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FOR 

The  thirteenth  lecture  meeting  in  the  series  sponsored  by  The  Per 
Jacobsson  Foundation  took  place  on  Saturday,  June 12, 1976, at  the  Uni- 
versity  of  Basle  in  Switzerland.  Marcus  Wallenberg,  Honorary  Chairman, 
presided  over  the  meeting. 

The  principal  paper,  on  the  subject  "Why  Banks  Are  Unpopular,"  was 
presented  by Dr. Guido  Carli,  former  Governor of the  Bank  of  Italy.  A 
commentary  on  the  subject  and  on  his  paper  was  offered  by Dr. Milton 
Gilbert,  who  had  recently  retired  as  Economic  Adviser  of  the  Bank  for 
International  Settlements. 

This  publication  covers  the  proceedings  of  this  meeting.  It  in- 
cludes  the  text  of  the  statements  by  the  speakers,  answers to  questions 
asked  by  members  of  the  audience,  and  brief  biographies, of  the  speakers. 
These  proceedings  are  published by the  Foundation  in  English,  French, 
and  Spanish  and  are  available  without  charge  from  the  Secretary  of  the 
Foundation.  A  list  of  available  titles  in  this  series  appears  elsewhere 
in  this  booklet. 
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Welcoming  Remarks 

Lukas Burckhardt 

Ladies  and  gentlemen: I t ake   g rea t   p l easu re   i n  welcoming a l l  of 
you who are   a t tending  this   year 's   Per   Jacobsson  Foundat ion  lecture   here  
in   t he   Bas l e   Un ive r s i ty .  It i s  a p r i v i l e g e   f o r  me as the  present  Chair-  
man of  the  Basle Government t o  make these  welcoming  remarks. A t  the   ou t -  
se t   o f   th i s   meet ing  I would l i k e   t o   s a y   t h a t  I do hope  you w i l l  t ake  back 
favorable memories of  our  country  and, more s p e c i f i c a l l y ,   o f   t h i s   c i t y   o f  
Basle. 

I w i l l  not  address myself now, one  by one, t o   t he   ou t s t and ing   pe r -  
s o n a l i t i e s  who are assembled  here  today t o   h e a r   t h i s   y e a r ' s   l e c t u r e .  I 
w i l l  on ly   spec i f i ca l ly  welcome, i n   t h e  name of my Government, the  speaker 
of  today--un saluto  speciale, molto cordiale a Guido C a r l i ,  ex-Gbvema- 
tore deZZa Banca d ' l t a l i a ,  l'oratore d'oggi. 

Per  Jacobsson, whose lifetime  achievements we commemorate by t h i s  
l e c t u r e  , was , as you may know, a f a i t h f u l   f r i e n d  of Switzerland and of 
Basle. Born i n  1894 i n  Sweden, he may be   ca l led  one of   the  outs tanding 
p e r s o n a l i t i e s   i n  monetary  policy  and  certainly a p ionee r   i n   t he   f i e ld   o f  
conve r t ib i l i t y   o f   cu r renc ie s .  "Mr. Conver t ib i l i ty , "  as he was ca l l ed  a t  
t i m e s ,   s e t t l e d   i n   B a s l e   i n  1931 and became the  foremost economic adviser  
of t h e  Bank for   In te rna t iona l   Se t t lements   for  more than  a quarter   of  a 
century.  It was h i s   i deas  and h i s  promotion t h a t   l e d   t o   t h e  founding  of 
t h e  Base1  Forschungszentrum fiir Wirtschafts  und Finanzfragen  and i t s  f i rm 
connection  with our University.  

Per   Jacobsson  then  set t led  in  Washington , D . C .  , where  he was t h e  
Chairman of  the  Executive Board  and Managing Direc tor   o f   the   In te rna t iona l  
Monetary  Fund,  and  one  can only  guess as t o   t h e   a t t i t u d e  he would t a k e   i n  
the  face  of   today 's   depressing and ra ther   per turbed   cur rency   s i tua t ion .  
Jacobsson was a man of   fac t  and energy and a l s o  a man of  good,  although 
sometimes s a r c a s t i c ,  humor. He used t o  denounce the   f ind ings   o f   the  
theoret ical   economists   of   his   t ime by  saying  that   they  always  talk  about 
money but  they  never  have  any.  Perhaps we could   t ake   th i s   sen tence  as a 
prophecy  of what happens  today in   th i s   count ry .   Ladies  and  gentlemen: 
Today we are commemorating with  grati tude  Per  Jacobsson's  work, and we 
a r e  commemorating t h e  f irst  l e c t u r e  of the  Per  Jacobsson  Foundation, which 
a l s o   t o o k   p l a c e   h e r e   i n   t h i s   c i t y  of Basle. 

- 1 -  



Opening  Remarks 

Marcus Wallenberg 

Ladies and  gentlemen:  Randolph  Burgess, who i s  t h e  Chairman of   the 
Per  Jacobsson  Foundation, was supposed t o  be here  today. He had  been 
looking  forward t o  i t ,  but   unfortunately  his   doctors   advised him n o t   t o  
t r a v e l  a t  t h i s  time. I have known Randolph  Burgess for   decades,  and I 
have  learned  to   love him and admire him for   h i s   ou ts tanding   charac te r -  
i s t ics - -a   s t rong  man with  strong  convictions--and I b e l i e v e   t h a t  one  of 
the  reasons  that  he  has  been a man of  such  conviction was t h a t  he s t a r t e d  
out   in   mature   l i fe   to   educa te   h imsel f   for  a r e l ig ious   ca ree r ,  and I th ink  
t h a t   r e l i g i o u s   s t r a i n   n e v e r   l e f t  him when he  took up different   occupat ions 
i n  government se rv ice  and in   p r iva te   banking .  I know t h a t  you a l l  agree 
t h a t  we should  send him a gree t ing  from th is   meet ing .  

Now, s t a r t i n g  wi th  the  proceedings,  f i r s t  I must express  our  thanks 
t o  Basel-Stadt  and  Basel-Land, t o   t h e   U n i v e r s i t y ,  and t o   t h e  Bank for   In-  
te rna t iona l   Se t t lements ;  w e  thank you for the   very  warm welcome t h a t  you 
have  extended t o  our   del iberat ions  here .  And I p a r t i c u l a r l y  would l i k e   t o  
express  our w a r m  thanks  to  our  hosts  for  the  luncheon,  the  Swiss Bank Cor- 
porat ion.  They have  given  us a wonderful s ta r t  f o r   t h i s   a f t e r n o o n ' s  work. 
And e spec ia l ly ,  I would l i k e   t o   a d d r e s s  myself t o  Dr. Burckhardt for   your  
very welcoming  remarks  and fo r   t he   ve ry  complimentary  things  that you sa id  
not  only  about Dr. Carli--he  can  answer for  himself--but  about my compa- 
t r i o t ,  Dr. Per  Jacobsson. Thank you very much. 

The main paper i s  going to   be   g iven  by Dr. Guido Carli. I th ink  it 
i s  unnecessa ry   i n   t h i s   ga the r ing   t o   i n t roduce  Dr. Carli. I t h i n k   t h a t  it 
would  be r a t h e r  presumptuous. He i s  wel l  known i n   t h e  whole  world f o r   h i s  
v i s i o n ,   h i s  wisdom, h i s  knowledge,  and h i s  warm f r iendships ,  and  he i s  a 
man of the  world,   not  only  of one country. I beg now to   expres s  'our  thanks 
t o  you, Dr. Carli, for   g iv ing   us   the   p r iv i lege   o f   hear ing  you today. 
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Why Banks Are Unpopular 

Guido Cadi 

We are  going  through a pe r iod   i n  which t h e  banking community has  in- 
creasingly come t o  be   r ega rded   w i th   hos t i l i t y ;   t h i s  i s  ce r t a in ly   t he   ca se  
i n  my  own country.  Antipathy  toward  bankers  has old roo t s :  it i s  s a i d  
of  Schopenhauer t h a t ,  on v i s i t i n g   t h e   g a l l e r y  where t h e   p o r t r a i t s   o f   t h e  
Fugger  were  hung  and  observing t h e i r  images,  he  exclaimed: "When I look 
at your  faces I have t o  admit t h a t  God i s  not  with  you." I propose t o  
examine the  reasons  for   the  resentment  which i s  f e l t  toward  bankers  and 
banks i n  some count r ies .  

I n   e a r l i e r  times banking   fa i lures   s t imula ted   in te res t   in   the   banks '  
conduct  of t h e i r   a f f a i r s ;  t h i s  has   a lso happened r e c e n t l y ,   b u t   t o  a l e s s e r  
degree. One of t he   r easons   fo r   t he  doubt  and suspicion  must,  I f e e l ,   l i e  
i n   t h e  widening  involvement  of t h e  f inanc ia l   i n t e rmed ia r i e s   bo th   i n   i n t e r -  
nat ional   set t lements  and i n  domestic  payments t r ansac t ions .  The f ee l ing  
of   mistrust   der ives  from a conv ic t ion   t ha t   t he  commercial  banks  have  ap- 
propr ia ted   too   l a rge  a share  of  monetary  sovereignty. 

I have no wish to   re t race  the  long  road  toward  reform  of   the  inter-  
national  monetary  system,  but l e t  Ice j u s t   r e c a l l  i t s  f i n a l   o b j e c t i v e s .  
These  were . t o   r e s t r i c t   t h e   u s e   o f   t h e   d o l l a r  as a r e se rve ,   i n t e rven t ion ,  

and sett lement  currency; . gradually  to  el iminate  gold  from  the  international  monetary 
system  and  replace it with a reserve  instrument   created by t h e  
a u t h o r i t i e s  ; and . t o   e s t a b l i s h  a new code of  conduct f o r  a system i n  which f ixed 
and f l e x i b l e   r a t e s   e x i s t   s i d e  by side. 

The attempt by t h e  EEC c o u n t r i e s   t o   s e t  up a monetary  zone within 
which in te rvent ions  on the   fo re ign  exchange  market  were ca r r i ed   ou t   i n  
currencies   other   than  the  dol lar ,   and  set t lements  between c e n t r a l  banks 
were made us ing   var ious   cur renc ies   in   p ropor t ions   cor responding   to   the  
composition  of  the  debtor  country's   reserves,   lasted from Apr i l   un t i l   June  
1972. It was followed by the   re ins ta tement   o f   the   do l la r ,   bo th  as an  in- 
tervent ion  currency and as an  instrument   for   set t l ing  balances.  
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The resoluteness  shown in   p leading   the  need t o  exclude  gold from 
the   i n t e rna t iona l  monetary  system  reaped i t s  reward.  Without  any f e a r  
of  paradox it may b e   s a i d   t h a t   t h e   r e s u l t  was more spec tacular   than  ex- 
pected:   instead  of  a gradual  displacement, what happened was tantamount 
t o  a t o t a l   e r a d i c a t i o n  by v i r tue   o f   t he   f r eez ing  o f   go ld   he ld   i n   o f f i c i a l  
reserves .  One exception was the  mobil izat ion  of  a small quant i ty   o f   the  
metal   in   the  crossed  deposi t   operat ion between t h e  Deutsche Bundesbank 
and t h e  Banca d ' I t a l i a   i n  September 1974. 

The f reez ing  of gold  coincided  with  the emergence o f   g rea t e r   d i s -  
e q u i l i b r i a   i n  payments ba lances   in   the  wake o f   t he   i nc rease   i n   t he   p r i ce  
o f   o i l :   i n   o n l y  a few countr ies  had the   i n t e rna t iona l   l i qu id i ty   p re -  
viously  created augmented the   o f f i c i a l   r e se rves ,   wh i l e   t hose  more ex- 
posed t o  payments d e f i c i t s   h e l d   g o l d   i n   t h e i r   r e s e r v e s ;  the shortage  of  
i n t e r n a t i o n a l   l i q u i d i t y  was made up  by the   banks ,   and   in   l a rge  measure 
by t h e  American  banks through  their   overseas   branches.  

The scale   of   intermediat ion by commercial  banks in   t he   f i nanc ing  of 
t h e   o i l   i m p o r t e r s '   d e f i c i t s  and t h e   o i l   e x p o r t e r s '   s u r p l u s e s  i s  noted by 
some wi th   s a t i s f ac t ion :  market fo rces ,   t hey   s ay ,  made up for the  indo- 
lence  of   the  authori t ies .   Others   see it as cor robora t ion   of   the   ev i l  
intent ions  of   the   authors   of   reform,   maintaining  that   the   eradicat ion  of  
gold from the  system and t h e   f a i l u r e   t o   r e p l a c e  it w i t h   o f f i c i a l   i n s t r u -  
ments  confirm a malicious  design t o   s t r e n g t h e n   t h e  dominant pos i t i on  of 
t h e  American banks. 

I do no t   subsc r ibe   t o   t hese   i n t e rp re t a t ions ;  on the   con t r a ry ,  . I  be- 
l i e v e   t h a t   t h e r e  was a lack   of   c lear   v i s ion  as t o   t h e  consequences  of  the 
a t t i tudes   adopted .   Clear ly ,   l ike   everyone   e l se ,  I too   main ta in   tha t   the  
v is ion  was l ack ing   i n   o the r s ;  I shal l   therefore   quote   myself .  

