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Introduction 
Economic Trends brings together all the main economic indica

tors. lt contains three regular sections of tables and charts 

illustrating trends in the UK economy. 

'Economic Update' is a feature giving an overview of the latest 

economic statistics. The content and presentation will vary 

from month to month depending on topicality and coverage of 

the published statistics. The accompanying table on main 

economic indicators is wider in coverage than the table on 

selected monthly indicators appearing in previous editions of 

Economic Trends. Data included in this section may not be 

wholly consistent with other sections which will have gone to 

press earlier. 

Articles on international economic indicators and the final 

expenditure prices index appear monthly and an article on 

regional economic indicators appears every January, April , 

July and October. Occasional articles comment on and ana

lyse economic statistics and introduce new series, new analy

ses and new methodology. 

Quarterly information on the national accounts and the bal

ance of payments appears in UK Economic Accounts which 

is published every January, April , July and October by The 

Stationery Office. 

The main section is based on information available to the 

ONS on the date printed in note 1 below and shows the 

movements of the key economic indicators. The indicators 

appear in tabular form on left hand pages with corresponding 

charts on facing right hand pages. Colour has been used to 

aid interpretation in some of the charts, for example by 

creating a background grid on those charts drawn to a 

logarithmic scale. Index numbers in some tables and charts 

are given on a common base year for convenience of com

parison. 

Economic Trends is prepared monthly by the Office for National 

Statistics in collaboration with the statistics divisions of Govern

ment Departments and the Bank of England. 

Notes on the tables 

1. All data in the tables and accompanying charts is current, as 

far as possible, to 29 April 1998. 

2. The four letter identification code at the top of each column of 

data (eg, DJDD) is ONS's own reference to this series of data on 

our database. Please quote the relevant code if you contact us 

requiring any further information about the data. 

3. Some data, particularly for the latest time period, is provi

sional and may be subject to revisions in later issues. 

4. The statistics relate mainly to the United Kingdom; where 

figures are for Great Britain only, this is shown on the table. 

5. Almost all quarterly data are seasonally adjusted; those not 

seasonally adjusted are indicated by NSA. 

6. Rounding may lead to inconsistencies between the sum of 

constituent parts and the total in some tables. 

7. A line drawn across a column between two consecutive 

figures indicates that the figures above and below the line have 

been compiled on different bases and are not strictly compara

ble. In each case a footnote explains the difference. 

8. 'Billion' denotes one thousand million. 

9. There is no single correct definition of money. The most 

widely used aggregates are: 

MO, the narrowest measure, consists of notes and coin in 

circulation outside the Bank of England and bankers' operational 

deposits at the Bank. 

M4 comprises notes and coin in circulation with the public, 

together with all sterling deposits (including certificates of de

posiO held with UK banks and building societies by the rest of the 

private sector. 

The Bank of England also publish data for liquid assets outside 

M4. 

10. Symbols used: 

.. not available 

- nil or less than half the final digit shown 

+alongside a heading indicates a series for which measures 

of variability are given in the table on page T79 

t indicates that the data has been revised since the last 

edition ; the period marked is the earliest in the table to 

have been revised 

* average (or total) of five weeks. 

If you have any comments or suggestions about Economic 

Trends, please write to Uzair Rizki, ONS, Zone D4/19, 1 

Drummond Gate, London , SW1 V 200 or e-m ail 

uzair.rizki@ons.gov.uk 

Office for National Statistics 

May 1998 



Articles published in Economic Trends 

Regular Articles 

International economic indicators. Commentary, figures and charts are published monthly. 

Final expenditure prices index. Commentary and figures are published monthly. 

Regional economic indicators. Commentary, figures and charts are published every January, April, July and October. 

United Kingdom national accounts and balance of payments quarterly figures are published in UK Economic Accounts 

every January, April , July and October. 

1997 
June 

August 

Other Articles 

Regional Accounts 1995: Part 2. 

Competitiveness in manufactures. 

Research and experimental development (R & D) statistics 1995. 

The Budget: 2 July 1997. 

The economy: developments and prospects. 

September Geographical breakdown of the balance of payments current account. 

October 

November 

December 

1998 
January 

February 

March 

April 

Development of a final expenditure prices index. 

Overseas trade in services: publication of monthly estimates. 

Environmental input-output tables for the United Kingdom. 

Implications of the US Boskin report for the UK retail prices index. 

A household satellite account for the United Kingdom. 

Quarterly alignment adjustments in the UK National Accounts. 

Globalisation: scope, issues and statistics. 

The ABI respondents database: a new resource for industrial economics research. 

How should economic statistics respond to information technology? 

Regional Accounts 1996: Part 1. 

Geographical breakdown of exports and imports of UK trade in services by component. 

International comparisons of productivity and wages. 

Improvements to business inquiries through the new IDBR. 

Measuring public sector output. 

Employment in the public and private sectors. 

Harmonised indices of consumer prices. 

Effects of taxes and benefits on household income 1996-97. 

For articles published in earlier issues see the list in issue 509 (March 1996) of Economic Trends. Copies 
of articles may be obtained from the National Statistics Library, Room 1.001, Government Buildings, 
Cardiff Road, Newport, NP91 XG, telephone 01633 812973. The cost is £5.00 per copy inclusive of postage 
and handling. A cheque for the appropriate remittance should accompany each order, made payable to 
'Office for National Statistics'. Credit card transactions can be made by phone; invoices cannot be 

issued. 
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Other publications: - Retail Prices 1914-1990 -Input/Output Tables • Labour Market Statistics • Family Spending • 
Sector Classification Guide - Share Ownership - Financial Statistics Explanatory Handbook 



In brief 

Articles 

This month we feature one article. The Budget article describes the Government's overall approach to economic policy and 

summarises specific tax and spending measures (page 21 ). Recent developments and prospects for the economy are 

summarised in a separate article (page 38). 

Revised Labour Market Chapter 4 

This month we are changing the presentation of Chapter 4 to reflect the greater prominence given to data from the Labour Force 

Survey. The results of this are now included in the new integrated Labour Market Statistics First Release (available from the 

National Statistics public enquiry service on 0171-533 6363) and published on a calendar quarter basis for the United Kingdom. 

The contents are now: 

Table No. Title 

4.1 Labour market activity - seasonally adjusted (previously 4.4) 

4.2 Labour market activity - not seasonally adjusted (previously 4.2) 

4.3 Labour market activity by age- seasonally adjusted (previously 4.6) 

4.4 Jobs and claimant count (previously 4.2) 

4.5 Regional claimant count rates (previously 4.3) 

4.5A International Labour Organisation unemployment rates (new) 

4.6 Average earnings (previously 4.1, excluding unit wage costs) 

4. 7 Productivity and unit wage costs (previously 4. 7, now including unit wage costs) 

Recent National Statistics economic publications 

Consumer Trends: 1997 quarter 4. The Stationery Office, ISBN 0 11 620928 3, price £45. 

Financial Statistics, April1998. The Stationery Office, ISBN 0 11 621007 9, price £22.50. 

Labour Market Trends, May 1998. The Stationery Office, ISBN 0 11 620994 1, price £7.50. 

Retail Price Indices (Business Monitor MM23}, February 1998. The Stationery Office, ISBN 0 11 537865 0, price £180 p.a. 

Monthly Review of External Trade Statistics (Business Monitor MM24), January 1998. The Stationery Office, ISBN 0 11 537866 

9, price £180 p.a. 

UK Economic Accounts: 1997 quarter 4. The Stationery Office, ISBN 0 11 621017 6, price £25. 

All of these publications are available from the National Statistics Sales Office, Zone B1/06, 1 Drummond Gate, London, SW1 V 

200. Telephone 0171-533 5678 or fax 0171-533 5689. Subscriptions are available from The Stationery Office Publications 

Centre, telephone 0171-873 8499. 
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ECONOMIC UPDATE- MAY 1998 

By Adrian Richards, Economic Assessment- Office for National Statistics 
Address: 04/20, 1 Drummond Gate, London, SW1V 200 Tel: 0171 533 5923 Email: adrian.richards@ons.gov.uk 

Overview 
The available evidence suggests that the UK economy slowed down in the first quarter of 1998, with a decline in service sector growth. 

The monthly indicators show a deterioration in the trade balance, indicating that trade may have contributed to the weakness; retail 

sales growth also fell in the first quarter. This evidence of a slowdown is consistent with the fall in monetary growth. However, the 

PSBR figures for 1997/98 show an improvement in government finances, in part reflecting strong growth in 1997. 

Indicators included: 

Preliminary GDP - Q1 

Industrial Production - February 

CBI monthly trends -April 

New Construction orders - February 

Housing starts and completions - February 

Retail sales - March 

Consumer confidence -April 

GDP Activity 

Growth for 1998 01 slowed for the second quarter in succession 

to 0.4%, according to the preliminary estimate. This estimate of 

GDP is based on output data - the next GDP release, issued in 

May, will include income and expenditure data. Year on year 

growth was still strong at 2.8%, reflecting the strength in the 

second and third quarters of 1997. 

Output 

Within the preliminary estimate, the main story was a slowing in 

growth of service sector output. Chart 1 shows that services 

have been the main contributor to strong growth in output since 

the end of 1994, with year on year growth peaking at 4.7% in 

1997 03. However, latest estimates show weaker growth in a 

number of components, in spite of stronger growth in 

distribution. 

Chart 1 

Services output 
percentage change 

quarter on quarter 

11 1 ••• 1111 ••• 111.111111 

1990 1991 1992 1993 1994 1995 1996 1997 

New car registrations - March 

UK external trade - February!March 

Money supply -March 

Public sector borrowing requirement- 1997/98 

Producer prices - March 

Retail prices - March 

Labour market statistics -January-February/04 

For the production sector, the latest detailed information for 

February suggested output continued to fall. This was partly due 

to low energy output, with unseasonably warm temperatures. 

Manufacturing output also remained subdued. The breakdown 

by market sector shows that the main fall was for intermediate 

goods. There was continued strong growth in output of durable 

goods, particularly cars, reflecting strong demand in this area, 

while investment goods recovered in part from the low in 

December. As the chart below shows, growth of imports of 

manufactured goods has been stronger than exports, as the 

exchange rate appreciation has reduced competitiveness of UK 

manufacturers. These results are in line with the CBI Industrial 

Trends survey, which suggests that output expectations are 

falling. This appears to be due to lower export orders offsetting 

growth in domestic demand. Consistent with this, the survey 

shows a reduction in demand for labour and investment goods. 

Chart 2 

Manufactures: exports and imports and sterling ERI 
year on year percentage change 
3 months on 3 months 

-20 LJ..__---'-----'-----'-----'-----'-----'--
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Domestic demand 

The initial indications are that consumer demand remained 

strong in the first quarter of 1998, but growth was lower than the 

peaks of 1997. Retail sales for the first quarter show lower 

growth, both quarter on quarter and year on year. Chart 3 shows 

that retail sales follow a similar path to consumers' expenditure 

and thus the latest movements might be suggesting an easing in 

demand. A number of factors should have reduced funds 

available for consumption in the first quarter. Annual reviews of 

mortgages will have resulted in higher interest payments due to 

the higher short term interest rate now, combined with back 

payments for the higher rates in 1997. Furthermore, the initial 

figures for self-assessment tax revenue suggest that households 

paid more in 1998 01 than had been expected. The EC/GFK 

survey shows consumer confidence balances in 1998 01 down 

on their earlier peaks, although they improved slightly in April. 

Chart 3 

Retail sales and consumers' expenditure 

The charts below show that import prices have fallen further than 

export prices for the countries outside the European Union, in 

contrast to trade prices for the countries of the European Union. 

Both show a deceleration in price changes. 

Chart4 

Export and import price changes: EU countries 

not seasonally adjusted 

20 

1990 1991 

Chart 5 

year on year percentage change 

Export and import price changes: Non-EU countries 

not seasonally adjusted 

20 

year on year percentage change 
months 

year on year percentage change 15 f--------P.~-\-----------

8f-~~--------~qu~a~rte~rs~-------
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1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 

External demand and supply 

For some time economists have expected a deterioration in the 

trade balance in the wake of sterling's rapid and sustained 

appreciation. Some deterioration is seen in the figures for 1998 

01. However, examination of the trade balance in more detail 

raises questions about the extent of sterling's impact, compared 

with the role played by other factors. Most notably, sterling has 

appreciated most against EU currencies since the middle of 

1995, whereas the greatest rise in imports over that period has 

been from non-EU countries. 

In 1997 04, the major deterioration resulted from a surge in 

imports from the "Rest of World" (which does not include OECD 

and "Oil exporting" countries) and North America. In contrast, in 

1998 01, the deterioration was dominated by falls in exports to 

the "Oil exporting" and "Other OECD" countries (which does not 

include Europe and North America). On balance, the impact of 

the crisis in Asia appears to have shown through far more in 

lower exports rather than higher imports. 

-1 0 l.,_ _ _L_ _ _,_ __ L__ _ __L_ _ _,_ _ _,_ __ _l____---'----

1990 1991 1992 1993 1994 1995 1996 1997 

Monetary & Sectoral indicators 

The money supply data also suggests growth may be slowing. 

Broad money (M4) growth fell from 9.9 per cent in the year to 

February to 9.5 per cent in the year to March, down from almost 

12% in July 1997. Narrow money growth also fell between 

February and March. 

The Public Sector Borrowing Requirement (PSBR) for the full 

1997/98 financial year was £0.9 billion -well down on the 1996-

97 PSBR of £22.7 billion. The surge in net public sector 

borrowing that normally occurs in March was well down on 

previous years. Even after removing the effect of privatisation 

proceeds the deficit was still only £2.7 billion · much lower than 

in 1996/97. The main reason for the substantial decline in public 

borrowing was the fall in borrowing by Central Government, as 

growth in receipts far exceeded the growth in cash outlays · 

shown in Chart 6. A number of factors will have added to the 

buoyancy of taxes, including changes to the tax regime, such as 

the introduction of self assessment; strong growth in earnings 

and spending, related to the rapid growth in activity; and 

increases in the rates of excise duties. 
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Chart 6 

Central government: cash receipts and outlays 
year on year percentage change 

86/87 87/88 88/89 89/90 90/91 91/92 92/93 93/94 94/95 95/96 96/97 97/98 

Prices and wages 

Producer prices have continued to fall, reflecting the fall in crude 

oil prices. Output prices excluding food, beverages, tobacco and 

petrol showed the lowest year on year rate of increase since July 

1967. RPI inflation rose by 0.1 percentage point to 3.5% in 

March. RPIX inflation (excluding mortgage interest payments) 

remained at 2.6%. Chart 7 shows that producer price inflation 

has fallen significantly since sterling started to appreciate. RPIY 

inflation has fallen from a peak of 2.9% in 1996 04 to 2% in 

1998 01. Over the same period, RPIX inflation fell by only 0.6 

percentage points. The underlying falls in inflation were masked 

to some extent by the rises in indirect taxes, which improved the 

public sector finances. 

Chart 7 

Retail and producer prices- excluding excise duties 

1991 1992 1993 1994 

year on year percentage change 
quarters 

1995 1996 1997 

Whole economy average earnings growth remained at 4.5% in 

the year to January. However, there was a striking difference 

between public and private sector earnings growth, with earnings 

in the public sector growing by 2.4% in the year to January, and 

private sector earnings growing by 5.2%. 

Labour Market 

The latest release of labour market data is consistent with the 

other signs of activity slowing at the beginning of. The claimant 

count, illustrated with GDP in Chart 8, fell again in March, but 

the monthly decrease was the lowest since April 1996, 

4 

suggesting a possible slackening in the demand for labour. The 

main reason for this deceleration was a reduction in the numbers 

leaving the claimant count. 

Chart 8 

GDP and claimant count: year on year change (quarters) 
percentage change thousands 

1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 

One interesting feature is that manufacturers appear to have 

continued to add to their workforce in the first two months of 

1998, while output has been flat. This, along with the earlier 

increase in average earnings, has reduced productivity and 

increased unit wage costs. 

March was the first edition of the labour market integrated first 

release. This gives a wider range of information on labour 

market developments. it suggest that the total economically 

active population has fallen since mid-1997, with ILO 

unemployment falling more sharply than employment. This 

corresponds to an increase in inactivity. Growth in the number 

of long term sick has continued. The Labour Force Survey 

shows that there are 1.9 million people classified as unemployed 

under the ILO definition, and 2.4 million who would like a job, but 

are not actively looking for one. 



Forecast for the UK Economy 

A comparison of independent forecasts, April1998 
The tables below are extracted from HM Treasury's "FORECASTS FOR THE UK ECONOMY" and summarise the average and range 

of independent forecasts for 1998 and 1999, updated monthly. 

Independent Forecasts for 1998 

Average Lowest Highest 

GDP growth (per cent) 2.3 1.1 3.3 

Inflation rate (04: per cent) 

• RPI 3.0 1.6 4.5 

- RPI excl MIPs 2.7 2.0 3.6 

Unemployment (04,mn) 1.32 1.10 1.48 

Current Account (£,bn) -6.5 -18.0 2.1 

PSBR (1998-99,£ ,bn) 1.6 -3.0 10.0 

Independent Forecasts for 1999 

Average Lowest Highest 

GDP growth (per cent) 

I 
1.9 

I 
1.0 3.1 

Inflation rate (04: per cent) 

· RPI 2.4 1.6 4.2 

· RPI excl MIPs 2.6 1.0 4.4 

Unemployment (04, mn) 1.39 1.07 1.69 

Current Account (£,bn) -7.5 -21.3 5.2 

PSBR (1999-00,£,bn) 1.3 -10.5 17.0 

NOTE: "FORECASTS FOR THE UK ECONOMY" gives more detailed forecasts, covering 24 variables and is published monthly by HM 

Treasury, available on annual subscription, price £75. Subscription enquiries should be addressed to Miss C T Coast-Smith, Public 

Enquiry Unit, HM Treasury, Room 110/2, Parliament Street, London SW1P 3AG (Tel: 0171-270 4558). lt is also available at the 

Treasury's interne! site: http://www.hm-treasury.gov.uk. 
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International Economic Indicators - May 1998 

by Sue Holloway, Economic Assessment- Office for National Statistics 

Address: 04/20, 1 Drummond Gate, London SW1V 200 Tel: 0171 533 5975 Email: sue.holloway@ons.gov.uk 

Overview 

In 1997 strong private final consumption, exports and stockbuilding kept the recovery on track in Italy. In Japan, GDP growth was weak 

in 1997 in spite of strong growth in exports, and domestic demand remained depressed in the first two months of 1998. Early 

indications are of weak demand in Germany, where retail sales volumes remained lower than the beginning of 1997. In contrast, the 

latest data for France and the US shows more robust growth in this area. Price inflation has remained subdued throughout the G7 

countries in the first two months of this year and earnings growth has generally been slowing. 

Germany 

Latest data on retail sales in Germany shows a bounce back of 

4.3% in January, following the large fall in December, but sales 

were still 3% below January 1997. Volumes remained below 

their 1990 level, as they have done for all bar nine months of the 

last five years. 

As the chart below illustrates, consumer price inflation last 

peaked in April 1992 and has been on a downward trend since 

then. Consumer price inflation was 1.1% in February and March 

- the lowest inflation rate since the late 1980s. Producer price 

inflation was also low in February at 0.6% - this has been 

slowing since August 1997. 

Chart 1 

German inflation 
year on year percentage change 

producer prices 
-2 u__---'-----'-----'-----'-----'-----'-----'-----'---

1990 1991 1992 1993 1994 1995 1996 1997 1998 

France 

French retail sales volumes fell by 4.6% between January and 

February, following two months of strong growth. This left 

volumes 2.1% higher than a year earlier. 

Consumer price inflation continued at historically low rates -

prices rose by 0.7% in the year to February, compared with 

average inflation of 1.1% in 1997. Producer prices rose by 0.5% 

in the same period - there has been little change in this inflation 

rate for the past seven months. 

Growth in average earnings fell back slightly to 2.6% in January 

and unemployment also fell by one percentage point to 12.1% -

the lowest level since late 1995. 

Italy 

Italian gross domestic product grew by 2.8% in the year to the 

fourth quarter of 1997, to give average growth for 1997 of 1.5%. 

The largest contributor to annual growth, shown below, was 

private final consumption, with stockbuilding also playing a 

significant part. Strong year on year growth in exports of 6.3% 

was more than offset by import growth of 11.8%. 

Consumer price inflation picked up slightly to 1.8% in the year to 

February, but has remained under 2% for the past ten months. 

Producer price inflation was steady at 1 .3% - the rate has been 

on a downward trend since last June. Average earnings 



Chart 2 

Italy- contributions to GDP growth 
contribution to annual percentage change 

1990 1991 1992 1993 1994 1995 1996 1997 

PFC ~ GFC .GFCF 

WJJ ChgStk E2tl Exports ~ Imports 

growth was 1. 7% for the year to February - approximately half 

the rate seen throughout 1997. 

USA 

Retail sales volumes have been growing strongly in the USA 

since 1991. They increased by 0.4% between November and 

December 1997, giving year on year growth of 4.3%. 

Consumer price inflation fell for the sixth consecutive month to 

1.4% in the year to February - this is the lowest rate since the 

mid 1980s. Producer prices also fell for the eighth consecutive 

month, declining by 1.5% in the year to February. 

Signs are mixed in the US labour market. Earnings grew by 

3.1% in the year to 1998 01 - no change from the average rate 

of growth for the last two years. Employment fell by 1% in 01 

compared with the previous quarter, but rose by 1.9% compared 

with the previous year. Unemployment remained historically low 

at 4.7%. 

Japan 

Japanese exports grew by 11% in 1997, as the effective 

exchange rate depreciated by a further 5%, and imports fell very 

slightly below their 1996 level. GDP fell by 0.2% year on year in 

the fourth quarter of 1997, giving average growth for the year of 

0.9%. Private final consumption grew by 1.1% year on year - a 

decline in the growth rate after increases in each of the previous 

three years. Gross fixed capital formation fell by 3.6% from the 

very high level in 1996. Contributions to growth are illustrated 

below. 

Chart 3 

Japan -contribution to GDP growth 

contribution to annual percentage change 
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In 1998, retail sales volumes fell 3.1% in February month on 

month, and 9.6% year on year. Consumer price inflation 

remained steady at 1.9% in the year to February, while producer 

price inflation continued to slow to 0.4%. Average earnings in 

manufacturing were the same in February 1997 as in February 

1996, after a fall in January 1997 compared with the previous 

year- real earnings have been falling for six consecutive months. 

Employment also fell year on year for the first time in two years. 

Notes 

The series presented here are taken from the OECD's Main 

Economic Indicators and are shown for Germany, France, Italy, 

the USA and Japan, and for the European Union (EU15) 

countries in aggregate. 

