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ECONOMIC PROSPECTS
by the Chancellor of the Exchequer

ro s for the economy are broadly similar
time. The temporary rise in inflation
is Fathey :1ightly furt ?han was then envisaged.and output
to e Q.re buoyant.' t the inflation rate is still expected
continued 1N the second half of the year and 1986 should see
The s growth ang significant progress towards lower inflation.

ain g ‘

Us eco Fisks overseas, as e concern developments in the
nor

d]‘.‘ift y MY and the oil market. me they concern the upward
in .

0 holg “arnings and the pressur ich will arise if we fail

SXPenditure to its present pl
TRE Wopy

The & »
Yeay MaJor 7 economies are likely to gfow at around 3% this

on Z.ndUKne}Ct’ with inflation averaging about 4%. World trade
the 7-8 trlade weighted basis - may increase more slowly than
°Versea I::hleved in 1984; about 5-6% this year ext. Some
producel‘s) arrkets of importance to the UK (partic the oil
€ expected to reduce their imports. o

3, : :
defiei: i US, there has been little real progress on th ral
e T though output growth has slowed down, d jc
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S current account deficit seems likely to persist and there

ngers from the growth of protectionist pressure.

ul Bhsis sti)1] reasonably strong. A 1lower dollar is likely.
a .s
4.

Fall world oil market remains in a fragile state. Some

. € world price seems likely, and a sharp fall a
POSSibiljty,

m@
A :
% : t home t@rospects continue to 1look reasonably good.
av
in . € now embe on our fifth year of continuous growth
ati . 4
S °nal outpy can look forward with some confidence
si
Xth. Boostegd e rebound after the coal strike, output

Shoulg Tise

THE BRIT1gy ECON

2 by 3% pe this year and perhaps by a further

be in 1986, would be a commendable performance,
ing 4y

Next ey mind that North Sea output is likely to start falling
6.

incomezheS:xpansion is broadly . Real personal disposable
Persongy sOuld. grow by 2%-3% ear, resulting in rising
falig. Pending. This could be r next year as inflation
e

Tate OCOIT;peatny Profits have recovered tially. The 1984
?florth & :rn for industrial and commerci mpanies (excluding
is includedll). Was as good as at any time since 1973. (If oil
usiness fi;{ ;t-Was the highest since records began in 1960.)
ang shoulg : investment is 1likely to remain sf{gong in 1985
econOmies : 1se further in 1986. But there ha n further
O\J’erall’ d:n Stf-IOCkhOlding in the first quarter is year.
IRoae e SESth demand may rise by 2% in 1985. rts of
£ woryg ¢ €rvices seem to be more than holding théi hare
last Vear ade and are expected to'rise by 8%, after 7 wth

In 1986 the balance might change to 3% gro ’n
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domestjc demand and exports.

8.

S € recent increase in the RPI is expected to be temporary

o Peak (probably in July) will be about 1% higher than

Eine St at Budget time. The recovery in the exchange rate
e

Perha ary this year, and the prospect of a steadier, and

s 3

£ P falllng, mortgage rate will result in lower inflation
Obably &y

fo Om August onwards, falling to 5% per cent by the
urth quar

and ter mpared with the Budget forecast of 5 per cent)
fder 5y ¢ ime next year.

gc
: Continuing

on emplo gl level of pay settlements makes progress
wily Yment more CUES It does not look as though there

be 4

Eahie any decline j ivate sector settlements in the coming
Oungqg, 3 ; ;

Indeed, th s some risk of a further increase.

although ok
the Publijc
witzly g

those in ¢y

So
in foreca ssumes continued tough bargaining
slo Sector with public service earnings rising more
the private sector, pressures for closer parity

€ private sectorm undoubtedly increase.

lo
" Agaj :
S ST NSt this background, t ospects for unemployment
ce :
by 600 ortaln. Total employment stimated to have risen
; + 00

