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Foreword 

It is a privilege to introduce this publication of T.K. Whitaker’s 
Memoir: Central Bank and Government 1969-1976. 

T.K. Whitaker stands among the most consequential figures in 
modern Irish public life. His contribution to the economic 
development of the State, to the quality of public administration, and 
to the shaping of policy through disciplined analysis and principled 
advice is of lasting significance. That contribution extended to his 
period as Governor of the Central Bank of Ireland, during which he 
brought to the institution the same clarity of thought, integrity of 
purpose and deep sense of public duty that had already 
distinguished his earlier career.

2026 marks 110 years since T.K. Whitaker’s birth and 50 years since 
the end of his term as Governor. Those milestones offer a fitting 
occasion to reflect not only on the scale of his legacy, but also on the 
continuing relevance of his work to the conduct of public policy and 
central banking in Ireland.

This Memoir is valuable on several levels.  It is a record of a formative 
period in Ireland’s economic history, marked by profound domestic 
and international change such as inflation, fiscal pressures, 
exchange-rate questions, the challenge of external shocks, and 
continuing debate about the proper relationship between 
government policy and central banking.  But the Memoir is also an 
account of institutional development, showing the Central Bank in 
the process of defining its role, responsibilities and independence 
within the framework of a modern democratic state.  And it is, of 
course, a document of enduring intellectual interest, because it 
reveals Whitaker’s method of careful, rigorous analysis, his respect 
for evidence and his belief that policy should be grounded in realism, 
restraint and the long-term public good.

Readers of this Memoir will recognise Whitaker’s distinctive voice.  It 
is measured but candid, analytical but never detached from 
consequence, and always attentive to the practical demands of 
government and administration. He understood that public 
institutions must work together, but he also understood that they 
serve the State best when they speak honestly, especially at moments 
of difficulty. In that respect, this is more than a historical document. It 
is also a reminder of the value of institutional integrity, intellectual 
independence and public service conducted with courage and 
humility.

I am delighted that we are making this Memoir more widely available.   
In doing so, we are helping to preserve an important part of the 
Central Bank’s own history and of the wider story of economic 
policymaking in Ireland. Contemporary readers can engage directly 
with Whitaker’s reflections on the responsibilities of central banking, 
the pressures of public finance, and the complexities of policy 
formation in a small open economy.

While the text is very much of its time, many of the questions it raises 
remain familiar: how institutions should balance short-term 
pressures against long-term stability, how economic policy can 
respond to shocks without compounding them, and how public trust is 
sustained through competence, candour and  sound judgement. 
Whitaker approached these questions with exceptional discipline and 
seriousness. That is one reason why his work continues to merit 
attention. 

This publication is offered in that spirit, as a contribution to the 
historical record, to informed public discussion, and to a fuller 
understanding of one of the most important public servants in the 
history of the State.

Gabriel Makhlouf 
Governor 
14 May 2026
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CF.'ffl'AL llANK _0 'I) GOVFRl_::\I ;:r, 1969-1 9, ,, 

I. INTRODUCTlON 

The older Central Banks owed their origin Lo a monarch's 

financial need: their first function was to add to the money 

supply. Bul Lhe power of the purse is quickly recognised and 

is enjoyed with all the greater fervour when clothed with 

responsibility. So, as experience grew and understanding 

deepened, Central Banks came to see themselves, and to be 

seen, as controllers of the money supply for the public 

good. They still created money for Governments in times of 

war and difficulty - preferably within a framework of controls 

over incomes and supplies . But , especia lly since the First 

World War, Lhe public have looked to their Central Banks as 

protectors of the currency, as a brake on the present-day 

tend ency of Governments , no less than the Kings of old, to 

debase the value of money by over-spending in relation to 

resources . 

On this view of the Central Bank as part of a system of 

essential checks and balances, a great deal of independence 

had, by the time of the Secona World War, been acquired by 

th e older institutions, or been express ly conceded by statute 

to the more newly estab li shed. In the wake of the War, and 

under the stress of obligations assumed in relation to 

economic growth and full employment , Governments have been 

clawing back power from Central Banks . Illusory equations 

between scarce resources and unlimited aspirations can be 

written only if the supply of money is elastic and its v:il.ue 

continuously declines . Friedman, insisting on a controlled 

supply of sound money, is the great theoretical upholder of 

the independence of Centr:il Banks bul their position for some 

time has been a tense and uneasy one everywhere, as they 

strive to carry out a role which is no longer, in the 

drmocratic context, unambiguous, or even within their 

capacity in a technical sense . Arc they, in Sir Stafford 

Cripp1 s phr:ise, mere creatures of Lhe Government, bound Lo 

1. 



• 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

supply the money required by Government policies; or do th ey 

still have some obligation, exe rcisable withi n a democratic 

constitutional fr a me work , to restrain excesses and protect 

the va l ue of mone y? It i s in the belief that these questions 

and the evolution of the r elationship between Central Banks 

and Governments arc of universal and abiding interest that it 

seems worthwhi l e to review the Irish exper i ence over the 

p eriod 19 69-19 76 whe n 1 was Governor of t he Centra l Bank of Ireland. 

What I h ave se t out to do in this Memoir is to give 

some account of the natur e of th e advice g iven by the 

Centra l Bank to the Government , supplementing in thi s respect 

the published Bu lletins , Reports and Governor's speeches. I 

be lieve this advice to have b ee n generally sound but on this 

I am, of course , in no position to of fe r a ne utral jud gement '. 

The Memoir also dea ls with controve rsial issues, affecting 

the degree of autonomy of the Central Bank , which c ame to the 

fore during my time as Governor , e.g . responsibility for the 

control of cred it, regulation of inte r es t rates, management 

of the external r ese rves. The Memoir is necessa rily se lective 

in the sense that it is conc erne d primarily with argument and 

disput e over policy issues . It omits r efe rence to ma tters of 

consid e rable i mportanc e to the Bank itself, such as the 

ext e nsion of its functions under the 19 71 Act, the es tablishment 

of a printing hou se and mint , and the problems conne cte d 

with the building of its new headquarte rs. I have tried 

to l e t the contemporary r ecords speak for themse lves, using 

only the minimum of narrative a nd commen t to thr ead them 

toge ther . Thi s procedure will, I h ope , prove of some 

benefit to a future historian. 

If at times the Memoir seems narcissistic, I must, with 

apologies, excu se thi s as being unavoidable where so much of 

th e draf ting and wr iting was personal, although on major 

ma tters the subject of discussion and endorsement by the Board 

of the Bank and , at al l t imes, within my understanding, as 

Governor, of the Board's thinking a nd outlook. I bcnefitted 

ereatly from consultation with the sen'.\-Or management on a ll 

imp ortant issues. 

2. 
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I have deliberately not reproduced memoranda of the 

Department of Finance which I received in confidence before 

their submission to Lhe Government . These will be available 

to the historinn in the fi l es of the Department and the Central 

Bank. Sufficient indication i s , however, given of Finance 

proposals to make the Bank's r eactions intelligible. 

Before I was appointed Governor (1 March 19 69) I had spent 

thirty-one years in the Department of Finance, the la s t thirteen 

of these as Secr etary (Civil Service head) of that Department. 

My f irst t ask in the Department had been t he preparation of 

submiss ions to the Government on the recommendations of the 

Bank ing Commission (193 4-38) , one of the most important of 

which favoured the conversion of the Currency Commission into 

a Centra l Bank . I ha d ther efor e seen at close quarters, and 

with an i ns id er' s vi ew of r e l a tionships , the beginnings (1942) 

of the Central Bank and the gradual coming into play of its 

powers and functions. I need not describe thes e developments 

here as they a r e r evi ewe d in Dr. Moynihan's history.* I have 

appended a synopsis which shows that the Department of Finance 

played generally a co-oper a tive, and, at times, an initiating 

role . (See Appendix I) . 

I need only reca ll, because of their particular r e levance 

to my story, the following facts of the situation in the 

Spring of 1969: 

1) Because of the power to treat a "balance in the 

Gener a l Fund" as an asset of the Legal Tender Not e 

Fund, it was poss ible for the Centra l Bank to 

acquire (for the General Fund but with s t erling or 

dollars of the Legal Tender No t e Fund) l arge amounts 

of Iri sh Government securities . It s potentia l to add 

to the money supp ly by providing credit for the 

Government was , therefore , subs t antia l . 

2) In fact , the Central Bank had been sparing in 

providing "lender of la st resort" faci lities , 

whether for banks or Government. Only [3 . 6 million 

of rediscounted Exchequer Bil l s were in the hands of 

- Currency and Central Banking in Ireland , 1922 - 60 . 
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• 
the Centcal Bank on 3 March 1969 and Lhe maximum 

held at any one time previously was [ 15 . 2 million in 

1966 . Apart from Bills , the on l y Cenlral Bank 

finance [or Government outstanding was [20 . 5 million 

of Funding Loan (repaid laler in 1969) . 

3) The Central Bank held official exter nal r eserves 

to the amount of [214 mi llion (equivalent to 4~ 

month s' purchase of imports at the t hen current 

leve l ), whi l e the Associated Banks held "ne t 

external asse t s" of [69 million . In the Autumn 

of 19 69 it was arranged tha t a ll these r eserves 

would be centralised und er the control of the 

Central Bank and this process was completed in 1970. 

4) The direct foreign borrowin,g of the State consisted 

mainly of the Marsha ll Aid Loan and did not exceed 

£55 million in all . The total public debt was 

£900 million. 

5) The Central Bank had only begun the process of 

t aking over (from the Bank of Ireland) the functions 

of banker a nd fiscal agen t to the Government . It 

had not yet been assigned its licensing functions 

(Central Bank Act, 1971) . 

Anothe r significant fact was tha t budgets were prepared and 

settled wi thout any r efer ence to the Central Bank , whose Governor 

was informed in confidence on ly on the morni ng of t he budget of 

its major provisions. 

Anticipating (with pleasure, as it accorded with my own 

wishes) my fort hcoming move to the Centr a l Bank , I wr ote as 

follows to the Minister for Finance (Mr. C. J. Haughey) on 

12 February 1969: 

"Mini ster , 

As the time of departure approaches I have been 
thinking o[ what my role as Governor of the Central Bank 
should be . Thal it should not be one of glum isolation in 
an ivory tower, relieved on l y by the hurling of belated 

4. 
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• 
thunderbolts againsL erring GovernmenLs , I feel quite 
strongly; nnd I Lhink LhnL both you and the Taoiseach 
would favour my ndopting a less frusLrnting and wnGLefu l 
rol e , one involving a more ncLive and useful exercise of 
the knowledge and exper i ence I have acquired in the 
Civil Service. 

This docs mean , however, tha t ther e wi ll have to be 
a f ar more active inLerchangc of informa Lion and ideas 
be t ween the Department of Finance (and other Government 
sources) and the Central Bank tha n has hitherto been the 
practice. I would we lcome this and , indeed, I think it 
essential if the very difficult economic problems facing 
the country ar e to be dealt wi th. It has become on ly t oo 
evident that fiscal policy, monetary policy and incomes 
"policy" (always a misnomer, that) are und ependab l e ; 
they will certainly remain ineffective unless properly 
integrated. 

The Centra l Bank has its special functions and 
responsibilities but these are r e lated to objectives 
(stability of t he exchange value of the currency, a 
reasonab l e balance of payments position, moderation of 
domes tic cost and price increases) normally shared by 
Governments and obviously it is only if the re is full 
co-ope r a tion, based on confidential exchange of in formation 
and argument , that these common objectives have any chance 
of be ing attained. 

As an illustration of lack of communication and policy 
i ntegration in the past , I might instance the practice of 
te l ling the Governor of the Central Bank only on the morning 
of Budget Day wha t are the main features of the budget . At 
that stage , it is too late for him to say anything; yet 
the bud ge t proposals - current and capital - create an 
economic environment in which t~Central Bank has to try 
to opera te a cred it policy consi s tent with the major 
objectives r eferred to above. This just does not make 
sense. The Minister for Finance and the Government do 
not have to t ake the advice of Secretaries or other senior 
Civil Servants, but they r eceive it in time to consider 
it. Neither do th ey have to do what a Governor of the 
Central Bank may advise. But economi c policy, particularly 
demand managemen t, will not be well conceived or oriented 
if the vi ews of the body immediately r espons ible for money 
and credit are not sought or heard at th e formative stage. 

Central Banks, thou gh accorded a good dea l of 
statutory independence, ar e in the last r esort an 
instrument of Government policy. If their separate 
status is justified - that is, if they are to be 
something other than a Department of State - they 
must have considerable independence of day-to-day 
action in relation to monetary and credit policy. 

5. 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

• 
This can work well only (1) if Lhe Central nank 
knows what is happening, and what is contemplated, 
regarding Lhe public finances and economic and 
fiscal policy generally and (2) if certain objectives 
and limits are accepted in common (e.g. that external 
reserves in a particular year should not sag by more 
than a limited amount). Not only should the Governor 
have confidential access to relevant information but 
he should have frequent occasions for discussion 
with the Minister, the Secretary and other senior 
officers of the Department of Finance, and similar 
access to senior personnel in other economic 
Departments and agencies. I would like to feel that 
a new, active, confidential relationship of this 
kind is favoured. 

I would also like, as you know, to maintain my 
interest in North/South affairs, at least to the 
extent of arranging for some studies to be made of 
the economic and financial problems connected with 
any formula or arrangement for the unification of 
Ireland. An Assistant Principal on Mr . Maher's 
side has been working intermittently on this and I 
would be glad if, in the future staffing of the 
Department, provision were made for a continuation 
of such studies under my general direction. 

Needless to say also, I shall be happy to 
undertake any economic or administrative service 
for you or the Government which can be fitted in 
with my job as Governor. I hope to have an 
opportunity of polishing up my economics and later, 
perhaps, of making a fresh study of some of our 
major economic problems . " 

I added in manuscript "Mr. C. H. Murray has expressed 

his full agreement with the views in this minute". The Minister 

wrote "So do I - C .J. H." In fact he added a separate note in 

his own hand in generous, not to say extravagant, terms as follows: 

"Secretary, 

All this goes to prove how fortunate it is 
that we are about to have a wise, skilled, 
progressive Governor take over in the Central Bank. 

The auspices seemed good. 
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II. ADVICE ANO Cel'IMENT, 1969/70 

The "exigencies of the public service" ordained that I was 

to spend my last day in the Civil Service, 28 February 1969, in 

trade negotiations in London . There was a brighter side to this 

day than the prolonged wrangle about the import quota for Irish 

cheese on which the Minister for Agriculture (Mr. Neil Blaney) 

was engaged. We carried away the agreement of the British 

Government to waive the Damage to Property Annuity which Ireland 

had been paying since 1926. This relief was worth [4 million 

and I was particularly gratified because I had unearthed this 

possibility of a cash benefit to top up Britain's meagre trade 

concessions and pressed it successfully on Treasury officials and 

the Financial Secretary, Mr . Harold Lever, M. P . 

The financial year sti l l ran from 1 April to 31 March and 

the first important event confronting me in the Central Bank 

was t he Budget for 1969/70. In his Budget Speech, the Minister 

for Finance was to say that "1968 was the best year in our 

economic history" . Gross Nationa l Product rose by an exceptional 

7%, restoring the average for the 1964-1 968 period to the 4% 

norm , and industr ial production by 11% , with the balance of 

payments deficit on l y £20 mi l lion. But signs of inflationary 

pr essure were already visib l e in the second half of 1968 -

including an upsurge in prites , incomes, public expenditure, 

consumption and imports - and some measures had been taken in 

November 1968 to check excess demand . 

7 . 

Non- agricultural incomes rose by 10\% in 1968 and prices by 

nearly 5%, as compared with 3% in each of the five previous years. 

The devaluation of sterling in November 1967 was beginning to make 

its full impact and, supported byotha: inflationary influences, 

domestic and external, was about to carry the consumer price index 

on the steep upward course which took it to 7.4% in 1969, to an 

annual 81,% on average through 1970 to 1972 and then to 11.4% in 

1973 , 17% in 1974 and the 21% of both 1975 and 1976. It took 

thirty years to halve the value of the 1922 [ but the halving 

of purchasing power process at the 1975/76 rate would take less 

than three years! Fortunately the tide turned and the inflation 

rate was reduced to 14% for 1977 and 8% for 1978. 
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Al the beginning of 19 69 an ominously steep increase in pay 

(over 20%) was accorded to maintenance craftsmen and there was 

widespread apprehension about the consequences for the economy 

if this were to set a headline for general pay revisions. Public 

current expenditure had also been gathering momentum, rising at 

an annual average rate of 12 to 13% over the years 1963 to 1968, 

in contrast with the average real growth of 4% a year in national 

output, with the result that the proportion of gross national 

product taken in taxation was climbing and was already almost 29%. 

8. 

This was the scene in March 1969 and my first message to the 

Minister for Finance by way of manuscript note on 28 March referred 

to the large prospective de ficit on current account which had not 

yet been eliminated in the preparations for the 1969/70 Budget. I 

had been brought up to dat e in confidence about the position and, 

in addition to some specific suggestions on the Agriculture front, 

urged the Minister: 

"This year abm.re all the Government itself must earnestly 
try to avoid raising the price level by indirect taxation 
or adding to wage and salary pressures by direct taxation. 
To bring (current) expenditure down to parity with revenue 
should be the prime, if possible the only, aim" . 

On 16 April, when the budgetary dispositions were (as I 

thought) close to finality, I wrote more extensively and specifically 

to the Minister: 

"I am afraid (from experience) that to start with a balance on 
current account provides no guarantee of ending with one, 
particularly whe n the "cut s " in Estimates have been rathe r 
severe. We have found in the past that some Departments -
especially Agriculture - accept redu ct ions in a Machiavellian 
spirit, knowing that the forces of nature and politics will 
prevent the cuts being r ea lised and, indeed, will r equire 
millions of ex tra money to be found fer "open-e nde d" services. 
The Sword of Damocles of pay increases fo r the public sector 
overhangs the 1969/70 scene and ther e is also the consideration 
that some [2 million of Import Deposit Interest Compensation* 
should strictly be include d with current, rather than capital, 
outlay. 

I would urge, ther e for e , tha t a prospective surplus should 
underlie what may be presented as a n initial ba l a nce or small 
deficit, so that there will be somethi ng s i zeable in hand to 
meet the contingencies ahead . A deduction for "error s " should 
not be a feature of thi s year's arithmetic. 

* This r efer s to the scheme devi sed and introduced, with th e active 
co-opera ti on of the Associated Banks , lo overc ome the import 

depos it r estri tions imp osed by the U.K. - T.K.W. 
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It would be desirable in principle, as a conlribution 
towards quietening the incomes front, not to have any 
Government-sponsored raising of prices Lhrough taxation 
Lhi s year, but, unless this rested on a genuine basis, I 
would prefer to see social welfare or other budgeLary 
concessions kept to a moderate total and paid for by 
notching up a few of the taxes on consumption. I( the 
total addition to expenditure were large (which !leaven 
forefend) I would be in favou r of resort to a direct 
taxation increase. 

My reasons in brief for this attitude are: 

(a) Despite your publicity campaign and the 
ITGWU President's speech, it would be 
taking a big risk to assume that there 
will not be a splurge of substantial 
income increases during 1969 as an 
aftermath of the maintenance men's 
settlement and other pressures. It 
will in any case be a hard slog to 
bring about a lowering of the annual 
increase in incomes from the present 
10 - 11 per cent. to the desirable 
0 - 5 per cent. 

(b) The forecasts both in the Department 
and the Central Bank foreshadow a 
balance of payments deficit of £55 
million in 1969 to be repeated in 
1970. This is more than we can safely 
manage and a bigger effort to control 
it is called for, particularly as the 
growth rate prospect of well over 4 
per cent gives room for this. 

(c) This is the ti~e - before the recent 
propagandist build-up crumbles - to 
try hard to arrest the development of 
an inflationary paychology. This 
requires firm holding down of the 
excessively strong upward trend in 
current public expenditure and 
abstention f rom any significant 
GovernmEllt-sponsored raising of prices 
through taxation. 

(d) To rely too much on credit restriction 
as a corrective would be most unwise as 
it can be crude and inequitable even 
when it is effective and the apparent 
favouring of Government, at the expense 
of private, needs would cause much 
resentment and an adverse political 
reaction. No decision qn the advice to 
be given to Lhe commercial banks has 
yet been taken but the indications are 

9. 
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that gross new credit creation in excess 
of [60 million in 1969/70 could push the 
baL:mce of payments defici.t beyond the 
[50 - 55 million limit. Commercial bank 
liquidity is now so low that to provide 
enough credit to mee t the Government's 
needs , not to mention those of the private 
sector (for which a £60 m. aggregate would 
leave little room), a considerable amount 
of th~ money will, in effect, have to come 
from the Central Bank , through rediscounting 
and otherwise, and at the expense of a running 
down of external r eserves . This can be 
faced only if during 1970 the external 
account is well on the way to r ecovery . 

It is, I think, very important this year to publicise, 
and make effective, a change in budgetary and economic 
strategy aimed at slowing down the rate of increase in 
prices and incomes , making Irish goods and services more 
compet itive,and returning to a more manageable balance 
of payments position. Containing the public expenditure 
rise within the existing high taxation rates is a 
desirable element in such a strategy. So also is a 
radical correction of the general expectation of high 
income increases - not just for the year 1969 but for 1970 
and thereaft er." 

I followed this up with a manuscript note as follows on 

5 May 1979, two days before the Budget was presented to the 

Dail: 

"(1) What you have done to contain the Estimates is 
being undone by excessive budgetary additions, 
the full impact of which won't appear during 
the year. 

(2) As a result, the increase in price-raising 
taxes is too great at a time when moderation 
in new income increases is being sought. 

(3) In a year when the budget should be disinflationary 
the probab le inadequacy of the provisions made 
for CIE, dai-fy produce export loss2s , pay etc. 
is disturbing and should have banished any 
thought of a deduction for "errors"." 

10. 

I made the same points in a personal note to the Taoiseach on 

the same day. But the di e was cast. The budget increased social 

welfare and pensions provi.sions paying for this by indirect tax 

increa ses; personal a llowances for income tax were incr eased and 

and appar ent balance produced with the help of the deduction for 

"error s " criticised in my note. The amounts involved, by later 
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standards nt least, were moderate but they accentuated the 

immoderate rate of increase in public expenditure, prices and 

pay. This was the budget whj_ch granted exemption from income 

tax for earnings derived from work of cultural merit. It was 

also, in fact, a pre-election budget: the Dail was dissolved on 

22 May and in the General Election which took place on 18 June 

the Fianna Fiil Government were confirmed in office. As it 

turned out, one must record failure for this first attempt, 

by way of income tax reliefs and social welfare improvements, 

to prevent the exorbitant maintenance men's pay increase from 

being extended to workers in general. 

The Central Bank issued its credit policy statement on 

2 June. It did so in terms of a ceiling (£75 to EBO million) 

on total additional lending by the Associated Banks in 1969/70, 

specific advice within the general guide-line to be given to the 

various Banks and all being expected to reserve credit "primarily 

for productive purposes , especially, exports, and not to make it 

available 'to finance immoderate consumer spending' " The Bank 

aligned itself with Government policy, as expressed in the 1969 

Budget, by declaring the aim of credit policy to be "to reduce 

the pressure of inflation and while sustaining a high level of 

economic activity, to guard against any major or continuing fall 

in external reserves". The special chapter later devoted to 

11 . 

Credit Policy in the Annual Report revealed a state of dissatisfaction 

with the then effectiveness , coverage and mechanism of control and 

indicated new lines of approach, including a variable liquidity 

ratio and the need to take account of the borrowing and lending 

activities of the non-Associated Banks and of the effect of 

foreign borrowing on net inflows of capital. The special 

dif ficulty associated with the dominance of the overdraft in Irish 

Banking was a lso reco gnised - bank customers being in a position 

for a time to defeat credit restrictions by drawing on the unutilised 

proportion of their overdraft permissions. These were all problems 

to which thought continued to be given and for which more or 

less effective solutions were in time found. 

On the pri.nciple of striking whi le the iron was hot, I wrote 

to the Minister for Finance as follows on 3 July 1969: 
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Personal and Confidential 

Dear Minister 

You will not , I am sure, think it strange that a 
message of congratulation from the Central Bank on your 
confirmation in office as Minister for Finance - which I 
convey with every good wish for your happiness and 
success - should be accompanied by some exhortation as 
well. 

On this occasion, unlike others in the past , the 
new Government is not confronted at once with the need 
to take some drastic financial action. But the 
tolerance already allowed to inflationary forces is 
dangerously liberal and there is , therefore, need for 
determined resistance to any slippage. 

On the credit side, both the overdraft system 
(under which credit creation is to a lar ge and 
unpredictable extent at the discretion of bank 
customers) and the disparities in liquidity between 
the major groups, will create difficulties in securing 
adherence to the Central Bank guide-line but we shall 
do our best to deal with these. 

On the income side, apprehensions are renewed by 
the offer to extend the maintenance men's settlement 
to building workers . 

As regards public expenditure, I expressed to you before 
the Budget the belief that the budgetary additions to 
current expenditure were excessive and the fear that 
inadequate provision for various services would re-open 
the current account deficit and deprive the Budget of 
it s intended disinflationary effect . I instanced CIE, 
dairy produce export losses and pay and there would 
seem to be ground for believing that these and other 
services may cost mi llions more than has been allowed 
for - apart from any possibility ("madness" I would 
prefer to call it) of a further raising of the price of 
milk. 

The general trend in trade so far affords no reason 
for revising downwards the estimate of a deficit of £50 
million or so in the balance of payments. It is most 
important , therefore , that budgetary policy be adhered 
to and that no current deficit be allowed to occur . 
This is so not only because of the broader interest of 
the economy but also because of the problems created 
for your own Department by the coincidence of heavy 
Exchequer requirements for the Public Capital Programme 
of this and coming years with an unprecedently high 
level of interest rates and the imminence of vast 
conversions of previous National 'Loans. A strong 
budgetary position on current account would give you 
some resilience in facing these problems. 

12 . 
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In so far as it might be intended to cover a 

budgetary slippage on current account, I would 
deprecate most strongly the proposed resort to DM 
borrowing. Even if there is no current deficit , 
the operation is questionable. The country is not 
so short of foreign exchange reserves that it must 
r ush to borrow £10m . in a currency that is virtually 
certain to be revalued in a matter of months . The 
problem is rather the technical one of ensuring 
adequate domestic finance for Government needs and 
should not be impossible to solve given a tight 
financial policy under which public capital 
expenditure would be held at the limits already 
f i xed, current expenditure kept within the revenue 
available , and any ultimate drain on exchange 
r eserves limited to a temporarily tolerable size . 
The on l y good thing that can be sai.d for this DM 
borrowing is that it affords more time at a 
d ifficult phase to work out an appropr iate technica l 
so l ution . 

13. 

This was one of the few occasions on which I had a Ministeria l 

r ep l y : "Thank you ver y much for you r he l pfu l l etter and your views 

a nd advice . I wi ll l ook again at the DM borr owing pr oposal and 

t a l k t o you before tak i ng a fina l decision". 

The f i rst Annua l Repor t of my term of office was t r ansmit t ed 

t o t he Minister for Finance on 1 6 Ju l y 1 969. The "Genera l Review" , 

which I personally drafted , ·dea l t partic~lar l y with the qu i cken i ng 

pace of inflation but it a l so l aid the foundations , later to be 

e l aborated and strengthened , of the critical framework within 

wh i ch the Bank's comments and advice were set i n the years that 

fo llowed . 

It was made c l ear that the Central Bank ful l y accepted -

i n deed , was anxiously preoccupied with - the objectives , namely, 

maintenance of a high r ate of economic growth and progress towards 

full employment , which had once again been set in the 

Third Programme, published in March 1969 . 
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But the essential pre-requisite was competitiveness; 

otherwise, in a free trade perspective, the growth - even the 

maintenance - of both export and home sales, and therefore of 

employment, would be frustrated. 

The Bank's statutory obligation concerning "integrity" of 

the currency was interpreted as relating to the preservation of 

the appointed parity with sterling. The influence, in an open 

economy, of the price increases imported through the exchange 

rate linkage was acknowledged, as was the limited power of any 

individual country, particularly the smaller ones, to control 

the rate of inflation. But this made it all the more necessary 

not to allow domestic inflationary influences to make matters 

worse. The principal three initiating causes of in f lation on the 

domes tic scene were "over-rapid increases in income , inordinate 

government expenditure and excessive credit creation". 

In the case of public expenditure , two separate consequences 

of an excessive upward trend were clearly perceived - (i) the 

spill-over effect of too much national spending on the external 

deficit and (ii) the price and pay effects stemming from the 

unwi l lingness of the public to accept the redistribution of 

incomes intended by higher taxation to finance social and other 

improvements. "Growth in public expenditure which outpaces the 

buoyancy of r evenue r equires an increase in rates of taxat ion in 

order to finance it. Such an increase in expenditure will have 

an inflationary effec t unless the public in general are prepared to 

accept the rise in taxation without seeking to compensate themse lves 

by means of increases in incomes . Generally, in the past, the 

public have not shown themselves willing to transfer real 

purchasin g power to the Government out of the ir existing incomes". 

Indeed , this continued to be the experience and later Ministerial 

appeals to tr ade unions to ignore the effect of tax increases on 

the consumer price index fell on deaf ears. 

The Report pleaded for what I might call a "virtuous different i a l", 

as against the evi l t endency to exceed the exchange - derived r ate 

of infla ti on . It str essed - and this was a point frequenlly re-stressed 

in l ater years - the importance of holding down the rate of inflation 

so as to improve Ireland's competitive position Given the 
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clear need not merely to maintain the level of employnwnt, 

but to raise it substantially, the necessity of acquiring a 

competitive advantage becomes correspondingly greater". 

Another beneficial aspect of this "virtuous differential" which 

came increasingly to be emphasised by Lhe Bank was the greater 

effectiveness (at less cost in terms of public borrowing) of 

public capital outlay in creating employment when wage and 

salary restraint was exercised . 

Where convenience could be served without risk of confusion, 

the Bank's language favoured absolutes rather than relatives. 

It is tiresome to have to write always a form of differential 

calculus focussing on the comparison of rates of change; the 

word "relative" was introduced where necessary and "excessive" 

cost movements were always to be understood in relation to 

trends in Britain particularly. It should be remembered, also, 

that the pound sterling had a fixed rate of exchange with the 

U.S. dollar and other major currencies prior to the "floating" 

regime which, for the pound, commenced in June 1972. 

During the Autumn of 1969 the economic situation continued 

to deteriorate, with the adverse trade gap widening and prices 

rising and the maintenance men's settlement being extended to 

building workers. A barrage of letters of criticism and advice 

was directed to the Minister and the Secretary of the Department. 

15. 

I wrote to the Minister on 11 September, 22 September and 21 October 

and to the Secretary (in the context of the proposed Public Capital 

Programme for 1970/71) on 27 and 31 October. As the main arguments 

in these letters were put forward again at an interview with the 

Minister on 3 November 1969 , from which I shall quote in a moment, 

I need not reproduce the letters in full here. But they did 

contain some spirited passages, far removed from dull officialese. 

The letter of 11 September, made the point that "credit control 

is made difficult in the short-term by existing commitments of banks 

under the overdraft system of lending. In any case, credit control, 

however effective and severe, cannot undo harm already done to the 

competivenes s of Irish goods and ser~ices by relatively large cost 

and price increases due to excessive jumps in wages and salaries 

and steeply ri sing taxation. There is no doubt that excessive 

income (anc.1 expenditure) increases are facilitated by "soft" 

fiscal and monetary plicies. Closing a budgetary gap by raising 
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taxaLion can iLself he inflaLionnry. If an increase in Laxation 

should be n cessary to prevent a deficit, it would be more 

appropriate that iL should be direct, raLher than indirect, taxation. 

What is at issue is whether Lhe: present high rate of inflation 

should be allowed to conLinue until it makes our goods and 

services uncompetitive and forces severe contraction of producLion 

and employment, or whether it should be reduced below the rate 

of inflation in Britain - thus opening the way to a steady 

expansion of production, employment and real earnings. 

The l etter of 22 September to Lhe Minister stated that it 

would take sustained action on the three fronts - incomes, public 

expenditure and credit - even to bring inflation slowly under 

control . It went on: 

"I am glad to hear that you are meeting ICTU and I 
hope you will have some success in bringing home 
to them (and the r ank and file) the damage that must 
result from t he current phenomenal standards of pay 
incr eases. How far this will be effective in 
stemming the present flood is doubLful. Don't let 
this deter you. Far too many people - in Government 
Departments, ICTU and employer organisations - are 
throwing in the sponge and accepting that 20% all 
round is now inevitable whatever the consequences . 
This is dangerous psychology which a Minister for 
Finance should resolutely resist. It may be some 
comfort to you to know that Jimmy Dunne .. affirms that 
your television speech late March was decisive in 
averting the pursuit of claims by his and other unions 
for immediate parity with the maintenance men . . .. 
Jam aware from NIEC discussions about incomes policy 
tha t everyone is ready to condemn inflation (a fate 
it shares with sin) but no one wants to take any awkward 
or unpopular action to correct it. We are like a group 
of "junkies" who are expected to "unhook" ourselves 
while drugs are freely available . As the doctor you 
must be stern to be kind, particularly as you are 
expected to sponsor a healthily growing economy 
for the next five years . I have often stressed the 
importance of being seen to be in control of the 
situation; if confidence goes , all our financial 
troubles, bad as they already are , wil l suddenly 
become worse , if not indeed unmanageable" . 

Coming now to the interview on 3 November , my record, dated 

4 November, includes the following: 

I said that all the estimates, deparLmental and 
external, pointed to a balance of payments deficit 
of [70 to [80 million in 1970. This ,-ms a bomb on 
which we could sit no longer. Action to conLrol 
inflation was an urgent necessity . 
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This action had to be directed to the basic causes. 

These were excessive income increases and the over-rapid 
rise in public expenditure . 

Even if the maintenance men's settlement was modified 
in various ways as it spread through the economy the 
consequential income increase in 1970 could be expected to 
be at least 15 per cent. - three times as much as the 
probable rise in real national output . If this was 
allowed to happen there was no hope of checking the 
present high rate of price inflation. There had been 
talk for years about an "incomes policy". The trade 
unions were always prepared to take part in this talk 
provided (a) nothing was done about the current or 
prospective round of wage increases, (b) the policy 
applied to profits and all other forms of income and 
(c) there were no legislative or other sanctions to 
ensure its implementation . Employers , for their part , 
ran before the wind . While it was right that we should 
be humanitarian and try to avoid corrective action 
which caused unemployment, some discipline had to be 
introduced into economic management; otherwise there 
would be no peg in the system - everything would give 
eventually, not only wages , prices and the balance of 
payments but even the exchange rate. It was the 
Government's job to introduce this discipline and to 
back it up with an adequate education or propaganda 
campaign . It should not be too readily assumed that 
t here was no place for legislative sanctions in incomes 
policy. The British had found that a complete 
statutory standstill on wages worked for a limited 
period . The trouble arose only when the period was 
over. Was it impossible to envisage making it unlawful 
for employers to pay more than a specified percentage 
increase in any year except a reconstituted Labour 
Court or new Prices and Incomes Board allowed more in 
particular cases? The trade unions would, of course, 
object in principle to any legislative sanction but 
it might well be that many people , including trade 
unionists, would be prepared to acquiesce in it tacitly 
as a means of preventing maverick activities. Without 
some such sanction to back them, institutional 
improvements, such as a new P . I . B . (Prices and Incomes 
Board) could be a costly illusion . 

As regards public expenditure, I expressed 
disappointment that my fears about the 1969 current 
budget were being realis ed - that too much had been 
given away, too little provision made for uncovered 
expenditure, and a deficit situation was being allowed 
to arise which deprived the budget of any disinflationary 
effect . As regards capital expenditure, I merely 
referr ed briefly to my recent letters which stressed 
that the programme the Minister was recommending, 
involvin g a 10 per cent. increase as a minimum over 
this year, was quite excessive. The only sure way 
to control inflation through financial policy was to 
keep down expenditure. Extra taxation, even to 
produ ce a budget surplus, was no certain cure; 

17. 
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and Lhis 1-ms true whether Lhe taxation was direct 
or indirect, although Lhe former kind was to be 
pre[erred at present if taxation were the only means 
of preventing a deUcit ou current account. The 
prospective borrowing requirement o[ Lhe Government 
on capital account in 1970/71 was o[ [rightening 
magnitud" - some [80 million - and could not be 
met unless the balance of payments deficit were to 
be of the [80 million order and credit for the 
private sector were still to be severely limited. 

This led me to emphasise Lhe political as well 
as economic risks in Government "hogging" of all 
or most of the available credit. When Lhe Minister 
referred to foreign borrowing being justifiable for 
aircraft and other assets earning foreign exchange 
I agreed, but I pointed out that the borrowing 
requirement for 1970 would involve more than this, 
if even a moderate amount of bank credit were to 
be left for the private sector. The important 
point was that the [oreign borrowing would be 
incurred to finance a scale of expenditure resulting 
in an utterly excessive deficit in external payments . 
This situation could not continue. Sooner or later 
the voluntary capital inflow and the possibility of 
direct foreign borrowing would dry up and confidence, 
both at home and abroad, would be shaken by a sudden 
loss of perhaps £50 million of external reserves in a 
single year. As I had often said, it was vital that 
the Government be seen to be managing the economy 
well. 

When the Minister asked what could be done in 
directions other than incomes and public expenditure, 
I referred to (a) the need to boost savings and (b) 
the possibility of controlling, directly or indirectly, 
imports of finished consumer goods. As regards savings, 
I stressed that an uphill job was being made more 
difficult by an annual rate of increase in prices of 
6 to 8 per cent., and that the only hope lay in 
increasing contractual savings. I mentioned that 
Mr. D. S. A. Carroll had prepared a note on this 
in 1965 and that Mr . Duignan, Revenue Commissioner, 
had outlined a scheme (similar to one later introduced 
in Britain) under which savings linked to the 
payment of income tax would be free of tax if held 
for a minimum period of years but would suffer tax, 
on a diminishing scale, if withdrawn during that 
period. The Department's operations research study 
on small savings had, I understood, brought out 
that initial enthusiasm quickly waned; and this 
pointed to the desirability of a quasi-automatic 
system of deduction from pay. Any such scheme 
would have to be voluntary. The Central Bank would 
co-operate with the Department in trying Lo find 
ways of encouraging extra saving; the question was 
being actively studied at the moment. 

Consumer imports might be tackled either by an 
import d posit scheme or, perhaps more e[[ectively, 
by a surcharge. If we contemplate any such action 
it would be politic to observe the formalities 
vis-a-vis IMF, CATT, the U.K . etc. 
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Attention might also be paid to consumer credit, 

which was expanding fast; I referred particularly Lo 
"other instalment credit" which was not caught by 
existing hire -purchase legislat ion. Even the h.p. 
controls were purely nominal. 

Before turning to other subjects, I again emphasised the 
primary importance , in the context o[ control of inflation, 
o[ bringing the trade unions to a sense o[ proportion 
about money income increa ses and taking stronger measures 
to curb the growth of public expenditure. 

In December, 1969, Mr. Murray sent me copies of memoranda he 

19. 

had submitted to the Minister for Finance on the economic situation 

and on the budgetary outlook. The rather bleak description of the 

economic situation and outlook was such as the Central Bank could 

endorse. During that month the Government issued a statement on 

incomes and prices, seeking to have a voluntary upper limit on 

wages and salaries brought into the process of industrial bargaining: 

some "teeth" were put into this appeal for restraint by the decision, 

announced in the Dail on 17 December, that increases in labour costs 

in excess of 30 shillings a week would be disallowed in considering 

applications for price increases. The information Mr. Murray had 

given me in confidence about the budgetary prospects for 1970 led 

me to write (on 12 December): 

I don't think it an exaggeration to say that, if 
it is not evident in the near future that the Government 
is taking the situation.in hand, there will be a confidence 
failure, with most disagreeable consequences. Questions 
about the parity of the Irish pound are already in the air. 

The basic requirements are moderation of growth of 
incomes and - what is more immediately within Government 
control - curbing the upward trend in public expenditure. 
The steepness o[ this trend in the r ecen t past is almost 
beyond belief - a 19% rise in Government expenditure, 
capital and current, in 1968/69 over 1967/68 being followed, 
on present indications, by one of 17% this year , in 
absolute terms about £100m; these percentages are far 
higher than in Socialist Britain which, having brought 
the rise in public expenditure down to 8 . 3% for 1968/69 
is planning to hold it for the next few years 

(w. P. C 4234) to 3% p.a. in terms of 1969/70 prices. 

Unless the brake can be applied to incomes and 
public expenditure , a ll other me~sures (including import 
restraints) will be of little effect, being concerned with 
symptoms rather than causes. 

As far as credit policy is concerned, I have told 
you on the telephone of our anxiety to be in a position 
to give advice [or the financial year in advance, on the 
basis of reasonable assumptions re gar din g budgetary and 
general economic policy. 
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I shall be returning shortly to the analysis and comment 

which, in the early months of 1970, were directed towards 

influencing the 1970 budget. Looking back on the record for 

20. 

1969 , one might consider that the attempt to influence policy was 

slightly frenetic - offending, perhaps , against Talleyrand's famous 

injunction "Surtout , Messieurs , pas trap de z~le" - but 1969 was a 

year in which the economy was seen to be slipping off the gradient 

of steady growth which had been attaine d after decades of inanition 

and despondency . The ESRI commentary shared this feeling of 

catastrophic change . Referring in December 1969 , to "exceptionally 

l arge pay increases" as the main issue threatening the economy , 

t he Commentary went on: "On its resolution depends whether or not 

the coming decade can improve on the perfor mance of the one just 

ended" - a decade described as "a uniquely successful period of 

development in Ireland ' s economic history". 
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III . RESPONSIBILJTY FOR CREDIT POLICY 

August 1969, was, to apply Edna O'Brien's term, a wicked monlh. 

It was the month when violence eruptcdin Northern Ireland . I was 

on holidays with my wife and family in Carna, in the West Galway 

Gaeltacht. Early, on the morning of 15 August, 1{ fhe'ile Muire M~r 

21. 

san Fhomhar, a Garda came to our rented cottage to ask me to get in 

touch at once with the Taoiseach. I phoned the Taoiseach from the 

G~rda station (even with priority it took a good while!) and later 

drove to Galway to post him a written memorandum on some implications 

of the new troubles . The phone call done, I hurried to Mass but 

was a little late. The priest was fulminating against the evident 

reluctance of some of the congregation to adjust to change. They 

were still putting old half-pennies in the collection box , although 

thes e had been demonetised at the beginning of the year. "N{l 

maith ar bith a bheith ag iarraidh iad a thabhairt dona sagairt -

ni fiu tada n{os m6 iad" he thundered. I was glad to be in 

the crowd at the back for fear he might turn to me for confirmation . 

It was also that August that I wrote the article in Irish on 
/ 

Gold (An tOr ) for the Autumn Bu ll etin of the Central Bank . I had 

already introduced a short article in Irish into the Appendix to the 

Annual Report . This policy of having contributions in Irish on 

economic and monetary topics was continued during my term of office . 

I found, however, that I had to keep showing the good example myself! 

It is of interest that both the first of these articles (Summer 1969) 

and the last (Spring 1976) dealt with the question of parity of the 

Irish currency with sterling . 

That August, too, a plane brought to Castlebar, and a car to 

Connemara, the Governor of the Bank of Ireland, Dr . Don Carroll, 

whom I was meeting to make arrangements for the transfer to the 

Central Bank of all the r emaining net sterling assets of the 

Associated Banks . 

We lu nched at the Zetland Hotel, Cashe l, and afterwards (to 

the obvious disgust of the Manager, who saw the quiet holiday 

atmosphere of the hotel being destroyed by business) we completed 

the deal. Then, having come to Carna for afternoon tea, Don Carroll 

set off [or Costlebar and home. Cashel's tranquillity had already 

been upset that year by General de Gaulle; it was now able to 

relax again! 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

• 
22. 

My holiday was, however, again disturbed. A packet arrived 
5,.,_.,.,.,-r,,..,~-1o 

from Dublin whic~suggest,.;. that the Department of Finance was 

seeking statutory control over the exercise of credit policy by 

the Central Bank. The central issue of the relation between Central 

Bank and Government was being brought into focus. My successor in 

Finance, Mr. C. ll. Murray , had fon-mrded a note which referred to 

the Central Bank's proposal that the new legislation should give 

the Bank the power to regulate credit by the prescription of 

"liquidity ratios" - a statutory power which the Bank sought in 

order to supplement the informal voluntary system, based on 

observance of guide-lines, which had proved in practice to be 

deficient, as explained earlier. The note pointed out that the 

ratios could have significant implications for credit policy and , 

while not questioning the desirability of more efficient methods 

of credit control, suggested that the proposed change raised the 

issue of whether the Government or the Central Bank had the ultimate 

r esponsibility for monetary policy. The 1942 Act provided for 

consultation between the Minister and the Bank but this was 

"only one side of the coin". Although the 1942 Act had reserved 

a few powers to the Minister for Finance , it was, according 

to the note, silent on the general question of the relative 

responsibilities of the Minister and the Bank in relation to 

monetary policy . The situation was otherwise in Britain , where 

the Treasury had a general power to give such directions to the 

Bank of England as , after consultation with the Governor , it 

thought necessary in the public interest, and where the Bank's 

"recommendations" to banks were binding only if authorised by 

the Treasury. The examples of Sanada, Australia, New Zealand , 

and South Africa were also cited . In Canada , there was a statutory 

requirement that the Minister for Finance and the Governor should 

consult regularly on monetary policy and on its relations to general 

economic policy . Where there was a difference of opinion between 

the Minister and the Bank on monetary policy, the Minister might, 

after consultation with the Governor of the Bank and with the 

approval of the Governor of Canada in Council, issue a directive 

with which the Bank must comply . A similar position was said to 

exist in Australia. In New Zealand the Reserve Bank was required 

"to give effect as far as may be to the monetary policy of the 

Government" and could vary minimum reserve requirements only with 

the agreement of the Minister for Finance. In South Africa the 

Reserve Bank had to have Treasury consent before it could require 

the Commercial Banks to keep a supplementary reserve with it. 
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The note ended by asking whether a provision defining the Minister's, 

or the Government's, ultimate responsibility should be written into 

the new Central Bank Bill; what form it should take consistent with 

the maximum possible independence of the Bank "particularly in the 

day-to-day implementation of policy"; whether the provision should 

be general or relate only to the liquidity determining powers; and 

whether it should indicate the procedure to be adopted in the event 

of a disagreement over policy . 

