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C 1  ̂ broadly s i m i l a r 


* those foreseen a t ^ \J a g e d and output n e n v i s 
  

h a  s
 ^ „   s l i g h t l y f u r  S i ^ f c  h a  n was ^ ^ .  ̂
e  e x p e c t e d 


l  a
 rather more buoyant, f  &  t the i n f l a t i o n
 s e  e 


*. , r 4-hp vear anu 
t  0
 subside i  n t h e second h a l f of the flg l o w e  r i n f l a t i o n . 
C°*Unuea growth and s i g n i f i  « n ^  ̂ d e v e l o p i n  e n t  s i  n the 
i n  e
 main r i s k s overseas, as  e ^ l f a  ̂ n c e r n the upward  t h e y c 0 
  

U  S
 economy and t h e o i  l market. ^W^6  i  f we f a i  l a r i s  e


d U f t
 i n earnings and the p r e s s u r e  * ^  * 

t  0
 h°ld expenditure t o i t  s present  P 1 ^  ̂ 


The m a j o  r 7 economies are l i k e l y t o g f 5 v T a t around 3% t h i s 

Y S a  r
  ^ d next, w i t h i n f l a t i o n averaging a ^ 


a


^ ^  %
" ° n a U  K t r a d e weighted basis - may i n C r 6   ^ f f c  i e x t  . Some 

a c h i e v e  d  i n 1 9 8 4  ; about 5-6%  the o i  l  ^^^IBL
V
°  — a  s markets  s t a n c  e t o the UK ( p a r t x c 
o f


^ c e r .  )  t o reduce t h e i r i mports. ^J*. a r e e x p e c t e d


n t h e ^ U ^  a l 

:,;  * t h  . US, t h e r e has oeen l i t t l  e r e a l P ^ ' "  ̂ « f  c 
£i  d
 
£ l c "
. But though output growth has 




^ i s  s t i l l 

r e a s o n a b l y s t r o n g . A lower d o l l a r i  s l i k e l y . 

V k ^ ! ^ c u r r e n t a c c o u n t d e f i c i  t seems l i k e l  y t o p e r s i s t and t h e r e 


^ ^ ^ n g e r s f r o m t h e g r o w t h o f p r o t e c t i o n i s t p r e s s u r e . 

4 . 4 \ 

W P I q ^ w o r l d o i  l m a r k e t remains i  n a f r a g i l  e s t a t e . Some 
f a l  1
 iMtJL, 


w o r l d p r i c e seems l i k e l y  , and a s h a r p f a l  l a 


P  O  S  s  i b i H t y . 
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 B R 1  T I S  H E C O N O M Y 


s- * > ^ 
^  nome t  ̂ ^ ^  r o s p e c t  s c o n t i n u e t o l o o k r e a s o n a b l y good . e


 n o  w
^ e m b t j ^ ^ k on o u r f i f t  h year o f c o n t i n u o u s growth n


o nal o u t p u ^ ^ ^ k d can l o o k f o r w a r d w i t h some c o n f i d e n c e 
a s i  x t   ^ ^ 3  1 

s^°uirj h Boosted ^ B i f c ® rebound a f t e r t h e c o a l s t r i k e  , o u t p u t 
r i2^ p s e by 3ij per^Hl^fc t h i s year and perhaps by a f u r t h e r 

 C e n  t
b e -  i  n 1986. T ^ ^ ^ w o u l d be a commendable performance, 
a r 
  
 n < 3 i n  m i n d
n~ v,  t h a t N o r t h Sea o u t p u t i  s l i k e l  y t o s t a r t f a l l i n  g 


X  t year. 

e X p a n s i o n s
incom  ^ S  i  b r o a d l y ^ J ^ L ^ Real p e r s o n a l d i s p o s a b l e 

u l  d
P e r  S o n  °  grow by 2^-3% t h i s y e a r , r e s u l t i n g i  n r i s i n g 

f a  ̂  s P e n d i n g . T h i s c o u l d be r j ^ s t B r n e x t y e a r as i n f l a t i o  n 


t a m p a n y
t e  Q ^ °   P r o f i t s have r e c o v e r e d ^ J f t  t o t i a l l y  . The 1984 
 r S t U r n f o  r
North s  i n d u s t r i a  l and commercia^^^mpanies ( e x c l u d i n g 


 S  a
i s  0 ;  * - l ) was as good as a t any t i m e s i n c e 1973. ( I  f o i  l 

l n c l u d e d 


1  W a s  t n e
B u s i  '  h i g h e s t s i n c e r e c o r d s began i  n 1960.) 
n e  g


 f ; "- X e d
d h d ou  i n v e s t m e n t i  s l i k e l y t o remain s t a ^ n g i  n 1985 
e r i s e
c  f u r t h e r i  n 1986. But t h e r e h a \ J ^ ^ ^ n f u r t h e r 0 n o m i


 l n
°ver j^  s t  o c k h o l d i n g i  n t h e f i r s  t q u a r t e r o f t h i s year. a

 d m e s t i c
9ood  ' °  demand may r i s e by 2% i  n 198 5. ^ ^ f  ̂  r t  s o f s


