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CONFIDENTIAL

MANSION HOUSE SPEECH: FIFTH DRAFT

Introduction

T8 It is with very great pleasure that I rise once
again at this great annual occasion to respond to the
toastﬁxprosperity to the public purse¥? and the health of
the Chancellor of the Excheque;t Not least because the
toasting your recent predecessors have done has been so
conspicu}busly successful. I refer not so much to my
health - though there is nothing wrong wWith Chathsicu

glad to say - but to the prosperity of the public purse.

20 Last year, for 'only the second occasion Since Oy

Queen ascended the thrown) this country secured a Budget
L

surplus. This year, that surplus will be even larger.

: _ _ neel
And I intend to see that there is a substantial surplus,Lj ‘

too o

3 This the sixth time I  have. had Ehe NEEicar s
speaking to you here as Chancellor. But that is a puny
score compared with the record of my fellow-guest, the
Chairman .of the Stock Exchange., HNichol s Goodison, who
will shortly be entertaining and edifying us for the

twelfth year 1n succession, a record unmatched since the

war. But this 1s also N+ehalas, sadly, the last time ;:3




will be doing this particular turn, and I would like to

. .
~the opportunity to pay tribute to his outstanding

>
achievements during his long +6—yeer oOf offlce.Ayfke led

the Stock Exchange out of the Restrictive Practices Cour;l
through Big Bang,! and iqw}o the modern world. He has
presided with wisdom and real leadership over the most
far reaching changes any one can remember in a vitally
important part of the City. Byiactinguds miQéwife Eo- the
International Stock Exchange, he has played a critical

and decisive part in consolidating London's position as a

Slobal financial® leentaes And he has consistently

championed the cause of wider shar%wnership./ I thank

him most warmly for all he has done, and wish him, and

well

his succe5505 for the "“Euture.

Lo

Global Markets

4. When we last dined here, a year ago, it was 1in the
aftermath of the worldvyide Stock Market crash that has
come to be known as Black Monday, An event which, among
other things, was a perhaps uncomfortably vivid reminder
of the extent to which we now live 1n a global market

place.

5.4 Although we now take 1t for granted SChE ki

financial sector is one of the most internaticns e

this was not really the case for most of Ethe nasE=S

period. While Governments throughout the world, rightly
. ® denes

determined to avoid the damage by protectionism in the

1930s, committed themselves to free trade and open




markets, far reaching controls on the movement of capital
became accepted, for the most part, as a fact ot Elfes

But over the past few years all that has changed; and we

now have a degree of freedom that has probably not

Awnee/
existedLbefore the First World wWar - with the development

of information technology making the global financial

market-place even more of a reality than it was then.

6, This has obvious implications, first of aily for the
co-ordination of prudential supervision, where the Basle
Committee has done such important work. I warmly welcome
the historic  agreement. on ety adequacy reached
earlier this year, in which Robin Leigh-Pemberton and

Peter Cooke played such a key rolies

% But the consequences of global markets go far beyond
questions | of {isupervision " tal e very heart of the

conduct of economiciipalicys

8 Finance Ministers and Central Bank Governors today
have to come to terms with a world 1n which the amount of
mobile capital is far larger than 1t Lhas eics .

before.

9.2 Thisi has Qi number. of advantages. Savers have a
wider range of opportunities, and borrowers nave access
to a much larger pool .of funds: There 1s now no reason
why investment should be financed exclusively fiom

domestic sources. Net capital flows between countries




are inevitable and desirable, and may last for some years
in the same direction, with current account imbalances as

the inevitable counterpart.

10. But by the same token, the scale of mobile capital
imposes a discipline on policy, irrespective of the state

of the current account balance.

1l1. Monetary policy has ‘had (to  adapt,  SinccRuEiic
expansion 1in global capital flows has increased the
potential for exchange rate volatility, as we have seen
with the dollar. As a result, all the major countries
have now recognised the need to pursue policies that will
achieve and maintain a reasonable degree of exchange rate
stability. And for over three years, now, there has been

international co-operation to that end.

