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é@ ECONOMIC PROSPECTS
ﬁ"

United Kingdom growth and inflation over the next two
Pressur { uch the same as at the t;ime of the Budger:, but the
o COn:§ ox the world economy from Um.tgd States policies are a cause
S oure lnuing concern. At horpe, the main c}angel.r to an on the whgle
Conse uglng prospect lies not in the m:.ners_ stz.:lke, whose economic
tempoth-ae1‘:t:es ha?e@ir been modest, and will in any event be onl}g

Ty, but in(fhe))relentless pressure for higher public expenditure.

WORLD EConoMy
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: Growth i ‘
vith po th in th.c-'. wo 57

Covery continuing A

Year ahe -
5lacy *ad output may risé

&2

qnomy is proceeding much as expected,
De major industrial countries. In the
/.-1 somewhat slower pace, with some
cgxe~pace of United States growth more
fsetting a steady pic' Europe and Japan. This reflects,
aCt that,with the exceptlthe United Kingdom which led the
ut of recession, the reco arted rather later outside the

d States, Overall output i : rstrial countries may grow

Ve ;
round 4} per cent this year. %
Dével Inflation among Organisation for onomic Co=-operation and
6 r°13ment countries now averages abo er cent, with particularly
e Jates - lower than our own - in the. States, Germany
aPan, It may remain at around that el for a while, with

Some g1+« ; 4 : : g i
Europzllght rise in the United States offsdxr by lower inflation in

Q.

trage Better growth, with continuing low inflati
; 1s is now recovering well and is expec

this year and next, with particularly rgp

c 'rowth in
0 North America. The recovery. will be rm welcome

the f

vay o
Unite

s helping world

ted Ye<rise by around

tmDOrts int
° the non

som -0il developing countries, whose rising expé pvenues should
e ex

tent help to ease their debt problems.

But the international prospect remains a source of

COnC

inteizn' The heart of the problem is the high level of Un
pel‘si:t rates - both nominal and real - resulting from the

s tence of the United States deficit. So long as it remalg

St : i z ;
suSta?ntlE}ll}’ unchecked, there will be a major question mark ove
Mability of the recovery. United States interest rates h

1

CONFIDENTIAL 1




g

)

(£

| ,Q

CONFIDENTIAL

Tise : . ; A :
debtn Sharply in recent months, greatly exacerbating the international
eXtenErOblem' This rise has been reflected, though to a much lesser

» 10 many other countries, including our own, with some of the

Straj . 5 : %
C;g$§e in Showlng up in a further increase in the value of the dollar on

foreign exchanges.

@D KINGDOM EconoMy

3 t home, underlying growth in output continues at around
by 1t = ahead of most of Europe, and so far not greatly affected
ers' strike.
0,
Tecover © Present recovery yill soon have pe;sisted for longer than any
ersona) e the war. As it continues, so its pattern changes.
over gq j"igjhng has been growing strongly fgr.two vears, helped by
inCOmes ving most recently by strongly rising personal real
o é It @&y now slow somewhat, from 4 per cent 1a§t year to perhaps
rong] ént thys year, though.consumer borrowing is still growing
as theyyé CO@panles are now in a bettgr.p051t10n than for many years
in ypyt enefit from jmproving produc?1v1ty and only modest increases
in alsCOStS' The /pfidypg of the National Insurance Surcharge in November
A © help. Real of return for non-North Sea companies are

79; company liquidity is also at near-record
ial recovery in profits, companies are now
£ allowing for some effect from the Budget
» fixed investme s dustry may increase by some 10 per cent
tant prices) this ye&X) Mkith another sizeable rise in 1985.
Other hang companies a 1 xely to continue economising on stock

leve) %

s : 3 <: It

> 80 no major restocking qa;as imminent.
8

43 Per The growth of total domes nd may slow a little from
wor] g tCent last year to 3 per ce year. But, helped by growth in
Tade, €Xports are Now recovery ;;rongly: the prospect is for
3

t cong

N ine
Overaliease of 6 per cent this year, “a inst only 1 per cent last year.

totay .’ therefore, the prospect remai of growth in United Kingdom
a simiﬁutp9t this year of 3 per cent, t as in 1983, and perhaps
' 4T increase in 1985.

in M, Inflation remains firmly under contr at a shade over 5 per cent
forecy., At the Budget the increase in retail price inflation was
M tho, t0 edge down to 4} per cent by the fourth quarter of this year,
Baae Teémains our best guess. Outside forecastG:fsgave tended to be
Euine, re

dowmy, but latterly most of them have been sing their forecasts

rds,
©

Setty Lover inflation is not yet fully reflected in t 4 e

refleem?nts- Earnings growth remains obstinately high, 4f:sly

the prolng @ certain amount of pessimism among wage barga,’&f‘\over

the yi, .PECts for inflation, but also continued failure to r ise
Singye 2 link between pay and jobs. This is the most impo

deSpite €ason why it is proving more difficult to bring down yment
enQQUrag§tEady expansion and low inflation. But there are so

