Lawson keeps up
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F BROWS were more than
usually furrowed in the City
yesterday it was because
many found it hard to be
sure what Mr Lawson was
saying about monetary and ex-
change rate policy in his Thurs-

His on-the-one-hanid, on-the-other
comments, no doubt designed to suit the
economists in the audience, led W scme
differing conclusions. At brokers BZW,
the economists concluded that he would
not be raising interest rates further. At
Savoxg‘ Milln, Gerard Lyons concluded
that the Chancellor was going for a tight
monetary policy (with less concem for
exchange rates boot) and that a
serious interest rate rise is in prospect.

The market pressure on interest rates
was certainly abating yesterday but
primarily because of the fall in the
dollar. which central banks have been

manoeuvring for in recent days.
Take the strain

The most surprising feature of the
Lawson speech, which oscillated schizo-
hrenically between laisser Jaire and
terventionism, was his view that the
current account deficit on the balance or
payments will take care of itself because
government finances are sound. If people
nd more and save less then there is a
%clt When they turn round to Saving

It is all rather Panglossian. It is true
that these imbalances tend to be self-rec-
tifyving — If the exchange rate is left to

guessing game
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take the strain. But Mr Lawson is not
prepared to allow that. He wants to

manage sterling's excaange rate — not
against the trade weighted index which

would have the most economic logic —
but agalinst the mark, as much for
political as economic reasons. And In
this. he stressed, the interest rate weapon

is fundamental,

Which certainly suggests in the wake of

yesterday's showin%e by sterling that
official policy will to avoid another
interest rate rise for exchange rate
reasons. In turn this underlines that, in
the continuing battle, the Thatcher-Wal-
ters axis is retreating and the Lawson-
Lawson camp is in the ascendant.

It is true that the speech also contains
tributes to the Importance of monetary
policy, and the value of Interest rate
changes plus the claim that the
long-term target of zero inflation is In no
doubt. But people should not be misled.
He is not dedicated to stopping, only o

curbing, inflation.

The most remarkable feature of his
speech was his odd view that markets
can safely be left to themselves — except
where they are entirely made up of
skilled professionals. For the foreign
exchange markets are of course whollx
professional. He seces the ‘wild gyrations
there as ‘destabilising and disruptive * He
does not actually call the market irratio-

nal but implies it. He cites the case of
the rise and fall of the dollar since 1984.

But the truth is that foreign exchange
markets fluctuate wildly not because of
the dealers but because of politicians.
With government sectors now so large
and governments intervening s0 con-
stantly in economic matters, dealers have
all the time to double-guess what politi-
cians are going to do next, and why.

The dollar soared in 1984/85 because
the combination of a rising U.S. Budget
deficit and trade deficit implied that the
U.S. would have to go for higher interest
rates (to be able to borrow enough) and
would then feel obliged to correct the
Budget deficit anyway. The U.S. govern-
ment. in the event, did not follow such a

sensible course.
Star gazing

Dealers these days also have lo guess
how far governments will coordinate
exchange rate intervention, whether the
Japenese finance minister is feeling
helpful, whether Herr somebody-or-other
i{s causing problems in the Federal
government, whether Mrs Thatcher or
Mr Lawson is in the ascendant where
British policy is concerned — and
perhaps even what Mrs Reagan’s astrolo-

ger Is advising.

Gyrations In foreign exchanges are, at
bottom, the consequences of gyrations by
politiclans. Sometimes the trends will be
exaggerated In the markets, sometimes
underplayed. But it certainly comes
rather curiously from 2 man who cut
interest rates three times between March
and June and then raised them six times
in six weeks to accuse other people of
being ‘destabilising and disruptive.’
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