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The l-ionorable Donald T' Regan'
SecretarY of the US Treasul!r
WASiII NGTON

I am grateful to You fo"
deficit and its imPact'
useful if I were t
of G5 meetings we
talk these thÍngs
are pursuing broad
obj ect ives .

Thank you for your message of 26 January about the President's
State' of the union Address. I was very interested to read both

the full text oi the Address and an excerpt from-your testimony
to the Joi nt Economic committee of congress ?l 2.7 . January ' ðnd

I Look forward to seeing next week youi detailed budget proposals'
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dent's efforts to reduce the estimated Budget
yea.rs. I know, however, that you 
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ãr - that this year's deficit is likely to
han your original . targe't, and that the prospects
ficits in later years nou, apPear less good.

I know that a number of arguments can be advanced to support the
proposition that even a rising pattern of deficits can be consistent
with success against inf latioñ and lower interest rates. The first
is that this yãar's increased deficit is mainly t!t" product of

"ã;"="ion and- that in a recession some increase should be tolerated -

In 1gB0-81 our obrn public borrowing rsquirement exceeded our target
for similar raasons. There is foróe in the point, provided that
the downward trend really is convincingly resumed thereafter. ble

took action to bring thiË about in 1981-82, and have achieved it.
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A third argument Ís that resumed growth will reduce the deficit,
and it mayl I see you gave Congress an example of. the- impact of 
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;;;rrth ài'q to 5 peí ceã¡. The-US economy has.certlinly_gghi?yeq
ã"ó*tf, at that. ""t" at times in the 1970s. But in the 1970s that
;;i; of growth', when long sustained, seems to have been associated
with quiie a lot of inflãtion. We worry about the.impact
interest rates of a sharp revival of demand for private credit,
linked with a rising deficít.

ourth argument is that the
ply is controlled. But it
tr-ol money in the face of a

size of the deficit relati
competition of Private (an
economy recovers.

cit dtesn't matter if the moneY
good deal more difficult to

iñg def icit. .t^le ara back'to
o the pool of saviñES, and to
ternational) credit demands ôs

defi
isa
ris

vet
d in

I see that general government borrowing accounted 1o" about 30 Per
cent of the total. dãmand for credit in-the United States in both
1980 and 1981, and is likely to account for at least the same

proportion in 1gA2, f believe that this is simiLar to the
Carter Administration's credit demands in the period 1975-77, but -

as I recall these rârere accomPanied by a strpng rise in private

"""àit at the same time. These demands hrere only accornrnodated
- with a sh.arp upsurge in the monetary aggregates - with inflationary
'consequences later 
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Knowing you as I do, I am sure that you wi
unsolicited advice amiss. I apPreciate on
difficulties you face in administering a c
and f recognise that the post-war history
is not a particutarly good advertisement f
from London. f also fully understand - be
problems created by the burden imposed by
i have warmly welcomed tlle Progress you ha
reducing inflation. I write I hope with
friend¡ but also because your policies ha
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THE SECRETARY OF THE TREASURY

\T'ASH INGTON

Yrarch 8, 1982

But when all was said and doner wÊ simply
economic reason to abandon the President's Prog
economic recovery. It was decided that higher
like1y to snuff out the recovery. I'le are succe
getting infl.ation under control.i now we wilI pu
with the rest of our agenda. lJe are aÌI too we
the difficult transition problems inherent in r
a healt.hy Ìong-run growth path after decades of
mismanagement, But the job must be done, and w
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Dear Sir Geof f rey. 4/W fj,a--1f ..

Thank you for your thoughtf ul Letter sharing your ry,rffi*views on U.S. fiscal policy. I appreciate both your
concern and your candor, and I read your commenti in /t¿'r /''^,<C,(P-+
the spirit i; which they were of fered. /1M ,< ,+1.\ÍÅ"

llfu Ft¿-¿ 1''
rn the process of preparing our proposed budget rc9)¡tv'7ttn

Fiscal Year L983r wê considered a number of possible ap- rr14'P,,eqß
proaches for bringing the budget deficit down more rapidly. ,
tf¡e budget proposal we produced on February 6 embodies a

number of strong, Pofitically-difficult measures designed
to put the deficit on a declining trend.
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of a policy of monetary restraint. We have attempted to
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will b.e available to the economy over the next several

these flows wil- sufficient to
n e nation ss ckof

productive capital as well as Pederal borrowing needs.
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Your suggestion that we see more of one another is
ood one. -The next time we ar-e both in the same city,
's make an elfort to get away for a private chat.

vJith best wishes.

The Right Honorable
Sir GeoffreY Howe
Chancellor of the Exchequer
London
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S incerely,

Donald T. Regan
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Thls 1O-day visit was primarily to promoLe inward investment by 

ç,À,hirl
US companies. I also took the opportunity to have a day in ,:.
VlashÍngton when I met members of the Administratlon, and of ÛliA'4t

Congress, the Chairman of fhe Council of Economie Advisers and

members of the Federal Communications Commission. As well as

t'iashington, the tour covered the New York area r Pittsburgh 
'

Boston and the San Francisco Bay area. I visited 14 companies,

had B speaking engagements and had .6 sesslons with the media,

including an intervie!ü on CBS radio which h¡as carried coast-
to-coast.

Our Economy

2 I found a good ai,üAreness of the improvement in our economic
prospeets; this was particularly strong among firms wifh
successful UK subsidiaries. Many of Lhose with whom I spoke

contrasted, a 11tt1e ruefu11y, the suecess of fhe British
Government in bringing the UK budge! deficit under conbrol with
the difficul-ties currently being experlenced by" the
Administrabion in !'lashingf on. There was a particular welcome f or
the improvemenLs in industrlal productivify in Britain, for
our improvlng indusbrial relations record and for our inereasing
eompetÍtiveness. A number of the firms approached are contem-
plaling nehr investmenb in Britain or expanding existing
operaflons.

The lrlashlnEton Scene

The U S Economv

3 My main purpose h¡as to form a vlew of the likely development

of the budgetary impasse between bhê trlhif e House and Congress.
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No elear view emerged except that. Lhe Lrncertainty is likely to
persist for some litt1e while.

4 Discussions with the secretary for commeree (Mr Baldrige ) and
wlth the Deputy Special Trade Representabive (Mr David Macdonald)
showed that the Administration wanted to play down the
diffieulties " It hlas suggested that il did not matter too much
if congress took some time to become reeonciled to the
Presidentts budget proposals,and that anxieties about the
Administrabionrs projected budget defieit were misplaced. rrr

think the Treasury's forecasts are exaggerated and lhat there is
not too much to rlrorry abouttt, said one. On thls view, interest
rates would tend to faIl over the next few months and, hopefully,
would not rise in the autumn.

5 In Congress, I *"t, Henry Reuss (Dem) and John Dinge1l (Dern)
who expressed a very different view. They hrere deeply worried
about high interest rates and the prospect fhat rates could
8o still higher. They believed thab the Admlnistration would
have to modify 1ts budget proposals and bhey also believed that
congress would be,prepared to agree to some expenditure euts (e.g
on entiblements ) provided the President stretched out his defence
programme over a longer timescale, posbponed the 1983 tax cut and
made other changes. rt was ironic but true that a Repubrican
President had put f'orward proposals involving a budget deficit of
nearry $100 million for the coming year and rising in the years
ahead, while Demoerats in congress were arguing for changes to
reduce the prospective defj.cits.

6 I discussed this whole question with bankers, lndustrialists
and others during my tour. They brere much closer to the views
expressed by the Congressmen, and brere unanimous lhat deficibs
had to be reduced so that interest rates coul-d be brought down
and stay down. T found very few who i,\rere optimist j-c that this in
fact would happen. The general thrust of the views given to me

hrere that interest rates would come down in the short term, but
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would rise towards ühe end of the calendar year. This wasr for
lnstance, the view expressed by senior managers at Manufacturers
Hanover, by the Chalrman and board members of the First National
Bank of Boston and by the Chief Economisb of the Bank of America.

7 fn all these discussj-ons, I made it clear bhaL rising
interest rates towards the end of 19BZ would be very bad

indeed for Europe in general and Britain in particular.

Ameriean
neh¡s

The Bueklev Mission

B I discussed the Buckley Mission briefly with Mr Baldrige. He

r^ras aL great pains to emphasise bhab fhe purpose of the Misslon
had been widely misundersLood in Europe and fhat it was aimed

primarily at securing agreemenL on reducing or ending
eoncessÍonary credif to lhe Soviet Unlon and olher Comecon

countries, I suggested that many European governments had seen

the Mission as a further attempt by the US Adminislration to
seeure support for i'ts measures of 29 Deeember " Mr Baldrige
admitted that Mr Buckley had had lo explain his precise purpose

to each government he sahl. Mr Baldrige wenb on to say thab he

fully undersfood bhe reluctance of European governments to
conüemplate the abrogation of oufstanding comme¡clal- contracts.
It had not been the purpose of bhe Buckley Mission to secure lhis
outcome. (f understand that there has since been a belegram from

lfashingLon spelling out this point. )

Sfeel

9 I discussed bhe steel anti-dumping cases with Mr Baldrige and

Mr Macdonald. llhite sympathefic to the BriLish case, they saht no

option buL for the suits to run t,heir course aL least for fhe

time being. Both spoke highly of the responsibilit,y shown by BSC

and of the ease which had been made by Ian MacGregor, but they
could no| prevall on Lhe US indusfry to narroví their sights on

lhe real culprits. Both, hov*rever, believed t,haf later on this
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year bhe way migtrt, be open bo some kind of set,tlemenl"

Pro tecf ioni sm

10 rn response to my anxj-eties t,hal Ameriea mighü be going down
a protectionisl road, both members of fhe Administration made 1t
elear fhat they were aiming primarlly af Japan. Although lhey
tark aboul rrreciprocityt' , they mean reciprocity wif h Japan. They
appeared to wel-come fhe Communityts Artiele XXIII application bub
agreed with me that it woul-d be a long hard batble to make any
real impact on Japanrs imports.
Telecommunications

1 1 A good discussion was held with the Federal CommunicatÍons
Commission (fCC) on liberalisation, broadband cable, satellites,
regulatory mechanisms etc. Two points of int,erest: firsl,
congress is attempting lo legislate to bring the regulatory
agencies under congressional control" clearly, their free-
standingr oon-poritiear rore has become an embarrassement.
second, the Fcc savü Bribain as having a unique opportunity to
advance cable TV etc., and teleeommunicatlons in para1lel and
perhaps in an integrated way lhaf had not been open to the United
Stabes . irle agreed thaf there should be el-oser of f icial contac ts
between my Department and ühe Commission.

