
The UK Economy
Rebecca Riley, Martin Weale and Garry Young

• GDP will grow at under half its trend rate in the rest of 1998; there is a one in three chance
output will decline.

• We have lowered our forecast for growth in 1999 from 2.1 to 1.6 per cent; there is now a one
in four chance of a recession next year.

• Earnings growth will fall to 3 per cent in 1999.

• Inflation will run at 2.2 per cent at the end of 1998 and 2.6 per cent in the last quarter of
1999.

• A minimum wage set at £3.70 an hour will cut employment in the long run by 1 per cent.
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The economy is decelerating as
the high pound squeezes the export
sector and domestic demand subsides
following last year’s rises in interest
rates. Manufacturing will be hardest hit
with output now forecast to increase by
less than half a per cent in 1998. Al-
though manufacturing only accounts
for a fifth of the economy, this sharp
slowdown also affects the rest of the
economy as manufacturing firms cut

employment and reduce their demand
for services.

The economy is currently on
course for a soft landing provided that
the pound declines from its current
highs towards a more sustainable rate
of DM2.60. This should not stoke up
inflation since sterling’s  sharp rise has
not fed through to domestic prices. The
corollary is that  a fall in sterling will
scarcely push up inflation. The main
risk is that a delay in the fall of the
pound could tip the economy into
recession.

We have incorporated into our
forecast the impact of the national
minimum wage which is expected to
come into force next spring. A mini-
mum wage set at £3.70 an hour will
raise underlying inflation by 0.2 per
cent and cut jobs by 80,000 in 1999.
Allowing for knock-on effects, it will
raise the wage bill by 1 per cent. The
long run effect will be to reduce em-
ployment by 1 per cent—a loss of a
quarter of a million jobs.



The World Economy
Dawn Holland, Florence Hubert, Julian Morgan, Nigel Pain and Dirk te Velde

• Euroland will start in 1999 with interest rates around 3.75 per cent, growth of 2.6 per cent
and subdued inflation.

• Economies on the periphery of the Euro-zone are diverging sharply from those in the core.

• Japan’s Y16 trillion fiscal package will lift output by under 1 per cent in 1998 and 0.5 per
cent in 1999.

• A clean-up of the Japanese financial sector is needed to restore consumer confidence and
allow a sustained recovery.

• Asian export recovery has been delayed because of the Japanese downturn and difficulties in
restoring trade finance.

• US interest rates will remain on hold as buoyant domestic demand is offset by the
disinflationary impact of the Asian crisis.

The euro will be launched in 1999
against a favourable background of con-
tinuing growth and low inflation. How-
ever, the medium-term outlook is less
auspicious as the single monetary regime
allows inflationary pressures to mount in
countries on the periphery. The scale of
the Irish boom is such that on current
trends, GDP per capita will exceed that of
France and Germany in two years. The
real exchange rates of Spain and Ireland

are set to rise sharply against the rest
of the Euro zone as unit labour costs
rise relative to other members of the
monetary union. The loss of com-
petitiveness will eventually have to
be restored through an adjustment of
wages and prices, with growth
falling below trend. Italian fiscal
convergence will falter   with the
budget deficit rising contrary to the
plans of  the 1998 budget. Italy’s
debt to GDP ratio will fall only
slowly, reaching 112 per cent in
2000.

The Japanese budget package
will prevent the economy from
slipping into recession, but growth in
1998 will be under 1 per cent. This
further temporary fiscal boost will
not bring about a sustained upswing.
The economy has weakened again
because consumer spending is unu-
sually depressed in relation to in-
come and wealth. Confidence in the
financial system must be restored if
consumption is to recover.
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In this article Treasury forecasts of GDP and the RPI made since 1971, both
published and unpublished, are examined. Although the recession in 1980 was
forecast accurately, the strength of growth in the late 1980s was understated, and
the 1990 recession was not accurately portrayed. Recent forecasts have been more
accurate, helped by the lower volatility in the ONS data and the fact that the
economy is now in mid-cycle. RPI forecasts have generally been better, explaining
about 80 per cent of the total variation in the RPI at the 4 step ahead horizon for
the whole sample, compared with 50 per cent for the corresponding GDP fore-
casts.

To find out whether forecasts have been unbiased and efficient, in the sense of
using optimally the information available at the time of the forecast, a number of
tests were conducted. Results are sensitive to the form of test and sample period.
For GDP, regression tests support unbiasedness, but suggest that the forecasts
were not generally efficient after 1985. Tests to see whether revisions to successive
GDP forecasts followed a statistically significant pattern were also carried out: a
well defined structure would indicate that information was not being used effi-
ciently. A significant pattern was detected in the pre-1985 period, in contrast to
the regression tests.

Regression tests with the RPI also find that the forecasts are unbiased, al-
though the 4 step ahead forecasts made after the beginning of inflation targeting
in 1993 have shown a tendency to overpredict inflation, albeit that they were
exceptionally accurate. In the full sample since 1971 RPI forecasts were found to
be inefficient, although the volatility of the series in the 1970s makes this
unsurprising.

