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ECONOMIC PROSPECTS 


prandum by the Chancellor of the Exchequer 


ie o u t ! United Kingdom growth and i n f l a t i o  n over the next two 

years r e uch the same as at the time of the Budget., but the 


u  t b e
Pressures <
for ^ w°rld economy from United States p o l i c i e s are a cause 

n t ^ n U ^ n g c o n c e r n   A t
e n c o u °  -  borne, the main danger t o an on the whole 


cons r a g l n  8 Prospect l i e  s not i  n the miners' s t r i k e  , whose economic 

U e n c e  s
tew  ^  have &o^s£ar been modest, and w i l  l i n any event be only 


r a r 
  y  , but in f / f h e ) ) r e l e n t l e s s pressure f o r h i g h e r p u b l i c expenditure, 

WORLD ECONOMY 

2
- Growth i  n the wo nomy i s proceeding much as expected, 

with recovery c o n t i n u i n 

ke major i n d u s t r i a  l c o u n t r i e s . I  n the 

year ahead output may r i  s somewhat slower pace, w i t h some 

slackening i  n the recent h ace of United States growth more 

than o f f s e t t i n  g a steady p —  ̂ Europe and Japan. This r e f l e c t s ,

t n 
  e f a c t t h a t , w i t h the e x c e p t i the United Kingdom which l e d the 
Way  ,
0 u t


 L 0 1
Un ̂  t  r e c e s s i o n , the reco a r t e d r a t h e r l a t e  r o u t s i d e the 

by States. O v e r a l l output t r i a  l c o u n t r i e s may grow 


around 4J per cent t h i s year 

t
^ a
Devel  * n i °  n among Organisation f o r ojipmic Co-operation and 


low °P m e nt c o u n t r i e s now averages abo? er cent, w i t h p a r t i c u l a r l y 

ates - lower than our own - i  n the- xj^& S t a t e s , Germany 


I  t may remain at around t h a t v e l f o r a w h i l e , w i t h 

Js ° tn  e g i i ^ u ^ ~~.  — 7" ^ 

Eur~ l x  8 h t r i s e m the United States o f f s by lower i n f l a t i o  n i  n 

r°Pe. 


4. 

Setter growth, w i t h c o n t i n u i n g low i n f l a t  i (S helping world 


t r a d  e 

6 Tbis i s now recov e r i n g w e l l and i  s expec rise by around 

l t t b i si^por C e V  year and next, w i t h p a r t i c u l a r l y r ;rowth in 
S l n t 
  

to
to t n g  o North America. The recovery, w i l  l be ^lly welcome 


 S  o
 n° n~oil developing c o u n t r i e s , whose r i s i n  g ex ivenues should 


e
 e xtent help to ease t h e i r debt problems. 

5. 

con C  e the i n t e r n a t i o n a l prospect remains a source of 


U ' T b  e
i n t e r  h e a r t of the problem i s the h i g h l e v e l of Uni< 

i S  t
P e r S 

r a  t e  s - both nominal and r e a l - r e s u l t i n g from the 

S t e r i C e o f
s u b s t  .  the United States d e f i c i t  . So long as i  t remai^ 

n t l a
Su s  t .  l l  y unchecked, there w i l  l be a major question mark OA 


n a
 b i l i t  y of the recovery. United States i n t e r e s t r a t e s have 
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risen sharply i  n recent months, g r e a t l y exacerbating the ^ e r n a t i o n a l 
d * b t problem! This r i s e has been r e f l e c t e d , though t o a much l e s s e r 
* « e n t , i n many other c o u n t r i e s , i n c l u d i n g our a ™  , »ith some °f t h e 

strain showing up i  na f u r t h e r increase i  n the value of the d o l l a r on 
fo r e i g n exchanges. 

D KINGDOM ECONOMY 


home, u n d e r l y i n g growth i  n output continues a t around 

t - ahead of most of Europe, and so f a r not g r e a t l y a f f e c t e d 

~ e r s ' s t r i k e . 


sent recovery w i l  l soon have p e r s i s t e d f o r longer than any 

Per the war. As i  t continues, so i t  s p a t t e r n changes, 


ng has been growing s t r o n g l y f o r two years, helped by 

most r e c e n t l y by s t r o n g l y r i s i n g personal r e a l 


l n cotnes T I - r 
 1  C2}  p  '  w  y now slow somewhat, from A per cent l a s t year t o perhaps e  r

s t r o n e i C  e n t t s y e a r >
,  though consumer borrowing i s s t i l  l growing 

as t-k?y" Companies are now i na b e t t e r p o s i t i o n than f o r many years 


L n e 
IB y b e n e f i t  f rom r o v i n g p r o d u c t i v i t y and only modest increases 
w i l l u n i t . c°sts. The g of the N a t i o n a l Insurance Surcharge i  n November 
back c

 h e l  P - Re s of r e t u r n f o r non-North Sea companies are - * ° < J neip.