On March 5 ,  1974, I wro te   i n   t he  European  pages  of t he   fou r  major 
European d a i l i e s :  "It would be as w e l l   t o   t a k e  a closer   look a t  other  
aspec ts   o f   the  growth  of the  Euro-dollar  market. If it were t o   t a k e   t h e  
course  descr ibed  there  would be  an  expansion, on t h e  one  hand,  of  the 
Euro-banks' s i g h t   l i a b i l i t i e s   a n d ,  on t h e   o t h e r ,   o f   t h e i r   c l a i m s   i n   t h e  
form o f   l end ing   t o   t he   o i l   impor t ing   coun t r i e s  a t  ma tu r i t i e s   i n   t he   r ange  
of  seven to   e igh t   yea r s .   I n   t hese   c i r cums tances   t r ans fe r s   o f   funds  from 
one  bank to   ano the r  and  from the  banking  sector as a whole t o   t h e  market 
f o r  government securit ies  could  produce a l i q u i d i t y   c r i s i s  which  only  the 
in te rvent ion   of  a lender   of  last r e s o r t  would be   ab le   t o   r e so lve .  Under 
a f l o a t i n g  exchange rates   regime,   shif ts   of   funds from t h e  Euro-market 
t o   na t iona l   marke t s  and v ice   versa  would  be r e f l e c t e d   i n  exchange r a t e  
f luctuat ions  which,   in   the  absence  of   coordinated  intervent ion by the  
central   banks,   could assume such  proportions as t o   d i s r u p t   i n t e r n a t i o n a l  
t r ade .  'I 

I do not   fee l  it i s  wanting in  respect  toward my former  fellow  cen- 
t ra l  bankers t o   s a y   t h a t   t h e r e  was an  absence  of  coordinated  central bank 
intervent ion.  I be l i eve   t ha t  one o f   t h e   r e a s o n s   l i e s   i n   t h e   d i f f i c u l t y  
of reconci l ing   the  interests of  countries whose e x p o r t s   a r e   s e n s i t i v e   t o  
exchange rate movements in   varying  degrees .  Those  whose expor t s   a r e   l e s s  
rensitive t end ,  i n  f o r m u l a t i n g   o b j e c t i v e s ,   t o   g i v e   p r i o r i t y   t o   s h i e l d i n g  
the domestic  market  from the   l iqu id i ty   repercuss ions   o f   f lows   of   funds  
from abroad;  they are therefore  more incl ined  to   cushion  the  impact   of  
theme flows on exchange r a t e   f l u c t u a t i o n s .  
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The need for   coordinat ion was solemnly  affirmed i n  November 1975 
by heads  of s ta te ,  heads  of  government,  and  ministers  meeting  in a 
chgteau  near   Par is .   Inspired by the  solemnity of the  occasion,   they 
discovered  the  potent ia l   of   the   te lephone on t h r e e   l e v e l s :   t a l k s  be- 
tween min i s t e r s ,  between c e n t r a l  bank  governors,  and  between  foreign  ex- 
change dea lers .  The same needs were reaf f i rmed  in   the  announcement i n  
Jamaica  of  the new Ar t ic les   o f  Agreement o f   t he   In t e rna t iona l  Monetary 
Fund. Commenting on their   s ignif icance,   the   former  French  Minis ter   of  
Finance  declared: "'It i s  a great  presumption t o  a t t e m p t   t o   i n s t i t u -  
t ional ize   anarchy. '  The draf te rs   o f   the  new IMF Art i c l e s  have shown 
such  presumption!" I f i n d  it d i f f i c u l t   n o t   t o   c o n c u r   i n   t h i s  judgment. 

I thought it relevant   to   recount   these  experiences  because I wanted 
t o   u n d e r l i n e   t h e   f a c t   t h a t   t h e   i n t e r n a t i o n a l  monetary  system  has  evolved 
along  different   paths  from those  mapped out by the  reformers:   the   pro-  
cess   of   internat ional   l iquidi ty   creat ion  has   indeed  been  divorced from 
gold  production o r  changes in   t he   go ld   p r i ce ,   bu t  it has become exclu- 
s ive ly  dependent  on the  supply  of   reserve  currencies   to   the  system  and,  
i n   pa r t i cu la r ,   t ha t   r e se rve   cu r rency  which i s  i t s  p ivo t :   t he  U.S. d o l l a r .  

In   t he   f i ve   yea r s  between 1970 and 1976 t o t a l   i n t e r n a t i o n a l   l i q u i d i t y  
reserves  soared from US$93 m i l l i a r d   t o  US$227 milliard--an  increase  of 
US$l35 mi l l i a rd .  By far t h e   l a r g e s t  component w a s  made up  of  currency 
reserves ,  which rose  by ~ ~ $ 1 1 6  mi l l i a rd .  The major pa r t   o f   t he   i nc rease  
cons is ted   o f   c la ims   in   do l la rs :  a t  t h e  end  of 1975 o f f i c i a l   d o l l a r   c l a i m s  
on the  United  States   s tood at ~ ~ $ 8 0  m i l l i a r d  and  c la ims  in   dol lars  and 
other   currencies  on t h e  Euro-market stood a t  about  the same amount. 

The long-term  and  short-term  foreign  indebtedness  of  the  United  States 
jumped from US$47 m i l l i a r d  at t h e  end  of  1970 t o   ~ ~ $ 1 2 6   m i l l i a r d  a t  t h e  end 
of 1975, and i t s  l i a b i l i t i e s   v i s - & v i s   o f f i c i a l   i n s t i t u t i o n s  from US$24 
milliard t o  ~ ~ $ 8 0  mi l l i a rd ,   o f  which US$49 m i l l i a r d  was toward o f f i c i a l  
i n s t i t u t i o n s .  

The banking  system  played a l a r g e   p a r t   i n  t h i s  process ,   cont r ibu t ing  
to   the   c rea t ion   of   in te rna t iona l   l iqu id i ty   th rough  the   expans ion   of   c red i t .  
A t  t he  end of  1972,  short-term  lending by t h e  American banks amounted t o  
~ ~ $ 1 6  m i l l i a r d ,  and at t h e  end  of 1975 t o  US$50 m i l l i a r d .  A t  t h e  end of 
1973, Euro-bank c r e d i t s   t o t a l e d  US$132 m i l l i a r d ,  and a t  t h e  end  of 1975 
US$197 mi l l ia rd .   This  1endi.ng represented  the  counterpar t   of   deposi ts  
which  flowed e i the r   i n to   o f f i c i a l   r e se rves   ou t s ide   t he   Un i t ed   S t a t e s ,  
l a rge ly  from t h e  OPEC count r ies ,  o r  i n t o   t h e   l i q u i d  asset holdings  of com- 
mercial   banks  and  individuals  in  the same count r ies .  

The huge  expansion  of the  Euro-dollar  market  occurred  in  the two- 
year   per iod 1974-75 in  conjunction  with  the  accumulation  of  surpluses by 
t h e  OPEC countr ies ;   re l iable   es t imates   put   the   surpluses   accumulated  dur-  
i ng   t h i s   pe r iod  at US$101 m i l l i a r d ;   t h e   s h a r e   f l o w i n g   t o   o f f i c i a l   i n s t i -  
t u t i o n s  was US$43 m i l l i a r d  and the  currency  port ion was US$38 mi l l i a rd .  
The remainder went t o   n o n o f f i c i a l   i n s t i t u t i o n s  and was i n   p a r t   p l a c e d   i n  
f i n a n c i a l ,   r e a l ,  and direct   investments  and i n   p a r t   h e l d   i n   l i q u i d  form; 
at the  end  of 1975 t h e   p o r t i o n   h e l d   i n   t h e  form  of deposi ts   wi th banks i n  
the  United  States  was about US$9 mil l iard,   the   remainder   being  deposi ted,  
e i t h e r   i n   d o l l a r s  o r  i n   o t h e r   c u r r e n c i e s ,   i n   t h e  Euro-market,  where for -  
eign  branches  of American banks  were operat ing on an  increasing  scale .  
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The process   of   expansion  of   internat ional   f inancial   in termediat ion 
ch ief ly   involved   the  American banks:  between  1972  and 1975 t h e   t o t a l  
assets and l i a b i l i t i e s   o f   t h e  U.S. banks'  foreign  branches  rose  from 
~S$78   mi l l i a rd   t o   ~S$176   mi l l i a rd - -an   i nc rease  which  exceeded t h e   r i s e  
i n  M 1  and M2 i n   t h e  domestic U.S.  economy over   the same period.  This de- 
velopment i s  p la in ly   re f lec ted   in   the   ba lance   shee ts   o f   the   major   banks :  
at December 31, 1975 t o t a l   d e p o s i t s   i n   t h e  books of   the  Bank of  America 
stood a t  ~ ~ $ 5 6  mi l l ia rd ;   depos i t s  a t  i t s  foreign  branches amounted t o  
US$23 mi l l i a rd .  Some 41 per  cent  of  earnings,   against  29 per   cen t   in  
the  previous  year,   accrued from i t s  in t e rna t iona l   bus iness   ac t iv i t i e s .  
T o t a l   d e p o s i t s   i n   t h e  books of  Citibank amounted t o  US$45 m i l l i a r d ,  and 
deposi ts  at i t s  foreign  branches  to  US$25 m i l l i a r d .  The corresponding 
f igu res   fo r  Chase Manhattan  were US$34 m i l l i a r d  and US$15 mi l l i a rd ,   r e -  
spec t ive ly .  Morgan Guaranty  announced t h a t   i n  December 1975 approxi- 
mately one ha l f   o f  i t s  outstanding  loans were  through i t s  overseas 
branches. 

The sca le   o f   the  American banks '   par t ic ipa t ion  would be  even more 
s t r ik ing   wi th   the   inc lus ion   of   nonres idents '   depos i t s   wi th   these   banks '  
domestic  branches,   f igures  for which are  not  published. 

The f igures   recorded   sugges t   tha t   dur ing   th i s   per iod   the   in te rna-  
t i o n a l  monetary  system sh i f ted   ou t   o f   the  domain o f   t h e   o f f i c i a l   i n t e r -  
na t iona l   ins t i tu t ions :   the   p r iva te   banking   sys tem  took   over   the   func-  
t i o n s   p r o p e r   t o  an o f f i c i a l   i n s t i t u t i o n   p o s s e s s e d   o f   t h e  power t o  f i -  
nance  balance  of payments d isequi l ibr ia   th rough  c red i t -gran t ing  and t o  
c r e a t e   i n t e r n a t i o n a l   l i q u i d i t y .  The r e a l i z a t i o n   t h a t   t h i s  had come about 
has  provoked  opposite  reactions  within  and  outside  the  United  States. 
In  a number of   count r ies   the  growing in te rna t iona l iza t ion   of   the   b ig  
American banks  serves t o   r e i n f o r c e   h o s t i l i t y  toward  multinational  cor- 
porat ions.  The presence  of bank branches  t ied  to  decision-making  centers 
in   the   Uni ted   S ta tes   rouses   fears   o f  a loss of  sovereignty.  Conversely, 
i n   t he   Un i t ed   S t a t e s ,   t he re  i s  growing alarm t h a t   t h e  huge  expansion  of 
operations  abroad  might compromise t h e  American banks' autonomy  by  ex- 
posing them to   t he   r i sk   o f   w i thd rawa l s  by t h i s  or tha t   fore ign   depos i tor  
and insolvencies  among those   count r ies  which a r e  major  debtors. 

The rat ing  of   credi ts   according  to   the  country  of   the  borrower and 
the i r   a l l oca t ion   acco rd ing   t o   t he  presumed degree  of  solvency  has  caused 
controversy  in  my country. The f i r s t  news o f   t h i s   p r a c t i c e  became publ ic  
i n  September 1974; the   ra t ing   g iven   to   I ta ly   occas ioned   cons iderable  
alarm b o t h   i n   t h e   c o u n t r y   i t s e l f  and  abroad,  and it cannot  be  ruled  out 
t h a t   t h i s  added momentum t o   t h e  wave of  deposit  withdrawals from I t a l i a n  
banks  which  broke  out i n   t h e  summer o f   t ha t   yea r .  The I t a l i a n  banks met 
these  withdrawals by mobilizing  foreign  claims. 

Fuller d e t a i l s  on the   r a t ing   o f  U.S. banks'   foreign  loans  contained 
i n   t h e  bank examiners '   repor t s   appeared   in   the   p ress   in   January   o f   th i s  
y e a r .   I n   I t a l y   t h e r e  were aga in   ou tcr ies  at t h e   p l o t ,  and t h e  American 
conspiracy was blamed as one  of the  causes  of  the  monetary  events  of  that  
month. But t h i s  should  not  give  cause  for wonder:  have we not  seen how 
i n   o t h e r  times, in   coun t r i e s  which  had  given b i r t h   t o  Immanuel Kant and 
Gal i leo   Gal i le i  , of f i c i a l   exp lana t ions   l a id   sho r t age  , unemployment , and 
f l i g h t s  of  c a p i t a l  a t  the   door   o f   the   t reasonous   ac t iv i t ies   o f   the  Jews? 