Forecast confidence intervals up to 8 steps ahead for GDP and the RPI are
calculated from the forecast errors observed over the past ten years. The proce-
dure follows closely that which the National Institute now routinely applies to
describe the probability distribution of its GDP and RPI forecasts. As expected,
the confidence intervals widen as the forecast horizon is extended, and the corre-
lation between forecast and outturn falls. To illustrate, the interquartile range of
the 4 step ahead GDP forecast, within which the forecast is expected to fall with a
probability of 50 per cent, is + 0.9 per cent. The corresponding figure for the RPI
is + 1.1 per cent. However, this estimate does not fully allow for the possibility
that inflation is less volatile when it is low.

The Treasury Forecast Record: Some New Results
Chris Melliss and Rod Whittaker (HM Treasury)



What are the macroeconomic consequences of technological (or technical) change?
The standard neoclassical growth model gives a clear answer. In the long run, the
natural rate of growth of the economy is equal to the rate of technical progress
plus the growth rate of the population. Technical progress increases the potential
supply of output, and given sufficiently flexible factor and product markets this
potential can be realised, resulting in increased consumption, investment and real
wages. These prognostications of beneficial outcomes nevertheless may not as-
suage more classical concerns about the possibility of permanent technological
unemployment. And even with a beneficial view of long-run equilibrium, the
processes of adjustment to the introduction of new technologies may be suffi-
ciently protracted that substantial unemployment costs are incurred.

In this paper the authors answer the above question by undertaking
simulations of changes in the rate of technical progress on three models of the UK
economy, namely those of Her Majesty’s Treasury, the National Institute of Eco-
nomic and Social Research, and the ‘COMPACT’ model. As is usual in the Bu-
reau’s research programme, the analysis focuses not only on answering the sub-
stantive economic question but also on using it as a case study for cross-model
comparisons. In general the models conform to the standard paradigm in which a
broadly neoclassical view of macroeconomic equilibrium coexists with a new
Keynesian view of short-to-medium-term adjustment. Review of the supply-side
specifications of the models, however, reveals several possible sources of differ-
ences. Whereas the HMT and NIESR models assume that factor proportions are
continuously variable, the COMPACT model adopts a vintage or ‘putty-clay’
model of production. In the HMT model, unlike the other two, changes in the
‘wedge’ and changes in the rate of productivity growth affect the natural rate of
unemployment.

Two simulations are conducted. First, the level of technical progress is in-
creased by 1%. The models all suggest that the adjustment to equilibrium is
protracted. The COMPACT model has the longest simulation horizon and here it
is clear that in the new equilibrium output, investment, productivity and the real
wage are all 1% higher, with unemployment returning to its baseline values. In the
NIESR model the 1% increase in productivity is accompanied by a smaller in-
crease in the level of output and a persistent increase in the unemployment rate,
which can be attributed to the model’s treatment of public sector employment.
The shorter simulation horizon in the HMT model precludes firm conclusions
about a new equilibrium, but its short-term behaviour is similar to that of the
other models. Secondly, the growth rate of technical progress is increased by 0.1
percentage points. There is some evidence that the natural rate of unemployment
in the HMT model might be falling, as discussed above, but the NIESR and COM-
PACT models indicate substantial technological unemployment as a result of this
shock.

Technical Progress and the Natural Rate in Models of the UK Economy
Keith B. Church, Peter R. Mitchell, Joanne E. Sault and Kenneth F. Wallis
(ESRC Macroeconomic Modelling Bureau,University of Warwick)



When different countries adopt a common currency, each gives up its own mon-
etary policy.  In the common-currency regime monetary policy responds to a shock
in a particular country only to the extent that the common monetary authority
responds to the shock.  If this response is less than the response that the own
country’s monetary authority would have made in the pre common-currency
regime, there are stabilization costs of  moving to a common currency.  In this
article a multicountry econometric model and stochastic simulation are used to
estimate the stabilization costs of the European Monetary Union (EMU).

It is easiest to explain the main results by focusing on Germany and France.  In
the current regime the Bundesbank is estimated to do a fairly good job at stabiliz-
ing German output.  The Bank of France, on the other hand, is estimated simply
to respond to changes in German and U.S. interest rates and not to do any inde-
pendent stabilization.  In the EMU regime the individual monetary policy rules,
including those of the Bundesbank and the Bank of France, are replaced by one
overall European rule, where the European short term interest rate responds to
things like the European output gap.

Germany loses a lot in moving from the current regime to the EMU regime
(German output variability is 65 per cent higher) because the European monetary
authority does not do as good a job at stabilizing Germany as the Bundesbank
does.  The European monetary authority responds to the total European output
gap, of which the German output gap is only a part, whereas the Bundesbank
responds only to the German output gap.  (Does this help explain why German
polls show the Germans not very favorable toward the EMU?)

 France, on the other hand, benefits from moving to the EMU regime (French
output variability is 19 per cent lower).  Since France does not do a good job at
stabilizing in the current regime, it benefits from joining a group in which there is
stabilization going on.  If the French by themselves are not going to stabilize, they
are better off joining a group that at least in part responds to French shocks.
(Does this help explain why French polls show the French favorable toward the
EMU?)

