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2.2- October 1979 

C''''~ '-~ t'- L . .. " .. ._ .... ,. i ', . ' . .. ". , .. " .... .. : .1 . • • , 

Thank you for copying to me your l etter of 19 October to 
Peter Carrington . 

I agree \"li th you that it would be quit e \·,r ong to announce 
any change i n the taz treatment of export leasing Hitl::.out 
full CCilside:tatiol.l of tIle implicat i ons . J\ .. l t hough the 
amounts involved may , in 2.ggr egate , 1::e small , c.easing is 
an important sour ce of finance for some export rrojects . 

I am copying this t o Peter Carrington, John Nott and l"iichael 
Havers . 
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EXCI'.ANGE CONTROL: DRAFT STATEMENT 

PS/Chief Secretary 
PS/Financial Secretary 
PS/Minister of State (C) 
PS/Minister of State (L) 
Sir Douglas Wass 
Sir Kenneth Couzens 
Sir Lawrence Airey 
Hr Barratt 
Mr Jordan-Moss 
Mr Lovell 
Mr P G Davies 
I1r Unwin 
Hr Ridley 
Mr Cardona 
Mr Ilett 
Mr McIntyre 

i': r J Lippi tt (DOl 
Hr G Lanchin (DOc. 
t1r D A Dawkins ( 
l1r Iv C Beckett (: 
Hr R Armi tage ('r 
HI A J G Isaac (. 
t1r N Godfrey (C , 
Hr il F Bayne (FC; 

You showed rr.e this morning the Chancellor's alterations to the draft which 

Sir K Couzens gave you yesterday evening. I attach a revise which I hope re-orde' 

and amends as he wished. 1'he HS change on Rhodesia is at FCO ' s reques t. 

The Press Notice should quote the statement and, if ,Ie are to have it ready for 

distribution in time, we must get an approved text to the C~ntrgl Reproduction Uni ­

not later than noon today. 

C Hvi HODGES 

23 October 1979 
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UNTIL 4 P . M. ON 23RD OCTOBER 

STATEMENT ON REMOVAL OF EXCHANGE CONTROLS 

With permission, Mr. Speaker , I wish to make a statement 

about exchange control . 

In my Budget Statement o n 12th June I announced our 

intention progressively to dismant l e these contro l s . I made 

a numbe r of relaxations at that time; and again on 18th July , 

when I informed the House of the first major move towards 

liberalising outward portfolio investment. 

I have now decided to remove all the renaining exchange 

control restrict ions from midnight tonight , apart from those 

still needed , I hope no t for long , in relation to Rhodesia . 

With that sing l e exception , there wil l from tomorrow be 

full freedom to buy , retai n and use foreign currency for 

travel , gifts and loans t o non- residents , buying property 

overseas and investment in all foreign currency securities . 

Portfolio investment will be wholly freed; and the requirement 

to deposit foreign currency secur ities with an Authorised 

Depositary is abolished . Foreign currency accounts can be 

held he re or abroad . Passport marking for travel funds can 

now be abolished . The necessary Treasury Orders a re being 

laid this afternoon . 

The removal of cont r ols will lead to pub lic expe nditure 

savings of about £141 mi l lion a year , which represents the 

current cost of about 750 staff at present employed on exchange 

control wor k at the Bank of England and about 25 at the 

Treasury . I would like to thank all those who have had the 

task of administering the controls - not only in the Treasury , 

- 1 -
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UNTIL 4 P.M . ON 23RD OCTOBER 

the Bank of Englan~ and Customs and Excise, Lut a lso those in 

the private sector , whose co - operation has enabled the system 

to work . 

Under arrangements announced in this House in 1971, e xc hange 

control has been used to prevent United Kingdom tax incentives 

supporting the leas ing abroad o f foreign equipment. I propose 

to introduce in the 1980 Finance Bill provisions, which will 

take e ffect from tomorrow , to continue to prevent this. 

Further details on thi s matt er a re available in the Vote Office. 

:: .. . £ \ ," .>:. .. :......; 

From tomorrow, we shall be meeting in full ouT·c-OiiiiiiUnity 

obligations on the freedom of capital movements . 

Exchange contro l s have been with us in one form or 

another for just over forty years . They have now outlived 

their usefulness . The essential condition for maintaining 

confi dence in our currency is a Government determined to 

maintain the right monetary and fiscal policies . This we 

shall do . 
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DRAFr LEl'TER TO: 

Mr George Colley 
Minister of Finance 
Republic of Ireland 

You may recall that I said in my Budget Statement on 12 Jun~ that 

I intended progressively to dismantle our exchange controls, and . 

that I announced further steps to this end on 18 July. 

I have now decided to dispense with all of the remaining controls, 

apart from those needed to maintain sanctions in relation to Rhodesia 

with effect from 24 October. I am announcing this decision to 

the House of Commons today. 

In letting you know about this, I want to take the opportunity of 

expressing our gratitude to the Irish exchange control authorities 

for their cooperation and help in ensuring the effectiveness of our 

controls over a period of many years, during which the Republic 

has been part of the United Kingdom's Scheduled Territories. For 

technical reasons the Scheduled Territories will remain in existence 

for the time being but without exchange control significance. 

GIDFFREY HOWE 

SECREl' 

If-" 
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· cc Chief, Secretai,y:, ;· , . .- . 
Financial Secretary:,:.'· 
Sir D WIIB8 ',,' .. :' . ~ " .-:' 
Sir I{ . Couzens. 
Mr Barratt' , 
Mr Hancock or . ' 
Mrs Hedley-Milbr. : ' 

,Mr Hodges - . 
Mr Davldns, Bank, · , .­
Mr Free-Gore;:, .. :n:o.' :'", .. :' . 
,Mr Bqne, . reo '';,::'", :', 

" :" 

' part 'of the UK'.,s ,Schedule'd Territories for exchange control purposes, the 

:; :R~bli~ ~f Ireland has supported our controls with her own. You may agree 

that:. it .· would be appropriate if you were to write a short letter to the Irish "" 
~ . . ,." . , 

Minister of Finance informing him of the decision to end controls and thanking the ','" 

announcement. 

'," " ' •. - '--
3. A draft letter is attached. 

SECRET 

J P MCINTYRE 

23 October 1979 
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H. M. TREASURY! ' 
Parliament Street, London SWIP 3AG, Press Office: 01-233-3415 

Telex 262405 

23.10.79 

REMOVAL OF tA"HAN(;;" ';ONTROI..'l 

The Chancellor of the Exchequer made the following statement to the House of 

Commons this afternoon: 

"Wi th permission, Mr Speaker, I wish to make a sta temen t about exchange 

control. 

In my Budget statement on 12 June I announced our intention progressively 

to dismantle these controls. I made a number of relaxations at that time 

and again on 18 July, when I informed the House of the first major move 

towards liberalising outward portfolio investment. 

I have now decided to remove all the remaining exchange control restrictions 

from midnight tonight, apart from those still needed, I hope not for long, 

in relation to Rhodesia. 

With that single exception, there will from tomorrow be full freedom to buy, 

retain and use foreign currency for travel, gifts and loans to non-residents, 

buying property overseas and investment in all foreign currency securities. 

Portfolio investment will be wholly freed and the _ 

foreign currency securities need no longer be deposited with an Authorised 

Depositary. Foreign currency accounts can be held here or abroad. Passport 

marking for travel funds can now be abolished. 

are being laid this afternoon. 

The necessary Treasury Orders 

The removal of controls will lead to public expenditure savings of about 

£l~ million a year, which represents the current cost of about 750 staff at 

present employed on exchange control work at the Bank of England and about 25 

at the Treasury. I would like to thank all those who have had the task of 

administering the controls ~ not only in the Treasury, the Bank of England and 

Customs and Excise but also those in the private sector whose cooperation 

has enabled the system to work. 
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Under arrangements announced in this House in 1971, exchsnge control has 

been used tv prevc ... United Kingdom tax incen tives supporting the lear,ing 

abroad of foreign equipmen-t. I propose to introduce in the 1980 Finance 

Bill provisions, which will take effect from tomorrow, to continue to 

prevent this. 

Office. 

Further details on this matter are available in the Vote 

From tomorrow, we shall be meeting in full our Community obligations on the 

freedom of capital movements. 

Exchange controls hsve been with us in one form or another for just over 

forty years. They have now outlived their usefulness. The essential 

condition for maintaining confidence in our currency is a Government 

determined to maintain the right monetary and fiscal policies. 

shsll do." 

That we 

PRESS OFFICE 

H M TREASURY 

PARLIAMENT STREET 

LONDON SW1P 3AG 

01-233-3415 

NOTES FOR EDITORS 

155/79 

The Chsncellor announced in his Budget speech on 12 June a number of exchsnge 

control relaxations and said that he intended to take further steps in the progressi 

dismantling of the controls. The measures announced on 12 June mainly concerned 

the financing of outward direct investment, including the repayment of outstanding 

foreign currency borrowing, and the levels of personal allowances (e.g. emigration) 



which were substantially increased. Further measures were announced on 18 July, 

among them the decision to allow complete freedom in the financing of outward 

direct investment. The first significant steps in the liberalisation of outward 

portfolio investment were also taken. Official exchange was made available for 

purchase of most securities denominated and payable solely in EEC currencies and 

of foreign currency securities issued by international organisations of which the 

UK is a member. In addition, .provision was made to allow certain foreign currency 

borrowing, taken to finance outward portfolio investment, to be repaid with officia 

exchange. 

The effect of today's announcement is that, except in relation to Rhodesia, all the 

remaining controls are lifted from tomorrow. The main controls being removed (to 

some of which the Chancellor referred) are ·those on: 

(i) Buying and retaining of foreign currency, whether in the United 

Kingdom or abroad. 

(ii) Outward portfolio investment. 

(iii) Sterling lending to non-residents. 

There will be complete freedom to retain and use foreign currency for any 

purpose. For example, foreign currency bank accounts may be kept, here or abroad 

Applications need no longer be made to the Bank of England for travel funds, as i n 

the absence of other controls this check on the genuineness of travel needs is un­

necessary. Similarly, passport-marking for travel funds is abolished. 

As far as investment is concerned, it will no longer be necessary to apply f o: 

permission to make inward or outward direct investments. For outward portfolio 

investment, investment currency will cease to exist, and the requirement to deposi · 

foreign currency securities with an authorised depositary is also abolished. 

The monitoring procedures on current payments abroad and the requirements 

relating to receipts .for exports are being withdrawn. Exchange controls by 

Customs Officers at the frontier are being ended. 

coins since the Budget, be freely bought and sold. 

Gold bullion may now, like golt 



The Bank of England are issuing an Exchange Control Notice accordingly. 

P.hodesia 

The exchange controls necessary to maintain economic sanctions in relation to 

Rhodesia are being retained. Some technical alterations to the former exchange 

control rules on Rhodesia are ~eeded in order to reflect the removal of all other 

exchange controls; but the effect is to maintain the special rules which apply to 

Rhodesia on essentially the same basis as at present. The Bank of England a re 

reissuing their Exchange Control Notice (EC79) on Rhodesia; and this opportunity 

has been taken to simplify some of the arrangements and to raise, to take accoun t 

of inflation, the limits on the size of payments which may with the prior permissic 

of the Bank of England be made to residents of Rhodesia for humanitarian or family 

reasons. These limits were last raised in 1972. 

International Obligations 

Today's announcement means that the United Kingdom is now meeting in full her 

obligations on capital movements under the EEC Treaty/and the Commission have been 

informed.- We are also now meeting our obligations under the OECD Code on Capital 

Movements. 

Effect on Balance of Payments 

Neither the size nor the timing of the effect can be predicted at all precisely. 

It will depend to a large extent on confidence in sterling. Some ou tflow on 

capital account may be expected which would not otherwise have taken place. But , 

over time, any capital outflow should be offset by an improvement in the current 

account. 

Leasing 

More information on the Chancellor's announcement as far as it concerns certain kin 

of international leasing transactions is available in a separate Press Notice being 

issued today by the Inland Revenue. 
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cc PrincipalI'rivate Secretary (for ' 
information without attachment) 
PS/CST 
PS/FST 
PS/MST (e) 
Sir D Wass 
Sir L Airey , ' 
Sir F Atkinson 
l?ir A Rawlinson 
MI: Barratt 
Mr J:ordan-Moss 

Mr Lovell " ~"'.,\. Mr P G Davies 
Mr Unwin 
Mr Hodges 
Mr Ridley '.1 
Mr Cardona " 
Mr McIntyre ' :\ 
Mr Middleton ' l 

~,' , ', ' 
.. . ' - , " ~",,, 

I attach the notes for Bupplementaries aB they were submitted to the Chancellor 

last night. 

N J ILETT 
23 Oc tober 1979 

, 
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\ (UNTIL 4PM 23 OCTOBER 1979) 

END OF EXCHAIDE CONTROLS 

NOTES FOR SUPPLE1,ffiNTARIES 

1. Why have all remaining controls been dropped at once? 

We have already had the experience of two substantial reductions in -

the controls (12 June and 18 July); economica~ly~ there is anyway no 
- ." .' 

point in retaining any control; and technically, there is no way of 
further reducing the controls and still retaining a sensible and 

internally consistent control. 

2 . Rash to leave exchange rate unprotected? 

Not at all. Vie have minimised risk by dismantling controls in s~a:geB; 
this is the third- and last stage. Rate depends on positive factor of 

confidence in our policies, not on the negative factor of controls. 

3. What will the government .do in the face of speculation against Sterling 
if there are no controls? 

Confidence in sterling depends not on the existence of exchange controls 

but on the government's basic economic policies, which it is determined 

to carry through. 

' . . : ." ' 
.' , " 

4. Exchange Rate Consequences , 

The effect of the relaxations on the exchange rate is highly uncertain. 

We are providing no forecast. Contro~s have been abolished to allow 
investors greater freedom in the choice of how and Where to invest, in 

line with our election pledge. We are not trying to influence the 
exchange rate in one direction or another. The most important 
influences on the exchange rate are the Government's monetary and 

fiscal policies and events in world markets - including the world oil 
market. 

