2/ 68,ûCi, 2/ 482.8 594.8 495.1 !/ 97 .5 : 120.1

L/ Fund Alternate. Bank é.irernates remained at $11,500 until October 1, 1956, when they
Èoo were raísed to $14,000.

2/ Ineludes suppleurental aliowance.
3/ Based oû Èhe Index for February i-n each year
4/ Based on the lndex for March in each year.
it Prior to any adjustment in remuneration that may be granted effective July 1, 1983.
6/ If the recommendations of the Joint Corm¡ittee for adjustments in remuneratlon, effective

July 1, 1983, !7ere to be appror;sd, Èhe real income figures would change as indicated.



Number of Staff l.Iith Salarieç Above the Remuneration of
Executive Directors and Alternates 1/

Percentage o
total profes-
sional staff

0.3

0.3

0.3

0.3

1.6

1.6

2.L

1.6

5.3

8.9

4.4

4.2

8.0

Percentage o
toLal profes-
sional staff

0.2

0.1

0.4

0.3

0.4

0.9

0.6

t,7

5.3

1.8

1.5

Percentage of
total profes-

Number síonal staff

ove Alternâtes

Number

Bànk 3/
Percentage of
total profes-
sional staff

2.7

3.8

5.7

3.5

5.5

5.0

10.0

10.3

20.6

13 .5

19 .3

22.5

11.3

l-1.1

20.9

Above Exec ut r-ve rec fors

Number Number

0

2

1

0

7

0

7

9

20

15

45

1.48

51

46

L2L

29

45

68

56

87

66

98

113

180

145

181

223

12r

L25

192

5.2

7.3

10.4

7.8

11.7

8.8

12.3

13 .9

22.L

L-t .6

22.3

26.8

13 .9

13 .4

20. I

27

47

83

61

97

94

200

227

481

328

497

626

327

330

620

19 69

19 70

19 71

1972

L973

t974

t97 5

r97 6

t977

19 78

1979

1980

1981

L982

1983

0

0

2

2

2

2

13

13

t7

13

43

74

38

39

76 !.!
1.9L983 41 42 4.4

I Bas on neL sa ar es

55

or sta a net remunerat

].44 15.1

nc ng suPP emenÈa a

33s 11.3

r ExecuÈ veD l_ rec tors
and AlEernates

Zl Situation at end of each calendar year excepÈ for 1983r'''where figures as of May t have been used'
it ãii".i;-o" ar end of each calendar y"rr .*cuft for 1983, where the flgures represent the best estfmate as of Mav 1.

i't iia""iir" as at July 1-,19g3, if rlcomrnendaiions for adjusËing Executive Directors' and Alternatesr remuneration'

"rr"".i"ã-i"iv r, 1983, tãt"'to be approved

Þz,2
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A¡VNEX IV
RSSOLUTION

TNTERNATTONAL MONETARY FUND

DRAFT RESOLUTION

Direct Remuneration of Executive
Directors and their Alternates

RESOLVED:

THAT, effective July L, 1983, the annual rates of

remuneration of Executive Directors of the Fund and their

Alternates Pursuant to Section L4 (e) of the By-Laws shall be

as follows:
(Í) As salary, $73,600 Per Year for

Executive Directors and $61,600

per year for their Alternates;

(ii) As supplemental allowance (for

exPenses, including housing and

entertainment expensesr except

those specified in Section L4 (f)

of the By-Laws), $8r500 Per Year

for Executive Directors and $6 ' 
800

per Year for their Alternates.





A}TNEX TV

RESOTUTTON

TNTTERNATIONAL. MONETARY FUND

DRAFT RE'SOLTITTON

Home Leave Allowance for Executive
Dirêito'rs and their: Al:t'ernatê:s

RSSOLVED:

THAT, effective wÍth respect to home leave travel of

the families of Execut,ive Directors and Alternates commencing

after July L, 1983, a home leave allowance shall be paid to

Executive Di.rectors and their Alternates in the sane amounts as

it is paid in respect of. the families of the staff.





4
(a y'''nz'

SROI{¡ J S BE^0,S8ÂIfi
DAIE¡ 8 üune 198t

0[4re

(¡ s BE,ÀÊ¡BAI,E)

I

PS,/CEAITOETiT,,OR OF THE UECUEQUER cc lfr ËittLer
Itr lïnvd,n
Itße Carey or
I{r SedgwÍek

PRMII$ÀBIOI{ Ir tHE I¡DCg

[fhe Ohancc].Lor askcd for a brÍef aBpratsar of ühis lnternar
IlfF papcr, which was sent to hln by a fricnd at ühc IBRD.

2. I attach a note prêBa:red by the ODl, economists.

v' ;'tôA

¿"
*^P

u å&a/^ t"h vw





CHANGING THE PUBLIC = PRIVATE MIX: A SURVEY OF SOME RECENT HTPERTEIÍCES IN
LLrUs (tMt StAtt I'APLH)

1. This paper reflects the growing concern in recent years with the role of
the public sector in devel-oping eountries. For a mixture of ideoLogical and

pragmatic reasons most developing countries have expanded the size and scope

of the public sector over the last quarter of a century in an attempt to
develop and modernise their economies. Thus they have not only continued to
provide economic and soeial infrastructure (eg utilities, railways, roads

and health services) but have intervened directly in two other important

areas, namely agri-culture and manufacturing. In agriculture, some state
farming apart, they have attempted to provide extension services and marketing

for both inputs and outputs, often on a monopoly basis. In manufacturing (and

mining) they have in some cases nationalised existing plants, which were often

foreign owned, and used state owned enterprises (SOEs) to develop new industries.
Furthermore, through legislation and regulation they have an important ínfl-uence

upon the performance of the private sector itsetf (eg taxation and price control).

