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A CURRENCY THAT
STABLE MEDIUM OF EXCH
E OF ECONOMIC ORDER. FOR THIS REASON , | WELCOME

MOST WARMLY THE PLAIN STATEMENT BY THE FUND’S MANAGING DLRECTOR
THAT *’THE MOST TROUBLESOME ASPECT OF THZ ECONOMIC SITUATION IN
THE GREAT MAJORITY OF BER COUNTRIES IS THE PERSISTENCE OR
WORSENING OF IHFLATICX". IF WE ARE TO HAVE ANY FIRM PROSPECT OF
RESUMING STEADY, SUSTAINABLE GROWTH (THIS FUNDAMENTAL PROBLEM
NEEDS TO BE TACKLED WITH THE FIRMEST POSSIBLE RESOLVE. HIGH
INFLATIONARY EXPECTATIONS ARE HO% DANGEROUSLY ENTRENCHED.

WE NEED BOTH TO REDUCE INFLATION SIGNIFICANTLY FROM CURREN
LEVELS, AND TO CONVINCE PECPLE THAT SUCH A REDUCTION WILL BE
USTAINED, IN THE WORDS OF THE GATT REPORT FOR 1978/79,

**ANY POLICY WHICH DOES NOT HAVE PRICE STABILITY AS ITS
PRIMARY OBJECTIVE 1S FRAUGHT WITH FEARFUL RISKS'?,

DURING THE POST=WAR YEARS, IN BRITAIN ASMIN MANY OTHER COUNTRIES,
MUCH EMPHASIS HAS BEEN PLACED ON *?DEMAND MANAGEMENT’® AS MAKING
THE MAJOR CONTRIBUTION TG STEADY, SUSTAINED GROWTH. WHATEVER
SUCCESS MAY HAVE BEEN ATTRIBUTED TO DEMAND MANAGEMENT IN TIMES
OF LOW OR MODERATE INFLATION, IT HAS BEEN SEEN TO BE A LESS AND
LESS APPRDPRIATE RESPONSE IN SITUATIONS OF LOW GROWTH BUT
HIGH INFLATION. IN THE CONDITIONS OF EARLIER PERIODS, THERE

MAY MOT HAVE BEEN A CASE FOR EMPHASIS ON DEMAND POLICIES. THE

IS THAT WE SHOULD AL CORCENTRATE MUCH MORE ON THE
FIGHT AGAINST INFLATION AND ON IMPROVING THE PERFORMANCE OF
THE SUPPLY SIDE OF OUR ECONOMY, | SUSPECT THAT IF KEYNES HIMSELF
ILL ALTYE JULD LS 51 ACHED THAT VIEW,
i:TﬂffPE"* WE CAN SEE THAT THE 78S WERE THE YEARS IN WHICH
INFLATION REALLY ESTAEL ISHE S HALIGI t UPON OUR SYSTEM.
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WE ALL KNOW THAT INFLATION WAS MOVING SHARPLY UPWARDS EVEN BEFORE
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THERE HAS, OF COURSE, BEEN INTENSE DEBATE ABOUT THE IMPLICATIONS
OF NORTH SEA GAS AND OfL FOR OUR ECONOMY, IT HAS BEEN HAILED
BY SOME AS A SAVIOR AND BY OTHERS AS A CURSE. IT HAS BEEN CLAIMED
ON THE ONE HAND THAT IT INSULATES US FROM THE WORLD’S ENERGY
PROBLEM, AMD ON THE OTHER THAT ITS ??ARTIFICIAL’? IMPACT ON
THE VALUE OF OUR CURRENCY WILL DESTROY OUR EXPORT INDUSTRIES.

BOTH VIEWS ARE EXAGGERATED. THE MORE BALANCED CONCLUSION 1§ THAT
THE NORTH SEA MAKES A USEFUL BUT BY NO MEANS DECISIVE CONTRIBUTION
TO OUR ECONOMY. IT OFFERS AN UNCOVENANTED OPPORTUNITY

TO RESTORE OUR ECONOMY TO HEALTH. WHETHER THAT OPPORTUNITY

IS TAKEN OR WASTED DEPENDS TO A VERY LARGE EXTENT UPON THE WAY

IN WHICH WE IN THE UNITED KINGDOM RESPOND. CERTAINLY THE GOVERNMENT
INTENDS, THROUGH THE POLICIES THAT | HAVE OUTLINED, TO MAKE