12, And for those who wish to: know in ‘greater Baet g
what that co-operation is about, I can do no better than
refer to the official history of theBank SGF .
where you will find a description by a senior Bank
official in 1937 of the essential characteristics of the
system of managed floating that had followed the collapse
of the gold standard a few  years ol QBQ key

characteristic, he wrote, and I guotetwas

"Readiness on the part of the Governor and of the
Bank to be 1dentified with an exchange policy which

is never formulated, explained or justified, Bhut

which is all the time having cumulative effects thae 3




must eventually thrust themselves upon public

attention.”

13. But the discipline imposed by mobile capital extends

beyond the exchange rate. To attract the savings needed

to finance investment, whether those savings originate at

home or abroad, countries need to maintain an overall

policy stance that commands the confidence of investors.

14. That clearly means a sound fiscal and monetary
policy and a firm stand against inflation. But it also
means regulatory and tax policies that make for business
success. For example, no country can afford a tax regime
which drives away top managers, entrepreneurs, and
scientists, ‘any mose Bthan® a3 tax regime which deters
capital investment. It was to ensure that Britain can
retain, attract and motivate such people that ¥
introduced the far-reaching personal tax reforms

contained in this year's Budget.

15 So the globalisation of markets has implications
going well beyond the operation of the markets
themselves. It affects the whole conduct of economic
policy. And it may be no coincidence that the 1980s have
seen not merely global integration of markets, but a
growing global consensus on an economic policy based on

sound money and less government intervention in the

economy .
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16. That conclusion has profound implications for our
approach to the completion of the single European market

i BRI )

17. I have spoken before about the two routes which
Europe could adopt: either on the one hand,
liberalisation and deregulation to the greatest extent
practicable: ©)i 5 on the other, the b-auéggratic
imposition of harmonised regulation based on some average

of the existing practices, good ‘and bad alikier (e

various member staﬁes.

18. Itliis witall | #ot. st Gaa i b countey: but Eor
Europe as a whole, that the first approach is adopted.
For the Community cannot insulate itself from the global
market, any more than an individual country can. There -
is abundant evidence of the benefits of free trade -
indeed, that is the .reason tEs completing the single
market in EheltfirsSEiinlaEes But these benefits will be
put at risk if Europe fails to respond to the challenges
offered by the wider world market. The Fortress Europe
mentality is profoundly damaging to the single market
ideal, which above all must be about making the European

economy more competitive in world markets.

19. The question of access to the single market is, of

course, of particular interest to the City, not  least

given the widespread concern about Commission proposals




to make access to the internal market in financial
services and banking conditional on the achievement of
reciprocity, Let me make it clear that those proposals
are a long way @from Defhndisadiceas The British

Government, for one, has made plain its commitment to

reducing barriers and to opening markets.”{In financial

services, more than ' almost any other’ Secfor i
countries would stand to lose if the Community were to
try to erect a wall between itself and the rest of the
world. Before lonq, the business would simply go
elsewhere. i

gp.\-As the Heads of Government put it, at the European

Council meeting at Hanover 1in June:

"The internal market should not close in on itself.
In conformity with the provisions OF IGAPT S Eelie
Community should be open to third jeountriecs = and
must negotiate with those countries where necessary

to secure access to theililf #iackel S

21, This  is 'the 'spirit in which Ehe KIS S
approached reciprocity: as a tool for 1mproving access
to other markets, not as a pretext for restricting access

to our own.

22. The right approach 1s the One NaGGE EE I
recently— approved Capital Liberalisation Directive.
Those Community countries who had not already done so

agreed not Jjust to abolish remaining restrictions on




capital movements between Member States, but to seek to

achieve the same degree of liberalisation erga omnes -

that is, with the rest of the world as well. And they did
so, frankly, because no other approach makes sense 1in

today's global markets.

23. Finally on 1992, (1let "meNsay s

24. There are some who claim that the single market can
A

operate successfully only if Europe moves monetary union,

by which they mean a common currency.