0 f Wnvi S e r  v i c e  s seem t o be more t h a n h o l d i n g t f r e i r vkshare 
a n d  a r e
l a s t  y  e x p e c t e d t o' r i s e by 8%, a f t e r 7% growth e


I  n
 1986 t h e balance m i g h t change t o 3% g r o  l ^ ^ ^  ̂ 



domestic demand and exports. 


 r e C S n  t n c r e a s  e n t n  e R P  I s e x  e c t e  d t  o b  e
bûX̂L*  " ^  -*- -"- P  temporary 

6 P e a k
was  (Pr°t>ably i n J u l y ) w i l  l be about 1% higher than 


t a  t B u <  ^ 9 e  ts i T ^ 3 ^   time. The recovery in the exchange r a t e 
• ^ a r  Y t h i s year, and the prospect of a s t e a d i e r , and 


d U 1 n g (
^ ,  mortgage r a t e w i l  l r e s u l t i n lower i n f l a t i o n 

p r  ° babl v f 


 o  m
^ 0 u  r t  h  August onwards, f a l l i n  g to 5h per cent by the 
„  , quarter i»pmpared with the Budget f o r e c a s t of 5 per c e n t ) s
 

a n  d
 under  5 % 4.#11 

->« l U y |  n i  e next year. 


A
9 '  corn-' • ^ J W ^ . 
 " t i n u i n g ^  g  « l e v e l of pay settlements makes progress 
0  n


 m r um  P  l  0  y  i  T  l  e  n  t o e l t  J t  d o e s n o  t l o o  k a  sw i i  ^ A c •  though t h e r e i
 
a np a y d e c l i n e i n p r i v a t e s e c t o r settlements i n the coming 

y
 round T J 
S Q " indeed, t h W I A  s some r i s k of a f u r t h e r i n c r e a s e . 

0 U g  n
in +.u  the f o r e c a a ^ a s s u m e s continued tough bar g a i n i n g 
the nnhl 1 

s l o w i O J  - l c s e c t o r with p u b l i c s e r v i c e earnings r i s i n g more 
^ ^ t n  a nw i t i i v t e s e c t o r , p r e s s u r e s f o r c l o s e r p a r i t y 
n t n  e  p r a
 

S  e
 i n the p r i v a t e s e c t o r &(f^ undoubtedly i n c r e a s e . 
l 0 ­ Ag a  i H I  V 


 n s  t


by
a t  e  t h i s background, trie prospects for unemployment 

e r t  a i n  . T o t a l employment ^ ^ ^  s t i m a t e  d to have r i s e n 
i s „, '°°0 b e t  w e e n March 1983 and December 1984 . T h i s r i s  e 

 a n a c c o u n t e d
arid  for by i n c r e a s e s i n part-time employment 
s


f e l l e m  P loyment. The number of f^^f-^me males i n jobs 

A n  d 9  S m a n  V o  f
e n t r   the new jobs have a ^ ^ ^ b e e n taken by new 
a n t 
  

 t 0 t b e
rise>.  labour f o r c e , unemployment has continued to 
i t ' 
s  t o
f i g u ° soon to draw any c o n c l u s i o n s from the encouraging 


 n e > T n e
° V erst a  unemployment s t a t i s t i c s alrn^y: c e r t a i n l y 

n U m b e r o f
P r°Port'  people l o o k i n g f o r jobs; a c o n s i d e r a b l e 


 o  f
°r  the claimants who have been unemploye^Rfec^ a y e a r 
n o  t
^ttip^Qy^  a c t i v e l y s e e k i n g work. But, al1^rai»i the 


time +. m e a  s u r e  s announced i n the Budget have not yet had 
c to makp ^^^0^^ a n  y
ânrr̂  s i g n i f i c a n t impact, the f a c t t h a t demographic 
*yes win 

a d d J j % to the labour f o r c e over the next t w o ^ ^ ^ ^ ^ 



V -  t h e unemployment count i  s A  i n^ f t f  e t h a t a s u b s t a n t i a l drop i  n 


U "  m n g t  o t h e f i n a n c i a l p i c t u r e , t h e extreme nervousness 
b e e n 

%. v . ^v-p t u r n or t.ne jr 
^ t h  ? A  a n c i a  l markets a t t h e ^ r e l a x a t i o n . We must 
overcome. But t h e r e i  s no scope ye ^  c u n r i e  s 
o t
 

C
c ontinue t o d e m o n s t r a t e t o a w o r l d i  n w ^  d t r n d  t o m a i n t a i n 
e e m i e
 

h
a ve lower i n f l a t i o  n t h a n us t h a t we a r e ^ c o n s i s t e n t w i t h 

S o u  n d
 f i n a n c i d  f ^  o l i c i e  s and t h a t t ey 

Ringing i n f l a  ̂ M ^  * t o a downward t r e n d . 