The assumption by the  private  banking  system  of  the  function  of a 
clearing union, which according t o  Keynes ought t o  have  been  performed 
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by the   In t e rna t iona l  Monetary  Fund, inevitably  brought it t o   t h e   f o c u s  
of t he   pub l i c   au tho r i t i e s '   a t t en t ion .  The i n t e r n a t i o n a l   i n s t i t u t i o n s  
which are  appointed  to  f inance  growth and  development generally  adopt a 
count ry-by-count ry   c red i t   ra t ing ;   the   p r iva te   banker   t ends   to   p lace  
greatest   weight on the   c red i twor th iness  of the  individual  borrower.  It 
i s  hard ly   surpr i s ing ,   therefore ,  i f  t h e  government i n s p e c t o r   i n s i s t s   t h a t  
he  apply a n a t i o n a l   r e l i a b i l i t y   r a t i n g ,   p a r t i c u l a r l y   i n  a p e r i o d   i n  which 
there   has   tended  to   be a sh i f t   i n   l end ing   f romthe   economica l ly   s t ronge r  
to   the   economica l ly  weaker count r ies .  

Many of  those  present w i l l  r e c a l l   t h e   c l i m a t e   o f   a n x i e t y   i n  which 
the  Committee of Twenty met i n  Rome in  January 1974. This  meeting  took 
place  only a few  months a f t e r  announcements in   Nairobi   of  imminent  suc- 
cess  in  the  reform  of  the  international  monetary  system.  During  the 
meet ing,   an  authori ta t ive  voice  spoke  in   warning  that   the   s i tuat ion  cre-  
a ted  by the   quadrup l ing   o f   t he   o i l   p r i ce  was unmanageable. In   t he   even t ,  
the  industr ia l   countr ies   succeeded  in   master ing it sooner   than  ant ic i -  
pated.  But t h e  problems  of  the  economically weaker countries  have grown. 

The rap id  improvement in   t he   i ndus t r i a l   coun t r i e s '   cu r ren t   accoun t  
payments balance  found i t s  counterpar t   in  a de te r iora t ion   of   the   pos i t ion  
of   the  developing  countr ies .   In   the  f ive-year   per iod 1968-72 these  coun- 
t r i e s '   cu r ren t   accoun t   de f i c i t  had held  steady a t  around  US$^ m i l l i a r d  a 
year ;   in   1973 it r o s e   t o  US$9 m i l l i a r d ,   i n  1974 t o   ~ ~ $ 2 6  m i l l i a r d ,  and i n  
1975 t o  US$35 mi l l i a rd .   In  t h i s  last  yea r   t he  group  of  countries w i t h  an 
annual   per   capi ta  income of  under US$375 accounted  for  about 60 per  cent 
of   the  developing  countr ies '   overal l   def ic i t .   This   confirms  that ,   whi le  
preserv ing   the   o i l   expor te rs '   surp lus ,   the   po l ic ies   conducted  by t h e  
s t ronge r   coun t r i e s   t o   r educe   t he i r   de f i c i t   concen t r a t ed   t he   nega t ive   e f -  
f e c t s  on t h e  weaker count r ies .  It should  be added t h a t   i n  1975 the  burden 
borne by t h e s e   c o u n t r i e s   i n   s e r v i c i n g   t h e i r   f o r e i g n   d e b t   r o s e   t o  some 12 
pe r   cen t   o f   t he   va lue   o f   t he i r   expor t s ;   t h i s   t o t a l  i s  dis t r ibuted  unevenly 
among indiv idua l   count r ies ,  and f o r  some the  percentage i s  much higher .  

With t h e  improvement i n   t h e i r   e x t e r n a l   p o s i t i o n ,   t h e   i n d u s t r i a l  coun- 
t r i e s  have become l e s s   a c t i v e  as borrowers i n   t h e   i n t e r n a t i o n a l   c a p i t a l  
market; t o  some ex ten t   t he i r   p l ace  has been  taken by the  developing coun- 
t r i e s .  Between 1973  and 1975 t h e   t o t a l  amount of  loans  granted on t h e  
i n t e r n a t i o n a l   c a p i t a l  market  increased  from  US$^. 3 m i l l i a r d   t o  US$13.2 
m i l l i a r d .  

A t  t h e  end  of 1975, w i t h   t h e   t o t a l  of loans  outstanding amounting 
t o  about US$120 mil l iard,   the   proport ion  accounted  for  by o f f i c i a l   b o r -  
rowing was 56 per   cen t .  

In  1976 it i s  es t imated   tha t   the   deve loping   count r ies '   def ic i t ,   in -  
cluding  redemption and i n t e r e s t   s e r v i c e  on the i r   ex t e rna l   deb t ,  w i l l  come 
t o  US$42.5 m i l l i a r d .  It should,  however,   be  pointed  out  that   this  esti-  
mate i s  based on the  assumption  that   res t r ic t ive  measures  w i l l  reduce  the 
l e v e l  of t he i r   impor t s ;  it probably  a lso assumes an  expansion  of  their  
exports,   pulled  along by the  recovery  of  production  in  the  major  indus- 
t r i a l  count r ies ,  on a scale   regarded by some experts  as o p t i m i s t i c .   I f  
a l l  IMF f a c i l i t i e s  were ac t iva ted ,   in te rna t iona l   agencies  would cont r ibu te  
up t o   ~ ~ $ 2 8  mi l l i a rd  toward   f inanc ing   th i s   def ic i t .  P a r t  of  the  remainder 
would be  covered  by  export  credits;  but  this would s t i l l  leave  a substan- 
t i a l  amount t o  be met by the   i n t e rna t iona l  banking  system,  and  hence, 
ch ie f ly  by  American banks. 
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From the   s i t ua t ion   j u s t   dep ic t ed   ce r t a in   conc lus ions  may be  drawn. 
The most important,  I th ink ,  i s  t h a t   t h e r e  i s  at present no in t e rna t iona l  
monetary  system, t h a t  i s ,  t h e r e  i s  no o f f i c i a l   i n s t i t u t i o n   c a p a b l e   o f  
supply ing   the   in te rna t iona l  payments  system wi th   t he   l i qu id i ty   r equ i r ed  
for the   fur ther   expansion  of   t rade.  This function  has  been  taken  over 
by the  private  banking  system, and pr imar i ly  by t h e  U.S. banks,  through 
operat ions  carr ied  out  by the i r   b ranches  a t  home and abroad. The p r iva t e  
banks  have shown a g r e a t e r   a b i l i t y   t h a n   t h e   o f f i c i a l   i n s t i t u t i o n s   n o t   o n l y  
t o   c r e a t e   t h e   n e c e s s a r y   l i q u i d i t y   f o r   t h e  development  of t r a d e   b u t   a l s o   t o  
organize i t s  e f f i c i e n t   d i s t r i b u t i o n .  

A s  a r e s u l t ,   t h e  IMF's ab i l i t y   t o   en fo rce   obse rvance   o f   ru l e s   o f  con- 
duct  has  diminished; it should  be remembered t h a t ,  as or iginal ly   conceived,  
the   Fund ' s   p rescr ip t ive  powers derived from i t s  ab i l i t y   t o   exc lude   r e f r ac -  
to ry   count r ies  from access   t o   cond i t iona l   c r ed i t .  As  almost a l l  c r e d i t  i s  
now drawn f rom  o the r   t han   o f f i c i a l   sou rces ,   t he   Fund ' s   ab i l i t y   t o   l ay  down 
conditions  has  been  correspondingly  reduced. And as the   func t ion   of   c re -  
a t ing   i n t e rna t iona l   l i qu id i ty   has  been t r ans fe r r ed  from o f f i c i a l   i n s t i t u -  
t i o n s   t o   p r i v a t e   o n e s ,  so the  task  of   supervis ion  has   passed from i n t e r -  
na t iona l   bodies   to   na t iona l   ones ,  whose surveil lance,   though  keener  than 
in   the  past ,   has   nonetheless   never   reached beyond the  boundaries  of na- 
t i o n a l   i n t e r e s t s .  

Furthermore,  the  achievement  of t o t a l  independence  by  countries which 
in   the   pas t   on ly   en joyed   l imi ted   sovere ignty   has   resu l ted   in  a g rea t e r  
d i f f e ren t i a t ion   o f  economic s t r u c t u r e s .  The area  occupied by t h e  market 
economy has  been  narrowed,  and i n  some countries  completely  replaced by 
government in te rvent ion .  The g rea t e r   t he   r ecour se   t o  government i n t e r -  
vent ion ,   the  more d i f f i c u l t  it becomes t o  achieve  coordination on t h e  
in t e rna t iona l   l eve l .  The gold  standard  provided  for  only one type  of  in- 
tervent ion,   purchases  and sales   of   gold when t h e  exchange r a t e   l e v e l  
reached   the   go ld   po in ts ;   th i s   ru le  was observed by the   major i ty   o f  coun- 
t r ies .  

In  the  absence  of a lender  of las t  r e s o r t ,   t h e   b a r r i e r   t o   t h e   p r i -  
vate  banking  system  taking  over  the  function o f  a clearing  union i s  the  
credi tworthiness   of   the   debtor   countr ies .  As I have a l r eady   s a id ,   t he  
burden of  the  economically weaker count r ies  i s  t e n d i n g   t o  grow; but it i s  
doubtful  whether a system  based on p r i v a t e   i n s t i t u t i o n s  can  support it. 
The ab i l i t y   o f   t he   sys t em  to  expand i s  consequently  nearing i t s  limits. 
It i s  p o s s i b l e   t h a t  as these  limits are approached,  balance  of payments 
equi l ibr ium may have t o  be  sought at progressively  lower  levels of  eco- 
nomic activity--and  primarily at t h e  expense  of  the weaker count r ies .  
The dimension  of t h e  problems c a l l s  for greater   cooperat ion among c e n t r a l  
monetary i n s t i t u t i o n s  ; recent   decis ions  are   encouraging.  

It may be  added  that   there i s  ev idence   in   severa l   quar te rs   tha t  
American mul t ina t iona l  companies  have  begun a slow movement of  withdrawal. 
This may have  been  prompted  by a number of factors--not least  t h e  narrow- 
ing  of  the  gap between l a b o r   c o s t s   i n  some of t h e   c o u n t r i e s   i n  which these  
companies  have s e t  up subs id i a r i e s  and   those   in   the   Uni ted   S ta tes .  Ob- 
v i o u s l y ,   t h e   t r a n s i t i o n   t o  economic  systems i n  which t h e   s t a t e  i s  extend- 
ing i t s  inf luence i s  r e s t r i c t i n g   t h e   a r e a   i n  which mul t ina t iona l  companies 
can  operate  and  inducing some of them t o  move out  of  areas where the re  i s  
a grea te r   degree   o f   soc ia l i sm  to   those  where t h e r e  i s  l e s s .  On the   o the r  
hand,  there  has  been a change of a t t i t u d e  toward  multinational companies 
i n  some of those   count r ies  where oppos i t i on   t o  them used t o   b e   g r e a t e s t .  
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I n   I t a l y ,  for example, now t h a t   t h e r e  are more obvious  signs  of  the 
multinationals  withdrawing from our  market,   the same p o l i t i c a l   p a r t i e s  
which not  long  ago  regarded them w i t h  hos t i l i ty   a re   openly   bewai l ing  
the i r   depa r tu re  and  have  even  gone so fa r  as t o  propose  res is t ing it. 

It i s  qui te   conce ivable   tha t   the   re turn   o f   the   mul t ina t iona ls   wi th-  
in   na t iona l   boundar ies  may in   t ime  induce a r e a c t i o n   i n  banks  which, 
f o r   t h e i r   p a r t ,  had established  branches  abroad. A cons t r a in t  would thus  
be s e t  on the   f inanc ing  of imbalances i n  world  trade  not  only by t h e  l i m -  
i t ed   c red i t -gran t ing   capac i ty  of t he   ex i s t ing   i n s t i t u t ions   bu t   a l so  by 
the   r educ t ion   i n   t he i r  number. 

In   short ,   the   current   withdrawal   of  American i n d u s t r i a l  and  finan- 
c i a l   e n t e r p r i s e s  i n  response t o   h o s t i l i t y   i n   c o u n t r i e s   i n  which na t iona l -  
i s t i c   a t t i t u d e s   a r e  re-emerging  could  further  loosen  the  bonds  which  have 
he ld   toge ther   the   s t ruc ture   o f   the   in te rna t iona l  economy i n   t h e  las t  few 
years .  

Evidence  of  the U.S. banks' waning enthusiasm  for  expansion  abroad 
can  be  deduced  from t h e  growing i n t e r e s t  shown in  extending  merchant 
banking  operations. It may be,   however ,   that   th is   t rend  wibl   increase 
t h e   m i s t r u s t   f e l t  by those who f e a r   t h e  consequences  of  an  excessive 
concentration  of power i n   t h e  banking  system. 