'S more t:anbEtween March 1983 and
ang Self-ep laccountEd for by increase Qpart—time employment
fel; Ang Ployment. The number of fUAY-@ime males in jobs
efltrants toas Mmany of the new jobs have aJo‘been taken by new

the labour force, unemployment has continued to

ber 1984. This rise

: it ig y
flgures too soon to draw any conclusions from the encouraging

for June,

Overstat The unemployment statistics al certainly

Prq
Portjq
n G
Or of the claimants who have been unemploye a year

a : :
emp10Yment £e. not actively seeking work. But, altfflou@h the
Measures announced in the Budget have not had

e
the number of people looking for jobs; siderable

e
0 ma - ’
changes s ke any significant impact, the fact that dem ic
34!
1 ada y3 to the labour force over the next two ;
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that a substantial drop in the unemployment count 1is

2 Yy

11, ;

in Ng to the financial picture, the extreme nervousness
th :

2 S ancial markets at the turn of the year has been

VercOme :

o But there is no scope yet for relaxation. We must
lny ; . : ;
b € to demonstrate to a world in which most major countries

ave 1
ow ; : - : .
o €r inflation than us that we are determined to maintain
Nd  financy

Tie, olicies and that they are consistent with
91ng inflat

ck to a downward trend.

in North Sea o0il revenues, we remain
ion PSBR set for 1985-86 at the time

Upward e But F d any overrun on borrowing (and hence
to ouy spen;?xa §es T ates) we must ensure that-we k?ep
Yearg The(;:g plans, both in the current and future financial
for lef Secretary's paper makes clear that the pressures

Bigher pupiic

9reat spending remad intense. It "will require
determinat ion @

Which . to maintain firm control of expenditure
1s
Are g €éntral to our economi tegy and essential if we
na j : G
Jivep th thtain any hope of reducin tax burden, particularly
e .
Uncertain prospect for oil &es.
13
. A Su
attg MMary of the most recent Tre forecast is in the
ChEG table
14
- In
mo .
emp1°Yme St respects, the economy is doing we Output and
nt e .
Owny rd are rising, though unemployment is n £ ofi 'a
tr : ;
there ar end. Inflation is set to resume its d . But
e g ;
R Sharp hangers. We may have to be in a position to tand
C 5
Q 9ooq v Ange “in the dollar, or the o0il price. And ave
a
sUccessf Y t0 go to match the inflation performance of o e

ul :
COmpetitors, At home, we face upward pressure
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nings growth with the consequent problems for employment.

USt not add to these hazards by allowing public expenditure
fease beyond our plans.

15. 0 3 -
burden of taxation and national insurance contributions

ubstantially higher than it was in 1978-79, despite
! Teduction in the last Budget. Further progress towards

N9 the tax burden must be made, both for the sake of

to
the

and _to maintain political credibility. If we are
SSCure, th eductions it is essential that we agree to
Chief geg

's proposals for the Survey. I urge my

to do

;,gb

I‘ea
SL’lry Chambers

8 Juyy 1985
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MAJOR ECONOMIC INDICATORS

UK (1) OECD(z)
1982 1983 1984 1985 1985
major 6,
excl UK)
4 Demang ang activit
Per cent change on previous year)
GDp 2 3 2 3t 3
Domeatic Demand 2} 4% 2 2 g
% which: consumer spending 1 4 _'1’; g' 5
fixed investment 6% 4
Exports of 80ods and services 1 1 6% 8 7
Imports of 8oods and services 4 5k, 9 3 12
B
Sflation
Retaj) Prices, fourth quarter 6% 5 41 5t 4
SeRt change) (4)
‘E\Ve'rage €arnings, fourth Clun.rter{S) 8 8 61 8% Ch
Per cent change)
Cc
Other Indicators
TREN
Current Balance 5 3 H 41 -60
Pnempbment level 4 11 12 12§ 13 73
Per ceng Rarrow definition) _ 3) (3)
Intereat rates 12 % 10 10 12} 8
Month inter-bank per cent)
(1)
glm“ ~Omsistent with SECRET Treasury summer forecast: figures quoted are
ONFIDENTIA|
2)
t us, Japm, Ge,many, France, Italy and Canada: Treasury forecasts
3)
Current 1gpq)
@)

M .
(5 umhcmﬂng €arnings only

ot
&djuated for the coal strike
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