The other country that is hurt by moving to the EMU regime is Italy,  where
output variability is 30 per cent higher.  The other European countries are not
much affected.

The main aim of this article is to present a methodology for examing  the costs
of the EMU, and using the methodology many other experiments  could be per-
formed.  As more specifics about the initial EMU arrangement become available, it
will be interesting to run more experiments.

Estimated Stabilization Costs of the EMU
Ray C Fair (Yale University)



Optimal Monetary Policy
Andrew P. Blake, Martin Weale and Garry Young (NIESR)

The new arrangements for setting the interest rate generate  considerable
speculation about the deliberations of the Monetary Policy Committee. If the
procedures of the Committee were transparent, then the responses of the Commit-
tee to new data would be known and the  speculation would relate to the data
rather than to the Committee’s deliberations.

This article suggests that, while a simple rule offers a form of transparent
economic policy there is much to be gained by discretionary departures from this
simple rule.  The simple rule automatically relates interest rates to output growth
and the past inflation rate and eventually delivers the inflation target. But if the
economy is blown off course by shocks, then techniques of optimal control can be
used to devise the appropriate response to these shocks. These optimal policies
deliver better control of inflation and less volatility of output than the simple rule
on its own. In terms of policy-setting they offer a straightforward structure. The
Monetary Policy Committee would vote not on whether the change interest rates,
but on whether to depart from the simple rule and would justify the discretionary
component of the interest rate.

Any analysis of the performance of economic policies has to be done on
economic models; we analyse this framework on the National Institute’s model of
the UK economy—a medium-sized econometric model which incorporates the
latest developments in economic theory. Repeated simulations of the model in
response to different types of shocks- to quantities, prices and in the foreign
sector allow us to compare the performance of the economy resulting from this
two-step procedure with that generated by the simple rule. We find that there are
significant improvements resulting from using the two-step procedure rather than
the simple rule.

Welfare Losses                           Welfare Loss
Simple                  Optimal     % Reduction
Rule        Policy

Base Run 11.34 10.06 11.3

Type of Shock:
   Quantity 12.64 10.24 19.0
   Price 22.78 17.19 25.6
   Foreign 15.04 12.40 17.5

Note: The Welfare Losses are calcu-
lated from a loss function defined in
terms of deviations of inflation from
target and the discretionary component
of the interest rate.
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Main Economic Events—1997
Compiled by Gill Clisham

January
2 Kofi Annan begins his term as Secretary General of the

UN.
3 Institute of Purchasing and Supply release figures show-

ing the first fall in the purchasing managers index for six
months.

5 John Major retains his ‘wait and see’ stance on the Euro-
pean single currency in defiance of Euro sceptic pressure.

8 Lloyds Bank is fined record £325,000 by IMRO for
misselling pensions.

8 Government’s record on promoting competition criticised
by report from Commission on Public Policy and British
Business.

9 Sir Leon Brittan attacks John Major’s negative stance on
Europe.

9 Sterling at its highest level since 1992 at DM2.669.
9 Figures for home starts at highest level for 7 years.
15 Kenneth Clarke and Eddie George meet and after discus-

sion decide not to raise interest rates.
15 Manchester Airport is given the go ahead to build 2nd

runway. It is predicted that expansion will directly create
7,000 airport jobs but environmental protests continue.

16 Nicola Horlick, senior fund manager at Morgan Grenfell,
resigns after high profile disagreement with company over
her suspension as they suspect her intention to move with
her team to a competitor.

16 Ford to shed 1,300 jobs at the Halewood Plant. Plans are
later scaled down to a loss of 980 jobs.

16 UK unemployment at its lowest level for 6 years at
1,884,700.

20 Bank of England Governor, Eddie George calls for an
interest rate rise.

20 Shadow Chancellor, Gordon Brown rules out increases
in top and basic rate of tax if Labour wins election.

20 President Bill Clinton’s inaugural address sets out his vi-
sion for the US as ‘a land of new promise’.

20 Gordon Brown promises that public spending would not
be increased above Conservative levels for the next 2 years
if Labour is elected.

20 Foreign takeovers of UK firms reach record £23 billion—
making the UK only second to US in corporate acquisi-
tions.

21 CBI opposes UK interest rate rise.
27 Government loses education amendment to raise Grant

Maintained Schools’ capacity by 50 per cent.
29 President of Toyota Motor, Mr Hiroshi Okuda, voices

worries about the Government’s eurosceptic approach.

February
4 At his State of the Union speech, Bill Clinton places edu-

cation as the highest priority with a 20 per cent increase
in spending pledged.

5 Dean Witter Discover and Morgan Grenfell announce
£14.8bn merger.

6 German unemployment at its highest level since 1933 at
4.66mn.

8 G7 Finance Ministers meet in Berlin—agree to try to curb

dollar’s rise.
10 Government grants £43 million aid to Manchester for

rebuilding programme following IRA bomb.
10 UK producer price inflation at its lowest level for 10 years

at 1.5 per cent.
11 Pound rises to DM2.7462—highest level for 52 months.
12 UK unemployment at lowest level for 6 years at 1,815,300.
13 Labour announces proposal for windfall tax on all priva-

tised utilities.
13 Dow Jones Industrial Average tops 7,000 for the first time.