I have  dwelt a t  length  on the   banks '   r o l e   i n   t he  development of   the  
in t e rna t iona l   f i nanc ia l  and  monetary  system  because th i s   ro l e   has   g iven  
fresh  motivat ion  to   the  long-standing  unpopular i ty   of   bankers .   There i s  
someth ing   sch izophrenic   in   the   fac t   tha t ,   whi le   the   in te rna t iona l  com- 
munity  proves t o  be  incapable of governing  monetary  events  through co- 
o p e r a t i o n   i n   i n t e r n a t i o n a l   i n s t i t u t i o n s ,   t h e i r   s u b s t i t u t i o n  by p r iva t e  
i n s t i t u t i o n s  i s  feared as a loss of   control   both by the   count r ies   o f  
o r ig in  and  by the   hos t   count r ies .  The unpopularity  of  bankers stems 
from the  growing h i a tus  between the   s i ze   o f   t he  problems  and the  inade- 
quacy o f   t h e   i n s t i t u t i o n s   c a l l e d  upon t o   r e s o l v e  them. 

But t h e  same d i f f i c u l t i e s  and t h e  same d i s s a t i s f a c t i o n   a r e  found i n  
the   ro le   p layed  by t h e  banks  within  their  own countr ies  , where t h e  prob- 
lems and c o n f l i c t s   t h a t  have emerged i n   t h e  l a s t  few yea r s   a r e  no less 
grea t .  

Concern at the  concentration  of power ' i n   t h e  hands o f   t he  banks l i e s  
behind  the  appeal made by t h e   p o l i t i c a l   p a r t i e s   f o r  more rigorous  super- 
v i s ion  and fu l l e r . i n fo rma t ion .  One circumstance  that   has  helped  to  shape 
t h i s   a t t i t u d e  i s  t h e   f a c t   t h a t   f i s c a l   p o l i c y  i s  formulated  through  the 
medium of  parliamentary  debates  under  the  scrutiny  of  public  opinion, 
whereas  monetary  policy i s  framed i n   s e c r e t  and may i n  some cases  come 
in to   conf l i c t   w i th   f i s ca l   po l i cy .  Nor does   t he   f ac t   t ha t  it i s  p a r t l y  
thanks t o  i t s  autonomous  and d i sc ree t   na tu re   t ha t  monetary  policy con- 
t r i b u t e s  more e f f e c t i v e l y   t o   t h e   r a r e   s u c c e s s e s   o f  economic pol icy  render  
any more accep tab le   t h i s  element  of  secrecy which i s  s t i l l  i t s  d i s t i n -  
guishing t r a i t .  

The power of  the  banks  and  the  need t o   b r i n g  it within  narrower 
bounds a r e   t o p i c s  of   debate   in  my coun t ry   w i th in   t he   po l i t i ca l   pa r t i e s ,  
the   t rade   un ions ,  and t h e   u n i v e r s i t i e s .  The head  of t h e  Communist p a r t y ' s  
planning  department  recently  published a survey  examining  the  causes  of 
t h e   i n c r e a s e   i n   t h e  economic power of  the  banks; he  concluded  by c a l l i n g  
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fo r   t he   c r ea t ion   o f  a c a p i t a l  market  where there   could  be more d i r e c t  
contact between en terpr i ses  and savers and  where they would be  offered 
a wider  range  of  f inancial   instruments.  

In  general  the  proposals  for  reform  of  the  banking  system  put  for- 
ward i n   I t a l y  stem  from the  mistaken  conviction  that   the  -changes  that  
have  occurred i n   I t a l y ' s   f i n a n c i a l   s t r u c t u r e   a r e   r a d i c a l l y   d i f f e r e n t  from 
those   t ha t  have   taken   p lace   in   o ther   cap i ta l i s t   count r ies ;   there  have 
been  differences a t  times i n   t h e  number of  changes,  but  not i n   t h e i r  
nature .  The p roposa l s   t o  which I have r e fe r r ed  are based on t h e   b e l i e f  
t h a t   t h e  low ra t io   o f   sha res   t o   o the r   f i nanc ia l   i n s t rumen t s  i s  a f ea tu re  
p e c u l i a r   t o  my country. I have on more than one occasion drawn a t t e n t i o n  
t o   t h e   f a c t   t h a t   i n  1975 in   the   Uni ted   S ta tes ,   o f   the  ~ ~ $ 2 0 8  m i l l i a r d  
worth  of  funds  raised on the   cap i t a l   marke t s ,   ba re ly  US$11 mil l iard was 
taken up i n   t h e  form  of shares .  

Likewise, I have  pointed  out   that   of   this   total   of  ~ ~ $ 2 0 8  m i l l i a r d ,  
t h e  Government and the   pub l i c   s ec to r   ( i nc lud ing   t he   l oca l   au tho r i t i e s )  
absorbed  approximately  half, which i s  not   very   d i f fe ren t  from the  propor- 
t i o n   i n   I t a l y  a t  the  present  t ime. But i n   I t a l y   t h e   p u b l i c   s e c t o r ,  be- 
sides  drawing from the  capi ta l   market ,   c la ims  fur ther   port ions  of  
t o t a l   f i nanc ing   bo th  by d i r e c t   r e c o u r s e   t o  bank c r e d i t  and by defer r ing  
payment f o r  goods  and services   purchased;   moreover ,   being  largely  a t t r ib-  
u t ab le   t o   cu r ren t   expend i tu re ,   t he   I t a l i an   pub l i c   s ec to r ' s   de f i c i t  i s  
l e s s   f l e x i b l e   t h a n   t h e  U.S. one. 

Las t ly ,   i n   t he   pas t  decade a l l  i ndus t r i a l   coun t r i e s  have  experienced 
f a l l i n g   p r o f i t s ,  a dec l in ing   propens i ty   to   inves t ,  and  an i n c r e a s e   i n  f i -  
nancial   in termediat ion.   In  a speech at a conference a t  Harvard  University, 
Henry Wallich  observed:  "Corporations  have  financed t h i s  growth by s h i f t -  
ing away from i n t e r n a l  and  toward external   sources  of funds,  away from 
equity  financing  and  toward  debt, and  from  long-term  debt to   shor t - te rm 
debt .  These t rends   in   f inanc ing   have   produced   f inanc ia l   s t ruc tures   tha t  
make add i t iona l   f i nanc ing   d i f f i cu l t .  It i s  u s e l e s s   t o   a r g u e   t h a t   i f   i n -  
ternal   cash  f low i s  inadequate,  and i f   t h e   s t o c k  market i s  not   recept ive 
to   equ i ty   i s sues ,   bus iness   shou ld   j u s t   con t inue   t o  borrow.  This  advice 
i s  l i k e  Queen Marie  Antoinette 's   'Let them ea t   cake . '  Where t h e r e  i s  not 
enough p r o f i t ,   t h e r e  w i l l  be no equity  f inancing,  and where t h e r e  i s  not 
enough equ i ty ,   t he re  w i l l  not  be much debt money ava i l ab le .  An adequate 
f low  of   prof i ts  i s  the   bas i s   for   debt   f inanc ing ,   equi ty   f inanc ing ,   and ,  
of   course,   in ternal   f inancing. ' '  

I n   I t a l y   t h e   r e s u l t  of t h e   d e c l i n e   i n   p r o f i t s  and the  def ic iency  of  
r i s k   c a p i t a l   h a s  been  the  transfer  of firms from t h e   p r i v a t e   s e c t o r   t o  
the   publ ic   sec tor ,  and t h i s   h a s  happened a t  a time when the   publ ic   sec tor  
was progress ive ly   los ing  i t s  a b i l i t y   t o  measure the   e f f i c i ency   o f  i t s  re -  
sou rce   u t i l i za t ion .  Meanwhile, as i n   o t h e r   i n d u s t r i a l   c o u n t r i e s ,   t h e r e  
has  been a growing  tendency  over  the last  decade  for  large  groups  to  in- 
c r e a s e   i n   s i z e ,   p a r t l y  by assimilat ing  smaller   f i rms,  and t h i s   p r o c e s s ,  
in  turn,  has  helped  to  quicken  the  pace  of  expansion  of  the  public  sector: 
i n   t h e  end it has become evident   tha t  it i s  no t   t he   s t a t e   t ha t   ru l e s   t he  
en terpr i ses   bu t   the   en te rpr i ses   tha t   ru le   the   s ta te .  This i s  the  reason 
why i n   I t a l y   t h e  Communist party  has  taken a s tand  against   the   excessive 
power of   publ ic   en te rpr i ses .  To the   fore ign   observer  it may appear  para- 
doxica l ;   bu t   in  a s i t u a t i o n  such as e x i s t s   i n   I t a l y  at p re sen t ,  a par ty  
whose aim i s  t o   s t r e n g t h e n   t h e   a u t h o r i t y  of t h e   s t a t e  must seek t o  en- 
courage t h i s  by b r ing ing   t he   s t a t e   back   t o   t he   a r ena   o f  i t s  fundamental 
d u t i e s ,  and l i m i t i n g   t h e   f i e l d  of  those  which  are  sources  of  contamination. 
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- I n  a l l  countr ies   the  lack  of   cont inui ty   in   the economic  system  has 
been  an obs tac le   to   the   success   o f  demand management p o l i c i e s  a t  a time ' 

when changes in   the  terms  of   t rade have  been making  them more necessary.  
Everywhere there  has  been a p e r c e p t i b l e   s h i f t   i n   t h e   P h i l l i p s   c u r v e :   t h e  
cost   of  maintaining a given  level  of employment i s  increas ingly   h igh   ra tes  
o f   i n f l a t ion ;   t he   cos t   o f   p r i ce   s t ab i l i t y  i s  ever   higher   ra tes   of  unem- 
ployment.  In  these  circumstances more i s  being  required  of  the  banking 
system as an  organ  of  propagation  of  monetary  policy, t o   t h e   d e t r i m e n t ,  
i n  some cases ,   of  i t s  dis t r ibut ive  funct ion,   the   importance of  which, 
however,  has  been  enhanced  by the   i nc reas ing  r i f t  between  investment and 
saving. A t  t h e  same t ime,   enterpr ises '   increased dependence on ex terna l  
f inancing  has meant t h a t   t h e y   a r e  more exposed t o  changes i n   t h e  volume 
and cost   of   f inancing,  and t h i s  has made the  monetary a u t h o r i t i e s  more 
r e luc t an t  t o  introduce  res t r ic t ive  measures ,  and  sometimes more inc l ined  
to   de lay   changes   in   the i r   po l icy   course ,  so t h a t  when these  measures 
f i n a l l y  come t h e i r  impact i s  more v io l en t .  Calls for   the  adopt ion  of  
s e l ec t ive   po l i c i e s   and ,   w i th  them,  of  compulsory  planning  are  being  heard 
with  increasing  frequency. 

P a r a l l e l   t o   t h a t  of enterpr ises ,   the   f inancial   imbalance  of   the pub- 
l i c   s e c t o r  has  been  aggravated by  growing demand f o r   a c t i o n   i n   t h e   s o c i a l  
f i e l d  and  by  an economic theory which  argues  that   in  conditions of  under- 
employment of   resources ,   def ic i t   spending expands income and c rea t e s   t he  
sav ings   necessa ry   t o   f i nance   i t s e l f .  The c o n f l i c t  which has   a r i s en   i n  
more than one case between the  publ ic   adminis t ra t ion and en terpr i ses   wi th  
r ega rd   t o   t he   d i s t r ibu t ion  of  household  savings  has  obliged  the  authori- 
t i e s   t o  s i f t  through  the   ins t ruments   ava i lab le   to  them  and search   for  
means of   reconci l ing   the   d i f fe ren t   ob jec t ives ;   th i s   could   no t   l eave   the  
banking  system  unscathed. 

Thus, i n   r ecen t   yea r s   t he   pub l i c   s ec to r ' s   f i nanc ia l   de f i c i t   has   i n  
many count r ies  had  profound  repercussions on the   s t ruc tu re   o f   t he   c r ed i t  
i n s t i t u t i o n s .  Not only  have  the  monetary  authorit ies had the   con t ro l  of 
t he  monetary  base  taken  out  of  their   hands,   this  having become increas-  
ingly  dependent on treasury  requirements,  but  they  have  been  given  the 
t a s k  of  obliging  the  banking  system t o   t a k e  up publ ic   secur i t ies ,   thereby  
changing  the  structure  of  the  banks'   balance  sheets and r e s t r i c t i n g   t h e i r  
a b i l i t y   t o   r e g u l a t e  flows  of  funds  and i n t e r e s t   r a t e s .  For t h e i r   p a r t ,  
the   banks ,   forced   to   opera te  as co l lec tors   o f   sav ings   in   o rder   to   channel  
them t o   t h e   p u b l i c   s e c t o r ,  have l o s t  something  of t h e i r   f i n a n c i a l  imagi- 
nat ion;  and t h i s   h a s   l e d   t o  an  impoverishment  of the  productive  system. 