Comparisons of indicators over the same period should be 

treated with caution, as the length and timing of the economic 

cycle varies across countries. 
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1 European Union 15 

Contribution to change in GDP 

GDP PFC GFC 

Percentage change on a year earlier 
ILGB HUDS HUDT 

1990 3.0 1.7 0.4 
1991 3.0 2.7 1.0 
1992 0.9 0.9 0.4 
1993 --{).5 --{},1 0.2 
1994 3.0 1.0 0.2 

1995 2.5 1.1 0.2 
1996 1.8 1.2 0.3 
1997 

1996 01 1.6 1.4 0.3 
02 1.5 0.9 0.2 
03 1.9 1.2 0.3 
04 2.1 1.3 0.2 

199701 1.9 0.9 0.2 
02 2.8 1.4 0.2 
03 2.9 1.2 0.2 
04 

1998 01 

1997 Aug 
Sep 
Oct 
Nov 
Dec 

1998 Jan 
Feb 
Mar 

Percentage change on previous quarter 
ILGL HUDY HUDZ 

199601 0.6 0.7 0.1 
02 0.4 
03 0.7 0.4 0.1 
04 0.5 0.2 

199701 0.4 0.3 
02 1.2 0.5 0.1 
03 0.8 0.2 0.1 
04 

199801 

Percentage change on previous month 

1997 Aug 
Sep 
Oct 
Nov 
Dec 

1998 Jan 
Feb 
Mar 

GFCF ChgStk 

HUDU HUDV 
0.8 --{},1 
0.7 --{).3 

--{).2 --{).1 
-1.4 --{).4 

0.5 0.8 

0.7 0.2 
0.2 --{).3 

0.1 
0.3 --{).3 
0.3 --{},6 
0.4 --{).3 

0.5 --{).1 
0.4 0.5 
0.4 0.6 

HUEA HUES 
--{).2 --{).1 

0.4 --{).5 
0.1 --{},1 
0.1 0.3 

--{).1 0.1 
0.3 0.1 
0.2 

GDP = Gross Domestic Product at constant market prices 
PFC = Private Final Consumption at constant market prices 
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GFC =Government Final Consumption at constant market prices 
GFCF =Gross Fixed Capital Formation at constant market prices 
ChgStk = Change in Stocks at constant market prices 
Exports = Exports of goods and services 
Imports = Imports of goods and services 
loP = Industrial Production 

Exports 

HUDW 
1.8 

0.9 
0.4 
2.5 

2.4 
1.5 

1.2 
1.1 
1.7 
2.1 

1.9 
3.0 
3.5 

HUEC 
0.6 
0.3 
0.6 
0.6 

0.4 
1.3 
1.0 

less 
Imports 

HUDX 
1.6 
1.0 
1.0 

--{).8 
2.2 

2.0 
1.2 

1.4 
0.7 
1.0 
1.6 

1.4 
2.6 
2.9 

HUED 
0.5 

--{},1 
0.5 
0.7 

0.3 
1.2 
0.7 

loP 

ILGV 
2.0 

--{},1 
-1.4 
-3.1 

4.9 

3.9 
0.2 
3.7 

--{).1 
--{).1 

0.3 
0.9 

2.3 
3.4 
4.4 
4.9 

4.3 
3.5 
5.4 
4.5 
4.8 

ILHF 
--{},7 

0.6 
0.8 
0.2 

0.8 
1.6 
1.8 
0.6 

ILKF 
-1.1 
--{},5 

1.3 
--{},2 

0.5 

Sales 

ILHP 
2.3 
1.5 

-1.3 
--{},5 

--{},1 
0.5 

0.4 
0.4 
1.3 

2.0 
2.6 
3.0 

2.0 
3.0 
5.1 
2.0 

ILHZ 
1.6 
0.4 

--{},7 

2.3 
1.0 
0.4 

ILKP 
-1.9 

2.0 
-1 .9 

Sales = Retail Sales volume 

CPI PPI Earnings Ern pi Unempl 

HYAB ILAI ILAR ILIJ GADR 
5.7 2.5 7.0 1.6 8.1 
5.2 2.2 6.8 0.1 8.4 
4.5 1.4 5.8 -1.7 9.1 
3.5 1.3 4.7 -2.0 10.8 
3.0 2.2 3.8 --{},2 11.1 

3.2 4.5 3.7 0.6 10.7 
2.5 0.7 3.7 0.5 10.9 
2.0 1.1 0.4 10.6 

2.8 1.9 4.0 0.6 10.9 
2.6 0.6 4.0 0.6 10.9 
2.3 --{).1 3.1 0.6 10.9 
2.3 0.2 3.8 0.3 10.8 

2.1 0.4 3.8 0.2 10.8 
1.7 0.8 3.1 0.3 10.7 
2.0 1.5 0.4 10.6 
2.0 1.4 0.7 10.5 

2.1 1.7 10.6 
2.1 1.5 10.6 
2.0 1.5 10.5 
2.1 1.4 10.5 
2.0 1.3 10.4 

1.7 1.0 10.4 
1.8 1.0 

I LIT 
--{).9 

0.8 
0.5 

--{).1 

-1.0 
0.9 
0.6 
0.2 

CPI = Consumer Prices, components and coverage not uniform among coun
tries 
PPI = Producer Prices (manufacturing) 
Earnings = Average Wage Earnings (manufacturing), definitions of coverage 
and treatment vary arnong countries 
Ernpl =Total Employment not seasonally adjusted 
Unempl =Standardised Unemployment rates: percentage of total labour force 

Source: OECD 



2 Germany 

Contribution to change in GDP 

GDP1 PFC GFC GFCF ChgStk Exports 

Percentage change on a year earlier 
ILFY HUBW HUBX 

1990 
1991 
1992 1.8 1.4 0.8 
1993 -1.2 0.2 --0.1 
1994 2.8 0.7 0.4 

1995 1.9 1.1 0.4 
1996 1.4 0.7 0.5 
1997 2.3 0.2 --0.1 

199601 0.4 1.1 0.7 
02 1.1 0.3 0.6 
03 1.8 0.8 0.7 
04 2.1 0.6 0.1 

199701 2.5 0.1 0.2 
02 2.1 0.7 0.1 
03 2.3 --0.3 --0.3 
04 2.3 0.3 --0.4 

199801 

1997 Aug 
Sep 
Oct 
Nov 
Dec 

1998 Jan 
Feb 
Mar 

Percentage change on previous quarter 
ILGI HUCC HUCD 

199601 0.6 
02 1.4 --0.1 0.2 
03 0.5 0.5 0.2 
04 0.3 --0.4 --0.3 

1997 01 0.4 0.1 
02 0.9 0.5 0.1 
03 0.7 --0.5 --0.3 
04 0.3 0.2 --0.3 

199801 

Percentage change on previous month 

1997 Aug 
Sep 
Oct 
Nov 
Dec 

1998 Jan 
Feb 
Mar 

HUBY HUBZ 

0.6 --0.4 
-1 .3 --0.2 

0.8 0.8 

0.2 0.4 
--0.2 --0.2 

0.1 1.1 

-1.5 0.1 
--0.1 --0.1 

0.1 --0.8 
0.5 

0.9 0.9 
--0.3 0.5 
--0.2 1.6 
--0.2 1.5 

HUGE HUCF 
--0.9 

1.3 --0.1 
--0.8 

0.9 

--0.4 0.9 
0.1 --0.5 
0.1 0.4 

0.7 

GDP =Gross Domestic Product at constant market prices 
PFC = Private Final Consumption at constant market prices 
GFC =Government Final Consumption at constant market prices 
GFCF =Gross Fixed Capital Formation at constant market prices 
ChgStk =Change in Stocks at constant market prices 
Exports = Exports of goods and services 
Imports = Imports of goods and services 
loP= Industrial Production 

1 Data available for unified Germany from 1991 

HUCA 

--0.4 
-1.2 

1.9 

1.7 
1.4 
3.0 

1.2 
0.6 
1.6 
2.2 

2.0 
2.9 
3.6 
3.3 

HUCG 
0.5 
0.1 
0.8 
0.7 

0.4 
1.0 
1.4 
0.4 

2 Western Germany (Federal Republic of Germany before unification) 
3 Excludes members of armed forces 
4 Data available for unified Germany from January 1993 

less 
Imports loP1 Sales CPI1 PPI1 Earnings2 Empl1·3 Unempl4 

HUCB ILGS ILHM HVLL ILAF ILAO lUG GABD 
5.3 8.0 2.7 1.4 4.2 2.8 
3.5 5.8 3.7 2.2 6.6 2.0 

0.3 -2.5 -2.3 5.0 1.6 7.1 -1.4 
-1.5 -7.2 --4.2 4.4 0.1 5.4 -1.1 7.9 

1.9 3.6 -1.3 2.7 0.8 2.9 --0.4 8.4 

1.9 2.0 1.1 1.9 2.1 3.3 0.1 8.2 
0.8 0.4 --0.2 1.5 0.2 5.2 --0.3 8.8 
1.9 4.0 --0.1 1.7 0.7 -1 .3 9.7 

1.2 -1.1 -1.4 1.5 0.8 7.1 8.7 
0.1 --0.8 --0.3 1.5 0.1 6.7 0.3 8.7 
0.6 1.3 1.0 1.5 --0.2 4.3 --0.2 8.8 
1.3 2.5 --0.3 1.4 0.2 2.9 -1.0 9.1 

1.6 3.6 1.7 0.3 0.8 -1.4 9.4 
1.8 3.5 0.7 1.6 0.7 1.5 -1.6 9.6 
2.1 4.3 -1.0 1.9 1.0 1.6 -1.4 9.9 
2.2 4.5 1.8 0.9 -1.0 10.0 

1.1 

2.6 -2.0 2.0 1.2 9.9 
2.1 -1.0 1.9 1.0 10.0 
5.1 2.0 1.8 0.9 10.0 
4.3 1.9 1.0 10.0 
4.2 -2.1 1.7 0.8 10.0 

6.3 -3.0 1.2 0.6 9.8 
5.4 1.1 0.6 

1.1 

HUCH ILHC ILHW ILIO 
0.3 0.1 1.0 -1.7 
0.1 1.3 1.7 0.8 
0.3 1.2 --0.7 0.2 
0.7 --0.2 -2.3 --0.3 

0.6 1.2 1.3 -2.1 
0.3 1.3 2.4 0.6 
0.5 1.9 -2.4 0.4 
0.8 -1.3 0.1 

ILKC ILKM 
--4.2 -3.0 
--0.8 1.0 

2.0 2.0 
--0.2 -2.0 

0.2 -5.1 

2.4 4.3 
--0.6 

Sales = Retail Sales volume 
CPI = Consumer Prices, components and coverage not uniform among coun
tries 
PPI = Producer Prices (manufacturing) 
Earnings = Average Earnings (manufacturing), definitions of coverage and 
treatment vary among countries 
Empl =Total Employment not seasonally adjusted 
Unempl = Standardised Unemployment rates: percentage of total workforce 

Source: OECD 
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3 France 

Contribution to change in GDP 

less 
GDP PFC GFC GFCF ChgStk Exports Imports loP Sales CPI ppj1 Earnings Empi2 Unempl 

Percentage change on a year earlier 
ILFZ HUSK HUBL HUBM HUBN HUBO HUBP ILGT ILHN HXAA ILAG !LAP ILIH GABC 

1990 2.5 1.6 0.4 0.6 0.2 1.3 1.6 1.5 0.7 3.5 -0.9 4.9 0.8 9.0 
1991 0.8 0.8 0.5 -0.7 1.0 0.8 -1.2 -0.2 3.2 -1 .2 4.7 0.1 9.5 
1992 1.2 0.8 0.6 -0.6 -0.6 1.3 0.3 -1.2 0.3 2.4 -1.1 4.0 -0.6 10.4 
1993 -1.3 0.1 0.7 -1.4 -1.5 -0.1 -1.0 -3.8 0.2 2.1 -2.1 2.5 -1 .3 11.7 
1994 2.8 0.8 0.2 0.3 1.7 1.6 1.8 3.9 -0.1 1.7 1.2 1.9 0.1 12.3 

1995 2.1 1.0 0.5 0.3 1.8 1.4 2.0 1.7 5.2 2.4 1.0 11.7 
1996 1.5 1.3 0.3 -0.1 -0.5 1.4 0.8 0.2 -0.4 2.1 -2.7 2.4 12.4 
1997 2.4 0.5 0.3 0.1 3.4 1.9 3.8 1.1 1.1 -0.5 2.8 0.4 12.4 

199601 1.2 2.2 0.2 -0.3 -1.2 0.9 0.7 -1 .1 0.7 2.1 -0.8 2.3 0.4 12.3 
02 0.9 0.7 0.3 -0.1 -0.1 0.3 0.2 -0.4 -0.8 2.4 -2.7 2.3 0.2 12.3 
03 1.7 1.2 0.4 -0.1 -0.8 1.9 0.8 0.3 -2.3 1.8 -3.8 2.6 -0.1 12.4 
04 2.3 1.1 0.4 -0.1 2.5 1.7 2.0 1.1 1.7 -3.1 2.6 -0.2 12.5 

199701 1.3 -0.1 0.4 -0.1 0.2 1.7 0.7 0.7 -1.4 1.5 -2.3 3.0 -0.1 12.4 
02 2.6 0.4 0.3 0.1 -0.1 4.0 2.2 3.5 0.8 0.9 -0.9 2.7 0.3 12.4 
03 2.7 0.5 0.3 0.1 0.3 4.1 2.6 4.6 1.7 1.3 0.3 2.8 0.5 12.4 
04 3.2 1.3 0.3 3.7 2.2 6.3 3.0 1.1 0.6 2.8 0.7 12.3 

199801 2.6 

1997 Aug 4.7 -0.9 1.5 0.4 12.4 
Sep 4.3 3.5 1.3 0.5 12.5 
Oct 6.7 4.4 1.0 0.6 2.8 12.4 
Nov 5.0 -0.5 1.3 0.6 12.4 
Dec 7.4 5.3 1.1 0.7 12.2 

1998 Jan 7.0 5.7 0.5 0.6 2.6 12.1 
Feb 2.1 0.7 0.5 
Mar 

Percentage change on previous quarter 
ILGJ HUBO HUBR HUBS HUBT HUBU HUBV ILHD ILHX ILIR 

199601 1.3 1.5 0.1 -0.2 -0.7 1.4 0.9 1.1 2.5 
02 -0.1 -0.5 0.1 -0.1 0.6 -0.5 -0.4 0.2 -1.7 -0.2 
03 0.8 0.5 0.1 0.3 -0.3 0.8 0.6 0.7 0.1 -0.1 
04 0.3 -0.4 0.1 0.3 0.7 0.5 0.2 0.1 

199701 0.3 0.2 0.1 -0.3 -0.4 0.7 -0.2 0.1 
02 1.1 0.1 0.1 0.3 1.7 1.1 3.0 0.5 0.2 
03 0.9 0.6 0.1 0.3 1.0 1.0 1.7 1.0 0.1 
04 0.8 0.4 0.1 0.3 0.1 1.6 1.5 0.3 

1998 01 

Percentage change on previous month 
ILKD ILKN 

1997 Aug -0.7 
Sep -0.3 -0.6 
Oct 2.1 3.6 
Nov -1 .5 -3.5 
Dec 2.3 2.8 

1998 Jan -0.9 2.7 
Feb --4.6 
Mar 

GDP =Gross Domestic Product at constant market prices Sales = Retail Sales volume 
PFC = Private Final Consumption at constant market prices CPI = Consumer Prices, components and coverage not uniform among coun-
GFC =Government Final Consumption at constant market prices tries 
GFCF =Gross Fixed Capital Formation at constant market prices PP! = Producer Prices (manufacturing) 
ChgStk = Change in Stocks at constant market prices Earnings = Average Wage Earnings (manufacturing), definitions of coverage 
Exports = Exports of goods and services and treatment vary among countries 
Imports = Imports of goods and services Empl = Total Employment not seasonally adjusted 
loP = Industrial Production Unempl = Standardised Unemployment rates: percentage of total workforce 

Source: OECD 
Producer prices in intermediate goods 

2 Excludes members of armed foces 
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4 Italy 

Contribution to change in GDP 

less 
GDP PFC GFC GFCF ChgStk Exports Imports loP Sales CPI PPI Earnings Empl Unempl 

Percentage change on a year earlier 
ILGA HUCI HUCJ HUCK HUCL HUCM HUCN ILGU ILHO HYAA ILAH ILAO Ill I GABE 

1990 2.2 1.5 0.2 0.7 0.1 1.2 1.6 -0.5 -2.2 6.0 4.2 7.3 1.4 9.1 
1991 u 1.6 0.3 0.2 -0.3 -0.1 0.5 -0.9 0.3 6.5 3.3 9.8 1.3 8.8 
1992 0.6 0.7 0.2 -0.4 0.1 u u -1 .3 1.8 5.3 1.9 5.4 -U 9.0 
1993 -1 .2 -1.5 0.1 -2.5 -0.6 1.7 -1 .7 -2.1 -3.0 4.2 3.7 3.7 -4.2 10.3 
1994 2.2 0.9 -0.1 0.1 0.6 2.2 1.6 6.3 -5.9 3.9 3.8 3.3 -1 .6 11 .4 

1995 2.9 1.2 -0.2 1.2 2.7 1.9 6.1 -5.1 5.4 7.9 3.1 -0.6 11 .9 
1996 0.7 0.5 0.1 -0.3 -0.1 -0.4 -2.9 -2.0 3.8 1.9 1.8 0.4 12.0 
1997 1.5 1.4 -0.1 0.1 1.0 1.6 2.5 2.5 1.8 1.3 3.7 

1996 01 1.6 0.9 0.7 0.7 -0.3 0.4 -3.3 5.0 4.8 1.9 0.8 12.0 
02 0.8 0.4 0.1 0.3 -0.1 -1.1 -1 .2 -1 .2 -2.2 4.2 1.6 2.1 0.3 12.0 
03 0.5 0.2 0.1 -0.2 -0.9 0.2 -1.1 -4.6 -5.2 3.5 0.4 1.7 0.3 12.0 
04 -0.2 0.6 -0.1 -0.5 -1.1 1.0 0.2 -5.5 3.3 2.7 0.8 1.6 0.2 12.0 

199701 -0.9 1.2 -0.1 -0.3 -1.4 -0.8 -0.6 -0.5 3.4 2.4 0.9 4.0 -0.1 12.2 
02 1.9 1.7 -0.2 2.0 1.7 3.3 2.2 4.6 1.6 1.2 3.8 0.1 12.1 
03 2.2 1.7 -0.1 0.3 1.2 3.1 4.0 3.0 8.2 1.5 1.7 3.4 12.1 
04 2.8 1.2 0.4 2.1 2.3 3.1 5.3 1.6 1.5 3.3 

1998 0 1 0.6 

1997 Aug 2.7 8.2 1.5 1.6 3.4 12.1 
Sep 2.7 8.2 1.4 1.6 3.4 12.1 
Oct 4.7 8.2 1.6 1.5 3.4 12.1 
Nov 4.7 1.6 1.6 3.4 
Dec 6.5 1.6 1.4 3.2 

1998 Jan 7.2 1.6 1.3 1.6 
Feb 1.8 1.3 1.7 
Mar 

Percentage change on previous quarter 
ILGK HUCO HUCP HUCO HUCR HUCS HUCT ILHE ILHY IUS 

199601 0.7 0.1 -0.2 0.1 0.4 -0.2 -3.7 7.3 -1.3 
02 -0.9 -0.1 -0.1 -1.6 -0.3 -1.1 -0.5 -1.5 1.2 
03 0.4 0.1 -0.1 0.2 0.4 0.3 -0.3 -2.3 1.2 
04 --{).4 0.4 -0.1 -0.1 0.2 0.5 1.3 -1.0 -0.8 

1997 01 0.7 -0.1 -0.3 -1 .5 -1.1 1.4 7.4 -1 .6 
02 1.9 0.4 0.2 1.8 2.3 2.8 2.2 -0.3 1.4 
03 0.6 0.1 0.1 -0.5 1.7 0.9 0.5 u u 
04 0.2 -0.2 u -0.3 0.4 1.2 -0.8 

199801 -1.0 

Percentage change on previous month 
ILKE ILKO 

1997 Aug 1.0 
Sep -0.9 
Oct 1.2 
Nov 0.5 
Dec -0.1 

1998 Jan 0.9 
Feb 
Mar 

GDP = Gross Domestic Product at constant market prices Sales = Retail Sales volume 
PFC = Private Final Consumption at constant market prices CPI = Consumer Prices, components and coverage not uniform among coun-
GFC =Government Final Consumption at constant market prices tries 
GFCF =Gross Fixed Capital Fonmation at constant market prices PPI = Producer Prices (manufacturing) 
ChgStk = Change in Stocks at constant market prices Earnings = Average Wage Earnings (manufacturing), definitions of coverage 
Exports = Exports of goods and services and treatment vary among countries 
Imports = Imports of goods and services Empl = Total Employment not seasonally adjusted 
loP = Industrial Production Unempl = Standardised Unemployment not seasonally adjusted 

Source: OECD 
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5 USA 

Contribution to change in GDP 

less 
GDP PFC GFC GFCF ChgStk Exports Imports loP Sales CPI PPI Earnings Empl1 Unempl 

Percentage change on a year earlier 
ILGC HUDG HUDH HUDI HUDJ HUDK HUDL ILGW ILHO ILAA ILAJ ILAS ILIK GADO 

1990 1.2 1.1 0.4 --0.2 --0.4 0.7 0.4 --0.2 0.6 5.4 4.9 3.2 0.5 5.6 
1991 --0.9 --0.4 0.2 -1 .1 --0.2 0.6 --0.1 -2.0 -2.5 4.2 2.1 3.3 --0.9 6.9 
1992 2.7 1.9 0.8 0.2 0.6 0.8 3.2 3.2 3.1 1.3 2.4 0.6 7.5 
1993 2.3 2.0 0.8 0.2 0.3 1.0 3.6 4.5 3.0 1.3 2.4 1.5 6.9 
1994 3.5 2.2 0.1 1.1 0.6 0.8 1.4 5.3 5.7 2.5 0.6 2.8 3.2 6.1 

1995 2.0 1.7 0.7 --0.5 1.2 1.1 5.0 2.6 2.8 2.0 2.7 1.4 5.6 
1996 2.8 1.8 1.3 1.0 1.2 3.5 3.7 3.0 2.6 3.1 1.5 5.4 
1997 3.8 2.2 0.2 1.2 0.6 1.5 2.0 5.0 4.0 2.3 0.4 3.1 2.2 5.0 

199601 1.8 1.8 --0.2 0.7 --0.6 1.0 0.8 2.3 3.7 2.8 2.2 2.9 0.6 5.6 
02 3.2 1.9 1.3 1.0 1.0 3.7 4.1 2.8 2.4 3.2 1.3 5.4 
03 2.7 1.6 1.6 0.3 0.7 1.4 3.4 3.5 3.0 2.8 3.1 1.7 5.3 
04 3.3 1.8 0.2 1.5 0.2 1.1 1.6 4.2 3.6 3.1 3.1 3.5 2.1 5.3 

1997 01 4.0 2.2 0.2 1.1 0.8 1.4 1.8 5.1 4.4 2.9 2.0 3.4 2.5 5.3 
02 3.4 1.7 0.1 1.1 0.8 1.7 2.0 4.3 2.9 2.3 0.4 2.8 2.4 4.9 
03 3.9 2.6 0.2 1.3 0.1 1.8 2.1 5.0 4.6 2.2 --0.1 2.5 2.1 4.9 
04 3.7 2.4 0.2 1.2 0.6 1.3 2.1 5.8 4.0 1.9 --0.8 3.4 2.0 4.7 

199801 3.1 1.9 4.7 

1997 Aug 5.1 5.1 2.2 --0.2 2.5 2.1 4.9 
Sep 5.0 4.1 2.2 2.5 1.8 4.9 
Oct 5.8 3.5 2.1 --0.4 4.2 1.7 4.8 
Nov 5.7 4.3 1.8 --0.6 3.4 2.2 4.6 
Dec 5.7 4.3 1.7 -1 .3 2.5 2.2 4.7 

1998 Jan 5.5 1.6 -1 .8 3.3 2.0 4.7 
Feb 4.9 1.4 -1 .5 3.3 2.0 4.6 
Mar 2.5 1.6 4.7 

Percentage change on previous quarter 
ILGM HUDM HUDN HUDO HUDP HUDO HUDR ILHG ILIA ILIU 

