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RETAIL PRICE INDEX ADVISORY COMMITTEE

As I think you know, this Committee - which was reconvened by
my predecessor towards the end of 1984 and on which the
Treasury is represented - is expected to report shortly. I
understand that its report is likely to be submitted to me
within a week or so of its next meeting on 12 June. The
report has to be published and I shall need to announce my
decisions on its recommendations.

Our officials have discussed the way in which the report might
best be handled given the possible implications for indexed
gilts and National Savings Certificates if any major change in
the constitution of the RPI appeared to be in prospect. I
would welcome your confirmation that what I propose is
acceptable.

On the day the report is submitted to me, I propose written
answers to PQs in both Houses announcing that I have received
it and am arranging to have it published just as soon as
possible together with my decisions on its recommendations. I
will ensure, by press notice, that this statement is also
directed to a wider audience.

Immediately thereafter I shall be writing to you and other
colleagues most closely concerned with my preliminary views on
the report's recommendations inviting any comments. My aim
will be to reach conclusions just as quickly as possible.
Ideally, I would hope to publish the report as a White Paper
and at the same time announce my final decisions within about
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two weeks of receiving the report. The announcement would be
in the form of further written answers to PQs, backed by a
press notice.

Are you content with these arrangements?
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FROM: MRS R LOMAX
DATE: 5 June 1986

PS/ECONOMIC SECRETARY ofe Chief Secretary
Sir P Middleton
Sir T Burns
Mr Cassell
Mr Evans
Mr Peretz
Mr Sedgwick
Mr Culpin

RPI ADVISORY COMMITTEE: IMPLICATIONS FOR INDEX LINKED GILTS AND
SAVINGS CERTIFICATES

The Chancellor has seen Lord Young's letter (undated) and

Mr Peretz's submission of yesterday (also undated).

Subject to the Economic Secretary's views, he is content with

the timetable proposed by Lord Young.
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You asked us to take a look at this article, to see what kind of quick response (attached)

could be given to the points the 'Economist' makes. I understand the forecasters are

producing a more considered. piece.




. 'The Economist’s 'The bad old days return’

'The Economist' notes that the OECD forecasts for 1987 give:

(@) slowest rate of growth of major 7 economies
(b) highest rate of inflation of major 7 economies
(c) highest unemployment rate of major 7 economies

(d) current account deficit

On growth:

'Economist' attributes deteriorating performance in UK largely to the effects of high
- interest rates and a high exchange rate (the one claimed as necessary to preserve the

other in order to suppress inflation) on exports and investment.

But exports expected to grow faster than in Japan (though forecast UK investment is
admittedly lowest of the 7 - the FSBR gave a forecast of zero growth for first half of
1987). In any case, we have always said that UK, as a net oil producer, will not benefit
so much from lower oil prices as major competitors. Nevertheless, can still expect
steady sustained growth - and May CBI enquiry suggests pick up in growth in second
half of 1986. To extent that growth in first half of 1986 lower than expected, growth
in 1987 could well be higher.

On inflation:

'The decline in the rate of inflation is solely the result of the fall in petrol prices and
the mortgage rate'.

Certainly, petrol price and mortgage rate have helped. But article ignores major
contribution of firm financial policies and regards high pay settlements as a source of
inflation. Pay settlements have consistently lagged behind falling RPI, yet it has
continued its downward trend. However, high pay settlements will not help prospects

for a reduction in unemployment.
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' On unemployment:

Article claims, helpfully, that "prospects for the jobless look brighter", drawing
attention to the slower growth of the labour force and the expansion of the

Government's employment measures.

But it fails to focus attention on responsibility of employers and employees to show
greater moderation in pay settlements. It also fails to point out that OECD forecast

employment growth in UK in 1987 to be faster than EC average.

On trade:

Current account deficit forecast based on very tentative assumptions over exchange
rate and response of non-oil exports [although we too are concerned about increasing

import penetration] .

But we recognise importance for competitiveness of controlling growth of UK unit

labour costs.

Article also fails to point out broad support which OECD has given to UK macro - and

micro - policies:

(@ "The recovery has now lasted five years and looks set to continue through the

next eighteen months [even though the pace of the recovery seems to have slowed]"
(b) "An important feature of the current recovery has been the resilience of the
economy during the year long miners' strike and then through the recent period of
falling oil prices."

(c) "The overall net effect of the fall in oil prices is judged to be positive."

(d) "It does seem as if public spending is being better controlled than in the past."

() "The unfavourable effects of any fall in the exchange rate... are likely to be

more than offset... by the lower oil price."
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BRITAIN

The bad old days return

Britain’s economy has done well for the
past four years. As Conservative minis-
ters often boast, it has had the fastest
growth rate in Europe and lower-than-
average inflation. That period now seems
to be ending. Next year, Britain faces the
unenviable combination of the slowest
rate of growth of the big seven industrial
economies, the highest rate of inflation—
higher even than Italy’s—the highest un-
employment rate and a return to current-
account deficit. This is the view not just of
the ' perpetually - gloomy forecasters at
Britain’s National Institute of Economic
and Social Research, but also of their
counterparts at the OECD, normally a
more cheerful bunch.

The chancellor of the exchequer, Mr
Nigel Lawson, agrees that growth has
faltered. He hopes it is just a temporary
dip. Last week, he promised a *‘vigorous
resumption of growth” later in the year as
the benefits of falling interest rates, lower
inflation and tax cuts start to feed through
to higher spending. His quarrel with the
OECD’s economists is easy to exaggerate:
the difference between “‘good” growth
next year (say 3%) and ‘‘bad” (say 2-
23%) is well within a forecasting margin
of error.

But the chancellor is in a tight corner.
He would like to reduce inflation by

gradually cutting the growth of Britain’s
nominal GDP; if prices, and particularly
pay settlements, responded to that pres-
sure, the real economy could continue to
grow. They haven’t. So the government is
trying to keep the lid on prices—and thus
on earnings—by using high interest rates
to preserve a strong exchange rate. The
cost of this pay policy is weaker invest-
ment and exports, and booming imports.
@ Inflation. During 1986, retail price in-
flation is expected to reach a low of
around 2%, but the forecasters doubt it
will stay there. The decline in the rate of
inflation is solely the result of the fall in
petrol prices and the mortgage rate,
which reduce the level of prices once-for-
all. They do not affect the underlying rate
at which prices are rising. Unless pay
settlements moderate, the rate of infla-
tion could bounce back to 4-5% by the
end of 1987.