5. Balanceo! PaYments ConseQuences 

The effects on the balance of payments are uncertain: most of these 
.; .~ 

controls have been in force for forty years and so it is not possible 
to estimate precisely how people will resct in their absence. There 

." . ' ". ,. ' . " .. ,.. , -

SECRET 
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'l-~.;:>":\>": ';' . . 

be some capital outt'lows as portt'olios' are adjusted .but·;,.:..: ... ;:: 
,: . ..:,...;,;L " ': . ' : . • " . ' . . . . "."..;': :- ;~c· ;.~~~t';;:·· 
·:8.a1d. ththe relaxations which have already been made - . these may .. be·,.,.'!3;;:'· 
, .. ~.:.:.;. ,~~_ . ,\ .,... _:' ,;;,'..,.,. . ' .". . '-"' . _, _",,:':.-, ~· · :..-;~':L~f>i.c .. 

. . :eu,UY<matched by capital int'lows iwi t~out producillg : any; s,ubs tant1~l::,l:{: 
:.~, .:.~' '~ " "';'~;t~ . . . ,:. _ .. , . ' :. ~ .' ~ . . _. ";, ,,; .. ,-.. _.~ . .. ~: "', ;:: :,.7j ; i-"',:.~ , ,·_~ . . ...... : •. ::.·, · .. :;.~,,4.:,,':r. : .... '111\PBCt '''On ' the exchange ,'markets ... " ." .. ,.,." .J •... ,. , ." •. -<I~·U- d '> '.; ,',., ".'.."'" 

'~:;;:~;i!~:;irH:t;~t.; ,'., . ' .' ' • . ' . ·' -:~,::~]f'.':;:-:;'~~i~: ·~:}~flr{{~·t~~~f~iff);-
). What -et't'ects have ·the . relaxations which have already 'been ' made luld:: on" 

out~l.~WS? :,: .: . .- . . . i ··~~%;~;,~:.;f :'»« ' :,(;;i;M~::~f¥ 
." ' lti:lt:l:et1l1l tie ~ l1d:gO, tl"em '!the ineo~let9 1~Q.fRQ=t1QR JlQW ,-. aval;LabJze ~.;"::~"::'.~:~ -

~!#oet ,impossible todisent8.ngle the et't'ects ot' e;X;Changei" ,c~ntrol:;;~:i:if,,: 
qj;-r;ia.ii:tioDst'rom othBr int'lUences on capital t'lowsand · the ,exc~e~i~k; 

~.:..' " , ":, ', . ~.! . . _. .: . ' " , _. ," . - . ,, ' . . <' .,"""1 

;:Crat_ '· · , eearl1e.r r~~a.xat1ons were Widel~,}'(el;c.~~d ;~~~~,:Y'ei,!t() '~j~l~,a:~ 

i~:~i: ~":: .,~;~ t~~t >.. .·Z,ij:~e~~~i~~I~!t.' 
;;There ,' is no 'bBlance ot' payments' reason to · Dia1ntain,··th1s'·~c·ontrol;;;';.<There 
,_. ,.' ; " .• ":'~:::~ :,," ' . ~ -,' . ~ . ; :", ' . . ' _ . ; . ~ 'J:~:-.', . , ." ., ",~~._ ; . r " : • 

. ,;/are<some ' llCl'irers to p~event unwelcome inward :1Ii.vestment :.,~ri"the~Ustry 
-,j,/ ')-. ~~. ' c .- '':·, ,_,. • -. '+: '. .,,', .. ~; :' ::' ~ •. ,~~ ••• -'-\'" . , - :,·7·~;~1J!;I".~_< · · ·· ~: ,.:,/\-, · · ... ·,:~~,·~'l~~,~·. ' 

. ,~;~Aot ~~ ' [!iQ.!! . the Industry Bill beingpub,11_S~,d;;t~~~~tfJ~~e~~rI.r~~~8 

.. ~:,~~~ ,f ~p'er this. J . • . . ,: ,:;,:nt~g~:,.~~t;U~J~~~E>;:i~,~~~)~i!li.l· 
' ~ •. Wrong to abandon control' o';er outward direct , investment?,:" ·;·"'"i'~H\:~:,''';'' ' 

" ~ : .. .. ; " .' . . . ::", _ '.' . . .. .. ' ,', - : .. ~ . : . ~., :':-:;/~'~~~:'?(:{:': ':':'~~,~d'~j;~~~~r" 
OUtward . direct inves tment benst'i ts the domes tic econolllY' :,bY ,increasi'ng ': ,. ". . ',~ . . ... ' " . " : .. : .... " .. ' ... , :.:" .,:.> .... ' ... ;.':~Y:v " ~-!->, "';''-;~~·;;:!;'< 

'~ export .:opportuni ties .e to • . The pulk ot' . the . evidenc.e ,. suggests ('.tlul:t ::tar,~L 

~:t'rom ' displacing .Q.ci~;tid, ,~-~pIOyment· invest~~t~;·:~~~;;~~~:,;ri.J;~iti;;hf1~~t. 
, . .... . ~ . . : ,;. ' " ":' .. . . " . . .. _ . . }t;' .. ,. ,'. . L .. ':"~~-':' ::" _;' 7"_~~-.j:'~, ~-~~",.,,:~~~"I! · 
, · .. ·, .1Ii.veators increases employment at home. Controls .. ,on . tl1et'inaJIC1iW~pt :;, 

~: dut1ra.~d direct investment 1fe~e lif'ted ~ntilleJi: O'Il;18 :iui§; now . trui~;~t~ 
, ~ut1ra:M ,:portt'6110 has been l1beralised comPlet~lY .. the~·eis no~ed" t'6~W 

• . '. mciniioi- individual applications .. to make dire'ct in:ves '. n';;;' ~·""~· ~~:.+*:i 
prevent the evasion ot' the portt'olio controls. ' 

, ~ ~ '::i]~~~";/;~~~! .:::;~}~~:~~; ' . 
~. Rhodesia?," 

',- {. " . '-'. , '. ':'-, .;;-::.~-j -' .. ~. ' • . 
. . ;r .~ . 

. , ~ Exchan8e ' controls neededtcimaintain 
~;:'-PoiiCyC ~~th~ ' 1'utu~ :cit' '~;;;riCt1ons is 
:: ::1.,:/,' " ::-. : _":, - .- ,'. ,:_ ~ '."::";. ' ,. :; .. ' 4. ;; ; . ' . 

/,' and: hie ·Noble :Fr1end:'. "' It' . pressed .-
'- '.'- "f\ " ;}:-;:_":~-' :".- " ::~.:'" ":':"~ iI,_<"~ .~ : "' :"'; ••. . ~~ ""'~:: , '." . 

f;:·~ £o ;,be :,. ma:de ." to . exchange · control. rules on 
:'~:-,;~ ,~]~ ":i; .. ;~ . .-.> .. :',- .' >'" -', " ",~ . . , . ,._ . . .. '. 
'~,,:( removal . ,.ot'. all other ,exchange .. ·.controls; .. 
ci~~~::;v> ,~,; .. ,.--;<{;;',. _, -,:', .. ' . )-.:_; . • -, . . :.' .' . . " " 
;. 1';:;tbe,'status .quo • . Positivs ,'Po1Ii.t •.... .Irh.e 
;.> progress and we ; hope . the t we are aplprC)aC:hing ' iQ:reI.l~;~L~.-:I::'/l~;;~%~G:~~~ . ··<'to l.1t't all ,sanctions ' against · eia < UZll;J.J.·:~ 'iii 

AR· ... · ·IT· . . t ,in . p1.'ace , 
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10 . Enforcement? 

Past o~~enders still liable to 

the Act were repealed). Cases 

prosecution (this would be so even ~ 
1. 

will be considered on their merits. 

If pressed on ;~viduals; no comment on individual cases. 

11. What happens to the investment currency market? 

Now thst investment currency is no longer required to be used ~or any 

purpose there will presumably cease to be a special - investment current 
market in which ~oreign currency will command a premium . The investme 

currency market is a prj[ate market in which the authorities are not 

involved. 

12 . Do the Government for losses in the investment 

13. 

currenc marke conse uences 0 a in the sterlin value of 
ex-premiumworthy ~oreign currency securities? 

No. No responsibility was accepted or compensation paid When the rul( 
were liberalised on the purchase of private property in June and o~ me 

EEC securities in Ju17, and the premium had in conse_quence to be 
withdrawn on sale. These losses are the inevitable consequence o~ th~ 

removal o~ restrictions. 

investment currenc 
announced in June Bud 

It would not have been possible to operate the control in any other wa 

and no undertaking has ever:been give~ that the premium, once paid, 

could be recovered. This is ~ortunately the other side o~ the coin 

to the removal o~ restrictions. 

14. Too generous to the rich (foreign bank accounts, property etc) 

These restriotions on personal ~reedom that have applied Since 1939 ar, 
no longer required. 

15. Is not the UK encouraging instability by allOWing UK residents to 
speculate in the gold markets? 

No. We are simply allowing UK residents the ~reedom which residents 0 1 , 
many other countries, including the US, have to buy and sell gold if 
they Wish to do so. The exchange control relaxat~ons earlier this year 

allowed UK residents to buy gold coins: we are merely extending this 
~reedom to encompass all ~orms o~ gold. 

. . . .. ' -; ~ '. '.;-,. -:" .. ~ 'l·'· .... ~ '''',-- .-;~- .,..- ... .... - .... -,',-: " ''-'' :~;':'''''''' . ..--.. .. 
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16. Is not the UK encouraging those who want to see the international role 
o~ gold enhanced? 

No. The exchange control relaxa~ons relate to the ability o~ UK 
residents to buy and sell gold. They do not mean that the UK authoritie 
W: ... :l to see a greater role for gold io the international -;;;.;;net __ ;;r systen: 

17. Could the controls be reimposed? 

The Government have no intention of re-imposipg controls and are ... 
revi~ng the future of the Exchange Control Act. 

18. Is this a prelude to joining the EMS? 

No decision has been taken on whether we should join the exchange-rate 
mechanism of the EMS. 

19. EEC obligations? 

We are now meeting our ESC obligations: indeed, in some a~eas, gOing 
beyond what our obligations under the EEG Treaty st:,:'ictly require. The 

Commission have been informed. 

20. MONETARY EFFECTS 

(i) (General) 

The domestic' monetary situation will be ~fected by the ef~ects of the 
relaxatione on the pattern o~ capital movements into and out of the UK. 

It is di~ficult to be precis~ about t~ timing and net e~fect of these 

flOWS, which will depend on a number o~ ~actors, in particular on the 

strength of confidence in sterling'~ollowing the relaxation. 

(ii) (Specific ef~ects on DCE(M3) 

Some o~ the flows ariSing (such as the re~inancing of ~oreign currency 
debt) will tend to add to DCE (at givten interest rates). But there 

are other ~actors which will tend to o~fset the rise in DCE. There is 

likely to be a net capital out~low from the non-bank private sector: 

the outflows generated by the relaxation will probably be largely from 

the non-banks, but some of any offsetting inflows may be to the banking 

and public sectors. Thus there are likely to be net contractionary 
external influences on £M3, but Whether these will,exceed or fall short 

of the increase in DCE is difficult to assess. The effect on £M3 could 

go either way, but in any event is likely to be fairly small. 

SECRET 
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21. Errect on interest rates? 

The impact on interest rates will clearly also depend on th~ errects on 

confidence, but given the relativ~ly small monetary erfects that can be 

expected the impact should be small. 

22. Uncertainty increases interest rates 

Potential size of rlows could mean some uncertainty about future , 
interest rates. Much will depend on stats of, confidence. No reason 
why any substantial change of rates will be necessary to meet the 

Government's monetary objectives. 

23. Future of SSD Scheme? 

The effects of the relaxation will be one of the factors to be taken 
into account in considering the roll forw~rd of the scheme. 

24. Effects o~ Gilts market? 

Abolition of controls over portfolio investment may lead to investment 
overseas at the expense of gilts and othe~ domestic securities. But t : 

will be largely a once-for-all effect and there is no reason why it 
should undermine market confidence or adversely affect inflationsry 
expectations. As a result it should not significantly afrect our 

ability to meet the monetary target. 

25. There is likely to be some increase in bank lending as a result. But 
, , 

this is only one of the factors affect~ng money supply growth. The 

net effect on £M3 is expected to pe small. 

LEASING 

26. Why could not exchange control powers continue to be used in the 'interi 
until the next Finance Act! rather than the new legislation's acting 
retrospecti vely? 

This would have been impracticable in the absence or other controls. 

27. Will ' the new legislation to be introduced in the next Finance Bill trea 
leasing transactions any differently from the way exchange control has? 

The intention is that the new legislation will have broadly the same 

efrect. Particulars are given in the Inland Revenue press notice being 

issued today (23 October). Enquiries about specific leasing proposals 
should be made to Inland Revenue. 

. .; . ~ '. ' ~ ~ .. 
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28. What about the leasing of British made goods to foreign lessees? 

The proposal announced today relate only to transactions involving the 

leasing of foreign m~de goods to~oreign lessees. [If pressed on the 
possibility of other changes on leasing~ these would be a matter for 
consideration in the context of the Budget.] , 
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EXCHANGE CON LRuLS 

}be Chancellor of the Excheqner (Sir 
Geoffrey Howe): With permission, Mr. 
Speaker, I wish to make a statement 

," 

,:1 have now decided to remove all the 
:, remaining exchange control restrictions 

from midnight tonight, apart , from those 
still needed, I hope not for long, in rela­
tion to Rhodesia. 

With that single exception', there will 
from tomorrow be full freedom to buy. 
retain and use foreign currency for travel, 
... ift t '1 no 1nnno;; to n()n ~res idents. buyin.!! 

mg tor [raV~l !Unu:, -..;au llVW u~ uU\H" 

ished The necessary Treasury orders are 
being laid this afternoon. 

The removal of controls will lead to 
public expenditure savings of about £141 
million a year, which represents the cur­
rent cost of about 750 staff at presen t 
employed on exchange control work at 
the Bank of England and about 25 at 
the Treasury, I should like to take this 
opportunity of thanking an those who 
have had the task of administering the 
controls-not only in the Treasury, the 
Bank of England and Customs and Ex­
cise, but those in the private sectur, whose 
co-operation has enabled tho system to 
work. 

