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ECONOMIC UPDATE - APRIL 1993

(includes data up to 26 April)

Summary

- On the preliminary estimate, Gross domestic product (GDP)
at constant factor cost rose by 0.2 per cent between the first
quarter of this year and 1992 Q4; excluding oil and gas
extraction it rose by 0.6 per cent.

- UK claimant unemployment, seasonally adjusted, fell in
March for the second successive month.

- Retail sales volume rose by 1.6 per cent between the first
quarter of this year and 1992 Q4.

- The retail prices index rose by 1.9 per cent in the year to
March compared to 1.8 per cent in February. Excluding
mortgage interest payments the rise was 3.5 per cent in March
compared to 3.4 per cent in February.

- Output prices for manufactured products, seasonally
adjusted and excluding food drink and tobacco, rose by 2.6 per
cent in the year to March. Input prices for manufacturing
industry, seasonally adjusted, rose by 8.3 per cent.

- Annual growth in whole economy underlying average
earnings for Great Britain fell to four and a half per cent in
February from four and three quarter per cent in January.

- Annual growth of MO rose from 4.5 per cent in February to
4.9 per cent in March.

- The PSBR in 1992-93 was £36.5 billion.
Output

The preliminary estimate shows that Gross domestic product
(GDP) at constant factor cost continued to rise in the first
quarter from its low point of 1992 Q2. It rose by 0.2 per cent
between the first quarter and 1992 Q4. It rose by 0.6 per cent
between the first quarters of 1992 and 1993. Excluding oil and
gas extraction it rose by 0.6 per cent in the first quarter and,
also, by 0.6 per cent between the first quarters of 1992 and
1993. On this basis it was 3.2 per cent below the highest point
of 1990 Q2 and recent movements are shown in chart 1.

2. Within GDP, the index of industrial production changed
little between the first quarter and 1992 Q4. Energy output fell
between these quarters as a result of disruptive weather in the
North Sea in January and above average temperatures reducing
domestic energy demand. This was offset by a rise in
manufacturing output. The output of the service sector is
estimated to have risen in the first quarter.

Activity and expectations

3. The CSQO’s coincident cyclical indicator was virtually flat
between October of last year and January. However, the shorter
and longer leading indicator have both risen in recent months:
in particular, the longer leader has risen strongly since last
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Gross domestic product
at constant factor cost
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September, boosted by cuts in interest rates, higher share
prices and increased business optimism.

Domestic demand

4. The volume of retail sales, seasonally adjusted,
continues to rise. In the first quarter the volume was 1.6 per
cent higher than in 1992 Q4 and 3.3 per cent up on the first
quarter of 1992. Within the total, sales by food retailers
rose by 1.2 per cent in the first quarter compared with 1992
Q4, those by non food retailers rose by 2.6 per cent and
those by mixed retail businesses (which include department
stores) fell by 0.3 per cent. Recent movements are
illustrated in chart 2.

Prices and wages

5. The 12 month inflation rate of the retail prices index
(RPI) rose slightly in March to 1.9 per cent from 1.8 per
cent in February. Excluding mortgage interest payments it
rose to 3.5 per cent from 3.4 per cent.

6. A rise of 0.4 per cent in the RPI in March reflected rises
in motoring costs, prices of clothing and household goods
following the end of the winter sales and, especially, food
prices which rose by 0.8 per cent; the latter was, in part,
associated with the devaluation of the green pound
following sterling’s depreciation. These rises were partly
offset by a fall in mortgage interest rates. Excluding these,
the RPI rose by 0.7 per cent in March.

7. The input price index for purchases by manufacturing






growth has resulted in a fall in unit wage costs in
manufacturing of 2 per cent in the three months to February
compared with one year earlier. Unit wage costs and

Chart 6
Unit values for non-EC trade

productivity in manufacturing are described in Chart 5.

Chart 5
Labour productivity and unit wage costs
in manufacturing
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15. The annual growth of M@0, seasonally adjusted, in March
rose to 4.9 per cent from 4.5 per cent in February. The annual
growth of broad money (M4) rose, provisionally, from 3.3 per
cent in February to 3.6 per cent in March.

16. Net lending to consumers, narrower coverage, shows in

Government finances

17. The PSBR was £9.5 billion in March. For 1992-93 the
outturn was £36.5 billion - £1.4 billion higher than this
March’s budget estimate of £35.1 billion. It compares with
an outturn of £13.8 billion in 1991-92.

Chart 7, another rise in net lending in the three months to
February in contrast to the experience of late 1992.









4 Balance of payments current account as percentage of GDP

United United
Kingdom Germany':2 France haly States! Japan' Canada
1980 1.2 -1.9 -0.6 23 0.1 -1.0 -04
1985 0.8 26 -0.1 -09 -29 3.6 04
1986 - 44 03 04 -3.1 43 -2.0
1987 -1.1 4.1 -0.6 -0.2 -3.2 3.6 -1.7
1988 -34 42 -05 =07 -26 27 -1.7
1989 —4.2 4.8 -0.5 -1.2 -2.0 2.0 -3.2
1990 -3.1 3.1 -0.8 -13 -17 1.2 3.8
1991 -1.1 -1.2 -0.5 .- -0.1 2.1 —43
1992 2.0 -14 . . -
1990 Q3 -2.0 06 -02 0.1 -1.7 10 -25
Q4 2.2 0.5 0.2 -03 1.7 10 -35
1991 Q1 2.0 =03 -04 -0.6 0.9 1.2 ~5.3
Q2 0.2 04 -0.1 . 0.2 23 -37
Q3 -09 04 - 0.8 2.3 -35
Q4 -1.3 -0.1 - 0.5 27 —4.9
1992 Q1 -2.0 -0.3 -0.2 =04 3.0 5.6
Q2 —22 0.4 0.1 -1.2 3.2 3.8
Qs -15 0.5 0.1 . - -
Q4 -24 -0.3 -
1 Balance as percentage of GNP
2 Western Germany (Federal Republic of Germany before unification)
5 Total industrial production: index numbers
1985 = 100
United United
Kingdom Germany! France Haly EC States Japan? Canada® Major 7 OECD?*
DVIiM HFGA HFFZ HFGB GACY HFGD HFGC HFFY GAES GACX
1980 92.6 973 1019 103.6 97.2 89.1 844 86.2 91.0 911
1985 100.0 100.3 100.0 100.0 100.1 100.0 100.0 100.0 100.0 100.0
1986 102.4 102.3 100.9 103.6 1023 101.0 99.8 99.3 101.1 1012
1987 105.7 102.6 102.8 107.6 1047 105.9 103.3 104.1 104.8 104.9
1988 109.5 106.3 107.7 1141 109.0 1116 1128 109.6 110.9 110.7
1989 1099 114 1121 1176 113.1 1145 119.6 109.2 114.6 114.6
1990 109.3 117.2 1142 117.6 1152 115.7 125.3 104.6 116.8 116.7
1991 106.1 120.7 1141 115.4 115.1 1134 128.2 100.3 116.2 116.1
1992 105.7 1184 . 1147 - 115.2 121.2 101.2 1153
1891 N 106.6 1212 1133 117.0 115.1 112.0 1289 994 1158 115.8
Q2 105.2 1219 1141 114.7 115.0 1127 128.2 1004 115.9 115.9
Q3 106.3 120.6 1153 1143 114.9 114.6 128.5 101.2 116.7 116.6
Q4 106.2 119.1 113.8 115.6 1149 1144 1273 100.3 1163 116.2
1992 Q1 1054 1221 113.1 118.6 116.0 1135 123.9 100.0 1157 115.8
Q2 105.0 120.1 114.0 1155 114.5 114.9 121.0 100.5 115.3 1154
Q3 105.9 1185 113.2 112.8 113.8 115.6 1216 1013 1154 1155
Q4 106.8 112.9 . 112.0 1120 1168 1184 1029 114.6 114.7
1992 Feb 106.2 123.1 1137 119.6 1168 1136 1247 100.3 116.1 116.2
Mar 1052 1213 113.2 119.2 1157 114.0 121.6 100.5 1154 1165
Apr 105.7 120.5 115.2 112.6 114.6 1145 1215 100.8 115.2 115.3
May 104.6 120.5 1134 17.7 1148 1154 1194 100.5 1153 1154
Jun 104.6 118.8 113.7 1154 1141 1149 1220 1004 115.3 1154
Jul 105.8 1185 113.7 116.1 114.8 115.9 1229 100.0 116.0 116.2
Aug 105.7 1184 113.7 1106 113.1 1156 1182 101.9 1146 1147
Sep 106.1 1184 114.0 1111 1135 1154 1237 102.0 115.7 115.7
Oct 1073 115.5 114.6 113.9 137 116.2 1204 102.0 1154 115.6
Nov 106.5 113.2 109.6 114.6 1116 1169 118.1 102.8 114.6 1146
Dec 106.4 110.1 108.3 107.6 1107 1174 1168 1035 1139 114.0
1993 Jan 106.3 109.8 108.8 . . 1179 116.7 103.8
Feb 108.0 108.8 . - . 1184 1184 -
Percentage change: average of latest three months on that of conespondlng penod of prevlous year
1993 Jan 0.8 -7.2 —~4.0 32 -7.3 3.6 .
Feb 12 ~-9.0 - 3.9 -6.5 . -
Percentage change: average of Ialest three months on prevlous three mornhs
1993 Jan -54 —4.6 . . 14 ~3.0 14 -
Feb 0.3 -53 - . - 1.5 -2.8 .

