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CABINET ON 17 JULY: ECONOMIC PROSPECTS PAPER
G I attach a revised draft of this paper, which takes account of our
minute. The paper should be despatched to No 10 in the course of

tomorrow, in time for your bilateral with the Prime Minister on
Friday.
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ECONOMIC PROSPECTS

Memorandum by the Chancellor of the Exchequer

T Events this year are turning out rather
differently from the prospect foreseen at the time
of the Budget. The fall in inflation - both
| worldwide and in the UK - has gone further than
} expected. But output has grown more slowly, as the
| initial unfavourable effect of the o0il price fall
has been superimposed on a temporary pause in
activity worldwide, with inevitable consequences

for unemployment.
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3. Activity in the world economy was generally

k, and the pressure for higher public spending, against
|

|

‘ sluggish in the first quarter of 1986. There was a
} small fall in manufacturing output in Japan and much
| of Europe, and in the United States growth has been
| modest. Demand from outside the industrialised
| countries has also been weak, with a substantial

reduction in imports by oil-producing countries.
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ffect of the policies pursued
in inflation: consumer prices in the major
industrialised countries have risen on average by
only 2 per cent over the past year. The consequent
increases in rea incomes, together with lower
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growth, perhaps later this year.

The British economy

Bie At home, the pattern has been broadly similar.
Following its strong performance in the four years
up to early 1985, output, adjusted for the coal
strike, has since grown more slowly, and is now
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7l But this fall in inflation has been matched and
often surpassed in other industrialised countries.
Germanyfigkgggin are now enjoying virtually stable
prices. ere are clear signs in our competitor
countries that the slowdown in price increases is

being reflected in lower earnings growth; and their

unit cost increases are negligible or negative.
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In the UK, on the Q;hgr hand,)
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9. The consequences of this excessive earnings
growth are clear. Unemployment, despite all the
measures we have taken, continues to increase at an
average of 10,000-15,000 a month. With a faster
expansion of employment as output growiﬁdylckiagf,
and decli lab ur force growth, the is
ety et

position next year. But excessive earnings growth

of improvement in the unemployment

is 1losing us jobs. Furthermore, the 1loss of
competitiveness on our non-oil trade, superimposed
on the deterioration in the o0il account, is
beginning to make the current account of the balance

of payments look vulnerable.

10. The major changes taking place in financial
markets have made the task of ipterpreting monetary
conditions very difficult, for markets and
authorities alike. Although ndrrow money is towards
the bottom of its target range, bank lending is
expanding rapidly and broad money continues to grow
well beyond expectations. -
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11. The markets have, however, recognised thét we
are determined to pursu€ prudent fiscal and monetary
policies. We have gone through a period of calm
since the Budget, d¢gspite a further fall in oil
prices and renewed uncertainties about the dollar
and some fears about the prospects for our current
account. Base rates have fallen by 23 per cent
although they have remained relatively high; and
long-term rateg/have fallen to their lowest level

since the earl& 1970s.
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12. Bk th watching for any
evidence of lack of resolution on the public sector
finances; and, i i ices currently in the
‘ cal prospect looks more
difficult than at\the ¥ime of the Budget. As the

r shows, the pressures for

to our economi¢ strategy), essential if we are to

avoid increasgés in the tax burden, and crucial if we

f N
a damaging /fall\in confidence.
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13. A summary of the most recent Treasury

assessment is shown in the attached table.

Conclusion

14. The economy has been experiencing a pause in

the steady growth it _has xpertenreed- since the
trough of the receséion in 1981. That péuse, which
is also occurring in the rest of the industrialised
world and has coincided with the collapse of oil
prices, is affecting short-term employment
prospects. But inflation has been lower than
expected; and the prospect is still for a resumption
of growth at home’ later on this year, as activity

worldwide recovers its momentum.
Jangts.
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(still higher than it was in 1978-79), in reducing
borrowing and in holding down inflation. TS

vital, therefore, that we mjintain, as the Chief

Secretary proposes, Gﬁ;;%,

exXpenditure.

control of public









CONFIDENTIAL
MAJOR ECONOMIC INDICATORS

United Kingdom
1983 1984 1985 1986 Summit 7

(excl.UK)
1986
A Demand and activity
(per cent change on
previous year)
GDP 33 2% 33 24 3
Domestic Demand 43 23 2 3 34
of which:
consumer spending 4 2 3 4 31
fixed investment 5 8 i 4 43
Exports of goods and
services 2% 7 63 1 13
Imports of goods and
services 6 93 3 2 64
B Inflation ‘
(per cent changes on a
year earlier)
Retail prices, fourth
quarter 5 43 5% 2% 1
Average earnings, (2)
fourth quarter 8 63 73 1% 33
(& Other indicators
(levels)
Current balance
(£ billion) 3 I 4 3 -6
Unemployment level (per
cent, narrow definition) 12 12 1231 13 73
Interest rates (3 month (1) (1)
inter-bank, per cent) 10 10 12 10 7 6%
Sterling Index, 1980=100 83 781 78 764
0il prices, $ North Sea 30 291 273 10(3)

(1) Current levels
(2) Manufacturing earnings only
(3) Brent price for delivery in July, as of 3rd July
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RETAIL PRICES INDEX ADVISORY COMMITTEE

The Chancellor was grateful for your minute of 8 July. He has
approved the draft reply to Lord Young. However, he regrets that
he can see no point in producing a Treasury working paper on
owner-occupied housing costs. He has commented that the race is
over and our horse has lost.

RACHEL LOMAX
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ECONOMIC PROSPECTS: CHANCELLOR'S PAPER FOR JULY CABINET |

I attach a draft of the Chancellor's paper on economiclgrospects
for next week's Cabinet. Subject to the Prime Minister/!s views,
(and some last minute polishing) the Chancellor would 1like to
circulate next Monday. There will be an opportunity for ﬂiscussion
at tomorrow's bilateral. {

The Prime Minister may also like to see the final d#aft of the
Chief Secretary's Cabinet paper. This has been updated to record
the agreement on 1local authority current expenditure, and the
need for the Secretary of State for the Environment's statement
to cover local authority capital expenditure. The /drafting has
also been tightened up in places, as the Prime Minister suggested.
The Chancellor will explain the change to paragraph 17(a), to
remove any reference to reporting back to Cab% et after the
bilaterals. /

o A

RACHEL LOMAX
Principal Private Secretary
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THE MEASUREMENT OF FISCAL STANCE

This is the latest version of the note we had earlier intended to
circulate to the Fund staff. The main difference from the version
I circulated on 3 July is the addition, at your suggestion, of
paragraphs 12-13 on the operational - or primary - deficit. If
the Chancellor is intending to comment at some stage, he may wish

&

- &

to comment on this version.

€ J RILEY



THE MEASUREMENT OF FISCAL STANCE

This note gives a brief review of alternative measures of fiscal
stance, and assesses their usefulness in different contexts.

2 There are a number of potential uses for such measures. For
example, they may provide information on:

- the impact of fiscal policy on nominal demand, inflation and
interest rates

- the impact of fiscal policy on real demand and activity

- the government's contribution to total net saving in the
economy, the counterpart of which is the current account of
the balance of payments

- domestic pressure on financial markets, and hence real
interest rates; though in this context the importance of
external factors must be taken into account

- the sustainability of current fiscal policies.
Single measures of fiscal policy cannot provide adequate
information on any of these relationships, but the different
measures discussed below have a comparative advantage in providing

different types of information.

The general government financial balance

3. Expressed as a share of GNP or GDP, this is the basic fiscal
deficit indicator used by international organisations. It is
based on standard national accounts concepts and is available for
all major economies, allowing broad international comparisons to
be made. Since general government comprises central and local
government (together with their social security funds), this
measure does not depend upon the extent of public ownership of
industry, though for this reason it does not give a fully
comprehensive indication of the public sector deficit or its

effect on the economy.

s



4. The financial balance - or financial deficit - measures the
increase or decrease in nominal net general government
liabilities. Because it is not adjusted for variations in
inflation it is most relevant as an indicator of the impact of
fiscal policy on nominal demand and interest rates. It can be
used to indicate the compatibility of fiscal policy with
governments' monetary and inflation objectives.

5 However it has a number of limitations which should be borne

in mind, particularly when making international comparisons:

- it does not allow for official lending (or 1loan guarantees)
and is defined on an accruals rather than a payments basis,
and so may give a misleading indication of the impact on
financial markets. A measure of the borrowing requirement is
more useful in this respect.

- it is more prone to revision and error than a cash-based
borrowing measure.

- it makes no allowance for the build-up of future commitments
such as pension rights.

- it is measured after allowing for net sales of physical
assets, although these have little if any effect on nominal
demand (or the public sector's balance sheet), but does not
allow for net sales of financial assets which have essentially
similar effects.

- it does not usually allow for changes in the capital value of

fixed interest, indexed or foreign currency denominated debt.
Differences in the debt structure across countries will
therefore be reflected in the deficit.

- it will vary with the degree to which general government,
rather than public corporations or the private sector, have
responsibility for providing particular services (for example
education or health).



.l'he structural balance

6. The financial balance is affected by variations in the 1level
of activity in the economy. It can be argued that this should be
allowed for in assessing the underlying stance of fiscal policy,
and the degree of pressure on market interest rates. The
structural balance measure makes an allowance for this by
adjusting for the estimated effect of variations in the level of
output relative to productive potential. But there are
considerable difficulties in gauging the underlying trend in
productive potential, and so the adjustments required are subject
to great uncertainty. Also, the adjustments depend on the precise
fiscal systems in different countries, which makes international
comparisons difficult and injects an essential element of
arbitrariness into the calculation.

7. Because of the difficulties in estimating the 1level of
productive potential, the OECD and others focus their analysis
upon the change in the structural deficit. This 1is wusually
viewed as an indicator of discretionary changes in fiscal policy.
However there are several problems with this interpretation:

- the growth of productive potential is also subject to great
uncertainty, particularly in the recent past

- the effect of changes in output on the deficit is likely to be
complex, depending for example upon the nature of the cycle as
well as dynamic and compositional effects. This makes
estimates of the division between automatic and discretionary
movements prone to error.

- the adjustments are based on an econometric model and as such
are extremely uncertain.