The s c a l e   o f   o f f i c i a l   i n t e r v e n t i o n   o f   t h i s   n a t u r e   h a s  shown t h a t ,  
when t h e   a u t h o r i t i e s  do not  exercise  coercion by  making use   o f   the i r  
power to   l evy   t axes ,   t hey   a r e   fo rced   t o   exe rc i se  it by put t ing   p ressure  
on t h e   i n s t i t u t i o n s   t h a t   o p e r a t e   i n   t h e   c r e d i t   s e c t o r .  The crowding  out 
of en te rp r i se s  may be  brought  about by d i f f e ren t  means.  Auctions  of 
pub l i c   s ecu r i t i e s   a r e  one way; b u t   t h i s  i s  a solut ion  that   only  has   the 
appearance  of  being a r e j e c t i o n  of  coercion when the   au tho r i t i e s   a r e   p re -  
pared t o  pay  any r a t e  of interest   whatsoever.   "Underlying  the problem 
of the  banking  system's   abi l i ty   to   perform i t s  ro l e   o f   d i s t r ibu t ing  sav- 
ings i s  t h e  problem  of t h e   r e l a t i o n  between the   ' f i s ca l '   e l emen t ,  or t h e  
element  of  coercion,  and  the  'credit '  or 'market '   e lement   in   the  f inancing 
of   the  publ ic   sector ' '  ( M .  Monti  and T .  Padoa-Schioppa, Studg on the Bank- 
ing System , Luigi  Einaudi  Insti tute  for  Monetary,  Banking  and Financial  
Research) . 
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The changes t h a t  have   occu r red   i n   t he   s t ruc tu res   o f   i ndus t r i a l  coun- 
t r i e s  have meant that   d iscontent ,   previously  spread  over   var ious  sectors ,  
has come to-be  focused on the  banking  system. When growing  expenditure 
i s  f inanced  by  increasing  taxat ion,   cr i t ic ism i s  concentrated on t h e  
government; when, however, it i s  financed by channeling a g r e a t e r  amount 
of c r e d i t   t o   t h e   p u b l i c   s e c t o r  a t  t he   expense   o f   t he   p r iva t e   s ec to r ,   t he  
blame i s  d i r ec t ed  a t  the  banks,  i . e . ,  t h e   i n s t i t u t i o n s   t h a t   h a v e   t o   t u r n  
down p r i v a t e  demand. 

Something similar happens when the   cont rac t ion   of   p rof i t s   ob l iges  
b u s i n e s s e s   t o   r a i s e  a l a r g e r  volume of  funds  through  long-  and  short-term 
c r e d i t .  

According to   the   Marxis t -Lenin is t   theory ,   the   f inanc ing   of   inves t -  
ment through  capital   accumulation by e n t e r p r i s e s  i s  a manifestation  of 
oppression by the  middle   c lasses ,  which t h e  working classes   should op- 
pose. However, the  authors   of   the   survey on the   I ta l ian   banking   sys tem 
t o  which I r e f e r r e d  ear l ie r  ma in ta in   t ha t   t he   g rea t e r  dependence of en- 
t e r p r i s e s  on bank f i n a n c i n g   i n c r e a s e s   t h e   l a t f e r ' s  hegemony and raises 
problems  of   dis t r ibut ion  of  power similar t o  %,hose raised  by  self-f inan-  
c ing.   Cri t ic ism i s  s h i f t i n g  from the  excessive power of   bus iness   to   the  
excessive power of  the  banks.  

Extension  of  the  banks'  realm  of  influence,  excessive power o f   t he  
publ ic   en te rpr i ses ,   increas ing   exerc ise  by t h e   p u b l i c   a u t h o r i t i e s   o f   t h e i r  
power of   coerc ion   in   the   f inanc ia l   sphere ;   bu t ,   on   the   o ther  hand we can 
a l so   say   increas ing   subord ina t ion   of   the   banks   to   the   po l i t i ca l   au thor i -  
t i e s  , o f   t h e s e   t o   t h e   l a r g e   p u b l i c   e n t e r p r i s e s ,   a n d   o f   t h e   l a t t e r   t o   t h e  
banks. The main f e a t u r e   o f   t h i s   c h a i n   o f  dependence i s  t h a t   t h e  sum of 
the   l o s ses   o f  power i s  g rea t e r   t han   t ha t   o f   t he   ga ins .  It i s  t h e  whole 
system  that  i s  progress ive ly   los ing  i t s  c a p a c i t y   t o   c o n t r o l  i t s e l f ,  t o  
d i r e c t  i t s  own course  of  development  and--ultimately--to  govern i t s  own 
f u t u r e .  

I n  most i ndus t r i a l   coun t r i e s   t he re  seems t o  be a consensus on t h e  
advantages  of  directing economic a c t i v i t y   a c c o r d i n g   t o  a bas ic   p lan .  
Even in   t he   Un i t ed   S t a t e s   po l i t i c i ans   f rom  bo th   pa r t i e s   i n  Congress  have 
t a b l e d  a d r a f t  l a w  t o   t h i s   e f f e c t .   I n   I t a l y   a d v o c a t e s   o f   p l a n n i n g   s a y  
t h a t  a se l ec t ive   c r ed i t   po l i cy  i s  a n   e s s e n t i a l   p r e r e q u i s i t e   f o r   p u t t i n g  
it i n t o   e f f e c t ;   t h e  banks in   general   are   reproached  for   not   having  ap-  
p l i e d  a se l ec t ive   c r ed i t   po l i cy ;   o f t en   t he   accusa t ions  come from those 
complaining  that   too much cred i t   has   been   gran ted   to   the   next  man r a t h e r  
t han   t o   t hemse lves .   In   t h i s   ca se   t he   cha rges   l a id  a t  the  door   of   the  
banking  system  are   basical ly  due t o   t h e   f a c t   t h a t  it i s  r e q u i r e d   t o  do 
what i s  r ea l ly   t he   du ty   o f   o the r s ;  it seems t o  me tha t   the   p lanning   of  
economic a c t i v i t y ,   i f  it has to   be ,   shou ld   be   t he   r e spons ib i l i t y   o f  
a u t h o r i t i e s  who have t o  answer f o r   t h e i r   a c t i o n s   t o   d e m o c r a t i c a l l y  
elected  assemblies.  

In   i n t e rna t iona l   r e l a t ions   t he   banks   o f  some countr ies  are accused 
of  promoting  capital   exports  and  those  of  others  of  doing  the  reverse.  
We a re   aga in   f aced   w i th   t he   consequences   o f   t he   au tho r i t i e s '   i nab i l i t y  
t o  pursue   the   des i red   goa ls   o f  economic and  monetary  policy  and  an at-  
tempt to   de l ega te   t he   t a sk   t o   t he   banks .   In   pe r iods   o f   soc i a l  and po- 
l i t i c a l   u n r e s t ,  i f  governments  wish t o   c o n t i n u e   g i v i n g   p r i o r i t y   t o   t h e  
objective  of  maintaining communication  between t h e i r  economies,  they must 
accept  that   funds w i l l  move from count r ies   cons idered   to   be  less s t a b l e  
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to   those   cons idered   to   be  more s t a b l e .  Compensatory in te rvent ion  would , 

cer ta in ly   be   poss ib le ,   neut ra l iz ing   the   e f fec ts   o f   in f lows  and  outflows; 
g u i d e l i n e s   t o   t h i s   e f f e c t  have  been  issued  within  the  European'Economic 
Community. But t h e  whole body of  provisions aimed a t  curbing  outflows 
and inf lows  of   capi ta l  by means o f   r e s t r i c t ions - -o f t en   t r i ed ,  always 
without   success--does  not   ref lect   the   ideals  on which t h e  Community is  
based. 

During the   n ine t een th   cen tu ry ,   banks   ca r r i ed   ou t   t he i r   ac t iv i t i e s  
surrounded  by  an  aura  of  great  respect. Even then ,  however, i r r eve ren t  
voices were raised,   such as tha t   o f   the   au thor  of  "Al ice   in  Wonderland," 
who portrays a banker ' s   c le rk   thus :  "He thought  he saw a banker ' s   c le rk /  
Descending  from the   bus : /  He looked  again, and  found it was/ A hippo- 
potamus:/ ' I f   t h i s   s h o u l d   s t a y   t o   d i n e , '  he said,/   'There  won't   be much 
f o r  us. l ' '  

Nonetheless, I t h i n k   t h a t  nowadays it i s  poss ib l e   t o   d ine   w i th  a 
banker  without fear o f   h i s   t ak ing  it a l l .  Our experience  today a t  t h e  
luncheon  kindly  offered by t h e  Swiss Bank Corporation i s  proof   posi t ive.  

MR. WALLENBERG: Thank you, D r .  Carli, f o r  a remarkable  paper on why banks 
are  unpopular.  I t h i n k   t h a t   t h e  way you  have t r e a t e d   t h i s   s u b j e c t   h a s  
been  remarkable i n  many respec ts .  The angles from  which  you  have  been 
looking at t h i s  problem a r e   v e r y   w e l l   l i s t e d .  I t h i n k   t h a t  you  have a l s o  
t r i e d   t o  be as balanced as possible ,   a l though I must say as an   o ld   p r iva te  
banker that   perhaps you  have  not  given a l l  the  reasons why t h e  banks a r e  
unpopular. I t h i n k   t h a t  I could add some , but   they  are   of  lesser .impor- 
tance   than   the   ones   tha t  you  have  given  because you  have pa in ted  a p i c tu re  
here  which  has  been  created by  and  caused  by  these  trends  in  an  ever- 
changing  world--as t h i s   g a t h e r i n g  so wel l  knows. We thank  you  very much. 
You have  given a l l  of   us   food  for   thought--publ ic   off ic ia ls ,   pr ivate  bank- 
e r s  , nat iona l  and in t e rna t iona l .  

Now I t u r n   t o  Dr. Milton  Gilber t ,  who i s  going t o  make  some  comments 
on D r .  Carli's speech. Dr. Gi lbe r t ,  we are  looking  forward  very much t o  
your comments. For f i f t e e n   y e a r s  you  were  an economic a d v i s e r   i n   t h e  
Bank for   In te rna t iona l   Se t t lements .  You l e f t  l a s t  year .  You a r e  now, I 
unders tand ,   tu rn ing   to   wr i t ing  a book. We are ,   of   course,   eagerly  look-  
ing  forward t o   t h a t  book. But j u s t  now  we are   looking  forward  to   your  
comments, which we a re   su re  w i l l  be most i n t e r e s t i n g .  
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Commentary 

Milton Gilbert 

I have  considerable  pride  in  being added t o   t h e  l i s t  of  outstanding 
speakers   in   the  ser ies   of   lectures   of   the   Per   Jacobsson  Foundat ion,  and 
I want  Ambassador Burgess  and the  Directors   of   the   Foundat ion  to  know 
t h a t  I great ly   appreciate   the  honor .  I had the  pleasure  of  succeeding 
Per  Jacobsson a t  t h e  B I Z  Bank, as it i s  ca l led   here   in   Bas le ,  and I had 
many occasions t o  exchange  views with him. The strongest  impression 
that  remains  with me i s  t h e   a b i l i t y  he  had to   s t imu la t e   one ' s   t h ink ing  
and t o  uncover f o r  one t h e  emerging  monetary  and economic problems. I 
n e v e r   l e f t  a meeting  with him without  the  feeling  of  having  been  intel-  
l ec tua l ly   recharged ,  and I f e e l   i n d e b t e d   t o  him f o r  it. 

I have a special   p leasure  in   f inding  myself   today on the  platform 
with Governor Guido Carli. A s  everyone  recognizes, he was i n   t h e  suc- 
cession-of   the  outs tanding  heads  of   the Bank of   I ta ly ,   Luigi   Einaudi  and 
Donato Menichella, who braved   the   s torm  to   p rovide   the i r   count ry   wi th  
sound money and   t he reby   l ay   t he   bas i s   fo r   I t a ly ' s   spec tacu la r  economic 
development i n   t h e  1950s and 1960s.  I have  always  appreciated Guido Carli 
a l s o   f o r   h i s   p e n e t r a t i n g   i n s i g h t   i n t o   t h e   s o c i o p o l i t i c a l  problems  of  our 
times. It i s  an axiom of central   banking  that  a c e n t r a l  bank  must  main- 
t a i n  a c e r t a i n  independence  from t h e  government;  but  under  Governor Carli 
it was s a i d   i n   I t a l y   t h a t   t h e  government  must maintain a cer ta in   inde-  
pendence  from t h e   c e n t r a l  bank.  That i s  a g r e a t   t r i b u t e  for a c e n t r a l  
bank  governor! 

Governor Carli has  treated  us  today  with a provocative  discourse 
and it i s  my assignment t o   r e a c t   t o  it. I do not want t o   r e a c t  s o  much 
by disagreement ,   especial ly  as Governor Carli has  disavowed some of   the  
views  he s e t s   f o r t h ,   b u t   r a t h e r  by discussing  other   aspects  of  t h e  ques- 
t i ons   r a i sed .  

The f irst  ques t ion   t ha t   s t r i kes  me r e l a t e s   t o   t h e   t i t l e   o f   h i s   l e c -  
t u r e ,  "Why Banks Are Unpopular. I confess   that  I have not  been  aware 
of  any special   unpopular i ty  of  banks in   t he   coun t r i e s   w i th  which I have 
been  concerned. I have cer ta in ly   no t   seen   s igns   tha t  American banks a r e  
unpopular i n   t he   Un i t ed   S t a t e s   o r  Swiss  banks in   Swi tzer land .  But I ac- 
cept Governor Carli 's observation  that  banks are unpopular i n   I t a l y ,  and 
perhaps  in  some o ther   count r ies .  I do not  put much weight i n  i t ,  however, 
because I have the   f ee l ing   t ha t   no t  much of what I believe  about  monetary 
s t a b i l i t y  i s  popu la r   w i th   t he   c r i t i c s   t ha t  Governor Carli i s  r e f e r r i n g   t o .  
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But t h e   r e a l   p o i n t  i s  t h i s :  Whoever s a i d   t h a t  banks  were  supposed 
t o  be  popular? What we demand from  banks i s  not   popular i ty   bu t   sa fe ty .  
Because I l i v e  somewhat i n t e rna t iona l ly ,  I have  accounts i n  banks i n  
France ,   in   the   Uni ted   S ta tes ,  and in   Swi tzer land .  I i n t e n d   t o  show the  
l i s t  of t hese  banks t o  Governor Carli.  And i f  he t e l l s  me t h a t  any of 
them i s  p o p u l a r   w i t h   h i s   c i r c l e   o f   c r i t i c s ,   t h e   f i r s t   t h i n g  I am going 
t o  do i s  t ake  my money out .  But I am qui te   sure  I w i l l  not  have t o  do s o .  

