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The World Economy 

The r e c o v e r y in t h e wor ld economy 
g a t h e r e d pace in r e c e n t q u a r t e r s 
w i t h i n c r e a s e s i n a g g r e g a t e 
o u t p u t a n d e m p l o y m e n t and a 
d e c l i n e i n t h e o v e r a l l l e v e l of 
u n e m p l o y m e n t . N o n e t h e l e s s , t h e 
r e c o v e r y r e m a i n s p a t c h y w i t h t h e 
s t r o n g p e r f o r m a n c e of t h e US 
economy n o t y e t f u l l y e m u l a t e d 
e l s e w h e r e . The re i s l i t t l e s i g n 
of any i m m e d i a t e r e v i v a l of 
i n f l a t i o n a r y p r e s s u r e s or 
r e g r e t t a b l y of any p r o n o u n c e d 
downward t r e n d i n i n t e r e s t r a t e s . 
The US b u d g e t d e f i c i t and t h e 
d e b t p r o b l e m s of some d e v e l o p i n g 
c o u n t r i e s c o n t i n u e t o loom l a r g e 
i n i n t e r n a t i o n a l f i n a n c i a l 
m a r k e t s , t h e f o r m e r r e m a i n i n g 
a p p a r e n t l y i n t r a c t a b l e , t h e 
l a t t e r s i m m e r i n g c o n t i n u o u s l y in 
t h e b a c k g r o u n d . W h i l e a 

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

OUTPUT 

W i t h t h e e x c e p t i o n of I t a l y , 
i n d u s t r i a l p r o d u c t i o n was on an 
u p w a r d t r e n d i n a l l t h e m a j o r 
OECD e c o n o m i e s by t h e end of t h e 
s u m m e r . The e x t e n t of t h e u p t u r n 
v a r i e s b e t w e e n c o u n t r i e s , b e i n g 
s t r o n g e s t i n N o r t h A m e r i c a and 
Germany, b u t somewhat h e s i t a n t in 
t h e UK a n d F r a n c e . L e a d i n g 
i n d i c a t o r s f o r i n d u s t r i a l 
p r o d u c t i o n s u g g e s t t h a t t h e 
u p t u r n w i l l be m a i n t a i n e d i n t o 
1984 i n t h e OECD a r e a . C a p a c i t y 
u t i l i s a t i o n i s r i s i n g in most of 
t h e m a j o r e c o n o m i e s , F r a n c e and 
I t a l y e x c e p t e d , bu t s t i l l r e m a i n s 
below 1981 l e v e l s . Growth t o d a t e 
h a s b e e n m o s t r a p i d i n t h e US and 
t h e UK, b u t t h e r e i s i n c r e a s i n g 
e v i d e n c e t h a t t h e u p t u r n i s 
s p r e a d i n g t o o t h e r c o u n t r i e s . 
Recovery i s mos t e v i d e n t in t h o s e 

c o u n t r i e s which f o l l o w e d r e s t r i c t i v e p o l i c i e s d u r i n g 1981/82 bu t n o t a t a l l 
a p p a r e n t i n t h o s e such as F r a n c e and I t a l y where t h e r e d u c t i o n of i n f l a t i o n 
and b u d g e t a r y d e f i c i t s was a c c o r d e d a l o w e r p r i o r i t y d u r i n g t h e d o w n t u r n . 

INDUSTRIAL PRODUCTION (1975 = 100) 
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LABOUR MARKETS 

Total employment in the OECD area 
has been i n c r e a s i n g s i n c e t he 
s econd q u a r t e r of t h i s y e a r . 
Disaggregat ion by country r evea l s 
a l e s s e n c o u r a g i n g p a t t e r n 
however w i t h employment r i s i n g 
only in Canada, the United S t a t e s 
and J a p a n b u t f a l l i n g in t h e 
o t h e r major OECD members. The 
d o w n w a r d t r e n d i n t o t a l 
employment i s most pronounced in 
OECD Europe. Unemployment t o t a l s 
r e v e a l a complementa ry p a t t e r n 
w i t h t o t a l unemployment in t he 
OECD a r e a peak ing in t h e second 
q u a r t e r . However, the subsequent 

d e c l i n e i s due e n t i r e l y t o f a l l i n g unemployment in t he North American 
c o n t i n e n t . O u t s i d e of North America t h e r e a r e no s i g n s even of a l e v e l l i n g 
off in the numbers out of work. Indeed, amongst some of the major European 
OECD m e m b e r s , such a s G e r m a n y , u n e m p l o y m e n t i s e x p e c t e d t o r i s e 
s i g n i f i c a n t l y in 1984 even though GDP growth in excess of 3% i s conf iden t ly 
e x p e c t e d . C o n s i d e r a b l y more r a p i d growth i s r e q u i r e d t o abso rb t h e 
demographic bulge in the labour force as the baby boom of the l a t e s i x t i e s 
reach employable age. 

INFLATION 

There are few signs of a revival 
of inflationary pressures. 
Consumer price inflation bottomed 
out during the second quarter in 
most economies and has shown only 
a slight acceleration in recent 
months. This is not a 
particularly reliable index of 
inflation as the experience of 
particular countries is affected 
by domestic changes in indirect 
taxes and by exchange rate 
movements. Broader measures of 
inflation which do not share 
these defects, such as the GDP 
deflator ,show no signs of 
resuming an upward trend. The 
rate of increase of average 
earnings in manufacturing seems 
broadly stable in the major 

economies, though at widely differing rates, ranging from just over 3% in 
the US and Japan, through 7% in the UK, to almost 1156 in France. Wholesale 
price inflation remains largely unchanged in the OECD area, with a slight 
acceleration in OECD Europe being counterbalanced by deceleration in North 
America. 