25. "This 1s manifést nonsense: 'a view Hieldaniss iy
politicians who know nothing about economics and by
economists .. who : are obliwious =ttt the " rEallEres oy

peliticsl

2167, The current talk about all thistiSNnaE fiown It has

sur faced before)at the time of the Werner Report ok 190

If I may quote from what I wrote i1n the Sunday Times at

the time, some eighteen years ago:

"A national currency lies at . the Wer s Sl
national sovereignty. A common currency 15
something that can only properly follow political
union: 1t cannot precede it. 1t 1S SIGH RS
whereas the Zollverein or customs union pavedthe way

to the German Federation a century ago, 1t was onl,

after?RUssia and Bismarck had achieved a polgtxcai¢;

union, with blood and iron, that a common




currency could be borwg."

And so far as the European Community is concerned that

political union is not on the agenda.

27. I think I can fairly claim to have demonstrated my
commitment to international financial co-operation, both
among the major powers and within Europe; and I would
like to see that co-operation taken further. But I find
myself in wholehearted agreement with
Herr "Karl=@tto Pohik the Chairman of the German

Bundesbank, when he wrote recently:

"One does not have to be a defeatist about Europ/%an
integration to doubt ' whether there is really
political scope for such fundamental decisions and
the sacrifices of national sovereignty that would be
required by the creation of a European central bank

andéicur tencayist

285 1992 will offer both opportunitiesitat challenges to
British businesses. I know that, in the past year i the
City: has got  downt tosthe necessary hard thinking about
how best to prepare itself. Given the right framework,
which this Government will work for, I have no doubt that
you will benefit from the wider opportunities in Europe,

as you have done elsewhere in the world.

Funding and monetary policy

29. To return tolivl S front, I mentioned at the

start of my remarks how we have progressed from public




sector borrowing to the net repayment of public sector

debt.

304 But\this do not affect our over fundyng policy.

Jo. 31. But this does not affect our overall funding policy
which remains the same as it has been in recent years: a
full fund, which neutralises the impact of the public
sector on the monetary system and does neither less nor
more than that. I said a full fund but I shoutd perhaps

now say a full unfund over the year as a whole.

3\.37%That mean% in our new circumstances, and taking full

acéount of the need to fund any underlying net increase
in our foreign exchange reserves, that the Bank Of
England are now required to purchase gilts rather than to
sell them, thus bringing about the reduction in the
national debt. It does not necessarily mean that the
required unfunding will be fully completed within the
course of the financial year, as I explained on this
pccasiion tlastvear But 1t does mean, among other
things, that there will be no more gilt auctions for the

fores%?ble future.

3123« iThe vstrengbh "afeEhe public finances provides an

important buttress to monetary policy 1in the fight

against inflakions

33. When I spoke here last year, 1in the immediate




aftermath off the stock market crash, I said that this
country was well placed to cope with the repercussions of
the crash, and that the improved performance of recent

years would not be blown away by a financial blizzard.

34. There were some, I recall, who thought that was
verging on the Panglossian. In the event, the economy

has forged ahead.

35. As far as monetary policy is concerned, the ride has
not always been a smooth one. At times 1nterest rates
have had to come down, first in response to the crash
itself, and later when the objective of reasonable
exchange rate stability came under threat. At other
times, interest rateslhave had to go up, as the evidence
of the strength 5%Mgg;;nd became 1increasingly apparent.
But the point is that the necessary action has been

n-
taken, and taken promptly, to maitain the appropriate

L
degree of tightness, taking the effect of interestirates

and the exchange rate together.

36 And I have '"little doubt that historians il e
future will judge that the loosening of monetary policy
in the wake of the crash, even though it may have stored
up some problems later on, was infinitely to be preferred
to the terrifying risks attendant ‘GaSciene nothing at

that fragile time.

37. Meanwhile, the tightening of monetary policy last




summer has already had an impact on the housing market,
with price rises slowing and new mortgage commitments
sharply down. This is particularly important, given the
central role that the housing market has played in the
sharp decline in the savings ratio in this country. And
there are some tentative indications that retail sales
may also be slowingyg kh T e ) er wi [¢)

|G o™Qne s @)

28 Inevitably, however, it will take some time before
the full 'effects come rEhroncis But although I cannot
share the almost magical properties assigned to interest
rate changes by those who profess to see enormous
consequences in the reduction of base rates to 73 per
cent for all of two weeks, 1nterest rates will do the
job - which, of course, is why every other major nation

relies on them in the cendact of policy./QNi G \

éﬁt==¥h(;:::;:n today, with the personal sector a net

payer of interest for the first time ever, intere=stirs s

can be expected to be more effective than at any time 1in

the past.