 t h  e l e v e l  s
1 evel °  ° * 79; company l i q u i d i t  y i  s also at nea r - r e c o r d 


wen , a n d  ' w i t  h a su al recovery i  n p r o f i t s  , companies are now 

- 0 i n v e s t l l o w i n g f o r some e f f e c t from the Budget 
sure£
(at  f i x e d investmen s t r y may increase by some 10 per cent 


n S t a n  t  P r i c e s  > t h another s i z e a b l e r i s e i  n 1985. 
 t h i  s 
On t h e 
  
t t l e r
U v e i s  °  hand companies a( ely t o continue economising on stoc k 


> S  o
 no major r e s t o c k i n s imminent. 

e
Th  growth of t o t a l domes nd may slow a l i t t l  e from 


r
* P e < l a s t year t o 3 per c e n ^ year. But, helped by growth i  n 
W o r l  d t r a d e , exports are now recover; 

a r  i
 i*crea< r o n g l y : the prospect i  s f o  r 
Ovei r a u e a s  e o  f 6 p e   t h i  s  y  1̂ i n s t o n ly 1 per cent l a s t y e a r , r c e n  t e a r  >
, » t h e r e f o r e , the prospect remain f growth i  n United Kingdom 
a
 
t 0 U  i. ° U t t l l  l r t-V-' o ^ 

a  s
 

'i m i l  ^ : t h i s year of 3 per cent, t as i  n 1983, and perhaps 

a ra  r increase i  n 1985. 


9. 

in Hay 

I n f  i a t i o n remains f i r m l y under c o n t r o ^ , at a shade over 5 per cent 

f° r eCa St A  t t l i  e B u d g e  t t n  e n c r e a s  e
i  i  n r e t a i  l p r i c e i n f l a t i o  n was 


 t  0 6 <  ? g  e d o w  n t  0 r c e n  t  t n  e
and t h a  t  ^ P e  by  f o u r t h q u a r t e r of t h i s y e a r , 

•emams our best guess. Outside f o r e c a s t ave tended t o be 


>-^gU l T l e   b u  t
d°wnwa »  l a t t e r l  y most of them have been((re sing t h e i r f o r e c a s t s 
l w a r d  ,
s
 

10. 

£ u W e  r
S e  t t l  Lowe  i n f l a t i o  n i s not yet f u l l  y r e f l e c t e d i  n t  M
e o 
  

r a n t s
e f l  e • Earnings growth remains o b s t i n a t e l y h i g h , 
c t
 
a
the  g  c e r t a i n amount of pessimism among wage barga 
 p  r

e c t s f o r
che v i  t ?  i n f l a t i o n  , but also continued f a i l u r  e t
a
 

s i n g i e l i n k between pay and job s . This i  s t  h 
ie most impo 

d e s  P i t  S  w h y
° n
! a  ^ ^ s  P r o v  i n  g more d i f f i c u l  t t o b r i n g down 


expansion and low i n f l a t i o n  . But there are sc 

e


 S 1  n s o n
w°tk h a ^ u 8 g  the employment f r o n t . The t o t a  l number of 
has i 
 e e  n
than  r i s i n  g f o r the past year, and i s now some 250,000 h3 


e a r
i n . l  y 1983 
, though the e f f e c t on the unemployment r e g i s t e r 
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e e  n
 masked because some new jobs have been f i l l e  d by people who 

e r e n o t
^  on the r e g i s t e r and others by new e n t r a n t s t o the labour 

rce. Overtime working remains h i g h . But there i  s s t i l  l l i t t l  e 


/^gn of the labour market producing e i t h e r the g r e a t e r f l e x i b i l i t  y 

the lower labour costs needed t o produce a s i g n i f i c a n t l y b e t t e r 


\ °ok f o r j o b s . The need f o r g r e a t e r r e a l i s m on pay i  s a message 

^ m u s t continue to be hammered home. 


The f i n a n c i a l markets are going through a d i f f i c u l  t patch. This 

, f  l  y because of understandable concern about the i n t e r n a t i o n a l 


v u  t t h e re has also been some nervousness about p u b l i c 

" d i n g and borrowing a t home. At l e a s t so f a r as borrowing i  s 


ese domestic w o r r i e s should recede as the year u n f o l d s . 

borrowing p r o f i l  e i s more than u s u a l l y concentrated i  n the 

£bs of the year; but there are c l e a r reasons f o r t h i s and 


^.oming b e t t e r understood by the markets. Subject t o the 

year mar^'"""^ °  * e r r o r , the prospects f o r p u b l i c sector borrowing t h i s 


and (given a s a t i s f a c t o r y p u b l i c expenditure review) next year 

in i i l  n ^ o a d l y as f o r e c a s t at Budget time. Despite the recent r i s e 


n i t e d Kingdom/Jirt^rest r a t e s our s h o r t - t e r m r a t e s are now more than 

jmparable United States r a t e s ; and i  f United 


chan ~"u c :> S ° nigrLer,Sks i  n the short run they may do, there i  s a f a i  r 