- it is necessary to make assumptions about the operation of
monetary policy over the cycle, and in particular about
changes in interest rates as output varies. But the operation
of monetary policy differs between countries, and the choice
of assumption is essentially arbitrary.




"%. It is doubtful if the distinction between automatic and
discretionary changes in fiscal policy is in practice very useful
if the objective is to measure the overall impact of fiscal policy
on demand, since both affect the economy. (It would certainly be
wrong to argue, as some economic commentators tend to do, that
only the structural component affects demand.) Moreover, the
overall impact on financial markets and nominal demand will depend
crucially wupon the overall specification of financial policy.
Nevertheless, the structural balance measure does offer a rough
and ready way of allowing for cycles in output when comparing
fiscal deficits, providing a crude indication of the underlying
balance, and as such it may be of some limited use.

The inflation-adjusted financial balance

9. The financial balance is also affected by inflation rates. 1In
particular debt interest payments vary with movements in nominal
interest rates. But to the extent that debt interest payments are
viewed by investors as a compensation for inflation they represent
an early repayment of capital rather than real income, and this
will affect saving behaviour and the implications for the economy
and financial markets. High inflation will tend to generate high
fiscal deficits and high saving ratios for any given state of the
'real' economy; and in certain contexts it is helpful to make an
allowance for this.

10. It is often argued that inflation-adjusted financial balances
provide a better measure of the impact of fiscal policy on
activity and 'real' -economic variables than do unadjusted
balances. The adjusted measures are obtained by adding to the
financial balance or the structural balance an estimate of the
fall in the real value of government debt caused by inflation.
When the prevailing rate of inflation is high, as it was during
the late 1970s and early 1980s, this adjustment yields a much
tighter measure of fiscal stance than the financial balance
itself, irrespective of the precise method of calculation.

T 1 This type of indicator measures the stance of fiscal policy
relative to a baseline in which inflation is fully accommodated.

Consequently, although it may offer an indication of the impact of
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fiscal conditions on activity, real interest rates, and the
current account of the balance of payments, it is of rather
limited use in describing the overall stance of policy when an
important objective is to influence inflation. In these
circumstances, it would be more appropriate to assess how large
the unadjusted balance should be by reference to government's
objectives for monetary growth and the path of nominal demand.

The operational deficit

12. An alternative method of allowing for inflation is to focus
on the operational or primary balance - ie the financial balance
excluding net interest payments. This differs from the inflation-
adjusted balance by the amount of ‘'real' interest paid on
countries' outstanding debt, which will reflect the prevailing
level of real interest rates and both the level and structure of
the debt. Thus not only does this measure allow for differences in
inflation, but also it removes from the financial balance that
element which reflects differences in the burden of debt in
different countries.

T This measure 1is subject to all the same drawbacks as the
inflation-adjusted measure, and a number of others. Real interest
payments add to demand in the economy as do other elements of the
financial balance. But more importantly they contribute to the
build-up of debt, and hence to the pressure on real interest rates
and the external balance. To ignore them 1is to ignore an
important potential source of fiscal and economic instability.

Demand-weighted financial balances

14. The idea here 1is to weight each element of the financial
balance in terms of its effect on real demand, though the
principle could easily be extended to cover other effects of
fiscal policy - say the effects on inflation. Changes in
different taxes and expenditure items have different effects on
real demand, and this is allowed for in constructing the weights.
These measures should also allow for inflation tax by
incorporating an inflation adjustment as described above.
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.15. In principle the demand weights that are used could reflect
whatever accompanying monetary policy and financial market
reactions thought to be appropriate. In practice, most demand-
weighted measures assume an accommodating monetary policy without
any anticipatory behaviour by financial markets. But any
assumption is essentially arbitrary, and not necessarily
appropriate to the particular circumstances involved. Measures of
this sort are highly dependent on the economic model used to
construct them, as well as the underlying assumptions.

16. Another problem with demand-weighting is that effects on
demand vary over time. Often, demand-weighted measures ignore
this, taking account only of the first round impact of changes in
taxes and expenditure after allowing for saving and import
leakages or focusing on effects in a single time period. By
ignoring the full implications of lags and second round effects,
time series of demand-weighted deficits typically do not represent
accurately the effects of fiscal policy on demand.

Public sector claims on private saving

=7 This type of indicator shows the government's financial
balance as a fraction of personal and company sector saving (net
of stock appreciation and, sometimes, capital consumption) in
order to help analyse the effect of government deficits on
financial markets and real interest rates. There is some evidence
that such indicators are correlated with real interest rates, a
relationship which would be indicated by models based on financial
flows. Also, one would expect them to be related to the state of
the current account of the balance of payments.

18. Although in some ways useful, these indicators are affected
by a number of practical drawbacks:

- a rise in the rate of inflation will tend to increase both the
government deficit and personal saving, because of inflation
tax, without altering business investment or the external
position to the same extent. This will increase the
deficit/saving ratio without necessarily implying an increase

in real interest rates or a deterioration in the current




account. These inflation effects also make international

comparisons very difficult, though an inflation-adjusted
deficit/saving indicator might be more helpful.

- similarly, a fall in the level of activity will tend to push
up the fiscal deficit and may raise the deficit/saving ratio
while at the same time there is downward pressure on interest
rates.

- the deficit/net saving statistic employs an allowance for
business depreciation, which 1is notoriously difficult to
measure,

Debt/income ratios

19. Real interest rates are 1likely to be influenced by the
outstanding stock of public sector debt, not just new borrowing.
Focusing on debt/GDP ratios, normally for general government,
provides one way of analysing these cumulative effects. Changes
in debt/GDP ratios over time provide an indication of the
sustainability of current fiscal policies.

20. One possibility is to focus on gross debt. This might be
justified on the grounds that government financial assets often
tend to be overstated in the financial accounts. Another
justification 1is that public assets often need to be set against
liabilities which are off balance sheet. A good example is
provided by state pension funds, whose assets reduce net debt as
recorded but are hypothecated to meet future pension liabilities.

a5, However it can be argued that net debt is the more
appropriate concept as 1long as government assets can be valued
properly. If government lending to the private sector replaces
borrowing from other sources this should clearly give a better
impression of the net government pressure on financial markets,
although to the extent that government lending implies an increase
in total private sector borrowing the gross debt ratio may be more
appropriate. In any event the use of net debt does not deal with
the problem of off balance sheet items, which can only be handled

by constructing a comprehensive measure of government net worth.

7
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22, Like the 1nf1ation-édjusted financial balance, the various
debt/income ratio measureswimplicitly assume full accommodation of
inflation (and output growth). Also, there are no very clear
criteria available for deciding on the appropriate level or the
trend over time. However they can give some indication of the
overall pressure on real interest rates, and persistent trends in
either direction give an indication of whether existing fiscal
policies are sustainable or will need to be changed.

23. A major practical problem is that it is difficult to know the
extent to which government lending to the private sector increases
the overall pressure on financial markets. This is 1likely to
depend upon the type of lending involved and may differ from year
to year or from country to country. Different organisations allow
for different categories of 1lending in constructing net debt
figures. The figures produced by the OECD, for example, make no
allowance for foreign exchange reserves or central bank holdings
of commercial bills, and this produces a serious upward bias in
the net debt/income ratio for the UK.

24. A further practical issue is whether the figures should be at
market or nominal values. A case can be made either way, but the
figures are 1likely to be quite different. 1In either case there
are difficulties in obtaining appropriate stock data which can be
reconciled with observed financial flows.

Conclusion

25. No available measure of the stance of fiscal policy is wholly
satisfactory, and indeed no single measure could be given the
different potential uses of such measures. Of those available,
the wunadjusted financial balance is probably the least
unsatisfactory measure if the aim is to focus on the impact of
fiscal policy on nominal demand and interest rates. Definitions
of the structural balance are inevitably arbitrary and there are
severe problems of measurement, though ideally they would give
some indication of the underlying balance.




QG. The demand-weighted inflation-adjusted financial balance may
~ in principle be a useful measure of the impact of fiscal policy on
real demand. But again there are severe conceptual and
measurement problems which considerably limit its usefulness.

27. Debt/income ratios provide supplementary information which
can be important in interpreting the flow data. Changes in the
ratios probably provide the best available indication of the
sustainability of fiscal policy; and they can also be used to
indicate emerging pressures on real interest rates and the current
account of the balance of payments. But they have to be
interpreted with care, and measured in an appropriate way.
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THE JUNE RPI (to be published at 11.30 a.m. on Friday 11 July)

The level of the RPI fell by 0.1 per cent between May and June.

The twelve month rate of inflation declined from 2.8 per cent in May

to 2.5 per cent

expectations. The

in June. This decline  1s in line with - our

twelve month increase in June is the lowest since

December 1967 which was also 2.5 per cent.

2.3 Excluding mortgage interest payments, the twelve month rate

increased from 3.

twelve month rate

1 per cent in May to 3.3 per cent in June. (The
for May has been revised down to 3.1 after

further second thoughts by DE.)[:éxcluding housing the twelve month

rate increased from 2.4 per cent to 2.6 per cent::]
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) CONFIDENTIAL

3 The all items RPI was affected in June by the reduction of one
per cent in the mortgage interest rate which became generally
effective on 1 June. This reduced the index by about .4 per cent.
As anticipated, petrol prices increased slightly, by about 3 p per

gallon. This is the first rise in petrol prices since May 1985.

4, In July we expect the twelve month rate of increase to rise a
little in the range 2.5 - 2.75 per cent. Last year the level of the
RPI fell by 0.2 per cent between June and July. Unless this fall is
repeated this year, the annual rate of inflation has to rise next

month.

5. The RPI figures are roughly as anticipated in the City and
elsewhere. Wood MacKenzie expect 2.5 per cent, James Capel 2.6 per
cent and Phillips & Drew 2.3 per cent. In addition there were
several press reports on Monday 7 July predicting an increase of 2.5

per cent.
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ECONOMIC PROSPECTS: CHANCELLOR'S PAPER FOR JULY CABINET

The Prime Minister and the Chancellor this morning
discussed the draft economic prospects paper attached to
your letter to me of 10 July.

The Prime Minister had two comments.