The Rest of the Talk

i ) US Investment in Brrtain

12 Allhough most of the firms contacted acknowledged Lhe
improvements laking prace in our economy, thereh¡ere' stlll
anxielies aboub uK industrial rerations, about the delays in
getbing projecLs off the ground, about, pubric seetor st,rlkes and
so on. The baggage handlers strike aL Heathrow had obviously
disrupted one or two key visibs to Britain and may acfually have
losf us one particular investment projecb whÍeh in the event has
gone to Holland.
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13 For high technology, high growLh eompanies, the UK is seen as
a good location for US subsidlaries for example the recent
deeision by Hewl-etl Packard to make a major nevr investmenþ in
Bristol " 0n the other hand, the point was strongly made to me

that it remains difficult for us to develop our ovrn home grohrn

high technoJog¡r r high growbh companies from scratch, beeause,
despite the improvements thab have been made r w€ do not give
enough encouragement to venture capital and v.Ie do not offer an

attractive regime for sbock options. I will be discussing wibh
the Chancellor of lhe Exchequer what further ehanges we need to
make if we are reaIly lo emulate fhe Sificon Valley phenomenon in
this country.

14 0n all these company vlsits I was aceompanied by bhe relevant
Consul-General or by a member of their sfaffs" It is obvj-ous
that they have builb up admirabl-e relationships with many of the
firms in their areas, They did, however, stress very strongly
the desirability of the best p ossible co-o ation between bhe

various UK agencies engaged in promoting inward investment "

ii ) Industry and Education

15 My programme included visits lo the Massachusetts fnstifufe
of Technology and Stanford UniversÍty" I was briefed by senior
aeademics on the admirable reLafionshlps those insbit,utÍons have

esfablished with indusbry in their areas and was able Lo

recognise how enormously important a strong technological
universify can be in promobing faster indusbrial growth j.n its
locality. Though we have made a start on this in Britain r wê

have a long way to go; and even in the USA, fhe number of
lnsfifutions which have successfully emulated MIT and SLanford 1s

evidently quite small- "

-{
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Con clusion

16 f would like lo thank the Foreign and Commonweatfh Office and
our Posts in lhe united sfates for arranging programmes which
hrere ful1 of interest and val-ue. f was parlicularly impressed
with the ealibre of fhe guest lists for dinner parlies arranged
by the Ambassador in !'lashington and the Consuls-General in New

York and San Francj-sco. I warmly appreciate fhe trouble that hras

taken fo make my tour really v¡orthwhile, and I hope that FrancÍs
Pym will pass this on bo the Posts concerned.

17 I am copying this minute Lo Geoffrey Howe, Francis Pym, Keith
Joseph, Jim Prior, George Younger, Nicholas EdwardsrPeler Rees,
and t,o Mr John Sparrow.

PJ

I

] aprir 1gB2

Departmenf of ïndustry
Ashdown House
123 Victoria Street
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PS/Chief Secretary
lIr, Ryri e
Mr. Burns
Mr. Quinlan
Mr. Dixon
Mr. Love1l

without attachement
Sir Kenneth Couzens
[Ir. Lavelle
lIr.. Littler

PS/wlR. l^IAKEHAfT

SECRETARY OF STATE FOR TNDUSTRY'S VTSIT TO THE UNTTED STATES

The Chancellor has seen the Secretary of State fon Industry's minute
to the Prime Minister of 7 April., (Copies attached to those who

not already received it,l

2, The Chancellor was particularly in Mr. Jenkin's point in
paragraph 13 about the difficulty in developing "ob/n our home groh,n
high technology, high growth companies fnom stratch". He notes that
Mr. Jenkin proposes to discuss this with him in due course.

3. The Chaneellor would be most gnateful if your Minister could
eonsider the implications of Mr. Jenkin's point and how we should
react to it.

UkR
JTLL RUTTER

8 April 1982
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This 10-day visiL hras primarily to promote inward invest,menL by 
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US companies. I also took the opportunlly to have a day in ,:
Ltashington when ï met mer¿bers of the Administraf lon, and of ÛfL4h"

Congress, Lhe Chairman of the CounciJ of Economic Advisers and

members of the Federal Communic-elions Commission. As well as

llashingLon, the Lour covered the New York area, Pittsburgh,
Boston and fhe San Francisco Bay area. I visiLed 14 companies,

had I speaking engagements and had .6 sessions with bhe media,

includlng an inLerview on CBS radio which was carried eoast-
Lo-coast

Our Economy

2 I found a good ai,rareness of the improvement in our economic

prospects; this was partlcularly strong among firms with
successfu] UK subsidiaries. Many of those with whom I spoke

eontrasled, a 11ttle ruefully, the success of fhe British
Government in bringing the UK budgef deficit under control wllh
the difflculties currently being experienced by'the
Adrninistration in tJashington. There hlas a particular- welcorne for
the improvemenls 1n industriai prociuctiviiy in Bribain, for
our Ímproving industria] relations record and for our inereasing
compeLitiveness. A number of the firms approached âre conLem-

pl-aflng new investment in BriLain or expaniing existing
operafions.

The þla shinEton Scene

The US EconomY

3 My main purpose was to form a vj-ew of the likely development

of the budgetary impasse between t,hê lllhite House and Congress.
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No clear view emerged except that the uncerbainty is likery to
persist for some little while.

4 Discussions with the Secretary for Commerce (Mr Baldriee ) and
wlth the Deputy Special Trade Representallve (Mr David Macdonald )

showed that the Adrninistration wanted to play down lhe
difficulties. It Lras suggested that it did noL natter too much
if congress took some time to become reconciled to the
Presidentts budget proposals,and that anxieties about the
Administration's pro jected budg.t def ielt i^rere misplaced. 'rr
think the Treasury's forecasls are exaggerated and fhaf lhere is
not too much to r^rorry about r', said one. 0n thj_s viev¡, inLerest
rates would Lend to faIl over lhe next few monlhs and, hopefully,
would not rise in the autumn

5 In Congress, I met Henry Reuss (Den) and John Dingett (Den)
who expressed a very different view. They were deeply worried
about high interest rates and the prospect bhat rates could
80 still hlgher. They believed that bhe Adninistration would
have to rnodify its bucigel proposals and they also believed that
Congress would be.prepared lo agree to some expendilure cuts (e.g
on entitlernents ) provided the President stretehed. out his defence
programne over a longer tjmescal-e, postponed the 1983 tax cut and
made other changes. It hras ironic but true that a Fepublican
President had puf forward proposals invol-ving a budget deficit of
nearly $100 million for Lhe coming year and rising in the years
ahead, while Democrats in congress r^rere arguing for changes lo
reduce ihe prospective deficits.

6 I dj-scussed this i¡hoIe question with bankers, industrialists
and oLhers during my tour. They were much closer to the views
expressed by the Congressmen, and were unanimous that deficibs
hacj to be reduced so thaf interest rates coutd be brought down

and stay dor¡n. I f ound very few who were opt,imistic thal this in
fact wouLd happen. The general thrust of the views given to me

hrere that inLeresl rates would come down in the short term, but
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would rise Lowards the end of the caLendar year. This was ' for
insLance, the vieu expressed by senior nanagers ab ManufaeLurers

Hanover, by the Chairman and board members of the First, National

Bank of Boston and by the Chief Economist of the Bank of America.

? In all these discussions, I made it elear tha! rising
inLerest rales Lowards the end of 1982 wouLd be very bacl

indeed for Europe in general and Britain in particular.