1 Western Germany (Federal Republic of Germany before unification)
2 Not adjusted for unequal number of working days in a month

3 GDP in Industry at factor cost and 1986 prices

4 Some countries excluded from area total
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Producer prices (manufacturing)
Percentage change on a year earlier

Unitad United
Kingdom Germany' France? italy EC States Japan Canada Major 7 OECD
1980 14.1 7.1 8.2 13.5 14.7 13.3 -
1985 53 1.9 44 7.8 5.0 0.9 -0.8 28 1.9 3.0
1986 4.3 -24 -2.8 0.2 -0.8 -14 —4.7 0.9 -1.5 -1.1
1987 38 -04 0.6 3.0 1.3 2.1 -2.9 28 1.1 1.5
1988 45 1.6 5.1 3.5 35 25 -0.2 44 25 3.5
1989 5.1 34 54 59 5.1 5.1 2.1 1.9 4.4 54
1990 5.9 1.5 -1.1 4.2 23 5.0 1.6 0.3 34 3.9
1991 56 20 -1.3 3.3 23 2.1 1.0 ~1.1 20 2.6
1992 3.8 16 -1.6 . 1.3 1.2 -0.8 0.5 0.7 1.8
1991 Q2 59 20 -0.7 3.8 27 3.5 1.7 -0.5 28 3.5
Q3 56 23 -15 3.1 22 1.9 1.0 -1.6 18 25
Q4 50 1.6 -3.6 20 11 -0.3 -0.1 -32 0.2 0.9
1992 Q1 45 1.7 =3.0 14 1.2 04 -08 -2.3 03 1.3
Q2 3.6 24 -1.1 21 1.8 1.3 -0.9 -0.2 0.9 1.9
Q3 34 14 -0.9 1.9 14 1.5 -0.8 1.6 1.1 2.1
Q4 33 1.0 -1.5 . 1.2 1.5 -1.1 3.2 1.0 2.1
1992 Apr 3.8 22 1.8 1.8 1.1 -0.9 -0.9 0.7 1.8
May 3.5 25 2.1 1.8 1.1 -0.9 -0.1 0.8 1.9
Jun 3.6 25 2.1 1.7 1.6 -1.0 04 1.1 2.0
Jul 3.6 1.6 1.9 1.6 1.7 -0.8 0.8 1.1 2.1
Aug 34 1.5 19 14 1.5 -0.9 1.6 1.0 20
Sep 34 1.2 1.9 1.3 16 -0.9 22 1.0 2.1
Oct 33 1.0 20 1.1 17 -1.1 3.0 1.1 22
Nov 3.3 1.0 22 1.2 1.3 -1.1 3.1 0.8 2.0
Dec 35 1.0 - 1.3 1.5 -1.2 3.6 1.0 22
1993 Jan 3.6 1.0 1.8 -1.1 4.0
Feb 3.7 - . - .
Mar 3.7 -
1 Western Germany (Federal Republic of Germany before unification).
2 Producer prices in intermediate goods
7 Total employment: index numbers?
1985 = 100
United United
Kingdom Germany?23 France® ltaly EC States® Japan Canada® Major 7 OECD
DMBC GAAR GAAU GAAS GADW GADT GADU GADS GAEU GADV
1980 103.5 102 101.6 100 " a3 95 95 . -
1985 100.0 100 100.0 100 100 100 100 100 100 100
1986 100.1 101 100.3 101 101 102 101 103 101 101
1987 1019 102 100.6 100 102 105 102 106 103 103
1988 105.2 103 1014 102 104 107 104 109 105 105
1989 107.8 104 102.7 101 106 109 106 111 107 107
1990 1085 107 103.8 103 107 110 108 112 108 108
1991 1056 109 103.8 104 107 109 110 110 108 108
1992 1026 110 . . - 110 111 109 108 108
1991 Q2 1059 109 104.2 104 107 109 in 111 109 109
Q3 105.1 109 104.1 105 108 110 111 113 109 109
Q4 104.3 110 103.3 104 107 109 110 109 108 108
1992 Q1 103.9 109 103.3 103 106 108 109 106 107 107
Q2 1034 110 1038 105 107 110 112 109 109 109
Q3 102.0 110 103.8 104 106 11 112 112 109 109
Q4 1011 110 . “ . 110 111 109 109 109
1992 Apr - 110 ~ 105 107 109 111 106 108 108
May . 110 - - 107 110 112 110 109 109
Jun e 110 103.8 - 107 111 112 12 109 108
Jul . 109 - 104 106 112 112 113 109 109
Aug . 109 - - 106 111 111 113 109 109
Sep . 110 103.8 . 106 110 112 110 109 109
Oct . 110 - 107 110 112 110 109 109
Nov - 110 . 110 112 109 109 109
Dec . 109 110 111 108 109 108
1993 Jan - . . - 108 108 106
Percentage change, latest quarter on that of corresponding period of previous year
1992 Q3 -2.9 0.9 -0.3 -1.0 -1.9 09 0.9 -0.9 0.0 0.0
Q4 -3.1 0.0 . . 0.9 0.9 0.0 09 0.9
Percentage change latest quarter on previous quarter
1992 Q3 ~14 0.0 0.0 -1.0 -0.9 0.9 0.0 28 0.0 0.0
Q4 -0.9 0.0 . . -0.9 -0.9 -2.7 0.0 0.0

1 Not seasonally adjusted except for the United Kingdom
2 Western Germany (Federal Republic of Germany before unification)
3 Excludes members of armed forces
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Chart III: Standardised
unemployment
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Chart V: Industrial production Chart VI: Producer price inflation
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The Budget: 16 March 1993

The following are the proposed changes in taxation and national insurance as set out in the Financial Statement and Budget Report 1993-

94 (HMSO March 1993) (Price £10.00).