First, Mrs. Thatcher felt that the first sentence of
paragraph 2 gave an over-optimistic impression. This
impression seems to depend on the words ".... every reason
to expect a resumption ...." which might be replaced by some
such words as ".... a reasonable prospect of a resumption

n

Second, the Prime Minister felt it would be helpful to
include at some point in the paper a reference to the
immense scale and growth of the Japanese current account
surplus and also of the way in which Japanese exports were
increasingly being switched from the United States to
Europe.
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(W? David Norgrove
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Mrs. Rachel Lomax,
HM Treasury.
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GOLDMAN SACHS ECONOMICS ANALYST: JULY 1986

The Goldman Sachs economics team, led by Gavyn Davies, have produced the first in a
monthly series of publications on the UK economy entitled 'The UK Economics Analyst'.
The 'Analyst' includes an economic commentary, which will focus on particular aspects of
the economy from month to month, some detailed comment on monetary and fiscal policy,
and a set of forecasts. In essence, therefore, the publication is very similar to that which

Gavyn Davies et al produced for Simon & Coates up until April this year.

2. This month's commentary, which will be published on Monday, focuses on interest

rates. A note by Dr Rowlatt, of FEU, is attached.

Assumptions

3. GS forecasts are based on an average oil price of $15.1/bl in 1986 and $14.3/bl in 1987.
The sterling index is expected to decline to 72 by 1987Q2, rising slightly to 73 by 1987Q4.



4. £M3 growth is expected to slow down later this year, although not by enough to bring
annual growth into the 11-15% range given in the FSBR. MO is expected to be within the
FSBR range in both 1986 and 1987.

53 The PSBR outturn in 1986/87 is forecast at £73 billion, slightly above the FSBR figure
of £7 billion. It then rises to reach £9 billion in 1987/88. Tax cuts of £23% billion are
assumed for both 1987/88 and 1988/89.

Forecast*

6. 1986 1987
GDP(A) W38 2.9
Consumers' expenditure 4.2 B8
General Government expenditure L5 0.9
Gross fixed investment 13 5.9
Exports 0.0 2.5
Imports 2.5 4.7
RPI(Q4) 2.1 4.1
Unemployment 3.22 3.14
(UK adults, million, Q4)

Current account (Ebn) 1.9 0.2
PSBR (financial year, £bn) 7% 9

*except where specified, figures are percentage changes on Previous year

7. The main points of the forecast are:

(@)  GS see retail prices inflation falling to 1.8 per cent by 1987Q1, but then rising to
4.1 per cent in 1987Q4.
(b) GS forecast GDP growth of 1.8 per cent and 2.9 per cent in 1986 and 1987

respectively.
(c) Unemployment of 3.22 million is forecast for 1986Q4, falling slightly to
3.14 million in 1987Q4.

(d) Base rates are forecast to fall to 8.5 per cent in 1986Q4 before rising to an

average of 9.4 per cent in 1987.

"UK economic overview"

8. This section provides background to the forecast tables. On fiscal policy, GS expect
public expenditure to keep more or less within the planning total this year but to exceed it
&

by £2% billion nextjand by £6% billion by 1989-90. They predict over spending by as much as
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‘ £3% billion on local authorities next year, £1% billion on public sector pay and £1 billion on
health and education in the run up to the election. Revenues are expected to be slightly
lower in the current financial year than forecast in the FSBR, largely owing to subdued GDP
growth (although revenues pick up in the next financial year with higher inflation). Oil
revenues remain in line with the Treasury forecast this year and may exceed it in future. As
a result, the PSBR is expected to rise to £7% billion this year. They assume tax cuts of
£2% billion next year, bringing the PSBR to £9 billion, and forecast election pressures will

keep it around that level to 1988-89.

9. The rapid growth in £M3 is not seen by GS as an indication that monetary conditions
are loose. Interest rates are expected to stay relatively high, reflecting market concern
over prospects for inflation and the balance of payments together with pre-election
uncertainty. GS believe the UK authorities have been following a "shadow EMS band" of
DM/£3.30-3.50, although they do not expect the UK to join the ERM formally before the

election.

10. GS believe there will be some encouraging response to falling inflation from average
earnings, although this will only serve to delay the expected rise in retail prices inflation

until the second quarter of 1987.

11. The downward movement in average earnings results in a rise of only 3 per cent in real
personal disposable income in 1986 (compared with around 5 per cent in the FSBR). But with
a fall in the saving ratio (presumably reflecting the real balance effects of falling inflation),
consumers' expenditure is expected to rise by 4% per cent this year, and by 3% per cent next
year. Investment performance is expected to be rather subdued this year, with growth of
only 1} per cent. Nevertheless, growth of 6 per cent is expected in 1987, helped by rising
non-oil profits and by buoyant private housing lending. Exports of goods and services are
forecast to be flat this year (reflecting slow growth in world trade and deteriorating

competitiveness) picking up in 1987 to 2% per cent, following the improved world outlook.

12. Overall, growth is forecast to be around 1% per cent this year, rising to around 3 per
cent next year. The main reason for the pick up seems to be falling inflation, helped by

lower oil prices, with their effects on the saving ratio and profits.
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Lines to take
Positive

13. GS qualitatively in line with Chancellor's comments to Welsh Party Conference

(10 June) in expecting pick up in growth in 1987.

14. GS forecast retail prices inflation to fall to 2.1 per cent by 1986Q4 and to 1.8 per cent
by 1987Q1.

15. Investment expected to rise strongly in 1987, with forecast growth of 6 per cent.

16. GS believe that there is no real threat to inflation from the present rate of growth of

£M3.
Defensive

17. Growth of only 11 per cent in 1986

Yes, but GS forecast growth of 3 per cent for 1987, following benefits of oil price fall.
Chancellor has also indicated that while growth this year may be lower than forecast in the

FSBR, may well be higher in 1987.

18. Currently in downswing of economic cycle?

Pause in worldwide growth expected to be temporary. GS forecast growth in UK of 3 per

cent in 1987.

19. Inflation expected to pick up in 1987

GS place too much emphasis on unit wage costs as a determinant of inflation. The

maintenance of firm financial policies will ensure continued downward pressure on inflation.

20. Unemployment remains above 3 million in 1987

Nehy O~

major improvement in unemployment trend until rate of pay settlements

comes down.

21. Deterioration forecast in balance of payments

Too early to say - though volume of world trade may be less than forecast in FSBR.

22. Public expenditure planning total for 1987-88 unrealistic given past performance ,q% 4 %
So”
b

vear v vt
Past performance not bad.\"a—%ﬂmw years - 1981—82,@ 1982-83

\_ outturn below final figure plan. &—W&V
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‘ 23. Public expenditure likely to be above target from 1987-88 onwards, given pre-election

QWV a4

er reserves in 1987-88 and 1988-89 allow for uncertainties on LA spending. But=na
ic expend1ture'sa—m‘piy-to-bu+-vetes.-

24. Tax cuts of £23 billion in 1987-88

pressures and local authority overspending

Wait till Budget.

\ 25. PSBR will rise to £9 billion in 1987-88

Large margin of error possible on £7 billion FSBR projection. But will not raise PSBR simply

to buy votes and Government has stressed need to keep public borrowing low.

Gy = g

S D KING
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THE "RISK PREMIUM" ON UK INTEREST RATES - GAVYN DAVIES

This first issue of the new circular from Goldman Sachs, "The UK Economics Analyst",

contains an article on UK interest rates by Gavyn Davies.

2: The main concern of the article is with the expected future path of gilt yields and the
implications this may have for investors. However, analysis of a possible "risk premium"
gives rise to a discussion of the recent paths of the monetary aggregates. Gavyn Davies'

view is that, after adjustment for distortions, the year-on-year growth of £M3 has been

around 14 per cent in recent months. He favours the hypothesis that the high rate of growth

of money has been associated with increases in wealth and concludes that the balances are
"...securely held as part of [the private sector's] overall savings balances, with relatively
little risk of a future leakage into transactions demand." But he holds this view with "a low

degree of confidence."

Summary

3. Gavyn Davies' analysis of the level of UK interest rates is soundly based on the
risk-adjusted interest parity condition. This states that, in the absence of capital controls,
currencies will move to a point that equalises the expected real rates of return in different
countries after adjustment for risk premium which may differ between countries. It follows

that differences between estimates of real bond yields may result from

= incorrect estimates of inflation expectations used in construction of the real

yields
- differences in risk premia
- expected future movements in real exchange rates
= market imperfections.
4. Gavyn Davies' calculations, which use historic or short-term forecasts of inflation,

suggest that real bond yields in the UK are high relative to those in other countries.

However, his judgment is that the reason for this is "a high degree of inflation risk" in the



. UK. The main part of the article analyses three approaches to the assessment of the

market's view of the future rate of inflation in the UK. The first is based on monetary
growth, the second on an analysis of changes in costs and the third on "political risk" - the

possibility of a change of Government at the next election.

5. The conclusion is that the market views the risk of inflation in the UK as high
compared with other countries and likely to remain so through the remainder of 1986 and in
1987. He therefore sees little room for a narrowing of the nominal yield differential
between UK gilts and the average of other major Governments' bonds. He does, however,

believe that there is scope for a general easing in short rates and also for a further

adjustment of yield curves to the lowering of inflation.

Comment -

(i)  On the general argument

6. Gavyn Davies bases his view of the current level of real long bond yields on nominal
yields and historic data or short-term projections for inflation. Finding that on this measure
UK real long rates come out above the rest, he concludes that expectations in the markets
set UK inflation at a higher level than his (and others') forecasts. His opinion that this
discrepancy will continue during the coming months suggests that market expectations are

not, in his view, formed rationally.

7. An alternative interpretation of the data, which uses the same theoretical framework,
would set market expectations broadly in line with forecasts and explain the discrepancy
between nominal (short) rates by the view that, at present levels, a fall in sterling is viewed

as more probable than a rise.

(ii) On Gavyn Davies' interpretation of money growth

8. The adjustments made to arrive at an "underlying" growth rate for £M3 are too naive
to be taken seriously by us. Gavyn Davies replaces the figures for each component of the
counterparts by a trend value. This leads to a substantial reduction in each counterpart. He
takes no account of the probable interaction between counterparts (eg if there had been

neutral instead of under-funding would bank lending have been higher?)

9% His discussion of whether this money growth matters covers the Governor of the Bank
of England's "liquidity glacier" analogy and the Budd-Holly work about which he expresses

the usual doubts.