Ameri can

news

The Buckley Mission

8 I discussed the Buekley Mission briefly with Mr Baldrige. He

1,ras at greab pains to emphaslse that Lhe purpose of the Mission

had been widely misundersiood in Europe and that it was aimed

primarily a¿ seeuring agreeroen! on reducing or ending

concessionary credlt to fhe Sovie! Union and other Comecon

countries. I suggesled that many European governments had seen

the Mission as a furlher atLeropt by ühe US Adninistratlon to
secure support for its measures of 29 Ðecember. Mr Baldrige
adnitied that Mr Buckley had had Lo explain his precise purpose

to each governrnent he saw. Mr Baldrige went on to say thaf he

fu1ly undersLood the reluct'ance of European governments to

conlemplate the abrogation of oubst,anding eomme¡cial conLraets-

It had not been the purpose of bhe Buckley Mission to secure this
ouLcome. (f understand that there has since been a belegram from

Washington spelling ouL this point " )

Sf eel-

g I discussed Lhe stee] anti-dumping cases with Mr Baldrige and

Mr Macdonald. While sympathet,ic to the British case, they sah¡ no

opiion but for Lhe suiis to run tireir eourse at Jeast for fhe

time be1ng. Both spoke highly of Lhe responsibility shown by BSC

and ol lhe case which had been made by Ian MacGregor, but they

could no! prevail on fhe US industry to narrow their slght's on

the real culprlts. Both, however, believed that ]ater on this
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year t.he lray rnighl be open t.o -some kind of settlement.

Protectionisrn

10 Ïn response to my anxieLies that America mÍght be golng down
a probectionisf road, bobh members of the AdministraLion made it
c] ear that f hey hrere aiming primarily at Japan . Alt,hough f hey
talk about rrreciprociLyr' , lhey mean reciprocity ¡¿ith Japan. They
appeared bo wel-eome the CommuniLyts Article XXIII appiication but
agreed wiLh me fhat i¿ would be a rong hard battle Lo make any
real impact on Japanrs imports.
Tel ecommunications

1 1 A good diseussion vras held with the Federal Communlcations
Commission (fCC) on liberalisation, broadband cab1e, satell1tes,
regulatory mechanisms ete. Two points of interest: first,
congress is attempting to legisJate !o bring the regulabory
agencies under congressionar eontrol. clearly, their free-
standing, non-political role has becorne an ernbarrassement,
second, the Fcc salr Britain as having a unique opportunlty to
advance cable Tv etc., and telecommunications in parallel and
perhaps in an integrafed way that had not been open Lo the United
SLates. lrte agreed lhaf bhere should be closer offieia] contacts
between my Departmenl and the Cornmission.

The Rest of the Talk

i ) US Investment in BrrfaÍn

12 Although most of the firms contacted acknowledged the
improvements faking place in our economy, therewere slill
anxieti.es about, UK inclust,rial relations, abouf Lhe delays in
gebting projecLs off lhe ground, about publlc seeLor strikes anci

so on. The baggage handrers strike aL HeaLhrow had obviously
dlsrupfed one or two key visits Lo Britain and mey actually have
lost us one particular investment projecf which in ihe event has
gone to Holland.
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13 For high technolo8vr high growfh companies, the uK is seen as

a good loeaLion for us subsidiaries for example the recent

decision by Hewlett Packard !o make a major nevJ investmenf in

Brislol. 0n the other hand, Lhe point was strongly made fo ne

that ib remains difflcult for us to develop our ohrn home grohtn

high technology, high growth eompanies fron scratch, because 
'

despite lhe improvements thaf have been nade, w€ do noL give

enough encouragement to venture capital anci hte do not offer an

a!tractive regime for stock options. I will be diseusslng wilh

the Chancellor of the Exchequer what further ehanges we need bo

make il we are really to ernulaLe bhe Silieon Val]ey phenomenon in

thls countrY.

14 On aI] these eompanJ¡ visits I was accompanied by the relevanL

consuf-General or by a member of their sLaffs. It is obvious

lhat they have built up admirabl-e reJalionships with nany of the

firms in their areas. They did, however, stress very strongly

the desirabilitY of bhe best P ossible co-o ation between the

variouÞ UK ageneies engageci in promot ing inward invesLmenl.

1rJ Industry and Edueaiion

15 My programme included visits Lo fhe Massachusetts InstiLute

of Technology and stanford university. I was briefed by senior

academics on the admirable relaLionships those inslitutions have

esLablished wit,h indusfry in lheir areas and v¡as able to

reeognise how enormously iriportant a strong iechnological

univers ity can be in promoting f aster industrial growth in if -q

loeatity. Though we have made a sLar! on thls in Britain, hle

havea}ongwayLogo;andeveninLheUSA'bhenumberof
institutions which have successfully emulafed MIT and Slanlord is

evidentlY quife sma]].
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Con clusion

16 I would like to fhank the Foreign and Commonweallh Office and
our PosLs. in lhe unifed Sfates for arranging programmes which
L¡ere fuI1 of interesl and val-ue. I was particularly impressed
with lhe callbre of fhe guest lists for dinner parLies arranged
by fhe Ambassador in Washingfon and the Consuls-General in New

York and San FrancÍsco. I warmly appreciaLe the trouble lhaL was

taken to make my tour really worthwhile, and I hope fhat Francis
Pym will pass this on fo the Posts concerned.

17 I am copying this minute Lo Geoffrey Howe, Franels Pym, Keith
Joseph, Jim Prior, George Younger, Nieholas Edwardsrpeter fiees,
and to Mr John Sparrow

PJ

v-r Apr1l 1 982

DeparLmenL of Inciust,ry
Ashdown House
123 Victoria Street

I
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THE SECRETARY OF THE TREASURY
WASHINGTON

Apri)- 22, 1982

Dear Sir Geoffrey:

Our representatives will be meeting in Paris acain l'1a1' 6

and 7 to consicler revisions in the arrangernent on guiCe-
lines for officially supported exPort credits. these ,
revisions are bad].y needed to i -cuce the element of
subsidy in officially supported export financing.

The adjustments in interest rates last l"lovesrber initiated
the foñg overdue process of reducing and eventuallr/ eliminating
export credit subsidies. l'levertheless, ther¡ represent only a

fiist. step and, indeed, offer no significant reduction, but
only a rolLback t.o the subsidy-j-eveI prevailing in 1980 when
it was already recognized that there was a heed to sharply
reduce these subsidies.

The May meeting should make a ma

rates toward market leve1s, mak
cases r^¡ilh low market rates of i

effort to increase interest
allowance f.or those sPecial

rest. At a time r"¡hen we are

jor
ing
nte

all struggling r+ith the problem of budget ceficits, it is
inappropiiate-to continue costly export credit subsiCies.
fhey- arê a ma jor dra-i n on the budgets of !ïanl/ countr-ies and
their advanLages are doubtful since they are usually matched
by foreign competition.

In addition to increasing the interest rate, w€ should also
seek to ratioïìalize the classification of borroruing countries
under the arrangement. The United States lias long favoreC
a unitary rate structure in the belief that export credits
are a trãde promotion r¡easure, not an aid nechanis¡n. I"le

should agree to reclassity borrorn'inç1 countrieà so that their
status under the arrangement i:etter refiects tlreir economic
situat.ion. It is most unfortunate that the OECD countries
continue to provide subsidized expóït financinq even where
it is inapprôpriate, such es among arrangement participants
and Èo the USSR, a major industrial and military go\fer.

,,

t





I
Il

.¡

ì
2

r hope th¿i'L T can courlt on )/our suppo::t on Lhis extrenrel''¡
impo:: t a:i't tiiä ''J i" c ]: .

SincereIY,

DonaId T. Regan

Rt. Hon. Sjr.' Geoffrcv llowe 8C ¡{P
Chance'ì -Lo:: Ot' o-he Exchecîuer
H i'.'¡ Tl'ea s' ir l--i'
!'ar I ia:,-.rcn t S a: r(:c+-
Loncon -ci';JP -iÀC
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I.1Íì LOVELL

MnrrsrER 0F STATE (REVElru¡l)

FROtil: A C S ALLAI'I Pr'4/P
DATE: ?7 April 1982

Chancellor -Chief Secreüary
Financial- Secretary
Economic Secre bar'¡r
l'linisber of State (c)
Mr Ryri e ,v\l c-.,,.Þ-d rv
Mr f'liddl-eton
Mr P Dixon
Ur D Moore
Mr Chivers
Mr: Gordon
Mr Robson
Mr Andren
Mr tr Hartin
l'ïr Potter
PS/Inland Revenue

cc

S}ìCRETARY OF STATE FOR INDUSTRY'S VTSIT TO THE US

The Chancellor asked you to consider the iniplications of Mr Jenkj-n's
coûLmenbs about the difficrrlties of developing "our own home grown
hlgh technology, high growth companies from scratch, " This comment

was nade in his minute to the Prime Minister on 7 April about his
trip to the US on March 22 to April 2.

?. l{r Jenkin has since written to the Chancellor on -i6 April
about one specific point on taxation of share options. The Inlancl
Revenue will be providing advj-ce on this. Mr Jenkin"'aist, indicates
he will be writing separately about "improvements which I see as

necessary if r,ve are to'' tap the potential sources of venture capital
orì the scale needed to generate the kind of format of innovation
which we seek. " It seems likely that this will prinarily cover
tax points too.

t. There mayr however, also be some points on the e)cpenditure side
which wi-1l emerge. You rnay be interested to see the attached note
which l'lr Quinlan pr-rt to the Chancellor on'18 February. This note
doubted rvhether there was an across-the-board problem which might be

susceptible to any ne'vv generaÌ measures by Government, but wonderecl

whether there might be a specific problem for high-risk investment in
innovative activiti.es where some action by Government might help.
This is sornething wi,ich we a.?e orrrsuing infornally wi th DOI r¡',cL t?rr:

Bank of iìnglanrÌ, tiror¡¿h çs alc not convince C th¿rL the scope lor' ;lt:b I oli

is aL ail largc.