25' 

20-

15" 

io-

o • 

PRODUCER PRICES MANUFACTURING (1975 = 100) 
% CHANGE FROM PREVIOUS YEAR 

/*.-•-

•--yS '*-A—v^*~^^ 0ECD 

' :' \ ^ v ^ Europe 
OECD 

••'" Japan 

1979 1980 1981 1982 1983 

2 



PROGNOSIS 

% 
141 
12 

10 

8 
6 

4" 

2-

0 

D3MG TERM INTEREST RATES 

,»•* 

1978 1979 1980 1981 

US 

"^-UK 

'"* •••'Germany 

1982 1984 

t r e n d of both s h o r t and long te rm i n t e r e 
l a s t q u a r t e r . More s i g n i f i c a n t l y , t h e r e 
f a l l i n r e a l i n t e r e s t r a t e s which r ema in 
high r e a l cost of money d e t e r s both f ixed 
components of demand whose s t r e n g t h i s v i 
worldwide. 

The r e c o v e r y in t h e US economy, 
now e n t e r i n g i t s second y e a r , i s 
p e r c e p t i b l y s p r e a d i n g t o o t h e r 
c o u n t r i e s . The overvalued d o l l a r 
and p e r s i s t e n t US budget d e f i c i t s 
have generated s t rong demand for 
i m p o r t s t o t h e US, a demand which 
i t s t r a d i n g p a r t n e r s , amongst 
them t h e UK, have met . As t h e US 
b a l a n c e of t r a d e h a s s l i p p e d 
fu r the r i n t o d e f i c i t , t he r e have 
a s y e t b e e n no s i g n s of a 
c o l l a p s e of t h e d o l l a r and 
A m e r i c a n i n t e r e s t r a t e s have 
remained h i g h . Nominal i n t e r e s t 
r a t e s w o r l d w i d e have remained 
h i g h a s a r e s u l t and do n o t 
fu l ly r e f l e c t the dece l e r a t i on in 
i n f l a t i o n over t h e year to t h e 
second q u a r t e r . The wor ldwide 

s t r a t e s has been upward over the 
have been no s i g n s of a s u s t a i n e d 

a t h i s t o r i c a l l y h igh l e v e l s . The 
investment and s tockbu i ld ing , two 

t a l to the propogation of recovery 

The cont inuing US budget d e f i c i t remains a source of concern. Roughly half 
of the 1983 d e f i c i t i s es t imated to be s t r u c t u r a l , meaning t h a t i t i s not a 
r e f l e c t i o n of c y c l i c a l f a c t o r s such as depressed tax revenues and increased 
t r a n s f e r payments during the r ece s s ion . The most r ecen t p r o j e c t i o n s by the 
US Council of Economic Advisers imply a cont inuing growth of the s t r u c t u r a l 
component over t he coming f i v e y e a r s on p r e s e n t p o l i c i e s . As a r e s u l t t he 
o v e r a l l d e f i c i t i s expected to grow even though i t s c y c l i c a l component w i l l 
c o n t r a c t rap id ly given the pace of the American recovery. 

Why be concerned about t h i s ? D e f i c i t s must be f inanced. General ly speaking, 
the l a r g e r the d e f i c i t the higher the i n t e r e s t r a t e s requi red t o f inance i t . 
High US i n t e r e s t r a t e s reduce American investment and keep i n t e r n a t i o n a l 
i n t e r e s t r a t e s higher than they would o the rwise be. A convincing committment 
to r educe t h e s c a l e of t h e US d e f i c i t would t h e r e f o r e e x e r t downward 
pressure on i n t e r e s t r a t e s worldwide. Such a commitment i s un l ike ly over the 
coming year as t h e r e q u i r e d spend ing c u t s would not be p e r c e i v e d by 
Pres iden t Reagan as improving h i s r e - e l e c t i o n p rospec t s . Worldwide nominal 
i n t e r e s t r a t e s are t h e r e f o r e l i k e l y to remain high during 1984. 

This does not mean t h a t t h e w o r l d w i d e r e c o v e r y w i l l be any s l o w e r as a 
r e s u l t over t h a t t i m e p e r i o d because t h e d e f i c i t in i t s e l f a c t s as a 
s t imulus to demand. I t does mean t h a t the cha rac t e r of the recovery w i l l be 
d i f f e r e n t with the emphasis l e s s on inves tment and s tockbu i ld ing and more on 
consumers ' e x p e n d i t u r e . This in t u r n i n c r e a s e s i n f l a t i o n a r y p r e s s u r e s as 
capac i ty c o n s t r a i n t s manifest themselves a t an e a r l i e r s tage in the cycle 
when investment in new capaci ty i s r e t a r d e d . I t a l so i n c r e a s e s p r o t e c t i o n i s t 
p r e s s u r e s in t h e US as d o m e s t i c f i r m s remain u n c o m p e t i t i v e g iven t h e 
o v e r v a l u a t i o n of t he d o l l a r and i t i n c r e a s e s t h e s i z e of t h e r e q u i r e d 
readjustment to US f i s c a l pol icy when t h a t even tua l ly takes p lace . The post 
e l e c t i o n yea r i s t h e r e f o r e l i k e l y t o see a s i g n i f i c a n t t i g h t e n i n g of US 
budgetary po l i cy , a rea l ignment of exchange r a t e s v i s a v i s the d o l l a r and a 
downward t r e n d in wor ldwide i n t e r e s t r a t e s . The knock-on e f f e c t s on the 
world economy may i n c l u d e some h e s i t a t i o n in t h e pace of r ecove ry in t h e 
shor t run, but the foundation for a more s u s t a i n a b l e long run expansion. 
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The British Economy 
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MACRO-ECONOMIC TRENDS 

T h e r e i s no d o u b t b u t t h a t t h e 
B r i t i s h economy i s g r o w i n g . The 
a c t u a l p a c e of g r o w t h r e m a i n s 
r a t h e r u n c e r t a i n h o w e v e r . 
R e c e n t l y p u b l i s h e d n a t i o n a l 
a c c o u n t s e s t i m a t e s r e b a s e d t o 
1980 p r i c e s d a t e t h e t r o u g h of 
t h e r e c e s s i o n t o t h e s e c o n d 
q u a r t e r o f 1 9 8 1 . A l l t h r e e 