It seemed to me important to reply quickly and cogently, so I 

sent a manuscript letter as follows from Carna to Mr . Murray on 

25 August : 

Your letter and memo. of 21 August were sent on to me 
here. I don't think any question concerning the ultimate 
r esponsibility for monetary policy is raised by the adding 
of a statutory power to prescribe liquidity ratios to the 
central banking functions the Central Bank is already given by 
S . 7 of the 1942 Act . 

I t is , in my view , beyond question, and beyond any 
need of definition , that the Government exercises the 
u l timate responsibility for economic policy, of which 
c r edit policy is an integral part . The Central Bank is 
a subsidiary public authority with express responsibility 
for seeing that "in what pertains to credit the constant 
and predominant aim shall be the welfare of the people as 
a whole" and, for reasons which need not be elaborated but 
which I consider sound , it is given more independence in 
d ischarging this responsibility than a Government Department . 
The nature of this responsibility could not appropriately be 
described in any narrow sense of day - to-day administration 
of a credit policy determined by the Government . My view is 
that , considering both the effective application of the 
principle of subsidiarity and the long-term interest of 
Government, Bank and public, responsibility for deciding 
what kind of credit policy is appropriate from time to 
time and how to make it effective should rest with the 
Central Bank subject to broad conformity with national 
economic policy. In this context , it was agreed between 
the Minister for Finance and myself before I camehere as 
Governor that, since incomes, public expenditure and 
credit policies were interrelated and needed to be 
co-ordinated, there should be frequent and frank inter­
changes of information and argument with a view to as 
sound a consensus as possible being reached on the lines 
of policy to be followed in the national interest . 

What should happen if there is an irreconcilable 
difference between the Central Bank and the Government is 
a devil we need not bid "good morrow" to until we meet 
him , which I hope we never will. In the countries 
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mentioned in Lhc memo. this devil had already been 
met or was looming into sight . In any case, nciLher 
the risks, nor Lhc implicntions, of a fundamcnLal 
disagreemcnL would be lessened by a sLaluLory provision . 
Should the contingency arise, Lhc Government's capacily 
Lo enforce its overriding authority would not depend on 
such a clause being ready to hand. 

24. 

This did not lay the matter to rest . Mr. Murray, in what he 

described as an "interim reaction" to my letter, wrote on 

18 September disclaiming any disagreement on fundamentals but 

expressing a worry ("if that is not too strong a word") lest 

the advantages of the present flexible position "might not 

be partly offset by a certain indefiniteness which might tend 

to obscure the relative roles of the Bank and the Minister" . 

He accepted that there were many problems , and dangers , 

in aLtempting a precise definition of roles - and this was 

one reason why legislation might not be desirable - but suggested 

that there might be something to be said for a broad, general 

statement during the passage of the Central Bank Bill. My 

reply was that I thought the views I had expressed on 25 August 

could well fprm the basis of any general statement considered 

necessary but that I would be happy, if Mr. Murray so wished, 

to supply a draft statement for use in connection with the 

Central Bank Bill. In fact I sent him informally the following 

note on 7 January 1970: 

Responsibility for Credit Policy 

1. There cannot be anywhere in the world today where a 
Central Bank claims complete independence in the field of 
monetary policy. It is universally recognised and accepted 
that monetary policy is part and parcel of economic policy, 
the general direction of which is a Government responsibility. 
These statements arc true whether or not they are given 
specific expression in central banking legislation . The 
ultimate responsibility of the Government in this country 
for economic policy, of which monetary policy is an integral 
part, is beyond question and scarcely needs statutory 
definition. 

2 . Within Lhe context of ultimate conformity with general 
economic policy, ccnLral banks arc everywhere intended to 
have a high degree of independenc e and discreLion. The 
fact Lhat th e y arc cons lilutcd as public auLhoritics on a 
different bas is from Government Departments is evidence of 
this principle. The preservation in some sense of the 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

• 
25. 

integrity of the currency and Lhe regulation of credit 
in Lhe interest of the communily as a whole arc 
responsibilities which can best be exercised if the central 
bank ii sufficiently independent to be able to withstand 
day-to-day pressures from any source. There is general 
appreciation - even in countries where, for special 
reasons, the final authority of Government has been expressly 
defined - of the wisdom and utility of having an independent 
and responsible source of advice and comment on the part 
which monelary policy should play towards achieving national 
policy objectives . This role of a central bank is one of 
the "checks and balances" which are necessary and desirable 
to promote sound and efficient economic management. The 
quasi-independent position of the central bank also serves 
to re-assure foreigners, including potential investors . 

3. In Ireland , the Central Bank is given by law (Section 
6( 1 ) of the Central Bank Act,1942) the "general function 
and duty of taking (within the limit of the powers for the 
time being vested in it by law) such steps as the Board 
may from time to time deem appropriate and advisable towards 
safeguarding the integrity of the currency and ensuring 
t hat , in what pertains to the control of credit, the 
constant and predominant aim shall be the welfare of the 
people as a whole". The Central Bank would always have 
regard to Government policy in considering from time 
to time what steps were appropriate and advisable 
under this subsection and, in any case, the position of 
the Minister for Finance is expressly recognised in the 
i mmediately following subsection which reads: 

The Minister may , on such occasions as he 
sha l l think proper , request the Gover nor 
on behalf of the Board or the Board to 
consult and advise with him in regard to 
the execution and performance by the Bank of 
the general function and duty imposed on the 
Bank by the foregoing subsection of this 
section, and the Board shall comply with 
every such request. 

This puts beyond doubt that the Governor and the Board are 
answerable to the Minister for Finance. 

4 . In principle it is hard to see how any fundamental conflict 
could arise between Central Bank and Government as the general 
function and duty assigned to the Bank are amongst the aims of 
good government . In practice, of course, differences of 
interpretation could arise as to how the general function and 
duty should be discharged in a particular economic conlext. 
It is these that are provided for in Section 6(2), cited above. 

5. Specifically, the Central Dank might have one view as 
to whether a particular rale of increase in prices or a 
particular size of external payments deficil or a 
particular intensity or incidence of credit control 
was reconcilable wiLh its general statulory function 
and duty und0r Seclion 6(1) of Lhc 1942 Act; and the 
Minister for Finance, or the Government as a whole, might 
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have another . In this event, and if consultation 
and advice under Section 6(2) fa iled to bridge the 
difference , the Governor and Hoard of the Central Bank 
would be forced to consider whethe r their continuing 
in office would be consistent with their statutory 
obligations. 

Norma l relations between the Central Bank and the 
Government therefore rest on the supposition that, in 
the determination of genera l economic policy , the 
Central Bank's views will be taken into account to the 
ex t ent that the Bank wi ll not find it impossible to 
r econcile its general function and duty under the 1942 
Act with active participation in the carrying out , in 
the monetary field , of general economic policy. 
Responsibility for deciding what kind of credit policy 
is appropriate from time t o time and how to make it 
effective must r es t with the Centra l Bank , subject 
to broad confirmity with nationa l economic policy. 
It would be inconsistent with the degree of independence 
ri ghtfully belonging to a central bank for any form of 
day-to - day or detailed supervision of the bank's 
administration to be exerci sable by a Government 
Department or a Minis t er. 

7. For this system to wor k it is essentia l that there 
should be f requent and frank interchanges of information 
and argument between the Centra l Bank and the Minister 
for Finance and his Department. These interchanges 

26. 

should cover the who l e field of economic policy, including 
publi c expenditure , taxation and borrowing; incomes; 
prices and exter nal payments . The fact that the 
Secretary o f the Department of Finance is one of the 
service directors of the Bank helps to ensure a close 
and co-operative relationship; so a l so do the personal 
correspondence and periodic interviews of the Governor 
with the Minister for Finance . 

It was arranged that I wou ld meet the Minister on 

14 January 1970. Mr . Murr ay was present. My note of the 

meeting r uns : 

After a brief review and discussion of the economic 
situation, in the course of which I pointed to excessive 
money income and pub l ic expenditure increases as the 
basic problems and stressed the need (or remedial action 
soon which would at l east r everse the trend in the 
balance -of-payments deficit, the Minister referred to 
the increased powers which the proposed Bi ll would 
confe r on the Central Bank and sa id he was considering 
whether, as in many other countries, there should be 
le gislntive provision for the issue of a directive 
by the Minister (or Finance Lo the Central Bank to 
ensure conformity of credit policy with genera l 
Government policy . lie mentioned that amending 
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legislation was very infrequent and that a provision 
of the kind he had in mind might be desirable looking 
to the long-term future. lie invited my views. 

I said Lhat I would not be in favour of such a 
provision for the general reasons indicated in my 
manuscript letter to Mr. Murray last August. It was 
only in some countries (and in Canada for peculiar 
r easons which Mr. Murray and I explained) that such a 
provision appeared in centra l banking law. We already 
had a general statutory provision (S . 6 of the 1942 Act) 
which not only placed the genera l function and duty on 
the Central Bank of doing what it could to preserve 
the integrity of the currency and to operate any control 
of credit with regard to the interest of the community 
as a whole but also gave the Minister for Finance the 
right to call the Governor and Board to account for 
their exercise of this genera l function and duty. 
It was already clear, therefore, that the Board 
were answerable to the Minister for Finance for the 
dischar ge of their statutory responsibilities. 

I confirmed that the Central Bank r ecognised that, 

27. 

in a democracy, the Government elected by the representatives 
of the people bore the ultimate responsibility for economic 
policy , of which monetary policy was an integral part , but 
here as e l sewhere it had been thought right to establish a 
subsidiary authority , differently constituted and with 
more independence than a Department, to be immediately 
concerned with monetary policy. This was to be seen as 
one of the "checks and balances" in the operation of the 
democr a tic system . 

Normally, no fundamenta l conflict should arise between 
Government and Centra l Bank . The general function and duty 
assigned to the Central Bank of Ireland would also be 
amongst the aims of good government. Frequent exchanges 
of information and consultations should r esu lt in sufficient 
consensus on Lhe broad aims of economic policy from one 
period to another for the Central Bank to be able to 
determine its credit policy in a way which conformed to 
national economic policy. Subject to this broad conformity, 
the Bank should be free to decide what kind of credit 
policy was appropriate and how to make it effective. 

A critical [actor in r econci ling the Bank's responsibility 
with the pursuit of Government policy would be the balance-of­
payments trend and the prospective effect on external reserves , 
since these had an immediate relevance to preserving the 
"integrity of the currency" in the sense of its exchange 
value. If a conflict were to arise it would probably 
relate to this factor . Even if the Minister for Finance 
had power to issue a directive to the Board of Lhe Bank, 
this would not absolve them of their statutory or, indeed, 
their conscientious obligations . If the differences of 
views could not be reconciled afler serious efforts on both 
sides , the Governor and Board wou l d have no option but to 
resign. This was acknowledged to be the posilion e . g. in 
Canada. I quoted to the Minister the following extract from 
Governor Rasminsky ' s lecture in November 1966 on the "Role 
of the Central Bank Today" : 
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"In order that the rel.'.ILionship beLween the Bank of 
Canada and the GovernmenL can be clarified in law, 
an amendment to the statute governing the Bank of 
Canada is now being considered by our Parli.'.lment. 
The amendment makes it clear thaL there must be , 
as there is now, continuous consultaLion on 
monetary policy between the Government and the 
Bank. It provides a formal procedure whereby, in 
the event of a disagreement between the Government 
and the Bank which cannot be resolved, the 
Government may, after further consultation has 
taken place, issue a directive to the Bank as to 
the monetary policy that it is to follow. Any 
such directive must be in writing, it must be 
in specific terms, and it must be applicable for 
a specified period . It must be made public . This 
amendment makes it clear that the Government must 
take the ultimate responsibility for monetary 
policy and it provides a mechanism for that purpose . 
But the central bank is in no way relieved of its 
responsibility for monetary policy and its 
execution. It can be assumed that if the Governor 
were directed to carry out a monetary policy which , 
in good conscience , he could not regard as being in 
t he national interest, he would, after taking steps 
to ensure that the issues involved were placed 
clearly before the public, resign". 

28. 

I told the Minister that, like a good Catholic, I recognised 
the supreme authority of the Pope but, like a good bishop, I 
claimed jurisdiction in my own diocese. The Minister disclaimed 
any desire to interfere with the administrative freedom of the 
Central Bank. No desire was expressed to require Ministerial 
approval for e . g . liquidity ratios to be fixed by the Bank . 
The special reasons for the Ministerial approval provided for 
i n the 1942 Act were explained. 

Finally, I pointed out that the economic prospect was 
particularly disquieting just now. It would, therefore, be 
most unfortunate if , however the Minister might try to relate 
it to possible future contingencies, the inclusion of a 
directive power in the Bill were interpreted by the public as 
implying some conflict already existing or imminent between 
the Central Bank and the Government. Suspicion would fasten 
at once on the security of the exchange rate and, as the 
Minister knew, patriotism counted for little if people with 
money thought it wise to protect themselves by an export of 
funds. For reasons, therefore, both of principle and expediency, 
I thought the Minister should drop the idea . If he still 
wished to go ahead, however, I would like to be able to 
consult the Board of the Bank and offer their views before 
any final decision were taken. 

Mr. Murray suggested that the Minister might be content 
wiLh making a general statement on Lhe relative positions and 
responsibiliLies of Government and·Central Bank on the second 
reading of the Bill . The Minister said he would reconsider 
Lhe matter in the light of the discussion. 

(Note: Mr. Murray later told me that the Minister had 
passed him back the papers without expressing any intention to 
proceed with the "directive" idea but with a request for a 
draft statement. At Mr. Murray's request I am preparing 
such a draft). 
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Mr. Murray confirmed, at Board meeting on 

28 January, that Minister did not inLend to proceed 
with Lhe "directive" idea. The text of the Bill would 
be circulated within a week. 

29. 

Mr. Murray sent me on 2 February, 1970, a short draft of final 

paragraphs for the Second Reading Speech on the Central Bank Bill 

which I confirmed to be satisfactory subject to the insertion of a 

reference to the "general function and duty" provision of the 

1942 Act. 

In fact, it was not until a year later (16 February, 1971) ,,, 
that the Minister's speech was made . Meanwhile, on 16 June, 1970, 

he answered a Parliamentary Question about the answerability and 

autonomy of the Central Bank board in the course of which he said: 

Subject to the ultimate responsibility of the Government 
for national economic policy of which monetary policy is a 
part, the Central Bank is free, within the limits of the 
powers for the time being vested in it by law, in carrying 
out its statutory general function and duty (and he quoted 
the 1942 Act definition of this). He went on: 

As Minister for Finance, I am authorised by the 1942 
Act to request the Governor on behalf of the board, or 
the board, to consult and advise with me as regards the 
performance by the Bank of this general function and 
duty and the board is obliged to comply with every 
such request. In practice there are frequent consultations 
between the Minister and the Governor covering matters 
mentioned by the Deputy all of which are aspects of the 
bank's general function and duty." 

The matters mentioned by the Deputy included "the quantity 

and nature of the bank's reserves, the nature of the bank's investments" . 

Following a reference to the terms of the reply at the Board meeting 

on 17 June I wrote on 19 June to Mr. Murray saying that it would 

have been preferable had the reply stopped at the words "frequent 

consultations between the Minister and the Governor" as the 

remainder of the sentence was not strictly correct either in fact 

or. in principle . "Matters such as the quantity and nature of the 

bank's reserves and the nature of the bank's investments have not 

been the subject of frequent consultation with the Minister uor 

should they be, as they are primarily matters of administration 

within the authoriLy of the Board". 
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Mr . Murray's reply of 14 July, 1970, which argued that significant 

changes in the size or composiLion of the reserves,e.g. as a result 
• of volatile inflows,would be a matter for consultation between the 

Minister and the Bank" ended by acknowledging that the agreed 

statement of relations between Bank and Minister for the purpose 

of the Second Reading of the Bill still held good. In fact, the 

following quotation from the Minister's speech on 16 February, 1971 

shows his full acceptance of the Central Bank viewpoint; the words 

echo those which had been used in the Bank's submissions: 

The provisions of the Bill will add considerably to the 
responsibilities of the Central Bank. It is important that 
the bank should have the freedom and discretion, as well 
as the administrative competence, to enable it to discharge 
these responsibilities fairly and efficiently and with full 
regard for the public interest . I have every confidence in 
this respect in the bank's board and staff. 

When the Central Bank was being established, the 
relationship between the Government and the new institution 
was considered, and the then Minister for Finance said in 
the Dail that: 

" It is intended that there should be the 
fullest co-operation between the Government 
and the Central Bank. The Government does 
not, however, propose to interfere with the 
administration of the bank which will be 
independent in the carrying out of its functions. 
This independence is possessed by almost every 
Central Bank throughout the world and is a 
very desirable provision". 

I have already mentioned the general function and duty 
described to the Central Ban!,. by the 1942 Act which are 
to take "such steps as the board may from time to time deem 
appropriate and advisable towards safeguarding the integrity 
of the currency and ensuring that, in what pertains to the 
control of credit, the constant and predominant aim shall be 
the welfare of the people as a whole". This statutory 
function of the bank in relation to monetary policy does not, 
of course, diminish the ultimate responsibility of the 
Government in that sphere. 

There can be no question about the responsibility of the 
duly-elected Government for national economic policy of which 
monetary policy is an important and integral part. The need 
for integrating monetary policy with general economic policy 
and the ultimate authority of the Government in regard to 
both arc evident. They are fully recognised here and 
throughout Lhe world. 

At the same time, because of basic public interest 
considerations and historical experience, it has been 
recognised universally to be desirable to have a special 
institution, differing in constitution from, and enjoying 
more independence than, a Government Deparlment, charged 
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with the immediate responsibility for monetary policy. I 
can think of no independent country in which there i s not 
a Centra l Bank . In some countries the ultimate authority 

31. 

of the Government for national economic policy is expressly 
indicated by a statutory provision for the issue of a policy 
directive by the Minister for Finance to the Centra l Bank . 
Elsewhere, the ultimate authority of the Government , even 
though it may not be expressly defined, i s nonetheless 
und isputed . Everywhere, subject to this ultimate need for 
r econci liation of monetary with general economic policy, 
the maximum independence and discretion i s assured to 
central banks. 

In our case the r e l a tionship between Government and 
Centra l Bank r ests as much on mutua l confidence as on 
statute. It is sustained by frequent consultations between 
the Minister for Finance and the Governor of the Centra l 
Bank on a ll aspects of economic policy, by a frank 
interchange of infor mation and comment in the policy 
field and by t he fact tha t the Government have an official 
representa tive on the board of the bank. It has wor ked 
well since the estab li shment of the bank in 1 943 . The bank 
has a l ways had regard to national economic policy in 
considering monetary policy and I have no doubt that it 
will continue to do so. I do not re gard the provisions of the 
present Bi ll as calling for any change in the basis of the 
present r e l a tionship . 
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IV . ADVICE /\ND COMHENT, MARCIi 1970-DECEMBER 1970 

The economic t a lly for 1969 revea l ed it as a year of industrial 

unrest, rather slow growth (3%) and of sharp ri ses in non-agricultural 

incomes (13%),prices (7\%), consumption (11\%), and total public 

expenditure (18~%) . Imports rose faster than exports and the balance 

of payments deficit expanded to over £60 million, with a 

disquietingly large increase in imports of consumer goods. There 

was, however, a net increase in employment and, for the first time, 

exports of industrial goods became the largest element in total 

exports. The tide of inflation was rising, with an ominous tendency 

for unit wage costs in manufacturing to rise faster in Ireland than 

in the U. K. 

On 25 March, 1970, I wrote as follows to the Minister for 

Finance: 

I have not expressed any views to you on the economic 
position since 3 November last, when you were good enough to 
see me. With the approach of the Budget, hO\,'ever, it seems 
appropriate to offer some comments and suggestions related 
to the analysis and forecasting which has been going on here 
and elsewhere in recent months. 

Large as the balance of payments deficit was in 1969 
(with forces at work to make it larger still in 1970), the 
more deeply serious problem for the Irish economy is the 
relatively fast rate of increase in prices and unit costs 
of production. It is this outpacing of the U.K. and 
Western Europe in price and cost inflation which, if 
unchecked, will cause the greatest damage to economic 
development. By injuring th e competitiveness of Irish 
goods, and of services like tourism, it will bring 
economic growth to a halt and not only bar the way to new 
jobs but eliminate many brought into ex istence, at great 
effort and cost, in r ecent years. If it were allowed to 
continue , thi s exceptionally high rat e of price inflation 
- involving , in effect, a faster fall in purchasing power 
of the Iri sh pound than of the pound sterling, the dollar, 
the DM and other currencies - could cause a "fundamental 
dis e quilibrium" in the exchange parity context. 

The unduly high r ate of price inflation is largely due 
to domestic [actors in particular to (1) inordinate income 
increas es and (2) heavy tax increases to meet steeply 
rising public expendilure, itself p3rtly the consequence of 
(1). There is, of course, an accommodating environment of 
excessive total spending (public and privaLe combined), 
supported by bank credit and external borrowing. Tackling 
the problem, there fore, involves (1) doing something ef fee Live 
to moderate the rate of increase in money incomes, 
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(2) curbing the public expenditure increases so that tax 
rates do not have to be increased, or if they do, can be 
confined to tolerable increases in direcl taxation, and 
(3) making sure that fiscal and monetary policies combine 
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to produce a manageable role of growth of total expenditure. 

In view of the utter disproportion between the present 
rates of increase in money incomes and in national output, 
the road back to moderation will be difficult. It is much 
easier to narrow a gap of 4 to 5 per cent. than the present 
gap of about twice that size. Once a price rise of 7 to 
8 per cent . appears, everyone thinks of it as an independent 
phenomenon, forgetting that it is just a consequence of a 
15 per cent. a year increase in incomes against a rise in 
output of 5 per cent. The increase in the external payments 
deficit is another unrecognisegn8onsequence of th~s grave 
lack of balance between money/goods. Much educational 
effort will be needed to bring home to all concerned the 
double advantage of reducing this imbalance by narrowing 
the gap between income and productivity increases: the 
individual would be at least as well off, because prices 
would rise less, while the community would be much better 
off because more of its goods and services would be 
competitive, more new jobs would be on offer every year, 
social investment could be raised, and emigration reduced. 

The relatively fast rise in Irish production costs may 
already have begun to damage the growth potential of the 
economy. Industrial production was lower in the third 
quarter of 1969 than in the second (allowing for seasonality) 
and the trend seems to have continued downwards in the final 
months of the year. The need for remedial action is, 
therefore, urgent. 

Price inflation has an inbuilt tendency to escalate. 
If an increase of 8 per cent. is expected over the year 
ahead, a minimum 12 or 13 per cent . increase in individual 
incomes seems the only way to overcome the inflation and 
have some real participation in the benefits of economic 
growth. Sectional greed and "drift" will inflate the 
average income increase. In consequence, the price 
rise, both actual and expected, will be carried to a 
higher level. To break this vicious spiral the rise in 
income must be held back long enough to enable productivity 
to catch up somewhat and thus slow down the rate of 
price increase. Then a more moderate rate of income 
increase, coming progressively closer to the rate of 
national growth, will unwind the spiral and restore 
reasonable price stability. It must be recognised 
that this will not happen of its own accord: the 
spiral has first to be broken by a concerted and 
comprehensive halting of all income increases for a 
significant period - probably at least a year. Acceptance 
of this by the trade unions, or at least their acquiescence, 
would be well worth trying for; but, if a voluntary "breathing 
space'' is rejected or risks being destroyed by maverick action 
on the part of individual unions or groups, the Government 
should be ready to intervene to nullify any financial 
advantage which such action could initially confer. 
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The publication of the N.I.E.C. Report on Incomes and 
Prices is the obvious context in which to state the Government's 
future policy, not only on the principle of the N.I.E.C. 
recommendations relating to a voluntary incomes policy but 
also on the immediate need for a "breathing space" of a 
year to afford time for the consultations and other 
preparations needed to bring more rational and orderly 
arrangements into operation on this vitally important 
front. There would, I believe, be a wide measure of 
public approval of a Government initiative of this kind 
taken against the background of a frank explanation of 
the seriousness of present trends; and if the price of 
removing residual opposition were to be a "saver" for 
genuine 12th round cases (the Labour Court to decide 
which these were) and, perhaps, some -:oncession for the 
"low-paid" during the "breathing space", this is a price 
that might be worth paying. 

I know from Charlie Murray of the efforts you are 
making to curb the growth in public current expenditure 
in 1970/71 and I wish you success. Without a marked 
slowing down in the rise in incomes and public 
expenditure our economic future will be in great danger. 

On the afternoon of 7 April, as Chairman of the N.I.E.C., 

I saw the Taoiseach, Mr. J. Lynch, to present the N.I.E.C. 

Report on Incomes and Prices Policy. Afterwards, I called on 

Mr. Murray, who gave me details of the budgetary proposals. 

The following morning I sought an interview with the Minister 

for Finance to discuss the budgetary proposals but received 

a message to the ef feet that, having been in touch with the 

Taoiseach, I should not need to see him. This suggested 

annoyance at my having been in direct communication with the 

Taoiseach, so I wrote the Minister a personal note of 

explanation: 

" I saw the Taoiseach yesterday afternoon to present 
the N.I.E.C. Report on Incomes and Prices Policy and to 
give him some personal views on it similar to those 
contained in my letter to you of 25 March. I had not 
anticipated that the Report wou ld already have been 
circulated to the Government and a statement on it 
cleared. All I could do was to suggest that the idea of 
a "breathing space" might be considered as part of 
the Government approach to the proposed meeting with 
the I.C.T.U. and the Irish Employers' Confederation. I 
emphasised the vital importance for national development 
of getting back to a more moderate rate of incomes 
increase. 

When I left the Taoiseach, I called on Charlie Murray 
(as he had asked me to do) to be given a "run-down" on the 
present state of the budgetary proposals. I explained why 
I was unhappy about them and asked him to pass on my 



• 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

reactions to you. Becoming more unhappy overnight, I 
'phoned him at 9.30 this morning to ask him to arrange 
for me to see you. I Lhen thought it advisable to ~hone 
the Taoiscach and say that what I had heard about the 
budgetary proposals after seeing him would, I thought, 
create difficulties on the incomes side because of 
the major price effects. I told him I had already sought 
an interview with you at which I would be advocating 
more reliance on direct taxation and less additions 
to expenditure. He mentioned that he would be seeing 
you himself and would discuss the matter. And that's 
how it was. 

I am genuinely worried about our economic prospects, 
the more so as I have the impression that you are 
tired of hearing from me. I am not by nature pessimistic 
and I am certainly not putting on some "Central Bank" 
act. 

35. 

The main cause of my anxiety was the proposal to double the 

turnover tax (making it 5% instead of 2\%) and thus deliberately 

add 3% to a price rise which looked like being at least 6% 

without any tax increase in 1970. 

The Minister relented and received me on Monday morning, 

13 April. I expressed my views to him both orally and in the 

form of manuscript notes which I handed over to him. The gist 

of my comments, as put on record the day after the Budget 

(23 April), is given below: 

The proposed level of-public expenditure, capital and current 
combined , probably entailed an increase as lar ge as last year's 
record. The methods of financing contemplated heavy borrowing 
at home and abroad and large additions to prices. The budget 
would have no disinflationary impact, though disinflation was 
needed to s low down the rise of prices and incomes and turn 
the external deficit back from a threatened £90 million to 
some £50 million. 

Budgeted current expendi ture would be some £64 million 
over 1969/70 actual , which itself was nearly £19 million 
above the 1969/70 budget expectation. The budgeted increase 
for 1970/71 was 15~ per cent as against 11 per cent expected 
in the 19 69 budget. There was a continuous history of 
underestimation at budget time. The risk of underestimation 
was accentuated by the current high rat e of price and cost 
increases and by the severity of prebudget "cuts". 

Admittedly, budgeted capital expenditure showed a 
smaller increase(C27.7 million) than the original figure 
for 1969/70 did over the previous year's estimate . The 
inclusion of a contingencies provision might offset the 
recent tendency for actual expenditure to exceed the provision. 
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ll~~ever, current and capital expenditure combined 
showed a budgeted increase of l:85 million over last year's 
actual. Correcting this for underestimation on the current 
side, the actual increase in 1970/71 was likely to be as 
great in absolute (and, perhaps, in real) terms as the [90 
million recorded last year, when l:65 million was expected. 
The actual increases in 1967/68 and 1968/69 were i:46 million 
and l:79 million, respectively. 

The capital budget showed a residual exchequer borrowing 
requirement of £75 million as against l:60.9 million actual 
(and £53 million expected) in 1969/70. Only l:15 million of 
this could be raised by external borrowing if Associated 
Bank credit was to increase by l:75 million and yet the 
balance-of-payments deficit be reduced to about £50 million . 
The raising of the rest would pre- empt a great part of 
available domestic credit . 

As regards the current budget , the buoyancy of tax 
revenue (£42 millions', or 12 per cent . ) seemed overestimated 
in re l ation to a projected return to a £50 million external 
deficit, a 10 per cent. increase in national income and a 
l ower rate of increase in personal expenditure than in 1969 . 
Buoyancy should be a good deal less than in the inflationary 
year 1969/70 and it would be safer to take off £5 million 
at least . 

A voluntary incomes policy - i n par ticu l ar, the vital 
"br eathing space" of little or no change for a year or so 
after the 12th round was completed - would stand no chance 
if by a budgetary decision th~ Government deliber ately 
added 3 per cent . to a price rise which was 7\ per cent. in 
1969 and looked l ike being at least 6 per cent. without any 
tax increase this year. It would be only too easy for 
public opinion to be inflamed , to the advantage, of course, 
of the political opposition, but also of subversive groups 
and of irresponsible, disruptive elements amongst the workers. 
The doubling of turnover tax would excite more criticism 
on economic and social equity grounds than a combination 
of income tax increases and specific increases on items 
that sti l l "came up smiling" . 

The reasons for expecting a price rise of at least 6 per 
cent . this year without any tax increase were: 

(a) even a continuation of the December-quarter 1969 
price level would involve almost a 2 per cent. 
increase for 1970 over the 1969 average . 

(b) an import price increase of, say , 4 per cent. would 
add nearly a further 2 per cent . to the domestic price 
level in 1970. 

~, The final budgetary figure was £43.4 m. 
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(c) the r1s1ng gap between income and productivity increases 
could raise the domestic price level by 3 per cent. or 
more. 

If the price rise was not greatly to exceed last year's 
7\ per cent. it was important to keep the price ef feet of any 
increases in indirect tax rates to a minimum - not more than 
ll, per cent. The public probably expected to have to face 
another price rise of last year's dimensions but inflationary 
psychology would get a big boost if 9 or 10 per cent. looked 
likely. 

The rate of increase in public expenditure was greater 
than was allowed for in the provisional credit policy guide­
lines (to be published later that week) and these might need 
early adjustment downwards unless income trends were 
significantly moderated, a prospect doubtful enough but 
likely to be shattered by any major Government-generated 
addition to prices . 

I strongly suggested, therefore, that the current budget 
proposals should be recast so as (1) to reduce the over­
liberal allowance for buoyancy of revenue, the more so as 
there was no allowance for excess current expenditure, (2) 
to modify the additions to expenditure and (3) to obtain 
from direct taxation more of the extra revenue needed so 
that the price impact, in fact, would be moderate. I 
outlined in detail how this recasting might be done . 

The Minister promised to consider what I had said but gave 

me no reason to hope that his proposals would be changed. His 

l ine seemed to be that, if an extra £20 million or so had to be 

obtained, it was more straightforward and effective to obtain it 

by doubling the turnover tax and he doubted whether the reaction 

of wage and salary earners would be significantly different from 

their reaction to an increase in income tax and various specific 

duties . On the latter point I strongly urged a contrary view . 

I referred to the desirability of adequate consultation before 

budgetary proposals were finally settled so that monetary policy 

could be properly co-ordinated with fiscal policy and I left with 

the Minister a copy of the written understanding on this point 

which we had reached before I left Finance for the Central Bank. 

I also left with the Minister the notes I had recently compiled 

on the reasons for avoiding a devaluation . 

The notes on devaluation (signed by me and dated 8 April, 1970) 

had been prompted by the [ear that a progressive deterioration in 

competitiveness might be under way, if unit costs continued to 

rise faster here than in the U.K. It may be of inter.est to 

reproduce them here. 
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Some reasons for avoiding a devaluation 

(1) A devaluation would turn the terms of trade against us. 
We would have to produce (and sell abroad) a greater 
quantity of goods to earn the same amount of foreign 
exchange as before. In other words , devaluation would 
depress the international value of our domestic effort 
on farms, in factories, hotels, etc . There is no 
obvious advantage in this. 

(2) If the international value of our productive effort is, 
in fact, less than we are trying to pretend, devaluation 
may be forced on us by inability to compete at the present 
rate of exchange. The alteration of the exchange rate 
is then merely a market adjustmmt which makes our 
goods and services cheaper for foreigners, and foreign 
goods and services dearer for us, and so tends to bring 
about a better balance between payments out and in. 

(3) After nearly 50 years of a separate Irish currency equal 
in value to sterling - following a century of common 
currency - it would not be a source of national pride to 
have to admit that the Irish pound could no longer look 
even a depreciating pound sterling in the face . If 
there were a national advantage to be gained, this 
would be justification enough . But it is clear that 
the circumstances which wou ld force us to devalue 
would imply, not deliberate pursuit of some tangible 
advantage, but rather recognition of failure to over­
come a competitive disadvantage caused by r elatively 
fast inflation and inadequate productivity growth . 

(4) Devaluation in the circumstances just mentioned might 
provide no more than temporary relief. We would be 
submitting to events , not trying to guide them, and the 
forces which made devaluation inevitable could be 
strengthened, rather than moderated, by this surrender . 
Prices of all imports would be raised, with serious 
effects on the cost of living in an economy so 
dependent on imports, and with the exchange rate, the 
only peg in the economic framework, established as a 
moveable one , there would be little to stop a further 
spiralling of wages, prices and costs, necessitating 
in time a further devaluation. There can hardly, in 
Irish circumstances, be a "once for all" or a "trial 
run" devaluation. The first devaluation would be much 
more likely to start a chain reaction. 

(5) The flat, overall adjustment of relative prices of 
imports and exports which a devaluation effects is not 
necessarily, indeed is unlikely to be, the one best 
suited to the economy . Devaluation can be of benefit 
to forms of production which need, for expansion, to 
be more compeLitive pricewise in foreign markets. 
This does not, by and large, apply to agriculture. 
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In industry, many producl!l may not need Lo be cheapened 
in that way because external price competitiveness may 
be adequate to maintain the desired rate of growth. In 
their case, devaluation would merely impose on producers 
the problem of maintaining the old external prices. 
For others, it would be a question of negotiating new 
intermediate external prices . Only a minority of sellers 
might want to Lake full "advantage" of the reduction 
in the foreign return for their goods. On the import 
side, the extra cost would apply equally and indiscriminately 
to capital goods, raw materials and the most inessential 
consumer goods . 

(6) A devaluation would considerably alter the present social 
balance, not necessarily in the desired direction . 
Farmers would benefit as against social welfare recipients 
and others pinched by the living-cost rise. Profits in 
the aggregate would probably benefit at the expense of 
personal earnings and there would be a redistribution of 
profits among firms. To stop the relief afforded by 
devaluation from being cancelled by a wage and salary 
"hike" a tight regime of incomes restraint would have to 
be enforced. A universal - and most inconvenient -
foreign exchange control would also have to be introduced 
to safeguard the process of settling-down to the new parity . 
Getting value for devaluation would require a wide range 
of restrictive and unpopular measures . More value can 
be got by taking the necessary corrective measures in 
t ime and avoiding a devaluation . Exchange rate adjust -
ment is no real substitute for internal economic discipline . 

( 7) A most regrettable effect of a devaluation would be to 
confer a bonus on all those who had ignored the nation's 
needs in the past and invested their savings abroad. 
Apart from this effect (which would call for some 
countervailing taxation measure) , the inability to 
control inflation, which would be seen as the root cause 
of a devaluation , would seriously impair the confidence 
of external investors and cause a cessation of the 
valuable capital inflow, if not, indeed, a substantial 
outward capital movement. Externs would lose what they 
have come to regard as a fixed point of reference in the 
Irish economy . 

(8) The inconvenience of a change in the long established 
parity with sterling would be a hindrance to the growth 
of trade and tourism. Such a change would also be 
politically undesirable as representing a divisive 26 
Count:iesi.nitiative . The currency parity, and the extensive 
circulation of this State's notes and coins in Northern 
Ireland, have hitherto been amongst the welcome symbols 
of potential unity. " 
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On 16 April 1970, I sent the Minist er a copy of the provisional 

crediL advice which Lhe Central Bank proposed to issue on 18 April 

for the year ending April 1971. This advice - envisaging some 

restraint and a stabilisation of consumer credit so as to keep 

the external deficit to about £50 million - was "provisional" 

not only because it anticipated the budget but also because the 

dispute affecting the AssociaLed Banks, which had begun in 

February, made it impossible to see whether specific restrictions 

would be observed or would remain appropriate . It had become 

extremely difficult to apply monetary policy just when it was most 

needed. The bank dispute was to result in closure of the Associated 

Banks in May and was to last until November : its financial and 

economic effects were analysed in a special booklet of which 

Dr. McGowan of the Bank was the author . 

With the letter of 16 April I also sent the Minister a set of 

notes which, I suggested , he might find useful for his meeting 

with the ICTU and the Irish Employers' Confederation the next day . 

The notes were concerned with employee incomes , which as the 

letter remarked , accounted for about 60 per cent of total incomes. 

The Government's guide l ine of a 7 per cent increase for 1970 , 

announced the previous December , was under pressure. The letter 

indicated that forms of income other than wages and salaries 

would obviously have to be covered by any "breathing space" 

or percentage limit policy . 

The notes gave succinct and specific expression to principles 

put forward not only in interviews and correspondence with the 

Minister but in the Central Bank ' s Spring Bulletin, which had 

advocated, as the immediate aims of incomes and prices policy , 

containing the "12th round" and "arranging that further income 

increases are delayed long enough to allow competitiveness to 

be regained and are of a moderate order when they do occur". 

The notes were as fo l lows: 
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Notes for meeting wiLh JCTU and Iri sh Employers' Confederation 

The most critical problem facing the Irish economy is the 
present high rate of inflation. It is true that there is 
inflation almost everywhere. The unpalatable fact is , however , 
that the degree of inflation in Ireland is greater even than 
in the U. K. and much greater than in the EEC countries generally. 
It is urgently necessary to correct this . The recent NIEC 
report on Income and Prices Policy gave it as the unanimous 
view of all the members of the Council "that if the current 
rate of domestic inflation is not curbed even the existing 
level of employment cannot be maintained and it is utter ly 
unrealistic for the Irish community to aspire towards full 
employment . . . " 

A major factor in the relatively high rate of inflation 
in Ireland is the completely disproportionate rate of increase 
in money incomes as compared with productivity . Productivity 
had been increasing for some years at an encouraging rate 
but recently we seem to be running out of steam on this 
front, unfortunately at the same time as income increases 
have been magnified . 

Evidence of how far out of l ine we are getting as compared 
with other countries is given in the NIEC report just published 
(Friday 17 April) on "The Economy in 1969 and the Prospects 
for 1970". In a footnote on page 7 the following information 
i s given 

* "The pe r centage increases in unit wage costs in the 
I rish mining and manufacturing sector and in roughly 
comparable sectors in certain other European countries 
between the third quarter of 1968 and 1969 were as 
follows: 

I re l and 11. 53 per cent . 

U . K . 3 . 45 per cent . 

Fr ance 1. 28 per cent . 

Germany 1. 91 per cent . 

Italy 7.45 per cent . 

,. Source: 0ECD Main Economic Indicators March 1970. 

Similar evidence appears in the Credit Policy chapter of 
t he Central Bank's Spring Bulletin , from which the following 
is t aken: 

"After a year in which the general level of prices rose 
in Ireland by 71, per cent. - more than in any other 0ECD 
country except Iceland - the 1970 prospect is for a 
further increase in prices of a s imilar order. Demand 
and cost pressures are such that, even with a widening gap 
in the balance of payments, price increa ses in Irela nd are 
outpacing those generally experienced in other countries 
and the competitiveness of Irish goods and services is 
being unde rmined . The imp3ct on exports, on tourism and 
on employment and economic gr01eth, thou gh delayed and 
blunted [or a time by efforts to hold existing markcls, 
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cannot but assume grave dimensions if the present rate 
of inflation continues . llow much Ireland is out of line 
is indicated by the following estimates of price increases 
in 1969 and prospective increases in 1970: 

Changes in General Price Levels (G . N.P. Deflators) 

1969 1970 

Ireland 7!,% 7% 
United States 41.% 4% 
Canada 4'!,% 4% 
Germany 3% 4!z% 
United Kingdom 4!z% 3% 
Italy 3!z% 4t% 
France 6\% Slfl. 
Japan 5% M:% 

The NIEC report itself will do nothing immediately to 
solve this problem. It points up the dangers of a continuation 
of present trends and suggests institutional improvements which 
may l ead towards less damaging trends in incomes and prices. 
Meanwhile, however, the dangers are with us and could well 
cause a major crisis before a voluntary incomes policy has 
time to take effect . 

It seems desirable to stress not only the dangers of a 
continuation of present trends but, even more perhaps, the 
advantages to the individual and to the community at large of 
reverting to a closer relationship between increases in money 
incomes and national productivity - real increases as good 
or better than before for the individual, expanding exports, 
ri sing employment , less emigration . 

It is of vital importance that the rising spiral of 
incomes and prices be arrested to enable productivity to 
catch up somewhat and thus slow down the momentum of 
inflation. The only way this can be achieved is by having 
a concerted all-round suspension of income increases for a 
significant period - at least a year - after completion of 
the 12th round. This breathing space can be said to be 
necessary even to afford time for the consultations and 
other preparations needed to bring more rational and 
orderly arrangements into operation in regard to incomes 
and prices. 

Reasonable people would understand that, to protect 
acceptance of (or acquiescence in) such a "breathing space" 
against maverick action on the part of individual unions or 
groups or unwarranted price increases, the Government would 
have to be ready to intervene to nullify any financial 
advantage which such action could initially confer . To 
that extent "sanctions" may have to be invoked but it would 
be better not to put this possibility in the forefront in 
any discussions. 

A crnnplete cessation for a year of income increases may 
not be possible for a variety of reasons. Nevertheless, this 
might be the opening negotiating position. A fallback position 
might take the form of recognising the practical necessity, 
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as from the expiraLion of 12th round agreements (whatever 
the date o[ expiration may be) to concede a 5 per ccnL . 
increase for the subsequent year as a transition Lo the full 
operation o[ a voluntary prices and incomes policy. This 
5 per cent. would be o[ the order o[ the interim settlement 
already recommended by Professor Chubb for the maintenance 
men when their present agreement expires on 30 June 1970 
(and , according Lo today's press, rejected by them). His 
recommenda tion refers, however, only to a six months' 
period and it would be desirable to have this extended to 
a year. The Department o[ Jabour would be in the best 
position Lo define l an appropriate formula for the [allback 
position. One o[ the awkward - but not insuperable -
problems is that all 12th round settlements (assuming these 
began with the Electrical Contracting settlement o[ October 
1968) will not expire on the same date, e . g. the maintenance 
men's expiry date is 30 June 1970 , whereas the building 
workers and electrical contractors' emp loyees go to 
31 December 1970 and the E. S . B. 's recent offer envisages 
the last phase of th e 12th round running from 1 January 
1971 to 30 June 1971. 

On the morning of Budget Day (22 April) the news came that 

Mr. Haughey had been seriously injured in a riding accident near 

his home. His speech was read for him by th e Taoiseach . Although 

the thought occurred to me , it seemed both too late and too naive 

{given collective responsibility) to press the Taoiseach to use 

the Minister's personal mishap as a ground for postponement and 

reconsideration of the budgetary proposals ! While the Minister 

was still out of commission the Arms Scandal broke. Mr. Haughey 

was dismissed from office , tried for his alleged complicity , but 

acquitted. It was on ly much later, when the Fianna Ffil Party 

was in Opposition, that he was r estored to the front bench . The 

Finance portfolio passed to Mr . Ceorge Colley T.D . in May 1970. 

The 1970 budget, it may be briefly recalled , doubled the 

turnover tax, gave income tax reliefs, improved social welfare 

payments and pensions , aided agriculture and raised both current 

and capital expenditure . 

I was received by the new Minister on Tuesday, 2 June and my 

note of that interview (a copy of which I sent to the Minister who 

confirmed its accuracy) reads as follows: 

I told the Minister that I had brought with me a 
folder containing copies of some documents relating (a) 
to the question o[ liaison between the Central Bnnk, the 
Department of Finance and the Minister [or Finance and 
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(b) lo the aclvice which lhc Central Bank had been tendering 
over lhe past year. The Mlnister appearecl to be acquainted 
already with al least two of these documents - my minute of 
12 February 1969, 1vritl n before I left the Deparlment of 
Finance dealing with the relationship and my record of a 
pre-budget interview wilh the former Minister for Finance on 
13 April 1970. I describecl my minute of 12 February 1969, 
which had been endorsed by Mr. C. H. Murray and the then 
Minister for Finance, as a form of "covenant" establishing 
an effective and useful relationship based on interchange 
of information and argument and reasonably frequent meetings 
between the Governor and lhe Minister, Secretary and other 
senior officers of the Department of Finance. The Minister 
indicated his agreement with this approach. He said that 
normally he would like the Secretary of the Department to 
be present when he received me but he did not exclude the 
possibility of occasions arising when he would see me 
a l one at the instance of either of us . I expressed complete 
satisfaction with this arrangement but suggested that it 
might be desirable to have a settled procedure for periodic 
meetings so as to avoid the "drift" which could occur if 
all meetings were arranged ad hoe . 

I then gave a short general review of the economic 
situation. I began by stressing the importance of the 
confidence factor . Many problems would be easier to solve 
if the Government were seen to be taking the situation 
effectively in hand . There was feeling abroad that, by 
r eason of other preoccupations, the state of the economy 
had not received sufficient attention in the course of the 
past year . The balance-of-payments situation was serious 
enough - and was probably stopped from becoming worse 
only by the temporarily disinflationary effect of the 
cement workers' strike - but the really disquieting factor 
was that , as distinct from occasions in the past , the 
external payments deficit was now due in part to a relatively 
fast rise in prices and costs in Ireland as compared with 
Britain and other countries . A deficit due to excessive 
demand arising from public or private spending was less 
difficult to deal with than a deficit due to a loss of 
competitiveness. It was urgently necessary to reduce 
the present rate of price and cost inflation in Ireland . 