o i  l revenues, we remain 
1 2 
  - D e s p i t e someV^L ^ N o r t h Sea ^ ^ 1 9 8 5  _  t h e t i m e 8 6  a t


n  P S B R
°* t r a c k f o r t h e £  ̂ » ^  °   b o r r o w i n g (and hence 

o f  O V 6 r r
 the Budget. But t c  «  ̂ a n  V  t h a t we keep 
e n s u r e


u P *ard p r e s s u r e on i n t e  l  e  | ^ r a t e s ) we mus^ ^  f i n a n c i a l f u t u r e


t 0 U r r e
 °ur spending p l a n s , b o t h i  n t h e C ^ e r fchat h  p r e s s u r e s 
a t e


Y e a r
 s  .  s e c r e t a r y ' s paper makes c r e q u i r e 
T h e  c h i e f


f o  r
 h i g h e r p u b l i c spending r e  ™fAfc ^ " c o n t r o  l of e x p e n d i t u r e 
great d e t e r m i n a t i o n t o m a i n t a i n t h e f i r m c ^ l i  fe s s e n t i a   we 

W h i c h
 i  s c e n t r a l t o our e c o n o m i o  f  ̂ e  ̂ t i c u l a r l  y 
p a r
r e d U C i n T f^L e S 
d r  e
 t o m a i n t a i n any hope of

g i v e  n t h e u n c e r t a i n p r o s p e c t for o i  l ^jjQ6 3' 


T r e a ^ ^ f ° r e c a  S 
1 3  '
 A summary of t h e most r e c e n t

attached t a b l e . 


INCLUSION 

u t a n d 
w e l | O 0 u t P
1 4  '  w
 I n most r e s p e c t s , t h e economy i  s d°i n <3  '
 o n a 


^ l o y  m e n t  a r e  r . s i n g  f  t h o u g h unemployment i ^ 

t r e n d . I n f l a t i o n i  s s e t t o resume ^ ^ ^  a n  d 
t
 

t h e r  e
 are dangers. We may have t o be i  n a po ^ S ^ e A n 

^ S h a r  P change i  n t h e d o l l a r , o r t h e 01 P o S M t ? 

S U c c
 ^ s f u  l c o m p e t i t o r s . At home, we f a c e P ^ 




8

^ ^ ^  u n g  s g r o w t h w i t h t h e c o n s e q u e n t p r o b l e m s f o r employment . 
n o t^C#^s t

 add t o t h e s e h a z a r d s by a l l o w i n g p u b l i c e x p e n d i t u r e 

^ W |  r e a s  e beyond o u r p l a n s . 

r c n  o fi s ^ ^ ^ ^  U ^ e  t a x a t i o n and n a t i o n a l i n s u r a n c e c o n t r i b u t i o n s 
S t l  ^ ^ ^  u f c ,  s t a n t i a l l  y h i g h e r t h a n i  t was i n 1 9 7 8 - 7 9 , d e s p i t e 

a s m a l l r o ^ 
• r e d u c t i o n i n t h e l a s  t B u d g e t . F u r t h e r p r o g r e s s t o w a r d s 

redu
cin 
y tne t a x b u r d e n must be made, b o t h f o r t h e s a k e o f 

e i t l P l o y n + ­m e  

t o

 c a n d ^ t o m a i n t a i n p o l i t i c a  l c r e d i b i l i t y  . I  f we a r e 

the  8 C U r e  t n o s e r e d u c t i o n s i  t i  s e s s e n t i a  l t h a t we a g r e e t o 

c , S e c i  ̂ H  ̂  '  s p r o p o s a l s f o r t h e S u r v e y . I u r g e my 

a s u r V Chambers 

J u l y 1985 
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MAJOR ECONOMIC INDICATORS 


U  K 
1982 1983 1984 1985 ( 1  ) 

O K D ® 
1985 

major 6, 

A 
exc l UK ) 

^ S l a n d a c t M t  ! 
C e o  t

GDp 
c h  » n g  e on previous year ) 

2 3 2  } 31 3 
Domestic Demand 

w Wch : consumer spending 
fixed investmen t 

21 
1 
6  } 

4 1 
4 
4 

2 
H 
7  } 

2 
2 
3 

3 
3 
5 

*P°*ts ot goods and service s 1 1 6 1 8 7 
l Q >  P«*t  s of goods and service s 4 51 9 3 7  } 

B 
Sifiation 

&^rang °erh q U a r t e  r 

^p2i^S'fo»th»»rt•<5, 

6 1 

8 

5 

8 

4 1 

61 

51 

81 

4 

5 }  ( 4  ) 

5 3 1 4 1 -60 

i  n 12 12 1 13 7 1 

^°w definiti°n) inte r e  rr a t  1 Z 1  ( 3 ) 8 ( 3 ) 12 i 10 10  *«*th inte'r-bank per cent) 

W „ v summer • u <;ECRET Treasury sum Figures consistent with 
CONFIDENTIAL

US, Japan, Germany, France, itaiy 

Current level 

t . figures quoted are  forecast. » *  » 

. „ „  c a s  t  s 

Manufacturing earnings only 

Not adjusted for the coal stride 




