When should Brown call the election? – 4 Oct 07

It seems likely that Gordon Brown will announce the general elections soon.  David Cameron, the leader of the Conservatives challenged Brown at his speech at Blackpool yesterday to call on the election battle.

The time seems right to go to the polls.  History has shown us how much of an effect the health of the economy has on the election results.  Consumers, who are the voters, have different aims to businesses – if an economy was well managed with a fair level of GDP growth, buoyant exports and strong corporate investment but at the same time, unemployment was high and house prices were weak, the government will not be likely to do well at the polls.
The voting out of the Conservatives in 1997 is a great example of how consumers were dissatisfied with how the economy was being run.  The Lawson boom was driven by high exports and not by consumer spending.  Unemployment remained fairly high.  But despite being fairly well managed after the ERM exit in 1992, voters showed their displeasure by voting the Conservatives out in 1997.

The economy currently looks to be in good shape – consumer spending is growing strongly, house prices have rocketed and there are plenty of job to go around.  However, there are weaknesses in the economy, which could be revealed in the coming months.  The financial crisis this summer brought forward many different issues – it showed how linked the UK was to activities in the US market and so the aphorism stands true: “When America sneezes, the rest of the world catches a cold”.
Other longer term vulnerabilities arise from the threat of rising inflation, which rising food prices and high oil prices.  As the effect of China’s disinflationary effect wares off, and as economic growth slows, it will constrain the use of interest rates – as inflation rises, interest rates should be increased but as economic growth begins to slow, base rates  need to be lowered – there is clearly a conflict here.

Although the economy has stood strong, downside risks to growth loom.  It is best if Brown calls the election soon and plays on the cards he currently has.  I think that he is likely to call the elections early November.
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‘Going to the polls makes economic sense for Brown’ – Roger Bootle, The Telegraph (1 Oct 07)
