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THE FAILURE of the Venice
SUMITT B¥Y Mmade ho Vialdle
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O 1
EvtTyone has agreed on policy

co-crdination-veven thoush only
Japan {ix actually doing any-
thing about f{t=the Louvre
accord on exchange rates is in
’ood order, West Germany s
orecasting stronger growth,
and we arg soidiering on with
the debt problem. Everything,
by implication, will gradually
come right.

This 13 not a mood which will
survive an open-minded reading
of the annual refm of tho
Bank for International Settle.
ments, which makes it plain,
in clear and even witly
langusge, that the world
economic situation Is dejeriorat.
Ing and fraught with grate
visks, and :oims the way to
safer ground,

The centrs! bank governors,
whose collective wisdom it Is
supposed to represent, are no
doubt famlliar with the report.
It should be obligatory reading
for any ministers or senlor
cfficlala who have not yet scen
it. They may find that {t entails
some qulte painful revision of
fixed Idezs, hut In a literary
senge the task should be almost
a pleasure,

he risks are so familiar thst
they need only be listed briefly:
a disorderly collapse of the
dollar, g retreat into protee-
tionism and & cumulative warld
:ﬁcemon. and quite possibly sl
ree. .

Buck-passing

What the BIS stresses is that
the prescnt strategies, relyin
oh  monefaty policy an
exchange market intervention,
cannot for Jong reduce these
risks unless they are supported
by policies which the market
sces ag Jikely 1o set the world
on a path back to ecquilibrium.
This 1z because there I§ no
evidence that lower Interest
ratcs will offser the effect of
declining demand {n the high-
exchange rate gurplus countries,
whilo Intervention against the
wind of market sentiment has
limited credlbillly, It can buy
time only for as long a3 the

market believes that the tims -

{s being uscd constructively.

The curtent debt stralegy s
also designed to buy time, and
the BI§ detects “signs of
fatigue” with it among both
bankers snd debtors. While the

timce has been used to some pun-

posc in terms of debt recon.
struction and the development
of new policles for recovery,
these meagures will work .only

§f the world market is growing:

at a ressonable rate. Mean-
while monctary policy in the
US is partly paralysed by the

.

. the private sector in the US (8

. published,.which may putsthe

risk of lmpos!nag any further '
burden on the debtors.

“The solution, according to the
centrz] bsnkers, must Involve
an active use of flace! policy.
The surplus countries shouid de
stimulsting demand for purely
seifish reasons; thelir economies
have slowed thu-rly, and they
£xce rising unemployment. The
US should be teking active steps
not only to cut itz fiscal deficit,
but to stimulate personal saving.
Recent ovidence zuggests that

doing much more to reduce that
nstional tendency to overspend
income than the Government
har yet achieved.

The stress on enlightened
solf-interest rathor than the
rhetoriec of coondinstion s
shrewd; a2z the report points
out, the sttempt to harmonise
policies often ends in misunder.
standing and trritatlon—and, we .
might add. & great dea) of co. .
erdinated buck-paszing.

Starker language

The message will gtill be
ynpopular in mzny gulrtzn.
because fscal gectitude Is »
general oljective and has all
too often been oversimplified to
mean deficit targeting as the
primary aim of policy. This can
have a deadly effect when
growth and revenues fall ghort
of expectations and govern.
ments respond with deflationery

measures, °
es, one pur-

As the BIS ar
pose of abandon ns fine-tuning
in & period of high infiation was
to restore the cutting edge of
fiscal policy, This i3 & pointless
exerclse Jf the weapon remains
unused when It Is needed.

Ministers may be tempted to
sec the whole report as an exer-
.cise In buck-passing by the cen-
tral bankers and cling to their
doctrines. They should ask
theniselves instead one simple
question: do the facts support
the BIS's gloom over growth;
and ff they do, how can con-
fdence be restored? :

Because the gquestion ix ene
of confidence, rather than of
filling some meagured hole In
world demand, the raquired
policy changes could prove
quite modest; a3 the report
argues; once a change of trend
is vigible, so that private capital
flows will willingly finsnce the
remaining  imbalances, the
correction c¢an proceed. quite
slowly and calmly.

There s dangerously little |.
time, however, to-4nitiate -it: It
can only be hoped that this
report—and others, yet to.bs

waming §astetker latiguage~—
will create the rente of urgency |
at the Septeribes m!“mm‘ée{'
ings which was a0 lacking n
Venjee.  r . e sele ey
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