
The British Economy 

OVERVIEW 

The prospects for output growth continue 
to be favourable. However, since the 
publication of the May Commentary concern 
has increased about the i n f l a t i o n a r y 
consequences of overheat ing and the 
prospects for the balance of payments 
during the remainder of the year. The 
government's response in ra is ing base 
rates can probably be justified given the 
r ecen t s l i g h t downward movement of 
s t e r l ing , but future policy action to 
moderate the r a t e of expansion should 
focus on the public sector borrowing 
requirement. 

MACROECOJOCC T R E K S 

The average measure of GDP at current 
market prices, commonly known as nominal 
or 'money' GDP, rose by 1.5$ between the 
fourth quarter of 1986 and the f i r s t 
qua r t e r of 1987. The inc rease was 
therefore somewhat lower than the 2$ 

change recorded between the thi rd and 
fourth quar ters of 1986. Between the 
f i r s t quar ters of 1986 and 1987 'money' 
GDP rose by 7%. After allowance for 
in f la t ion , the average measure of GDP at 
constant market pr ices rose by 1.2$ 
between the l a s t quarter of 1986 and the 
f i r s t quarter of 1987, compared with a 
0.9$ i n c r e a s e in the previous two 
q u a r t e r s . The inc rease in the GDP 
deflator therefore slackened somewhat 
between the two periods. Between the 
corresponding quarters of 1986 and 1987, 
' r ea l ' GDP increased by 3.6?, compared 
with the 3.3$ change recorded in the year 
to the preceding quarter . The output-
based measure of GDP, which i s 
conven t iona l ly regarded as the most 
reliable indicator of change in the short-
term, recorded an increase of 1$ between 
the fourth quarter of 1986 and the f i r s t 
quarter of 1987. An increase which was 
s l i g h t l y higher than the previous 
quarterly r i s e . Overall, t h i s measure 
recorded an increase of 4$ between the 
f i rs t quarters of 1986 and 1987, compared 
with a 3.2$ increase in the year to the 
fourth quarter of 1986. 
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These data again confirm the observation, 
noted in previous Commentaries, that the 
improvement in the growth of output after 
the apparent weakening at the end of 1985 
i s con t inu ing . However, the CSO's 
coincident cyc l i ca l indicator , which 
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purports to show current turning points in 
the business cycle around the long-term 
trend, after declining in the four months 
to February remained little changed by 
May. 

The rate of increase in real consumer 
expenditure appears to be slackening. 
During 1986 real consumer expenditure rose 
by 0.6$, 2%, 1.5%, respectively, in the 
first three quarters of the year but 
remained unchanged in the final quarter. 
For 1986 as a whole, real consumer 
expenditure rose by about 4.5%. In the 
first quarter of 1987 the level of real 
consumer expenditure rose by under 0.5% 
from the final quarter of 1986 to a level 
3.5% greater than in the corresponding 
quarter of 1986. In this most recent 
quarter, expenditure on most categories of 
goods fell but that on vehicles and energy 
increased. 
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The Department of Trade and Industry's 
(DTI) es t imates for the volume of r e t a i l 
sales in the f i r s t three months of the 
year suggested t h a t s a l e s were on a 
downward trend. The May Commentary 
suggested tha t a number of factors could 
be expected to ra i se spending again in 
future months, the most important being 
the effects of the 2p cut in the basic tax 
ra te announced in the Budget and lower 
interest and mortgage rates. Provisional 
estimates from the DTI for June appear to 
support t h i s expectation, with the index 
r i s ing by 3.1% after fa l l ing by 3.5% in 
May. The June CBI/FT Survey of 
Distributive Trades, in contrast, reported 
t h a t a b a l a n c e of on ly p l u s 43% 
experienced higher sales in June, compared 
with the balance of plus 49% reported in 
May. However, r e t a i l e r s s t i l l remained 

opt imis t ic about future orders, with a 
balance of p lus 35% of respondents 
forecasting an improvement in July. I t 
should be noted though that r e t a i l e r s 
e x p e c t a t i o n s have c o n s i s t e n t l y been 
frustrated since the beginning of the 
year. 