+. More generally, the Budget package of extra erpenditure on
i lvation will have provided some small boost. One of the
measures to be taken by DOI is to raise grant rates for most
R&D schemes from 21% to tt+% for a limited period.; this in
itæ1f reduces the risk and the financing cost of investing
in innovation.

,. The developnent of public purchasing policy aimed at "public
purchasing policy airned at "pulling through" new British
products and processes should also help in this direction. The

Government has welcomed the genæl thesis of the ACARD report
on R&D for publich purchasing, that the private sector should
undertake a greater share of the R&D whj_ch supports public
purchasing. This should lead to greater attention being given
to the needs of extrlort markets when new products and services are
being developed for the public sector, and shoul-d improve the
private sector' s technologì-cal capacity.

6. You may like to know that the Treasury's Rllicy Coordinating
Comnitteer chaired by Sir Douglas Wass, will be discussing Government
support for in¡ovation at a meeting early next month. fn the
light of that discussion we shall be considering whether there are
any further points or proposals we should put to Ministers.

I
Ç'-I C S ALLÀN
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Fron: H E Q{IINLAN
18 February 1982

cHANgErr¡B OF Tm EXCEDQIIXB cc Chief Secratar¡r
llnanciall SecretarT
Econonic Secrotary
Hinister of State (C)
l{inister of State'(L)
8ir Douglae Yass
l{r Burne
ltr Ryrie
Mr ltiddleton
Mr Byatt
Mr Battiehill
Hr Britton
Hr Chrlstie
Mr Kemp
I.fr
h
Hr
Hr
l{r Robson
l{r furnbu]-I
l,fr Andren
Hr Seebohn

Hr Isaac (IB)

ETNANCE TþR PRIVATE-ffiCTOR INDUSIA.I.{L INI/ESTUENT

Alongside our consideration of the particular proposals by Hr Gryllst on

uhich l{r Hiddletonre ninute'to you of 14 December last gave our eonclueions, we

have been doing some work on the reality and nature of the underlying iesue

which the Grylls Gror:p was seeking to address. I attach a short note giving

the outcone.

Z. As you vilL eee, the note Lg eceptical of whether there is an across-the-board

problen of a t¡rpe susceptibte (wittrtn macro-economic policy) to non-selective aid

in thc eort of vay tbe Grylla ideae envisage; the noet inportant aid to sound

investment will be to improve the general. conditlon of the economy'

t. Tou will however see that two particular points are + o t e d as north

further thought. fhe first (paragraphe 12 and t4(a)) is trre possibility of

foetering - preferabl-y by explanation rather than any new intervention technique -
the nider use of index-Lir¡ked bórrowing; thie chimes with a possible line of

enquiry ídentified by the Financial gecretaryre neeting laet might. Trhe eecond

(par"grapha 17 an¿ f4(b)) relates to the poeslble uee of a partial-guarantee

concept to encourage innovatory investment by enall to medium sized firms. Ue
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cannot yet conclude clth certainty that action on such lines vould fill any

aigntficant real gap La curent arrangemente, and I aee no way in which ve could

pnrdently regard lt as a candldate for ve.ry carly.action. Bnt íf you find it
Lnterectingr ïo ¡muld e4pÌore natters further on a non-com¡nlttaL basle with the

Departnent of Induetry and the Bank of Eng1and.

vl-.
M E QUINI¿AN

lÌ
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U.S. Suggests PaneI

Of Trqde Partners

On Economic PolicY

June 4 to 6.---fne plan calls for creetlng a permenent

*oäiñg g.up of top government finance of'
iõúË ã""¡ côntral 

-bankers 
from a-handful

ôîl"reã countries. The panel would meet

severa-l times a year to discuss sconomlc

mlicles.---u.S. 
officials emphaslzed that the group

wouldn't have any powers to alter individual
å.onoäi" policiãs, and said the U'S'

"ï,iián;t 
chänge its policy of refusing to ln'

tervene in world currency markets'-- 
fhe proposal is belng offered es a ges-

turõ-ió'meät nurop"an complalnts that the

U.S. tras failed to-consult lts trading pert'

ñers sufficiently on the effect of lts eco'

nõmic policies.- Europe ls partlcularly 
-con'

õãiti.o ä¡out high htérest rates ln the U'S'- 
The U.S. also wants to head off a move

bv some European countries to abandon

iúeli anti-inflation policies in favor of new

ãóóiotið' stlmulrs- measures, desigaed- to

f,álp ¡rtng down Europe's high unernploy'

ment rates.-'--ÁnO 
\ryashington hopes to squelch-Euro

¡ean àemands-that lhe U.S' and Japan'
['r,ose inniiion rates are relatively low' þ-
øn-to spu. their economies faster' Some Eu'

irp"-i iav such measures would help pull

Europe back on its teet.--fnï neagan administrâtion contends that

anf õi t¡esõ moves *'ould only refuel world'
wläe inflatlon p¡essures. Europeans have

complalned Ùaf hlgh U.S. lnterest rates are

iõiöi'r,g tttãt to relep their owr rates hlgh'
ouelline any recovery.'-i.îloirrtiar salôit stl[ lsn't clear how

manv countries would participate ln the co
ordtñating group. The seven attendlng tne

v;;*tiid s-umniit are the u.s., Japan, rrvest

dffi;t, - 
srttaln' canada, France and

Italy. 

-
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*ATE$ ExËnTËB tr'Y TltÊ pro$pe.tTlvñ ul6il EUrlßË,T f:ËFlclT$ Cr\f¡ BF- ALLEVI-
,{TË,0 tH 19n3 Àf{} gñTOHËt, lF lT l$ f{üT, TilE U S Eç0flCI!'ly lS Lil'¡LlKñLY

Tt ExpESrËiifi-; A STfrCIt{G û* STJSTål¡tE} Rtç0VËf;Y, tjHå}4Pl_0T$Ëfr¡T ttuLl}
Rl $5, FUilTHER Â$,n THË PfiOpSECT, F0fr å REPU$LI CÅN pf;ESl 0Ët{TlAl Vl üT$RY

I I'd 1984 hçULã SË Ð lpl I l{ I StlgB.

¡r. pFESlrr[f{T RËAGA$ tr*$ illS.ru$6ED T}rt r{e0Ð tF î?{E tü|{GfiËSS l¡{
ttAlttìLtÊ¡g Tt{Ë rvBS ButûETr Hts BUDGIÎ P*0ñSAL$ lN dAtiluAfiY pmv8n
ltÀlÀtrf'FÞÎÅûtF: i¡ô? IFAST EFCÅll3,F luf,v lr¡$f,llìtFn f lË ÊËÅr tg?lÊ
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Ë00t{0illt Ag$t}rttp?t0i{g gn€ gUBgf lTUTËD} VË¡tv l"ÀR6E rtEFlClTS ltfD6ED,

A¡¡D h€R[ T+{eREFts€ A lüt r"ÀTltN tr T$E Fl $CAL RESpSÞ¡$l8l l-lTY $illgH T}lE,

tiËpuËL I 0Ati¡ pÅfiTy åHIt fiEÅ cÅf\l t{ I }i$ËLf çÅùrpÂ I €NEÐ F0Ë AÈ¡Ð h¡l{ I ÇFt l*{ LL

.$TRËãT idAS ÐËFIAI,iIiINg. IF THg Pf,Ë$INËNT THOUSI{T THAT SI'FPOKT FÛR I4IS

i X ÇUT FRtGÊAr'$,rË Åi''¡Ð F0[t lr'{tRgf{SES llr SEFENTË. $PËNf}lHG hOULD

[,-.,rtrËlG¡¡ AtïXlËTY Ag0uT Tþ{E l}EFl6lT, t{ñ, WÂS HHgt\iG. HE WA$ ALSO }dntruG

ln Tfitf{t{lr.r6 TF{¡|T Hg t0f.l{-Ir i¡,{tLrûAË r{l$ Pfi0Po$AL$ Tr{RCIt}th{ ç0HGllL$s

AS ltË rlF $ô år,gCË$SFULLy Â yÊA{ Âßf)r THls Tlþtg, }lE hA$ tlF AßAINST

¡r0T JU$T Tt1Ë 0ppo$tTl0tê CIF Tt¡E l¡8¡lCIf;fiAT$ BUT THE lll$$ATISFåtTt0li
Of' T¡+ã Ct'NÊfrÊ$S[OûrÅt- LË{f}Ëf,SHlf lfi ill$ tur.¡ PATTY¡ Wtl0 F0RE,$ÂH 6l8Rl0[$
pol"f TlcÀL Âf.{r Êc0t't$Fllc TmüBLË AHËÅÐ lF Tr{ËY TRIËp TCI Ii4PLF.F!Ë!üT