Note: Figures in brackets refer to the appropriate line of the Direct effects of Budget measures table which follows the article, where the yield
or cost of each proposal is shown. The symbol "-" in brackets means that the proposal has no effect; the symbol "*" in brackets means it has

negligible revenue effects of less than £3 million a year.

Income tax
There will be no change to income tax allowances or the income limit
for age-related allowances for 1993-94.

- Personal allowance £3,445;

- Married couple's allowance, additional personal allowance,
widow's bereavement allowance £1,720;

- Blind person's allowance £1,080;

- For those aged 65 to 74:
personal allowance £4,200;
married couple's allowance £2,465;

- For those aged 75 and over:
personal allowance £4,370;
married couple's allowance £2,505;

- Income limit for age-related allowances £14,200.
The 20 per cent tax band will be widened from £2,000 to £2,500 for

1993-94, and by a further £500 to £3,000 for 1994-95. The basic rate
limit is unchanged at £23,700. The new tax bands are:

Bands of taxable income(£) 1992-93 1993-94
Lower rate - 20 per cent 0-2,000 0-2,500
Basic rate - 25 per cent 2,001-23,700 2,501-23,700
Higher rate - 40 per cent over 23,700 over 23,700

From 6 April 1994 tax relief for the married couple's allowance, and
allowances linked to it, will be restricted to 20 per cent. The married
couple's allowance for those aged 65 and over will be increased by
£200.

Measures will be brought forward to simplify the assessment and
collection of personal tax from 1996-97. The proposals, which were
outlined in the Inland Revenue consultation paper "A Simpler
System for Assessing Personal Tax" published in November 1992,
offer the option of self-assessment to all who pay tax by assessment;
apply the same rules for assessment and payment of tax to income
from differenct sources; and simplify tax for the self-employed by
assessing income foreachyear asitarises instead of on the "preceding
year" basis.

Benefits and expenses

The car benefit scale charges will be increased by 8 per cent from 6
April 1993. From 6 April 1994 they will be replaced by a charge of
35 per cent of the list price of the car, with discounts for business
mileage and for cars four or more years old. These scale charges are
used for employers' national insurance contributions as well as
income tax.

Thescales for assessing the benefit of fuel provided by employers for

private use in company cars will be increased by 20 per cent, and the
reduction in the charge for 18,000 or more business miles a year will

90

be abolished, from 6 April 1993. The scales are used for employers'
national insurance contributions as well as income tax. The fuel
scales for VAT will be similarly amended.

The existing charge on vans made available by employers for private
use will be replaced from 6 April 1993 by a standard charge of £500
a year, or £350 if the van is four or more years old. Any benefit from
a van weighing more than 3.5 tonnes will be exempt from tax.

The benefit-in-kind of workplace sports facilities will be exempt
from tax from 6 April 1993%.

There will be a ceiling of £8,000 per move on expenses and benefits
which qualify for tax relief when paid or provided by employers as
part of relocation packages. In future, relief will be available
whether or not employees sell their old home. The relief will be put
onto a statutory basis. Concessionary relief for payments made to
help meet additional housing costs following a job related move will
be withdrawn. The changes will apply to employees who start anew
jobonorafter 6 April 1993, but there will be transitional arrangements
to protect employees who are already committed to moving.

Outplacement counselling provided to redundant employees will be
exempt from income tax with effect from 16 March 1993, and
restrictions which in some cases prevent employers getting tax relief
on the costs will be removed.

Housing

Tax relief on mortgage interest will be restricted to 20 per cent with
effect from 6 April 1994. Relief will remain at 25 per cent for those
aged 65 and over who take out a loan to by a life annuity.

The stamp duty threshold for transactions in land and property will
be raised from £30,000 to £60,000 for instruments executed on or
after 16 March 1993 and not stamped before 23 March 1993.

Borrowers will be entitled to mortgage interest relief where, on or
after 16 March 1993, a lender substitutes a borrower's new home for
a previous home as security for a loan. Under present law, relief is
available only if the new home is bought with a new loan‘®.

Temporary relief for mortgage interest will be extended to:
- borrowers who move out of their home without taking out a loan
to buy a new home, provided the property is put up for salet®;

- elderly people who move out of a property used as security for
aloan whichis used to buy an annuity, provided that the property
is put up for sale®®.

These changes will apply to mortgage interest paid on or after 16
March 1993.

Two further minor changes to the tax treatment of housing are:
- newrules willbe introduced for stamp duty on property purchased

under the rent to mortgage and rent to loan schemes being
created by the Housing and Urban Development Bill*;
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— Inland Revenue will be given clear statutory authority torecover
amounts overclaimed by MIRAS lenders, together with
appropriate interest and penalties, with effect from Royal
Assentt®),

Savings and financial services

Business Expansion Scheme tax relief will no longer be available to
individuals who obtain loans which are connected in any way with
shareholdings they acquire through the scheme. This applies for
shares issued on or after 16 March 1993.

The maximum level of earnings for which pension provision may be
made with tax relief will remain at £75,000%.

A new scheme will be introduced to replace the special reserve fund
and enable Lloyd's underwriters to build up a tax-free reserve to
meet losses. Gains on assets representing invested premiums will
be chargeable as trading profits rather than to capital gains tax. The
tax treatment of certain reliefs and expenses will be simplified.

Two minor measures are:

- repayments to friendly societies for their non-pension exempt
business will be put onto a statutory basis®;

- anumberof minor amendments will be made to the administrative
rules for Personal Equity Plans®.

Charities

The minimum size of single donations to charities which qualify for
relief under the Gift Aid scheme will be reduced from £400 to £250
from 16 March 1993.

The annual limit on charitable donations qualifying for income tax
relief under the payroll giving scheme will be raised from £600 to
£900 from 6 April 19930,

Tax relief for voluntary contributions by an employer towards costs
incurred by a charitable agency in running a payroll giving scheme
will be put onto a statutory basis®.

Residence rules

The rule under which someone who has accommodation available
for use in the UK is considered resident for tax purposes for any year
in which they visit the UK, will be abolished. This applies to income
and capital gains tax and takes effect from 6 April 1993.