£ e °f our being ^s^hcc* avoid f o l l o w i n g them upward - at l e a s t t o 

i a ^  U H e x t e n t . k W o ^ d g A p x the e f f e c t s of the unusually f r o n t - e n d ­
t n  e


0 

 e  d
£  borrowing requiremjm^X domestic monetary c o n d i t i o n s give no cause 
r
 alarm. *flCW 


12. M 
£ £ d l e s s
een  w  t o say, the p i c t u r e can change r a p i d l y as we have 


 B u t 1 s e e n o
Und  - ^ year f o r c o r r e c t i v e a c t i o n of the 

 W e r  e
p u b i ^ 6  o b l i g e d t o take i  i l a s t year. Nevertheless, the 

ti^v..  . e x  P e n d i t u r e prospect f o r N u r r e n t year i s already l o o k i n g very l ight 
 » - i y e m a i n t a i n the f i r m e s t p o s s i b l e 
 ^-ndeed, and i  t i s essential*' 

°1 of spending as the year pr 


t  0


13.  p . 

r i  f o r e c a s t are shown i  n the 


at t. g u r e s from the most recent 

a t t a c  h e d
 t a b l e . 

T H  E
 PROSPECTS 

H. •* . 


l  z
 i  s always hazardous t o t r  y t o look more than a year or two ahead 

' d e t a s i n c e o u r o w n
devel"* * l  >  progress can always i r j ^ a f f e c t e d by 


_°pments i  n the r e s t of the wor l d . But the prosroects are u n u s u a l l y 
The S l n  ^ ' Provided we can main t a i n f i r m c o n t r o l  ̂ 
r
 b l i  c spending. 
 u s s
c h i e f a S  ^ b e f o r e  i  c l e a r l y set out i  n the paper 
 JjAlated by the 
S e  c r e t a r y  , Treasury. 

1 1  2
 IMMEDIATE TASK 


0  n o
pub]/ t underestimate the d i f f i c u l t i e  s i  n s t i c k i n g 

W g S l l e  d
a s  Plans. The pressures f o r higher p u b l i c spending 


a W a
We l  y  s knew they would be. I  f we concede to these pres,. 
 S  n


e y e  g
 a l  l c a l l i n t o question the c r e d i b i l i t  y of our p o l i c i e s i  n 


° * nervous f i n a n c i a l markets at home and abroad. Our dete 


CONFIDENTIAL 




CONFIDENTIAL 


to secure a
bi re e n t e r p r i s i n g and vigorous economy by lowe r i n g the 

6 n ft a x a t i o  n w i l  1
( ^ \ d i f f  °  become suspect. We should a l s o make i  t more 


C u
</\0w)  1 l  t to s u s t a i n the high e r l e v e l s o l growth needed to b r i n g 

ffi
ore new jobs and a l a s t i n g r e d u c t i o n i n unemployment. Reducing 


tax burden i  s c r u c i a l t o the whole t h r u s t of our economic p o l i c i e s • 

 l  s
\ \ J / /  important t h a t we begin the process e a r l y i  n t h i s P arliament. 

urge my colleagues t o agree t o the Chief Secretary, Treasury's 

N L 

T t e a s u
 r  y Chambers 

J u l
 y 1984 


<4 

<7/ 
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( C O N F I D E N T I A L  ) 

MAJOR ECONOMIC INDICATORS 

U K O E C D  ( 2 ' 
1981 198Z 1983 1984 ( l ; 1984 

(major 6, 
A. excluding U K  ; 

b a n d a r , 
activit 
( P 6 r  ^ t  c h a n  g 

 on previous year; GDP 
e

- 1 * 2 3 3 5
domestic demand 

-It 3 4 * 3 5 
°1 which: consumer spending 0 It 4 2 * 31 

fixed investment -9 6 5 6 71 
ExPorts of goods and services -2 1 1 61 9
Worts of goods and services 

-3 1 4 5 7* 111 

W o i t ?  ' fourth quarter 12 6 5 4 * 5n  t
 cha ge; 

( p 6 t  c e ^ n i n g S ' f o u r te n t  h quarter 10 1 8 8 71 6cftang ^ e 

U e v  e l S
 j 


7 i 6 3 H -32 
0 

W  ̂ ^ e n t ,
l e v e l  10 11 J 12 121 7 } 

n a t r ° WV , f  definition; e 

( 3 r a t e s 
9 iC t h  14 12 i 10 ( 3  ; 10< 3 

t h m t e r - h = i 
e r bank per cent; 

111 
'We , 

{ Z >  °  C ° n s i s t e n t Us  with C O N F I D E N T I A  L Treasury summer forecast . 

(3,  S ' J a P a n ,  G <i e  * m a n y , F r a n c e , I ta ly and Canada: T r e a s u r y forecasts . 

«  * level. 

( C O N F I D E N T I A L  ) 196 


