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I t h i n k you w i l l want to see the l a t e s t Treasury f o r e c a s t 
which has r e c e n t l y been completed. The f o r e c a s t uses post-Budget 
p o l i c y assumptions, though the package i n c o r p o r a t e d i s now somewhat 
o u t - o f - d a t e . In p a r t i c u l a r , we now expect a r a t h e r smaller impact 
on the RPI, which i s now l i k e l y t o show a r i s e o f 17 per cent 
r a t h e r than 171 per cent f o r the f o u r t h q u a r t e r o f 1979. (In most 
o t h e r r e s p e c t T ~ ~ t h e f o r e c a s t w i l l not be m a t e r i a l l y a f f e c t e d . ) You 
sho u l d know t h a t the u s u a l t a b l e s i n the FSBR w i l l go on t o show the 
pro s p e c t o f a s u b s t a n t i a l f a l l i n the year-on-year i n f l a t i o n r a t e 
by the t h i r d q u a r t e r o f 1980. 

2. The p r o s p e c t i s o b v i o u s l y an uncomfortable one i n many 
r e s p e c t s . As I have observed i n my s e p a r a t e note on the Budget 
package, I s h a l l ensure t h a t the f i n a l package enables us t o 
d i s p l a y a PSBR f o r e c a s t f o r 1979-80 of $.81 b i l l i o n : i . e . b e l o w 
Denis Healey's t a r g e t . But the consequence i s i n e v i t a b l y a 
d i s c o u r a g i n g one i n the s h o r t - t e r m both f o r output (and t h e r e f o r e 
employment) as w e l l as f o r p r i c e s . There a r e , however, a number 
of c o n s i d e r a t i o n s which s h o u l d h e l p t o de-fuse the impact o f these 
f i g u r e s . F a r and away the most important i s the f a c t t h a t any 
Budget - from any Government - at t h i s time would have had t o be 
" d e f l a t i o n a r y " . C e r t a i n l y Denis Healey w i l l not be a b l e t o deny 
t h a t t o a c h i e v e h i s own s t a t e d PSBR t a r g e t o f £8J b i l l i o n ( l e t 
alone to i n c r e a s e t a x al l o w a n c e s beyond the p r o v i s i o n s i n the A p r i l 
Finance A c t ) he would e q u a l l y have had t o i n t r o d u c e a c o n t r a c t i o n a r y 
Budget. 

3. We must accept t h a t the i n c r e a s e s i n i n d i r e c t taxes - and t o a 

l e s s e r e x t e n t some o f the p u b l i c e x p e n d i t u r e measures - have an 
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A n u m e r i c a l summary o f t h e f o r e c a s t i s s e t o u t i n t h e t a b l e on  

page 4. None o f t h e s e numbers s h o u l d be t a k e n t o o l i t e r a l l y .  

M a r g i n s o f e r r o r a r e a l w a y s l a r g e and t h e r e a r e a number o f  

f a c t o r s - n o t a b l y t h e s c a l e o f t h e B u d g e t m e a s u r e s and t h e  

a s s o c i a t e d r i s e i n c o n s u m e r p r i c e s , and t h e e x c e p t i o n a l l y u n f a v o u r a b l e  

l e v e l o f i n t e r n a t i o n a l c o m p e t i t i v e n e s s - w h i c h add t o t h e  

u n c e r t a i n t i e s on t h i s o c c a s i o n . P a r a g r a p h 33-37 a t t e m p t some  

q u a n t i f i c a t i o n o f t h e m a r g i n s o f e r r o r . I t i s h e l p f u l t o t h i n k  

o f t h e f o r e c a s t as a m o u n t i n g t o a l i m i t e d number o f p r o p o s i t i o n s ,  

c o n t a i n i n g o n l y a minimum o f n u mbers, w h i c h c a n be p u t f o r w a r d w i t h  

a r e a s o n a b l e d e g r e e o f c o n f i d e n c e . Much more d e t a i l e d a r i t h m e t i c  

i s n e c e s s a r y i n c o m p i l i n g t h e f o r e c a s t s and some o f t h e d e t a i l i s  

u s e f u l f o r s p e c i f i c p u r p o s e s . B u t f o r most g e n e r a l u s e s t h e  

d e t a i l e d t a b l e s a n n e x e d t o t h i s n o t e s h o u l d n o t be t a k e n a s  

i n d i c a t i n g more t h a n t h e s e g e n e r a l p r o p o s i t i o n s i m p l y . Thus  

t h e f o r e c a s t i n d i c a t e s ,  

( 1 ) The UK economy i s l i k e l y t o move f u r t h e r i n t o r e c e s s i o n .  