® Growth. In the four years to 1985, real
GDP grew by an average of almost 3% a
year, but since the middle of last year the
recovery seems to have run out of steam.
In the past three quarters, GDP growth has
slowed to an annual rate of barely 13%.
largely because of a fall in the output of
manufacturing industry. The May survey
of manufacturers by the Confederation of
British Industry suggests that activity has
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Coping with the cycle

remained weak in the second quarter: a
balance of 16% of firms reported that
their order books were below normal.
During 1986 and 1987, consumer
spending will repiaee investment and ex-
ports as the main engine of growth. Firms
will not automatically turn their higher
profits into higher investment, as money
is still expensive. Banks are tharging
firms a real rate of interest of at least
8% —the highest of any of the big seven
economies. And the abolition of capital
allowances in April may mean a pause in
business investment over the next year,
which will only partly be offset by the
recent pick-up in housing investment.
Consumers have lots of cash, and they
are eager to spend it. Earnings have risen
by 75% during the past 12 months, while
the tax-and-price index—which measures
the rise in wages needed to maintain real
post-tax income—has risen by only 1.2%.
However. consumers will spend much of
their extra cash on foreign goods. The
OECD reckons that real domestic demand
in Britain will grow at an annual rate of
34% over the next 18 months—exactly the
same as the OECD average. But a third of
this will drain away into net imports. So
domestic output will rise by only. 2{%—
well below. the 3% in the rest of the
OECD.
® Unemployment, Prospectﬁ for the job-
less look brighter. The labour force is
expected to grow by only 3-1% a year in
1986 and 1987, less than half the increase
in the past two years. and the planned
growth in the number of places on gov-
ernment job-creation schemes will mop
up some of the unemployed. The Nation-
al Institute reckons that adult unemploy-
ment will fall by more than 200,000 by the
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BRITAIN

end of 1987.-However, this would still
leave the unemployment rate above 12%:
only a whisker lower than today.

@ Trade. The combination of lower oil
prices, buoyant domestic demand and
sterling’s strength in late 1985 are taking
their toll. In the three months to April,
the volume of non-oil exports was 3%
lower than in the same period of 1985,
while non-oil imports were up by 25%.
The recent fall in the pound against other
European currencies and the yen should
help to boost exports later this year, but
not by enough to offset the drop in oil
revenues.

A firm of stockbrokers, Phillips &
Drew, reckons that if non-oil exports are
to expand to fill the gap left by lower oil
revenues, then sterling’s competitiveness
needs to improve by 2% for every $25-3
drop in the price of a barrel of oil. If
Britain’s labour costs continue to outpace
those abroad, this implies an even bigger
fall in the pound. However, despite a $15-
a-barrel drop in the price of oil the
pound’s trade-weighted value is now only
3% below its average 1985 level. Britain’s

current-account surplus of £3 billion in
1985 could be transforined into a deficit
by 1987.

These forecasts suggest that Britain, by
the time of the general election, will be
suffering from many of the economic’
woes familiar from the 1960s and the
1970s. Mrs Thatcher will be able to say
that she has cut inflation dramatically.
But with the labour market working as
badly as ever, that cut is a remission, nota
cure, of the British disease. Other coun-
tries have achieved as much, at lower cost
in lost jobs and output.

Tory Central Office
Bad housekeeping

“It’s the easiest thing in the world”, Mrs
Thatcher told a conference of Tory wom-
en, “to say ‘Go on, spend more, borrow
more’. But the question any good house-
keeper has to ask is ‘If the unexpected
happens, have I left myself enough in
reserve to cope?’”’. As a prime minister
intent on teaching the British nation the
virtues - of good housekeeping, Mrs
Thatcher sets a poor example inher own
party. The Tories currently have a bank
overdraft of some £1.5m. It would be
£2.5m if it were not that some constituen-
cies have been persuaded to “lend” £1m
of their own money to reduce it.

Mrs Thatcher and her party big-wigs,
particularly the chairman, Mr Norman
Tebbit, and the treasurer, Lord McAl-
pine, have to decide whether this is a
good moment to launch a rescue appeal.
The problem is too big to be dealt with by
better management of party assets.

The last big appeal was in 1968-69,
when Lord Carrington-asked for and got
£2m. At the time, many said this should
be used to set up a capital-growth fund.
Instead, it went to plug a cash gap and to
win Mr Heath the 1970 election.

It was only in 1984-85 that the party
once again published accounts. In that
year its income was £4.3m and expendi-
ture £5.6m—a shortfall of £1.3m. In the
year to March 1986 the results are expect-
ed to have been *‘somewhat better’”” but
still nowhere near breakeven. :

The main source of money is still direct

donations by companies and we
viduals to Central Office. A
sophisticated collectors under
ance of 73-year-old General
Wyldbore-Smith, who has fo
been director of the Conserva
of Finance, appeals to the
nobler instincts of compan)
Honours are not sold but the:
times follow outstanding mun
the Tory party. It is easiest to
appeals when the Tories are
tion, or at least when a Tory ¢
is popular. To some extent th
collectors are being helped by
tory noises being made by t
shadow chancellor of the excl
Roy Hattersley, with his threa
taxation, renationalisation an
of institutional investment.
Part of the problem is that
cies do not pay their share
Office funds. Each constituen
quota which varies with how
In 1984-85 the total quota
£1.8m but only about hali
£892,000—was actually colle
constituencies paid two ‘or
their: quota «and  some paic
among them that of Mrs Tha
decessor, Mr Edward Heath.
cies can get credits towards
when Central Office collector
businessman or whemn constiti
money to the Board of Finan«
One Central Office initiatiy
persuade constituencies to 1
use of their extensive prope:
to be surveyed by a prop
committee, just set up by tl
Finance. All constituency ch

Surgical waiting lists in the National
Health Service (NHs) have never really
been tackled. Since its creation in 1948,
the number of patients waiting for ad-
mission to hospital has only once (for a
few years) dipped below 450.000. At the
last ‘count, it was 661,000 in England,
including 28,000 urgent cases waiting for
more than a month. The health and
social services secretary, Mr Norman
Fowler, has a golden opportunity to do
something about it.

Health economists and officials argue
that the length of a waiting list is not a
good guide to anything much—the list
could lengthen, yet more people be
treated, and treated better. They are not
even a perfect guide to the number of
people waiting for operations. A waiting
list may include: people who are dead,
people who have already had their oper-
ations elsewhere, people who no longer
need them. Doctors compile their wait-
ing lists in different ways. Some will not

Is queueing healthy?

put any patients on their list when they
think it is too long already; others will.
Some put patients on a list long before
the operation is needed; others wait.
And many doctors claim to know sur-
geons who boost their waiting lists to get
more private patients, or o strengthen
their claims for more NHS resources.

Many of the recently installed NHS unit
managers say privately that they could
cut their lists if the matter was given a
high enough priority. The Department
of Health is now making discreet noises
about doing just that. It will not neces-
sarily mean more money, nor should it:
there seems to be no correlation between
how hard up a health district is and the
length of its waiting list.