You a l l  know that  banking i s  by na ture  a conservat ive  industry,  which 
it must be  because it works with  other   people 's  money; it operates  on nar- 
row margins  of  gain  and it i s  unable t o   r i s k   l a r g e   l o s s e s .  Now,  we have 
been passing  through a ve ry   d i f f i cu l t   pe r iod   o f   h igh   i n f l a t ion  and t h e  
r e p e r c u s s i o n s   o f   t h e   o i l   c r i s i s ,   i n  which qu i t e  a few banks  had somewhat 
higher   loan  losses   than  usual .  But t h i s  was not  because  they had  been 
t r y i n g   t o   b e   p o p u l a r ;  it was because  circumstances  arose  that  were not 
only  unforeseen  but  unforeseeable. Of course,   every  day's  earnings  of 
interest   count   with banks  because  every  day  they  incur  interest and 
opera t ing   cos ts  on t h e  money they  hold.  So ,  they want t o   l e n d .  But they  
want t o   l e n d   s a f e l y .  There i s  a book coming o u t   l a t e r   t h i s  month by t h e  
d i r ec to r   o f  a consortium bank i n  London, Steven  Davis,   enti t led The Euro- 
Bank, which I recommend t o  any of you i n t e r e s t e d   i n   t h i s   s o r t   o f   t h i n g .  
Mr. Davis  has  training  in  economics,  but he wr i tes   here   f rom  the   p rac t ica l  
standpoint  of bank  managers. You w i l l  s ee   c l ea r ly   t he   g rea t   e f fo r t s  banks 
take  to   inform  themselves   about   their   borrowers ,   to   set   proper   guidel ines  
f o r   t h e  management of t h e i r   a s s e t  and l i a b i l i t y   s t r u c t u r e ,  and t o  make 
the i r   ope ra t ions   p ro f i t ab le .  There i s  not a word i n   t h e  book about 
popular i ty .  

I may r e l a t e  a s t o r y   t h a t  i s  r e l e v a n t   t o   t h i s   p o i n t  which  concerns 
t h e  Chairman of  the  Federal  Reserve  Board,  Arthur  Burns. It happened i n  
1974, when monetary  policy was ve ry   t i gh t   i n   t he   Un i t ed   S t a t e s   i n  an  ef- 
fo r t   t o   cu rb   i n f l a t ion - -an   e f fo r t  which tu rned   ou t   t o   be   qu i t e   success fu l .  
It happened t h a t   t h e  chairman  and the   p res ident   o f  a l a r g e  bank came t o  
see Chairman Burns. They s a i d ,  "AS you know, Mr. Burns,  problems  of  bank 
l iquidi ty   are   ar is ing  because  of   your   very  t ight   monetary  pol icy,  and we 
would l ike   your   assurance   tha t ,   i f   our  bank runs i n t o   l i q u i d i t y   d i f f i -  
cul t ies ,   the   Federal   Reserve as the   l ender  of l as t  r e s o r t  w i l l  give  us 
f u l l   s u p p o r t .  " Mr. Burns s a i d   t o  them,  "Gentlemen,  your  duty as the   top  
o f f i c e r s  of  your  bank i s  to   p ro tec t   the   in te res t s   o f   your   s tockholders  
and the   so lvency   of   your   ins t i tu t ion .   I f  you do t h a t ,  you need  have no 
concern  about  the  Federal  Reserve  carrying  out i t s  duty. But , i f  you do 
not  protect   the  bank's  solvency, I w i l l  be  happy t o   d i s c u s s  any l i q u i d i t y  
problem  of  your  bank  with  your  successors." Now, t h a t  i s  t h e   r i g h t  a t t i -  
tude   for  a central   banker .  

A t  one p o i n t   i n   h i s   l e c t u r e  Governor Carli mentions t h a t   o f f i c i a l  
surveillance  of  banks  has  never  reached beyond the  boundaries   of   nat ional  
i n t e r e s t s .  I am su re   t ha t  he d id   no t   in tend   tha t   s ta tement   to   be  mis- 
understood,  but I want t o  be s u r e   t h a t  it i s  not .  Bank surve i l lance  i s  
not aimed at na t iona l   i n t e re s t s   bu t  a t  t h e   i n t e r e s t s   o f  anyone who has 
p u t   h i s   t r u s t   i n   t h e   i n s t i t u t i o n .  When the   Her s t a t t  Bank or the   Frankl in  
National went broke,   the   losses  were no t   on ly   f e l t  by German o r  American 
na t iona l s ;   t he re  were plenty  of   foreign  nat ionals  who l o s t  money as well. 
And  we expec t   t he   su rve i l l ance   au tho r i t i e s   t o  do t h e i r   b e s t  t o  p ro tec t  
them.  This i s  a l l  t h e  more necessary when t h e   l a r g e  banks of many coun- 
t r i e s  have considerable   operat ions  outs ide  their  own count r ies .  
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I want t o  comment  now on two aspects  of  monetary  reform. 'You see  
t h a t  Governor Carli i s  not happy about how the  reform  has  turned  out.  
Well ,   neither a m  I .  But I t h i n k   t h a t  we a r e  unhappy about somewhat d i f -  
fe ren t   th ings .  A s  he   s ays ,   t he   f i na l   ob jec t ives  of the  reform were t o  
r e s t r i c t   t he   u se   o f   t he   do l l a r  as a reserve  , in te rvent ion ,  and s e t t l e -  
ment currency;  to  eliminate  gold  from  the  system;  and t o   s u b s t i t u t e  a 
reserve  instrument,  SDRs, c rea ted  by t h e   a u t h o r i t i e s .  Of course,  it 
was easy enough to   e l imina te   go ld  by decree s o  t h a t   n e i t h e r   t h e  IMF nor 
t h e  U.S. Treasury would be  buyers  of last  r e s o r t .  

To r e s t r i c t   t h e   d o l l a r ,  however, i s  qui te   another   th ing .  The d o l l a r  
did  not  become the   reserve  and intervention  currency  of  the  system  be- 
cause  the  United  States  willed it t o  be so  o r  because it was so arranged 
i n   t h e  IMF Art ic les   o f  Agreement. Not a t  a l l .  Rather ,   the   pos i t ion   o f  
the  dollar  developed  naturally  because  of i t s  enormous convenience t o  
both  central   banks and t h e   p r i v a t e  economy. This  convenience  derived 
from the   f ac t   t ha t   t he   sho r t - t e rm  do l l a r  market i s  a f r e e  and  open mar- 
ke t  and  from t h e  huge s i z e  of t he   do l l a r   fo re ign  exchange market, which 
can   readi ly   absorb   l a rge   cen t ra l  bank t ransac t ions .  The whole i d e a   t h a t  
t h i s  convenience  could  be  nullified by the  reformers  of  the  system  merely 
by wr i t ing  down t h e   o b j e c t i v e   o f   r e s t r i c t i o n   i n   t h e  new IMF Ar t i c l e s  shows 
tha t   t he i r   concep t ion  of the  system was a fantasy.  A s  Governor Carli 
s a i d ,   t h e  Common Market coun t r i e s   a t t empted   t o   i n s t i t u t e   an   i n t e rven t ion  
and sett lement  system  in which the   use  of  t h e   d o l l a r  was r e s t r i c t e d .  The 
Uni ted   S ta tes   ra i sed  no objec t ions ,   bu t   the   sys tem  las ted   on ly  a few  months 
u n t i l   t h e   d o l l a r  was reinstated  because it was convenient t o   t h e  Common 
Market countries  themselves.  

I may mention t h a t  I suggested t o   t h e   U n i t e d   S t a t e s  a t  one po in t   t ha t  
it l i m i t  t h e  placement  of do l l a r s  by some c e n t r a l  banks i n   t h e  New York 
market so as to   fac i l i t a te   the   ad jus tment   o f   the   d i sequi l ibr ium  in   in te r -  
na t iona l  payments.  This would obviously  have  benefited  the  United  States 
because  foreign  holdings  of U.S. T r e a s u r y   b i l l s  and i n t e r e s t  payments t o  
abroad  would  have  been  lower. I was never   to ld  why t h i s  obvious  device 
was no t   r e so r t ed   t o ,  even  though i t s  use was sanctioned by the   p rac t i ce  
of  other  monetary  authorit ies.  I f e e l  sure, however, t h a t  it was not  be- 
cause of  narrow n a t i o n a l   i n t e r e s t s ;  most l i k e l y   t h e  temporary  advantage 
was waived in   the  interest   of   avoiding  controversy  and  avoiding a posture 
of   pu t t ing   p ressure  on our   t rad ing   par tners .  

Another  aspect  of  the  use  of  the  dollar as the  reserve  currency i s  
t h i s :  Where e l se   can   the   reserves  go? Central  banks  are  obviously  not 
i n t e r e s t e d   i n   p l a c i n g   t h e i r   f o r e i g n   a s s e t s   i n  weak currencies  o r  i n  coun- 
t r i e s   s u b j e c t   t o   p o l i t i c a l   d i s t u r b a n c e .  And as fo r   t he   s t rong   cu r renc ie s ,  
c e n t r a l  bank  holdings  of them a re   s eve re ly   r e s t r i c t ed  by t h e i r  monetary 
au thor i t ies .   This  i s  the   case   for  example with  the  deutsche mark, t h e  
Netherlands  guilder,  and  the  Swiss  franc--and  for  the  very good reason 
t h a t   t h e   f o r e i g n  exchange  markets in   those   cur renc ies  are too  narrow t o  
handle  the huge volume of c e n t r a l  bank inf lows   tha t  would sure ly  come 
about i f  t h e r e  were no r e s t r i c t i o n s .  All of you in   Swi tzer land  know t h i s  
problem  very  well;   free  central  bank a c c e s s   t o   t h e  Ziirich  market would 
push t h e  Swiss  franc  through  the  roof,   to  the  great  detriment  of  Swiss 
industry.  And c e n t r a l  banks a r e   j u s t  as smart as p r iva t e   i nd iv idua l s ;  
they do not want t o  pay a high  penalty  to  keep  funds  in  Swiss  banks when 
they  can  get  a reasonable   ra te   o f   in te res t  by hold ing   the   funds   in   do l la rs .  

Well,  of  course,  there was t h e   o t h e r   p o s s i b i l i t y ,  mentioned by Gov- 
ernor Carli, of SDRs crea ted  by t h e   a u t h o r i t i e s .  The answer t o   t h a t  i s  
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quite   s imple:  it was t r i e d  and it did  not  work. The surp lus   count r ies  I 

jus t   d id   no t   rush   forward   to   f i l l   in   the i r   ba lance   shee ts   wi th  SDRs t o  
the   ex ten t   t ha t   t hey  have  done wi th   do l la rs .  And  who can  blame  them 
when what stands  behind  the SDR i s  j u s t   n o t   e q u a l   t o   t h e   f i n a n c i a l  
s t r eng th  and  good f a i th   o f   t he   Un i t ed   S t a t e s ,  which stands  behind  the 
do l l a r?  

I be l i eve   t ha t   t he  SDR, proper ly   cons t i tu ted ,  was a good idea  and 
could  have become a use fu l  monetary f a c i l i t y .  But it was not  properly 
cons t i tu ted  when it was trumpeted as a f iduc iary   reserve   asse t  which did 
not  need a cor responding   reserve   l i ab i l i ty .  Of course ,   sovere ign   s ta tes  
could do i t - -without   going  to   ja i l - -but  it w a s  no t   the  way t o   g e t   c o n f i -  
dence i n   t h e  SDR. 

There  were,  however, two other   c i rcumstances  that  worked aga ins t  
the  sol id   es tabl ishment   of   the  SDR. The f i rs t  was t h a t   t h e   f a c i l i t y  was 
a c t i v a t e d   i n  1970 when t h e r e  was a major   d i sequi l ibr ium  in   in te rna t iona l  
payments  and i n   t h e   s t r u c t u r e   o f  exchange r a t e s .  It was obvious t h a t  a 
break was coming and I caut ioned  the Group of Ten Deputies t o   h o l d   o f f  
wi th   the  SDR unt i l   the   ad jus tment  had  been  brought  about  because  activa- 
t i o n  under the  exis t ing  imbalance would r i s k   d i s c r e d i t i n g   t h e  SDR. But 
I suppose t h a t   t o   c o n v i n c e   t h e  market t h a t   t h e   a u t h o r i t i e s  were in   charge  
of t h e   s i t u a t i o n ,   t h e   d e a l  was made. The only   t rouble  was t h a t   t h e  au- 
t h o r i t i e s  were no t   i n   cha rge   o f   t he   s i t ua t ion ;  market  forces  took  over, 
and the  SDR suffered  in  consequence. 