Taxation of dividends

The value of tax credits attached to dividends paid after 5 April 1993
will be reduced from 25 per cent to 20 per cent. The income tax
charge on dividends will be reduced from the basic rate of 25 per
cent to the lower rate of 20 per cent. This means that basic and lower
rate taxpayers will have no more tax to pay on their dividends, and
no part of the tax credit will be payable to lower rate taxpayers.
Higher rate taxpayers will continue to be liable at the higher rate of
40 per cent, of which 20 per cent will be met by the tax credit.
Charities with dividend income will be able to claim special payments
for a four year period to ease the transition to the new lower rate of
tax credits.

The rate of advance corporation tax (ACT) will be reduced from 25
per cent to 22 '/, per cent for 1993-94 and to 20 per cent from 1994-
95.

Business taxation
A consultative document is being issued with a view to legislation
in 1994 on a proposal which would allow companies to reclaim

surplus ACT which arises from certain dividends paid out of foreign
income which hasborne foreign tax. The Governmentintendsinany
event to legislate in 1994 for such a scheme for international
headquarters companies.

The tax treatment of foreign exchange gains and losses will be
reformed so that gains and losses on all monetary assets and
liabilities will be taxed or relieved as income as they accrue. The
date for implementation of these changes will be announced in due
course™,

A number of changes will be made to limit the scope for tax
avoidance:

- interest accruing after 31 March 1993 which is payable within
multinational groups on certain loans and other forms of debt
will become chargeable to tax as it accrues rather than when it
arises;

- group companies will no longer be able to set certain capital
losses against capital gains where the losses arise outside the
group and are brought in by a company joining the group. This
will apply to disposals on or after 16 March 1993, where a
company joined the group after 31 March 1987,

- where there is a change in company ownership, in certain
circumstances it will no longer be possible to set off ACT paid
after the change against corporation tax paid before it;

- UK companies which control foreign companies will (subject to
certain exclusions) be liable to UK tax on the profits of the
foreign company arising on or after 16 March 1993 where the
overseas tax paid by that foreign company is less than three-
quarters (previously one half) of the tax that would be payable
if it were resident in the UK;

- the capital allowance provisions for connected persons will be
extended to qualifying hotels, commercial buildings in enterprise
zones and scientific research assets, and will be amended so that
elections are available only where both parties are entitled to
capital allowances™;

- the provisions which limit capital allowances for assets leased
overseas will be amended to ensure that they operate as originally
intended®;

- the basis on which contributions by employers to approved
occupational pension schemes may be allowed for tax purposes
will be clarified, with effect from 6 April 1993%;

- changes will be made, with effect from 16 March 1993, to the
capital gains rules applying to exchanges of shares and securities
under company takeovers, reconstructions and reorganisations
of share capital®™.

European Community (EC) agricultural quotas for ewe and suckler
cow premiums will qualify for rollover relief from 1 January 1993.
Other qualifying assets may be introduced in future by Treasury
Order.

Other changes are:

- the period for which businesses can claim relief for costs
incurred before trading begins will be extended from five to
seven years. Relief will also be extended to trade related charges
paid by companies, and costs of preparing waste disposal sites,
incurred before trading begins**

91







Excise duty changes

Rise in duty Effect on Unit

(per cent) price of

typical

item (pence)
Alcohol
Beer 5 v Pint 35)
Wine 5 54, 75cl bottle (36)
Sparkling wine 5 9 75c¢l bottle (36)
Sherry and port 5 9Y, 75¢l bottle (36)
Cider and perry 5 v pint 37
Spirits 0 (38)
Mineral Qils
Unleaded petrol 10 2.7 litre 39)
Leaded petrol 10 33 litre 39
Derv 10 2.7 litre 39)
Gas oil and fuel oil 10 0.1 litre 41)
Tobacco
Cigarettes t 10 pkt of 20 43)
Cigars 6", 4, pkt of 5 (small) (43)
Hand rolling tobacco 6", 13%, 25 grams 44)
Pipe tobacco 6Y, 54 25 grams (44)

¥ Specific duty increased by 10 per cent. Ad valorem duty reduced by 1 percentage point to 20 per cent.

The duty onroad fuels will be raised on average by at least 3 per cent
in real terms in future Budgets. This will encourage more efficient
use of fuel and reduce emissions of carbon dioxide. Developments
in charging for road use will be taken into account in determining the
appropriate level of duty.

The National Lottery, which is due to start in 1994, will be taxed at
arate of 12 per cent of gross stakes.

Most rates of gaming machine licence duty will be increased by 20
per cent from 1 May 1993, except for the duty on small prize
machines costing less than 5p per play which is unchanged and will
be abolished from 1 November 1993. The exemption limit for
fairground bingo will be increased to £25 from 5 April 1993,

Hydrocarbon oil duties will be extended to all fuel substitutes
including orimulsion (a fuel oil substitute), rapeseed diesel and
certain motor fuel additives from shortly after Royal Assent.

The definition of hand rolling tobacco will be revised from Royal
Assent. This is to stop pipe tobacco, which has a lower rate of duty,
being marketed for rolling into cigarettes®.

Vehicle excise duties

Duty on cars, light goods vehicles, vans and taxis will rise from £110
to£125 from 17 March 1993. A range of minorrates, including those
applying to motorcycles, trade licences, and small lorries, are
increased by a similar percentage.

The rate for special type vehicles will be increased to £4,250 from
17 March 1993, and to £5,000 from Budget day in November
1993, Concessionary rates for vintage motorcycles will be simpli-
fied®. Other VED rates, including the majority of those for lorries,
are unchanged.

Business rates

England and Wales

Rate bills for properties in England and Wales which are in transition
to higher bills as a result of the 1990 reforms will not increase in real
terms in 1993-94. This change will reduce the total rates bill in
England and Wales by 2.6 per cent. Bills will rise in line with the
uprating of business poundages already announced in November
1992 which is based on the rise in the RPI in the year to September
1992 (3.6 per cent).

Scotland and Northern Ireland

Scotland and Northern Ireland have different arrangements for
business rates but their total rates bill for 1993-94 will also be
reduced by 2.6 per cent.

National insurance contributions

From 1 April 1994 the main rate of employees' national insurance
contributions will be increased by 1 percentage point to 10 per cent
and the Class 4 rate of contributions for the self-employed will be
increased by 1 percentage point to 7.3 per cent.
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Direct effects of the Budget measures