If Mr Fowler wants to snatch triumph
from the resignation of Mr Victor Paige,
the first chairman of the NHS manage-
ment board, this is his chance. He should
brief Mr Paige’s successor to do some-
thing about the NHS's queueitis. Why not

give managers a choice: cut yo!
your contracts will not be rene
new breed of managers—thei
set by the management bo
brought in to run the NHS more
ly. But nobody will believe

doing so until patients get intc
more quickly.

Waiting for a new Paige

26
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You asked for some comments on' the article in today's vV
Economist.
2. This is one of those irritating articles that contains

more than an element of truth but then proceeds to exaggerate
in such a way as to distort the conclusions. I will present

some of their statements followed by my comments.

33 ..the government is trying to keep the 1lid on prices -
and thus on earnings - by wusing high interest rates to
preserve a strong exchange rate. The cost of this pay policy

is weaker investment and exports, and booming imports.

We acknowledge that the labour market has behaved in a
disappointing way so that supply performance has been
damaged. And since early 1985 you have tended towards a
policy of higher interest rates and a bracing exchange rate.
In time this will shift the composition of demand towards
consumption and away from exports and investment. But so far
it is not really possible to identify much of this effect

from the figures.

4. Next year, Britain faces....of the big seven industrial

countries..the highest rate of inflation...

It is well understood that the fall in oil prices gives 1less
benefit to inflation in the UK than in other countries

because of the effect on sterling. Even so the statement is
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not true of the NIESR forecast as the article claims. It is
true of the OECD forecast but again it 1is a matter of
overstatement; 5 of the major 7 countries are forecast to
have inflation in the range 2 to 4 per cent in 1987, a range
which is trivially small relative to the margin of

forecasting error.

5 The decline in the rate of inflation is solely the
result of the fall in petrol prices and the mortgage

rate..inflation could bounce back to 4-5 per cent.

The first part of this statement is again exaggerated;
private sector prices excluding food, housing and petrol have
been growing at 4.5 per cent, compared with 5.4 per cent last
year. The key issue now is whether we see a follow through
into lower pay settlements. We will not know until the

Autumn.

6. Next year, Britain faces the ...slowest rate of growth

of the big seven..

Again the differences between the growth forecasts for the G7

are very small compared with the forecasting error.

7. ..Since the middle of last year the recovery seems to

have run out of steam.

This has happened in other major countries with falls in
industrial production in the first quarter in Japan, Germany,
and France for example. The consensus forecast 1is that the

slowdown will not persist in these countries or the UK.

8. During 1986 and 1987, consumer spending will replace
investment and exports as the main engine of
growth....However consumers will spend much of their extra

cash on foreign goods.
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The latest DTI Intentions Survey implies business investment
will rise marginally faster than overall GDP this year and so
far there is no sign of an imports boom. However there is
something in the point. Real after tax earnings are growing
very rapidly. A rapid growth of real gross earnings has been
further increased by tax cuts. This will tend to put
pressure on the balance of payments. The balance of the
demand components is something we will have to watch

carefully as the oil price effects work through.

9. The recent fall in the pound against other European
currencies and the yen should help to boost exports later
this year, but not by enough to offset the drop 1in o0il

revenues.

' There is no presumption that we have to fully offset the
drop in oil revenues as we begin from a position of current
account surplus. And calculations of this kind are very
difficult to make. But again this is something we will have
to watch carefully. The combination of a bracing exchange
rate and lower oil prices could begin to put pressure on the

balance of payments.

10. Mrs Thatcher will be able to say that she has cut

inflation dramatically. But with the labour market working

|, as badly as ever, that cut is a remission, not a cure, of the

British disease. Other countries have achieved as much, at

lower cost in lost jobs and output.

‘A comparison with the 1974-79 average shows that UK inflation
has fallen a good deal more than other major countries.
Unemployment has risen by more but some of that is due to the

very low productivity growth between 1974 and 1979.
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CONCLUSIONS

11. As I have suggested in an accompanying note "Monetary
policy and the economic situation" there are some
difficulties ahead. And in the Autumn it will be critical
whether we see any improvement in UK supply performance. But
this article paints much too gloomy a picture of our

performance relative to other countries.

PP A fumss
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gradually cutting the growth'of Britain’s
nominal GDP; if prices, and particularly
pay settlements, responded to that pres-
sure, the real economy could continue to
grow. They haven't. So the government is
trying to keep the lid on prices—and thus

Britain’s economy has done well for the
past four years.” As Conservative minis-
ters often boast, it has had the fastest’
growth rate in Europe and lower-than-'
average inflation. That period now seems
to be ending. Next year, Britain faces the
unenviable combination of the slowest
rate of growth of the big seven industrial
economies, the highest rate of inflation—
higher even than Italy’s—the highest un-
employment rate and a return to current-
account deficit. This is the view not just of
the perpetually gloomy forecasters at
Britain’s National Institute of Economic
and 'Social :Research, but also of their
counterparts at the OECD; normally a
more cheerful bunch. : 3,

‘The chancellor of the exchequer, Mr
Nigel Lawson, agrees that growth™ has
faltered. He hopes it is just a temporary
dip. Last week, he promised a “‘vigorous
resumption of growth™ later in the year as
the benefits of falling interest rates, lower
inflation and tax cuts start to feed through
to higher spending. His quarrel with the
OECD’s economists is easy to exaggerate:
the difference between ‘‘good” growth
next year (say'3%) and ‘‘bad” (say 2-
24%) is well within.a forecasting margin
of error.

But the chancellor is in a tight corner.
He would 'like to reduce inflation' by

to preserve a strong exchange rate. The
cost of this pay policy is weaker invest-
ment and exports, and booming imports.
® Inflation. During 1986, retail price in-
flation is expected to reach a low of
around 2%, but the forecasters doubt it
will stay there. The decline in the rate of
inflation is solely the result of the fall in
petrol prices and the' mortgage rate,
which reduce the level of prices once-for-
all. They do not affect the underlying rate
at which prices are rising. Unless pay
settlements moderate, the rate of infla-
tion could bounce back to 4-5% by the
end of 1987.