(iii) On the remainder

10. The section on costs is sound and well-written but adds nothing to our own analysis.

The section on political risk is, perhaps necessarily, superficial and of little interest.

PENELOPE A ROWLATT
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PRODUCER PRICES FOR JUNE
The Producer Price Indices for June will be published at 11.30 a.m. on Monday
14 July. The level of the output index was the same inNJune as in May, with
the twelve month rate of change declining slightly t& 4.5 per cent in Ju£§;>
from 4.6 per cent in May. (The May figure has been revised). Input prices
fell by 8.4 per cent in the year to June, compared with 8.7 per cent in the

year to May.
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UNCLASSTIFIED
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PRODUCER PRICES (PERCENTAGE CHANGE OVER A YEAR EARLIER)

Output Prices Input Prices
A1l A1l excl FDT* All A1l All excl FDT*
(Seasonally
Ad justed
1985 Q2 5.6 6.4 3t 3.4 6.8
Q3 5.6 6.5 - 0.7 - 0.7 - 1.2
Qk Dok 5.9 - 5.4 - 5.4 - 5.1
1986 Q1 20 21048, - 9.4 - 9.4 LS
Q2 4.5 Lok - 9.0 - 8.9 - 12.2
April 4.5 eh - 9.7 - 9.6 - 12.5
May 4.6 L. .4 F seel = 8.5 - 12.2
June 4.5 4.3 - 8.k - 8.k - 11.8
¥ Excluding the food, drink and tobacco industries.
2% Before seasonal adjustment the producer price index for inputs to

manufacturing industry fell by 1.2 per cent between May and June. This
was largely the result of lower prices of home-produced food materials
and of imported commodities. After seasonal adJjustment, the index for
manufacturing industry fell by 0.7 per cent. The overall fall in the
year to June 1986 was 8.4 per cent, compared with a revised figure of

8.5 per cent in the year to May.

Sic Between May and June, the producer output price index excluding the
food and drink and tobacco industries rose by 0.2 per cent, with the twelve

month rate of increase in June falling slightly to 4.3 per cent.

k. I attach two charts showing movements in producer input and output

prices since January 1975.

SR e
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MATERIALS AND FUEL PURCHASED BY MANUFACTURING INDUSTRY
SEASONALLY ADJUSTED
percent change on a year earlier
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THE JUNE RPI

The Chancellor was most grateful for your minute of 10 July.
2% You mention the RPI excluding housing at the end of your
paragraph 2: the Chancellor has commented that this should not be

used in briefing in any way. He thinks it merely confuses the

issue.

b

RACHEL LOMAX




MRS R LOMAX
14 July 1986 \ ;

MR S D KING cc Chief Secretary
Financial Secretary
Economic Secretary
Minister of State
Sir P Middleton
Sir T Burns
Mr Cassell
Mr Monck
Mr H P Evans
Mr Odling-Smee
Mr Scholar
Mr Sedgwick
Mr Culpin
Miss O'Mara
Mr Cropper
Mr Ross Goobey
Mr Tyrie

GOLDMAN SACHS ECONOMICS ANALYST: JULY 1986

The Chancellor was grateful for your minute of 11 July. He has the
following points on the suggested lines to take:- '

- Paragraph 20: Redraft as follows "Unlikely to see major

improvement in unemployment trend until rate of pay

settlements comes down”.

- Paragraph 22: Redraft second sentence as follows "In
three of last five years - 1981-82, 1982-83, and 1985-86
- outturn below final figure plan". (The Chancellor has
asked whether this is really true of 1982-83.)

- Paragraph 23: Redraft second sentence of answer as

follows "Government remains committed to firm control of
public expenditure”.

77

ol

RACHEL LOMAX
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Switchboard 01-213 3000 GTN Code 213
Facsimile 01-213 5465 Telex 915564

The Rt Hon Nigel Lawson MP

Chancellor of the Exchequer

Treasury Chambers

Parliament Street

LONDON

SW 1 |q.July 1986

\ /]
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RETAIL PRICES INDEX ADVISORY COMMITTEE

Thank you for your letter of 9 July.

As you know, it is my intention to publish the Committee's
report on the afternoon of Tuesday 15 July, when I expect to
be able to announce my decisions by means of Arranged
Questions for Written Answer in both Houses and a press
release from this Department. My officials have been in touch
with yours about the possible wording of these.

I am copying this to the Prime Minister, Willie Whitelaw,
Norman Tebbit, Norman Fowler, Nicholas Ridley, Michael Jopling
and the Director of the Central Statistical Office.

CH/EXCHEQUER /ol
REC. 14 JUL1986 Cn €,
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INDEX OF OUTPUT OF THE PRODUCTION INDUSTRIES - MAY 1986

This will be published at 11.30am on Tuesday, 15 July.

2. The index of production in the three months to May was 1 per cent higher than in the

previous three months and % per cent higher than a year ago. However, after allowing for

the coal dispute, industrial production was % per cent lower than a year ago.

3s Manufacturing output in the latest three months was little changed from the level of

the previous three months but 1 per cent lower than in the same period a year earlier.

4. There have been significant data revisions reflecting both additional information and

the twice-yearly updating of seasonal factors. The index of manufacturing output has been
revised up by around % per cent in the first quarter of 1986 but April has been revised down,

by 1 per cent for manufacturing and by around % per cent for production industries.



r

‘. The revisions to 1985 mean there is now a clearer temporary peak in manufacturing
production in 1985Q2. In the three months to May manufacturing output was 1 per cent
below the 1985Q2 level. However, manufacturing output has been relatively flat over the
past four months suggesting that the decline in manufacturing may have stopped. The
underlying output of all production industries in the second half of 1985 was almost 1 per
cent below the high level reached in the first half but has partly recovered this year due to

high oil extraction.

6. Recent movements

percentage changes 1985 3 months to May 3 months to May May
on on on on
1984 previous 3 months previous year April
Index of Production  +4% +1 + 1 - 13

within which:

Manufacturing +3 0 =] 0
Energy and Water +9 +23 + 413 - 41

adjusted for strikes, weather etc*
Index of Production +23 + % - 1 =1

Manufacturing output +3 0 -1 0
*NOT FOR USE.

7. Manufacturing output in the latest three months was 11} per cent above its 1981Q1
trough but was 8 per cent below its 1979Q2 peak. The index of production was 15 per cent

above its 1981Q1 trough, although still slightly below the peak recorded in 1979Q2.

Other industrial detail

8. Within manufacturing, the output of 'other manufacturing' rose by 1 per cent between
the two latest three month periods. The output of textiles and clothing fell by 1 per cent,
and the output of metals and chemicals by 2 per cent. The output of other minerals, of

engineering and allied industries and of food, drink and tobacco were broadly unchanged.



Lines to take

9.

Positive:-

(@)
(i)

(iii)

Total production up by 1 per cent in last three months on previous three months.

Manufacturing output has grown in every year since 1981 - longest period of

uninterrupted growth since 1970 - and a fifth year of growth is forecast for 1986.

Manufacturing profitability in 1984 (latest figures available) best since 1973.

Exports up 6 per cent in 1985 to beat 1984's all time and expected to rise further
in 1986. Manufacturing industry expected to be major beneficiary of fall in oil

price.

Defensive:-

(iv)

(v)

(vi)

Manufacturing output peaked in 1985Q2. Expected to be temporary. Chancellor

has made clear that growth is expected to pick up later in 1986 following benefits
of lower oil price (in speeches to Association of Economic Representatives in

London on 28 May and to Welsh Party Conference on June 10).

Downward revisions to manufacturing output in April show bias adjustment

unjustified

No. Historical experience shows initial estimates of manufacturing output have

been underestimated on average. Bias adjustments completely justified.

Manufacturing output growth likely to turn out lower than forecast in FSBR

Growth may be lower than forecast this year but should pick up in 1987.

LZ tadns,

G HACCHE
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FROM: N G FRAY
DATE 15 JULY 1986

MR HACCHE
INDEX OF OUTPUT OF THE PRODUCTION INDUSTRIES - MAY 1986

The Chancellor has seen and was grateful for your minute of 14

July.
e Qﬁ;\
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FROM: MRS R LOMAX
DATE: 16 JULY 1986

MR J WEBB (o]e: Sir T Burns
Mr Evans
Mr S Matthews

WORLD ECONOMIC DEVELOPMENTS

The Chancellor has seen the July edition of this regular monthly
note. He has commented that the new format is a vast improvement.

He thinks it will be very useful.

RACHEL LOMAX
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COVERING SECRET AND PERSONAL PUM™

1-19 VICTORIA STREET
LONDON SWI1H OET
Telephone (Direct dialling) 01-215) 4887

GIN 215) %L
(Switchboard) 01-215 7877

Mrs R Lomax”

Principal Private Secretary

Chancellor of the Exchequer

H M Treasury U
Parliament Street

LONDON ~
SW1 3AG 7 275 iy 11986

I am attaching a copy of the draft Press Notice on the Current
Account of the United Kingdom Balance of Payments in June. The
draft was agreed earlier today at the usual interdepartmental
meeting.

Publication is set for Friday 25 July at 11.30 am and I should
be grateful if you would arrange for the Notice to be cleared by
12.00 noon Thursday 24 July and to inform me accordingly.

A copy of this letter and draft Press Notice is being sent to
Sir Peter Middleton and Mr Walker, H M Treasury.

Yours sincerely

e W

W E BOYD

COVERING SECRET AND PERSONAL

DEPARTMENT OF TRADE AND INDUSTRY

M423
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FROM: J E FLITTON L&ﬁﬂAMJX

DATE: 23 JULY 1986
2 B MR KLﬂfY rsa |

2. CHANCELLOR cotine cc as attached list

JUNE TRADE FIGURES “ = {1l ® me i b awee” & 72 VA i
L W 4% ”

The June trade figures will be released on Friday 25 July. They

will show a small current account surplus of £77 million, following
one of £34 million in May . Visibles were in deficit by £623 million,

offset by an estimated invisibles surplus of £700 milliion.

