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The British Economy 

OVERVIEW 

increased by over 5.5$ between the second 
quarters of 1985 and 1986. However, only 
a small increase (0.2$) was recorded 
between the f i r s t and second quarters of 
this year. After allowance for inflation, 
specif ical ly the GDP deflator a t market 
pr ices , the provisional figures suggest 
tha t real expenditure on the domestic 
product was 1.5$ higher than in the 
corresponding q u a r t e r in 1985. This 
should be compared with a real increase in 
t o t a l domestic expenditure - which by 
e x c l u d i n g / i n c l u d i n g s p e n d i n g on 
exports/imports i s a good indicator of 
demand pressure within the economy - of 
2.9$ over the same period. There was 
l i t t l e recorded change in real expenditure 
on either indicator between the f i r s t and 
second quarters of the year. In contrast, 
the output-based measure of GDP, which is 
convent iona l ly regarded as the most 
reliable indicator of change in the short 
term, recorded an increase of 2$ in the 
year to the second quarter and a small 
increase (0.5$) between the f i r s t and 
second quarters of the year. 

Recent developments in the UK economy 
suggest that the slowdown of growth in 
1985 may only have been a temporary 
phenomenon. E x t e r n a l e v e n t s a r e 
continuing to play a s ignif icant ro le . 
Yet i t i s the trends within the domestic 
economy that are a major source of unease. 
Underlying inflationary pressures continue 
to operate via the relatively fast growth 
in average earnings, low productivity 
growth, the growth of pr ivate sector 
l iqu id i ty and the r ecen t s i g n i f i c a n t 
decrease in the value of s t e r l ing . An 
increase in the growth of non-oil imports 
adds to fears for the current account of 
the balance of payments. Perceptions of 
u n c e r t a i n t y in Government p o l i c y 
particularly towards the exchange rate are 
a continuing cause for concern. 

INDEX OF UK 60P AT CONSTANT FACTOR COST 

OUTPUT MEASURE - SEASONALLY ADJUSTED 
( 1 9 9 4 = 1 8 8 > 

I I I I I 
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MACROECONOMIC TRENDS 

Nominal or 'money' GDP, the average 
measure of GDP at current market pr ices , 

S i n c e t h e t rough of 1981 t h e UK 
experienced successive years of posit ive 
growth so tha t by the end of 1985 output 
had increased by nearly 13$. However, 
during 1985 growth appeared to be slowing 
down. By the end of 1985, after allowance 
for the effects of the miners' dispute, 
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output was only 1.5% higher than in the 
f inal quarter of 1984. Estimates of 
output in the f i r s t quarter of 1986, where 
only very modest growth was recorded from 
the previous quarter, appeared to confirm 
this trend. 

The most recent data on output therefore 
appear to suggest tha t the weakness in 
growth over the preceding year may have 
been only a temporary development. The 
CSO's coincident cyclical indicator, which 
purports to show current turning points in 
the business cycle around the long-term 
trend, fell almost continuously from the 
middle of 1985, then flat tened out in 
April and May of th i s year and since June 
showed provisional signs that i t may be 
s t a r t i n g to r i s e . The r i s e in the 
coincident index for the two months to 
August i s accounted for by increases in 
the retai l sales and industrial production 
components of the index and, for July 
only, in the CBI's survey of capacity 
ut i l isat ion. 

Consumer expenditure was the main force 
behind Br i ta in ' s economic growth during 
1985. The evidence for the beginning of 
1986 suggested that the growth of th i s 
key component of aggregate demand was 
slowing in l i n e with the apparent 
weakening in the growth of GDP. The 
increase in real consumers' expenditure 
f e l l from 0.8% in the f inal quarter of 
1985, to 0.6% and 0.4% in the f i r s t and 
second quarters of 1986, respectively. 
However, as repor ted in the August 
Commentary, the evidence on retai l sales 
suggested that the provisional estimate of 
consumers' expenditure for the second 
quarter may have underestimated the growth 
in this component of demand. The revised 
figures for the second quarter confirm 
that view. The increase is now estimated 
to have been around 2%, taking r e a l 
consumer expenditure to a level 5% higher 
than in the second q u a r t e r of 1985. 
Expenditure on durable goods and clothing, 
which rose by 11% and 6%, respectively, 
over the year, appeared to be the main 
source of the rise. Preliminary estimates 
for the third quarter of a 1.6% increase 
over the preceding quarter and a 5.2% 
increase over the same period in 1985, 
suggest that the upturn in consumer demand 
i s continuing. 

The Department of Trade and Industry's 

UK CONSUMERS' EXPENDITURE AT 1988 PRICES 

< £ f l lLL IONS) 

~1 1 1 1 1 1 1 

I960 1981 1982 1983 198* 198S 1986 1987 

(DTI) est imates for the volume of r e t a i l 
sales in June indicated that sales had 
reached a record level. This was followed 
by a decrease of 1.2% in July then a 
further large increase in August of 1.4% 
and, from the provisional figures, only a 
modest increase of 0.2% in September. The 
September CBI/FT Survey of Distr ibut ive 
Trades provided fu r the r evidence of 
recovery from the r e l a t i v e l y poor 
performance in the f i r s t q u a r t e r . 
Seventy-five percent of re tai lers reported 
higher sales volumes compared with 9% 
reporting lower volumes. The balance of 
plus 66% i s the highest since July 1984. 
Stocks in distribution remained too high 
in r e l a t i o n t o expec ted s a l e s in 
September but the survey showed that the 
net proportion of dis tr ibutors reporting 
excessive stocks was the lowest for seven 
months. 