Wﬂnghaslng signs on the employment front. The total number of in
thap . €eén rising for the past year, and is now some 250,000 h
s

" early 1983, though the effect on the unemployment register

CONFIDENTIAL g 9<




CONFIDENTIAL

i%%ED

' ZEen masked because some new jobs have been filled by people who
fere DOt on the register and others by new entrants to the labour
s?rce. Overtime working remains high. But there is still little

180 of the labour market producing either the greater flexibility

C;jﬁrtthe lower labour costs needed to produce a significantly better

1°°k for jobs. The need for greater realism on pay is a message
m

©
i
0

Cigggge financial markets are going through a difficult patch. This
ut

USt continue to be hammered home.

ly because of understandable concern about the international
sectgy B Ut'there has als? been some nervousness about public ) _
g?%gndlng and borrowing at home. At least so far as borrowing is
€ ese domestic worries should recede as the yvear unfolds,
orrowing profile is more than usually concentrated in the
s of the year; but there are clear reasons for this and
oming better understood by the markets. Subject to the
Year ang N of error, the prospects for puplic sector borrowing this
Cenat (given a satisfactory public ?xpendltur? review) next year
a i roaély as forecast at Budget time. Despite the recent rise
o po‘Ed Kingdom rest rates our short-term rates are now more than
Stateslnts lower aanyeomparable United States rates; and if Un?ted :
rates go hig s in the short run they may do, there is a fair

Usua] margj

a ; g 3
enEe of our being avoid following them upward - at least to
loag Ull extent. Allo or the effects of the unusually front-end-
a5 eg borrowing requir domestic monetary conditions give no cause
alarp,

12, : : :

seen Needless to say, the ial picture can change rapidly as we have
king before, Byt I see non A\s year for corrective action of the
Publiwe Were obliged to take i last year. Nevertheless, the

¢ eXpenditure prospect for

tighe s urrent year is already looking very

Contt Indeed, and it is essential e maintain the firmest possible
rol of spending as the year pr éeéﬁs

13 ¢

att FlSures from the most recent Traégjg forecast are shown in the

. r8cheq table, <:§§Z>

THE PROSPECTS <gf;>

14. -

in 4 It is always hazardous to try to look more than a year or two ahead

dEve?y detail, since our own progress can always ffected by

prOm.opments in the rest of the world. But the fffoshects are unusually

5 :Sing, pProvided we can maintain firm control blic spending.
Chiefask before us is clearly set out in the paper ated by the
Secretary, Treasury.
T
" IMEDT, g TASK

157
publisi do not underestimate the difficulties in sticking
e

d plans. The pressures for higher public spending ggense,

We sh always knew they would be. If we concede to these pres now
eyes ill call into question the credibility of our policies in
n

€rvous financial markets at home and abroad. Our deteﬁﬁ%%%iéig
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urden

OUL more ey

1t ig imp
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Te3sury Chambers
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re enterprising and vigorous economy by lowering the
difficu({f taxation_will bec.ome suspect. We should also make it more
@ U to sustain the higher levels ot growth needed to bring
jobs and a lasting reduction in unemployment. Reducing
tax burden is crucial to the whole thrust of our economic policies =
ortant that we begin the process early in this Parliament.

| .
p@l urge my colleagues to agree to the Chief Secretary, Treasury's
%és.
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MAJOR ECONOMIC INDICATORS

UK i oecp?
1981 1982 1983 1984'Y 1984
(major 6,
A, D excluding UK)
Per c
GDp *it change on Previous year)
Dok, -14 2 3 3 5
"etic demang 14 3 44 3 5
°f Which,
o Consumer spending 0 14 4 2% 34
E"Port fixed investment -9 6 5 6 74
1
o °f 8oods and services -2 1 64 9
5
°f goods and services -3 4 5 T3 114
]
“tail pg
;Per centef}f;:;:fth quarter 12 6 5 44 5
"erage .
(per Cen: :ir:xgg:; fourth quarter 10 4 8 8 7% 6
. 0
(thmn%
IEVQIM
Cupy
ent
& bluiqn,ﬂa“ce’ 74 6 3 14 -32
!lem
(. 0plg
Per cqpy ment level, 10 I T 12 74
Ifltereat e definition)
B mongy, o8 14 12¢ 10 933 1003/
ll'lter-bank per cent)
(1) .
i
eg s
?) Us “Ousistent with CONFIDENTIAL Treasury summer forecast.
J
(3, ' Yapan

» Germany, France, Italy and Canada: Treasury forecasts.
lll'l'ent leve],

5

(CONFIDENTIAL )

F b