Main points

2 (i) The June trade account was little changed from May;

an increased oil surplus was offset by a higher non-oil deficit;

157 The tentative resumed upward movement in the underlying

level of non-oil export volume now begins to look a 1little bit

more firmly based (see Chdru). Volume in Q2 was 3% per cent

MGy Hohal @i
S SN : Uyﬂ m~) VP’
P R )
i) Unfortunately ;}here grow1ng signs that the

(e
underlyz tréha in non-oil import volume has also turned up.

Volune  in 02 rose % per cent in+0ls o’ stand ‘37 per €ent.up on

a year ago;

(iv) The June o0il trade surplus was £76 million above the

May figure but £350 million below the average monthly surplus
in the second half of 1985. Export volume fell for the second

month in a row but price was a little higher;



SECRET AND PERSONAL
unril L1.30 on Friday 25 July 1986
‘ then CONFIDENTIAL

(v) Manufacturing trade. was - in deficit ‘by £357 . million,

£50 million worse than May. But, the Q2 deficit of £0.6 billion

was still an improvement of more than £0.8 billion on Ql;

(vi) Invisibles continue to be projected at £700 million

a month.

Comparison with forecast

4. The current account surplus for the first half of 1986 is £1
billion below that implied by the FSBR forecast. The non-oil visible
balance is £1% billion below forecast and the o0il visible surplus
is £% Dbillion below; but the invisibles surplus is projected to be
above forecast. Volumes are in general below forecast for the first
half of the year: imports (less o0il and erratics) are 3 per cent
down, with manufactured imports 5 per cent down; exports (less oil
and erratics) and manufactured exports are both 4 per cent below
forecast. The outturn for the 1last two months has been much as

anticipated in the internal June forecast.

Trade prices

B The overall terms of trade in June improved by 1% per cent and
were 5 per cent better than in 1985. The non-oil terms of trade
were stable in the month, but were 4% per cent better than 1985.
Import prices have been falling since March, partly in response to

the firm exchange rate. Export prices have been more stable.

Percentage change in trade prices — June 1986 compared to March 1986

Import prices Export prices
Manufactures =" 8 + 0.5
Food, drink, tobacco e Vi) ] e
Basic materials i 5 =60
Fuel - 24 - 25

Crude oil import prices fell by over 20 per cent in June. They are




SECRET AND PERSONAL

until 11.30 on Friday 25 July 1986
. then CONFIDENTIAL

now below crude oil export prices.

Effect on markets

Bl The markets are expecting a current account surplus of £50 million
(and a trade deficit of £650 million). This is in 1line with the
figures to be published and there is therefore unlikely to be any

significant market impact.

Press briefing

T I should be grateful for clearance of the attached press briefing.

J E FLITTON
EF1l
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SECRET AND PERSONAL
until 11.30 on Friday 25 July 1986
then UNCLASSIFIED

DRAFT BRIEFING FOR IDT

Positive

il Substantial current account surplus of £1.1 billion in first
half of year despite lower oil prices.

Zig Fall of 4% per cent in import unit wvalue index in Q2 will help

to maintain downward trend of UK inflation.

IR

Export volume now moving up again. Excluding oil and erratics

up 3% per cent in Q2 compared with Ql.

Defensive

b,

%

/
e

Lower oil balance

[Surplus of £8.2 billion in 1985; £2 billion in Ql1 1986; £0.8
billien in Q2::1986.]

Reflects substantial fall in o0il prices. Large o0il surplus

still expected in 1986.

FSBR current account forecast too optimistic given fall in oil

prices

[Current account surplus of £3% billion forecast for 1986 after

£3.8 'billion 'surplus . in * 1985. £1.1 ‘billion, surplus in 1986

HIG

Too early to say. Forecast allowed for effect of fall in oil
price to $15 a barrel. Volume of world trade may be 1less than
anticipated. Revisions to/invisibles increased current account

surpluses in 1984 and 1985 by £0.7 billion and £0.8 billion

respectively.

éigdjﬁ . A uﬁpgcjng /T,

MM p
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Manufacturing trade

[1986 Q1 deficit of £1.4 billion; Q2 deficit of £0.6 billion.]

Improvement of £0.8 billion between first two quarters of 1986
reflects erratic nature of figures. UK exporters of manufactures
have gradually improved volume share of world trade since 1981

after years of decline.

Import volume

Volume has fluctuated considerably in recent months. For Q2

as a whole only % per cent up on Ql.
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"l' SECRET AND PERSONAL
until 11.30 am on Friday 25 July 1986
then UNCLASSIFIED

TABLE 1: CURRENT ACCOUNT

£ billion
1985 1986 1986 year
Ql Q2 Apr May June to date
0il +8.2 20 0 +0.8 +0.3 +0.2 +0.3 +2.8
Non-oil -10.2 -3.4 -2.3 -0.5 -0.9 -0.9 -5.7
Total visible trade =2 -1.54 -1.6 =055 =i -0.6 =350
o/w trade in
manufactures
(BOP basis) -3.0 -1.4 -0.6 +0.1 -0.3 -0.4 -2.0
Invisibles +5.8 +1.9 +2,1% +0.7% +0.7% +0.7% +4.0
Current account +3.8 +0.5 +0.5 +0.4 +0 +0.1 +1.1
*¥projection
TABLE 2: EXPORTS AND IMPORTS (percentage change)
1986 1986 Q2 1986 on
June on May Q2 on Q1 Q2 1985
% Exports
Total value -1 =24 -12%
Total volume (BOP basis) +% +3% +5
Total volume excl oil and
erratics (BOP basis) +5 +3% 0
Manufactures volume
(excl erratics) OTS basis -1 +1 0
Fuels (volume) -12 -8 =3
ii. Imports
Total value -1% =1 -5
Total volume (BOP basis) -1 +2 +3
Total volume exd oil and
erratics (BOP basis) +1% +5 +3

Manufactures volume
(excl erratics) OTS basis +2 +1% +2%

Fuels (volume) -15 +21 5
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JULY CBI QUARTERLY TRENDS SURVEY

I spoke to John Caff this morning in confidence about the next CBI
Industrial Trends Survey which 1is due to be published next
Tuesday. He is coming to see me on Monday morning to deliver the
results formally to me, and I gather that you are seeing Mr
Nickson and Sir Terence Beckett on Monday evening. I have added
the figures he gave me on the phone to the table which is annexed
to this minute. At face value they are fairly gloomy for activity
and very good for costs and inflation. The CBI press notice will
be written under the heading "Output 1levels off but setback
temporary". They put the problems down to sluggish world trade,
and although output is flat for the moment they expect it to pick

up later in the year.

2 The figure for firms working below capacity is surprisingly
low, and they explain this as companies cutting out the more
expensive plant. They interpret the answers to the questions on
stockbuilding as implying that companies are meeting demand from
stocks rather than production. They explain some of this in

terms of widespread expectation of lower prices of raw materials.

3 John Caff suggested that at the Economic Situation Committee
there was no mood of gloom. Consumers” real incomes were rising
quickly and they expected the effect of this to come through by
the end of the year. There was more concern with the Current

Account, import penetration and the exchange rate.
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4. As you know, we claim to have detected some seasonal
variation in the replies to the CBI Survey. I have not had an
opportunity to 1look <closely at the seasonal correction, but I
suspect that after seasonal adjustment the figure for overall
optimism will in fact show a small improvement compared to April.

The same goes for volume of new orders in the past four months.

Bia Although the results are disappointing they are not
surprising, and in 1line with other information. They confirm,
above all, the weakness of external demand and the implications

of sluggish activity elsewhere.

[ .
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CBI INDUSTRIAL TRENDS SURVEY: SUMMARY OF RESULTS FROM JANUARY 1985 TO APRIL 1986

(A1l figures are percentage balances * except where otherwise stated)

Sy
TOTAL TRADE Jan 85 Apr 85 Jul 85 Oct 85 Jan U6 Apr 86 gb
1 Optimism re business situation + 4 +18 0 -6 -1 +8 "")
3 12 month forecast of capital expenditure
authorisations compared with previous 12
months on:
a buildings -8 -3 -21 -21 -16 -15
b plant and machinery +11 +14 0 + 4 2 +10 +5
4 Firms working below capacity! 54 54 45 49 54 57 17
6 Numbers employed - past 4 months -8 -5 -15 -6 -16 =17
- next 4 months -10 . -1 . =16 -10 -14 -14
7 Volume of new orders - past 4 months +13 +24 +10 +11 -2 0 _—L
- next 4 months +19 +23 +15 +13 +9 +16 q_
8 Volume of output - past 4 months +13 +21 +18 +10 +6 [V} -)
- next 4 months +19 +27 +14 +17 +4 +14 154
10a Stocks of raw materials - past 4 months 5 0 ol S | -1 -5 -'7
- next 4 months -5 +1 -8 -12 -13 -12 -»'7
| b Stocks of work in progress - past 4 months + 6 + 3 + 7 + 8 -2 0 -K
| - next 4 months -3 + 8 -6 -1 =9 -8 -13
c Stocks of finished goods - past 4 months + 4 * 1 + 4 0 -3 -3 ,2_
- next 4 months -1 0 -8 -8 -15 =10 _'()
11 Average unit costs - past 4 months +34 +47 +30 +19 +23 +19 : i
- next 4 months +43 +34 +28 +21 +34 +18 %
12a Average domestic prices - past 4 months +27 +35 +23 +13 ERBERe +20 (;
- next 4 months +39 +30 +23 +17 +25 - +19 U
14 F9ur month fYrecast of factors likely to
limit output
Orders or sales 80 73 73 79 83 81
Skilled labour 11 12 15 15 10 13
Other labour 1 1 2 1 1 1
Plant capacity 14 18 15 17 13 13
Credit or finance 3 4 4 4 4 8
Materials/components 4 8 7 4 5 3
Other 2 1 3 thel 1 2




EXPORT _TRADE Jan 85 Apr 85 Jul 85 Oct 85 Jan 86 Apr 86
2 Optimism re export prospects +25 +20 2 -1 0 +12
7b Volume of new export
orders - past 4 months +13 +30 +57 0 -6 -1
‘ - next 4 months +23 +19 +9 + 6 T +18
9b Volume of export
deliveries - past 4 months +15 +28 +17 3 + 3 5
- next 4 months +22 +24 +14 +10 + 4 +20
12b Average export prices - past 4 months +17 +34 +12 -1 -1 +9
- next 4 months +36 +21 +11 + 7 +21 +11
15 Four month foiecast of factors likely to limit
export orders
Prices 60 61 66 73 70 65
Delivery dates 13 13 11 11 11 10
Credit or finance 6 7 10 8 10 11
Quota and licence 13 14 15 10 11 11
Political /economic conditions abroad 28 33 27 29 25 30
Other 8 8 7 7 10 9

1 Percentage Figures

CBI Monthly Trends Enquiry: Time Series of results from May 1985 to April 1986

la Total Order Book (Q.5a)*
1b Export Order Book (Q.5b)
2 Stocks (Q.5¢c)
3  Volume of Output (Q.8)
4 Average Prices (Q.12a)

i question number in quarterly survey

monthly Trends Enquiry. In the latter participants are only asked to answer five questions.
also included in the main quarterly Survey and the table below sets out the time series of results for the past year.