The underlying determinants of the growth 
of consumer demand remain buoyant with, 
for example, the growth of average 
earnings increas ing to an under ly ing 
annual average r a t e of 7.75% in April , 
compared with the 7.5% r a t e recorded in 
March and preceding months. Provisional 
figures for May suggest that the higher 
r a t e i s con t inu ing . Real personal 
disposable income, which, on revised 
f i g u r e s , rose by 2.5%, 0% and 0.5%, 
respectively, in the final three quarters 
of l a s t year, rose by a further 2% in the 
f i r s t quarter of 1987, to a level which 
was 5% higher than in the same quarter of 
1986. However, the savings rat io rose to 
12% in the f i r s t quarter of 1987, as 
consumers' expenditure grew more slowly 
than real personal disposable income, 
which may be accounted for by expectations 
of higher inflation. Further increases in 
real personal disposable income are to be 
expected in the second quarter following 
the cut in income tax in t h i s year's 
Budget. 

General government consumption again 
remained largely unchanged between the 
fourth quarter of 1986 and the f i r s t 
quarter of 1987. An increase of 1% i s now 
reported over the year since the f i r s t 
quarter of 1986, compared with an annual 
increase of 2% to the third quarter. 

Gross f ixed investment f e l l by 0.4% 
between the fourth quarter of 1986 and the 
f i r s t quarter of 1987 to a level nearly 2% 
below tha t of the f i r s t quarter of 1986. 
The low level of investment in 1986 in 
part reflects the distortionary effects of 
the phased wi thdrawal of inves tment 
allowances introduced in the 1984 Budget 
and completed in April 1986. This phased 
reduction in f i r s t year capital allowances 
resul ted in f i r s t quarter investment in 
1985 and 1986 being higher than otherwise 
would have been the case, thus accounting 
for the f a l l over the year to the f i r s t 
quarter 1987. As reported in the February 
and May ed i t ions of the Commentary, 
investment i s expected to increase during 
1987. Ear l ier f a l l s in mortgage r a t e s 
should maintain the growth in private 
housebu i ld ing . Continued growth in 
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consumer spending and world trade i s 
l ikely to increase the significance of 
capacity const ra in ts and with company 
prof i t s remaining high investment should 
r i s e in 1987 to a level about 3% to 4% 
h i g h e r than in 1986. The main 
uncertainty i s whether the one percentage 
po in t i nc rease in base r a t e s a t the 
beginning of August wi l l s ignif icant ly 
reduce the propensity to invest. 

fourth quar ter , as the o i l price firmed 
slightly and export volumes rose relative 
to impor t s , the o i l su rp lus rose to 
£0.84bn, producing a surplus for the year 
of nearly £4.2bn compared with £8.1bn in 
1985. Preliminary figures for the f i r s t 
quarterly of 1987 indicate a further 
improvement, with the surplus r i s ing to 
£1.2bn. 

Following the fal l in the price of oil and 
the related decline in s te r l ing in the 
second half of 1985, there occurred a 
fairly rapid deterioration in the v i s ib le 
trade balance on both o i l and non-oil 
accounts, reflecting the operation of the 
well-known J-curve effect. The non-oil 
trade d e f i c i t rose from £2.2bn in the 
f inal quarter of 1985 to , on revised 
seasonally adjusted figures, £3.1bn in the 
f i r s t quarter of 1986. A fa i r ly marked 
inc rease in non-o i l export volumes 
relative to imports in the second quarter, 
ref lect ing the delayed effects of the 
earlier depreciation of sterling, reduced 
the non-oil t rade de f i c i t to £2.3bn. In 
the third quarter , with non-oil export 
volumes unchanged, import volumes 
increasing by 6.2% and further s t e r l ing 
depreciation reducing the terms of trade, 
the de f i c i t increased to £3.5bn. In the 
fourth quarter non-oil export volumes 
picked up, r i s ing by 7.3% on the previous 
quarter, compared with a 4.2% increase in 
the volume of non-oil imports. However, 
the f a l l in the s te r l ing effect ive r a t e 
from 74 in July to 68.5 by December led to 
a further de ter iora t ion in the terms of 
t r ade and the non-o i l t r a d e d e f i c i t 
remained l i t t l e changed at £3.4bn, leaving 
a de f ic i t of £12.4bn for 1986 as a whole. 
Preliminary figures for the f i rs t quarter 
of 1987 show an improvement in the non-oil 
trade de f i c i t to £2.3bn, due to a 6.6% 
fall in import volumes with export volumes 
and the terms of trade largely unchanged. 
Further deter iora t ion can be expected in 
th i s account as the year proceeds, due to 
more rapid growth of imports following the 
expec ted i n c r e a s e in consumers ' 
expenditure, and a slackening in the 
growth of exports, ref lec t ing, in par t , 
the appreciation of s t e r l ing ea r l i e r in 
the year. 

