Tory

SUNDAY Oclober 22 1989
SUNDAL 1ovxos-~ 2

MPs press for

Walters’ dismissal .
as gloom deepensyz

THE prime minister is under
pressure from  senjor Tory
MPs to silence or dismiss Sir
Alan Walters, her personal
cconomic adviser, as the gOV-
ernment faces another testing
week on the economy.

A disagreement on the
European Monetary System
has resurfaced between Walt-
ers and Nige| Lawson, the
chancellor, with the imminent
publication by an American
economic journal of 2y article
written by Walters i which he
declares his 0pposiLion to
taking the pound into the
EMS.

Labour intends to exploit
the dispute in jis Commons
debate on the economy on
Tuesday. Poor trade figures on
the same day could create new
problems for the pound, add-
ing to fears of higher base
rates.

Furthermore, the Confed-
eration of British Industry will

is week report a sharp
weakening in business con-
fidence, output and invest-
meant prospects.

There is a growing belief
among Tory backbenchers
that it will be impossible for
the government to present a
united front on economic pol-
icyaslongasWaJu:rsisin
Downing Street. This un-
certainty, they fear, will trans-
mit itself regularly to the
financial markets,

At the very least, they say,
he should be subject to restric-
tions similar to those govern-
ing career civil servants — to
eep his views to himself and

iS minister, in this case the
prime minister.

“In his position as an ad-
viser, he should be in the same
position as a senior civil ser-
vant,” said Sir William Clark,
chairman of the Tory back-
bench finan, committee. “If
he isn't pretguj to be subject
to those conditions, he should
consider his position.”

€ prime minister had
demonstrated that there was
no rift between her and the
chancellor, including on the
subject of the European
Monetary System, he said. “If
You are an adviser and your
advice is not being taken, after
a bit you decide to go."

1¢ Treasury’s fn!at eco-
nomic forecast, to be pub-
i next month, will show
the cconomy decelerating
sharply next year, but avoid-

by David Smith
Economics Editor

ing outright recession. Infla-
tion, now 7.6%, will be
forecast to drop below 6% in
1990. The current sccount
deficit — heading for £20 bil-
lion this year — will be pro-

STATE OF THE PARTES

Labour has g 10-point lead
over the Conservatives — one
point less than two weeks ago
— according to the latest Ob-
server-Harrls poil.

bour 48%
Conservatives 38%
Liberal-Democrats 6%
Greens 5%
Nationalists 2%
SopP 1%

jected to narrow to
£14 billion.

Tuesday’s economic debate
in the Commons wiil follow
the release of the trade figures
=~ which are not expected to
show much improvement on
the previous month’s £2 bil-
lion current account deficit —
and could add to City gloom
over the pound and base rates.

The CBI survey will show
that high interest rates have
sapped business confidence
and are leading to cuts in
investment plans. CBI leaders
will warn that this month’s
move to 15% base rates has
turned the economic warning
lights to red. Last

added 1o concern
about the outlook.

Gordon Brown, Labour’s

Treasury spokesman, said
yesterday: “It [ooks like a long,

winter for industry . .
home-owners and smal] busi-
nesses.”

The prime minister had to
choose between Walters and
Lawson, he said. “The confu-
sion and uncertainty over the
differing views of the chan-
cellorand the prime minister’s
economic adviser will con-
tinue to undermine Britain’s
€Conomic prospects.”

A Downing Street spokes-
man said the roie of Walters
was 10 give advice, but jt was
for the government to decide
whether to take it. In his
description of the EMS as a
“half-baked system”, in an
article to be published shortly
in The American Economist,
an academic journal, he was
writing for himself and not the
prime minister, the spokes-
man added.

Full-time special advisers in
Whjtchaﬂmmquimdmclw
anything they publish with
their ministers and to avoid
controversy. Walters, as a
part-time adviser who splits
his time between Britain and
America, is not subject to the
same conditions.