Its continued strength leads to a surge in world markets.
19 Chinese leader and economic reformer Den Xiaoping dies.
19 Japanese trade surplus at a 13 year low despite widening

of trade gap with US, this is facilitated by a weak yen.
24 Halifax Building Society members vote overwhelmingly

in favour of conversion to bank. Largest of several build-
ing societies during the year to end mutuality.

25 Conservative government announces intention to priva-
tise London Underground.

27 By-election in Wirral South sees 17 per cent swing to La-
bour.

March
2 State of emergency declared in Albania.
5 Conservative government announces its intention to pri-

vatise SERPs and basic state pension.
5 Fund to be set up in Switzerland, following discovery of

lost gold in swiss banks belonging to holocaust victims
amounting to £2.9 billion.

9 German government’s plan to cut coal subsidies triggers
industrial unrest.

10 Eddie George predicts UK RPI to fall below government’s
target of 2.5 per cent.

11 Business leaders including Chairmen of BA and ICI write
to FT claiming euroscepticism is not in the interest of UK
business.

12 Hewlett-Packard, Travellers Group, Johnson and Johnson
and Walmart to replace Texaco, Bethlehem Steel, Wool-
worth and Westinghouse in Dow Jones Industrial Aver-
age.

17 John Major announces May 1st General Election date.
19 UK unemployment at its lowest level since October 1990

at 1.746 million.
19 All beef exports to carry country of origin labels despite

opposition from UK.
19 Italy introduces state of emergency as Albanians flee across

Adriatic.
21 President’s Clinton and Yeltsin meet in Helsinki and agree

arms deal leading to 2/3 reduction in strategic nuclear
warheads.

24 Bank of England to increase supervision of banks follow-
ing Barings and BCCI collapses.

25 EU foreign ministers meet in Rome to celebrate the 40th

Anniversary of the Treaty of Rome.
25 Martin Taylor, Chief Executive of Barclays Bank, warns

against UK joining EMU without greater convergence of
economies.
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25 Fed raises key short-term interest rate by ¼ per cent.
31 Dow Jones Industrial Average continues to fall amidst

fears of further interest rate rises.
31 World Bank to be reorganised with additional £157 mil-

lion being made available for organisational costs by 2000.

April
1 European share prices fall sharply following Wall St losses.
1 UK pub chain JD Wetherspoon to create 10,000 jobs over

the next 5 years.
2 Proposal to offer married women tax breaks to stay at

home central to Conservative manifesto.
5 EU finance ministers meet in the Netherlands with Theo

Waigel, Germany’s representative, showing increased flex-
ibility on deficit target for EMU.

6 Robin Cook, Labour Shadow Foreign Minister, rules out
UK joining EMU until at least 2002.

7 Pound at its highest level since September 16 1992, ‘Black
Wednesday’.

8 Council of Churches report is published backing a na-
tional minimum wage and increased union rights.

9 Sharp rise in UK house building as manufacturing output
only grows slowly.

10 Predictions by government taskforce of £31 billion cost
of adjusting UK computers in the year 2000.

13 Annual meeting of EBRD takes place with prediction of
widespread privatisation of central and eastern European
banks involving foreign partners.

15 Conservative Party in pre-election crisis over disagree-
ments about Europe.

15 Biggest one day increase in Dow Jones Industrial Average
since October 1987.

15 217 pilgrims are killed as fire sweeps through Mecca camp.
16 John Major places Europe at centre of General Election

campaign.
16 UK unemployment at lowest for 6 ½ years at 1.7 million.
16 Morgan Grenfell is fined £2 million by IMRO for breaches

of rules in its fund management activities.
17 Non-payment of taxes by Russia’s biggest companies has

contributed to a ‘monstrous’ budget crisis.
17 Inflation falls to 2.7 per cent.
20 Kenneth Clarke and Michael Howard disagree vocifer-

ously about Europe as latter claims that the national state
is in danger.

20 IK Gujral is appointed Indian Prime Minister.
22 Siege at Japanese Embassy in Lima ends after 4 months

with Peruvian troops storming the building.
23 European Commission forecasts Italy will not be ready

to join Monetary Union in 1999.
23 Conservative Party reveals that election campaign is based

on leaked Labour ‘war book’.
25 Road network in English Midlands brought to a halt af-

ter bomb explodes and other coded warnings are received.
Latest of several incidents in the run up to the election.

26 G7 summit in Washington issues warning about the dan-
gers of exchange rate volatility as it tries to halt the rise of
the dollar.

