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Britain is safer
staying away
from this party

There are seven reasons why
the UK should not be rushing to
Join EMU in 1999 - or perhaps
ever, Gerard Lyons argues

HEN
entered

earned the nick
name
Money Soon'. as

was In the ERM.
referred to as
Recession Mechanism

More Unemployment
Having missed EMU's origi
nal start date of 1997

Europe's politicians do not

want 1o postpone the resched
uled one in 1999. Delay could

finish the single currency for

good. So they have pulled out
all the stops. A single cur
rency will begin in 1999, with
11 starters
This is al
ready put
ting politi
cal pressure
on the Gov-
ernment
and partly
explains its
dithering in
recent

45

Ireland

the
EMS, the latter

‘Easy
money
flowed in. When the pound
was
Europe's
as the
economy suffered. If we enter
EMU, it may be termed “Even

How Europe i_ags behind

Millions of jobs created since 1970

daughter were invited with 11
of her friends to a party, she
would naturally want to join
in. If this party were held in a
safe location where nothing
could go wrong, such as a car
ing home, I would not mind

But imagine If the party
were to be held in a field near
a cluT edge. There is a high
risk ol tragedy

EMU is like this. The Gov
ernment should behave like a
grown-up, surveving the
whole scene, not like an im
petuous child oblivious to the
risks. If something goes
wrong, it could be fatal for the
economy

Second is the lesson of
Black Wednesday, when the
pound was forced out of the
ERM. There will be a clash

——————————————————————————

Us

Europe’s task is to avoid
America’'s social problems
but enjoy its growth. Yet, if
Europe does not have the US's
monetary, fiscal and labour
flexibility, then the shock ab
sorber will be unemployment,
with depressed regions. In
this environment, nationalist
tendencies, which the archi
tects of EMU hoped to avold
could thrive

Fourth, history shows that
if EMU Is to survive it must
become a political unlon
There Is no middle ground
EMU must have a single fiscal
policy, with central control of
tax and spending powers

Monetary unions of large
sovereign states eventually
fall, sometimes after a long
time. The gold standard col
lapsed in 1931
A Latin mone
tary union, set
up in the mid
1860s, col
lapsed in 1927

Scandinavian
monetary

union folded in
1831

weeks. but
does not ex
cuse It

There are 15

Not only did

strong eco
nomic argu
ments why
Britain

all these mone
tary unions
eventually fall

but they also
did so at a sim

ilar time,

when there

should not
rush in |
am nol

83 85 87 89 91

was a big ex
ternal shock
such as a defla

93 95 o7
Saurce: OECD

agalinst co
operative relationships with
our European partners. There
IS no point trying to play a
key role In Europe through
the straitjacket of a single
currency, because it Is flawed
and not in Britain’s long-term
economic inlerests

Why, then, does industry
want it? There Is a misconcep-
tion that, If we replace the
pound with the euro, stability
will be bought and at little
cost

There are seven fundamen
tal reasons why the Govern
ment should avoid EMU

First, there is no guarantee
EMU will be a success. To
qualify for a single currency,
countries have to meet the
Maastricht convergence crite-
ria of low levels for budget
deficits, government debt, In
flation and bond yields as
well as ERM membership

These criteria are arbitrary
and narrowly focused on a
small number of mainly fi
nancial variables. Important
as these are, they can achleve
only a minimum degree of
economic convergence. The
failure to focus on “real” vari
ables such as growth and em
ployment means there is no
guarantee countries joining
will have converged sufli
ciently to survive difficult
ecanomic conditions

able, with only a narrow man
date to achleve low inflation
The Federal Reserve has to
achleve low

The fact that the criteria
have been fudeged exacerbates

has been achieved is sustain
able

There Is a political fear | ers like America, where funds
Britain will miss out on the | are directed to regions in eco

party
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. lows much-needed flexibility
the problem. We do not even | in local economies Europe’s

know If the convergence that | rigid labour market will not

If my six-year-old | nomic difficults

between domestic and exter
nal needs. The Bank of Eng
land Governor Eddie George
calls this “the one size fits
all” problem. A single cur
rency means one interest rate
for all countries. It may be too
high for some, causing weak
ness and unemployment, and
too low for others, leading to
inflation

Remember the Lawson
Boom, when overheating in
the South-east pushed inter
est rales sky high, even
though this was not appropri
ate for the whole country

Third, flexibility Is crucial
to a single currency’s sur
vival. ] am olten asked: “If the
US can have a single cur
rency, why can't Europe?
America has monetary, liscal
and labour flexibility, which
EMU will not have

NLIKE the US Fed
eral Reserve, the
European Central
Bank will not be
politically account
a
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ing to weak, below-trend
growth, high and rising
unemployment

non-EMU world

rise sharply to compensate
This is the sole government
concern about joining. Yet the

tionary envi
ronment. Monetary unions of
countries that have not con
verged economlically or
merged politically eventually
fail, particularly if the Inter
national environment |s
tough.