GOOD USE OF THAT OPPORTUNITY, ‘ _

| HAVE SPOKEN AT SOME LENGTH ABOUT THE BRITISH ECONOMY , BECAUSE
THAT 1S MY OWN MOST IMMEDIATE RESPONSIBILITY. BUT | HAVE DONE SO
TOO BEGAUSE | AM CONVINCED THAT THE GREATEST CONTRIBUTION WHICH
EACH OF US CAN MAKE TO WORLD ECONOMIC SUCCESS 1S TO DO ALL WE
CAN TO DEVELOP THE STABILITY AND THE POTENTIAL OF OUR OWN
ECONOMIES. OF COURSE, WE MUST TAKE ACCOUNT OF THE IMPACT OUR ACTIONS
MAY HAVE ON EACH OTHER, AND RECOGNIZE THE INTERNATIONAL ASPECTS
OF THE PROBLEMS WE FACE. BUT OUR PRINCIPLE AND MOST ACHIEVABLE
PURPOSE MUST BE THE ORDERLY ENCOURAGEMENT OF NATIONAL POTENTIAL,
WITHIN A FRAMEWORK OF INTERNATIONAL ORDER,

THAT IS THE BASIS UPON WHICH | AM DISPOSED TO CONSIDER OUR
RESPONSIBILITY FOR THE MANAGEMENT AND USE OF THE INTERNATIONAL
INSTITUTIONS WHICH ARE REPRESENTED AT THIS MEETING. THROUGHOUT
THE DIFFICULT PERIOD OF THE LATE 19605 AND 1978S THOSE INSTITUTIONS—-
COUPLED WITH THAT OTHER PILLAR OF OUR INTERNATIONAL ECONOMIC
ORDER, THE GATT =~ HAVE DISPLAYED A PRUDENT AND EFFECTIVE COMBIN-
ATION OF FLEXIBILITY AMD TENACITY. BY STANDING BY THE PRINCIPLES
OF ORDERED ECONOMIC LIBERALISM THEY HAVE SERVED THE INTERNATIONAL
COMMUNITY WELL. | AM CONFIDENT THAT THEY WILL CONTIUE TO DO $O.

NOWHERE 1S THE WORK OF THE INTERNATIONAL FINANCIAL INSTITUTIONS
MORE IMPORTANT THAN 1N ADJUSTING ECONOMIC RELATIONSHIPS BETWEEN
THE INDUSTRIALIZED AND THE LESS DEVELOPED COUNTRIES. AT NO TIME
HAS THAT TASK BEEN MORE IMPORTANT THAN IT IS TODAY.

THE WORD *’INTERDEPEMDENCE’” 1S OFTEN USED, T SERVES TO
EMPHASISE ON THE ONE HAND THE EXTENT TO WHICH THE INDUSTRIALISED
COUNTRIES CAN AND SHOULD CONTRIBUTE TO THE ECONOMIC VITALITY OF
THE DEVELOPING WORLD -= AMD, ON THZ OTHER HAND, TO UNDERLINE THE
WAY IN WHICH ECONOMIC GROWTH IN THE THIRD NORLD.ADDS TO PROSFERITY
iN THE INDUSTRIAL WORLD. IN THAT SEMSE INTERDEPENDENCE 1§

CLEARLY A TWO-~WAY STREET, 5 /BUT IT IS




BUT IT 1S NOT JUST A TWO=WAY STREET. 1T IS A TWO-WAY BET AS
WELL. FOR THERE CAN BE NO DOUBT THAT BETTER ECONOMIC PERFORMANCE®
IN THE INDUSTRIALISED COUNTRIES IN A PRECONDITION FOR THE
SIGNIFICANT IMPROVEMENT OF LIVING STANDARDS IN THE THIRD WORLD.
AS THE WORLD DEVELOPMENT REPORT RECOGNISES, LOW GROWTH IN THE
INDUSTRIAL1SED COUNTRIES WILL ADD TO THE RISK OF POVERTY IN THE
THIRD WORLD. THE CREATION OF WEALTH IS NOT A PROCESS IN
WHICH THE GAINS OF ONE COUNTRY OR INDIVIDUAL ARE AT THE EXPENSE
OF OTHERS. THIS IS NOT JUST AN ECONOMIC MATTER., 1T IS A MATTER
OF POLITICAL IMPORTANCE AS WELL. IT HAS BEEN SAID MANY TIMES AT
THIS CONFERENGE THAT THE ABILITY TO INCREASE A1D PROGRAMS 1S
71 A MATTER OF POLITICAL WILL.?? THAT 1S NO DOUBT TRUE, BUT
THAT WILL 1S NOT EASILY MOBILISED, EVEN IN FAVORABLE ECONOMIC
CIRCUMSTANCES. IT 1S, | SHOULD JUDGE, IMPOSSIBLE OF ACHIEVE=-
MENT, EVEN IN ADVANCED ECONOMIES, WHERE PROSPERITY IS ITSELF IN
DOUBT.