30 Irish punt at lowest level against the pound since July
1992.

30 BMW chief Bernd Pischetsrieder warns UK of dangers of
staying out of EMU.

30 UK house prices continue to rise and reposessions at an 8
year low.

May
1 Labour Party wins landslide victory in UK General Elec-

tion by majority of 179 seats. The Liberal Democrats win

the most seats for a 3rd party since 2nd World War.
2 Senior Cabinet posts announced with John Prescott,

Deputy PM, Gordon Brown, Chancellor and Robin Cook,
Foreign Secretary. John Major resigns as Conservative
Party leader.

4 CBI supports tax rises rather than interest rate rises as a
way to slow down economy.

6 Power to set base interest rates to be transferred to the
Bank of England from Treasury. Largest change at the
Bank since 1941 when it was privatised. Greeted in City
by surge in the price of UK Government bonds. Interest
rates rise by ¼ per cent to 6¼ per cent.

6 German unemployment at its highest level since 1945 at
4.3 million.

7 Sir David Simon, formerly Chairman of BP, begins minis-
terial job of promoting UK trade.

7 Robin Cook visits Paris to establish the UK as a tripartite
member with France and Germany at forefront of Euro-
pean Union.

10 Iranian earthquake kills 2,400 and causes £41 million
damage.

12 Guinness and Grand Metropolitan announce intention
to merge and create £24 billion organisation—largest of
its type in the world.

12 Industrial Bank of Japan states plans to raise prime long
lending rate to over 3 per cent.

15 German government reveals plans to reduce budget defi-
cit pre EMU by revaluing gold reserves.

15 BAA and BT announce intention to oppose windfall tax.
16 Lloyds suggests they are regulated by the Securities and

Investment Board to try to prevent further financial prob-
lems.

19 Mr Martin Taylor, Chief Executive at Barclays, appointed
as head of taskforce formed to reform the tax and ben-
efits system.

19 Government to enforce fines on water companies who
fail to meet water leakage targets.

28 Bundesbank attempts to block plans by German Gov-
ernment to revalue gold reserves in order to meet
Maastricht criteria but it is determined to press ahead.
However, plans are scrapped on June 3.

28 Bill Clinton urges EU to expand eastwards in a speech
commemorating 50th Anniversary of Marshall Plan.

28 Czech Republic introduces austerity plan to curb economic
crisis.

29 Tony Blair and Bill Clinton meet in London, launching a
joint initiative on job creation as ‘a new chapter in the
special relationship’ begins.

29 UK’s deficit with EU partners at a low of £20 million
compared to £290 million in February this in spite of the
strength of the pound.

30 UK share prices fall in anticipation of Halifax Building
Society floatation on 2nd June as institutional investors
prepare to bid for shares.

30 David Blunkett, Education Secretary, appoints Chris
Woodhead to his standards task force despite opposition
from teachers.

June
1 French General Election sees dramatic move to the left

with Lionel Jospin becoming new Prime Minister in So-
cialist-led Government.

2 Gordon Brown names Bank of England’s Monetary Policy
Committee. They are Professor Charles Goodhart, LSE,
Professor Willem Buiter, Cambridge University, Sir Alan
Budd, Chief Economic Adviser, HM Treasury and Dr
DeAnne Julius, Chief Economist at British Airways.
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2 Halifax floats on stock market with 8 million people shar-
ing a total of £18.4 billion worth of free shares.

3 Ofwat critical of large dividend payments by water com-
panies.

3 Liberals retain power in Canadian General Election.
4 Labour Government opposes extension of works coun-

cils to small and medium sized companies—as it clashes
for the first time with the EU.

4 Sir Peter Davis names as head of Welfare to Work
taskforce.

5 Bank of England’s new Monetary Policy Committee meets
for the first time to set interest rates.

5 2,000 jobs are to be lost at Pilkington Glass European
plants.

6 UK interest rates rise by ¼ per cent to 6.5 per cent.
8 Irish election results in formation of Fianna Fail coali-

tion. Bertie Ahern is confirmed as Prime Minister on 26
June.

9 Figures for industrial output rise by 1.2 per cent allaying
fears that the service sector is dominating the economic
recovery.

9 European finance ministers meet in Amsterdam to review
stability pact for monetary union.

11 UK unemployment down again to 1.64 million.
12 Gordon Brown announces at the Mansion House speech

that the Bank of England will be made to account for any
failure to meet inflation target of 2.5 per cent.

13 World stock markets show significant rises with FTSE
100 closing up 25.7 points.

16 Life insurance company Norwich Union floats on stock
market, with windfalls of £1,500 for its 2.9 million mem-
bers.

16 Head of NatWest Markets, Martin Owen, resigns as it
emerges that £77 million has been lost due to mispricing
of interest rate options.

16 France and Germany resolve differences over terms for
monetary union at EU leaders meeting—keeping EU on
course for single currency.

17 Oxford University’s congregation votes in favour of the
establishment of a £45 million business school.

17 US consumer price inflation rises at its slowest rate for 10
years at 2.2 per cent.

18 Retail sales figures at their highest since the boom of No-
vember 1988, raising fears of the economy overheating.

18 Monopolies and Mergers Commission endorses Ofgas’
demand for Transco to cut gas pipeline charges. This
should lead to domestic fuel bills being cut by £54 a year
after 5 years.

