Js

3

T\ eS00y wWernrAA

U UL JROuae ol “.,;, with

|
) VAM10US Access pornts along I
Sincdl s

A ac

2]QUAIPDI S TIOSAR” ] IIAJ

T

OBSERVER SUNDAY 28 OCTOBER 1990

Short-term roads to a fool’s paradise

Gerard Lyons

THE UK trade figures have
been  improving  in o recent
months. Inflation 1s at or necar
tits peak and will start to fall
sharply soon.

These were the twin mes-
sages from the main economic
figures of the last week and the
Parliamentary dcbate on_the
European  Exchange  Rate
Mecchanism (ERM)

Anyone who believes that
these developments signal any-
thing more than a temporary
improvement in the UK ccon-
omy is cither a supreme opti-
mist or living in a fool's
paradise

The UK recession should

ly the cconomy must

lead to an in the
current account as imports fall,
and to a reduction in the head-
line rate of inflation as produc-
ers and retailers try to restrain
price riscs in an attempt to
maintain market share

have a growth rate consistent
with a balance of payments
lib H

expect 1o see a surge of invest-
ment inflows. Whilst increased

trics shows tha the UK Gov-
crnment must clearly
ity . direct

1}

q - 'ty a reduc-
uon in the deficit is Likely to
exacerbate the impact of il

recession and  highlight the

Despite this it is imp [
realise that the UK's problems
of high inflation and a large
trade defiat are not just the
result of the recent strength of
domestic demand.

The UK suffers from
deep-rooted problems relating
to inefficiencics on the supply
side of the economy, ilustrated
by the UK's continued low level
of investment and savings.

International events are likely
to play an increasingly impor-
tant role in determining how the
UK cconomy faces its prob-
lems. Sterling’s membership of
the ERM will impose con-
straints on UK economic policy.

Furthermore, the ability to
learn how countries such as
Japan have establuhed strong
economies may hold the key as
to whether the UK can address

its longer-term inadequacies

The UK's sizeable current
account deficit is unsustainable.
A reduction 1s necessary (o pre-
vent sterhng from coming

under strong downward pres-
sure.

y's .

The movement of the Gov-
ernment into a budget deficit
means that there is @ need to
boost private sector savings in
order to reduce the current
account deficit.

The burden of adjustment is
likely to fall upon the corporate
sector, but with debt levels so
high this could lead to a severe
reduction in stocks, a significant
curtailling of investment inten-
tions and a large rise in unem-

interest rates will grow. How-
ever, the ability of interest rates
to fall will depend upon ster-
ling's performance within the
ERM. At present there are a
number of factors which sug-
gest that rates will have to
remain high.

While ERM entry has proved
successful in curbing inflation in
other countrics this has gener-
ally occurred after a long
period

Experience from other coun-

b~ adopting a tight
fiscal policy. “Exjenpially the
ERM implies that output wall
fall and UNemployment rise ay
the trade-0lT for regucing infla-

tion.

Inflavonary tations,
particulrly of wage incrs,
will not ¢ reduced immedi-
Y because sterling is
in the M g pay settle-
ments 8§7°°d in the car sector
over the BSt fortnight are testi-
mony to!

Nor ¢ financial markets
convineed that it s possible for
sterling 10 Sustain s Jevel
within e ERM without high
interest ™S In pare this s
because stefling hay entered the
ERM u-'(:“’mr\-uuw level.

Steri W remains very
\-ulnm This is clearly
demonstrated the depen-

last year
billion of short-

Su:l; 'u-omyv;re:-.u move
out quickly,
i confidence in the
K economy deteriorated or if
UK interest BICS were no lon-
ger attractive relative 1o rates
overseas. 3
In a recesidt We would not

in the UK,
particularly by the Japanese,
will reduce sterhng's d¢ -
dence on hot money, it "lﬂ not
remove it.

While Japanese investment in
some areas, such as clectronics,
has led to a growth in UK
cxport markets, some invest-
ment is occurring in arcas where
it could displace domestsc pro-
duction

Although the local content of
the goods produced may be
high, this begs the question as to
why the UK has to rely on such
‘Trojan horse® imports, and
why we can’t produce the goods
ourselves.

It is hard to make bilateral
compansons, particularly when
cultural differences are great.
None the Jess, there are certain
features of the Japanese econ-
omy which are particularly rele-
vant to the UK.

The ability of the Japancse to
be major exporters of capital is

due to their Iargc current
account surplus. surplus
has grown use of Japan's

powerful manufacturing sector,
which produces high quality
goods.