GDP a g r e e on t h i s . 
d i s a g r e e i s i n 

w h a t h a s h a p p e n e d 
T h e i n c o m e a n d 

e s t i m a t e s s u g g e s t 
e c o n o m y e x p a n d e d by 
i n t h e t w o y e a r s t o 

m e a s u r e s of 
W h e r e t h e y 
d o c u m e n t i n g 
s i n c e t h e n . 
e x p e n d i t u r e 
t h a t t h e 
a b o u t 5% 
J u n e , w h i l e t h e o u t p u t m e a s u r e , 
h i t h e r t o c o n s i d e r e d t h e m o s t 
r e l i a b l e , i m p l i e s g rowth a t on ly 
a l i t t l e ove r 3%. The i n d i v i d u a l 
m e a s u r e s d i f f e r n o t o n l y on t h e 
s c a l e of t h e r e c o v e r y b u t a l s o on 
t h e i n t e r p r e t a t i o n of m a c r o e c o -
n o m i c t r e n d s s i n c e t h e t u r n of 
t h e y e a r . The o u t p u t m e a s u r e 
i m p l i e s s t a g n a t i o n b e t w e e n t h e 
f i r s t a n d s e c o n d q u a r t e r s 
f o l l o w e d by r e l a t i v e l y r a p i d 
g r o w t h i n t h e t h i r d , w h i l e t h e 
e x p e n d i t u r e m e a s u r e r e c o r d e d a 
f a l l i n GDP i n t h e s e c o n d 
q u a r t e r . T h i r d q u a r t e r 
e x p e n d i t u r e e s t i m a t e s a r e no t y e t 
a v a i l a b l e . 

W h a t e v e r t h e e x a c t m a g n i t u d e of 
t h e r e c o v e r y t h e t u r n a r o u n d i n 
t h e economy o v e r t h e t w o y e a r s t o 
June was based o v e r w h e l m i n g l y on 
consumer demand and a s lowdown in 
s t o c k l i q u i d a t i o n . T h e s e t w o 
componen t s more t h a n a c c o u n t f o r 
GDP g r o w t h o v e r t h a t p e r i o d . 
However b e c a u s e i t was p r e c i s e l y 
t h e s e two c o m p o n e n t s of demand 
w h i c h g rew moso r a p i d l y , t h e 
a s s o c i a t e d l e a k a g e i n t o i m p o r t s 
h a s b e e n v e r y l a r g e , e q u a l l i n g 
a l m o s t h a l f t h e s t i m u l u s t o 
d e m a n d f r o m c o n s u m p t i o n a n d 
s t o c k b u i l d i n g . Over t h e r e c o v e r y 
p e r i o d , p u b l i c e x p e n d i t u r e , 
e s p e c i a l l y t h a t o f l o c a l 
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a u t h o r i t i e s , fixed investment and expor t s have a l so con t r ibu ted to growth. 
The i r combined c o n t r i b u t i o n however has been l e s s than t h a t of e i t h e r 
s tockbui ld ing or consumption. 

While a l l components of demand con t r i bu t ed to the recovery when the period 
from t h e t rough of t h e c y c l e t o June t h i s year i s t aken as a whole , the 
p a t t e r n d u r i n g t h e f i r s t s ix months of 1983 has been somewhat d i f f e r e n t . 
During t h a t t ime the s t imulus to growth came p r imar i l y from s tockbui ld ing 
and consumers e x p e n d i t u r e , w i th a s m a l l c o n t r i b u t i o n from government 
expendi tu re . Whereas the former two components con t r ibu ted equal ly to growth 
over the two year period s ince mid 1981, the c o n t r i b u t i o n of s tockDuilding 
was more than t w i c e as i m p o r t a n t as t h a t of consumers ' e x p e n d i t u r e du r ing 
t h e f i r s t h a l f of t h i s y e a r . By c o n t r a s t wi th t h e two yea r p e r i o d as a 
whole , the c o n t r i b u t i o n of f i x e d i n v e s t m e n t and e x p o r t s t o GDP growth was 
n e g a t i v e in t h e f i r s t two q u a r t e r s . P r e l i m i n a r y t h i r d q u a r t e r f i g u r e s 
s u g g e s t a n e g a t i v e c o n t r i b u t i o n from s t o c k b u i l d i n g coupled wi th buoyant 
consumers expendi ture and a fu r t he r f a l l in investment . 
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The c o n t i n u a t i o n of t h e p r e s e n t 
pace of g r o w t h t h e r e f o r e r e q u i r e s 
t h a t e x p o r t s , f i x e d i n v e s t m e n t 
and c o n s u m p t i o n expand in coming 
q u a r t e r s . An e x p a n s i o n of e x p o r t s 
and i n v e s t m e n t i s p a r t i c u l a r l y 
i m p o r t a n t g i v e n t h e h i g h i m p o r t 
c o n t e n t of c o n s u m p t i o n . R e v i s e d 
n a t i o n a l a c c o u n t s d a t a show tha i . 
r e a l p e r s o n a l income t r o u g h e d in 
t h e f o u r t h q u a r t e r of l a s t y e a r 
a n d g r e w i n e a c h o f t h e 
s u c c e s s i v e q u a r t e r s . T h i s , 
c o m b i n e d w i t h a s t e e p f a l l i n t h e 
p e r s o n a l s a v i n g s r a t i o from 11.7? 
i n mid 1982 t o 8? a y e a r and a 
m a r k e d i n c r e a s e i n h o u s e h o l d 
i n d e b t e d n e s s , i s what h a s u n d e r 
p inned t h e recovery in c o n s u m e r s 
e x p e n d i t u r e . In t h e t h i r d q u a r t e r 
t h e v o l u m e o f c o n s u m e r s ' 
e x p e n d i t u r e was up 3.3% on t h e 
c o m p a r a b l e q u a r t e r of t h e 
p r e v i o u s y e a r . 