Previous Commentaries have noted the 
importance of real income growth and the 
cost and a v a i l a b i l i t y of c r e d i t in 
de termining the growth of consumer 
spending. The growth of average earnings 
has remained a t around 7.5% for the past 
two years while the rate of inflation has 
progressively fallen. In the year to the 
second quarter , to ta l wages and sa la r i es 
increased by about 8% leading to an 
inc rease in r e a l personal disposable 
income of almost 4%. Despite high real 
interest rates there was strong growth in 
consumer credit in the second half of las t 
year. Growth continued strongly, apart 
from April, until August of this year when 
there was evidence of a s l igh t easing in 
demand, but the underlying trend was s t i l l 
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signif icant ly posi t ive . As noted in the 
May Commentary, higher real interest rates 
might be expected to ra i se consumption 
when the pr ivate sector 's assets exceed 
l i a b i l i t i e s . The f a l l in the savings 
r a t io from 13.7$ of personal disposable 
income in the fourth quarter of 1984 to 
10.5% by the second quarter of t h i s year, 
conforms with this expectation. A falling 
savings ratio might also be the result of 
a declining inf la t ion ra te ra is ing the 
ac tua l r a t i o of ne t worth to income 
relative to the desired rate. I t remains 
to be seen what impact the one percentage 
point increase in base lending ra tes in 
October will have on the savings ratio and 
hence on consumer spending. 

Growth in consumer spending has also 
clearly been influenced by increases in 
the a v a i l a b i l i t y of c r e d i t a t given 
i n t e r e s t r a t e s . Under the p resen t 
Government, deregulation of the financial 
markets began in 1980 and fu r the r 
l i b e r a l i s i n g s t e p s were t aken in 
subsequent years. Net borrowing by the 
personal sector for house purchase rose by 
94% betwen 1981 and 1985 from £9.5bn to 
£l8.4bn, while net borrowing for other 
purposes rose by nearly 73% from £4bn to 
£6.9bn over the same per iod . This 
increase in the supply of c redi t has not 
only contributed to a marked increase in 
real new house prices since 1982, with 
possible implications for further wage 
inf la t ion, but seems cer tain to have 
raised consumer spending. The 'leakage' 
of mortgage lending into consumer spending 
has been highlighted by the Governor of 
the Bank of England in recent speeches. 

General government consumption remained 
largely s t a t i c with a very s l igh t f a l l 
recorded between the f i r s t and second 
quarters and no change from the second 
quarter of 1985. 

Gross fixed investment, which was an 
important source of growth for the economy 
in 1984, has remained l i t t l e changed in 
the f i r s t half of the year compared with 
the corresponding period in 1985. The 
q u a r t e r l y p a t t e r n of i n v e s t m e n t 
expenditure has been influenced by the 
phased withdrawal of capi ta l allowances 
introduced in the 1984 Budget and 
completed in March 1986. This has led to 
expenditures being brought forward to the 
f i r s t quarters of the l a s t two years 

followed by some f a l l back in the second 
quarter, although the effect was l ess 
pronounced this year than last . 

Excluding leasing of assets from the 
f i n a n c i a l s e c t o r , m a n u f a c t u r e r s ' 
investment rose by 1.7$ in the f i r s t half 
of the year compared with the same period 
in 1985. 

Public sector investment fel l in 1985 to a 
level more than 15% below the level of 
1984 reflecting the continuation of public 
expenditure r e s t r a i n t . In the f i r s t 
quarter of 1986 public investment rose by 
8% over the previous quarter, largely due 
to increases in spending by the public 
corporations, falling back by nearly 4% in 
the second quarter of th i s year. In 
contrast, private sector investment rose 
by 7% in 1985, increased by 3.5% in the 
f i r s t q u a r t e r of 1986 aga ins t the 
preceding quarter, then fel l back by 3% in 
the second q u a r t e r . Investment in 
dwellings recorded a fal l of more than 4% 
between 1984 and 1985 with the bulk of the 
decline occurring in public (11%) rather 
than private (2%) investment. In the 
f i r s t q u a r t e r of the yea r p u b l i c 
investment in dwellings reflected the 
general upsurge in public investment with 
an increase of 17%, compared with a 1% 
decrease in p r i v a t e investment in 
dwellings. The position was reversed in 
the second q u a r t e r when the publ ic 
components fe l l by 8% while the private 
component rose by 7%. 

The evidence that gross fixed investment 
has remained l i t t l e changed in the f i r s t 
half of 1986 compared with the f i r s t six 
months of 1985 hides s ignif icant changes 
in the demand for pa r t i cu l a r assets . 
Between the two periods, investment in 
vehicles, ships and aircaraft fe l l by 19%, 
while investment in dwellings, plant and 
machinery, and other new buildings and 
works r o s e by 6%, 1.6% and 1.5%, 
respectively. 

From mid-1983 to February 1985 s ter l ing 
underwent a marked depreciation with the 
effective exchange rate falling from 84.9 
to 71.3. The volume of exports rose in 
almost every quarter unt i l the second 
quarter of 1985. Imports also rose, apart 
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from a brief downturn at the beginning of 
1984, unt i l the end of 1984 but began to 
fal l in the f i r s t half of 1985 largely as 
a r e su l t of lower oi l imports following 
the end of the miners' s t r i ke . In the 
second half of the year these volume 
movements s tar ted to reverse yet the 
v i s ib le trade de f i c i t continued to f a l l 
from the high level of the fourth quarter 
of 1984. This continuing improvement in 
the trade de f i c i t reflected the terms of 
t r ade e f fec t c rea ted by s t e r l i n g ' s 
appreciation from the February 1985 low of 
71.3 to a peak of 83.3 in July of that 
year. The favourable movements in the 
value of net exports therefore contributed 
posi t ively to the growth of the economy 
l a s t year. 