199601 0.4 0.5 0.4 --0.2 0.1 0.4 0.4 1.4 -1.2 
02 1.5 0.6 0.2 0.6 0.2 0.3 0.5 1.9 1.0 2.0 
03 0.3 0.1 0.3 0.2 0.1 0.4 0.8 0.4 1.2 
04 1.1 0.6 0.1 --0.1 0.7 0.2 1.0 0.8 0.1 

1997 01 1.2 0.9 0.1 0.4 0.3 0.6 1.3 2.2 --0.8 
02 0.8 0.2 0.1 0.5 0.2 0.6 0.7 1.1 --0.5 1.9 
03 0.8 0.9 0.1 0.5 --0.4 0.1 0.5 1.5 2.0 0.9 
04 0.9 0.4 0.4 0.3 0.2 1.7 0.2 

1998 01 -1 .0 

Percentage change on previous month 
ILKG ILKO ILLA 

1997 Aug 0.6 0.4 --0.4 
Sep 0.2 --0.4 --0.7 
Oct 0.8 0.5 
Nov 0.8 0.3 0.3 
Dec 0.2 0.4 --0.2 

1998 Jan 0.2 -1 .4 
Feb 0.1 0.5 
Mar 0.5 

GDP = Gross Domestic Product at constant market prices Sales = Retail Sales volume 
PFC = Private Final Consumption at constant market prices CPI = Consumer Prices, components and coverage not uniform among coun-
GFC = Government Final Consumption at constant market prices tries 
GFCF = Gross Fixed Capital Formation at constant market prices PPI = Producer Prices (manufacturing) 
ChgStk = Change in Stocks at constant market prices Earnings = Average Earnings (manufacturing), definitions of coverage and 
Exports = Exports of goods and services treatment vary among countries 
Imports = Imports of goods and services Empl = Total Employment not seasonally adjusted 
loP = Industrial Production Unempl = Standardised Unemployment rates: percentage of total workforce 

Source: OECD 
1 Excludes members of armed forces 
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6 Japan 

Contribution to change in GDP 

less 
GDP PFC GFC GFCF ChgStk Exports Imports loP1 Sales CPI PPI Eamings2 Empl Unempl 

Percentage change on a year earlier 
ILGD HUCU HUCV HUCW HUCX HUCY HUCZ ILGX ILHR I LAB ILAK ILAT ILIL GADP 

1990 5.1 2.6 0.1 2.7 -{).2 0.7 0.8 4.3 4.9 3.1 1.6 5.1 1.9 2.1 
1991 3.8 1.5 0.2 1.1 0.2 0.6 -{).3 1.9 2.3 3.2 1.1 3.5 1.9 2.1 
1992 1.0 1.2 0.2 -{).5 -{).5 0.5 -{).1 -5.7 -1.0 1.7 -{).9 1.3 1.1 2.2 
1993 0.3 0.7 0.2 -{).6 -{).1 0.2 -4.3 -3.0 1.2 -1 .7 0.4 0.2 2.5 
1994 0.7 1.1 0.2 -{).2 -{).2 0.5 0.8 1.2 0.2 0.8 -1 .7 2.2 2.9 

1995 1.4 1.2 0.3 0.4 0.2 0.6 1.4 3.3 0.2 -{).1 -{).7 3.0 0.1 3.1 
1996 4.1 1.7 0.1 3.0 0.1 0.4 1.3 2.7 1.0 0.1 -1 .8 2.6 0.5 3.3 
1997 0.9 0.7 - 1.1 1.3 4.1 -2.3 1.8 0.7 2.9 1.1 3.4 

1996 01 5.7 3.0 0.2 3.5 0.3 0.3 1.7 1.6 2.0 -D.4 -1 .7 1.7 0.1 3.3 
0 2 4.2 1.5 0.1 4.0 0.2 1.5 0.9 1.0 0.1 -1 .9 1.7 0.3 3.5 
03 3.1 1.0 0.1 2.7 0.4 1.1 4.2 -{).4 0.2 -1 .7 4.9 0.7 3.3 
04 3.4 1.5 0.2 1.8 -{).2 1.0 0.8 4.4 1.3 0.5 -1 .6 2.3 0.9 3.3 

199701 2.8 2.7 -{).4 1.1 0.6 6.0 5.3 0.6 -{).9 5.1 1.6 3.3 
02 -{).2 -{).2 -{).1 -1.7 1.8 6.5 -5.1 2.1 1.3 2.6 1.4 3.5 
03 1.0 0.7 -1 .2 0.2 1.3 -{).1 4.1 -3.7 2.1 1.3 2.6 0.7 3.4 
04 -{).2 -{).4 -1.6 0.2 1.1 -{).5 -{).3 --£.0 2.1 1.1 1.6 0.7 3.4 

199801 

1997 Aug 3.4 -2.0 2.1 1.3 3.1 0.7 3.4 
Sep 4.4 -5.1 2.4 1.4 1.5 0.4 3.4 
Oct 2.0 -4.0 2.5 1.3 1.5 0.9 3.4 
Nov -2.1 --£.9 2.1 1.1 1.8 0.5 3.5 
Dec -{).9 -7.0 1.8 0.9 1.5 0.8 3.4 

1998 Jan -2.9 -4.9 1.8 0.9 -{).5 0.6 3.5 
Feb -3.2 -9.6 1.9 0.4 -{).1 
Mar 

Percentage change on previous quarter 
ILGN HUDA HUDB HUDC HUDD HUDE HUDF ILHH I LIB ILl V 

199601 2.7 1.1 0.1 1.5 0.2 0.3 0.7 2.0 -1 .6 
02 0.1 -D.4 0.8 -{).1 0.3 -{).4 -1 .7 3.1 
03 -{).4 0.1 -{).7 -{).1 0.3 1.8 -D.7 0.5 
04 1.1 0.6 0.1 0.2 -D.1 0.6 0.2 2.2 1.7 -1.0 

199701 2.0 2.3 -{).1 -{).3 0.2 0.1 2.3 6.0 -{).9 
02 -2.8 -3.2 -{).1 -{).8 0.3 0.7 -{).3 -11.3 2.9 
03 0.8 1.0 0.1 -{).2 -{).2 -{).1 -{).4 0.7 -{).3 
04 -D.2 -D.5 0.1 -{).2 -{).1 0.4 -{).2 -2.1 -{).7 -1.0 

1998 01 

Percentage change on previous month 
ILKH ILK A I LLB 

1997 Aug -2.8 2.1 -D.9 
Sep 2.6 -2.1 0.1 
Oct -{).1 1.1 0.1 
Nov -4.8 -1 .1 -1.0 
Dec 1.2 -1 .1 -{).4 

1998 Jan 2.9 4.3 -{).8 
Feb -3.5 -3.1 -{).7 
Mar 

GDP =Gross Domestic Product at constant market prices Sales = Retail Sales volume 
PFC = Private Final Consumption at constant market prices CPI = Consumer Prices, components and coverage not uniform among coun-
GFC = Government Final Consumption at constant market prices tries 
GFCF = Gross Fixed Capital Formation at constant market prices PPI = Producer Prices (manufacturing) 
ChgStk = Change in Stocks at constant market prices Earnings = Average Earnings (manufacturing), definitions of coverage and 
Exports = Exports of goods and services treatment vary among countries 
Imports = Imports of goods and services Empl =Total Employment not seasonally adjusted 
loP= Industrial Production Unempl = Standardised Unemployment rates: percentage of total workforce 

Source: OECD 
1 Not adjusted for unequal number of working days in a month 
2 Figures monthly and seasonally adjusted 
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7 World trade in goods1 

Export of manufactures Import of manufactures Export of goods Import of goods Total trade 

manufact-
Total OECD Other Total OECD Other Total OECD Other Total OECD Other ures goods 

Percentage change on a year earlier 
ILIZ IL.JA IL.JB ILJC IL.JD ILJE ILJF ILJG ILJH ILJI IL.JJ ILJK IL.JL ILJM 

1990 5.9 5.9 5.5 5.5 5.5 5.4 4.5 5.6 1.6 4.5 5.2 2.8 5.7 4.5 
1991 3.8 2.5 9.6 5.2 3.5 10.0 4.0 3.5 5.2 4.5 3.2 8.1 4.5 4.2 
1992 4.5 3.7 7.7 5.1 4.5 6.7 4.5 3.8 6.1 5.0 4.3 6.7 4.8 4.7 
1993 4.2 1.9 13.1 3.3 1.1 9.3 4.2 2.5 8.5 3.7 1.4 9.6 3.8 3.9 
1994 11.2 10.2 14.7 12.3 12.8 11 .1 10.1 9.2 12.2 10.6 10.7 10.3 11.7 10.3 

1995 9.9 9.8 10.2 9.8 9.3 11 .2 8.7 8.7 8.8 8.3 7.3 10.7 9.9 8.5 
1996 5.6 6.4 3.0 5.6 7.0 2.2 5.0 6.0 2.7 5.1 6.1 2.6 5.6 5.0 

199501 12.8 13.0 12.2 13.2 13.6 12.2 11.5 11 .9 10.6 11 .1 11 .0 11.2 13.0 11.3 
02 10.3 10.0 11.3 10.9 10.1 13.0 9.1 8.9 9.7 9.4 8.2 12.4 10.6 9.3 
03 9.3 9.1 10.1 8.9 8.0 11 .3 8.1 7.9 8.5 7.7 6.3 10.9 9.1 7.9 
04 7.2 7.2 7.1 6.2 5.4 8.2 6.1 6.0 6.3 5.0 3.7 8.2 6.7 5.5 

1996 01 5.3 5.6 4.5 5.7 6.6 3.5 4.5 4.8 3.7 4.9 5.1 4.4 5.5 4.7 
02 5.1 5.9 2.4 4.3 5.9 0.3 4.3 5.2 2.1 3.9 5.0 1.1 4.7 4.1 
03 5.8 7.0 1.7 6.5 8.0 2.7 5.3 6.7 2.0 5.6 6.8 2.7 6.1 5.4 
04 6.3 7.2 3.5 6.0 7.5 2.2 5.9 7.2 3.0 6.0 7.6 2.3 6.1 6.0 

199701 7.2 7.9 5.1 7.7 7.9 7.3 6.7 7.2 5.6 7.0 7.0 7.1 7.5 6.9 
02 10.3 11 .6 6.0 10.9 12.1 7.7 9.5 11.0 6.0 9.3 10.3 6.9 10.6 9.4 

Percentage change on previous quarter 
ILJN ll.JO ILJP ILJO IL.JR ILJS IL.JT IL.JU IL.JV ILJW IL.JX ILJY IL.JZ ILKA 

199501 2.8 2.9 2.4 1.5 1.0 2.6 2.2 2.3 2.2 1.0 0.5 2.1 2.1 1.6 
02 1.4 1.2 2.1 1.7 1.2 3.0 1.0 0.7 1.8 1.7 1.1 3.3 1.6 1.4 
03 1.3 1.1 1.9 1.2 0.9 1.8 1.3 1.2 1.7 1.1 0.8 1.9 1.2 1.2 
04 1.6 1.9 0.5 1.7 2.2 0.5 1.3 1.7 0.5 1.1 1.2 0.6 1.6 1.2 

199601 1.0 1.3 -0.1 1.0 2.1 -1 .8 0.7 1.1 -0.3 0.9 1.9 -1 .5 1.0 0.8 
02 1.2 1.5 0.4 0.6 -0.2 0.8 1.1 0.2 0.7 1.0 0.8 0.8 
03 1.9 2.1 1.2 3.3 3.0 4.3 2.4 2.7 1.7 2.8 2.5 3.6 2.6 2.6 
04 2.1 2.0 2.3 1.2 1.6 1.9 2.1 1.5 1.5 2.0 0.2 1.6 1.7 

1997 01 1.9 2.0 1.4 2.7 2.5 3.2 1.4 1.1 2.2 1.9 1.3 3.2 2.3 1.6 
02 4.1 5.1 0.9 3.3 4.6 0.1 3.5 4.7 0.6 2.9 4.2 -0.2 3.7 3.2 

1 Data used in the World and OECD aggregates refer to Germany after unifi- Source: OECD 
cation 
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Final Expenditure Prices Index (Experimental) - March 1998 
Contact: David Wall Tel: 0171 533 5823/5827; e-mail: david.wall@ons.gov.uk 

Note that further development work, including the adjustment of the Index of Government Prices for productivity change, 
is ongoing and the FEPI will be available only as an experimental index until this work has been completed. 

Summary 
The Final Expenditure Prices Index (FEPI) for March 

1998 shows an annual rate of 1.9 per cent, up from 1.8 

per cent in February. The increase in the annual rate of 

the FEPI reflects increases in the annual rates of all 

three component indices: the Index of Consumer Prices 

(ICP), the Index of Investment Prices (liP) and the 

Index of Government Prices (IGP). 

Table A 

The FEPI annual percentage change 
5.--------------------------------, 

4 

3 

2 

1993 1994 1995 1996 1997 1998 

Final Expenditure Prices Index and components (January 1992=100 and annual percentage change) 

Index of Index of 
Consumer Prices Investment Prices 

(ICP) (liP) 

Annual Annual 
percentage percentage 

Index change Index 

1997 Ocl 118.0 2.4 111.2 
Nov 117.9 2.3 111 .1 
Dec 118.1 2.2 111.1 

1998 Jan 117.6 2.0 111.3 
Feb 118.3 2.2 111.1r 
Mar 118.7 2.3 111.2 

The Index of Consumer Prices (ICP) 
Consumer price inflation, as measured by the ICP, was 

2.3 per cent over the 12 months to March, up from 2.2 

per cent in February. 

Upward pressure came mainly from prices for: 

• Food, for which the 12-month rate rose from 1.3 per 

cent in February to 1.5 per cent in March; 

• Alcoholic drink, whose 12-month rate rose from 3.2 

per cent to 3.6 per cent; 

• Transport and communication whose 12-month rate 

rose from 2.3 per cent to 2.4 per cent; 

• Recreation, entertainment and education, whose 

12-month rate rose from 0.4 per cent to 

0.5 per cent. 

change 

0.5 
1.3 
0.9 

0.8 
0.5 
0.6 

Index of Final Expenditure 
Government Prices Prices Index 

(I GP) (FEPI) 

Annual Annual 
percentage percentage 

Index change Index change 

115.1 2.1 115.9 2.0 
115.6 2.2 116.0 2.1 
115.5 1.9 116.1 1.9 

116.2 2.2 116.0 1.8 
115.9r 1.8 116.3 1.8 
116.3 2.1 116.6 1.9 

Downward pressure came mainly from: 

• Housing costs, for which the 12-month rate fell from 

3.1 per cent in February to 3.0 per cent in March; 

• Tobacco, whose 12-month rate fell from 9.1 per 

cent to 8.8 per cent; 

• Household goods and services, whose 12-month 

rate fell from 1.6 per cent to 1.3 per cent. 

The ICP annual percentage change 
5.------------------------------. 

4 

3 

2 

0~----------------------------~ 

1993 1994 1995 1996 1997 1998 
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The Index of Investment Prices (liP) 
Investment price inflation, as measured by the liP, was 

0.6 per cent over the 12 months to March, up from 0.5 

per cent in February. 

Upward pressure on the 12-month rate came mainly 

Comparison between the FEPI and other 

inflation measures 
Table B 

Measures of Inflation (annual percentage changes) 

FE PI RP IX HICP PPI 

~m: 1W7 Oct 2.0 2.8 2.0 1.1 

• Plant and machinery whose 12-month rate rose 

from -5.7 per cent in February to -5.2 per cent in 

March. Note, the annual rate has been negative 

since June 1996, reflecting the impact of Sterling's 

strength on import prices; 

• New buildings and works, whose 12-month rate 

rose from 4.1 per cent to 4.3 per cent; 

• New dwellings whose 12-month rate rose from 5.8 

per cent to 6.2 per cent. 

The liP annual percentage change 
8.------------------------------, 

6 

4 

-2 

-4L-------------------------------~ 
1993 1994 1995 1996 1997 1998 

The Index of Government Prices (IGP) 
Inflation affecting Government expenditure, as 

measured by the IGP, was 2.1 per cent over the 12 

months to March, up from 1.8 per cent in February. See 

note 6. 

The IGP annual percentage change 
5.-------------------------------, 

QL-------------------------------~ 
1993 1994 1995 1996 1997 1998 

Nov 2.1 2.8 1.9 0.9 
Dec 1.9 2.7 1.8 1.0 

1998 Jan 1.8 2.5 1.5 0.6 
Feb 1.8 2.6 1.5 0.7 
Mar 1.9 2.6 1.6 1.0 

NOTES 
1. The headline measure of inflation is the Retail Prices 
Index (RPI) . The RPI should be used as the main indicator of 
inflation affecting average households. 

2. The Final Expenditure Prices Index (FEPI) is a measure 
of the change in the prices paid by UK consumers, business 
and Government for final purchases of goods and services. 
Intermediate purchases by business are excluded. The FEPI 
is made up of three components: 

The Index of Consumer Prices (ICP) 
The Index of Investment Prices (liP) 
The Index of Government Prices (IGP). 

3. The ICP measures inflation affecting all consumers in the 
UK. The price indicators used in the ICP are taken mainly 
from the Retail Prices Index (RPI). 

4. The liP is a measure of the change in the prices paid for 
capital goods by business and by Government. lt also covers 
new construction projects and dwellings built for consumers, 
business and government. The price indicators used are 
mainly Producer Price Indices (PPis), Construction Output 
Price Indices and an average house price indicator. 

5. The IGP measures inflation affecting Government. lt 
covers expenditure by Central and Local Government on pay 
and on procurement. The price indicators used are mainly 
Average Earnings Indices (to reflect labour costs), PPis and 
RPis (to reflect the cost of goods consumed by Government). 

6. Care should be taken when interpreting monthly 
movements in the IGP. This index is particularly volatile on a 
month-to-month basis, so a fall one month is often offset by a 
rise the next and vice-versa. The data are of greatest value if 
trends rather than individual monthly movements are 
observed. 

7. An article describing the development and composition of 
the FEPI is included in Economic Trends, No 526, September 
1997. Longer runs of the FEPI back to January 1992, are 
available in computer readable form from the ONS Sales 
Office (telephone 0171 533 5670) or on paper from David Wall. 



1 Final Expenditure Prices Index (Experimental) 

Index of Index of Index of Final Annual percentage changes 
Consumer Investment Government Expenditure 

Prices Prices Prices Prices Index 
ICP liP IGP FE PI ICP liP IGP FEPI 

January 1992=1 00 

Weights 
1996 604 164 232 1000 
1997 605 165 230 1000 
1998 605 169 226 1000 

CUSE CUSK cuso CUSP CGAZ CGBF CGBJ CGBK 
1996 Mar 113.4 109.6 112.2 112.3 2.9 4.5 1.9 3.0 

Apr 114.1 110.3 112.0 112.7 3.0 4.1 1.8 2.8 
May 114.4 110.1 112.3 113.0 2.7 3.7 2.3 2.8 
Jun 114.6 110.1 112.8 113.2 2.8 3.0 2.5 2.8 

Jul 113.9 110.1 112.3 112.7 2.7 2.6 1.9 2.5 
Aug 114.5 110.6 112.6 113.2 2.7 2.6 2.1 2.5 
Sep 115.2 110.4 112.3 113.5 2.8 2.1 1.8 2.4 
Oct 115.2 110.6 112.7 113.6 3.0 2.4 1.9 2.6 
Nov 115.3 109.7 113.1 113.6 3.0 1.2 2.0 2.5 
Dec 115.6 110.1 113.3 113.9 2.8 1.4 1.7 2.2 

1997 Jan 115.3 110.4 113.7 113.9 2.7 1.3 1.9 2.3 
Feb 115.7 110.6 113.8 114.2 2.5 1.2 2.0 2.2 
Mar 116.0 110.6 113.9 114.4 2.3 0.9 1.5 1.9 
Apr 116.6 110.7 114.1 114.8 2.2 0.4 1.9 1.9 
May 117.0 110.8 114.7 115.2 2.3 0.6 2.1 1.9 
Jun 117.2 110.8 114.8 115.3 2.3 0.6 1.8 1.9 

Jul 116.7 111.1 114.6 115.1 2.5 0.9 2.0 2.1 
Aug 117.5 111.2 114.6 115.5 2.6 0.5 1.8 2.0 
Sep 117.9 111.4 114.9 115.9 2.3 0.9 2.3 2.1 
Oct 118.0 111.2 115.1 115.9 2.4 0.5 2.1 2.0 
Nov 117.9 111.1 115.6 116.0 2.3 1.3 2.2 2.1 
Dec 118.1 111.1 115.5 116.1 2.2 0.9 1.9 1.9 

1998 Jan 117.6 111 .3 116.2 116.0 2.0 0.8 2.2 1.8 
Feb 118.3 111 .1r 115.9r 116.3 2.2 0.5 1.8 1.8 
Mar 118.7 111.3 116.3 116.6 2.3 0.6 2.1 1.9 

The symbol r denotes revisions to previous months' data 
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2 FEPI - Index of Consumer Prices (Experimental) 

Household Transport Recreation, Other Index of 
Clothing Fuel Goods and Entertain- Goods Consumer 

Alcoholic and and and Communi- mentand and Prices 
Food Drink Tobacco Footwear Housing Power Services cation Education Services ICP 

January 1992=1 00 

Weights 
1996 128 70 30 67 85 40 72 190 113 205 1000 
1997 126 68 30 67 90 39 71 189 119 201 1000 
1998 127 68 29 67 87 39 71 188 118 205 1000 

CURU CURV CURW CURX CURY CURZ CUSA cuss cusc CUSD CUSE 
1996 Mar 111 .1 116.3 137.5 102.7 118.7 105.7 110.3 113.2 108.8 117.7 113.4 

Apr 111 .2 116.8 138.7 104.2 120.8 105.7 109.7 113.9 109.3 118.4 114.1 
May 112.1 117.2 139.6 104.4 121 .0 105.6 110.5 114.3 109.3 118.7 114.4 
Jun 112.1 117.8 139.8 104.3 121 .3 105.8 110.6 114.4 109.3 118.9 114.6 

Jul 11 0.7 118.4 139.6 99.2 121 .9 105.9 108.8 114.3 108.9 118.9 113.9 
Aug 111 .8 118.3 139.8 100.5 122.0 105.7 110.1 115.1 109.2 119.4 114.5 
Sep 110.8 118.5 140.1 105.4 122.1 105.8 110.8 116.3 109.6 119.9 115.2 
Oct 110.1 118.8 140.2 105.5 122.2 105.6 110.4 116.4 109.8 120.3 115.2 
Nov 109.7 118.6 140.0 106.6 122.4 105.0 111.4 116.0 110.1 120.4 115.3 
Dec 109.7 118.0 142.8 106.6 122.5 104.8 112.3 116.7 110.1 120.7 115.6 

1997 Jan 110.6 118.6 145.6 100.5 123.4 104.2 108.8 117.5 109.9 120.7 115.3 
Feb 110.3 119.3 146.2 102.0 123.6 104.3 109.7 118.1 110.1 121 .2 115.7 
Mar 109.8 119.2 146.6 104.0 123.9 104.4 111 .7 118.0 109.9 121 .6 116.0 
Apr 110.2 119.7 148.3 105.5 125.8 104.2 111 .1 118.0 110.3 122.4 116.6 
May 110.9 120.4 148.9 106.0 126.0 103.7 111 .6 118.1 110.5 123.0 117.0 
Jun 111.8 120.6 149.2 105.4 126.2 103.3 111.4 118.5 110.5 123.3 117.2 