£million

yield(+)/cost (-) of measure

Changes from

Changes from

a non-indexed an indexed
base base
1993-94 1993-94 1994-95 1995-96
INLAND REVENUE
Income tax
1 Allowances-unchanged - 550 750 780
2 Lower rate band-increased to £2 500 for 1993-94 -370 -300 -390 -400
3 Basic rate limit - unchanged - 110 170 180
4 Married couple's allowance-restricted to 20 per cent etc - - 910 1170
5 Lower rate band - increased to £3000 for 1994-95 - - -320 -450
6 Mortgage interest relief-restricted to 20 per cent - - 820 870
7  Car scales-up 8 per cent 100 100 110 110
8 Fuel scales-up 20 per cent and mileage discount abolished 65 65 70 70
9 Car scales-price based charge from 1994-95 - - 35 80
10 Company vans-new standard charge 10 10 35 30
11 Relocation expenses-reformed - - 200 200
Income tax and corporation tax
12 Taxation of dividends -100 -100 100 900
13 Payments treated as interest - - 75 100
14 Capital losses-restricted for group companies * * 100 100
15  Gift Aid-limit reduced -20 -20 -30 -30
16 Outplacement counselling-exempted -10 -10 -10 -10
Income tax and capital gains tax
17 BES-"loan-linked" investments abolished 20 20 100 50
18 Lloyd's underwriters-changed tax treatment * * * -5
19  Available accommodation rule-abolished * -10 -10
Corporation tax
20  Surplus ACT-use restricted 50 50 150 150
21  Controlled foreign companies - - 35 50
Corporation tax and capital gains tax
22 Rollover relief for ewe and suckler cow premiums * * -5 -5
Oil taxation
23 Petroleum revenue tax-reformed - - 300 400
Capital gains tax
24 Annual exempt amount-unchanged 5 5
25 Relief for gains in a personal company -20 -30
26  Retirement relief-changed -10 -20
Inheritance tax
27 Threshold-unchanged - 10 25 35
Stamp duties
28 Land and property-threshold increased -220 -220 -270 -265
TOTAL INLAND REVENUE -475 265 2925 4055
-=Nil
* = Negligible
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ANNEX: How the revenue effects are calculated

This annex explains how the effects of Budget measures on tax yield
are calculated.

The general approach

The direct effect of a tax change is the difference between the tax
yields obtained by applying the post-Budget tax regime and the pre-
Budget tax regime to the levels of income, profit etc expected after
the Budget.

Since total income and total spending at factor cost are fixed at their
post-Budget levels, the estimates of direct effects do not include any
effect the tax changes themselves may have on levels of income and
spending.

Other effects on behaviour are taken into account where they are
likely to have a significant effect on the yield. For example, changes
to excise duties influence the pattern of consumer spending.

The estimates take account of any consequential changes in receipts
from related taxes. Forexample, the estimated yield from increasing
the excise duty on tobacco includes the change in the yield of VAT
on that duty, but also the change in VAT and other excise duties
resulting from the new pattern of spending.

The direct effect of some tax changes is affected by the implemen-
tation of others. Where this happens, measures are costed in the
order in which they appear in the previous table.

In the first column of the table the pre-Budget regime is simply the
regime of allowances, thresholds and rates of duty which applied in
1992-93.

The remaining three columns strip out the effects of inflation on the
tax system by assuming that allowances, thresholds and rates of duty
are increased in line with prices in this and in future Budgets.
Measures announced in this Budget are assumed to be indexed in the
same way in future Budgets.

The move to a November Budget

This year the estimates need to take account of the fact that the
normal date of the Budget is being brought forward from March to
November. In line with the Chancellor's decisions on indexation
provisions and the timing of tax changes, the following assumptions
are made in calculating the indexed base:

- March 1993 Budget: allowances, thresholds and rates of duty
raised in line with the increase in the RPI over the year to
December 1992 (2.6 per cent);

- November 1993 Budget: allowances and thresholds raised in
April 1994 in line with an assumption for the increase in the RPI
over the year to September 1993 (2 per cent). Rates of excise
duty rise on Budget day (1 January 1994 for alcohol) in line with
the assumed increase in the RPI over nine months to September
1993 (2 per cent). (This assumption for excise duties also applies
to the first column of the table.)

- November 1994 Budget: excise duties rise on Budget day (1
January 1995 for alcohol) and allowances and thresholds in April
1995 in line with the assumed increase in the RPI over 12 months
to September 1994 (3%, per cent).

- November 1995 Budget: rates of excise duty rise on Budget day

(1 January 1996 for alcohol) in line with the assumed rise in the
RPI in the year to September 1995 (3", per cent).

96

The RPI assumptions for the November 1993, 1994 and 1995
Budget are stylised figures compatible with the projections of the
RPI excluding mortgage interest payments shown in Chapters 2 and
3, on the assumption that interest rates remain unchanged at current
levels.

Notes on individual Budget measures

Inland Revenue taxes

1, 3 Under statutory indexation the allowances and limits would
have risen by 2.6 per cent.

6 Assumes interest rates are unchanged from current levels. There
will also be a reduction in public spending of £80 million in 1994-
95 and £90 million in 1995-96 on mortgage interest relief for
borrowers who are non-taxpayers or liable only at the lower rate of
income tax.

9 Assumes average list prices of cars will increase by 3 per cent a
year. The new charge would produce the same yield in 1993-94 as
the 1993-94 scale charges.

10 Yield under the current system is estimated at about £5 million
ayear. Part of the 1994-95 yield is delayed receipt of tax for 1993-
94, The 1995-96 yield assumes about 350,000 vans will be taxable
in 1995-96.

12 The estimates of revenue effects assume levels of dividends are
unaffected, and include the fall in ACT payments by companies, the
fall in tax credits paid to non-taxpayers and exempt institutions, the
extra income tax payments by higher rate taxpayers and discretion-
ary trusts and the increase in companies’ mainstream corporation tax
payments. The yield of the changes after 1995-96 is expected to be
about £1 billion per year.

14 The yield represents the estimated direct effect of the measure
on the existing level of capital loss buying activity. Without this
measure there could be a more significant loss of tax in the future.

18 These proposals will not affect receipts significantly before
1995-96 and are expected to be broadly revenue neutral over a
period.

20, 21 The yields represent the estimated direct effect of the
measures on the existing level of activity. Without these measures
there could be a more significant loss of tax in the future.

23 The figures allow for effects on corporation tax receipts and
estimates of the effects of the reform on North Sea activity.

24, 27 Under statutory indexation, the capital gains tax annual
exempt amount and the inheritance tax threshold would have risen
by 2.6 per cent.

Customs and Excise taxes

35-45 The effect of moving the Budget date from March to late
November is to reduce yield from excise duties in 1993-94 by about
£100 million. This is because there is usually a rise in clearances of
excise goods before the Budget and a fall afterwards. 1993-94 will
include two post-Budget dips, and this will depress receipts over the
year as a whole. This is taken into account in the forecast, but not
scored as a Budget measure.

39 These figures show the increased yield from road fuel duties
which goes beyond what is required to recoup the cost of car tax
abolition announced in the Autumn Statement.







The economy: recent developments and

prospects to mid-1994

The following notes and tables are taken from the Financial Statement and Budget Report 1993-94 (HMSO March 1993) (Price £10.00).

Summary

World economy

Since last summer, activity has fallen sharply in continental Europe
and Japan, but there has been a stronger than expected recovery in the
USA. GDP in the major seven (G7) economies is estimated to have
increased by 1!/ per cent in 1992. Activity in Europe and Japan is
likely to remain weak, and G7 GDP growth may be no more than
1Y percentagainin 1993. With plenty of spare capacity, G7 inflation
is forecast to remain below 3 per cent.

UK activity

GDP was somewhat stronger in the second half of 1992 than
anticipated in the Autumn Statement, rising by '/, per cent on the first
half. While non-oil GDP fell by '/, per centin 1992 as a whole, it was
broadly flat over the year to the fourth quarter. There remain
considerable uncertainties and a wide range of views about the
prospects for 1993. The forecasts from the Panel of Independent
Forecasters range from growth of '/, to 2 per cent with an average of
a little above 1 per cent.The Treasury forecast is very similar,at 1"/,
per cent, '/, percentage point more than in the Autumn Statement
reflecting the higher than expected level of GDP in the second half
of 1992. Growth is projected to pick up through the year, reaching
3 per cent in the year to the first half of 1994 (2", per cent non-oil).