In the f i rs t quarter of 1986 the adverse 
volume movements continued with a 
p a r t i c u l a r l y sharp f a l l in non-o i l 
exports. However, revised figures for the 
second q u a r t e r i n d i c a t e that non-oil 
export volumes increased by nearly 7% with 
non o i l import volumes exhibiting only a 
s l i g h t i n c r e a s e . Yet by the t h i r d 
quarter , provisional est imates suggest 
that non-oil exports are s t i l l lagging 
behind imports, being only 5.5% higher 
compared with an 11% r i s e in import 
volumes over the same period l a s t year. 
The non-o i l t r ade d e f i c i t increased 
sharply from £2.1bn in the las t quarter of 
1985 to £3.4bn in the f i r s t quarter of 
1986 ref lect ing the decline in export 
volumes and deteriorating terms of trade 
as the exchange r a t e f e l l by 6%. In the 
second quarter the de f i c i t f e l l again to 
£2.3bn largely because of the improvement 
in expor t volumes. The o i l su rp lus 
increased slightly in the f i r s t quarter to 
almost £2bn reflecting an increase in the 
volume of net crude oil exports which was 
more than suff ic ient to compensate for 
lower oi l pr ices . In the second quarter 
the o i l surplus f e l l back markedly to 
£0.7bn due to a r e l a t ive increase in the 
volume of oil imports and further fal ls in 
the price of o i l . 

The c u r r e n t account surplus remained 
largely unchanged between the las t quarter 
of 1985 and the f i r s t quarter of 1986 
having fal len from the second quarter of 
1985. In the second quarter the surplus 
f e l l again from £597m to £345m and i s 
provisionally estimated to have fallen to 
a de f i c i t of £1.1bn in the third quarter 
of the year. This further s ignif icant 
de ter iora t ion in the current account i s 

l a r g e l y accounted for by a marked 
worsening in the non-oil balance. I t i s 
unlikely tha t the effect of the sharp 
depreciation of s te r l ing from the second 
quarter of the year will produce much of a 
recovery in the non-oil balance by the 
f inal quarter . This coupled with the 
effect of lower o i l prices on the o i l 
account suggests that the current account 
surplus for the year i s likely to be small 
and could even be in deficit for the f i r s t 
time in seven years. 

In the three months to the end of August, 
output of the production indust r ies i s 
estimated provisionally to have fallen by 
0.5% compared with the previous three 
months, and to be 1% higher than in the 
corresponding period in 1985. 

Manufacturing output in the three months 
to August increased by 0.5% from the level 
of the preceding three month period but 
remained unchanged compared with the same 
period l a s t year. Within manufacturing 
there was a fa i r degree of variat ion. 
Output increased by 3% in chemicals, 2% in 
metals and 1% in other manufacturing and 
other minerals, compared with the earlier 
three month period. Output f e l l in the 
recent three month period by 2.5% in 
energy and water supply and rose by 4% in 
the construction industry in the second 
quarter of the year. L i t t l e change was 
recorded over the th ree months in 
engineering and a l l i ed indus t r ies , food, 
drink and tobacco, textiles and clothing. 
Overall, output of the production and 
construction indust r ies i s estimated to 
have remained unchanged between the f i r s t 
and second quarters of the year. 

The o u t p u t of t he consumer goods 
indust r ies rose by only 0.5% in the three 
months to August following a similar 
i nc rease in the e a r l i e r t h ree month 
period. These data suggest that the 
continuing growth of consumer expenditure 
i s only weakly reflected in the growth of 
domestic production. This evidence, when 
combined with the relatively faster growth 
of to ta l domestic expenditure compared 
with GDP, noted a t the beginning of th i s 
s e c t i o n , and unchanged stock leve ls , 
accounts for the underlying growth in non-
o i l import volumes. Similarly, while 
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investment expendi ture was l a r g e l y 
unchanged during the f i r s t half of the 
year, the output of investment goods 
recorded only a small increase in the 
three months to March, then f e l l in the 
succeeding three months reducing by a 
fu r t he r 0.5? in the th ree months to 
August. 

THE LABOUR MARKET 

EMPLOYMENT AND UNEMPLOYMENT 

The slowing of output growth in the UK 
during 1985 led to a significant reduction 
in employment creation with the average 
quarterly inc rease f a l l i n g to 65,000 
compared with 84,000 in 1984. In the 
f i r s t quarter of th i s year there was a 
recorded inc rease of 36,000 in the 
employed labour force compared with an 
increase of 69,000 in the f i r s t quarter of 
1985. In the second quarter the pace of 
employment creation slackened further with 
an estimated increase of only 19,000 
against 64,000 in the same quarter l a s t 
year . The second qua r t e r i nc rease 
reflected an assumed rise of 30,000 in the 
self-employed and an estimated decrease of 
11,000 in the number of employees in 
employment. 

The c o m p o s i t i o n of t h e change in 
employment in the second quarter followed 
the established pat tern. The number of 
employees in the service sector rose by 
35,000 while employment decl ined in 
manufacturing (40,000) and in energy and 
water supply (8,000). However, a small 
increase of 2,000 i s estimated to have 
occurred in o ther i n d u s t r i e s which 
inc ludes c o n s t r u c t i o n , a g r i c u l t u r e , 
forestry and fishing. Further data are 
a v a i l a b l e for July and August for 
manufacturing and for energy and water 
supply. These data indicate continuing 
job losses with employment fa l l ing over 
the two months by 26,000 in manufacturing 
and by 5,000 in energy and water supply. 
If the weakening of the growth of UK 
output during 1985 was only a temporary 
development then the recent slight upturn 
in growth has yet to be reflected in 
employment creat ion, although from the 

e v i d e n c e of t he CSO's c o i n c i d e n t 
indicator, and allowing for the usual lags 
in the r e l a t i o n between output and 
employment, there may be some improvement 
in the la t te r part of the year. 

