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Evans in
search
for buyer

vans Healthcare, which wag
pought out from Glaxo for £27
million in October 1986, has
asked First Boston, its mer-
chant bank, 10 seek buyers for
the business rather than press
ahcad with a flotauon on the
Stock  Exchange. Evans ¢
pnwain’s leading suppher of

enenc pharmaceulicals 1o re.
1ail chemsts and one of onjy
wwo producers of vaccines ip
the countn.

Unbranded medicines o
Jonger protected by patents are
one of the fasiest growing
sectors of the pharmaceuticals
industry. Two thirds of Evang'
£44 million sales last year
came from genenc drugs, with
the majonty of the remainder
accounted for by vaccines,
Operaung profits have grown
from £1.1 million in 1986-87
10 £6.2 million 1n the year to

June.

Banks dispute

Taipei (Revter) = Mrs Shirley
Kuo, Tawan's finance min-
ister, sud the govemnment
cannot begin 10 scll off shares
in three state-run commercial
banks unul it decides which of
1ts branches eciually owns the
stock. She said the First
Commercial Bank, Hua Nan
Commercial Bank and Chang
Hwa Commcrcial Banks
would be pnvatized. but that
officials first had 10 thrash out
who had the nght to imtiate
the sale.
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Underlying trends
point to high-risk
policy for sterling

Rt Unned Kingdom &ccount outlook.
cconomy js gy 1o The current deficit g,
€xpenence a hard Jand- exacerbated by the strengh or
IF Over the next year. Eco- domestic demand last yeg,
nomic growth will ‘siow sub- but the poor underlying trend
suantally. The trend for unger- was clearly in_cvidence lon
Iving 1nflaion will be upwaras before 1986. The underlying
3¢ the current account wll picture of @ WorsenIng deficyy
TEmain in sizeable deficit. This appears 10 be explained by
€CoNOmIc scenano 1s unlikely structural problems in the
1o aliow stefling 10 remain economy, in perticular the low
stable and e sharp fall in the level of past investment in the
currency 1s hikely, UK. As shown in the table, the
Financial markets have ten-  latest comparable figures from
ded 10 focus on the positive the OECD show that over the
aspects of the policy stance. In- penod  1960-87, Britain hagd
panucular, high interest rates the lowest level of capna)
have slowed consumer spend- formauon as a proportion of
ing end have ied 10 2 stagna. GDP amongst the G?
uon of the housing market. countnies.
Now.mainly on accountof the  As Bniain docs not produce
mongage rate effect, rewail goods of the nght mi of
pnce inflation has started 10 product type 10 solve the
fall. current account deficit, in-
However, there are poten- Creased investment 1s required
tial problems in the outlook in order to produce better
for consumer spending and Quality goods. While impon-
inflauon. First. overall con- Ing investment goods is pref-
sumer spending  has not crable 1o imporung consumer
slowed as quickly as wished. £00dS. 1t beps the question why
andthegrowthofeamingsand We cannol produce them
the impact of Nauonal In- oursclves.
surance reductions could At present, exchange rate
mean that ding rebound! are being increas-
in the run-up 10 Chnstmas. ingly determined by capital
Second. underlving inflanon flows seeking out high-yielding
has continued 10 pick up and currencies.  However, cur-
with eamings growth nsing. rencies do eventually move in
fears of a wage-pnce spiral
remain.
Negative effects of policy
are already being seen in other

GROSS FIXED CAPITAL
FORMATION (% of GD?)
areas of the economy. High ysa '6?58; k)

178

interest rates are adversely Japan 314 290

affecung UK output and Germany 28 208

cest ' France 226 2058
investment intentions. i 8

In the secona Quarter —for hery ?_-,é -‘.5:

instance, manufactunng out- Caneas 223 &g

put gowth was fiat, while SouTe OFCo
1ndustnal preducudn f2ll | par

cent. Over this quaner, 1t was response 1o underlying fun-
noticeable that there was 2 2 damentals. On this basis, the
per cent fall 1n the output of fundementals for sterling art
chemicals, textiles and cloth- not favourable. Eventually,

mg
The lauer industnes are
clearly being hit by 2 loss of

sentiment towards sterling 15
likely to change.
1t1s difficult to envisage the

cost competiivensss, asso- Chancelior wanung 10 aliow
ciated with sterling's strength.  sterling to fall. A depreciaticn
A slowdown in manufactunng would add 1o inflaticnan
15 not good for the economy. Ppressures and may be damag-
As domesuc demand slows, 1ng At this stage of the electoral
what 15 needed 15 for output- cycic. Instead, 1t 1s more hikely

growth 10 b maintained,
through  production  bzing
switched 10 meet overseas
demand.

Another mejor problem is
that investment  intentions
have been reduced. For in-

CBI surveyin July, the balance
of firms expecting 1o authonze
more capital spending on plant
and machinery over the next
year fcll to 3 per cent from 18
percentin April. In the survey
before the tighteming in mone-
tary policy 100k place last year,
the comresponding figure was
“32 percent.

As in the carly 1980s, it is
more likely 10 be- smaller
companies that are adversely
affected by a tight monctary
policy stance. Unlike the larger
companies. they 1end not 1o be
50 well diversified internation-
ally and are thus more cxpostd
10 a domesiic slowdown, Also,
they are more likcly 1o borrow
funds at the high level of
domestic interest rates. Larger
firms tend 10 be more cash-
nich and borrow at lower rates
in the intemational capital
markets.

If investment is cuntailed
and smaller firms cut back on
expansion plans, then this
could emerge as a longer-term

roblem for the economy. The
balance of growth in future
years will not be as desirable
as one would wish. Further.
more, it makes 1t more diffi-
cult 10 envisags 2 significany
improvement an the curreny

stance, according 10 the latc. “ywas no evidznce of netinflows

that interest rates would be
kept high 10 support the
currency. However, sterling
has been supponied solely by
short-term capital funds. With
a current eccount deficit of
£14.6 billion last year, there

of long-mvpiul. Last year,
for instancy, longer-1erm cap-
1al flows were leaving Britain.
Identified flows of direct
and portfolio investment over-
scas exceeded infllows into
Bnuzin .by £13. billion, and
after laking into eccount valu.
auon_changes the net effect
was an outflow of £20. bil
lion. Thus short-funds attrac-
ted 10 the UK had to offset the
curment account deficit and the
outflow cf longer-1erm capital,
Even allowing for the balan.
cing item this meent there way
& substanual flow of shon.
term funds that was financing
the current account delicit.
As European interest rates
nisc over the next few monthg
these speculstive funds ere
likely to be increasingly ar.
tracted  overseas. Financy)
mackels are likely o demang
ever-higher 'British imengy
rales 10 support sterling. The
problem " though is that high
domestic interest rates are no
1mproving the underlying fyp.
damentals in the econom,
Eventually, sterling will com,
under  downward Pressure.
with a negative impact for e
€conomy and the ikt marke,
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