Jul 111.3 121 .1 149.3 100.3 126.2 102.8 109.6 119.4 110.3 123.4 116.7 
Aug 112.6 121 .3 151 .2 102.3 126.4 102.8 110.8 120.0 110.2 124.0 117.5 
Sep 112.2 121.4 151 .5 106.3 126.6 100.0 111 .6 120.4 110.7 124.4 117.9 
Oct 112.2 121.7 151 .7 106.0 126.8 100.0 111.4 120.3 110.8 124.8 118.0 
Nov 111.6 121 .1 151 .8 107.2 126.9 99.6 112.3 120.0 110.7 124.8 117.9 
Dec 111 .7 120.6 155.1 106.7 127.0 99.1 113.2 120.0 110.7 125.2 118.1 

1998 Jan 111 .7 122.1 159.3 99.7 127.3 98.4 109.8 120.6 110.3 125.4 117.6 
Feb 111 .7 123.1 159.5 102.0 127.4 98.7 111.5 120.8 110.5 126.4 118.3 
Mar 111.5 123.5 159.5 104.1 127.6 98.9 113.1 120.8 110.4 126.9 118.7 

Annual Percentage Changes 

Household Transport Recreation Other Index of 
Clothing Fuel Goods and Entertain- Goods Consumer 

Alcoholic and and and Communi- mentand and Prices 
Food Drink Tobacco Footwear Housing Power Services cation Education Services ICP 

CGAP CGAQ CGAR CGAS CGAT CGAU CGAV CGAW CGAX CGAY CGAZ 
1996 Mar 4.9 2.6 6.5 -1.0 3.6 0.4 3.2 2.0 2.3 4.1 2.9 

Apr 5.0 2.9 6.4 -1 .0 2.7 0.2 2.7 2.2 2.4 4.0 3.0 
May 4.2 2.7 6.6 -1 .0 2.8 0.4 2.4 2.3 2.2 3.7 2.7 
Jun 4.7 2.8 6.6 -{).9 2.9 0.6 2.7 2.0 2.1 3.8 2.8 

Jul 3.9 2.9 6.5 -1.1 3.7 0.6 2.4 2.2 1.8 3.6 2.7 
Aug 3.2 2.8 6.6 -1.3 3.4 0.4 2.4 3.0 1.9 3.6 2.7 
Sep 2.1 2.7 6.9 -{).5 3.4 0.3 1.8 4.2 1.6 3.5 2.8 
Oct 2.6 2.4 7.0 -{).2 3.6 0.2 1.9 5.0 1.8 3.8 3.0 
Nov 2.0 2.9 6.9 0.3 3.6 -{).4 1.9 5.2 2.0 3.7 3.0 
Dec 1.2 3.3 6.4 0.2 3.7 -{).7 1.7 4.4 1.7 3.5 2.8 

1997 Jan 1.5 3.0 6.4 0.2 4.1 -1 .3 1.6 4.2 1.6 3.4 2.7 
Feb 0.2 2.8 6.4 0.7 4.2 -1 .2 0.8 4.5 1.4 3.3 2.5 
Mar -1 .2 2.5 6.6 1.3 4.4 -1 .2 1.3 4.2 1.0 3.3 2.3 
Apr -{).9 2.5 6.9 1.2 4.1 -1.4 1.3 3.6 0.9 3.4 2.2 
May -1 .1 2.7 6.7 1.5 4.1 -1.8 1.0 3.3 1.1 3.6 2.3 
Jun -{).3 2.4 6.7 1.1 4.0 -2.4 0.7 3.6 1.1 3.7 2.3 

Jul 0.5 2.3 6.9 1.1 3.5 -2.9 0.7 4.5 1.3 3.8 2.5 
Aug 0.7 2.5 8.2 1.8 3.6 -2.7 0.6 4.3 0.9 3.9 2.6 
Sep 1.3 2.4 8.1 0.9 3.7 -5.5 0.7 3.5 1.0 3.8 2.3 
Oct 1.9 2.4 8.2 0.5 3.8 -5.3 0.9 3.4 0.9 3.7 2.4 
Nov 1.7 2.1 8.4 0.6 3.7 -5.1 0.8 3.4 0.5 3.7 2.3 
Dec 1.8 2.2 8.6 0.1 3.7 -5.4 0.8 2.8 0.5 3.7 2.2 

1998 Jan 1.0 3.0 9.4 -{).8 3.2 -5.6 0.9 2.6 0.4 3.9 2.0 
Feb 1.3 3.2 9.1 3.1 -5.4 1.6 2.3 0.4 4.3 2.2 
Mar 1.5 3.6 8.8 0.1 3.0 -5.3 1.3 2.4 0.5 4.4 2.3 

The symbol r denotes revisions to previous months' data 
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3 FEPI - Index of Investment Prices (Experimental) 

Transfer Costs Index of 
New Buildings Plant and of Land Investment Prices 

and Works Machinery Vehicles, etc and Buildings New Dwellings liP 

January 1992=1 00 

Weights 
1996 266 378 108 38 209 1000 
1997 267 390 103 33 207 1000 
1998 277 387 103 37 196 1000 

CUSF CUSG CUSH CUSI CUSJ CUSK 
1996 Mar 104.8 116.0 118.8 130.5 99.3 109.6 

Apr 105.2 116.7 119.2 135.7 100.1 110.3 
May 105.7 115.4 119.1 135.8 100.5 110.1 
Jun 106.1 114.7 118.9 135.5 101 .1 110.1 

Jul 106.5 113.5 119.0 138.1 102.0 110.1 
Aug 106.9 114.0 119.6 139.2 102.7 110.6 
Sep 107.3 113.1 119.7 139.3 102.7 110.4 
Oct 107.7 113.0 119.2 140.9 102.8 110.6 
Nov 108.1 110.6 117.6 140.9 103.0 109.7 
Dec 108.5 111.0 117.5 141 .0 103.8 110.1 

1997 Jan 108.8 111 .1 118.2 139.3 104.3 110.4 
Feb 109.1 111.2 118.7 141 .8 104.4 110.6 
Mar 109.4 110.1 118.9 142.2 105.6 110.6 
Apr 109.5 109.8 118.5 142.8 106.9 110.7 
May 109.4 109.4 118.5 144.8 107.6 110.8 
Jun 109.4 108.8 118.3 144.9 108.6 110.8 

Jul 110.2 108.0 118.1 150.8 109.8 111.1 
Aug 111 .1 107.2 118.4 151 .9 110.5 111.2 
Sep 111 .5 107.1 118.6 153.4 110.6 111.4 
Oct 112.0 106.6 118.4 152.2 110.4 111.2 
Nov 112.4 105.9 118.1 153.1 110.5 111.1 
Dec 112.8 105.8 118.5 152.2 110.5 111 .1 

1998 Jan 113.2 105.6 119.1 150.5 111.1 111.3 
Feb 113.6 104.9r 118.9r 152.1r 110.5r 111.1r 
Mar 114.1 104.4 118.8 153.2 112.1 111 .3 

Annual Percentage Changes 

Transfer Costs Index of 
New Buildings Plant and of Land Investment Prices 

and Works Machinery Vehicles, etc and Buildings New Dwellings liP 

CGBA CGBB CGBC CGBD CGBE CGBF 
1996 Mar 11.4 1.0 4.2 4.9 1.7 4.5 

Apr 10.3 0.9 3.8 5.5 1.5 4.1 
May 9.5 3.3 6.3 2.3 3.7 
Jun 8.6 -1 .2 2.9 5.1 2.8 3.0 

Jul 7.9 -2.2 2.8 6.3 3.6 2.6 
Aug 7.1 -2.0 2.2 7.1 4.4 2.6 
Sep 6.4 -2.9 2.2 6.9 4.7 2.1 
Oct 6.0 -2.3 1.8 8.6 5.0 2.4 
Nov 5.6 -4.8 0.3 8.4 5.5 1.2 
Dec 5.1 -4.5 -0.3 9.6 6.6 1.4 

1997 Jan 4.9 -4.8 -0.3 9.6 7.0 1.3 
Feb 4.7 -4.4 9.2 6.3 1.2 
Mar 4.4 -5.1 0.1 9.0 6.3 0.9 
Apr 4.1 -5.9 -0.6 5.2 6.8 0.4 
May 3.5 -5.2 -0.5 6.6 7.1 0.6 
Jun 3.1 -5.1 -0.5 6.9 7.4 0.6 

Jul 3.5 -4.8 -0.8 9.2 7.6 0.9 
Aug 3.9 -6.0 -1 .0 9.1 7.6 0.5 
Sep 3.9 -5.3 -0.9 10.1 7.7 0.9 
Oct 4.0 -5.7 -0.7 8.0 7.4 0.5 
Nov 4.0 -4.2 0.4 8.7 7.3 1.3 
Dec 4.0 -4.7 0.9 7.9 6.5 0.9 

1998 Jan 4.0 -5.0 0.8 8.0 6.5 0.8 
Feb 4.1 -5.7r 0.2r 7.3r 5.8r 0.5 
Mar 4.3 -5.2 -0.1 7.7 6.2 0.6 

The symbol r denotes revisions to previous months' data 
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4 FEPI - Index of Government Prices (Experimental) 

Annual percentage changes 

Index of Index of 
Local Central Government Local Central Government 

Government Government Education Prices Government Government Education Prices 
Total Total Grants IGP Total Total Grants IGP 

January 1992=1 00 

Weights 
1996 344 597 59 1000 
1997 347 589 64 1000 
1998 342 591 67 1000 

CUSL CUSM CUSN cuso CGBG CGBH CGBI CGBJ 
1996 Mar 113.0 111.6 113.3 112.2 1.2 2.3 2.9 1.9 

Apr 112.8 111.4 113.3 112.0 1.7 1.8 2.9 1.8 
May 114.3 111.0 114.3 112.3 2.5 2.2 3.1 2.3 
Jun 114.8 111.5 114.3 112.8 2.7 2.4 3.1 2.5 

Jul 114.3 110.9 114.5 112.3 2.0 1.9 1.7 1.9 
Aug 114.1 111.5 114.6 112.6 1.8 2.3 1.8 2.1 
Sep 114.1 110.9 114.6 112.3 2.1 1.6 1.8 1.8 
Oct 114.5 111.5 114.6 112.7 2.1 1.7 1.8 1.9 
Nov 115.2 111 .6 114.8 113.1 2.4 1.7 2.0 2.0 
Dec 114.9 112.3 114.9 113.3 2.0 1.6 2.0 1.7 

1997 Jan 115.4 112.6 115.5 113.7 2.4 1.6 1.9 1.9 
Feb 115.5 112.7 115.5 113.8 2.4 1.7 1.9 2.0 
Mar 116.0 112.6 115.5 113.9 2.7 0.9 1.9 1.5 
Apr 115.7 112.9 115.5 114.1 2.6 1.3 1.9 1.9 
May 117.0 113.2 116.5 114.7 2.4 2.0 1.9 2.1 
Jun 117.6 112.9 116.5 114.8 2.4 1.3 1.9 1.8 

Jul 117.0 112.7 118.5 114.6 2.4 1.6 3.5 2.0 
Aug 117.2 112.7 118.5 114.6 2.7 1.1 3.4 1.8 
Sep 117.2 113.2 118.6 114.9 2.7 2.1 3.5 2.3 
Oct 117.5 113.4 118.6 115.1 2.6 1.7 3.5 2.1 
Nov 118.4 113.5 118.6 115.6 2.8 1.7 3.3 2.2 
Dec 117.7 113.9 118.7 115.5 2.4 1.4 3.3 1.9 

1998 Jan 118.3 114.6 119.8r 116.2 2.5 1.8 3.7r 2.2 
Feb 118.2 114.1 r 119.8r 115.9r 2.3 1.2 3.7r 1.8 
Mar 119.0 114.4 119.7 116.3 2.6 1.6 3.6 2.1 

The symbol r denotes revisions to previous months' data 
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THE BUDGET -17 MARCH 1998 

The following summarises all the tax and expenditure measures - providing £60 million to ensure that partners of the unemployed 

in the Budget, as set out in the Financial Statement and Budget aged over 25 have the option to receive the help they need to 

report 1997 (The Stationary Office March 1998, ISBN 0 10 291898 get back to work. Childless partners under 25 will be included 

8, price £22). The effect of the measures on Government revenues in the New Deal for young people; 

is set out in Table 4. Annex A explains the castings and Annex B 

details a number of tax changes which were announced before 

the Budget, including measures announced in the July Budget 

but not yet implemented. 

Encouraging work 

- further development of the New Deal for disabled people, 

alongside a reduction to barriers to work in the benefit system, 

and replacing Disability Working Allowance with the Disabled 

Person's Tax Credit; 

- introducing a New Deal for communities, to address the 

The Budget's measures to make work pay including, new multiple barriers faced by those in the most disadvantaged 

measures for young people, lone parents, the long-term estates at a cost, for the initial pilot phase, of £15 million. 

unemployed and disabled people to be funded from the Windfall 

Tax. These measures do not appear in Table 4. The Welfare to A New Deal for young people 
Work initiative is already extending new work opportunities to 

people detached from the labour market. The New Deals for young The New Deal for 18-24 year olds started in January 1998 in 12 

people and for lone parents are already producing encouraging pathfinder areas. As part of the New Deal for 18-24 year olds, 

early results. During 1998, the New Deals for the long-term young people first go through a gateway programme, providing 

unemployed and for disabled people will help to expand intensive help with looking for and preparing for work. The gateway 

employment opportunities even further. This Budget extends the is providing a particularly important element of the New Deal, 

Welfare to Work initiative by: popular with young people and with employers. In recognition of 

this, the Government will channel a further £50 million into the 

- directing a further £50 million of new Deal funds over the gateway to ensure that it meets the needs of the most 

Parliament to reinforce the help provided through the gateway disadvantaged young people, and provides more training and 

element of the New Deal for the young people, targeted on support for mentors to help more young people make the often 

the most disadvantaged young people, and providing more difficult transition from welfare into work. 

training and support for mentors; 

A New Deal tor lone parents 
- further extending the New Deal for lone parents, through new 

pilot programmes to improve further the take-up and The New Deal for lone parents will offer the first serious national 

effectiveness of the programme, at a cost of £10 million. A effort to help lone parents find work - through job search help, 

new linking rule will take some of the risk out of taking a job by advice and training. The New Deal will be extended to all lone 

ensuring that lone parents on benefit before April 1998 will parents on Income Support from October 1998. From April1998, 

not lose out if they take a job which turns out to be short-term; it will be available nationwide to all lone parents making a new or 

repeat claim for Income Support. The Budget provides a further 

- introducing, from November 1998, innovative pilots to provide £1 0 million for new pilots, looking at ways of extending the help 

70000 intensive Welfare to Work opportunities for the long- available to lone parents, improving take-up and maximising the 

term unemployed people over the age of 25. These will be effectiveness of the programme. 

modelled on the options available for the under 25s, at an 

additional cost of £1 00 million over the course of the present 

Parliament; introducing specific measures tailored to the needs 

of the long-termed unemployed over 50, as part of the New 

Deal pilots, addressing the particular barriers this group face 

in moving back to work; 
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A Working Families Tax Credit 

The Government will introduce a new tax credit for working families 

with children, which will be administered by the Inland Revenue 

and will replace Family Credit. The Working Families Tax Credit 
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(WFTC) will boost the incomes of low- and middle-income working 

families with children. As a tax credit, it will demonstrate more 

clearly the rewards of work over welfare and reinforce the minimum 

wage in making work pay. The new tax credit will also provide 

increased help with the costs of childcare. 

The WFTC will provide around £5 billion a year of support, which 

represents approaching £11/2 billion more resources than Family 

Credit. By 2001 , about 1 1/2 million working families will be 

receiving the WFTC, around 400,000 mere families than would 

have received Family Credit. The WFTC will ease both the 

unemployment trap and the poverty trap, as well as helping 

parents with childcare costs. it will: 

- provide a guaranteed minimum income for working families. 

The guarantee will be at least £180 a week for a family with 

full-time earnings of £1 00 a week. 

- raise the point at which families begin to pay tax: families 

earning below £220 a week (which is about half male average 

earnings) will not pay net tax after the WFTC has been 

introduced. 

- reduce the unemployment trap by raising in-work incomes in 

relation to those out of work. This Budget will make a couple 

earning £200 a week (the average entry wage for an 

unemployed person returning to full-time work) more than £23 

a week better off if they have two young children. 

- ease the poverty trap in two ways. The taper - the rate at 

which the tax credit is withdrawn as net income increases -

will be 55 per cent in the WFTC, compared to 70 per cent in 

Family Credit. As a result, half a million families will see the 

return from increasing their earnings rise by one-half. And 

the WFTC will not begin to be withdrawn until net income 

reaches £90 a week, an increase of £11 . These reforms will 

cut the number of families facing high marginal deduction 

rates: the number of families losing more than 90 pence of 

any extra £1 of earnings will fall from 130,000 to 20,000. And 

instead of 3/4 million families losing 70 per cent or more of 

any extra income they earn (as now), there will be only 1/4 

million. 

- end the inefficient system whereby almost 1/2 million families 

paid tax to the Inland Revenue while receiving Family Credit 

from the Department of Social Security. 97 per cent of these 

families will no longer pay net income tax. 
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Table 1: Effects of Budget on number of families with 
high marginal deduction rates1 

Before After 
Marginal deduction rate 
1 00 per cent or more 5000 0.0 
90 per cent or more 130000 20000 
80 per cent or more 300000 200000 
70 per cent or more 740000 260000 
60 per cent or more 760000 1010000 

1 Figures are for families where at least one partner works 16 hours or more, and 
are based on 1997-98 caseload and take-up rates. 

The basic tax credit in the WFTC will be £48.80 a week for each 

family (in 1998-99 prices). There will also be tax credits in respect 

of each child and for childcare. The amount paid in respect of 

children under 11 will increase by £2.50 a week, narrowing the 

gap between it and that paid for older children. The evidence 

suggests that the costs associated with younger children are closer 

to those of older children than the benefit scale rates imply. Every 

family working 16 hours or more and earning £90 a week or less 

will receive at least £77.60 a week in WFTC and Child Benefit. 

The WFTC will be introduced from October 1999. it will be payable 

through the wage packet from April 2000. Couples will be able to 

choose which partner receives the WFTC. 

Table A2 : Gross domestic fixed capital formation 

Percentage changes on a year earlier Forecast 

1997 1998 1999 2000 

Whole economy' 4 3J, 4 3/ 4 to 5 'I, 2 3/
4 

to 3 '/
4 

2 1/2 to 2 3/
4 

of which: 

"Business2·3 7 3J, 4 1
/2 to 5 3 to 3 '12 2 1

/2 to 3 

Housing 2 7 1/2 4 1/
4 

to 4 1/2 1 3/
4 

to 2 1/
4 

1 3/
4 

to 2 

"General governmenf' -15 3
/, 14 4 '1, 1 '/2 

1. Includes transfer costs of land and existing buildings. 
2. Excludes net purchases of land and existing buildings. 
3. Private sector and public corporations (except National Health Service Trusts) 
non-residential investment. Includes investment under the Private Finance Initiative. 
4. Includes National Health Service Trusts. 

People working more than 30 hours a week, and receiving Family 

Credit, can find that their income actually falls if their earnings 

increase. The interaction between Housing Benefit, Council Tax 

Benefit, and the 30-hour premium in Family Credit means that 

about 5,000 families face being worse off if they increase their 

earnings. That will not happen under the WFTC. The Government 

will change the disregards in Housing Benefit and Council Tax 

Benefit which cause these Marginal Deduction Rates (MDRs) of 



over 100 per cent. No family will lose as a result of this change. 

Reforms to national insurance contributions will remove the other 

cause of low-paid employees facing MDRs over 1 00 per cent. 

A childcare tax credit within the WFTC 

demand, by tackling systematically the barriers to the supply of 

good-quality provision, and by ensuring that all relevant partners 

are able to play a role in delivering this shared vision. As a start, 

the £300 million investment in out-of-school childcare announced 

in the Pre-Budget Report will be coming onstream in April 1998, 

with £40 million available in the first year to fund an expansion of 

Childcare is a crucial part of the equation for parents, in assessing out-of-school provision. 

the financial implications of making the move off benefits and into 

work. This Government is determined to make work pay, and to A New Deal for Communities 
ensure that no parent should be unable to take up the opportunity 

of work through lack of access to affordable quality childcare. The The New Deal will help those most detached from the labour 

Government is therefore greatly improving the help with childcare market to find work and improve their long-term employability. But 

costs which is available to low and middle-income working families. for those in the most deprived areas, labour market detachment 

The WFTC will include a new childcare tax credit, worth 70 per can interact with other social and economic problems to create a 

cent of eligible childcare costs, up to a limit of £100 of eligible downward spiral of disadvantage. In the most deprived estates: 

costs for families with one child and of £150 for families with two 

or more children. lt is more generous then the current disregard - 59 per cent of working age heads of household are not working; 

in Family Credit in two ways: 

- the maximum amounts are much higher; 

- the credit will help those on lowest incomes (the benefit 

disregard provides no help to those with incomes below £77 a 

week). 

In addition, the lower taper in the WFTC will enable people to 

keep more of their income. So parents will see their return from 

working increase, even if they have childcare costs. 

The Government will also improve the childcare help available to 

working families in Housing Benefit and Council Tax Benefit. There 

will still be a disregard to meet eligible childcare costs. The 

maximum disregard will be equal to the maximum size of the 

childcare tax credit, i.e. £70 for one-child families and £105 for 

other families (up from £60 and £100 respectively). 

The childcare and other changes made in introducing the WFTC 

will make many working families with children substantially better 

off. A two-earner couple, earning £450 in a week, and spending 

£150 on registered childcare for their two children, would receive 

£45 a week in the WFTC. They would receive nothing under the 

current rules for Family Credit and the other in-work benefits. 

The new childcare tax credit within the Working Families Tax Credit 

will play a key underpinning role to the National Childcare Strategy, 

by ensuring that childcare is affordable for working families. The 

Government's National Childcare Strategy also aims to ensure 

an increase in the supply of childcare to meet the increased 

- 43 per cent of residents depend on Income Support; 

contact crime (such as mugging) is three times more likely 

than elsewhere; 

truancy is six times the national average. 

The Government recognises that, to address the particular 

problems faced in the most deprived areas, we need a New Deal 

for Communities. This new initiative will extend economic 

opportunity, tackle social exclusion and improve neighbourhood 

management and quality of life in some of the most rundown areas 

in the country. The Government will begin by launching a number 

of pathfinder projects. The lessons learnt will inform the full initiative 

and the Government's broader strategy on social exclusion. it will 

also be part of the broader strategy to make public expenditure 

work more effectively in deprived areas. Further details will be 

announced in the Summer as an outcome of the CSR and the 

Social Exclusion Unit's work to develop integrated approaches to 

the problems of the worst estates. But as a start, £15 million will 

be made available for pathfinder projects across the UK in 1998-

99, financed from within the Control Total. 

The Budget also makes changes to the benefit rules to introduce 

a 12-week linking rule, so that lone parents on benefits can take a 

job knowing that they will not be worse off if the job turns out to be 

short-term and they have to return to be~efit. Lone parents will 

also be one of the groups benefiting most from the Working 

Families Tax Credit, including the improved help with the costs of 

childcare. 
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New Deal - early results 

- Two of the Government's New Deals have been running for 
some months in pathfinder areas, in preparation for their 
national launch. The New Deal for 18-24 year olds starts on a 

national basis on 6 April1998. The New Deal for lone parents 

will start in October 1998. 

- The New Deal for 18-24 year olds started in January 1998 in 

12 pathfinder areas. In the first nine weeks, 12,800 young 
people have entered the programme. 8,800 have been 

matched to employers and 620 have already found work. 