The o i l surplus fel l slightly from £2bn to 
£1.9bn in the f i r s t q u a r t e r of 1986. 
Further f a l l s in the price of o i l and a 
r e l a t ive increase in the volume of o i l 
imports again reduced the surplus to 
£0.77bn and £0.65bn in the second and 
third quar ters , respectively. In the 
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On rev i sed f i g u r e s , the seasonal ly 
adjusted current account surplus stood at 
£1064m in the f i r s t quarter of 1986, 
fa l l ing to £163m in the second quarter. 
D e f i c i t s of £762m and £585m were 
subsequently recorded in the third and 
fourth quarters, respectively. Following 
these revisions of the figures reported in 
the May Commentary, the de f ic i t for 1986 
has now been revised downwards from £1.1bn 
to £120m, s t i l l the f i r s t annual def ic i t 
for seven years. In the f i r s t quarter of 
1987, the current account returned into 
surplus at a preliminary figure of £667m, 
due largely to the fal l in import volumes 
and the improvement in the oi l surplus. 
In May a l a r g e d e f i c i t of £527m was 
recorded, with the volume of exports 
fa l l ing by 4%. While i t i s l ikely that 
these figures for one month are something 
of an aberrat ion, c lear ly seen by the 
provisional figures for June where a 
de f i c i t of £168m was recorded, further 
de f i c i t s must be expected during the 
remainder of the year . The c r u c i a l 
uncertainty concerns the size of these 
expected def ic i t s . 

In the three months to May 1987, the 
output of the production industries i s 
estimated provisionally to have increased 
by 1% from the level of the previous three 
months, compared with a 0.5% increase in 

9 



the preceding three month period. The 
inc rease took output t o a l e v e l 2.5? 
higher than in the same period a year 
ea r l i e r . Manufacturing output also rose 
by 1? in the three months to May to a 
level 4.5? higher than in the same period 
a year e a r l i e r . Despite the buoyant 
performance of the production industries 
generally, performance continues to vary 
between individual sec tors , but l e s s so 
than in some earlier periods. The output 
of the energy sector rose by 1.5% over the 
preceding three months but was 2? lower 
than the same period a year ea r l i e r . 
Within manufacturing, metals and other 
minerals both increased output by 3?, 
while engineering and allied, and 'other' 
manufacturing, experienced a 1? r i s e . 
Output in the other broad industry groups 
remained l a r g e l y unchanged . The 
construction industry continued to expand 
rapidly with output 5? higher in the f i r s t 
quarter of 1987 than in the previous 
quarter. This can be compared with an 
increase of 1? in the fourth quarter of 
1986 compared with the previous quarter . 
Overall, the output of the production and 
construction industries increased by 1.5? 
between the final quarter'of 1986 and the 
f i r s t quarter of 1987, compared with 
l i t t l e change between the previous two 
quarters. 

The o u t p u t of t he consumer goods 
industries increased by 0.5? in the three 
months to May, compared with a f a l l of 
0.5? in the preceding three month period, 
af ter e a r l i e r increases. Output in both 
the intermediate and investment goods 
indust r ies continued to increase, rising 
by 1.5? in the three months to May. 

THE LABOUR HARKET 

EMPLOYMENT AND UNEMPLOYMENT 

After an average quarterly increase in 
1985 of-65,000, the f i r s t half of 1986 saw 
a slackening in the recorded increase in 
the employed labour force to , on revised 
figures, increases of only 13,000 and 
23,000 in the f i r s t and second quarters of 
1986, respect ively. Improvements in UK 
output growth began to r eve r se the 
s i tua t ion in the second half of the year, 
with the employed labour force increasing 
by 54,000 and 75,000 in the third and 
fourth quar ters of 1986, respectively. 
With an estimated rose of 105,000 in the 
f i r s t q u a r t e r of 1987, inc lud ing an 

