THE ECONOMY: SUPPLEMENTARY MATERIAL TO THE
FINANCIAL STATEMENT AND BUDGET REPORT.

Introduction

The Financial Statement and Budget Report, published by HM Treasury on
21 March 2000, includes a discussion of economic developments, prospects
and risks (Chapter B). This document provides additional information to that
contained in chapter B, in the form of detailed charts and tables. The Budget
economic forecast is consistent w ith output, income and expenditure data to
thefourth quarter of 1999 released by the Office for National Statistics (ONS)
on 28 February 2000

Forecast ranges As in previous Budget and Pre-Budget Reports, the economic forecast is
presented in terms of forecast ranges, based on alternative assumptions
about the supply-side performance of the UK economy. Details are provided
in Chapter B of the Financial Statement and Budget Report.

The mid-points of the forecast ranges represent the Government’s neutral
caseview of economic prospects, based on an assumption of 2% per cent a
year for the trend rate of growth fromthe start of 2000. This is a balanced
assessment, assuming only a very modest increase in the employment rate,
and not banking on any improvement in underlying productivity performance
conpared to the 1990s. The neutral assumption for trend grow th w as set out
in Table A2 of the November 1999 Pre-Budget Report, and discussed in the
accompanying text.

The figures at the low end of the range are consistent with a deliberately
cautious assumption of 2¥4 per cent a year trend growth. This does not
assume any increase in the employment rate. As before, projections for the
public finances (set out in Chapter C of the Financial Statement and Budget
Report) are based on the low end of the ranges. The upper end of the
forecast ranges is symmetrical, illustrating the clear potential for stronger
growth based in part on Government policies to raise productivity grow th and
to increase the labour supply.

! Thisrelease also contained revisionsto earlier quarters of 1999 which the Treasury has
carried through to other national accounts series that the ONS did not revise, such as household
saving and sectoral net borrowing. A fully consistent national accounts data set for 1999 will not be
published by the ONS until 27 March.
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The degree of spare capacity
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Chart 3: The output gap*
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Chart 4. GDP
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Chart 5: GDP forecast *
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Table 1: Contributions to GDP* growth?
Percentage points, unless otherwise stated
Forecast
1999 2000 2001 2002
Final domestic demand 4Y, 3% to 4 2% to 3 2% t0 3
Change in inventories -V Ya 0 -Y4to 0
Total domestic demand 3% 3% t0 4% 2% t0 3 2% t0 3
Net trade -1%, -1 -Ya -Ya
GDP growth, per cent 2 2%, 10 3Ya 2Y4 10 2% 2Y4 10 2%

! At constant market prices.

2 Components mav not sumto total due to roundina and omission of statistical discrepancy.
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The household sector

Chart 6: Household sector wealth-income ratios
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Table 2: Household sector® expenditure and income

Percentage changes on previous year

Forecast
1999 2000 2001 2002
Household consumption’ 4 3% 10 3% 2 to 2% 1% to 2%
Real household disposable income 3y, 3% to 4 2% t0 3Ya 2% 10 3
Saving ratio (level, per cent) 53, 5% 6 634

! Including non-profit institutions se rving households.
% At constant prices.
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Chart 7: Housing turnover and prices
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Chart 8: House price-earnings ratio’
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Chart 9: Household sector net lending
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Chart 11: Business and non-residential investment ratios
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Table 3: Gross fixed capital formation
Percentage changes on previous year
Forecast
1999 2000 2001 2002
Whole economy * 5% 3Y4t0 3% 3% 10 4Y4 3% 10 4%
of which:
Business ** 7% 2Y410 2% 2 to 2% 2 to 2%
Private dwellings® - 3 to 3% 1% 10 2Ya 2 to 2%
General govemment ** Y5 18Y, 20 17Y%

! Includes costs associated with the transfer of ownership of land and existing build ings.
2 Private sector and public corporations' (except National Health Service Trusts)
non-residential investment. Includes investment under the Private Finance Initiative.

% Excludes purchases less sales of land and existing buildings.
* Includes National Health Service Trusts.
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Trade and the balance of payments

Chart 12: Relative cost and export price competitivenessl
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Chart 13: Exports and overseas demand
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Chart 14: Imports and total final expenditure
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Table 4: Trade in goods and services
Percentage changes on previous year £ billion
Volumes Prices. Goods and
Terms of services
Exports Imports Exports Imports trade’ balan ce
1999 2% T -1Y4 -2Y2 1v2 -15%
Forecast
2000 5%t06 7%t0 8% Ya 1 -Ya -22Y4
2001 5%1t0 6 5%1t0 6 2% 2% -1 -25Y%
2002 5% to 6 5% to 6 3% 3% 0 -28%Y4