- The New Deal for disabled people will be complemented by 

the introduction of a Disabled Person's Tax Credit in place of 

the Disability Working Allowance (DWA) from October 1999, 
and by changes to the benefit rules. Existing benefit rules 

create disincentives for sick and disabled people to move into 
work. The Government will therefore introduce, in October 
1998, a one-year linking rule. This will allow people on 
Incapacity Benefit or Severe Disablement Allowance, and who 

have been unable to work for over 28 weeks, to move into 
work knowing that they can return to benefit and receive the 
same rate as before, if the job turns out to last less than a 

year. This will complement the existing linking rule in DWA, 
and will significantly reduce the financial risks of trying out 
work. lt addresses a major disincentive to work in the benefit 
system, in which disabled people can lose as much as £40 a 
week benefit entitlement in taking a job. The restrictions on 
voluntary work by recipients of Incapacity Benefit and Severe 
Disablement Allowance will also be removed from the same 
date, and eligibility to some Employment Service programmes 

will be extended in pilot areas from April1999. 

National Insurance Contributions (NICs) 

The entry rates for National Insurance Contributions {NICs) will 
be abolished. The Budget contains the biggest reform to the 
structure of national insurance contributions (NICs) since 1975, 
at a cost of around £1.4 billion a year from April1999. The current 

structure of NICs bears particularly acutely on the low-paid and 
discourages job creation at the lower end of the earnings 

distribution. Steps in the structure of NICs, whereby a one penny 
increase in pay can trigger an increase in NICs of up to £6.30 a 

The Budget measures will abolish the "entry fee" for employees 

and employers, and end the additional steps in employers' 

contributions at £11 0, £155 and £21 0 a week. In line with Martin 

Taylor's recommendation, the structure of national insurance will 

move more into line with income tax to simplify the system and to 

reduce administrative burdens on employers. From April 1999, 

the threshold for employer national insurance contributions will 

be aligned with the personal allowance for income tax (£81 a week 

1998-99). The lower earnings limit for employees will remain 

unchanged (at £64 in 1998-99). But the Government is committed 

to aligning it with the personal allowance as soon as it has reformed 

the rules for contributory benefits to ensure that those who are 

taken out of national insurance contributions do not lose their right 

to accrue benefit entitlement. Martin Taylor's report will be 

examined further with a view to introducing possible reform of the 

NICs system as it applies to self-employed people. 

From April1999, employees will pay no NICs on their first £64 a 

week of earnings, and 10 per cent thereafter up to the upper 

earnings limit, £485 a week (all limits and thresholds are in 1998-

99 prices). Employers will pay no NICs in respect of their 

employees' first £81 of earnings a week, and will then pay a single 

rate of 12.2 per cent thereafter. The employer package is revenue

neutral, so that the burden of employer NICs as a whole will remain 

unchanged. But employers will no longer have to pay NICs in 

respect of up to a million employees earning between £64 and 

£81 a week. They will also pay lower NICs in respect of 

(approximately) another 12 million employees earning between 

£81 and £450 a week (broadly, male average earnings). The NICs 

reform will improve work incentives and make it more attractive to 

employ those moving off welfare and into work. The reduction in 

NICs at illustrative points on the earnings distribution at the lower 

end is set out in Table 3 below: 

Table 3: Reduction in burden of national insurance 
contributions 

£64 a week (LEL) 
£220 (half male average earnings) 

Employee 

1.28 
1.28 

(£per week) 

Employer Total 

1.92 3.2 

week, distorts the labour market, discouraging progression up the Arrangements for contracting out of SERPS will continue broadly 
earnings ladder. These distortions are greatest at the lower as at present. 
earnings limit, where a rise in earnings from £63.99 to £64 a week 

triggers a NIC charge (the "entry fee") for employees of £1.28 and A Disabled Person's Tax Credit 
for employers of £1.92 a week: one of the last remaining causes 

of people being worse off when they earn more. 
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The Government will also introduce a Disabled Person's Tax Credit 



(DPTC) alongside the WFTC to replace the existing Disability 

Working Allowance (DWA). DWA has failed as an incentive to work. 

Although it has helped some people back into work, take-up is a 

quarter of the level forecast when it was introduced. As well as 

making the tax credit more generous than DWA (matching the 

rates, tapers and thresholds in the WFTC), the Government is 

an asset bought on 1 January 1998 and sold on 1 July 2000 would 

be treated as if it had been held for three years (two complete 

years after January 1998 plus one additional year). 

Other measures encouraging enterprise 

looking at other ways in which the DPTC can be more effective The existing Enterprise Investment Scheme (EIS) is designed to 

and more attractive than DWA. Taken together with the New Deal promote investment in such companies. The scheme gives relief 

for Disabled People and the changes to linking and other benefit from income tax at 20 per cent and deferral of a capital gain on up 

rules, this demonstrates that the Government regards helping to £100,000 each year. CGT reinvestment relief allows deferral of 

those people with disabilities who want to work to get back to an unlimited capital gain invested in a higher risk trading company. 

work as one of its key priorities. 

Encouraging enterprise 

The changes to corporation tax are to: 

- cut the main rate to 30 per cent; 

- cut the small companies rate to 20 per cent; 

- abolish ACT and introduce quarterly payments of corporation 

tax; 

- abolish quarterly accounting for gilts. 

Venture Capital Incentives 

The Government proposes changes to existing venture capital 

schemes to encourage the provision of new equity capital and to 

ensure that the schemes are targeted in the most effective way. 

The Budget proposes a new EIS which merges the former scheme 

with CGT reinvestment relief. Its main features are: 

- increasing by 50 per cent, to £150,000 per year, the amount 

an individual can invest under the new EIS scheme and qualify 

Capital gains tax: structural reform for income tax relief; 

The Budget introduces a CGT taper which for higher rate taxpayers - abolition of the limit of £1 million on the amount that can be 

will tax capital gains on business assets held for more than ten raised each year; 

years at an effective rate of 1 0 per cent. 

The taper will: 
- for business assets, reduce the percentage of the gain 

chargeable from 1 00 per cent (for assets held for less than 
one year) to 25 per cent (for assets held for ten years or more) 

- so under the new scheme the rate of tax for a higher rate 

taxpayer will fall from 40 per cent in the first year to effectively 

1 0 per cent after the tenth year; 

- for non-business assets, reduce the percentage of the gain 

chargeable from 1 00 per cent (for assets held for less than 

three years) to 60 per cent (for assets held for ten years or 

more)- so under the new scheme the rate of tax for a higher 

- preservation of the best parts of the existing reliefs: up-front 

income tax relief, exemption from tax on gains after five years, 

and relief for losses against income or chargeable gains for 
outside investors and business angels who subscribe for 

shares; unlimited deferral relief where chargeable gains are 

reinvested in newly-issued shares; 

- participation is limited to investment in companies with gross 

assets of less than £1 0 million before an investment and no 

more than £11 million after it. 

Capital allowances for small and medium sized businesses will 

be, for one year, provided at a rate of 40 per cent (13). 

rate taxpayer will fall from 40 per cent in the first year to University Challenge Fund 
effectively 24 per cent after the tenth year. 

The taper will replace the CGT indexation allowance on gains 

realised after 6 April 1998. Indexation will be frozen from 6 April 

1998. Only holding periods after 5 April 1998 will count for the 

purposes of the taper, but, to ease the transition, there will be a 

one year addition for assets held at Budget day. So, for example, 

The UK also needs to improve its record of exploiting the ideas 

generated by its many world class scientists and universities. This 

Budget announces a new University Challenge Fund which will 

help universities bridge the funding gap which can prevent them 

successfully transforming good research into good business. 

Under this scheme to create £50 million in venture capital, 
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universities will be able to compete for up to twenty seed venture Protecting the Environment 
capital funds. The scheme is a partnership between the 

Government, providing £20 million, and the Wellcome Trust and The Government is committed to supporting all families with 

Gatsby Trust, together providing an additional £20 million. These children, in and out of work, and recognises the importance of 

contributions will lever in additional funds raised by Challenge- Child Benefit in supporting children through its payment direct to 

winning universities, in partnership where possible with the private mothers. From April1999, every family with children will gain £2.50 

sector. in increased Child Benefit for the eldest child, over and above 
statutory indexation. To ensure this increase also goes to out-of-

Management recruitment incentives work families with children, the family premium in Income Support 

and related benefits will also be increased by £2.50 a week, in 

The registration and deregistration thresholds for VAT will be line with Child Benefit. 

increased to £50,000 and £48,000 respectively from 1 April1998. 

There will be a consultation exercise to inform future decisions on The Government will be examining the tax-exempt status of Child 

the threshold. Benefit paid to higher-rate taxpaying families to help ensure a 
fairer distribution of resources. 

Creating a fairer society 
Tackling child poverty 

This Budget includes £2 million of extra support, so that free 

national museums and galleries can avoid introducing admission Poverty in childhood often leads to poverty in later life. The 

charges, in the form of a challenge fund. measures announced in this Budget start to address this, helping 

to improve people's chances to move out of poverty, giving 

Income tax changes in the Budget are: everyone an equal chance. This Budget will help families on low 
incomes by: 

- all personal allowances will be increased in line with inflation; 
- increasing family premium in Income Support and related 

- the lower rate band of income tax will be increased in line with benefits by £2.50 a week; 

inflation; 

- the basic rate limit of income tax will be increased in line with 

inflation; 

- tax relief on the married couple's allowance will be restricted 

from 15 per cent to 10 per cent from April 1999, and the over 

65s will be fully compensated; 

- Marginal deduction rates of over 100 per cent in housing benefit 

and council tax benefit will be removed. 

- An extra £ 1/2 billion will be invested in the hospital waiting 

lists initiative. 

- An extra £ 1/4 billion will be invested in education. Of the 

additional £21 0 million available for education to DfEE, £100 

million will be spent on schools. The extra resources for schools 

add to the additional £1 billion of recurrent provision for 1998-

99 announced in the July Budget and the new spending of 

£1 .3 billion over five years from the New Deal for Schools 

(NDS). 
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- giving an extra £2.50 a week for each child under 11 to families 

on income-related benefits. The evidence suggests that the 

costs associated with younger children are closer to those of 

older children than the benefit scale rates imply; 

- boosting the resources of lower-paid families with children 

through the Working Families Tax Credit; 

- making quality childcare affordable for lower-income working 

families with a generous new childcare tax credit within the 

Working Families Tax Credit. 

In July the Government will also be launching a further package 

of spending measures as part of the Comprehensive Spending 
Review, to help children get off to a sure start in life. 

Individual savings accounts 

Nearly half of the adult population have less than £200 in liquid 

savings and a quarter have no savings at all. The Inland Revenue 

published a consultative document in December 1997 on a new 

savings vehicle - the individual savings account - designed to 



develop and extend the savings habit, and to ensure that the tax 

relief on savings is fairly distributed. The new account will be a 

stand along savings product guaranteed to run for at least ten 

years starting on 6 April1999. There will be no lifetime limit. it will 

have a wide coverage, taking in cash (including National Savings), 

life insurance and stocks and shares. The account will have an 

annual subscription limit of £5,000 of which no more than £1,000 

can go into cash and £1,000 into life insurance. In 1999-2000 

only, the annual limit will be £7,000, of which no more than £3,000 

can go into cash and £1,000 into life insurance. Interest, dividends 

and capital gains on assets held within the account will not be 

liable to income or capital gains tax. A 1 0 per cent tax credit will 

be payable on dividends from UK equities during the five year 

period to April2004, including equities which back the life insurance 

component. There will be no statutory lock-in or minimum 

subscription. PEPs held on 5 April1999 will be able to continue 

under the current rules, outside the new savings account. They 

will receive tax relief on the same basis as the new account, 

including for five years the 10 per cent tax credit on UK equities. 

No further subscriptions will be allowed after 5 April 1999. The 

value of PEP holdings will not affect the amount that can be 

subscribed to the new account. TESSAs will remain available until 

5 April 1999 and subscriptions can continue for the full five-year 

life of the account. On maturity, the capital held in a TESSA can 

be transferred into the new savings account. Neither subscriptions 

to TESSAs nor any capital transferred on maturity will affect the 

amount that can be subscribed to the new account. 

Stakeholder pensions 

- phasing out retirement relief over a five year period from 6 

April 1998. The taper will reduce the tax charge on disposals 

of business assets on broader basis than retirement relief. 

The withdrawal of retirement relief is consistent with a move 

towards more people having to pay some tax on their gains; 

- rationalisation of the charging structure for the gains of trustees 

and personal representatives of deceased persons. All gains 

will be taxed at the rate applicable to trusts (34 per cent) ; 

- countering the practice of the bed and breakfasting of shares 

to ensure that gains or losses do not arise where the investor, 

in effect continues to own the shares; 

- charging gains on assets held at the time a person leaves the 

UK for a period of temporary residence abroad. Gains arising 

during that period of non-residence will be charged on return 

to the UK. 

Stamp duty rates will be increased for transfers of property above 

£250,000 by 1/2 per cent and for transfers of property above 

£500,000 by 1 per cent. 

The higher rate insurance premium tax of 17.5 per cent will be 

extended to all travel insurance, from 1 August 1998, in recognition 

of likely changes in the market for travel insurance. 

Tobacco duties 

The Government maintains its commitment to protecting health 

Inheritance tax by increasing the duties on tobacco by at least 5 per cent in real 

terms. Most tobacco duties will be increased by 8.45 per cent 

The threshold for inheritance tax will be indexed to £223,000 for from November 1998. To avoid loss of revenue through cross 

the tax year 1998-99. Conditional exemption for heritage assets border shopping and smuggling, duty on hand rolling tobacco will 

will be reformed: remain unchanged. This means that the overall increase in tobacco 

duties his year is 5 per cent in real terms. 

tax relief for chattels will generally be limited to items of pre-eminent 

quality (for transfers on or after 17 March 1998); Alcohol duties 

tighter conditions will apply to owner's undertakings on various The duty on spirits will be frozen, while that on most other alcoholic 

matters, including public access to tax exempt assets. drinks will increase in line with inflation on 1 January 1999. These 

changes maintain the contribution to the Exchequer from alcoholic 

The threshold for inheritance tax will also be increased in line with drinks by revalorising most rates. A freeze on spirits duty is 

inflation. designed to help both UK producers and exporters. The duty rate 

on sparkling wine or sparkling made-wine of strengths exceeding 

Capital gains will be charged on assets 5.5 per cent abv but less than 8.5 per cent abv will fall by 20 per 

cent to £165.50 per hectolitre, and the duty rate for sparkling cider 

As part of the reform of capital gains tax (CGT) the following and perry of similar strength will rise by 20 per cent to £45.05 per 

measures are proposed to introduce greater fairness by: hectolitre from Budget day. 
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Adjustments to the duties on wine and cider are a further step in 1998. From 1 April1998 Skill With Prizes (SWP) machines costing 

eliminating the inconsistent duty treatment of sparkling cider and 35 pence or less per play will become exempt from the duty. 

low-strength sparkling wine. The rates will be fully aligned in the Currently only SWPs costing 5 pence or less per play are exempt. 

next Budget. This change brings SWP machines into line with the exemption 

already available to other non-gaming machines. Legislation will 

VAT on fuel 

The scales used to charge VAT on fuel used for private motoring 

in business cars are to be increased from 6 April 1998 to reflect 

changes in fuel prices. The scales ensure that those using business 

cars for private motoring do not do so VAT-free. Other company 

car measures are included under 'Protecting the environment'. 

Oils 

The legislation which fixes the time oil becomes chargeable with 

excise duty is to be changed as an essential first step in simplifying 

and rationalising the complex charging provisions that exist in the 

Hydrocarbon Oil Duties Act 1979, from a date to be announced. 

Millennium Gift Aid 

Under the "Millennium Gift Aid" scheme, the minimum donation to 

charity under the gift aid relief is reduced to £1 00 for gifts made to 

benefit anti-poverty and education projects in the world's poorest 

countries. This special reduction will be available for gifts made 

on and before 31 December 2000. 

Gambling 

The top rate of gaming duty is to be increased to 40 per cent and 

the gross gaming yield threshold for each duty band will be reduced 

from 1 April 1998. Overall, casinos have a lower effective rate of 

duty than most other forms of betting and gaming. The changes 

are designed to increase the effective rate of taxation on gaming 

in casinos, particularly the more profitable London casinos, while 

taking account of the unusually high fixed costs of the industry. 

The cost of a 12 month licence for an Amusement With Prizes 

machine, or a Jackpot machine costing 5 pence or less per play is 

to increase to £645 (an increase of £11 0) and the cost of a 12 

month licence for other Jackpot machines is to increase to £1,815 

(an increase of £440). The cost of a 12 month licence for non

gaming machines will remain at £250. These increases above 

the cost of inflation reflect the new opportunities provided by 

deregulation. The lowest rate of duty has not been increased to 

take account of the difficulties non-gaming machines have faced 

in remaining profitable following the introduction of Amusement 

Machine Licence Duty. These changes will take effect for any 

licence applications received by Customs on or after 18 March 
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also be introduced from Royal Assent to replace an extra statutory 

concession which provides for the exemption from Amusement 

Machine Licence Duty of non-prize video machines which can be 

played by more than one player, but where the cost for a single 

player to play one game alone does not exceed 35 pence. An 

additional limit will be introduced to state that the effective cost 

per player where two or more players play a game simultaneously 

must not exceed 50 pence. This concession was introduced to 

give these multi-play video games the same exemption from duty 

as is afforded to single player video games. The legislation will 

regularise the position, and also closes a potential loophole by 

introducing the cost per player limit of 50 pence. 

Protecting the environment 

In line with the Government's commitment to increase road fuel 

duties by at least 6 per cent in real terms on average a year, the 

tax (duty plus VAT) on unleaded petrol rises on Budget day by 4.4 

pence per litre, and on leaded by 4.9 pence per litre. To reflect 

concerns over local air quality, and to encourage the manufacture 

and use of ultra-low sulphur diesel, the tax (duty plus VAT) on 

diesel rises on Budget day by 5.5 pence per litre, and on ultra-low 

sulphur diesel by 4.4 pence per litre. The next Budget will increase 

the duty differential between diesel and ultra-low sulphur diesel to 

3 pence per litre. Future Budgets will further increase the duty 

differential between diesel and unleaded petrol. 

The tax (duty plus VAT) on super-unleaded petrol rises on Budget 

day by 6.1 pence per litre. Vehicle Excise Duty is frozen this year 

for all vehicles. The Vehicle Excise Duty concession of up to £500 

for low emission buses and lorries will commence in January 1999. 

The fuel scale charges for free fuel provided by employers to 

company car owners will increase by 20 per cent above 

revalorisation from 6 April1998, and for four following years. From 

6 April 1999, the cost of conversion to road fuel gases will be 

ignored when calculating the tax charge. Bus fuel duty rebate will 

be revalorised from Budget day in line with the increases in diesel 

duty. There will be a £500 million boost for public transport. £50 

million will fund rural transport services of which £45 million will 

fund a Bus Partnership Fund and £5 million will go to a Rural 

Community Transport Initiative. From April1999, the standard rate 

of landfill tax will be increased to £10 a tonne. Following 

consultation, from October 1999, there will be an exemption for 

inert materials used in site restoration. Increases or cuts in the 



rate of landfill tax can be brought in immediately after a Budget, Catching-up charge to be phased in order to spread impact for 

without having to wait for Royal Assent to the Finance Act. This those affected. 

will bring the tax in line with other taxes, like VAT or duties on 

alcohol , cigarettes or petrol, from Royal Assent. 

VAT will be reduced to 5 per cent on the installation of energy 

saving materials under certain Government grant schemes off from 

1 July 1998, as announced in the Pre-Budget Report. 

Employment termination payments 

The Budget announces simpler and more appropriate treatment 

of payments and benefits provided over a period of time following 

termination of an employment, to tax more fairly the packages 

provided and to ease compliance burdens for employers and 

employees. With effect from 6 April 1998. 

Schedule A for companies 

Modernisation and simplification of Schedule A rules applying to 

corporation tax, to bring closer into line with those for income tax. 

Computation of rents will , from 1 April 1998, follow the rules for 

computation of trading profits, recognising income as it accrues 

and expenditure as it is incurred. Interest will continue to be dealt 

with under the corporate interest rules and Schedule A losses will 

be relieved in the same way as management expenses. 

Capital gain buying by companies 

Legislation will be introduced to prevent avoidance by groups of 

companies using a device known as "gain buying" to bring together 

gains and losses which have arisen on assets in different economic 

ownership. The provisions will apply where a company joins a 

group on or after Budget day. Legislation will also address two 

smaller avoidance risks for groups of companies with capital gains. 

The first of these concerns transfers of assets to investment trusts 

or venture capital trusts. The second corrects a technical defect 

in the charge that can arise when a company leaves a group. 

Remuneration in shares subject to forfeiture or conversionShares 

subject to the risk of forfeiture or conversion , awarded to 

employees or directors will be taxed at the point at which the risk 

of forfeiture is lifted or conversion occurs. This will apply to shares 

awarded on or after Budget day Life insurance: tax treatment of 

policy holders' gains. The rules for taxing gains from certain life 

insurances will be changed. The changes will affect policies held 

in trust in those circumstances where currently there is no charge 

and overseas life assurance business policies to deny an 

inappropriate tax credit. We will impose an additional annual 

charge on personal portfolio bonds, and will require certain non

UK life insurers to appoint a tax representative in the UK. The 

purpose is to make the present rules more effective in protecting 

General anti-avoidance rules (GAARs) UK tax revenue. 

During April , the Inland Revenue will be publishing illustrative Pensions 
clauses for the purpose of consultation on a general anti-avoidance 

rule. This will be done with a view to legislation being introduced A number of detailed changes will be made to improve the present 

in a Finance Bill after the next Budget. Customs and Excise will controls over tax approved occupational and personal pension 

be consulting about illustrative clauses for GAARs in specific areas schemes in order to limit the scope for abuse of the pensions tax 

of VAT over the summer. reliefs. These will include: 

Foreign earnings deduction - introducing a special 40 per cent tax charge on personal 

The "foreign earnings deduction" will be eliminated for all but 

seafarers, to end a readily exploited vehicle for abuse under which 

certain UK residents have been able to receive large amounts of 

income from ''working abroad" completely free from tax. With effect 

from 6 April 1998. 

Cash accounting for professionals 

From 6 April 1999, practices which permit some professional 

businesses to pay tax on a more favourable ("cash") basis will be 

withdrawn, in order to level playing field for all businesses. 

pension arrangements that cease to be tax approved; 

- extending the existing tax charge on certain occupational 

pension schemes that cease to be tax approved to put beyond 

doubt its effectiveness in dealing with a range of tax avoidance 

schemes; 

strengthening the present information powers and improving 

the arrangements for assessing and collecting tax chargeable 

on pension scheme administrators; 

introducing powers to make regulations relating to restrictions 

on transactions and investments by certain personal pension 
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schemes to make sure that funds are managed in a way that Profit-related pay 
is consistent with tax approval; 

Charge on temporary non-residents 

Gains arising during a period of temporary non-residence will be 

charged on return to the UK (see Creating a fairer society) 

Transfer pricing and controlled foreign company rules 

The transfer pricing (TP) and controlled foreign company (CFC) 

The Budget includes a measure to prevent exploitation of the 

provisions to phase out the income tax relief for profit-related pay 

(PRP). This measure will prevent certain employees, who are in a 

registered PRP scheme, from obtaining a higher tax relief limit for 

a longer period by becoming a member of another registered 

scheme on or after 17 March 1998. lt will apply where the scheme 

employer of the two schemes is the same person, or if the scheme 

employers are connected. 

rules will be brought within the self assessment regime for Taxation consequences of EMU 
companies. This will reverse the present position where the onus 

is on the Inland Revenue to apply the legislation, and will make Some technical tax changes will be made to help British businesses 

the new regimes fairer and more effective. At the same time the affected by European Monetary Union, concerning foreign 

transfer pricing regime will be modernised by being brought into currency elections, foreign currency bonds, currency contracts and 

line with OECD principles and best international practice. In both some other matters. 

cases the new legislation has been the subject of consultation 

and has been refined to take into account suggestions from 

interested parties. The new systems will apply to UK company 

accounting periods ending on or after 1 July 1999. 