Demand

In the Treasury forecast the recovery is expected to come both from
an increase in domestic demand, principally consumer spending, and
exports. Trade performance improves significantly on 1992, although
net trade makes virtually no contribution to GDP growth because
imports rise as domestic demand increases.

Table 1 Economic prospects: summary

Inflation

Further progress has been made on inflation, with underlying RPI
inflation down to 3"/, per cent in January. There remain powerful
underlying disinflationary pressures and, apart from petrol prices,
there is as yet little evidence of any effect on retail prices from the
lower exchange rate. The forecasts of underlying RPI inflation in
the fourth quarter of 1993 from the Independent Panel range from
3to 4%, per cent, with an average of around 4 per cent. The Treasury
forecast, after taking account of the Budget measures, is 3%/  percent
for both the fourth quarter of 1993 and the second quarter of 1994.

Labour market

Underlying earnings growth fell to 4%/, per cent in December and
should fall further in 1993 as the effect of recent low settlements
feeds through. Employment fell sharply and unemployment
continued to rise in the second half of 1992. These trends are
forecast to moderate in 1993, but with unemployment a lagging
indicator it may be some time before it begins to fall back.

Current account

The current account deficit rose to £12 billion in 1992 from £6'/,
billion in the previous year, with the visibles deficit rising and the
invisibles surplus falling. The visibles deficit is forecast to increase
furtherin 1993 largely due to a deterioration in the terms of trade but
also due to sluggish growth in some of the UK's main trading
partners. While there may be some improvement in the invisibles
position, the current account deficit is projected to widen to
£17',billion. This is broadly in line with the majority view of the
Independent Panel, though somewhat above the average.

Percentage changes on a year earlier unless otherwise stated

Forecasts
1992 1993 1994 H1
Treasury Independent Panel Treasury
Average Range
Gross domestic product - 1 Vto2 3
Domestic demand v Y -1to 1%, 3
Net Trade? -1, A Oto 1Y, 0
RPI excluding mortgage interest
payments (fourth quarter) 3, 3, 4 3to4Y, 33

Current account (£billion) -12 -17Y -15Y, -20to0-7", -18v4
PSBR (financial year, £billion) 35 50 47 40 to 55

! Panel of Independent Forecasters;
2 Contribution to GDP growth, percentage points.
3 QZ

¥ At an annual rate.
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Financial developments

The sterling index has averaged 78'/, so far this year, 15 per cent
lower than in the three months before ERM suspension. Base rates
atthe beginning of March were 4 per cent lower than at the beginning
of September. This easing of monetary policy underpins the forecast
of recovery. MO growth has been within its target range for most of
1992-93, though above it in February. M4 growth has recently been
below its monitoring range.

Public finances

The estimated outturn for the public sector borrowing requirement
(PSBR) in 1992-93 is £35 billion, well up on last year's Budget
forecast but lower than in the Autumn Statement. The PSBR is
forecast to be £50 billion in 1993-94.

Assumptions

The forecast is based on the conventional assumption that sterling
remains close to recent levels, and assumes that oil prices average
$18 a barrel.

World economy

Recent developments

After stabilising in the summer, industrial production in the G7 was
again falling by the end of last year, as continued weakness in Japan
and continental Europe more than offset a strengthening of activity
in North America. In the latest three months industrial production
inthe US wasup 3 per cent on a year earlier compared to a fall of over
3 per cent in the major continental European economies and 7 per
centinJapan. Business confidence inthe US has risen, butin Europe
it is falling sharply and in Japan it is at its lowest level since 1976.

Recent movements in industrial production have been mirrored in
GDP. By the second half of the year, GDP was falling in Japan,
France and Italy, while in Germany' it has fallen by a cumulative
1'/, per cent from its peak in the first quarter. By contrast, in the
fourth quarter of 1992, US GDP grew at its fastest rate for five years.
For the G7 as a whole, GDP1is estimated to have risen by 1'/, per cent
in 1992, following growth of only?/, per cent in 1991.

The marked divergence in activity across the G7 is partly a
consequence of recent developments in monetary and fiscal policy.
In the US, real short-term interest rates have been under 1 per cent
for the last year. This is in marked contrast to continental Europe
where, despite some slight easing since the currency turmoil in
September, real short-term rates are still very high, at around 6 per
cent. Andinmany European countries, discretionary fiscal tightening
has accompanied the monetary squeeze. Butin Japan there has been
a substantial monetary easing and a large fiscal package has been
announced though, so far, this has failed to stem the decline in
activity.

Inmostcountries, abundant spare capacity has maintained downward
pressure on inflation. Since June, inflation has fallen by around 1
percentage point in Japan, France and Italy and has stabilised at just
over 3 per cent in the US. But in Germany inflation picked up in the
second half of 1992 and, following the 1 per cent rise in VAT at the
beginning of this year, it is now 4!/, per cent. Average consumer
price inflation in the G7 countries is just under 3 per cent.

Despite the continued overall weakness of G7 activity, non-oil
commodity prices have risen by over 10 per cent since October as the
prospect of stronger US activity became apparent. However, in real
terms, non-oil commodity prices remain close to their lowest level
since the early 1970s. Oil prices have been relatively stable since the
end of the Gulf War. Since December the Brent price has averaged
around $18 a barrel and it is assumed in the forecast to remain at that
level.

! Throughout this article references to Germany relate to western Germany only.

Forecast

G7 GDP growth in 1993 is forecast to be 1'/, per cent, the same as
in 1992 and only slightly below the Autumn Statement forecast of
1%/, per cent. However, there have been some significant changes to
the prospects for individual countries. In the US, growth of 3/, per
cent is now forecast for 1993 compared with 2'/, per cent last
November. This upward revision partly reflects a stronger outturn
for the second half of 1992 than had been expected. But also, against
a background of stronger business and consumer confidence, it now
appears that reasonably robust growth will be maintained through
1993. It will be helped by the small fiscal stimulus included in
President Clinton's budget package and by the fall in long-term
interest rates following the announcement of medium-term deficit
reduction measures.

Table 2 World economy
Percentage changes on a year earlier
Estimate  Forecast
1991 1992 1993 1994 H1
Major seven countries'
Real GDP Y v, 1Y, 2%,
Domestic demand 0 1Y 1Y, 2%,
Industrial production - - v 3Y,
Consumer price inflation’ 3Y, AR 2V, 2Y,
World trade’ 4 4Y, 4v, 5¥,
UK Export markets’® 5 4v, 3, 4%,

' US, Japan, Germany, France, UK, Italy and Canada.
2 Final quarter of each period.
I Manufacrures.

The forecast for GNP growth in Japan in 1993, at 1 per cent, is well
below forecasts by the OECD and the IMF at the end of last year.
This reflects the continued slide in indicators of activity in recent
months, and the lack of any forward indicators yet pointing to
recovery. The net stimulus from the fiscal package announced in
August is likely to be considerably less than originally thought. Its
impact has, in any case, been affected by the prolonged delay before
its approval by the Diet.

