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EMS stand

7,4 comes
under fire

The Government argument
that Britain must overcome
inflation before taking the
pound fully into the European
Monetary System is chal-
lenged in a paper published
today by the Conservative-
backed Centre for Policy
Studies.

In the paper, Professor Har-
old James of Princeton
University says the argument
is incorrect, as Britain’s great-
est immediate gain would be
in using the EMS as an anti-
inflationary strategy more lo-
calized in its effects than its
high interest rate regime. He
urges full membership as soon
as possible.

Professor James dismisses
the view that the EMS is a
stalking horse for wider pol-
itical developments in
Europe: “EMS's attractions lie
not in political dreams about a
European future, but in offer-
ing a practical way of address-
ing two endemic British
problems: high levels of infla-
tion and high interest rates.”

Replace dollar, page 26
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PARLIAMENT AND POLITICS

- ECONOMIC AND MONETARY UNION

Labour ‘willing to

By David Buchan in Brussels

THE Labour Party was ready,
unlike the Tory Govemment, SENIOR ministers are ready
to contemplate the Possibility to establish the Govern-
that Britain might join its EC ment’s “Star Chamber” if
partners in an economijc and negotiations between the
monetary union (Emu), Mr Treasury and three White-
John Smith, the shadow Chan- hall deparatments fail to
cellor, told a press conference resolve disputes over next
in Brussels last night. year’s public spending.

Having earlier in the ddy sig- Officials said a number of
nalled the Laboyr Party’s members of the Cabinet had
“®agerness” to join the current been put on “stand-by” so
European Monetary System that the Star Chamber can
(EMS) parity regime, Mr Smith  be convened at short notice

id that, should a conference if the current talks between
ja the 12 governments be called the Treasury and the depart-
to negotiate an Emu arrange. ments of Education, Trans.
ment, the Labour Party would port and Social Security
vant to extend the negotia- remain deadlocked.
:ions beyond monetary mat- The Star Chamber, which 2
ters. ¥ wouflfd be chaired by Sir (.

Macroeconomic, regional Geoffrey Howe, the deputy ith: signall EMS -
development, education and Prime T, and would L Smth. o ad Teadiness to join 57T,
environmental jssyes should include four other Cabinet : -
also be renegotiated by the EC," ministers as well as Mr Nor. E MS POLICY ) - AT AL
heEsu%gested. man ana::t. the Chief Sec- .

arlier Mr Smith saw Mr retary to the Treasury, g C PM

Jacques Delors, the Commis- all tO tO dlStance =
sion president whose monetary  the UK and other EC states. S E el
committee report has been ;. ol 4 S W -
Befunmar s ', 1o el bt e N€TSEIS from Walters vievy |
the blueprint - ougho ¢ Comm , iti fen e oS *
ek tl:) %Tr::l / for the way for. Labour would call far i 12 By Philip Stephens, Political Editor ; G

Mr Smith said he had found countries - to co-ordinate a qyp yo.o0 Party yesterday

e Delors report's recommen. growth strategy, to provide called on Mrs Margaret
dation for binding Limits o greater regional transfers of Thatcher to
individual state's budget defi. funds to the poorer .areas, and  gojp grom her chief economic that the Government's posi-
cits “less than convincing” byt to Co-operate, through centra] adviser, Sir Alan Walters, over tion on the EMS had not
he was happy yesterday to banks, to fight, speculation, his stated position on - the changed and that it would join
have been reassured by My These, he said, were concerns European Monetary System. e conditions laid down
Delors himself that the report that many if the socialist i fnes reported in  at the Madrid European sum.
Was “not the final word” in the group .shared. Mr  Smith 's Financial Times as  mit were met. Downing Street
er>rging debate on future Pledged - that Labour would referring to the EMS as  sald that no efforts had been
monetary arrangements, play a full part in the emerging “half-baked” and adding that made yesterday to seek clari-

> Smith, accompanied by Emu debate, arguments for l:!xe exchange Ej(;aﬂonm&nm Sir Alan about
Mr Gordon Brown, another i rate system have “never position.
member of Labour's Treasury suy;orstggt?him:mméuuyo}f attained even a minimum Jeve]
team, 2/so addressed the Euro- pean social charter, on which Of Plausibility,”
Pean ' rliament’s socialist he said the Thatcher Govern- His remarks were seized
8roup,  which the Britjsh ment was isolated from every UPOR yesterday by Labour
Labour , 95 are — since the other EC member As he was frontbench spokesman who exploit the differences on
June elect: < to the European speaking to the soéialist MEPs, claimed they were evidence exchange rate policy which
assembly - . largest single the European Confederation of that the Government's policy emerged last year between the
national con.  apt.. Trade Unions, was holding a towards taking sterling into Chancellor and Mrs Thatcher.

The Labou. city, he told rally nearby ito demonstrate the system remained in disar- Mr John Smith, the shadow
the group, “are €z, er to negoti- support for the charter ray. Chancellor, sajd that “the
ate early entry jnto the i The Government s expected open hostility” of Sir Alan to
exchange rate mechanism of Some 7,000 union activists, agree to a full-scale Commons  full British membership of the
the EMS.” But he acknowl. from all EC countries includ-  debate on the economy next EMS was in direct contradic-
edged that there were potential ing the UK, heard union feder- week - probably on Tuesday tion to the views of the Chan-
instabilities in the system aris-  ation leaders warn against any - but Mr Nigel Lawson, the cellor. The credibility of the
ing from current account attempts to water down the Chancellor of the Exchequer, Government's exchange rate
imbalances, such as the Ger- charter to attract UK Govern. s likely to be pressed on Sir | policy was being “fatally
man surplus and the deficit of ment support. Alan's comments when he . undermined,” he added.
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NIGEL Lawso ; ancellor,

will tonight dash City hopes of
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after the claim yesterday by
Henning Chrislophersen. the

Ve tosolve Brit. Common Market Commissioner

inner.