Under arrangement. announced in 
this House in 1971, eAchange control has 
been used to pre,'ent United Kingdom 
tax incentives 3upporting the leasing 
abroad of foreign equipment. I propose 
to introduce in the 1980 Finance Bill 
pr<>-visions, which will take effect from 
tomorr0W. to continue to prevent this. 
Furtter details on this matter are avail­
ab:e in the Vote Office, 

" 

::f..o:Ji./,';;'fi·' , 
" 
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[Sir G. Howe.] 
From tomorrow, we shall be meeting in 

full our European Community obligations 
on the freedom of capital movements. 

Exchange controls have been with us 
in one form or another for just over 40 
years. They have now outlived their 
usefulness. The essential condition for 
maintaining confidence in our currency 
is a Government determined to maintain 
the right monetary and fiscal policies. 
This we shall do. 

Mr. Healey: The Chancellor made an 
important statement. It betrayed a baffl­
ing sense of priorities. He has just given 
Britain the highest inflation rate in the 
industrial world. He started unemploy­
ment moving up again after two years of 
continuous decline. He has produced 
a collapse of industrial investment. The 
whole of British business now faces a 
severe cash crisis. Yet he comes along 
this afternoon not to olfer any measures 
to remedy the situation but to announce 
a reckless and doctrinaire decision which 
can only make the situation worse. 

In the light of our improved perform· 
ance since 1976 there has been a case for 
some time for a relaxation in exchange 
control, but the right hon. and learned 
Gentleman is not only suspending all the 
rules governing the control of cur ex­
changes; he is abolishing at a stroke the 
whole apparatus of control. so that if the 
balance of payments, or the position of 
our reserves, or the value of the pound, 
moves in such a way that it is necessary 
to restore controls it will be impossible 
for him to do so. 

First. what does the Chancellor think 
will be the consequences of his decision? 
We were told by the Bank of England last 
month that the £500 million outflow the 
previous month was largely caused by the 
re laxation of exchange controls following 
the Budget. Can the Chancellor say what 
proportion of tha t sum was due to rich 
men buying property abroad and mov­
ing their wealth abroad? Secondly, what 
is the value of the applications that he 
has received for foreign exchange at the 
official rate since the relaxations in the 
Budget? 

In the light of the answers to those 
questions will he say how much the finan­
cial institutions in Britain will jnv~t 
abroad rather than in British ind1;stry. 

10 0 6 

which is already sulfering from a serious 
cash cris is? How much are the financial 
institutions likely to invest abroad rather 
than in Government securities so as to 
keep the money supply under control and 
finance the public sector borrowinB re­
quirement? 

What does the Chancellor believe will 
be the elfect of this decision on Qt'r, ex­
change rate and consequently on the 
rate of inflation in Britain, and on 
interest rates? Finally, can he tell us no 
more about the reasons for his decision 
than that there will be a saving of £141 
million in public expenditure? Does 
not he recognise that to change in a 
moment an environment in which indus­
try and finance have lived for 40 years 
risks as disastrous consequences as lhe 
decision of one of his predecessors to 
institute competition and credit decontrol 
some years ago, which were directly res· 
ponsible for the fringe bank crisis am 
speculation in the property markets i'. 
1973-74 ? 

The right han. and learned Gentlemao 
must realise that this is one more reckloss, 
precipitate and doctrinaire action. whch 
the Government will regret no sooner 
than those who lose their jobs or go 
bankrupt as a result. 

Sir G. Howe: I understand the right 
han. Gentleman having difficulty in 
addressing himself to this argument. At 
one point he asserted his recogni tion of 
the strength of the case for some changes 
in our regime of exchange control. I 
welcome his limited support to that 
extent. However. at the commencement 
of his questions he emphasised the reck­
less, doctrinaire, unprincipled folly of 
making these changes. He must recognise 
that the changes that we are making are 
not undertaken in a moment: they tre 
the third step in the programme of pro· 
gressive dismantling of these controls 
which I announced at the time of the 
Budget. They have been undertaken 
stage by stage, not with a view to influenc­
ing the exchange rate but with a view 
to removiug some of the restrictions that 
unjustifiably remain on investment deci· 
sions by Qur people. 

The right han. Gentleman suggested 
that these decisions would diminish lhe 
investment resources available in this 
country. He knows that that is not trne. 
He knows from his own recollection of 

:" 

") : . 
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his days at the Treasury that the over- entirely right to draw attention to the 
whelming body of evidence to the Wilson extent to which these changes will add to 
committee showed that there was no lack the attractiveness and effectiveness of the 
of resources available for capital invest- City of London as tbe world's financial 
ment in this country. The problem of capital. 
one of the many inheritances from him 
is '" the lack of profitable investment Mr. Richard Wainwright: Is the Chan­
opportunities, The idea of promoting cellar aware that his announcement will 
additional investment overseas is that it be very welcome to all who opposed 
w!!! promote the ex pansion of the Briti~h the attempts to insulate Britain from the 
markets. It is far better. in a period when rest of the world? Will he confirm that 
oil adds strength to our resources and our if one of the early effects of his meaSUft!S 
currency. to acquire income-producing is to reduce somewhat the sterling ex­
assets overseas than to shelter behind an change rate, that will be good news for 
apparatus of control. the millions of our people engaged in the \. 

exporting industries? 
The right han. Gentleman began his 

. questioning by suggesting, in an astonish- Sir G. Howe: I indicated in an earlier 
, ing opening, that the inflation rate, the reply that th is change is announced not 

unemployment level, and the collapse- with a view to influencing the exchange 
as he described it-of confidence in rate : it is announced on I ts own merits. 
British industrv were events for which It is right to give this additional degree of 
the Governme~t were responsible. He freedom and to allow the pound to 

'\ C'!>UId not ha ve more accurately described operate in the world unrestric ted by re-
. the inheritance that he passed on to us at straints of that kind. 
:;: . . , tile Treasury. During his period at the 
. Treasury the pound was not protected Mr. Rost: Will British nationals also 

from adverse consequences by the exist- be free to open bank accounts abroad if 
ence of the exchange control regime. It they so wish? 

, is not a regime of that kind that can Sir G. Howe: That is one of the free-
produce econom ic strength- it is econo- dams that will be restored under the 
mic policies of a kind to which the right changes that I announced. 
han. Gentleman is not accustomed. 

Mr. J. Enoch Powell: Is the Chancellor 
aware that J envy him the opportunity 
and tht:! privilege of aJUlouI1cing a step 
that will strengthen the economy of this 
country and hdp to restore our national 
pride and conJidence in our currency? 

Sir G. Howe: I am grateful to the 
right hon. Gentleman for his support. I 
aLl not unaware of the historic import­
ance of the decisions that I announced 
today. They mean a major break with 
the re!!ime of control with which we have 
lived for almost 40 years. J am indeed 
grateful to the right hon. Gentleman for 
the r~cogn ili on that he gave to that fact. 

Mr. Fletcher-Cooke: Is my right han. 
and learned Friend able to estimate the 
t::normous increase in the ea rnings of the 
City of London as a result of being freed 
from the interminable barriers and paper­
work that were required by the contoIs 
that he has so rightly abolished ? 

Sir G. Howe: I should not like to put 
an estimate upon that, but I have no 
doubt that my hon. and learned Friend is 

10 0 7 
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Mr. Cryer : Does the Chancellor ac­
cept that one of the features of post-war 
Britain has been the signal lack of enter­
prise by private enterprise? Does not 
he accept that that is a signal fo r those 
enterprises to shovel money abroad and 
reduce the amount of investment for the 
British worker, and that the trade union 
movement will see this as a classic be­
trayal of the workers of this country by 
a Tory Government who are the lick­
spittles of the capitalist sector? 

Sir G. Howe: I would not begin to 
follow the han. Gentleman in his own 
emotional view of the world. My ow n 
judgment is that the enterprise of private 
~nterprise has been the main factor in 
defending the economy of this country 
from the ravages of Soc ialism. 

Mr. Emery: Will the Chancellor of 
the Exchequer accept not only ollr con­
gratulations on making this move but that 
there will be major encouragement 10 the 
City that he has seen fit to do this not in 
a number of little bites. but has had the 
courage to sweep it a way instantly in one 
full measure? 

, .: : 
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Sir G. Howe: I am grateful for my 
han. Friend's support. 

Mr. McWilliam: Will the right han. 
and learned Gentleman please tell the 
House what he predicts will be the net 
elfect on industrial investment of his de· 
cision this afternoon. and what will be tbe 
net capital outflow? 

Sir G. Howe: It is not possible to 
make any net prediction of tbat kind. but 
those economies that have achieved 
greater strength and success than our own 
have been notable for the extent to which 
they have been expanding their overseas 
investment. Germany. Japan and the 
United States are good examples. The 
evidence of the inquiries tbat bave been 
made suggests that a willingness on tbe 
part of our economy to invest overseas 
will be reftected in an enlargement of our 
market opportunities overseas. and tbe 
prospect of a continuing flow of income 
to this country tbat we would not otber­
wise have. I am quite certain that is 
rigbt to allow those decisions to be taken 
that will contribute to the strength of our 
industrial economy and to the growtb of 
jobs in this country. ratber than the re­
verse. 

Mr. Budgen: Will my right han. and 
learned Friend agree tbat this move is 
most of all to be commended for the en­
hanced freedom that it gives to individual 
citizens. and for the furtber discipline 
that it will impose upon tbis Government 
and all Governments in maintaining the 
value of our currency? 

I have one small and perhaps carping 
point to make. Does my right han. and 
learned Friend agree that it is a practice 
of very dubious constitutional propriety 
to introduce even a small control. to take 
effect from today. wben he is not to have. 
on his own account. the support of legis­
lation or of Parliament until the spring 
of next year? Is that not a rather 
dubious slip into the principle of retro­
spective legislation? 

Sir G. Howe: I appreciate. as always. 
my han. Friend's concern about tbe point 
of principle to whicb be has just referred. 
I assure him tbat I have had it well in 
mind. We shall be continuing a necessary 
fiscal provision that has prevailed until 
now. By announcing it in the House 
today I am giving clear warning that that 
is our intention. There is nothing that 

~ - - "-
I judge to be improper in so doing and in 
asking the House to enact it when tbe 
time comes. 

Mr. Healey: Will the Chancellor at 
least attempt to answer my questions, 
which were repeated by one of my him. 
Friends? The Chancellor must have 
made some estimate of the effect of this 
decision on the readiness of the financial 
institutions to buy Government securities 
and the readiness of the financial institu­
tions to invest in British industry rather 
than abroad. Can he tell us what the 
consequences will be? He must have 
noticed that the only case put by his 
supporters on the Government Benches 
was based on a totally doctrinaire belief 
in the validity of market forces. which 
has been exploded time and again in our 
recent experience. 

Sir G. Howe: It is clear that an~i 
change of this kind is likely to lead tlO 
some capital outflows across the 
exchanges out of this country. but it 'is 
just as likely to be matched by capi!al 
inflows in the opposite direction. without 
producing any substantial impact on the 
exchange markets. The right han, 
GentIeman must understand that the pros­
pects of promoting successful and effec· 
tive investment in this country do not 
depend upon the preservation of a ring 
fence around our economy. They depend 
on the establishment within our country 
of conditions of co·operation by trade 
lloions and their members? as well as any· 
thing else. which will make investment 
in Britain effective and successful. These 
changes do nothing to impede that. On 
the contrary. they give us the oppor­
tunity of acquiring income-producil,g 
investments abroad. There is total sense 
in that 

Mr. Robert Sheldon: Is the Chancel: 
lor aware that his statement today pro­
vides real cause for dismay? Is he further 
aware that he has been presiding over 
the collapse of British industry? His 
answer to this. rather than to intervene 
in the exchange rate, is to provide means 
of spending money overseas in acquiring 
capital assets. This decision will mark a 
turning point in the fortunes of this 
country. which I believe that he and 
many others will bitterly regret. 

Sir G. Howe: The right han. Gentle· 
man appears to have overlooked the fact 

.'- '-.-
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that all the representations made to me 
by and on behalf of British industry have 
been to the effect that I should announce 
precisely this change. It requires this 
change to be made as part of sensible 
economic management. It is not I who 
have been presiding over the collapse of 
British industry but the right hon. Gentle· 
man and his colleagues in the last Gov­
ernment. There has indeed been a 
marked change of direction as a result of 
the change of Government. British indus­
try recognises that we are taking the steps. 
which have been needed for too long. to 
begin restoting the conditions in which it 
can re·acquire prosperity. 

. Mr. Alexander: Will my right hon. and 
, learned Friend indicate in some way how 

the £IH million will be saved? Will he 
assure the House that an enormous ele­
ment will be the release of civil servants 

\ 
to more productive and useful work? 

, Sir G. Howe: The figures that I have 
quoted for the saving are the figures that 
will be achieved. The staff at present em­
ployed on exchange control are in most 
cases staff of high skills and qualifica­
tions. for whom I have no doubt other 
opportunities will be forthcoming in areas 
of the economy where their services will 
be much needed and well used. 

Mr. Canl: The Chancellor has given 
no reasons for undertaking this step. ex­
cept in the most vague terms. Will he in­
dicate what is likely to be the effect of 
these measures on the exchange rate of 
the pound? Does he anticipate. as all 
theorists suggest. that the exchange rate 
will now begin to decline? Is this accept­
able? Is this what he is seeking? If this 
;s what he is seeking. 1V0uid it not have 
been much simpler to reduce the mini­
mum lending rate. to stop funds coming 
into this country? 

Sir G. Howe: As I have indicated. this 
change is not announced with a view to 
producing a given consequence in terms 
of the exchange rate of the pound. It is 
announced on its own merits. It would 
not be wise to accept the advice of the 
hon. Gentleman and to begin reducing 
interest rates as a means of influencing 
the exchange rate. The decision follows 
from our determination to establish and 
maintain effective monetary control as 
the foundation of conquering inflation. 

10 0 9 

That in itself is the foundation for a 
sensible outlook for the exchange rate. 

Mr. Bruce-Gardyne: r warmly con­
gratulate my right hon. and learned 
Friend for his wholly admirable state­
ment today. Can he explain to us. in the 
light of the remarks of his predecessor 
this afternoon. why that predecessor was 
so keen to move in the same direction 
last year but was frustrated by the ob­
scurantism and sheer illiteracy of the 
general council of the Trades Union 
Congress? 