Inthe three largest continental European economies, the expectation
is,onaverage, forafallin GDP of around?, per cent in 1993, following
growthof only 1'/, per cent in 1992. In Germany, GDP has fallen for
three quarters, and no pick-up is expected until the second half of the
year as high real interest rates and the need for fiscal consolidation
continue to depress business and consumer confidence. GDP in
Germany could fall by 1'/, per cent in 1993 as a whole. Growth in
Italy and France will be affected directly by the weakness of activity
in Germany, but also by the high real interest rates and discretionary
fiscal tightening across Europe.

Although commodity prices have picked up in recent months, output
in the G7 is well below trend and the growth in demand is expected
toremain weak in 1993. Hence, the prospect is forinflation to remain
subdued. Consumer price inflation in the G7 is forecast to fall from
2%/, per cent in the fourth quarter of 1992 to around 2!/, per cent by
the fourth quarter of this year, and to remain at that level in the first
half of 1994.

Despite the slowdown inindustrial countries, world trade hasheld up
remarkably well, helped in part by buoyant Far Eastern markets.
World trade in manufactures is estimated to have grown by 4'/, per
cent in 1992 and a similar rate of growth is forecast for 1993.
However, growth of UK export markets, which are weighted more
heavily toward Europe, is forecast to fall from 4'/, per cent in 1992
to 3%, per cent in 1993.
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UK demand and output

Recent developments

GDProse slightly in the second half of 1992, a stronger performance
than anticipated in the Auturnn Statement. It edged up in both the
third and fourth quarters, but non-oil GDP fell marginally. In 1992
as a whole, GDP was '/, per cent down on 1991, though it was
broadly unchanged between the fourth quarters of 1991 and 1992. A
small increase in domestic demand was more than offset by a fallin
net trade volumes.

Within GDP, oil output recovered strongly in the second half of 1992
androse 3!/, per cent in the year asa whole. Other energy outputalso
recovered in the second half of the year. Manufacturing output fell
back a little in the fourth quarter, though not as much as suggested
by business surveys in the summer and autumn, and it was '/, per cent
higher than a year earlier. Construction output fell in 1992 but not
as much as in 1991. Service sector output was little changed.

Prospects

The four percentage point cut in base rates since early September, the
fall in the value of sterling and the measures announced in the
Autumn Statement, have enhanced the prospects for recovery.
Business optimism has improved and there are signs of strengthening
consumer demand.

Nevertheless downside risks remain to the central forecast. Consumer
demand may remain hesitant, held back by high levels of debt
relative to income and to house prices, and by the fear of
unemployment. And the outlook for the continental European
economies is very subdued. Moreover business surveys have
indicated false dawns before, notably in the autumn of 1991 and the
spring of 1992. On this occasion, however, the improvement in
confidence follows a tangible easing of policy: there is therefore a
better chance that it will translate into higher activity and prove more
durable.

The forecast for GDP growth in 1993 is 1Y/, per cent, broadly in line
with the average of forecasts by the Independent Panel, but slightly
more than in the Autumn Statement reflecting higher than expected
output in the second half of 1992. Growth in the year to the second
halfof 1993 isunchanged from the Autumn Statement at 1%/, per cent.
It is forecast to pick up further to 3 per cent (2'/, per cent non-oil) in
the first half of 1994. Manufacturing output is forecast to rise more
rapidly than GDP during the course of 1993 because of the impact
of improved competitiveness.

The main contributions to growth in 1993 are expected to come from
consumers' expenditure, up 1!/ percent, andexports, up 5‘/2 percent.
Stocks are also forecast to make a contribution to GDP growth, with
destocking coming to an end during the course of the year.

Personal sector

Recent developments

Consumers' expenditure has moved ahead since the first quarter of
1992, rising by 1Y/, per cent in the year to the fourth quarter. Recent
consumption indicators have turned out much as expected. But real
personal disposable income was much stronger than forecast,
increasing by 2"/, per centin 1992 despite a sharp fallin employment.
Asaresult, the saving ratio rose 1%/, points in 1992, to 11"/, per cent.

Housing market

Personal sector spending has been closely linked with housing
market developments in the past few years. Although both turnover
and prices fell sharply in the autumn of 1992, this now looks to have
been the effect of the stamp duty concession, which ended in mid-
August and which shifted activity into the summer. Sentimentin the
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housing market has clearly improved in recent months, with help
fromthe lower level of interest rates, the reduced level of repossessions
and the measures announced in the Autumn Statement to take empty
properties off the market. Surveys of estate agents and housebuilders
suggest greater activity in the early part of 1993, but this has not yet
been reflected in official housing market turnover statistics. House
prices, though 7'/, per cent lower than a year ago according to the
Halifax measure, have fallen by only 1 per cent in the last four
months. The house price/earnings ratio is now back to 1986 levels,
and below its average of the last 25 years. While the market is
currently weak by earlier standards, both prices and turnover may
start to rise during the year.

Prospects

Personal sector spending is likely to continue to be restrained by the
desire for further balance sheet adjustment and by the fear of
unemployment. However, consumer confidence has picked up
since the Autumn Statement and the interest rate cuts since ERM
suspension have made current levels of debt easier to service. Retail
sales have continued their upward trend, and survey and other
evidence from distributors also suggests a pick-up in spending in the
early months of the year. It therefore seems likely that there have
been further increases in consumption so far in the first quarter
similar to those in the second half of 1992. Moveover spending is
unlikely yet to have reacted fully to the surprisingly strong growth
of real incomes in 1952.

Thus, despite projected slower growth of real personal disposable
incomein 1993 of /, per cent, consumer spending is forecast to grow
by 1/ , per cent. This implies a fall in the saving ratio from its high
1992 level. Personal sectorinvestment in dwellings - which includes
home improvements as well as the purchase of new properties -
might be little changed in 1993, following a fall of 2 per centin 1992.

The personal sector's financial balance is expected to remain in
sizeable surplus in 1993-about 6*, per cent of personal disposable
income. The debt/income ratio fell in 1992; it is expected to fall
againin 1993 butby lessthanin 1992. The debt/incomeratio by mid-

1994 could be about 7 percentage points below its peak in 1991.

Company sector and investment

Comany income and saving

Faced with falling turnover and downward pressure on profit margins
through the recession, companies have reacted by cutting costs,
particularly by sheddinglabour. Asaresultindustrial and commercial
companies' profits (net of stock appreciation) have barely risen since
1990. At the same time dividends have continued to increase, rising
20per centin the past two years. But with lower tax payments-down
by over a quarter between 1990 and 1992-and falling short-term
interest payments, particularly in 1992, company saving
(undistributed income) rose by over 6 per cent between 1991 and
1992.

Profitability of non-North Sea industrial and commercial companies,
as measured by the real rate of return, is forecast to pick up in 1993
as demand rises, firms continue tight control of labour costs, and
pressure on margins eases. And with lower tax and short-term
interest payments, company saving can be expected to increase

sharply.