assumed increase of 25,600 in the numbers 
self employed, the increase in tine rate of 
employment growth i s clearly continuing. 
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The c o m p o s i t i o n of t h e change in 
employment in the f i r s t quarter of 1987 
again follows the established pat tern. 
The number of employees in the service 
sector rose by an es t imated 106,000, 
compared with a revised figure of 66,000 
in the fourth quarter. Manufacturing 
employment fe l l by 31,000, compared with 
reductions, on revised figures, of 39,000, 
54,000, 38,000 and 7,000 in the f i r s t , 
second, third and fourth quarters of 1986, 
respect ively. In other sec tors , energy 
and water supply posted a decline of 
14,000 compared with a f a l l of 10,000 in 
the p r e v i o u s q u a r t e r . The o t h e r 
i n d u s t r i e s ca tegory , which inc ludes 
construction, agr icu l ture , forestry and 
fishing, recorded an increase of 18,000 
compared with reductions, on revised 
f i g u r e s , of 9,000, 3,000, and 7,000, 
respectively, in the f i r s t three quarters 
of 1986, and an increase of 3,000 in the 
final quarter of that year. 

Improvements in productivity - output per 
head - growth continued throughout 1986 
and in to the f i r s t quarter of 1987. For 
the economy as a whole, productivity 
increased, on revised f igures , by 0.3?, 
1.1?, 1.1?, 0.5? during the f i r s t , second, 
third and fourth quar ters , respectively. 
A 0.5? increase was also recorded in the 
f i r s t quarter of 1987, with the resu l t 
that output per head in the economy was 
3.3? higher than in the same quarter in 
1986. In manufacturing, productivity 
improved markedly in the second half of 
1986, following increases, on revised 
figures, of 1.9? and 2.1? in the third and 
fourth quar ters of the year. A further 
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0.9$ increase was recorded in the f i r s t 
quarter of 1987. In the three months to 
May 1987, manufacturing productivity was 
1.3% higher than in the preceding three 
months and 6.7$ above the same period a 
year ago. I t i s , however, unlikely tha t 
productivity growth in manufacturing will 
cont inue a t t h i s r a t e . The r ecen t 
improvement will in part be due to a once-
and-for-al l r i s e , following the increase 
in capacity u t i l i s a t i o n as output in the 
economy has risen. 

There are few signs tha t earnings growth 
i s moderating. As reported above, the 
underlying increase in average weekly 
earnings in the year to April and the year 
to May rose s l ight ly from 7.5% to 7.75$. 
On the other hand, the growth of wages and 
sa la r i es per uni t of output slackened in 
the second half of 1986 as productivity 
improved, par t icular ly in manufacturing. 
In the three months ending March, April 
and May, the percentage increase in unit 
wage and salary costs in manufacturing 
over the year was 0.7$, 0.5$ and 0.8$, 
respectively. This can be compared with 
annual increases of 2$, 1.8$ and 1.2$ 
respectively inDecember, January and 
February. These increases in turn tended 
to be lower than the recorded annual 
change of 4.1$, 3.8$, 2.1$ and 1.9$, in 
the t h r ee months ending September, 
Oc tobe r , November, and December, 
respectively. However, in the economy as 
a whole during the f i r s t quarter of 1987, 
the increase in unit labour costs was 
s t i l l high a t 4.1$, compared with 0.7$ in 
manufacturing. 

Seasonally adjusted unemployment continues 
the downward trend begun in August l a s t 
year. In the six months ending July, the 
reduction has averaged 39,500 per month 
which represents a further acceleration of 
the decline noted in the May Commentary. 
With continuing reductions in seasonally 
adjusted unemployment i t i s becoming clear 
that the f a l l i s increasingly ref lec t ing 
the more favourable outturn for output and 
employment which began in the second 
quarter of 1986, rather than simply the 
e f f ec t of the growth in government 
t ra ining schemes. Schemes such as the 
Restart Programme are undoubtedly the 
prime factor in the fal l in unemployment 
during the l a t t e r half of 1986. By July, 
seasonal ly ad ju s t ed unemployment , 
excluding school leavers , provisionally 
stood at 2.878 mill ion mil l ion, or 10.4$ 
of the working population, down by 47,600 
on the previous month. 