A strong manufacturing base
allows Japan to satisfy domestic

demand, whilst also exporting
to overscas countries. Although
the Japanese current account
surplus will fall as companses
relocate uction  overseas,
the benefits wall still accrue to
Japan, through interest, profit
and dwvi payments.

One of the most striking dif-
ferences between the UK and
Japan is the UK's very low rate
of investment. The latest com-
parable data from the Organsa-

investment can abo lcad to
capacity constraints, thereby
capping industry’s potential
output.

The financial environment in
Japan appears more geared to
the manufacturing sector. His-
torically, there have been
greater connections between the
corporate and (inancial sectors
in Japan.

This was reflected in the zai-
barsu, or large industrial con-
hat existed unul

Bt
velopment  (OECD)
shows that the UK performs
badly, in terms of direct invest-

ment, with
countrics. 3 large number of

G.O’""‘""ﬂt investment in the
los0 g8 Over the period
-88, lfzehe U}G ranks bottom
S. Over this
mm':dt;vux Investment as mea-
b ¥ Bross fixed capatal for-
(n_:g:n was only 18.2 per cent of
- For Japan, the compara-

ble figure was 31 4 per cent.

Even in the 19805, the UK
tom.,

The low level of UK invest-
ment could explain why the UK
fails to produce sufficient high
quality goods that can satisfy
hx;h-ux?mcn;nn markets.

The UK has a trade deficit
with 18 of the 21 other OECD
countrics. The low level of

t
their break-up by the Ameri-
cans in 1945. The principle of
these still cxist, making the
relationship between companies
and capital in Japan very strong.
In the UK the relatonship 1
much weaker.

Furthermore, the UK Gov-
ernment’s relance on  high
intereat rates s not conducive to

the longer-term tendency. Jap-
ancse companies attach a higher
value to the quabty of the
labour force, with emphasis
being placed on training and
dnffopmg sklls

Histonically, the wage bar-
gaimng process also appears
more co-operative than con-
frontational. The ‘I'm all right
Jack’ syndrome is replaced by
wage negotiations on the basis
of what 13 1n the interests of the
nation, the company and,
indeed, the workforce.

In my view there is a ten-
dency among some commenta-
tors and the Government to
focus  exclusively on the
short-term problems, without
addresuing  the  longer-term
structural deficencies.

The longer-term solution to
the economy requires the n
to and savings

3 ng
mvestment. The impact of high

UK interest rates is ly
severe for small and medium-
sized companics.

In Japan, companies not only
face much lower interest rates
but also small companies can
rely on their banks to see them

through short-term lems,
inc! the threat of bank-
ruptcy.

There are many other ssues,
but these too seem to confirm

and to promote a strong manu-
factuning base.

An improvement in the rela-
tionship between industry and
finance and between manage-
ment and workers would appear
to be essential parts of this

process.
Dr Gerard Lyons is Chaef Economist
DKB Internanional, the Lendon
Bused mbndsary of the Der-lchi Kan-
00 Bank, the world's largert bank
Cilliam Kecgam reerns next eeek

British manufacturing: How we can stop the rot

Investment and training
are key priorilies
if our industry is to
benefit from ERM,
argues Labour's
Gordon Brown
BRITAIN waited too long to
join the Exchange Rate Mecha-
nism. The risk now is that the
we will wait too long before
implementing the policies for

manufacturning  industry  to
ensure that Brtain benefits
from greater exchange rate sta-
bility.

A decade ago Margaret
Thatcher scemed to appreciate
the importance of the industries
that make things. ‘Some say we
must export or die,’ she sad. ‘I
sy we must manufacture or dic
cven more quickly." Yet since
1979 her government has con-
sistently failed to give manufac-
turing industries the support
they can rely on in Japan, Ger-
many and France

Then Britain’s manufacturers
had a 10 per cent share of the
world's manufactuning trade.
Now we have 8 per cent. Then
manufacturing contnbuted 25

r cent of our national income.
Now it contributes barely 20
per cent

Since 1979 manufacturing
output has fallen in a wide range
of scctors, from textiles to
mechanical engineering.

We are now producing a
third as many cars as France,

fewer ships than Denmark, the
Netherlands or Norway, less
steel than Italy, and fewer man-
ufactured goods than France.
Over 10 years our export
growth s the worst of all our
competitor countrics.