The growth of productivity weakened from 
the middle of 1985 reflecting the slowdown 
in economic growth. For the economy as a 
whole, output per head registered a very 
small increase on revised figures for the 
f i r s t quarter of 1986. A similar increase 
was recorded for the second quarter. For 
manufacturing, revised figures show a 
small decline in the f i rs t quarter and an 
increase in the second quarter . Later 
data suggest that there was a further 
increase in July followed by a very small 
decline in Agust. Earnings growth has 
s t i l l not adjusted to declining inflation 
and the reduction in productivity growth. 
This failure of earnings to adjust may in 
par t be due to the high prof i t s earned by 
UK companies in r ecen t yea r s . The 
underlying increase in average weekly 
earnings in the year to August was s t i l l 
about 7.5%, a r a t e of increase which has 
persisted for the past two years. For 
manufacturing, the underlying increase is 
s t i l l j u s t under 8J. In the three months 
ending August, wages and salaries per unit 
of output in manufacturing industries were 
5.91 higher than in the same period l a s t 
year. The growth of unit labour costs 
showed some evidence of moderating as 
against other major indus t r ia l countries 
in the f i r s t quarter of this year compared 
with the corresponding quarter of the 
previous year. Following the depreciation 
of s te r l ing from the middle of 1985 UK 
trade competitiveness began to show some 
improvement in the f inal quarter of l a s t 
year and the improvement continued into 
the f i r s t quarter of 1986. 

The inc rease in seasonal ly adjusted 
unemployment, which was rising by 15,000 
per month on average over the f i r s t six 
months of the year , has moderated 
somewhat. Following a small reduction in 
August of 4.2 thousand and a further large 
reduction in September of 22 thousand the 
level of unemployment f e l l back to the 
level previously recorded in March. The 
compilation of the unemployment s ta t i s t ics 
was changed in March. On the new basis 
for measuring the number of claimants 
unemployed on the specified count date, 
the seasonally adjusted UK unemployment 
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rate, excluding school leavers, was 11.6%, 
which i s very s l igh t ly lower than the 
average r a t e in the preceding t h r ee 
months. 

INDUSTRIAL RELATIONS 

The strengths and weaknesses of recent 
legislation on trade union balloting were 
well demonstrated by the CPSA's e lect ion 
of a new General Secretary and Treasurer. 
More than HO complaints had been made 
concerning the conduct of the elect ion. 
The Electoral Reform Society, whilst 
finding no evidence of ba l lo t r igging, 
nevertheless, recommended a re-run of the 
e l e c t i o n . The r i g h t - l e d n a t i o n a l 
executive of the union, in adopting some 
of the views of the Electoral Reform 
Society, changed the rules for the second 
election to require every union member to 
be given a ba l lo t before the meetings 
where they vote, thus favouring the i r 
candidate. 

The Labour Party and TUC conferences 
outlined proposals to reform employment 
l eg i s l a t ion . The Labour Party's official 
policy i s to repeal the 1980 and 1982 
Employment Acts and the 1984 Trade Union 
Act. The July 1986 statement by the 
TUC/Labour Party Lia ison Committee, 
en t i t l ed People at Work: New Rights, New 
Responsibil it ies, indicates that some of 
Mrs Thatcher's legislation is likely to be 
retained, although the three statutes will 
be repealed. The policy would seem to 
combine an element of individualism and 
r e s t r i c t i o n of t r a d e u n i o n s , bu t 
nevertheless, a number of the features of 
the traditional system would be restored. 
Thus, the proposals are to strengthen the 
rights of workers, both as individuals and 
as trade unionis ts , co l lec t ive freedoms 
w i l l be r e s t o r e d by an ex tens ion of 
individual worker's r igh t s . Whilst the 
r e s t r i c t i v e e lements of i n d u s t r i a l 
disputes legislation of 1980 - 1984 would 
be mismantled, a new legal framework - to 
guarantee the freedom of workers and their 
unions to organise effective indus t r ia l 
action, reduce the influence of the Courts 
in industrial disputes, and limit the use 
of the injunction - would be enacted. 
F i n a l l y , a fu tu re Labour Government 
appears committed to the introduction of 
indus t r ia l democracy through individual 
r i g h t s in t h r e e a r e a s : - f i r s t , more 
information from employers inc luding 

inspection of company accounts; secondly, 
prior consultation on decisions affecting 
workers ' i n t e r e s t s ; and t h i r d l y , 
r e p r e s e n t a t i o n a t l e v e l s up t o , and 
i n c l u d i n g , b o a r d s of management. 
Additionally, a future Labour Government 
i s likely to re-introduce the traditional 
supports for union recognition and f a i r 
wages, and to r e tu rn to consensus 
indus t r ia l r e la t ions by enhancing the 
powers of ACAS in he lp ing to avoid 
disputes. 

An indicat ion of the permancy of the 
stress on individualism, and intervention 
and constraint on trade unions is shown by 
the proposals for retaining the statutory 
b a l l o t i n g p r o v i s i o n s . The r i g h t of 
individual union members via a secret 
ballot to indicate their views on a range 
of trade union matters have proved popular 
with union members and the general public. 
People a t Work proposes a s ta tutory 
framework laying down principles for 
inclusion in union Rule Books on secret 
ba l lo t s for elect ion of union executives 
and s t r ike action. Balloting i s to be 
either postal or workplace according to a 
code of pract ice to be drawn up by the 
TUC. An independent tribunal is proposed 
to invest igate and rule on complaints by 
members about b a l l o t i n g procedures . 
Appeal to the Courts from the tribunal i s 
to be only allowed on points of law. 