He will make it clear that the
not prepared tq
speed up entry into the Euros

overnment 1S

pean Monetary System.

His speech, anxiously awaijted
week, first in
j currency and then stock mar-

after a turbulent

kets, could und

for finance, that inflation in
Britain is not so high as to rule
out immediate membership of
the exchange rate mechanism of
the EMS.

Mr Lawson is likely to draw
attention to the Madrid terms
under which the Government
committed itself to joining the

S at some stage during
phase one of the Delors pro-
gramme for monetary union,
due to be launched next
summer,

The exact timing wil] depend
on how we| the system weath-
ers the lifting of exchange con-

The weakness of sterling has trols in France and Italy and on

created a bandwagon of support
in the City and industry for 3
the currencies of

firm link with
Europe.

Tensions over the question of
EMS entry will be increased 199]
&=——— - cilncreased
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French cloud on ¢

L WPOLITICAE |

according to one
tminster,

A

the European
tem.

In spite of the
remarks by Sir Alan
~ which prompted
in Conservative

irritation
ranks yesterday —

isters insist that t «
nise reached at the Madrid

= mmit still holds.

+ Sir Geoffrey Howe
-Te  ted this week, Britain
in the exchange rate
ism when its inflation
much closer to the

Wil
mecha
rate i

S Mr nigel Lawson pre-
pares to face Commons
questions today and
later deliver his annuaj Man-
sion House speech on mope-
tary policy, his Cabinet col-
eagues are dlscountlng the
Ppossibility of anything new on
Monetary Sys-

he compro-

bringing British inflation closer
tothe European average,
Whitehal] sources belieye
that if aj) 80es to plan, Britain
could be in a Position to join by

That,

mid-1990 -

informed view at Wes
could put Mrs Thatcher under
intense pressure to join in
by which time
both conditions should have

Supporters of immediate
entry believe sterling would be
safer from Speculative pressure
if it could shelter behind the
German mark anqd other Euro-
Pean currencies, in theory draw-
ing on the reserves of member
countries to prevent 2 sharp
devaluation.

They also hope that member-
ship of the exchange rate mech.
anism wil| break the cycle of
inflationary €Xxpectations in
Britain,

In Practice, however, it is up
to weak currency countries to
defend themselves, with the
Germans under no obligation to
spend their marks.

Mr Lawson wil| spell out more

etails of ap alternative
approach for monetary union in
Europe, rejecting the European
Commission's plan for a single
currency and recommending
instead that steps are taken to
createagenuinely free market.

S I0MN FAGIL |

he EM

been met. Sir Alan notwith-

latest
Walters  the
intense to change her mind.

standing, it might even give
Prime Minister an excuse

Meanwhile both the Labour
senior min- Party and the newly-renamed
Liberal Democrats signalled
yesterday that as long as the

Government stood on the side-

Pro-EMS credentials,

European average and after

the EMS
vive the

has shown it can sur.
removal of exchange

controls by France and Italy in
0.

July 1990.

From Mrs Thatcher’s per-
spective that points to a deci.

sion

being deferred unti] after

the next general election.
It is far from clear, however,
whether she or her ministers

have considered
another possibilit
France might try t
issue at the Stras|

mit in December

forward the remov:

rency controls.

=
0 force the
bourz sum-
by bringing
al of its cur-

seriously
that

lines they would do everything
possible to demonstrate their

m Lawson
tary union

High interest rates will
remain the key weapon for con-
trolling inflation. Op the day
that the Bank of England pub-
lishes its latest money supply
figures, the Chancellor js
expected to make a pew com-
mitment to controlling Mo
while rejecting popular City
remedies like “overfunding."

Robin Leigh-Pemberton, Gov-
ermnor of the Bank of England,
will provide backing for Mr
Lawson in his speech at the din-
fer, arguing that the time is not
ripe for British Participation in
the ERM.

British membership would
also add to the strains in the

ave emerged

with currencies like

h krone, Belgian franc

and Italian lira looking vulnera.

ble and the Germans keen to

tackle the problem of European

trade imbalances through a
majorrealignment.




WL 5 25

ABREINANCIAL TINMES

¢

i Thursday, October 19, 1989

By Simon Holberton and Philip Stephens

MR NIGEL LAWSON. the
Chancellor, will stress the need
to get inflation down when he
delivers a strong reaffirmation
of the Government's economic
policy in his Mansion House
speech tonight.

Whitehall officials said yes-
terday the Chancellor would
not reopen the debate on
Britain's full membership of
the European Monetary Sys-
tem. The Government's posi-
tion is that the UK will join the
exchange rate mechanism of
the EMS after remaining
exchange controls are lifted by
other members of the system
and when the time is ripe.

In Whitehall, the speech is
being billed as one which con-
tains few surprises, but it is
expected to address current
issues in monetary policy,
notably the consistent overrun-
ning of Mo, the Treasury's
main indicator of monetary
conditions which counts

mostly notes and coins, and
funding policy.

Officials said Mr Lawson was
not expected to announce any
fundamental changes to cur-
rent monetary policy, but it
has been speculated in the City
that the Chancellor might
change the way the Bank of
England funds foreign
exchange intervention.