Hls BuüüËT FROF0$AL$ ln $, tsilGtËsslolllåL ËLËçTl0l{ YËÂfi,

1. REATAT{ '$ ATTËHpTS 1'0 ÐlVEnT FtLlTtcÅL ÀTTËt{TloH FRoþr Tfig gu0GbT

t{tTH Hts Fn0pÛsALs oil euoTE nËþ/ F€DgÊAttSi{ L,H$uÛTg AHn !{l$ $UPPtftT

FüR A ttl'¡f¡TlTUTl0l{AL Ae4E},tBt{SHT T0 RÊ0U1fl6 A nÀt,qHCËB BUD€ÊT

(w.tlt¡{ A*tTtcAY f,,01¡LÞ }¡0T TAKE ËrFEtT F0ñ S0},1Ë Y€áft$} HÅVg r{07

lMpRË,ssÊt Flt',âf{cf ÅL HARX€T$. ûtd lÈtÀLL $T*E,ET THE P€,$gl},llS'T åBoUT

I$TEñEST ñATS.S €TTE}úÐS !'ËLL F{YSMT LEåSIfTG gfiITIT$ LIHË Ttgl{RY

xåuFï¡tAr{. ptËSsuRgs By THt AÐ}rl¡¡lsTRåTlsq 0H ÎHå FEp T0 EA$Ë, ufå ofi¡

F,îori€,Teåy potlty rúuLû BË ËvEtt rdoB$g fiEcÉlvË0, 8lNçE lî t*gutÐ o$LY

REFUÉL lfirLÅTtû¡lAây f,XPECTATIONST l1{ åNY tA$Ë gFlA}AMA¡{ VOLCF.Ën SffiUS

I'rt slsf$s 0r 8Elù¡ü Fuü6ts FÊtf'1 Hl$ PCILlcY,

6r ¡it,æTlåTlü|,¡S CIN THE BUBË91 ÀHg $TÅLtãÐ, PAnTLy A$ Å tÊ$Utî 0F

6Ë${Ul},1€ ÐlFF€REl'lCË$ 0F Fl.llLtrcPHY B[TttC,El* Tt{€ PARTI[,$" lT lS
fCItrTui{ÂYe ñ}R ûÍArÅl\r T|{AT TH[, DÊMoCRAT"ç, UHntß lt{EFrEcTlVg

LEAtgR$þll p' AËE sl vltL.t ltü tot'¡GçËs$, ttBIRÂL sE]1ocfrATs - lff DftAltl[lc

*TTE!úTIûtr T0 THË ÞlST*tEuTlorr¡At tlltFAtFtrfi,$$ 0r ÊEÅfiAlt'S PntPOsAL$ -
î4UST TREAÐ çASSF$tLY IF TIIÉY åRE TO AVOIfi TÀXIft6 RËSPOHSISILITY

FfJR A BUUgET níFlClT ri0þr ACKiloHLgÐGEn Tt R€,ÀfH $CIME Ðrg¡¡ùfis 18ø sl{

li¡ FY&3 lF t{Sït'tl}r6 l$ tlû?{E TCI nbÞuÊE lT.

1. THË Dât40çRATs LÐþLü LlrË T0 Ëç{tt8 REÅgl¡¡ 1ç FosTpof{E THË TülRÐ

I|{STALLf{SHT 0F r{t S TÅX frEÐr.¡tTt0¡{ pASXAG€ (ÐUE lfr¡ JtJtT 19S3}.

THEY hNilLÞ TI{ËREBY ûAI$,¡ SO}{E TñEDIÎ FOR FEÐIICII{G IH€ BUDgËT ÐËFICIT

}¡lTH0UT cuTTtHe lNTo Ët!¡TlrtËttf;'llT t¡ft0gflAt'lptÉ.s' AH$ l¡ouLD ÅLs0 HAvË

Ð8FüATES Tilf, PRESIÐËiÛT ofl ûHE 0F THÉ rtY PLAHI($ l1$ HIS ËCtf,l$i4lc

PLATFOñ!4* Tt{f pfiÊSlÞE}¡Î HåS NOT F6E¡¡ PRËÊåËËD T0 råLL FOR THIS,
å,?ID HÅ$ SAID T}TAT HË IS PIIEPà8E,Ð TO GOHFñ$HI$F BY ACCSPTII{G A

'Tfr4p0aAfiy t$fcoHË, TAx su*ct{A*Ê.g ll$ 1983 AüÐ $OHË çtT-8ACKg llt Tl'lE

DgFgrtt6 BUTLD-tp, p8ovlHn ÎilÅT TrtE þ8?,!CICRÅTS J0llr \{lTH t{|il lN

TÅr< lxÊ mSPoÊ¡81Bl LITY F0n PEIltlcl!{s Ét{TlTLgÈÎEHT PRogfiAt'tt4t,g" liú

Ff,Å6TICf , THIS çOULÞ IHVõLVE LIËITIHG ÂIJTOSÂTIC çTST OF LIVIF{C

IHgRgå$86. {TIIS HÅLL ST JOUN$AL RË,PSilTEN THåT THË PRE$IDËT{T AL$T

0FF€nED Â St{0R1 ÞELAï tH Tr{Ë JULT r9S3 CUT lN l¡lDlVlÞUAL lî{tsHg





LATE,R ofl. )

s. Étecïlsil TËAn P0LtTlt$ s0 l{0T }4AHE Foft A HS0B llr t#{lf,H T}'l[

fr$lSË.ÌaT åiln çOSGRESSI0û{ÀL Lfit[frftS CAt{ FËåDtl-Y åßÊËE A Bl-PfinTl$AN

r \pfr0[418ã f0 puT T0 TxE F[]LL C0!$0FãüS, tf THEï CA]IH0T A€f,gfr^, î]'lËil

úTt{GnË$6 ilÅ$ T0 ÊEvE,nT T0 Tr{g STAHÐ&RÐ 8UÐ$6T PRocgtufr€$r TSS|BLË

0UTCÐ1,1ËS tXÇtu$& I
År AûRg[r{EitT otf pE$¡rå¡iË,t{T î.tËAÊUFgS LËA0lHe Tt SECLItülÌtç ÛËrlÇlïg
0vÉ* THA figrr Tl,tfißË YgÀF$ 0F ufiDEÊ $oILARS 1ø6 81{ A TÉ,ÅRÇ (Tttl$ lS
Fga¡¡STlcALLr THÊ r405T $ATtfiFÂCTofiy 0F THË fiÀnûg 0r possl&LË

0UTC0?'18$r ì
äf A g0HÏlfttJt¡¡6 pE,nloÐ li¡ HHlct't $0 sP€çlrlc ¡cTl0l¡ ts îA{Ëit T0

AÐoFT ÅFl FTeS 8UD6ST, Tlt[ I!ÍCf,*TAIHTY ÈtËlffG FFol+ Tr.tl$ tc0uLä LËÂn T0

úrHTlr*ul!ûû vÐtÅTlLlTy, Aì¡ïï pf,osABLy fi,fr$ffr ÐET[ftttÊATt0N, ¡Fl

FlfiÅrtgtåL r{ånfiËTs, pÀÊTlttttÅnLy tr n0 gFFËSTtvE AçTttl{ HAD BËgrl

TåKgf{ ßy TnË Et-ÉçTloH 11,¡ H0VEîiìSËR,

c. $0i,1Ë t(il{Ð 0r strf€ûrlclAL çot{pn0$lsE üfrr THg Llt{g.s ÅLñËAÐT

Dt$su$$cB 8y THE pnËSlÐËilT AfrÐ TxE BãþîûcfrÅîS hfitgtl rdoulÐ ßEÍrucË

THË FYSS ÐEFICIT üY À ËIT' FT¡I }¡ûT ËTIOUüI'{, AIfÞ IIOT SEAI ETFECTITTLY
ylTr{ THS ÐËFlcrTS l}ü LÀTËR YËARS. THlS hÐulû lHSFlffi l-lTTr-Ë

tsftFlÐ6!rcE llt THE Ftl'tÂt*ttåL nnRK€Ts, åt*$ ktult LËAv6 THE REAU

ËLtïtçAt- År,r$ Ët0r{û.fitc &*TTLE T0 BE Fûugt{T AGAI!¡ ilfi,xï r€Àß,

g. THI tssufi 0F Å FT83 BUDGST C0tlpR0ülgË wtLL g]qtrgË ÂüAlt{ t{t{€r TH6
gltL Tr) l$ttf,Ë*$s THÊ rÊ,üË*AL ÐEBã gEtLtH$ ç0t^fES BãF0nE c0r{€fiËS$

FAß8ÀBLY t!$ r'!lÐ-Jtli,rË" frËÅg*Ê¡ ilÅg HÅD so$€ SugcËss lN ATTÅÇr{fHË BLAF1E

MN THË FÅILUSE OF THI FIRST frOUilN OF BIJSGfrT HÊüOTIATIO}IS OH THS

DEf{0CRåT$" BtiT HE HåE 1l|0H 3ËEFt l{l{ $FFtçg FüÊ ì{6LL CIVEff À YSAA, Âil$
rH¡Þ1 þtt$ tfil lT ulLL NOT gg Eh0lJGH rcR Hll,l T0 $lf,t Pnå$lÐÊl,lTlAL

*ÂTTlgs ASOUT h8{0 yA$ RE$F{ùt{$lBLñ Fe* ?xE C0LLåP$Ë CIF Î{gGûTlATl0HS,
ftE xËg,Ðs A $ÂTtsFAcT0Ry c0Hp*0f'rt$Ë T0 ng figAfHËs rIlTHouT A BtTTfrR
AI{TI PROTHåçTEÐ 8ÅTTIË BfiFSNT THF SIIF4E?EË RSçËS$I

10, rsc û pLEAs€ ÅnvûittE T0 p$/cHl¡rcål"lcn 0r THE Exct{EQUËÊ Âr{Ð

BûTTRItL {TRÊASuHy), A¡úU TS wATS0}r (SÅfrx ûF Ërrglâ}*Ð}r

r c 0 Få$g 8ûvl$¡G UHftgp 8fit $$Ë,¡s, tfisgl NATo, påRls, Rot-{E, B0lrt{

ToxYü, Ar{It 0TTÂ'wÅr

HË,ilSfr H$tìû

ii
?{!{ f{ ft
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PRESIDENT REAGAI¡ A}¡D THE FY83 U. S. BUÐGET
(HY TELNo t53ø oF 3ø.ApRtL)
1. IOU HIGHT LIKE TO HAVÊ A ROUIIDUP OF THE POLITlCAL AND
ECONOHIC SCENE 6ÊFORË THE CHANCETTON OF THE EXCHÉQUER STES
TREASURY SECRETARY REGAN AT THE E}¡D oF THIS h€EK.

