THE TORIES HIGH EXCHANGE
RATE POLICY

A few years ago there was much discussion of
the dangers to the UK economy of the so-
caled 'Dutch disease. It was argued that
sdf-sufficiency in oil would fdlow the
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example of Holland and improve the balance
of payments, pushing the current account
into surplus. The value of sterling would then
rise to such aleve that home industry would
find it impossible to compete either in export
markets or with imports.

The danger of a chronic surplus on
Britain's balance of paymentsis, however, as
remote as ever. In 1979 Britain faced a deficit
of £2.4 billion on the current account, a
similar deficit is likely for 1980 and in 1981
the Nationa Institute for Economic and
Socid Research (NIESR) forecast a
continuing deficit of over £1.3 hillion. The
reason for this state of affairs is that the
balance of payments gains from North Sea ol
are being more than wiped out by the
continuing relative decline of Britain's main
export earner, manufacturing. Imports of
foreign manufactured goods have been rising
faster than manufactured exports for some
twenty years, but since 1978 this trend has
been given an extra twist by the rapid
appreciation of sterling.

The exchange rate for sterling is now
around 17% higher than at the end of the last
period of devaluation in 1976. Over the same
period costs in Britain have risen by about
14% more than other capitalist countries.
Thus the cost position isin foreign currrency
terms some 30% worse for UK exporters
relative to foreign competitors than it was in
1976.

North Sea oil has meant that some
appreciation of sterling was inevitable in the
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absence of government intervention. But
why is a high exchange rate perdgsing
aongside a balance of payments deficit? The
ansver is quite smply the Government's
monetary squeeze and the lifting of controls
on the movement of capitd. As a result,
finance capitad has flowed out into the
country attracted by high interest rates.

However the Government has medeit clear
it has no intention of intervening to bring
down sterling. As Howe put it in a recent
letter to the Treasury and Civil Sarvice
Committee: 'The poor trend in our trade
performance in recent years, which reflects
the UK'sinadequate industria performance,
is a matter of concern. The way to improve
this, however, is not by a depreciation of the
exchange rate — dnce awy gans to
competitiveness will in turn be eroded — but
by higher productivity and lower cost
incresses. The Government believe, there-
fore, that overriding priority must be given to
reducing inflation, which impairs economic
effidency and discourages investment, and to
strengthening the supply dde of the
economy.’

A high exchange rate is an important
mechanism for achieving the ‘overriding
priority' of reducing inflaion through its
effect of lowering the prices of imports. But
the high pound, high interest rates, the
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slump in demand together with the success of
trade unions in maintaining the real wege are
sgueezing profitability to an unprecedented
extent. We are now witnessing the odd
spectacle of a businessperson's government
presiding over a dramatic colgpse of
profitability in the private sector. In 1979
gross trading profits of industriad and
commercia companies (excluding North Sea
oil profits) fl in red terms by some 18% of
the 1978 levd. In 1980 the NIESR predict
profits to drop to only a quarter of the 1979
level.

The high exchange rate is part of a Tory
policy of radicad deflation in which
unemployment is being used as an economic
wespon againgt the work force. The dilemma
the Tories face is that in order to wesken the
working class movement, in the short run
they cannot avoid hurting capitaists as well.
In the long run they am to bring about a
fundamental shift in the balance of dass
forces away from labour cregting favourable
conditions for capitd accumulation. But in
the meantime dismay is being expressed by
the CBI over the present effects of Tory
policy. However it would be wrong to expect
a U-turn a this stage as a result of pressure
from this quarter. CBI criticism is being
directed a the high interest and exchange
rates. Their 'dternative is to urge the

Government to reduce public expenditure
till further, hence reducing the public sector
borrowing requirement. Interest rates would
then fal, capitd would flow out of the
country and sterling would depreciate. This
seems to be the mogt likely direction of Tory
policy in the immediate future and
Heseltine's struggle to bring locd authority
spending into line is a cruciad bettle now
facing the Government.

To meet this chalenge the Iabour
movement, aswdl aslifting its campaign over
public expenditure cuts, heedsto incorporate
into its aternative economic draegy an
exchange rate policy. In the past before
problems of a high exchange rate, the Left
has supported import controls as opposed to
devauation as a solution to the baance of
payments wesakness in the UK economy.
This policy now needs reassessng. Import
controlswill do nothing to help exportswhich
congtitute & present over 60% of manu-
facturing output. A combination of import
controls and devaluation is the appropriate
aternative in the area of trade which the Left
should counterpose againgt the Tory palicy of
free trade and the maintenance of a high
exchangerate.
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