Currently the Bank “steril-
ises” its purchases of sterling
in foreign currency markets by
acquiring an equivalent
amount of government stocks
in the open market — thereby
neutralising any effect on the

“domestic money supply.

A decision not to sterilise
currency market intervention,
or operate a more flexible
approach to it would, at the
present time, lead to a tighten-
ing of monetary conditions.
This would keep short term
interest rates firm and lend
support to the pound.

Lawson will reaffirm inflation strategy

Mr Lawson'’s speech tonight
at the Mansion House is expec-
ted to be followed next week
by & full-scale Commons
debate on the economy, which
has been demanded by the
Labour Party.

In the meantime, Labour
indicated yesterday that it
plans to make maximum politi-
cal capital out of remarks by
Sir Alan Walters, the Prime
Minister's economic adviser,
attacking the case for full Brit-
ish membership of the Euro-
pean Monetary System.

Mr John Smith, Labour’s
shadow Chancellor, contrasted
his party’s growing enthusi-
asm for the EMS exchange rate
mechanism with what he
called the “continuing confu-
sion and disarray” in govern-
ment policy.

Speaking in Brussels, where
he discussed the EMS during a
meeting with Mr Jacques
Delors, the European Commis-

!
Wt

206

sion president, Mr Smith said
that Mr Lawson's policy was
being “fatally undermined” by
Sir Alan.

Sir Alan’s comments were
discounted as unimportant by
senior Whitehall officials, but
they are seen by the Opposi-
tion as offering an ideal oppor-
tunity to maintain pressure on
Mr Lawson. .

The proximity of the Man-
sion House speech added to a
restrained mood on London's
financial markets. The pound
ended higher against the
D-Mark yesterday at DM2.9450
compared with DM2.9325 on
Tuesday. It was a touch stron-
ger against the dollar at $1.5885
and up 0.3 on the Bank of
England’s trade-weighted ster-
ling index at 89.3.

Technical factors prompted a
scramble for scarce stock
among marketmakers. The
FT-SE 100 Share Index ended
34.6 higher at 2,170.1.

The Blail

B G )

Maggie’s man hits at ‘half-baked’ EMS

Dem-
it - h, rates of the dol- Meanwhile Liberal EMS8 from January
MRS THATCHER'S per: 8y GORDON GREIG lar and the German ocrats leader Paddy Ash- Everyone earning ovte,a
sonal economic advisor, £ di deutschmark keep ster- down has steered his party €325 a week would be
Sir Alan Walters, Political Editor hag the EMS to the Lefi with a soak- it by the sbolition of the
again attacked the Euro- rates. = ceiling on employees
peaniManetary/Bysten: |\ Waenaltivellum § tocliNieel iy i 0 0T N vl e s ot t e e s National Insurance contri-
laims, . inst the devel of Lawson urging a r tions. .,
'hux" -b-kuéd'. l'ﬁle ;r:le:s‘;r Tonight the Ch: is & E\ currency con- shift in tax policy ".3“& It would mean 9
says he still has to hear an expected to explain his trolled by & European cen- the better-off. earners would pay a 9 per
argument for Joining financial objectives to City tra] bank. Mr Ashdown and Trea- cent premium uc;umt.hdr
which attains ‘even a min- VIPs at the Mansion But he suggests it would sury spokesman Alan . we“ect-
e el e ISy BT Bl e i R B
o ris ~- Next k he faces an
o, G s LI 8 NP TAR ENSEDTR S L LR
ist could hardl way he has tried to manip- eq len o
5:3: mgor‘;e %‘: 8 moxz ulnyte the pound and the the gold standard. % Rate Mechanism of the basic rate of income tax
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LD moves left on

Political Staff J)

The Liberal Democrats an-
nounced yesterday a high-risk
cconomic licy " that would
have the effect of squcezing the
income of the better off.

Mr Paddy Ashdown,
Liberal Democrat leader, spelt it
out in a letter 10 Mr Nigel

wson on the eve of the
Chancellor's important address
at the Mansion House. today. He
denicd at a press conference a
Westminster that he was adopt-
ing a policy of “soaking the
rich™, but in some respects the
E)hcy is farther (0 the left than

bour's.

The main ingredients are:

@ A declaration by Britain that_
it will Join the exchange rate
mechanism of the European
Monetary System (EMS) on
January 1, initially in the wide
band.

® A tightening of fiscal policy to
take up the slack created by a
loosening of monetary policy as
a result of lower interest rates

)
By John Lewis "

<

s

Mr Ashdown: We are not
trying to “soak the rich”
take £2 billion out of the
economy as interest rates began
to fall. To do that, they would
abolish the ceiling on employ-

flowing from EMS ship.
® The Liberal Democrats would

o
DALY

ees' € contri-
butions so that they would pay 9

would also
igher ratc of
would reccive the standard rate. |
The national insurance change |
would yicld £1.6billion; the
mortgage change, £330 million.

Chancclior
pledge 1o reduce taxcs 1o 20p in
the pound.

® Tax incentives 1o encourage
savings.

® A new funding policy under
which the Government would
use the budget surplus 1o buy
short-term
stead oi buying back govern-
ment debt and pouring more
money into the cconomy.

economy

per cent on all camings above
£325 a week.

Mortgage interest tax relief
be stopped at the
tax. Everyonc -

They would also want the
{0 abandon his

Treasury bills in-

Mr Ashdown said that Britain

was now balanced on a knife- |
edge of double-digit inflation !
and i

choice was
“stagflation™.

a recession. The other |
10 retum 1o

“We believe that the Chan-

cellor must make a change of
course and it is right for him 10
do it at the Mansion House
tomorrow"”, he said.