2. THE U S BUDGET CONTINUES To EE PR€S|DEliT RãAGAN,S HoST DtFFtCULT
D0NESTIc PFOBLEH. hTIILE INFLATIoN Is coHIHG DoI,N, oTHER SHoRT-TERM
ECONOMIC PROBLEHS REMAIN SERIOUS - THE CONTIIiUING RECESSION,
UHEI.IPLOYHENT AT 9 PERCENT AND ON A RISING TREI{D, BAIIKS' PRTHE

IHTEREST RÅTES AT 16.5 PERCENT, THT CAR AND CONSTRUfiIOIi INDUSTRIES
IN SEVERE DEPRESSION, COMPANY PROFITS LOW A1.¡D THE SOLVENCY OF
I,!ANY I¡I DOUBT (EG SOHE SAVINGS'AHD LOAN ASSOCIATIONS AND HAJOR
AtRLtNES).

3. BUT REAGIX 'S P.EDIUM TERI', PEOBLEHS ARE PERHAPS MORE SI6NIFICANT.
,ASSUHING THAT THE EXPECTED ECONOMIC RECOVERY TAKES PLACE I}I THE

SECOIiD HALF OF 7982, THE QUESTION IS HOW THE PRESSURE OF INTERÊST

RATES E.XERTED BY THE PROSPECTIVE HIGH BUDGET DÊFICITS CAN BE ALLEVI-
ATÉD lN '1983 AND BEyîND. lF lT lS NoT, THE U S ECorioMY tS UNLTXELY

T0 ExpERlENcË A STRolrG 0R SUSTA INE,D RECoVERy, UNErlptol'.ì'1ENT CoULD

RISE FURTHER AND THÊ PROPSECTS FOR A REPUBLICAH PRESIDTNTIAI. VICTORY

lN 1984 h0ULD BE Dlt'llHlSI{ED.

4. PRESIDENT REAGA}¡ HAS P,ISJUDGED THE HOOD OF THE CONGRESS IN

HANDLING THE FY83 BUDGET. HIS BUDGET PROPOSALS IN JANUARY PROVED

UNACTEPTABLE, NOT LEAST BECAUSE THEY INVOLVED ( IF RETIIsTIC
EcoNoHrc ASsuHpTtoNs r{€RÊ suBsilTurÊD) vERy ¡-anFlEËìîirs tNDEED,

AH hERE TI{ERE AN GATION OF THE FISCAL RESPONSIBILITY I{H ICH TI.IE

REPUBLICAN PARTY AND REAGAN HIHSELF CAMPAIGNED FOR AND VIIICH T{ALL

STREET IIAS DEHANDING. IF THE PRESIDENT THOUGHT THAT SUPPORT FOR HIS

TAX CUT PROGRAHHE AND FOR INCREASES IN DEFENCE SPENDING IDULD

cuTh€to{ ANXIETY ABoUT THE DEFICIT, HE WAS yRoNG. HE yAS ALSo WRoNG

IN THII'IKING THAT HE COULD RA ILROAD HI S PROPOSALS THROUGI{ CONGRESS

AS HE D¡D S0 SUCCTSSFULLY A Y€AR AGo, THIS TIHE, HE lrAS UP AGAINST

NOT JUST THE OPPOSITION OF THE DEHOCRATS BÚT THE DISSATISFACTIOil

0F THE CoNGRESSIoilAL I-EADERSH¡p lN HIS ou/t{ PARTY, w}10 FORESAY SERl0t6

POLITICAL AND ECONOMIC TROUBLE AHEAD IF THEY TRIÊD TO IHPLEHE}IT

HIS BUDGET PROPOSALS IN A CONGRESSIONAL ELECTION YEAR,

5. RIAGAN 'S ATTEHPTS TO DIVENT POLITICAL ATTENTIO}I FROI.I TI{E BUDGET

TIITH HIS PROPCSALS OI¡ OUOTE NET/ FEDERALISI,' UNQUOTE AND HIS SUPPORT

FCR A CO}¡STITI'TIOHAi IIIEHDI4ET¡T TO REOUIRE A BALANCED BUDGET

Æ-ÊsÉ./ereô / ( **u
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(r,/HlcH AtrY[lAY COULD tloT TAKt EFFE.CT F0R SoHE. YËÂñS) HAVE l{oT

IMPRESSED FII'IAIICIAL I'lARKETS. OIt WAtL STRETT THE PTSSII¡'IS1.,1 AEOUT

INTE.REST RATES EXTiNDS I\€LL BÊYOIID LEADII{G CRITICS LIKE HËNRY

KAUFMAI,I . PRESSUR¿-S EY THi ADfi ltl ¡ sTRAT ION ON THÊ FED T0 EASÊ UP 0rl

HoNETARY POLICY hoULD BE EVEN hORSE RECEIVED, SINCE lT UOULD oNLY

ñlFUEL lNFLATl0l¡ARY EXF:CTÂTl0r:s. lli Ai.t'cÅsL cHAlAv',Å¡i V0LcriEn sHob's

tiû Sl GliS OF Ei lliG ôUÐGt-i FËCt': i:l S P0llCY'

6. NEGOTIATIONS ON THE BUDGTT ÀRE STALLED, PARTLY AS A RESULT OF

GENUINE DI FFÊR:NCES OF PI{ ILOSCPHY BTTT{€EN THÊ PART IES' IT I S

FORTUNATE FCA REAGAN THÀT THE DEHOCRÂTS, UNDÊR INEFFECTIVE

LEADERSHI P, ARE gI VI DED IN CONGñESS. LI BEñÀL DE¡IOCRATS - IN DRA}'ING

ATTENTIO}I TO THE DISTRIBUTIONA¡ UNFAIRNESS OF REAGAN'S PROPOSALS -
¡,,.UST TREAD CAREFULLV lF THEY APE TO AvOID TAXII¡G RESPSNS¡ElLlTY

FOR A BUDG:T DEFICIT HOV ÀCXI|OhILEDGED TO REACH SOHS DOLLARS 18S BN

IN FY83 IF NOTHING IS DONÊ TO REDUCE IT.

7. THe'prUocnaTs bfcuLD LlxE TO FORCÊ REAGAII TO PoSTPoNE THE THIRD

INSTAUTTqEHT OF HIS TAX REDUSTIOH PACKAGE (DUE IN JULY 1983)'

THEY b!ULD THERÉBY GAIN SOHE CREDIT FOR REDUC¡NG THE BUDGÊT DEFICIT

W¡THOUT CUTTING INTO ENTITLEHENT PROGRA}1HESI AIID IOULD ALSO HAVE

DEr¿ATED THE PRÉSIDE}IT ON ONE OF THE xgY P¡ANKS IN HlS ÉCONOHIC

pI_ATFORI{. THE PRE SIDENT HAS HOT FEEN PREPARED TO FALL FoR TH ls'
Al¡D HAS SAID THAT HE lS PREPARED TO COMPROHISE BY ACCEPTII¡G A

TE.yPORARY IHCO¡4E TÂx SURCHARGE lN 1983 AliD SOME CUT-BACKS lN THE

DE,FÉrtcE EUILD-UP, PROVIDED THAT THE DEI'IOCRATS J0¡ll t'lTH Hlli! lN

rexlHe RESPONSIBILITY FOR REDUCING ENTITLE¡4ENT PR0GRAMtlES. lil

PRACTlcE,THlSC0ULDlNvoLvELll.llTl}¡GAuTot'lATlcc0sT0FLlvlNG
¡NCREASES. (THE WALL sT JouRt¡ÀL REPORTED THAT THE PRESIDENT ALSo

oFFERED A SHORT DSLAY lll THE JULY 1983 CtJt lN lHDlvlDuAL lNCoHE

TAX RATES, EW THls tt,As NOT ACKNOIILE^DGED lll Hls PUBLIc STATEHENTS

LATER ON. )

S.ELECTI0NYEARPoLIT¡csDoNoTHAKEFoRAt'l00DlNt{t{lcHTHE
pRESIDENT AND CoNGRESSIONAL LEADERS CAt¡ READILY AGREE À ¡l-plRTlSAN

COHPAOHISE TO PUT TO THE FULL COIIGRESS' IF THEY CANNOT AGREE' THEN

coNGREssHASToREVERTToTHE5I¡¡þARDBuDGETPRoCEDURES.P0SSIBLE
otTco¡4ES lt'¡stuDE ¡

A. AGREEMENT ON PERMAI'¡ÉNT HEASURES LEÀ!ÌIN6 TO D3CLINIilG DÊFICITS

ovER THE NEyT THREE y¿ARs oF uNDE.R DoLLARs 1øø BN A YEAR' (THls ls

REA¡¡STICALIY THE }IOST SATISFASTORY OF THE RANGE OF POSSIBLE

ouTcOMES. )