® Growth. In the four years to 1985, real
GDP grew by an average of almost 3% a
year, but since the middle of last year the
recovery seems to have run out of steam.
In the past three quarters, GDP growth has
slowed to an annual rate of barely 11%.
largely because of a fall in the output of
manufacturing industry. The May survey
of manufacturers by the Confederation of
British Industry suggests that activity has

on earnings—by using high interest rates'

Bottom of the league 1987 forecasts
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Coping with the cycle

remained weak in the second quarter: a
balance of 16%- of firms reported that
their order books were below normal.
During 1986 and 1987, consumer
spending will replace investment and ex-
ports as the main engine of growth. Firms
will not automatically' turn their higher
profits into higher investment, as money
is still expensive. Banks are charging
firms a real rate of interest of at least
8%—the highest of any of the big seven
economies. And the abolition of capital
allowances in April may mean a pause in
business investment over the next year,
which will only partly be offset by the
recent pick-up in housing investment.
Consumers have lots of cash, and they
are eager to spend it. Earnings have risen
by 74% during the past 12 months, while
the tax-and-price index—which measures
the rise in wages needed to maintain real
post-tax income—has risen by only 1.2%.
However, consumers will spend much of

their extra cash on foreign goods. The

OECD reckons that real domestic demand
in Britain will grow at an annual rate of
31% over the next 18 months—exactly the
same as the OECD average. But a third of
this will drain away into net imports, So
domestic output will rise by only 24%—
well below the 31% in the rest of the
OECD. a8 e

® Unemployment. Prospects for the job- :

less look brighter. The labour force is
expected to grow by only 3-1% a year in
1986 and 1987, less than half the increase
in the past two years, and the planned
growth in the number of places on gov-
ernment job-creation schemes will mop
up some of the unemployed. The Nation-
al Institute reckons that adult unemploy-
ment will fall by more than 200.000 by the
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nd of 1987. However, this would still
leave the unemployment rate above 12%:
only a whisker lower than today.
® Trade. The combination of lower oil
prices, buoyant domestic demand and
sterling’s strength in late 1985 are taking
their toll. In the three months to April,
the volume of non-oil exports .was 3%
lower than in the same period of 1985,
while non-oil imports were up by 24%.
The recent fall in the pound against other
European currencies and the yen should
help to boost exports later this year, but

not by enough to offset the drop in oil

revenues:

A firm of stockbrokers, Phillips &
Drew, reckons that if non-oil exports are
to expand to fill the gap left by lower oil

revenues, then sterling’s competitiveness .

needs to improve by 2% for every $24-3
drop in the price of a barrel of oil. If
Britain’s labour costs continue 'to outpace
those abroad, this implies an even bigger
fallin the pound. However, despite a $15-
a-barrel drop in the price of oil the
pound’s trade-weighted value is now only
3% below its average 1985 level. Britain’s
current-account surplus: of £3 billion in
1985 could be transforined into a deficit
by 1987. ' '

* These forecasts suggest that Britain, by
the time of the general election, will be
suffering from many of the economic
woes familiar from the 1960s and the
1970s. Mrs Thatcher will be able to say
that she has cut inflation dramatically.
But with the labour market working as
badly as ever, that cut is a remission, not a
cure, of the British disease. Other coun-
tries have achieved as much, at lower cost
in lost jobs and output. '

Tory Céntral Office
Bad housekeeping

“It’s the easiest thing in the world”, Mrs
Thatcher told a conference of Tory wom-
en, “to say ‘Go on, spend more, borrow
more’. But the question any good house-
keeper has to ask is ‘If the unexpected
happens, have I left myself enough in
reserve to cope?’”’. As a prime minister
intent on teaching the British nation the
virtues -of good  housekeeping, Mrs
Thatcher sets a poor example in her own
party. The Tories currently have a bank
overdraft of some £1.5m. It would be
£2.5m if it were not that some constituen-
cies have been persuaded to “lend”” £1m
of their own money to reduce it.

Mrs Thatcher and her party big-wigs,
particularly the chairman; Mr Norman
Tebbit, and the treasurer, Lord McAl-
pine,. have to decide whether this is a
good moment to launch a rescue appeal.
The problem is too big to be dealt with by
better management of party assets.

The last big appeal was in 1968-69,
when Lord Carrington asked for and got
£2m. At the time, many said this should
be used to set up a capital-growth fund.
Instead, it went to plug a cash gap and to
win Mr Heath the 1970 election.

It was only in 1984-85 that the party
once again published accounts. In that
year its income was £4.3m and expendi-
ture £5.6m—a shortfall of £1.3m. In the
year to March 1986 the results are expect-
ed to have been ‘‘somewhat better” but
still nowhere near breakeven.

The main source of money is still direct

donations by companies and wealthy indi-
viduals to Central Office. A group of
sophisticated collectors under the guid-
ance of 73-year-old General Sir Brian
Wyldbore-Smith, who has for 16 years
been director of the Conservative Board
of Finance, appeals to the baser and
nobler instincts of company tycoons.
Honours are not sold but they do some-
times follow outstanding munificence to
the Tory party. It is easiest to make such
appeals when the Tories are in opposi-
tion, or at least when a Tory government
is popular. To some extent the general’s
collectors are being helped by the preda-
tory noises being made by the Labour
shadow chancellor of the exchequer, Mr
Roy Hattersley, with his threats of higher
‘taxation, renationalisation and direction
of institutional investment.

Part of the problem is that constituen-
cies do not pay their share to Central
Office funds. Each constituency is given a
quota which varies with how “Tory” it is.
In 1984-85 :the total quota was set at
£1.8m._but only. about half of that—
£892,000—was actually collected. Some
constituencies paid two or three times
their quota and some paid nothing—
among them that of Mrs Thatcher’s pre-
decessor, Mr Edward Heath. Constituen-
cies can get credits towards their quota
when Central Office collectors tap a local
businessman or when constituencies lend
money to the Board of Finance.

One Central Office initiative is to try to
persuade constituencies to make better
use of their extensive property, which is
to be surveyed by a property review
committee, just set up by the Board of
Finance. All constituency chairmen have

Surgical waiting lists in the National
Health Service (NHS) have never really
been tackled. Since its creation in 1948,
the number of patients waiting for ad-
mission ta hospital has only once (for a
few years) dipped below 450,000. At the
last count, it was 661,000 in England,
including 28,000 urgent cases waiting for
more than a month. The health and
social - services secretary, Mr Norman
Fowler, has a golden opportunity to do
- something aboutit, "~ * .

that the length of a waiting list is not a
'+ good guide to anything much—the list
could- lengthen, yét more people be
treated, and treated better. They are not
even a perfect guide to the number of
people waiting for operations. A waiting

people who have already had their oper-
ations elsewhere, people who no longer
need them: Doctors compile their wait-
ing lists in different ways. Some will not

' Health economists and officials argue.

list may include: people who are dead:

Is queueing healthy?

put any patients on their list when they

think it is too long already; others will.

Some put patients on a list long before

the operation is needed; others wait.

And many doctors claim to know sur--

geons who boost their waiting lists to get

. more private patients,. or to strengthen
their claims for more NHs resources.