He has, however, been care-
ful about contacts with the
press since the controversy
which surrounded his retum
to Downing Street last year. In
submitting a 21-page “life
philosophy™ to The American
Economist, he appears to have
thought that he was only
restating his known views,

Walters was lecturing in
America last week. At his
Washi ton office, inquiries

being referred to0 10
t

In the article, Walters shows
imselfto be firmly cast in the
Thatcher mould. “The pres-
sure from Europe and the Brit- |
ish establishment to conform
and join the ex rate
mechanism (of the E
Mouaetary System) has been
enormous,” he wn'ta.\:‘%l:}
the arguments have never I~
tained even a minimum level
of plausibility.
“My advice has been for
Britain to retain its system of ||
xible exchangs rates and to ||
stay out of the present arrange-
ments of the exchange rate
mechanism. So far, Mrs That.
cher has concurred.”
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2L.awson’s Waltere

WHAT a sad anti-climax
the Chancellor's Mansion
House speech was - espe-
cially after ‘the speech tha
nearly got away with i’ in
Blackpool. The Blackpool
performance had been de-
signed to restore Mr Law-
s0n o the status of matinee
.idol. The troops liked it, but
the. Prime Minister looked
positively disdainful.

Her icy stare lives on in
the mind long after every
word of Mr Lawson's rabble
rousing speech has been
erased from the memory.

Not a difficult feat, Mr
Lawson managed to say
nothing on that occasion, in
4 series of one-liners that
took half an hour to deliver
and about half a minute, [
imagine, o compose.
Which in turn raises the
question of what the Chan-
cellor was doing inside his
Leicestershire study while
being doorstepped by the
Popular Press the other
week. Certainly not writing
his Blackpool speech.

My information — g
scoop, I believe — iy that he
was reading War and Peace
and Clausewitz on strategy
in preparatiog for an au-
tumn with the/Prime Minis-
ter and Sir Aldg Walters, He
also rhumbc’l through that

’

William Keegan
e I

great classic by Jerome K.
Jerome, Three Persons in a
Leaking Vessel,

There have been sugges-
tions that the very idea of
tensions in Downing Street
OVer recent economic events
has been invented by the
Press. Would that we were
S0 inventive,

There are a lot of turby-
lent priests around in these
ecumenical days, and it js
the job of this particular es-
tate to report sightings, Of
course, we have to apply a
50-year rule when it comes
to disclosing sources,

Now, given that the
Chancellor disappointed the
financial markets by not
putting the pound into the

European Monetary Sys-
tem'’s exchange rate mecha-
aism in Blackpool the ex-
pectation  grew that  he
would make a significunt
Statement at the Mansion
House on Thursday.

Would that he had. The
tensions of Downing Street
ruled that out. Indeed, what
does not seem to have been
realised about the Mansjon
House speech is that the
only significant step the
Chancellor took was back-
wards.

He gave a clue, all right,
to an expectant City (and
country-wide audience of
industrialists) about the
timing of the pound’s entry
to the EMS exchange rate
mechanism. But the hint
was not taken,

Those who were
for carly entry,
decision,  were disip-
pointed. But the repetition
of the commitment to join
the ERM during Stage One
of the Delors programme
lor European and monctary
union was accompanied by a
hidden message.

True, the

looking
or a swift

Chancellor

said: ‘Once our inflation has

come down and progress
has been made with the abo-
lition of exchange controls

and other key aspects of the

[

AP

single market, the way will
be clear for sterling to pur-
ticipate fully in the EMS.

But he proceeded to de-
liver a furious attack on
Stages Two and Three of
the Delors Report's pro-
gramme (involving progress
towards a European centra)
bank and a common cur-
rency), saying it proposes
‘an abrupt shift to a central-
ist and bureaucratic agenda
that poses grave threats to
any known form of demo-
cratic accountability. ‘That
is why the United Kingdom
will be suggesting an alter-
native way forward, '

At this point the Chancel-
lor reverted to his eccentric
diversionary  scheme for
competition between Euro-
pean currencies to find the
most acceptable -— as if the
Bundesbunk did noy know
the answer,

You do realise what this
means? - Perfidions  Albjon
wants Stage One to last in-
detinitely — until the time
I8 Tipe, as it were, for Stage
Two. The. ultimate That-
cher/Lawson/Walters com-
promise is that the deadline
of Stage Two is assumed
away. It never happens.
Which brings us to what did
happen between the Black-
pool and Mansion House

d-down g

speeches: the minj crash in
the stock market.

Lam not sure whether the
Government thinks this way
invented by the Press 1oo —
they are Irighttully sensitive
at the moment: Peter Lilley,
Finuncial Sceretary o the
Treasuiy, complained on
Radic lour's Today on Fri-
day that there had been no
reference on the news to the
fall  in unemployment,
whereas | understand it way
reported 35 times by the
BBC on Thursday.

At all events, the ming
crash may have begun and
ended in Wal) Street, but it
has focused greater murket

attention on the Britsh
economy.