The possibility of further reforms in this 
and other areas of trade union ac t iv i ty 
were heightened by the call for a meeting 
between Kenneth Clarke, Paymaster General, 
and representatives of unions outside the 
TUC. At the meeting, held in August, were 
r e p r e s e n t a t i v e s of the Profess iona l 
Association of Teachers, Association of 
Nursery Nurses and F e d e r a t i o n of 
Professional Railway Staff. Members of 
the Union of Democratic Miners sent 
observers. Whilst th i s meeting was to 
discuss the possibility of a general code 
of conduct, Mr Clarke indicated la ter the 
likelihood of further legislation to give 
t rade union members more say in the 
internal affairs of their organisations. 

Over the next year t he r e w i l l be 
considerable changes to many employees 
arising from the enactment of the Wages 
Act. Whilst the Wages Act 1986 i s mainly 
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associated with the operation of Wages 
Councils i t s impact i s far greater . The 
new act changes the law relating to wages 
in three areas:-

I.The Truck Acts are repealed and a l l 
statutory constraints on how wages are 
p a i d a r e r e m o v e d . The new 
r e g u l a t i o n s , i n c l u d i n g a r i g h t to 
complain to indus t r ia l tribunals for 
unauthorised deductions, set rules for 
the deduction from wages and salaries. 
Extra regulations ex is t for r e t a i l 
workers, these l i m i t the deductions, 
on account of cash shortages or stock 
deficiencies - to not more than one-
tenth of the gross amount of wages 
payable on tha t day. These r i gh t s , 
which come into force on 1 January, 
cover both manual and non-manual 
workers. 

2.The powers of Wages Councils are 
reduced. Wages Council orders no 
longer apply to workers under the age 
of 21. Councils can only es tab l i sh : -
a single minimum hourly ra te for a l l 
time worked in a week; a s ingle 
overtime rate; and a maximum rate to 
be deducted to cover the costs of 
providing living accommodation by the 
employer. Arrangements for varying 
the work of Counci ls , for t h e i r 
amalgamation and abol i t ion, are made 
e a s i e r . The e x i s t i n g 26 Wages 
Councils, covering 2.7 million workers 
are now under a s tatutory obligation 
to consider the impact of their awards 
on levels of employment. 

3.There are adjustments to redundancy 
r e b a t e s and r e l a t e d payments to 
certain employers. 

The appointment of Mr Haslam, as successor 
to Sir Ian MacGregor, was widely seen as 
ending the era of stormy union management 
re la t ions within the coal industry. The 
w e l l p u b l i c i s e d a t t e m p t s a t 
r e c o n c i l i a t i o n , r e g r e t s of p a s t 
differences and closure of a UDM organised 
pit combined to add weight to such a view. 
Nevertheless, the NUM continues to face 
long term financial d i f f i cu l t i e s ar is ing 
from the national stoppage and w i l l have 
to continue to contend with the impact of 
major changes as Bri t ish Coal seeks to 

reduce costs to the target of £1 per 
gigajoule. 

The NUM's de f i c i t i s l ikely to exceed £2 
million by the end of the year and only 
four of the union's areas are runninc in 
surplus. Moreover, as contributions are 
l inked to bas ic wages r a t h e r than 
earnings, the increasing significance of 
bonus earnings (averaging 25% of earnings) 
f u r t h e r d e p r e s s e s c o n t r i b u t i o n s . 
F inanc ia l d i f f i c u l t i e s and declining 
membership underlay the proposal to reform 
the union by reducing the present 22 
constituent associations and scaling down 
the size of the national offices. 

The future for the union i s bleak. To 
become efficient the industry will have to 
consider, and implement, major changes in 
work pract ices . An indication of the 
scope and direct ion of such reforms was 
given by Albert Wheeler, director of 
Nottingham-shire area, in a recent paper 
in the Mining Engineer. He suggested:- a 
move to a six day week, implying three 
extended sh i f t s of nine hours per day 
ensuring 24 hour working to spread capital 
c o s t s ; and t h e c o n c e n t r a t i o n of 
production in fewer seams, with associated 
reductions in manpower. In addition, a 
major programme of training is suggested 
to introduce widespread job f l ex ib i l i t y 
and deski l l ing. This would lead to a 
further 5J reduction in manning. Similar 
r educ t ions would be poss ib l e by the 
increased use of sub contractors and a 
greater re l iance on p i t p roduc t iv i t y 
schemes. 

The reporting of disputes in the car 
industry prompted a degree of nostalgia 
amongst labour correspondentsover a 
possible return to the bad old days of 
labour re la t ions in the motor industry. 
However, the stoppage by workers at Lucas 
re f lec t s the problems of decline and 
change rather than a return to shopfloor 
power. Employees at the Lucas electrical 
fac tor ies have adopted major changes in 
work practices and productivity in return 
for low increases, whilst at the same time 
witnessing a widening of d i f fe ren t ia l s 
between themselves and other employees in 
the aerospace d i v i s i o n s of the same 
company. S imi la r problems, plus an 
outdated grading s t ructure , underlay the 
i n d u s t r i a l ac t ion a t Austin Rover. 
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Problems of poor quali ty production have 
prompted proposals to l ink bonuses to 
qual i ty and to take a wider, but longer 
review of regrading. At Jaguar, the 
stoppage was a reaction to a succession of 
low wage increases at a time of increasing 
company growth and p r o f i t a b i l i t y . 
However, here management was able to 
f o r e s t a l l shopfloor mi l i t ancy with 
s igni f icant pay r i s e s and increases to 
bonuses. 