In the intervening months between the main quarterly Industrial Trends Surveys the CBI carries out a much abbreviated

These five questions are

May | Jun | Jul Aug | Sep | Oct | Nov | Dec | Jan | Feb | Mar | Apr
Sl 0 [-5 -7|-61]-13|-5]-7]-19(-9]-10 |-24
At (S | 0 -10 | -13 | -16 | -5 | -12 | -19 | -10 [ -7 | -20
+10 | + 8 | +12 +14 | +14 | +12 | 413 | +12 | +16 | +13 | +11 | +15
+21 | +23 | +14 +15 | +15 | #17 | +12 | +18 | + 4 | +23 | +13 | +14
+26 | +23 | +23 +13 | 416 | +17 | +15 | +22 | +25 | +20 | +19 | +19

* The 'balance' is the difference between those replying 'more',
replying 'less', 'down', 'below normal' or 'less than adequate'.

EDTRENDS1P

up-,

‘above normal' or 'more than adequate' and those

i (]
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THE CURRENT ACCOUNT OF THE UNITED KINGDOM
BALANCE OF PAYMENTS

JUNE 1986

The current account for June is estimated to have been in surplus
by £77 million compared with a surplus of £34 million

in May. In June, exports were valued at £5826 million and imports

at £6449 million so that trade in goods was in deficit by £623 million.

The balance on invisibles in June is projected to be in surplus
by £700 million, a large surplus on the transactions of the private
sector and public corporations being partly offset by a deficit on

Government transactions.

SECOND QUARTER 1986

In the second quarter, the current account showed a surplus of
£0.5 billion; much the same as in the first quarter. There was
a deficit on visible trade of £1.6 billion in the second
quarter compared with a deficit of £1.4 billion in the fi1 3t.
The surplus on invisibles i;~the second quarter is projected

at £2.1 billion.

CURRENT ACCOUNT

TABLE 1 £ million, Seasonally adjusted
I | curreat | Visible Trade | Invisibles |
| |  Balance | Balance | Experts | Imports | pgaiance |
15 I L | __fob | fob | ol
| | | | | | |
| 1984 | + 1563 | - 4391 | 70367 | 74758 | + 5953 |
| 1985 | + 3763 | - 2068 | 78072 | 80140 | + 5831 |
| 1985 Q2 | + 1587 (= A2 = 202370 T IR IR st L)
| Q3 | + 1472 | - 453 | 18748 | 19201 | + 1925 |
| Q4 |+ 762 I, = 225 |- "19018 | 19282 ' | %, 981 ' |
| 1986 Ql | + 528 | - 1400 | 18204 | 19604 | + 1928 |
| Q2 |+ 546a | 1554 | 17735 | 19289 | + 2100a |
| 1986 Jan | + 1090 | 155 | 6289 | 6135 | + 935§ |
| Feb |+ 152 | 344 | 6192 | 6535 | + 496§ |
| Mar | - 714 [ < 123 57123 | 6936 | + 497§ |
| Apr |+ 435a | - 265 | 6038 | 6303 | + 700a |
| May |+ 34a | - 666 | 5871 | 6537 | + 700a |
i June |+ 77a | - 623 | 5826 | 6449 | + 700a |
| | | | | | |
| Jenuary to | | | | | |
|  June 1986 |+ 1074a | -2958 | 35438 | 38893 | + 4028a |
L ] 1 IS ¥ | |
a Invisibles for April to June 1986 are projections and sub ject to revision as information

becomes available.

b Monthly figures are one-third of the appropriate calendar quarter's estimate or projection,
except for VAT sbatements received from the Europesn Community which are allocated to the
month they are known to have been received. Information relating to credits and debits can
be found in Table 3.

&
prepared by the Government Statistical Service @
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VISIBLE TRADE IN JUNE 1986

There was a deficit on visible trade in June of £623 million
compared with a deficit of £666 million in May. The surplus

on oil at £288 million was £76 million higher than in May while
the deficit on non-0il trade increased by £33 million to £911

million.

At £5826 million, exports in June were £45 million (1 per cent)
lower than in May. Exports of oil fell by £57 million while
exports of the erratic items increased by £34 million. Excluding
trade in oil and the erratic items, exports were 3 per cent down
in June with higher deliveries of food, basic materials and
semi-manufactures offset by a fall in exports of finished

manufactures.

Total imports were valued at £6449 million in June which was

£88 million (1% per cent) lower than in May. Imports of the
erratic items were down £55 million and imports of o0il by &£133
million. Exclud;ng 0il and the erratic items, imports increased
by £99 million (1% per cent) between May and June with higher

arrivals of food and of finished manufactures.
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RECENT TRENDS

Visible balance

In the second quarter there was a deficit on visible trade of

£ 126 billion,ta surplus. of £058 billiaon on trade in ol ofifiset

by a deficit of £2.3 billion on non-o0il trade. Between the first
quarter and the second quarter the deficit on visible trade
increased by about £0.2 billion - the surplus on o0il fell by about
£1.2 billion while the deficit on non-0il trade was reduced by

about £1.1 billions.

Exports
Exports amounted to £17.7 billion in the second quarter, £0.5

billion (2% per cent) less than in the first quarter. Between

the two quarters exports of o0il fell by £1.3 billion reflecting
both lower o0il prices and the high volumes of crude o0il deliveries
in January and February. Exports of the erratic items increased
by £0.5 billion in the second quarter. Excluding oil and the
erratic items exports grew by 3 per cent between the first and

second quarters.

By volume, exports grew by 33 per cent in the second quarter to
a level % per cent higher than in the second quarter of last
year. Export volume excluding oil and the erratic items also
increased by 3% per cent between the first and second quarters.
The underlying level of non-oil export volume has risen a

little in recent months.



SECRET AND PERSONAL until release of Press Notice
on 25/7/86 at 11.30 am

Imports
Total imports were valued at £19.3 billion in the second
quarter, £0.3 billion (14 per cent) less than in the first
quarter. Imports of the erratic items fell by £0.171 billion and
imports of o0il also fell by £0.1 billion. Excluding oil and

1

the erratic items, imports in the second quarter were 3z per cent

down on the first quarter.

Between the first and second quarters, total import volume
increased by 2 per cent to be 3 per cent higher than in the
second quarter of last year. Excluding oil and the erratic
items, import volume rose by % per cent between the first and
second quarters. The underlying level of non-o0il import

volume shows signs of having risen a little in recent months.

Terms of trade and unit values

The terms of trade index increased by 1% per cent between the
first and second quarters with the export unit value index falling
by 3 per cent and the import unit value index by 4% per cent.
Compared with the second quarter of last year, the export unit
value index has fallen by 73 per cent and the import unit

value index by 12 per cent. As a result the terms of trade

index is now 5 per cent higher than a year earlier.

Export unit values for fuels fell by 35 per cent in the second
quarter - to a level less than half that of the second quarter
of 1985 - while the unit value index for non-0il exports increased

by 1 per cent between the first and second quarters. Within
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the total for non-o0il exports, unit values for basic materials
fell by 3% per cent and those for chemicals were unchanged.
The unit value index for exports of finished manufactures

rose by 1% per cent in the second quarter.

Import unit values for fuels fell by 28 per cent in the second
quarter while the unit value index for non-oil imports fell
by 4 per cent. Within the total for non-oil imports, those
for basic materials fell by 2% per cent in the quarter and for

chemicals by 1% per cent.

Analysis by area

Reflecting the reduction in exports of o0il, exports to the
developed countries fell by 6 per cent in the second quarter
with exports to the European Community countries down 5 per cent
and exports to North America down 10 per cent. Exports to the
developing countries increased by 7% per cent between the first

and second quarters.

Imports from the developed countries fell by 3 per cent in the
latest quarter with higher arrivals from North America (up by
14 per cent) offset by lower imports from Western Europe (down
4% per cent). Within Western Europe, imports from the European
Community countries were 13 per cent down in the second quarter
while imports from the rest of Western Europe fell by 14 per
cent. Imports from the developing countries increased by

5 per cent between the first and second quarters.
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. STANDARD NOTES

The standard notes describe the differences between the Balance of Payments (BOP) and the Overseas
Trade Statistics (0TS) bases of compilation. Copies can be obtained from the address below.

3 AREA (tables 11 end 15)

Low value consignments ie items of an individual value less than £475, are not analysed by
country and are therefore excluded from the area data in tables 11 and 15.

In addition the method of seasonal adjustment leads to further differences between the sum of
areas and figures for total trade.

2. MONTHLY REVIEW OF EXTERNAL TRADE STATISTICS

The Monthly Review supplements the information contained in this Press Notice. _It gives longer
historical runs of data and contains charts, tables on the UK Balance of Paymer s, K exports and
imports on an Overseas Trade Statistics basis, and certain international conperi'sons. The Monthly
Review is available from the Department of Trade and Industry at the address given below for an
annual subscription of £36 or £3 per copy.