Many of the recently installed NHs unit

| managers say privately that they could

cut their lists if the matter was given a

* high enough priority. The Department

- of Health is now making discreet noises

about doing just that. It will not neces-
* sarily mean more money, nor should it:
there seems to be no correlation between

" how hard up a health district is and the

length of its waiting list.

. If Mr Fowler wants to snatch triumph:

from the resignation of Mr Victor Paige,

the first chairman of the NHs manage-
- ment board, this is his chance. He should

. brief Mr Paige’s successor to do some-

thing about the NHS's queueitis. Why not

give managers a choice: cut your lists or
your contracts will not be renewed? The
new breed of managers—their agendas
set by the management board—was
brought in to run the NHS more efficient-
ly. But nobody will believe they are
doing so until patients get into hospital
more quickly.

i

Waiting for a new Paige

26

THE ECONOMIST JUNE 7 1986

¥




RESTRICTED

FROM: H P EVANS

DATE: 6 June 1986

CHANCELLOR X cc: Chief Secretary
L, Economic Secretary
o e Sir P Middleton

e PV Sir T Burns
v «&_ Mr F E R Butler
N- v  Mr Cassell

(< 4 Ggf \ Mr Kemp
ij\ Mr Peretz
y Mr Sedgwick
y ¥ Mr Scholar
Je | ' L Mr Culpin
i { | Mr Davies
Miss O'Mara

Miss Noble
Mr Brooks

Ms Goodman
\\ = Mr Ross Goobey
Mr Hosker T. Sol

Mr Lewis T. Sol

RETAIL PRICES INDEX ADVISORY COMMITTEE

The Committee is meeting on 12 June for what is intended to be its
last meeting. The timetable from then on is set out in Lord
Young's letter to you which arrived on 4 June. For the record the

timetable is expected to be as follows:
12 June: RPIAC meeting

19 June or soon after: report finalised and submitted to

Secretary of State

Same day: written answers to PQ from Secretary of State,
announcing both receipt of report and arrangements for early
publication at the same time as decisions on the
recommendations. This written answer will also be repeated

in a Press Release.

Late June/first half July: DE consult other departments about

report and its recommendations, though with a strong

presumption that all will be accepted.



Some time in July: publication of report as a White Paper,
together with final decisions as soon as they are made.
Announcement as further written answer to PQs, together with

press notice

2. You have seen, Mr Peretz' minute to the Economic Secretary
("Changes to the RPI: Implications for index-linked gilts and
savings certificates"). I attach a reply drafted by HF after
discussion with Mr Hosker which says yes to the timetable, but
suggests some official discussion nearer the time of the various
announcements. There is a potential difference between us and DE
about how far the prior announcement should go in indicating the
significance of the proposals - where the more that can be said
the better protected our position will be. But it will be easier

to judge this when we have a text of the announcement to look at.

Bi I also attach a summary of the Committee's 16 main
recommendations, as now drafted. The great majority are minor
technical improvements, likely to have a negligible effect on the

index. But two are of substance.

4, Recommendation ix) refers, rather obscurely, to price
discounts. It affects mainly housing benefit: in future, it is
proposed to treat this as a form of income support, not as a price
reduction. Hence all rents and rates will in the future be
measured gross of housing benefit, instead of the current practice
of treating supplementary benefit recipients gross and others net.
This change 1is in 1line with Treasury views. Its effect on the
index will depend on whether housing benefit in future increases
faster or slower than the RPI: if, as I understand it, the
intention is to uprate housing benefit in line with some measure
of inflation, there should be little or no effect of this proposal

on future RPI changes.

5% The major area of disagreement is of course on mortgage
interest payments, recommendation (x). The proposals are a slight

improvement, both conceptually and in practice - since there is a



slight reduction in the weight below what it would otherwise have
been. But the major unsatisfactory features of the previous
system remain, As far as I can see, the proposed treatment will

make virtually no difference to future changes in the RPI.

6:e In all, it would seem very difficult to regard the proposed
changes to the index either as "fundamental" or as "materially
detrimental", and least of all both.

T When the final report 1is available we will provide more
briefing on the proposed changes. A paper 1is being drafted,
initially at 1least for internal purposes, on the treatment of
owner-occupiers' housing costs - in the expectation that the DE

paper - an Annex to the main report -will not be satisfactory.
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FROM: M NEILSON
DATE: 6 June 1986

PPS : cc: Chief Secretary
Sir P Middleton
Sir T Burns
Mr Cassell
Mr Evans
Mr Peretz
Mr Sedgwick
Mr Culpin
Mr Walsh
Miss O'Mara
Mr Mathews
Mr Richardson
Ms Goodman
Mr Ross Goobey
Mr Hosker T.Sol
Mr Lewis T.Sol

CHANGES TO THE RPI: IMPLICATIONS FOR INDEX LINKED GILTS AND SAVINGS
CERTIFICATES

The Economic Secretary has seen your minute of 5 June giving
the Chancellor's views on this subject. The Economic Secretary
also accepts the advice in Mr Peretz's minute, and is content

with Lord Young's timetable. He has two further points:

(S To withdraw Index Linked National Savings would
draw attention to the problem and perhaps be seen
as a sign of uncertainty or weakness in the

Government's position.
(ii) He would be grateful if Mr Peretz could indicate

when the results of the Bank's preliminary

consideration of the changes will be available.

M NEILSON
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. FROM: DAVID PERETZ |
9 June 1986

PS/ECONOMIC SECRETARY cclRPEPRS
PS/Chief Secretary
Sir P Middleton
S1re "TaBurns
Mr Cassell
Mr H Evans
Mr Sedgwick
Mr Culpin
Mr H Walsh
Miss O'Mara
Mr T Mathews
Mr M Richardson
Ms Goodman
Mr Ross Goobey
Mr Hosker T.Sol
Mr Lewis T.Sol

CHANGES TO THE RPI: IMPLICATIONS FOR INDEX LINKED GILTS AND
SAVINGS CERTIFICATES

You asked if I could indicate when the results of the Bank's

preliminary consideration of these changes will be available.

2. The answer I am given is that the Bank is moving as fast
as it can, subject to the need to give the changes a full and
rigorous examination (of a kind that would stand up to challenge).
I have strongly urged Mr Plenderleith to do his best to 1let us
have at least a preliminary view in good time before the meeting

on 12 June.

P

D L. € PERETZ

cc Mr Plenderleith B/E
|
\
\
\
\
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FROM: N G FRAY
DATE: 9 June 1986

MR P DAVIS \
PRODUCER PRICES FOR MAY

The Chancellor has seen and was grateful for your minute of 9

June.

el

N FRAY
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FROM: MRS R LOMAX
DATE: 9 June 1986

SIR T BURNS cc Sir P Middleton

CONFERENCE ON THE BRITISH ECONOMY

The Chancellor was grateful for your minute of 3 June, attaching a

copy of the comments you made at this conference.
" i The Chancellor hesitates to suggest amendments to what are after
all your own comments, but he has a number of points on

paragraphs 19, 20 and 22, as follows:-

- Paragraph 19: The Chancellor has commented that if

Professor Fischer thinks we have an interest rate target -
which we do not - what does he think it is?