i t i s now c l e a r t h a t f i x e d i n v e s t m e n t a l s o b o t t o m e d o u t i n t h e m i d d l e of 
1 9 8 1 , t h e r e a f t e r r o s e f a i r l y s t r o n g l y t i l l t h e f i r s t q u a r t e r of t h i s y e a r 
b e f o r e f a l l i n g d u r i n g t h e s e c o n d . P r i v a t e s e c t o r i n v e s t m e n t r e c o v e r e d 
somewhat e a r l i e r t h a n t h a t of t h e p u b l i c s e c t o r , which c o n t i n u e d t o d e c l i n e 
t i l l t h e m i d d l e of 1982. Though t h e vo lume of p r i v a t e s e c t o r i n v e s t m e n t i s 
c u r r e n t l y some 10? h i g h e r t h a n a t t h e t r o u g h , p r a c t i c a l l y a l l of t h i s g rowth 
came d u r i n g 1982 and p r i v a t e i n v e s t m e n t h a s b e e n d e c e l e r a t i n g d u r i n g t h e 
f i r s t h a l f of t h i s y e a r . The m o s t b u o y a n t c o m p o n e n t i n p r i v a t e i n v e s t m e n t 
h a s been d w e l l i n g s . Housing s t a r t s a r e r u n n i n g some 10$ h i g h e r t h a n a y e a r 
ago w h i l e i n v e s t m e n t i n p l a n t and m a c h i n e r y has been a l m o s t s t a g n a n t . There 
a r e some s i g n s t h a t t h i s l a t t e r t y p e of i n v e s t m e n t may s o o n r e c o v e r . 
I n v e s t m e n t i n t e n t i o n s r e c o r d e d by t h e CBI s u r v e y h a v e b e e n p o s i t i v e on 
b a l a n c e s i n c e May of t h i s y e a r w h i l e t h e most r e c e n t i n v e s t m e n t i n t e n t i o n s 
s u r v e y by t h e D e p t . of I n d u s t r y s u g g e s t s a s l o w r e c o v e r y in m a n u f a c t u r i n g 
i n v e s t m e n t d u r i n g t h e l a t t e r h a l f of n e x t y e a r . 
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E x p o r t p e r f o r m a n c e t h i s y e a r h a s been d i s a p p o i n t i n g w i t h t h e vo lume a l m o s t 
s t a g n a n t i n t h e s e c o n d and t h i r d q u a r t e r s . Fo r t h e y e a r a s a w h o l e e x p o r t s 
a r e l i k e l y t o be m a r g i n a l l y down on 1982 e v e n t h o u g h p e r f o r m a n c e i n N o r t h 
A m e r i c a n and EEC m a r k e t s h a s b e e n e n c o u r a g i n g . By c o n t r a s t , t h e l a r g e 
i n c r e a s e i n i m p o r t vo lume r e c o r d e d d u r i n g t h e f i r s t q u a r t e r of t h i s y e a r was 
s u s t a i n e d i n t o t h e s e c o n d , w h i l e t h e t h i r d q u a r t e r r e c o r d e d a f u r t h e r 
i n c r e a s e . Even i f t h e r e i s no a d d i t i o n a l v o l u m e i n c r e a s e d u r i n g t h e f i n a l 
q u a r t e r , i m p o r t s t h i s y e a r w i l l h a v e i n c r e a s e d by o v e r 6% on t h e i r 1982 
l e v e l . W h i l e a s u b s t a n t i a l p a r t of t h e a d d i t i o n a l i m p o r t s c o m p r i s e raw 
m a t e r i a l s and i n p u t s f o r B r i t i s h i n d u s t r y , i m p o r t s of f i n i s h e d m a n u f a c t u r e s 
h a v e i n c r e a s e d m a r k e d l y . The c u r r e n t a c c o u n t of t h e b a l a n c e of p a y m e n t s , 
a f t e r m o v i n g i n t o d e f i c i t d u r i n g t h e s e c o n d q u a r t e r , i s e s t i m a t e d t o h a v e a f t e r m o v i n g i n t o a e t i c i t d u r i n g t n e s e c o n a q u a r t e r , i s e s u i m a t e u u u n a v 
r e t u r n e d t o a s m a l l s u r p l u s d u r i n g t h e t h i r d . N o n e t h e l e s s , t h e v i s i b l 
b a l a n c e r e m a i n e d i n d e f i c i t and t h e y e a r a s a w h o l e i s c e r t a i n t o show t h 
f i r s t r e c o r d e d d e f i c i t on v i s i b l e t r a d e i n B r i t i s h h i s t o r y 
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Manufacturing output continues to 
edge slowly upwards with the most 
recent CBI survey suggesting that 
th i s trend wi l l be maintained 
over the coming four months. CS0 
data suggest that growth has been 
strongest in intermediate good 
indust r ies and slowest in those 
supplying i n v e s t m e n t goods. 
P roduc t iv i ty growth continues 
strongly, with productivity per 
man-hour in manufacturing up some 
7% in August compared to a year 
earlier. This, combined with the 
deceleration in the rate of wage 
i n f l a t i o n over the l a s t two 
yea r s , helped to depress the 
annual rate of increase of wages 
and sa la r i e s per unit of output 
in manufacturing to 2.4% during 
the second quarter. Sterling fell 
by about 2% in trade weighted 
terms during the autumn, which, 
a l l i e d with the low ra te of 
inc rease of un i t wage c o s t s , 
should maintain the trend towards 
greater export profitability and 
reduced c o m p e t i t i v e n e s s of 
imports apparent since the final 
quar te r of l a s t year. The 
annual rate of increase of prices 
of manufactured goods for the 
home market remained at 5.3% in 
September, while r e t a i l price 
inflation decelerated marginally 
to 5%. In the absence of any 
sus ta ined f a l l in s t e r l i n g ' s 
effective exchange rate i t is 
hard to see inf la t ion r is ing to 
an annual rate of more than 6% in 
the coming half year. Indeed, if 
mortgage ra tes f a l l by 1% in the 
New Year, the annual inf la t ion 
rate would be about 0.3% lower. 
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THE LABOUR MARKET 