Sir G. Howe: I dare say that the 
right hon. Member for Leeds. East (Mr. 
Healey) would lind it hard to answer that 
question. Far be it from me to try to 
penetrate the mysterious working of his 
mind. 

Mr. Denzil Davies: As the Chancellor 
has said that the main determinant of 
confidence in the pound is monetary and 
fiscal policy. will he confirm that it is 
still the Government's policy to achieve 
a yearly reduction in the public sector 
borrowing requirement? 

Sir G. Howe: We have announced our 
target for the public sector borrowing 
requirement for the present year and it 
is our intention to achieve that target. 

Mr. Beaumont-Dark: May I thank the 
Chancellor of the Exchequer for a verbal 
reply to a written question that I have 
tabled for today and ask him his view 
on two things? First. manufacturing in .. 
dustry will welcome this relaxation. Sec­
ondly. when we had exchange control 
regulations the pound still dropped to 
1·54 dollars during the Labour Party 
conference of that year. The pound will 
be kept firm by a realistic Government 
policy to ensure that this country can 
compete. can work. and can thrive. The 
pound will then be at a higher level than 
today. backed by resources and not by 
theory and dogma. 

Sir G. Howe: I entirely endorse my 
han. Friend's observations. 

Mr. Healey: I think that the Chan­
cellor misunderstood the question put by 
my right hon. Friend the Member for 
Llanelli (Mr. Davies). Several times since 
the Budget the Chancellor has said that 
it is his intention progressively to reduce. 
year by year. the public sector borrowing 
requirement and the monetary targets. If 
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[Mr. Healey,] 
he is not prepared to reassert that deter­
mination today. it would constitute a 
very important change of policy. which 
the official Opposition would welcome. I 
hope that he will come clean on that. 

Sir G. Howe: The right hon. Gentle­
man knows that. as I stated in my Bud­
get speech. we are determined to secure 
a reduction in the burden of public bor­
rowing and. as he said. a stage-by-stage 
reduction in the monetary targets. We 
sholl be making announcements in due 
course. 

Mr. Latham: Is my right hon. and 
learned Friend aware that the last people 
in the world from whom we need lectures 
on the subject of the exchange rate are 
former Treasury Ministers, under whom 
it reached its lowest level ever? Will he 
confirm that if we cannot defend our 
exchange rate by our own economic per· 
formance rather than by a blanket of 
controls there is something wrong with 
our production? 

Sir G. Howe: Yes. My hon. Friend 
makes the point that I have already 
made in answer to the right han. Member 
for Leeds. East (Mr. Healey). The exist­
ence of a regime of control of this kind 
failed altogether to protect our economy 
from the impact of the disastrous reali­
ties of the management of the economy 
by the right han. Gentleman. It is not 
the regime or the controls that will be 
effective; it is the way in which we 
manage our economy and perform with­
in it. 

Mr. Douglas: The right hon. and 
leorned Gentleman has referred to British 
industry. Will he confirm or deny that 
the TUC and / or the CBI agree with this 
decision? Does he agree that the reason 
for this change is the increase in revenues 
from North Sea oil and that it will be 
a poor inheritance for the people of this 
country to buy Howard lohnsons and 
have closed shipyards and steelworks. and 
a decline in manufacturing investment? 

Sir G. Howe: The CBI has been urging 
us to make this change in policy. The 
underlying justification for this change 
includes. among other things, the 
proposition that when we are acquiring 
substantial revenues from North Sea oil­
itself a ca pital asset- it makes sense for 
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us to use our resources tv acquire h';,i:ome­
prod ucing capital assets in other parts of 
of the world. It is a long-term change. 
which makes total and complete economic 
sense. as well as the additional justifica­
tion for sweeping away unnecessary con­
trols. 

r 
Mr. Adley: Will my right han. and 

learned Friend draw comfort from the 
fact that support this afternoon com .. 
not only from this side of the House hut 
from the Ulster Bench and the Liberal 
Bench? Does he agree that he should 
equate the gibes from the former Chan­
cellor of the Exchequer and his colleagues 
about freedom and market economy with 
the kind of mentality that allowed the 
post-war Labour Government to keep 
sweets rationed rather than to allow 
market economy forces to get to work on 
those. too? \. 

Sir G. Howe: I agree that the breadth, 
quality and nature of the support that 
I bave received this afternoon for the 
decision that I have announced tends 10 
confirm me in tbe view that it is a correct 
decision. 

Several Hon. Members rose--

Mr. Speaker: Order. I shall call the 
five hon. Members who have been rising. 

Mr. Leighton: We have heard from 
the Prime Minister this afternoon that 
Britain is now subject to wbat she calls 
the edicts of the Common Market. and 
the Chancellor has told us that he is now 
fulfilling a Treaty commitment for the 
free movement of capital. Does he agree 
tbat as capital bas no nationality. no 
patriotism. but is solely attracted by the 
highest rate of profit. the most Iikel~ 
result of his move will be that the entre~ 
preneurs. of whom we hear so much. 
will now shovel their capital on to the 
Continent. where they will get a highei' 
rate of return and will accelerate the 
deindustrialisation of this country? 

Sir G. Howe: The capacity of capital 
to move from one corner of a market to 
another and around the world market in 
search of opportunities for higher profit 
is one of its greatest justifications. Our 
economy has performed less well than it 
should have done because during the 
years of Socialist direction and over-taxa­
tion there was a lack of profitable and 
effective investment opportunities in this 
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country. When we ' ~change those condi­
tions, as this Government are doing by 
their policies, capital will find more fruit­
ful opportunities for central investment 
in this country. Meantime, it makes good 
sense for capital to be employed in pro­
ducing income from overseas and building 
up additional assets and opportunities for 
exports as a result of this measure. 

. Mr. Norman Atkinson: For those 
reasons. does not the Chancellor's state­
ment represent a total and final abdica­
tinn to the multinational companies? Is 
this not now the prelude to the sale of 
public sector assets to overseas interests? 

Sir G. Howe: I do not think that the 
han. Gentleman understands the essential 
requirements of how our economy can 
work. OUf economy is attractive and 
will be the more attractive to multi­

\ national companies as well as to British 
invt!stors- British entrepreneurs- the 
greater our success in creating conditions 
In which investment here can be profit­
"bk and successful. If the han. Gentle­
man will join me in seeking to persuade 
hl'i friends in the trade union movement 
of the crucial importance of recognising 
the legitimacy of profit seeking invest­
ment here, this country will be a great 
d\!aJ more prosperous than it was under 
th t.: La bour Government. 

.\Jr, Spearing: The Chancellor re­
m inded the House that this move was 
full v in line with our obligations under 
the -Treaty of Rome. Will he assure the 
House that it has nothing whatsoever to 
do with other monetary obligations of 
that Treaty under current discussion? 
Will he confirm that, as the Government's 
cbject is to give full freedom to the 
pound and let it find its own level in 
wo rld markets, the Government have 
ruled out sterling from joining the EMS? 

Sir G. Howe: No decision has been 
laken on the relationship between our 
currency and the exchange rate mechan4 

ism of the EMS. This decision has been 
taken entirely on its own merits. 

"r, Skinner: Will the Chancellor con­
firm that the Government's strategy hither­
to has been to try to push investment 
away from the public sector to the private 
sector. presumably with a strong emphasis 
on small firms? Will not today's 
announcement, which is a continuation 
of the policy announced in July, mean 
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that more money will. in the main, go 
into the multinationals abroad as opposed 
to the small firms that the Tory Party 
seems bent on supporting? Has the Chan­
cellor not a duty to tell the House what 
effect this will have on the balance of 
payments, especially when we take into 
account that. within only four months of 
this Government being in office, the in­
visibles have become invisible? 

Sir G. Howe: The han. Gentleman 
must understand that this decision in no 
way impairs the capacity of small firms 
to expand their investment in this country. 
As I have several times said today, there 
is no lack of capital for investment in 
this country. The shortage has been lack 
of suitable and effective opportunities for 
that investment. The Government are 
committed to policies that will increase 
those opportunities for both small and 
large firms. 

Mr_ Dubs: Does the Chancellor agree 
that flows of capital into and out of this 
country are influenced by the question 
whether our rate of interest is higher or 
lower than that of other industrial coun­
tries? Will not the steps that he has 
announced today leave him particularly 
dependent upon the rate of interest as 
a weapon and therefore delay into the 
long and distant future any significant 
reduction in the high interest rates that 
are now crippling our economy? 

Sir G. Howe: Rate of interest are not 
a significant determinant of Haws of that 
kind. The underlying health of the ecen­
amy is far more significant in the long 
run. Interest rates are a necessary weapon 
in securing proper and effective monetary 
policy-control of the money supply­
and they remain to be used and will be 
used for that purpose. 

Mr, Hooley: Will there be any restric­
tion on investment in or the acquisition of 
property in South Africa? 

Sir G, Howe: There are no special 
provisions in relation to that matter in 
my announcement this afternoon. 

POST OFFICE (REORG;~.JSj\TION) 

erday the han, 
!?~~~g. Falkirk and Grange­

mouth ( \ raised a point of 
order lth me. I have ked very care­
f into the matter that raised and 

" .:: 
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[M Speaker.] 
I am ntirely satisfied that it is not a 
matter r me. 

ILLS PRESENTED 

INDUSTRY 

Joseph. supported by Mr. 
Peter Walker. Mr. Secretary Younger. 
Mr. Secretary dwards. Mr. John Biffen. 
Mr. Adam Butl • Mr. Michael Marshall 
and Mr. David itchell. presented a Bill 
to make further ovision in relation to 
the National Ente rise Board. the Scot­
tish Development geney. the Welsh 
Development Agene and the English 
Industrial Estates Cor oration; to amend 
the Industry Act 1972 and the Industry 
Act 1975; to remove th requirement for 
a register of the finan . al interests of 
members of British Shipb ilders; and fa 
connected purposes: And he same w 
read the First time; and a dered to 
read a Second time tornorro [Bill 

SHIPBUILDING 

Mr. Secretary Joseph. su 
Mr. Secretary Pyrn. Mr. Secret rior. 
Mr. Secretary Younger. Mr. Se reta At­
kins. Mr. Secretary Nott. Mr. ohn Bi en. 
Mr. Adam Butler and r. Mich el 
Marshall presented a Bill to raise t 
limits imposed by section I of the Air­
craft and Shipbuilding ndustries Act 
1977 in relation to the fi ances of British 
Shipbuilders and its wally owned sub­
sidiaries; and to exte the application 
of section 10 of the ndustry Act 1972 
to include the alter tion of completed 
and partially constru ted ships and mobile 
offshore installation : And the same was 
read the First ti ; and ordered to be 
read a Second ti tomorrow. [Bill 52.] 

EUROPEAN 

Sir Ian G' mour. supported by Mr. 
Douglas Hur • Mr. Adam Butler and Mr. 
Cecil Parkin n. presented a Bill to extend 
the meanin in Acts, Measures and sub· 
ordinate Ie islation of .. the Treaties" and 
.. the Co munity Treaties" in connee· 
tion wi the accession of the Hellenic 
Republi to the European Communities: 
And t same was read the First time; 
and ordered to be read a Second time to­
morrow. [Bill 53.] 

10 0 12 

STATUTORY INSTRUMENTS, & •• 

Mr. Speaker: By leave of the House. I 
shall put together th six questions on the 
motions relating t statutory instruments. 

Hon. Membe : Object. 

Mr. Speake : I believe that it is No. 
5 to which h n. Gentlemen seek to object. 
Perhaps by' eave of the House I may put 
the first ur together. unless there is an 
objectio . 

The Question is. That the four instru­
ment be referred to a Standing Commit­
tee n Statutory Instruments. 

on. Members: Object. 

Mr. Speaker: I shall put the instru­
ments one by one. 

Ordered. That the Legal Aid (Financial Con­
ditions) (No.2) Regulations 1979 be referred to 
a Standing Committee on Statutory InstrumenHi, 
&C.-[Mr. St. Jahn~Slevas.] 

Ordered, That the Legal Advice and Assis t~ 
ance (Financial Conditions) (No.3) Regulations 
1979 be referred to a Standing Committee nn 
Statutory Instruments, &c.-[Mr. St. John· 
Stevas·1 

Ordered. That the Fruiting Plum Tree (PIHnt~ 
iog Grants) Scheme 1979 be referred to a 
Standing Committee 00 Statutory Instruments, 
&c.-[Mr. St. Johtl~Stevas.J 

Ordered. That the Plum Material and Clear­
ance Grants Scheme 1979 be referred to a 
Standing Committee on Statutory Instruments, 
&c.-[Mr. St. JoJIfI~Slevas.] 

Motion made. and Question pur. That the 
raft European Communities (Definition of 
reaties) (International Wheat Agreement) 
der 1979 be referred to a Standing Committee 

on Statutory Instruments, &c.- [Mr. SI. Johll­
Sle s.] 

N less than 20 Members having risen 
in th 'r places and signified their objec­
tion t reto, Mr. SPEAKER declared th"t 
the No fwd it. pursuant to Stallding 
Order N 73A (Stallding Committee on 
Statutory stmments, &c.). 

at the Customs Duties (ECSC) 
(QUOla and 0 er Reliefs) (Revocation) Order 
1979 be referre to a Standing Committee on 
Statutory Inst eots, &c.-[Mr. St. Jolm­
Stevas.J 

BUSINESS F THE HOUSE 

Ordered. That. at th day's Sitting, Standing 
Order No.3 shall apply to the Motion relating 
to State Aids for the Steel ndustry with the sub­
stitution of One o'clock 0 th ree hours after it 
has been en tered upon. whichever is the later, for 
the prOVisions in paragraph (b) of the Slanding 
Order.-[Mr. Le Marchant.] 
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MI'. Jordan Moss 
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I attach acopy of the final version of the Chancellor's 

statement. 

(M.A. HALL) 
23rd October 1979 



SEC nET 

UNTIL 4 P.M. ON 23RD OCTOBER 

STATEMENT ON REMOVAL OF EXCHANGE CONTROLS 

With permission, Mr. Speaker, I wish to make a statement 

about exchange control. 