Although the external reserves were high, the economy 
was vulnerable, being so dependent on exports for expansion 
and on external capital to promote investment . A failure 
of confidence, either abroad or at home , could quickly make 
serious inroads into reserves ard there was no effective 
barrier which could be thrown up without new legislation . 
It was a statutory obligation of the Central Bank to redeem 
in sterling any Irish legal tender notes presented at its 
London Agency, the Bank of England. The continued inflow 
of foreign capital, as well as the ability of the Government 
and State bodies to borrow abroad, depended very much on 
the maintenance of confidence in the Government's 
determination to manage the economy efficiently. 
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Looking at the three main policy areas - fiscal, monelary 
and incomes - I said Lhat the Minister would not be surprised 
to hear that I was dissatisfied with the recent Budget, 
regarding it as being inflationary rather Lhan disinflationary. 
It would be impossible, I feared, for the Central Bank not 
to express some critical view of the Budgel in its Annual 
Report but naturally we would try not to make this too sharp. 
It seemed as if all that could be done now was to make 
absolutely certain that no deficit - preferably, indeed, 
some surplus - would be produced on the current account of 
the Budget and that expenditure would be held down as far 
as possible. There was a special problem this year of very 
l arge-scale debt redemption. The holders of Government stock 
had it within their power to disrupt both fiscal and monetary 
policy by insisting on cash redemptions and spending the 
proceeds. Here again, stability and confidence were essential 
to a successful outcome of conversion operations when they 
could be undertaken . 

As regards credit policy, we were in a state of frustration 
because of the bank strike and could only hope that what was 
going on during the strike would not be as much in excess of 
the guidelines as had been the case on the previous occasion. 
To assist in safeguarding the situation some element of currency 
scarcity should be maintained in the hope of restraining the 
excessive accumulation of creditor - debtor relationships. 

On the incomes policy side the Government had, of course, 
accepted the NIEC Report in principle and had actually set 
up the new employer-labour organisation. In a sense , how­
ever, this was dressed up with nowhere to go until guide-
lines had been set for it by the NIEC . It was , therefore, 
particularly opportune that the NIEC should now be transformed 
into NEC , with some refreshing and expansion of personnel. 
The Minister told me that he was on the point of submitting 
a memorandum to the Government on this subject . In view of 
th e obvious difficulties about statutory enforcement of 
guidelines I suggested that ingenuity might be directed 
towards finding some worthwhile incentives or rewards for 
their consistent observance. 

I confirmed from the Minister that the Central Bank Bill 
is on the projected list of legislation for Lhis session and 
that he hoped it might be possible at l east to take the 
Second Reading. 

I also suggested to the Minister that at his convenience 
he might wish to visit the Bank and meet the Directors and 
senior staff. 

The interview concluded with my bringing the Minister 
up-to-date regarding our note printing and accommodation 
problems and the plans we have [or meeting them. 

The new Minister, as was to be expected, was receiving 

advice also from his own Department and 1vas himself conveying a 

fresh appraisal to his Government colleagues of the economic 

situation and the public finances . I received copies of the 
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relevant memoranda from Mr. Murray and sent him a personal note 

jibbing at a sentence nbout "action taken in recent months in the 

fiscal and incomes policy spheres to damp down demand" . 

I said tartly "I don't Lhink Lherc has been any such action 

(rather the contrary!) and I hope the Government won't lay any 

balm to their bosom on Lhis score" . 

Before going on leave for August I sent the Minister (on 

31 July) a memorandum entitled "Suggestions regarding Economic 

Policy" in the hope, as I said in the covering letter in Irish, 

that these views and recommendations would be a help to him when 

he was considering what needed to be done to regain control over 

our economic affairs . I confessed I had little hope that the 

Trade Unions could be persuaded to accept voluntary incomes 

r estraint . The memorandum reads as follows: 

Suggestions Regarding Economic Policy 

1. The Policy Problem 

Since the beginning of 19 69 Irish prices have been 
rising at an exceptionally fast rate by international 
standards. Keeping export prices competitive is becoming 
increasingly difficult because of the rate at which labour 
costs are rising and the extent to which profit margins 
have already been reduced. Evidence is accumulating of 
loss of export orders by the clothing and textile trades in 
particular. The ratio of imports to national production 
increased markedly in the last two years, a development 
for which domestic price rises have been partly responsible. 
Irish products which substitute for imports are becoming 
difficult to sell on the domestic market. Economic growth 
has slowed down, as is indicated by the figures for industrial 
production in the latter half of 1969 and the first quarter 
of this year. Unemployment was substantially higher in 
May and June to an extent not wholly attributable to 
strikes. 

2. The inflation has a predominantly domestic or1.g1.n . On 
the demand side, the expansionary effects of Government 
spending (which is completely disproportionate to the rise 
in national output), added to buoyant private-sector 
spending out of inordinate income increases, have made it 
impossible to do much to correct the situation by credit 
policy. Pressures for increased incomes in the 12th 
round mel with little resistance: employers preferred to 
increase wages, and Lake their chances on being able to 
increRse prices, rather than [ nee an industrial dispute. 
Increased pay, as well as deliberate additions to public 
expenditure, have necessitated higher taxation which, 
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being indirect, has raised prices [urlher . The inflationary 
process shows no sign o[ coming to an end. Consumers' demand 
was buoyant in the early months of this year and any fall-of[ 
in this or in investment, due to the cement strike and the 
banks' closure, will be temporary. 

3 . The Remedies Available 

The problem must be attacked from both sides - from the 
side of expenditure (demand) and from that of incomes. 

Reducing the pressure of demand involves, primarily, 
Government action to lower the growth rate of public ­
sector spending and the associated borrowing requirement. 

Credit policy, too , must be restrictive: any inappro­
priate addition to credit during the bank closure or any 
unanticipated foreign borrowing will need to be compensated 
for by revised credit policy advice. 

These fiscal and monetary measures would reduce the 
growth rate of expenditure and , after some time , would lower 
the rate of price increase to something closer to inter­
national experience . They would also help to r educe the 
balance-of-payments deficit on current account which 
otherwise will make its delayed upward jump later this 
year and in 1971 . 

Neither monetary nor fiscal policy can , however, do 
anything immediately to improve relative costs or com­
petitiveness: in this respect, they operate indirectly, and 
after a time lag , through their effects on expenditure, on 
employment, and on the disposition to press claims for 
inordinate income increases . · Slower growth and rising 
unemploymen t can be avoided only if a disinflationary 
demand management policy is accompanied by a slowing-
down of the rise in incomes. An effective incomes and 
prices policy is, therefore , the second wing of the 
attack on inflation. It i s a direct means of seeking 
that compe titiveness wh ich will ensure expansion of 
sales, output and employment . 

4 . Suggested Combination of Measures 

There is a general public feeling that the present 
rat e of price increase (probably 9 per cent . for 1970 after 
7\ per cent . in 1969) i s intolerable and an appreciation that 
it will, i[ maintained, l ead to serious economic difficulties . 
A combination o[ measures which promised i:o moderate the Lrend 
o[ price increases while mainLaining employment and growLh 
would probably, therefore, be accepLed even though il meant 
a red,1ction in money income increases. The required policy 
action shou ld be timed [or the early Aulumn o[ 1970 and 
should combine demand management with control of incomes 
and prices:-
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1. Fisca 1 

(a) Govcrnmenl current expenditure and taxation 

(i) A special Autumn budget to ensure , primarily 
by expendi lure control rather than tax increases, 
that current expenditure in 1970/71 does not 
outrun current revenue and that it lags behind 
current revenue in 1971T'ff. so as to produce a 
worthwhile surplus to help finance a more 
limited growth i.n capital expenditure. 

(ii) Announce there will be no Spring budget in 
1971 on the basis that the Autumn budget of 
1970 will settle the taxation position until 
end-1971 and that current expenditure must 
be so tailored as to be more than covered by 
the revenue thus produced. This will both 
relieve the public mind and sidestep the 
claims for additional grants and subsidies, 
new services etc. to which an ordinary budget 
exposes the Government. 

(iii) Since a reduced r ate of public expenditure 
i ncreases is the crucial requirement, the 
t axation increase to achieve (i) and (ii) 
should be moderate. It should be mainly , 
if not entirely, direct. An increase in 
income tax should be enacted this Autumn to 
take effect as soon as possible . 

( b ) Government capital expenditure 

The objective here should be to reduce the 
residual borrowing requirement (from banks and 
abroad) well below the £70 million level which 
entails excessive pre-emption of domestic credit 
at the expense of private sector needs and/or 
foreign borrowing, wbich has the same effect as 
extra credit creation on the balance- of-payments 
position. Control of demand pressures requires 
the limitation of public capital outlay, however 
financed . 

2. Credit 

No increase in bank credit except for pro­
ductive purposes (and minimum Goverment needs) , 
a policy which would provoke less opposition if 
the Government's demand for credit is reduced as 
recommended at 9(b) above. 

3 . Incomes and Prices 

Taking inlo account the "carry-over" effect 
(estimated at 7 to 8 per cent . in 1971) of increases 
already granted or under v1ay (i . e . 12th round phased 
increases falling clue in 1971) and Lhe effect on the 
nnLional price level ( stimated at 2 to 2~ per cent . 
in l 971) of the trend in import prices: 
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(i) Impose a sLatutory prohibition on the payment 

by employers of any furLhcr income increases 
(i.e. beyond those provided for in current 
agreements) between the date of introduction 
o[ the legislation (the Autumn budget day) and 
31 December 1971 except such increases - not 
in any case to exceed, say, 30/- a week - as 
the Employer/Labour Conference (or the Labour 
Court) may certify as not involving for the 
workers in question an excess over rates of 
increase established for other workers in 
the 12th round. This is intended to secure 
that, where an existing 12th round agreement 
provides for a phased increase in 1971 , this 
will be the only increase allowed for that 
year; while prospective 13th round increases 
(such as building and electrical contracting 
workers may expect on 1 January 1971) will be 
replaced for the year 1971 by increases within 
a 30/- a week limit which can be categorised as 
merely bringing early participants in the 12th 
round into line with the higher norms later 
established in that round. 

(ii) A statutory prohibition should also apply 
for the same period to increases in dividends, 
professional fees and charges, percentage 
profit margins etc. 

(iii) Impose a complete freeze on prices except where 
import cost increases (or indirect tax increases 
if any) are considered by the price control 
authorities to justify such an increase. Domestic 
cost increases co be offset by productivity 
gains or at the expense of profits . 

These could be expressed as temporary measures 
pending general agreement on a voluntary incomes and 
prices policy and its being put into effective 
operation by end-197i. 

5 . Likely economic effects 

If the actual increase in money incomes in 1971 is held 
to a 7 to 8 per cent. average (as would roughly be the effect 
of allowing 12th round agreements to be observed and com­
plemented but postponing any 13th round settlements as such), 
if import but not domestic cost increases are allowed to be 
passed on, and if there is no change (or only a small Autumn 
budget change) in indirect tax rates, the price increase from 
end-1970 should not exceed 4 to 5 per cent, the national 
growth rate should be at least 3 per cent., real incomes in 
1971 would increase at this raLc, there need be no reduction 
in employment, anJ the balance-of-payments deficit would be 
reduced. Confidence would be re-estoblishe<l to the benefit 
of investment and development. 
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These suggestions conveyed in a more concise and specific 

form the advice given in the General Review section of the Annual 

Report of the Bank which had been submitted to the Minister for 

Finance on 15 July 1970 . It is unnecessary, therefore, to r epro­

duce any of the Review except for a few passages which explain 

further the Bank's attitude to a pay pause and remedial action. 

The suggestion of a pay pause on completion of the 12th 

Round pay agreements was based on the desirability of slowing 

down th e inflationary momentum. "If competitiveness vanishes 

because of rising prices and costs, the rate of increase in 

nationa l production will drop, jobs will be lost and all sections 

of the community wil l suffer, especially the weaker sections". 

The argument for at least a six months' pause was that, associated 

with appropriate fiscal and monetary policies, "it would provide 

a short interval in which productivity might make good some of 

the competitive ground now being lost and the machinery for a 

voluntary incomes and prices policy could be put into working 

order". It was not a pay pause only that was being suggested -

"a t emporary restraint similar to that agreed in the wages and 

salaries context should apply to percentage profit mar gins , dividend 

distributions, rents, fees and similar forms of income" . "What 

is being suggested is a purely interim arrangement leading to a 

more rational and orderly system of change in incomes and prices. 

It is obvious that socia l and economic patterns cannot be 

froz en - in particular, the distribution of incon-es between 

categories and individuals must change - but it is in the 

community's interest that means be found of effecting necessary 

changes with minimum economic and social stress" . 

That Autumn the search went on for agreement on a moderate 

r a t e of increase in employee incomes. When the Employer/Labour 

Conference (which had been established in May, 1970) failed to 

produce a settlement, the Government decided to act and it 

was announced on 16 October, 1970, that from that day statutory 

control wou ld be exercised over all forms of income and the 

machinery of price control would be strengthened . When the 

Dail reassembled legislation would be introduced to confirm a 

limit of 6 per cent on all increases in pay whether arising 

under new agreements or instalments of old aereements, or both, 

in the period to 31 December , 1971. The possibility of a 

Supplementary Budget was indicnted . The Government had held 
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economically acceptable settlement to be r eached voluntarily 

51. 

and were now intervening reluctantly, following repeated 

warnings to all concerned that a breakdown in voluntary efforts 

to solve th e problem must l ead to Government intervention. 

The prices and incomes legislation was introduced when 

the Dail reassembled and the Second Stage was fixed for 10 

November. Meanwhile , renewed efforts wer e being made to reach 

an acceptable voluntary settlement . The Government announced 

on 30 October that to facilitate these, one change was being 

made in the Bi ll - the provision for a 6% limit would be 

de l eted and, instead, the Bi ll would provide that th e incr eases 

to be a llowed from 16 October would be such amounts as the 

Government might by order determine, these to have regard 

to the further discussions between ICTU and employers' 

r epresentatives . The statement concluded with the injunction 

that "the essential requirement remains that income increases in 

1971 must markedly reduce inflation and moderate the ri se in 

prices" . 

In fact, a settlement was r eached in further discussions 

and the Government, though less than happy with its t erms , with­

dr ew the proposed legislation because of "its preference for a 

voluntary r ather than an imposed solution" . 

I had almost forgotten to mention tha t a Supplementary Budge t 

was introduced on 28 October , a pardonable l apse since its 

economic effects were not significant. It provided formal 

opportunity for the Government to exp l ain to the oti l and the 

public its anxiety about current economic tr ends and the ur gen t 

need for incomes restraint. The taxation imposed wou ld yield 

only [11 million in a full year: the maximum combined rate of 

income tax and corporation profits tax on companies was raised 

from 50 per cent to 58 per cent and an increased rate of whole­

sale tax was levied on "luxuries" (yachts , motor cars, caravans, 

radio and television sets, etc). Clearly , these were cosmetic 

adjustments or , as the Minister more staidly put it "a rational 

and necessary supplement Lo the prices and incomes policy". 
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Two other proposals, which Lhe Government doubllcss saw 

in the same light, drew the fire of the Central Bank and in the 

end were not proceeded with. 

The first concerned a recommendation which the Department of 

Finance had made to the Government that, if the Government 

approved in principle of the taxation of wealth, it should make 

an early announcement that such a tax was on the way. This was 

obviously conceived as an inducement to trade union members to 

accept wage restraint . The Central Bank received notice of 

this proposal only on 29 October, although it had been put to 

the Government on 26 October . My instant reaction on receiving 

Mr . Murray's letter was to write that having read it, and without 

saying anything as yet on the principle of such taxation , I 

wished immediately to express the strongest reservation about the 

proposal to make an early announcement if the Government were to 

approve in principle. "Public notice that such a tax, of 

unspecified scope and form, would apply from a future date would, 

in my view, risk setting in train a massive outflow of funds 

It would be folly to add deliberately to the grave risks we 

already face" . 

I also protested at the lack of prior consultation with the 

Central Bank , remarking that "the arrangement for frequent and 

timely interchange of information and views on budgetary and 

other matters - under the "covenant" outlined in my minute of 

12 February 1969 - is not , I fear working ideally" . 

So strongly did I feel that a vague advance announcement 

of a wealth tax would be asking for trouble that I risked 

Ministerial wrath by alerting the Taoiseach directly to the 

danger . "Don't bring unnecessary trouble on your head" I 

urged in a personal note . 

Mr . Murray sent me a placatory letter on 30 October 

explaining the circumstances of the urgent submission to the 

Government to which I replied as follows on 2 November: 
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I have read with much personal understanding your letter 
of 30 October. 

In'the interest of the Central Bank as an institution I 
am, however, still concerned and would like to explain why. 
The difficulties which arise when critical financial matters 
have to be urgently considered arc recognised (and by no one 
better than myself) but it is precisely in these circumstances 
that proper consultation with the Central Bank is most desirable, 
i.e. consultation which affords some time for consideration and 
discussion before decisions are made or proposals put to the 
Government. Brief oral indications of what is afoot are not 
(as I am sure you would agree) a satisfactory form of "exchange 
of information and argument". The Central Bank's views may 
not, in fact, be accepted(as happened, for example, in relation 
to the April budget and the original announcement on incomes 
restraint) but for the Bank the opportunity it had to express 
them at least enabled a responsibility to be discharged. 

You did mention to me on 23 October that consideration 
was being given to the question of taxing wealth but until I 
received the memorandum I had no idea that a proposal had 
been made to the Government to give over a year's notice, of 
an indefinite nature, to the public. I remain strongly of 
the view that this would be most inadvisable and I am glad 
that you are bringing this view to the Minister's notice . 
There would, I am convinced, be an utter disproportion 
between whatever advantage might be seen in linking an 
intention to tax wealth with the Prices and Incomes Bill 
and the financial consequences of disclosing such an intention. 

p . s. 

With reference to the final paragraph above , I have just 
received, with much relief, your letter of today informing 
me that there is now no question of any early decision or 
announcement about a tax on wealth . Thank you . 

A letter came the next day from Mr. Murray saying "you can 

take it that I fully accept the principle of prior consultation , 

and will continue to do what I can to ensure that principle and 

practice converge" . 

The second bone of contention was a proposal to extend 

price control to bank interest rates. The Minister's announce­

ment of 16 October, referred to earlier, contained, under the 

rubric "Fees" , the words "Professional fees, insurance and 

banking charges will be controlled". Mr. se£n Murray (Assistant 

Secretary, Department of Finance) had phoned me before this 

announcement to say that he had been "asked to let me know" 

that it contained a reference to control of banking charges. 
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It was not then clear wheLher this covered interest charges and 

I made the comment, repeated in a Cenlral Bank letter of 27 October, 

Lhat, if it did, the exercise of conlrol of this kind would be 

appropriate to the CenLral Bank. There followed over the next 

few days an exchange of correspondence between Mr. C. H. Murray 

and myself in which I emphasised that it would be preferable if 

interest charge s were not brought within the scope of the 

legisla tion but were left to be dealt with by the Central Bank , 

which could be relied upon to use its influence with the various 

financial institutions to prevent any unjustifiable increase 

in interest charges . This course, I said, would avoid any overt 

conflict between the powers and duties in regard to credit control 

which Section 6 of the Central Bank Act, 1942 , placed on the 

Central Bank and th e exercise of interest rate control by the 

Minister for Finance or his Officers . I argued that , had there 

been consultation with the Central Bank before the decision was 

taken , I would have asked Mr . Murray to bring to the Minister's 

notice the point that interest rates differed from other prices; 

in particular, they might have to be varied for credit policy 

or wider economic purposes and could not , therefore, be regarded 

mer ely as a factor affecting the general level of prices. "To 

be specific , the Central Bank might well favour a raising of 

t he general level of interest rates - on deposits and advances -

as a means of counteracting too sharp an exodus of funds .. . " 

Finally, I said that, if the Minister's decisions were not 

open to reconsider ation, the Central Bank would have to rest on 

Mr . Murray's assurance that it would be fully consulted before 

any interes t rate controls were exercised. The Board of the Bank 

would not , I believed , accept that officials of the Bank could be 

appointed by the Minister as "authorised officers" to administer 

such controls . 

In the event, the legislation , as already recorded, was 

withdrawn. 

I shall l eave there my account of Central Bank relations 

wilh the Government in 1970-71, thou gh the final quarter of 

that financial year has not been covered . It seems better to 

open Lhe chapter on 1971-72 with the stocktaking and preliminary 

policy formulation for 1971-72 to which all minds were turning 

with the dawn of the new calendar year . 
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V. ADVICE AND COMMENT, END 1970 - MID 1972 

As 1970 moved to on end , the Deportment of Finance was exert ing strong pressure 

on Depar tments to revise downwards their Estimates for 1971;72 . I reminded 

Mr. C.H. Murroy on 3 December, 1970,of the danger of their producing spurious 

reductions, be low what th eir ongoing commi1ments would, in fact, require, citing 

our unhappy experience of Agriculture, Hea lth and Social Welfare in particular, where, 

because rates of payment were fi xed , actual expenditure must be met (through 

Supplemen tary Votes) whether the original estimates were valid or not . I also repeated 

my concern at the decision to al low Employer/ Labour discussions 1he dominant role in 

determining wage and salary increases in 1971, urging that the Government should 

firmly decide not to sanction increases of more than 6% : "since the process of reducing 

cost-inflation will take a number of years to achieve success, we should be ready to 

withstand increasing pressure on the wages front until it is established for all to see that 

moderation pays in terms of a lower price rise and better economic conditions". 

My letter also contained the following: 

"I do not dispute the need for according, during 

periods of ropid price inflotion, a high priority to the 

maintenance of minimum Social Welfare standards . 
There are other tronsfers, however, wh i eh do n::,t merit 
such treatment. I would think it justifiable for the 

Government to resist suggestions that any further 

increases in farm incomes be effected by roising prices 
or subsidies . The improvements announced on l December 
should suffice for the time being; the farming community 
may reasonably be expected to wait for what the EEC will 

bring from 1973 onwards. As regards CIE I am sure you 
are worried that "sharp deteriorotions" (i.e. millions of 

extro losses} can happen quite quickly without the 
management expecting them and without their being 

fut ly explicable even afterwards in terms of pay or o1her 
identifiable costs. CIE apparently does not regard itse lf 

as necessarily having to make do even with a statu1orily -

limited subsidy. Whatever new subsidy limit is determined, 

it should not be so libera l as to free the management from a 
strong and urgent sense of their responsib ility to make the 

service pay wi1hin that limit". 

The anxiety fe lt by the Central Bank regarding, in 1he words of the covering l e1ter, 

"the particularly dangerous form of infl aiion indica ted by 1he higher trend of incomes, 

prices and costs in Ire land than in the UK , the US and th e more important Continental 

European coun1ries" wm reflected in i1·s decision in January 197 1, 1o address a formal 

I mernorondum 10 1hc Minister on "Prospec1s and Poli c ies for 1971 " . This memorondum 
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Memorandum from Central Bank to Minister for Finance 

Prospects and Policies for 1971 

1 General 

1 . The Board of the Central Bonk presents this memorandum 
to the Minister for Finance eorly in 1971 because of the 

responsibility laid on the Board by the Central Bonk Act, 
1942, in relation to safeguarding the integrity of the 

currency. In this respect, the Board considers 1971 to be 

a critical year and the policies determined by the 

Government, particularly regarding the Budget, to be more 
important than ever before. The imminence of the decisive 

stage concerning entry to the European Economic Community 

adds to the significance of the policy decisions to be taken 

this Spring. 

2. To look back on developments in 1970 is most disagreeable. 
It is obvious that not only the integrity of the currency, but 
the viability of the economy, would be gravely threatened 

by continuance of a deterioration wh ich has left Ireland with 
one of the highest inflation rates in the Western wor ld, with 

the growth of national production cut to half its potential 

by excessive cost increases and pr,)longed disputes, with 

unemployment raised, the balance-of-payments deficit 

running into o third.year for above the tolerable size, and 

with questions being raised in banking and business circles 

about the stability of the parity with sterling. 

3. A series of confidence checkpoints has to be faced throughout 

1971 and an unfortunate exper ience at any of these could 

precipitate a crisis. Apart from unforeseen risks, the series 

includes : 

( i) the outcome of the mas.;ive l February conversion/ 

new issue operation, involving over £65 million, 

and further conversions of £48 million in March 

and September; 

(ii) the interpretation which may be placed in the D;il 

and e lsewhere on the intention behind the currency 

provisions of th e Central ~:mk Bill; 

(iii) the risk of the Employer/labour Con:erence 

Agreement b,~ing sabotaged; 
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(iv) the terms of the 1971/72 Budget; 

(v) the state and prospects of the economy when the 
the terms of accession to EEC are clarified 

and the pu b lic decision about en try has to be 
taken. 

4. In particular, the Board w ishes to stress that failure of the 
Budge t to convey both at home and abroad a sense of sound 
direction of national economic affairs would have critical 

consequ ences. The Budget must help to moderate the 

excessive degree of price and cost inflation w hi ch is th e 
greatest dan ger to the economy and the currency. Government 
correc tive policies will need the backing of consistently 

sustain ed publicity. The expe ri ence of other countries 
(e.g. Britain) shows how i mpor tant it is far a deficit country 

to sustain the confidence of outside investors as wel l as of 
its own citizens. Ire land is particularly vu lnerab le to a 

lapse of financial confidence because of the statutory obligation 

to convert Irish pounds into ster ling, the absence of effective 
control over movements of funds between the State and the res t 

of the Sterlin g Area, and the dependence of activity and 

employment on a continuing large inflow of capital. An 

increase in thi s vulnerability is indica ted by the progressi ve 

decline for some years past in the ratio of ex ternal rese rves 
to such criteria as the amount of potentially mobi le funds, 

expenditure on imports and the deficit in visible trade. The 

total of currency in circulation and of deposit and current 
accounts in banking institutions in Ire lan d (now about £1, 25') 

million) is an incomp le te measure of the amount of potentially 
mobil e funds. Even by reference to thi s tota l, however, the 
reserves ho ve fallen from a 35 per cent. ratio at end- 1966 to 
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23 per cent. at presen't, while the ratio of reserves to expenditure 
on imports hos fa I len over the some period from 59 per cent. to 

42 per cent. and, to the deficit in visible trade , from 2 to l to 

l . 3 to l. 

5. To safeguard the economy and the currency, the Boo rd considers 

that priority shou ld be accorded to the following major objectives: 

(a) reducti on of the rote of increase in money 

incomes and pr i ces; 

(b) return to a higher bu t susta inab le rote of 

economi c grow th; and 

(c) reduction of the ba lance-of-payments defi c it . 

The imp li cations of these ore cons idered be low . 
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6. 

7. 

11 I ncornes ond Prices 

Because the greotesl danger to lhe competitiveness of 

Irish goods and services and to lhe ex lerno l value of the 
currency comes from the relatively high rote of price 
inflation in lrelond, the greatest need is for moderolion of 
the rote of increase in (i) money incomes and (ii) public 

expenditure and borrowing. These, though inter linked, 
ore best considered separately. Abatement of cost 
inflati on also depends on improved productivity, whether 
this comes from industrial peace or is secured more directly. 

Incomes . 

(i) The outlook for 1971 is now determined by 

the twelfth round (second-phase) commitments 
carried into 1971 and by the terms of the 

recent Employer-Labour Conference Agreement, 

ossumi ng it is fa i thfu I ly observed. The 
minimum rote of increase in non-agricultural 

money incomes in 1971 is, therefore, like ly 

to be 11 ~ per cent., and for money incomes 
generally about 10 per cent. - three times 

the likely rote of growth of national production. 

This is not far short of recent trends and it is 

only by assuming industrial peace and a con­

sequent increase in output that some slowing 

down in the rote of increase in unit labour 
costs in Irish manufacturing industry can be 

proj ec ted. Even so, any significant improve­

ment as compared with the British trend in 1971 

is not likely. It will be recalled that the OECD 
recently described inflation in Britain as "probably 

the most acute faced by any major country". 

(ii) Ire land's post-1966 experience and immediate 

prospects ore set against those of the U. K., U.S. 
and Germany in the graph in the Appendix. * 
This graph shows that unit costs in Ire land have 
been rising relatively fast since lote-1968 and that 

a prolonged effort wi 11 be needed ta bring them 

into line . Na comfort can yet be drown from the 
existence of income and price inflation elsewhere. 

In fact, the ELC Agreement can be regarded only 

as a welcome alternative lo utter chaos; it does 
not set us on the rood ta improved competitiveness. 

The second phase of the agreement embodies serious 

prospects of a worsening of the situation, particularly 

if prices continue to rise at the current rote. The 

prospeclive gap be lween aggregate money incomes 

ond output suggests a probable rise in the genera l 
leve l of prices in Ire lan d of 6 lo 7 per cent. in 1971 

(as comporecl with 8 per cenl-. in 1970) and this is 

higl,er than that expected in most OECD countries. 
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* Not reproduced here - sec page 7 of Spring Bulletin 1971. 
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8. Governmen t expenditure and borrowing 

(i) It i s obv i ous that a grea t responsib ility is 

thrown en fiscal and monetary policies to 
moderate the dangerous inflationary trend. 

Whether they wi 11 do so depends very I argel y 
on the rate of increase in public expend iture 

and the size of the Government's borrowing 
requiremen t. Monetary policy cannot be 
effecti ve unl ess it is supported by appropriale 

fiscal policy and unless Government proposals 
for borrowing from the banks and abroad are 
substantially reduced and adequately allow for 
the productive borrowing needs of the private 

sector. 

(ii) 

(iii) 

The rate of increase in Government expendi tu re 
(current and capital combined) has over the past 

three years averaged 18 per cent. per annum 
as against an average rate of increase in real 

GNP of l ess than 4 per cent. and in nominal 
or money GNP of 11 per cent. When public 
expend iture increases at a rate exceeding not 

only that of production but also that of GNP in 

money terms it is a powerful source of inflationary 

pressure . The excess expenditure has to be 
financed not only by tax increases which raise the 

price l eve l but also by heavy borrowing from the 
banks and abroad wh ich en larges the balance of 

payments deficit. 

If, as presen t indications l ead one to fear, current 

Governmen t expenditure in 1971 ;72 were t~ 

some 13 or 14 per cent. over the expected 1970;7 l 
level , this wou ld substantialiy exceed the revenue 

avail able at existing tax rates and entai l further 
tax in creases in order to avoid a deficit on current 
account. N ever , however, was it more advisable 

than in 1971 that there should be littl e or no 

increase in indirect taxation - indeed in any form 
of taxation - because of the in ter-act ion on the 
ELC Agreement. A rise in indirect taxation, apart 

from directl y raising prices, would be doubly 

infl at ionary sin ce the second phase of the ELC 

Agreement in c l udes an esca lalor c l-Juse relating 
the si ze of the new wage i ncrease to any price 

in crease in excess of 4 per cent. over the preceding 
year. A price increase of 31 per cent. in 197 1 is 

inevitab l e as a carry-over from the rising sca le of 

prices throughout 1970. It must be expected, 

therefore , that any fur l her increase in indirect 
taxe s in 1971 wou l d add to the si ze of the incomes 
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increase in the second phase of the present 
round. An in crease in di reel· taxes cou Id 
apply only lo personal incomes since it would 
be inconceivable to add further to the burden 
of company taxation. At this time an in crease 
in personal in come tax could make it difficult 

to hold the lin e on the incomes front since the 

PAYE system has mode workers acutely conscious 
of the effect of changes in income tax on the ir 

disposable income . 

(iv) It is essential, therefore , that the Government set 

their faces, before it is too late, against current 
expend i ture in 1971/72 being higher than revenue 
at existing tax rates. A mere balance in the 
current budget falls short of what the economic 
situation strictly requires, having regard parti­
cularly to the desirobility of financing port of 
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the high public capital programme from the proceeds 
of taxation because of the inadequate contribution 
mode from the savings of the public. A firm stand 

is, therefore, needed against assuming extra 
commitments, unless this must be done to relieve 
real hardship. In any event, the overriding con­

sideration should be the avoidance both of a deficit 
on current account and of increased taxation because 

it is only by reducing the rote of increase in 
expenditure that the budget will make any contribution 

to relieving inflationary pressure and restoring a 

confident economic outlook. 

(v) On the capital side, it is disquieting to learn (in 
confidence) that the residual borrowing requirement 

hos already been pushed up to £73 million. A 
reduction is an urgent necessity if a better economic 

balance is to be achieved. The problems, financial 
as well as economic , associated with such a huge 

Governmen t borrowing requirement do not appear to 

be fully appreciated. Quite apart from the brood 
economic implications, the Associated Banks con 

no longer be I ooked to for anything I ike the £50 
million of fresh Exchequer finance which hos come 

to be expect·ed of them annually in recent years. 

The ir total annua l credit-creating capacity, for the 

public and private sectors combined , may not hence­
forth be as much as this: the bank dispute has 
accentuated the switch of deposits to rival institutions. 

Even if the Government were to look to a ll the 

banking institutions, Associated and .~on-Associated, 

a borrowing figure of the order of £50 million wou ld 

still approach one half of the aggregate growth in 
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( vi) 

deposit ond current accounts, an excessive 
proportion of loanable resources in relation to 
reasonable private sector requirements for 
productive purposes in a mixed economy. 

Other considerations are also relevant. The 
non-Associated Banks, apart from subsidiaries 
and affiliates of the Associated Banks, in c lude 

foreign banks of whi eh the most important are 
those with their headquarters 1n North America. 

Obviously, these may be less amenable to 

Government influence. In any case, the 
Government might well consider it undesirable 

to become dependent on them for finance to any 
significant extent because of the limitation on 
freedom of policy which this might enta il. This 
would apply particularly to any large-scale or 
continuing reliance on externally-derived funds 

of such banks. A sharp reversal of the inflow 
of resources to these banks cou Id place serio0s 

strain on other parts of the Irish banking system 

and on the external reserves. 
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(vii) Foreign borrowing both by the Government and 

State bodies has, in any case, been proceeding at 
too high a rate in recent years and needs to be 

moderated not only because it is a means of 
financing an excessive level of total expenditu re 
but also because of the exchange risks involved. 

( viii) 

It is a virtual certainty that the exchange value 
of the Deutschemark and certain other European 
currencies w ill be much higher before the end of 

this decade. 

Foreign currency (much of it DM) indebtedness on 
foot of borrowing by the Government and State 

bodi es has risen by about £85 million since March, 

1966. 

The truth of the matter i s that aggregate expenditure , 
so much of which is Government-initiated or stimu la ted, 

is far beyond national capacity - as is evident from 

the excessive sca le of the deficit in external payments. 
How urgent and real are the problems created by this 

disproportion is shown by the uncertainty whether 

the Associated Banks could afford to provide £25 
million at 31 December (reduced to £20 million for 

agreement 's sake , itse lf dependent on Central Bank 

rediscounting) and by the imminen ce of massive 
additional requiremen ts not only al 31 March and 
during 1971/72 but ear li er, in the context of National 

Loan conversion and cash issues. 
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(i x ) It i s most important that the Government 

should give these prob lems serious attention 
in deciding on the leve l of public spending 

in 197 1/72. Th e 197 1 budget affords, in 

all like lihood, th e last oppo,·tunity of bringing 
the current inflationary crisis under control. 
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9. Credit. 

10. 

The position as regards credit policy can be determined only when 
information becomes available as ta the true past-dispute position 

of the Associated and nan-Associated Danks. The import figures 
for the final quarter of 1970 suggest that credit expanded beyond 
the desired limits during th e bank dispute. The prospect for 

1971/72 is that if there is to be any improvement in the balance­
of-payments situation there will have to be a strict limitation 

on credit expansion. This wi 11 be very severe for the private 
sector, with obvious economic and political consequences, unless 
Government borrowing is reduced substantially below the 1970/ 
71 total. 

(i) 

111 Economic Growth 

Early return to a better economic balance is 

important for several reasons. Without a 

sounder relationship between total expenditure 

(public and private combined) and national 
output, excessive price inflation will continue, 

the externa I paymen Is deficit wi 11 worsen, and 

confidence will be jeopardised, with serious 
implicotions for future development os well as 

for the currency. Closer co-ordination of the 

trends in money incomes , expenditure and 

national output is essential in order to correct 
excessive price inflation and achieve a more 
competitive trading position. This in turn is 

the necessary foundation for the higher growth 
rote which would enable corresponding advances 

to be made in real incomes and social we lfare . 
A moderate tr~in money incomes, against a 

background of industrial peace and higher externa l 

demand for Iri sh goods and serv ices , would be 

accompanied by a faster rise in productivity and, 
therefore , a reduced rate of in crease in unit costs 
and prices. Thi s wou ld be enhanced by any direct 

success in raising productivity e . g. by training to 

relieve shortages of particu lar sk ills and by agree­

ments leading to more flexible use of manpower. 
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(ii) A further reason for urgent restoration of o 

more realistic economic balance and com­
petitive cost situation is that a critical 

phase in regard to EEC entry is likely ta be 
reached in the Autumn of 1971. Unless by 
that time national output is rising at a 

satisfactory rote, income expectations and 
public expenditure ore better adjusted to 
reality, ond the external deficit is within 
manageabl e dimensions, the gravest doubt 
must be held about the disposition and the 

capacity of the community to accept the 
strains involved in accession to the EEC. 
Action to correct inflation and restore 

confidence cannot, therefore, be postponed 
unti I 1972. Al I the economic and other 
measures required to create a more favour­

able basis for the approach to EEC membership 
must be made effective in 1971 . 

(iii) The growth rote in 1970 can scarcely hove 
exceeded two per cent. This low growth 

(iv) 

rote has been partly due to large-scale 

industrial unrest. Hopefully an improvement, 

sufficient, perhaps, to restore the growth 

rote to 3 per cent., may be expected in 
this regard in 1971 . Apart from the known 

difficulties of certain exporting industries, 

there is evidence that import-competing 

industries have been affected borh by tariff 

cuts and by the excessive rate of cost 
inflation. A further tariff cut is due this 
year and this makes it oil the more necessary 

to reduce the rote of cost increase. Another 
important factor under! yi ng the I ow growth 
rate of 1970 wos the dislocation of the tourist 

industry, occasioned principally by the 
troubl es in Northern Ire land but also 
attributable to the di scourag ing effec t of 

successive price i ncre oses of the order 
witnessed in 1969 and 1970. 

Private investment wou ld be encouraged by the 

creation of a less inflationary environmen t, in 

which the rate of in crease in costs and prices 
was being reduced and demand promised to 

rise in a steady and sustained fashion. This 
consideration reinforces the case for avoiding 
any increase in indirect loxot ion in 197 1. 
The recent increase in corporate taxation is 
inimical to privole investment nol just because 
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of the disincentive effects of the reduction 

in after-tax profits but more importantly 
because it reduces the cash flow ;:,ut of which 

companies finance inves tment. The firms 
hardes t hit by this are those whose position 
is most precarious - the import-competing 
firms. If private investment is to be main­
tained it will need to rely more than normally 

on outside resources and this requires that a 
reasonable proportion of the available credit 

should be reserved for the pri vote sector. 

( v} Improvement in the growth rate depends 

primarily on the success of efforts to safeguard 
and improve the competitiveness of Irish 

products and services. These efforts must be 
directed not only to moderation of the rate of 

increase in money incomes and the improvement 
of productivity but also towards reduction of the 
rate of increase in current Government 

expenditure, towards greater concentration of 

capita! expendi lure (pub! i c and private} on 
productive purposes, towards ensuring adequate 
finance and a confident environment for private 

investment, and towards creating a sustainable 

balance between total expenditure and resources, 

so that the external payments deficit will be 

kept within safe limits. 

IV Balance of Payments 

These considerations have particular relevance as the balonce­

of-payments deficit for two years in succession has been at on 
exceptionally high leve l, which allows no room for flexibility 

in policy and involves dangerous exposure to any adverse turn 

of events. If the deficit were at a more reasonable level 
faster progress could be made towards restoring a 4 per cent. 
growth rate. The deficit for 1970 may be only some £10 million 

less than the excep ti ona lly high fi gure of £69 million for 1969 . 

It might well have been as great as in 1969 we re it not for the 

dampening effect on economic activity, and therefore on 
imports, of the prolonged cement and bank strikes. Recovery 
in the rate of growth in the economy must be export-led 
because a purely home- genera ted expansion wou ld w iden still 

further the dangerous gap between imports and exports. An 

export-led recovery depends on a more competitive position 

being estab li shed for Ir ish goods and services and, in particular, 
as the Board urges , an ear l y and effect i ve impl ementat ion of 
th e financial policy measures out·lined in this memorandum. 

On behalf of th e Board 

T.K. WH ITAKER 

Governo r 
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Just before I sent this memorandum to the Minister I hod written a note 

to Mr. C.H. Murray suggesting that the Minister might think it appropriate and 

helpful lo circulate the memorandum to his colleagues, adding: 

"Because the Boord did not consider it 
to be within its province, there ore no 

specific suggestions in the memorandum 
about how to curb current Government 

expenditure. I may, however, tell you 
informally that views were expressed to 

the effect that, within the total set by the 

availability of revenue at existing tax rates, 
priority should be reserved for expenditure 

which helps to make us permanently more 
competitive and that the strictest limits 

should be set to increased subsidisation of 
transport and (in view of impending EEC 

benefits) agriculture. Economies through 
reorganisation should be the means of 
curbing the upward trend in public transport 

losses. In view of the general rise in income 
levels some services now available to persons 

in the higher income brackets could revert to 

being private responsibilities. A particularly 
dangerous area directly in the Government's 
sphere of influence is that of public service 

"grade claims". :he grant of such claims, 

apart from adding to the burden of taxa tion, 

could be said to violate the spirit of the 
ELC Agreement and would odd to the 

difficulty of sustaining it". 

The Spring Bull et in noted that "some of the difficulties to be faced in 

1971 hove already been surmounted - for example the outcome of the massive 

1 February conversion/new issue operation, involving about £65 million, and 

the further conversion of £23 million in Morch hos been reassuring, given the 

uncertainties created by the bank dispute". But, as the Bull e tin reminded us, 

other hurdles hod sti 11 to be crossed. 

Low growth and high inflation were inherited from 1970, for which 

the following dismal figures were recorded: 
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a rise of only H:% in real GNP but of 8.2% in the 

consumer price index, of 16% in total expend i lure, 

of 9% in total private expenditure, of 21% in bank 

lending, of 13% in non-agricultural employee 

incom es and of 12% in unit wage costs in 

industries. 
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The balance of payments deficit was again over £60 million and the increase 

in non-agricultural employment dwindled to 0.6%. 

As the Budget situation began to unfold, I found myself writing to 

Mr. C.H. Murray on 19 March, 19~' 1, expressing the fear that revenue 

buoyancy was being overestimated whi le, at the same time, insufficient 

provision was being made for current expenditure, none at all being made 

for the extra-statutory CIE deficit and for public service pension increases. 

It seemed to me that a deficit of £15 to £20 mil I ion was in prospect and I said 

"there is no possibility of financing such a deficit in a non-inflationary way. 

The current expenditure rise involved (over 13%) would again be inordinate. 

The essential need, therefore, is to compress total current expenditure so 

that the deficit is one v,:,ich a tolerable rise in personal income tax would 

bridge". I hod already said to Mr. Murray on Tuesday, 16 Morch that, if 

income tax hod to be raised for individuals, a straightforward increase in the 

rote was preferable to the withdrawal, in whole or port, of the 1970 reduced 

rote concession (as Mr. Murray hod indicated to be in mind). I warned in my 

letter of 19 Morch that, because of the imp Ii cations for the National Woge 

Agreement , it wou ld be most inadvisable to add in any significant way to the 

consumer price index through increases in indirect taxation and I suggested that 

a reduction in the "excessive corporate tax of 58%" wou ld be desirable to 

encourage new investment in industry. Above al I, "to restore a confident 

atmosphere favourable to economic growth it is necessary that the budget be 

regard ed ai on indication of sound management of the economy. This impression 

would not be conveyed if another large current deficit looked li ke emerging ..... 

I am strongly against postponing any due payments, particularly for 

wages and salaries (this remark seems to hove been prompted by a suggestion 
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that the opening deficit might thus be ortifically reduced). I ended with 

the words "it is relevanl that, at the margin, a current deficit is financed 

by foreign borrowing" and asked Mr. Murray to show the Minister my 

comments. 

The Budget was introduced on 28 April, 1971, and aimed at a balance 

(which in fact was realised though at higher level than originally projected) 

between current expenditure and revenue. Capital expenditure, set 
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originally at £193 million, was increased in the October Supplementary Budget 

to safeguard and expand employment and finally amounted to £214 million. 

In the current Budget, additional aid was given to agriculture and social 

welfare payments were increased, most of the cost being met by withdrawing 

the reduced income tax rate for the first £100 of taxable income, while at 

the same time raising the minimum earned income relief. The glass of 

spirits went up by 2p and the pint by lp, part of the increase in both cases 

going to the distillers, the brzwers and the trade. It was a budget of 

moderate change, intended to safeguard the National Pay Agreement and 

thus retard inflation. Investment was encouraged by the introduction of 

"free depreciation" for a two-year period and, as the year progressed, the 

public capital programme was .increased, and company tax reliefs granted, in 

order to give a boost to economic activity and strengthen business confidence. 

There was in fact an increase of 3% in GNP in 1971 and some slackening of 

inflationary pressures both in terms of prices and the external deficit. Indeed, 

the sluggish growth of industrial production, the rise in unemployment caused 

by this and by the sharp downturn in emigration, and the low rate of increase 

in domestic consumption (2%) were, by the year's end, being adduced as 

reasons for a more expansionary budge t in 1972. 

This being the economic and political climate in the period approaching 

1972, this chapter will take us right up to and beyond 1·he Budge t of that year. 

One of the expans ionary devices of 1·hat ~udget - the specific inauguration of 

deficits on current account - will merit special attention, as will another matter 

which came to a head in 1972 , the autonomy of the Cen tral Bank in relation to 

changes in bank interest rates. 
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On 21 October, 1971, anticipating the early adoption of expansionary 

policy measures, I wrote as follows to Mr. Murray: 

"Reflecting on your description of current budgetary 
trends and prospective fiscal developments in our 
conversation yesterday, I should like to put on record 
what appear to me to be the more important elements 
in the conjunctural situation, in so far as it impringes 
on economic policy. 

The occurrence of a 3 per cent. rate of growth 

which seems likely in 1971 is a satisfactory performance 
in view of all the difficulties of the present time, 
political as well as economic. 