The second  condition  that  worked aga ins t   t he  SDR was t h e   p o l i t i c a l  
p r e s s u r e   t o   t u r n  it i n t o  a k i n d   o f   g i f t   c e r t i f i c a t e .  That i s  one of 
those  nicely  pr inted  pieces   of   paper  you  might ge t   for   your   b i r thday  
which allows  you t o  choose  anything  you want at the  department  store up 
t o  i t s  declared amount o f ,   s ay ,  100 f rancs .  O f  course,  the  department 
s tore   t akes   the   p recaut ion   of   co l lec t ing   cash  money i n  advance,  while a 
country  which  receives an SDR f o r  i t s  exports  collects  what? A g i f t  
c e r t i f i c a t e .  There i s  here   the   o ld  dichotomy  between r e s e r v e s   t o  spend 
and r e se rves   t o   ho ld ,  a f a v o r i t e   d i s t i n c t i o n  which was always made by a 
former  President  of  the BIS, Dr. Holtrop. A g i f t   c e r t i f i c a t e  i s  qu i t e  
acceptable as a reserve   to   spend ,   bu t  it j u s t  happens t o  have c e r t a i n  
shortcomings as a r e se rve   t o   ho ld .  

A l l  t h i s   l e a d s  us t o   t h e   d i f f i c u l t  problems tha t   a rose  from t h e  
l a r g e   i n c r e a s e   i n   t h e   p r i c e  of o i l   t h a t  was imposed a t  t h e  start of 1974. 
I remember the  meetings  of Working Party No. 3 of   the OECD and  elsewhere 
that  discussed  those  problems,  and two important  conclusions  were drawn. 
The f i r s t  was t h a t ,   a p a r t  from t r y i n g   t o   s a v e  on the  use  of   energy and 
of   ge t t ing   r id   o f   non-o i l   def ic i t s ,   count r ies   should   no t   a t tempt   an  
abrupt  adjustment  of  their   oil- induced  deficits   in  external  payments.  
They should  avoid  controls on non-oil  imports  and  any  adjustment by com- 
pe t i t ive   deva lua t ion ,   because   such   po l ic ies  would l e a d   t o  a downward 
spiral   of   world economic a c t i v i t y  and of employment. 

It followed  from t h i s   t h a t   t h e   o i l   d e f i c i t s  would have t o  be financed, 
perhaps  par t ly  from reserves,   but  mostly by  borrowing. And so t h e  second 
question was: Who would do the  lending?  Well ,   the   major i ty  view was t h a t  
fo r   t he   l a rges t   sha re  it should  be  the  pr ivate   f inancial   system  because,  
you s e e ,   t h a t  was where t h e  OPEC count r ies  were placing  the  bulk of  t h e i r  
surplus  funds.  And t h a t  is the  main explanat ion  for  a l l  t h e   b i l l i o n s  of 
t h i s  and b i l l i o n s  of t h a t  which  Governor Carli c i t e d   f o r   u s .  He s a y s  t h a t  



the   mis t rus t   o f   the  commercial  banks der ives  from the   f ee l ing   t ha t   t hey  
have  appropriated  too  large a share  of  monetary  sovereignty,  and.1  agree 
with him in   no t   subsc r ib ing   t o   t ha t   i n t e rp re t a t ion .  The f a c t  i s  t h a t  
t h e  commercial  banks  have no monetary  sovereignty,  which i s  a n   a t t r i b u t e  
of t h e   c e n t r a l  bank  and the  government  which stands  behind it. 

You  may remember that  the  Chancellor  of  the  Exchequer,  Denis  Healey, 
proposed  an IMF o i l   f a c i l i t y   o f  SDR 30 b i l l i o n ,   b u t   t h e   i d e a  was s t i l l -  
born  because  the OPEC countr ies   did  not  want t o  put   up  anything  l ike  that  
amount. Even wi th  t h e  more modest o i l   f a c i l i t i e s   n e g o t i a t e d  by 
Mr. Witteveen,  about a quarter   of   the  money  came from non-OPEC count r ies :  
Canada,  Belgium, the  Federal   Republic  of Germany, the  Netherlands,   Switzer- 
land ,  Norway, and Austr ia .  All i n  a l l ,  there   has   been  qui te  a l o t   o f  f i -  
nancing  from o f f i c i a l   sou rces ,   o f  which t h e   r e c e n t   f a c i l i t i e s   t o   I t a l y  
and Great   Bri ta in  are only   the  la tes t  examples. 

A s  t o   t h e   p r i v a t e   f i n a n c i n g ,  Governor Carli seems surpr i sed  by t h e  
l a rge   sha re   t ha t  came through U.S. banks  and the i r   fore ign   branches .  But 
where e l se   could   the   funds  come from?  Foreign  lending by t h e  Swiss  market 
has  been enormous i n   r e l a t i o n   t o   t h e  s i z e  of  the  country,   but  Switzerland 
i s  a small country. German and  Dutch  banks  have a l s o  been ac t ive   fo re ign  
lenders  ; but  again  they  cannot  measure up t o   t h e  s i z e  of   the U.S. banks l 
resources--which  have  been  fed  not  only by  American money but  by money 
from  around t h e  world. I do n o t   h e s i t a t e   t o   c r i t i c i z e   t h e   U n i t e d   S t a t e s  
when the   fac ts   warran t  i t ;  i n   t h i s   m a t t e r ,  however, I must say   tha t   the  
ac t ion   of   the  U.S. banks,  taken at t h e i r  own r i sk ,   has   g iven   suppor t   to  
t he   i n t e rna t iona l  economy through a ve ry   d i f f i cu l t   pe r iod .  

I n   t h e   l a t t e r   p a r t   o f   h i s   l e c t u r e ,  Governor Carli has  touched on 
some of t h e  problems  of  Italy. It i s  qu i t e  & l a  mode nowadays t o   d i v i d e  
countr ies   into  developed  countr ies  and developing  countries,  and I f u l l y  
r ecogn ize   t he   u t i l i t y  of t h a t   d i v i s i o n   f o r   c e r t a i n   v i t a l  problems--such 
as economic a s s i s t ance  and raw mater ia l   pr ices .   For  what concerns  us 
here ,  however, it i s  of  equal  importance to   d iv ide   coun t r i e s   i n to   t hose  
who s t rugg le   fo r  monetary s t a b i l i t y  and  those whose e f f o r t s  are l e s s  
conspicuous i n   t h a t   r e s p e c t .  You f i n d  many developing  countries  in  the 
f irst  group,  having  strong  currencies,  as you f ind  some developed  coun- 
t r i e s   i n   t h e  second  group,  without  sufficient  cohesion and d i s c i p l i n e   t o  
make a h igh   g rade   i n   t he   t e s t  of  monetary s t a b i l i t y .  

And, un fo r tuna te ly ,   i n   t he  las t  few years we f i n d   I t a l y   i n   t h a t  
group. Our beloved  I ta ly!  Most everyone i n   t h i s   a u d i e n c e  , I am sure ,  
has   f e l t   t he   g rea t   h i s to r i ca l   con t r ibu t ion  of I t a l y   t o   o u r   c i v i l i z a t i o n  
and the  happiness of ho l idays   in  i t s  heart-warming  atmosphere. Fe t tuc in i  
Alfred0  and  an  espresso on t h e  Via Veneto! Where i s  th i s   g rea t   coun t ry  
today? I completely  agree  with Governor Carli when he c i t e s  Governor 
Wallich as t o   t h e  need f o r   e n t e r p r i s e s   t o  show an  adequate  profit  margin 
i f   t h e y  are t o   p r o g r e s s  and be a b l e   t o   r a i s e   t h e   c a p i t a l   t o   p r o v i d e   j o b s .  
And I agree  with him also  about  the  evil   of  obliging  the  banking  system 
t o   f i n a n c e  any  and a l l  def ic i t s   o f   the   publ ic   sec tor .   Exper ience  has 
cer ta in ly   demonst ra ted   in  many count r ies   tha t  when t h e   c e n t r a l  bank i s  
obl iged  to   cover   the  government 's   def ic i t  it l o s e s  i t s  power t o  be a 
check on inf la t ionary   f inanc ing .  

I can  understand  that  Governor Carli was r e l u c t a n t   t o   e l a b o r a t e  a l l  
o f   I t a ly ' s   p re sen t  problems.  There i s  a l ack  of d i s c i p l i n e   t h a t  goes 
much beyond  monetary d i s c i p l i n e .   P o l i t i c a l   u n c e r t a i n t i e s ,   d i s r u p t i v e  
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l abor   re la t ions ,   adminis t ra t ive   inef f ic iency ,  huge d e f i c i t s   i n   t h e   p u b l i c  
s ec to r  and the  balance  of  payments,  with  the Bank o f   I t a ly   s t rugg l ing  al- 
most a lone   t o   ge t  a g r i p  on t h e   s i t u a t i o n .  But it takes  more than   t he  
Bank o f   I t a l y ' s  monetary  powers to  solve  the  country's   problems.  Other- 
wise,  Governor Carli would have  solved them--or Governor Baffi would  Solve 
them today . 

Governor Carli diplomatical ly   refrained from  drawing f o r   u s   t h e   f u l l  
lessons  of   recent   I ta l ian  experience.  But I may c lose  by t e l l i n g  you i n  
simple words  what t h a t   l e s s o n  i s :  Do not do it! 

MR. WALLENBERG: Thank you, Dr. G i l b e r t ,   f o r   y o u r   c o n t r i b u t i o n   t o   t h i s  
very   in te res t ing   subjec t .  You c e r t a i n l y  have  taken  the  opportuni ty   to  
widen it and make it s t i l l  more i n t e r e s t i n g .  We a r e   g r a t e f u l   f o r   t h a t .  
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Questions and Answers 

Following  the  formal  presentations and a shor t  
intermission , Dr. Carli answered wri t ten  quest ions 
from the  audience.  

GUIDO CARLI: I have  several  questions,  each  of  which  requires a 
speech, I have  not   the   t ime  to   prepare a speech f o r  each  question, and 
I do .not   be l ieve  that  you a r e   p r e p a r e d   t o   l i s t e n   t o  any more speeches. 
I have  organized  the  questions  according  to  the matters they  refer t o .  
I w i l l  begin by  answering t h e  f i r s t  group  of  questions  concerning the 
function which has been  performed  by  the  private  banking  system. 

F i r s t ,  my view i s  t h a t ,   i n  the  absence  of  concerted  action by t h e  
authori t ies   in   recent   t imes,   the   banking  system  has   taken  over   an  area 
of the  f inancial   system  of  both  the  public and the  pr ivate   sectors   which,  
i n   t h e   p a s t ,  was occupied  by  long-term  markets  and o f f i c i a l   i n s t i t u t i o n s .  
When I described the evolution I d id   no t   i n t end   t o   c r i t i c i ze   t he   behav io r  
of the  pr ivate   banks.  I had no in t en t ion  of c r i t i c i z i n g  anybody; I was 
mere ly   descr ib ing   fac ts .   I f  I had i n t e n d e d   t o   c r i t i c i z e  anybody, it was 
more the  public  sector  than  the  private  sector--in  other  words,   the  sec- 
t o r   t o  which I belonged f o r  many years .  When I mentioned t h e   p o s i t i o n  
occupied  by  the  dol lar   in   the  internat ional   monetary  system, I did  not  
imply t h a t  it was e i t h e r  good or bad. You  may remember, Mil ton,   that  one 
evening many years  ago,  possibly when Dr. Holtrop was our Chairman, we 
were d iscuss ing   the  problem  of what kind of  monetary  system we had. I 
answered t h a t  I ,  myself ,  a m  on a do l l a r   s t anda rd .   The re fo re ,   i n   t h i s  
r e spec t ,  I have  not  been much surpr i sed  by  what has  happened. I do be- 
l i e v e  t h a t  at tha t   t ime many of our colleagues  thought that  it was s t i l l  
p o s s i b l e   t o  move from t h e   d o l l a r   s t a n d a r d   t o  some other   s tandard.  I d id  
no t ;  I thought   tha t   the   do l la r   s tandard  was a necess i ty .  If it was good 
or bad, I do not know, but I t h i n k   t h a t  what happened was an  accelerat ion 
of  the  transition  of  the  monetary  system  toward a dol la r   s tandard .  This 
happened a f t e r  a year  during  which, t o   d i f f e r i n g   e x t e n t s ,  most of  us 
preached  of   the  necessi ty   of   l iberat ing  the  internat ional   monetary  system 
from the  domination  of  reserve  currencies.  

Second, I be l ieve   tha t   the   in te rvent ion   in   the   banking   sys tem was a 
necess i ty  and I believe--answering a long  question by Dr. Emminger--that 
it i s  the  function  of  the  banking  system  to  f inance  the  expansion  of  in- 
t e r n a t i o n a l  trade. It seems t o  me t h a t  what has happened in   recent   years  
i s  that  the  banking  system  has  not  only  f inanced  international  trade  but 
has   a l so   f inanced   the   t ransfer   o f   rea l   resources  from ce r t a in   coun t r i e s  

- 20 - 



t o   o t h e r   c o u n t r i e s .  And, it seems t o  me, tha t   perhaps   tha t  i s  t h e  func-, 
t i o n  of capi ta l   marke ts .   In  t h i s  respect  I be l ieve  that  t h e  banking 
system has extended i t s e l f   t o  an a rea  which i s  not   the   p roper  domain 
of  commercial  banks. 