The powers that be in
New York and Tokyo

thought their markets were
oo high for comfort any-
way, but had to react to the
mass hysteria: the US Fed-
cral Reserve supplied bil-
lions of dollars 1o the bank-
ing system and, before that,
the Japunese Finanee Minis-
try and the Bank of Japan
told their tightly controlled
market to behave,

Hey presto — can you
imagine the London market
falling only 1.8 per cent ona
day of mass hysteria> The
behaviour of the financial

peech

markets during  recent
weeks has driven g <odch
and horses through the the-
ory that, at any onc time,
they provide a perfect valu-
aton of stocks and curren-
cies, based on all the known
information.

The fact is that, like \ome
children and many a delin-

quent  adult, they push
things unti) they are re-
pulsed.  Sometimes the

Chancellor does know best.

One financial centre that
has  started looking  more
closely at the Bringg ceon-
omy since the Wyl Street
mini-crash is Tokyo

On BBC's Newsraghe last
week [ heurd one of the
Most - distinguished invest-
ment authorities 1n Tokyo
refer to the British vconomy
a ‘close to the edge of the
chir

He way relerring o the
Chancellor's Jocu) difficul-
tes with inflation and the
bulance of payments, and
repeated  the Judgement
when queried by the ener-
getically incredulous pre-
senter,

No wonder Mr Lawson
came pretty close to promis-
ing ‘two years hard slog’ at
the Mansion House. Do
people realise what js about
to hit them?
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In an astonishingly indiscreet

article, which‘will appear in the

autumn edition of American Economist — extracts from
which appear below — Sir Alan Walters, the Prime Minister's
since 1980, claims credit for the economic
0 explains how he differs
ing the EMS.

. .. and Sir Alan’s
e undiluted wisdom

economic adviser

IN response to the invita-
tions extended by Sir (now
Lord) Keith Joseph and
(now Sir) Alfred Sherman, [
decided to return to London
in 1980 as personal eco-
nomic adviser to Mrs
Thatcher [by now Prime
Minister] for a period of two
years.

My appointment was
greeted with protests, partly
about the salary (£50,000)
and partly because [ was
thought to be the rigid mo-
netarist whom Mrs That-
" cher would use to clobber
the more pragmatic officials
and ministers in the Trea-
sury and the Bank of En-
gland. !

There was much pressure
to put me in the Cabinet of-
fice or in the Treasury, but
the Prime Minister and |
agreed that [ would be most

effective 5! her elbow in No
10.

The job was unique. My
role was defined by the
Prime Minister with the
words: ‘You know what you
can do best and you know
what nceds doing.” Thus
began what [ believe was the
apogee of my career. I had
the best job anyone could
devise. Since I soon earned
Mrs Thatcher’s trust I ac-
quired a considerable influ-
ence on economic policy,

Yet the first months were
most difficult as I worked to
bring  about immense
changes in monetary  and
fiscal policy.

First, in 1980, I had be-
come convinced that mone-
tary policy, as measured' by
the narrow aggregates, had
drastically tightened from
mid-1979. (The growth
rates had fallen from some

7 15-17 per cent to virtually

/

/

zero by 1980). High real in-
‘terest rates and a massive
(circa 45 per cent) real ap-
preciation of sterling to-
gether with the rapidly es-
calating recession corrob-
orated this diagnosis (later
confirmed by my old col-
league from Johns Hopkins

the Baltimore university],
}urg Niehans).

Secondly, as the fiscal sit-
uation unfolded in the first
weeks of 1981, I believed
that, contrary to all conven-
tional wisdom both in and

!
|
/)
1
3
z
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z
N

out of overnment, it was
iessential to cut in half the

borrowing requirement of
the public sector (PSBR).

proposed the biggest
budgetary squeeze in peace-
time history — a reduction
of more than 2.5 per cent of
GDP and that during a time
when output was falling fas-
ter than in any year since
World War II and when the
monthly unemployment
figures were soaring. After
much fierce debate, Mrs
Thatcher became convinced
and, with characteristic
couruge, adopted this fiscal
squeeze.

Professional judgement
was  swift and virtually
unanimous. In a letter to the
Times on 31 March 1981
signed by Frank Hahn and
364 cconomists including all
living ex-chief economic ad-
visers to the government,
the policies were said to ¢, . ,
deepen  the depression,
erode the industrial base of
our economy and threaten
its social and political stabil-
ity’.