! EXPRESS

Low opinion

CONCERNING
public opinion

the Chancellor
quer, I have been
an ind d

The" Guardgm's
poll regardin,

of the gli':,xcl'neg
carrying out

public”op

poll among a broad: cross. see.

tion of
Guardian for a ve
and am still doing

people concerning The
ry long time,
so.

The ﬂaen question is as fol-

lows: *

ave you confidence in

the political “opinions of The

Guardian?”

The result, which

has been remarkably consistent,
is as follows: Yes, approximately

er cent. No, approximately

S orcent,

L. Gorden,
London, swi.

FINANCIAL TIMES
DEMOCRATS' CALL
Warning by
Ashdown on
recession /C

By Our Political Editor

LIBERAL Democrats yesterday
called on Mr Nige| Lawson, the
Chancellor of the Exchequer,
to combine full British mem-
bership of the European Mone-
tary System with a significant
tightening of the Government's
cal policy.

-In a letter to Mr Lawson
ahead of today's Mansion
House speech, Mr Paddy Ash-
down, the Liberal Democrat
leader, called for a package of
measures to avert the risk of
Britain's economy suffering a
sharp rise in inflation or a deep
recession.

Mr Ashdown said that the
Chancellor should use his
speech to announce that he
will take sterling into the EMS
exchange rate mechanism from
January next year, operating
under the wide fluctuation

bands currently applied to the
Italian lira.

Such a move would allow
interest rates to fall from their
present high levels, but the
Government should counter-
balance that by taking £2bn
out of the economy through
changes in the tax and
national insurance systems.

In a letter to Mr Lawson, Mr
Ashdown said that he should
remove the present ceiling on
employees’ national insurance
contributions so that high
earners would pay 9 per cent
on all income over £325 per
week.

At the same time the Chan-
cellor should restrict mo
interest rate relief to the basic
rate of tax, ending “the unsup-
portable practice of giving the
largest state housing subsidies
to the wealthiest home.-
owners.”

Mr Ashdown said that the
reforms - which should also
include increased tax incen-
tives for saving — should be
accompanied by an announce-
ment that next year's Budget
would not reduce tax rates
overall.

Mr Lawson should also drop
his pledge eventually to reduce
the basic rate of tax to 20p
from the present 25p, and
should resume the policy of
reducing the liquidity of the
London money markets by
“overfunding” the Govern-
ment's borrowing require-
ments. 3

Announcing his proposals at
a Westminster press confer-
ence, Mr Ashdown said that Mr
Lawson faced a clear choice in
today’s speech. On the one side
lay the route of full EMS mem-
bership and fiscal responsibil-

ity;
prospect of
rates.
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College of Europe, the President of the rigorously be helq in the battles foreshadowed |/
f-;']uropean lCogmxsslon must have calcylated elsewhere in M Delors’ speech.

that it would read as an exercjse in the right o :

fheacP. Failure 10 counter Mys Tt Doy gt o o ety M |

Community .must lie with cooperation be- m:;ml&:rdt{plghgc;:dmt:gmmnugcosn i.nMebeml:omu
tween Sovereign states would have appeared to Europe — and the accompanying danger of 2
concede the field, and M Delors is not the man dilution of West Germany’s commitmen; to <

to leave a gauntlet lying. the Communit : P
. Y — require the Communpjy to
 There were barbs enough — the pointed “accelerate”, He th?rgfore called on the lg to
citation of Sir Geoﬂ‘my Howcfs view of the take the political decisions at the Strasbourg
ments of shared Sovereignty, his dismissa] of summit in seyen weeks’ time, committing
195 “Who offer us nothing more e EaHs et e o result of EMU, which woulg
of the market as ultimate reference” o the enable a treaty of economic and mon,

cavalier seu/ attitude of “certain countries”, M union to be ratified by national parliaments

lors was not, however',l out merely to sco before the end of 1992,
points. In general terms, €St out to reassure 4 B 4
those, in Britain and other countries, who This smacks of railroading. The date for 5

1sm. On specific issues, European mone| ¢ :

union in particular, he sey Out to outflank  specifically not agreed ¢ their acceptance of

opposition, Stage one of the Delo;s Téport on monetary
On the central question of national sqv. “‘j'mot?t °t"'a‘5 i_upport ‘i‘:,'.“ 'gy“’ stages. The

ereignty, M Delors asserteq that building the l?tiedu "}& De!iamcwor 1 e mians =

Community involves “ng plot against the  settled as OFS appeared to sugges

nation” and that “ng one is being asked to M Delors should also be asked to spell out

renounce legitimate patriotism”, The key word what he means by Suggesting that the

here is, of course, “legiu'mate“, the key Commuruty‘s existing machinery, the “tri- {

question who defines legitimacy, angle” of Council of Ministers, European -
M Delors’ attempt to square the circle relies P arliament and Commlssxop, should be |

on the word “subsidiarity™, This he defined to radically overhauled. The practical objection is

mean that federaljs methods, and the goal of 3 that the Community could be deflected from .

united Europe, could be reconciled with  the urgent business of completing the Single

national ]oyahics by decentralised Organiza-  Market if jt embarks on redesigning jts

share Mrs Thatcher's distryst of Supranational- confesmpcc o iscuss EMU has not yet boen

that “the Commission must never succumb to ors’ address.The fact that M Delors

the drunkenness of its Powers”, extended declared himself firmly against the in- b

something resembling ap olive branch to crementalism favoured by Mr Thatcher and :
wning Street, allied himself with those who favour a “top

The Prime Minister should inspect it down” approach to Europan_in(cg@ﬁon
seriously. It js pledge which implicitly should inspire scepticism ofth&scmsmuuonal
acknowiedges that M rs Thatcher is not isolated ambitions,
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When will the Chancellor
put joining the European.

money system on menu?