Concern about the sluggish rate of industrial investment 
is shared by oil who wish to see greater progress in national 
development and employment but, amongst the factors 
responsible, there are some (including the NI troubles) 
which cannot be reached by fiscal or monetary measures. 
It is, therefore, a source of comfort that present output 
trends sugg est that a growth rate in the region of 4 per cent. 
may not unreasonably be expected in 1972 without any 
significant relaxation of demand management policies. 

This is particularly fortunate because the external 
payments situation is unsatisfactory and affords virtually 
no scope for manoeuvre. It reflects the continuance of a 
dangerously high rate of domestic cost and price inflation. 
In order to achieve a satisfactory rate of output growth in 
1972 and the stabilisation (or possibly increase in) employment 
which a growth rate in the 4 pe r cent. region would provide 
we wil I have to accept again next year an outsize balance­
of-payme nts deficit, probably in the region of £80 million. 
We cannot rely ind efin ite ly on a net capital inflow to 
finance deficits of this magnitude. Such inflows have proved 
volatile in th e past, and indeed , are capable of being reversed 
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from one year to another. A major reverse could be cumu lot ive; 
and it would be particularly unfortunate in the sphere of foreign 
direct investment, which is now probably the major dynamic 
facto·r in export expansion and general economic growth. 

I am not for these reasons opposed to doing what can safely 
and usefully be done to accelerate improvement in the trends 
of output and employment. Hence, my support for the recent 
reduction in bank interest rates and for the present proposal to 
reverse last year's increase in company taxation, assuming (as 
you have given me to understand) that this can be done without 
opening up a large budgetary deficit on current account. 

I remain convinced, however, that nothing should be done 
which would endanger the efforts begun last year to slow down 
our excessive rate of cost inflation. These efforts have as yet 
had only a marginal impact on income and price trends and they 
need to be reinforced by ensuring that a more moderate national 
wage and salary agreement will replace the current one. In 
this context, I must say I am apprehensive of the effects of the 
conceding in full of the 10 per cent. Civil Service grade awards. 
I think that a Government initiative to have them modified would 
have registered more strongly the vital importance for Ireland's 
economic future of a lower all -round ratio of income increases 
to real national output. 

While cost inflation is the chief enemy at present, we cannot 
afford to forget that demand inflation, fed by very high rates of 
increase in public expenditure and borrowing, is a powerful 
inflationary force which has been moderated only recently and 
(as you know} with great difficulty. I, therefore, urge great 

selectivity in the purposes for which additional expenditure is 
conceded and great caution in keeping the rate of increase in 
total expenditure within manageable bounds. It would be most 
unwise to let the annual increase in public expenditure, capital 

or current, rise again to anywhere near the inordinate percentages 
of recent years. Apart from the bad effects this would have in 
creating a domestic climate favouring incomes expansion and in 
enlarging the external deficit, a return to what would be regarded 
as inflationary finance, involving large deficits in the current 
budget as wel I as heavy recourse to borrowing from banks and abroad, 
would negative any good effects on business confidence expected to 
result from a reduction in profits taxation. A growth rate of public 

expenditure which exceeds that of GNP in money terms would 

suggest, prima facie, that inflation was not being restrained by 
public sector policy. I understand that if the price rise for 1972 
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• 
is to be reduced to 6-7 per cent. in the contexl of a rea l growlh 
in GNP of 4 per cent. (nominal 11 per cent), the grow lh of 
public_ expend il ure as a who le need not (and, therefore, shou ld 
not) be substantially greater than was envisaged in th e 1971 
budget . Within this framework, I favour a stimulus through 
reduced taxation for private sector investment and more capital 
help for direct foreign inves tment. 

The Economic Commentaries of th e ESRI for the Autumn and Winter 

of 1971 took a rath er bleak view of the growth prospects for 1972 unless 

coun~ervail ing action was taken. The economic repercussions of the Northern 

Ireland situation were bound to be serious. At the same time, the Commentaries 

emphasised the constraint imposed by the external deficit and the need for 

moderation in money pay claims. If pay negotiations ,1ere satisfactory less 

weight could be attached to the balance of payments constraint on the basis 

that prospective EEC entry and minerals development would tend to ease that 

difficulty. 

My note of an interview with the Minister for Finance (Mr. Collay) 

on Friday 14 January 1972, reads as follows: 

"I sought thi s interv iew with the Minister be cause of the 
imminence of a debate in the Dail on the unemployment problem 
and the ri sk that measures might be announced by way of increased 
Government expenditure without trying in advance to ensure that 
restraint on income increases wou ld make th ese measures both 
safe and efrective. The Secretary of th e Departmen t of Finance, 
Mr. C.H. Murray, was present at the interview. 

I reca ll ed that, this time last year, th e Board of the Central 
Bank had sen t in a formal memorandum to the Minister on prospects 
and polici es for 1971. It was not intended to do this, for the 
present at any rate, in relation to 1972 . The views of the Bank 
would be appearing in the Quarterly Bu ll et in due for publication 
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• 
towards the end of January. I would I ike, however, to emphasise 
some considerations which I hoped the Minister would keep in mind. 

First, as a sense of crisis and even "national emergency" was 
being created by polit i cal and press propaganda it was better ta 
turn thi s to national economic advantage rather than appear to run 
before it. Measures causing further expansion of Government 
expenditure should not, therefore,be announced next week in 
advance of discussions with employers and unions designed to get 

a quid pro quo, namely, some prolongation of the duration of 
the second phase of the National Wage Agreement and a less 
inflationary Agreement to follow. The scope for manoeuvre 
regarding Government expendi lure was very slight. The balance­
of-payments deficit was still ata peak and the rise in public 
expenditure, projected at under 10 per cent. for 1971/72 in the 
lost Budget had already climbed to over 14 per cent. At this rote 

of increase, and a fortiori if the rote were further stepped up, 
public expenditure was a powerful expansionary force. It was a 
fundamental requirement, if unemployment was to be reduced and 
new employment stimulated, that the rote of cost increase in Ireland 
be substantially reduced. Central Bank calculations showed that 
no more.than an 8 per cent. rise in incomes in 1972 could be 
accommodated if the rote of price increase were to be brought down 
to 5 per cent. from the exceptionally high current level, by 
international standards, of between 8 and 9 per cent. The reason for 

specifying a reduction to 5 per cent. as an interim and urgent 
requirement was that the prospect, as noted by OECD, for many 
of the important Western countries with which we deol is that the 
rote of price increase in 1972 wil I be lowered to 4½ to 5 per cent. 

We had for too long been suffering from relatively high inflation. 
The result was that, even though there had been inflati on in the 
UK, United States, and va'rious European countries, we had been 
keeping well in front of the field. The absolute level of wages 
and salaries in Ireland was now very close to that in Britain, 
although the productivity difference was stil I marked. The prospect 
for 1972 was that there would be a strong recovery in production in 

both the UK and the US. This would provide a big productivity 
offset to income increases and thus lower the rote of price increase in 
the se countries. We could not afford to be out of line with conditions 
in the major markets for our products and se,vices, so we had to get 
down the rate of wage and price inflation here unless we wanted to 

see more and more firms going cut of business, more redundancies, 
more unemployment. There was an opportunity now for a negotiated 

deal in which some measures of expansion would be swapped for a 
firm commitment lo incomes restraint and it would be unfortunate if 

this were let slip. 

To this the Minister replied that it would be necessary to take a 
positive line in the debate on the economic situation next week; 
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this was of vitol importonce because of the imminence of the 
referendum on accession to the EEC. I asked him when this 
referendum was likely to take place and,. on his saying 
"probably April" I suggested strongly that it was worth spending 
ten days or a fortnigh t now in discussions with unions and 
empl oyers and coming up with on arrangement which would 
confirm that good management of the economy prevailed and that 
the prospects even under EEC conditions would be good. The 
Minister seemed to be worried whether trade unionists might not 
consider that a squeeze was being put on them and react by voting 
against the EEC. I thought that anything that was given too 
readily was virtually ignored e.g . the extra £20 million of 
Government expenditure lost October and the increase in the price 
of milk , and that a more favourable impact would be mode on 
busi ness investment and on pub Ii c confidence generol ly by 
negotiat ions which showed Government concern to protect the 
economy and ensure satisfactory growth. The referendum would 
be over in April but the problems of growth and employment would 
b e with us for the rest of 1972 and thereafter. 

The second point I emphasised was that, in relation to any 

in crease in public expenditure, consideration should be given 
to the undesirability of adding to costs by way of indirect taxation 

increases and to the desirability of choosing productive capitol 
i tems, especiol ly those where overtaking of arrears or acceleration 
was desirable in the light of EEC membership and the tempo could 
b e rel axed in the future. Telephone development come to mind 
in th is connection but there might be a case for some increase under 

other headings such as housing and main notiona l roods . 

Mr. Murray supported my plea for having talks with employers 
and unions before any definite commitments on expenditure were 

mode by the Government. I suggested that it would suffice, in the 
debate next week, to analyse the unemployment situotion in a cool 
but not callous way, indicating that the Government was prepared to 
take action provided conditions were established which would make 
i t effective. The prospects of improvement in the external economic 

environment could also be discussed. 

The Minister promised to consider what I had said . " 
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The foregoing interview took place before the events in Derry on January 30, 1972 

("Bloody Sunday"), which were followed within a few days by the burning of the British 

Embassy in Merrion Square, Dub I in. At a stroke the economic portents were mode 

bleaker stil I. I wrote to Mr. Murray on 9 February asking whether it was realistic 

to proceed on the assumption that developments in the economy would follow a reasonably 

normal course in 1972. "It would seem already that we face a big drop in tourist 
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earnings. The outlook for merchandise exports and for employment cau Id also be less 

favourable than we once thought". I suggesled that we should "envisage alternative 

courses of action a_ccording to the evolution of events'L and asked whelher it would be 

"worlhwhile considering lhe possibilily of not having a budget at the usuol time but 

just carrying on with lhe present revenue and the minimum increase in current 

expenditure unti I the early Autumn". Such a deferment would postpone the less 

pressing expectations of budgetary "handouts", would leave more political time and 

energy for the EEC referendum campaign, would give more flexibility during the 

coming critical months, and could be associated with a move as from 1973 to the 

calendar year as the common EEC fiscal accounting period. 

Lal·erthat month ( 18 February}, when I saw the Minister and Mr. Murray about 

the budgetary proposals, "a long discussion took place on the post-Derry economic 

prospects and their implications for general as well as budgetary policy. It was 

agreed that particular efforts should be made to support tourism (but with the emphasis 

on encouraging the tourist, rather than subsidising the hotel). The advantages and 

disadvantages of postponing the Budget until the Autumn were discussed. On balance 

the Minister thought it better to stick to the traditional procedure". 

The principal matter discussed, however, was the proposal to depart openly from 

the tradition of attempting to balance the current budget. On this my note reads: 

"On the 9uestion of the deliberate and open incurring of a 
deficit on the current account of the budget, I argued with 
Mr. Murray, and later with the Minister, that this was not 
necessary as an economic stimulus and that it would be a 
dangerous innovation. It would remove one of the few 
remaining disciplines. It would disturb business confidence, 
if it were large, without impressing the trade unions or others 
as much as would a more direct stimulus to employment. On 
Keynesian princi pies (as Mr. Murray agreed}, it was not the 
current account deficit that mattered but the deficit in the 
Budget as a whole, capital as well as current, and we were 
properly relying on the capital budget to provide the expansionary 
stimulus. We would get more direct value in terms of jobs and 
lasting assets in this way, while (contrary to textbook reservations} 
capital expenditure was in fact more flexible in our circumstances 
than current expenditure, which consisted so largely of iri-educible 
items like pay, pensions and social welfare. The only way to 
control current expenditure was by being extremely careful about 
committing oneself to new expenditure : a cose in point was 1·he 
unreserved acceplancein the Autumn of the "grade claim award" 
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in the Civil Service. Once a very large deficit had been 
allowed to appear (ond the Minister contended that even a 
£10 million deficit wou ld look paltry o; it had happened 
accidenta lly several times in the past), I said that the 
Government would find it extreme ly hard on political grounds 
ever to close th e gap again, even when this course was 
dictated by sound economic principles. I argued, therefore, 
for taxing at least to meet new social benefits (resorting to 
some of the "old reliables") and for not contemplating, covertly 
or overtly, a much bigger current deficit than £10 million. 
A few exceptional items might be identified as helping to 
justify at the present time a higher-then-usual deficit but any 
formal. transfer of new items to capital account would lack 
credibil I ty". 

74. 

These arguments proved unavailing. The 1972 Budget provided for a current account 

deficit of £27.8 million and the taking into the Exchequer from the Central Bank for current 

purpos~s of £7 million of accumulated surplus income - additional spending power which, 

with the increase of £30 million in the public capital programme, was expected to raise 

the national growth rate by about l¾ per cent. The Minister's presentation was as follows: 

"\A/hen int~oducing the supplementary Budget in October 1970, 
I indicated that, wl-iile over most of the 1960's, a deliberate 
p0licy of deficit budgeting would have been contrary to the 
requirements of our general economic situation, the Government 
would in future ::iim at a deficit when economic activity was 
depressed and at a surplus in conditions of inflation. I have to 
consider whether on this t,est I should seek to balance the budget 
this year or should aim at either a surplus or a deficit. Present 
and prospective economic circumstances provide no clear-cut, 
unambi guous answer to this question. The rate of price increase 
is still high and the balance of payments position is weak. 
Nowhere is inflation more marked than in labour costs. In 1971 
the rate of increase in unit labour costs in this country was second 
highest amongst European countries, and there is little indication 
that we are losing this unenviable place in the league tables. 
Whatever our hopes, there is no certainty that the new National 
Pay Agreement wil I dim ini sh the pace of cost inflation. These 
factors wou ld suggest that the budget should be directed at 
contai11ing inflationary pressures or, at least, not adding to them. 

On the other hand, the economy is, for the third year in 
succession, running at we ll below capacity. Unemployment is 
high. We lack the economic buoyancy required to tackle quickly 
and effectively the adaptation which rnernbership of the EEC will 
demand. If priority were given to these factors, budgetary policy 
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should be primarily directed at improving the growth performance 
of the economy. 

Faced with these competing requ irements, the Government 
have opted for growth rather than stabi Ii ty. The leve l of Government 
expenditure this year wi 11, therefore, be determined by reference 
to our economic requirements and will not be cut back to the estimated 
yield of revenue. Th ere wi 11 not be any increases in taxat-ion, 
and the resultant deficit in the current budget will be financed mainly 
by borrowing". 

75. 

The Minister's presentation does not seem to recognise the point I had made in my 

interview with him on 18 February, namely, that it v..as the total budgetary deficit 

{capital and current combined) that was relevant to a Keynesian expansionary 

programme. Nor does it recognise that in a country still lacking many infrastructural 

facilities, it would have been much better to borrow only for additional capital 

expenditure. I can claim no great prophetic insight but the record of what happened, 

once this door was opened, affords striking confirmation of my worst fears: 

Actual Deficit on Current Budget 

1972/73 

1973/74 

1974 {nine months) 

1975 

1976 

1977 

Total 

£m 

5 

11 

92 

259 

.201 

2CJ9 

fJ77 million * 

This fJ77 m ii I ion of borrowings for current purposes si nee the 1972 Budget represented 

nearly one-third of total Exchequer borrowings (£2435m .) for oil purposes. 

I regard the opening up of current deficits as a most regrettable decision. I cannot 

but think that it was taken without ful' advertence to its lon ger term economic and 

political implications. I have often wondered whether the advice the Minister 

received from his Department was sufficiently clear and cogent or whether he himself 

preferred, on short-term grounds, to follow a cour_se which enabled him to be generous 

with income tax reliefs and social we lfare benefits in the lead-up to national pay 

negoti~rions and the E:':C referendum. That 1'he Minister himse lf had doubts is 

* A further £400 million was added in 1978'. 
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evident from the vivid acknowledgment in his Budget speech: "I may be fuelling the 

fire of inflation rather than the engine of growth". Whateve r the explanation, the 

consequences were unfortunate; within a year, much larger deficits, involving heavy 

foreign borrowing _ just to finance current outgoings, were being unde rtaken with an 

air of theoretical respe ctability but with little or no regard to the desirability of using 

foreign borrowings for purposes which would raise national productivity or at least 

leave behind useful additions to national capital in the form of roads, educational 

I · buildings, hospitals or other social assets. Much of the criticism by the Central Bank 

of public finance in the years since 1972 was along these lines, reinforced by the 

I argument that with more income restraint, more jobs could have been sustained and 

created with less Government borrowing, whether on capital or current account. 
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The Central Bank did not, of course, gainsay the need for fiscal expansionary measures 

to support economic activity. The criticism referred to method and scale. It is 

ironic that as far back as 1952, the point had been made (at my instance, I might add) 

by the then Minister for Finance, Mr. Se5"n MacEntee, by way of Q special note to 

Voted Capital Services that it was not always and necessarily appropriate to finance 

even capital expenditure by borrowing;. the note correctly stated that, from the 

economic standpoint, it was the total of public expenditure, and how it was financed, 

that mattered and that it was the method of financing the total which should be adjusted 

to national economic requirements. 

To return to the 1972 Budget, the Central Bank's Spring Bulletin had admitted 

that economic activity was below capacity but urged that it was more urgent than ever, 

because of the less attractive growth prospects, to negotiate a new and substantially 

less inflationary National Pay Agreement. "In the absence of such an agreement, 

measures to stimulate the economy might not only fail to achieve their objective~ but 

could also have adverse effects on the price level". The Bui le tin showed that industrial 

unit wage costs, adjusted for exchange rate variations, had been going up faster in 

Ireland than in the U.K. during 1970 and 1971. 

On 11 April, 1972, I had written the following letter to Mr. Murray as a filial 

piece of budgetary advice: 

"I sent a manuscript note in Irish to the Minister on Sunday 
before leaving for Basle , in which I commented particularly on 
the excessive size of the prospective budgetary deficit (current 
and capital combined) and on the inadv isab ility of costly 
personal re li efs in income tax while the inflationary surge in 
incomes continues. 
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In this note I summarise ancJ explain my views on the 
budgelary proposals. 

I accept that this is a year for giv ing an expansionary push 
to the economy in the hope of raising the growth rate and 
sustaining emp loyment . But we have to keep in mind that 
(I) the sluggishness of the economy is not basically due to the 
falling off in tourist income arising from political causes but 
rather to our relatively severe labour cost inflation and (2) the 

balance of payments position is weak . 

My main fear is that if strong expansion of demand takes 
place in the absence of restraint of income increases, we shal I end 
up in a worse position - with an acceleration of the wage-price 
spiral, greater employment difficulties and an ebbing away of 
confidence. An atmosphere of budgetary expansion and temporary 
buoyancy of demand i s not one in which, l eft to themselves, 

trade unions wi ll exercise restraint or employers be concerned 
to resist excessive wage claims. But unless expansion operates 
on moderate incomes it wi 11 do harm -rather than good as far as 

exports and jobs are concerned. 

I would consider it most important, therefore, that a serious 
effort should be made, before an expansionary budget involving 
no tax increases is announced, to establish the quid pro quo of a 
commi tment by unions and employers organisations to moderate 

rates of pay increase. If such an understanding cannot be 
reached , the budget deficit should be cut down substantially 
on the basis that further expansion of demand must, for sound 
econ omic reasons, be contingent an the completion of a moderate 

national pay agreement. Otherwise, low growth and high 
unemployment will become a chronic condition. 

On the details of the proposals, I consider the surp lus-deficit 

swing from 197 1;72 to 1972;73 on the current budget much too 

77. 

large and too sudden - it is of the order of £40 million, since the 
once-for-all arrears of surplus income from the Central Bank-will 
reduce it only arithmetically , not in its expansionary e[fect. There 
is also the £34 million increase in capital expenditure to be 
remembered. On both sides of the account, current and capital, 

there is a dangerous degree of dependence, looking to the future, 
on fortuitous, non-recurring sources of finance , including drawings 
from the Central Ba:ik on a scale which may provide an excessive 
l iquidity base for bank lending, Our taxation base, on the other 
hand, is as yet insufficiently wide and politically flexible to justify 

any unnecessary erosion in the form of expensi ve new reliefs. 
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I would consider it better to pion for o smoller boost 

to GNP by meons of exponsionory budgetory measures (keeping 
'the current defi ci I below £20m) and to seek a greater port of 
the desired stimulus lo employment and growth by improving 
competitiveness through on effective incomes policy. We ore 
dangerously ahead of the field in regard to the rote of increase 
in unit costs. 

I would be obliged if you would bring this letter to the 
Minister's notice." 
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By way of postcript, I might add that, while the outcome of the EEC referendum 

was strongly positive, the proposed Notional Pay Agreement which (in the Central 

Bank's terms)" would hove done little to lower the rate of price inflation", was 

rejected by the majority of trade unions ond was replaced by a more inflationary 

one, which on Charles McCarthy's illustration*, would give, over a period of 

seventeen or eighteen months, a 21% increase (following the 1970 Agreement's 17 .9%) 

to a man earning £20 a week on 31 December 1°970. 

During this period of apprehension about the new Pay Agreement the Central Bank 

{in its Summer 1972 Report) tried again to present in a simple, forceful way the reasons 

why a moderate pay increase should be accepted. Having pointed to the danger to 

our competitiveness of the relatively fast rise in wage costs per unit of output and to 

the prospects of reduced inflation rates in Britain and other major countries, the Bank 

said that we in Ireland could ignore these trends only at our peril. "If we cannot 

climb down quickly from our present rote of price increase, we shall find it difficult to 

hold export markets, to sustain tourism and. to sell Irish products against imported 

alternatives". Unless the disproportionote rise in current Government expenditure 

were corrected, economic conditions (requiring at some future time a balanced or 

surplus budget) would probably necessitate o rise in indirect tax rates with an attendant 

I increase in prices. The focus, however, was on w,1~ and salary increases as a source 

of inflationary developments because it was these which were leading the growth in 
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money incomes generally. It was the growth rote of the economy that determined 

* A Review of the Objectives of the National Pay Agreements 1970-1977" Adrnini~trotion, 

Spring 1977 - page 125 
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how much of a real increase !here could be in the community's income. A lower 

rote of increase in money incomes would give as big a real improvemen t because 

prices would not ri se so fast and it would safeguard e~is!ing jobs and help create new 

ones by s!imuloting so les of our products and serv ices. The tendency to seek 

I "compenso!ion" by way of new wage and sa lary increases for a previous rise in prices 
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was understandabl e but it was, on notional economic grounds, most regrettable. It 

ignored the urgent need to wind down the inflationary spiral and the advantages 

for the worker and his family and for the economy generally of bringing down the 

rote of price increase, particularly as this required no sacrifice of real income. 

"The "compensation" case also takes insufficient account of the fact that wages and 

salaries hove, in fact, been rising foster than the cost of living - by on annual 14} per 

cent. over the three years 1969 to 1971, as compared with on overage annual rise 

of about 8} per cent. in consumer prices. There hos been, in consequence, a substantial 

redistribution of income in favour of wage and salary earners. Unfortunately, this hos 

not token place in the context of on adequate expansion of the economy as a whole. 

Because of lower investment (portly due to a decline in profits) and impairment of 

competiti veness by cost increases, employment and real growth hove been held below 

their potential. A large balance of payments deficit hos also been incurred.,; 

Looking towards our imminent membership of the EEC, the Report stressed the 

I big and sustained increase in Ireland's growth rote (over 7½% per annum as compared 

with on overage of 4% in the 1960's) which would be needed to secure, for a rising 

I population, a reasonable advance towards the standards already enjoyed in the Community. 
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"We cannot hope to succeed unless our production costs ore held sufficiently below 

Community levels to give us a marked competitive advantage. We shall also need, 

as assured in the Protocol to the Treaty of Accession, the support of the Community, 

through its policies and financial arrangements, in correcting the present inbolonce 

both between ourselves and the rest of the Community and between the various ports 

of Ireland". 

To drive home what was said in the Report I wrote to the Minister for Finance 

on '29 June 1972: 

"I feel I should supplement in blunter language the observations 

in th e ex!roct from our draft Report wh ich I sent you yesterday. 

I am afraid we may be on the way to a differential 

devaluat ion of the Irish pound against ster ling - itself the weakes t 

of EEC currencies. 
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No one need try to make a virtue of such a devalualion: it would 

register our failure to check unreasonable ambitions ond make lhe 
most of our resources. The highej the rate of exchange al· which 
we can secure copoci ty growth¥ progress towards ful I employment, 
the greater is the real benefit to the community. The forces which 
first pushed us down from the traditional parity would not become 
quiescent at 1he lower level ond would generate much social confl i et. 
Moreover, one of the few economic disciplines we hove left would 

cease to operate. This would also be a most inopportune time to 
create a new division between North and South. 

I need hardly urge, therefore, the importance of bringing home 

to all concerned, especially the tmde unions, the transcendent need 

80. 

for a reasonable and disciplined approach to wage and salary increases. 

If the ICTU cannot ensure that increases will stay within the bounds 
of the Agreement originally proposed - and even these were dangerously 
high - statutory intervention, as in the Autumn of 1970, to prevent 

higher increases seems inescapable. Other expedients, such as 
excluding ony excess percentage from price adjustments, and rigidly 
keeping Stole expenditure an building etc. within the financial 
allocation in the Budget, though helpful, do not go to the root of the 

problem; nor are they comprehensive". 
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VI. REGULAT ION OF INTERE ST RATES 

The Central Bank first began early in 1955 to intervene to modify the previous 

automaticity of changes in interest rates in Ire land in line with changes in Britain (see 

Appendix 1 and Dr. Moynihan's book, pages 420 e t seq). In subsequent years an 

interest rate policy of modified parallelism was established. Obviously, with free 

movement of funds, any marked and prolonged differentiation of interest rates between 

the two countries would have be en impracticable. It was found, however, that inertia 

and inattention, if one might so summarise the operative factors, did create to some 

degree a separate market for funds in Ireland and the practice became stabilised of 

adjusting interest rates upwards rather less than the extent of British adjustments, though 

downward moves were usually to the same level, if not lower. Indeed, for scme years 

past the aim has been to keep the prime rate here one percentage paint below the 

corresponding British rate. Delay in downward adiustment naturally caused less risk of 

outward movement of funds than its counterpart, but some delay in both cases, and a 

certain smoothening of fluctuations, came to be accepted as an appropriate Irish reaction, 

given that the principle was recognised here of moving in time in the same direction as 

rates moved across-Channel. The Central Bank and the Department of Finance tried to 

ensure that the individual moves brought no significant long-term profit (or loss) to the 

commercial banks. It was only in the I 970's that this profit or loss effect came to be 

viewed, not in relation to the status quo at the time of each change, but in relation to 

the overall profitability standards which the Central Bank judged to be appropriate 

targets for the Associated Banks. 

In 1955 the Minister for Finance of_ the time had no difficulty in accepting that 

the scope for manoeuvre in the matter of interest rates was limited and that the trend set 

by changes in British rates had to be followed, even if at a slight remove. With the 

floating of ste rling at the end of June 1972 interest rate chan ges became more frequent 

as a means of countering movements of short-term funds which could jeopardise the 

exchange rate. When the British intere st rates went up steeply at the end of July 1972 

change here was delayed more than was usual under strong pressure from the Minister for 

Finance, who wished to avoid any increase at all. The differen tials were already 

1½ to 2% (as against a to l erab l e or traditional 1%) when my aid was sought to persuade 

the Mini sl"er t·o re l ent . The Associated Banks were apprehensive about an imminent 

outflow of resources and also a transfer of deposits to the non-associated banks, who had 

already adjusted their rates upwads. 

I had gone to Reykjavik to g i ve a ta lk on Ireland ' s Economic Deve l opmen t and 

was fi sh ing w ith the Governor of the Central Bank of Iceland in a remote corner of the 

North West o f Ice l and when a Land Rover arrived carrying a telex to the foregoing effect 

wh i ch the General Manager of the Central Bank, Bernard Breen, hod asked the Central 
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Bonk of Iceland to deliver. I abandoned fishing temporarily to coble bock:-

. "Agree present and prospective interest differentials 

too large to be maintained with safety to Irish economy. 

.Press Department of Finance to accept 1 per cent all round". 

Mr. Breen took the matter up with Mr. Murray, informing him that, apart from requests 

for increased accommodation which they hod refused to sanction, there had been an 

adverse impact of at least fJ million on the resources of the two major Associated Bank 

groups in recent days. He also assured Mr. Murray that the proposed 1% upward revision 

would be without prejudice to the forthcoming enquiry into the level of the Banks' 

profitability; the effect, in any case, would be to reduce their profitability. 

The Minister, however, was still adopting a Canute-like stance. Mr. Murray 

reported that the Minister was "reluctant to see any change in the present position unless 

and until evidence becomes available of a trend towards a substantial fall in the external 

reserves". 

On my return from Iceland I wrote as follows to Mr. Murray on 8 August, 1972: 

"I have read the exchange of correspondence between the Irish 

Banks' Standing Committee, the Central Bank and the Deportment 
of Finance concerning the proposed across-the-board increase 

of 1 per cent. in Associated Bonk interest rates. 

I consider that the proposed increase is consistent with the 

current and prospective needs of the economy. In the opening 
months of 1-he credit-po Ii cy year there has been a very substantia l 

growth in bank credit. Data for all banks indicate that, after 
allowing for exceptional items, there was an increase in total 

lending of over £50 million between mid-April and end-June 1972. 
This increase, which is contributing greatly to the expansion of 
economic activity, may be compared with the anticipated growth 

in total bank lending for the year to April next of £160 million. 

If this trend were to continue and, at the same time, the 
inflationary Pay Agreement were to affect seriously our external 
position, consideration would have to be given to the introduction 

of measures designed to moderate the growth of bank l ending. 

Over the same April-June period, deposits with the non-Associated 

banks grew by some £20 million - as compared with less than £15 
million during the entire year to April 1972 - and the latest divergence 

of their interes1· rates from those of the As;::,cioted Banks (which 

occurred without refe1·ence to the Central Bonk) must lead to a 

further move of deposits to them. There is evidence that this is 
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taking place at present. On 30 June a differenJ-ial was 

established between clearing bank rates in Britain - to which 
non-Associated bank interest rales arc closely linked - and 

those of th e Associat·cd Banks, and this margin was expanded 

on 21 July. In the case of deposit rates, a differential of 
1 per cent. arose at end-June, and a further increase of 
1¼ per cent. on 21 July increased the differential, as 
against the Associated Banks, to 2¼ per cent. The differential 

in minimum l ending rates, which was½ per cent. on 30 June, 
rose to 1½ per cent. on 21 July. Over the earlier part of the 
period for which these differentials have obtained - that is, 
from 30 June to 18 July - deposits with North American Banks 
and Merchant Banks rose by £6.1 million, and this was 
accompanied by a reduction of £2.3 million in the current and 
deposit account resources of the Associated Banks. 

This must be of detriment to the economy, since, as is reflected 
in the substantial net outflows of capital through them since 
April last, and, in particular, in the net outflow of f7 .7 mill ion 

through the North American and Merchant Groups between end­
June and 18 Jul y , the non-Associated Banks are not equipped 
to satisfy the borrowing needs of a 11 sectors of the community. 

It is also of significance in this connection that there was a 
sharp reduction in the primary liquidity ratio of the Associated 

B-anks between mid-April and end-June, arising from the growth 
in their lending and from a substantial decline in their liquid 
holdings. The subsequent loss of resources both to the non­

Associated banks and abroad wil l further impinge on their 
liquidity and restrict their ability to lend within the economy. 

The official external reserves declined by £20 million between 

April and June 1972, as compared with a reduction of only £0.4 

million during the corresponding period of 1971, and there has been 
a further fall of £6 ,:nillion during the month of July. However, 

while there was an increase of £28 million in the external reserves 
in the month of August 197 1, during the first week of the current 

month the increase has amounted to only £0.9 million. The effect 
on the reserves of the wide interest-rate differential now obtaining 

is difficult to isolate, since the othe1· influences operating on the 

reserves cannot be measured over so short a period. It would, 
however, be unwise, particularly in view of the current uncertain 
external environment , to permit a continuance of this factor, which 

can only act to the detriment of the external reserves. 

In the I ight of al I these circumstances, the Central Bank considers 

it appropriate to agree to an across-the-board increase of 1 per 
cent. in the interest rates of the Associated Banks. There is really 

no point in trying to stand against the international trend in interest 
rates, particular l y against the trend in a country with which we have 

a close appmach to monetary union. We can on ly damage our 

own interes ts by doing so." 
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Mr. Murray rep! i ed the very some day as follows:-

"Your letter of today's dote regarding the question of 
Associated Bonk interest ral·es arrived when I happened to 

be in the office in between a spell of annual leave. I 

showed it at once to the Minister who gave careful 

consideration to your arguments. While he fully accepts 
that a continuance of the differential in interest rates could 

cause a problem, he remains unconvinced that the problem 
is as yet serious enough to warrant action. He is strongly 

of the opinion that we should keep our options open at this 
stage and let matters rest at least for a further week or two 
until we see how things develop. 

The Minister's thinking is strongly influenced by the need 

to reflate the economy and by the present high ·level of 
external reserves, despite the decrease since April lost. He 

accepts, of course, that the reserves benefited from on 
exceptional capitol inflow lost year but considers that, at 
their present level, they give us some breathing space. 

I put it to the Minister that you might w ish to hove on 
opportunity of discussing the matter with him and he asked 

me to let you know that he wou ld be quite happy to arrange 
a meeting should you so wish. Though I will be out of the 

office for the next few days, I will not be out of Dublin and 

will be available to attend the Minister should you wish to 

see him. 

The Minister asked me to mention two related points to you -

(i) Is it possible to amend the credit control advice to 

the non-Associated Banks by providing that for the 

rest of the cre_dit year there should be 10 net outflow 
of funds through such banks (whatever ob::,ut a net 

inflow sufficient to offset the net outflow that hos 

already token place to dote)? 

84. 

(ii) Alternatively, or concurrently, should not the present 

informal arrangements under which changes in Associated 
Bonk rates ore informally control led not be extended to 

non-Associated Banks as we ll - even if both arrangements 

hod to be put on a statutory basis? 

The Minister accepts that even if the second point were practicable 
it would take some time to implement and might not, therefore, 

be relevant in connexion with the present problem." 

To thi s I rejoined on 17 August: 

"I got your l etter of 8 August about bank interest rates on 
Tuesday , 15 August, when I come bock to Dublin for a few 

days. 
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While I understand !he Minister's attitude, in deference 
to whi eh a further deferment of action by the Bank has 
been arranged, I considered it would be helpful if I could 
have a discussion with him. Unfortunately, I hear that he 

is now awoy himself and a meeting this week, before I 
return to the West, is impossible. 

Basically, the choice we have is between (1) allowing free 
movement of funds between here and the U. K. to continue 

(with the corollary that, apart from minor and temporary 
deviations, there must be para I lei movement of interest rates) 

and (2) introducing controls, which to be even partly effective 
would need to be comprehensive and closely policed. My 

judgment, supported I believe by experience, is that choice 
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(1) is likely to be much more to our advantage than choice (2). 

With (1) we can expect to continue to be a capital-importing 
coun!ry without having to borrow directly abroad on an awkward 
scale. Under (2) I am afraid no one would want to lend to 
Irish banks or other residents because of the risk of not getting 

his money back when he needed it, not to mention that of being 

forced to accept a relatively low interest rate as well. It is 
possible to urge the non-Associated Banks not to incur exter:ial 

liabilities beyond a certain limit but it would not be feasible, 
without putting them out of business, to forbid them to repay 
external liabilities if and when repayment is demanded. 

Because we have so far fol lowed choice ( 1}, the question of 
control of interest rates, whether of Associated or non-Associated 

Banks, has not been a I ive issue. It would be an embarrassing 
pretence for the Central Bank or any other authority to have a 
virtually inexercisable power. All any authority could do, 

granted mobility of funds between South and North and across­

Channel, would be to try (as we have been doing with some 

success for years) to moderate the impact here of upward or down­

ward fluctuations in B_riti sh rates, while at the same time following 

their general trend. In effect, when our deposit rates happen 

for a time to be lowe r than in the U.K., we are relying on the 

stabilising effect of public inatten tion or inertia. This is 

becoming l ess and l ess dependable according as more and more 
peopl e, even those with modest funds, are becoming aware of 
the existence - and importance to them - of interes t differentials. 

During th ese weeks we may be en joying the ephemeral protection 
afforded by absence of dec ision-makers on holidays'. 

The Minister does, I think, accept that, without controls (and 
I would be strongly opposed to !·hese) a marked differential 

between Iri sh and U.K. interest rates cannot be susta ined. 

Whatever stimulu s lower rates here may give to econom ic expansion 
cann ot, therefore, at best be other than short- lived. Only a 

moderate adjustm ent i s contemp l ated and I am cer ta in that thi s 

would not ope rate 1-o reduce credit expansion be low the I eve! 

con sistent w i!h the Government's economic objectives. 

I consider !hat , in !he condi!·ions ob tainin g here, au!onomous 

interest rate changes a re not in fac t available as an in strumen t 

of na !ional economic adjustment . Indeed , their role in this 

respec t i s being d im inished everywhere by !he in terna ti ona l 
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pressure for co-operolion in controlling movements of 
short-term funds. Interes t rates ore not, therefore , a 
policy issue in Ireland. The "moderating" I mentioned 
earlier should be regarded os one function (and a rather 
minor one) amongst !hose exercised by the Central Bonk 
in its duty of seeing that credit conditions ore conducive 
to the general welfare. The amount of credit, and the 
purposes for which it is mode available, ore much more 
i mporton t than changes of l per cent. or so in interest 
rates. The running down of banking (and notional} 
liquidity cannot, so for as I con see, bring any adequate 
offsetting benefit. So I think the present differential 
hos been held for long enough and I doubt if the Minister 
would further oppose this view, since your letter of 
8 August spoke of letting matters rest just for a further 
week or two and the considerations I hove outlined above 
ore not without force. 
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The Central Bonk hos accepted that its detailed administration 
of credit policy for 1972;73 should be directed towards 
achieving the economic objectives set by the Government. 

To use a simple metaphor, the monetary car is being driven 
towards on agreed destination. It seems appropriate that 
the driver should hove discretion as to when to change the 
goars having regard to the ups and downs of the rood, and 
as to what level of petrol to keep in the tank. This point 
is the some as that mode in paragraph 6 of the note on 
"Responsibility for Credit Policy" (which I sent you personally 
on 7 January 1970) and in the course of my interview with 
the Minister and yourself on 14 January 1970." 

The interview with the Minister for Finance took place on 30 August and my account 

of it doted 15 September reads: 

"The interview took place, by arrangement, at 12.15 p.m. 
The Secretary of the Deportment, Mr. C.H. Murray, was 
also present. 

I asked th e Minister not to request any further deferment of 
the proposed rise in bank deposit and lending rates here. 
The holding of the Irish rates at the level s fixed in April, 
despite the upward moves in Jun e and July in corresponding 
rates in Britain, hod produced a bigger differential than hod 
ever been maintained in the post. For large deposits the 
Irish rote was now l¾ to l} per cent. below the U. K. rote, 

while for deposits under £25,000 th e differential was as much 
as 2¼ per cent. It hod always been recognised that , because 
of th e freedom of Iri sh companies and indiv idua l s to place 
their money to the best advantage in these islands, we hod 
to follow !he genera l trend of interest rates in the U.K. 
All we hod ever done - and it was still worthwhi l e to do 
this - was to try to smoothen out fluctuations of a temporary 
nature i.e. not 1·0 go up or down quite as much as in Britain 
when it was thought probable that !he movement there would 
be reversed wilhin a short space of time. The basic position 
however, was that, with mobi lity of funds, competilive forces 
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required us to mainfain a general conformity with Brifish 

rates. This was something we had to accep t as a fact of 

li fe and we could accepf it !he more readily because the 
absence of control s had cl ear ly been working to our 
advantage as a net importer of capital. 

I agreed with the Minister that no serious consequences had 
yet flowed from the maintenance of relatively low rates here 

in recent weeks. There had been a fol I of the order of 
£30 million in external reserves si nce April but this could 
not be attributed exclusi vely to any one cause . It was my 

belief that more serious results had not occurred largely 

because of the inertia and inattention of depositors during 
a holiday period and their expectation that an adjustment 

would be mad e in due course. They would be led by past 

experience to expect that only a temporary deviation from 
Briti sh trends was involved. If, however, they came to 

beli eve that depression of interest rates here below their 
competitive l evel was a new long-term policy , the fat 

would be in the fire. It would not be prudent to wait until 
deposi tars became uneasy and decided to move their funds 
elsewhere. Once this occurred they would probably be slow 
to move them bock again. 

The Minister assured me that he had no new policy in mind. 
He was simp ly anxious to preserve for as l ong as possible the 

advantage to Irish industry and commerce of relatively low 

interest charges on bank indebtedness. He was in favour 
of watching the situation from week to week so that the 

adjustment to higher rates could be made as soon as circum­
stances required. I said I was unhappy with this week-to­
week "brinkmanship" because it rested on an unsound 

foundation. A more prolonged holding down of deposit rates 

below the natural or competitive l evel was not, in my view, 

justifiabl e . It was not necessary from the point of view of 

achieving the settled national economic objecti ves and it 
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was imprudent and even dangerous from the mon etary standpoint, 

as well as causing distortions and inequities w if·hin the banking 

field. It was my judgment that the ri sk of a pronounced out­
ward flow of resources was too serious to be undertaken for the 

sake of any benefit· likely to arise from a purely short-term 

depress ion of l ending rates. It had to be born e in mind that, 

if and when rates rose, all exis ting loan rates must go up. 
It was not necessary or desirable to stimulate any greater credit 

expan sion than was already occurring. In th e first four months 
of th e credit year (i . e . from April to August) over £60 million 

of new credit had been made available to f·he private sector 
out of £110 million intended for that sector for the who l e year 

under the Centra l Bank's credit advice. The distortion and 

inequity to whi ch I had referred wou ld be ev iden t from the 

foll owing figures for the April to August pei-iod - the Associated 

Banks had to do most of f·he lending in th e period (£45 mi lli on 

as aga inst £17 mil I ion by the non-Associated Banks) whe reas 

the non-Assoc iated Banks were getting most of the new deposits 
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(£32 million as against £29 million for the Associo!·ed Banks). 

It was simply because !·hey could find no profitable ou!let 
for !heir new deposits in Ireland at the lending rates 

operated by the Associated Banks that the non-Associated Banks 

were forced, for commercial reasons, to invest in Britain. It 
was a misconception !·a ca!egorise the non-Associated Banks 
as being allowed operate to the notional detriment and to call 

for the application of "discipline" to them; the real inequity 
was in exerting pressure on the Associated Banks which 

affected their capacity to attract resources and at the some 
time put a strain on their liquidity. In fact, the success of 

the pressure, even temporori I y, depended on the customers of 
the Associated Banks not being as sophisticated or sensitive 

to interest rate changes as the customers of the non-Associated 
Banks. The disparity in the characteristics of the customers 
of the two sets of banks was diminishing and one must expect 

that, soonor or later , the Associated Banks themselves would be 
in the same position as the non-Associated, that is, unable to 

hold deposits at uncompetitive rates and forced to adjust more 

quickly to changes in deposit and lending rates in Britain. 

All this was a logi col consequence of the free movement of 
funds between the two countries, and if we wonted a different 

system we would have to envisage comprehe,1sive controls 

which would not necessarily be very effective. 

What I was saying, therefore, to the Minister was that a 

continued holding down of the rates below the competitive 
level was a dangerous game which we could not win in the long 

run and which was likely to be unprofitable from the national 

economic standpoint. 

The Minister's main I ine was that, even though we could not 

maintain the lower rates indefinitely, we should do so for as 

long as possible for.the sake of the costs relief this afforded 

Irish borrowers at a time when costs generally were rising. 

argu ed that interes!- rates (net of income tax) were a small 
element in costs and the benefit would be short-lived in nature, 

by comparison with the serious consequences of any large-scale 

outflow of resources. I accepted the Minister's point !liat it 

was a matter of judgment how long a temporary moderation of 
interest roles here should lost but I asked him in this matter to 

trust the judgment of the Central Bank because the immediate 

implications for bank liquidity and credit management were 
matters primarily within the responsibility of the Central Bank. 

I said I was reluctant to raise the jurisdictional issue but, as 

would be recalled from my January 1970 interview, I did hold 

strongly the v i ew that once the Central Bank had aligned its 
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credit poli cy with the Government's economic objectives, it 

should be free to decide how to apply ii- in detail from day to day. 

The Minister poin!ed o•Jt that the movement of interest rates 

hod implications for bank profits. I replied that these were , so 

for at least, not excessive and, moreover, were under active 

review by the Central Bonk. The increase in deposit rates 

would tend to reduce profits, thus offset!ing !he effect of higher 

l ending rates. On the general question of control of incomes 
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and prices, I stressed that 1he right course was the direct 

one of prohibiting by low the poyment of income increases 
above the norm . 

Mr. Murray suggested that what was involved was a 
pragmatic issue which could best be decided by a testing 

process. I argued, however, thot, if one accepted the 

basic imp I icotions of the free flow of funds, it was unnecessary 
and dangerous to test the extent of the consequences which 
would ensue if interest rates were held below the competitive 

level. It was true that the external reserves were high and 

that this gave some scope for manoeuvre but any decision to 
run down the reserves should, in my view, be related to a 

better-considered and more lasting notional advantage. 

Finally, the Minister said he would consider the matter further 

and let me know his views through Mr. Murray in time for 

the Board meeting of the Central Bank in the afternoon. In 
fact, Mr. Murray told me prior to the meeting that the Minister 
hod decided to acquiesce in whatever view might be token by 

the Central Bonk." 

As a po;tscript to this satisfactory resolution of the jurisdictional issue, 

reproduce on extract from the relevant Boord Minute of 30 August 1972: 

"The Governor reported on his visit to the Minister for 
Finance earlier in the day ....... The Minister hod agreed 

that, in view of the Central Bank's responsibility for credit 

management, he would accept its judgement as to the extent 
and time of ,cmy modification of the application in Ireland 

of changes in competitive British interest rates. He hod, 
therefore, withdrawn his request for further deferment of 

change here and would acquiesce in whatever action the 

Central Bank deemed appropriate. 