EMPLOYMENT AND UNEMPLOYMENT 

Depar tment of Employment e s t im
a t e s of t h e " emp loyed l a b o u r 
force in Great B r i t a i n " i n d i c a t e 
some improvement in labour market 
cond i t i ons . The most encouraging 
i n d i c a t o r i s a g a i n t h e ' s u p p l e 
mentary s e r i e s ' which, on revised 
e s t i m a t e s shows an i n c r e a s e of 
18,000 during the second qua r t e r 
of 1983. However, t h i s s e r i e s 
i s b a s e d on t h e q u e s t i o n a b l e 
a s s u m p t i o n t h a t c o n v e n t i o n a l 
measures of employment continue 
t o u n d e r e s t i m a t e numbers in the 
self-employed and s e r v i c e s sector 
t o t h e same e x t e n t a s d u r i n g 
1979-81 . In c o n c r e t e t e r m s , t he 
D e p a r t m e n t of Employment a r e 
assuming t h a t the number of se l f 

employed i s growing by 25,000 each q u a r t e r in c a l c u l a t i n g the supplementary 
s e r i e s . If t h a t a s s u m p t i o n i s a c c e p t e d , then compared to an average 
q u a r t e r l y f a l l of 91,000 d u r i n g 1982, t h e second q u a r t e r ' s i n c r e a s e of 
18,000 f o l l o w i n g a f i r s t q u a r t e r f a l l of 42,000 r e p r e s e n t s a s i g n i f i c a n t 
improvement during 1983. The "bas ic" s e r i e s continued to record a dec l ine 
in t o t a l employment during the second q u a r t e r , though a t a much slower r a t e 
than t h a t of t h e p a s t y e a r . F i g u r e s fo r t he ' e m p l o y e e s in employment ' 
ca tegory , again from the supplementary s e r i e s , a l so record an improvement. 
The ne t l o s s of 8,000 j o b s d u r i n g t h e second q u a r t e r compares w i t h an 
average q u a r t e r l y reduct ion of 113,500 during 1982, and an es t imated f a l l of 
42,000 during the f i r s t qua r t e r of 1983. 

Wi th in t h e m a n u f a c t u r i n g s e c t o r t he p e r i o d from June 1982 to June 1983 
( p r o v i s i o n a l f i g u r e s ) r e v e a l s an a v e r a g e f a l l of a p p r o x i m a t e l y 5% in the 
numbers of employees in employment . Metal m a n u f a c t u r e (down 11.55) , 
Mechanical Engineering (down 8.3?) and Shipbui ld ing and Marine Engineering 
(down 8 .3$) , appear t o have been t h e major a r e a s of l abou r shedd ing . Job 
l o s s e s in these s e c t o r s accounted for more than one t h i r d of the t o t a l f a l l 
in manufacturing employment even though these th ree s e c t o r s combined account 
for l e s s than one f i f t h of the manufacturing workforce. But again , wi th in 
t h e s e c a t e g o r i e s , and t h e t o t a l , t h e r a t e of d e c l i n e has d e c e l e r a t e d 
a p p r e c i a b l y du r ing 1983 wi th e s t i m a t e d j o b losses d u r i n g August of only 
3,000. 

The October CBI survey augurs a f u r t h e r slow d e c e l e r a t i o n in t h e pace of 
j ob l o s s e s w i t h a b a l a n c e of 24% of r e s p o n d e n t s e x p e c t i n g t o reduce 
employment over the next four months. This compares with a f igure of 25? in 
t he Ju ly su rvey and a b a l a n c e of 27% r e p o r t i n g an a c t u a l r e d u c t i o n in 
employment over past four months to October . 

The problem of a h igh l e v e l of unemployment p e r s i s t s , w i t h a s e a s o n a l l y 
adjusted f i gu re for Great B r i t a i n in October of 2,826,700, excluding school 
l e a v e r s . T h i s r e p r e s e n t s a f a l l of 7 ,900 s i n c e S e p t e m b e r and an 
unemployment r a t e of 12.1% for a l l employees. The na t i ona l f igures mask a 
wide reg iona l d i s p e r s i o n . Regional unemployment r a t e s range from the South 

ESTIMATES OF EMPLOYED LABOUR FORCE 
25000 -1 IN GB (000s) 

24400 

23800 

23200 

22600-

22000" 

Supp. 
Series 

1 F T 
1979 

- T „ T -

7 



East a t 9.10% t o t he North a t 16.2%. The r e g i o n s of S c o t l a n d , Wales , 
North, Northwest , Yorkshire and Humberside, which t r a d i t i o n a l l y exper ience 
l e v e l s of unemployment above the na t iona l average, cont inue to do so. They 
a r e j o i n e d by t h e West M i d l a n d s , n o r m a l l y a p r o s p e r o u s r e g i o n , r e f l e c t i n g 
t he d i s p r o p o t i o n a t e impac t of t h e r e c e s s i o n on m a n u f a c t u r i n g employment . 
Va r i a t i ons by sex are equal ly marked with na t iona l male and female r a t e s of 
14.6% and 8.5% r e s p e c t i v e l y . However, t h e s e f i g u r e s a r e d i s t o r t e d by 
obvious d i f f e r e n c e s in r e g i s t r a t i o n p r o p e n s i t i e s between the sexes . 

S e a s o n a l l y u n a d j u s t e d e s t i m a t e s r e v e a l t h a t a p p r o x i m a t e l y 163,000 schoo l 
l e a v e r s r e g i s t e r e d as unemployed d u r i n g Oc tobe r . Th i s l e v e l should f a l l 
apprec iably in the coming months, mainly as a r e f l e c t i o n of the i nc r ea s ing 
inf luence of the Youth Tra in ing Scheme. Approximately 200,000 persons were 
i nvo lved in t h i s scheme a t t h e end of September 1983, r e p r e s e n t i n g a 
s i g n i f i c a n t p r o p o r t i o n of t h e e s t i m a t e d 613,000 peop l e covered by s p e c i a l 
employment and t r a i n i n g measures in Great B r i t a i n . I t i s e s t imated t h a t 
the o v e r a l l e f f e c t of t h o s e p r o v i s i o n s on t h e unemployment count i s t o 
reduce i t by 395,000 people . 