The v o l u m e o f GDP i s u n l i k e l y t o r i s e much and i s more l i k e l y t o  

f a l l f r o m t h e l e v e l r e a c h e d i n t h e s e c o n d h a l f o f 1978. M a n u f a c t u r i n g * ^  

o u t p u t may f a l l s i g n i f i c a n t l y .  

( ? ) Unemployment i s e x p e c t e d t o i n c r e a s e .  

(3) E a r n i n g s i n c r e a s e s f o r t h e economy a s a w h o l e may r e m a i n  

a t a r o u n d 147c i n t h e c u r r e n t p a y . r o u n d , p e r h a p s a c c e l e r a t i n g s l i g h t l y  

i n 1979/80 when c o m p a r a b i l i t y a g r e e m e n t s w i l l mean h i g h e r i n c r e a s e s J  

f o r t h e p u b l i c s e r v i c e s .  

( 4 ) W i t h o i l p r i c e s r i s i n g s h a r p l y t h e e x c h a n g e r a t e b e g i n n i n g  

t o t u r n down and some d o m e s t i c f a c t o r s ( e g r a t e s ) a d d i n g t o i n f l a t i o n ,  

r e t a i l p r i c e i n f l a t i o n w e l l i n t o d o u b l e f i g u r e s c o u l d be e x p e c t e d  

t h i s y e a r e v e n i n t h e a b s e n c e o f B u d g e t m e a s u r e s . A l l o w i n g f o r t h e  

Budget an R P I i n c r e a s e o f approaching 18% i s f o r e s e e n b e t w e e n t h e  

b e g i n n i n g and end o f t h i s y e a r . N e x t y e a r t h e i n c r e a s e w i l l f a l l  
o r a b a c k ( o n o u r p o l i c y a s s u m p t i o n s ) , p e r h a p s t o 13%  l i t t l  e o v e r .  

(5) The PSBR f o r e c a s t f o r 1979-80 o f some £8£ b i l l i o n i s s t i l  l  

r a t h e r above t h e G o v e r n m e n t ' s o b j e c t i v e . I n t e r e s t r a t e s r i s e above  

t h e i r p r e s e n t l e v e l s i n o r d e r t o k e e p t h e g r o w t h o f £M3 t o w a r d s  

t h e c e n t r e o f t h e 7 - 1 1 % r a n g e . I n 1 9 8 0 - 8 1 , i n t h e a b s e n c e o f f i s c a l  
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a c t i o n g o i n g b e y o n d t h e f u r t h e r e x p e n d i t u r e c u t s assumed, t h e PSBR 

c o u l d r i s e b y more t h a n i n p r o p o r t i o n t o n o m i n a l GDP ( p e r h a p s t o a 


l e v e l o f a b o u t £10 b i l l i o n ) and a t i g h t m o n e t a r y t a r g e t c o u l d be 


v e r y d i f f i c u l t t o a c h i e v e w i t h o u t s u b s t a n t i a l r i s e s i n i n t e r e s t r a t e s . 


( 6 ) The d e p r e s s e d economy and t h e c o n t i n u e d b u i l d - u p o f o i l 

p r o d u c t i o n s h o u l d A J c e ^ r j _ _ j t h e ^ _ c u r ^ e j ^ ^ i n b a l a n c e o r modest 


s u r p l u s . But ( e x c l u d i n g o i l ) t h e v o l u m e b a l a n c e o f e x p o r t s compared 


w i t h i m p o r t s w i l l p r o b a b l y w o r s e n f u r t h e r t h i s y e a r w i t h no p r o s p e c t 


o f r e c o v e r y i n 1980. 


(7) Though t h e t i m i n g o f e x c h a n g e r a t e movements i s v e r y 
d i f f i c u l t t o f o r e s e e , t h e e f f e c t i v e r a t e i s l i k e l y t o f a l l b a c k 
f r o m i t s c u r r e n t p a r t i c u l a r l y h i g h l e v e l o v e r t h e f u l l p e r i o d 
o f t h e f o r e c a s t . The r a t e c o u l d h o l d f a i r l y f i r m d u r i n g 1979 

b u t show a more mar k e d f a l l n e x t y e a r a s , among o t h e r t h i n g s , t h e 
u n s a t i s f a c t o r y f i s c a l and m o n e t a r y b a c k g r o u n d f o r 1980-81 b e g i n s 
t o emerge. D e s p i t e a f a l l i n t h e e x c h a n g e r a t e , c o s t and p r i c e 
c o m p e t i t i v e n e s s a r e l i k e l y t o r e m a i n u n f a v o u r a b l e b y t h e s t a n d a r d s 
o f t h e r e c e n t p a s t , c o n t r i b u t i n g t o t h e d i f f i c u l t i e s o f m a n u f a c t u r i n g 
i n d u s t r y . 