The Boord agreed thotthere should be immediate consultation 

with the Banks' Standing Committee with a view to having 
on appropriate increase in rates mode effective within the 

next ten days". 
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The following year, after the change of Government, the new Minister for 

Finance, Mr. Richie Ryon, T .D., said in a speech to Kildare Chamber of Commerce 

(4 April, 1973): 

"It should be realised that the authority to determine bank 

rates is the Central Bank and not the Government ....... " 

"Determine" was, of course, much 100 strong a word'. 
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VII. CENTRAL BANK LENDING TO GOVERNMENT 

The limited extent to which, in a small open economy, with a pegged exchange 

rate and free movement of funds, interest rates can be manipulated, given their 

necessary conformity in the end to international trends, is not of major significance 

from an economic policy standpoint. Much more importance attaches to the provision 

of finance for the Government by the Central Bonk. It may well prove difficult to 

ward off attempts by the Government to ease its residual financing problems by obtaining 

money from the Central Bonk. Originally, as mentioned in Chapter 1, many Central 

Banks were founded to meet this very need and, of course, theoretically there are 

circumstances in which the monetary authority is not only entitled, but in the interests 

of the economy obliged, to add to the active money supply in this or some less direct way. 

At the same time, as the explosion in current budget deficits in the 1970's shows, 

to yield even a legitimate inch in financial matters may be to give an inordinate mile. 

"The appetite gro".'s by what it's fed on" and, if a residual source of finance is too 

readily available to Governments, there is every risk of its being liberally drawn upon, 

whether the economic circumstances justify this or not. So there has, in my view 

rightly, been a strongly critical approach in Ireland, as elsewhere, to Government 

representations or demands for Central Bank accommodation. 

It had been suggested in "Economic Development" (1958) that future additions 

to legal tender note requirements sho~ld be backed by Irish Government securities. 

This would have allowed only a small annual creation of credit by the Central Bank for 

the Government but would have recognised, to a minor degree, the State's seignorial 

prerogative to issue notes as well as coin. Dr. Moynihan, who became Governor of 

the Central Bank in 1960, sponsored a more flexible proposition which at the same time 

protected the Central Bank's discretion, that of making a "balance in the General Fund" 

an eligible asset of the Lega l Tender Note Fund and thus enabling money from the latter 

Fund to be siphoned into the Genera l Fund which had power to invest in Irish Government 

securiti es . Legis lati ve provision was made accordingly. It was, however, with great 

reluctance that the C entra l Bonk yielded to a Governmen t request for some £20 million 

of short-term funds in 1965/66, a time of difficulty in the dollar capital market. 

Indeed , until the Central Bank Act, 1971, there was a first-line protection in 

that the Central Bank was not formally the Government's banker. This function had 

been the historical prerogative of the Bank of Ire land but it had, since the second 

World War , outs tri pped a sing l e bank's capacity and had, in effect,been shored by 

the Associated Banks. These participated in Government financing, normally by way 
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of three-months Exchequer Bills, occording to a deposits-related formula and wi1h a 

limited right to 1-ediscount these Bills at the Central Bank. The volume of Bills 

naturally tended to grow and from time 1o time a funding into medium-term stock 

occurred. The Associated Banks never displayed any marked eagerness to take up 

Exchequer Bills - or medium-term stock for that matter - and I hove a vivid memory 

of the difficulties which Mr. Frank Aiken encountered, as Minister for Fi nonce in the 

immediate post-war years (the "Daltonion Ero"), in persuading them to extend cheap 

credit to the Government. 

It is largely due to Dr. D.S.A. Carroll, first as Governor of the Bank of Ireland 

and then, since Moy 1970, as a Banking Director of the Central Bonk, that Associated 

Bonk credit for Government was fixed in scale, rationalised and largely legitimised. 

The secondary I iquidity ratio, first appointed by the Central Bonk in September 1972 

at 31% (corresponding to the proportion of Associated Bank resources then held in 

Irish Government Bills and short-term securities) hos since stabilised at 30% and hos 

thus fixed, for both Banks and Government, the normal proportion of accruing bank 

resources to be allocated for Government purposes. The primary liquidity ratio -

the proportion of banking resources to be kept in cash or with the Central Bonk -

was originally fixed at 12% for the Associated Banks. Although interest is paid on 

deposits with the Central Bank it is not as high a return as the Banks could earn on other 

uses of the money and a high primary ratio could, therefore, affect profitability as 

well as lending capacity. The ratio hos been varied from time to time. Non-Associated 

B::i;iks have been progressively subjected to appropriately differentiated primary and 

secondary liquidity ratios. 

The secondary liquidity ratio is thus the automatic regulator of the banks' 

contribution to Government financing. It hod been part of the arrangement in 1969 

for central isotion of sterling holdings in the Central Bonk that the Bonk would aim at 

providing a dealing flexibility in the securities held by the Central Bonk comparable 

to that which they hod possessed in relo1·ion to British Government securities. This was 

largely achieved with the help of the Department of Finance, who agreed to diversify 

the choice of securities available in the three-months to five-years range. The 

Central Bonk undertook the task of managing and, where necessary, supporting the 

market in such securities so that the Associated Banks would be assured of a high 

degree of flexibili1·y and liquidity, as well as reasonable profit opportunities, so 

for as 1he securities held as "secondary liquidity" were concerned. 
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"Secondary liquidity" can become cash when the Central Bank agrees to 

rediscount Exchequer Bills or to buy other short-term Government securities from the 

banks. In this indirect way the Central Bank can itself replace the commercial 

banks as a source of finance for Government. Moreover, since it is now (since 

January 1972) the Government's banker, it can also directly finance the Government 

by providing it with overdraft facilities or by buying Government securities from the 

Department of Finance. 

The virtually "clean sheet" situation in 1969 has already been remarked upon -

only £3.6 million of rediscounted Bills held by the Central Bank in March 1969, apart 

from £20.5 million of 6% Funding Loan raised by the Government in 1965/66 and 

repaid fully before the end of 1969 (see Appendix 1). The amount of Exchequer 

Bills held by the Associated Banks grew to £102 million by March 1972 but this was 

within their secondary liquidity requirement and no Bills were under rediscount with 

the Central Bank at that date. It was only _from 1972 onwards, and particularly after 

the quadrupling of oil prices at the end of 1973, that Government borrowing took 

a great leap forward and that the question whether the Central Bank should create 

m.oney for the Government or whether the Government's residual needs should be met 

by foreign borrowing become a live and important issue, an issue made all the more 

difficult by the accepted need for~ budgetary action to mitigate the constrictive 

impact of the oi I crisis on economic growth. 

Even in the course of 1972/73 it seemed for a time that the Exchequer would 

need much more from the banking system than the £50 million which "secondary liquidity" 

purchases by the banks were expected to yield. Mr. Murray wrote about an extra 

£20 million in September but the Central Bank took a more sanguine view of revenue 

prospects (a view which in the end proved right) and, though the Department 

remained pessimistic until the turn of the year, the demand for extra money eventually 

me! led away. 

However, before the end of 1973, Exchequer di ffi cu I ties, despite large externa I 

borrowing,were such as to impe l resort to the C entral Bank for £25 million (later scaled 

down to £20 million) for general purposes, in addition to £8 million which the Bank 

had provided for the Exchequer to enab le it to finance the Agriculturnl Credit Corporation. 

The Bank agreed to increase it·s holdings of short-dated Government securities. As 

soon as the arrangements were completed, I wrote (25 January, 1974) lo the Minister 

for Finance to "clarify the Bank's position". The le tter made the following points: 
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While the Central Bonk hod, once before - in 1965 -
come to 1he aid of the Exchequer in a critical situation, it 
hod always regarded such assistance as altogether abnormal. 

The proper function of the Bonk in relation to the 

Government consisted in making very short-term advances, 
repayabl e within a year at most, to the Exchequer, toge ther 
with purchases and soles of short-term stock to support the 
market and to facilitate such changes in the money supply as 

were compatible with monetary policy. 
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In any given circumstances, there was a limit to the total 

amount of credit compatible with monetary order and the real 
growth needs of the economy. The financing of Government 

expenditure beyond this limit would hove powerful inflationary 
implications and could entail countervailing and possibly 

harmful curtailment of credit for the private sector. An easing 

of monetary policy could only serve to aggravate the inflationary 
pressures emanating from the rise in oil prices and the operation 
of the notional pay agreement. (Note : a considered statement 
of the Bank's views on oil-crisis policy appeared in the General 

Review chapter of the 1973-74 Annual Report). 

While it seemed unavoidable that the Bonk should assist 
the Exchequer at that time, its agreement to do so was given 

only with considerable reluctance. The Bonk could not properly 

be regarded as a regular and substantial source of finance for 
the Exchequer. Indeed, reliance on the Central Bonk as a major 

and continuing source of finance for the Ex chequer would be at 

variance with the responsibility which the Bonk must retain of 
regulating the total money supply so that it accorded with notional 

economic objectives ..... 

Finally, the Bonk expressed its hope and expectation that 

in 1974/75 and subsequent years Exchequer expenditure and 
resources would be so arranged that the question of resort to the 

Central Bonk would not arise. 

Notwithstanding this defensive volley, the Deportment of Finance found them­

selves constrain ed within a short time by the Government's re luctance to curb the 

Public Capitol Programme to re-open the question of obtaining additional finance 

from the "banking system". The generic term "banking system" was doubtl ess 

used to cover both the commercial banks and the Central Bonk. In the course 

of my reply to Mr. C.H. Murray on 27 February, 1974, I said: 

"In a completely non-inflationary situati on ( with 

stable prices and no ba lance of payments deficit) , there 

would, I 1hink , be on l y one po li cy reason for adding to 

the expenditure financed by th e communi t y ' s curren t 

earnin gs and savings , namely, a desire to use notional 
producti ve capac ity more fu lly, assuming it was not a lready 

being fully used. In 1hose circums1onces, to pump new 
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money into circulation in a managed way, either through the 

banking system or by borrowing abroad, would mak e sense: 
provided it did not go too far, it would raise production 

without significantly rai sing prices, and any temporary 
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deficit in the ba lance of payments would represent an import 
of capital to suppl ement current domes tic savings and generate 
higher real income. 

We are not at presen 1 in a non-inflationary situation: 

we have an exceptionally high rate of price increase and 
our 1974 balance of payments deficit on current account is 
expec ted to be well over £100 million. All the forecasts 

agree that, becau se mainly of energy and mat·erial shortages 
and external marke t conditions, our real productive capacity 
will be much lower in 1974 than in 1973. Whereas in 1973 
the increase in GNP in money terms was of the order of 20% 
(about 12% prices and over 7% real), the corresponding figure 
for 1974 is expected to be much less, not more perhaps than 
15% with a far smaller real e lement than in 1973. This is not 

a situation that can be remedi ed by pumping more money into 
circulation. The Central Bank considers that a much small er 

increase in the money supply than in 1973 will be adequate 
to sustain productive activity at its real capacity leve l, given 

the external constraints operating in 1974 . The greatest 

care should be taken not to exceed, whether by foreign 

borrowing or by domestic credit creation, the monetary 

injections required to mee t the objective I have just defined. 
I assume that this objective represents Gove rnment policy. 

To allow such an excess would be to fuel the fires of inflation: 
the consequences would be seen in an accel eration of the rise 

in costs and prices and a further enlargement of the balance 

of payments deficit to the benefit of immediate consumption 

rather than of productive capacity. 

Even the payments de ficit already foreseen for 1974 may 
involve a drawing down of official external reserves, desp ite 

heavy foreign borrowing by the State and State bodies. I am 
not saying that some drawing down would not be tol erab le . 
I would like , however, to draw attention to two facts (1) that 

the reserves (at £403 mi 11 ion) are today £40 mi I lion below the 
November, 1973, leve l and (2) that as against over 50% of 

imports in 1971-72 they now represent only between 35 and 40%. 

They are not as "comfortabl e" as they once were and any 

de libera te encroachment on them would not be wise with so 
many uncertainties ahead. By a deliberate encroachmen t I 

mean the injec tion of so much new money int o the economy that 

the import over-spill and ba lance of payments deficit wou ld be 

increase d at the expense of the reserves. 

I come back , therefore , to the position already exp lained 

in my le tter of 25 January, 1974, to the Min ister for Finance. 

In brief, the Central Bank w ill play its pa rt , with in the con tex t· 

of the macro-economi c forecas ts agreed from time to ti me , in 

prov idin g the requ isite li qu i di ty for the commercial banks. This 
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will enable these banks to extend credit to the extent 

necessary to achieve the economic aims implicit in the 
forecasts, namely, as high a level as possible of domestic 
production wit·hout accelerating the already high and 

inescapabl e rote of increase in costs and prices or aggravating 

the outsize deficit already envisaged in the balance of 
payments. It is our estimate that the amount of bank finance 
which will accrue automatically to the Government under 
the established "secondary liquidity" ratio is of the order of 

£65 million. If the Government were to demand more, 
this would have to be separately negotiated and would be at 

the expense of the credit available to the private sector. 
The Central Bank could not reasonably be expected to support 

any move which would be incompatible with basic policy 
objectives or would involve harmful restrictions on credit 
for private productive purposes. 

In general, the Central Bank cannot be regarded as a 
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direct source of permanent finance for the Exchequer. The 
fundamental problem is not, in fact, the financing of public 

expenditure (acutely difficult though that is) but the excessive 
rote of increase in such expenditure. A £397 million Public 

Capital Programme would imply an increase of some 20 per cent. 
as against a forecast growth in GNP of only 15 per cent. In 

the period 1970;71 to 1972;73, inclusive, the public capitol 
programme grew at an average annual rate of about 13 per cent. 
compared to overage GNP growth of some 14 per cent. When 
one considers the massive increase of over 30 per cent. in the 

public capital programme in 1973;74, and the fact that the 
thrust of such expansion will continue to be felt well into the 

second half of 1974, it would be difficult to justify the need 

for any further stimulus, even in more normal economic 

circumstances. The projected opening deficit on current account 

seems even more incongruous, implying a growth in current 
Government expenditure of we! I over 20 per cent. compared to 

an annual average growth of less than 17 per cent. in the period 

1970;71 to 1972;73 inclusive. Taking the proposed capitol and 
current expenditures together, these could constitute a record 

46 per cent. of GNP in 1974. If a large part of this expend iture 

were to be financed by the banking system the growth in monetary 

aggregates could not be kept within tolerable limits. The private 
sector will require substantial funds for waking capitol to meet 

escalating wage and row materials costs and special provision 

will hove to be made for the hardening of trade credit by foreign 
suppliers. These are new factors over and above the normal 

borrowing needs of the private sector. Accommodation of the 

Government 's projected borrowing requirements could result only 

in an escalation of the monetary aggregates beyond the real needs 
of the economy, or in a severe cut bock in essentia l credit for the 

private sector. 

I hope I hove mode clear how powerful and dangerous on 

inflati onary influence con be exerted, once the use d productive 

capacity is maximised, by financing further expendi ture either 
from the proceeds of externa l borrowing or from domestic credit 
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creation. I would I ike to add a comment on the prospec ts of 
rai sing abroad !he kind of res idual finance required by the 

Public Capital Programme alone, even if the Curren! Budget 
were balanced. A figure of the order of £67 million is 
mentioned in !he Minister's memorandum. This would be in 
addition to £55 million being sought by the State bodies and 
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£19 million Government borrowing from the World Bank and the 
EIB. I do not believe it is feasible for Ireland to raise sums of 

this magnitude abroad over a twelve month period. Attempts 
to do so would be treated with growing reserve in world capital 
markets and would bring into question the soundness of this 

country's financial management. This could well have the 
effect of jeopardising the prospects for any sizoble borrowing 

abroad in subsequent years. 

To conc lude, i t is the objective of monetary policy to 

support economic growth as far as is feasible. Disproportionately 
large increases in public expenditure, financed by borrowing from 
the banks and abroad, which result in total expenditure being 

excessive i n relation to the growth in real output have most 
serious inflationary consequences . The projected increases in 
current and capital expenditure for 1974/75 run far ahead of 

the rate of growth of resources envisaged, even in money terms. 
Capital expenditure by the Government and the financing of 
current deficits has in recent years increasingly relied on residual 

borrowing from the banking system and from abroad, with the 
share financed by sales of securities to the non-bank public and 

smal l savings experiencing a sharp decline. At the same time 
the State bodies have also hod increased resort to foreign borrowing. 

O n the basis of the memorandum these trends wou ld become even 
more pronounced in 1974/75. In these circumstances, it would 

not be appropriate to expect the Central Bonk to provide fresh 
finance for the Exchequer. To do so would involve a disregard 

of the obligations placed on it by statute to safeguard the integrity 

of the currency. The Central Bonk considers that monetary policy 
should be aimed at moderating inflationary pressures while at !he 

same time supporting a sustainable rate of growth of the economy. 

It would be undesirable and improper that Central Bonk credit­
creation should itself generate additional inflationary pressure". 

So that the financial year might coincide with the calendar year, as in other 

EEC countries, budgetary dispositions were mode in 1974 for the nine months April 

to December and the financial year was brought into line with the calendar year fr:,m 

1975 on. For the nine months to December 1974, the budget deficit on current account 

came to £92 million, compared with £11 million for the year 1973/74. It soor~d to 

£259 million in 1975 and stayed above £200 million in both 1976 and 1977, with 

explosive effec ts on Government borrowing requirements. The Central Bank helped 

towards financing th e needs of the "short year" 1974 by introducing a secondary 

liquidity ratio for !he Industrial and other Banks (who had hitherto been exempt) and 

this produced close on l:20 million for the Excheq uer. There was also a provisional 
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commitment on the port of the Central Bonk to purchase some £20 million of 

Government securities from the pub Ii c in ::: rder to ensure adequate domestic I iquidity 

but, in the event, the Government's foreign borrowing exceeded original expectations 

to on extent which obviated any need to create liquidity by direct Central Bonk action. 

It will be no surprise, however, that the Central Bonk should again be seen 

as a possible source of much-needed Government finance in 1975. The Bonk found 

itself in a quandary on valid economic grounds. It could, and did, argue strenuously 

for what it considered to be the right budgetary policy but once budgetary decisions 

were token, and the extent of total Govec:iment borrowing thus determined, the 

Central Bonk hod to consider what were the least objectionable ways of meeting the 

given requirement. This might well mean altering the balance between foreign 

borrowing and domestic credit creation. There was little point in the Government 

undergoing the "discipline" of foreign borrowing when such borrowing was all too 

easy and hod the effect in port of building up external reserves. In 1975 there was 

a particular tactical reason for reducing rather than increasing these reserves: we 

were interested in qualifying for access to the Oil Facility (easy-term loons) organised 

by the International Monetary Fund. 

So, on 6 Morch, 1975, in a letter to Mr. C.H. Murray I was admitting that 

the circumstances coiled for "a degree of flexibility in responding to the immediate 

situation": 

"The problems of financing the external deficit and the 
fiscal deficit ore Ii nked in the area of foreign borrowing. In 

the Bank's view it is necessary this year, in the best interests of 
the country, to direct attention primarily to the financing of 

the external deficit and to regard the implications this may hove 

for Exchequ~r finance as a secondary consideration. On the 

other hand, it would not be appropriate to hove resort to external 

borrowing to fi nonce the Exchequer deficit without due regard to 
the implications this might hove for the nature and extent of the 

external indebtedness of the economy as a whole and for its 
continuing creditworthiness abroad. The existing level of external 

indebtedness and the current and prospective need for further 

substantial foreign borrowing ore such that it is essential to ensure 

that the extent, th e cost and the risk of any such borrowing ore 

kept as low as possible. Th erefore , we fee l that the amount of 
foreign borrowing t·hi s year shou ld, at most, be no more than 

adequate to maintain the external reserves at their end-December 

1974 level. Furth er, it would obviously be beneficial to defer 

official borrowing os~'"os practicable in order to bring about a 
temporary decline in reserves and thus help to establish Ire land 's 

eligibility to benefit under th e IMF oil facility for 1975 . 

For its port the Bonk is sufficiently convinced of the appropriateness 
of thi s approach to be w illing to assist the Deportment i n the finan cing 

of the residual fiscal deficit of £258 million that emerged from th e 
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budgetary dispositions in Januory. As you know, officers of 

the Bank and the Department of Finance have been discussing 
this motter and it has been indicated that the Bank wou ld be 
prepared to make avoilable to the Exchequer a sum of £72 million 
less the amount (not exceeding £17 million) of any excess of sales 
of Government securities to the non-bank public over the £30 

million es timated for such sales at the time of the Budget. 

The Bank would regard the ex tension of finance of this 

magnitude to the Excheque r in a single year as a quite exceptional 
measure which could be 1ustif ied only by advertence to the special 

immediate needs of the economy . As you know, when the Bank 
decided in January of last year to make £20 million available to 
the Exchequer I wrote to the Minister that "while it seems 

unavoidable that the Bank should assist the Exchequer at this time, 
its agreement to do so is given only with considerable reluctance. 

The Bank cannot proper! y be regarded as a regular and substantial 
source of finance for the Exchequer. Indeed, reliance on the 
Central Bank as a major ond continuing source of finance for the 

Exchequer wou ld be at variance with the responsibility which the 
Bank must retain of regulating the total money supply so that it 

accords with national economic objectives and does not accentuate 

inflationary pressures". 

I must, therefore, make it clear that the Bank's willingness to 

provide this year the subs'Ntial amount I have indicated is predicated 
on a certain understanding regarding economic policy objectives 

and related budgetary dispositions. Specifically, the residual 
fiscal deficit of £258 million emerges from, inter alia, proposed 

levels of expenditure and revenue that are taken to be compatible 
with declared economic po! icy objectives. In formulating 

monetary policy, the Bank has accepted these objectives os reason­
able in prevailing conditions and its policy is directed to support 

their attainment. The residual fiscal deficit is also reloted to 
estimates of other "traditional" domestic borrowing sources, including 

the product of the banks' secondary ratios, and the Central Bank has 
taken account of this factor also in its monetary policy dispositions. 

I know that you recognise that it is essential for the effective 

exercise by the Bank of its monetary policy function to be able to 

rely upon some reasonably firm expectation regarding the level of 
officio! external borrowing. Moreover, when, as in the circum­

stances of thi s year, the Bank is w illing to extend substantia l direct 
support to the Exchequer it must qualify its willingness to do so by 

making it dependent on substantial adherence to the declared fiscal 

dispositi ons . Th ese, as you know, form an important part of the 
framework in wh ich the Bonk has set monetary policy. The Bonk's 
primary concern must alwoys be to fulfil its statutory responsibility. 

In summary, the Bank's position is that it is wi lling and anxious 

to respond to the exceptiona ll y difficult circumstances of the current 

year by a substantial departure from its normol position in regard to 

l ending to the Exchequer . It is convinced of the need to limit 

official foreisn borrowing to an agreed figure which wou ld be no 

more than that estimated to be necessary lo maintain the levelof 
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the existing monetary reserves, which would be compolible with 
the objective of goining access to the IMF oil focilily and which 

would moreover provide a more secure basis for the effective 
exercise of monetary policy. Against this background the Bank 
is willing to conlribute lo lhe financing of lhe residual borrowing 
needs of the Exchequer to the extent that I have indicated, 
provided there are no substantial departures from the al ready 
budgeted levels of public expenditure and revenue. In this 
respect the Bank is not, of course, seeking to exercise on 

unwarranted influence on Government policy. Its purpose is 

rather to safeguard its statutory role in relation to monetary 

policy, that is to avoid a situation in which it would be committed 
to the support of emerging fiscal dispositions without regard to 
their brooder economic and monetary implications. 

Some correspondence followed as to what would be regarded as a "substantial" 

departure from the budgeted levels of public expenditure and revenue. The Bank 

indicated that this was a qualitative rather than quantitative concept but that on 

increase of £20 million in expenditure would be so regarded. A provisional accord 

was reached with the Department of Finance,· though I was emphasising to Mr. Murray 

on 11 April, 1975, that the Bank'must ovoid an unqualified commitment to support 

emerging fiscal dispositions which might be inconsistent with ..... the economic policy 

objectives which monetary policy seeks to support". I suggested that the entire 

situation be reviewed before the end of May. When the situation was reviewed in 

Moy access to the IMF Oi I Facility was accepted as no longer open and the Bank's 

attitude softened. Agreement was given to a temporary increase in the overdraft 

limit to £83 million, to be reduced to £25 million by the end of June. 

The Bank's report for 1975 recorded that in the previous year, when Exchequer 

borrowing abroad amounted to about £160 million, the external monetary reserves rose 

by £60 mill ion. "Although it would not be inappropriate that reserves should over 

time increase proportionately to external payments and liabilities, the Bank takes the 

view that it would not be in the best interests of the economy in 1975 if official foreign 

borrowing were undertaken to an extent - if practicable - which would cause a subslantial 

increase in the external monetary reserves. Rather should attention be given primarily 

to the optimum financing of the economy's external current deficit, official foreign 

borrowing being limited to such an amount as would not entail any significant increase 

in the ex ternal monetary reserves". 
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A restriction of foreign borrowing to lhe minimum was stated to be desirable 

on various grounds: 

"Rapidly increasing exte rnal indebledness would col I into 
question !he economy's continuing creditworthiness and 

increase the costs of foreign borrowing, including those 
arising from the appreciation of currencies in which it 
is necessary to borrow. It could reduce Ireland's freedom 
of oclion in regard to economic policy and could give rise 

to refinoncing difficulties when loons matured. Foreign 
borrowing, in any case, entails a transfer of income abroad 

in order to service and repay the debt and this burden 
becomes all the heavier if the original borrowing has not 
been incurred for productive purposes". 

The Bank went on to state that adoption of the policy of not borrowing more 

abroad in 1975 than was needed to maintain the external reserves at or about their 

end-1974 level carried with it certain technical consequences. The Government's 

financial needs hod to be met to a greater extent from domestic sources but arranging 

for this presented "no problem of principle" for the Bonk, provided the basic economic 

objectives for the.year were adhered to, public expenditure and borrowing were kept 

within the June Budget framework and at least the incomes restraint proposed in that 

Budget were mode effective. It was essential that these aims be realised if a start 

were to be made in winding down the rote of inflation. So long, however, as these 

objectives were pursued, the particular financing methods adopted were "primarily 

of techni col significance". The immediate effects on the money supply and bank 

liquidity of financing Government expenditure in part through the Central Bonk were 

"much the same as when recourse is had to external borrowing". The Bank was, 

therefore, prepared to help in financing the Exchequer borrowing requirement, though 

it reitera ted that it could not be regard ed as a permanent source of finance for the 

Government and "must ensure that the level of the official external reserves is adequate, 

in 1976 and later years, to finance the higher deficitswiich will be associated with o 

resumption of economic growth". 

In fact the Government drew £50 million from the Central Bank in 1975 

through in creased purchases by the Bank of short-term Government securities. Flex ible 

use was also made of !he overdraft facility which had first been arranged in July 1974 

subject lo a maximum of £25 million. To ensu re that the overdraft did nol become a 

permanent source of Exchequer finance it was stipulated that the account be in credit 

for at least 30 days in every year. The Deparlment of Finance sought in July, 1975, 

lo have the limit raised to £75 million or be left open-ended but this request was refused. 
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"If, as you suggest, this facility were trebled or left open-ended", I wrote to 

Mr.C.H. Murray on 28 August, 1975,"the finance provided could no longer be regarded 

as temporary . With the scope for utilisation greatly increased , it is likely that the 

average utilisation would rise pari passu. This would l eave the Bank in the unacceptable 

position of providing the Exchequer with what would virtually be hard-core finance at 

a level which it could not anticipate and over which it would have little control'.' 

The Bank stood by its original offer to increase the limit to £35 million but later in the 

Autumn raised it to £40 million. Indeed, as a quite exceptional and temporary measure, 

it allowed the overdraft to run to £70 million to finance "intervention" purchases of 

beef and dairy products pending arrangements for the financing of such purchases by 

the Associated Banks on foot of discountable Bills. 

The Bank's grudging reaction to demands for money for Exchequer purposes 

was a function of its apprehensions about the rapidly deteriorating state of the public 

finances. The Bank was particularly out of sympathy with the deliberate incurring of 

massive deficits on current account - see Chapter V above and my speech in Seanad 

Eireonn on 25 January, 1978, (Cols. 22/24). Even in March 1974 I had written a 

note to Mr. C.H. Murray which concluded with the words: "the ballooning of the 

uncovered &:chequer borrowing requirement ........... I eaves me with the uncomfortable 

feeling that effective management of our financial affairs is slipping out of our hands. 

I have not had this feeling so strongly ever before". The Exchequer borrowing requirement 

had risen from £295 million for 1972/73 to £883 million for 1975, with the prospective 

need for 197 6 even higher. Foreign indebtedness a l ready exceeded total external 

reserves. 

In October and November of 1975 the Departmen t of Finance had discussions 

with the Central Bank on the problems of Exchequer financing. Even al lowing for 

£100 million from the Banks through purchase of Government stocks to make up the ir 

"secondary liquidity" ratio, there was still some £400 million of residual borrowing 

to be effected either externally or from the domestic banking system. The Central Bank 

made it cl ear thal there could be no significant increase in the credit available for 

Government needs from the commercial banks and, as far as Central Bank finance was 

concerned , that "it could not commit itself beforehand as to wha t it might provide". 

"We wou ld have to see the enti1·e picture - fisc~I and incomes - before we could assess 

our role, if any, in the financing of the Exchequer". 

This st and against making any precise commitment in advance seemed essentia l 

if the Bank were not to be expected by the Departmen1 of Finance (and the Government) 

to become a regu l ar contr ibul·or on a massive scal e lo Exchequer financing, thus l osing 

any discretion as lo \·he circumstances in which a li mited amoun t of assistance might be 
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deemed appropriate by the Bonk itself. One of my lost acts as Governor was to write 

(19 February 1976) to Mr. C.H. Murray as follows concerning Exchequer borrowing 

requirements in 1976. I did so "following careful consideration of the matter at 

Board meetings on 4 and 18 February": 

"The Boord wishes me to reiterate its view that 
the Central Bank con properly ploy only a minor and 
residual role (if any) in financing the Exchequer on a 
long-term basis. Any prior commitment to make a 
major or regular contribution to Exchequer financing 
would compromise the Bank's discretion in exercising 
its responsibility to try to manage the money supply so 
as to safeguard the integrity of the currency. 

Recognising the extent of the Exchequer 
borrowing requirements in 1976, and assuming that the 
pay pause desired by the Government will be mode 
effective, and o medium-term recovery plan set in motion, 
the Boord confirmed the indication given in my letter of 
'l7 J onuory that the Bonk would be prepared, if necessary, 
to provide finance for the Exchequer this year to about 
the some extent as in 1975, i.e. £50 million. 

Beyond this, however, the Boord is unwi II ing to 
commit itself because of the principle outlined above and 
the uncertainty surrounding attainment of the Government's 
basic economic objective, which the Bonk shores and wishes 
to support, namely, that of curbing inflation sufficiently 
to safeguard competitiveness and increase output and 
employment. On the home front, this uncertainty relates 
porti cul orl y to the question whether there wi 1 I be a pay 
pause. Regrettobl y, this matter was not resolved before the 
Budget and appears likel y to be in doubt for some t-ime yet. 
There con, therefore, be no assurance that present budgetary 
dispositions, and monetary arrangements aligned with them, 
would be directed towards achievement of the basic economic 
objective. Indeed , there would be considerable risk that 
any easing of access to additional money would operate 
against the interests of the economy in the situation with 
which it may be confronted during 1976 . If, on the other 
hand, a pay pause is mode effective and, in pursuance of a 
firm and phased programme, there is ev idence of progress in 
restoring the competitiveness and growth of the economy , the 
Boord of the Bonk wou ld consider it appropriate to review the 
extent to which the Bonk might assist, during the period of 
reform , in moderating the need for resort by the Exchequer to 

external borrow ing. 

The Bonk has al ready, in its Report for 197 4 and in 

its Summer Bull etin, 1975, recognised the simi larity , in 
terms of technical consequences and effect on the money 
supp l)', of the residual financing of Exchequer requirements 
by the Central Bank and through foreign borrowing. Indeed, 
the Bonk hos indicated that foreign borrowing carries such 
disqui eting implications that it should be kept to a minimum 
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and incurred only for capital purposes. This requires primarily 
that the total public sector borrowing requirement be curbed 

and as much of it as possible supplied from domestic non-bank 
sources . It also requires implementation of the "firm intention" 
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of the Government, as declared in the Minister's budget statement 
on 28 Januory, "to phase out the present current deficit over a 
three-year period". Where, despite attention to these principles, 

a large borrowing requirement sti ll remains, it is undesirable to 
supply it entirely by foreign borrowing if this would have the 

effect of adding unnecessarily to external reserves. In these 

circumstances, the l esser evil may be to supply a port of the 
residual Exchequer needs from the Central Bank. 

It is on this reasoning that the Central Bank has come 

to the aid of the Exchequer to a limited, but not insignificant, 
extent in 1975 and is prepared to offer similar help this year. 

At the same time, it should be said that the Bank is not convinced 
that, even if all the residual needs of the Exchequer we re to be 

met this year by foreign borrowing, the external reserves would 
grow excessively, having regard to the various factors which may 

operate adversely on the reserves over the period ahead - replenish ­

ment of stocks, the increase in foreign debt service, possible reverse 

flows of capitol, and the enlargement of the trade gap which wi ll 
be associated with a resumption of economic growth". 

There I must l eave the matter and let someone else tell the story of the Bank's 

subsequent reactions to Government pressure for financial support. As I write this 

(end 1978), it wou ld seem that the Bank has so far been able to keep within the 

principl es out I ined above. 
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Vl 11. ADVICE AND COMMENT, Mid-1972 - End 1973 

Already in.July, 1972, the Minister for Finance , Mr. George Coll~y, was warning 

the Government of the serious current account deficit in prospect for 1973/74 and calling 

for a revisi on of non-pay provisions. He was, however , compelled to report by the end 

of September that the results of this revision had been "most disappointing". On the 

pay side, moreover, costs were rising and it was the intention to use most of lhe net 

Exch equer benefit of EEC membership to bring social services more into line with the 

level in Northern Ireland. A gap of some £40 million on the current account of the 

1973/74 budget still threatened, though the deficit in 1972/73 would be much less than 

originally envisaged. Economic considerotions did not support the incurring of a current 

deficit in 1973/74, particularly as the substantial increase proposed in public capital 

expenditure would be a strong boost to economic growth. The current account gap 

should, therefore, be closed by increasing taxation, reducing expenditure or a combination 

of both. The Minister favoured principal reliance on cuts in current expenditure but 

had not secured formal Government approval of any major reductions before the General 

Election in March 1973. 

On l January, 1973, Ireland became a member of the EEC. In the light of this 

significant change in our economic circumstances, I wrote to the Minister for Finance 

on 22 January, 1973, stressing that our relatively high rate of inflation (9% against 

an averoge of 6% for the Six) was a recipe for trouble; that our being in line with 

Britain in thi s respect was "cold comfort" as we had not joined the Community to become 

more dependent sti ll on the British market; . and that we needed a high rote of growth 

to provide employment and catch up in living standards with the rest of the Community. 

The letter argued that a policy of supporting growth by fiscal and monetary means against 

the background of a relatively high inflation rate was doomed: our manufactures wou ld 

become unsal eab l e and our hotels and guesthauses too dear far foreigners. The Irish 

pound could came under stroin even in re lation ta sterling. Competiti veness in the 

Community might be temporarily regained for our expor ts by devaluation against all 

Communi ty currencies but only at the cost of additional price increases resulting from 

dearer imports, dearer food and, before long , compensatory wage claims. "In this 

direction one cou ld see on ly a vista of repetitive devalualions". 
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The letter continued: 

"The only sound basis for an expansionary 

economic policy, bringing the largest gains 
in jabs ond I iving standards, is a competitive 

price level based an domestic cost moderation. 
This means getting down as soon as possible 
to a rote of price increase of not more than, 

say, 5 per cent. per annum. The current 
rate at whi eh costs of production are rising 

is imped ing the growth of employment and 
aggravating the incidence of redundancies. 

How can this winding-down of price 

inflation be achieved? Obviously not without 
simultaneously keeping up a high rate of out­

put and reduc ing the rate of money income 
increases. The aim, on the one hand, must 

be to ensure that productivity gains wil l be 

as high as pos.ible and, on the other hand, 
that cost increases arising from money income 

increases will be as low as pos~ible. A 

special, but purely temporary, offset to the 

cost effect of high income increases is 

provided by the exceptional productivity 

gains secured when output is rising to its 
normal potential, as at present. 

It is a discouragement to anti-inflationary 
action that money incomes in the form of wages 
and salaries ore predetermined for 1973 and 

varying ports of 1974 by the latest Notional Wage 

Agreement. Nevertheless, policy-makers shou ld 
see the urgency of yrying to ensure, by action 

now, both (a) that the National Wage Agreement 

;-m not explode under the pressure of the current 

high rate of food price increases and (b) that it 
will be foJ:3wed only by such a rise in money 

incomes as will safeguard our competitiveness. 

Otherw ise , th ere is a real danger of becoming 

victims of drift, with no effective influ ence on 
a worsening situation. 

It is admittedly difficult to persuade trade 
unioni sts to be moderate in pay demands in the 

light of the current rote of pr i ce increase - to 
bring them to accept that such moderation wou ld 

l ead to a lower rote of pr i ce increase in the future , 

yield a probably bigger improvement in pay in real 

terms , and be better for the country because it 

wou ld increase export and employment prospects. 

105. 
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Yet if money incomes keep rising at the rates 

we have experienced in recent years, so 
surely will prices keep ri sing at 8 or 9 per 

cent. per onnum. Apart from any other 
effect, this rate of inflation wou ld reduce 
th e value of a pound to 50 pence in eigh t 
years. 

The fact is 1·hat a persi sten t tendency 

to inflation is associated with the nature of 

the modern economy itself. Social ambitions 
and conflicts, under partly monopolistic 

conditions of both industrial and labour 
organisation, lead to a combination of in­

ordinate income and price increases, 

inflationary reactions to tax increases, trade 
union indifference to high level s of un -

employment, and continuous depreciation of 
money. The extent to which inflationary 

pressure becomes economically or socially 

destructive depends on the political capacity 
of governments to ochieve consensus or 
acquiescence in the multiple measures 

necessary to contain it. 

This consensus or acquiescence seems more 
likely to be obtained in the broader context of 

economic and social development policy over 

a period of years ahead than in confrontation 

over particular pay rounds. In recognition of 

the socio-political dimensions of the incomes/ 
prices problem it i s most desirable to have early 
discussions with the trade unions on Ireland's 

prospects in the early years of EEC membership, 

as indicated by a well-articulated outline plan 

or plans, so that they (who are committed to the 
principle of planning) can satisfy themselves 
that prospective resources w ill be fully and 

effectively used, discuss the conditions under 
which this use of resources can be realised and 

the priorities to be observed in the allocation of 

additiona l national output. Discussions of this 

kind must involve consideration of the prospective 

price increases over which Ireland wi ll have no 

control - whether for imports or agri cu ltural 

products - and the highest over-all rate ,)f increase 

in money incomes which , a ll owing for~ the 
price effects, may sti ll assure us a competitive 

position so that we can re~li se our full output 
potential. An approach of !his kind would 

106 . 
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recognise that the time-span of a sustained 
counter-inflationary programme probably runs 
to three years or so, thus coinciding with 

the period of the Fourth Programme, the 
emphasis of which will necessarily be on 
adjustment to EEC conditions. In this context 
it will be essentia l to spread understanding of 
the fact that the extent of the real improvement 

in individual and social standards which the 

Irish community can achieve depends on the 
amount of it·s additional production of saleab le 
goods and services. 

Education, persuasion and appeals to 
responsibility in regard to the evolution of 

money incomes must hove priority over attempts 
at control, though some form of control, if 

only to safeguard majority consent to reasonable 
norms, has to be envisaged. The consensus or 
acquiescence mentioned above was "in the 

multiple measures necessary to contain inflation". 
Containment of money i·ncome increases on an 

intelligent and voluntary basis is greatly to be 
desired but it wou ld be more realistic to establish 

a regulatory process based on appropriate 
institutions and on legislation. 

Unless income increases are effectively 

restrained, a rational solution for inflation is 

impossible. By a rational solution is meant one 
that ensures that production and employment get 

priority and that the damaging restrictions involved 

in fiscal or monetary "squeezes", and the communal 

loss suffered through devaluations, are avoided'.' 
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I ended by explaining that I had laid all th e emphasis on incomes and prices 

because the scaling-down of our excessive ly high rate of inflation was the predominant 

and most urgent requirement in order to safeguard economic and socia l progress. 

Following on a talk I had given to the ITGWU on 14 December, 1972, this letter 

gave expression to ideas concerning the possible re lationship between medium-term planning 

and consensus on improvementsin pay and social standards which were later developed 

both in my own letters and talks and in the Bank's bu ll etins and reports. A representative 

select ion of extracts from the lat-ter is given in Appendix 3. In the Spring of 1973 

when the Departments of Finance, Labour and Industry and Commerce were concerting 

an aide-memo ire on in comes policy, I spoke and wrote several times to Mr. Murray on 

the desirability of the Government's finding a wider context for pay discu ss ions. On 

21 February, 1973, I exp ressed my belief that "a policy initiative of longer lerm and 
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I wider scope would stand a bc1ter chance of acceptabilily and success". I went on: 
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"The National Pay Agreements are essentially !he 
result of a periodic bargaining confrontation between 

employers and trade unions. They are almost certainly 
determined on the basis of short-term considerations, 

such as the market conditions for goods and labour which 
the parties expect to encounter in the ensuing year and 
a half and the degree of militancy among the trades union 

membership with regard to wages. The National Employer­

Labour Conference i s scarcely equipped to determine, and 
in any case does not have as its primary objective, a 

national agreement on incomes which would necessarily 
be conducive to the maximisation of economic welfare 

by reference to employment, income distribution and 

economic-growth objectives. 

The process by which guidelines emerge is as 

important as the guide I ines themselves: the real aim 

is to promote a general understanding and (hopefully) 
acceptance of certain constraints. I believe that the 
discussion in NIEC which led to the Report on the 
Economic Situation 1965, in which the principles of an 

income and prices policy were first reviewed;' had an 
influence in curbing expectations prior to the 10th Round. 

I doubt if a set of incomes guidelines, generated 
exclusively within the machinery of Government, for­
mulated on an undisclosed analytical basis and without 

the opportunity of public discussion, wou ld influence 
in any decisive way the behaviour of unions or even 

of the Employer/Labour Conference. Nowadays the 
enlisting of public and institutional support for economic 

policy strategies requires, I believe, the provision of 
information about the consequences of alternative choices 

and the presentation of a strotegy for economic development 

which will cover a period of some years. Inflation is an 
expression of deep-seated conflicts and ambitions in our 
society and it is only if the mastering of inflation is set 
in the context of strong economic growth and significant 

social improvement that the requisite constraints have 

any chance of being accepted. 

For these reasons, I regard the Fourth Programme as 

probably the best (if not the only) means of attempting 
to secure the degree of consensus on economic and social 

development which might make possible a rational solution 

of our major economic problem - which is the higher rate 
of inflation of money incomes and prices in Ireland than 

in most other Western counlries. Acquiescence in the 

measures needed lo contai~ inflation seems more I ikely 

to be obtained in the broader context of economic and 

social development over a period of years ahead than 

in confrontations over particular pay rounds. As !here 
is at present no NIEC or NEC, I hold the view that the 

Government should have ad hoe consultations with the 

unions in par!icular (but also with management) on !he 

potentialities and conditions of e conomic development 
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and social progress over the years ahead and the 

prices/incomes relationship which offers the best 
hope of realising our full output potenfial. 

I should add a word on what seems from 

experience to be an obstacle to the widespread 
acceptability of any plan handed down by 
Government, namely, its necessarily political 
nature and purpose. I wonder if it would not be 

desirable that a non-Government body, such os 
the E . S. R. I . , shou Id be given the task ( w i th the 
help of factual information from Government 

departments and other agencies and with due regard 
to E.E.C. medium-term programme and relevant 

policies) of formulating, say, three alternative but 
plausible growth-rate possibilities for a few years 

ahead, indicating the conditions (including the 
evolution of prices and incomes) underlying each 
of them. These outlines of potentialities could 

be studied by all interested parties and would serve 
as a basis for socio-po! i ti col argumentation. What 

the Government eventually issued as its programme 

would then be seen to be the essential I y po! i ti col 
document which a comprehensive and coherent set 

of Government policy statements must be; and it 

could be assessed against a more informed background. 

I would rather see us directing our thoughts towards 

the future on these lines than doing much further 

analysis of what has happened in the past. I am 
heartened by the extent to whi eh the views I have 

been expressing recently (and those of NIEC Report 
No. 27) are shared by Aubrey Jones, former head 
of the British Prices and Incomes Board. His article 

in the Sunday Times of February 18, 1973, contains 

the following interesting paragraph, amongst others: 

"An assembly of "interests" say, a 

National Economic Development 
Council or some sub-committee of 

it, is therefore desirable because 

the rules have to appear fair: to 
appear fair they have to be demon­

strated to be grounded in reason; 
the demonstration can emerge only 

through debate. For this purpose a 

forum is required . Where there is no 
such assembly a Government has to 
guess as best it con what wi 11 carry 

assent." 

What Jones sa id about sancfions i s also of interest: 

as you know, I have a l ways favoured the underpinning 

by statute of agreements reached voluntarily by a 

majority, so that dissident minorifies or mavericks 
will not be able to wreck such agreements with impunity:' 
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Mr . Murray rep Ii ed on 23 February: 

"Thonks for your views of 21 Februory on the aide­
memoire regarding incomes pol icy. These wi l l be most 

usefu l in the discussions to come . 

The preoccupation of the aide-memoire with the 

Employer- Employee Conference reflects the importance 
attached by the Unions to this body, and the burden of 
official odvice thot the Conference is the starting point 

for any attempt to explore the possibi Ii ties of a change 
in the present system. This does not , of course, rule 
out the question of the Government having at some stage 

direct ad hoe consultations with the two sides of industry. 

I am not great l y enamoured of the suggest i on that a 
body such as the ESRI shou ld be asked to and assisted in 
formu lating, say, "three a l ternative but plausible growth 
ra te possibilities for a few years ahead . " There would 

almost inevitably be controversy, and possibly confusion , 
when the Government's own programme appeored later, 
and I doubt whether, on balonce , this would be helpful. 

O f course the ESRI could do the job off its own bat, but 
I 'm not sure whether it would have the information 

(availoble to Deportments and State bodies) to make the 

exerc i se a worthwhile one . " 

I mode a further comment on 27 February: 

"The second and third paragraphs of your letter of 

23 February ore rather discouraging. I do hope that 
the Government will find a wider fromework and time­

sca l e i n which to set an incomes policy and I consider 
it equally essential that economic and social programmes 

should no longer be"handed down as unique prescriptions 

of Authority but be the subject of advance consultation 
with major interests to whom a reasonable set of options 

would be presented. Intelligent discussion and argument 

need not lead to controversy and confusion, and, in any 
case, are vital elements in a democratic process aimed at 

consensus. " 
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Mr. Murray's reply, apart from certain disclaimers, emphasised that the comments 

in the third paragraph of his letter of 23 February related solely to the role envisaged by 

me for a body such as the ESRI. On 28 February I had a letter from the Secretory of the 

Deportment of Labour (Tadhg O Cearbhaill) which expressed sympathy with the wider 

approach I hod suggested, and particular interest in focussing the minds of the Trade Unions 

on the primacy of job creotion and conservation against "our background of unemployment 

and emigration". Mr. 0 Ceorbhaill feared, however, that the attitudes of the Unions 

to enshrining a poy ogreement in binding legislation would be so hostile as possibly to 
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"kill the negotiations from the onset". 