19 Tony Blair gives his support to the £580 million millenium
exhibition in Greenwich.

19 William Hague wins contest to become new Conserva-
tive Party leader. He appoints Lord Parkinson to rebuild
party and Peter Lilley as Shadow Chancellor.

22 G7 leaders meet in Denver to discuss environmental con-
cerns with criticism being directed at the US and Japan.

23 Dow Jones Industrial Average experiences its second great-
est fall to 7,604.26.

24 Eddie George gives annual Mais lecture warning of the
dangers of the single European currency when European
countries are experiencing vastly different levels of un-
employment.

25 UK import volumes at their highest level for 16 years as
trade deficit for April reached £1 billion, a rise of 43 per
cent.

26 Government sources reveal that the UK windfall tax
against utilities will raise £5 billion.

28 FT announces that Dearing Committee on Higher Edu-

cation is to recommend charging tuition fees to students.

July
1 Hong Kong returns to Chinese sovereignty.
2 Budget includes reduction in mortgage tax relief, rise in

house stamp duty, an overhaul of corporate taxation—
with main rate in corporation tax cut by 2 per cent to 31
per cent and details of windfall tax on utilities to pay for
welfare to work programme. Gordon Brown claims it is
a ‘people’s Budget for Britain’s future’.

3 Sterling continues to rise despite the hope that Budget
would be tough enough to prevent interest rates being
raised.

4 Gold prices at a 12 year low.
7 ‘Excellence in Schools’ White Paper published. 16 years

olds will be obliged to take GCSEs before they leave
school, even if they are over 16 at examination dates and
bright A level students will be given the opportunity to
begin degree courses alongside A levels.

7 It is reported that the strong pound is adversely affecting
UK manufacturing production with a particularly large
fall experienced in engineering companies.

8 Underlying inflation rises above target rate of 2.5 per cent
to 2.7 per cent.

8 NATO members meet in Madrid and approve the expan-
sion of alliance to include Poland, Hungary and the Czech
Republic.

8 Compensating pension misselling set to cost insurers £4
billion according to the Association of British Insurers.
Treasury report that the rate at which compensation is
being paid is too slow.

9 British Airways cabin crew start 3 day strike causing wide-
spread chaos particularly at Heathrow Airport.

10 EC gives the go-ahead to Estonia and Slovenia to join
Cyprus, Czech Republic, Hungary and Poland as poten-
tial new entrants in 1998.

10 UK interest rates rise by ¼ per cent to 6¾ per cent.
10 Hambros Bank put under Bank of England scrutiny after

three senior executives resign in Cooperative takeover
scandal.

11 Sterling valued at DM3 for first time for 7 years—City
anticipates further interest rate rise.

14 UK inward investment 40 per cent of EU as a whole, ris-
ing from $22.8 billion to $32.8 billion.

16 Dow Jones Industrial Average passes 8,000 and FTSE rises
by 64.9 as markets are encouraged by US economic fig-
ures.

21 Following 10 days of meetings with Bank of England and
Treasury, IMF reacts positively to Labour’s first few
months of economic management but warns about buoy-
ant consumer sector and the dangers of the strength of
the pound.

21 French Government announces significant rise in taxes
on profitable companies to enable France to achieve EMU
deficit level.

22 CBI encourages Government to state its intentions over
EMU as soon as possible. It also reports that manufac-
turing prospects are at a 17 year low due to the strength
of sterling.

23 Government to end free tuition for university students,
charging £1000 per year on a means tested basis.

25 45,000 flood victims in Poland wait for state aid to com-
pensate widespread damage to property.

25 Nationwide Building Society customers vote against pro-
posal to convert to bank.

28 Pound has its largest fall since September 1992 as fears
grow about UK exports and closes at $1.634.
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28 UK mortgage lending at its highest for 4 years at £905
million.

30 Dow Jones Industrial Average reaches record 8,254.89
after rising by 80.36 during the day.

31 Mr Mervyn King and Mr David Clementi are appointed
as Bank of England’s Deputy Governors.

31 The Competition Commission is to replace the Monopo-
lies and Mergers Commission and will be given wider
powers.

August
4 British Airways put cost of cabin crew strike in July at

£125 million.
5 Over 200 people are killed as Korean airline crashes on

Guan in Indonesia.
5 Sir Ronald Hampel publishes draft report on corporate

governance in which he states he hopes to bring together
the Cadbury, Greenbury and his own report to establish
a set of principles.

6 Pound at its lowest level for 5 months.
6 German unemployment at post-war high of 4.396 mil-

lion.
7 UK interest rates rise for the 4th month running to 7 per

cent.
14 Pakistan celebrates 50th Anniversary of independence.
14 Personal Investment Authority fines M&E Network

£100,000 for pensions misselling.
15 Wall St falls by 247 points.
15 FTSE experiences largest fall since 1987 of  2.5 per cent

to 4,868.8.
15 India celebrates 50th Anniversary of independence but

events are marred by violence of tribal separatist groups.
20 Consumer spending growth at 9 year high at 6.5 per cent.
20 Regulator Professor Stephen Littlechild proposes electricity

prices should be reduced by 10 per cent over the next 2
years—smaller reduction than anticipated.