( 8 ) P o o r i n t e r n a t i o n a l c o m p e t i t i v e n e s s , d e p r e s s e d a c t i v i t y and 


h i g h i n t e r e s t r a t e s a r e e x p e c t e d t o w o r s e n t h e f i n a n c i a l p o s i t i o n 


o f i n d u s t r i a l c o m p a n i e s . No m a j o r l i q u i d i t y c r i s i s i s f o r e s e e n , b u t 


p r o f i t a b i l i t y may be v e r y l o w and t h e p r o s p e c t must be a d i s c o u r a g i n g 


one f o r i n v e s t m e n t and s t o c k b u i l d i n g d e s p i t e p o s s i b l y f a v o u r a b l e 


e f f e c t s o f Government p o l i c y on l o n g e r t e r m e x p e c t a t i o n s . 


 The r e m a i n d e r o f t h i s p a p e r l i s t s t h e p o l i c y a s s u m p t i o n s i n more 

d e t a i l , e x p l a i n s some o f t h e k e y f o r e c a s t i n g j u d g m e n t s i n v o l v e d 


and i n d i c a t e s b o t h t h e p a r t i c u l a r u n c e r t a i n t i e s and t h e g e n e r a l m a r g i n s 


o f e r r o r a t t a c h i n g t o f o r e c a s t s o f t h i s k i n d . The. a t t a c h e d t a b l e s 


p r o v i d e a s e l e c t i o n o f t h e more d e t a i l e d n u m e r i c a l work i n c o r p o r a t e d 


i n t h e f o r e c a s t . The f i n a n c i a l f o r e c a s t s a r e b e i n g c o v e r e d i n a 

s e p a r a t e n o t e . 
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May a s s e s s m e n t : summary o f f o r e c a s t 


PERCENTAGE CHANGES ON A YEAR EARLIER 


G r o s s D o m e s t i c P r o d u c t


2nd h a l f 1978

2nd h a l f 1979

1 s t h a l f 1980

2nd h a l f 1980


 ( v o l u m e ) 


 3.0 

 -0.4 

 -1.0 

 -0.8 


M a n u f a c t u r i n g P r o d u c t i o n 


2nd h a l f 1978

2nd h a l f 1979

1st h a l f 1980

2nd h a l f 1980


A v e r a g e e a r n i n g s 


3 r d q u a r t e r 1978

3 r d q u a r t e r 1979

3 r d q u a r t e r 1980


R e t a i l p r i c e i n d e x 


4 t h q u a r t e r 1978

4 t h q u a r t e r 1979

2nd q u a r t e r 1980

4th q u a r t e r 1980


LEVELS 


C u r r e n t b a l a n c e (£ b i l l i o n ) 


1978 0.3 

1979 0.4 <^ 

1980 0.1 


PSBR (£ b i l l i o n ) 


1978- 79 9.3 ( 5 . 6 % o f m a r k e t p r i c e GDP) 

1979- 80 8.4 (4.4% o f m a r k e t p r i c e GDP) < — - — 

1980- 81 10.0 (4.6% o f m a r k e t p r i c e GDP) 


E f f e c t i v e e x c h a n g e r a t e (December 1971 = 100) 


4 t h q u a r t e r 1978 62.7 

4 t h q u a r t e r 1979 64.9 

4 t h q u a r t e r 1980 61.9 


L a b o u r c o s t c o m p e t i t i v e n e s s : ( i n c r e a s e i m p l i e s w o r s e n i n g o f 

c o m p e t i t i v e n e s s ) 


4 t h q u a r t e r 1978

4 t h q u a r t e r 1979

4 t h q u a r t e r 1980


I n t e r e s t R a t e s


A v e r a g e 1978-79 

A v e r a g e 1979-80 

A v e r a g e 1980-81 


 1.1 

 -1.1 

 -1.8 

 -2.0 


 14.2 

 14.1 

 1S.8 


 8.1 

 17.8 

 18.5 < 

 13.3 


 93-6 

 103.5 

 105.1 


 S h o r t R a t e s
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