Enquiries about the Standard Notes, and the Monthly Review, should be addressed to S2A, Room 255,
Department of Trade and Industry, 1 Victoria Street, London SWIH OET, Telephone: 01-215 4895.
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CURRENT BALANCE, VISIBLE TRADE AND INVISIBLES
(Balance of Payments basis)

Table 2

£ million seasonally adjusted

| | Current | Visible Trade | Invisible |
| | Balance | Exports | Imports | Visible | of which | Balance |
| | | fob | fob | Balance | 0il | Non-0il | |
| | | | | | | | |
| 1984 |+ 1563 | 70367 | 74758 I - 4391 | + 6937 | - 11328 | + 5953 |
| 1985 e 3763 | 78072 | 80140 | - 2068 | + 8163 | - 10231 | + 5831 |
| 1965 Q2 it 1587 | 20237 | 20361 [F— 24 sl s 24a¥ls | = 2535 |8+ 1711 |
| Q3 | + 1472 | 18748 | 19201 | - 453 | + 1900 | -~ 23530 (= 1925 |
| Q4 IS 762 | 19018 | 19242 [= 225051 0% 1RO RIS 2117 |+ 987 |
| 1986 Ql s 5280 18204 | 19604 | - 1400 | + 1994 | - 3394 |  + 1928 |
| Q2 i S46a | L7735 | 19289 | - 1554 | + 765 | - 2319 | % 2100a |
| 1985  Oct e 2 ZHIae] 6329 | 6323 [ A TS o O R 47" e, o+ 0274 [
| Nov Ji5 e 597 1} 6301 | 6515 | - 214 | + 649 | - 862 | + 273 |
| Dec | oo 422, | 6387 | 6405 | - 18 | + 491 | - 508 | + 440 |
| 1986 Jan e 1090 | 6289 ] 6135 | + 155+ | % 987 | - 832 | + 935 |
| Feb | =% 152 7} 6192 | 6535 | - LTIV S 678 | - 1021 | + 496 |
| Mar b= 714 ] 5723 | 6934 | = J2A BT 30— 1541 1 @ + 497 |
| Apr 5 435a | 6038 | 6303 | - 265 | + 265 ). '= 530 |+ 700a%
| May e 34a | 5871 | 6537 5 666 | + 212 | - 878 | + 700a |
| June ey 77a | 5826 | 6449 | - 623 | + 288 | - 911 .| + 700a
| | | | | | | | |
I | | | | | | | |
| % Change | | | | | | | |
| Latest 3 months | | | | | | | |
] on - previous | | | | | | | |
| 3 months | | - 2% | - 14 | | | | |
| Same 3 months | | | | | | | |
I one year | | | | | | | |
| ago | [t 2 I -5 | | | | |
| | | | | |

a’' Invisibles for April and May 1986 are projections and subject to revision as more information becomes
available.

b Monthly figures are one-third of the appropriate quarters estimate or projection except for VAT abatements
received from the Community which are allocated to the month they are known to have been reqeived.

Table 3
INVISIBLES
£ million seasonally adjusted
| | All Sectors | Private Sector and Public |
| | | Corporationsd 1
I I I | | of which I | | I
| | Credits | Debits | Balance | | Interest | | Credits | Debits | Balance |
| J | | | Services | Profits | Transfers | | | |
! ' | l | | Dividends | | | i |
| 1983 | 69225, - h-6k227 b+ 3998 -« 3671 ) + 2467 | - 2140 | 60614 | 52375 | + 8239 |
| 1984 | 77192 P FUHZB95 1T £ 59538 F - apes. ] + 4025 | - 2297 | 72304 | 61641 | + 10663 |
| 1985 S| 81074 | 75243 | + 5831 | 4+ 6233 | + 3120 | - 3522 | 76691 | 64461 |+ 12230
| 1584 Q2 | 17963 | 16910 | + 1053 | + 983 | + 818 | - 748 | 16946 | 14528 | + 2418 |
| Q3 | 1973500 oS ABIFERT - wi1se0 ) & 1145 0] + 1146 | = 731 | 18749 i 45839 | i+ 02910))
| Q4 | 21689 | 19590 | + 2099 | + 1056 | + 1336 | = 293" |---2005V5 I © 17058 ) -+ 2993
| 1985 Q1 | 21914 | 20706 | + 1208 | + 1230 | + 1015 || - 1037 | 20734 | 17812 | + 2922|
| Q2 | 20466: | 18755 | % 1711 |- + 171i- | + 699 | - 699 | 19440 | 16324 | + 31161
| Q3 | 19639 I A7 ik 1925 7 L el 7S5y ] + 1083 | - ‘913 | 18440 | 14850 | + 3590 |
| Q4 | 19855 | |- 18068 | -+ 987 .| +'1537 | + 323 | - 873 | 18077 | 15475 | + 2602 |
| 1986 QI | 19081 el 7530 | e 49280 . + 1300 FA832: - 205 | 17900 | 14977 I s 2923 |

d

ie excluding general Government transactions and all transfers.

SECRET

and personal
until release of press notice on 2 SJUL 86 at 11.30 a.m.
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EXPORT AND IMPORT UNIT VALUE AND YOLUME INDEX NUMBERS
(Balance of Payments basis)

Table 4

Indices 1980 = 100

d

Unit Value (Not s

nally adjusted)

Volume (seasonally adjusted) |

| |
| Exports | Imports | Terms of Trade® | Exports | Imports |
| | | | | | |
| 1984 | 136.0 | 1397 | 97.4 | 112.5 | 121.9 |
| 1985 | 143.5 | 145.2 | 98.8 | 118.6 | 125.7 |
| 1985 Q2 | 145.5 | 148.8 | 97.8 | 120.5 | 124 .8 |
| Q3 | 141.7 | 141.4 | 100.2 | 116.3 | 124,1 |
| Q4 | 140.5 | 138.3 | 101.6 | 118.9 | 127 .4 |
| 1986 ql | 139.0 | 137.6 | 101.0 | 117.4 | 126.1 |
| 1986 Q2 | 134.9 | 131.6 | 102.5 | 121.3 | 128.4 |
| 1985 Oct | 140.5 | 139.1 | 101.0 | 118.8 | 125.0 |
| Nov | 140.4 | 137.6 | 102.1 | 118.5 | 129.6 |
| Dec | 140.5 | 138.2 | 101.7 | 119.4 | 127.8 |
| 1986 Jan | 140.7 | 138.3 | 101.7 | 118.7 | 120.3 |
| Feb | 138.7 | 137.8 | 100.7 | 120.7 | 125.8 |
| Mar | 137.5 | 136.6 | 100.7 | 1127 | 132.2 |
| Apr | 135.3 | 133.0 | 101.7 | 122.2 | 123.9 |
| May | 134.4 | 131.5 | 102.2 I 120.7 I 131.4 |
| June | 135.0 | 130.2 | 103.7 | i21.1 | 129.8 |
| | | | | | |
| % Change | | | | | |
| Latest 3 months on | | | | | |
| - previous 3 monthsd -3 | - 4% | + 1% | + 3% | +2 |
| - same 3 months | | | | | |
| one year ago | - 73 | - 12 | +5 | + % | +3 |
| | | | | | |
| | L | | | |
© Export unit value index as a percentage of the import unit value index.
YALUE AND VOLUME OF EXPORTS AND IMPORTS EXCLUDING THE MORE ERRATIC ITEMST Table 5

(Balance of Payments basis)

seasonally adjusted -

Lo

| el Value £ million fob I Volume Index 1980 = 100 |
| | Exports | Imports ] Exports | Imports |
| | | | | |
| 1984 | 65746 | 71197 | 115.4 | 128.8 |
| 1985 | 73765 | 76598 | 123.0 | 133.4 |
| 1985 Q2 | 18948 | 19326 | 124.1 | 131.4 |
| Q3 | 17835 | 18439 | 121.5 | 132.4 |
| Q4 | 17811 | 18599 | 122.2 | 136.5 |
| 1986 Ql | 17146 | 18656 | 121.5 | 133.2 |
| Q2 | 16215 | 18430 | 122.4 | 136.4 |
| 1985 Oct | 5921 | 6073 | 122.1 | 133.2 |
| Nov | 5898 | 6293 | 121.8 | 138.7 |
| Dec | 5993 | 6234 | 122.9 | 137.6 |
| 1986 Jan | 5926 | 5877 | 123.0 | 127.6 |
| Feb | 5839 | 6229 | 125.2 | 133.2 |
| Mar | 5381 | 6550 | 116.5 | 138.8 |
| Apr | 5400 | 6004 | 121 .2 | 131.2 |
| May | 5447 | 6230 | 123.8 | 139.4 |
| June | 5368 | 6196 | 122.1 1 138.5 |
| | | | | |
| | | | | |
| % Change | | | | I
| Latest 3 months on | | | | |
| - previous 3 months | SUSY | =l | + % | + 2% |
| - same 3 months | | | | |
| one year ago | - 14 | - 4% | - 1% | +4 |
| | | | | |
| | 1 | |

o f . These are defined as ships,

and personal
until release of press notice on

7
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North Sea installations, aircraft, precious stones, and silver.

2.94UL 86, at 11.30 am.
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(Balance of Payments basis)