In addition, the definition of activities potentially covered by the 

CFC rules will be strengthened in two respects. These changes 

will apply to CFC accounting periods beginning on or after Budget 

day. 

PAYE avoidance 

The rules which apply PAYE to remuneration in non-cash forms, 

and payments made by intermediaries and offshore employers, 

will be strengthened and extended with effect from 6 April 1998 

(59). 

Offshore trusts 

The tax treatment of offshore trusts will be amended in a number 

of respects. Those who set up offshore trusts before March 1991 

from which they, their immediate family, or companies which they 

Adjustments to amounts of foreign tax paid 

The Budget will clarify the relief for foreign tax - requiring taxpayers 

to notify the Revenue if the claim becomes excessive because 

the foreign tax is adjusted. This will clarify the taxpayer's 

responsibilities. The provision will apply to adjustments made on 

or after Budget day. 

Limiting relief for foreign tax on certain interests and 
dividends 

Existing restrictions on relief for foreign tax on interest received 

from overseas borrowers by taxpayers in whose hands the income 

is a trading receipt will be amended and extended to relief relating 

to certain foreign dividends that are trading receipts. In certain 

circumstances, the extension will also cover income or related 

expenses of associates. The changes will apply immediately to 

payments in respect of arrangements entered into or after Budget 

day, but will only apply to payments in respect of pre-Budget day 

arrangements from 1 January 1999. 

control, can benefit, will be charged to tax on gains as they arise Taxation of gilts 
to the trust. This measure will apply to disposals made by the 

trust after 6 April 1999 (allowing a transitional period for those Some small changes are made with effect from 6 April 1998 to 

affected to reorganise their affairs). Rules will be included to ensure interest on existing gills is not taxed in the hands of 

prevent exploitation of the transitional period. lt is also proposed overseas investors, and to rationalise the operation of charges in 

to extend the charge on the settler to include an offshore trust the accrued income scheme. 

from which only grandchildren can benefit. lt is also proposed to 

extend the beneficiary charge to trusts created by non-domiciled Commercial sports clubs 
settlers. 

The definition of non-profit making status is to be tightened to 
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counter schemes used by commercial sports clubs to avoid VAT, Right of appeal 
from 18 March 1998 (61). 

Traders' rights to a Departmental review and right of appeal to the 

Second-hand goods margin scheme VAT and Duties Tribunal will be increased by widening the range 

of circumstances where tax irregularities are notified by 

The margin scheme for second-hand goods, etc., allows VAT to assessment, from a date to be announced following Royal Assent. 

be calculated on the seller's profit margin rather than the full selling 

price of the goods. From 18 March 1998, where second-hand Alcohol-drawback 
goods, works of art, antiques and collectors' items have been 

transferred between businesses, the profit margin for the scheme 

will be based on the price paid by the original purchaser, to counter 

avoidance. 

Transfer of Going Concerns 

A loophole which allowed assets, acquired as part of the transfer 

of a business as a going concern, to be given away VAT-free will 

be closed from 17 March. 

Goods on hire 

A loophole in VAT law which has allowed businesses outside the 

European Union to let goods on hire in the UK to non-business 

customers without charging VAT, will be closed from 18 March 

1998. 

Group registration 

A consultation is to be conducted on the VAT group registration 

facility. The consultation will seek views on its possible restriction 

to fully taxable companies, to minimise tax avoidance opportunities 

and achieve a better balance between revenue costs to the 

Exchequer and compliance costs to business. 

Bad debt relief 

From a date to be announced after Royal Assent, the primary law 

relating to the refund of duty on beer exported from the UK will be 

repealed, as it is largely duplicated in regulations introduced in 

1995. 

Air Passenger Duty 

Registration procedures for foreign airlines with no business 

address in the United Kingdom are being changed to make it easier 

for them to comply with the law. 

Redundant legislation 

The Customs Duties (Dumping and Subsidies) Act 1969 is to be 

repealed as European Union law has made the Act redundant, 

from Royal Assent. 

Carry forward of 1997·98 underspend 

£1 1/2 billion allocated to departments for programmes in 1997-98 

has not been spent and is therefore carried over into 1998-99. 

This line is not included in the totals as the expenditure is 

accounted for elsewhere. 

Transfer to Reserve from carry forward 

£1 billion of the carry forward has been reallocated to the 

UK legislation is being changed to allow businesses to claim relief Government's high priority programmes, leaving £ 1/2 billion to 

from VAT on bad debts arising from barter transactions, from Royal add to the Reserve for 1998-99 (62). 

Assent. 

Scottish developers 

From Royal Assent, Scottish property developers will have an 

equivalent right to reclaim VAT to developers in the rest of the UK: 

20 year leases will be regarded as long leases for VAT. 
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Table 4: The Budget Measures 

(+is an Exchequer yield)£ million 

1998-99 1998-99 1999-00 2000-01 
non-indexed indexed indexed indexed 

ENCOURAGING WORK 
1 Working Families Tax Credit 0 0 -420 -1350 
2 New Deal for Communities -15 -15 0 0 
3 Linking rules for lone parents and disabled people -10 -10 -10 -10 
4 National insurance contributions: abolish entry 0 0 -1200 -1350 

rate for employee NICs from April1999 
5 Disabled Person's Tax Credit 0 0 -5 -5 

PROMOTING ENTERPRISE 
6 Corporation tax: 1 per cent cut in main rate from Apr-99 0 0 -700 
7 Corporation tax: 1 per cent cut in small company 0 0 -90 

rate from April1999 
8 Abolish ACT and introduce quarterly payments of 100 100 1600 2000 

corporation tax 
9 Abolish quarterly accounting for gilts 0 0 -600 
10 Capital gains tax : structural reform -25 25 
11 Tax incentives for venture capital - changes to 20 30 

re-investment relief 
12 Tax incentives for venture capital - other changes 5 5 -10 
13 Extend enhanced first year capital allowances -140 -160 
for SMEs at 40 per cent for one year 
14 University Challenge -10 -10 
15 VAT registration threshold to 50,000" -5 -5 -10 -5 

CREATING A FAIRER SOCIETY 
16 Indexation of income tax allowances -820 0 0 0 
17 Indexation of income tax lower rate band -90 0 0 0 
18 Indexation of income tax basic rate limit -270 0 0 0 
19 Removing marginal deduction rates over 1 00 per cent 0 0 -10 -10 

for working families in HB and CTB 
20 Investing in health : waiting lists initiative -500 -500 0 0 
21 Investing in education -250 -250 0 0 
22 Child support package (excluding all WFTC and DPTC elements) -170 -170 -1215 -1220 
23 Married couples allowance - cutting relief from 15 per cent 0 0 720 1080 

to 10 per cent from April1999. 65s and over compensated. 
24 Individual savings account 30 -30 
25 Inheritance tax: index threshold -30 0 0 0 
26 Stamp duty: increase rates for transfers of property 390 390 470 520 

"above £250,000" 
27 Insurance Premium Tax: 17.5 per cent rate 5 5 15 20 

extended to all travel insurance 
28 Increase total tabacco duties in December 1998 25 0 0 0 

except hand rolled tobacco by 5.25 per cent above 
inflation; freeze hand rolled tobacco 

29 Alcohol: revalorise in January 1999 (except spirits 20 0 0 0 
and low strength sparkling wine and cider) 

30 Alcohol: Freeze duty on spirits 0 -5 -20 -20 
31 Alcohol: further step towards alignment of low -5 -5 -5 -5 

strength sparkling wine and cider 
32 Hydrocarbon oils - duty rate increases for gas oil 25 25 25 25 

and fuel oil 
33 Millennium Gift Aid Gambling -15 -15 -25 -20 
34 Gaming duty 20 20 25 25 
35 Increase rates of AMLD (top 2 bands) 20 15 20 20 
36 Increase exemption for skill with prizes -5 -5 -5 -5 
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Environmental measures 
37 Bring forward road fuel escalator to 17 March 1515 1110 1040 1150 
38 Increase differential between diesel and unleaded 120 120 335 455 

"petrol to 1 pence this year, to 3pence next year and to " 
4pence the year after; and between diesel and ULSD to 
2pence this year and 3pence the year after 

39 Super unleaded petrol 1.15pence increase 10 10 10 10 
40 VED: freeze for all vehicles 0 -145 -145 -145 
41 Company cars fuel scales increased 70 70 160 275 
42 VAT.· fuel scale charges 5 5 5 5 
43 Cut VAT rate on installation of energy saving -5 -5 -10 -10 

materials in Government grant schemes to 5 per cent 
44 VED: Concession for low emission buses and lorries -5 -10 
45 Increase bus fuel duty rebate -40 -40 -40 -40 
46 Public transport -175 -175 -300 -50 
47 Landfi/1 tax: increase standard rate to £10 exemption for 0 -5 50 60 

waste used in site restoration 

Simplification/deregulation 
48 Employment termination payments -5 -5 -10 -5 
49 Simplify schedule A: corporation tax changes 50 

Securing the tax base 
50 Abolish foreign earnings deduction 100 100 300 250 
51 Professional businesses: withdraw! of cash basis 0 0 40 
52 Counter capital gain buying 10 10 100 100 
53 Reform of policy holder taxation 0 0 30 100 
54 Action on offshore trusts 10 50 
55 PRP: taxing exploitations of the provisions 5 5 5 5 
56 Charge on temporary non-residents 20 20 
57 Controlled Foreign Companies: tighten rules 0 0 50 100 
58 Transfer pricing: modernise legislation 0 0 20 50 
59 PAYE avoidance 25 25 
60 Limiting relief for foreign tax on certain interest and dividends 10 50 
61 VAT.· preventing abuse of exemption for sport 5 5 5 5 

Carry forward from 1997-98 -1500 
allocated to: Health (line 20) -500 
Education (line 21) -250 
Transport (line 46) -175 
New Deal for Communities (line 2) -15 
Control Total elements of child support (line 22) -60 

62 Residual carry forward transferred to Reserve -500 -500 -500 

Total cost(-)/yield(+) -435 165 915 1210 
Total cost(-)/yield(+) excluding cashflow yield from line 8 -535 65 -685 -790 

*=Negligible 
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Annex A: 
Explaining the Tax Castings 

This annex explains how the effects of the Budget measures on 

tax yield are calculated. 

The revenue effect of a Budget measure is generally calculated 

Notes on individual Budget measures 

Anti-avoidance measures 

The yields represent the estimated direct effect of the measures 

with the existing level of activity. Without these measures, there 

could be a more significant loss of revenue in the future. 

as the difference between the tax yield from applying the pre- Main corporation tax rate cut 
Budget and post-Budget tax regimes tGl the levels of total income 

and spending at factor cost expected after the Budget. The The full effect will not arise until 2001-02 when the cost will be £1 
estimates do not, therefore, include any effect the tax changes billion. 

themselves have on overall levels of income and spending. They 

do, however, take account of other effects on behaviour where 

they are likely to have a significant and quantifiable effect on the 

yield, and any consequential changes in receipts from related 

taxes. These include estimated changes in the composition or 

timing of income, spendings, or other tax determinants. For 

example, the estimated yield from increasing the excise duty on 

tobacco includes the change in the yield of VAT on that duty, and 

the change in the yield of VAT and other excise duties resulting 

from the new pattern of spending. Where the effect of one tax 

change is affected by the implementation of others, the measures 

are costed in the order in which they appear in Table 4. 

The non-indexed base column in Table 4 shows the revenue effect 

of changes in allowances, thresholds and rates of duty from their 

pre-Budget levels (including any measures, such as the real 

increases in fuel and tobacco duties, previously announced but 

not yet implemented). The indexed base columns strip out the 

effects of inflation by increasing the allowances, thresholds and 

rates of duty in line with prices in this and in future Budgets (again 

taking account of measures previously announced but not yet 

implemented). Measures announced in this Budget are assumed 

to be indexed in the same way in future Budgets. 

In calculating the indexed base, it is assumed that each year excise 

duties and VAT thresholds rise in November (January for alcohol 

and March for fuels) and allowances and other thresholds rise in 

April, in line with the increase in the RPI over 12months to the 

previous September. The RPI increase in the year to September 

1997 was 3.6 per cent. The assumed increase in September 1998 

is taken to be 3.2 per cent. The commitments for real increases in 

fuel and tobacco duties of 6 and 3 per cent are also built in. 
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Small companies tax rate cut 

The full effect will not arise until 2001-02 when the cost will be 

£120 million. Abolish ACT and introduce quarterly payments of 

corporation tax 

The yield is expected to be £3.1 billion in 2001-02 and £2.2 billion 

in 2002-03. When the transition to instalments is complete in 2003-

04, the Exchequer cost is expected to be about£ 1/2 billion a 

year. The revenue effects are uncertain, and they largely depend 

on annual changes in corporation tax liability. 

Abolish quarterly accounting for gilts 

There will be yields of £100 million in 2001-02 and 2002-03. 

Capital gains tax: structural reform 

Estimates of revenue changes take account of the likely changes 

on the volume and timing of disposals over the years shown. In 

the longer term, the Exchequer effect will depend to a considerable 

extent upon movements in future asset prices, any behavioural 
changes and other factors. 

First year allowances for SMEs 

There will be some increase in tax in later years as the balance of 

unrelieved capital expenditure carried forward is reduced by the 

higher allowances. The revenue effects include those for 

companies and unincorporated businesses. 



Fuel scale charges 

The yield will increase to around £600 million in 2002-03. 

Individual savings accounts 

These are the estimated revenue effects associated with the 
introduction of the new savings account (including the residual 

cost of PEPs and TESSAs), measured against the baseline of 

continuing with PEPs and TESSAs with their current tax reliefs. 

Schedule A: corporation tax changes 

In 1999-00 there will be a one-off yield from ending the possibility 

of exploiting the timing mismatch between schedule A taxation of 

income and Case 1 Schedule D deductions for rental expenses. 

After that the revenue effects are expected to be broadly neutral. 

Reform of policy holder taxation 

The yield will rise to £150 million in a full year. 

Excise duties 

The extent to which changes in excise duty rates are reflected in 

receipts depends partly on the extent to which manufacturers and 

wholesalers anticipate expected increases by releasing their goods 

early so as to pay duty at pre-Budget rates. Castings for excise 

duties normally take into account the anticipated level of such 

forestalling on the timing of receipts. This effect can be significant 

for pre-announced increases, particularly for tobacco products. 

The calculation of the expected effect of changes in duty rates on 

consumer demand for excise goods assumes that any change in 

duty is passed on in full to consumers from the date of the change 

in duty rate. 

Hydrocarbon oils 

The castings do not take account of a possible shift in duty 

reaccepts from 1999-00 to 1998-99 resulting from the forestalling 

associated with a pre-announced duty increase in March 1999. In 

later years the forestalling effect is expected to broadly net out. 

Annex B 

Tax changes announced before 
the Budget 

This annex sets out a number of tax changes which were 

announced before the Budget, the effects of which are taken into 

account in the forecasts. 

Inland Revenue taxes 

The Government has announced that it will correct the group relief 

rules for consortiums, to ensure that they will work as intended. 

The rules on employees' travelling expenses will be simplified. 

From 6 April1998 employees will be able to get relief for the full 

costs they have to incur in travelling in the performance of their 

duties, or to get to or from a temporary workplace. 

New rules designed to reduce the extent of non-payment and 

evasion of taxes in the construction industry, by increasing the 

number of subcontractors paid under deduction, are due to take 

effect from August 1999. These will be modified to allow some 

larger businesses whose operations are only partly within the 

Construction Industry Tax Scheme to receive income gross from 

those operations. 

The provision which exempts construction workers from the agency 

tax rules will cease to have effect from 6 April 1998. This means 

that most construction workers who work through employment 
agencies will normally be within Schedule E from that date and 

agencies should deduct tax under PAYE. Agencies are already 

obliged to deduct Class 1 NICs in respect of payments made to 

construction workers, so the change will help to align the tax and 

NICs treatment of such workers. 

Existing legislation taxing guaranteed returns from the disposal of 

futures or options contracts will be extended, with effect from 6 

February, to similar returns where futures run to delivery or options 

are exercised. 

it was announced on 23 February 1998 that some changes would 

be made, from 1 May 1998, to the terms of a relief from stamp 

duty reserve tax for certain exchanges of securities held in 

depositary receipt form or in a clearance service. 

The capital gains tax exemption for the disposal of an interest in a 

resident trust will be removed where the interest disposed of is in, 
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Table 5 : Revenue effects of measures announced since the July 1997 Budget 

£million yield(+)/cost(·) of measure 

Changes from a 
non-indexed base Changes from a indexed base 

Inland Revenue taxes 
1 Change to the rules on travel and subsistence expenses 
2 sub-contractors in the construction industry 
3 Agency construction workers 

Customs and Excise taxes 
4 Drugs and medical appliances 
5 Changes to the Information Technology Agreement 
6 Construction anti-avoidance measure 
7 VAT exemption of supplies of goods on which input tax 

recovery has been blocked 

Total 

* Negligible 

or arose from, a trust which has ever been an offshore trust. As 

already announced, this measure will apply to any disposal of 

such an interest made on or after 6 March 1998. 

Customs and Excise taxes 

The Value Added Tax (Drugs, Medicines and Aids for the 

Handicapped) Order 1997 was approved by Parliament on 9 

December 1997. lt counters tax avoidance schemes designed to 

enable institutions such as private and NHS hospitals and nursing 

homes to recover previously denied VAT and/or to purchase drugs 

and aids for the disabled at the zero-rate. 

The World Trade Organisation have agreed two new changes to 

the Information Technology Agreement (ITA), one of which took 

effect on 1 November 1997 and the other on 1 January 1998. The 

November change introduced further products to the ITA whilst 

the January change will speed up the gradual reduction of tariffs 

on imports of IT products. The table shows the effect on receipts 

of tax revenue; 90 per cent of customs duty revenues are 

subsequently passed to the European Union as Own Resources. 

An amendment to the VAT Regulations brought forward accounting 

for VAT on construction services covered by stage payment 

contracts. For projects completed after 8 December 1997 there 

will now be a VAT charge 18 months after the construction services 

have been completed, on any part of the full charge for the 

construction services for which VAT invoices have not already been 

issued or payments received. 
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-0.220 

1999-00 2000-01 

-0.100 -0.100 
-0.10 -0.5 
-0.10 

25 25 
-0.150 -0.180 

25 
0.0 0.0 

-0.220 -0.260 

In the UK, supplies by a taxable person of goods on which they 

had been wholly blocked from input tax recovery have been treated 

as if they are outside the scope of VAT, except where they are 

sold at a profit, in which case output tax must be accounted for on 

the profit margin ("the input tax margin scheme"). The ruling by 

the European Court of Justice states that such supplies must be 

exempt. The table shows the effects of repaying claims for VAT 

previously paid under the input tax margin scheme. 

Other 

The Government will introduce legislation which ensures that the 

rules used to value North Sea gas for tax purposes will continue 

to operate in the way in which industry and Inland Revenue have 

previously applied them. 

These measures exclude the tax policy reviews which were 

announced in the July 1997 Budget. 

Inland Revenue taxes 

The changes to the construction industry scheme are expected to 

take effect from 1 August 1999. 

Mortgage tax relief will reduce from 15 per cent to 1 0 per cent 

with effect from 6 April 1998. This includes a reduction in public 

spending of £50 million each year. 



Table 6 : Measures announced in 1997 Budget or earlier which take effect after this Budget 

£million yield(+)/cost(-) of measure 

Changes from a 
non-indexed base Changes from a indexed base 

1998-99 1998-99 1999-00 2000-01 

Inland Revenue Taxes 
1 Construction industry scheme 0 0 300 50 
2 Morgage interest relief restricted to 1 0 per cent 950 950 950 950 
3 Abolition of foreign income dividends 100 100 250 250 
4 Gilt interest : simplification -75 -75 -30 10 

Customs and Excise taxes 
5 6 per cent real terms increase in road fuel duties 420 260 1410 2695 
6 5 per cent real terms increase in tobacco duties 25 15 440 885 

Other 
7 Reduction on Gas levy -170 -170 -190 -180 

Total 1250 1080 3130 4660 

The special rules for foreign income dividends will cease to apply Other 
from 6 April1999, except for international holding companies. 

The Gas levy will be reduced to zero from 1 April1998. The figures 

From 6 April 1998 anyone holding gilt-edged securities will be are before any corporation tax effects, which are uncertain. 

able to receive their interest gross, rather than after deduction of 

tax, if they want to. 

Customs and Excise taxes 

In the context of the above table, the indexed yield shows the 

revenue effect of the changes compared with revalorisation of the 

duty rates only. 

The Chancellor said in the July 1997 Budget that road fuel duties 

would be increased on average by at least 6 per cent in real terms 

in future Budgets. 

The Chancellor said in the July 1997 Budget that tobacco duties 

would be increased on average by at least 5 per cent in real terms 

in future Budgets as one measure aimed at reducing tobacco 

consumption and dissuading young people from starting smoking. 

The extra cost of enabling company cars to run on road fuel gases 

will be disregarded in calculating the income tax charge on 

company cars from 6 April1999. 

37 



The Economy: An Overview 

The key points are : 

• by 1997, the economy had largely used up its spare capacity and was growing at an unsustainable rate, putting upward pressure 

on inflation; 

• the policy actions taken since last may have put the economy back on track for sustainable growth; 

• underlying inflation is forecast to rise around 3 per cent in the middle of this year, before falling back to the 21/2 per cent target by 

the end of 1999; 

• responsible pay bargaining, combined with the Government's Welfare to Work measures, would allow faster growth and higher 

levels of employment over the next few years, consistent with meeting the inflation target 

The UK economy continues to suffer from a number of underlying 

structural weaknesses. The level of GDP per head is below that 

in the other G7 economies and below the OECD average. In 

part, this reflects the UK's relatively low capital stock per person 

employed - the result of years of under-investment. But it also 

reflects the failure of previous Governments to face the challenge 

of removing barriers to employment and growth. The Government 

is now set on providing the economic framework and opportunities 

to raise the economy's sustainable rate of growth. As described in 

the main chapters of this report, it is developing a comprehensive 

range of economic policies to achieve this objective, through 

promoting economic stability and encouraging work and enterprise. 

The ranges are not an indication of the degree of forecast 

uncertainty. There are substantial risks to the short-term outlook 

which could result in outcomes well outside the ranges. If domestic 

demand were to have more momentum than expected, the 

economy could face a more pronounced cycle of strong growth 

and inflationary pressure, followed by a sharper slowdown. On 

the other hand, there is also a risk that demand could slow more 

rapidly than expected, for example if there were to be a further 

deterioration of the situation in Asia, in which case inflationary 

pressure could undershoot the forecast. Another, and perhaps 

the most unpalatable risk, is that output could currently be further 

above its sustainable level than estimated, implying greater 

inflationary pressure already in the pipeline, and the prospect of a 

However, at the same time as putting in place policies aimed at sharper slowdown. 

improving the country's long-term performance, the Government 

has had to address the short-term pressures facing the economy. TREND GROWTH AND THE OUTPUT GAP 
By the middle of last year, the economy had largely used up its 

spare capacity and output was growing at an unsustainable rate, Trend output 
putting upward pressure on inflation. Both the monetary and fiscal 

policy action which has been taken since last May should ensure 

that domestic demand will slow through the course of this year, 

putting the economy back on track for more sustainable growth. 