It is relevant to recall that there never was a Fourth Programme and that it was 

only in 1977, when the Coalition Government, which took office in March 1973, was 

replaced by a new Fianna Foil Government, that medium-term planning wos resumed. 

The 1973 budget, in fact, was presented by the new Minister for Finance, 

Mr. Richie Ryon, T.D. In a letter of 15 March, 1973, congratulating him on his 

appointment I mentioned that industrial output, personal consumption and imports were 

all rising markedly and that strong inflationary pressures existed on the incomes side. 

I sent him a copy of my letter of 22 January to his predecessor and also of documents 

bearing on the relationship between the Central Bank and the Government. I promised 

to send more specific views when I received confidential information on budgetary prospects. 

One of the first actions of the new Minister was to submit memoranda to the 

Government on inflation and on the budgetary, position as he found it - he promised to 

make further proposals for cuts in current expenditure but broadly accepted the increased 

capital provisions already proposed, though he stressed in a later memorandum the 

financing difficulties involved. The memorandum on inflation attempted to assign 

relative weightings to external and internal causes; it estimated that for every 1 % rise 

in total domestic money incomes, unaccompanied by any increase in output, the price 

level might be expected to rise by O. 6%. 

In a brief and mild comment to Mr. C.H. Murray on 2 April, 1973, I said: 

"The proposed increase in the public capital programme for 1973/74 will be a strong 

additional stimulus to aggregate demand . · This raises a serious question as to the 

desirability of any significant deficit in the current budget for 1973/74, in view of the 

risk of over-stimulation of demand and the creation of inflationary pressures in addition 

to those already operating on the side of costs". I added that I would like to know in 

confidence of budgetary intentions so as to be in a position to offer comment before they 

took final shape. 

Mr. Murray's respon se indicated that the Government's pre-election commitments 

were like ly to create a current account deficit of over £60 million but that he would be 

discussing with me his "menu" of possible measures to minimise this deficit. He also 

sent me a note he had prepared on budgetary policy, including the question of incurring 

a deficit on current account. In my reply on 19 April I sa id: 
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"Regrettably, the budgetary position this year seems 

largely predetermined by pre-Election commitments. 
It is a situation in which expendi1ure will increase ot a 

rate far in excess of the growth in GNP and in which 

the borrowing requirement (from the banks and abroad) 

would, on the basis of unchanged tax rates, increase by 
£74 million to £155 million. The size of the borrowing 
requirement i s probably the best indicator of the effect 
on demand of the Government's financial operations. 

Such an increase in the expansionary influence of the 

current budget and public capital programme this year 
is not, in my view, justified by the needs of the economy: 
the growth rate is rising to a satisfactory level, unemploy­

ment is falling, demand, in the form of consumer spending, 
investment and exports, is already increasing rapidly, with 

at least one major form of investment (building) already 
pressing hard on skilled manpower availabilities. In 

these circumstances, every possible effort should be made 
to reduce the borrowing requirement and, in particular, to 
minimise the extent of the current budget deficit. 

With this in mind, I recommend that the implementation 
dates of increased expenditure commitments be delayed until 

the latest acceptable date in the financial year. 

Where the Government is not bound by any commitment 

to increase or maintain expenditure, I would expect that every 

effort w ill be made to achieve worthwhile economies. If, 
nevertheless, an enormous deficit still remains there may be 

no option but to reduce the deficit by additional taxation 

but this s!1ould be of a kind which will have the l east effect 

on the consumer price index. I support the case for ex tending 
income tax to all occupations. Bringing all income earners 

within the scope of income tax is desirable in equity and is 
necessary if income tax is to become an effective second pillar 

of the revenue structure. 

Now that the economy is experiencing a distinct 

improvement in the employment and growth trend, the urgent 
and predominant concern of economic policy should be to wind 

down inflation from its present 9 per cent. level. The reasons 

for this were outlined in my January l etter to the previous 
Minister and are repeated in the Bank's current Bui le tin. A 
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large budget deficit on current account, together with an increase 

of some £50 million in the public capital programme, and a total 
"residual" borrowing requirement of £155 million, could not but 

increase inflationary pressures by causing a further increase in 

the level of aggregate demand. Moreover, a substantial budget 

deficit would be associated in the minds of the public with 
continuing inflation at a higher rate 1han in Britain and the rest 
of th e EEC and would 1hus strain public confidence in economic 

policy and in the fu1·ure of the economy. It is on the reduction 
of the inordinate rate of increase in expenditure that effort 

mus! be concentrated if public finance decisions are to make a 

positive contribution towards the control of inflation. 
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It is urgently necessary also that preparations 

be mode for the achievement of a moderate in­

crease in employee incomes as the current notional 
pay agreement expires. Success in the effort to 
come to grips with the fundamental domestic source 

of inflation, labour-cost increases, is more likely 
to be achieved in a wider context than confrontation 

over the next wage round. I have al ready stated 
several times in recent months my views on what 
that wider context shou Id be. 

I would be glad if you would show this letter 
to the Minister. 

P.S. 

Thank you for sending me the latest OECD 

survey of Ireland. I am pleased to find in it 
independent support on such matters as ( l) the 

propriety of looking ot the economic effect 
of the whole budget, not just the current deficit 

(2) the abundance of expansionary potential on 

the public capital expenditure side,:ilone (3) the 
desirability of presenting ex-post as well as 

ex-ante budgetary estimates and, above all, 
( 4) the desi rabi Ii ty of "moving to a broader 

framework for the determination of prices and 
incomes, one which ........ includes discussion 

between both sides of industry, the agricultural 
sector and government (acting as government) on 

the aims and operation of economic policy". 
On the other hand, I think that as an economic 

survey it is excessively coy in its reference to 

the possibl e utility of investigating "at what 
stage income taxation should be extended to 

cover the agricultural community." 
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The 1973 budge t in fact increased social 1~elfare benefits, reduced local rates 

but raised the taxes on beer, spirits and tobacco, increased capitol expenditure by 

23% on 1972/73 actual, and envisaged a deficit on current account of £39 million. 

Some nine months after his predecessor had written to the Government on the 

difficulti es of financing the public capital expendit-ure contemplated for 1973/74, the 

new Ministe r for Finance was emitting a similar cri de coeur, although he had adopted 

the expenditure proposals in his April budget. This prompted me to write rather acidly 

to Mr. C.H. Murray on 12 October, 1973: 

"The memorandum puts the to tal financing 

requirement this year for the Capital Budget and 
the current deficit at £375 million. The 

memorandum also indicates a gap of £56 million 

between this figure and projected receipts. This 
is a shocking hole to appear within a few months 

of Budget Day and i s a strong reminder of the 
advisability of including a substantial contingencies 
provision in projections of financial requirements. 
As you well realise, the Minister is unlikely to get 

much sympathy from his colleagues at this stage. 
Indeed, insofar as the gap is due to increases in 

capital allocations beyond the budgetary figures, 
he cannot very well cry over the spilt milk; he 
has licked most of it up himse lf in the form of an 

extra £10 million for the ACC; £4 million for the 

ICC and £2 million for Shipping Finance Corporation, 
out of a total increase of £20 million'. One hopes, 

neverthe less , that the memorandum may have some 
restraining influence and that the Minister w ill see 

to it that the figure of £100 million mentioned in 

para. 9 prov es to be no more than a bod dream. 
There is such a natural tendency, when putting 
forward estimates, to be tight on the expenditure side 

and optimistic regarding resources, that Providence 

should assign a spec ial Guardian Angel to strengthen 

the real ism of budget planners. Before the budget i s 
determined is the time that matters; when it is being 

revi ewed is too late for anything but anxiety." 

After attending the Internationa l Monetary Fund annual genera l meeting, which 

was in N a irob i that year , I spen t most of October and part of N ovember in th e Cherry 

Orchard Hospital wrest ling with a fever I had picked up in Africa. I see that, 

nevertheless, I wrote a short note from hospital on 19 October to Mr. C.H. Murray 

which explained that "what I had in mind in my earlier comments was simply thi s -

that if the Minister for Finance does not exerc i se due caution in set tl ing the budget , 

he i s not like l y to arouse any sympathy from his co ll eagues when he says later that he 

cannot see how to make ends meet . They properly regard financing os his responsibility. 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

• 115. 

As you know, I think he extended himself too far regarding both capit·al and current 

expenditure". 

The difficulties associated with the financ ing of the Exchequer towards the end 

of 1973 were such that, as recorded in ChapterV ll, the Central Bank agreed 

exceptionally to help by buying £20 million of short-term Government securiti es. 

The expansionary policies of 1973 induced a high rate of economic growth - of 

the 7% order - but prices rose between end-1972 and end-1973 by the then unprecedented 

rate of 13% and the balance of payments deficit would have been nearly £120 mi lli on 

but for net EEC transfers of about £30 mi lli on . The momentum of growth , which the 

Central Bank was concerned to see maintained (Autumn Bulletin 1975 p.5) was, however, 

slowing down in the final quarter of 1978 even before the quadrup ling of the price of 

oil completely altered not only the Irish but the world economic scene. 

Mr. C.H. Murray and I attended ear l y in December an EEC meeting in Brussels 

where wha t I described as a "Gotterdammerung" was unfolded - the grim possibilities 
.7Yowft, 

of a reduction of GNP,. in the Community to a zero or negative rate, accelerated price 

inflation , an overall 2% to 5% increase in unemp loyment and major balance of payments 

and exchange rate problems. Th ese were herolded as the I ikely consequences of the 

continua tion throughout 1974 of the increased price of oi l and a 20% shortage of oil 

supplies. 

Against this background I wrote as fol lows to Mr. Murray on 5 December, 1973: 

"Thi s radically alters the prospective 1974 

conditions for Ireland . Indeed, it seems to me 

that we face an emergency of the same kind 

(though hopefully, not of the same severity or 
durotion) as that of the 1940's and that social 

equity, no l ess than economic necessity, 
requires that we have available to us the same 

range of powers and measures to cope with it. 

Apart from contro l of distribution of scarce 
supplies (not only of oil) we shou ld envisage 
protecting ourse l ves against quite disproportionate 
infl ation by statutory regulation of incomes of al l 

kinds as wel I as of prices . 

From th e point-of-view of preparing open l y 

for such contingencies, it i s unfortunate that 

public consciousness of th e gravity of what impends 

is stil I quite I imitecl and doubly unfortunate that a 

headlin e fo r 1974/75 wage and sa lary in creases may 
be set befo,·e t·here is a wide rea li sat ion of the 

irrespons ibility of aggrnva t·ing the coming production 

and emp loymen t crisis by rates of money in come 
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• 
increase whi c h could moke even a reduced output 
unsal eable. I do think, however, that every 
means open to the Government should be used to 

try to ensure a moderate wage se ttl ement. The 
reduction in the community's real in come occasioned 
by high import price increases and energy ;hortage 
cannot be compensated for in reality; so even lo go 

through the motions of doing so by ollowing money 
income increases in Ii ne with cost-of-I iving increases 
is in port illusory ond must odd to inflation. I 
concede the practical difficulty of doing less on the 

wages front than appears to "compensate" for price 
increases. But at least there should be strenuous 
efforts to ovoid a faster rise in incomes than in prices, 
as this can only add to the troubles ahead. If, by 

good fortune, there is some real improvement in 
Ireland's GNP in 1974 it is important that it should 

come to us in the form of on alleviation of price 
inflation rather than as a further addition to our 

money in comes. 

I should be glad if you would show this letter 

to the Minister. To influence ex pectations and 

attitudes he may think it well thot the Government 
should shortly meet both trade union and industry 

representatives to discuss the 1974 economic prospects. 

116. 

It was, I fear, not only public consciousness of the gravity of the new turn of 

events that was locking: the Government's reaction was also slow and inadequate. 

In port, but in port only, this may be attributed to their preoccupation in the early 

days of December with the final phase of the Sunningdole negotiations. Mr. Murray 

hod brought my letter of 5 December to the Minister's notice immediately and hod 

discus:~d it w ith him on his return from Sunningdale. But, as Mr. Murray's letter 

to me of 18 December records: 

"At that stage the Notional Pay Ag re ement 

discussions had v irtually been completed. I 
recommend ed that Government Ministe rs should 
cal I a mee ting w ith the social partn ers forth w ith 

and should al ert them to the grove de ter ioration 

which hod taken place in the economic situa t ion 

since th eir di scu ss ions commenced. It would be 

necessary to do thi s forth w ith since the conference 

was like ly to hov e a final mee tin g on the draft 

agreement w ithin two or three days . 

The Mini ster lat er in fo rmed me tha t he had 
mentioned thi s ma tte r at a G ove rnment mee ting 

and tha t the G overnm ent hod decided again st any 

interventi on on the I ines I had sugges ted. 
Mini ste rs woul d , however, st ress the ser ious 

uncerta inti es about econom i c prospec ts in any 

~peeches th ey m ight be mak ing e . g . on th e 

Adj ournment Deba te. 
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Meanwhil e , as you know, the conference hos 

adopted the Third Notional Pay Agrc.c..Tient and Trade 
Unions will be balloting an it in the coming weeks . 
Far our port, we are endeavouring lo "quantify" the 

energy crisis and its likely effects on the economy. 

I know that the C entra l Bank is also doing some work 
in this area and we have agreed to exchange the 
results." 

117. 

I had myself sent o manusfcript letter as fallows an Saturday, 15 December, to 

the Minister far Finance at his home: 

"I have not yet got a copy of the booklet 
setting out the terms of the nex t National Wage 

Agreement as recommended by the Employer-
Labour Conference . But if the media reports 
are correct which indicate increases far workers 

on £15 a week of 21%, on £20 a week of 17% , 

and somewhat diminishing annual rates of increase 
far the higher-paid, then this is o prescription far 
galloping inflation. I would think it most inadvis­

able for the Government to adopt o passive attitude 
to acceptance or rejection (as inadequate, of 

course'. ) of such terms. On the contrary, every 
effort should be made to introduce some realism 
and responsibility into the situation before it is 
too late. 

The gravity of what would happen if pay in­
creases of this size were sanctioned must be obvious 
when one remembers that we hove had, in 1973 , 

despite an exceptionally high growth rate of industrial 

and national produ.ction and lower pay increases than 

ore now recommended, an unprecedented inflation 
rate - a 12 1% increase in the consumer price index 
in the year to November, 1973. N ex t year we shol I 

be fortunate to hove any positive growth in notional 

output; and import price increases, not only far oil 
but far many other materials, are likely to be higher 

than in 1973. On e con only gasp at the acceleration 
of the infl ation rote which will occur if, on top of 

this uncontrollable adversity, th ere are domestic pay 

inc reases of the 20% order . It is more stra ightforward 

to grapple with the problem now than lo be forced lo 

try later, by blunt fiscal and other measures, to 

counter, or part l y neutralise, the "ffects , against o 
background of disillusionment and resentment. I 

would have consideroble confidence in the Government 

being able to obtain the genera l support of the public 
for o responsible and fa ir approach to the present 

difficulties. It cannot reasonably be expected of the 

Government in this critica l period to exert more than 

its best endeavours to pro tect the real standards of the 

less-we ll-off sections of the community. 
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• 
I suggested frank Governmen t talks with 

unions and employers on the economic situation 
in my lettert v C.H. Murray fo ll ow ing the 

disclosure of the EEC Commission's expectations 

for 1974 at the meeting in Brussels on 3/4 December. 
Thi s would be a beginning." 

118. 

On 18 December I put the following "confidential note" on Central Bank 

papers: 

"I wrote the foregoing letter to the Minister 
for Finance on Saturday , 15 December, and it 

was delivered to his house by hand that evening . 

I had an opportunity in Brussels on Monday, 

17 December, to reinforce what I said in the letter 
in direct conversations with the Minister. The 

Mini ster stated that he would speak :n the Senate 

this week on the changed circumstances affecting 
pay questions and he referred to this intention 

in the course of a press conference in Brussels in 
which otherwise he tended to ploy down the serious­
ness of the economic out look. I stressed to the 
Minister the importance of the Government 

appearing to exercise prudent foresight and to be 
taking all steps to protect the community on the 

basis of equitably-shored adversity . To be 

passive about the new Notional Woge Agreement 

proposa ls wou ld be a ser ious abrogation of concern 
for the proper management of our economic affairs. 
Even if the first leg of the proposed Agreement were 

stretched to cover a year (and not six months) o 
settlement on this basis would still be inflationary, 
though much less so than the quite irrational 17 to 

20 per cent. figureL In my letter I hod concentrated 
on the inflationary aspects but the proposals would 

al so aggravate unemployment and make it much more 
expensive for the Government to relieve such un­

employment by public works. It was better to try to 

stop people getting too much pay than to move in 

afterwords with any form of compu lsory saving through 
taxa tion. I do not know what effec t my words will 

hove; we must await the Senate speech and further 
deve I opmen ts. " 

Mr. Murray's letter of the some dote, wh i ch I hove already quoted, shows 

that the Government decided to let things ride. Ministerial speeches, while they 

stressed the seriousness of th e econom ic outlook, confined themselve~ to adjuring trade 

unionists to abide by the terms of the new Pay Agreement. No attempt was mode to 

have it rev ised . I have always regretted the Government's failure to trea t the end-1973 

situation as the emergency it really was . An opportunity was l ost to gear ourselves to 

get throu gh the critical years that fol lowed w ith l ess un employment and l ess foreign 

borrowing . 
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• 
IX Advice and Comment , 1974 

Preparations for the 1974 budge t,which was introduced in 

April, 1974 and was to cover the nine months April to 

December 1974, began in the late Autumn of 1973 with 

the submission to the Government by the Department of 

Finance of memoranda on the extravagance of the estimates 

for both current and capital expenditure, The massive increase 

in capital expenditure envisaged by Departments was not required 

to sustain satisfactory growth and would only intensify inflationary 

pressures. Foreign borrowing was an uncertain source of funds and 

involved a substontial currency exchange risk - a risk which had 

materialised in the recent past, Major cuts were necessary on 

the non-pay side to reduce the prospective current deficit 

of £98 million. The revenue estimate, indeed, did not allow 

for the possible adverse effects on the economy and on tax 

buoyancy of a prolonged fuel shortage, 

In spite of this display of orthodoxy by the Department, I 

found myself writing to Mr. C.H. Murray on 14 February: 

"I am appalled thot serious consideration is being 
given to proposals involving (income) tax relief 
at an annual rate of £22 million at a time when, 
with dark clouds ahead on the economic front, 
(a) money incomes are likely to be rising at a 
most inflationary rate and (b) public expenditure 
is also running far ahead of an even undiminished 
revenue. Surely some good sense should be 
intruded to prevent decisions being reached 
which seem certain to be th e opposite of what 
is appropriate to 197 4/1975 ? " 

Later that month Mr. Murray raised, at the Government 's 

instance, the question of additional finance from the 

banking system to meet increased public capital expenditure. 

This matter is dealt with in Chapf"er VII. 

On 8 Morch, 1974 I sent a manuscript note as follows to 

to Mr. Murray: 

"A short comment on what you told me yest·erdoy 
about !he budgetary prospects. 
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• 
The expenditure totols, both current and capitol, a1e 
much too high, despite the efforts made to cut them 
down. The current side will be further inflated by social 
welfare increases. 

It is this excess ive leve l, and the accelerated rote of 
increase , of public expenditure that causes the overall 
borrowing requirement from banks and foreign sources 
to be so inordinate ly high. The already announced 
intention to grant income tax reliefs will make it 
higher still. 

The unprecedentedly grave problem thus created can 
be alleviated - it seems impossible to solve it - by 
a combination of further cuts in non-pay and capitol 
expenditure and extreme caution about the sea le of 
social welfare improvements. It is on this that attention 
should focus. 

To make formers liable to income ta x is, I hope,o 
decision already taken. The question of closing some 
ot the gap by tax ing "luxuries" (beer,spirits & tobacco) 
should take second place to restraints and cuts in 
expenditure, But it cannot be excluded from consideration 
purely because it would raise the consumer price index 
by a percentage point or so: the corresponding borrowing 
would also be inflationary, even if it did not raise the 
total borrowing requirement to on impracticable level. 

Inflation will never be eased if the rise in public 
expenditure is not kept within narrower bounds, 
however it is financed. An increased deficit (capitol 
and current combined) should be reserved for economic 
conditions requiring, as our present situation does not, 
a strong expansionary impulse. 

It is, as we agreed, unsatisfactory that taxes to 
redistribute income in favour of the needy should reckon 
as a basis for further income increases for the better-off 
and it is desirable that the "escalator clause" in future 
Notional Woge Agreements should exc lude this e lem en t 
from the consumer price index . 

The bo lloon ing of the uncovered Exchequer borrowing 
requirement to the figure of over £100m. at present in 
prospect leaves me with the most uncomfortable fee ling 
that effective management of our fin ,mciol affairs is 
slipping out of our hands. I hove not hod this fee ling 
so strong I y ever before," 

The Central Bank's comment in the Spring Bulletin, 1974 was 

as follows: 

Tiie recent budget accentuates the tendency for 
public expenditure, both current and capito l, to 
constitut·e on ever-increasing proportion of GNP. 
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• 
Where o budgetary stimulus is needed, it would seem 

preferable to provide it by way of additional borrowing 

for capitol purposes. Th e recent expansion of current 

budg et deficits is disquieting, espec ially because these 
involve the financing of current outlays by borrowing. 
The proportion of total borrowing which comes from the 

banking system and from abroa d is increas ing rapidly. 
When the public sector borrows extensively from domestic 

sources it tends to "crowd-out" the private sector and when 
such borrowing is undertaken to finance current budget 

121 

outlays there is risk of o net loss to the economy of p roductive 
investment. As the pub! ic sector increases its borrowing 

from abroad so the debt se rvice mounts up, representing 
an ever - increasing outflow of payments from the economy, 
payments that must sooner or later be met from extra ta xa tion. 

Apart from other serious disadvantages of borrowing from abroad, 
such as exchange risks there is considerable insecurity involved 

in being dependent on foreign borrowing on o rising sea le. 

The point I hod mode in my note of 8 Morch was repeated in the 

Bunk's Report for 1974: 

It is unsatisfactory that ta xes imposed to reduce 

inflationary borrowing or to redistribuJ-e income 

in favour of the needy should reckon as o basis 

for further income increases for the better-off. 

As port of o notional commitment to control 
inflation it is des irable that the "escalator clause" 

in future notional pay agreements should exclude 
this element from the consumer p r ice index. 

The Bonk thought it well in its 1974 Report to set out its views on the 

appropriate reac tion to the oil crisis: 

There is in many countries o disposition, following 
the sharp raising of oil prices, to favour somewhat 

uncritically a counter-policy ot expanding domestic 

demand and borrowing more abroad. This po licy 
should be pu rsued cautiously as o mean· of ga ining 

time fo r o smoother adjustment to this adverse turn 
in the terms of trade. It is not poss ibl e for li fe to 

go on just as before after such o major in c rease in 

energy costs. Th ere cannot but be o real disimprovement, 
or at l eas t a slower rate of improvemen t, in econom ic 

and social standards in oil-importing coun tries. More 

hos to be produced for so le abroad to pay for the higher 
-priced fuel; corresponding l y less i s avai lab le to raise 

dom es tic li v ing standards. Th e odjuslment con take 

several forms. Th e most obv ious and least pa inful 

is economising on unn ecessa ry consumpti on of 

energy . Anoth er i s to produce more from existing 

or prospect i ve energy sources under notiono I con trol , 

if the re lative cos ts make this a ttractive. Relief 

may a lso come from o favourab le turn over the years 
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• ahead in the term s of exchange as between 
industrial produc ts and oil. Eventually, 
it is hope d, the export·s of oil-importing 
countries will benefit from th e spending 
of the billions of dollars now being hoarded 
by major oil-exporting countries. Prudence,. 
apart from practi ca l exigenc ies , would, 
however , forbid prolonged reliance, year 
after year, on large-scale foreign borrowing 
as a means of financing external deficits, 
particularly if what might be called the 
"non-oil" deficits are themselves allowed 
to expand. It is, unfortunately, the 
countries already in deficit which are 
worst affected by th e rise in oil prices 
and, unless they make some adjustments, 
they will find it progressively more difficult 
to borrow heavily on tem,s likely to be 
acceptable economically and politically. 

Those interests who, in an unqualified 
way, advocate expansion of public 
expenditure, foreign borrowing and 
bank credit in the immediate interests 
of economic growth and employment 
would do well to keep in mind that an 
expansionary policy can lead only to 
disaster if it is pursued to the point of 
accelerating the relative increase in 
domestic costs and prices by unduly 
straining productive capacity - of 
which skilled labour is an important 
element - and if it requires an in-
ordinate volume of external indebtedness 
to finance it. 

The Bank, while conceding that a _neutral budget would have been 

inappropriate, affirmed its belief th,1t a"less substantial borrowing 

requirem en t, achieved particularly by a lower rate of increase in 

current expenditure, would have been suffici<:ontly expansionary 

to replac e much af t·he purchasing power absorbed by the large oil 

import bill and would have carried less risk of aggravating domestic 

inflationa ry pressures. " 

It is also wo rth reproduc ing th e general poli cy stance enunciated by 

the Bank in that f!eport: 

The Cent ra l Bank rea ffim,s it-s support of 
poli cies direc ted towards the max imum 
sustainab le grow th of outpu t and emp loymen t. 
Th e Bank is, however, unhappy about the 
pu rsuit of expansion on the necessarily 
unsustainab le basis of a re lative ly rap id 
price inflat ion and a widening gap in 

122 



• 
I 

external payments requiring heavy foreign 
borrowing to finance it. The Bank is 

concerned, in particular, to make the 
point that expans iona ry policies could 

be much more effec tive , and would be much 
less dangerous, if they operated on a lower 

rate of increase in money incomes and pr ices. 

The Bank had been informed at the end of May, 1974, that the 

budgetary provision for pay was already gravely deficient because 
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of the conceding of "grade " claims. So massive, indeed unrealistic, 

were the current and capital outlays in prospect for 1975 that the 

Department of Finance was seeking policy directives from the 

Government on how the problem should be tackled - whether 

by way of huge increases in taxation, cutting provisions be low the 

1974;75 level, not proceeding with transfe rs of local charges to the 

Exchequer as promised, not paying public service pay awards, freezing 

the numbers of posts, making little or no~ social welfare or income 

tax conc ess ions. 

The Bank, meanwhile, was laying down the credit guidelines to be 

observed "so as to confomi to the Government' s objective of raising 

real national output by around 4:to/o, while limiting the balance-of­

payments deficit to some £150 million and the rise in prices to 15 per 

cent or so". Credit was to be restricted to productive purposes and to 

be increased at no greater rate than Gross Dom es tic Expenditu re (i.e. 

about 20o/c,} . Penalti es were provided for any increase in gross lending 

as between May and November in the financial and personal categories 

and, except where the national interest was clearly in vo l ved , ex terna l 

financin g through th e banking system was also controlled by severe 

penalti es . 

Throughout that Summer and Autumn the Department of Finance was 

bomba rding the Government with memoranda on the disquieting econom ic 

and budgetary prospec ts. The rate of inflat·i on was accelerating and the 

balance of payments deficit w i den ing . The Government was asked to 

exer t its influence to moderate the nex t pay round and to restrict public 

expenditure. The main thrust of econom ic pol icy over the next eighteen 

months should be d i rected towards bringing domest·ica ll y genera ted in f lation 

under eff ec ti ve con tro I . 
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It was not only the "grade" claims of over £8 million which were 

unprovided for in the 1974 current budget but a whole string of 

other excesses amounting in a II to £28 mi II ion. Capital expenditure 

was·also spilling over. 

The Minister for Finance was trying hard to have specific maximum 

allocations fixed for the capital and current expenditure of the 

various Departments and State bodies, but the ground was slipping 

from under him; the size of the prospective deficit kept on growing. 

The Government indicated a willingness to increase the p1oposed 

non-pay allocations by almost£90 million. I wrote to him as 

follows on 5 September, 1974: 

"I had been hoping for some good result to the 
efforts you have been making over recent 

months to pull back public expenditure from 
its present disaster course but ! am appalled 

by the information given in confidence to 
me last evening by Mr. Murray. I find it 

hard to credit that the Government could be 

seriously contemplating budgetary dispositions 

involving such enormous (and even impossible) 
increases not only in taxation but also in foreign 

borrowing in order to finance additional current 
expenditure. I make the envisaged increase 

in current public expenditure in 1975 about 

25 per cent. I wrote in dismay last March 
to Mr. Murray that effective management of 

our financial affairs seemed to be slipping 
out of our hands. As c:i public servant who 

has had reason to believe in the predominant 

influence on our economic development of a 

general public confidence founded on evidence 
of good management of the nationa I economy, 

I am most disheartened by the prospect ahead. 

To create a climate favourable to savings, 
investment and growth, the Government 

must be seen to be exercising prudent fore-

sight and to be directing its policies to ensure 

that the community v.orks up to, but within, 
its capacity. Its first c oncern should be to 

correct an over-stretched situation, such as we 

already have, rath er than to push our financ es, 
both inte rnal and ex ternal, furth er into the red 

and cause (directly or indirectly) an even steepe r 
rise in prices, 
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You r cferrcd in your memoranda to the tendency to 

pre-empt the next year's revenue buoyancy by giving 
over-generous concessions in the first year for only 

part of the yeor. Expenditure budgets, as your records 
also show, are much more vulnerable to underestimation 
in a period of advanced inflation and universally 

disturbed economic conditions. When the known 

prospects are bad, there is an understandable but 

noxious temptation not to budget adequately for 
inevitable contingencies and even to make large 

arithmetical cuts (e.g. in pay provisions) which 

stand little or no chance of being rea!ised. 

The contingencies with which we must reckon, and 
for which we should keep something in reserve, are 

wider in scope and more serious than in normai times. 

They obviously include abnormal security and other risks 

arising from the worsening situation in Northern Ireland. 
Forming and building already present inescapable problems. 

I cannot but regret the adoption (by your predecessor in 
office) of the practice of deliberately incurring a substantial 

deficit on the current account of the budget. - By some 
this was heralded as a belated discovery of Keynes but 

competent economists will. confirm what you said in 

your memorandum of 22 July last to the Government, 
namely, that the distinction between capital and 

nan-capital expenditure is neither decisive nor 

relevant from a policy point of view in present 

circumstances. They would go further and say that 

what matters, from the expansionary standpoint, is the 
total borrowing requi~ement. My view is that it would 

not only be possible, but would make more sense, to 

look after eco:iomi c expansion, so far as may be 

necessary, by varying the amount of borrowing for 
public capital purposes. It must cause many an 

ordinary citizen the greatest concern to see debt 

being incurred on a large scale, including above all 

foreign debt, to meet current everyday needs. 

I do hope , therefore, that you will succ'eed in 

persuading the Government to adopt reasonable budgetary 

deci sions , lying within the national capacity and tending 

to abate rather than aggravate the alarming rote of 
inflation , as reflected in prices and external deficits, 

which we are now experiencing. 

Whil e your immediate pre-occupation moy be with 

budgetary maf-ters it is important to remember that the 
course of money incomes exerts a very strong influence 
on public expenditure trends, ap 'Jrt from its broader 

economic effects on production costs , competitiveness and 

consumer expenditure. Pay and pensions now represen t, 
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I understand, about half of current public 
expenditure. It is, therefore, vital that 
action to conloin public expenditure, with a view 
to reducing inflationary pressures, be backed up 
by arrangements to reduce the rote of growth of 
money incomes. If this flank is not covered, 
the prospects could be even worse than your 
own memoranda indicate. As a community we 
ore at presen t living vastly beyond our means, 
running on external deficit of around £250 million 
per annum or ever more, but getting little value 
for this, and the associated foreign borrowing, 
in terms of rea I economic growth. 

The plain fact is that the total resources we ore 
using, for consumption an;l investment, ore now 
more than we car, nationally afford and this 
imbalance will get worse if we keep giving 
ourselves inordinate money income increases, 
theeffect of which will be to push up imports 
and make exports less competitive, so 
widening sti 11 further the balance-of-payments 
gap, until it becomes absolutely impossible 
to finance. Profligate small countries can 

_E!xpect only short shrift from foreign lenders. 
Even Italy has had to suffer in prestige and 
real independence by becoming internation_ally 

bankrupt. 

I strongly suggest, therefore, that the conside~ation 
of Government policy regarding incomes be 
completed soon, so that sustained and effective 
action con be taken before events take control, 
as they did lost December. The Government 
ought not allow itse lf again to be edged into 
the position of having to coll for strict and 
general observance of a pay settlement which 
was obviously excessive and contrary to the 

national interest. Expansionary policies directed 
towards economic growth, high employment and 
social advance depend directly on there being 
o more moderate rate of increase in money incomes. 
There is simply no room for any expansionary leverage, 
given exisling price and external deficit conditions, 
if money in comes rise in future at the rote your 

Deparlmen t apprehends. It is only by trying in 
good time to propagate a genera l understanding of 
this truth that !here i s any chance of estab li shing 
reasonab le expecta tions and attitudes. I suggested 

last December , and I st ill believe, that for an 
emergency period it would be nationally advantageous 

and socially equitable lo confine policy to that 
of maintaining rea l incomes in the non-agricultural 

sector. Thi s could be secured by an agreed (or, if 



necessary, statutorily enforced) limita tion of 

. quarterly income increases by reference to th e 
previous quarter's rise in the consumer price 
index . This po li cy shoul d not apply solely 
to employee incomes (wages and sa lari es) 
but al so to profit margins and distributions, 
rents and fees and, indeed, social 
benefits. It would not mean that, so far 
as there was rea I growth of th e economy, 
this would remain undistributed or accrue, 
say, to the makers of profits; it would be 
absorbed partly by some unavoidable "drift" 
but, more desirably, by increased employment 
and on acce lerated abatement of the rate 
of price increase. The underlying notion of 
protection of real standards, and equitable 
sharing of difficulti es , should help towards 
acceptance of such arrangements for a 
finite period. 

As mentioned in the Bank 's -Annual Report 
(page 10), there ore grounds, on certain 
a ssumptions, for expecting an income indexation 
system, such as I have just described,- to bring 
about a reduction in the· rate of inflation to 

- less than 7% for 1976. The earlier it is introduced 

as (for a time) the sole re gulator of money income 
increases, the bettcr-:- I hope serious consideration 
will be given to this idea . 

In one of your memoranda there is a reference to 
the possible contracti ona ry effect on employment 
of a slowing-down of the rate of increase in public 

expenditure. Even if there were some prospect 
of such a slowing-down, might I remind you of 
the ·re levance of the points repeated in the Bank's 

last Report. Havin g re-affirmed our support for 
polici es directed towards the maximum sustainable 

growth of output and emp loymen t we said : 

''The Bank i s , however, unhappy about the 
pursuit of expans ion on the necessarily 
unsustainab le basis of a relatively rapid 
price inflation and a widen ing gap in 
external payments requiring heavy 

foreign borrow ing to finance it. Th e 
Bank is concerned , in pa rti cu lar , to make 
th e point that expans ionary policies c.ou ld 
be much more effective, and would be much 
less dan gerous , if they operated on a lower 

ral·e of in crease in monE;y incomes and pr i ces. " 



• 
The Minister replied on 17 September, say ing that he 

had carefully considered my views and had brought 

them to the attention of his colleagues. 

Obviously, however, the cause of economy was foundering. 

A critical point in Government discussions was reached on 

24 September when I received an unprecedented summons. 

I had on a few occasions in my Finance career been called 

to Government or Cabinet Committee meetings but never 

before as Governor of the Centro I Bank. My c ontemporary 

manuscript note reads : 

"At 1.30 p.m. on Tuesday, 24 Sept. the Minister 
for Finance phoned me at home asking me to help 
him by attending the Government meeting when 
it resumed at 2.30 p.m. I had a short word with 
the Minister before being ea II ed down to the 
Council Chamber about 3 p.m. The Minister told 

me that the budgetary discussions, despite his 
efforts, were drifting towards a lower (ha lved) 

tax increase, with higher expenditure and much 

larger external borrowing. 

When I joined the meeting, the Taoiseach referred to 
my letter to the Minister for Finance of 5 September, 
which had been circulated to the Government, and 

asked for my views on the economic situation, with 
particular reference to the propriety and practicalit·y 
of increased foreign borrow ing to tide over a difficult, 
but hopefully temporary, phase and avoid serious loss 

of employment. • 

I began by explaining that I was giving sincere 
personal v iews based on my experience and training, 
not just vo icing some partisan or "Central Bank" 
viewpoint . The Board had not seen my letter, because it 

contained confidential budgetary indications, but I had 
no doubt that I would be supported in what I said , 

since it was not out of line with the published views 
of the Bank in their Annual Report and earlier. 

I then elaborated on what I had sa id in my letter, stressing 

(l) that the i ssue was not one of whether or how to meet 

public expenditure , but rather of how much expend iture 

th ere ou ght to be; 
(2) the present rate of inflation was itself the grea test 

threa t to emp loyment, since spending more against the 

background of accelerating price inflation and a 30% 

money income in creaGe prospect could on ly result in 

an external deficit beyond any hope of financing and 

therefore, in a massive cut back suddenly in consumption , 

investment and employment: 



• 
(3) th e critical policy requiremen t was control of 
wages, salaries e tc. by an indexing system , which 

would bring relief both to the finances of the State 

(50% of current public expenditure being pay) and 
to those of the national economy , enabling jobs 
to be safeguarded and increased for less new 

outlay and on a more reali stic level of foreign 

borrowing. We had at present an over-stretched 
position. 

Points raised by Ministers included: 

(a) the possibility of an easing off in a year or two 
of imported price inflation according as basic 
commodity prices fall (I pointed out that, even 

if this happened as I hoped it would, we would 
sti 11 have the adverse trade effects of the increase 

in oi I prices and the adverse cost effects of the 
alarming rate of money income increase, so 

adjustment was inevitable and could not justifiably 
be ignored in an all-out borrowing policy). 
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(b)the possibility of borrowing in 1975 considerably more 
than in 1974 by recourse to international institutions, 
reserves etc. (I disclaimed any expertise in this 
field, on which the Dept. of Finance would be 

better informed, but expressed doubt as to 
possibility of raising abroad, except every two 
or three years, a sum of the order of the £84m. 
obtained from a syndicate of bankers in 1974. 
The foreign reserves were just average by 

industrial country standards and would need to be 
held to meet temporary shortfalls and on the basis 
of replenishment in a reasonably short period. 

The oil facility in the IMF was about $80 mi 11 ion, 

say £30 million, in Ireland's case and our quota 
was £56 mi 11 ion. This, if drawn, would have 
to be repaid within 5 years and our obtaining it 
would be subject to conformity with economic 

policy guidelines expressed in a "letter of 
intent". However, this interference with sovereignty 

could be stomached more readily from an 
international body than from an individual foreign 
Government. Italy's real political independence had 

suffered by her having to accept a massive loan 

from Germany. It wou Id be un5:ife to bank on 

borrowing more abroad in 1975 than in 1974; the 

opposite might well be the case.) 

(c) the question of separating the Irish£ from the 

pound sterling. 
(I pointed out that only revaluation would have 

any v irtue, but could impose undue strain on 
exports, on our competitiveness and on the 

balance of payments, unless price and, in 
particular, labour cost trends were thereby i mprovcd. 
The subject was under constant· examination and there 

would be no de lay in reporting to the /v\lF if, 

par miracle, a move towards alignment wit·h US $ 
or European snake seemed nationally advantageous). 



In the course of exchonges with Ministers, I soid 
thot too much money had been given away over th e 
past eighteen months in tax reliefs and social 
improvements . We could not afford all we were 
trying to do at present. I would not favour cutting 
back on social welfare but wou ld wish to maintoin 
existing real standards in this and the Hea lth fields. 
Some taxincreases (e.g. on the "old reliables")would 
have been acceptable la st Spring and would have made 
some contribution to lowering the unjustifiable 
current account deficit and the disquieting leve l 
of foreign borrowing. 

The interview concluded about 4.15 p.m." 
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The Government approved various increased allocations and the situation at the end 

of October was that a current budget deficit in 1975 of £88 mi I lion and a 

residual (mainly foreign) borrowing figure , inclusive of the current budget 

deficit, of £209 million were projected. The petrol tax was increased to 

induce economy in the use of oil and, at the same time to raise revenue. 

My note of a coi:iversation with Mr. C.H. Murray in Brussels on 19 December 

1974 reads: 

"I have been arguing all along against so large an 
increase in current expenditure as must involve a 
heavy addition either to borrowing or taxation. Such 
expansionary stimulus as can safely be imparted in 
1975 ( and this depends on moderation of income 
increases) shou ld , in my view, comepreferably 
from the capital side. • 

Following the recent tax increase on petrol - which 
will help to reduce the prospective current deficit -
I would not li ke to see the need for any further 
substantia I tax increases. An increase in VAT 
could only cause an even sharper rise in prices than 
that a I ready expected. 

If, however, some addi tiona I taxation is needed to 
counteract excessive current expenditure increases, 
this should perhaps take the form of adjustments to 
th e "o Id re I iab les ", which may be least harmfu I 
in the ir overall econom ic effects ." 

0 n 20 December I sent Mr. Murray a further letter commenting on a memorandum 

on "Economic and Social Policies 1974-78" which he had sen t me on 18 December. 

I reproduce it in full because the opening part reveals me in an unusual ro le and the 

remainder is a succinct statement of views on planning: 



"May one, often accused in his Central Bank capacity 
of a propensity to ulter dire forebodings, suggest 
that the author of the memorandum has all too 
effectively painted an unrelieved picture of gloom . 
The imm ed iate prospects in the western world 
cind Japan are admiltedly unpleasant but one must 
not, when look ing ahead for three or four years, over­
look the normative character of the grim warnings 
now being issued by international bodies like the EEC 
and O ECD: these are intended to induce counteractive 
policy measures in the major countries and, reinforcing 
domestic pressures, are already having some effect -
in the US and Germany, for instance. There are even 
hopes of a widespread upturn in economic activity 
as early as the second half of 1975. It should be 
remembered, too, that the vo fume of world trade is 
still expected to increase, although at a much lower 
rate than in the recent past. Besides, one must guard 
against a cumulative despair: if, in fact, there is 
going to be a severe world-wide recession, it seems 
odd to expect at the sJme time that import prices wi II go 
on increasing ( indeed, that a 15% rate of increase 
would be "moderate"); and, if some basic commodities 
are in finite supply, it would be unwise, on past 
experience to underrate the capacity of strained 
consumers to find or create alternatives. 

These are only some qualifications to an assessment 
which regrettably is in many respects difficult 
to quarrel with. 

My main purpose in writing to you is to stress once 
again a po ht I have made severa I times in the past 
two years: that while a unique and purportedly 
comprehensive plan or programme may never again 
be appropriate, there is a need (a ll the greater in 
a period of instabil ity and strain) to relate Government 
policies and actions to a p·lausible assessment of 
resource availability and use over a few years ahead, 
not just on a month by month or year by year basis. 
This assessment should rest on a set of, say, three 
macro-economic projections bosed on 90mewhat 
different, but not eviden tly unreasonable, 
assumptions; and it should be adjusted according 
as events show wh ich set of projections corre spo nds 
most closely to reality. 

What I am saying is that programmes for economic 
growth are one thing and an adjustable three or 
four year framework of projections as guides to 
efficient po I icy choices are another. The latter 
remain, in my view, indispensabl e instruments 
of good adm in istral"ion . 

I am not c lear as to the function in all J-his of the 
proposed 5 - year forecast of "public po licies 
and related expenditure programmes" . In para. 
15 it is stated that "these will form the essential 
core of a nationa l economic plan". 
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I hope this does not mean that a national econom ic 
programme wi II have to be adapted to, or bui It 
around, whatever may emerge as public expenditure 
desiderata . My difficulty is partly recogn ised in 
the bracketed sentence in para. 13, namely, 
"Since Exchequer resources are in large part 
a function of national resources, it would, of 
course , be necessary to adopt various working 
hypotheses of economic growth for the purpose of 
public expenditure forecasts". The inc I us ion of 
"public policies" in the expenditure forecasts 
seems to endanger the principle of assessing maximum 
resource availability first (on various assumptions) 
and then deciding how, and in what proportions, 
public and private spending can best contribute to, 
and be accommodated within, that availability. 
We must surely guard against let ting public policy 
and expenditure proposals take over the role of a 
plan; this would be to reverse the appropriate 
procedure. 

The approach to projecting public expenditure 
over 1974/78 seems to imply that additional 
resources would be allocated over the period 
to the public sector. This does not seem to be 
in li_ne with th e Estimates Circular which provides 
for no real growth in public expenditure over the 
period 1976 to 1979." 

With the tum of the year, the terms on which a new pay round might be 

negotiated become of critical importance. The Government had made an 

effort to generate a sense of the need for restraint by publi sh ing a White Paper 

on National Partnership and holding talks with the Irish Congress of Trade Unions 

and other interest groups. The Cen tral Bank had already published in its Spring 

Bulletin a special article on "Inflation and Money Incomes" and had followed this 

in its Autumn Bulletin with warn ings on the inevitability of a trade-o ff between 

employment and incomes: _ 

"The situation is already one of unprecedented strain 
on financial resources and if this st rain is further 
increased a harsh choice will be enforced: constantly 
rising incomes con be insisted upon only at the expense 
of emp loyment " 

I did not feel that the Governmenl·'s approach· was either forceful or susta ined 

to an adequate degree, as appears from the following letter to Mr. Murray on 

2 January, 1975: 

"I have always favoured a Government iniliative to 
set the tone for such negotiations we ll before the 
ICTU (or in dividual unions) do so . Again this year 

an over-cautious stance may have let the opportunity 



slip. If Ministerial talk s with the ICTU and 
publication of the White Paper have had little impact, 
perhaps this is due in part to their not having been 
fo !lowed up intensively beh ind the scenes. 