What I in tended   to   say  i s  t h a t  t he  evolution that  has taken  place 
recent ly  has made t h e   i n t e r n a t i o n a l  monetary  system more vulnerable .  
The quant i ty   of   l iquid  funds has grown, as a consequence  of  the means by 
which structural   imbalances  have  been  f inanced:  in th i s  respec t  it seems 
t h a t  the  system has become more vulnerable.  

Here t h e  problem arises of the consequences  of movements of  funds 
i n  a system i n  which the   quant i ty   o f   l iqu id   funds  has increased as a 
counterpar t   o f   the   f inanc ing   of   the   t ransfer   o f   rea l   resources .  To what 
extent  have the consequences of movements of  funds  been  absorbed by f luc-  
tuations  of  rates  of  exchange,  and t o  what extent  do they  have t o  be ab- 
sorbed? To what extent  do they have t o  be  financed by t h e  in te rvent ion  
of the a u t h o r i t i e s ?  Here I believe tha t  t he   pos i t i ons   o f   coun t r i e s  whose 
exports are l e s s   s e n s i t i v e   t o   v a r i a t i o n s   i n  exchange r a t e s   a r e   d i f f e r e n t  
from those  of countr ies  whose exports   are  more s e n s i t i v e .  It seems t o  me 
that  the  experience  of t he  j o i n t   f l o a t  shows t h a t ,  not  only  because  of 
divergences  in  t he  r a t e   o f   i n f l a t i o n   i n   v a r i o u s   c o u n t r i e s ,   b u t   a l s o  be- 
cause some c o u n t r i e s   p a r t i c i p a t i n g   i n  t ha t  experiment  have  exports  which 
are more s e n s i t i v e  and o the r s  have  exports which a r e  less s e n s i t i v e   t o  
v a r i a t i o n s   i n   t h e   r a t e s  of foreign  exchange,  the  system  could  not l as t .  
The experience  of the French  f ranc  in  the joint   f loat--going  out ,   going 
i n   a g a i n ,  and then  going  out  again--1  think  demonstrates that  i n  Europe 
there are countr ies  which a r e   i n   d i f f e r e n t   p o s i t i o n s ,  and I be l ieve  t h a t  
Dr. M i n g e r ' s   q u e s t i o n  i s  influenced by the   s t r eng th   o f   t he  German econ- 
omy and by the   s t rength  of i t s  exports.  

Then there  are  questions  concerning  the  influence of the  extension 
of t he   c red i t   t o   t he  public sector  at   the  expense of c r e d i t   t o   t h e  pro- 
ductive  sector  extended by commercial banks. m view,  which i s  c e r t a i n l y  
influenced by the   I t a l i an   expe r i ence ,  i s  t h a t ,  f i r s t ,  i f  the d e f i c i t  of 
the  publ ic   sector   goes beyond c e r t a i n  limits, the  c e n t r a l  bank i s  con- 
f ronted by the  dramatic  dilemma of  whether t o  permit   the   f inancing  of   the 
d e f i c i t   i n   t h e  market--and t h e r e b y   l e t   i n t e r e s t  rates soar  without limits 
and crowd out the  amount of c r e d i t   a v a i l a b l e   t o   t h e   p r i v a t e   s e c t o r - - o r   t o  
f inance  port ions  of  the d e f i c i t  by  expanding t h e  monetary  base. But when 
t h e   c e n t r a l  bank  allows  the  f inancing  of  the  deficit  by  expanding t h e  
monetary base, it Loses cont ro l   o f  the creat ion  of  it; and t h e r e f o r e ,   i n  
the  end, it i s  not the c e n t r a l  bank that loses   cont ro l - - i t  i s  the s t a t e ,  
it i s  t h e  government, it i s  the  cornuni ty  t ha t  l o ses  i t s  sovereignty,  be- 
cause  the  establishment of the   quant i ty   o f  money which during  centur ies  
was an  expression  of  sovereignty no longer  remains so.  And i f  the amount 
o f   t h e   d e f i c i t  of t h e  public  sector  goes  out  of  control,  what it means i s  
tha t  the process  of  creation  of money gets   out   of   control .  And u l t ima te ly ,  
it i s  t h e  community t h a t  l o s e s  i t s  sovereignty.  

Second, in   the   course   o f   f inanc ing  the  def ic i t   o f   the   publ ic   sec tor ,  
t he  cent ra l   bank ,   in   o rder  t o  p r o t e c t   t h e  bond marke t ,   s teps   in  w i t h  mea- 
sures  aimed a t  extending  the  obligation  of commercial banks t o  take over 
in   va r ious  forms--purchasing  of  bonds, coBff ic ient  de tresorie-- to  t h e  
extent  that  t h e   c e n t r a l  bank s t eps   i n   ob l ig ing  commercial  banks t o   f i n a n c e  
la rger   por t ions   o f  t h e  p u b l i c   d e f i c i t  at the  expense  of the p r i v a t e   s e c t o r ,  
t h e   c e n t r a l  bank lo ses   t he   poss ib i l i t y   o f   con t ro l l i ng  the  monetary  flows 



through  the  system. But a t  t h e  same time--and t h i s   j u s t i f i e s   t h e   t i t l e  
of my speech-- this   leads  to  a concentrat ion  of   a t tacks on banks.  This 
i s  t h e  I ta l ian experience:   that  commercial  banks  have  been obliged  re- 
cen t ly ,  even las t  week, by decis ions  taken by t h e   a u t h o r i t i e s ,   t o  con- 
cent ra te   h igher  and h igher   por t ions   o f   the i r   asse ts   in   the   f inanc ing   of  
the  Treasury.  The consequence  has  been  that  public  opinion  has  turned 
against   the   banks,   and  there  i s  the  danger  that   such  an  attack  might 
have the   e f fec t   o f   aggrava t ing   the   v ic ious   c i rc le :   h igher   def ic i t   in  
the  publ ic   sector ,   h igher   f inancing by  expansion  of  monetary  base ( i n  
case  such  expansion  has  been  restricted),   greater  intervention by t h e  
bond market ( i n   c a s e   t h e  bond market  does  not  respond) , and g rea t e r  
in te rvent ion  by the  banks. A t  t h e   r o o t   o f   t h i s  problem--and I th ink  it 
was beyond t h e  limits of my speech--I  have  not  analyzed  the  sources  of 
t h e   p u b l i c   d e f i c i t   i n   t h e   v a r i o u s   c o u n t r i e s .  But t o   t h e   e x t e n t   t h a t   t h e  
def ic i t   wi th   respec t   to   the   g ross   na t iona l   p roduct  grows  more  and more, 
and t o   t h e   e x t e n t   t h a t  it i s  generated by current  account  expenditure, 
t h i s  simply means t h a t   t h e r e  i s  a destruction  of  savings.   There i s  a 
g rea t e r  and greater  portion  of  savings  which,  instead  of  being  trans- 
formed in to   va r ious  forms  of  investment, i s  transformed  into  expendi- 
ture--current   expendi ture .   Therefore ,   there  i s  no t echn ica l   dev ice   t ha t  
can   so lve   t h i s  problem. The intervention  of  the  monetary  authorit ies 
might of fe r   over   t ime  var ious   so lu t ions   to  making the  impact l e s s  heavy, 
b u t   i n   t h e   e n d ,   i f   t h e   p u b l i c   d e f i c i t  on current  account  absorbs  greater 
and g r e a t e r   q u a n t i t i e s  of  savings,   this  simply means tha t   the   count ry  
where t h i s  happens i s  condemned t o  decadence. And I t h i n k   t h a t   t h e   f i -  
nancial   in termediar ies ,   whatever   the  devices   they may use,   cannot  sustain 
such a process.  A s  far as we are  concerned, as far as I t a l y  i s  concerned, 
t h i s  i s  t h e  problem. 

Another  problem i s  tha t   t he   des t ruc t ion  of savings  does  not  permit 
investment. For a while it i s  possible   to   f inance  investment  by  import- 
ing  savings from  abroad. What it means i s  t h a t  a count ry   in  which  savings 
are being  destroyed  replaces  savings by importing  savings from abroad. 
It means, t o  quote  myself ,   that   the  country  concerned,  instead  of impos- 
ing   t axes  on i t s  own c i t i z e n s ,  imposes taxes  on the  c i t izens  of   the   neigh-  
boring  countr ies .  

Next,  there i s  a question on the same subject.  The question is.: I f  
governors of central banks  were members of  governments, what wouZd happen? 
I t h i n k   t h e r e   a r e   h i s t o r i c a l  examples  of a governor  being a t  t h e  same time 
a member of t h e  government,  but I do not   be l ieve   tha t ,   based  on our ex- 
per iences ,  I would recommend it. There a r e  a t  p re sen t   coun t r i e s   i n  which 
governors  are a t  t h e  same time members of  the  government,  but  these are 
coun t r i e s   i n  which t h e  economy i s  centrally  planned and therefore   the   c re -  
a t ion  of money i s  kept   within  the limits of   the  plan  es tabl ished by t h e  
p o l i t i c a l   a u t h o r i t i e s .  My personal  conclusion i s  t h a t   i n  a democratic, 
p l u r a l i s t i c  system,  the  solution  should  not  be on the  s ide  of   br ingi .ng 
governors  into government but on keeping  governors as independent as pos- 
s i b l e  from  governments . 

FinaZly,  there is a question  concerning  the position of deveZoping 
countries and the various p o s s i b i l i t i e s  o f  solving  their  f inancia2 prob- 
Zsm8. But here  again I be l ieve  t h a t  it i s  not a quest ion  of   f inancial  
devices--i t  i s  not a question  of one or t h e  other   device  for   consol idat ing 
debts ,  It i s  the  problem  of the  f low  of   real   resources   and  the  extent   to  
which it can  be  organized. And again,  I do be l ieve   tha t   the   var ious  f i -  
nancial devices which may be  expedient would not  solve  the  problem. It 
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i s  the  problem of   rea l   resources ,  and it has t o  be  recognized as such. 
Because I belong t o  a country  that  i s  developed  and  developing a t  t h e  
same t ime,  I am, probably more than   o thers ,  open to   unders tanding   the  
problems  of  developing  countries. And I think  that   perhaps  because  in  
t h e   v a r i o u s   i n t e r n a t i o n a l   i n s t i t u t i o n s   t o o   l i t t l e   a t t e n t i o n  i s  being  paid 
t o   t h i s  problem, the  world  today i s  more divided  than it was before ,  and 
i s  threatened  with  being even more divided between a group  of  countries 
having  prosperity  within  the  country,   having  recovery which  goes more 
t h a n   s a t i s f a c t o r i l y ,  and on the   o ther   s ide ,   count r ies  which  have no pros- 
p e r i t y ,  no recovery,  and which a re   ob l iged   t o   t ake   ac t ions   i n   t he  form of 
import r e s t r i c t i o n s ,  exchange con t ro l s ,  and i n   t h e  end  have to   accep t  a 
r a t e  of  growth  which may not  be  compatible  with  the  maintenance  of  social 
and p o l i t i c a l   s t a b i l i t y .  But again,  I be l i eve   t ha t  i s  a problem  which i s  
outs ide  the  sphere  of   central   banks.  The great  problems of  today  within 
our  countries and i n   t h e i r  mutual   re la t ions more than   eve r   a r e   i n   t he  
purview  of  those who b e a r   p o l i t i c a l   r e s p o n s i b i l i t i e s .  Thank you. 
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Concluding Remarks 

MR. WALLENBERG: Are the re  any more quest ions? If not ,   then  I 
t h i n k   t h a t  we have come t o   t h e  end of the  meeting. As you know, t h e  
Foundation i s  going to   pub l i sh   t he   addres ses  which we have  heard  today 
in  English,  French,  and  Spanish. Will those  of you who are   not  on t h e  
Foundation's  mailing l i s t  please  give  your names and addres ses   t o   t he  
ushers .  And  may I then end by say ing   t ha t  we have  had a most i n t e r e s t -  
ing  afternoon. We have  had soDe thoughtful  suggestions and I must say 
t h a t   t h i s   h a s  been a very good meeting.  Before  terminating, I would 
l i k e   t o   e x t e n d  our thanks  again  to  our lwsts and t o  our  speakers,  and 
t o  all of you who have come here.  Thank you very much. 
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work of  the Group of Ten on t h e  problems  of  the  international  monetary 
system  and  produced two major  essays on t h i s   s u b j e c t :  "The Gold-Dollar 
System:  Conditions of Equilibrium  and  the  Price of Gold" and "The Dis- 
c i p l i n e  of the  Balance  of Payments  and t h e  Design  of  the  International 
Monetary  System,"  which  analyzed  the  relation o f  t h e   g o l d   p r i c e   t o   t h e  
functioning  of  the  system. 

He r e t i r e d  from t h e  BIS at t h e  end of 1975. 
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