1 Average value indices.
2 Ratio of export to imp ort prices.
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Chart 15: Balance of payments current account
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Table 5: The current account
£ billion
Goods and services Income Current
Non-oil Qi Total Transfers palance! balance
1999 -19Y% 4 -15% -4Y, T -12Y,
Forecast
2000 -27Y 5 -22Ys -6Y4 8 -20Y%
2001 -30 4, -25Y4 -5, 10 -21
2002 -33 5 -28Y4 -3Y% 12 -19%,

1 . .
Includes investment and emplovee income,
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Pattern of net lending
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Chart 16b: Private sector net lending®
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Chart 16¢: Public sector net lending'
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Chart 18: Productivity1
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Chart 19: Average earnings by sector*
Percentage changes on a year earlier
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Financial developments

Chart 20: Sterling effective exchange rate index
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Chart 21: UK interest rates
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Chart 22: Monetary indicators
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Table 6: Retail and producer output prices

Percentage changes on a year earlier

Forecast
1999 2000 2001 2002

02 Q4 Q2 Q4 02 Q4 Q2 Q4
RP1 excluding MIPs 2V 2Y, 2 2V 2% 2% 2% 2%
Producer output prices’ - 1Y 2 2 2Y 2 2 2Y4

* Excludes excise duties.

1
Chart 24: RPIX
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Comparison with independent forecasts

Table 7: Budaet and independent! forecasts

Percentage changes on a year earlier unless othemwise stated

2000 2001
Independent Independent
Mar ch Mar ch
Average Range Average Range

Budget J 9 Budget J 9
Gross domestic 5y 31/, 31 201037 2Y%to2% 26 161038
product
RPIX (Q4) 2Y4 2.1 1.3t02.8 2% 2.4 15t02.8
Current account 20% 156 -28.01t0-9.3 21 164 -39.0t0 -5.0
(£ billion)

Y'Forecasts forthe UK Economy: A Comparison of Independent Forecasts', March 2000.

Comparison with November
Pre-Budget Report forecast

Table 8: Comparison with Pre-Budget Report forecast

Percentage changes on ayear earlier unless
otherwise stated

November 1999 March 2000
Pre-Budget Report Budget
Gross domestic product 1999 1% 2
2000 2% t0 3 2% 10 3Y4
2001 2% 10 2% 2% 10 2%
2002 2Y4 10 2% 2Y4 10 2%
RPIlexcluding MIPs (Q4) 1999 2 2Y,
2000 2% 2Y4
2001 2% 2%
2002 2% 2%
Current account (£ billion) 1999 -12Y% -12Y%
2000 -10% -20%
2001 -11% -21
2002 -10% -19%
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Table 9: Summary of economic prospects”

Average errors

from past
Forecast® forecasts®
1999 2000 2001 2002 2000 2001

Output at constant market prices

Gross domestic product (GDP) 2 2%10 3V 2Y410 2% 2Y410 2% Y 1

Manufacturing output 0 1%t0 2% 1% 10 2Ya 1%1t0 2Va Ya 2%

Expenditure components of GDP at

constant market prices*

Domestic demand 3% 3%to 4 2% 10 3 2Y410 2% Y 1%
Household consummion5 4 3% to 3% 2 to 2% 1% to 2Y Y 1%
General government consumption 3% 4 2% 4Y, 1 1%
Fixed investment 5Y, 3% 10 3% 3% 10 4Y4 3% 10 4Ya 1% 2%
Change in inventories® Vs Ya 0 Y410 0 Yy Y%

Exports of goods and services 2% 5% t0 6 5% 106 5% to 6 1% 2%

Imports of goods and services TYa 7Y t0 8Ya 5% 1t0 6 5% 10 6 1% 2%

Balance of payments

current account
£ billion -12Y -20% -21 -19% 7
per cent of GDP -1% -2Y4 -2Y4 -2 Ya

Inflation

RPIX (Q4) 2Y 2Y 2Y5 2% Y 1

Producer output prices (Q4)7 1% 2 2 2Y 1 1%

GDP deflator at market prices 2% 2% 2% 2% Ya 1

(financial year)

Money GDP at market prices

(financial year)
£ billion 901 946 to 951 990 to 1000 1037 to 1053 7 12
percentage change 5 5 to 5% 4%:10 5% 4%, 10 5% Ya 1Y

1 The forecast is consistent with UK output and expenditure data to the fourth quarter of 1999, released by the Office for N atio nal Statistics on

28 February 2000. See also footnote 1 in the introduction.

2 The size of the growth ranges for GDP co mponents may differ from those for total GDP growth because of rounding and the assumed invariance of

the levels of public spending within the forecast ranges.

3 Average absolute errors for current year and year-ah ead projections made in spring forecasts over the past ten years. The average errors for the current

account are calculated as a percent of GDP, with £ billion figure s calculated by scaling the errors by forecast money GDP in 2000 and 2001.

4 Further detail on the e xpe nditure components of GDP is given in Table A10.

5 Includes households and non -profit institutions serving households.

6 Contribution to GDP growth, percentage points.
" Excluding excise duties.
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