In my Budget Statement on 12th June I announced our 

intention progressively to dis,mantle these controls. I made 

a number of relaxations at that time; and again on 18th July, 

when I informed the House of the first major move towards 

liberalising outward portfolio investment. 

I have now decided to remove all the remaining exchange 

control restrictions from midnight tonight, apart from those 

. still needed , I hope not for long, in relation to Rhodesia. 

With that single exception, there wil l from tomorrow be 

full freedom to buy , retain and use foreign currency for 

travel , gifts and loans to non- residents, buying property 

overseas and investment in all foreign currency securities. 

Portfolio investment wi l l be wholly free d; and the requirement 

to deposit foreign currency securities with an Authorised 

Depositary is abolished . Foreign currency accounts can be 

held here or abroad. Passport marking for travel funds can 

now be abolished . The neces sary Treasury Orders are being 

laid this afternoon . 

The removal of controls will lead to public expenditure 

savings of about £l~~ million a year , which represents the 

current cost of about 750 staff at present employed on exchange 

control I'lork at the Bank of England and about 25 at the 

Treasury. I would like to thank all those who have had the 

task of administeri ng the controls - not only in the Treasury, 

- 1 -
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UNTIL ~ P.M. ON 23RD oc'rOFlER 

the Bank of England and Customs and Excise, but also those in 

the private sector, whos~ co-C'peration has c. . .:.blE.-': the system 
to work. 

Under arrangements announc~d in this House in 1971, exchan~ 

control has been used to prevent United Kingdom tax incentives 

supporting the leasing abroad of foreign equipment. I propose 

to introduce in the 1980 Finanpe Bill provisions, which will 

take effect from tomorrow, to ~ontinue to prevent this. 
Further details on this matter are available in the Vote Office. 

From tomorrow, we shall be meeting in full our Community 

obligations on the freedom of capital movements . 

Exchange controls have been with us in one form or 

another for just over forty years . They have now outlived 
their usefulness. The essential condition for maintaining 

confidence in our currency is a Government determined to 

maintain the right monetary and fiscal policies . This we 

shall do. 
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PRII1E MINISTER'S QUESTIONS, 25 OCTOBER 

REMOVAL OF EXCHANGE CONTROLS 

'\~'t 
" ,:' C .'" . _:~:'.: ~ : ..... , :.: • 

cc pS/Chancel.lorof the 
. PS/Financial .Secretary . 
Sir DouglaaWaaa "' .• 

··SIr KennethCouzens""/i, 
Mr Barratt 

r/:.., M'" C'2 I \y .• ~. ~ r. ... -:"1dgeman 
I1rs Hedley-Miller 
Mr Middleton 
Mr Gill: . 
Mr !lett · 
Mr McIntyre · ' 
Mr Ridley 
I1r Cardona : .. ' 

Mr D A Dawkins (B/E) 

.(,':".,: .. " 

We were asked yesterday evening for "defensive" material o,nthe Chancellor's ' ·· 

announcement of 23 October removing' all remaining exchange c~ntrols (except ;' 

in relation to Rhodesia). I attach Notes for Supplementaries ~nd a b'ackground 

note. 
:. " 

C H W HODGES 

"'" t";·' : 

25 October 1979 ;;.:. 
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'WI) OF EXCllANGE CONTROLS 

Notes for Supplementsries 

1. Announcement was too sudden and sw<\eping 

. , Lo 

No. This was the third stage of a programme to dismantle controls announced 

on Budget day. , Once again, we have implemented our declared pOlicy. 

2. Only possible reason doctrinaire 

" We were elected to give more freedom to individuals and companies. The 

controls have imposed costs and distortions on the economy. . Removing them 

will also save administrative costs for the Government (£l~ million a year) 

and for the private sector. 

3. Exchange Rate Effects 

We have not removed controls in order to influence the exchange rate. . The 

effects are very uncertain. So far, the rate is a little lower but the 

change has been modest compared with fluctuations over recent months. The 

o main influences on the rate are the Government's fiscal and monetary policies 

'and events in world markets, including the oil market. 

4. Speculators will drive down the pound 

5. 

.. ' ,. 
Confidence in sterling depen~s not on ex~hange controls but on havidg ' the 

right economic policies, which we are determined to carry through. 

Balance of Payments Effects 

Some additional capital outflows are 'likely, particularly as portfolios ~re 

adjusted. But their size and·timing are ,very uncertain. They should be .. 

offset over time by increased inflows, for example, by higher invisible 

earnings. 

6. More capital and jobs will be exported 

Investment at home does not depend on preventing money going ab·~oad. There 

-<.< •• 

is no shortage of finance. The need is for profitable opportunities. Most 

, 



7. 

8. 

9. 

10. 

11. 

" ' . 
. , ' . 
. , " 

, , 

suggests that 'direct investment overseas 

, home, if only by helping our exports • • 
Effects on Money Supply 

.\:~'~ :~ 
, .\. 

• 1 ,'1', .r' 
,: " .. ~/' 

,,' 

i..' _," 
" 

.. ~. ',' '., 

These will depend on the size and timing of ~api tal movements inward ,and ' ,,:' 

outward as a result of the removal of controls. The effect on sterlU;g iM3 '"'' 

could go either way but is likely to be fairly sma-ll; ': .. ,"" ; " 

.... : ..... ;.;. ,., . 

·.t, . Interest Rates . :: , ."~ 
, 

The impact on interest rates, should also be small. ; 

" 
~.( :. .. ' 

Effect on SSD Scheme ("Corset") 
',', .. : '''-

: .: .. ' .' , .. ".' 
,., ' .. '", ~:;}~;:" ' 

We shall take account of how the relaxation affects the ,corset in cons~d~rtng ' 
the roll forward of the scheme. Ending exchAnge confrOls ' in no way weakens 

our firm commitment to 

Effect on Gilts Market 

the monetary targets w~ have announced. 
'o~,~:;" .~ . . ~, . .: .~), :i.' 

,< ,. 

< '" ~ .,'.--:;>,., 

. '1',::,;>.',<' 
, ;.' '!: ~ ;': ~. , 

;'1. /' 

There may be more investment overseas which might have gone into 

" ; 

, this shoui'd be mainly a once-for-all effect and should not sigtlific,futly 

affect our ability to meet the monetary target. 

But, 

Effect on UK Eguities 
,~ .... : '. 

and dividends. 

' .. : 

12. , Benefi ts only for the rich (eg property abroad ~rid gOl«( t;'tiiliord 

" , 

There is no case for continuing restrictions on personal freedom wlifch have 

outlived their usefulness. 

:",.~, , , 

",' .. , 

. ~,~ ;',". 

; .. 
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13. Decision will help over EEC budget 

It is good that we are now fully m~e ting our Treaty obligations on capital 

movements and our partners shoul~ welcc~e this. 

on its merits. 

14. Decision will pave way with EMS 

Bu t we' ~"ok' ~~.':'s decision 

No decision on joining the EMS exchange rate regime has yet been taken. 

15. Future of the Exchange Control Act? 

The Act is still needed for Rhodesia and various technical reasons but its 

future is being reviewed. 

controls. 

16. Rhodesia? 

• 

We have no intention of reimposing exchange 

The controls needed to maintain economic sanctions are being kept. If pressed: 

Various technical changes have had to, be made to the rules on Rhodesia as 

a result of the removal of all other controls, but their general effect is to 

maintain the status quo. Positive Point: The ,Constitutional Conference 

has made -·good progress. and we hope we are approaching the time when we will be 

able to lift all sanctions against Rhodesia, but until agreement iS,reached the 

necessary measures must remain in place.: 

-.-;' 

" ~ : ' " ",: 
. ; - , 

, 
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cc : Chief Secretary 
Financial Secr etary 
Mini3ter o f Stat e (Cl 
Ministe r of State (L) 
Sir Doug l as Vlass 
Sir Kenneth Cou zens 
Nr. Barratt 
Mr . l1ar,c oc]< 
Mr. Bridgeman 
Mr . I·liddleton 
j,lr . P . G. Davies 
Mis sO ' ~~ara 
Mr . Al l a!') 
~lr. Hal l igan\ 
Mr. McCrae -
Mr. Cropper 
Mr. Ridley 

THE EXCHANGE MARKE'l' REACTION TO 

EXCHANGE CONTROL ABOLITI ON 

The Chancellor has seen j~r . Gill's minute of 

24th October . He has commen ted th at t he views reported 

and expressed in Thursday's Financial Times about the 

long run impli cations for e.g. the corset, monetary base 

etc . suggest that it would be a good idea for confidence 

for him to make a short reflective speech about these 

subjects fairly soon. The purpose \wu l d be to show that 

the Government has thought , and is continuing to think 

their way through thes e imp l ic ations; and to hint, alb eit 

carefully at the Government ' s thought s on fut ure policy . , 

2. The Chancellor thought the speech to the American 

Bankers Association would be a good occasion, though it 

nol'/ l eoks as though it wi l l clash with the publication of 

t he vJhi te Paper . 

(/1 . fl . HALL 1 
25th October, 1979 

CO~·;FI01 ·:Hrr· Ii"\ L 
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CHANCELLOR cc Financial Se cretary 
Sir Lawrence Airey 
r·1r Bridgeman 
~1r Middleton 

THE EFFECT OF ABOLITION OF EXCHANGE CONTROL - VIEWS OF 

MR IAN STEWART r·1P 

I spoke yesterday to your PPS. He wished to stress a message 

which you 11ill have , by now, heard on a number of occasions 

and will no doubt go on hearing. It is self - evident that, with 

the disappearance of the controls, problems of monetary control 

.~. 

and management will be somewhat greater. This pos es two difficultie ~ 

and risks . On the one hand there may be oppoctunities here for 

Mr Healey and others to start making significant attacks on the 

Government , particularly if there is a lot o f public fuss . On 

the other , markets themselves, though reasonably confident and 

stable for the moment considering the unexpected nature of the 

announcements , could well begin to become a bit shaken if they 

have pr olonged doubts about Government policy. 

2 . The practical conclusion that Ian Stewart drew was that it woul 

be valuable if you could make a short speech at some point i n the 

near future indicating your awareness of the problems of monetary 

control , and , perhaps, stressing that the authorities 

very ha rd about what changes if necessary are needed. 

\1ere thinking 

Apart from 

anything else , people will be unimpressed if the corset continues 

any longer ~ 

3. This message is, of course , very much in line with your minute 

of yesterday requesting a draft to this effect . 

ADAr~ RIDLEY 

26th October 1979 

\ 
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Mr Allan 
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l'~i 55 a '1·~ara 

Hr Ridley 
Mr Cardona 

Chief Cashier) 
ViI' Da\.'J.:i ns ) B of E 
),,~ Sangster ) 

SF~CH TO THE SK~LL EUSINLSS BUREAU, v/SDNESDAY 7 NO\'L]·:3ER 

I attach a draft passa[e on excha nge control and !T!o!1etar:.--' policy :or your 
the 

E;)eech on ',,'ednesday to the Conferer:..ce of/.sr;-,all Eusiness !3u:-e au~ :.. r.3. ssage on 

the eligible liabilities fiblU'es \·:ill folIo,,: from HF as s oor. as poss ible . 

The proposal is that :eDT should put out the complete text as a Press release 

unde:r e mbargo on \'!ednesday afternoon. If you approve , this will repl ace the 

draft sent you by l·~ j·:acrae on Friday. '{:ith the a ddition of a fe h' cQurtecies, 

dra ft, \·;hen completed by the commentary on the e libible liabilities fi(;Ures , 

should be long enough. 

2 . The purpose of this press release would be:-

(i) To put on record a more fully argued justification for the 

decision to abolish exchange controls than any that has 60 far been 

made. This will be very use ful for the record. For example, we 

should like to distribute it as guidance to our posts overseas. 

.' ... ::e 
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(ii) :::0 .,>.ow tr:at you cO:1cicered t'oe i:-.peic" t ions i'or :oterliJ:G a lld 

t}-.e money supply carefully before the decision ..... as taken . 

(lli) 'I~ put tomorrow's eligible lia.bilities ann01':"uct:men"t in per .spect ive 

in a context - namely (ii) above - which l ooks deliberate and considered 

and not a panic reaction to bad news. 

3. Paragraph 5 of the draft is the first occasion on which we have suggested 

that Trea sury Ministers should use in public the argument that the abolition 

of exchange controls was intended to improve competitiveness. We would not 

want any'such statement to be misinterpreted as a desire to get the nominal 

rate down with all that implies for inflationary expectations. The attached 

draft, for this reason, combines the statement about competitive n~ ss with a 

repetition of something you have said on a number of occasions, namely that 

it is not the Government's intention to secure any particular objc~tive for 

the nominal rate. It also relates the prospective outflows on capital account 

to the increase in North Sea oil production still to come so as to avoid any 

implication that you want to get the rate d9wn from its present l~vel. (I am 

indebted to Mr Allan for this suggestion.) 

4. The case for including paragraph 5 is that it is a powerful ~rgwoent in 

support of the decision to abolish controls \;lli ch adds depth to the arguments 

about distortion of choice, administ rative costs and their having outlived 

their usefulness. It is a cogent answer to the TUC. It was · in f -<ct 

one of the principal rea sons why many of us recommended you to get rid of controls. 

In the way it is deployed in the attached draft , I think its inclu f;ion would 

help you to defend your decision without implying any weakening .ill your r b.-olve 

to give priority to getting the rate of infla tion down. 

5. IDT would need the text you approve by 2.3C p.m. on Wedne",iay in ord"r 

to be able to distribute copies in time to catch T~sBy's paper8 , 

J>.H. 

D J S HANCOCK 
5 November 1979 



CHh.HCELlJ)R 'S Sp;.:3CH TO THE S);A LL 3D SUESS BURSAU COIWLR"NCE 

ON WEDNESDAY 7 NOVEMBER 

1. In the Budget Speech on 12 June I announced the Government's 

intention to dismantle exchange control progressively one step at 

a time. Apart from the very special case of Rhodesia, we have just 

completed the dismantling process earlier than expected)in three 

steps - in the Budget, on 18 July and on 23 October. 