Business investment

Business investment has held up well during the recession. Following
a9 percentfallin 1991, it fell by only 2 percentin 1992, despite weak
profitability, and actually rose between the second halves of 1991
and 1992. Manufacturing investment has risen for three consecutive
quarters to the fourth quarter of 1992,







competitiveness beyond 1993 with further increases in the UK's
share of world trade. Exports of all goods are forecast torise 6'/, per
cent in 1993 and just over 10 per cent in the year to the first half of
1994.

Imports

While import growth outstripped demand growth last year, the rise
in import penetration was not out of line with its long-term trend.
The specialisation of world production has led to a rise in import
penetrationin the UK as in other countries. The counterpart of rising
import penetration due to increased specialisation is faster growth of
world trade than world activity, and with it the faster growth of UK
exports than GDP. A further rise in import penetration is to be
expected in 1993, though the improvements to competitiveness,
which benefit firms competing with imports just as much as exporters,
should keep it down. The volume of imports of goods is expected
to rise by 5'/, per cent in 1993, a little less than in 1992 despite
stronger domestic demand.

Table 4 Non-oil trade

Percentage changes on a year earlier

Volumes Prices
Terms of
Exports Imports Exports Imports trade
1991 2v, -3 Y, -2¥, 3
1992 2Y, 6, 1 0 1
1993 Forecast 7" 6 6", 12 -4%,

Trade prices

Normally after a large fall in the exchange rate import prices rise
faster than export prices, and this is evident in the monthly figures
available since ERM suspension. The resulting terms of trade loss,
expected to be nearly 5 per cent for non-oil goods comparing 1993
with the whole of 1992, has a significant adverse effect on the visible
trade deficit, more that accounting for the deterioration in 1993.
However, inlarge part it arises because UK exporters hold back from
raising their prices in the interest of selling more to their customers.
The higher volumes that result will work to offset the adverse terms
of trade effect, but will take some time to come through. Similarly
improved competitiveness will tend to reduce import volumes,
further offsetting the terms of trade loss. As export prices catch up,
there is the prospect of some improvement in the terms of trade in the
first half of 1994.

The North Sea

Oil and gas production rose 3'/, per cent in 1992. It is expected to
rise by 6 per cent in 1993 as new fields begin production and as
outputresumes from those fields affected by the Piper Alpha disaster
in 1988. Output is expected to be near the centre of the DTI's Brown
Book range, which shows a further sharp increase in 1994. Net oil
exports are expected to rise in 1993 with export volumes over 3 per
cent higher and import volumes '/, per cent higher than in 1992. The
oil surplus is expected to rise to nearly £2 billion in 1993,

Invisibles

The surplus on interest, profits and dividends (IPD) rose from ;ﬁ‘/2
billion in 1991 to £3 billion in 1992. However, several exceptional
factors account for much of this turnaround: IPD was depressed in
1991 because of Gulf War effects on oil companies’ profits; and
during 1992 there were exceptional currency market earnings
associated with the turmoil in September. Continuing current account
deficits will reduce the UK's net stock of overseas assets and
therefore the IPD balance over the years ahead. Against this, the
lower exchange rate will raise the sterling value of foreign currency
assets andreceipts. The UK's net stock of overseas assets is estimated
to have fallen from £11 billion at the end of 1991 to near zero in the

102

middle of 1992. By the end of the year it had risen to £37 billion, as
exchange rate revaluations more than offset the effect of the current
account deficit.

Like goods, the services balance will benefit from the improved
competitiveness, though adverse terms of trade effects may dominate
in 1993. The volumes of both exports and imports are forecast to rise
quite strongly during 1993, exports more so than imports. But
because they start from rather depressed levels in the second half of
1992, growth between 1992 and 1993 as a whole is quite modest, 1
per cent for exports and '/, per cent for imports. The balance of
transfers is expected to change little between 1992 and 1993.
Overall, the surplus on invisibles might be £3Y/, billion in 1993, up
from £2 billion in 1992.

The current account

The current account deficitis expected torise to £17'/, billionin 1993,
with the recovery in the invisibles surplus more than offset by the
increase in the visibles deficit. Although the forecast is above the
average of the Independent Panel's forecasts, five of the seven panel
members expect the deficit to be in the range £16Y,, to £20 billion.

Table 5 Current account

£ billion
Manufactures  Oil Other Total  Invisibles Current
visibles balance!
1991 -3, 1 -8 -0, 4 -64,1)
1992 -7, -7 -14 2 -12 (-2)
1993 Forecast -13 2 -9, -21 3Y, —17Y,(-=2%)

! Figures in brackers are as a percent of GDP.

Inflation

Recent developments

The weakness of demand has kept strong downward pressure on
inflation, despite the lower exchange rate. Underlying inflation, as
measured by the RPI excluding mortgage interest payments (MIPs),
was 3.2 per cent in January-down 2/, percentage points since April
1992. As yet, with the exception of petrol prices, there is little
obvious sign of inflationary pressures at the retail level as a result of
sterling's depreciation. Since last September retail goods price
inflation has continued to fall somewhat faster than retail services
price inflation. All-items RPI inflation has fallen more rapidly than
the underlying rate in recent months, and to a significantly lower
level, reflecting the effect of mortgage rate reductions. The all-items
rate in January was 1.7 per cent, the lowest rate since September
1967.

Producer output price inflation, excluding food, drink and tobacco®
was a little higher in January and February, at 2.7 per cent, than the
low point of 2.4 per cent reached in late 1992, This perhaps reflects
the beginnings of the impact of the lower exchange rate on output
prices. But producer output price inflation remains low by historical
standards: 1992 apart, the rate was last below 2.7 per cent in May
1969. Producer input prices, on the other hand, have clearly been
affected by the lower exchange rate, albeit somewhat less than
expected, with the index 8'/, per cent higher in February than last
August. Even so the pressure on producers' profit margins has been
eased by the sharp decline in unit wage cost growth: in the fourth
quarter of 1992 unit wage costs in manufacturing were unchanged
on a year earlier.

Whole economy underlying earnings growth has continued to break
new ground by the standards of the past 25 years. In December it fell
at around 7/, per cent early in 1992. And under the influence of
falling inflation, weak demand for labour, and financial pressures on







Table 7 Forecast and outturn

Percentage changes on a year earlier unless otherwise stated

Outturn Average
1992 or latest errors from
FSBR estimate past forecasts
GDP (1992) 1 - 7
Non-oil GDP (1992) ¥ = 2
Domestic demand (1992) 1, v 1
Exports of goods and services (1992) 3V, 2 1Y,
Imports of goods and services (1992) 4 5Y, 2v,
RPI (1992Q4) 3%, 3 v
GDP deflator (1992-93) 4, 3”2 1
Money GDP (1992-93) 6", 3" v,
Balance of payments current account :
(1992, £ billion) -6, -12 4v,
PSBR
(1992-93, £ billion) 28 35 6",

Risks and uncertainties

All forecasts are subject to risks and uncertainties. Recent Treasury
forecasts have emphasised that these are most acute when the
economy is at or close to a turning point, and that remains true on this
occasion. The recent movements in the exchange rate have added to
the uncertainty. The forecast is based on the conventional assump-
tion that the exchange rate remains close to recent levels. The
forecasts presented here are central forecasts, a balance of upside
and downside risks. Table 8 shows average errors from past FSBR
forecasts.
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