While, as you know, I support th e in dex ing proposals 
in the memorandum it would be politic (and true) 
to present !hese as being more generous than present 
economic prospects justi fy. There is a good deal 
of evidence of deterioration in the wo rld outlook 
in recen t months. At th e same time as I was read ing 
the memorandum I hod on my tab le the confiden!iol 
IMF "World Economic Outlook - General Survey" 
dated 24 December, 1974. This document contains the 
fo !lowing significant passages: 

"Some press reports called the 1974 
Annual Report th e gloomiest in the 
Fund's history. Be that as it may, 
the picture of the world economy 
that it provided at mid-1974 has 
become even grimmer during recent 
months ..... 

The evidence that has accumul oted 
in the past few months makes the 
prospects for inte rnational output 
and prices even worse than they were 
at the time of the Annual Meeting. 
It points up the serious and painful 
di lemma faced by many member 
countries in their endeavour to counter 
recessionary tendenc ie s while continuing 
to combat ,inflation. Wa lking this 
tightrope is all ,the more difficult for 
nation a I authorities because of the 
deterioration in business and consumer 
confidence that hos occurred and because 
of the instability arising from the un­
precedented large deficits in the current 
account positions of o i I importi 19 countries ..... 

As might be expected, the prevailing 
"stagflation " is marked by a strugg le 
of various income groups to ma inta in 
their re lative positions. It shou ld be 
stressed that, under these conditions, 
on effective use of some fom1 of incomes 
policy, whether fom1al or informal, cou ld 
be of considerabl e help to the notiona l 
authorities in deo ling with the growth/ 
infloi-ion di lemma and that, correspond ingly, 
the lock of such a po lic y approach wou ld 
make for a worse economic oL•!turn". 

It is of interest !-hot 1·he index ing idea had been sponsored by the Central Bank 

and that my letter was accompanied by a "strictly personal" manuscr ipt note to 

Mr. Murray which read: 
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• 
"A propos of the second para. of the attd. 
letter, I should !ell you that, at the Institute 
of Bonkers dinner on 16 Nov., the f#F, speak ing 
to a few participants at the interval, said thot 
income indexing was ki I led because it had been 
advocated by the Centro I Bank. I protested that th e 
Governmen t had had ample time to make it their 
own, having in mind that I wrote privately to 
Finance about it in Dec. '73 and January '74, 
long before it appeared in our Annua I Report 
in July '74 as an incidental recommendation." 

The year 1974 had proved to be a year, in the words of the National 

Economic and Social Council, "of very weak growth and increasing 

unemployment". The money incomes of farmers fell by about 15% but 

those of non-agricultural workers rose by almost 20o/c,. Consumer prices 

at end - 1974 were 20% higher than a year earlier, the average inflation 

rote for the year being 17o/c, . The balance of payments deficit on current 

account exceeded £300 mi II ion. Unemployment which averaged about 

72,000 for the year had been rising steadily in the second half and 
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exceeded 100,000 by early 1975. The economy had suffered the combined 

effects of the greatly increased cost of oil and raw materials, the depressed 

world market for beef, a downturn in output and high wage and salary increases 

(Central Bank Report, 1975) . 

. . . . . . . . . . . . . . . . oOo ..............•.. 
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X Advi~e and Comment, January, 1975 - February, 1976 

The economic situation at the outset af 1975, with little improvement in 

sight, col led clearly for a measure af fiscal stimulus ta sustain employment, 

provided, as the Central Bank constantly urged, incomes restraint were observed 

and Government borrowing were reserved predominantly for capital purp:,ses. 

The Bank's preference was for curbing current expenditure increases and raising 

extra revenue by direct taxation rather than by relying altogether on indirect 

taxation, with its immediate impact on prices. 

, 
The 1975 budget, presented to Doil Eireann on 15 January, 1975, increased 

taxation by a net £35 million, mostly on the "old reliables", in order to reduce 

the current deficit to £125 million. The amount to be borrowed abroad was said 

to be "closeon £225 million". Income tax and company tax reliefs were granted, 

the top rate of income tax being cut from 80o/o to 70o/c, to coincide with the 

introduction of the new wealth tax, and ·social welfare benefits were improved 

by rather more than 20o/o, The Minister for Finance described the budget as 

"carefully expansionary". The increase projected in public expenditure was of 

the order of 25o/o as compared with the previous year. Public expenditure was now 

45o/c, of GNP, as compared with 28o/c, in 1960, 

By March, 1975, however, the outlook for 1975 was of excesses totalling 

over £100 million in current and capital outlay as compared with the budgetary 

provisions, and a greatly increased foreign borrowing requirement (£340 mi I lion). 

The Department of Finance was calling the Government's attention to the urgent 

need to strengthen control over public expenditure. At the same time the Department -

na doubt resp:,nding to Ministerial interest prompted by continuing debate in the 

media and the putting down of a motion in the Senate - was submitting to the 

Government a memorandum on the "Exchange Rate of the Irish Pound". The 

memorandum rehearsed, from a neutral standp:,int, the case for and against both 

revaluation and devaluation. Interest in the p:,ssibility of a change in the parity 

relationship with sterling was stimulated by expectations of continuing depreciation 

of sterling in relation to the dollar and deutsch ema rk and it was revaluation, not 

devaluation, which was contemplated for the Irish pound, desp ite all the evident 

weaknesses of lhe Irish financial situal'ion. 

The Central Bank judged it apposite to deal with this subject in its 1975 Report 

(presented in April, 1975): 



"Some hold the be li ef, which tends to paralyse 
action, that the Irish rote of inflation is automatically 
determined by externa l factors because of our open 
economy and the fixed parity relationship of the 
Irish pound to the pound sterling. Admittedly, 
this exchange relationsh ip exposes Ire land to much 
the same externa I price influences over a wide 
field and se ts up a long-term convergent tendency 
of the rate of inflation in the two counl·ries. It does 
not, however, prevent Ireland from inflating more 
rapidly than Britain: it rema ins within our discretion 
to add domestically to the effects transmitted through 
the exchange rate link. Because of a faster rise in 
money incomes here, or a more expansionary fiscal 
policy, Irish costs and prices can be pressed upwards 
unduly and the Irish balance-of-payments deficit 
can be enlarged. In such circumstances, in order 
to protect the exchange rate, it can become necessary 
to correct the excessively strong domestic demand 
and it is inevitable that measures to this end will 
adversely affect employment. It is also possible -
and obviously much more desirable - by less 
inflationary domestic policies to secure a competitive 
advantage for a widening range of Irish products, 
thus enlarging sales and employment opportunities and 
strengthening the external balance. Only in this way, 
indeed, could a sound base be established for a move 
to a higher rate of exchange, if that were desired. 

The freer discussion of these matters which has been 
encouraged in recent years has promoted a revival in 
some quarters of the often emotive, and rarely well­
defined, notion of "breaking the link with sterling". 
It is important that it be understood that a change 
in an exchange rate is not a magic wand which wi II 
make domestic pressures and difficulties disappear. 
ff any change in the rote were to be mode - and only 
an upward one hos any attraction as a means of 
reducing imparted inflation - it would hove to be 
founded on a virtual certainty that Ireland could 
establish and mainta in cost and price trends lower 
than those in Britain. The normal aim is to mainta in 
on exchange rote which, consi sten t with a satisfactory 
level of domestic activity, will give the best re turn, 
in terms of command over imparts, for a high and rising 
va lume of so les to foreigners of domestic products and 
services. Devaluation would depreciate the external 
value of national productive effort, making it necessary 
to export more merely to maintain the same vo lume 
of imports. Revaluation, on the other hand, wou ld 
be an attempt to achieve the opposite effect. It 
could not be contemplated without reasonable 
assurance that the balance of payments would not be 
gravely worsened in the short-term by the trade effects 
of the change, or be upset later by adverse capital 
flows. It cou Id not succeed unless the resultant 
cheapening of imports led 1-o a susl·ained moderat ion 
of money income expectations and, therefore, of 
domestic cost trends, and thus made possible the 
expansion of exports despite the effective tax which 
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a revaluation would impose upon them. Home producers 
would need the assistance of lower cost trends in meeting 
competition from cheaper imports. The fact is that 
there is no real alternative to better ordering of our 
domestic affairs, expressed in more moderate trends 
in money incomes, public expenditure and borrowing, 
if it is desired lo lower the ral·e of inflation, raise the 
status of the Irish currency, and earn higher external 
returns for Irish goods and services. 

It may be pointed out, moreover, that the link with 
sterling is not broken simply by fixing a new relationship 
with sterling but only by linking the exchange value 
of the Irish pound lo some other currency or group of 
currencies. "Free" floating of a minor currency is not 
a practical proposition. 

The foregoing remarks are made in the hope of clearing 
away some of the misconceptions which surround the 
subject of the exchange rate. It is understandable 
that there should be misgiving about the erosion of the 
external value of the Irish pound but it is not desirable 
that false hopes to entertained as to the practicality 
or durability of any upward exchange rate change which 
would not be sustained by a basic improvement in the 
factors affecting domestic production costs and prices. 
As things are, the conditions for a revaluation are not 
met: the position is as it was in March, 1974, when the 
Minister for Finance indicated that, on balance, the 
sterling parity relationship sti II remained appropriate. 

A note I made at the time reads: 

When we were at the Interim Cte. meeting in Paris 
on Tuesday 10 June the fv'VF gave me an outline of what 
was then proposed. 

I argued strongly ( I) for seeking an element of pause 
on the incomes side, (2) for dropping the idea of 
eventual repayment of the 1 Oo/c, income-tax surcharge, 
and (3) particularly for ensuring that the incomes 
concessions were delivered before the price reductions 
via subsidies and tax remissions were granted. I said 
that I saw no reason why the Government's quid pro 
quo should not be published in advance as proposals, 
so as lo lever up the incomes response. Budgetary 
secrecy was an irrelevance in this context. 

I also spoke on the same lines to Mr. C.H. Murray 
when he discussed i·he proposals in greal·er detai I 
with me on Wednesday, 18 June. 

I found both the Ministe r and Mr. Murray, to my 
regret, unreceptive of my strong representations 
on (1) and (3). Apparently it was only on (2) I 
made any impact (and even there other arguments 
may have prevaile d, rathe r than mine). 



138 

Not only was the 1975 budget already "bust" but the forecasts for 1976 were 

even more alarming, with a current deficit of rome £475 million looming up and 

total residual (mainly foreign) borrowing estimated at about £750 million. The 

longer-term outlook to 1979 was no less grim for the economy and the public 

finances. Inflation (17 % in 1974 and possibly 25% for 1975) was gathering 

pace - it was already twice the European overage and, as the Deportment of 

Finance reported to the Government in Moy, "next year, on present trends, 

it could easily be three times that overage . Unless this is swiftly reduced, the 

economic prospects wi II include moss unemployment, the resumption of large-scale 

emigration and into leroble living costs at home." The interesting point was mode 

that higher unemployment benefit and, more particularly pay-related benefit 

hod greatly reduced in the short-term the finonc io I hazards of unemployment. 

Since the normal forces were not fully effective in adjusting pay settlements to 

competitive realities, a Government initiative was needed in the area of incomes 

policy. Abatement of inflation afro acquired new approaches in the areas of 

Government expenditure and extension of the tax base. 

The 1975 Notional Pay Agreement linked incomes to prices on a quarterly basis 

within certain limits. The first quarterly increase on 1 April hod been 8% 

including the 3% price effect of the tax increases in the January budget. A 

minimum increase of 4% was provided for in each of the three subsequent 

quarters and if, over the year, the price index rose by more than 23% there 

was provision for further negotiated increases up to a further 3%. Coming 

on top of the 1974 Agreement, the prospect for 1975 as a whole was an incomes 

increase of over 31 o/o. A former President of the ICTU described the 1975 

Agreement as a "dizzying arrangement in highly inf lotionory times". * The 

Notional Economic and Social Council in June, viewing the prospects in the 

light of the 1975 Pay Agreement, foresaw a foll in notional output of 1 % to 

2%, a further rise in unemployment of 20,000 to 30,000 during the year, a 

public sector borrowing requirement "much I orger than expected at the time 

of the budget and which may be difficult to finance", a considerably lower 

current external deficit because of the foll in demand and production, and 

"inequo lity and in equ ity in the distribution of job sec urity and rewords" . The 

Counci I advocated modificof-ion of th e detoi led terms of the Pay Agreement, in 

particular no payments under Phase II, to be fo flowed by measures to cut prices , 

indexat ion of pay to prices thereo fter, limita tions on dividen ds and professional 

fees, a 10% surchorgeon perronol income tax liabiliti es in the 35% and higher 

bands, higher taxation of larger, more expensive cars, on increase of £50 mi II ion 

in publi c capi tol expenditu re, improved depreciation allowances, and regu lation 

* Dr. Charles McCarthy, Adninistrotion, Spring 1977 Page 123. 



of imports of textiles, clothing and footwear,* 

The Central Bank had been offering similar advice. In particular, it had 

been stressing the need for some element of pause in the modification of the 

Pay Agreement. What the Bank had in mind was that the second quarter's 

increase should be deferred or given up, as the NESC also desired. Without 

this July increase
1
earnings in 1975 were already set to rise in line with prices. 

The Government decided to introduce a supplementary budget which would 

combine an income-tax surcharge (which it was originally intended should 

be later repaid) with food, fuel and transportation subsidies and cuts in VAT 

aimed at reducing the price index by some 4 per cent, In return, the Government 

would ask for a "sea ling down" of the Pay Agreement. What was to be sought 

however, was to affect only the third phase, due on 1 October. The second 

phase - a minimum of 4o/o on l July - would not be interferred with . The 

proposal, in effect was that no minimum would apply to the l October increase; 

this and subsequent increases would be strictly in line with price index changes _. 

as moderated by the budgetary measures. 

• The Minister's financial statement on 26 June, 1975 expressed disappointment 

at the delay in world recovery. The recession was deeper and more prolonged 

than anyone had foreseen. Regrettably, the precepts in the White Paper on 

National Partnership had not been taken fully to heart. "It is now clear 

that the current national pay agreement gives increases in pay, including 

increases reflecting taxes on a lcoho lie drink and tobacco, which cannot be 

paid in present economic circumstanc.es without doing serious economic and 

social damage." Real incomes were being raised substantially at a time of stagnant 

or reduced national output. In 1975 externa I sources would contribute less than 

20 per cent of Irish inflation - "the rest of the wound is self-inflicted". The 

Government would not allow any further specia l pay increases or improvements 

in the civil service. On the question of breaking the link with sterling, "whatever 

advantag es !here might be could not be attained unless we first of all effectively 

tackled the current malaise of domestic inflation". Advocates of revaluation 

were reminded that "for 9:>me years now, our inflation rate has been faster 

than the Bril'ish ral-e". 

The financi a l effect of the budget was to enlarge th e current deficit from £116 million 

to £242 mi II ion and to inc rease the residual borrowing requ irement by 45 per cent 

to at least £375 million. Much of the contact between the Bank and the Depa rtmen t 

1·hat Autumn was about Exchequer financing and the part the Bank might play in it (sec 
Cha ter VII . 

* Report on Inflation - NESC No. 9, Pr!. 4576 June 1975 



• 
In the Summer Bulletin, however, the Bank commented on the absence of 

an element of pause in the modification sought in the Pay Agreement: 

"It would have been preferable if trade union acquiescence 
in such an element had been sought and a greater and more 
certain deg ree of restraint in money incomes arranged 
as a prior condition of the budgetary measures announced 
on 26 June. These measures wi 11 operate in the right 
direction but the weakness on the incomes side means 
that the who le arrangement is le ss effective than the 
economic situation demands". 

On other budgetary measures, the Bulletin commented: 

"The special measures for housing (of which bank 
finance is the most important) could provide 9:lme 
thousands of jobs by mid-1976. The new employment 
premia ....... could add to this". 

"The Bank, however, warned that without a real element of pause or further 

slowing down in money income increases, improvements on the employment 

front wi II not be lasting." 

What happened, in fact, was that the Employer/Labour Conference eventua I ly 

accepted the Government's proposals; the consumer price index in the third 

quarter of the Agreement fell by 0.8% and thus justified no increase for that 

quarter; while in the final phase, the first quarter of 1976, the increase in 

the price index and in pay was 2.8;Yo. As the Bank's Autumn Bulletin recorded, 

wage rates increased much more than total wages and salaries because there had 

been u substantial drop in employment and in hours worked, associated with a 

reduction of about 3% in national output. This bore out th e NESC warning of 

a substantial "shake out" of labour in 1975. The consumer price index benefitted 

from a lessen ing of imported inflation as well as from the new domestic subsidies 

and the year to year increase for the third quarter of 1975 was 19 per cent as 

against 24/25 per cent for the two previous quarters . 

In the second half of 1975 the Departmen t of Finance was keeping up the forceful 

pressure it had been exert ing on the Government for 9:lme time to bring !·he public 

financ es under contro l. If there is less corre spo ndence to note between the Bank 

and the Deparl-ment on this sub ject , the rea9:ln is evident: it would be superf luous 

to express accord in princ iple and niggling to criticise in detail. 
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I had told the Minister for Finance in confidence in March, 1975, of my 

inten tion to retire on completion of my term of office as Governor on 29 

February, 1976. We had agreed that an announcement would be made 

in the Autuf)'ln. The Minister rece ived me on 2 October and informed me 

of his intention to recommend the Government to advise the President to 

appoint Mr. C.H. Murray as my successor. When Mr. Murray joined us and 

I had congratulated him on his proposed translation, the three of us (as my 

note records) sat together discussing other matters: 

"I thought it well to say that the real rearon 
I wished to relinquish the office was that I felt 
that if I were to accept reappointment this would 
in some way compromise my critical independence 
and could be interpreted as a condonation of policies 
I considered to be wrong. 

The Minister was concerned that it should not be 
thought that I was leaving because of rome dis­
agreement with the Government. I agreed that there 
was no perronal, special or new cause of dis­
agreement. The Centro I Bank's di sapprova I of certain 
trends and developments of recent years had already 
been made quite clear in private and in public. 
I supported these criticisms and would continue to 
make them. Otherwise I would try to keep my head 
down in the coming we~ks and not be drawn into any 
special hterview; or di,::ussicns. I had, of course 
to reserve my freedom of comment after 29 February 
next. 

I also took advantage of the occasion to mention the 
desirability of more regular consultation between the 
Governor of the CentrJJI Bank and the Minister for 
Finance. This had been intended when I came to the 
Bank and I understood very we ll the difficulties 
involved in arranging periodic meetings. At the 
same time it was undesirable that contacts shou ld 
be made only when there was a crisis or according 
as opportunity offered during visits abroad. 

I said that the position of the Central Bank was an 
uncomfortable and frustrating one. Some people 
thought our duty required us to dig in our heels 
and thwart Government policies, if we cons idered 
them to be wrong . My personal position - which mos t 
if not all of the present Board shared - was that our 
principal obligation was 1·0 g ive oppropriote, and 
forceful, advice on economic and financ ial policy 
before it was decided; to critic ise pol icy decis ions, 
bolh in privale to the Minister for Finance and in 
our publications, if we thought them unwise; but 
to acknowledge that monetary policy was part of 
general economic policy, which it was lhe 
Government's democratic right to determine, and 
not to fee l any obligation, or even entitlement , 
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• 
to take counter-action. If our advice was constantly set 

aside or ignored, and our di mgreemen t with po I icy became 
acute, the only course left, in my view, was to re,ign. 

The Minister expressed some hope that the response 
of the trade unions to recent Government pressure 
on the incomes front reflected a growing recognition 

of the need for restraint. I recalled that I had argued 
with the Minister in Paris in June that he should try for 
more from the unions (especially a pay pause) and that 

he should have made introduction of the Government 
package conditiona I on the prior acceptance by the 

unions of adequate pay restraint. The Minister said 
that this was not possible if only because of the time 
factor and I could merely indicate that I could not 

accept this. I went on to say that I thought 
Governments tended to err in not recognising the 

common sense of the ordinary public and in allowing 
too much influence to pressure groups .•. " 

I should add that my note also contained the following paragraphs: 

Lest the above summary should suggest otherwise, 
I would like to make it clear that our conversation 

was conducted in an atmosphere of complete cordiality 
and understanding. I have tended to concentrate, 

of course, on the points which I made myself. 

When I met the Minister in his office on the morning 

of Wednesday, 15th October, after he had confirmed 
the Government's decision, (i.e. about Mr. Murray's 

appointment), I urged him to use more "muscle" on his 
colleagues in Government with a view ta better management 

of the public finances. 

In November the question of the approach to incomes in 1976 was raised by 

the Department of Finance with the Government. The Department's definition 

of restraint was "holding the rate of increase in aggregate non-agricultural incomes 

below the rate of inflation". The objective was to "provide the basis for a sustained 

expansion of exports and a return to significant rates of growth in 1977 and later 

years". It was pointed out that full indexation would lead to a further deterioration 

in our competitive position. The options of a pay freeze, a pay pause and an increase 

not related to the rise in the consumer price index were discussed, a preference being 

expressed for the first, though its practicability was doubted. The G.JVernment 

eventually did achieve, through the Working Party on the Economy (representing 

Unions, Employers and Government), a two-mont·h pause after the termination of the 

1975 Agreemen t (March, 1976) to be followed by an increase of 3o/o plus £2 a week, 

subject to a minimum increase of £3 and a maximum increa se of £5 a week, the 

agreement to last for a further five months (i.e. t-o October, 1976). 

Early in January , 1976, the Government was also reviewing, at the instance of the 

Depar tment of Financ e , the management of the economy up to 1980 under such heads 
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as population prospects, employment policy, public expenditure and resources, 

balance of payments, incomes and prices, regional policy and development of 

nature I resources . Th e Depor tmen t favoured the preparation in stages of a four 

year programme for the years 1976 - 80. When a Green Paper had been drawn up 

and published embody ing anolysis and discuss ion of options, there wou ld be consultation 

with the "social partners" in the light of which a Final Draft programme wou ld be 

prepared for Government approve I. 

These moves towards modera tion of the rate of income increase and towards a resumption 

of planning were, of course, of special interest to the Central Bank . The Bonk 

had already welcomed in its Summer Bulletin the Government's intention, expressed 

in the June Budget, of moving towards medium-term assessments of how a sustainable 

rate of economic and socia l advance could be combined with a reduction in inflation. 

Earlier, in its Report(April 1975), the Bonk hod repeated the coll it hod often 

mode before for a "flexible form of medium-term planning with full involvement 

of the major economic interests". The need for better economic management was 

being "accentuated by the rising trend in population and the accompanying increase 

in demand for jobs, houses and other social imp rovements." The Report hod gone 

on to soy: 

The Governor suggested lo st N,~vember that 
"we should try to shape our present actions and 
policies in the li ght of reosonaJle projections 
of what the next few years may hold as regards 
the availability of resources, the conditions 
on which our productive potential con be 
maximised, and the pattern of the community's 
wishes concerning the use of resou rces ". Un­
certainties a re always present but they are a 
reason for trying to look ahead, rather than a 
justificat ion for not do ing so . One of the most 
worrying quest ions for Ireland, whether the United 
Kingdom wi ll stay in the EEC, wi ll shortly be 
resolved but other uncertainties will persist. 
There would be merit in making several pro jections 
of Iri sh econom ic prospec ts based on different 
but not un reasonab le assumptions, and then 
adjusting the course of th e economy according 
as events may or may not validate the assumptions. 
No sing le , comprehensive, spec ific plan seems 
appropriat e to present circumstances and prospects, 
but even tentative formulations ot what the future 
may ho ld, and how v,e con most advantageously 
adapt· to it, would he lp towards a consistent 
orientation of po li c ies and actions in the right 
direction. The Bonk hos for some time vi ewed 
th e consu I tati ve processes which sho u Id be 
associated with the freeing of poss ible paths 
towards higher national productivity and equitable 
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use of nal iona I resources as a means of assuring 
a sleadier evolution of real incom es and community 
standards. It can scarcely be contested that th e 
course of persona l inc.:>mes and public expenditure 
urg en tly needs to be better ordered in the interes ts 
of national progress . The prospects of a more favourable 
extemal environment as 1975 advances both facilitate 
and compel improvements on the domestic frJnt. 

On 9 January, 1976, I sen t the Minister for Finance some paragraphs which the 

Board of th e Bank had approved for inclusion in the Winter Bulletin, to be publi shed 

towards the end of the month, This action was taken so that the Minister could have 

the Bank's advice before taking his final budgetary dec isions. I commended this note 

to the Minister for his consideration "as it is, in effect, a summary of the Bank's 

advice and criticism in relation to current economic and financial trends. It is 

also, in a sense, my "envoi" as G:>vemor. 11 Because it had this quality, I reproduce 

it here in full: 

"The economic deve lopment which Ire land needs 
to provide a growing labou r fo rce with jobs and a ri sing 
popu lotion with acceptable living standards depends 
prima rily on export capacity. Trends in produc tivity 
ond labour costs must be such as to enable Irish 
goods and services to be so Id on an increas ing 
scale in foreign markets. In a competitive free 
trade environment, they must also be suc h that 
Irish products, in te rm s of price and quality, 
will be recognised as giving better va lue in the 
home ma rke t. The exchange rote should be high 
enough to secure the best sustainable retum, 
in terms of externa I pure has ing power , for Irish 
producti ve effor t. Foreign borr:>wing should be 
underta ken on ly with ·disc re tion and in order to 
supplement th e inveshnent resources yielded b, a high 
level of current domestic savings. Rea I incomes 
can over time rise only in line with real economic 
growth; attempts to secure more tha n this by way 
of in,,rdinate increases in mon ey incomes mere ly 
odd to produc tion costs, damage competitiveness and 
cause un em ploymen t. To give policy-making 
perspect ive and consistency, a fl ex ible form of 
medium-term p lann ing , with full in vo lvement o f 
the major economic interes ts, is desirable. The 
course of public expenditure as we ll as of personal 
incomes needs to be we II ordered in the interests 
of national progress . 

Presen t rea Ii t ies arc at variance w ith th ese principles. 
In 1975 , for the first time in many years , there was 
a fa ll in national ou lput , emp loymen t declined, un­
emp loymen t rose to near ly 10 per cent of 1·he workforce . 
N everthe less , l·he aggrega te money in come of non ­
agri cu llura I emp loyees rose by 23 per cent , !·hat of 
public sector employees by a lmost 40 per ccn l. 
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• Profits fell ogoin in reol terms , thus reducing 
industry's copoci!y even to mointoin existing 
productive capital. The community as a whole 
consumed an abnormally high proportion of its 
current produc e , setting so much less oside 
for new investment. For some years, foreign 
borrowing, apart from its contribution to externa I 
rese rves, has given greate r support to consumption 
than investm en t. The rise in unit costs of production 
because of the genera I dee line in output has been 
accentuoted by the relotively high rate of increase 
in Irish woges and salaries. The rate of inflation -
11 per cent. on average in 1973, 17 per cent. 
in 1974 and 21 per cent. in 1975 - has been at or 
near the top of the European sea le. lndustria I 
exports have contracted in volume, while imports 
of finished consumer goods have been displacing 
home products on the domestic market. Even the 
steep depreciotion of the external value of the 
Irish pound in line with sterling has not assured 
continued competitiveness. The public finances 
have been disrupted by the particularly fast 
rate of increase in public sector pay and debt 
service charges, and by the undertaking of 
commitments for which the public, by insisting 
on compensation for tax increases, have shown 

• their unwillingness to poy. New public sector 
borrowing, for current and capital purposes, 
has soared from £199 million in 1'172/73 to £385 million 
in 1974 (9 months) and £733 million in 1975. There 
has been no medium-term plan as a policy framework 
in recent years but the G:ivernment have announced their 
intention of filling this gap shortly. 

In part, these unhappy circumstances are due to 
externol factors, in particular to the adverse swing 
in the ter.ns of trade, and the general occentuation 
of inflation, caused by the quadrupling of oil prices 
at the end of 1973. Although it was recognised that the 
process of adiustment should be eased by concerted 
action to sustain world demand, a fall of some 10 per 
cent, in the volume of world trade has occurred. 
This defici ency in international co-operation has 
induced resort to self-protective national po lie ies 
which have inevitably prolonged the recession. 
Because of the importonce of buoyant external demand 
as a stimulus to notional economic recovery, hope rests 
on the early resumption of economic growth in the maior 
industrial countries (a 4 per cent. increase in 1976 
is expected for OECD countries) and on acces, for the 
less developed countries to adequate finance to cover the 
paymen ts deficits they must inevital>ly face for many years 
yet (see Internationa l Deve lopm ents, Autumn Bulletin, 
1975). 

Recovery in expor t demand could poss Ire land by, unless 
our goods and se rvices were competitive in price and 
quality and their sa le yielded profits adequate to our future 
investmen t needs. It is regrettable that the oil crisis was 
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not recognised from the ou tse t os an economic 

emergency requiring adjuslment measures on the 
incomes and b udge lary fronts. Foi lure to acbpt 

co st res traints in time has aggrava ted the problem 
and made remedial action more difficult. 

The Central Bank we lcomes the Government's intention 
to implement a pay pause thi s year. If new wage and 
salary increases were ta take place, th e problem 
of Ireland' s relatively high rate of increase in 

produc tion costs would be aggravated. Costs so raised 

would not be reduced by any subsequent clawing back 
of wage and so Jory increases by higher taxa tion . The 

carry-over of increases from the 1975 N at iona l Pa y 

Agreemen t will still raise the aggregate money income 
of nan-agricultura l employees by about 11 per cent. 
in 1976, roughly equivalent to the probable inflation rate 

for the year. With agricultural incomes li ke ly to rise 
somewhat faster, and the savings ratio likely to decline 

ta a more narma I leve l, the upwa rd trend in the vo fume 
of domestic demand should be sus tained. In any case, 
further support for domestic activity must come from 
external sourc es, there being no roam for additional 

expan sionary moves through fisca I or monetary po I icy. 
One important advantage ot a pay pause i s that it 
would enable the economy to take full a dvan tage 
of a rise in external demand as 1976 moves into 

1977, by which time al so th e Excheq uer should be 
reducing its borrowing in order to make way for 
increased private investment needs, 

The budgetary indications for 1976 suggest a borrowing 
requirement greatly above even last yea r's abnormally 

high leve l. Th e Bank is particularly concerned at the 

precipitous plunge into current budg e t deficits since 
these were first deliberately and openly incurred a few 
years ago. A defic it on current account is not an 

exclusive or necessary and may not even be an appropriate 

way of expanding demand in a deve lop ing econam1 . 

As long ago as 1952 a note in the Book of Estimates for 
the Public Services pointed out that w hat is re levant to 

good management ot the national economy i s the to tal 

of public expenditure and how it i s financ ed , and that it 

may not a lways l:,e appropriate to meet even capital 

expenditu re from borrowing. Th e Bank has repea t ed ly 

emphasised that expans ion, when needed , in a deve lop ing 

economy can best be provided through inc reased capital 
outlay , public and private. The current budget deficit in 

1972/73 was £5 1 million ; in1 973/74 £10 million; in 1974 
(9 months) £92 million; and in 1975 £259 mi llion . To arrest 

thi s ominous trend and restore some discretionary e lement 
to financial po licy w ill requ i re susta ined action on 

several fronts - not only contro l of the huge pay componen t 
but a lso greater discrim ination in the furl her improvement 

of soc ia l and other ~erv ic es and a s1T01g thening of th e tax 
ba se . 
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Amongst the consequences of recent trends in 
money inc.:,mes and public finance hos been on 
excessive increase in the money supply. The 
budgetary deficits on current and capitol account 
hove led to the borrowing of very large omoun ts 
fr.:,m the domestic banking system and from abroad. 
These borrowings contribute directly to the 
money supply and ore of such proportions as to 
render monetary po !icy impotent. 

In these c ircumstonces the Bonk cannot do other 
than continue to express its views on general 
economic policy and urge that priority be 
given to a progressive restoration of order 
in regard to money incomes and the public 
finances as a basis for resumed economic 
progress. It is appropriate that the Government 
should try in 1976 to finance a larger proportion 
of its borrowing requirements from non-bank 
domestic sources, building on its success in 1975 
in this area. This would absorb some dormant 
savings and abate the alarming increase in payments 
in respect of external debt. It would be undesirable, 
in a possibly vain attempt to contain the large 
impending increase in the money supply, to 
restrict access by the private sector to bank 
credit for productive purposes. A realistic 
medium-term plan for the revi val ot the 
economy, on the basis of a reduced rate of 
inflation and competitive capacity, must also 
ensure that the private sector hos the necessary 
resources, through retained profits and credit, 
to finance new investment. 

Analysis and commentary should now give way 
to resolute and sustained action, guided by a 
medium-term pion, to remedy Ireland's 
economic and social problems. Without this, 
further emphasis on the gravity of the situation 
risks inhibiting the phased recovery, the 
confident resumption of investment and growth, 
on which policy and action should henceforth 
be focussed. The need for temporary restraints 
as a foundation for recovery and progress is 
widely recognised but, in the nature of things, 
it may be more reasonable to assume passive 
post-foctum acquiescence rather than positive 
advance consensus." 

TI1e Minister, on 13 January, f·hanked me for my letter and said that I might 

be assured that th e advice offered would be given ser ious consideration by 

the Government. 

147 
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The budget, introduced on 28 January, 1976, envisaged, once again, 

a bigger increase in public exp enditure than in national income, but 

was light on social welfare and heavy on tax increases. 

There was a net increase of over £100 million in taxation, contibuted_ 

largely by the "old reliables" (alcohol, tobacco and oils) and by 

increased rates of value-added tax and road tax. 

On the day after the budget made the following note, headed 

"Budget, January 28, 1976" 

"For the record, I should set down that there was no 

consultation whatever between the Minister for Finance 

and myself about the terms of this Budget. 

Mr. C. H. Murray had, of course, been in touch with 
us here in confidence about prospective Exchequer borrowing 
requirements and kept us up-to-date on the figures. He 
had also indicated that additional taxation of the order of 

£100 million was contemplated. It was not, however, until 

I heard the Minister in the Dail last evening that I knew 
whether it was direct or indirect taxation (or a combination) 
which was to be imposed, or what the particular items would 

be. 

My main criticism, however, is that despite previous 

experience of letting budgets precede the regulation of 
incomes (especially last June) and the Minister's own 

repeated references yest(;!rday to the essential ity of a 
pay pause, the mistake was ago in made of making 

budgetary dispositions before the course of money 
incomes was settled. If it was not possible to do this 
by advance agreement, it snould ha v e been done statutorily 
and the proposal to introduce legislation should have been 

announced in the budget as an accompaniment to the "non-pay" 

control legi slation. 

On the primacy of incomes control, see my letter of 
5 December 1973 to Mr. C. H. Murray on treating the 

oil crisis as an economic emergency and "protecting 

ourselves against quite disproportionate inflation by statutory 

regulation of incomes of all kinds as well as prices". See 

also my m.s . note of l July 1975 on the June Budget, 1975 

(copy attached)." 

I was not alone in voicing such criticism. The leading article in the Irish 

Press on 29 January remarked : 
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'We are in for another cat and mouse game between the 

Government and the unions similar to that which was played 

in the early part of 1975. Last year, the unions pulled off 

the so-called national wage agreement which so embarrassed 

the financial provisions of the January, 1975 budget that we 

had a second budget six months later. A great part of 

public time, including that of the Oireachtas, was wasted 

on an issue which should have been decided before the 

year started. " 

My official contacts with the Minister and the Department were tapering off 

as the end of my term of office approached. The princ ipa I letter in February 

related ta the question of Central Bank finance for the Government 

and has already been quoted (Chapter VI I). There was never, however, 

any rupture of our good persona I relations. The Minister
1 

in a radio 

interview after my proposed retirement was announced in October
1 

1975, 

had been most g~nerous in his reference to my public service. We said good­

bye amicably when I paid my farewell visit to him on Friday
1 

27 February, 

1976, My manuscript note is as fa flows: 

With Minister fr::,m 3 p.m. to 3.25 p.m. He appeared to 

be anxious to keep talking - about the EEC loan, the 

pressure of Dail business etc. In the latter context, he 

spoke of doubt whether the Industry and Commerce Bi 11 

to protect depositors with Provident Societies would become 

law in the lifetime of the present Government. I stressed 

the urgency of closing this gap and gave an outline of our 

work in trying to straighten out the position of the 

smaller banks through restructuring, mergers and so on. 

In the end he asked how 1:saw the future. I replied that, 

given the discipline of a pay pause and a medium-term 

widely-agreed recovery programme, we sti 11 had a chance 

of being competitive when the rise in world demand began 

to be effective. We parted with mutual good wishes". 

I went on to say goodbye to the Taoiseach. My note continues 
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" The Taoiseach received me at 3.30 p.m. and I was w ith 

him for about a quarter of an hour . The conversation 

was very much to the paint . I congratulated him on his 

law and order stance and suggested that similar firmness 
was needed on the econom ic side . It wou ld have been 
better to ensure tha t the desired pay pause was fi rm ly in 

place before th e budget was introduced - in that even t 
the tax changes could have been less severe , It was 
not reasonable to expect the advance agreement of 

the trade unions; surveys had confi rmed before the 
budget that most workers wou ld acquiesce in a 

pay pause and this shou ld have been acted upon. 

In the Dail on Budget Day I sa id I had the impression 
that, second by sec.:ind, Deputies were waiting for 
the Minister to announce the immediate introduction 
of a Pay (as well as a Non-Pay) Control Bill. I 
mentioned the futility, as far as restraining costs was 

conc erned , of le tting pay r i se and then trying to claw 
it back by ex tra taxation. I vo iced concern at the 

recent reversion to protectionist attitudes as evidenced 

by th e react ion to the Iri sh Life contract for imported 
furnitu re . Free trade was the country's chosen policy 

- confi rmed by the EEC referendum - and it was time 
the G overnment did something to restore a balanced 

vi ewpo int. The "Flak" directed against the Irish Life 

Board could be serious ly damag ing - the Government wou ld 
find it hard to get worthwh ile in dependent persons to 
serve on State Boards if they had to endure such unfair 

criticism. Reference was made also to the controversy over 
the Bord no Mona Pembroke Street offices . Here the 

law was on the side of Bord no Mona, I said, and sho uld 
be uphe ld against all other interests. My own experience was 

that the Dub lin Ci vic Group and other preserva tionist 
lobbies did not hesitate to resort to unscrupulous smears 

and implications. The Tcioiseach conceded that the Arts 
Counc il had not made their protest in time and were, 

strictly, "o ut of court ". He thanked me for my public 
service contribut ion and asked me about future plans. 

I mentioned my re luctant acceptance of the Bord no 

Goeilge chairmanship a year ago, my hope to have more 

time for this difficu l t task in the future, and my intention 

to take up not more than two directorships (which I named 
in confidence) . Th e conversation was most cordial." 
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Xl Managemenl of External Reserves 

The devaluation of sterling in November, 1967, rang the death­

knell of sterling as an international currency. The sterling area, 

which had benefitted from the pooling of scarce dollars and other 

'hard' currencies during the war and immediate post-war period, had 

become increasingly vulnerable to lapses of loyalty and trust as 

sterling staggered from crisis to crisis in the 'fifties and 'six ti es. 

The co-operation in dollar economies and payments restraints whi eh 

was mustered amongst a dwindling number of members in what 

proved to be a vain attempt to avert devaluation gave way in the 

immediate aftermath to a 'sauve qui peut' mentality. If sterling 

was never again to be dependable either in value or convertibility, 

there was no point in holding such large quantities of it in 

offi cia I reserves. 

In our own case, apart from a small gold holding (£8 mi 11 ion) 

and some £16 mi 11 ion of U.S. Government securities, all our 

£300 mi I I ion of externa I reserves in December, 1967, were in 

sterling, £147 million of that sterling being in the hands of the 

Central Bonk. This predominance of sterling holdings could be justified 

if sterling were a stable and effective international currency but the 

unreliability and decadence indicated by resort to devaluation 

and other omens engendered. a strong sense of onxi ety. I re land's 

pattern of international receipts and payments mode it essential 

to hold a secure and readily available reserve asset : the Republic 

earned a net surplus in its transactions with the United Kingdom and 

other sterling area countries, it also usually earned a surplus with 

the dollar area, but it consistently incurred large deficits in its 

transactions with Continental Europe. It did not need sterling to 

pay its way currently with the sterling area : it needed to earn , 

and a fortiori, to hold in reserve, currencies or reserve assets which 

would secure its solvency in its economic relations w ith Eu rope. As 

uncertainty, at that time, still hung over even the deutschemork, the 

solution seemed to be a movement out of sterling into gold or 

dollars. 

5 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

• 
Towards the end of 1967 agreement was reached between the 

Department (where I was Secretary) and the Central Bank 

(Dr. Moynihan being Governor) on a policy of diversifying the 

external reserves. I explained our position to the U . K. Treasury : 

they did not welcome our intentions but could not resist the logic 

of our argument. It was agreed that, to avoid any undue 

repercussions on sterling, we would proceed quietly and by stages 

from March, 1968, onwards towards our objective which, as then 

defined with deliberate modesty, was to change about half the 

Bank's own sterling into other reserve assets. 
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While this diversification was proceeding in our case (mostly into gold as a first 

resort), similar and,· in some cases, more drastic moves were being set in motion 

by other sterling area countries. The Treasury became alarmed . An 

arrangement was made under the auspices of the Bank For International 

Settlements in Basle whereby the Treasury obtained a line of credit 

from a number of lending countries which could be used to support the 

convertibility of sterling into various currencies in case of need. Armed 

with this 'last resort' facility, emissaries from Whitehall sped to the Far 

corners of the world in the early summer of 1968 in an effort to induce 

major holders of sterling not to diversify further into dollars or other 

reserve assets. The bargain offered was that, in return for committing 

themselves to hold a minimum proportion of sterling in their reserves, 

varying from holder to holder but intended to stabilise the June 1968 level 

of sterling holdings, holders would receive both a guarantee of the 

minimum dollar value ($2.40 = £1) of their holdings and an assurance that, 

if they needed to draw down their reserves For balance of payments 

reasons, the proportionate sterling element in the draw-down would 

be convertibl e into 'hard' currencies out of the international stand-by 

credit whi eh Britain had arranged. 

In common with most other sterling area countries we decided, thou gh 

with considerable reluctance, to agree to this bargain but not before 

we had arranged that £40 mi 11 ion of sterling wou ld be transferred 

from th e Associated Banks to the Cen tral Bank and would be covered 

by the do llar -va lue guarantee. By the agreement, the sterl in g assets 
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• 
in excess of 10% of our total official reserves were guaranteed against 

devaluation in terms of the U.S. dollar. The minimum sterling proportion 

we originally agreed to maintain was 65% but this was adjusted 

later, particularly to take account of the centralisation of the net sterling 

assets of the banking system in the Central Bonk which was completed 

in the course of 1970. 

Before the Bosle arrangements become effective, we hod gone some 

distance in diversifying our reserves. Between Morch, 1968, when 

the process began and the close down that Autumn, the Central 

Bonk reduced its sterling holdings by £33 million (25%) and 

correspondingly increased its holdings of gold and U.S. dol lors 

and its creditor position in the International Monetary Fund. This 

creditor position (of £11.6 mi 11 ion) hod a gold value guarantee, 

was repayable on request and yielded a return of 1½%. It was 

as on interim arrangement that the greater port of the diversification 

was into gold, held to our account in the U.S.; it was intended 

to move into more remunerative and mobile reserve assets when a 

better view could be token of how the international monetary 

system might settle down. The "gold window" through which thrs 

gold was bought was closed by the United States in August, 1971, and 

central banks hod already (since Morch, 1968) bound themselves not to 

sell gold in the market but only to transfer it between themselves 

at the official price (then $35 on ounce). The Central Bonk 's gold 

holdings, recorded at £3lmillion in December, 1968, hod been 

halved by December, 1969 and reduced to their pre-diversification 

level by December, . 1970. I remember we calculated at the time that 

the r.eolisoble price of gold would hove to be doubled at least every 

five years to compensate for the loss of interest on dollar securities. 

This seemed improbable so long as Central Bonksbound themselves to 

on offi ci a I price and fore swore free market so I es. 

In Moy, 1969, the Bretton Woods Agreements (Amendment) Bi 11, providing 

for Ireland's acceptance of and participation in the Special Drawing Rights 

Scheme, become low. The legislation provided also for the transfer to the 

Centra l Bonk of the functions previously performed by the Minister for 

Finance in relation lo payments to and receipt s from the International 

Monetary Fund. The assets represen ted by the gold tranche and by 

the creditor position were also to be vested in the Bonk. All this was 
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• 
in conformity with the principle thot the ownership and management 

of the external reserves should be in the hands of the Central Bank. 

The Minister had reminded the Dail in reply too Parliamentary 

Question on 10 December, 1968 that "in accordance with the 

provisions of the Currency and Central Bank Acts, the employment 

of the funds in the custody of the Central Bank is a matter for 

the Bank". 

The position was made more explicit in a letter which I sent to our 

representative on the !MF Board as Alternate Executive Director 

(Mr. Maurice Horgan) on 18 September 1969 . The relevant extracts 

are : 

"As an appropriate division of labour - particularly in view 
of the changes made by the Bretton Woods Agreements 
(Amendment) Act, 1969 - it has been agreed with Finance 
that the Central Bank should henceforth be the Irish 
authori.ty to be primarily consulted by the Fund on all 

matters relating to the size, composition and use of Ireland's 
external reserves (e.g. quotas, participation in drawings by other 

countri es from the Fund, SDRs) and on technical problems 
relevant to the Fund's work (e.g. greater flexil-iility in exchange 
rates). The Central Bank will consult the Department so far as any 

question of policy or principle may be involved and, indeed, 
for its view on other matters, too. Perhaps you could so arrange. 

The presence of Charlie * and myself in Washington will provide 

an opportunity of clearing up any point you may wish to raise. 
Of course, matters (e.g.' voting) requiring the Minister's 

attention as Governor for Ireland should go direct to him. 

The other side of this division of labour is that all matters relating 

to the World Bank and its affiliates are primarily for the Department 

of Finance ." 
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Th e reduction in the Ca, tral Bank's gold holdings during 1970 was amongst the 

factors which prompted a series of Parliamentary Questions on the Bank's autonomy 

in this and other oreos. I have o_lreody referred (Chapter 111) to our objection to 

the inclusion in the Minister's reply to a Question on 16 June, 1970, of the Bank's 

reserves and investments as matters frequently the subject of consultation with the 

Minister ond to our assertion of these os being "within the authority of the Board". 