2. The abolition of controls is part of the Government's pOlicy 

to enlarge freedom of choice, to reduce the role of the State and 

to permit markets to work as they should without distortion. 

-3. The de ci sion has been widely welcomed, both at home and abroad, 

as an important step in the restoration of health i-,n t'J.e British 

economy. But the TUC have said that the removal of exchange cont rols 

is contrary to the national interest because it boosts i nvestment 

overseas at the expense of i nvestment at horne. I n f" Go , I have nut 

created any incentive for overseas investment . What 1 have done is 

to remove a n art ificia l barrier discriminating agair~!:;)t overseas inves-: ~ 

that had the effect of preventing the price system f r om operating as 

it shoul d. "'hen it operates properly in the capital :oarkets , the 

price syst em channels funds to the places where it i s expected to 

earn the highest return. 

4. It is clearly in the national interest that the country's 

savings should be invested so as to earn the highest return. The 

country benefits from overseas investment in the form of future receipt : 



t o the current account.. It bC:J.efits from o0::';estic i:1vestment in the 

f orm of future goods and s ervices dome stically produ ced - provided of 

course that the domestic inve stment s are profitable. The return on 

domestic investments has, in the past, been very disappointing a nd it 

is this, not a shortage of finance, that has been the cause of low 

investment in t he UK. In time, as the Government's general economic 

policies take effect, as markets are freed, incentivco restored and 

expectations become realistic in response to realist; ,. Goverrunent 

policies, the return on domestic UK investment will ; ; :re ase and 

f unds will flow there .~thout artificial help. In the . meantime, 

the UK economy would have gained no benefit from the ' · ·mtinued 

existence of exchange controls which hampered the p I" ... or functioning 

of the capital markets and impeded the ability of Er .~,sh investnrs to 

exploit profitable opportunities. 

5. At a time when North Sea oil is producing increasing inf' C; ',::; 

to the current account of the balanc" of payments, the continue'; 

existence of exchange controls would have been damaging, not hel, . , 

to manufacturing industry in this country. By preventing the e ""inge 

r a te from re : lecting market forces , the controls, coupled with , he 

increasing b e nefits of North Sea oil, ' lOuld have b"" • '!armful t . 

competitiveness. Now we have abolished controls , t, ., ,-mprovement 

in the oil sector of our current account will tend t· le offset by 

out flows on the capital account, rather than by a de · doration in the 

non-oil sector of our current account . Thus the bala!lce of 

international trade by our manufacturing s ector will no longer have to 

bear the full impact of the adjustment of our overall balance of payment ; 

to North Sea oil. 

2. 



ove rseas. In my JUrl e 3~Jdge t, I allo·.:e d sterj i rlg to be use d t o ~ . 

J. ~:-..a nee 

such invp ~tmen+~ within very ge nerous l i mits; a~d now I have 

completed the process by abolishing the re qui re me nt to obt ain permi ssior 

to make them. The great weight of the available evidence supports the 

Government's view that direct investment abroad encourages employment 

and output at home and does not substitute for it. A recent survey 

by the NEDC involving both sides of industry, for example, supported 

this conclusion by showing that overseas investment is in many cases 

necessary for a successful export performance. The old r estrictions 

were particularly hard on small firms seeking outlets overseas 

because they lacked the r e sources possessed by l arger firms to find 

ways round the formalities involved. 

7. Exchange controls were justified in the past partly on the 

grounds that they protected the economy against speculative attack. 

Experie nce has shown that this ;;as not a sufficient j ustification 

for the costs they i~posed on the proper functioning of the economy. 

Ho exchange control regime can protect a currency against attack if 

the markets j udge that the country's domestic policies are inappropria: ' 

For exanple, our exchange controls did not prevent leading and lagging 

on curyent pa~ents nor movements of non-resident holdings of sterling. 

In 1976 sterling plunged to an unprecedentedly low level despite 

the fact that the UK possessed at the time the most elaborate exchange 

control regime of any industrial country in the world. 

8. The controls imposed substantial administrative costs on both 

the public and private sectors. About 750 staff in the Treasury and 

the Bank of England will now be released for other work. The 

3. 



of tr..e admi nistrative burden are r.o .... · free of t!i.ese responsibilities" 

Individuals and firms will no longe r have to contend "ith the rules. 

Everyone can now buy foreign currency without having his passport 

marked, and this is a benefit which will be apprecia ted by people at 

large and not only by those directly involved in business and finance. 

9. In reaching our decision to abolish controls, the Government 

had to consider the possible effect on the exchange "ate for sterling. 

We took into account the possibility that the exchange rate would be 

lower than it would otherwise have been over a period" ahead as 

investors adjusted their portfolios. But this effect will, of course, 

be only one of many influences on sterling and I have a lrea dy rererred 

to another major one, namely the fact that rising ~: " '.h Sea oil 

production will bring an increasing benefit to the l""Tent acc c·""t 

over the years ahead. I am therefore making no }H'e' :;'" i0n ab. :.he 

future course of the exchange rate. It is true th~ l '. " " po» ", ;ell 

on the day I made my announcement; but that fall ':0'ncj.oed ,.; ; :h an 

unprecedented rise in US interest rates. We must ~ ,. ~t the ' ' rkets 

to reassess the position of sterling periodically; ·" . he ligh r ·.f all 

the changes in relevant conditions. In such reassc =nts, st "y' . ng I S 

basic position will be determined by our domestic mn· ·:tary and f ir,Gal 

policies. I have repeatedly stressed and make no a1 . :.ogy for stressin[ 

again today that the Government is firmly committed '. U policies which 

will be favourable to the strength of our exchange rate. 

10. The Government also considered very carefully the implications 

of the abolition of exchange control for domestic monetary policy, and 

we were, of course, particularly concerned with how it would affect 

4. 



have arQled t:-..a.t abolition will i !"J2~: e our task IT,ore difficult, Cl :1Q t}-LE:re 

has been a considerable amount of Press com~ent along these lines. 

But t hese a rguments miss one basi c point, a nd that is that the 

funda~ental elements in achieving monetary control are keeping down 

the level of public sector borrowi ng and ensuring that interest 

rates are at the right level. There is no avoiding this, with or 

without exchange controls. The Supplement a ry Special Deposit scheme 

(the "corset"), which these commentators are saying ho.s now outlived 

its usefulness, has never been intended as a substit~Le for appropriate 

action on the PSBR and interest rates, but rather as , complement. 

It certainly cannot help if these fundamentals are w.ung. The 

Government's commitment to getting the fuOCementals , f monetary control 

right is in no way affected by abolition, and its abili ty to do so is 

1Ulimpaired. 

11. The effects of abolition on domestic mone1;ary ( 'mditions h:ive 

also been somewhat overplayed. vie can obviously e '; e' I; a complex 

movement of funds both across the exchanges and wit ; the domeGClc 

financial sYstem and these will clearly have domest .nonetary 

implications. To the extent that there is an out n,." .. J of capital 

from the UK this will put downward pre ssure on the I ey supply and 

so on the level of domestic interest rates required ensure that 

our monetary t arget is met. But there will be some '. fsetting 

influences. For instance,there may be s ome increase .n bank borrowing 

to finance repayment of foreign currency debt, and this will add 

to Domestic Credit Expansion and put upward pressure on the money 

-. ". r 

5. 
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:~pply . . e t. L' .... r.Q se 

factors over a period i s likely Or! D3.1ance to be s~!'I 311 , and i ndeed 

they could go either way. 

12. ~Passage on eligible l iabili ties figures to follow~7 
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SPEECH TO THE SHALL BUSINESS BUREAU, WEDNESDAY 7 NOVEHBER 

I refer to my minute of yesterday's date. I understand that the Chancellor 

has decided that the small business bureau would not be able to take more 

than about 5 minutes of such material; but that he will authorise a 

Treasury Press Notice of about twice the length of what he actually said. 

2. Accordingly, I am submitting with this minute two drafts:-

(i) A draft passage for inclusion in the Chancellor's speech. 

Mr Macrae will let you have separately a full draft for a 20 minute 

speech which coobines this passage wi th other material which the 

Chancellor has already discussed with HI' Cropper. 

(ii) A draft Treasury Press Notice. 



rTe~:s j;otice and not in the speech (on the grou.nds that it is too technical 

for the s::;all business bureau) . ill' may wish to SUGbest a change in the ;;ording 

'v/hen they h5.ve seen "tomorrow morning's nev..'spa,Per::5. 

4. IDr must receive the final text of the press release by 2.30 p.m. 

tomorro\OJ. 

-:D. H· 
D J S HANCOCK 
6 November 1979 



1. I n the Budget Speech on 12 June I an nounced the Goverr.~ent 's 

intention to dismantle exchange control progressively one step at 

a time. Apart from the very special case of Rhodesia, Vie have just 

completed the dismantli ng process earlier than expected, in three 

steps - in the Budget, on 18 July and on 23 October. 

2. The abolition of controls is part of the Gover;lInent' s policy 

to enlarge freedom of choice, to reduce the role of L: " State, and 

,to permit markets to work as they should without dist - rtion. 

3. The decision has been widely welcomed, both at home and abroad, 

as an important step in the restoration of health to t~e British 

economy_ But the TUe have said that the removal of " -·.·:hange controls 

is contrary to the national interest because it l,oost ,·, 'investmeIit 

overseas at the expense of inve stment at home. ~n f dct, I have not 

created any incentive for overseas investment - What I have done 

to remove an artificial barrier discriminatin~ 3gainst overseas 

investment that had the effect of preventing the price system f r om 

operating as it should. 

4. Small busine sse s have a particular interest in ·lirect investment 

overseas. In my June Budget, I allowed sterling to 10' -used to finance 

such investments within very generous limits; and now I have 

completed the process by abolishing the requirement tr. obtain permissio: 

to make them. The great weight of the available evidclCe supports the 

Govern~ent's view that direct investment abroad encourages employment 

and output at home and does not substitute for it. A recent survey 



-~.... _ . . " - . - . .. - r ~ - - ~' , . '? , 

v:ere partic'..llarly [:tlL'O on sr.;all firms C;+2ev.ilig outlets overs eas 

uecause t::ey lacked the resources possessed by l arger firms to find 

,;ays of achiving ;:hat they needed to do consistently with the rules. 

5. The controls imposed substantial administrative costs on both 

the public and private sectors. About 750 staff in th" Treasury and 

the Bank of Engl and will now be reIeased for other wo,;-",. The 

commercial banks, stockbroking firms and others who :' .. ::-;: the brunt 

of the administrative burden are now free of these l · 5ponsibilities. , 

Individuals and firms will no longer have to conter.~ .ith the rules. 

Everyone can now buy foreign aurrency without havh.:; his passport 

marked, and this is a benefit which will be appre,, ' a ted by people at 

large and not only by those directly i nvolved in business and finance. 

G. In reaching our decision to cbolish contrl18, the Government 

had to consider the possible effect on the exc~T~e rate for st erling. 

\;e took into account the po s sibility that the exc:-~,i1 ge rate would be 

lower than it would otherwise have been over a per ~ ,1 as 

investors adjusted their portfolios. But this eH,' · ~ . 1 , 

be only one of many influences on sterling. Among ~,~ t • ...:!" ,.,~.2S 

is the fact that rising North Sea oil production will 

benefit to the current a ccount over the years ahead. .'JJll therP-Tore 

making no prediction about the future course of the eX"'tange rate. 

7. ~he Government also considered very carefully the implications 

of the abolition of excr~ge control for domestic monetary policy, and 

2. 



h .:.vt:' nrgued th3..t ab~ljtion '~.'ill r.:-·.-;':e our t .:- -1
: i .. 0;- · . . :hfficult. '9:.lt 

thE: .']e a:q;un:ents r;.i[;s one basic point, HnQ th;it is that the 

funoarr.ental elements in achieving monetary cont:-ol are keeping down 

the level of public sector borrowing and ensuring that interest 

rates are at the right level. There is no avoiding this, with or witho 

exchange controls. 



1. In the Eudc et Speech on "12 JU!1e I i:'.!lY)Qunce d the Go':errJ..'Je nt IS 

intention to disnantle excr .... lnce control proGre ssively one st ep at 

a time. Apart from the very special case of Rhodesia, we have just 

completed the dismantling process earlier than expected, in three 

steps - in the Budget, on 18 July and on 23 October. 

2. The abolition of controls is part of the Government's policy 

to enlarge freedom of choice, to reduce the role of the State and 

to permit markets to \'Iork as they should I<ithout distc" :;ion. 

3. The decision has been widely welcomed, both at home and abroad, 

as an important step in the restoration of health tu the British 

economy. But the TUe have said that the removal of exchange controls 

is contrary to the national interest because it oosts inve stment 

overseas at the expense of investment at home. 7 " fact, I have not 

created any incentive for overseas investment. '~t I have done is 

to remove an artificial barrier discriminating against overseas invpsi: ,r,e: 

that had the effect of preventing the price system from ope rating as 

it should. When it operates properly in the capit al m',,':,ets, the 

price system channels f unds to the places where it is ~ -;:>ected to 

earn the highest return, whet her a t home or ove r seas. 

4. The return on investment at home has, in the past, been very 

disappointing and it is thi s , not a shortage of finance, that has been 

the cause of low investment in the UK. In time, as the Government's 

general economic policies take effect, as markets are freed, incentives 

r estored and expect ations beco~e realistic in response to realistic 



t~E 11K ecor~or.:y \\'oulc. }mve E:1irJec. no 1Jenefit from the co:-.tinued 

exist e nce o f exchange "'ontrn1 ~ ,·:r~ch hnmperea the T,ropp. r functionir.g 

of the capital markets and impeded the ability o f Br itish investors 

to exploit profitable opportunities. 

5. Small businesses have a particular interest in direct invest", . 

overseas. In my June Budget, I allowed sterling to be used to financ 

such investment s within very generous limits ; and now I have 

completed the process by abolishing the requirement to obtain permisE 

to mal<e them. The great weight of the available evidence supports tl-. 