I Euro Notebook

Edited by
Alex Brummer

®eecccsssccsctssstsessasacanee

FTER the angst of Black-
pool and the apoplexy of
the Footsie, the Chancel-
lor will face the assembled
bankers and financiers at the
Mansion House in better shape
tonight. What they are all dying
to hear is what he failed to say

in Blackpool last week: that | (kn

Britain is ready to join the Ex-
change Rate Mechanism of the
European Monetary System.

This is one subject, at least,
in which the City, industry and
now the Labour Party are all at
one. As they look over the hori-
zon at the next set of trade fig-
ures on Tuesday and the next
potential twitch for sterling, the
promise of ERM may look even
more en*icing. It is plain, for
instanc: that invisible earn-
ings, dz - ged by an exchange
rate wh: 1 is too strong and
constrained bv a tax regime
which mak:s London an unat-

tractive cer.t. for holding com-
panies and v trusts, will not
be in any m: -t sufficient to
bail out the s. 31l on physi-
cal trade.

, dust in case Lawson,

under the influe of .the
Prime Minister, apr  d to be
backing away from r itain's
Madrid obligations on EMS,
Chancellor Kohl of West Ger-
many and the Italian Prime
Minister, Guilio Andreotti, yes-
terday argued that talks on
monetary union should begin
in 1990 with preparatory talks
to start before the end of this
year.

The pressure for firm com-
mitments was also being ap-
plied by Europe’s de facto Cen-
tral Banker, Dr Otto Poehl, who
argued that current monetary
arrangements based around the
German Mark and the Bundes-

He made it clear that he be-
lieved it would be a mistake to
subsitute a mark-anchored cur-
rency system with the Euro-
pean Central Bank unless the
participants were to accept a
gei;xlu!ilne Europ%an %urrency
which is issued by a European
Central Bank and has a -
teed value. But, like the
Bundesbank, it would have to

stability” of a Germanic kind —
not simply an average of infla-
tion rates around the
community.

wants Bundesbank-style con-
trol. Dr Poehl could perhaps
have been more diplomatic. But
what he says makes good sense
to all of those whipsawed by ex-
traordinarily high money costs.

be fully committed to “price | thinke

In other words, he effectively | Th

tng.PmtlmmyourPipe,
perhaps.

views under the Nazis: the
Ordo-Kreis or Ordo-liberals.
eir influence is celebrated in
the publication today of two
books by the Trade PolRe-

search Centre which — who -

knows? — could become

essential reading for the new .

leadership across the Berlin
Wall

advocates individual and eco-
nomic freedom, which gives
their work a distinctly That-
cherite ring. However, they are
also firm believers in the need
for the Government to set cer-
tain rules if the liberal order is

Pipe dreams?

R POEHL'S musing
about the difficulties of
creating a single Euro-
pean currency could apply with
equal force to Europe's stock
markets. Though an ambitious
programme of co-operation
own as Pipe) is taking its
first steps, a true Euro-bourse
looks a long way off.
But just as the Deutschmark by banks, wiich would compete
and the Bundesbank stand to maintain the value of money,
Ordo-liberals

fer so much from the Austrian
school of Friedrich von Hayek.
Where the Austrians advo-

ready to act as the core of a | the
European system in the ab- trong
sence of a more co-operative ar- | i
rangement, so the London stock | bank.
market could use its existing
clout to force the pace if diplo-
macy fails.

The point was well illustrated
this week as stock markets bore
the brunt of last Friday’s Wall
S;reet falll(out In Lond:gwg::
“fast market” signs — s

prices changing too quickly for
the system to keep up — were
seen relatively briefly.
Brussels and Amsterdam,
however, have both suffered
computer problems which dis-
rupted trading. On Monday, the
French CAC 40 index of blue
chip stocks was effectively cal-
culated on a guestimated basis
because of the temporary sus-
pension of some of its constitu-
ents as prices moved too

sharply.
Trading in German stocks on
London’s SEAQ International
on Mon%agl was three ﬁ‘;nm the
normal daily average; ealings
in French stocks were up by 50
per cent, though in both cases
absolute volumes are still rela-
tively low.
Like Dr Poehl, the London ex-
change has already said it pre-
fers co-operstion. And though
its bargziniuy position should

(a militant anti-trust office) to
make sure that monopolies
were given short shrift.

It is a moot point, though,
whether the Ordo-liberal ideas

training. Nor
its human capital. A developed
economy needs above all

bank already had provided be o' arrated, it has made it ”ﬁgm?ﬁ:‘kmﬁnn that in
' pro “a.| not he 02 Vi 3 oS
| heal compulsion. to price | clear it will h the expansion | place, o-liberalism might
ity line" Of SEAQIf that is not forthoom- pr“ e :

The movement passionately . .

to work. This is where they dif-

cate private currencies issued -
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with trade figures

THE Government now faces a
full Labour-initiated eco-
nomic debate on Tuesday, the
day when the September trade
figures will indicate an im-
provement or further deteriora-
tion of the prospective £20
billion balance of payments def-
icit, writes Michael White.

Suggestions that ministerial '
acquiescence might indicate an
|| upturn in the figures were au-

thoritatively discounted.