INDUSTRIAL RELATIONS 

The election of the Conservative Party to 
a third term of office has prompted a 
wider recognition of the fundamental and 
largely unal terable changes which are 
taking place in our system of industr ia l 
r e la t ions . Hence within the trade union 
movement reform and r e s t r u c t u r e , to 
r everse the d e c l i n e in membership, 
influence and resources, have become the 
pr ior i ty issues. Since 1979 the trade 
union movement has l o s t more than 25$ of 
i t s membership; the percentage of the 
labour force organised by TUC af f i l i a ted 
unions has dropped to 45$. Legislat ive 
changes, especially those affecting the 
s ta tus of the closed shop, coupled with 
the apparent growing trend towards de
recognition in the private sector and 
p r i v a t i s a t i o n in the publ ic sec to r 
i n d i c a t e the l i k e l i h o o d of fu r the r 
declines in membership and resources. 
Such pressures led the TUC to devise a set 
of proposals to rebuild the movement and 
to increase i t s relevance to actual and 
potent ial members. The forthcoming TUC 
Congress will discuss a series of radical 
proposa ls aimed a t r egene ra t ing the 
movement. However, the rising numbers of 
trade union members and the increased 
l e v e l s of i n t e r - u n i o n s t r i f e - over 
poaching of members, single union and no 
s t r ike deals - have arisen from the same 
set of pressures. 

The TUC Congress could unite and focus on 
the common problems facing the movement. 
However, i t could be dominated by attacks 
on those unions, for example the EEPTU, 
which have been the most aggressive in 
their recruiting campaigns, and the most 
wil l ing to conclude single union and no 
strike agreements. If Congress becomes 
preoccupied with squabbling between unions 
there i s the poss ib i l i ty of one or more 
unions leaving the TUC. 

The TUC faces other problems. F i r s t , 
Government ministers in both Scotland and 
Wales appear to be far more prepared to 
consult with and l i s t e n to the views of 
trade unions than the i r colleagues in 
England. Secondly, over the past few 
years trade union membership has become 
increasingly concentrated in the public 
sector. Whereas 81$ of the public sector 
i s organised only 38$ of pr ivate sector 
employees are members of a trade union. 
The public sector now accounts for 44$ of 
t r ade union memgers. As such, the 
movement i s highly vulnerable to the 
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impact of p r iva t i sa t ion on employment 
policies and radical shifts in industrial 
r e la t ions pol ic ies in the public sector. 
The Local Government B i l l , requiring 
l o c a l a u t h o r i t i e s to put a range of 
services out to tender, and only allowing 
local au tho r i t i e s to perform the work 
themselves i f they submit a more 
competitive tender, must lead to changes 
in the patterns and issues in established 
bargaining s t ruc tures . Inevitably i t 
wi l l lead to losses in employment and 
trade union members. Such a greater 
emphasis on labour efficiency can be seen 
in the government's policies in the civil 
service and more generally in the public 
sector. 

Three developments, common to both the 
public and recently pr ivat ised sec tors , 
have been the introduction of f lexible 
patterns of working, reduced influence for 
the trade unions, and an erosion of the 
importance of industry wide bargaining 
arrangements. Thus an outcome of the 
d i s p u t e involv ing B r i t i s h Telecom 
employees has been the introduction of 
p a r t - t i m e and shor t term c o n t r a c t 
employees, a reduction of f lexible work 
patterns including new maintenance teams 
w i t h l i n e management taking over 
engineering work. 

Management proposals for flexible working 
pract ices in the coal industry - the six 
day working, changes to sh i f t hours and 
patterns, revised incentive schemes, multi 
ski l led work groups, new technology in 
cutting equipment, reduction in number of 
coal f a c e s , reduced manpower, and 
contracting out to pr ivate tender of 
peripheral a c t i v i t i e s - were i n i t i a l l y 
linked to the development of the Margam 
complex. However, the NUM sought to link 
agreement to these to the d isputed 
discipl inary procedure and a t the annual 
conference voted to suppor t Arthur 
Scargill 's call to oppose six day working. 
Nevertheless, the NUM i s vulnerable to 
such changes being imposed by management 
and to the UDM. Within the NUM many 
called for a more pragmatic approach given 
the decline in demand for deep mined coal 
and the consequences of pa r t i a l or to t a l 
privatisation. 

Threats to modernise traditional working 
arrangements, namely the Dock Labour 
Scheme, underlay the treats of industrial 
action arising out of proposals to declare 
a number of dockers a t Greenock and 

Liverpool redundant. The pressures for 
reductions in manning are l ike ly to lead 
to modifications of the national scheme 
within the next few years. 