D i r e c t compar i son of t h e October f i g u r e s w i t h t h o s e fo r e a r l i e r p e r i o d s i s 
problemat ic given the changes in the a d m i n i s t r a t i v e methods used to compile 
t h e s e r i e s . B e a r i n g t h i s in mind t h e f i g u r e s a r e i n d i c a t i v e of a 
con t inua t ion of the r ecen t t rend toward a slower under ly ing r a t e of i n c r e a s e 
in unep loymen t . Unemployment flow s t a t i s t i c s con f i rm t h a t s u b s t a n t i a l 
numbers of p e r s o n s c o n t i n u e t o e n t e r and l e a v e t h e r e g i s t e r mon th ly . 
Between September and O c t o b e r , t h e i n f low and o u t f l o w s were 405,000 and 
433,000 r e s p e c t i v e l y . Again these f i g u r e s exclude school l e a v e r s of whom 
48,000 j o i n e d and 70,000 l e f t t h e r e g i s t e r . An a d e q u a t e number of 
o b s e r v a t i o n s does not y e t e x i s t t o s e a s o n a l l y a d j u s t t h e flow d a t a . 
However, t h e s e r i e s on a c l a i m a n t b a s i s i s now a y e a r long so t w e l v e monthly 
c o m p a r i s o n s a r e p o s s i b l e . Such c o m p a r i s o n s w i l l not be i n v a l i d a t e d by 
seasonal i n f luences . Inf lows c u r r e n t l y appear to be running somewhat below 
t h o s e of a yea r e a r l i e r , o u t f l o w s however appear b r o a d l y unchanged. The 
monthly in f low of v a c a n c i e s c o n t i n u e s t o r i s e s l o w l y but s t e a d i l y . Thus 
from both supply and demand p e r s p e c t i v e s labour market cond i t i ons appear to 
be d e t e r i o r a t i n g l e s s r a p i d l y . Unemployment s p e l l s of long d u r a t i o n do 
however cont inue to pose a s e r i ous problem (see Economic Perspec t ive) with 
over one in t h r e e of t h e unemployed hav ing been on t h e r e g i s t e r fo r over a 
y e a r . Th i s f i g u r e r i s e s t o abou t t h r e e in f i v e f o r s p e l l s in e x c e s s of 6 
months. Not s u r p r i s i n g l y , those aged 55 and over are d i s p r o p o r t i o n a t e l y 
represen ted wi th more than two out of t h r ee c u r r e n t l y unemployed for over 6 
months . Even t h e young a r e not immune, a l m o s t h a l f of t h o s e under 25 on t h e 
r e g i s t e r have been unemployed for a t l e a s t s ix months. 

PROGNOSIS 

The B r i t i s h economy i s c e r t a i n to cont inue growing throughout 1984. L i t t l e 
a c c e l e r a t i o n of the pace of growth seems l i k e l y and some s l i g h t d e c e l e r a t i o n 
seems t h e most p r o b a b l e outcome. Consumers ' e x p e n d i t u r e w i l l be l e s s 
buoyant than d u r i n g t h e c u r r e n t y e a r , w i t h t h e r e s u l t i n g s h o r t f a l l only 
p a r t i a l l y f i l l e d by r i s i n g e x p o r t s and f i x e d i n v e s t m e n t . L i t t l e 
a c c e l e r a t i o n of e i t h e r ea rn ings or p r i ce i n f l a t i o n seems probable and those 
in employment w i l l see f u r t h e r i nc r ea se s in t h e i r r e a l d i sposab le incomes. 
C o r p o r a t e p r o f i t s w i l l c o n t i n u e t o improve , f a c i l i t a t i n g i n v e s t m e n t and 
r e s t r a i n i n g money supply g rowth . World t r a d e i s l i k e l y t o expand, t a k i n g 
B r i t i s h expor t s with i t , while the somewhat slower pace of domestic growth 
w i l l r e s t r a i n impor t s . Unemployment i s l i k e l y to remain c lose to p resen t 
l e v e l s . 
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INDUSTRIAL RELATIONS 

WAGES AND HOURS 

The cur ren t wage round appears to have r a i s e d fewer d i f f i c u l t i e s than might 
have been e x p e c t e d . Th i s may be because a number of i n d u s t r i e s and l a r g e 
compan ie s , such as B r i t i s h Leyland and some p u b l i c u t i l i t i e s , s igned 
agreements in the l a s t wage round t h a t extended beyond the 12 month per iod. 
The wage agreements t h a t have been made appear to show a cont inuing f a l l in 
the l e v e l of s e t t l e m e n t s , now averaging between 5 and 1% . 

What has f e a t u r e d p r o m i n e n t l y in c u r r e n t wage b a r g a i n i n g , however , and 
p a r t i c u l a r l y in p r e s e n t n e g o t i a t i o n s in t he e n g i n e e r i n g i n d u s t r y , i s the 
a t t e m p t t o cu t working h o u r s . The C o n f e d e r a t i o n of S h i p b u i l d i n g and 
E n g i n e e r i n g Unions i s d e t e r m i n e d to c u t t he p r e s e n t 39-hour week, won in 
1979 and not r e n e g o t i a b l e b e f o r e 1983, t o 35 h o u r s , w i t h o u t l o s s of pay. 
This claim i s weakened, however, by the f a i l u r e of Vauxhall and Ford workers 
to g e t a cu t in h o u r s , Vauxha l l a c c e p t i n g a high pay s e t t l e m e n t , and Ford 
t a k i n g l o n g e r h o l i d a y s . However the c l a im in e n g i n e e r i n g w i l l ga in 
s t r e n g t h from the r e c e n t a c c e p t a n c e by Reed Cor ruga ted Cases , a member of 
t he Reed I n t e r n a t i o n a l Group, of a 35 -hour week fo r manual worke r s and a 
harmonisat ion of these hours with whi te c o l l a r s t a f f . In add i t ion the Metal 
Box Company conceded a 35-hour week for i t s 5,000 workers e a r l i e r t h i s year , 
although t h i s was only achieved a f t e r employees accepted a continuous s h i f t 
system, giving 24 hour product ion. A cut in hours has a l so been achieved by 
manual worke r s in ICI and in some o t h e r chemica l compan ies . Whether 
e n g i n e e r i n g worke r s w i l l a l s o a c c e p t a s h i f t sys tem as the p r i c e of a 
f u r t h e r cut in hour s w i l l soon become o b v i o u s . These t r e n d s , however , 
suggest t h a t t he r e may be something of a move towards s h o r t e r hours in some 
of t h e c a p i t a l i n t e n s i v e i n d u s t r i e s where l abou r c o s t s a r e pe rhaps l e s s 
c r i t i c a l than in o ther i n d u s t r i e s . 