Sea Containers, purchasers of Sealink, 
have experienced considerable difficulties 
in increasing profitability. Bad results, 
management reorganisations and r a t i ona l ­
isations had a l l preceded the stoppage by 
crews over proposals to r a t iona l i se i t s 
Channel I s l and s e r v i c e s and reduce 
employment by 492. Whilst accepting a 
se r ies of cutbacks, the NUS has reacted 
strongly to what i t regards as asset 
s t r ipping and was largely successful in 
securing the withdrawal of the redundancy 
notices. 

The newspaper indust ry continued i t s 
series of long-running disputes with writs 
p i l i n g upon one another , mounting 
accusations agals t the EETPU, and few 
signs of any set t lement of the dispute 
between News International and the pr in t 
unions. The NGA faced increased pressure 
to recommend a c c e p t a n c e of News 
In te rna t iona l ' s offer, but once th i s was 
rejected, continues to face the difficulty 
of attempting to resolve the dispute. 
The NGA continues to seek TUC action 
against the EETPU in both the organisation 
and running of i t s Wapping operations. To 
date the TUC has drawn back from taking 
action that might threaten the unity of 
the movement. 

SCGAT's involvement in the Wapping dispute 
has now cost the union in excess of £1 
mil l ion. The union continues to face 
problems with i t s London branches with the 
re ject ion of the l a t e s t offer from News 
International. 

Elsewhere the Mirror group faces problems 
arising from Mr Justice Mars-Jones refusal 

to allow the Mirror to abandon i t s 
contempt of court moves against two NGA 
members and to impose large fines on both 
individuals . However, the Telegraph has 
secured agreement with i t s employees 
providing for a 60$ reduction in manning 
levels ; compulsory a rb i t ra t ion and a l l 
provisions included in legally-binding 
individual contracts of employment. 

In both Scotland and England Government 
ini t iat ives ensured that popular comment 
focussed on the teachers ' disputes. The 
l abo r ious n e g o t i a t i o n s between the 
teaching unions and employers had produced 
a sketchy agreement, but in te rmi t ten t 
industrial action continued. I t had been 
c lear for some time that the Government 
had considered adopting some of the 
p rov i s ions of the Main Report (on 
conditions of service and pay of Scottish 
teachers). In an attempt to force the 
pace of the e s t a b l i s h e d n e g o t i a t i n g 
machinery, Kenneth Baker, the Secretary of 
S t a t e for Education, announced pay 
proposals based on the "well judged" 
recommendations of the Scottish inquiry, 
and to repeal the 1965 Remuneration of 
Teachers Act. The Government's proposals 
rely more on the findings of the Audit 
Commission's report on managing education, 
rather than the Main Report. Although 
both share a common belief in the need to 
develop m a n a g e r i a l i s m and common 
standards. 

At the time of writ ing trade unions and 
local au thor i t i e s were a t t empt ing to 
negotiate an a l t e rna t ive . However, the 
Minister's reiteration of his views as to 
the contours of the settlement appears 
l i k e l y to reduce the chances of a 
set t lement being reached by conventional 
means. Whilst the Minister 's proposals 
strengthen the employers' arguments, both 
sides recognise that failure to agree will 
lead to a rapid centralisation of control 
of educat ion and major changes to 
t e a c h e r s ' terms and c o n d i t i o n s , and 
increased powers and responsibilities for 
head teachers. The f i r s t indicat ions of 
the Secretary of State's intentions as to 
more detailed l is t ing of teachers' duties 
prompts the suggestion that the Minister 
wishes to impose a statutory settlement of 
terms and conditions and i s more concerned 
to prevent i n d u s t r i a l ac t ion in the 
future, rather than to seriously seek to 
overcome the cur ren t problems facing 
secondary education and thus improve 
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morale within the profession. PROGNOSIS 

Government preoccupat ion with pay 
determination surfaced in suggestions by 
the Environment Secretary and Chancellor 
of the Exchequer, that local au thor i t i es 
should not feel constrained to accept 
national pay agreements and to pay staff 
"what they can afford". The practicality 
and implications of such a suggestion are, 
at best, alarming. Local authorities have 
been under Government pressure for some 
t i m e to r educe t h e l e v e l of pay 
set t lements. However, local government 
has been one of the few sectors to avoid 
disputes over comparisons in pay; to 
abandon t h i s would be a " rec ipe for 
anarchy". 

Government ini t iat ives to vary established 
pay procedures have been announced for 
c iv i l servants, health service managers, 
and p r i s o n o f f i c e r s . However, 
performance-related pay for civil servants 
i s being reassessed in the face of 
considerable opposition. Elsewhere, the 
government proposals for prof i t - re la ted 
pay met wi th lukewarm support . The 
Institute of Personnel Management, TUC and 
a number of public sector unions rejected 
the proposals. The CBI and Engineering 
Employers' Federation, whilst noting some 
advantages, remained highly cr i t ical . 

Publication of exceptionally low s t r ike 
s ta t i s t ics provided a timely reminder of 
the extent of changing attitudes towards 
s t r ikes . As Norman Wil l is noted a t the 
recent IPM conference, trade unions have 
inceasingly had to come to terms with the 
undoubted popularity of strike free deals 
amongst both their members and employers. 
I n i t i a t i v e s such as compulsory and/or 
pendulum a r b i t r a t i o n have met with 
favourable comments from both the 
government and ACAS. Equally discernible 
are s i g n i f i c a n t changes in a t t i tudes 
towards f l e x i b i l i t y . The TUC's economic 
committee has s t r e s s e d the need to 
consider such pract ices and noted that 
" l i t t l e i s to be gained for workers in 
maintaining a s ta tus quo that i s often 
o s s i f i e d , conserva t ive and unjus t" . 