- Paragraph 20, final sentence: The Chancellor would put
this as follows "But it has been accepted that some of
the pressure should be borne by money supply and exchange
rate variation rather than it all being passed on to

interest rates".

- Paragraph 22: The Chancellor would prefer to see all of
this paragraph, after the first sentence, deleted.

3. The Chancellor has observed that, regrettably, there continues
to be some difference between the two of you over the fiscal
monetary mix, though he does not think it is very great in
practice. As for the Fischer paper, the Chancellor is still

KE

RACHEL LOMAX

brooding over it.
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FROM: MRS R LOMAX |
DATE: 9 June 1986

MR KING cc PS/Financial Secretary
PS/Economic Secretary
PS/Minister of State
Sir P Middleton
Sir T Burns
Sir G Littler
Mr H P Evans
Mr Odling-Smee
Mr Scholar
Mr Culpin
Miss O'Mara

ECONOMIST : 'THE BAD OLD DAYS RETURN'
The Chancellor was grateful for your minute of 6th June. He wonders

if wse really think that our inflation is going to be higher than
Italy's?

78

RACHEL LOMAX
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CONFIDENTIAL
UNTIL 11.30 a.m. 9 June then
UNCLASSIFIED

FROM: PAUL DAVIS
DATE: 9 June 1986

90 ale-
a5 MR S J DAVIES ce Chief Secretary
2. CHANCELLOR OF THE EXCHEQUER Financial Secretary
Economic Secretary
Minister of State
! Sir Peter Middleton
s 5 Sir Terrence Burns
7 N Mr Monck
/ 2 4 ' P Mr H P Evans
/ e A\Aﬂéx eA Mr R Culpin

f 5 { ¢ ) Mr Gilhooly
; ,/q\ . g Miss O'Mara

/ , |
ISk x ; Mr Pickford
’f / \ \ -/‘ Mr S Brooks
Ny \ \ ; Mr Hacche

o \ \u/ ' Mr Pickering

\ \ _/" Mr Cropper
\ | Mr Ross Goobey

oy Mr Tyrie
PRODUCER PRICES FOR MAY

The Producer Price Indices for May will be published at 11.30 a.m. on Monday
9 June. The annual increase in output prices has fallen slightly to 4.5
per cent. The fall in input prices over the year to May was about a percentage

point smaller than the fall over the year to April.

CONFIDENTIAL
UNTIL 11.30 a.m. 9 June then
UNCLASSIFIED



Producer Prices (percentage change over a year earlier)

Output Prices Input Prices
All All excl FDT* All All All excl FDT*

(Seasonally

Ad justed)
1985 Q2 5.6 6.4 3.4 3.4 6.8
Q3 5.6 6.5 - 0.7 - 0.7 - 1.2
Ql Fad 5.9 =50k e 55 gl BES L
1986 Q1 5316 5.0 - 9.4 - 9.4 =L O
March 4.9 L = 1L.1 - 3153 - 1k4.9
April 4.6 L. ) - 9.4 - 9.3 - 12.0
May 4.5 L. Y =855 =88 - 11.8

¥ Excluding the food, drink and tobacco industries.

2% Before seasonal adjustment the producer price index for inputs to

manufacturing industry fell by 0.4 per cent between April and May reflecting
lower prices for petroleum products and a seasonal fall in the costs of

industrial electricity.

3 After seasonal adjustment, the index for manufacturing industry was
unchanged. The overall fall in the year to May 1986 was 8.3 per cent,

compared with a revised figure of 9.3 per cent in the year to April.
L, Between April and May, the producer output price index rose by 0.2
per cent. Excluding the food, drink and tobacco industries, the increase

remained 0.2 per cent.

input and output

5 I attach two charts showing the movemigﬁgjﬁn pro

prices from January 1975.

L=
PAUL DAVIS
EA1 Division
x 3434



MATERIALS AND FUEL PURCHASED BY MANUFACTURING INDUSTRY
SEASONALLY ADJUSTED
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Sir P Middleton

Sir T Burns

Mr F E R Butler

Mr Cassell

Mr Kemp

Mr Peretz

Mr Sedgwick

Mr Scholar
e . _Mr Culpin
[reasury Chambers. Parliament Suceet. SWIP 3.AC Mr Dpavis

Miss O'Mara
Miss Noble
Mr Brooks
Lord Young ﬁf g:Odman
Secretary of State for Employment He Roggsc %
Caxton House Mritodn oobey,
Tothill Street -HoSKer = T. .80l
Mr Lewis - T. Sol

London
SW1H 9NF l© June 1986
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RETAIL PRICES INDEX ADVISORY COMMITTEE

Thank you for your letter setting out the timetable you propose
to follow for announcing the publication of the RPIAC report
and your decisions. I am content with what you suggest.

I suggest that nearer the time, officials meet to agree the
precise wording in the announcement, including the significance
of the changes, taking legal advice to ensure that our position

is as well protected as possible.
Ut
A

N LAWSON




\ D FROM: S J DAVIES
\ DATE: 10 JUNE 1986

| 5 cc:
CHANCELLOR OF THE EXCHEQUER. PS/Financial Secretary
: PS/Economic Secretary
PS/Minister of State
Sir Peter Middleton
Sir Terence Burns

Sir G Littler
\v/,- Mr Odling-Smee
» Mr Evans
! \ kﬂ v Mr Scholar
\

\J\J Mr Culpin

\ Mr Matthews

b Miss O'Mara
Mr S King

ECONOMIST: 'THE BAD OLD DAYS RETURN'

i You asked (Mrs Lomax' minute to Mr King of 9 June) whether we
believed that our inflation rate is going to be higher than Italy's.
(The OECD have Italian consumer price inflation at 3.5 per cent in
1987, while UK consumer prices are forecast to rise by 3.75 per

cent.)

< 4 The answer is that we do not expect Italian inflation to fall
below UK inflation in 1987. The OECD are out of 1line with other
forecasts of Italian inflation: for example the IMF's April forecast
put Italian inflation at 5.8 per cent in 1987, and EEC forecasts
completed recently put Italian inflation at 4.8 per cent in 1987.

3 We expect 1Italian inflation to be a point or more above UK

inflation in 1987.

S J DAVIES
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FROM: MRS R LOMAX
DATE: 10 JUNE 1986

cc Sir P Middleton
Mr Evans
Mr Culpin
Miss O'Mara

SIR T BURNS

THE BAD OLD DAYS o LV ; )
- [
4 \,‘\’»/’6 /7 { J

The Chancellor was most grateful for your minute of 6 June. He

has noted that it is relevant to briefing for First Order Questions

this month.

