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THE'ECONOMY, it is now admit-
ted in Downing Street and the
Treasury, is not recovering and
will probably not do so before the
election. Indeed, the election itself,
by adding to the mood of un-
certainty, is an additional factor
preventing recovery.

For individuals, the case for
delaying big spending decisions
is undeniable. People on above-
average incomes, and thinking
about either trading up in the hous-
ing market or making a large con-
sumer purchase, will be deterred
by the possibility of a post-election
increase in taxation.

And the more that ministers
play up the tax dangers of a Labour
government, the more they will
scare people off spending ahead of
the election. Labour said last week
that the increase in National In-
surance contributions for those
above the present £20,280 ceiling
might be phased. In practice,
consumers are rational enough to
regard firmly pledged tax increases
as more or less the same as actual
increases.

For companies, similar uncer-
tainties apply. Negotiations over a
link-up between American Tele-
phone & Telegraph (AT&T) and
Cable & Wireless seem to have
been put on ice until after the elec-
tion. Throughout industry, with
the notable exception of Nissan
in Tyne & Wear, investment de-
cisions are being postponed until
the political situation is clarified.

There is no doubt that election
uncertainty is complicating the
economy’s emergence from reces-
sion. Indeed, I described this last
June as the Tories’ catch-22 — their
need for a pre-election recovery 1s
compromised by the electorate’s
natural tendency to retreat further
into its shell until the dust has
settled.

The Tories now believe that
recovery is not an essential ingredi-
ent for election victory, so long as
people can be made to believe that
the future is brighter than the past.
They may be right. ppi

The interesting question is, by
what route will the recovery arrive
and how long it will take?

.+ For some time, my view has
been that the debt burden left from
the overblown 1980s, coupled with
the desire of companies and in-
dividuals to nurse painfully burnt
fingers, would mean that recov-
ery, when it comes, will be muted.

lection
blocks the
recovery

ECONOMIC
OUTLOOK

This is now the majority view.

The symptoms of this are not
hard to find. The Abbey National
led top building societies into a
round of mortgage-rate cuts last
week not out of altruism, but
because of the depressed state of
the housing market — which Nor-
man Lamont’s temporary suspen-
sion of stamp duty has failed to lift.

Perversely, the mortgage lenders
appear to be contributing to the
weakness of the market by adopt-
ing a highly cautious approach to
property valuations. People apply-
ing for an 80% mortgage on a prop-
erty valued at £100,000 are likely
to be told they can have their 80%
mortgage, but that the building
society thinks the house is worth
only £90,000.

Roger Bootle of Greenwell-
Montagu characterises the likely
recovery as so weak ‘“you may
need a microscope to see it”’. Mich-
ael Saunders of Salomon Brothers
says: “The monetary squeeze on
the domestic economy is tighter
than on any occasion since the
1920s. The pain felt by over-
indebted borrowers, and the
experience of falling house prices,
is likely to create an aversion 10
debt that will restrain economic
growth for several years.”

I agree with all that. The idea
of a type of biblical retribution —
seven lean years to follow the
seven fat years of consumer-led
growth in the 1980s — has a lot to
be said for it. And although there is
some dispute about the role of real
interest rates in stimulating de-
mand (the official view is that
nominal rates are far more im-
portant), nobody can deny that real
rates are high. Even if the next
move in Bundesbank rates is
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