2. Concern arises from the general level of efficiency of SOEs, and of

other government departments providing services, and their financial burden on

the central government budget. A combination of relatively hiqh costs and low

administered prices often'results in operating J-osses and a continuing need for
the government budget to finance new investment. There are/however,rwider

considerations such as the development of local entrepreneurial activityt
particularly small scal-e enterprises which are generall-y more labour intensive

and use less scarce capitaJ.. The paper itself lists the potential beneflits of an

expanded role for the private sector in terms of increased efficiency of enLer-

prises and services provided under private ownership or management; increased

efficiency of state enterprises subject to competition from the private sector;

mobilising individual effort, skills, and finance; and encouraging a broader

development of entrepreneurial abilities and more widespread economic development;

leaving the state to concentrate its efforts on more central tasks.

i. The paper however is primariJ-y concerned with the methods by which the private

sector can be given a largerrole:
(i) Divestiture

The paper provides a good analysis of why the sale of 50Es to the

private sector has been timited to a few countries where there

has been a change of ideoLogy (e9 chile, Jamaica, and Pakistan).

It points out that the main candidates for divestiture are





manufacturing enterprises which are not the main problem

areas in terms of over-manning and financial burden. The

undeveloped financial- markets and lack of local entrepreneurs

also reduces the scope for the sal"e of large-sca1e enterprises,

and are often the reasons given for establishing them in the

first place. Thus while the perceived benefits may not be

J.arge the perceived costs and risks in political terms may be

high. Accepting that major divestiture of manufacturing

enterprises is unlikely the paper argues for damage limitation
(improving management and incentives, and reducing political
interference) and using them more for skill training for the

economy generally. It suggests that one solution is in

inlroducirgfloreign management, possibly on a leasing basis.

Although ODA's involvement in the Jub,ä Sugar Mill' Somalia,

is cited as a modeL in this regard,the ODA has in general

been reluctant to get involved in state manufacturing

enterprises partly for the problems referred to above and

partly because many are inherently uneconomic, depending

upon high tariff protection to sustain them.

(ii) Private Provision of Services

The paper provides an array of examples of private services

in education, health, marketing, irrigation, and transportation,

and suggests, as did the Berg Report on sub-sahara Africa, that

the possibili-ties for greater private participation in these

areas should be pursued. The one of particular concern to ODA

is agricultural marketing: in many countries state monopolies

have been created which are grossty inefficient and which

impede rather than promote agricultural development and are a

financial drain on both government and farmer. Bus transportation

is another obvious area where greater private sector involvement

could help improve services and reduce costs. In other areas

such as education, health and ruraf water supplies one can expect

most developing countries to resist the idea of private services,

but there is scope for more community participation and designing

more cost-effectj-ve del-ivery systems, so that wider access to

facilities can be made available within the severe financial

limitation of central governments.
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(iii) contracti Services

The paper argues for the state concentrating more on organising

and reguJ.ating services and the private sector being allowed

to produce, manage, and deliver serviees. Although a number of

areas are cited perhaps the most important for many poor

counLries is road maintenance. Road maintenance is poor in

many countries because of inadequate financial provision

combined with large over-staffed Public works Departments.

The paper refers to the successful experiment in Kenya where

with government support small private ,contractors have developed

their capability from being gravel haul-iers to take on road

maintenance contracts.

4. The 19Bf World Development Report of the Wortd Bank will have as its
theme the management problems and role of the public sector. ODArs experience

has led it to review its approach to assisting a range of sectors in developing

countries¡particularly in Africa. Institutional weakness, poor resource manage-

ment and the imhlance between capital and recurrent expenditure are major

concerns, suggesting that more emphasis needs to be given to technical co-

operalion and to the maintenance and better utilisation of existing assets

rather than simpty the acquisition of new capitaf assets' Not only do the

private sector initiat.itives need supporting, but pubJ-ic sector activities

which impinge upon the private activities need strengthening.

-3-
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IMF INTERNAL PAPER ON PRIVATTSATION IN THE LDCS

The Chancellor was most grateful for the ODA analysi-s of the
Berg paper which you submitted yesterday and he found very
interesting. He suggests that some of the issues touched
on by Berg, and discussed, by the ODA economists, rnight
appropriately be briefly addressed ln the UK sPeech at the
September IMFr/IBRÐ annuaL meetings.
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Dear Chancellor:

Congrat'ulations on -yoyr recent aqPointment

to the i*pottäii-óäãt-ot-crtttt"erlor of the

Exchequer. cil;tit, this.signiricant promotion

is a sisn of ;;;-liü"ù ""d 
cónfídence that vou

;;"; ããË""a i""-v""i previous positions'

Ï wish you every success as you take on

your challensile';;;:d;Ëi";: r lõok forward

with preasurJ-ïå wótting closely with you and

Lo s"äittg You in late JUIY '

SincerelY '

THE SECRETARY OF THE TREASURY

wAsHINGTON' D' c' ?o22o

June 13 r 1983

<,

Donald T- Regan

êlr¿-.¿

The Rt. Hon. Nige1 Lawson
cfrãnceffor of the Exchequer
H.M. Treasury
Parliament Street
London SWIP 3AG

United Kingdom
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