As in the November Pre-Budget Report, the projections for output 

growth are presented as ranges. These are intended to give an 

indication of how differing degrees of supply side improvement 

could affect the prospects for the economy over the next few years. 

The Budget takes a further step forward in introducing policies 

which will encourage outcomes towards the more favourable ends 

of the ranges. But the actions of private individuals and businesses 

-for example, in avoiding excessive wage increases- will also be 

important in determining whether the more favourable prospects 

materialise. Responsible wage bargaining offers the opportunity 

to promote jobs. 
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UK economic growth has averaged around 2 1/4 per cent a year 

since the mid-nineteenth century and, despite a rather better 

performance during the 1950s and 1960s, this average, or trend, 

growth rate has not been improved upon over the post-war period 

as a whole. 

The figures at the lower ends of the forecast ranges are intended 

to be deliberately cautious, and make no allowance for any 

improvement in the supply side performance of the economy over 

the next few years. They are based on a trend growth rate of 2 1/ 

4 per cent a year, in line with both the post-war average and the 

average over the last full cycle, and are the basis of the projections 

of the public finances. However, the Government has set its sights 

higher - the July 1997 Budget set out the Government's aim of 

raising the trend rate of growth. 



One way of achieving a better outcome is through a decline in the There is also continuing evidence of recruitment difficulties and 

sustainable rate of unemployment (or NAIRU - the non- skill shortages: 

accelerating inflation rate of unemployment), which would allow a 

period of faster output growth and higher employment, consistent 

with meeting the inflation target. The upper ends of the forecast 

ranges are based on the assumption that improved labour market 

performance delivers a fall in the sustainable rate of unemployment 

over the next three years, equivalent to trend output growing 

by 23/4 per cent a year through 1998 and 1999 and gradually 

reverting to the assumed rate of 21/4 per cent by the end of 2000. 

The output gap 

At the time of the November Pre-Budget Report, the economy 

was judged to be on trend, on average, in the first half of 1997. 
There has been no reason to change this view. But with output 

growth in the fourth quarter weaker than expected in November, 

GDP is now estimated to have been around 112 per cent above its 

trend level (a positive output gap) in the final quarter of last year, 

compared with the 3/4 per cent estimate in the Pre-Budget Report. 

THE LABOUR MARKET 

The view that the economy is currently operating above trend 

appears consistent with a wide range of labour market indicators: 

- both the Labour Force Survey (LFS) and claimant count 

measures of unemployment are now below their previous 

troughs in 1990 (even after abstracting from the estimated 

large downward impact of the Job Seeker's Allowance on the 

claimant count). Moreover, the LFS rate - at just over 61/2 per 

cent in autumn 1997- is towards the lower end of the range of 

most estimates of the current level of the NAIRU (6-8 percent) ; 

- the unemployment rate is relatively low in the South East, 

- the latest British Chambers of Commerce (BCC) survey 

reported that recruitment difficulties are at similar levels to their 

pre-recession peaks in both the service and manufacturing 

sectors; 

- although reported skilled labour shortages fell back in the most 

recent CBI survey of manufacturers, they are still at a level 

similar to that reached in 1990; 

- the February Construction Confederation survey reported that 

labour availability was a problem for an increasing number of 

companies. Around three quarters of firms had difficulty 

recruiting bricklayers and plasterers, with the shortage most 

severe in London and Southern England; 

- anecdotal evidence tends to reinforce the message from the 

surveys and suggests that skill shortages are becoming more 

widely spread; and 

- earnings growth has increased from 31/4 per cent in the second 

half of 1995 to 4% per cent recently . 

Taken together, this evidence points to a labour market that is 

tightening to the stage of putting upward pressure on inflation. 

Moreover, it seems likely that labour market participation is now 

close to its current trend level, further suggesting that there is no 

longer any cyclical slack left in the labour market. Despite the 

working age activity rate (the proportion of the working age 

population either in employment or unemployed) remaining around 

2 percentage points below its pre-recession peak in 1990, cyclical 

increases in recent years have probably been offset by rising 

numbers of Incapacity Benefit claimants, students, and people 

taking early retirement. As a result, the working age activity rate 

has been fairly flat at around 781/2 per cent during the current 

upswing. 

where it is down to 3 per cent on the claimant count measure The UK's working age employment rate is currently around 73 

andaround41/2percentontheLFSmeasure.TheSouthWest, per cent, and the Government is aiming to raise this on a 

Eastern and East Midlands reg ions also have LFS sustainable basis, with a dual approach of encouraging labour 

unemployment rates of 51/4per cent or less, and are well below market participation among currently inactive people (i.e. raising 

the national average on the claimant count measure; the activity rate) and reducing the sustainable unemployment rate. 

Around 11 3/4 per cent, or almost 41/4 million, of working age people 

LFS short-term unemployment (less than one year) , which is in the UK are still without work and wanting a job, despite the 

what matters most for wage pressure, is below its pre- unemployed component having fallen to around 1.9 million. 

recession trough ; and Moreover, the number of inactive people who say they want a job 

as a proportion of the adult population is higher in the UK than in 

- vacancies (adjusted for a recent distortion) remain at a similar any other European Union country. 

level to their previous peak in late 1987, while the ratio of 

vacancies to unemployment is well above its pre-recession 

peak in 1989. 
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Male and female labour market trends 

Male and female employment rates have moved very differently since the early 1980s. Adjusting for the economic cycle, the 

female rate has continued on its longer-term upward trend, while the male rate has at best arrested its longer-term downward 

trend. These different employment trends are in part explained by changing participation (the female activity rate has been on 

a broadly upward trend while the male activity rate has been falling) , but also by lower unemployment rates for women (in 

particular since 1990). 

The female unemployment rate was far less affected by the deep recession in the early 1990s than the male rate (both having 

previously been similar). Although male unemployment has fallen by proportionately more than female unemployment during 

the present upswing, the male rate remains higher than its previous trough in 1990, whereas the female rate has been below its 

previous trough for the past two years. 

There are a number of potential explanations for these different trends: for example, the continued relative decline of manufacturing 

(which disproportionately employs men) and expansion of the service sector; an increase in family-friendly practices in the 

workplace; women choosing to have fewer children and having them later in life; an increase in the proportion of single women; 

improved female educational attainment; and changing social attitudes towards female employment. 

Looking ahead, the New Deal programmes, tax and benefit reform and other policy measures should help to promote both 

higher male and female employment rates. In particular, the New Deals for the young and long-term unemployed (who are 

disproportionately male) should help to improve on past trends in the male employment rate. The national childcare strategy 

and the New Deal for lone parents should help to boost female participation. 

The New Deal programmes for the young and long-term 

unemployed will enable these groups to compete more effectively 

for jobs. Furthermore, the New Deals for lone parents and the 

long-term sick and disabled should increase the effective labour 

supply by re-integrating the target groups into the labour market. 

The measures announced in the Budget for reforming the tax and 

benefit system will also increase the effective labour supply by 

reducing disincentives to work. As a result, more labour will be 

supplied at any given real wage rate. This equates to a reduction 

in the NAIRU. 

To the extent that these policies are successful, the economy will 

be able to sustain a higher level of GDP in the longer term, and a 

faster rate of growth over the transition period. 

DEMAND AND OUTPUT 

GDP 

After expanding at an annualised rate of 81
/ 2 per cent on average 

between the end of 1996 and the middle of 1997, GDP growth 

slowed to an annualised rate of 2112 per cent in the fourth quarter 

of last year. In 1997 as a whole, GDP is estimated to have risen 

by 3 per cent, compared with the 81/ 2 per cent Pre-Budget Report 

forecast. 
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The slackening in the pace of output growth at the end of last year 

largely reflected a deterioration in net trade performance, as the 

appreciation of sterling over the past eighteen months began to 

impact on trade volumes. Abstracting from a comparatively weak 

figure for the third quarter of 1997 (which appears to have reflected 

the timing of spending out of windfall receipts and the effects of 

the Princess of Wales' funeral in September), domestic demand 

growth has so far shown little sign of softening. 

The impact of sterling's appreciation has also become evident in 

a growing divergence between the manufacturing and service 

sectors. Service sector output (which accounts for around two 

thirds of total output) rose by almost 4112 per cent in the year to the 

fourth quarter of 1997. In contrast, manufacturing output (around 

a fifth of the economy) rose by around 1 per cent over the same 

period, having stalled around the middle of last year and fallen 

since the autumn. 

Latest monthly indicators show continued buoyancy of consumer 

demand into 1998. Both January retail sales and car registrations 

showed strong growth, and the underlying trends do not yet show 

convincing signs of a slowdown. Consumer confidence has dipped 

from its autumn highs, but remains well above normal levels. 



In order to offset the inflationary pressures created by the positive 

output gap and to meet the inflation target by the end of next year, 

it is likely that GDP will need to grow below its trend rate for a time 

to generate a negative output gap. 

Net trade is expected to continue to make a negative contribution 

to growth through this year and the first half of next, reflecting the 

appreciation of sterling and the impact of financial turbulence in 

Asia- which has increased since November (details are set out in 

the box on page 1 04). In addition, domestic demand growth is 

likely to slow through the course of the year in response to the 

increases in interest rates since last May and a tightening fiscal 

stance. 

Depending on the extent of any improvement in labour market 

performance, GDP is forecast to grow by between 2 and 21
/2 per 

cent this year, slightly below the Pre-Budget Report forecast 

reflecting recent developments in Asia. The counterpart to this, 

and a slight downward revision to the estimated output gap at the 

end of last year, is that growth in 1999 is forecast to be a little 

stronger than in the Pre-Budget Report forecast, consistent with 

meeting the inflation target. Growth is projected at P/4 to 21/4 per 

cent in 1999, and 21/4 to 23
/4 per cent in 2000. 

around 3
/4 percentage points to consumption growth for the year 

as a whole. In some areas, windfall effects have been obvious, 

for example the summer boost to sales of household goods. 

Elsewhere, they are more difficult to pinpoint, but the general run 

of indicators now suggests a boost to consumption of more 

like 1/2 percentage point last year, with the largest impact recorded 

during the second quarter. 

Underlying growth in consumers' expenditure has clearly been 

running at an unsustainable rate, but it is expected to slow through 

this year, partly in response to the increases in interest rates since 

last May. Already the impact is evident in the housing market where, 

according to most measures, the recovery in prices has slowed. 

However, wider signs of a slowdown in consumer demand have 

yet to become so clear. Consumers' expenditure ended 1997 

strongly, up 5 per cent on a year earlier, and the latest indications 

are that it has begun 1998 at a similar pace. 

But such momentum seems unlikely to be maintained in the face 

of the contractionary forces expected to be acting this year. The 

"windfall" effect has probably already died away. Higher interest 

rates meanwhile take time to bite on spending, partly as consumers 

assess the permanence of policy tightening, and as Annual Review 

Schemes trigger increases in mortgage payments. As the economy 

The personal sector slows in response to the tighter policy stance, a downturn in the 

growth of real incomes is also expected. In particular, employment 

1997 saw strong growth in personal spending. Aggregate growth is likely to abate and the exceptional growth in financial 

consumers' expenditure grew by 41/2 per cent, well above its long- income seen in recent years (reflecting strong growth of dividend 

run average, more than enough to account for the growth of GDP income) is expected to weaken. On the other hand, asset prices 

last year. Spending on consumer durables rose by almost 11 per have continued to be firm. 

cent, a rate of expansion last seen in the late 1980s. 
Perhaps the major uncertainty is the degree to which consumers 

The major driving force was the strength of households' finances. will cushion spending through lower saving as income growth 

Real personal disposable income grew by 41
/4 per cent last year, slows. As noted in previous reports, the persistence of high 

driven by cyclically strong employment growth and an acceleration personal sector saving has been one of the major features of the 

of average earnings. Meanwhile, a buoyant equity market led to current upswing. 

an increase of £375 billion (25 per cent) in personal sector net 

financial wealth in the course of the year. The rapid growth in 

consumers' expenditure can therefore be readily explained by 

movements in income and wealth. These forces put into context 

the more modest contribution to spending resulting from the £35 

billion of "windfall" payments received by households during 1997 

from the flotation of building societies and insurance companies. 

The profile of consumer demand last year now points to one-off 

windfall-related expenditure having turned out lower than 

This contrasts markedly with the 1980s, when the saving ratio 

(saving as a percentage of disposable income) fell sharply, 

associated with a one-off stock adjustment to financial liberalisation 

and rising expectations of future income growth as the economy 

boomed. The housing market appeared to play a key transmission 

role at that time, with rapidly rising prices encouraging individuals 

to spend more on the back of rising wealth, partly through a surge 

in secured borrowing to finance everyday spending. 

envisaged at the time of the Pre-Budget Report. Based on the The current upswing has not been associated with systemic 

MORI survey conducted last August, a transitory boost to spending changes in the financial system, and has also been rather different 

of some £31/2 billion in 1997 had been expected, adding in at least two other ways. First, the house price to income ratio 
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has been more stable relative to previous cycles, and the housing Investment 
wealth to income ratio has yet to recoup the losses of the early 

1990s, dampening the willingness of individuals to borrow to The UK's ratio of whole economy investment to GDP has been 

finance consumption. Second, growth in real disposable income low by international standards and, although non-residential and 

has been heavily buoyed by rapid growth in financial income over business investment ratios have been more on a par with other 

the past three years, particularly dividend receipts. Analysis major economies, the UK has invested out of a lower level of 

suggests that such income exerts only a modest influence on GDP per head. Consequently, UK investment per worker has been 

consumer spending, which is not surprising as the bulk of it flows relatively low, leading to a deficient capital stock per worker. This 

to pension funds rather than directly to households. This has is one key factor in explaining why the UK has a lower level of 

helped to hold the measured saving rat1o high. labour productivity than other major economies. 

Nevertheless, the saving ratio is expected to decline over the next 

three years. In part, this will reflect the relatively muted impact on In order to catch up with major competitors in terms of GDP per 

spending of weaker financial income growth. But, in addition, high head, it will be necessary to create the conditions for applying 

levels of confidence and record levels of financial wealth may capital and labour more efficiently, so as to encourage higher 

encourage somewhat lower saving as real growth in wages and investment and realise higher productivity. Reversing the UK's 

salaries eases back for the first time during this recovery. Further relatively poor investment performance is therefore a key element 

gains in housing wealth may also underpin some downward in the Government's strategy for raising the trend rate of GDP 

movement in the saving ratio although, as noted above, any such growth. 

movement is unlikely to be large. In the present upswing, investment has been relatively subdued. 

Table A 1 : Personal expenditure and income 

Percentage changes on a year earlier 

Forecast 

1997 1998 1999 2000 

Consumers' 4.5 3.75 to 4 1.75 to 2.25 2.25 to 2.5 
expenditure 

Real personal 4.25 2to 2.5 1.25 to 1.75 2 to 2.25 
disposable income 

"Saving ratio 11 9.5 9.25 9 
(level, per cent)" 

Overall, consumer spending is forecast to grow by 33
/4 to 4 per 

cent this year. While this would remain well above sustainable 

rates, it conceals a considerable slowdown through the year, and 

growth of 13/4 to 21/4 per cent is forecast for 1999. The saving ratio 

is assumed to decline to around 9 per cent by 2000, which is well 

above the levels recorded in the late 1980s, and more so in 

underlying (inflation adjusted) terms. 
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Whole economy investment fell as a share of GDP until last year, 

primarily reflecting falling general government investment, and 

relatively subdued residential investment. Business investment 

has been rising as a share of GDP since 1994. 

However, whole economy investment grew more strongly in 1997, 

rising by 43/4 per cent, its fastest growth rate since 1989. A further 

fall in general government investment was more than offset by a 

73/4 per cent rise in business investment, led by the manufacturing 

sector. 

Looking ahead, it seems likely that investment will retain some 

momentum. There is widespread evidence of capacity constraints 

- both the CBI and BCG surveys report capacity utilisation in the 

manufacturing and service sectors at similar levels to those seen 

in the late 1980s and early 1990. The cost and supply of finance 

is also favourable for investment growth. The equity market is 

buoyant and the CBI survey reports that the cost of finance is far 

less of a constraint on manufacturing investment than it was in 

the late 1980s. 

But the anticipated slowdown of demand more generally will act 

as a restraining influence. In particular, manufacturing investment 

is expected to be broadly flat this year as output prospects are 

depressed by the high exchange rate. 



Investment and economic growth 

Recent theories of growth have focused on explaining the pace of technical progress. For example, spillovers associated with 

investment in new technologies, knowledge-based industries and tertiary education, open up the possibility that investment in 

physical and human capital might permanently raise the growth rate. In any case, a rise in the investment-GDP ratio could 

significantly raise the growth rate of GDP for a protracted period, even if not permanently, as the economy goes through the 

transition to the higher GDP path. 

Increases in capital productivity can compensate in part for low rates of investment, as appears to have been the case for the 

UK over the past two cycles. But this increase may partly have been attributable to opportunities to catch up with best practice. 

As such, it may have been a once and for all effect, which cannot be counted on to continue. For a given capital-output ratio, the 

investment ratio required to sustain steady output growth needs to be sufficient to expand the capital stock at the same rate as 

output after covering depreciation. 

Currently, the ratio of investment to GDP stands around 12 per cent for business investment, or 14 per cent for non-residential 

investment, and the ratio of the business sector capital stock to GDP is of the order of 21/2 :1. Consequently it can be calculated 

that if capital productivity were unchanged (i.e. a constant capital-output ratio) , then the current investment ratio would be 

sufficient to sustain trend GDP growth oi 21
/4 per cent a year only if the depreciation rate of the business sector capital stock 

were no more than around 21
/2 per cent a year. it seems likely that the depreciation rate exceeds this (possibly to a substantial 

degree). In that case, some rise in the current investment-GDP ratio would be required even to support trend growth of 21/4 per 

cent a year, unless capital productivity were to improve. If the UK is to raise its trend growth rate and catch up with other major 

countries in terms of GDP per head, then it seems almost certain that some considerable increase in the investment-GDP ratio 

will be required. 

However, a higher investment-GDP ratio will not come about of its own accord. There must be the incentive to invest more, and 

it will only be worthwhile if the future returns outweigh the cost of forgone current consumption . Faster total factor productivity 

growth or a lower cost of capital would encourage investment. Policy measures to create a stable macroeconomic environment, 

remove tax distortions (e.g. through reform of the corporate tax system}, and otherwise promote enhanced efficiency; are 

designed to contribute to this end. Typically higher total factor productivity will go hand in hand with a higher capital-output ratio, 

and raising its growth rate is the key to sustained higher economic growth. 

Overall , business investment is forecast to decelerate this year, Table A2 : Gross domestic fixed capital formation 
although it is projected to continue to rise as a share of GDP. 

Whole economy investment is forecast to rise faster than business 

investment, as the large falls in general government investment 

of recent years come to an end. The sharp rebound in general 

government investment in 1998, following its sharp fall in 1997, 

partly reflects investment under the local authority Capital Receipts 

Initiative and the New Deal for schools, but also the profiling of 

expenditure: financial year figures show a much smoother path. 

The whole economy investment-GDP ratio is expected to rise to 

around 181
/4 per cent by 2000, a little above its long-run average. 

Percentage changes on a year earlier 

Trade and the balance of payments 

There is now clear evidence that the appreciation of sterling of 

around 25 per cent since summer 1996 is having an impact, with 

net trade making a large negative contribution to GDP growth in 

the final quarter of last year. However, exports have so far stood 

up much better than expected in the face of the appreciation. 

Forecast 

1997 1998 1999 2000 

Whole economy1 4.75 4.75 to 5.25 2.75 to 3.25 2.5 to 2.75 
of which : 

"Business2·3 7.75 4.25 to 5 3 to 3.5 2.5 to 3 

Housing2 7.5 4.25 to 4.5 1.75 to 2.25 1.75 to 2 

"General -15.75 14 4.25 1.5 
government2•

4 

1. Includes transfer costs of land and existing buildings. 
2. Excludes net purchases of land and existing buildings. 
3. Private sector and public corporations (except National Health Service 
Trusts) non- residential investment. Includes investment under the Private 
Finance Initiative. 
4. Includes National Health Service Trusts. 
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Surveys by the CBI and BCC indicated an earlier and a sharper 

deterioration in the balance of trade in goods and services than 

has been seen in the official figures. In contrast, the CIPS 

manufacturing survey, until recently, had been consistently more 

upbeat about prospects for exports, taking rather longer than other 

surveys to indicate a negative impact from sterling's appreciation. 

As discussed in the Pre-Budget Report, the behaviour of exports 

has perhaps not been as surprising as at first sight (this is 

discussed in the box on page 96). There are typically fairly long 

lags - of a year or more - before exchange rate movements affect 

trade volumes; and 1997 saw much stronger growth in world trade 

than 1996. As a result, the overall trading environment did not 

deteriorate as sharply as the strength of sterling alone might 

suggest. Moreover, the trade balance as a whole has not 

deteriorated in the current economic upswing, in contrast to past 

experience, suggesting some underlying improvement in export 

performance. 

Nevertheless, the outlook for the traded goods sector is difficult, 

compounded by financial developments in Asia (see box on page 

1 04) which will have both direct and third market effects on UK 

trade. Asian demand for UK exports will weaken - indeed total 

Asian imports have already fallen dramatically. In addition, an 

essential part of the Asian recovery will be through exports, and 

UK producers will face greater competition from Asian goods, both 

Strength of sterling 

directly in the UK and in other markets where they compete with 

Asia for market share. In such markets, the UK faces the dual 

effect of sterling's appreciation over the past eighteen months and 

the more recent depreciations of Asian currencies. However, the 

UK's direct trade with the troubled Asian economies is not 

particularly large, accounting for less than 7 per cent of UK exports 

and under 8 per cent of UK imports in 1996. Moreover, at 73/4 per 

cent this year, UK total export market growth is expected to remain 

high by recent standards. Overall, and abstracting from any other 

changes the Asian financial difficulties trigger, developments in 

Asia are expected to reduce UK GDP growth by up to 
112 percentage point this year, although there is a risk of a larger 

impact. 

The difficulties faced by UK traded goods producers translate into 

improved opportunities for overseas competitors in the domestic 

market. The latest trade figures show imports rising significantly 

faster than exports, with imports of goods in the fourth quarter of 

1997 up 1 03
/4 per cent on a year earlier. Import growth is expected 

to continue to outstrip export growth both this year and next, 

resulting in a deterioration in the trade balance. But the projected 

slow down in the UK economy will have a dampening effect on 

the growth of imports, at least partly offsetting the competitive 

advantage gained by imports as a result of sterling's appreciation 

and the effect of developments in Asia. 

Sterling's appreciation of around 25 per cent on a trade weighted basis since August 1996 has not been uniform across 

currencies. Against the deutschemark it has gained over 30 per cent, but against the dollar only 8 per cent. Most of the 

appreciation occurred between August 1996 and July 1997. 
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To some extent, it probably reflects an element of undervaluation in the first half of 1996. Furthermore, the UK cycle has been 

running ahead of that of its European Union partners, leading to relatively high UK interest rates. In addition, with financial 

markets not expecting the UK to participate in the first wave of EMU, investors may have switched into sterling assets as a "safe 

haven" from potential uncertainties associated with EMU. However, it is difficult to explain the full extent of the appreciation by 

these factors. 

