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British euro-sceptic spin: politics v economics

It doesn’t take much rocket science to conclude that the British Government’s spin record is running at an all time high, whether over euro entry, the threat posed by Sadam’s weapons or the need to rethink income tax policy. But let’s be clear about the difference between politics and economics. The Treasury’s voluminous report certainly does not refute the economic case for joining the euro. To suggest it does is to indulge in the same spinnery for which anti-euro campaigners deride the Government. Below I examine the main economic points made by Janet Bush. 

Join the euro and reduce homeowner risk

The Treasury assessment, it is claimed, will annoy homeowners; eg, “join the euro and see the value of your house fall”.  This is economic nonsense. The assessment proposes that mortgages should be tied to long-term interest rates, which are far less volatile than short-term rates. 

There are good reasons why homeowners should welcome such a move, irrespective of whether Britain joins. When a mortgage is tied to short-term rates, the homeowner bears a higher potential risk. If short-term interest rates suddenly rise---say as the result of an external shock---house prices fall. Households face higher debt servicing costs at precisely the time the time the value of their collateral is falling. Such risk is avoided by financing mortgages through long-term bonds, particularly where a secondary market for such bonds exists and bonds are securitised by Government. This is precisely what ‘Fanny Mae’ (the Federal National Mortgage Association) does in the USA. 

Do we need to wait?

Do we need to wait until all mortgages are tied to long-rates? We only need wait if by lowering short-term mortgage interest rates now, house prices rise to such a degree that an inflationary growth in consumer demand results. But that’s unlikely. House prices have topped out in the UK and the forecast is that consumption growth will fall. The main concern these days is not inflation but its opposite: deflation. So, lower short-term interest rates may actually be good for Britain. As for long-term interest rates in the UK and the Eurozone, these have converged---greatly easing the move to a European and US style mortgage system.

Antagonising the Unions?

Some trade unionists are anti-euro (just as are some vicars, dustmen and financial journalists). But this is not because joining the euro will entail cutting public investment or weaken the union movement or even lead to more privatisation. Gordon Brown raised investment in public services quite substantially. Britain is still within the Maastricht budget limits. Moreover, Brussels wants the Maastricht rules and the SGP to be made more flexible. As for the suggestion that euro-membership will weaken trade unions and encourage further privatisation of public services, it is pure hyperbole. It was Mrs Thatcher, not Gordon Brown, who opted out of the ‘social provisions’ of the Maastricht Treaty in 1992.

The politics

As for reforming fiscal policy, a higher rate of tax for the very rich (adopted at an appropriate point in the business cycle) would bring us more into line with Europe. Some Treasury officials may not agree with Peter Hain’s remarks, but mid- and low-income earners---who make up the vast bulk of the electorate---certainly appear to. On fiscal ‘fine tuning’---which should be anti-cyclical rather than pro-cyclical, implying the need for SGP reform---my remarks (or else those of the unnamed Treasury official) appear to have been totally misconstrued. 

I heartily agree with Janet Bush that there has been too much spin around the euro as well as on many other important matters. The problem with the ‘five tests’ is not whether they have been passed or failed. The problem is the politics! Mr Brown and the Treasury have in effect pre-empted public debate over euro-entry for far too long. A ‘road-show’ won’t do. It’s time we had a serious debate in Britain!
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