Mter playing a cautious hand
during the turbulence on the
stock markets the Opposition
chose to use one of its two
remaining supply days in the =
current session, at a time when
the Government had little room
for manoeuvre because it needs
to get its outstanding legislation
through. Tuesday is the best
day fi)rbLl,abour — and the only
available one f
G(;vernmen(. 2 et
n a separate develo
the shadow Chancellorl?.ml?/?rl
John Smith, seized on pub-
lished remarks of Sir Alan Wal-
ters, Mrs Thatcher's personal
economic advisor, which under-
line his hostility to the Euro-
pean Monetary System. Sir
Alan’s remarks were not timed
to embarrass Mr Nigel Lawson
since they appear in a biograph-
ical essay in the United States.
But Mr Smith claimed that Mrs

Thatcher’s willingness to per-
mit Sir Alan's attacks “ra!glly

undermines' ibility i
overnmem‘scredmmy G thel

e
and EMS policies \ " S gate
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Rate stance

‘could

recession’ £

John Palmer in Brussels

HE European Commis-

sion yesterday warned

the Government not to

risk an economic reces-
sion by excessive reliance on
interest rates and monetary
policy to curb inflation.

Mr Henning Christophersen,
the cominissioner for economic
affairs, said it may now be time
to use other instruments —
such as tax policy and public
expenditure — in the battle
against inflation.

And in presenting the com-
mission’'s annual economic
report, Mr Christophersen also
painted a gloomy picture of de-
clining economi~ growth in
Britain over the next two years.

The warning — coming just
24 hours after the commission's
president, Mr Jacques Delors,
launched a public rebuttal of
Mrs Thatcher's arguments
against greater European mon-
etary union — is bound to add
to the friction between London
and Brussels over the Govern-
ment’s reluctance to join the ex-
change rate mechanism of the
European Monetary System.

Although the commission be-
lieves growth will siow from 4.2
per cent this year to 2.25 per
cent next vear and 2 per cent in
1991, Mr Christophersen said
even this could be at risk if gov-
ernments such as Britain's
went too far in relying on inter-
est rates to control inflation.

He went on: “It is good that
monetary authorities recognise
the need to control inflation,
but we . . . may be in danger of
overloading one policy instru-
ment, namely interest rates.

“If this goes on too long,
there could be dangerous com-
plications which could affect
economic growth. It may be ap-
propriate now to use other in-
struments such as tax policy
and public expenditure.”

Mr Christophersen also

risk

>

pressed Britain to abandon its
reluctance to become full mem-
bers of the EMS. He admitted
there were potential strains in
the EMS because of the West
German trade surplus, but
noted that EMS membership
had helped France achieve the
same inflation rate as West
Germany.

Mr John Smith, the shadow
Chancellor, told Mr Delors of
Labour’s growing enthusiasm
for full British participation in
the EMS. Addressing Socialist
members of the European par-
liament in Brussels, he went
further than before in praising
the EMS and emphasising the
benefits of British participation
in its exchange rate
mechanism.

He said: “The EMS has, over
the last 10 years, surprised its
critics in promoting both ex-
change rate and price stability.
We hope these achievements
can be extended and
sustained.” :

Mr Smith said later that im-
portant issues remained to be
solved, including the risk that
the present system had a defla-
tionary bias. “We want a collab-
orative growth strategy that, in
particular, seeks to raise impor-
tant employment levels
throughout the community.

“But I must make it clear we
are not looking for excuses not
to join or coming up with ludi-
crous statements like Mrs
Thatcher's ‘we will join when
the time is right".”

The commission’s annual
report predicts continued
growth in most of the 12 com-
munity countries, thanks in
part to a boom in exports and
industrial investment.

But, with an eye on the recent
turmoil on the international fi-
nancial markets, it concludes
that continued progress will
require the introduction of
steps towards eventual full
European economic and mone-
tary union.

=~




JOHN SMITH, Labour’s shadow
Chancellor, last night emerged
from talks with the Pr:sldomrtl of
the EC Commission, Jacques
Delors, signalling fresh enthusi-
;Tl::: joln'lnhg the exchange rate
ne of the
u?;l e European Mone-
r Smith, who Is -
lhr?ugh a tour of ConTl:’e:t.nyl
capitals, also said after the meet-
ing that the Labour Party fa-
voured the principle, at least, of

Smith signals SHRP
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inside the Goterfiment. He even
took up suggestions by Mr Delors
that the inter-governmental con-

ference on amending the EC -

Treaty in time for monetary
union, likely to take place late
next year, should consider wider
extensions of EC powers.

He told Socialist MEPs: “We
are keen to play a full and con-
structive part in the debate on
progress towards monetary
union.” However, he later con-

ort for EMS

:Iank ::!pl — in which banks
ove to support other countries
in the mechanism — was working
better than expected. This has
been set as a main condition for
Labour’s support.

He said he had not decided
whether a Labour government
would seek to enter sterling with
a wl_de residual margin for fluc-
tuation or, as support for mone-
tary union would imply, inside a
stricter and more narrow margin.

+ economic and monetary uniol ware

fpemom n, ceded that he was o ed
iy nnd‘a.s lcnegniter::‘ rl:::klng sys- central banking sysz‘:no;cc::l::; 3\1‘:0;:‘::![;1:“' 'llm“l -4

A ned s singc cum ::' i politically independent or that ing for the ﬂexlu i -
(IS e siees 8 (afw e-  there should be a parallel binding  band Mblllly ddllgﬂ" e
s rgs ing  of national budget policies. |ower“ st ke =
e e un:pean As for membership of the EMS k e
S e :‘p c e:‘rllly ll:rlr!\Sdmith said he was enconngc(i
publicised divisions over Europe h¥m trh:)teht);:' :’y‘::mh‘:f n:: “("dl L ?“SEORNE
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A SHIFT of government

nomic policy should be signalled
by Nigel Lawson, Chancellor of
the Exchequer, when he makes
his Mansion House speech in the

Ashdown, leader of the Lil
Democrats, said yesterday.