39 40.  As & .resule, inflosin R likely to peak/at only a
little above its present level, during the course of next
year. But it may well take until the following year

before we see a significant reduction in the current




account deficit. Meanwhile, let me repeat that interest
rates will remain as high as it takes, for as long as it

takes, to get on top of Hnflations

41. After several years of strong growth "at S FlLiEtle
over 3 per cent a year we have now had two years - 1987
and 1988 -~ in which growthh has Deen i At Nt o
Following that spurt, it is now likely that we will see a
year or two of slower growth as the economy catches its

breath.

42." Bt that B is ‘meoicatise Eorl alatst The underlying
supply performance of the economy has improved
dramatically as a result of the policies we have pursued
- "including ‘derequlation, competition, and improved
incentives - and it will be possible to combinethe
necessary slowing down with what 1is, by historical

standards, a perfectly respectable growth rate.

43. 'Over the past six years the growth of UK output has
averaged over 3} per cent a vear, Wwhile inflar o s
averaged some 43 per cent, and employment nas ri1sen by
getting on for 2 million. At the same time, we have helu
our share of world trade in manufactired 500ds after

decades of decline.

44. -All in all, it 15 an impresssee performance, born

out of the determination to pursue supply side retérm

within a sound macro-economic framework. It has been an




Al

effective combination, and will remain the thrust of this
L~

Government's economic policy.

45. I can assure you, my Lord Mayor, that the Government
will continue to do all in its power to ensure that the
years ahead are years of prosperity, not just for ‘the

public purse, but for the whole nation.
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Introduetion

1. It is with very great pleasure that 1 rise once
again at this great annual occasion to respond to the
toast”zprosperity to the public purse¥ and the health of
the Chancellor of the Excheque;t Not least because the
toasting your recent predecessors have done has been sO
conspicujbusly successtful. I refer not so much to my
health - though there is nothing wrong with that, I am

glad to say - but to the prosperity of the publicBuESes

2 Last year, for only the second occasion since our

Queen ascended the thrown% this country secured a Budget
~

surpilus . This year, that surplus will be even larger.

: : ] neel
And I intend to see that Ethere Ji's| & sUubSEanEETE surplus,Lj ’

too.

3 This the sixth time I have had the "HGRCEEE
speaking to you here as Chancellor. But "Ehati e
score compared with the record of my fellow-guest, the
Chairman of the Stock Exchange, Nicholas Goodison, who
will shortly be entertaining and edifying  UcEREEEEE—-
twelfth year 1n succession, a record unmatched since the

war. But this 1s also N+ehalas, sadly, the last time ;36




will be doing this particular turn, and I would like to

the opportunity to pay tribute to  his “OHtSESNEEHS

-
achievements during his long izr;ﬁ;hr of office.Ayfka led
the Stock Exchange out of the Restrictive Practices Courpj
through Big Bang, and iqv}o the modern world. He has
presided with wisdom and real leadership over the most
far reaching changes any one can remember in a vitally
important part of the City. "By aetinageas mi%éwife to the
International Stock Exchange, he has played a critical

and decisive part in consolidating London's position as a

3lobal financial centre. And he has consistently

championed the cause of wider sharé?/ownership./ I thank

him most warmly for all he has done, and wish him, and

well
his succe5505 for, the ‘futire >

e

Global Markets

4. When we last dined here, a year ago, it was in the
aftermath of the worlquide Stock Market crash thagt has
come to be known as Black Monday, An event which, among
other things, was a perhaps uncomfortably vivid reminder
of the extent to which we now live i1n a globaltmarkes

place.