However, t rans la t ing such views into 
agreements i s not without difficulties as 
the recent negotiations between the EEF 
and CSEU demonstrate (the next issue of 
the Commentary will examine in depth moves 
towards work flexibili ty). 

In t h i s section we consider the overall 
prospects for the economy in the short to 
medium term and the implications for 
policy. 

The recent evidence on the growth of real 
GDP suggests that* the slowing down of 
growth during 1985 may have been only a 
temporary development. However, the 
prospects for output growth and hence 
employment and unemployment over the next 
few months are unclear. The CSO's two 
leading ind ica to r s , which purpor t to 
provide an early indication of turning 
points in economic a c t i v i t y , provide 
l i t t l e guide to future developments, the 
shor ter leading indicator , which i s 
intended to predict turning points some 
six months in advance, moved sharply 
upwards in the three months to August thus 
reversing the marked downward movement 
that occurred in the f i rs t four months of 
the year. The movements in the indicator 
are not however the r e su l t of consistent 
movements in i t s component se r ies . So, 
the f a l l e a r l i e r in the year and the 
la tes t increase are accounted for almost 
entirely by movements in consumer credit. 
In contrast, the longer leading indicator, 
which i s intended to predict turning 
points in ac t iv i ty about one year in 
advance, f e l l back during August and 
September after r i s i n g in success ive 
months to a value in July higher than any 
recorded in the preceding year. This 
recent fal l is accounted for my movements 
in interest rates and share prices. 

The recent analysis published by the 
Treasury of the l a t e s t forecasts made by 
Bri ta in ' s leading independent forecasting 
groups, shows an average expectation of 
only a modest increase in output growth 
over the coming year. The growth of GDP 
i s , on average, forecast to be 2.3% for 
t h i s year r is ing to 2.6% in 1987. The two 
key areas of concern which could confound 
the forecasts of even modest output growth 
are the rate of inflation and the current 
account of the balance of payments. 

The annual growth of the Retail Price 
Index (RPI) f e l l to a low of 2.4% in 
August but a l l indicators suggest that i t 
wi l l r i se again next year. The increase 
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in mortgage ra tes following the 1$ point 
r i s e in base r a t e s in October, the 
continuing growth of UK average earnings 
at 7.5% per annum, low productivity growth 
at 1% per annum, and the recent rapid 
decline in the value of s t e r l ing are a l l 
pointers to higher inflation in the coming 
year. The fal l in sterling has been quite 
marked with a 14% reduc t ion in the 
effective r a t e and a reduction of 25% 
against the D-Mark over the past year. 
The average of independent forecasts 
suggests that inf lat ion should remain a t 
about 3% in the final three months of 1986 
but i t i s then expected to rise to 4.5% in 
the same period in 1987. This compares 
with a more optimistic Treasury forecast 
of 3.75% for the same period published 
r e c e n t l y in the Chancel lor ' s Autumn 
Sta tement . The under lying r a t e of 
inf la t ion in the UK, based on producer 
pr ices , continues to be 5% above the OECD 
average which, along with fears about the 
underlying strength of the British economy 
and confusion about the Government's 
monetary policy stance, serves to put 
downward pressure on sterling and lead to 
further de ter iora t ion , a t l eas t in the 
short run, in the current account. 

The average independent forecasts suggests 
that there will be a small surplus on the 
c u r r e n t account for 1986 of £0.8bn, 
although, as noted in the earlier section, 
if recent trends continue there could well 
be a small de f i c i t . For 1987 a l l the 
forecasts suggest that the current account 
will deteriorate further with, on average, 
a de f i c i t of £2.4bn expected over the 
year. Again the Autumn Statement i s more 
o p t i m i s t i c f o r e c a s t i n g only a £1.5bn 
d e f i c i t for 1987. These f o r e c a s t s 
r e f l ec t a clear expectation tha t the 
effects of the decline in the oil price on 
Britain's trade performance will more than 
outweigh the e f f e c t s of improved UK 
competitiveness which has resul ted from 
the depreciation of s t e r l ing . The price 
of o i l i s expected to s t a b i l i s e around a 
new but uncertain equilibrium level in the 
range of $14 to $17 following the recent 
temporary OPEC agreement on production 
quotas. This, along with the 1% point 
r i s e in UK base ra tes in October, should 
help reduce some of the immediate downward 
pressure on sterling helping inflation and 
the balance on the oil account. However, 
i t i s the deter iora t ion in the non-oil 
balance that is giving the most immediate 
cause for concern. I t i s d i f f i cu l t to 
conclude tha t the recent upsurge in the 
volume of non-oil imports i s a temporary 
phenomenon. If the buoyant growth of 

consumer spending continues along with low 
growth in the output of the consumer goods 
indust r ies then non-oil import volumes 
w i l l continue to r i s e . And , despite 
improvements in the UK's compet i t ive 
position, i t i s difficult to envisage the 
expected growth in world economic activity 
next year, following the income effects of 
l ower o i l p r i c e s , l e a d i n g to an 
improvement in the current account. I t i s 
unlikely that any growth in the demand for 
UK exports w i l l be suff ic ient to balance 
the revenue l o s t to the UK through lower 
o i l prices and the r i s ing non-oil import 
trend. 

The uncertainty about future economic 
developments i s also mirrored in the 
British Government's current policy stance 
towards the macro-economy. However, the 
apparent uncertainty in Government policy 
over the pa s t year a l so r e f l e c t s an 
increasing awareness tha t t r ad i t iona l 
indicators of monetary conditions now 
appear to be less reliable than before. 