Negotiations affecting over one mill ion 
local authority employees led to a pay 
increase of 10.6% linked to increased 
f l e x i b i l i t y and l o c a l v a r i a t i o n s in 
nationally agreed ra tes . Additionally, 
management and trade unions completed 
their major evaluation of jobs. However, 
LACSAB, the Local Authorities Condition of 
Service Board, recognise that authorities 
wi l l be unable to ignore the movements 
towards greater labour efficiency and from 
the local Government B i l l , the potent ia l 
impact of these p rov i s ions could be 
clearly seen in the recent indus t r ia l 
a c t i o n involv ing London bus s t a f f s 
(competitive bus routes has meant wage 
cuts , longer hours and dif ferent work 
practices - the dispute arose from a wage 
cut from £4.17 to £3.20 per hour and four 
hour i n c r e a s e in the working week). 
Whilst NALGO has declared i t s opposition 
to the introduction of performance related 
pay for s en io r s t a f f in Kent County 
Council , such schemes, along with a 
decline in the importance of industry-wide 
bargaining, seem inevi table . I t i s in 
this climate that LACSAB has embarked on a 
major review of the p r i n c i p l e s and 
philosophies guiding l o c a l a u t h o r i t y 
employers, including the role of national 
agreements. 

The Government, in i t s drive for greater 
labour efficiency in the Civil Service, 
has called for further policy ini t ia t ives. 
The extent and impact of such previous 
p r e s su re s can be discerned in the 
intensity of the recent national dispute. 
The conduct and issues involved indicate 
the ex t en t of the s h i f t away from 
traditional methods of pay determination, 
via comparability, to qu i t r a t e s , and an 
emphasis on r e g i o n a l , f l e x i b l e , and 
performance re la ted pay. The current 
of fer c o n s t i t u t e s a r e v e r s a l of the 
pol ic ies up to 1980 and i l l u s t r a t e s the 
extent of government moves to 'deprivilege 
t he c i v i l s e r v i c e 1 and t o r educe 
vulnerability to industrial action. 

The Treasury ' s apparent s t r a t e g y of 
dividing the unions had been largely 
successful, the improved offer to senior 
c iv i l servants represented by the FDA 
effectively minimised the l ikelihood of 
the First Division allying i tse l f with the 
other c iv i l service unions. Secondly, 
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the SCPS, one of the main unions involved 
in the ro l l ing plan of indus t r i a l act ion, 
broke with CPSA over the s t r i k e policy and 
by the end of June supported acceptance of 
the Treasury offer . Even within the CPSA 
only a narrow majo r i ty supported t h e 
c o n t i n u a t i o n of i n d u s t r i a l a c t i o n . I t 
was c l e a r t h a t the a c t i o n was now having 
only l i m i t e d suppor t . Moreover, t he 
unions' policy of indus t r i a l act ion of key 
groups, such as Customs and Excise staff , 
has not been without d i f f i c u l t i e s . Both 
t h e SCPS and CPSA face t h e t h r e a t of a 
breakaway union for the 20,000 Customs and 
Excise s taff who feel tha t they have been 
used t o increase the effect iveness of the 
i n d u s t r i a l a c t i o n , y e t t h e unions have 
i g n o r e d t h e i r s p e c i a l i n t e r e s t s . 
Additionally, the CPSA continued to suffer 
from t h e c o n t r o v e r s y sur rounding t h e 
e l e c t i o n s fo r i t s n a t i o n a l e x e c u t i v e 
committee, a controversy which raised ye t 
again the d iv is ions between the r igh t and 
l e f t w i t h i n t h e union. The SCPS f e a r s 
c o n s i d e r a b l e membership l o s s e s once the 
computerisation of DHSS i s complete. The 
use of outside programmers and o p e r a t o r s 
to complete the computerisation of records 
i s an i n d i c a t i o n of t h e g o v e r n m e n t ' s 
i n t e n t i o n t o m i n i m i s e any i n d u s t r i a l 
ac t ion . 

F l ex ib i l i t y was apparent in proposals for 
130,000 NHS a d m i n i s t r a t i v e and c l e r i c a l 
s t a f f s . T h e s e w o u l d a l l o w f o r 
c o n s i d e r a b l e ad jus tment of pay r a t e s in 
t h e l i g h t of l o c a l l a b o u r m a r k e t 
conditions. The proposals are s imi la r to 
t h o s e f o r s c i e n c e and t e c h n o l o g y 
s p e c i a l i s t s i n the c i v i l ' s e r v i c e , and 
would allow for regional var ia t ions in pay 
of up to £1,200 for t h e top of s e c r e t a r y 
g r a d e B s c a l e . No such r e g i o n a l 
v a r i a t i o n s w e r e made f o r n u r s e s and 
doctors, both of whome benefited from the 
the imminent gene ra l e l e c t i o n as the 
g o v e r n m e n t a c c e p t e d i n f u l l t h e 
recommendations of the review boards. 