Fifth, qualifying for EMU
may be easy compared with
the problems afterwards. The
immediate concern of finan
clal markets Is the “free
rider” problem that a high
spending government will
trigeger instabllity. To tackle
this problem, another one has
been created through the sta
bility pact, which aims to con
trol government spending
and in doing so will result In
“deflationary policles” lead
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Sixth, academic theory sup

ports empirical evidence by l
showing the euro will not |
mean
area” for the UK, because we

are a medium-sized open |
economy with key rrrunnp,

an “optimal currency
nd financial links with the

Seventh. the UK and conti- | |
ental economies are not In

stable employment, leading to

balanced policles join the single currency, the | v
The US labour market is | pound must fall to a sensible

flexible with, on average, | rate and Interest rates de

.7 million people moving be- | cline, converging to European

(ween states each year. This al- | levels. Taxes would have to [ n

h

| in Belgium and German
| 1S pot just the euro that deter

'? =
et

more than simply a cass
walling a few vears

of

All of this should dispel the |
fearfactor about staving out
sidéa single currency

Wall
ng #and even staving out for

good need not cost jobs. Two
synchronisation. [l we are to | fifths of Japanese inward in

estment in Europe has coms

to the UK. as has the bulk of
Kofean inward Investment

Some multinational compa
&8 have shut plants here
uf many others have done so

allow this. Similarly, EMU will | economic argument against | mines where firms invest

not have inbullt fiscal stabilis- | EMU should be based on | Glebalisation will ensure that |
more than cyclical factors. | protectionist trade barriers |
There are fundamental flaws | cafnot be erected in Eurt pe
with the euro, suggesting it Is Whatever happens else

It |

gers’ tale

anemic well

where, Britain needs sensible
and sustainable policles
almed at boosting Investment
In the Infrastructure, publi
services and value-added
ireas of the economy. raising
llving standards, with lower
| unemployment
EMU Is not the stepping

stone to such longer-term |
goals. You will not hear this |
irom the Chancellor's spin
doctors. but you will i m'
the one In eight who are un
employed across the Conti
nent

Dr Gerard Lyons is chief

economist of DKB [Interna
tional, the London subs
of Japan's Dai-Ichi
Bank
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being Into account, The
Human Development Index,
for instance, which is used by
the United Nations, includes
education and life expectan
cy. But as Prof Crafls notes
once we move away from
monetary measures, there
are problems of weighting

Bul even the simplest ad
justment, to take account of
hours worked, radically al
ters the picture. Prof Crafls
finds that growth adjusted for
hours worked was, In many
cases during Europe’s golden
age of the early postwar
period “at least on a par u:uh
that achieved during the East
Asian miracle’

He concludes that conven
tional rankln;lp o(' e(«;:m(w\nr\)l‘c;
erformance basex :
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their day

‘Worm’s eye

Dan Atkinson

HE last of the great

flat earthers was, by

all accounts, former

president Kruger of

South Africa. While head-

ing into exile In England

after the Boer War, he

asked a crew member to ex-

plain some principles of
navigation

A quick talk on latitude

and longitude persuaded

|
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In other W ords,

is December i|m(;‘ L‘arl)t
at the same ( nid

idv
nay be deep m
::1 lF,nz:lnnd and high
mer in Adelalde i
By contrast, 11p
night
land
hours after re

la}:cth(‘ wake of our I

yesterda) to GMT., som
has to ask the

aching

rer that the Old Testa- of It
51?:1‘(‘ description of the | tion have “l(-:)u"r?d-’
earth was inaccurate and | Wwrong “:)indusll‘)'
that the globe is, er, a|ness an learly
globe. et B o e vantaged.
(aln conse- thc pfc~
A S e apply one system;
follow ; w .pp y Slobal
”O.'.n( 'clg solution to the cial age.“
R ?,n - jmpera
of a sphert- calendar and that deals}
' execu
one of the another to d_ocumcnl
portant  the clock o i
singie >
being the thec ;ram(‘“’ﬂl
need (0 T L. |

face up to .
the impossibility of a single
“day”, the same the world
around

Somewhere it is always
night, somewhere noon. In
the same way, one zone's
summer is another's win-
ter.

One response is to retreat
into a rural indilference to
any chronology more com-
plicated than, in the dimly
remembered words of a
long-forgotten snack-food
advertisement, the sun goes
up, the sun goes down, the
pressures of life are getting
me down

Another Is (o impose a
single system and accept
that it will mean different
things in different places, |
what may be called the
single temporal currency

And a third is to allow the |
different parts of the world |
to “float” against one an-
other, so that each descrip- |
tion means the same thing, |
bul at any time each zone
enjoys a different share of
the clock or calendar

ooming ftourist indus
t\:.ould gcncﬁt cnprmmi
from being able, for mf.l
ple, to sell “July break &
ternationally, without 4%
ing to define Jw
differently around ?

lobe
~ The present set-up mn.h
a mockery of “real time'}
the basis of modern Ctt
puterised financial lrnd*

mecahanisms

Had someone executeda
currency deal on the dotyf
2am on Sunda) eithr
the BST 2Z2am or the GIT
version — how would it
have registered on Brll)h
systems?

In other words, let us
have one clock g ewn
though it may cause sam to
mean different things to
different folk — and. .2
“zoned™ calendar, in which
May will always be May, al-
though at different time of
the year around the woild.

Now there is a milen-
nium project worthy o the
name

Tourist rates -bank sells

Australia 224 France 9.39

Ausina 1978 Germany 2 80

Belgium 57 96 Greece 444 15

i Canada 2 21 Hong Kong 12.23

Cyprus 0 82 ndia 5908

Denmark 10.76 reland 108

Finland 8.48 Israel 5.77
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| TODAY — UK: Parliament
reassembles afler recess

1US: import prices (in week
Sep)

JP: BoJ quarterly report

| confidence (Oct

WEDNESDAY — US: Green

| span leslifies to Congress

TOMORROW - US: Consumer

taly 2.766 Singapord
Malta 0.62 South At T8
Netherlands 3.15 Spain 29
New Zealand 253 SwedaiZl]
Norway 11.30 Switzeri &8
Portugal 28575 Turkey 31430
Saudi Arabla 6.01 USA 1525
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JP: Industrial production{Sep)
THURSDAY - FR: Monetary
council meeling

FRIDAY — US: GDP advance
(Y/Y, Qa)

JP: Unemployment (Sep)

JP: CPI Tokio (Y/Y. Sep)

FR: Unemployment Sep)
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