The i n t e r e s t in c u t t i n g t h e l e n g t h of t h e working week has r e c e i v e d some 
impetus from events in Europe. Evidence e x i s t s of a t rend towards a sho r t e r 
working week in Europe in r e c e n t mon ths , p a r t i c u l a r l y in Belgium and the 
N e t h e r l a n d s . In both c o u n t r i e s , c o l l e c t i v e a g r e e m e n t s have a l lowed the 
working week to be cut below 40 hours , the e f f ec t s on c o s t s being o f f s e t by 
suspending the indexat ion of pay r i s e s and by reducing the soc ia l s ecu r i t y 
payments of companies t h a t take on labour as a r e s u l t of these agreements. 
France has a lso begun to cut the working week. In 1982, l e g i s l a t i o n allowed 
i t t o be cu t t o 39 hours w i t h o u t l o s s of pay, and f u r t h e r c u t s a r e now being 
pursued th rough c o l l e c t i v e b a r g a i n i n g . But d e s p i t e t h e s e t r e n d s the 
evidence in d i f f e r e n t European coun t r i e s t h a t shor tening the work week has 
c r e a t e d or saved j o b s i s very l i m i t e d . This may in p a r t r e f l e c t t he f a c t 
t h a t where t he l e n g t h of t he work week has been c u t , weekly wages in g e n e r a l 
have not been p r o p o r t i o n a t e l y r educed . I t seems l i k e l y t h e r e f o r e t h a t 
de sp i t e the long-running campaign of the TUC on t h i s i s sue in B r i t a i n , the 
gains t h a t the unions are l i k e l y to make may be sma l l , e s p e c i a l l y s ince few 
unions seem w i l l i n g to make wage agreements a t s i g n i f i c a n t l y l e s s than the 
r i s e in the cos t of l i v i n g . 

While few prob lems have been e x p e r i e n c e d so f a r in t h e n e g o t i a t i o n of pay 
and hours , t h i s may change if the c l i m a t e of recovery i s maintained. If i t 
i s the r a t e of increase in unemployment r a t h e r than the abso lu te l eve l t h a t 
l a r g e l y d e t e r m i n e s worker r e a c t i o n t o t h e s e i s s u e s , a change in t h e s e 
r e a c t i o n s could appear in the coming months. 
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STRIKES 

B r i t i s h Telecom D i s p u t e 

A m o s t s i g n i f i c a n t d i s p u t e h a s b e e n d e v e l o p i n g i n r e c e n t m o n t h s b e t w e e n 
B r i t i s h Telecom (BT) and t h e P o s t O f f i c e E n g i n e e r i n g Union (POEU). The POEU 
has o r g a n i s e d a s t e a d i l y e s c a l a t i n g s e r i e s of a c t i o n s a g a i n s t p r i v a t i s a t i o n 
of t h e t e l e c o m m u n i c a t i o n s i n d u s t r y , b e g i n n i n g w i t h a day of a c t i o n i n 
O c t o b e r 1982, a s e r i e s of d e m o n s t r a t i o n s and s t r i k e s i n A p r i l 1983 , and more 
r e c e n t l y a r a n g e of i n d u s t r i a l a c t i o n a t a number of BT c e n t r e s , i n c l u d i n g a 
r e f u s a l t o c o n n e c t M e r c u r y C o m m u n i c a t i o n s t o t h e BT t e l e c o m m u n i c a t i o n s 
s y s t e m . Mercury s o u g h t an i n t e r i m i n j u n c t i o n a g a i n s t t h e POEU, r e s t r a i n i n g 
i t f r o m i t s a c t i o n s ; t h i s was i n i t i a l l y r e j e c t e d by t h e High C o u r t b u t h a s 
now been u p h e l d by t h e Cour t of A p p e a l . 

In i t s i n d u s t r i a l a c t i o n , t h e POEU t e n d e d t o c o n c e n t r a t e i t s a c t i v i t y 
p r i m a r i l y a g a i n s t BT, d r o p p i n g i t s d i r e c t a c t i o n s a g a i n s t M e r c u r y . The 
l a t t e r would a l m o s t c e r t a i n l y have been s een a s s e c o n d a r y a c t i o n and , unde r 
t h e 1980 E m p l o y m e n t A c t , w o u l d p r o b a b l y h a v e f a i l e d t o q u a l i f y f o r l e g a l 
i m m u n i t y . T h i s a l l o w e d t h e POEU t o a r g u e t h a t a l t h o u g h i t o p p o s e d 
p r i v a t i s a t i o n , i t s m a i n d i s p u t e was w i t h BT and t h a t i t was c o n c e r n e d 
p r i m a r i l y a b o u t t h e t h r e a t t o j o b s t h a t would a r i s e i f Mercury e n t e r e d t h e 
i n d u s t r y . S i n c e BT's s u s p e n s i o n of a number of POEU e n g i n e e r s was e v i d e n c e 
of a d i s p u t e b e t w e e n an e m p l o y e r and i t s e m p l o y e e s , t h i s w a s , i n t h e POEU's 
v i e w , how t h e d i s p u t e s h o u l d be v i e w e d . 