The more modern the indus-
try the bigger the trade gap.
Import penctration has risen
from 26.9 per cent to 36.7 per
cent in manufacturing as a
whole, but from 31 per cent to
52 per cent in electrical and
electronic engincering and to
more than 95 per cent in office
machinery and computers.

After 10 years of contraction,
during which 133,000 manufac-
turing companies have ceased
trading, British manufacturing
is now facing its worst winter
for a decade

that if curresttrends continue
the 1.8 milla manufacturing
jobs we lost iabe 19805 will be
followed by a fether 1.4 mil-
hion in the 1990

But it appesathat no one in
Government —and certainly
nn; llhr:l Dcv-nlll of Trade
an ustry =will speak up
for the neezlidlnlry The
policies that cosmand consen-
sus in our #or countrics
are treated withgorn and con-
tempt by Mr Ly and his No
Turning Back Gawp associates

1 believe thatde long trend
against man ing 1n Bri-
tain can be reveed and that
manufacturing an  again
increase its four national
income, but 10 defat we must
learn from the pwing Euro-
pean and Japanes economics
where

This month, onc
ing job is being lost every two
minutes of the working day —
and three small businesses are
going into reccivership every
working  hour. Cambridge
economists recently forecast

B d indus-
try work together.

The lesson of themst is that
government shouldiy a1iempt
cverything; the kmy of the
present is that it is i for gov-
ernments to do

Sensible policies for industry
concentrate on the four major
failures undermining competi-
tivencss: the failure to back
technology, the failure to invest
for the long term, the failure to

technicians’ qualifications and
fewer craftsmen than Germany,
France or Japan. ver

tion of our managers are
ully trained. And under this

asust the transfer of technolo-

pres from academic institutions

mto industry, back

firm in taking new ideas into the

muarket, and ptn:ndc support for
e f 1

Government the p of

(o

el

cnsure y balanced
growth and most of all the fail-
ure (o train.

In the 1960s it was assumed
that the modernusation of Bn-
tain would involve the displace-
ment of skilled workers by
technology. We now know that
advanced technologics can only
be managed by a highly skilled
and adaptable workforce.

The 1990s will be a decade of
continuous innovation in which
manufacturing will be con-
cerned with the flexable applica-
tion of technology and a highly
skilled workforce to custom-
build products.

Our competitors recognise
this truth. Traiming and educa-
tion budgets in Furope far
exceed our own. Britain now
has fewer in education after 16,
fewer in university, fewer with

] property “Yet we

in
who are trainces has actually
fallen from 3.9 per cent to 1.9
per cent. Skalls must be the first
prionty of any government that
1s senous about the future of
British industry.

The sccond pnonty s to
make Britain once again the
technology capital of Europe
and to end the failure to trans-
late ideas, designs and inven-

invest less than a third as much
as France on non-military
rescarch into mformation tech-
v, and Jess than a thurd as
much as Germany on new cnvi-
ronmental technologes.

Even 1n Whitehall, outside
the Cabinet, a consemsus
developing for policies that
address the problems of short-
termnm, and create a frame-

tons  nto roductive  op work for incentives to invest in
tunities for British industry.  research and technology.
ain has been an ump The ‘s own

source of new innovations. Yet
all too often are manufac-
tured abroad to be sold back to
us. Liquid crystal displays,
n'\:rnﬂx resonance  imaging
and fibre optic cables are just a
few recent examples.

Britain must ensure adequate
venture capital for technology,

Acost committee has argued
that the venture capital market
is not meeting equity capital
needs and the {hnk of England
has reported that the mvest-
ment gap facing small firms
sceking longer-term finance is
growing. Yet no new initiatives
are forthcoming from the DT1.

The CBI's report on technol-
ogy has called for a nationwide
network of technology transfer.
Yet the DTI plans to cut tech-
nology spending by 35 per cent
over the next three years. Com-
mon sense demands support for
a one-stop small busincss ser-
vice, yet the Government has
cur the consultancy budget by
I8 per cent and innovation
grants by 46 per cent.

Throughout the first indus-
trial revolution Britain was the
workshop of the world. Now
that all the Tory remedies and
all their simple free market nos-
trums have so clearly failed, we
run the rsk of bemng left behind
by the third industrial revolu-
ton that is sweeping through
the world economy

Training, investment, tech-
nology transfer, balanced
regional growth have worked
chewhere and can work here,
Only then will we be able to
benefit to the full from ERM.
Gordon Brown & Shodog

Spokesman for Trade & Industry.




