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William Keegan

THE TIMING of the resipna-
tien of David Mellar, the hap-
less Minister of Fun, calls to
mind the public unmasking of
the notorious Brtish spy, (Sir)
Anthony Blunt, in 1979, Hiunt,
1t will be recalled, was a figure
who did sertous harm w the
cause of Britain, and was, there-
fore, not pursued by the tabloid
Ppress  or  their  hordes of
Sprinnng  photographers unril
well after the damage was
done.

This 15 in spite of the fact that
._“n warked for the Royal Fam-
ily.

Having unearthed conciusive
evidence of Blum's erimes, the
Establishment kept the findings
quiet for many years, The Gmai

Europe needs a
New Deal to prevent
mass unamployment,
argues Jan
Toporowski

A SPECTRE is haunting

Europe: the spectre of fascism,
born of economic stagmation
and the very apparent inabulity
democratic governments to

af

reserve last week, It did, how-
ever, have the Minster of Fua,
and  Mallor's  resigration
undoubtedly proved a useful
diversion from rhe bankruptcy
of economic policy and the
abyaimai showng the Gavern-
ment made in last Thursday's
emergency debate.

Or course, Mellor's hming
also served another purpose, To
lose two Ministers 11 a2 weak
would have been to evoke
familisr quotations from Oscar
Wilde, Mellor's TesIgnanon wis
extremely useful for the Chap-
ceilor, perversely strengthening
his positron in the Cabiper — at
least for the weekend.

There 15 no oversstimaung
the Chancellor's luck in this
respect. Indeed, to judge from
his recent demeanour in Wash-
ingron, at the Gronp of Seven

eliminate mass unemployment.

Therr are two main reasons
for this alarming prospect.
First, exchange rate stability in
Europe has come to be regarded
a5 the precondition for Burg-
pran economic and monerary
wmon. Second, the distrtbunon
of productive capual in tha
European sconomy is such thar,
broadly speaking, the German
cconomy  normally  operates
surpluses in its wade with the
rest of the European economy,
In wther words, other countries
can only kezp therr foreign
trade in balace by holding down
the growth of their own ecano-
fmies.

The commument w the
Eurcpean exchange rare mecha-
DS 15 102, 25 MAny economists
have interpreted it, a comsmit-
tment o the convergence of
Eurgpean rates of iniation. [n
fact, it means giving an gvernd-
ing priority in economic policy
to the reduction and elimunatipa
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{nor Bath, you understand: that
was altogether 2 mare fraught
OCCAsIN ).

I &m tempted to suggest that
‘a Bnush monetary peicy’ is
ane of the few rhings chat are
being made 1n Britan at the
moment. But thar would be
ineccurate, because, as the
Chancellor himself has obtusely
hinted, even under ficating
exchange rates there is no such
thing as a strictly British mone-
tary policy.

This sudden outbuarst of eig-
tion on the part of my new
Iriend can be attributed o V-
eral factors, including that he
swrvived fas; weekend, and sat-
isfaction that ke is no longer
having to defend the indefens:-
ble — by which | do neg just
mean the pound, byt the whole
baggage of nonsanse which he

of foreign trade deficits: the
ERM requires member govern-
ments o kesp the exchange
rates of theit currencies stable
or strong. For currencies that
Are N0 reserve cleTeEncies, this
is actueved by maintainmg for-
e1gn trade in balance or surplus.
Fer deficit countstes, the most
effective way of eliminaung
trade deficits is by reducing
demand so thar fewer imports
are purchased. The alternative
way of strengthening exchange
rates by attracting foreign capi-
tal inflows with relatively high
interest rates is temparary,
unreliable and wnswbie. In so
far as 1t works more than tem-
parany, it does so becavse rais-

ing interest rates reduces
demand in highly indebted
SChnomies.

The fact that price mélanon is
also reduced when toade deficits
are eliminated in this way is a
by-product of the arrangement:
itis is not the effective means by
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The fact that the Government is naw pursuing

more sensible economic policies — or perhaps

being pursued by them
The truth is we are now

—— 15 not enough.
the laughing stock

of the entire financial communipy.

peerage. Major's discomfiture is
50 patent that, if she were still in
the Commons, all manner of
comebacks might be possible.
But there is no precedent, to my
knowledge, for peaple being
able to renounce peerages thay
have accepted volunearily,

So here wir are, with a rum-
bustious performance from the
Chancallor in the Commons,
and at least 3 'pass’ in his viva
with the Conservative Rack-

which currencies are strength-
ened.

The problem for Europe is
that reducing trade deficits also
diminishes the exporis of sur-
plus countries. Thus extends the
deflatien from deficit countries
1o these with trade surpluses,
As surplus countries join in the
deflagion, the demand for
exports from the deficir coun-
tries 15 reduced. The larter have
1o defllate even more t¢ ohtgin a
given deficit reduction.

Furthermore, when  Garp-
many, the mein surplus coun-
try, reflated to support the East
Gertman economy, it prommiy
drove itseif into a trade delicit.

The ERM is therefore a
regime of permanent deflation
and mass unemployment of the
kind that we have sesn in
France over the past 10 years 23
long as governments refrais
from ntervening in industry
and directing its growth. Again,
the mncreasing concentration of

Chancellor sees the turm of
fvertt moving in his favour
—listrust of Eurgpe, relief ar
the new policy of [loating
exchange rates and lower inter-
ust rates, and the absence of
Madame Thatcher to take
advantage of this in the Com-
mons?

