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experience over the past two years

others. Our experience in teras
output and u nt has for various reasors been more
ost other countries, but the reduction

ieved has been perticularly

wing signs thet the trough of

Looking at the world ecomomy as a wacle at this point in
the cycle there is, I think, no need to take too pessimistic
a view. There have certesinly been some encouraging factors

economies have adjusted to the 1979/80

in the way in whic
0il price increases snd the prudent policies adopted in sae
past two years are proving their worth. The IMF Interin
Cozmmittee rightly said in their communicue at Libreville the
otaer day that the reaction to the second oil price increase
had been better mznaged then the first. The direct impact

of the two oil price increases on OECD economies was much the
same. However, and the contrast is I think an interesting
one, output was on average two per cent higher and inflation
three per cent lower in 1980/81 than in 1974/95. It is the
non-accommodating policies which the major countries have
largely followed since 1979 which have produced these results.
They have helped to ensure that on this occasion pay ;
increases were more moderate.and did not simply reflect
automaticelly the inflationary surge cf the oil price increase.
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It would be unrezlistic vo
otherwise. Not unnaturzlly, there is deep
s, particularly in terms of unemployment,
t id changes in the world

d o the basis for sustainable growth
without inflztion. However, the experience of the 1970s
hzs tzught us an important lesson which we cdisregerd at our
peril. This is that until inflestion and inflationary
expectations are convincingly mastered there will be no basis
for zny lasting or worthwhile increase in output and employ-
cent. Some I know may be tempted to argue that with
unemployment at its present level we cannot afford to do as

the IMF Interim Committee recommended, and I quote, "continue
giving the highest priority to fighting inflation".

But this is to see unemployment and inflation as alternatives,
to believe that there is some kind of stable medium-term trade-
off between then. I az convinced that there is not. Tne

two problems ere inextricably linked. Over the past two
decades both inflation and unemployment have peaked at ever

higher levels in esch successive business cycle. Withire
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2 time when the rate of inflation in many countries still
remains stubbornly high.

So far in the fight against inflation most of us have
placed the main emphasis on monetary policies, and there can
be no doubt that a slow-down in the rate of monetary growth
is essential to secure a reduction in inflation. In general
countries' attempts to control monetary expansion have been
rather more successful than their attempts to control
government borrowing and this has been an important factor
I believe behind the veéry high level of interest rates through-
out most of the industrial world. I note the concerns tnav
have been expressed about the international trensmission of
interest rate pressures between countries and the accomytiyi:g
fluctuations in exchange rates. We all have an interest in
2 reduction in inflation in the economies of the mein reserve
currencies and I believe that this will only be achieved if
domestic monetary policies are tailored to that end.

At the same time, monetary firmness does need to be supported
by appropriate fiscal policies if interest rates are not to

be asked to bear too much of the burden. Again, this is
something that was acknowledged by the IMF Interim Committee.
It was to get a better balance between fiscal and interest

rate policy in the United Kingdom that the Chancellor of the
Exchequer took some tough and unpopular measures in his Budget
in March of this year to reduce public borrowing significantly
2s 2 share of GDP, despite the depths of the recession.
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policies, however, need to be

icies to remove th

with grave risks o
of benefits to output. 5

I do not for a moment under-estimate the gravity of the
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roblems that confront us, but I do believe that we can tzke
éncouragement from the progress achieved so fzr and above all
riy S
thet

to conguer inflation and to provide the only basis for

we should persevere with the prudent policies neéded both

sustainable growth. I have no doubt that a reversal of

“these policies will risk throwing away the important gains g
that we have made, and to no advantage, and would simply i

mean that the costs of the past two years have been in vain.

Having listened to the very interesting contributions
of my colleagues during the morning session, it is of course
clear that there are some differences of dﬁinion round this
table. It is clear too that there are a number of differences
of emphasis. But what struck me most forcibly was the very
substantial degree of agreement, the very substantial concensus,
that was emerging from the majority of the contributions.
The tone was set initially by my Germen colleague, Count
Lambsdorff, and the same message was echoed broadly speaking
by among others my colleagues from the United States, from
Canada, from Japan, from Australia, from The Netherlands, and
others. And that general message, that broad thrust of
egreement, seems to me to consist of three main points. First
hat the fight agasinst inflation must continuve te enjoy the
Righest priority. This is not an alternative to a policy
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against unemployment, indeed no sustainable reduction in
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emand stimulus. It is harder partly becsuse thers
are vested interests .always at stake that one n|
But the difference is that tackling the structura
side problems ere a part of the solution wher
X

fix demand stimulus is in fact a part of the p