RACHEL LOMAX




PERSONAL AND CONFIDENTIAL

Until 11.30am on Thursday 12 June

2. CHANCELLOR OF THE EXCHEQUER
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& b SR FROM: GWYN HACCHE
B pntr T DATE: 10 June 1986
U
1. M}es/o'MARA cc Chief Secretary

Financial Secretary
Economic Secretary
Minister of State
Sir P Middleton

Sir T Burns

Mr Monck

Mr Evans

Mr Scholar

Mr Culpin

Mr S Davies

Mr Dyer (+1 for No.10)
Mr Hunt

Mr Pickering

Mr Cropper

Mr Ross Goobey

Mr Tyrie

HB/01

COMBINED RELEASE OF LABOUR MARKET STATISTICS ON 12 JUNE:

UNEMPLOYMENT AND EMPLOYMENT FIGURES

Unemployment

Seasonally-adjusted adult unemployment (excluding school leavers) rose by nearly 6,000 in
The headline total fell by
54,000 to 3,271,000 and is expected to fall sharply again next month. The stock of unfilled

May to 3,209,000, 13.3 per cent of the employee labour force.

vacancies, seasonally adjusted, rose slightly in May to 171,000.

s The average monthly increases in unemployment for both the three months and six

months to May was 16,000.

Average monthly changes

April to May 6 mnths to May
(previous six months

in brackets)

Seasonally adjusted +6 +16 (+14)

thousands

3 mnths to May
(previous three months
in brackets)

+16 (+17)



. Features of the figures compared with April are shown below (figures not seasonally

adjusted except where indicated):

Thousands (rounded)

Levels Change
April May

Stock of unfilled vacancies (s.a.) 169 171 +2

Eff ef:t. of employment and end* end*
tralne medaures 363 (Mar) 375 (April) +12
on unemployment count
(excluding school leavers)

Headline total 3,325 3,271 -54
less claimant school leavers 112 111 -1
less seasonal factors 10 -49 -59

Adult unemployment (seasonally adj): 3,203 3,209 + 6
of which

- Males 2,208 2,210 2
- Females 995 999 L

4, Points of interest are:

(a) Seasonally adjusted total highest on record. April saw sixth consecutive monthly

increase.

(b) Headline total highest May level recorded - equivalent to 13.5 per cent of

employee labour force.

Employment figures

5% There have been some minor revisions to the figures for the whole economy employed

labour force which is now estimated to have increased by 995,000 between March 1983 and
December 1985, and by 953,000 between June 1983 and December 1985. However, this does
not lead us to revise our statement that the number of new jobs has risen by almost 1 million

since June 1983. Figures for 1986Q1 will be available next month.

6s The number of employees in employment in manufacturing industries is estimated to

have fallen by 7,000 in April. The average decrease of 13,000 per month over the
three months ending April included an unusually large reduction in February. (The average

decrease over the two years to April is 3,000 per month)

*Given that the unemployment count date is early in the month, the effect at the end of the

previous month is more relevant than the effect at the end of the same month.
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Assessment of Unemployment and Employment Statistics

7. The latest labour market statistics seem to confirm that the underlying picture is now

less favourable than it was in the autumn.

8. Seasonally adjusted unemployment has now risen in each of the past six months, by
some 16,000 per month on average. The rises over the past two months of 4,000 and 6,000
have been relatively modest, compared with sharp rises in December, January and
particularly March; but, taken together, the figures indicate a continuing upward trend.
This is despite the favourable impact on the trend from employment and training measures,
particularly the growth in the Community Programme. Without the growth in these
measures, it seems that the underlying upward trend in adult claimants would be above the

range of 10 to 15,000 per month experienced in the 2 years up to spring last year.

9. Manufacturing employment may also be decreasing more rapidly than in the autumn
after a period in the middle of last year when there was only a very slow downward drift.
The picture is complicated, however, by large monthly fluctuations. The exceptional
decrease of 30,000 in February (affected by falls in the newspaper industry and probably by
the very cold weather) is reflected in the average decrease of 13,000 per month for the
three months ending April. This compares with an average decrease of 4,000 per month in

the previous three months.

10. Overtime and short time working also provide indications of a slackening in labour

market activity and flows of vacancies are a little lower than in the second half of last year.

11. The apparent deterioration in the labour market picture since last autumn is consistent

with the indicators for demand and output for recent months.

Press Release and briefing for No 10

12. You have seen Caroline Slocock's letter of 9 June to No 10 which encloses briefing for
the Prime Minister on the combined press release. Though containing a number of gloomy
references (for example in the press notice: 'the figures for the past few months clearly
indicate a continuing upward trend' in unemployment) there are helpful references to the

number of new jobs created since March 1983.

13 We understand that, as on previous occasions, Lord Young will probably be issuing a
statement to accompany the press notice. This is not normally cleared with the Treasury
and we do not know what he is planning to say this month. Your office may therefore like to

contact his to ensure the tone is appropriate.
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14.

From next month additional unemployment rates will also be provided taking account

of the self-employed. This is referred to in notes to editors in the press notice. We will

provide full briefing on this next month.

LINES TO TAKE

15.

Unemployment:-

Paositive

On May figures

/n Plarch.

Modest increases in April and May confirm large increaseAwas erratic, connected with

bad weather. Male unemployment has fallen slightly over last 2 months.

On vacancies

Over three months to May seasonally adjusted vacancies have increased on average by

2,000 per month.

Defensive

(i)  On deterioration in unemployment trend

UK unit labour costs still outstripping those of major competitors. Until rate of pay

settlements comes down, cannot expect major improvement in unemployment trend.

(ii) FSBR wrong about prospects for unemployment/MSC predict gloomy future for
unemployed

(FSBR stated 'with output and employment continuing to grow and labour force slowing

down, prospects for unemployment are better than they have been for some years'.
Foreword to MSC's new corporate plan states 'unemployment, especially long term

unemployment, is likely to remain at historically high levels.)

Reasons for optimism still stand: labour force expected to grow less rapidly and recent
revisions to employment figures show even stronger employment growth than we had
previously thought. But cannot expect major improvement in unemployment trend

until rate of pay settlements comes down.

(iii) Long term unemployment expected to fall over next six months

[Lord Young 4 June 'l would venture a forecast that in six months' time we may well
see it (long term unemployment) lower'.]

National Restart programme will have beneficial effect on long term unemployment.
But cannot expect major improvement in unemployment trend until rate of pay

settlements come down.