28 Chaos in Malaysian stock market causes world shares to
fall.

28 Securities and Futures Authority fine Swiss Bank Corpo-
ration £480,000 for misconduct in UK electricity com-
pany share transactions. Largest fine imposed by a city
regulator.

28 The retail price index is 50 years old.
29 Nationsbank buys Barnett Banks for £9.7 billion in larg-

est US banking acquisition in history.
31 Diana, Princess of Wales is killed in a car crash in Paris.

Economic implications are felt as September retail sales
suffer their largest one month fall for 6½ years, as the
country mourns.

31 BIS announces international bank lending at record lev-
els of £119.3 billion.

September
1 Russian PM, Victor Chernomoydin, predicts economy on

the verge of growth for the first time in 10 years.
1 Hong Kong stock market falls as south east Asian cur-

rency crisis is felt.
2 Wall St recovers as Dow index rises by 257 points.
5 FTSE 100 ends the week with 5th consecutive rises, clos-

ing at 4,994.2.
8 German unemployment at post-war high of 11.6 per cent.
9 UK inflation 3.5 per cent, 2 year high due to higher

mortages interest payments.
9 Tony Blair stresses need for workforce flexibility as he

addresses TUC conference.
11 Referendum for devolution in Scotland resutls in 74 per

cent voting in favour of a Scottish parliament and 63 per

cent saying yes to tax varying powers.
17 France, Germany and Switzerland to join to stage a chal-

lenge against derivatives markets of London and Chicago.
18 Gunmen kill 10 people, including tourists, outside Cai-

ro’s national museum.
18 50.3 per cent of Welsh referendum voters say yes to a

Welsh parliament.
19 6 people are killed and 160 injured in rail crash involving

freight and express train in west London.
23 Ulster Unionists meet Sinn Fein in peace talks for the first

time in 80 years. However, the atmosphere is strained
both towards Republicans and the Labour Party.

24 Boris Yeltsin stresses his desire to enforce a fair and open
market economy in Russia.

24 Northern Ireland political negotiations are given the go-
ahead after 15 months of deadlock.

24 At the Liberal Democrat Party Conference, Paddy
Ashdown encourages his colleagues to work with Labour
to influence policy.

24 French Budget aims to boost growth through job crea-
tion and greater fiscal justice.

26 UK share prices rise as markets react to reports that the
UK may join EMU soon after 1999.

26 The Royal Yacht Britannia is to be scrapped and not re-
placed or refitted as earlier thought.

26 Plane crash on Sumatra kills 234 people.
29 European Commission debates measures to create 12 mil-

lion jobs over the next 5 years.
29 Midland Bank fined £150,000 for pensions misselling.
30 At the Labour Party Conference, Tony Blair sets out his

vision for a modernised Britain with companies, private
finance and government working together.

30 Friend Provident fined £450,000 for slow progress in clear-
ing up misselling of pensions.

30 Internment to end in Northern Ireland.
30 Shell to shed 15 per cent of its European retail workforce

over the next 2 years—a loss of about 3,000 jobs.
30 Northern Rock is floated on the Stock Market with

885,000 members acquiring 500 shares. This is the final
building society flotation of the year which have in total
added up to £35 billion.

October
1 Experiment by French environment minister to cut car

use in Paris results in only odd numbered plates being
allowed into the city and public transport is free for the
day.

8 Federal Reserve Chairman, Alan Greenspan, expresses
concern over US growth, particularly in the labour mar-
ket, intensifying fears of interest rate rises.

8 Germany gives the go ahead to £8 billion Eurofighter
project which will involve UK, Italian, Spanish and Ger-
man companies.

9 Germany and France raise interest rates in what is seen as
a precursor to coordinated European monetary policy.

10 At the Party Conference, William Hague stresses the need
for significant reforms of the Conservative Party follow-
ing landslide election defeat—but divisions still remain.

15 Figures show a slowdown in the UK economy with manu-
facturing employment falling and levels of unemployment
reducing more slowly.

20 Chancellor, Gordon Brown states UK’s intention to join
EMU subject to 5 major economic tests including meet-
ing convergence criteria of public borrowing and debt
ratios and sticking to the ‘stability pact’.

20 Stock Exchange new electronic trading system is launched.
Shares are unsteady as conflicting statements from the
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Government emerge about the UK and EMU.
22 Traders at LIFFE jeer Tony Blair to show dissatisfaction

at indecision over Europe, 4 Labour Party members are
suspended for criticising Labour policy.

23 Hang Seng Index shows largest fall for single session of
10.4 per cent bringing FTSE 100 down sharply.

23 Conservative Party state intention to oppose EMU for at
least 10 years.

24 Commonwealth Summit begins in Edinburgh. It endorses
the commitment of all 54 nations to free market economy.

24 ONS statistics show UK output of goods and services up
by 0.9 per cent in the 3rd quarter, reviving fears of further
interest rate rises.