But ler us stop fantasising.
The fact thar the Government {5
BOw  pursuing more  sensible
eeonomic policies {or perhaps

productive capital in wesrern
Germany means that, even oul-
side the ERM, de-industrialis-
ing economies such os Britain
cannot expand their industrist
capacity and production with-
But incressing their rrade defici;
and weskening their currency.

Amoeg Eurcpean political
elites, the Euro-sceptic aption is
for & free trade ares in which all
countiies wiil ‘eampere
equaily’. The currencies of the
deficit countries will depreciate
until their tade deficits are
eliminaeg.

But, in g0 far as it works like
high interest rates, devajuation
reduces the spending of import-
ing classes, {principally indivig-
uals with high incomes, and
manufacturing industry). In
this way (oo, #t reduces the
exports of the surplus countries,
Although it does not reduce
imports, it raises import prices,
boosting price inflation in the
defieit counrry .

Wiy in  which it
occutred.

Since the policy was Major's
and nat Lamont’s, it Mmay seem
unfzit to say thar the Chanceilor
thould do the decent Roman
thing and fali on his sword, But,
given his smbitions, it might be
wise of him to da so before e i
pushed. It was Major's policy,
but Lamont was the front man,
The Chancellor pur his job on
the line with his speech to the
Eurvpean Policy Forum in July.
He gave his word thar we
should oot devatue, and lisred a
host of dire consequences of
devaluation. We have devatued,
and the dire comsequences
higher interest rates erc — have
not accirred,

But the eredibility of his antj-
inflationary straregy is in tatrers
— t0 use his own words on
10 July,

European policy, and the
Buro-sceptic alternative, have
reduced the economiz palicy
choices o two: severe deflation,
and milder deflation with inila-
tion, The poor, discontented
and marginalised, who gre {n
incressing numbers paying for
this, will note the appatent fajl-
ure of democtacy. At best the
will become alienared ang -
cal, But mors and more cmunﬂm..n._
are clearly tuming to authod-
tarinn end xenaphobic idenlo-
gies.

The bald alternative is Eurg-
Pen monetary union. But the
economie prablem with this is
the scope that it will leave for
EOVEIILMENnt ecoRomic activism.

If European governatents are
teduced to the role rhat local
authorities have in the UK, as
advocates of an independent
ceneral bank would prefer, then
therz is lirtle hope that they wit}
be able to do much beyond act-
ing as the deflationary ammn of

Bottom Line

HITiELy dNA 108 WOL4 Of the preg-

ent  Chancellor has  been
devajzed in line with those
pounds.

One should not be 5o rsh as
0 compare the damage done to
Britain’s reputation by regeng
Bvents (o that wrought by the
spy Blunt. The more recent &pi-
sode has probably been far more
harmfui to the reputation of UK,
ple, although the actwaj oue-
come for policy should be
beneficant,

The question is whether the
Chancellor cuts a credible figure
1s the purveyor of that new pol-
icy.

Lest anybody doubt how
serious the 'UJ" turn has bean,
fet me remind them of the st
which Nerman Lamont gave us
on 10 July, when he sajd there
was 'no alternative to aur pres-
ent policy”,

On that occasion the Man

the European ceatral bonk:
helding down incomes and
expenditure 1o keep imports
low sa that the Eurapean central
bank can keep the European
currency ‘strong’,

This is likely to be more ane
more deflationary az the United
States tries to eliminate ity defi-
cit with the rest of the world,
and a8 the world outside Europe
reduces  iis  imports  from
Europe in response ta the contj-
nent's deflation. The continuing
regime of mass unersployment
in Eusope will lead to forther
disiliusionment with the ideal of
a united Purope. Fascist apd
nationalist  movements  will
thrive on this.

The recent withdrawal of
steriing from the ERM confirms
that it 1§ net possible to
use interest tates to perma-
aently sirengthen a weak cur-
ROCy,

it is now much more likely
that the ERM will fali apart as

and rum oplion — cur interest
rates and a run on the pourd’;
{¥) 'Laave the ERM and set

inferest  rates according 1o
domestic TOOETY targets’ —
‘We have been here
before .. . in  practice  (he

money supply figures often pro-
vided a poor guide to mtarest
rate policy.’

I rest my case. The question
of credibilty also applies to the
Prime Minister himse!f — some
would say rnore so. But if I were
Norman Lament [ should be
wary of declarations of suppart
Trom the Prime Minister which
sate: ‘I take full respansibility
for the actions and policies of
my Chancellor.'

They sound sl too reminis-
cent uf a previous Prime Minis-
ter, whose parme momentarly
eludes me, who declored that
rn% Chancelior was ‘nnassail-
abie’.

member countries resort o
devaluation as a portial alterng-
tive to deflation. But, with all
tountries simultaneously rying
1o become more competitive by
cutling costs, the net effect of 2l
this competitive devaluation
can only be further deflation,
with rising price inflation as
weli.

However, 1 democrauc
Euwropean government or an
alliance of national governments
could encourage enterprise by
infrastructural wocks, whiie the
Ofganisation of industry in
impoverished and  bhackward
parts  of Europe can lead
the continent out of the eco-
aomic impasse m which it now
finds itself. What Britaig and
Europe need isz Europesn New
Deal

Jan Taporowski, Jformerly o Cuy
£EONGEIEL, terites on  ndustrial
and  financial  economics and
teaches at Svurh Bank Umuver-
iy
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