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circumstances, it should be possible to remain within existing credit ceil-
ings without prejudicing the planned growth of output. Liquidity may become
particularly tight in some sectors of the economy and some regions of the
country, but in the staff view the solution to such problems, should they
become acute, would be a redistribution of planned credit increases rather
than an across—-the~board increase in total credit.

There appears to be a welcome degree of fiscal restraint at all levels
of government. Indeed, the determination to remain within nominal expenditure
estimates in the face of accelerated inflation and to refrain from additional

borrowing from the banking system is likely to lend to lower levels of real
expenditure than originally planned.

Changes in interest rate policy have been much slower to develop than
originally hoped for and expected. It appears that higher nominal interest
rates will not be in place for practical purposes until the final months of
the year and it remains to be seen how high they will be. The new level of
rates will need to be judged against the inflation rate expected over a period
of time, rather than against the rather low rate expected to be recorded in
the second half of 1981. As it has said on past occasions, the staff is
convinced that the arguments favoring positive real interst rates are over-
whelming. The staff believes therefore that further steps are desirable
in 1982 over and above those being considered for 1981 to ensure that interest

rate policy stimulates domestic savings and assists in the appropriate alloca-
tion of investment funds.
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