In a d d i t i o n , t h e POEU s t r e s s e d t h a t t h e i r a c t i o n h a s been c o n c e r n e d w h o l l y 
o r m a i n l y w i t h t e r m s and c o n d i t i o n s of e m p l o y m e n t . The r e l e v a n t 197*1 
l e g i s l a t i o n p r o v i d e d t h a t i n d u s t r i a l a c t i o n was t o be c o n s i d e r e d l a w f u l 
where i t was ' c o n n e c t e d w i t h ' t e r m s and c o n d i t i o n s of employmen t . The 1982 
Employment Act n a r r o w e d t h e d e f i n i t i o n of l a w f u l i n d u s t r i a l a c t i o n , t o g i v e 
i m m u n i t y f r o m l e g a l a c t i o n o n l y w h e r e i t i s c o n c e r n e d ' w h o l l y o r m a i n l y ' 
w i t h t h e t e r m s and c o n d i t i o n s of e m p l o y m e n t . S i n c e t h e POEU h a s b e e n 
c o n c e r n e d w i t h e m p h a s i s i n g , a s i t s e e s i t , t h e t h r e a t t o i t s members ' j o b s 
i f M e r c u r y e n t e r e d t h e i n d u s t r y , i t t r i e d t o e s t a b l i s h a c a s e f o r i t s 
a c t i o n s based m a i n l y on t h i s a r g u m e n t . 

I t w o u l d seem t h a t one of t h e o b j e c t i v e s of t h e 1982 E m p l o y m e n t Act i n 
n a r r o w i n g t h e d e f i n i t i o n of l a w f u l i n d u s t r i a l a c t i o n was t o w i t h d r a w 
i m m u n i t y f rom ' p o l i t i c a l ' s t r i k e s o r p r o t e s t m o v e m e n t s o v e r g o v e r n m e n t 
p o l i c y , i n c l u d i n g p r i v a t i s a t i o n . The A p p e a l C o u r t d e c i s i o n h a s now 
e s t a b l i s h e d i n l a w t h i s i n t e r p r e t a t i o n of t h e 1982 E m p l o y m e n t A c t , by 
d e c i d i n g t h a t t h e POEU was e s s e n t i a l l y c o n d u c t i n g a c a m p a i g n a g a i n s t 
p r i v a t i s a t i o n r a t h e r t h a n i n v o l v e d i n a t r a d e d i s p u t e w i t h i t s e m p l o y e r . 
I t a p p e a r s t o h a v e a c c e p t e d t h a t t h e POEU a c t i o n was n o t w h o l l y o r m a i n l y 
c o n c e r n e d w i t h i s s u e s s u r r o u n d i n g t h e t e r m s and c o n d i t i o n s of emp loymen t , 
hence was n o t a l a w f u l i n d u s t r i a l a c t i o n , immune from l e g a l p r o c e e d i n g s by 
i n j u r e d p a r t i e s . 

T h i s i s o b v i o u s l y n o t t h e end of t h e m a t t e r . M e r c u r y c l a i m s i t h a s l o s t a 
s i g n i f i c a n t a m o u n t of b u s i n e s s a s a r e s u l t of t h e POEU a c t i o n , and t h a t 
c o n s i d e r a b l e u n c e r t a i n t y h a s been c r e a t e d in t h e t e l e c o m m u n i c a t i o n s i n d u s t r y 
w h i c h M e r c u r y c l a i m h a s a f f e c t e d i t s d e v e l o p m e n t . A c a s e f o r d a m a g e s 
a g a i n s t t h e POEU seems l i k e l y . E q u a l l y i m p o r t a n t i s t h e p o s s i b i l i t y t h a t 
M e r c u r y may soon be g i v e n m o r e f a v o u r a b l e c o n d i t i o n s by t h e g o v e r n m e n t so 
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that it can compete more effectively with BT. If this happens it is 
possible that the POEU will see this as a further threat to the jobs of its 
members and react accordingly. 

Worker Participation in Industry 

A long running debate has been conducted now for many years on the 
desirability of providing some mechanism by which companies might inform 
and consult their employees on the structure, functioning, future plans and 
investment programmes of the company. The debate has also embraced the 
desirability of appointing employees as board members of the company, either 
to a single tier board or to the supervisory board of a two-tier system. 
These issues have surfaced regularly during the last few years, within the 
recent past when the Caterpillar Tractor Co and the Dunlop Company appear to 
have made major decisions on plant closures, affecting about 2,000 jobs, 
without apparently consulting the trade unions or the employees concerned 
and most recently in the debates at the CBI Conference in Glasgow. The 
issues will be further discussed when the government shortly publishes a 
consulative paper on the subject. 

These two general problems have been under review at the EEC for a number of 
years. The end result of these deliberations are contained in two 
Directives; the Fifth Directive dealing with Board representation and the 
Vredeling Directive dealing with informing and consulting employees. Both 
have been discussed by the European Parliament and have passed through the 
European Commission. They are now before the Council of Ministers for 
approval, requiring a process of consultation in member countries. 

Since the British government, the CBI, the Engineering Employers' Federation 
and many similar bodies have stated their belief in a voluntary system of 
consultation and participation, and their strong opposition to any legal 
enforcement, it seems unlikely that the government will have modified its 
position in any way at the end of the period of consultation. Experience 
in this field over the last few years would seem to support the view taken 
by the government. The Bullock Commission (Cmnd. 6709) (1977) and the 
Williams Committee (Cmnd.7231) (1978) both attracted very limited support 
for proposals along similar lines. 

In addition, the two main experiments in the use of Worker Directors, in the 
Post Office and in British Steel, have not been outstanding successes. The 
two year experiment in the Post Office, which ended in 1979, was recognised 
by most people to have made little contribution to the improvement of labour 
relations or the public accountability of the organisation. The experiment 
in the steel industry has been operating for the last 15 years, initially 
with Divisional and later with Main Board Employee Directors. This appears 
to have made a more significant contribution to industrial relations than 
the experiment at the Post Office. 

The main factor affecting attitudes to any Employee Director system is 
likely to be the re-emergence in the last 10 years of joint consultation. 
Such a system is now operating in perhaps 40% to 50% of establishments in 
the private and public sector, dealing with a wide range of issues, and 
involving employees in examining matters that affect them. The apparent 
success of such a system will make it very difficult to argue for any 
alternative arrangement, especially on a legally enforceable basis. 
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