504 Although we now take 1t for granted that the
financial sector is one of the most international of all,
this was not really the case for most of the post-war
period. While Governments throughout the world, rightly
) : dene
determined to avoid the damage by protectionism in the
i

1930s, committed themselves to free trade and open




markets, far reaching controls on the movement of capital

became accepted, for the most part, as a fact of Bifes

But over the past few years all that has changed; and we

now have a degree of freedom that has probably not
aince |

existedLbefore the First World War - with the development

of information technology making the global financial

market-place even more of a reality than it was then.

(3 This has obvious implications,; first ‘of Sl EGET
co-ordination of prudential supervision, where the Basle
Committee has done such important work. I warmly welcome
the historic agreement on capital adequacy reached
earlier this year, in which Robin Leigh-Pemberton and

Peter Cooke playedisuch afiikey colias

L But the consequences of global markets go far beyond
questions of supervision, to the wery ‘hiearE i

conduct. .oif  economilc Do lhicys

g Finance Ministers and Central Bank Governors today
have to come to terms with a world i1n which the amount of
mobile capital is far larger than 1t B e

before.

9ne This has a number of advantsgess Savers hawve .3
wider range of opportunities, and borrowers nave access
to a much larger pool of tunds. There 1s now no Le3son

why investment should be financed exclusively f:o=

domestic sources. Net capital flows between countries




are inevitable and desirable, and may last for some years
in the same direction, with current account imbalances as

the inevitable counterpart.

10. But by the same token, the scale of mobile capital
imposes a discipline on policy, irrespective of the state

of the current account balance.

1l. Monetary poliey. has® hadileo adapt, since the
expansion in global capital flows has increased the
potential for exchange rate volatility, as we have seen
Qith the dollar. As a result, all the major countries
have :?yb?egfgg;sefdgfgaPiig to pursue policies that will
w;;hlgve ahd malntaln/é‘reasonable degree of exchange rate

stablllty And for over three years, now, there has been

international co-operation to that end.

12. And for those who wish to know in greater detail
what that co-operation is about, I can do no better than
refer to the official history of the Bank of England,
where you will €find a ‘description by a senior Bank
official in 1937 of the essential characteristics of the

system ofsmanaged floating that had followed the collapse

of~ the gold  standard a Ebi years .earliers '%Eg key

characteristic, he wrote, and ‘il quote, was
"Readiness on the part of
Bank to be 1dentified with an exchange
is never formulated, exg




must eventually thrust themselves upon public

attention."”

13, 'But the discipline imposed by mobile capital extends
beyond the exchange rate. To attract the savings needed
to finance investment, whether those savings originate at
home or abroad, countries need to maintain an overall

policy stance that commands the confidence of investors.

14. That clearly means a sound fiscal and monetary
e ——ERE

policy and a firm stand against inflation. But it also
— '

means regulatory and tax policies that make for business
Success. For example, no country can afford a tax regime
which drives away top managers, entrepreneurs, and
scientists,  any . more 'sthan et regime which deters
capital investment. It was to ensure that Britain can
retain, attract and. metivate & such people that I

introduced the far-reaching personal tax reforms

contained in this year's Budget.

1S So the globalisation of markets has implications

going well beyond the operation of the markets

themselves. It affects the whole conduct of economic

policy. And it may be no coincidence that the 1980s have
seen not merely global integration of markets, but a
growing global consensus on an economic policy based on

sound money and less government intervention in the

economy .
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l6. That conclusion has profound implications for our
approach to the completion of the single European market

in S L9025

17. I have spoken before about the two routes which
Europe could adopt: either on the one hand,
liberalisation and deregulation to the greatest extent
practicable; of, on the other, the b-auéggratic
imposition of harmonised regulation based on some average

of the existing practices, good and  Bad Al ke e

various member stafes.

18. It is wvital, nof Jjust for tChis EountE i E ST
Europe as a whole, that the first approach is adopted:
For the Community cannot insulate itself from the global
market, any more than an individual country can. There .
is abundant evidence of the benefits of free trade -
indeed, that 1is the reason for completing Eheclc
market 1in the first place. But these benefits will be
put at risk if Europe fails to respond to the challenats
offered by the wider world market. The Fortress Europe
mentality is profoundly damaging to the single market
ideal, which above all must be about making the European

economy more competitive in world markets.