Since 1980 the medium-term financial 
strategy (MTFS) has been the basis for 
economic policy. The Government, relying 
on the belief , and some evidence, that a 
s table re la t ionship existed between the 
rate of growth of broad money and the rate 
of growth of pr ices , embarked upon a 
strategy of reducing the rate of growth of 
money GDP and hence inf la t ion . The 
Government therefore tried to control the 
growth of s t e r l i n g M3 (£M3) wi th in 
specified and declining ta rge t ranges to 
effect the desired reduction in inflation 
and money GDP. In the 1960s and 1970s, 
the growth of £M3 was, on average, 1 to 2 
per cent slower than money GDP. The 
accumulated evidence since 1980, with £M3 
growth between 2 to 6 per cent faster than 
money GDP, suggests that the relationship 
may have changed and, may even have broken 
down. 

So, the faster growth of £M3, implying on 
the convent ional view 1ax monetary 
conditions, has led to overshooting of the 
ta rge t range. The August Commentary 
noted tha t in July the annual r a t e of 
growth of £M3 had risen to 19.5%, well 
above the target range of 11-15% announced 
in the Budget in March th i s year. The 
exp lana t ion for the change in the 
re la t ionship between money GDP and £M3 
l ies in the removal of exchange controls, 
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the ending of d i rec t controls on credi t 
growth and the international debt cr is is , 
a l l of which have led to a growth in 
competition among and between banks and 
building societies. The result has been a 
growth in the attraction of liquid assets 
r e l a t i ve to other financial asse ts and 
hence a f a l l in .what economists term the 
velocity of c i rcula t ion: the average 
number of times a unit of money changes 
hands in a specified time period. The 
difficulty facing the authorities i s that 
a t present i t i s not clear whether these 
structural changes in the financial sector 
have produced a o n c e - a n d - f o r - a l l 
adjustment in the relationship between £M3 
and money GDP, or whether no such stable 
relationship now exists. 

Government r e c o g n i t i o n of t h e s e 
developments has been evident in speeches 
by the C h a n c e l l o r t o t h e Lombard 
Association in April and in his Mansion 
House speech in October. Perhaps more 
significantly, the Governor of the Bank of 
England in his speech at Loughborough in 
l a t e October hinted tha t the Government 
may be set to abandon formal targetting of 
£M3. 

For a l l practical purposes the Government 
appears to be using the growth of MO, the 
narrow measure of money, and the exchange 
r a t e as the two prime i n d i c a t o r s of 
monetary conditions. Indeed i t was the 
movement of MO up within i t s target range 
and the q u i c k e n i n g pace in t he 
depreciation of s te r l ing which led the 
Chancellor to ra ise base ra tes by 1? 
point. 

The d i f f icul ty facing the Government i s 
that for many observers MO i s a lagging 
indicator providing l i t t l e indication of 
future movements in inflation and economic 
activity. The exchange rate is therefore 
seen as the prime indicator of monetary 
conditions. I t s recent downward movement, 
along with new evidence on the role of the 
mortgage boom and the growth in house 
prices, have led to the exchange rate also 
being seen as a major expected cause of 
future wage inf la t ion . The Government's 
failure to signal a clear determination to 
s t ab i l i s e the exchange r a t e , whether by 
adoption of a specified ta rge t , or by 
joining, or by an announced shadowing of, 
the EMS, increases the probabili ty of 
downward pressure on sterling. Short-term 

interest rates have therefore to be higher 
than they might otherwise be, both to 
maintain a high interest rate differential 
between the UK and other i n d u s t r i a l 
countries inducing holders of sterling not 
to switch to other currencies, and to curb 
the spending of the large holdings of 
domestic l iqu id i ty which could occur i f 
inflationary expectations increase. This 
apparent lack of a policy for sterling may 
therefore be retarding the growth of the 
real economy. 

One must, however, have some sympathy for 
the Government's position because there is 
no correct way of determining what the 
appropriate level of the exchange rate 
should b e , e i t h e r a b s o l u t e l y , or 
relatively following the recent reductions 
in o i l pr ices . To t i e s te r l ing to some 
external standard such as the EMS would 
ra i se serious po l i t i c a l d i f f i cu l t i e s in 
the event of an exogenous shock such as a 
further f a l l in o i l prices. Moreover, 
there i s no guarantee that such a linkage 
would moderate wage inf la t ion and, if i t 
failed to do so, the loss of this flexible 
instrument of adjustment could produce 
deflationary pressures which would further 
exacerbate the already high levels of 
unemployment. An outcome that should be 
borne in mind in the light of the expected 
deterioration in the current account. 

The Government must therefore be expected 
to continue with i t s current policy stance 
in the near future, in the hope that oi l 
prices have stabilised, that the growth of 
world demand will raise substantially non-
oil exports of trade goods and invisibles, 
tha t wage inf la t ion wi l l moderate, and 
that the forces leading to increased 
consumer spending do not produce a further 
t r e n d i n c r e a s e in i m p o r t s . The 
implication of the Autumn Statement that 
the Government, in al lowing publ ic 
spending to increase by 1.25? in real 
terms per year, has now abandoned i t s 
attempt to hold public spending in real 
terms, is not expected to change the PSBR 
target . Instead i t i s expected that 
maintenance of the target wi l l s t i l l 
allow the Chancellor to reduce taxes in 
the Budget next year because of the 
buoyancy of n o n - o i l tax revenues. 
Whether the Government can hold spending 
to the projected growth figure and hence 
whether the expected tax cu t s w i l l 
mater ia l ise i s of course another matter. 
We should know by the middle of next year 
whether these hopes have been realised. 
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