E.AcoNTINUINGPÉRloDl¡it,l{lcHNosPEclFIcAcTlo}¡¡STAKE}¡T0
lmrf Ail FyB3 BUDGET. Tr{E UilCERTATNTY RISING FRoH THIS |+oULD LEAD T0

coltTlNulHG VOLATILITY, AllD PRoBABLY FURTHÉR DETERIORATIOti, ¡t{ '

FtltAilctAL üARKETS, PARTICUIARt-Y lF NO EFr.zCTIVE ACTlot't HAD BÉEtt

TAXE}I BY THE ELÉCTION IIJ NOVEHDER'

C. SOI,IE XIND OF SUPEFFICIAL COHPROMISE ON THE LIHES ALREADY

gISCUSSED BY THE PRESIDENT AND THE DET1OCRÀTS IdHICH TÐULD REDUC€

THE Fy83 DEFICIT BY A blT, BUT NOT ErlOUGl.l' AND NOT DEAI- EFfrCfIVELY

TH THE DEFICITS ¡¡ ¡ÀTER Y€ARS. THIS hOULD TNSPIRE LITTLE

a /eorynørNv*Lre.-€Slzètffi
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C0tiFlD:tigE lti Tl.{-= Fl},AilCl¡.L t'rÅRlgTS, Alii !i3Ul-9 t-E"V-r fri-t Ri¡t-

PCLITICAL AND ECONOP1¡ç 6ÀTTLE TO tsE FCUG}{T AGA¡II NEXT''ÉAR'

g. THE lssuE, OF A FY&3 EUDGET COMPROMIsE Ul¡¡ EuERGE AC¡|N tâltEtl THE

íì.,-'io FÉDE,RAL DEBZ CEtL|NG coMES BEF0RE CoNGRESS

"*äi^rir";(';;;r;;) 

RÉAGAN HAS HAD soHE succEss rN ArrA'{¡¡6 r¡AHE

FOR TI{E FAILUqLo/HE F¡RST ROUNÐ OF BUDGET NEGOTIATIONS ON THE

DEHocRATs.BuT,.ExosNo}lBEENlNoFFlcEFoRh€LLovERAYÊAR,AN9
FROH NOY ON IT YILL NOT BE ET¡OUGH FOR H¡H TO }'IH PRÊSIDÉ}ITIAL

BATTLËSAEotItt{HoltAsREsPoNslBLÉFoRTHE'coLLAPsE,oFNEGoTlATl0Ns.
HE NEEDS A SATISFACTORY COHPROMISE TO BE RSACHED HITHOUT A BITTER

AND ÞROTRACTED EATTLE BEFORE THE SUMHER RECESS'

1ø.FScoPLEASEADVANCEToPS/CHÀNCELLoRoFTHEEXCHEQUERAIID
,õ**tLL (TREASURY)' AND TO vATSoN (BÀNK gp E¡6¡ÀND)'

FcoPASSsAvINGUKRÊPBRUSSELS,uKDÉLl,lATo,PARlS,Ro},tE,BoNN
TOK Y0, AND 0TTAI'A '

HENDE RSON
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C0NFIDEI'IIIAI'

FROM:

DAIE:
N J II,ETT
6 May 1982

FAIKI'A}IDS

UK restrictions
lfe have frozen .A.rgentine assets, but our restrj-ctions fall short

of a total block on Paynents to Argentina. tle have taken Pains to

minimise ct on the internat ional banking sYs m, by liniting
restrict ions to banks i na sdiction and allowing |tentrepot[

(management) business with existing Argentine loans to contj'nue'

tti of ba out the

.A,rgentina's apparent inability to raise new medium and long term

finance in the USA or elsewhere in consequence of tbe crisis and

the IJK freeze is a powerful- factor in the pressure on the junta'

Argentina is pretty well isolated in the international financial

markets. It is inportant that this pIlessure is naintained' {[he

banks' ntial instincts should nake forceful representations bY

the autborities unneeessar1r.

Possible Argegbine default

The uK,s present berief is that the problens for the international

banking system that could follow an .argentÍne default outweigb

any advantages
situation. Ì[r
(tbere is no harm in I

tbat default night b.ave for tbe innediate nego

Re n can be n rivate assurances to this
s sweat on this P nt by

tiating
end

refraining

--'

from public conment). Ue would, not ask the US to f¡reeze

Argentine assets (even suPPosing they could or would do this)
because of the risk to the international financial system'

US econonic sanctions (¡ a

lhe us have suspended new export credit guarantees and connodity

credit corporation guarantees (¡nain iupact Bsychological) I âs well

as nilitary exports (interpreted broadly) ' {!b'e Prine Minister bas

asked president Reagan to introduce a complete ban on irnportst but

it appears that the US is unwilling to do this'
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MR LAVELLE

CHANCELLOR

CONFIDENTIAL

FROM: ARHBOTTRTLL
DATE: 6 MaY t9B2

c c Mr Littler
Mr Garside

CHANCELLOR'S MEETING WITH MR DONALD REGAN' 7 MAY 1'982

I attactr a brief for the chancellorr s meeting with Mr Regan' together

withsupportingmaterial,namely,theexchangeoflettersearlier
this year, the lfashington embassyr s latest assessment of the position

on the budget negotiations and a recent Press cutting on Mr Reganr s

own attitude. ÎÌre chancellor may also find this use,ful for this

weekend f s l.unch with Mt S/futl-t'z'

A aiu'tr

A R H BOTTRILL

ENC
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CHANCELLORI S MEETING 'hIITH US TREASURY SECRETARY

MR DONALD REGAN, 7 MAY 1.982

POINTS TO MAKE

(i) Applaud US poJ-icies aimed at red.ucing inflation, including
strict monetary control. For the benefit of the whole free world
that US should succeed in these policies. Largest free economy.

Dominant role of doJ-l-ar in world trade and monetary system.

(ii) GJ-ad that US ackrieving major reduction in inflation.
pressive contribution from realistic pay settlements.

Im-

(iii) sut
ary policy.

sti].]. worried about balance between US fiscal and monet-
4 February).(Refer to letter to Regan,

(iv) Declared US polj-cy is to reduce, then eliminate budget deficits.
Instead, they are set to rise - more than glOO billion for two years
running. Result is that financiaJ- markets are not convinced about
future of the poJ-icy and interest rates remain high.

(v) Iü-gh US interest rates damage US i-ndustry and lousiness.
could defeat USrs ow'rì. counter-inflation and recovery policies.
that Mr Regan kras said just this.

They

Note

(vi ) But high US interest rates also d.amage the rest of the world.
Dwerybody faced with cLroice between J.etting their curuency depreciate
or accepting high interest rates also. US has a responsibility to
rest of free rÀ¡or]-d to avoid this damage.

(wii ) Onty way to lower interest rates is convincing improvement
in prospects for deficit and evidence of determination by Admini-
stration and Congress to tackle them. Better done by reducing ex-
penditure. But better partly by higher taxation than not at all.
Must reduce interest rates.
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(viii) No answer to say that sroo billion plus deficits not large

in relation to us GNp (perhaps')-4 per cent). us savings ratio muctr

lower than in Europe or Japan. Deficits are large by us standards

and above all, need is to put in place policies wl.ich convince market

that tLre trend for budget deficits is clearly downwards'ie the equiv-

alent of our MTFs.

BACKGROUND

Ttre C1.ancellor wrote to Mr Regan on 4 February (copy attached) makj'ng

most of the sàrne points'as,those above. Mr Reganrs reply on

B March (also attached) said the us budget measures were designed to

put the deficit on a declining path and took a relatively optimistic

view of the prospects for financing the deficit and for getting lower

interest rates.

2. The situation in the us economy tras worsened in several ways in

recent months as have tkre prospects for ttre budget deficit' The

pressures on the Administration ttrerefore have increased and doubts

about its strategY trave risen'

3. GDP fell bY about 1 Per cent

after a sinrilar fall in ttre last
in the first quarter of this Year

quarter of 1.981. Industrial Pro-

about 7 per cent below its level a year. ago' 11t'tsmPIoYment
duction is
is rising
are f].at.
running.

and is rrow about 9 per cent of the labour force'

The leading indicators in February fell for the
Retail sales

tenth month

--â
ru+-'.1

4. The most encouraging development has been a sharp slowdown in

inflation with wtrolesale prices falling in February and March' and

consumer prices rising at, an anrlral- rate of less tLran 2-) pet cent in

the first three montl-s of this year' Ttrese ffider-
stat e tkre underlYing

e''"'*
ratq of inf,lati on wkrich is ProbablY closer to

t------
t, but thi s is still a sharP imProvement orr the rate of

5-6
abou t 11 per cent a year ago' Tkrere has been some

er
hard wa e bar.qa inin.q

with Ford and General Motorsr workers accepting new

about 6$ per cent a year over the next 2$ years'

D
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5. In terest rates fetl from MaY to Decemb last year but Ïrave since

6$ per cent. Tl.e fall
risen. Ttre prime lending rate is now ab tt

in inflation imPlies tLrat real interest rates are now at historicallY

very high lewels muctr higher than tkrose of EuroPe or JaPan' Con-

I
¡1

.)

sequentlY the 5þ!þ has aPPreciated

year despite a growing trade deficit'
5 per cent since the end of last

The current account is close to

unless the economy continuesbalance but may soon move

depressed enough to hold
into deficit

down imPorts.