19. The question of access to the single markeEt =

course, of particular interest to the City, not least

given the widespread concern about Commission pzeposals_;; 




to make access to the internal market in financial
services and banking conditional on the achievement of
reciprocity, Let me make it clear that those proposals
are a long way from being "agreeces The British

Government, for one, has made plain its commitment to

reducing barriers and to opening marketsvy In finaneial

services, more than almost any OEHer " SeCt oS
countries would stand to lose if the Community were to
try to erect a wall between itself and the rest of the
wor ld. Before lon% the business would simply go
elsewherneciiy

ZR. - As the Heads of Government put it, at the European

Council meeting at Hanover in June:

"The internal market should not close in on iItse e
In conformity with the provisions oSG -
Community should be open to third countries, and
must negotiate with those countries where necessary

to secure access to theilr markeEs . s

21. This 1is the spirit in which the UK SHGSEESE
approached reciprocity: '‘as a tocltiss 1mproving access
to other markets, not as a pretext for restricting access

to our own.

22. The right  appreach' is LS adopted 1n the
recently — approved Capital Liberalisation Directive.
Those Community countries who had not already done so

agreed not just to abolish remaining restrictions on




capital movements between Member States, but to seek to

achieve the same degree of liberalisation erga omnes -

that is, with the rest of the world as well. And they did
so, frankly, because no other approach makes sense 1in

today's global markets.

23. 'Finally on 1992, lethme cay  Ehise

24. There are some who claim that the single market can

t

operate successfully only if Europe moves monetary union,
A

by which they mean a common currency.

25. This 1s manifest nonsense: a view held only by

politicians who know nothing about economics and by

v i L
economists @ who' are' oblivious ‘te the ealities ol

T i R
pollEics:
RN Sk S

26.  The current talk about all this YTsknotirea It Ras
surfaced before, at the time of the werner Eeport of i 9i3a

)

If I may quote from what I wrote i1n the Sunday Times at

the time, some eighteen years ago:

"A national currency 1lies at ‘thne Very iU
national sovereignty. 2 COMMON  Currency s
something that can only properly £85I golitical
union: it cannot precede. it S significant that
whereas the Zollverei1n or customs union pavedtine way
to the German Federation a century ago, 1t was Gk
after?RUssia and Bismarck nad achieved a polit.ca:

union, with blood and 1iron, that a common Ge:~T,n




currency could be borwg."

And so far as the European Community is concerned that

political union is not on the agenda.

27. I think I can fairly claim to have demonstrated my
commitment to international financial co-operation, both
among the major powers and within Europe; and I would
like to see that co-operation taken further. But I find
myself in wholehearted agreement with
Herr "Karl-0t te " Polls the Chairman of the German

Bundesbank, when he wrote recently:

"One does not have to be a defeatist about Eurogﬁ%an
integration to doubt whether there is really
political scope for such fundamental decisions and
the sacrifices of national sovereignty that would be
required by the creation of a European central bank

and currency."

28 1992 will offer both opportuRit ics s challenges to
British businesses. I know that, i1n the lgasStiire -
City has got down to the necessary hard thinking about
how best to prepare itself. Given the right framework,
which this Government will work for, I have no doubt that
you will benefit from the wider opportunities in Europe,

as you have done elsewhere in the world.

Funding and monetary policy

29., Todreturn B E&thE hrwe front, I mentioned at the

start of my remarks how we have progressed from public




sector borrowing to the net repayment of public sector

debt.

304 But\this do not affect our over fundyng policy.

de. 3. But this jnsssssssrEEiNEEESUOPETT funding policy

—

which remains the same as it has been in recent years: a

full fund, which neutralises the impact of the public

sector on the monetary system and does neither less nor

mdre than that. I said a full fund but I should perhaps

now say a full unfund over the year as a whole.