The decision by the major teaching unions 
t o suspend i n d u s t r i a l a c t i o n dur ing the 
period leading up to the general e lec t ion 
and t h e onse t of the summer h o l i d a y s 
combined to reduce the immediacy of events 
w i t h i n educa t ion . N e v e r t h e l e s s , the 
announcement of the membership of the 
Teachers ' Advisory Pay Panel i n d i c a t e s a 
continuation of the moves towards greater 
powers for head t e a c h e r s and towards the 
introduction of some forms of assessment 
of t e a c h e r s based on performance. As 
wi th the developments in Scot land the 
o b j e c t i v e of reduc ing the powers and 

i n f l uence of t h e t e a c h e r s ' un ions and 
l o c a l a u t h o r i t i e s w i l l r a d i c a l l y 
r e s t r u c t u r e p a t t e r n s and c o n d i t i o n s of 
employment. 

P r o d u c t i v i t y i s s u e s dominated e v e n t s in 
the p r i v a t e s e c t o r . In the banking 
industry BIFU had moderated i t s policy on 
opening hours and pursued agreements with 
individual banks following the collapse of 
j o i n t pay bargaining. BIFU's negotiat ing 
p o s i t i o n i s r e l a t i v e l y weak given i t s 
i nab i l i t y to organise effect ive indus t r i a l 
a c t i o n , most of the members a r e prepared 
only to suppor t a work t o r u l e and lunch 
t ime s toppages only. BIFU a l s o faces 
t h r e a t s from o t h e r unions seeking to 
r e c r u i t i n t h e e x p a n d i n g b a n k i n g , 
i n su rance and f inance s e c t o r , hence the 
merger wi th the Bank of England S t a f f s 
Organ i sa t ion and a t t e m p t s t o merge wi th 
CBU. 

F l e x i b l e work p r a c t i c e s became the key 
issue in negot ia t ions between management 
and s t a f f a t the General Motors p l a n t a t 
Bedford. The agreement wi th Isuzu for 
j o i n t operation of the plant had included 
the introduct ion of ' J apanese ' s t y l e work 
p rac t i ces . 

In the s e r v i c e s e c t o r a number of f i rms 
h a v e t a k e n a d v a n t a g e of t h e 1986 
Employment Act to introduce f lex ib le work 
p r a c t i c e s and t o embark on deun ion i s ing 
act ions . The inherent weaknesses of the 
t r a d e union movement i n t h i s s e c t o r a re 
such t h a t even i f t he TUC s u p p o r t s the 
gene ra l s e c r e t a r y ' s p r o p o s a l s , for new 
forms of o r g a n i s a t i o n and s p h e r e s of 
i n f l u e n c e , unions w i l l not be ab l e t o 
r e s i s t such moves. The impl icat ions for 
the terms and condit ions of the 3 mil l ion 
e m p l o y e e s f o r m e r l y cove red by Wages 
Council Regulat ions, given the p r e s s u r e s 
f o r i n c r e a s e d l a b o u r e f f i c i e n c y , a r e 
l i ke ly to be considerable. 

PROGNOSIS 

The p r o s p e c t s for ou tput growth continue 
t o be f avou rab l e . However, s i n c e the 
publication of the May Commentary concern 
has i nc reased a b o u t t h e i n f l a t i o n a r y 
c o n s e q u e n c e s of o v e r h e a t i n g and t h e 
p r o s p e c t s for the ba lance of payments 
during the remainder of the year . 

The CSO's two leading indicators have both 
e x h i b i t e d a s u s t a i n e d i n c r e a s e s ince the 
beginning of t h e yea r , sugges t ing t h a t 
growth w i l l continue to increase over the 
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coming months. However, with the 
publication of the most recent data the 
two indicators appear to have diverged. 
The shorter leading indicator , which 
purports to predict turning points some 
six months in advance, exhibited l i t t l e 
change in May. Movements in consumer 
c r e d i t c o n t i n u e d t o d o m i n a t e t h e 
behaviour of the index, however. The 
longer leading indicator, which purports 
to predict turning points in economic 
activity one year in advance, exhibited a 
very large increase in June. To some 
extent th i s favourable change should be 
discounted since i t largely r e f l e c t s the 
rapid movements in one of i t s component 
se r ies , namely the share pr ice index. 
Never the le s s , s eve ra l of the o the r 
component series are contr ibut ing to the 
indicator 's growth. 

