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The First Brexit—Black
Wednesday Landmark in Story of Detachment*

David Marsh?

The “first Brexit’ was, plausibly, Britain’s ‘Black Wednesday’ withdrawal from
Europe’s exchange rate mechanism — the forerunner of economic and monetary union
—on 16 September 1992. There had been antecedents. Some might date the first
schism with Europe to the departure of Roman legions in 400AD or Henry VIII’s
1530s break with the Church of Rome. There may be parallels, too, with the retreat of
the British Expeditionary Force from Dunkirk in 1940. Yet, through whatever lens it
is viewed, the chronicle of Britain’s entanglement with the ERM represents a major

landmark in the UK’s European history.

Having advanced separately alongside the creation of European institutions and
the march of economic integration in the 1950s and 1960s, Britain, by entering the
European Community in 1973, established significant convergence with the continent.
However, sterling and the British economy thereafter developed on a semi-detached
path. By joining the ERM in October 1990 Britain had, seemingly, become a full
European participant. Then came the traumatic exit — a reversion to the UK’s
traditional distance from Europe. The experience of 16 September contributed to the
discredit and later electoral defeat of Prime Minister John Major and to the Labour
government’s reluctance to join the euro when Tony Blair took power in 1997. A
logical next step was the June 2016 referendum rejection of EU membership, marking

a return to the separation of the 1950s and 1960s.

1 This article first appeared in OMFIF Commentary on September 12, 2017
2 David Marsh, Member of IMI International Committee, Managing Director of OMFIF.
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In 1990 Britain signed up to a central element of western European unity just at

the time when it was changing force and character in a way that no one — certainly not
the British with their island ways — could recognise. With the fall of the Berlin wall
and the dissolution of the Soviet empire, the circumstances that had drawn western
Europe together after 1945 began to lose traction. Europe’s political leaders
(principally Germany’s Helmut Kohl and France’s Frangois Mitterrand) believed
transforming the Bundesbank-dominated ERM into EMU was an essential instrument
both to complete European integration and to guard against German hegemony. The
UK, however, joined in a bid to stabilise the economy because of the abject failure of
the Thatcher government’s flagship counter-inflation policy, namely monetarism. So
the ignominy of joining the mechanism and its subsequently mishandling fell to the

Conservative party.

Intermingled with these developments were three tragic British miscalculations.
The first was to underestimate how the EMU goal of a permanent currency merger
was already a powerful influence over the ERM’s operation. In the decisive months of
July-September 1992, Britain was unable to use the flexibility in running the ERM

that the UK government had believed was one of its prime tenets.

Second, Britain failed to appreciate how Germany’s reunification-induced
economic overheating and the Bundesbank’s associated desire to raise German
interest rates would necessarily counter Britain’s overriding objective of easing the
credit squeeze in line with success in defeating inflation. The result of this conflict

could only be an increased threat of a political and economic upheaval.

Third, Major wholly overestimated his ability to influence German monetary
policies. Even set against past standards of other inept British attempts at European
diplomacy over the decades, Major’s three fruitless letters on interest rates to Kohl in
July-August 1992, a bid to apply pressure on the Bundesbank via the German

chancellor, stand out as prime examples of haplessness.
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France, Britain and Italy would have had a better chance of prevailing against the

Bundesbank had they possessed the strategic insight to join forces in 1991, soon after
reunification, in seeking a German revaluation. This would have pre-empted the
exchange rate pressures that erupted in 1992. As it is, the build-up of European pleas
for German interest rate cuts came when the issue of a possible currency realignment
had already become hopelessly intermingled with France’s September 1992
Maastricht referendum. These late, desperate efforts to break through the monetary

impasse were doomed to failure.
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AMG to reduce an estimated 30.84 tonnes of CO2 per $1,000 of its assets in 2017
Metric tonnes of CO2 reduced per $1,000 of AMG assets
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Source: Advanced Metallurgical Group and calculations by Steve Hanke and Heinz Schimmelbusch.

Note: These data assume that all products produced since 2008 are still in use by 2017. All data from 2014-17 are estimates made by the authors.
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Rigour to avoid greenwashing
New measure for green credentials ?

Steve H. Hanke?

Companies around the world are scrambling to go green. Some are so desperate
that they engage in‘greenwashing’, which is little more than the use of public relations
campaigns to assert greenness. That said, many businesses are producing goods and

employing production processes that do qualify as sustainable.

The world of green investment is growing rapidly. The FTSE4Good, a series of
ethical investment stock market indices, has the largest market capitalisation of the
green equity indices. At the end of June 2017, the FTSE4Good Global benchmark’s net
market capitalisation was $21.8tn. That’s larger than the GDP of the US — $19.2tn.

Rigorous definition

With investors favouring green, and investment flows being earmarked as green,
the question arises as to how an investment qualifies for this coveted designation. The
current methods fail to meet rudimentary standards of measurement as they do not yield
results that can be replicated. For the most part, methods are subjective and opaque.
This is not a firm foundation for the multi-trillion dollar world of green investment. To
introduce more rigour, | worked with Dr Heinz Schimmelbusch, founder and chief
executive of the Advanced Metallurgical Group, the speciality metals and minerals
company where | am on the supervisory board, to develop a methodology that is simple,

transparent and replicable.

1 This article appeared in The Bulletin September 2017 published by OMFIF.
2 Steve H. Hanke, Member of IMI International Advisory Board, Professor of Applied Economics at The Johns
Hopkins University
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Our metric is determined by starting at the origin of the supply chain. It is from

T3

r

N
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there that we measure the amount of greenness resulting from production of an item

that contributes to sustainability.

For example, a company might produce graphite, which then helps create more
efficient insulation, thus lowering energy demand. The graphite producer is therefore a

supplier of a green good — the net reduction in carbon dioxide attributable to the graphite.

The supplier ‘enables’ the production of the green good. When it comes to the
measurement of greenness, this enabling notion leads to simplicity and transparency, as

well as an objective measure of the amount of greenness associated with each supplier.

Enabling greenness ratio

To put the concept into operation in the context of carbon dioxide emissions, a
clear and replicable formulation for measuring greenness with precision can be used:
the enabling greenness ratio. This is simply the net carbon dioxide reduced by a
company divided by the company’s total assets. This provides net carbon dioxide
reduction relative to a company’s size and is analogous to the traditional accounting

measure — return on assets.

This year AMG will reduce an estimated 30.84 tonnes of carbon dioxide per
$1,000 of assets. The estimated net carbon dioxide reduction total grows over time, on
the assumption that the raw materials supplied are still in use. A transparent assessment
of green credentials is vital to underpin the growing market in sustainable investments.

The enabling greenness ratio achieves this aim, and is simple and replicable.
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AMG to reduce an estimated 30.84 tonnes of CO2 per $1,000 of its assets in 2017
Metric tonnes of CO2 reduced per $1,000 of AMG assets
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Source: Advanced Metallurgical Group and calculations by Steve Hanke and Heinz Schimmelbusch.

Note: These data assume that all products produced since 2008 are still in use by 2017. All data from 2014-17 are estimates made by the authors.
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