27 Trading is stopped on Wall St as US Stock Market falls by
7.18 per cent.

27 Gordon Brown addresses parliament and tries to end un-
certainty over Europe by stating the unlikelihood of the
UK joining the single currency until after the next Gen-
eral Election.

28 On Wall St, more than $1 billion worth of shares change
hands for the first time as world markets experience ex-
treme volatility.

30 German Chancellor, Helmut Kohl, expresses a wish to
reserve a space for the UK on the board of European
Central Bank so it will be able to be at the centre of policy
when it joins EMU.

30 Irish Presidency election is won by academic Mary
McAleese.

November
2 Lorry blockade begins in France.
5 German seasonally adjusted unemployment at a high of

over 4.5 million.
6 UK interest rates rise by 0.25 per cent to a 5 year high of

7.25 per cent.
6 Paisley by-election sees large gains for Scottish National-

ists with Labour winning by a much reduced majority.
7 World stock markets fall in anticipation of US interest

rate rise.
7 Anglo-French summit is held in London. Agreement is

reached on UK seat on ECB board and compensation
deals for UK truck drivers following port and road block-
ade.

9 Chancellor, Gordon Brown, tells CBI conference he wants
Britain to be a ‘Euro-friendly business environment’. This
contrasts with Conservative Leader, William Hague’s,
eurosceptic speech.

10 After much controversy over £1 million donation from
F1 Chief Bernie Eccleston and its relation to exemption
from tobacco advertising ban, money is returned.

11 RPI at 3.7 per cent, highest level for 2 years, increasing
fears of interest rate rises.

11 Margaret Beckett, President of the Board of Trade, gives
forceful address to the CBI stressing her commitment to
strong corporate governance and the end of short-termism.
It is seen as a veiled criticism of the draft report published
by Ronald Hampel.

12 Greek Socialist Government introduces budget measures,
including public wage freeze and taxes on companies and
the rich, to try to meet EMU criteria by 2001.

13 Iraq expels US members of UN weapons inspection team.
This leads to tension in the area with US and UK military
on standby.

14 The Economic Planning Agency in Japan admits concern
over stagnant economy but fails to introduce adequate
measures to stop yen falling.

17 Masscre by Islamic militants in Luxor, Egypt kills 57 tour-
ists.

17 Regional elections in Italy see widespread victories for
centre-left coalition.

17 UK school league tables are published with added aspect
of improvement rate, but they still prompt much criti-
cism from teaching profession.

18 Figures show £5.66 billion surplus for October for the
UK economy, reducing PSBR till October to £2.6 billion.

24 Fourth largest Japanese broker Yamaichi collapses with
Y3,200 bn in liabilities.

25 Green Budget includes provision for £700 million towards
childcare and pensioners heating subsidies. £300 million
over five years for out of school clubs, Corporation Tax
to be cut by 1p to 30p and advance corporation tax to be
abolished by April 1999. The Chancellor’s predictions
for growth are 3½ this year, 2¼ for 1998 slowing to 1½–
2 per cent in 199.

25 Turmoil in Asia’s stock markets continues with South Ko-
rean stocks hitting a 10 year low.

27 Report on Guinness affair published by the DTI. Very
critical of its leading figures in the attempt to take over
Distillers as a share support operation was used to boost
its bid.

28 Bank of Japan continues action to try to bolster Tokyo
financial markets in an attempt to curb market interest
rates.

December
1 World Climate Conference opens in Kyoto, Japan.
1 Interest rates rise in Russia to reduce pressure on the rou-

ble.
2 Government to set a ceiling of £50,000 for individual

savings accounts (ISAs) when they are introduced as the
successor to PEPs and TESSAs.

3 Beef on the bone products to be banned from sale in the
UK following further scare over BSE.

3 South Korea to be given $55 billion in debt crisis rescue
package from IMF—but turmoil continues.

4 FTSE 100 rises by 111 points as the Asian stock market
starts to recover from its recent instability.

4 Tobacco sponsorship of F1 to continue until 2006 fol-
lowing long running debate over UK’s opposition to EU
total ban.

7 Sunday Times and Observer allege Paymaster General,
Geoffrey Robinson, uses offshore trusts to avoid tax.

8 Tony Blair launches Social Exclusion Unit which will con-
centrate on reducing truancy, homelessness and poor hous-
ing.

8 SBC and UBS banks to merge to create the world’s 2nd

largest commercial bank. Jobs in London offices expected
to be cut substantially.

9 Toyota announce plans to build new car plant in France
rather than UK.

9 Gold prices are at an 18 year low.
10 Plans to cut single parent benefit payments result in resig-

nation of Malcolm Chisholm, junior Scottish Office min-
ister, and rebellion by 48 Labour MPs.

11 Sinn Fein leaders meet Tony Blair at Downing Street.
19 Stock market turmoil in Japan leads to worldwide falls.
22 Nikkei at a 2 year low at 14,799.
23 Italian interest rates are cut by ¾ per cent to 5½ per

cent.
26 IMF intervenes to accelerate $10 billion loan to save

Korean from international debt default.
31 New Years honours list includes a peerage for Sir Ron

Dearing.