X ¥ 2. 37%That mean% ln our new circumstances, and taking full

i |
iipcéount of the need to fund any underlying net increase

T — S

inenr  foreign exchange reserves, that the Bank oOf

England are now required to purchase gilts rather than to

sell them, thus bringing about the reduction in the

T )

national debt. It does not necessarily mean that the

required unfunding will be fully completed within the

coursey of «the financial year; as I explained on this

eccasion Jlast Sveari But it does mean, among other

things, that there will begpno more gilt auctions for the

————

[\ f6fes%§ble future.

31, ¥3. . The strength. of EhE public finances provides an

1

important  buttress  fo monetary policy 1in the fight

against. inflation.

33. When I spoke here last year, 1in the immediate




aftermath off the stock market crash, I said that this
country was well placed to cope with the repercussions of
the crash, and that the improved performance of recent

years would not be blown away by a financial blizzard.

34. There were some, I recall, who thought that was
verging on the Panglossian. In the event, the economy

has forged ahead.

35. As far as monetary policy is concerned, the ride has

not always been a smooth one. At times interest rates

have had to come down, first in response to the crash

‘{f«—!-‘}vf e S /f e —=< L LFV)J‘— ; L CCanasr€ O~

itself, and later when Cihe objective of reasonable:j

Mo

exchange rate stablllty came under threagjf At other

times, interest rates have had to go up, as the evidence
({.cwd bW ) /

of the strength of demand became increasingly apparent.

But the point 1is that the necessary action has been

n-
taken, and taken promptly, toimaat il appropriate

L
degree of tightness, taking the effect of interest rates

and the exchange rate together.

36. And I have 1little doubt that historians of the
future will judge that the loosening of monetary policy
in the wake of the crash, even though it may have stored
up some problems later on, was infinitely to be preferred
to the terrifying risks ' atieisantaees doing nothing at

that fragile time.

37. Meanwhile, the tightening of monetary policy last




summer has already had an impact on the housing market,
with price rises slowing and new mortgage commitments
sharply down. This is particularly important, given the
central role that the housing market has played in the
sharp decline in the savings ratio in this country. And
there are some tentative indications that retail sales
may also be slowing, %h Lt er wl o
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38. Inevitably, however, it will take some time before
the full . effects: come through: But although I ‘cannot
share the almost magical properties assigned to interest
rate changes by those who profess to see enormous
consequences in the reduction of base rates to 73 per
cent for all of two weeks, interest rafes STl T
job - which, of course, is why every other major nation

relies on them  in Ehe: conduct ‘of pelass AnAv}v X,

-

—39—Fn‘'Britain today, with the personal sector a net

payer of interest for the first time ever, interestirSEss
can be expected to be more effective than at any time in

the past.

39 40. As a result, inflation 1s likely to peak,at only a

e ——
little above i1ts present level, during the course of next

—————
year. But 1t may well take until the following ye:
| | B 5 e

efore we see a significant reduction in the fh“
e




account deficit. Meanwhile, let me repeat that interest

rates will remain as high as it takes, for as long as it

takes, to get on top of INELSEEONS

41. After several years of strong growth at a 1little
over 3 per cent a year we have now had two years - 1987
and 1988 - in which growth has beeflff ratiier Faa s
Following that spurt, it is now likely that we willisSeea
year or two of slower growth as the economy catches 1ts

breath.

42. ' But. thats is ‘not lcause s ol The underlyilng
supply performance of the economy has improved
dramatically as a result of the policies we have pursued

including deregulation, competition, and improved
incentives - and it will be possible  to combilnolEEts
necessary slowing down with what 1is, By ShlSEaE et

standards, a perfectly respectable growth rate.

43. Over the past six years the growth of TENOUT S
averaged over 3} per cent a year, wn:ile 1nflation has
averaged some 43j per cent, and employment 5as risen Ly
getting on for 2 million. At the same time, We Have e
our share of world trade i1n manufacturetl  SCOCIEE .

decades of decline.

44. All in all, 1t 1s an 1mpressive performance
out of the determination to pursue supply side refor=

within a sound macro-economic framework. It has been .n




effective combination, and will remain the thrust of this
i

Government's economic policy.

45. I can assure you, my Lord Mayor, that the Government

will continue to do all in its power to ensure that the

years ahead are years of prosperity, Bt USt" FOT SN

public purse,  but for the whelehaatims