THAT 1S wWHY | HAVE EMPHASISED THE RESPONSIBILITY OF EACH
DEVELOPED COUNTRY TO DO WHAT §T CAN TO PROMOTE ITS OWN.PROSPERlTY
- AMONG OTHER THINGS BY AN APPROPRIATE RESPONSE TO THE EFFECTS
OF OIL PRICE INCREASES. OBVIOUSLY THESE SHARP PRICE ADJUSTMENTS
HAVE CAUSED GREAT DIFFICULTIES FOR THE POORER COUNTRIES OF THE
WORLD AS WELL. MEANWHILE THE ABILITY OF THE INDUSTRIALISED
COUNTRIES TO HELP THE POORER COUNTRIES HAS BEEN, AT LEAST
FOR THE TIME BEING, DIMINISHED.

IT IS AGAINST THiS BACKGROUND THAT THE INSTITUTIONS HAVE
SUCH A PIVOTAL ROLE TO PLAY. FORTUNATELY AMPLE FACILITIES ARE
AT PRESENT AVAILABLE TO THE FUND. SUBSTANTIAL INCREASES IN
LENDING FACILITIES HAVE NOW BEEN ACHIEVED OR ARE IN PROSPECT.
LAST YEAR’S DECISIONS TO INCREASE QUOTAS BY 50 PER CENT WILL,
| HOPE, BE RATIFIED BEFORE TOO LONG AND COME INTO FORCE. THE
SUPPLEMENTARY FINANCING FACILITY IS NOW IN PLACE, DOUBLING THE
AMOUNTS AVAILABLE TO BE BORROWED BY MEMBERS UNDER THE CREDIT
TRANCHES. AS YET THIS HAS BEEN SCARCELY DRAWN ON. ACCESS TO
THE COMPENSATORY FINANCING FACILITY HAS JUST BEEN EASED. THAT
TOO WILL BE INCREASED WITH THE MEW QUOTAS. FINANCE ON THIS
SCALE SHOULD BE ADEQUATE. THESE FACILITIES SHOULD CERTAINLY
BE MORE FULLY USED. NOW THAT THE RULES GOVERNING CONDITIONALATY
HAVE BEEN LIBERALISED, | HOPE THAT DEVELOPING COUNTRIES WILL
FIND IT ACCEPTABLE TO WORK CLOSELY WITH THE FUND AND EXPLOIT TO
THE FULL THE RESOURCES NOW AVAILABLE TO HELP THEM OVERCOME
THEIR PROBLEMS, 6 /TEE U.E.




OVERNMENT WARMLY OMES THE AGREEMENT
ED FOR A DOLLARS 40 BILLION GENERAL CAPITAL

WE HOPE THAT RATIFICATION OF THIS AGREEMENT BY
CONVINCING MAJORITY OF THE BANK’S GOVERNORS WILL FOLLOW
WiTHOUT FURTHER PROBLEMS, SO THAT THE BAHK WILL NOT LACK THE
RESOURCES TO CONTINUE WITH AN EXPANDING LENDING PROGRAM (N THE
YEARS AHEAD. | ALSO WELCOME THE BANK’S INTENTION TO UNDERTAKE
AN EXAMINATION OF ITS LENDING POLICIES. THE BANK MUST ENSURE
THAT 1TS METHODS OF CHAMNELL ING FUNDS TO DEVELOPING COUNTRIES
1S FULLY APPROPRIATE TO TODAY’S CHANGING NEEDS.

BORROWING FROM THE WORLD BANK (OR FROM PRIVATE SOURCES OF
FINANCE) HAS NOT, OF COURSE, BEEN THE MAIN SUPPORT FOR THE
LOW-1NCOME DEVELOPING COUNTRIES —— WHICH CONTAIN NEARLY 42 PER
CENT OF THE POPULATION OF ALL FUND MEMBERS. OF MUCH MORE
SIGNIFICANCE TO THESE COUNTRIES 1S THE SCALE OF OPERATION OF
THE INTERNATIONAL DEVELOPMENT ASSOCIATION, MY GOVERNMENT
REAFFIRMS ITS SUPPORT FOR A SIXTH REPLENISHMENT OF DA ON A
SCALE WHICH WILL PERMIT CONTINUED EXPANSION IN IDA LENDING TO
THE POOREST COUNTRIES,

IT IS IN THIS CONTEXT TOO THAT WE HAVE CONSIDERED PROPOSALS
FOR THZ ESTABLISHMENT OF A SUBSTITUTION ACCOUNT IN THE FUND,
PROVIDED THAT THE PRACTICAL PROBLEMS INVOLVED IN SETTING IT UP
CAN BE OVERCOME , A SUBSTITUTION ACCOUNT OF THE KIND PROFOSED
COULD IN PRINCIPLE MAKE A LIMITED BUT USEFUL CONTRIBUTION TO THE
STABILISATION OF EXCHANGE RATES. THE PROBLEMS ARE CERTAINLY
DIFFICULT -=AND MAY PROVE INTRACTABLE ==~ BUT MY HOPE IS THAT
WE CAN APPROACH THEM CONSTRUCTIVELY IN A GENUINE ATTEMPT TO
FIND A SET OF ARRANGEMENTS WHICH WILL WORK WELL. THOUGH THE
BENEFITS OF A SUBSTITUTION ACCOUNT MAY BE WORTH HAVING, BLCAUSE
EVEN MODEST BENEFITS ARE ALWAYS WORTH HAVING, IT SERVES NO ONE’S
INTERESTS TO PRETEND THAT AVAILABILITY OF SUCH AN ACCOUNT WILL
MAKE A DRAMATIC CONTRIBUTION, CERTAINLY IT SHOULD BE SEEN AS
FORTIFYING RATHER THAM REDUCING THE NEED FOR DISCIPLINE IN EACH
NATION’S MONETARY POLICY.