Government's vie", that direct investment abroad encourages employment 

and output at home and does not s ubstitute for it. A recent survey 

by the NEDC involving both sid~s of industry, for example, supported 

this conclusion by showing tha t overseas investmept is in many cases 

necessary for a successful export performa nce. The old restric~jons 

were particularly hard on small firms seeking outle ts overseas 

because they lacked the resources possessed by l a r ge"" firms to r ; nd 

ways of acl:ie!ing what they needed to do consistently with thE . " 'es. 

6. The controls imposed sub s tantial administrati,e costs (." ' .. uth 

the public and priva te sectors. About 750 staff in t he Treasury and 

the Bank of England will now be released for other work. The 

commercial banks, stockbroking firms and others who bore the brunt 

of the administrative burden are now free of these responsibilities. 

Indiv iduals and firms will no longer have to contend with the rules. 

Eversone can now buy foreign currency without having his passport 

marked, and this is a benefit which ;"ill be appreciated by people at 

large and not only by those directly involved in business and firUince. 

2. 



7. In reaching our decision to abolish controls, the Government 

had to consider the possible effect on the exchange rate for sterling. 

We took into account the possibility that the exchange rate would be 

lower than it would otherwise have been over a period ahead as 

investors adjusted their port folios. But this effect Hill, of course, 

be only one of many influences on sterling. Among the other influences 

is the fact that rising North Sea oil production Hill bring an increasing 

benefit to the current account over the years ahead. I am therefore 

making no prediction about the future course of the excha nge rate. 

It is true that the pound has fallen since I made my announcement; but 
-

that fall has coincided with an unprecedented rise in US interest rates. 

vie must expect the markets to reassess the position of sterling periodical: 

in the light of all the changes in relevant conditions. In such 

reassessments, sterling's basic position will be determined by our 

domestic monetary and fiscal policies. The Government is firmly 

committed to policies which will be favourable to the strength of our 

exchange rate. 

8. The Government also considered very carefully the implications 

of the abolition of exchange control for domestic monetary policy, 

and Vie were, of course, particularly concerned with how it would affect 

our ability to meet our monetary targets. Some City commentators have 

argued that abolition will make our task more difficult. But these 

arguments miss one basic point, and that is that the fundamental 

element s in achieving monetary control are keeping do'"n the level of 

public sector borrowing and ensuring that interest rates are at the 

right level. There is no avoiding this, with or without exchange 

controls. The Supplementary Special Deposit scheme (the "corset ,,), 



<lhich these commentators are saying has no .. outlived its usefulness, 

has never been intended as a substitute for appropriate action on the 

PSBR and interest rates, but rather a s a complement. It certainly 

cannot help if these fundamentals are <lrong. The Government's 

commitment to getting the fundamentals of monetary control right 

is in no way affected by abolition, and its ability to do 50 is not 

changed significantly. 

9. Yesterday's figures for eligible l i abilities seem to suggest 

that it may be taking us longer to bring the rate of growth of the 

money supply davm from the levels which we inherited than many 

had hoped at the time of the Budget. This is not entirely unexpected : 

the Budget measures reducing the PSBR - notably the increase in 

VAT and disposals "ill affect government receipts in the second 

half of the year. On the other hand, those increasing the PSBR took 

effect earlier, and the income t a x rebate s have a l arge once- for-all 

effect. The lower PSBR is of itself likely to tighten monetary 

conditions from next month onwards. 
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. " a risky leap into uncertainty· 
HEN Nigel Lawson, the Financial 
cretary to the Trea.ury, wa. asked on the 
dio the other day whether he agreed that 
e abolition. of exchange controls was a 
Lngerous gamble, he replied: "No, but it 
a leap in the dark." 
The fact is that no one could know how . 
e economy would respond to the sudden 
'olition of a major feature in its environ­
ent over the last 40 years. The immediate 
rdict of the markets was an emphatic 
umbs down. Gilts wilted, and the equity 
arket has fallen to the lowest level for 
'arly three years. Sterling's recent decline 
celerated, in spite of intervention by the 
Ink of England, and as a result the retail 
ice index will be two per cent higher than 
would otherwise have been next year. 
The explanation given in both the .. 
,mestic and foreign markets is that 
nney will flow out of Britain instead of 
to gilts and equities, and the exchange 
te will continue under pressure. 
Ministers may not be too unhappy at the 
11 of sterling so far, and they can argue 
at studies carried out in recent years both 
. the Department of Trade and the NEDC 
ggest that little investment abroad is at 
e expense of potential investment in Bri­
in. But these studies were carried out with 
e who:.e p ' . Iy of exchange controls in 
Ice; th ot throw light on what 
ly ha . en exchange con trois are 
,01r 1 altogether at a stroke. 
Th~. is why I myself as Chancellor 
eferred to -?love in this area with glacial 
~~......-v ",",~ "T i ,...",-'~ .. l v c in,..... th .... ,...l!:lrl"lnllr f" ...... " 

removing exchange controls 
was loudest among those 
who had pushed the 
previous Conservative 
Oovernment into the 
disastrous banking policy 
of competition and credit 
control. 

, controls by lending through 
their subsidiaries abroad -
and no one yet seems to 
have considered what to do 
about it. Whatever fiddling 
with monetary definitions 
now takes place, the result 
is likely to be higher interest 
rates in Britain than would 
otherwise have been 
necessary,- and an attempt 
to curb lending in Euro­
currencies which could be 

_ disastrous both for the non-

I recall that the Dresdner 
Bank, in its seminal paper 
on the reasons for the 
superior performance of 
Geman industry, 
emphasised the benefits 
derived from the fact that 
until a few years ago very 
little German money was 
invested abroad. 

No one is suggesting that 
domestic investment in 
Britain will now cease 

DENIS 
HEALEY 

oil developing countries 
which have no other means 
of financing their deficits, 
and for some at least of the 
private banks which have to 
continue lending to serve 

altogether. But the markets are surely right 
in believing that the abolition of exchange 
controls will lead individuals who might 
otherwise have invested at the margin in 

. Britain to prefer investment in countries 
where inflation is lower or growth is higher. 

This is even more likely to be true of the 
financial insitutions, which in particular 
may want to increase the proportion of 
their portfolios which they hold abroad -
at present 5 or 6 per cent - at the expense of 
the 50 per cent they hold in gilts. So it will 
be more difficult for the Government to 
finance its borrowing requirement. 

Moreover, there is now total freedom 
.1" ... .. ....... h ................... .. ., ..... :A rl",~ ... ~t;:,.. ",,,",ot,,,,,,, 

their existing loans if they 
are to avoid the default of their clients. 

A further risk to the banking system 
arises from the new freedom for specula­
tion in commodity futures, which is already 
building up in many countries like a gigan­
tic South Sea Bubble. 

The only certain beneficiaries of the 
abolition of exchange controls are those 
who use it to speculate. in foreign property 
and to escape ·taxation. The Capital 
Transfer Tax risks becoming as avoidable 
for the wealthy as the Estate Duty it 
replaced. Indeed tax evasion is now much 
easier since the Inland Revenue will find .it 
difficult to detect evasion through 
;:'nn<:nirltnnC .'YT\pnnitTlrp in Rrit!lin !lnn 

people will be able to move money into 
countries which are not obliged to 
exchange information with Britain, 

I do not know any more than does the 
Chancellor of the Exchequer the magnitude 
of the disadvantages which may follow· 
from these implications of his action . lt is 
indeed a leap in the dark . 

If the scale is substantial, a more general 
risk could follow. With inflation in Britain 
now certain to rise above the level predicted 
by the Government in June, and the fall in 
gross domestic product likely to be greater, 
we cannot absolutely rely. on further in­
creases in the price of oil or cuts in its out­
put to offset the downward pressure on 
sterling - though in my view at some point 
they are likely to do so. 

lt is all too easy to envisage cir­
cumstances in which the outflow of bar· 
rowed money from our reserves could 
become a major threat to our viability as 
part of the international system. 

In that case it could become necessary to 
re·establish exchange control overnight. 
But if the Government has dismantled the 
whole of the machinery as it boasts of hav· 
ing done, this might be impossible to do in, 
time. And if it were even thought to be im­
possible, that might produce the very situa­
tion in which it was necessary. 

The legal framework for exchange con­
trol does however remain. One can only 
hope that someone less infected with the 
foolhardy dogmatism of Treasury 
Ministers has buried somewhere the 
wp~Tv'n," nppciprll o pnfC\rrp th :.\ t l ~w 
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CHANCELLOR ' S SPEECH ON EXCHANGE CONTROL 

I fea r your efforts to provide the Chance l lor with 

some speaking notes on exchange control have again p r oved 

still- b orn . 

2 . There was a gene r a l feeling that this was not a s u i t able 

occasion for talking abo u t the domestic markets , and 

consequent l y the Chancellor dec i ded to d r op t h e wh o l e ide a 

of an on the record s p eec h a ltogether . 

3. He has a sked me to thank you particul arly f or produc ing , 

at ve r y short n otice , yet another passage which he is no t 

immediately going to use . But there are p l enty of other 

opportunities coming up and it may Yet reach it s inte n ded 

audience . 

~ 
(A . M. W. BATTISHI LL ) 

9th November , 1 979 
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NATIONAL FINANCE 

Exchange Controls 
15. Mr. Cryer asked the ChanceiJor ot 

the Exchequer what representations he 
has r('c~jvl!d from the Trades Union Con­
gress regarding the aholition of exchange 
controls. 

Sir Geoffrey Howe: None. 

37 .. \fr. Gwilym Roberts asked lhe 
ChanceiJor of the Exchequer what repre. 
sentations he has received about the aboli. 
tion of exchange Controls; and if hL' will 
make a statement. 

Sir Geoffrey Howe: The representa. 
tions I have received have generally weI. 
corned the abolition of exchange controls 
and have recognised the significance of 
this historic step. 
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MR DAWKINS (BANK OF ENGLAND) 

ABOLITION OF EXCHANGE CONTROLS 

6" j . -

tr lCJ 

cc Principal Private Secretary 
PS/Chief Secretary 
Sir D Wass 
Sir L Airey 
Sir F Atkinson 
Sir K Couzens 
Mr Barratt 
Mr Littler 
Mr Bridgeman 
Mr Dixon 
Mr Middleton 
Mr Unwin 
Mr Butt 
Mr P G .Davies 
Mr Gill 
Mr HOdW~/ 
Mrs Lomax l'f 'f I 
Mr Riley 
Mr Allan 
Mr Ilett 
Mr McIntyre 
Miss O'Mara 

Mr Ridley 
Mr Cardona 

Chief Cashier) B/E 
Mr Sangster ) 

Now that the dust has settled following our announcement on 23 

October I feel that I owe you a word of thanks for all your help 

and advice. I well realise that it cannot have been an easy task 

for one in your position; indeed that fact greatly adds to my 

appreciation of your efforts. 

NIGEL LAWSON 

13 November 1979 

. __ . -,--,-- J 
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Chi e f Secretary r" 
Hillan~j_B" l Secretary fb-~ ~S 
Sir D 'flaGs 
Sir L Air ey /l'~ 
Sir F Atk inson v~ 
Sir K Couze D ~' ~ 
l'ir Bar ra" y\v I) " -y 
Mr l,it er ' 
I'lr B ' ·.dp;e!Ilan t."''1- iJ 
l"lr ... ancock -
,'r rhddleton 
hr Umrin 
hr F G Davies 
l'lr Bottrill 
Nr Gill 
l"lrs Gilmore 
Mr Hodges 
JVirs Lomax 
~lr Folger 
J'jr l.Jilliams 
~lr Macrae 
Hr Ridley 
l'lr Cardona 
rIr Cropper 

r'lr Fforde ) 
Chief Cashier )) 
I'ir Goodhart 

Bank 

SFEECH TO THE INS'l'ITUTE OF BANKERS, FRIDAY 16 NOVEI'lBElt 

I attach a draft speech which concentrates on monetary policy 

but contains also a section prepared by t:r Hancock on excbane;e 

controls . The material may not be entirely consistent with 

the latest version of tomorro','r 1 s statement, and has not yet 

been checked in detai l with the Bank. Some chan.ges !11ay be 

necessary on both accounts. Topping and tailing l'iill , of 

course, also be necessary. 

2. I also attach a seotion by I'ir Brencion Selvill on the !'lethod 

of payment of wages ,·rhich he has sugcested might be included 

in the speech. It doe s not fit easily i nto the speech as 

currentl y drafted, and the Bank have not yet seen it, but you 

may wish I'or it to be ,"oven in. 

C J HILE"I 
-45' November 1979 



DlI.AFfr Sr:t:ECH TO INSTH'lifl'E OF R4.!ili.EliS, l!'RIDAY 16 NOVI,r'lBER 

1. Yesterday in the House of Commons I a=ounced the 

Government's plans for rollin[~ forward the monetary 

target and a package of measure s designed to ensure 

that the target is II'.et . I also d.iscussed techniques 

of monetary control, and I would like to talk tonight 

about some of these issues in ~reater detail. 

2. Control of the money supply is, of course, absolutely 

central to our economic strategy. It is now generally 

accepted, not only in this country but also throughout 

the industrialised ~lOrld, that reducing inflation is 

the key to sustained economic growth . It i s also 

recognised that excessive monetary growth is inconsistent 

with low inflation. Even our predecessors eventually 

came to realise this. But they put the cart before the 

horsei they continued to rely heavily on incomes policies, 

in one guise or another, in spite of the den.onstrable 

failure of such policies over a long period of years . 

Tnese years of fai l ure show quite clearly t]-, r,t the 

Government's policy of relying mainly on monet ary means 

of controlling inflation is right. ~Je are COIl'.mi tted 

to take whatever measures are necessary, whether monetary 

or fiscal, to achieve monetar;)' objectives. 

3. But tight monetary control is not a painless cure. 

As the Prime I'linister made quite clear in her speech 

at the Lord 1';ayoI" s Banquet on lVlOnday the pati1 to lower 
c;I in, '1 

inflation nay well be a 'stro11g one. Inflationary 

/attitudo3 



attitudes ODd behaviour are deeply entrenched in our 

economy, and i nevitably it will Lake time for these 

to be cor rected. A tight mone tary policy wil l therefol:e 

almost certainly involve some loss of output in the 

transitional peri od befor e inflation adjusts to lowe r 

moneto.ry growth. 'l~li s i s so Vlhether monetary cor.trol 

is achieved by fi scal means - cutt ing the FSBR - or by 

havine; hi5h interest rates . But it is essentially a 

temporar;y phenomenon , and furthermore the exter.t of 

the temporary l oss of output is something which those 

in industry have vii thin their power to determine. 