The most direct effect of an appreciation is on the balance of payments. Yet UK exports have been resilient, and the current 

account for 1997 showed the first annual surplus since 1985. This partly reflects trade volumes reacting to exchange rate 

changes with a longer lag than trade prices, and import prices adjusting downwards faster than export prices. The full impact of 

the appreciation can be expected to come through more fully over the coming year, with a widening in the deficit on trade in 

goods and services (first clear evidence of which emerged in the fourth quarter of last year). 

From their peak in early 1996, export prices of goods (excluding oil and erratics) have fallen by 81/2 per cent. Import prices 

peaked in the autumn of 1995, and have since fallen by 10 per cent. Trade prices started to fall before the appreciation. On the 

export side, this perhaps reflected UK firms trying to boost market share through lower profit margins. The earlier appreciation 

against the dollar may also have played a short-term role in pulling sterling prices lower. While these falls in nominal trade 



prices have been much sharper than when sterling appreciated in the early 1980s, inflation has also been much lower, suggesting 

that real trade prices have not adjusted as rapidly. 

There are several possible reasons why prices have not fallen faster. First, firms may have been expecting the appreciation to 

be short-lived, and therefore only lowered export prices slowly in response to progressive loss of new export orders. Second, 

on the import side, foreign exporters may have taken advantage of sterling's rise to increase profit margins. Third, UK goods 

and services tend to be of better quality than they were in the 1970s and 1980s, making volumes less sensitive to changes in 

relative prices. Finally, much trade actually involves multinational firms from both the UK and abroad conducting "in house" 

trade. Such transactions may be less sensitive to exchange rate movements than "arms length" transactions between different 

firms, because of transfer pricing between plants. Nevertheless, it remains surprising that the falls in trade prices have been 

quite so muted. 

Table A3: Trade in goods and services 

Volumes 
Exports Imports 

1997 8 9.25 

Forecast 
1998 3.25 to 3.5 7.5 to 8 
1999 4.5 to 5 5.5 to 6 
2000 6 to 6.25 5.5 to 5.75 

1 Average value indices 
2 Ratio of export to import prices 

The current account as a whole is forecast to move from a surplus 

of £41/2 billion last year to a deficit of £61/2 billion this year. At 

around 3/4 per cent of GDP, the deficit in 1998 is expected to be 

modest by the standards of the late 1980s, and to remain at a 

similar level in 1999 and 2000. The shift into deficit largely reflects 

a widening of the deficit on trade in goods and services. The 

Percentage changes on a year earlier(£ billion) 

Prices1 

Exports Imports Terms of Goods and 
trade2 services balance 

-4.75 -6.75 2 -3.75 

-1.75 -2.50 0.75 -11.75 
1.75 1.25 0.75 -13 
1.5 1.5 0.25 -12 

producer input prices, has been offset by manufacturers and 

retailers expanding domestic margins against a background of 

strong demand. Grow1h in unit labour costs seems to have been 

held in check for most of last year, though now it has probably 

started to rise. 

investment income balance has shown surprisingly little evidence Producer prices 
of any currency translation effects so far, and the forecast reflects 

the judgement that it will not show any large hit from sterling's Input prices have continued to fall sharply, with the recent decline 

appreciation, although there is a risk that such effects could emerge reflecting falling oil and food prices. In February, input prices were 

belatedly. 9.5 per cent lower than a year earlier. Oil and non-oil commodity 

prices have recently weakened, partly reflecting developments in 

INFLATION Asia. Output price inflation has fallen from 1.5 per cent at the 

RPI excluding mortgage interest payments (RPI ex MIPs) inflation 

averaged 23/4 per cent in the fourth quarter of 1997, in line with 

the Pre-Budget Report forecast, but fell back to 2.5 per cent in 

January- reflecting deeper than usual discounting in the January 

sales and lower food price inflation. However, retail price inflation 

has remained surprisingly high given the large appreciation of the 

exchange rate since the summer of 1996. it appears that downward 

pressure from the exchange rate, particularly in the form of falling 

beginning of 1997 to 0.8 per cent in February. Given the size of 

the falls in input prices and import prices, output price inflation 

might also have been expected to turn negative during the course 

of the past year. Instead, manufacturers appear to have taken the 

opportunity partly to rebuild domestic margins. During 1998, 

manufacturers may cut back margins as activity remains weak. 

So, with little immediate sign of a turnaround in input prices, output 

price inflation is expected to remain subdued this year. 
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Earnings and settlements 

Whole economy underlying average earnings growth was 

prospect is further underpinned by the fall in inflation expectations 

since last May 

temporarily boosted by bonuses at the beginning of 1997, and fell As an index of domestic output prices, the GDP deflator includes 

back to 41/ 4 per cent in the middle of the year. But it picked up the prices of UK exports but excludes the prices of UK imports. 

again to 43/4 per cent at the end of 1997, with an increase in Inflation measured by the GDP deflator tends to rise if export prices 

earnings growth in both the manufacturing and service sectors. rise faster than import prices, ie the terms of trade increase. In 

Wage settlements have also picked up since last summer. 1997 this tended to boost GDP deflator inflation relative to RPI ex 

However, they are not necessarily a good leading indicator of MIPs inflation, but the effect was more than offset by consumers' 

earnings growth , because earnings include elements of expenditure deflator inflation being unusually low relative to RPI 

performance related pay which may respond more quickly to ex MIPs inflation. In 1998, the position is expected to be reversed. 

changes in activity than settlements. The terms of trade are still expected to make a positive contribution 

In the short run, the recent pick-up in earnings growth could be 

absorbed in firms' margins. However, any increase in real earnings 

growth above the rate of trend productivity growth could not be 

sustained indefinitely. As the Bank of England's Monetary Policy 

Committee has noted, wage increases higher than 41/2 per cent 

could not be sustained in the long run without domestically 

to GDP deflator inflation, as import prices continue to fall faster 

than export prices, though less so than in 1997. But consumers' 

expenditure deflator inflation is assumed to move back in line with 

RPI ex MIPs inflation from now on . So GDP deflator inflation is 

forecast to rise temporarily above the RPI ex MIPs rate this year, 

averaging 3 per cent in 1998-99. 

generated inflation rising above the 2112 per cent target. This RISKS 
emphasises the need for responsible wage setting across the 

economy so as not to threaten jobs. 

Inflation forecast 

During 1998, the effect of sterling's appreciation and developments 

in Asia are expected to result in lower goods price inflation relative 

to services price inflation, continuing the pattern of last year. In 

January, goods price inflation was 1.6 per cent, while services 

price inflation was 2.9 per cent (this includes utilities where prices 

are falling) . 

At the time of the November Pre-Budget Report, RPI ex MIPs 

inflation was forecast to rise to around 3 per cent in the second 

quarter of 1998 and to remain at around that rate for the rest of 

the year. Developments since November have tended to point to 

slightly weaker underlying inflationary pressure, reflecting the 

marginally lower estimate of the positive output gap at the end of 

1997 and the small downward revision to GDP growth this year, 

together with the direct downward pressure on traded goods' prices 

as a result of the situation in Asia. Taking account of these 

developments and the Budget excise duty measures, RPI ex MIPs 

inflation is now forecast to be around 3 per cent in the second 

quarter of this year and 23/4 per cent in the fourth quarter. 

As output growth slows below its trend rate through this year and 

the output gap turns negative, this is expected to put downward 

pressure on inflation. The RPI ex MIPs rate is projected to fall 

gradually to the 21/2 per cent target by the end of 1999. This 
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There are, as ever, substantial risks to the forecast. 

Downstream inflationary pressure could turn out to be stronger 

than expected if existing demand and wage pressures have been 

under-rated and output is now further above trend than estimated. 

Should this be the case, monetary policy would probably be behind 

the game. This poses the prospect of higher inflation, higher 

interest rates and a sharper slowdown in growth than expected 

over the next two years in order to bring inflation back down to 
target. 

If the anticipated slowdown in domestic demand were not to 

materialise (for example, if the saving ratio were to fall more sharply 

than expected) , higher interest rates might again be needed to 

achieve the inflation target. But the slowdown might not be as 

sharp as in the first case, where the greater inflationary pressures 

would already be in the pipeline. 

A sharp fall in the exchange rate would result in higher import 

prices and higher than expected inflation, boosting demand for 

UK exports. The extent to which interest rates would need to react 

would depend on the context of the exchange rate fall. If domestic 

demand was strong, there would be a risk that the initial boost to 

inflation would be sustained, and policy would probably need to 

respond. However, if weaker domestic demand, possibly reflecting 

the saving ratio remaining high, were the cause of the exchange 

rate fall , the longer-term inflation prospect would be more benign, 

and a policy response might not be necessary. Nevertheless, there 



could be a period in which output was growing significantly below demand case above, with a sharper slowdown in growth and the 

its trend rate with inflation remaining above target. inflation target being met with lower interest rates. This, of course, 

emphasises the importance of closely monitoring developments 

Perhaps the main development which could lead to a situation of in Asia, where the situation is still evolving. 

weaker than expected demand and lower inflationary pressure 

would be a deterioration of the situation in Asia. The effects would 

essentially be the reverse of those described in the stronger 

Table A4: Summary of economic prospects1 

Percentage changes on a year earlier unless otherwise stated 

Forecast2 Averge errors from 
past forecasts3 

1997 1998 1999 2000 1998 1999 

Output at constant prices4 

Gross domestic product (GDP) 3 2 to 2.5 1.75 to 2.25 2.5 to 2.75 0.75 1.50 
Non-North Sea GDP 3.25 2 to 2.5 1.5 to2 2.25 to 2.75 0.75 1.25 
Manufacturing output 1.5 0 to 0.5 1 to 1.5 2.25 to 2.5 0.75 2.75 

Expenditure components of 
GDP at constant prices4 

Domestic demand 3.5 3.25 to 3 2.25 to 2.75 2.25 to 2.5 0.75 1.75 
Consumers' expenditure 4.5 3.75 to 4 1.75 to 2.25 2.25 to 2.5 0.75 1.5 
General government -0.5 1.25 2 2 0.75 1 
consumption 
Fixed investment 4.75 4.75 to 5.25 2.75 to 3.25 2.5 to 2.75 1.5 4 
Change in stockbuilding5 0 -0.25 0.25 0 to 0.25 0.25 0.5 
Exports of goods and services 8 3.25 to 3.5 4.5 to 5 6 to 6.25 1.5 2 
Imports of goods and services 9.25 7.5 to 8 5.5 to 6 5.5 to 5.75 2.0 3.50 

Balance of payments current account 
£billion 4.50 -6.5 -6.75 -6.5 8.25 11.25 
per cent of GDP 0.5 -0.75 -0.75 -0.75 1.0 1.25 

Inflation 
RPI excluding mortgage 2.75 2.75 2.5 2.5 0.5 
interest payments (04) 
Producer output prices (04)6 0.50 2 2.25 2.25 0.5 1.5 
deflator at market prices 2.75 3 2.5 2.5 1.0 1.25 
(financial year) 

Money GDP at market prices (financial year) 
£ billion 797 834 to 837 872 to 880 914 to 925 11.5 17.25 
percentage change 6 4.5 to 5 4.75 to 5.25 4.75 to 5 1.25 2 

Data in this chapter are consistant with the output, income and expenditure estimates" and other series for the period to the fourth 
quarter of 1997 released by the Office for National Statistics on 13 March 1998. 

2 Despite the assumption that ratios of variables to GDP are largely invariant within "forecast ranges, the growth ranges for GDP 
components do not necessarily round to" the 1/2 percentage point ranges for GDP growth. This reflects the GDP growth 
ranges"themselves being rounded, and assumed invariance of the levels of public spending and" couterparts within the forecast 
ranges. 

3 Average absolute errors in spring/summer forecasts over past ten years. The average errors for the current account are calculated 
as a percent of GDP. The£ billion figures are calculated by scaling the errors as a percent of GDP by money GDP 
4 Further detail on GDP and its components is given in Table A5. 

5 Per cent of GDP 
6 Excluding the food, beverages, tobacco and petroleum industries." 
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Table AS: Gross domestic product and its components 

"£ billion at 1990 prices, seasonally adjusted" 

consumers' General Total fixed Stock- Domestic Exports of Total final less imports less Plus GDPat 
expenditure government investment building demand goods and expenditure of goods and adjustment statistical factor cost 

consumption services services to factor cost discrepancy1 

1997 394.5 120.5 108.7 2.2 625.9 193.9 819.8 201.6 79.8 2.1 540.5 

1998 409.5 to 410.8 122 114 to 114.3 1.2to 1.5 646.7to 648.7 200.1 to 200.8 846.8 to 849.5 216.8 to 217.5 80.5 to 80.7 2.3 551 .9 to 553.6 
1999 416.6 to 420 124.6 117.2to 118.1 2.4 to 3.4 660.7 to 666.1 209.2 to 210.9 869.9 to 877 228.6 to 230.4 81 .9 to 82.6 2.3 561 .7to566.3 

2000 425.6 to 430.5 127 120 to 121.4 2.8 to 4.4 675.5 to 683.3 221 .7 to 224.3 897.2 to 907.6 241 .2 to 244 83.8 to 84.8 2.4 574.6 to 581.3 
1997 1 st half 195 60.1 53.7 1.4 310.2 95.5 405.8 98.7 40 1 268.1 
2nd half 199.6 60.4 55 0.8 315.7 98.4 414.1 102.9 39.8 1.1 272.5 
1998 1st half 203.7 to 204.1 60.2 56.5 to 56.6 1.3 to 1.4 321.7 to 322.3 99.2 to 99.4 420.9 to 421.7 106.8 to 107 40.1 to 40.2 1.1 275.1 to 275.6 

2nd half 205.8 to 206.7 61 .9 57.5 to 57.8 -0.2 to 0.1 325 to 326.5 100.9 to 101.4 426 to 427.8 110 to 110.4 40.4 to 40.5 1.1 276.8 to 278 

1999 1 st half 207.3 to 208.7 61 .9 58.2 to 58.6 1 to 1.4 328.4 to 330.7 103.2 to 103.9 431 .6 to 434.5 112.7 to 113.5 40.7 to 41 1.2 279.3 to 281 .2 

2nd half 209.3 to 211 .3 62.7 58.9 to 59.5 1.4 to 2 332.3 to 335.4 106 to 107 438.3 to 442.4 115.8 to 116.9 41 .2to41 .6 1.2 282.5 to 285.1 
2000 1 st half 211 .6 to 213.9 62.8 59.7 to 60.3 1.8to 2.5 335.9 to 339.6 109.2 to 110.4 445.1 to 450 118.9to 120.2 41 .7 to 42.1 1.2 285.7 to 288.8 

2nd half 213.9 to 216.6 64.2 60.4 to 61.1 1 to 1.9 339.6 to 343.7 112.5 to 113.9 452.1 to 457.6 122.2to 123.7 42.1 to 42.6 1.2 289 to 292.5 

Percentage changes on a year earlier2 

1997 41 /2 -0.5 4 3/4 0 3 1/2 8 41 /2 9 1/4 41 /2 1/4 3 
1998 3 3/4 to 4 1 1/4 4 3/4 to 5 1/4 -0.25 3 1/4 to 3 3/4 3 1/4 to 3 1/2 3 1/4 to 3 1/2 71 /2to8 3/4 to 1 1/4 0 2 to 2 1/2 

1999 1 3/4 to 2 1/4 2 2 3/4 to 3 1/4 1/4 21 /4 to 2 3/4 41 /2 to 5 2 3/4 to 3 1/4 51 /2to 6 1 3/4 to 2 1/4 0 1 3/4 to 2 1/4 

2000 21 /4to21 /2 2 21 /2to23/4 0 to 1/4 21 /4 to 2 1/2 6 to 6 1/4 31 /4to 31 /2 5 1/2 to 5 3/4 2 1/4 to 2 3/4 0 2 1/4 to 2 3/4 

1 Expenditure adjustment. 
2 For stockbulding and the statistical discrepancy, changes are expressed as a percent of GDP. 



THE WORLD ECONOMY 

Summary 

The prospects for growth in the major industrial countries and 

most other regions are, overall, good. While the severity of financial 

difficulties in Asia has raised fears of a sharp slowdown in global 

activity, it is not expected to tip the world economy into recession. 

Nevertheless, following several years of steady growth, the risks 

to sustained global expansion have increased. 

Table A6: The world economy 

Percentage changes on a year earlier 

Forecast 

1997 1998 1999 2000 

Major seven countries1 

Real GDP 2.75 2 2 2.25 
Consumer price inflation2 2 1.75 2 2.25 

World trade in manufactures 11 7 7 7.75 
UK export markets3 10.25 7.75 7.50 7.50 

1 G7: US, Japan, Germany, France, Italy, UK and Canada. 
2 Final quarter of each period. For UK, RPI excluding mortgage 

interest payments. 
3 Other countries' imports of manufactures weighted according 

to their importance in UK exports. 

Activity 

Growth across the G7 as a whole is estimated to have been above 

its trend rate, at 23/4 per cent, in 1997. This reflected strong growth 

in North America and a strengthening recovery in core Europe. 

But growth in Japan fell back sharply after a very strong year in 

1996. Spillovers from Asia and domestic weakness in Japan mean 

that G7 growth is likely to fall back in 1998 compared with 1997. 

However, with recovery in Europe on track and robust demand 

growth in the US, overall G7 GDP is expected to grow by 2 per 

cent this year, only slightly below its trend rate. 

In a number of East Asian economies, financial difficulties mean 

that domestic demand growth is likely to continue to fall 

dramatically. But sharp turnarounds in net trade are expected 

partially to offset the effects on output. Nevertheless, the 

consensus expectation is that GDP growth will average around 

zero this year, in contrast to recent growth rates of 6 to 8 per cent 

a year. While emerging markets outside Asia as a whole have not 

been particularly badly hit by the turbulence, the outlook for Latin 

America has deteriorated following sharp policy tightening in Brazil. 

Within the G7, the outlook for Japan is weak. Domestic demand 

slowed much more sharply than expected following last April's 

tax increases. In addition, the long-standing problems in the 

financial sector have re-emerged, illustrated by the collapse of 

Yamaichi Securities in November. On top of this, financial 

difficulties elsewhere in Asia are set to place a significant dent in 

Japan's export market growth and harm its competitiveness, hitting 

an important prop of a fragile recovery. In the absence of further 

policy measures, GDP growth is expected to remain very weak. 

The financial situation in Asia 

The severity of Asia's financial difficulties has taken nearly 

everyone by surprise. Following the abandonment by the 

authorities in Thailand of the baht's 13 year peg to the US dollar in 

July 1997, turbulence in Asian financial markets spread rapidly 

across South East Asia, and then to North East Asia in the latter 

part of last year. Large financial rescue packages from the 

international community were needed in support of programmes 

of reform. 

Some of Asia's difficulties reflected traditional balance of payments 

concerns. Thailand's current account deficit was large and rising, 

while many countries in the region were experiencing overheating 

pressures. In addition, fixed exchange rate pegs to the rising US 

dollar eroded competitiveness at a time when key export markets 

were weak. But the main problems centred around financial sector 

weakness - with poor prudential regulation and supervision, and 

a lack of transparency. This led to excessive external short-term 

borrowing to finance investment in real estate and other 

unproductive areas, and insufficient hedging of foreign currency 

exposures. 

Action from the international financial community was swift. The 

IMF, World Bank and the Asian Development Bank agreed 

programmes of reform with total financing support as follows: 

Philippines ($1 billion), Thailand ($17.2 billion), Indonesia ($43 

billion) and Korea ($57.6 billion), including agreement from the 

UK to consider a bilateral loan of up to $1.25 billion to Korea. 

Financial turbulence in Asia has lasted longer than expected, and 

longer than the turbulence witnessed in Latin America in late-1994. 

But some confidence and stability has returned to those Asian 

markets where there have been strong signs of commitment to 

reform. Full implementation of IMF reform programmes will be 

crucial in restoring market confidence and ensuring a return of 

private capital flows. 
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The financial situation in Asia will have the effect of lowering both 

growth and inflation in the G7 economies. lt is likely to affect the 

wider global economy through a number of channels, the most 

direct of which is trade. Weaker domestic demand and 

improvements in competitiveness mean that the Asian economies 

are likely to experience sharp improvements in their current 

account balances. This will result in weaker net trade positions 

elsewhere. But estimates by the IMF and OECD suggest that trade 

channels should have relatively small effects on activity in the 

European Union and the US, reducing GDP growth by 

around 1/2 percentage point this year. With market expectations of 

short-term interest rates and long-term bond yields having fallen, 

there could be some offset from looser monetary conditions. In 

Japan, however, the trade impacts are likely to be larger. 

The UK's trade links with these countries are not insignificant, but 

are smaller than those of Japan or the US. As discussed in 

paragraph A.42, the Asian economies in difficulties account for a 

relatively small proportion of UK trade. But in addition to the impact 

on these bilateral trade flows, the depreciation in Asian exchange 

rates also means that UK exporters are likely to experience stiffer 

competition from Asian competitors in third markets. Overall, and 

abstracting from any other changes the Asian financial difficulties 

trigger, the impact of financial turbulence in Asia is expected to 

reduce UK GDP growth by up to 112 percentage point this year. 

However, these estimates of the direct trade effects understate 

the downside risks. lt is clear that keeping these risks to a minimum 

depends on the maintenance of an open global trading system, 

the vigorous pursuit of IMF reform programmes in the Asian 

countries in difficulties and adherence to sound policies in other 

countries which could potentially suffer from contagion if the 

situation in Asia were to deteriorate any further. 

In the United States, growth was 33
/4 per cent last year, much 

faster than expected and well above trend. This reflected rapid 

investment growth and robust consumers' expenditure, with some 

offsetting drag from net trade. GDP growth is likely to slow this 

year, partly reflecting the impact of the financial situation in Asia. 

However, buoyant domestic demand should be sufficient to sustain 

growth at a healthy pace. 

Recovery in Europe is expected to remain on track. Activity in the 

largest economies picked up in the second half of last year, while 

some of the smaller countries have been growing robustly. But 

the financial situation in Asia represents an important downside 

risk- recovery in Germany in particular is still dominated by export 

growth, with high unemployment dampening the outlook for 

domestic demand. 
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Trade 

The developing Asian economies have made an important 

contribution to the rapid expansion in global trade in recent years, 

not least reflecting strong growth in intra-Asian trade. Largely 

reflecting Asia's financial difficulties, world trade growth in 

manufactures is expected to fall sharply this year to 7 per cent, 

but nevertheless to remain robust by historical standards. UK 

export market growth is likely to be less affected, and is expected 

to average 73
/4 per cent this year. 

Inflation and commodity markets 

Global inflationary pressures have eased, from what were already 

low levels. The financial situation in Asia is likely to reduce the 

prices of tradeable goods in the G7, while lower commodity prices 

- particularly for oil - will also reduce inflationary pressures. G7 

consumer price inflation is expected to be P/4 per cent this year, 

the lowest rate since 1986. 

Oil prices - which varied between $16 and $25 per barrel during 

1997 - have weakened sharply in the early months of this year. 

They have fallen by over a quarter since last October, mainly 

reflecting weaker demand from Asia and the announcement of a 

10 per cent increase in OPEC quotas last November. 

Developments concerning Iraq were a factor behind Brent prices 

falling below $14 per barrel towards the end of February - levels 

not seen since early 1994. Non-oil commodity prices also fell 

sharply at the end of last year, most notably in the metals markets 

where Asia accounts for a large slice of global demand. However, 

prices have also been reacting to other factors, including improved 

prospects for global agricultural production, despite some localised 

disruptions attributed to the El Nilio phenomenon. 
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