Urging adoption of a
point policy package,

Ashdown said in a letter to Mr
Lawson: “You should announce

immediately that Britain wil

eco- sary u.ca

He propose!

tributions —

Il join come tax — Wi
of Exch

£330m.

the exct rate

the European Monetary System

on 1 January 1990 and that

bership will be accompanied by 2

tightening of fiscal policy.”

Mr Ashdown told a Westmin-

ster press conference that

forms designed to take £2bn out
of the economy would be neces-

mem-

tax re-

But in responsc to a question,
Mr Ashdown said: “The idca that
‘those at the top band of National
Insurance Contributions arc go-
ing to be squeezed until the pips
squeak, ot the idca that we take
away the ludicrous and unjust
situation where those who are

of the

government debt.

sury spokesman, saic:

Jus
we willyjoin the exchange

without blocking precon!

Ashd tary uni
g 4

of the loosening of
monctary policy caused by the fall
in interest rates which would fol-
low full EMS membership.
d abolition
City of London tonight, Paddy £325-a-week ceiling on employ-

beral ces’ National Insurance Con-
which would raise
four- £1.65bn aycar from thosc carning

Mr morc than £16,900 a year — an!

restriction of mortgage interest
tax relicf to the basic rate of in-
hich would save the

richest have the greatest amount
of state subsidy to buy their
houses, is hardly squcezing the

His letter also called on the
Chancellor to introduce tax in-
centives to cncourage savings,
and suggested 2 curb on the use of
the budget surplus to buy back

Alan Beith, the arty’s Trea-
id: “The Chan-
cellor must insist on the Prime
Minister's support of a clear and

= i

hat
rate

mechanism as soon as Xioaib\e.
tions.”

ANTHONY BEVINS
Political Editor
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LC cepsures Lawson’s polic

THE EUROPEAN Commissior

yesterday delivered a sharp warn-
ing to thc Chancellor, Nigel
Lawson, against relying exclu-
sively on raising interest rates to
combat inflation and repeated its
calls for British entry into the Eu-

From David Usborne
in Brussels

per cent for this year.

Presenting the report, Henning
Chnstopherscn. the economic af-
fairs cc made a veiled

ropean exchange rate h

The increased levels of infla-
tion in several EC states arc high-
lighted in the Commission’s latest
annual economic report released
yesterday. The report also singles
out worscning trade imbalances,
including Britain’s trade deficit.

In spite of these difficultics and
the heavy budget deficits of some
member states, the report pre-
dicts an only slightly reduced rate
of economic growth in 1990 at 3.0
per cent, compared with 3.5 per
cent expected for this year and 3.8
per cent achicved in 1988.

Significantly, however, Britain
is forecast to achieve an cconomic
growth rate of only 2 per cent in
1990, lower than in any other EC
country and down from 4.2 per
cent in 1988 and a forecast of 2.25

reference to Britain by warning
against the use of purely mone-
tary remedies to curb inflation.

“We are now in a situation
where we risk overloading the
monetary boat,” he said.

He hinted that tax increases or
credit controls could be deployed
to dampen inflation. “The use of
monctary instruments has limita-
tions. We should have a broader
policy mix with member states
also taking into account some fis-
cal and public finance measures”.

It was probably no coincidence
that on Tuesday Mr Christopher-

. sen held lengthy talks in Brussels

with Labour’s shadow Chancellor,
John Smith, who strongly advo-
cates credit controls.

Yesterday Mr Smith also met

the ission president, Jac-
ques Delors, to discuss Britain's
‘entry into the ERM under a fu-
ture Labour government.

Mr Christophersen also pur-
sued the argument for Brtish
membership, stressing that it
would help curb UK inflation.
Referring to the declarations
made by Margaret Thatcher at
the last EC summit in Spain, he
added: “I'm sure that's why the
United Kingdom promised in

Madrid last June to join when in-
flation starts going down. I must
say we are all looking forward to
that event”.

On the difficulties caused by in-
ternal trade imbalances, the re-
port warns that West Germany's
surplus shows no sign of narrow-
ing and that, to the contrary, it
could approach 6 per cent of na-
tional GNP in 1990, representing

“a dangcr for exchange rate sta-

bility".

Mr Christophersen would not
be drawn into commenting on re-
cent calls from within West Ger-
many for a revaluation of the
mark.

Britain is one of five states
identified as suffering from unac-
ceptable trade deficits.

While the report notes below-
potential growth is expected to
narrow the gap next year, it points
a finger at rising UK wage costs,
warning that they are increasing

Pound waits for speech tonight

| THE DOLLAR ended yesterday
little changed but the pound
firmed slightly ahead of tonight’s
keynote speech on the economy by
Nigel Lawson, the Chancellor, at
the Mansion House banquet.
World stock markets were in a
more positive mood, leading to a

quiet day in the foreign exchange

market.
The FT-SE 100 index closed up

34.6 at 2,170.1 as Wall Street
shrugged ofY early nervousness in
the wake of the Californian earth-
quake.