It was clear that they had
been looking for an increase
in the PSBR as a countercy-
clical measure against the
recession. My argument,
per contra, stressed the un-
sustaipability of yet another
larga"PSBR' (estimated at
abouid6.5-7.5 per cent of
GDP] following a decade of
such deficits, the soaring ef-
fect on real interest rates,
and the need for a consistent
and, above all, credible fis-
cal-monetary policy before

Walters: It would not be

N
in Britain's interest to

ioin the present half-baked system.

there could be any hope of
sustained recovery. So the
deficit was cut and interest
rates fell some S00 basjs
points below their peak.
The. results appeared in
the summer of 1981, Con-
trary to the dire predictions
of the 365, the economy
turned sharply upwards.
Nor was it a flash in the pan,
as it was so confidently as-
serted by many of the 365,
From 1981 to this day (a
still continuing boom’ in
1988) Britain has grown for
the longest expansion on re-
cord. For the first time since
World War I, Britain has
been at the top of the OECD

growth league instead of jts
usual place at the bottom.
Furthermore, inflation was
reduced from an ambient 15
per cent in the 1970s to less
than S per cent from 1983
on. It became the accepted
view, except among aca-
demic economists, that the
Budget of ]98] together
with the adjustment of
monetary policy way the
foundation of Britain’s eco-
nomic'fcnaissancc. N
Aftdn- this auspicious be-
ginning, I acquired a con-
siderable reputation at the
Treasury and the Bank of
England, and | received
their full co-aperation dur-

ing the next :hrecm‘
years.

In my role as adviser,
there was one other major
controversy where | found
myselfin 4 beleaguered but
rather select minority. The
ISsue was exchange rate in-
tervention and the advis-
ability of Britain joining the
exchange rate mechanism
(ERM) of the European
Monetary System.

For more than 35 years |
have been convinced that
the various forms of pseu-
do-fixed exchange rates,
dignified by various names
such as crawling pegs, refer-
ence zones, ctc, had only
deleterious consequences —
especially tncouraging
overvaluation and repres-
sion (on the part of depen-
dent currenciey such as ster-
ling, the French franc, etc)
and massive capital thght or
inflow when the ‘realign-
ment’ wag Imminent, which
would in turn give rise to
proposals  for more ex-
change controls and trade
barriers.

The pressure from Eu-
rope and the British estab-
lishments to conform and
join the ERM has been
enormous. But the argu-
ments have never attained
even a minimum Jevel of
plausibility, My advice has
been for Britain to retain ity
system of flexible exchange
rates and to stay out of the
present arrangements of the
ERM. So far Mrs Thatcher
has concurred.

(Of course, I would not
be opposed, at least not on
economic grounds, to the
development of a proper
Furopean currency admin-
istered by a European Cen-
tral Bank preceded by abso-
lutely fixed exchange rates
and appropriate monetary
institutions to support tha:
fixity. But that IS another
story). It would not be in
Britain’s or, | believe, Eu-
rope’s interest to join the
present half-baked system.
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for gag on her guru

by
ANTHONY SMITH.

Alan last week while Mrs

alth conference

Political Editor

MRS THATCHER Is refus-
Ing to silence her economic
adviser, Sir Alan Walters,
despite demands that he
should be sacked.

Senlor Torles are worried
that the continulng rift
between the Chancellor and
No.10 could provoke Mr
Lawson {nto storming out of
the Cabinet.

Backbenchers are so con-
cerned at the way the row fs

ng the Government's
standing, as well as under-
mining confldence in Mr
Lawson, they are planning a
deputation to see Chief
:Whip David Waddington.
! The latest conflict has
arisen because Sir Alan's
controversial views oppos-
ing Britain linking the value
of the pound to currencies
in Europe are appearing (n
an American magazine.
" His remarks that: the
European Monetary System
was “half baked” and that
‘arguments for joining had
not even reached “a mini-
mum level of plausibtlity”
are sh ly at odds with the
views‘;f Mr Lawson and
Lcputy frime Minister Sir
Geoffrey Howe.
Both publicly rebuked Sir

& Thatcher was attending the
v C

In Malaysia.

But sources close to the
Prime Minister have made
clear that her economic
guru will not be gagged.

They point out that as a
part-time adviser he does
not have to clear his state-

ts with the Gover ment

One senforisource said yes-
terday: “Sir Alan has made
remarks .béfore and no
doubt he will continue to do
so. He is/ ynder no con-

- stratnts — his role is to give
advice which may or may
"'not be heedog."