TRADE IN OILY

Table 6

seasonally adjusted

| | Balance | Exports of 0il i Imports of 0il |
| | of | | Crude 0il | Rest of | | Crude 0il | Rest of |
| | Trade | Total | [SITC (REV 2) 333.0] | Division | Total | [SITC (REV 2) 333.0] | Division |
I | in 0il | | | S| | | 33, |
| | £ | £ | & | | Avg value | £ | £ | £ | | Avg value | £ |
| | million | million | million | million | per tonne | million | million | million | million | per tonne | million |
| | fob | fob | fob | tonnes| £ fob | fob | fob | fob | tonnes | £ fob | fob |
| | I | | | | | | | | | I
| 1984 I+ 6937 14852 | 12173 | 75:9t | 160.4 | 2679 | 7915 | 37511 25005 1] 150.1 | 4163 |
| 1985 | + 8l63| 16050 | 12921 | 79.0 | 163.5 | 3128 | 7887 | 4155 | 26.1 | 159.0 | 3732 |
| 1985 Q2 = 2411 4336 | 3499 | 20.1 | 74wt 837 | 1925 | 1078 | 6.5 | 165.6 | 847 |
| g3t ks k90| 34310 | 2599 | 1725 148.4 | 810 | 1509 | 816 | S b,k 145.4 | 694 |
| Q4 |+ 1893 3583 | 2900 | 19.9 | 145.9 | 683 | 1690 | 1050 | To2s 146.9 | 640 |
| 1986 QL | + 1994 | 5%l kv e 2520 | 22.8 | Jgsics 597 | 1123 | 678 | 6.2 | 1087 1 445 |
| 32 e 765 | 1770 | 1192 | 18.4 | 64.8 | 578 | 1005 | 552 | 7.6 | 724250 453 |
| 1985 Oct |+ 754 | 1277 ¢ 1050 | T2 145.8 | 227 | 523 | 291 | 2000 143,90 233 |
| Nov | + 649 | 1180 | 974 | (S| 145.8 | 207 .| 532 | 3270l 2.:2 4l 1507 6| 205 |
| Dec | + 491 | 1126 | 876 | 6.0 | 146.1 | 249 | 635 | 433 | 3.0 1] 146.2 | 202 |
| 1986 Jan= |5 987 | 1378 | 1133 | 82 138.6 | 264 | 391 | 246 | 2 O ] 136.0 | 144 |
| Feb | + 678 | 1048 | 859 | 8.2 | 104.4 | 189 | 370 | 227 | 2.2 il 1614 ) 143 |
| Mar | + 330 | 692 | 528 | 6.4 | 83.1 | l6a | 362 | 204 | 2.2 1 937 | 158 I
| Apr | + 265 | 662 | 450 | 6.8 | 66.5 | 212 . 397 | 225 | 28 79.4 | 172 |
| May | + 212 | 583 | 382 | 6.1 | 62.6 | 201 | 370 | 222 | 3.0 | a4 | 148 |
| June | + 288 | 526 | 361 | 5.5 | 65.1 | 165 | 237 | 104 | a8 & ] St 133 |
| | | | [ | | | | | | | |
I | | | | | | | | | | | I
| % Change | | | [ | | | | | | | |
| Latest 3 months on | | | | | | | | | | : |
| - previous 3 months | =-43 | -53 | -19 | S O IR o7 SIS 1 PR [ N - 511 (S sl | =30 S A
| - same 3 months | | I | | | | | I I |
| one year ago ST L R ] R =63 ] 5= 31 B e s ia9 A7 ) = Seu il w=ld |
| | | | | Jsi | | L i | |

9 Trade in petroleum and petroleum products.

which are on a time of shipment basis (see paragraph 8 of the standard notes).

i s

b
La}

x

-
‘

o ]

b

and perzcnal

until release of press notice on*.

2

These figures differ from those published by the Department of Energy
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(Overseas Trade Statistics basis)

“Taoe B

£ million, fob, seasonally adjusted

| | I | | L Manufactures excluding erratics"

. | | Food | | | | | Semi-manufactures | Finished manufactures excluding ships,
| | bever- | Basic | | Total | | excluding precious | North Sea installations and aircraft
| Total | ages | Mater- Fuels | Manufac- | stones & silver(PS) | (SNA)
| | and | ials | | tures | Total | | | | | Pass- | | |
| | tobacco | | | | | Total | Chemi- Other | Total | enger | Other | Inter- | Capita
| | | | | | | | cals| | | Motor | Consumer | mediate |
| | I i | l | L l L | Cars| | |

SITC | | I | | | 5-8 | 5+6 | | 6 | 7+8 | | | |
(REY 2) | 0-9 | O+l | 244 | 3 | 5-8 | less| less| 5 | less| less| j | J | J | j
) fi: [ l | | SNAPS| PS | | _PS | SNA | | 15 |

1984 | 70488 | 4693 | 1989 | 15308 | 46703 | 42169 | 16333 | 8217 | 8116 | 25835| 1050 | 4673 | 11199 | 8912

1985 | 78331 | 4970 | 2145 16712 | 52514 | 48482 | 18449 | 9411 | 9038 | 30033 | 1343 | 5257 | 13493 | 9940

1985 Q2 | 20258 | 1284 | 529 ) 4513 | 13436 | 12248 | 4704 | 2402 | 2303 | 7544 340| 1304 | 3350 | 2550

Q3 | 18828 1300 | S31| 3600| 12879 | 12020 | 4532|2285 | 2246 | 7489 | 336| 1342 | 3394 | 2416
Q4 | 19097 ] 1193 | S06| 3708 | 13164 | 12033 | 4522|2340 | 2182 | 7512| 329 | 1319 | 3418 | 2445
1986 Q1 | 18257 | 1206 | 511] 3297 | 12766 | 11807 | 4418 | 2293 | 2125 | 7389 | 293| 1297 | 3346 | 2452
Q2 | 17816 | 1275 | 440 1913 | 13636 | 12207 | 4613 | 2414 | 2199 | 7594 | 347 | 15750 | 333351 2538
1986 Apr | 6028 | 419 | 159 703 4577 | 4003| 1497 788 | 709 | 25061 127 | 459 | 1082 | 838
May | 5908 | 414 | 137 651 4532 | 4131 1533 795 | 738 | 2598 | 114 | 464 | 1132 | 888
June | 5879 | 443 | 145| 559 4528 | 4073 | 1582 | 831 | 752 | 2490 106 | 452 | 1120} 813

Percentage| | | | | | | | | | | | | |

Change | I | | | | | | | | | | | |

Q2/Q1 | - 2% A [ P e | +7 | +3%] +4%|+5% |+3% | +3| +18] +6 Eh e

Al | | | | | | | L | | | ] |

N These are defined as ships, North Sea installations (together comprising SITC (REV 2) 793), aircraft (792) precious
~ stones (667), and silver (681.1).
J Based on the United Nations Broad Economic Categories end-use classification.

EXPORTS BY COMMODITY: VOLUME INDICES
(Overseas Trade Statistics basis)
INMICES 1980 = 100, seasonally adjusted

Table 9

|
Food |

Manufactures excluding erratics

h

| | Semi-manufactures |

Finished manufactures excluding ships,

| |
| |
| | bever- | Basic | | Total | | excluding precious | North Sea installations and aircraft
| Total | ages | Mater- Fuels | Manufac- | stones & silver(PS) | (SNA)
| | and | ials | | tures | Total | | | | | Pass- | | |
| | tobacco | | | | | Total | Chemi- Other | Total | enger | Other | Inter- | Capita:
| | | | | | | | cals| | | Motor | Consumer | mediate |
| | | JE | | | 1= | | | Cars | | |
SITC | | | | | | 5-8 | 5+6 | | 6 | 7+8 | | | |
(REY 2) | 0-9 | O+1 | 244 | 3 | 5-8 | less| less| 5 | less| less| j | j | Jj | i
| | Jherie | [ SNAPS| PS | | PS | SNA | | | |
Weights | 1000 | &9 | 31 136 | 735 | 658 | 252 | 112 | 141 | 406 | 18 | 71 1705 LT 1A7
1984 | 112.8] 117.2] 106.3| 160.2| 104.4) 107.0] 112.1| 124.3] 102.3| 103.8] 82.4] 107.8 | 105.4 | 102.5
1985 | 119.3] 119.1] 107.0] 170,91 110.8) 115.7| 118.9} 133.3| 107.5] 113.7]| 99.4] 1lll.6 | 121.4 | 107.6
1985 Q2 | 121.01 122 | 102 | 176 | 112 | 116 | 120 | 133 | 109 | 114 | 100 | § 0 | 120 . 4 109
Q3 =il I i S B 0 e e U8 e ) 17 . e [ 1 s R 5t A [ 5 o ES L8 o 7 A RIS &1 ¢ S 4608 o 08| 114 | 1235 105
B N ICERr A 114 | 106 | 168 | 112 | 116 | 119 | 136 | 105 | 114 | 97 | 112 | 123 i 106
1986 Q1 | ll§.0| 117 | 113 | 184 | 107 P Clers e 130 _I 102 | 109 | 88 | 108 ] i1l 7 S| 103
Q2 | 12z.9) 119 | 102 | 170 | XS kv 20 1397 | 1851 LI 97 | 115 | 11 oM 107
1986 Apr | 122.3] 11801 208 177 | 115 | 114 | 118 | 137 | 103 | 112 | 108 | 115 | ASLS S ] 107
May | 121.6] Ha | 951 177 | 114 | 117 | 119 | 136 | 106 | 116 | 94 | 117 | 120° 1 113
June | 122.2 | 126 | 102 | 155 | 116 | 116 | 124 | 145 | 107 | 111 | 89 | 03] | 12800103
Percentage| | I | | | | | | | | | | [
Change | | | | | | | | | | | | | I
Q2/Ql1 | +3%] +2 |-10] -8 +7¢ | +#+4 J+4% | +6 | +3 [+3%2 ]+10| +7 | +1 | +4
L | | |8 | | L | | | L | | joe

n These are defined as ships, North Sea installations (together comprising SITC (REV 2) 793), aircraft (798d-precious

stones (667), and silver (681.1).
J

and pearsonal

Based on the United Nations Broad Economic Categories end-use classification.

%EQME?

until release of press notjce on

25JLL 86

at 11.30 a.m.



‘ UKBAAG Table 10
EXPORTS BY COMMODITY: UNIT VALUE INDICES
(Overseas Trade Statistics basis)

. INDICES 1980 = 100 not seasonally adjusted

| | | | Manufactures excluding erraticsh

| |
| | Food | | | | | Semi-manufactures | Finished manufactures excluding ships,
| | bever- | Basic | | Total | | excluding precious | North Sea installations and aircraft
| Total | ages | Mater- Fuels | Manufac- | stones & silver(PS) | (SNA)
| | and | ials | | tures | Total | | | | | Pass- | ] |
| | tobacco | | | | | Total | Chemi- Other | Total | enger | Other | Inter- | Capital
| | | | | | | | cals| | | Motor | Consumer | mediate |
| | | | | 1 | ji I | | Cars | | |
SITC | | | | | | 5-8 | 5+6 | | 6 | 7+8 | | | |
(REV2) | 0-9 | O+1 | 2+4 | 3 | 5-8 | less| less| 5 | less| less| j | J | 5 Jj
| | | | | ] SNAPS| PS | | PS | SNA | | | |
Weights | 1000 | 69 | 31 ] 136 | 735 | 658 | 252 | 112 | 141 | 406 | 18 | 71 | T o Tt O
| I | | | | | | | | | | | |
1984 | 136.0 | 1285 1131 o 152 0] 135 | 133 ] 127 | 130 | 125.0 (1370 | 157 | 135 | 140 | 132
1985 | 143.4 | 134 1 1400