Despite a relatively quiet day,
there was growing speculation
that a realignment of the Euro-
pean Monetary System may even-
tually prove unavoidable.

There Is a growing belief in fi-
nancial markets that a revalua-

tion of the Deutschemark against
other European countries is inev-
itable, although France has in-
sisted it wonld match any revalu-
ation.

In London the dollar closed lit-
tle changed at DML8520 and
Y14LS5. Sterling firmed one pfen-
nig to DM2.9427 and against the
dollar it was 0.45 cents higher at
$1L.5870.

by 8 per cent a year — a rate dogr -

blc that of the EC average. ~ -~ .'

ge porting the case for Britjsh,
membership of the. ERM -and
looking ahead to economic'ahd
monetary union, Mr Christopher- *

sen pointed to the recent Bundés-
bank-led hike in European ifftcr: *

cst rates. “It is interesting to-see
how limited monetary sovereignty -
is these days. It now lasts for no
more than 35 or 40 minutes’ -..
His report makes it clear mope-
tary union should not mean-a
straight-jacketing of the ‘€co-"
nomic policies of governmienits:
“Economic policy co-ordination::
cannot be successfully achiéved.,
through a centralised deciston-:
making procedure with obhga..
tions imposed on member stacs,” {
it says. “Instead a system of mufu
lateral surveillance should bé"ae-
veloped in which ob]ecuvcs‘n'c
progressively set in common &nd '
member states recognise mutat*

commitments with co: OROCS
for their own policies”. sons
Outlook, page ,3
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Plumb wants Ecu
to replace dollar

By Colin Narbrough, Economics Correspondenl’bb

Lord Plumb, the former presi-
dent of the European Par-

vanable exchange rates in a
single market after 1992 was a
“p H

liament, has pr posed that a
single  European currency
should replace the volatile
dollar as the main unit for
intemational transactions.

Replacing the dollar with
the European Currency Unit
would avoid damaging swings
in domestic prices for much of
the European Community's
imports and exports, he told a
Libertad/Business Forum
conference in Westminster.

The Conservative MEP said
an effective single market
would inevitably require a
single currency.

Expecting business to deal
with separate currencies with

dicap almost as serious as
would be the instability of
weights and measures.” Could
businessmen imagine operat-
ing with a “floating” metre or
kilo? he asked.

Lord Plumb drew attention
to the cost of converting cur-
rencies and the duplication of
maintaining separate units,
“If the Ecu could replace the
dollar as the main unit for
international transactions,
and fixing commodity prices,
the European economy would
avoid the constant fluctuation
in terms of domestic prices of
many of its imports and
exports,” he said.
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Will unity divide?

UROPEAN Community presi-

dent Jacques Delors warns

that the 12 Community part-

ners must bind themselves
even more firmly together so as not
to be pulled apart by increasing ties
with Eastern Europe.

In particular, M. Delors fears that
the German longing for re-unification
threatens the stability of Western
Europe. ¢

It is not necessary to agree with his
answers — economic and monetary
union for the Community — to recog-
nise he has put his finger on a loom-
ing problem. He could not have
known that barely 24 hours after his
Brussels speech the resignation of
East Germany’s leader, Erich
Honecker, would give his warning
extra urgency.

Honecker's disappearance is
almost certain to accelerate the pace
of German togetherness.

A Germany re-united economically
and commercially looks likely to
become a reality in our lifetime.
Which way would it face? To the
West, or to the East, as in the past?

A re-united Germany — perhaps
encouraging more Eastern bloc
states to come aboard — could not
help but disrupt the Community,
which already has problems accom-
modating present members.

NATO, too, would be put under
intolerable strain if its most strategi-
cally-important frontline member,
West Germany, were to be neutral-
ised by fusing with one of the leading
members of the Warsaw Pact.

And the main question being dis- -

cussed in private, if not yet in public,
is whether in the light of two world
wars we could trust and live safely
alongside a united economic super-
power reborn out of nationalist fer-
vour in the heart of Europe.

ne

Entry rates
in the EMS

From Professor Alan Day o
Sir: You advocate immediato <»-
try into thc Europecan Monetaty .
System in your leading article-(#6
October). [t would be very helpful
if you (along with all the other se- |
rious advocates of this policy) -
were to make clear what is the, pfs
der of magnitude of the exchange
rate at which we should go in A}
the Deutschmark 3.25 of not lgpg
ago, the 3.15 of more recent |
months, the 2.90 which the Fat¢
has approached, or even lower?
In answering this question, &
least two things necd to be bomié |
in mind. One is that in a stabi¢
fixed exchange rate system With
free capital flows, interest rates
must be approximately unifagfri
throughout the arca. So British
interest rates would need to£all
steeply relative to those ofthe
core of the EMS, namely the vime
ner Deutschmark area; of ' West
Germany, Benelux and Denmark.
This would have marked implica~
tions for capital flows into g
country, which have been at-
tracted by our high interest raigs,
Sccond, it is necessary to bear
in mind our competitiveness in
world markets for goods and 3%t
vices (reflected in the current ac-
count deficit) along with the pros”
ect that even if we do get-our
inflation ratc down again to'thd
official targets, this would still’be
substantially higher than thad:of
the core countries of the EMS:;
A repeated lesson of British
history is that entry to a fixed.ex3
change rate system at too higlean
cexchangc ratc is a recipe for grave

troubles. [t would be sad if;wg
were to rcpeat that mistake.yot

nan

again.

Yours faithfully, ety
ALAN DAY ke
Paris o]

17 October —

The writer is Professor Emeritus of
Economics at the London degd:
of Economics. a4