Christopher Hawklins,
Tory MP for High Peak and
a form economics lec-
turer, i3 vast night: “Alan
Walters should be fired for
publicly atcacking the Chan-
cellor while wearing the
mantfe of the Prime Mini_-
ter’s appotnicmient.

“His attacks are harming
our credibflity at home and
abroad, and {f is surely time
for him to Mrs Thatcher
has every t to have an
€conomics ‘adviser — and f{t
should be the Chancellor.”

Mrs That¢her has fol-
lowed the row from Malay-
sta and Is likely to discuss
the problerh with party
managers when she returns
to London pn Wednesday.

SUNDAY EXPRESS i

HE Government believes that Britai

Shut up — or g(')qk

should become a full member of the
European Monetary System when the
time is right. Sir Alan Walters, Mrs
Thatcher’s economic adviser at Number

10, begs to differ.

In an American magazine, he declares
that the EMS is “half-baked” and that
arguments for it have not reached even “a
minimum of plausibility.” f

It is perfectly proper and healthy that
the Prime Minister should have an
adviser who questions and challenges
Government policy — but he should do

SO in private.

No matter who is right or wrong about

e EMS, the very last thing the country
needs at this time of economic uncer-
tainty is a public row between Number 11
and the office next door.

Sir Alan must be told to keep his

mouth shut — or go.
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CAPITAL MARKETS

'ECU futures to-

give Liffe a |ift .

HE latest
salvo in the
battle  bet-

ween the UK and
French financia]
futures exchanges
wiil be fired on Thursday
wh>n the London Interna-
tional  Financial Futures
Exchange launches the first
European Currency Unit
interest rate futures contract.

Liffe already trades three-
month mark, dollar and ster-
ling interest rate contracts,
The three-month ECU con-
tract has been laanched to
provide a hedging instrument
for the substantial ECU cash
market throughout Europe. It
follows two years of research
involving all the major play-
ers in the ECU mar¥ket.

The growth ra‘e so far of
the ECU has been rather slow,
accounting for som,
cent of banks’ external lend-
ing, but the use of the ECU for
trade finance and invoicing is
expected to increase, -

Three continental " banks,
Generale Bank, Kredietbank
and Istituto Bancario San
Paolo di Torino, have agreed

to be designated market mak- .

ers responsible for ensuring.
the liquidity of the Contract.
Liffe §3 rcoufident that its
other members from the UK
and Japan will be active in
the ECU market once it is up
and running, '

London’s claim to be atruly
international exchange wil]
be further enhanced when
Automated  Ppijt Trading
comes into effect on Novem-
ber 30. The first contract to be
traded on APT will be Liffe’s
Euromark futures contract,
to be followed within two
weeks by the Bund, or Ger-
man government bond, con-
tract. By mid-1990, LIFFE
hopes to have added all jts
remaining  futures and
;:eptions contracts to the sys-

m.

The APT system, costing
some £1.6m to set up, will
allow members to trade out-
side the normal market hours
and take advantage of orders
from the Far East and the US.

(e

1r-

One of the
reasons behind
Liffe's drive to
become more in-
ternational fs the
shrinkage of the
UK government bond market
— and with it the decline in
importance of the Tong gilt
futures contract. This is in
direct contrast to the French
financial futures market,
Matif, which benefits from g
consistent supply of new
government issues.

Despite being younger than
London’s futures market, the
Matif regularly outstrips
Liffe in terms of turnover. In

network).  Liffe
traded 2.12m contracts {in
September,

The competitive pressures
on Liffe will increase further
from January 26 next year,
when - Frankfurt's

" exchange - will

business.
Futures

was not known whether the
business would count as gam-

‘bling under German law and

whether, as a consequence,
the . courts - would uphold
liabilitles. The laws were
changed in August to allow
an exchange, and about 50
firms have so far signed up
for membership.

However, for the time being
Liffe will keep its monopoly
on the Bund contract, some
500,000 of which are traded
monthly. The
exchange will start by trad-
ing options in 30 shares, with
stock index and Bund con-
tracts to follow later.

Trading will be fully auto-
matic, with a system mod-
elled on that used by Soffex,
t!\e futures exchange estab-
lished< Jy the three major
Swiss stock “¥xchanges just
over a year ago.

Nicola Reeves and
Matthew Crabhe

Z
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