Of the two i s s u e s c u r r e n t l y causing 
concern: the prospects for inflation and 
the balance of payments, i t is the former 
tha t i s most worthy of consideration. A 
s ignif icant de te r io ra t ion in the balance 
of payments during the remainder of the 
year i s a cause for concern only because 
i t i s l i k e l y to be the outcome of 
i n c i p i e n t i n f l a t i o n a r y fo r ce s . Any 
temporary d e t e r i o r a t i o n a t a non-
inflat ionary exchange r a t e , re f lec t ing 
adjustments to a fas ter r a t e of economic 
growth, can e a s i l y be f inanced from 
Britain's currently large holdings of gold 
and fore ign currency r e s e r v e s . The 
continuing deterioration in the prospects 
for world economic growth may also produce 
a dampening effect on export demand. But 
in our judgement the outturn for the 
current account over the coming months i s 
more dependent on B r i t a i n ' s expor t 
competitiveness and the trend in the 
demand for imports. And the outcome for 
both depends on the extent to which the 
economy i s subject to overheating and 
inflationary pressures. 

The evidence on overheating i s mixed. The 
recent CBI quar ter ly Indus t r i a l Trends 
Survey continues to show that confidence 
in manufacturing i s high, with a balance 
of plus 25? of respondents expecting 
output and orders to increase over the 
next four months. This pos i t ive balance 
remains the same as tha t reported in 
April. In addit ion, the survey found no 
s ignif icant evidence of ove rhea t ing : 
capacity u t i l i s a t i o n was high but almost 
a l l s e c t o r s had s p a r e c a p a c i t y ; 
investment in tent ions were favourable; 
and u n i t labour c o s t s were f a l l i n g . 
Nevertheless, 18% of respondents mentioned 

that shortages of ski l led labour were a 
constraint on output, which is the highest 
level for over seven years. And the 
proportion reporting t ha t lack of orders 
were a constraint on output was the lowest 
since 1979. Other indicators such as 
earnings, producer pr ices , house prices 
and t h e n o r t h - s o u t h house p r i c e 
d i f f e r en t i a l , bank lending and money 
supply growth, have a l l exhibited fa i r ly 
sharp upward movements recent ly , thus 
adding to the inflationary fears. 

The one percentage point increase in base 
r a t e s in the f i r s t week of August 
indicated the government's concern about 
the future course of inf la t ion and the 
implications for future economic growth. 
The increase may also have been necessary 
to prevent the worsening trade posit ion 
from u n s e t t l i n g the foreign exchange 
markets which could destabilise the pound. 
However, while the dollar has strengthened 
recently against the pound, the s t e r l ing 
effective rate and the rate against the D-
Mark has remained reasonably steady. The 
la t te r has exhibited only gradual movement 
away from the government 's i m p l i c i t 
cei l ing of DM3, which many economists 
consider i s necessary to maintain the 
e x p o r t c o m p e t i t i v e n e s s of B r i t i s h 
industry. The interest rate increase can 
be judged as a prudent move to t ighten 
monetary conditions a t a time when the 
government's preferred monetary aggregate, 
MO, i s growing a t an annual r a t e of more 
than 5%, a t the upper end of the 2% to 6J 
target range. In addition, the reduction 
of base r a t e s to 9% in May was largely 
prompted by the desire to prevent sterling 
from r is ing to an unacceptable level 
following the large speculative inflows of 
foreign cap i ta l in ant ic ipa t ion of a 
Conservative elect ion victory. However, 
in view of the evidence of potent ia l 
capacity constraints there must be concern 
about the effect of the interest rate rise 
on inves tment . The May Commentary 
suggested t h a t when the au thor i t i e s are 
concerned to moderate the effects of a too 
rapid rate of economic expansion and wish 
to keep the exchange ra te competitive, 
then th i s can best be accomplished by 
f i sca l contraction. The recent increase 
in base r a t e s can probably be j u s t i f i ed 
given the s l i gh t downward movement of 
s te r l ing but future attempts to counter 
the l i k e l y cont inuing problems of 
overheating should be met by a further 
contraction of the public sector borrowing 
requi rement . And t h i s can be bes t 
achieved by the government foregoing, or 
a t l e a s t postponing, i t s plans to reduce 
the basic r a t e of tax to 25?. 
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