Em ent

The data have been revised slightly but otherwise contain nothing new and are unlikely to
attract attention. The line therefore remains as in Mr Vernon's minute of 15 April. Key
points are:

Positive

() Nearly one million more jobs created since June 1983.

(ii) Extra employment in UK since June 1983 more than in rest of European

Community combined.

Defensive

() Employment growth in 1985 less than that in 1984. Still 279,000 more jobs in

1985. Growth in employment in 1985Q4 larger than in earlier quarters of year.

(i) Large fall in manufacturing employment in last 3 months.

Most of fall occurred in one month, February, which was adversely affected by very
bad weather. Falls averaging 5,000 a month since June 1983 well down on average

10,000 a month fall under Labour Government

gyﬂM

GWYN HACCHE
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LABOUR MARKET TRENDS

all fiqures seasonally adjusted

Whole Economy (UK) Great Britain
Hanufacturing
Adult Stock of Employed Employees in Employees in Shor t- Overtime Average
Unemployment  Notified Labour Employment  Employment time (operatives) Heekly
changes Vacancies Force ** Changes Changes  {operatives) Hours
Changes (Quarterly) . per operative
(Quarterly)
000s,monthly  000s,average 000s 000s 000s,monthly millions of millions Index
average change of 3 months average in  hours lost of hours  1980=100
in 3 Months ended 3 months worked
ended ended
1981 Mar 70 90 -237 -264 =30 9.9 8.5 9.8
June 36 82 =211 -238 -45 4.6 9.2 98.5
Sept 41 90 -118 -132 =27 2.6 9.9 100.2
Dec 27 102 -145 -155 -28 ) 10.0 100.1
1982 Mar 18 113 -44 -52 -18 1.8 10.3 100.6
June 25 113 -110 -118 -31 1.8 10.2 100.6
Sept 26 113 -125 -138 -29 1.6 9.8 100.4
Dec 29 116 -137 -148 -29 1.6 9.7 100.7
1983 Mar 17 123 -62 -74 =21 1.3 9.8 101.0
June 21 133 42 27 -16 1.1 8.6 101.0
Sept 3 145 129 58 -12 0.6 11.0 102.0
Dec 7 148 153 84 -6 0.5 11.2 102.4
1984 Mar 17 146 99 29 =9 0.6 11.2 102.5
June 6 149 85 17 =1 0.7 11.6 102.6
Sept 18 152 76 47 =1 0.7 11.5 102.5
Dec 8 154 132 105 3 0.5 1.9 103.2
1985 Mar 11 154 63 38 -3 0.5 L 103.1
June 7 162 61 33 0 0.3 12.4 103.3
Sept 3 164 43 19 0 0.4 12.2 103.4
Dec 3 168 106 79 -4 0.3 12.2 103.6
1986 Mar 22 165 -12 0.5 11.7 103.0
fApr 17 168 0.6 11.6 102.8
May 16 170

**UK employees in employment,armed forces,plus an assumed 31,000 increase per quarter in self employment from 1985Q3
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FROM: S BROOKS
DATE: 11 JUNE 1986

Sero

1. MR S J DAVfES cc: PS/Chief Secretary
2, CHANCELLOR OF THE EXCHEQUER PS/Financial Secretary
PS/Minister of State
PS/Economic Secretary
Sir Peter Middleton
Sir Terence Burns
Mr F E R Butler
// Mr F Cassell
/ Mr N Monck
/ Mr Kemp
/ v’ Mr H P Evans
/ Mr 0Odling-Smee o/r
V/ Mr Scholar
Mr Culpin
Mr Gilhooly
Miss O'Mara
Mr Pickford
Mr Hacche
Mr Halligan
Mr P Davis
Mr Westwater
Mr Ross Goobey
Mr Cropper
Mr Tyrie

THE MAY RPI (to be published at 11.30 a.m. on Friday 13 June

The level of the RPI rose by 0.2 per cent between April and
May. The twelve month rate of inflation fell from 3.0 per cent in
March to 2.8 per cent in April. This is in 1line with what we
expected, and is the lowest twelve month increase since January 1968
(2.67,

2 Excluding mortgage interest payments, the twelve month rate
fell from 3.4 per cent in April to 3.l per cent in May. Excluding
housing, the twelve month rate fell from 2.6 per. ‘cent to 2.4 peér

cent.

3 Some of the reduction in mortgage rates in April did not affect
the index until May. Coal prices fell as summer discounts took
affect. Petrol prices fell by nearly 9 p per gallon. However,
there was marked rise in the price of cigarettes - probably the
delayed effects of Budget duty increases which did not seem to show
up fully in the April index. Also the prices of some fresh
vegetables, especially tomatoes, increased sharply. Otherwise there

were a number of minor price reductions and increases.
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4, In June, we expect the twelve month rate to decline to around

2.5 per

cent. The index will be affected by a reduction of 1 per

cent in the mortgage rate effective for most borrowers on 1 June.

Petrol prices, on the other hand, will probably show a small rise

over May.
now more
more than

prices at

S The
and James
2.8 per

rise of 2.

The adjustment of petrol prices to the lower oil price is
or less complete and any residual downward pressure may be
offset by seasonal factors which tend to increase petrol

this time of year.

RPI figures are as expected in the City. Wood MacKenzie
Capel are correctly anticipating a twelve month rate of
cent, while Phillips & Drew and Laing Cruickshank expect a

9 per cent.

S )

S BROOKS
EAl DIVISION
X 7946



i
[l

FROM: A ROSS GOOBEY
DATE: 12 JUNE 1986

CHANCELLOR cC Sir P Middleton

Sir T Burns
Mr Monck

o Mr Evans
Mr Burgner
Mr Scholar
Miss O'Mara
Mr Culpin
Mr Cropper
Mr Tyrie

SHORT TERM ECONOMIC INDICATORS

I have been in contact with BOC, who, as we have discussed, produce
compressed oxygen and argon products which are extremely sensitive

to short term demand factors.

2% BOC will be pleased to supply us with these figures on a

monthly basis (in confidence) a week after month end.

35 The current position is quite depressed, falling quite sharply
in Jan-March and May. The attached graph plots CSO Industrial
Output (dotted 1line) against compressed oxygen volume (but not
argon which they will add in to future figures) and steel output
(which does not take compressed oxygen and is merely another proxy
for industrial activity). BOC supply 225,000 individual customers

in many trades.

4. If divisions think it would be useful, I could approach one
or two other companies which I think would provide good real-
time data. For instance = RS Components (the biggest
electrical/electronic component suppliers), BET (for road transport
loadings) which we could 1link with existing statistics (steel
production, vehicle registration/production, brick preduction
John Lewis Partnership Sales) to produce an internal index of
activity which would be more timely than CSO statistics and would

not appear at the same time as, say the CBI statistics.

i

A ROSS GOOBEY
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