6.Little,ifany,recoveryinoutputSeemslikelyinthecurrent
quarter. T}re oEcD, together with most outside forecasters, expects

a modest recovery in the latter half of this year followed by growth

ofaround-3percentnextyear.Thisislessoptimisticthant}re
Administrationr s ovñl projections. The oEcD sees no faIl in us un-

employmentbeforetheendofnextyear.Inflation,troweverls}rould
Ievel out at about 6 per ..ttîü-.*= about the US current balance

differbutAdminj.strationofficials}ravespokenofadeficitof
gzo.F4obillionemergingnextyear'accompaniedbysomefallinthe
do11ar.

MonetarY PolicY

T.TheFederalReserve|stargetgrowthforMlduringtg}zisz}to
5t p"r cent though both the Administratiot t,ìttht Fed trave said that

growtkrs}rouldbeint}reupperthirdoftherange.Intheperiodbe-
tween December and mid-Apri1, however, growth has been around B per

cent ai, an annual tate. This implies that the recent growth rat'e must

be broadly halved for the rest of ttre year if the target is not to be

breached.Arecoveryinrealoutput,coupledw.iththeunderlyingin-
flatj-on rate, therefore! will imply t}re need for a furttrer sharp rise

in veJ-ocity with corresponding pressure on interest rates'

FiscaI PolicY

B. The latest position on the Ïregotiations between the Administration

andtheCongressovernextyear|sbudgetisdescribedintheattac}red
telegram from our l{ashington embassy. The Administrationrs own latest

publishedestj.matesputthelikelyFederaldeficitforthecurrent

3
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year (5.y tgBZ) and next year (fy 7983) ¡ottr at slightly over

É1OO bi1lion - about $fO tiffion trigher than the February proiectiorts'

These latest Administration figures, however, still use Febmaryrs

optimistic economic assumptions and unofficial estimates put next

yearrs deficit as high as glBO biltion if further measures are not

taken.

g. Mr Regan in a now celebrated phrase described the us econ-omy a

fortnight ago as tdead in the waterr, and implied that the Administration

wruld trave to cut the budget deficit to get the economy moving again'

He said:

rtl{igh interest rates have brougtrt this economy to its knees'

To get it goj-ng we have to let business know we are cutting

deficits. That will be the signal busj-ness wants.rr

(Financial Times, 16 Apri1, attached)'

10. The Dernocrats trave tried to persuade the President to abandon

the third tranche of his income tax cuts package so ttrat they can claim

credit for cutting the deficit without cuts in social security benefits'

Some Senators have argued for higher indirect taxes' Ttre President has

offered instead a possible income tax surcharge and lower defence

spending in return for cuts in social programmes'

77. hre shall be j-nterested to have Mr Reganr s own assessment of the

likely size of any compromise package and ttre resulting level of next

yearrs deficit. If the unoffícial estimates are anywhere near correct'

ttren a very substantial Packager of saY more ttran É5o uiffion, wilJ.

ue ne o*kêep -thõ--Adfi cl_ ttoít OO billion. This would
*t

S tilJ- represent about 3 Pe r cent of GDP and would be likely to pre

financing difficulties in wiew- of the ]-ow US sawings propensj-ty'

is forecast to rise to perhaps around 7 per cent of personal incomes

but would stilt be only about half that in the major

Duropean ecorì-omies and a thírd that in Japan'

EF2 Division
HM TreasurY
6 May 1"982
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2. I¡,le are intend ing to subnit briefing for the Paris and

Helsinki neetings to you separatelY this evening' [his na terial

will sP eak for itself (and will not contain any surprises). In

the sho rt tine available for bilateral exehanges '
you will

probablY not v,tish to anticipate next week's discussions.

However You night conceivablY }tke to glance at t he brief o in

the I{elsinki bundle, on the suggestion of a possible new

initiative at
-Versail-les on international monetar1r co-op eration:

this is a new talking Point which Mr Began rnight bring up ' [here

is also a G-þ brief on Eastern European issues, which night

warrant a glance' The ontY other Point You night like to Lrave in

nind is that Hr Regan is tlre current G-fO Chairman' This should

not be too onerous a task this time' (We have incidentallY not

yet seen a draft of the setmuniquá' but an outLine has been

mentioned to Deputies which sounded innocuous - )

witt have the us economy as their 
"ry1"-giry* I

ched a note of the line we suggest'you might l,f 7. Your discussions
focus. There is atta
take here Plus backgr
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6. The second

to l{r Regan in t
again with him'
done.

CONFIDENIIAI.,

+ ,rhere are three other topics on which briefing is arso

attached -

,. The first is a short note on the tr'alklands and US sanc-tions ' I

e written
ing
been '/L"''

?.Thethirdistheexportcreditconsensus.Alltr.willsend
forwardtoyoutomorrov¡anoteofthe}ineyouloighttake
followingkeydiscussionswhichwillhavebeentakingplacein
paris in the course of that day. However since the subiect is

complex, it may be helpful to have the attached background

briefing in advance'

B. lhere is one final Point' In the course of the last Versailles

Sunmit PreParatorY Heeting the Americans (t'lr Sprinkel) said that

there had been four occasions when the US had been PrePared to

interveneintheforeignexchangemarkets but found that theY

had quietened down by themseLves ' ltle understand in great

confidence (and not from a TreasurY source ) tnat one of those

occasions was the initial flurry in the ma rkets after the

Falklands invasion' Sterling has in fact proved rernarkablY

robust in subsequent weeks' lrle should al so probablY not reveal

knowledge of our understandi ng of the US Position' But it night

be worth saYing innocentlY tha t some months ago You recall that

Hr Regan said he would be PrePa red. to receive telePhone calls

if colleagues looked' for US helP in some sPecific disturbance'

Is this offer still oPen'? 6- w* '(\r*r-¡^t

is unitary taxation about whicb you hav

he past. [his subject seems worth rais

if only to be able to say that this has

)7.* ¿r{-r"¡^" Ê

(L-
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FROM : MINISIER OF STAIE (n)

DATE:61{aY1982*

Chief SecretarY
Financial SecretarY
Sir Kenneth Couzens
Mr Ryrie
Mr Burns
I{r Littler
Mr Quinlan
Mr lravelle
Mr Dixon
Mr Lovel1
MrRMartin-IR
PS/TR

cc

SECRETARY OF SIATE FOR TNDUSTRY'S VTSTT TO THE UNIIED STATES

You askecl for my views on Patríck Jenkin's minute of 7 Apríl

a.rising out of his recent visit to the uníted states. You

will by now have seen Mr Allants minute of 1? April which deals

with the inclustrial dirnensions. The Inland Revenue are

considering the fiscal aspects and- we await their comments'

However my initial views on this are that the two areas where

progress might be possible are share options and the Buej'ness

start-up scheme. I have always felt that the key to the

Business start-up scheme is to get financial institutions
interested in prornoting the scheme by both putting together

package d-eals to attract investors and" findi-ng companies who

are at the right stage in their d-evelopment to take advantage

of outsid.e equity capital. We rnight press Patrick ilenkin on

what the DoI think of the prospects here and what steps we

can jointly take to promote this form of business expansion'

Of the various points in Mr Allenrs minute, I think we should

make far more of our public purchasing policy. Far too frequently

this is looked. upon as a negative tool to enable us to plaee
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orders with an ailing British companyo rn¡hich we would

otherwise not doo in the hope that the add-itional orders

will help to keeP it going'

!üe should took u.pon our public purchasing policy as a positive

means of promoting and- developing what is good in British
ind.ustrybyplacingord-erswithcompaniesabletousethe
business as a stepping stone to useful expansion. I wonder

if thÍs aspect of our policy is properly considered and indeed

whether our purchasing people are sufficiently altüare of the full

sc:gpe of the policy. I und-erstand. the reluctance particularly

in the llreasury over this policy but much of the evidence

points to the fact that the most pro€çressive companies want

old.ers from Government rather than aicl" '

ï also believe the Industry/Rlucation area is vital and still
neglectecl. I would. like tO See much more enphasÍs on wealth

creation ín our ed-ucation system, ancl much more public debate -
coulcl we not take initiatives in NEDC and simi-lar fonrms to

raise the level of discussion?

My experiences in the DoI made me hlorry a great deal about the

DES and. the uGC. !üe wilt u::gently need- more electronic engineers

if we are to take advantage of the technology growth that will be

satísifed-by imports if we donrt create the clímate and the

opportunities here. some imagj-natíve steps are needed such as

creating or po6sibly transforming ÇranfÍetd. into a Royal Institute

of geclanology as a permanent remínder of rnformatÍon rleehnolog:y year

lrle neecl to persriad.e the yo*ng that engineering and wealth

creating is a career for the most able of their generation'

CONFTDEIITIÏAIJ
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FR0fvl: P'S' JENKINS
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Chief SecretarY
Financial SecretarY
Sir Kenneth Couzens
Mr. Ryrie
lvlr. Burns
Mr. Littler
Mr. Quinlan
Mn. Lavelle
lvlr. Díxon
Mr. Lovell

YII NTSTER OF STATE I R }

PS/Inland Revenue

SE0RETARYCIFSTATEF0RÏNDUSTRY'SVISITT0THEUNITEDSTATES

The Chancellor
points arising
States.

2. He

options,
and the
and some

( even in

read with
out of Mr.

interest Your minute of 6lvlaY

Jenkinrs recent visit to the
on

Un it ed

agrees that the points you have identified'share

the Business start-up seheme, Public purchasing polÍcy

industry/edueation area all need to be actively pursued'

of these pCIÍnts may turn out to justify early action

this year's Finance BillJ '

r{J
P, S, JENKINS
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