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s the rest of Europe prepares for
tMU what should Britain do? The
bovernment is keeping its options
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Replacing sterling means a loss of
monecury sovereignty, with interest
rates not being set in the best
interests of the UK economy: Also,
a fiscal stabilitcy pact berween
European countries will prevent
flexible budgertary policies once
EMU begins. Consequently EMU
will remove the Government's
tlexibility to set policy to suirt
domestic economic circumstances.
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In this article,
Dr Gerard Lyons, Chief
Economist of Dai-Ichi
Kangyo Bank (DKB)

International looks at

“avoiding the monetary

union straight jacket”.

M Second, the Maastricht Trearty is

economic nonsense. Maastricht
fights vesterday's inflation barttle.
without any allowance for
changing circumstances. where
unemployment is now the
challenge. Thus it sets a
deflationary rtone. pointing to
weak., below trend growth and
high unemployment.

Third. EMU is insular looking and
does not provide an optimal
currency area for the UK. If sterling
entered a Monetary Union this may
help firms trading with other Euro-
pean countries but at the expense
of possible trade elsewhere.

B Fourth. the system s not workable
There 1s no flexibility in economic
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there will need to be a flexible
labour market in order for firms to
respond to economic shocks. The
unemploved will migrate from
poor regions to wealthier ones. To
prevent this social dislocation
there is the need for flexible,
regional fiscal policies with
transfers from richer regions to
poorer regions. If not. EMU will
result in severe regional disparites
and condemns some areas o
continued weakness and
poverty. Yet there is no room
for this policy texibility in
EMLU.

B Fifth, Britain will not be able
to address kev underlving
structural economic prob-
lems within EMU. In
particular, we mayv not be able
to keep our labour markets as
deregulated as we wish. In
order to attract inward
investment. Furthermore, the
LK needs to invest more
heavily. To do this requires a
more pro-active, pro-Britush
Interventionist stance than
will be possible within EMU.

M Sixth. it is simply wrong to
assume that sterling will
continue to weaken and the
LK will face a higher rnsk
premium outside the EMU.
There is everv likelihood that
the euro will be a soft
currency, despite an initial
period when the European
Central Bank will aim to act
tough. By conrtrast, if the UK
pursues sensible domestically
orientated policies then

sterling can perform well. There is
much that needs to be done in the
LUK economy but success cannot be
achieved within EMU.

Co-operation but
Not Monetary Union
The fear factor that the UK will lose
out on inward investment is
misplaced. The UK is competitive and
has continued rto arttract inward
investment in recent years, despite
our well known opposition towards
EMU.

[ am in favour of greater European
co-operation but not through the
straight-jacker of Monetary Union.
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