There were some members of the Dail for _whom gold continued to hold its time-old 

fascination, Dr. John O'Donovan in particular. He asked several questions about 

the sa le of go ld by the Bonk in the course of 1970, including a query as to whether 

the Minister for Finance had been consulted. The Minister said "I was not 

consulted. The management of official monetary reserves is o 

.. Mr. C. H. Murray, then Secretary of the Department of Finance 
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matter for the Central Bank, acting within its statutory powers" 

(Dai I Debates , 10 November, 1970). Dr. 0 'Donovan pressed the 

Minister : did the Minister agree with the decision of the Central 

Bank to ;'get rid of our limited amount of gold". The Minisl·er's 

reply repeats the Bank's description of its policy (Annual Report, 

1970, pp 52/53), while re-asserting the Bank's independence: 

Mr. Colley: It is not my function ta agree or 
disagree. The Central Bank is by statute charged with 
the duty of deciding whether or not our reserves 
in the form of gold or otherwise should be disposed 
of. The bank has set out its general policy in this regard. 
I might, -however, set it out briefly. The policy is that 
in the management of external reserves their objective 
is to obtain as large a return as possible on the reserves 
consistent with, firstly, Ireland's commitments as a member 
of the IMF and as a participant in the Basle Agreement 
to safeguard the stability of the international monetary 
system, secondly, the necessity of keeping a sufficient 
amount of reserves in liquid form and, thirdly, the 
maintenance of their international value. 

Dr. O'Connell : What is the reason on this occasion, 
or did they tell the Minister ? 

Mr. Colley: The reason is obvious 
get interest on gold. 

you do not 

This was not the last we were to hear of gold. The baleful yellow 

metal continued to excite covetous instincts. Dr. John O'Connell 

T.D. inquired in July, 1973, os to thetotol value of the country's 

gold reserves. Deputy Oliver J. Flanagan, asked on 20 June, 1974, 

why the Minister for Finance favoured a reduction in the role of 

gold in the international monetary system and why the proportion 

of gold in Iri sh official reserves had declined at a time when the 

free market price of go ld was rising. The questions and the reply 

are worth reproducing : 
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Mr. 0. J. Flanagan asked the Minister for Finance 
whether, in view of the growing international monetary and 

financial crisis arising from the deficit with the oil 
producing countries and of the flood of depreciating 
paper currency in the world, he will state why he 
considers that the role of gold in the monetary system 
should be reduced. 

Mr. R. Ryan: As I informed the Deputy in the course of my 
reply on 28th May last to a previous question, there is 
general agreement in the international community that 
the role of gold in the international monetary system 
should be reduced. That is the conclusion of the 
Committee of 20 on International Monetary Reform, which 
has just concluded an intensive study of monetary problems, 

including the gold problem. That committee has had 
available to it the services of experts from the International 
Monetary Fund and from all the member countries of 
the fund. 

The supply of gold available for monetary use is variable 

and uncertain, depending on the level of world production 

and the demand for gold for i ndustria I, commercia I, 
hoarding and other purposes . It is now accepted that 
this does not provide a firm basis for the creation 
or management of international liquidity in modern 
economies. Instead, the committee of 20, with whose 

report I fu II y agree in this respect, has opted for the 
adoption of the special drawing right - popularly 
known as the SDR - as the primary international reserve 
asset. In this way the volume of liquidity can be brought under 

the control of the International Monetary Fund and can be 
regulated by that body in relation to international need 

and in the interest of the world community. 

What I have said relates to the long-term position of gold. 
It does not mean that the substantial existing stocks of monetary 

gold cannot be drawn on to meet deficits resulting from the 

higher oil prices or other reasons. This, however, is o 
complex question which is still under consideration. 

Mr. 0. J. Flanagan asked the Minister for Finance why the 

proportion of Iri sh official reserves held in gold declined from 

5. 6 per cent. to 1 .7 per cent. between 1969 and 1973, at 
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• 
a time when the free market price of gold was 
continually rising; the manner in which the gold 
reserves were disposed of; and, if they were 
transferred or sold to other countries or interests, 
if he will give details including the selling 
price. 

Mr. R. Ryan : The proportion of the official external reserves 
held in gold declined between 1969 and 1973 because 
of gold sales valued at £5. l rr,i 11 ion in 1970 to the 
United States Treasury at the then official price of U.S. $35 
an ounce, an increase in the Irish subscription to the 
International Monetary Fund of £4.3 mi 11 ion paid 
in gold in the same year and because total reserves 
increased subsequently while the volume of gold holdings 
remained constant. I may add that : 

(i) the free market price of gold did not begin 
to rise significantly until the second quarter 
of 1972; 

(ii) in official external reserves gold is valued 
at the offi cia I price, currently $42. 22 per 
ounce. The Central Bank's transactions in gold 
in 1970 were carried out in accordance with 
an agreement of March, 1968, between central 
banks to conduct gold transactions only among 
themsel ves at the official price : 

(iii) the Central Bank has received substantial 
interest payments on official reserves held 
in U.S. dollars and other foreign currencies. 

Mr. Colley : Is it true that one of the reasons for the 
position as outlined in the question and in the Minister's 
reply is that gold, when held at fixed official price, 
does not, of course y ield interest as do other forms of 
reserves , as pointed out by the Minister ? Would the 
Minister further agree that it would be in the interests 
of this country to establish an internationa l monetary 
system based not on superstition but on a rational system 
sucb • a·s SDRs ? 

Mr. R. Ryan Th e Deputy is entirely right. 
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When the Basle agreements were renewed for two years in September ]971, 

the Minimum Sterling Propor-tion was reduced by 10 per cent in each 

case . Ours, which had ear li er gone from 65% to 68%, was thus reduced 

to 61 per cent. Advantage was taken of this to diversify further. 

The incredibl e revaluation of sterling vis-a-vis the U.S dollar in 

the Smithsonian arrangements at end -1971 was predictably short-li ved . 

The floating of sterling in June, 1972, further reduced its significance 

a.s an international currency. Its dollar value quickly fell from the post­

Smithsonian $2.6057 to about $2.35 in the final quarter of 1972 . 

Indeed, one of the matters which came under consideration in early 

discussions on reform of the international monetary system was the 

possibility of consolidating reserve currency holdings of Central Banks 
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into "modified" Special Drawing Rights in the IMF. This proposal never 

became operative but we did point O(!t the need for an adequate rate of 

interest on any SDRs which would replace our sterling and dollar holdings. 

The floating of sterling also caused the U.K. authorities to suggest 

modification of the guarantee provisions of the Basle arrangements. The 

Central Bank was not in favour of a renegotiation, on the v iew that Ireland 

should be released from the Basle restrictions as the only sterling area 

country, apart from Britain, which was acceding to the EEC. If this 

argument proved untenable, we should press hard for a much lower 

Minimum Sterling Proport ion in order to have greater freedom to 

diversify. In the end, wh i I e th.e British never for ma I ly conceded our 

argument that additions to our reserves resu I ting from foreign borrow ing 

should be exc luded in computing the MSP, they did admit that they 

would no longer insist on applying the MSP to a~ in reserves 

but would be content to agree on an absolute limit more or l ess 

equivalent to the then level. On this basis, a prolongation of the 

guarantee and MSP arrangements was again agreed. 

To complete the story of the Basle or rangements, this prolongation 

carried us up to September, 1973, and we faithfully maintained 

th e Minimum Sterl i ng Proportion at around 60%. A unilateral 

proposal was then mod e by the British authoriti es to renew the Agreement for 

six months even though their stand-by credits were being allowed 

to run out. expressed the following v i ews to /\\r. C. H. Murray on 

13 September, 1973 : 
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"What should our attitude be ? I have a strong preference 
in principle for freedom to manage our reserves and hold as 
much, or as little, sterling as we ourselves think fit. My 
first approach, therefore, is to compare what we would be 
likely to be able to do over the next six months to protect 
the value of our reserves, if we hod freedom to move out 
of sterling, with the position we would be in if we accepted 
the new offer. Taking a reasonable view, I hove to assume 
that, without attrocti ng adverse notice or even forcing down the 
sterling exchange rate, we would scarcely be able to move more 
than, say, £50 million of our sterling into dollars or European 
currencies in so short a period. While this part of our 
sterling holdings would thus be safeguarded (at some loss in 
the interest yield), the bulk would still be at risk and would 
be unprotected by any British guarantee. It is also reasonable 
to assume that the U.S. dollar wi II continue to strengthen 
against sterling. 

I prefer, therefore, to turn to the possibility of arranging that 
acceptance of the offer in our case would be in such terms 
that we would have much the same practical scope (i.e. 
of the order of £50 million) for reducing our present high 
level of sterling reserves, while retaining for the time 
being the British guarantee in respect of the remainder. 

What I have in mind is that, relying on the (British) 
idea of a "limited MSP ", we would get agreement in our case 
to on absolute limit of, soy, £190 million or £200 million 
for our sterling holdings (now at £239 mi 11 ion), the new 
MSP being of the order of 50 per cent. and not applying 
at all to any increase in reserves. The guarantee should cover all 
the sterling in our reserves. I need not at this point develop -
the arguments we could advance but they include the following 
(a) our unduly high initial holdings of sterling (b) the increase in 
these and the extent to which this reflects external borrowing 
and (c) the new relationships and obligations arising out of 
our joint EEC membership. 

From informal conversations over the post week-end in Bosle 
with the Governor of the Bank of England and Executive 
Director Kit McMahon, I believe that qualified acceptance 
(or even rejection) of the British offer would not be interpreted, 
at least by the Bonk of England, as a hostile act. They s hewed 
appreciation of our problems. We also have the advantage that, 
in so far as major sterling holders like Hong Kong have had to 
be placoted with the $2.4213 guarantee, and the British must 
now try to defend that rote, there is more scope for bargaining 
manoeuvre on details for individual smaller holders like ourselves. 
I would be happy to try to bring the Bonk of England along (so 
that they would say the ri3ht things to the Treasury), if the 
suggestion I hove made above commends itself to the Department. 

Finally, I think this recent experience suggests that we and other 
sterling holders can justifiably claim the right to much earlier 
consultation before the six months run out. 
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We accepted the offer of prolongation of the guarantee to end­

March, 1974. Before the end of 1973 we were being consulted 

asto our view on the post-March 1974 situation, the Chancellor 

of the Exchequer having invited the opinion of the Minister for 

Finance on the action he should take "to provide stability for 

holders of sterling pending the devising of a long-term solution 

to the ster l ing prob lem in the context of international monetary 

rebrm " . The Bank still felt (my letter of 29 November, 1973) 

that it would be better to seek separate treatment from other 

sterling holders by virtue of our common EEC membership 

w i th Britain . The Bank considered that countries not participating 

i n the "snake" arrangements would be subject to no formal 

limitations on their holdings of EEC partner currencies. If there 

were a further extension of the September 1973 declaration - and this 

wou ld be preferable to a formal bi lateral agreement - the Bank 

would envisage a reduction of £100 mil l ion to £150 million over 

the following three years in its sterling holdings but doubted 

whether the United Kingdom could concede a general reduction 

of th i s order to sterling area countries. Finally, the Bank 

emphasised that an i mprovement in the qual i ty of the guarantee 

(it was to be related to the effective exchange rate of sterling, 

not just to its rate with the US dollar} should not be regarded as an 

a cceptable alternative to diversification of reserves . Guarantees were 

temporary and, under the new regime , at the volition of the guarantor. 

"At their expiration one risks being left holding reserves denominated in a 

currency which is still liable to depreciation " 

A unilateral extension was made by the U. K. authorities guaranteeing 

a reduced Minimum Sterling Proportion of about 54 per cent of total 

reserves for the period ending 31 December, 1974. This freed 6% of 

our ster l ing for immediate conversion into other reserve assets. The 

so-called Bas le arrangements finally lapsed on 31 December, 1974. 

Ireland received a payment of £3.8 mi 11 ion under the Basic guarantee 

when, in the winter of 1972, the floating pound fell for thirty consecutive 

days below $2. 40 by more than one per cent. One of the aims of the 

U. K. Treasury in suggesting a modification of the arrangements in 

September 1973 was to be empowered to claw back any such payments 

if and when sterling recovered again for the requisite period. 
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In fact, the floating pound had strengthened from about $2.48 

at end-March, 1973, to $2 . 58 at end-June. It then weakened 

steadily to $2.16 in mid-January 1974 but recovered at end-May, 

1974 to a lmost 5i 2.40 . The upshot of all this was that not only 

did we collect a second guarantee payment, making the total 

£11 . 1 million, but, in anticipation of the ending of the Bosle 

arrangements in December, 1974 we were able to arrange substantial 

switches into U.S. dollars at rates close to $2.40. 

It was also possible to switch into deutschemarks and other 

"snake" currencies, which were appreciating in relation to the U . S. 
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dollar, at a time when sterling was showing some temporary strength, as it 

did in the Spring of 1975. 

Basle, which hod been the scene of the support arrangements for 

sterling, was · also the place where I informed the Governor of 

t he Bonk of England in late 1974 of our intention to convert from 

sterling into other reserve assets and where I arranged with the 

President and Vice-President of the Bundesbonk that, within 

l ibera l l imits , they wou ld countenance our use of the deutschemork 

as one of our reserve assets, even though they were opposed to 

the deve lopment of reserve status for the DM . I also arranged that 

the Central Bonk could hold balances, on a smaller scale, in Dutch 

guilder, French and Bel gion fr ones, Canadian dollars, Japanese Yen 

and other currencies, I may soy that the reaction of the Governor 

of the Bonk of England, Mr. Gordon Richardson, was stoical, as 

had been that of the Secretary of the Treasury (Sir William Armstrong) 

in 1968 . The understanding of our attitude by the principals did not 

extend all the way down the line and murmurs were heard of the 

dependence of access to the London capital market and other benefits 

on continu ed membership of the sterling area . 

The upshot of the process of diversification of our external reserves , 

begun in 1968, in large port but not wholly arrested during the r/gime 

of the Bos le agreements, and resumed at the end of 1974 , is to be seen 

in the following table : 
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Official Externa I Reserves (£ million) 

31 Dec. Gold SDRs Reserve Position Sterling Other Foreign 
in IMF Exchange 

1967 8 . 0 -3.7 265.8 16.3 

1968 31.0 11.6 218.3 30.6 

1969 16. 1 24.2 183.0 64.6 

1970 6.7 5.6 12.6 191 .3 74. 1 

1971 6.5 11. 0 14.7 217.3 131.6 

1972 6.9 16.4 16.9 264. 1 127.9 

1973 7.6 16.4 16.9 259.9 134.5 

1974 7.6 17.0 17.7 208.6 244.5 

1975 7.6 17.2 16.0 128.7 506.5 

The diversification of reserves was initiated by public servants and 

carried through by them with unremitting zeal and determination 

and without the intervention of Ministers except as protocol 

required. It is one of the most satisfying achievements of my 

period as Governor of the Central Bank, ranking only after 

the strengthening and widening of the administrative and techni col 

competence of the Bank and the maintenance of an excellent 

esprit de corps. 

Total 

299.4 

291 .5 

287.9 

290.3 

381. 1 

432.2 

435.3 

495.4 

676.0 
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XII. RErLECTIONS 

Looking bock over the period I hove been reviewing - from early 1969 to early 1976 -

I would like first lo take stock of the brood changes in the economic, financial and social 

scene, as distinct from the shorter-term vicissitudes with which, as the earlier chapters show, 

policy-makers were mainly concerned in this troubled septennium. 

The net increase in GNP was about 25 per cent in real terms, the nominal rise being 

from about £1,300 million lo nearly £3,700 million. Consumer prices doubled; the 

mid-February index for 1976 being 236 as against 103 for 1969 . Agricultural incomes 

i ncreased by 175 per cent, non-agricultural by just over 200 per-cent. The cumulative 

I balance of payments deficit on current account was over £600 mi 11 ion . Government 

expenditure, current and capitol combined, rose as a percentage of GNP from 38 per cent 

I to 49 per cent. The gross capitol liobilities of the State trebled from £914 million to 

£2 , 660 million; outstanding foreign debt accounted for a mere £55 million in Morch 1969 
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but for £523 million in Morch 1976, and hod topped £1,000 million by the end of 1976'. 

A major critical concern of the Centrol Bonk was the rise in unit wage costs here 

rel o t ive to Britain and other competitor countries . Taking 1970=100, unit wage costs 

in Ireland hod risen to 134 by 1973, as against 121 for Britain but by 1975 they hod come 

v irtuolly level (198 versus 196)ond for 1976 the comparative indices were 213 and 221. 

In contrast, the 1976 index for Germany was 135 and for the United States 142, figures 

wh ich v i v idly illustrate how essential for competitiveness was the sharp decline in the exchange 

rote of the pound in relation to the deutschemork and the dol lor . 

During the period the population was increasing at the rote of 1% per annum but 

employment was not expanding fast enough to absorb both the new additions to the labour 

force and those still I coving ogricul lure. The "flight from the land" exceeded the number 

of new jobs in industry and services; unemployment increased from 60,000 to 90,000 and 

emigration continued, though on a moderate scale. In the first Report ( 1968/69) of my 

term of office the three principal domestic threats to the integrity of the currency, even 

in the limited sense of parity with sterling, were picked out for comment - excessive public 

expenditure and borrowing, excessive credit creation, excessive income increases. 

Up to and including the final comment for which I was responsible - that of the Winter 

Bu ll etin of 1975 already quoted (Chapter X) - the Bank's criticism focussed on the errors 

or deficiencies of fiscal, monetary and incomes policies. 
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The Bank never held the view, apparently favoured by some economists, that the 

parity link with sterling provided on automatic and painle.ss mechonism of adjustment, 

obviating the need for concern about relct ive deviations ;n incomes, prices 

and costs, and, therefore, for domestic initiatives to correct them. The Bank acknowledged 

the long-term influence of the parity link in bringing about a convergence of prices -

though this could be disturbed by different policies in the two countries regarding indirect 

taxes and subsidies - but it never saw the adjustment process as a painless one. If 

prices tended higher here and, in particular, if production costs were being raised 

faster here by immoderate pay increases, the "adjustment" took the unpleasant form of 

diminished compet itiveness , loss of jobs in affected industries, stimulation of imports and 

widening of the external payments deficit. Restrictive fiscal and monetary measures 

were called for to protect national solvency. The form of inflation produced by excessive 

public and private expenditure, supported by borrowing from the banks and abroad, was , 

in the Bank's view, no less dangerous than that which revea led itself directly in price and 

cost increases; both had adverse effects on the external balance and correcting the 

I imbalance necessarily 1eopardised employment. The path of virtue was to keep the Irish 

I 
I 
I 
I 
I 
I 
I 
I 
I 

trend in prices and costs slightly below the Brit:sh so as to give a competitive edge to a 

widening range of goods and services and thus assist the expansion of exports and jobs. 

The Bank's views on fiscal policy have been clearly indicated in the various chapters 

of this Memoir. If a summary is to be given, I doubt if I cou Id do better than quote from 

the Bank's 197 5 Report: 

"The course of public expenditure, taxation and 
borrowing in rece nt years was the subject of a special 
article in the 1972/73 Report. The rate of increase 
in public expenditure has swept ahead even of gross 
domestic expend iture in money terms. Public finance 
is absorbing a risin g proportion of total national output: 
total public expenditure, current and capital, wi ich 
represented 30 per cent. of GNP in 1961/62, now 
represen ts at least 42 per cent. of GNP. Thi s drive to 
obtain extra resources for public purposes conflicts with 
private spending aspirations and sets up inflationary 
tensions . Prices and costs are raised by the need to 
increase indirect taxes and by the genera l effect on 
wage and salary demands of what people consider lo be 
excessive Government "take", In effect , no attention 
is paid to the argument that price in creases due to taxes 
imposed 10 redistribute in come shou ld not reckon as a 
basis for furth er in come increases. Th e private secto r in 
genera l has shown itse lf unwilling to yield up the 
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purchasing power which the Government seeks to obtain 
for pub Ii c purposes through ta xation and borrowing. 

The rapid increase in current budget deficits is 
occasioned primarily by rising pay, social welfare 
and debt service provisions, not matched by equivalen t 
taxation. The Bank does not accept that current deficits 
on this scale are iustifiable as a means of expanding demand; 
this need, when it arises, could more appropriately be met 
by increased copi tal expenditure . The externa l indebtedness 
of the Government and State bodies al ready exceeds the 
total of Ireland's external reserves and is mounting fost. 
There is special cause for anxiety when increased current 
expenditure, which makes no contribution to relieving 
the real burden of the debt redemption process, is one of 
the main obiects of such borrowing." 

The Bank never entertained extravagant notions about the scope or efficacy of 

I monetary policy in the context of a virtual monetary union with Britain. Again, let 

I 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

me quote a typi col comment ( from the 197 5 Report): 

"The Central Bank hos only a limited capacity to 

safeguard the integrity of the currency in the sense of 
maintaining its domestic purchasing power as distinct 
from its exchange value in relation to sterling. The 

reasons were ful I y stated by the Bank in its 1968/69 
Report. It is appropriate that credit policy, being 
part of general economic policy, should be aligned 
with the basic economic obiectives of the Government. 

These obiectives are, however, not always mutually 
compatibl e and the policies actually pursued do not 
always result in their being fully realised. The Central 
Bonk has not foiled to draw attention to the principal 
forces which tend to frustrate achievement of the desired 

aims and, instead, to promote excessive inflation. 
These forces have been so strong in recent yeors that an 
attempt by the Cen:~al Bank to suppress excessive in­
flation by severe ly restricting the money supply would 
produce an unacceptable degree of economic and social 

distress. In such circumstances, the Bank's purpose, 
having given the best advice it can on policies and 
obiectives, is to try not to aggravate inflation by 
allowing a l arger increase in the money supply than will 

permit th e attainment of the maiar economic obiectives 

of the Government." 

The whole subiect was rev i ewed at greater l ength in a talk I gave to the Commerce 

and Economic Soci et-y of U. C. D. on 5 November, 197 5 , reproduced as Appcndi x 2. 

Thi s will serve as o record of the role the Bank saw itself qualified to fulfil in relation 

to monetary policy. 
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The Bank showed that it was prepared to use its limit ed , but by no means negligible, 

powers in the qualitative as well as the quantitative sense both to support expansionary 

polici es with which it agreed and in other circumstances to exercise a restrain ing 

influ ence on both the import and the domestic creation of money. The major weakness 

was not any lack of loyal conformity on the part of the commercial banking system 

but th e possibility of such restrictions being overborne by the Government's financial 

needs and its discretion to borrow abroad. 

In the last resort, of course, and particularly if the Bank were to attempt, even with 

full Government backing, an unacceptably severe restriction on private sector access 

to credit, a large part of the money needed by Irish trade and industry could have been 

supplied by British financial sources: only the small concerns and the less well-off 

individuals would be left out in the cold. The ful I operation of monetary policy would 

require stri et exchange controls and an exchange rate system simi far to the European 

Monetary System which we are now (January 1979) committed to enter. It remains to be 

seen how far whot is technically possible will be politically feasible. 

Monetarist doctrine has impressive theoretical coherence but I remain sceptical of 

attempts to substitute an automatic regulator for management by society of its own affairs, 

however imperfect at times such management may be. I cannot see how a democratic 

community could reasonably be expected to accept being placed in a monetary strait-jacket 

by its own Government unless it were persuaded of the equity and desirability of such a 

discipline. It is unthinkable that any Government could use monetary policy, even 

if it were so minded, to grind trade unions or other impor !ant interest groups into submission. 

I continu e to believe that democracy can be made ta work, not through reliance on 

automati c regulation or enforced discipline, but through informed discussion of options 

I and objectives, l ead ing to a wide measure of acquiescence and co-operation. Statutory 

regulation has its proper place in "traffic-sign" situations, where, in its absence, chaos 

I 
I 

would rule and where its presence serves to protect an orderly majority against disruptive 

and selfish actions by a sma ll minority. The Centrnl Bank has, for examp l e , always 

expressed its support· in principle for the underpinning by law of agreements on pay 

reached by representative bodies with at l east some regard far the national interest . 

Guided by this socio-po liti ca l philosophy, no l ess than by recognition of the limited 

scope in an open economy far Keynesian ideas of demand expans ion, the Central Bank 

has devoted a great dea l of it s attention and advice to the importance of genera l ocquiesence 

in 
O 

moderate rate of growth of money incomes. Na effor t has be :cn spared t·o explain 
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I the harm that can be done by disproportionate income increases in raising production 

costs, destroying competitiveness , enlarging balance of payments deficit·s and in all 

I these ways putting jobs at risk. Much of the correspondence quoted in this Memoir 
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relates to incomes policy and Appendix 3 contains a selection of significant extracts from 

Bank publications on the same topic. 

One must conclude that, however important its licensing and regulatory functions 

vis-~-vis the commercial banks and its power to create and issue money, the Central 

Bank's main function as a public authority cannot be other than that of trying to influence 

Government policy in favour of protecting, totheutmost, the value of the monetary unit. 

The advisory role of the Bank is supremely important. How it was performed in the 

1969-1976 period is outlined in this Memoir, which documents the views and advice of 

the Bonk, supplementing in various ways the already-published material. What degree 

of success was a .:hieved - indeed, whether the advice ought to have been better observed, 

or more largely ignored - is, no doubt, best left to historians to judge. Nevertheless, 

some impressions of one close to the events may not be out of place. 

As to how far advice was listened to, one might, on the surface, take a pessimistic 

view. There was hardly ever more than a polite acknowledgment of the Bank's written 

submissions,and views expressed orally were usually heard in silence , though in a receptive 

rather than a hostile atmosphere. One may, however, suppose that warnings of dangerous 

trends and reminders of what was right did not fall entirely on deaf ears but had at least 

some corrective or restraining effect . I need not underline that this is a more qualified 

statement than Dr. Moynihan's conclusion: 

-"However sceptica l it might somet imes be regarding the 
wisdom of Government economic policies, it had no 

reason to fear any calamitous departure from the paths 

of financial orthodoxy, and it was supported by the 
knowledge that its advice had been received with , al 

least , understanding and sympathy by successive Minist·ers 

for Finance".* 

In our period of review, the temptations to stray from financial orthodoxy were stronger 

and not always resisted. The Central Bank 's advice, expressed both in private and in 

public, rarely produced converts in Government circ l es, though it may have heightened 

a consciousness of guilt and been a safeguard against worse excesses'. One salutary factor 

was t·he continued growth of the Central Bonk 's pub\ i c reputation for independence, efficiency, 

honesty and techni ea\ competence: this made its pub lie pronouncemeni's harder to ignore. 

* Currency and Centra l Banking in Ire land, 1922-60, page 475. 
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We do know, from memorondo submitted to the Government, thot the Minister for 

Finance often shored the some concerns as the Bonk. He was not always successful, 

however, in winning over his colleagues and a not surprising inconsistency con be 

detected at times between the economic analysis and remedial prescriptions in the 

opening port of budget speeches and the fiscal decisions announced later. The fact 

is that neither shortage of money - foreign borrowing on the whole was too readily 

availabl e - nor any effective external discipline (arising out of EEC commitments to 

co-ordination of economic policies) was really of any great effect in limiting the freedom 

of Government action in the period surveyed. 

Dr. C.H. Murray and I appear very often in this Memoir in attitudes of confrontation 

and it is time I corrected any false impression this may convey. Each of us was carrying 

out his particular function, within the context of his own loyalties and convictions, just 

as I hod done in relation to Dr. Moynihan when he was Governor and as, no doubt, 

Dr. Murray himself is doing today in relation to his successor in the Deportment. I am 

gratified thot our verbal arguments never spoiled our good personal relotions. There 

was much in common in our upbringing, training and development; indeed, we entered 

the Civil Service on the some day and in the some office ond both of us acquired London 

University degrees by private study. We hod col loborated to good effect in the preparation 

of "Economic Development" (1958) and we become close colleagues whe n Dr. Murray, at 

my prompting, joined the Deportment of Finance to head the new Economic Development 

Branch, later the Development Division. As I found from experience, there ore seeds of 

difficulty in the relationship between a Secretary of the Deportment of Finance and the 

Central Bonk Boord, of which he is also a member, and particularly between him and 

the Governor as full-time Chairman of that Boord. But,with understonding,these difficulties 

can be minimised, the more so when the parties recogni se that they have more in common 

than divides them and, in particular, that fundamentally they shore the some anxieties 

and objectives. 

I was extremely fortunate in my No. 2 at the Bonk, Bernard Breen. He was general 

manager in the full sense of the word. He ranks in th e highest category of administrators 

with whom I have closely collaborated. Ulterly reliable and competent, he is endowed 

not only with outstanding common sense but also_ with courtesy and kindliness. One of 

my los t acts was to remind the Minister for Finance of Bernard's qualities and of the 

submission I had mode that he be considered for appointment to the Board as Deputy Governor 

or, at least, as an executive director. The record of my farewell talk wi th the Minister 

contain s the following passage: 
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"I also recalled that when speaking to the Minister 

on 2 April, 1975, I had urged the desirability of 

providing some full-time support for the Governor, 

eirher by legislating for the appointment of a permanent 

Deputy Governor or by using the existing statutory 

provisions under which a member of the Boord con be 

given additional executive functions. I emphasised the 
desirability of matching the normal organisation of 

Central Banks elsewhere; it was desirable that those 

who attended meetings of Deputy Governors in the EEC 

should at least hove the status of Boord members I ike 
their other colleagues. An appointment of this kind 

would also provide a top prestige post for staff, with the 

possibility of a suitable staff member eventually becoming 

Governor - though there should, on the other hand, be no 
closed shop situation os for as Deputy Governor or Governor 

ore concerned. I mentioned Mr. Breen as on obvious 

appointee to the kind of position I hod in mind. The existing 

powers could be used with the Minister's co-operation either 

when a vacancy occurred in the Boord or if the number of 

possible members of the Boord were increased by fresh 
legislation." 

Regrettably, this, my lost piece of advice, like so .much that went before, was 

to go unheeded'. 

My term as Governor of the Central Bank which, as noted in Chapter 1, began 

under seemingly good auspices ended on a note of disappointment. I hove no sense 

I either of surprise or grievance over this: I take it to be a not infrequent experience 

of Governors of Central Banks. I am glad that I was able to maintain good terms 

I personally with those whose policies I criticised. There is a great measure of sotisfoction 
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in having hod a port in bringing the extended functions of the Centro! Bonk into ploy, 

in seeing its efficiency increased and its status raised. It is served by on extremely 

competent and co-operative staff. When all positions were opened u·p to women , 

equal pay was arranged from the start before custom or legislation so ordained. We ma; 

now , at any time, hove a General Manageress or a Governess, unless we hove the good 

sense to accept the concept of neuter gender for the designations of our highest posts'. 

Finally, I think it con be claimed that a notionally useful relationship with the Government 

was maintained with a high measure of independence, but with due observance of the 

basic principles of democracy; in other words, the Bank respected the Government's final 
. . 

authority but foit·hfully discharged its critical and advisory functions and was, in no 

sense "the Government·' s creature". 
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APPENDIX l 

STAGES IN THE EVOLUTIOl'-J OF CENTRAL 
BANKING IN IRELAND, 1942-1968 
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Between 1942, when th e Central Bank was established, and 1954 none of the 

central banking functions conferred on the Bank by Section 7 of the 1942 Act was 

exercised. It was not until after Dr. McElligott became Governor (on l April, 1953) 

that these functions began to be activated. The process continued during Dr. Moynihan 's 

Governorship ( 1960- 1969). Following are some of the more important stages: 

6 January 1954: Purchase of Dollars for General Fund. 

Hoving secured Treasury acqu i esence, I suggested to the Governor 

of the Central Bank by letter of 12 November 1953 that the Bank 

should acquire dollars equivalent to the annual erosion (about 

$1 million) of Irish dollar assets through sales in London and the 

dollar area. The Governor notified me on 6 January, 195( that 

the board of the Bank had agreed to purchase for the General Fund 

up to $1 million per annum. 

Jan.-Feb.1955: Modification of parallelism between British and Irish 

interest rates. 

At the instance of the Department of Finance, with the concurrence 

of the Central Bank, the commercial banks agreed not to raise their 

lending rates when Bank of England rate was raised in January and 

again in February 1955. This was the beginning of the policy of 

differentiation described in Dr. Moynihan's book "Currency and 

Central Banking in Ireland" (pp 420-422 and p.426) and further 

discussed in Chapter Vl of this Memoir. It was a I ways recognised 

that scope for manoeuvre in the matter of interest rates is I imited to 

a mere curbing of a trend, a temporary easement or deferment of 

,its impact. This was explained in the Budget statement of 1955 and 

at greater l ength in a spee ch made by th e then Minister for Finance 

at the annual dinner of th e Dublin Stock Exchange on 20 December, 1955. 
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13 April, 1955: 
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First rediscount operation. 

The first credit-creating transaction of the Central Bank was the 

rediscounting of tea bills for Tea Importers Ltd., and it originated 

in a suggestion by the Department of Finance to the Governor of 

the C_entral Bank on 5 April, 1955. 

20 December, 1955: Rediscounting of Exchequer Bills for commercial banks. 

22 August, 1956: 

Agreement by the Central Bank to rediscaunt Exchequer Bills for 

the commercial banks arose out of pressure by the Department of 

Finance on the commercial banks for temporary finance at a time 

of depleted bank reserves. 

Admission of US dollar securities as assets of Legal Tender Note Fund. 

This was a logical extension of the arrangement made in January, 1954, 

for the purchase of dollars for the General Fund. I had discussed it 

with the Governor of the Central Bank as a means of freeing the 

resources of the General Fund for rediscounting of Exchequer Bills 

while continuing to add dollars to the national exchange reserve as 

a re-insurance against weakness of sterling . The unanimous request 

of the Board of the Central Bank was transmitted to the Minister for 

Finance on 10 AtJgust, 1956. 

6 November , 1956: Purchase of "capital" dollars even at a premium. 

When "capital" dollars became available for purchase by Irish citizens 

(i.e. dollar proceeds of sales of ossets, legacies , emigrants' 

remittances , etc.) I obtained the agreement of the Governor of the 

Central Bank that al I available capital dollars would be purchased by 

the Central Bank, even at a premium, in preference t·o al lowing them 

go to London . 

November , 1958: Settlement of internal c l earances of commercial banks . 

This had bee n under consideration by the Board of the Central Bank 

for some time and had been foreshadowed by the Minister for Finance 

in a speech on 5 February, 1957. 
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March, 1959: 

November, 1961: 

13 May, 1965: 
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Admission of Irish Government security as asset of Lego! Tender 
Note Fund. 

In response to the request of the Department of Finance ( 14 January, 

1959), the Central Bank agreed to nuke an advance to the Minister 

for Finance under Section 3 (7) of the Bretton Woods Agreements 

Act, .1957, to finance on increased subscription in gold to the 

International Mone1·ary Fund. A unanimous request from the Board 

to the Minister to make an Order adding "Irish Government security 

for advances under Section 3 (7) of the Bretton Woods Agreements 

Act 1957" to the list of assets in which the Legal Tender Note Fund 

may be held was conveyed to the Minister in March, 1959. It 

was further agreed by the Central Bank in June 1960 to advance 

an additional £3 million approximately to the Minister for Finance 

under the same Section. 

Transfer of port of Legal Tender Note Fund to General Fund. 

An Order was made on '2!9 August, 1961, at the request of the Central 

Bank adding the item "Balance in General Fund" to the list of assets 

in which the Lega l Tender Note Fund may be held. In November, 1961, 

in order to increase the resources of the General Fund and give it 

wider scope for its rediscounting and l end ing operations, UK 

government securities and cash amounting to £20 million were 

transferred from the Legal Tentl er Note Fund to the General Fund 

and replaced by a corresponding "Balance in General Fund". This 

internal rearrongemen t meant that the resources of the General Fund, 

which amounted to about £20 million before the transfer, were 

doubled. 

Letter of Advice on Credit Policy. 

On 13 Moy, 1965, the Governor of the Central Bank sent the initial 

letter of advice on credit policy to th e Associated Banks. This 

followed a proposal by the Irish Banks' Standing Committee that a 

statement of the Central Bank's v i ews on domestic credit and on 

Government financing by the banks shou ld be conveyed to them. 

The May letter was the first of a series of communications from the 

Central Bank which sought to achieve an appropriate relationship 

between the credit po li cy of the banks, the grnwth in their resources 

and 1·he requirements of the domes1·ic economy . 
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30 Septe1n'J r , 1965: Six per cent Funding Loan. 

At the beginning of September 1965 the Minister for Finonce 

sought on odditional £18m.from the banks. To meet this 

requirement in full, while complying with the Central Cank's 

advice (Moy 1965) on credit policy, wou ld have involved severe 

curtailment of credit to the private sector. An arrangement 

was made under wh i eh the Central Bank purchased on 30 September 

from the Associated Banks £20.5 (nominal), 6% Funding Loan, 1969, 

which hod been specially is;Jed to the banks by the Minister for 

Finance. The Minister then paid off £20m. of Exchequer Bills 

which matured on 30 September (£13.7m. of which were held by 

the Central Bonk and £6.3m. held by the Associated Banks). 

On the same date the As;ociated Banks took up £1 Bm. of fresh 

Exchequer Bills. As a result of these transactions there was on 

increase of £11 .7m. in the Associated Banks' holding of Exchequer 

Bills and this hod been made pos~ible by the Central Bank acting as 

lender of lost resort. 

See also Chapter Vl l of this Memoir. 

19 April, 1967: Money Market. 

The Board of the Central Bonk agreed on 19 April, 1967, that the 

Governor should set up a committee to examine and report on the 

functions that might be performed by an active money market in 

Ireland, the methods of operation of such a market and the practical 

steps that might be taken to facilitate its development. The 

committee reported in October 1968 and its report was published on 

2May,1969. 

November 1967: Diversification of Reserves. 

This matter is dealt with in Chapter Xl of this Memoir. 

T .. K. W. 
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APPENDIX 3 

I NCOMES POLICY 

Significant extracts from Central Bank pub l ications . 

From Quarterly Bu l letin, Spr i ng 1974 (artic le on '1nflation and Mone:,:: 

~"): 

The essential elements i n the Centra l Bank 's view in re lat i on to 

i,1comes, as expressed over the last five yea rs, are as fo ll ows: 

(l)The Bank has supported both the analysis and the 

broad recommendat i ons of the Report on Incomes 

and Pr i ces Policy i ssued by the Nati onal Industrial 

Economi c Council i n February 1970 . These included 

a proposa l for a body to rev i ew pay re lativities. 

(2)The Bank sees nationa l po li cy as be ing concerned 

with ra isi ng both real incomes and t he number of 

acceptable jobs . The Bank has exp lained how these 

aims can be thwarted by the pursuit of undu ly h i gh 

rates of i ncrease in money i ncomes . When money 

incomes i ncrease much faste r than product i vity , cos t s 

and prices are • i nev i tably raised . If this happens 

faster in Ire land than e lsewhere, the marke t prospects 

for I rish products are curta il ed and , si nce exports 

are t he key to expansion , economic and social progress 

is re tarded . A more moderate and order l y evolution 

of money i ncomes is seen by the Bank as a necessary 

e l ement of any genera l pol i cy directed towards 

a ch i eving full employment. The Bank i s convinced 

tha t economic expansion and. community we l fare wi ll 

be better assured by acceptance of the a t tainable~ 

i mprovements i n i ncome by way of more moderate 

money increases coup led with a slower r i se in prices. 
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(3)1nc1eased productivity, as indicated by the expected 

national growth rate, is now a normal element in pay 

increases. Any further recognition of productivity 

for pay purposes must tend to raise costs and prices. 

If a high inflation rate is to be avoided, it is only 

in genuine cases of exceptional improvements in 

productivity and even then only in moderation that 

increases in pay over a·nd above the agreed "national" 

norms can safely be allowed. 

(4}Where agreement on wage and salary increases for a 

period ahead is reached at national level, and is 

consistent with the basic interests of the community, 

the Central Bank has indicated that it would favour 

the giving of statutory force to such an agreement, 

as is done in most Continental EEC countries. 

(5)A wider economic and social setting for bargaining on 

pay increases appears to the Bank to be desirable. 

This point is developed further below. 

While progress hos been made on the institutional plane in 
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recent years, with the negotiation of National Pay Agreements under 

the auspices of the Employer/ Labour Conference, the establishment 

of the National Prices Commission, and the formation of the 

National Economic and Social Council, it is not yet sufficient 

and has not so far curbed inflation. 
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A number of economists whose normol pre~erence would be for 

free operotion of market forces hove expressly recogni sed the 

need for some form of control of th e rote of increase in money 

incomes if inflation is not to keep on accelerating. The transition 

from recognising this principle to applying controls in practice 

hos not, however, been easy to effect, or maintain for long, in 

most democratic countries. It is all the more desirable that 

sustained efforts be mode to achieve the required moderation 

through education and persuasion and on the basis of as wide 

agreement as possible. 

While the merits of Notional Agreements hove been widely noted 

(the advantages of the most recent one were indicated in 

the recent Budget speech), one cannot overlook their defect of 

appearing to deprive individual unions of on adequate field of 

action and, on the economic plane, the fact that their effect hos 

been to aggra vate rather than reduce inflation. The inconsistency 

between the large money awards agreed by the two porti es to 

Notional Agreements and the roth~r smo 11 productivity 

gains achievable annually at notional level may be portly a 

function of the restricted horizon of the parties to a traditional 

collective bargaining system. Neither trade unions nor employers' 

organisations ore yet fully conscious of the urgent need to 

reduce inflation. The unions still hove a greater immediate 

interest in pushing wages ahead of prices, while employers hope 

that it will continue to be possible to pass on higher costs not 

only in the home market but also in external markets themselves 

sustain ed by inflation. There is no provision for ensuring that 

collective bargaining is informed or gu ided by a realistic 

assessment of the outlook at home or abroad or of the longer-

term noti ono I interest. Advertence to the prospects ahead, and 

particularly to the conditions on which maximum progress depends, 

and a brood consensus as to the socio I ond economic development 

principles to which Government policies will conform, appear to be 

essential elements in a process which so large ly determines the 
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competitive position of Iri sh goods and serv i ces and,indirectly, 

the rate of national progress . 

This extension of the horizon of the negotiators of pay in creases 

cou ld , perhaps , result from continuous studies with i n the 

framework of the National Economic and Socia l Counci I. Th e 

Coun c il might try to assess the longer-term resource and growth 

prospects 
1 

the conditions of maxi mum economic and soc ial 

progress and the policy choices open in relation to ta xation , 

social welfare and the trend of prices, real incomes, 

productivity and employment. These assessments , and the 

principl es of po li cy agreed by the Government in the li ght of 

them, would then be available to the Employer/Labour Conference 
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and other negotiating bodies . The National Economic and · Social Council 

has the advantage, far this wider task, of a membership representative 

of interests other than simply employers and trade unions, in particu lar 

Government departments, the Centro I Bank and independent persons , and 

its own expert secretariat. Even t hose who react against the 

Government , as such, rather than merely as emp loyer, hav in g a 

seat at the bargaining table, might wel l consider it unreasonable 

to object to having the bargaining related mare closely to 

the wider interests of the economy and the issues appraised as 

comp etently and objective l y as possib l e . Until this is somehow 

arran ged , there is every risk that national wage and salary 

settlements wil l increasingly undermi ne the value of money 

and operate against the longer-term social and economic 

interests of the community. Such an arrangement, on the other 

hand, might help not only to prevent ~elatively high inflation 

in Ire land but .to bring about a lowering of the abso l ute annua l 

rate o f price i ncrease . 
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The foregoing outline of the "social contract" idea differs 

from others to which public expression has recently been 

given. It is not, for instance, considered appropriate, as has 

been suggested by the Federated Union of Employers, that the 

bargaining about any particular round of pay increases should 

include specific commitments by the Government regarding 

taxes or social welfare benefits. An immediate and direct 

linkage of this kind would deprive the Government of the 

freedom of action it needs in order to manage the economy in 

the best interest of the community as a whole. It does, however, 

seem appropriate that bargaining on pay issues should be more 

clearly informed than hitherto by a recognition of all its 

economic and social implications and that the parties 

to the negotiations should have, as a frame of reference, the best 

assessment possible of the principles and policies to be observed 

over three or four years ahead in order to ensure the steady growth 

of the economy and a cceptab I e progress in the direction of fu 11 

employment and a fairer socio I order. 

From Quarterly Bulletin, Winter 1974: 

The Bank's view is that the safeguarding of employment and 

living standards must be the predominant aim of policy but 

that this could be made an impassible task if money incomes 

were to keep on increasing at the rates now current. Neither 

the i ndustria I, nor the agri cu I tura I, nor the service sector cou Id 

afford to pay such increases to all who now hold jobs : markets 

and profits lock the necessary buoyancy. Indeed, there is so 

little scope for expansion of domestic activity, with the external 

deficit and foreign borrowing already so high, that a combination 

of high money income increases and reflationary action COL,ld 

only lead before long to greater unemployment and redundancies. 

High money income increases for all simply could not be financed 

and any significant increase in domestic act·ivity is out of the 

question unless there is moderation of income increases. 
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From Annual Report, Spring 1975 : 

Despile the critical importance of pay increases for the 

economy as a whole, the Government is not represented as 

such in notional pay negotiations between representatives of 

unions and employers . . . . . . . . . The rising sea le of money 

incomes poses the greatest threat to new and even existing 

jobs. Expansionary fiscal policies con offer no release : 

with incomes escalating, such policies ore nullified in 

their employment effects and c;u:ckly run into balance of 

payments constro i nts. The price of job preservoti on is income 

restraint. 

From Quarterly Bulletin, Summer 1975 : 

It is becoming more widely understood that the present rote of 

increase in money incomes of those at work not only closes off 

new jobs but causes additional unemployment and makes it 

extremely dangerous to attempt remedial action by way of 

further exp;msion of Government expenditure, requiring more 

massive foreign borrowing. Granted a lower level of income 

increases for those still at work, there need be no fear of' any 

foll in total demand; on the wntrary, as the Bank has repeatedly 

pointed out, public and private productive spending could 

then be expan:::led in the interests of employment both with 

greater effect and with less risk. 

From Quarterly BJletin, Autumn 1975 : 

The need to contain the growth of current Government 

expenditure and to cut down current budget deficits parti cu larl y 

by restroining the rise in money incomes is basic in the 

fight against inflation and unemployment. It is most regrettable 

that this was not seen as an emergency requirement as soon 

as the price of oil was quadrupl ed at the end of 1973. The 

d~gree to which it is recognised, even at present, is inadequate. 
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From Quar.terly Bulletin, Winter 1975: 

Real incomes can over time rise only in line with real 

growth; attempts to secure more than this by way of 

inordinate increases in money incomes merely add to 

production costs, damage comptitiveness and cause 

unemployment. To give policy-making perspective and 

consistancy a flexible form of medium-term planning, 

with full involvement of the major economic interests, 

is desirab I e. The course of pub Ii c expenditure as 

well as of personal incomes needs to be well ordered 

in the interests of national progress. 
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