MEANTIME WE MUST ALL HOPE THAT FLOWS FROM THE PRIVATE SECTOR
TO MANY LDCS WILL CONTINUE TO GROW. THESE SHOULD INCLUDE NOT
ONLY LENDING FOR DEVELOPMENT THROUGH THE PRIVATE BANKING 8YSTEM
~-BUT ALSO A MUCH WIDER RANGE OF PRIVATE INVESTMENT FROM THE
INDUSTRIAL COUNTRIES. | HAVE THE IMPRESSION THAT SEVERAL OF
THE MOST SUCCESSFUL 1.DCS HAVE BENEFITED MOST FROM ENCOURAGIRG
INVESTMENT OF THIS KiND. THE UNITED KINGDOM HAS RECENTLY MADE
A FURTHER CONTRIBUTION 1N THIS DIRECTION BY THE.RELAXATION OF

CHANGE CONTROLS ON DIRECT INVESTMENT OVERSEAS,
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ANY DOLICY CHANGES WHICH THE DEVELOPING COUNTRIES MAY HAVE TO
MAKE IN THE FFICULT PERIOD AHEAD SHOULD NOT BE MORE SEVERE THAN
) IBiQLUTELY NECESSARY., | HOPE THAT THEY WILL USE TO THE FULL
THE FACILITIES AVAILABLE TO THEM, IN THE FUND IN PARTICUL AR,
TAKING TOGETHER OFFICIAL BILATERAL AID, THE RESOQURCES OF THE
" INTERNATIONAL ORGANISATIONS, AND THE MONEY AVAILABLE THROUGH THE
INTERMEDIATION OF THE PRIVATE BANKING SYSTEM, | BELIEVE THAT THE
NEED CAN BE MET IN LARGE MEASURE,.

BUT WE SHALL NEED TO GET THE MIX RIGHT. AFTER THE FIRST OIL
PRICE INCREASES AT THE END OF 1973, THE COMMERCIAL BAHKING
SYSTEM, AS WE ALL KNOW, PLAYED A MAJOR, AMD INDEED AN INVALUABLE
ROLE. BUT THERE WAS PERHAPS TOO LITTLE COORDINATION BETWEEN
FLOWS OF FUNDS RAISED IN THE PRIVATE MARKETS, AND THOSE FROM THE
OFFICIAL INSTITUTIONS, MONEY FROM PRIVATE SOURCES MAY SOMETIMES
BECOME AVAILABLE ALMOST TOO READILY, AND IM SOME CASES THE

OMESTIC POLICIES OF RECIPIENT COUNTRIES WERE NOT CHANGED WHEN
THEY SHOULD HAVE BEEN. THE LATER PROBLEMS OF ADJUSTMENT THUS
BECAME MUCH MORE SERIOQUS.

IN THE MONTHS AND YEARS AHEAD THE COMMERCIAL BANKING SYSTEM
MAY WELL BE MORE CAUTIOUS BECAUSE OF THE EXISTING BURDEN OF
{NDEBTEDNESS FROM THE EARLIER ROUND OF LENDINGs EVEN SO THE
ROLE OF THE PRIVATE SECTOR WILL CONTINUE TO BE ESSENTiIAL., |
BELIEVE THAT IN THE INTERESTS OF DEVELOPING COUNTRIES BOTH THE
BANK AND THE FUND SHOULD BE LCOKING FOR MORE WAYS OF COOPERATIHG
WITH THE COMMERCI AL BAMKS AND OF FACILITATIING RESPONSIBLE
LENDING BY THEM,.

3UT | END AS | BEGAN., TH URCES WHICH THE INDUSTRIALISED
COUNTRIES CAN PROVIDE FOR EE?tLur-;nT AlD ARE CONDITIOHED BY
THEIR ECONOMIC STRENGTH AND C‘DAule TO PAY. AS LONG AS THE WORLD
GHTLY PUTTING THE FIGH AINST INFLATION FIRST, THE LESS
RIES WIL JIFFER NO UST BECAUSE THE MARKETS FOR

P BT N
ADE DEPRESSED







