Dely Telponh

1l m

Now- (95

economic recovery ?

[ FEYHE list is endless. Opposition
| & leaders, CBI chiefs, ex-Tory
Prime Minister, trade union-
ists, Conservative backbenchers,
Oxbridge economists, and journa-
lists from almost very newspaper
still in print. Hardly a day passes
without some memsber of the cor-
porate establishment taking a
swipe at Mrs Thatcher’s mone-
tarist pelicies.
Despite the

| interests which
| in discrediting monetarism, there
| are three fundamental questions
’ being asked of the Goverument’s

strong personal
all the above have

monetarist policies,

First, can we be' sure that they
will work? This involves two sepa-
rate guesions: does a progressive

i reduction in the growth of the
moncy supnly lead to a progressive
reduction in inflation, &nd can the

| Government coenirol money supply
| growth witu a sufficient degree of

" precision to keep to its medium-

; term financial targets? I believe

| the answer to both questions is an
unequivocal yes. Already the rate

{of inflation is coming down
markedly, After rising te over

: L, it is mow 15 per cer

and falling. This success is
result of pas: monetary policy and
gives lie to the suggestion that
price and wage centrols are neces-
sary to reduce inflation. In_fagt,
price inflatiog been failin

1he
LiC

b a_time when wage inHation has
| Been 1 1T the Government
| sticks to the medium-term mone-
has set
n by 1984
cent,
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strategy which it

f, the rate of infiati
1y be wlow 5 pet
n of mouey supply

control is more complex. 1 have

no doubt that the Bank of England,

if it so desired, could have con-

trolled money supply growth over
i the past year. What 1s how becom-
ing patently obvious is that the

Bank has made the level of inte-

rest rate money supply

gro e target of policy

Over the past year. But central
bank in the .world car control

interest rates and money supply

growth. It «can chocse to target

one, but then must accept the

market’s determination of the

other.

The real problem is that the
Bank of England no longer sees
itself as the custodian of our
nati currency but of the level

exports, employment and manu-
facturing output. By taching
primary importance to co: rolling
interest rates and accepting the
consequence in terms of the money
supply “ explosion,” the Bank of
Fnzland has .

has

from

levels of 20 per cent. or more

earlier this year. This is gquite

true. But these levels would have

lasted only a few months at most.

Witness the American experience.

The tragedy is that as a result

of Bank of England behaviour we
re now living with est
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The next basic guestion about
Mrs Thatcher's pohicy is whether
the opr demanded Uy mones
tarism.is toc high. Even before
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bhelieves the Government
must stick to its
policies, however

unpopular

present policies were adopled
no one, to my knowledge, has
ever suggested that some costl
vay of red i tion st
);\s a result, the cl :
the lesser of two 1at
are bound accept @ temporary
and small rise in unemployment
if we are to reduce inflation. For
oliticians such as Mr Foot and
r Healey to stand up and hold
out some other prospect is a
display of either ignorance or dis-
honesty. However, the rapid
increase in unemployment this
year at a time when monetar:
policy has been very easy is far
more than the cost of just tackling
inflation, It results primarily from
factors outside government con-
trol — the world recession, the
high exchange rate following
North Sea o©il and high wage
settlements and also partiy
from the attempt to reduce inefi-

ncy in the public sect

Wha > £
as British Ley y BT
and British Airways s
enormity of the disgt
ployment which has existed in this
couniry for decades and which
was allowed to get out of hand
during the ’seventics. If the
Government were to change course
and place an r limit on the
feasible level
i ! only

L destr even more jobs
over the ‘mext few years. The
Goverrnment is absolutely right to
give priority o reducing inflation
and eliminati i
national inter:
and pro
npt to

unemplo

shall reap a bitter harvest when,

to put popularity and short-term
electora
ing the foundations for

prasperity.
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Although, therefore, the cost of

reducing inflatien to provide a
basis for remewed prosperity is
semething we should be prepared
to pay, nevertheless the CB I, and
small businesses in particular,
have a good point te make. Most
of this cost h: n borne by the
rivate not the public sector.
he proper response to this is
not a reckless
Minimum Lending Rate, which
would be followed inevitably by
an ecoeleration in money supply
growth from its present inflated
level, but a reduction in the
ands of the public sector on
limited mna*ional
1his involves ¥
cuts i

T
i

tive to reduce interest rates in a
non-inflationary way over the next
six months, the only option open
to the Government to help the
CBI over this next year is to.
have a  winter-budgel which
raises persend! income tax and

aduction in the |

resources, |
further substantial |
n public spending. As these |
take time and hecause it is impera- |

duces the National Insurance |
1 i

Surcharge, If the
mented by expe)

SC were comw
ture cuts whi?

1
took effect in the next financial |
y

year, then the Chancellor wg

ouce again be able to hold out the i

promise of lower direct taxation | -
i the spring budget of 1982, The |

ons thing the Governm

not do is to jeopardise
medium-term sirateg
of shortterm
if ot fails
it will clearly be risking.
The final question is whether, as

its
opularity — wi

1
act.an

for the sake

to take this kind of |

a result of present recession with |
mcreasing bankruptcies, closures !

and redundancies, we might be left ¥
as an economy without a viahle |
Although |
is severe a'l

manufacturing  base ?
the nresent recession

y some firms |
languish.
mora! is simply that
high  interest rates
a - high exchange rate
firstlass management can still
generate success. When money
supnly growth is seen by the ir
vest'ng public t¢ be Armly und
cont inte es will
and w J
is brou wder contrel they v
fall even ‘ther. Low inter
rates and higher bond share prices
will encourage expaznsion by exist-
ing companies, . stimulate the
setting up of new small businesse:
and attract foreign investment,
a State planned economy it
possible to pinpoint the
CrY. i a marks
L. 4 suspact the

§ o

services backed up by firstrate
research and invention (at which
we have alwavs prided ourselvas)
rather than across-the-board many
fe i the Govern-
1 create a stabhis
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