4 . Pu.t simply, the quicker that unions and management 

accept that the Government Ivill not shrink from tight 

monetary control, and t hat inflation will come dOVin if 

they behave responsibly, the less vlill be the temporary 

loss of' output and jobs. If inflationary expectations 

do not adjust quickly and high wage settlements pe r s i st , 

this Vlill inevitably mean a loss of jobs as the 

GoverDl'Jent has either to tighten fiscal policy or raise 

interest r a tes in order to prevent rr.onetary growth 

exceeding the target . There is no escape from this, 

and it is quite clearly in everybody ' s intere sts to 

recognise it. 

5. Influencing inflationary expectations is thus a 

critical part of the Government's strategy , and in this 

respect the co:nmi tment "hich I made in my Budget Speech 

to a proc;ressive l"cduc.i. ion in tile r ate of !!!o.n.ct ary 

growth h as an important role to play. I'iy deeisi on not 

Ito 
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to allow for "base drift" Hllcn rollinb fo r uard the 

monetary tarGet should ah;o convince both sides of 

industry that we will not sUl're pti t iously alloH a 

relaxation in our monetary stance. And the other 

measures \1hi ch I took yesterday shovl hovi much 
I 

importance I attach to ensuring that tbe targets are 

met and hence that our whole strategy carries conviction. 

Only then can we rely on the emergence of those 

favourable expectational factors which will allow us 

to beat i nflation witb a minimUlll cost to output and 

jobs. 

6. But I vlOuld like to add a warning bere about the 

ability ef the aut horities to control monetary growth 

in the very short run. The events of the l ast few 

months i n particular have shOim that it is not a 

practical possibility to achieve control on a month 

by month basis. In spit e of the rise in r:LR in the 

Budget, monetary growth has been Hell above 'che top 

end of the target r~"'1ge. In practice it i s not 

feasible to control the money supply over periods of 

much less than about 6 months. It is important that 

those who operate in financial markets r ealise this, 

because if they expect more than is in pract ice 

achievable tbi s inevitably makes the authorities' 

task harder . It i s unlikely that deviatio:ls from a 

target path for the money supply which are corrected 

over 6 months to a year \1ill si~nificantlJ' affect 

either output or prices. I'1A-t th e Government is Hell 



av.'B re t hnt i t is ·vital l.lJat such corr ections ore 

made so t hat a tempor ary devi ,d;ion doe s not becor:le 

a trend. Only by ensurin[; the complete credibil it;y 

of t he t ar Get can vIe hope t o have the f avourable 

impact on inflationary expectations Vlhich is so 

important. 

7. Thus the crux of the Government's policy for 

control l ing inflation i s to provide an appropriate 

financial framework and to try to ensure that 

infla.tionary expectations respond a s <l.uickly as 

possible to the rate of inflation consistent with 

that framework. Our policy is not to interfere in 

the \'Iorkings of the labour market so tbat the 

distortions associated vii th incomes po l icies are 

avoided. 

8. It \vas ir. similar spirit that I announced on 

23 October the completion of the process of aboli sh i llg 

exchange controls \;hich I foreshadowed in my Buc.get 

Speech. The decision has been widely welcomed, both 

at home and abroad, as an important step in the 

resotration of health to the British economy. But the 

Tue have s a id t h at the removal of excha.nge controls is 

contrary to the national interest because it boosts 

investment overs eas at the expense of investment at 

home. In f act, I have not created any incentive fo r 

overL,ens i nvestment. Ylhat I have done is to r emove an 

arti.fici nl b ~rricr dis cr i minating against overs eas 

/inve s t mcnt 

.-
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invectlr.ent that had the effect of preventing the 

price system from opeX'ating as it should. 

9. In lY.y June Budget, I allowed sterling to be used 

to finance direct investment overseas I'li thin very 

generous limits; and noVi I have completed the process 

by abolishing the requirement to obtain pernission 

to make such investments. The e;reat vJeie;ht of the 

available evidence supports the Gover=ent I s vie,,, that 

direct investment abroad encourages employment and output 

at home mlc does not substitute for it. A recent survey 

by the NEDC involving both sides of industrJ, for ex~ple, 

supported this conclusion by showing that overseas 

invest~ent is in many cases necessary for a successful 

export performance. The old restrietions were 

particularly hard on small firms seeking outlets 

overseas because they lacked the resources possessed 

by larger firms to find ways of achieving what they 

needed to do consistently with the rules. 

10. The controls imposed substantial administrative 

costs on both the public and private sectors. About 750 

staff in the Treasury and the Bmili of England 'dill now 

be released for other work. The commercial bmilis, 

stockbroking firms and others who bore the brunt of 

the administrative burden are now free of these 

responsibili ties. Individuals a..'1.d firIr.s will no longer 

have to contend .vi th the rules. Everyone can now buy 

foreign currenc;y .,1:i.thout having his passport marl(ed, and 

/not -
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not onl;y by tho,;e di1'8r.tly involved in business 

and finance . 

11. In rea.chine; our decision to abolish controls, the 

Government had to con s ider the possible effect on t he 

exchange rate for sterlint; . We took into account the 

possibi l i_t ;y t hat the exch ange rate ,,rould be lower than 

it would ot he r wise have been over a period ahead as 

investors adjusted their portfolios. But thi s effect, 

will, of cour se, be only one of ffian;y influence s on 

sterling. Among the other influences is the fact that 

rising North Sea oil production will bring an increasing 

benefit to the current account over the years ahead. 

I am therefore making no prediction about the future 

course of the exchange rate. 

12. The Government also considered very carefully the 

implications of the abolition of exchange control for 

domestic monetary policy , and \-Ie were, of course, 

particularly concerned with how it would affect our 

ability to mee t our monetary targets . Some City 

commentators have argued that abolition will make our 

task more difficult. But these arguments miss one 

basic point , and that is that the fundamental e lements 

in achieving monetary control are keepine; down the 

level of public sector borrowing and ensuring that 

interest r a tes are at t he right level. There is no 

avoid-iD e; th i s , \"lith or vii. tllO"t exehanr:;e controls. 



/abolition is 
one factor 
which leads 
me to that 
conclusion 
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13. But the abolition 01' controls will certainly 

affect the environmen~; in which monetary control 

operate s and the usefulness of certain forms of 

control will clearly be affected. In my statement 

yesterd ay I made it plain that the Suppl ementary Special 

Deposits scbeme - the corset - is nearing the end 

of its useful life, and. 9xchange control/. But it is 

not the only one. This year already there has been 

increas i ng evidence that certain transactions which 

might normally have been undertaken by the banks 

have been pushed outside the banking system as pressure 

under the corset increased. To the extent tbat this 

has occurred sterling 1'13, our target variable, bas 

tended to understate underlying monetary grovltb . And 

the abolition of exchange controls adds further to tbe 

possibilities for evading the control without affecting 

underlying monetary conditions by sVli tching transactions 

outside the domestic banking sector. 

14. The corset has only been used as a complement to 

the main weapons of monetary control - fiscal policy 

and~interest rates - and. the fact that i ts usefulness 
C", ~ • ' I • 

.J J !~""'t ? "'_~- :~ 

bas diminished does not ',affect our ability to get these 
& 

fundamentals right. But I have decided that it .rould 

be uIlwise abruptly to abolish any control, even if it 

bas only a limited effect , at a time when particularly 

strenuous efforts are needed to get monetary growth 

under centrol.. As I said in my statement, the Treaslu'Y 

and the i3ank are to start consuJtntioIls on pcssible 

/alternative 
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alternative forms of control, and in particular 

various types of monetary base control which have 

been sum:;ested, and I believe it would be ric;ht to 

retain the corset wltil tbose consultations are 

corr:plete. 

the 
15. The second reason for not endine;/corset immediately 

is that once the control is removed most of the 

transactions pushed outside the bankine; system \1hich 

I mentioned earlier will once again be taken onto 

their books and this will inflate the recorded money 

supply. The Governor and I believe that it is 

important that this process of "reintermediation" 

should not be allowed to OCCllr so abruptly that there 

is a substantial surge in recorded monetary gro~lth 

which Vlould be quite misleading as an indicator of 

underlying monetary conditions. 

16. It is for these two reasons, therefore, that I 

decided on an extension of tbe scheme for a further 

six months . But the permitted rate of increase of 

interest bearing eligible liabilities of 1% per month 

is some way above the rate of growth of sterlin?, N3 

which must be achieved in the next twelve months if' 

our target is to be met. The relationship between 

the e;ro\'1th in sterling l"i3 and IEELs is extremely 

complex, but it is my hope that the growth of bank 

lending will moderate sufficiently to allow SOJTJe 

ull\1iding of existing dis tortions. I must stress, 

however, that the extension is a temporary measure 

pending aool.ition of the scheme. 
/17. 
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17. Th" extension of the 7 -115'0 to.rget -1'L'licll I 

announced yesterday llieilns that wonetary grovl th will 

have to be quite a bit lower over the next twelve 

months than it has been in the last twelve . I could 

have Get an easier target by allow inc; "base drift" 

and start ing the low targe t from October for example, 

but I do not believe this \-/ ould have carried conviction 

and we would almost certain ly have forfeited the 

chance of any beneficial effec t on inflationary 

expectations . 

18. However , although a s ignificant decelerat ion 

will be necessary I do not doubt that the target can 

be achieved . If bank lending were to continue to 

increase over the next year at anything like the 

same rate -as in the last year this would i mply a 

quite unprecedented cumulative increase in the amount 

of loans outstanding . I do not be l ieve th at the 

current rate of increase "/ill go on indefinite ly and 

I am confident that t he rate will falloff in due course, 

particularly in view of the hi~~ rates of interest 

which borrowers must now pay . I have also t aken steps 

to ensure that the PSBR will be about f£8~ lli llion 

this year which means a substantial slm'/ing down from 

now on. And in my next Budget I \-iill take whatever 

steps are necessary to ensure that the PSBH next year 

is consistent wi th I~e e ting the target at an acceptable 

level o j' illtereEt l'ates. 
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19. 'l'hc measures I tlllDounecd yesterday, end in 

particular the rise in l·iLH, will undoubtedly hurt 

some sections of the economy in the srlOrt run. But 

the Gover~.meni; cannot evade j.ts responsibilities. 

We are determined not to relax our monetary stance 

and we aim to convince people that this is so. 

Inflation will come down, and if this is accepted 

and acted upon in both financial and labour markets 

the sooner we can return to a high employment, low 

interest rate economy_ 
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P. Cropper Esq., 
H.M. Treasury, 
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November 8, 1979 

Here is another possible contribution for the 
Chancellor's speech to the Chester Institute of Bankers 
next Friday. As you ,~ill see, it is on the subj ect of 
the payment of ,-lages, which is one of Geoffrey's pet 
hobbyhorses. Quite a lot of activity is taking place on 
this subject within the banks at present. At some stage 
one might like Geoffrey to make a major speech which would 
be designed to catch the headlines, but at this stage we 
feel that is not necessary ( and indeed there might be some 
disadvantages in making the issue too political). It would, 
hov.,ever, be very useful to have a short piece on the lires 
of the attached draft on the record so that we could quote 
it in negotiations, particularly, for example, with public 
sector corporations. 

'- . 

-' 

Brendan Se"lill 



DRAFT note for speech'by Sir Geoffrey Howe to the Chester 
Branch of the Institute of Ilankers, Friday November 16 

One aspect of high street banking in which I 

take a strong personal inter~st is the method of payment 

of wages. In this.country four manual workers out of five 

are still paid weekly in cash. I would like to see a far 

higher proportion paid monthly and paid through bank accounts, 

Such a move is long overdue, It would greatly 

help to reduce robbery with violence , It would improve 

productivity by cutting payroll costs. It should provide 

benefit both for employees and employers. It would, I 

believe, help to strengthen family budgetting and to create 

more responsible attitudes. 

I know the move towards monthly pay through bank 

accounts is accelerating, but there is still far to go. In 

France, largely as a result of trade union pressure, they have 

moved to a situation where almost all workers are paid monthly 

and three quarters of them through bank accounts. In other 

countries the proportions are almost as high. 

This is very much a matter for employers and 

employees to work out together, but I would like to express 

the hope that serious consideration will be given to this 

matter throughout both the public and private sectors of the 

economy. 
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You asked for material Oil r ecent s t ate ille nt s by membe rs 

of the Opposition , for use in the Hou se this ufternoon. 

This is att a ched. 

15 November 1979 
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Th e kcy quotes from ~lr [l"rll eLL ' ~ j' ''I!l OU ~ ;d' [.icl e in the 

GUa l'diall on ~ 5 Se pt em ller 'll'e : 

II th e r e are no mirac l es l e ft. il'e tw v e to 1 ace 

the unpal a t a bl e f a ct th a t wi t.h, at b e .. t, low 

rates of e conomic grow,th, alld 8t wor s t, nil or 

eve ll n e g ;Jtive g r owth, pl lbli e e>.pellditure c ut s will b e 

necessa ry. II , 

" ••• if borrowing and taxation reach a pOint beyond 

which it is not feasible to g o, then it will be 

necess8ry to r ,estrict (cut) public expenditure." 

LORD LEVER ON EXCIIA'iGE COl\TROL 

In the Guardian on 12 November Lord Lever said, inter alia: 

"Those who are genuinely in search of improved investment 

in our private sector would do well to focus on l"the 

dismal and declining rate of return on existing capital 

investment"] instead of frothing irrelevantly on the 

need to retain the last marginal relics of exchange 

control. " 

In the Lords on 7 November he said, inter alia: 

"However, for all the rea s ons that I have given, I can" 

as a member of the Labour Party and of the former 

Government, we lcome the e nd of this exchange control 

which has served no useful purpose, and the abolition 

of which could be a considerable encouragement to a 

great tra ding, insurance and banking n a tion like our 

own." 

The full text of the Lords s pe ech i s a ttach e d. It should 

be noted th8t LOI 'd Leve r ur'ged the g overnme nt to look into the 

e ffect of abolition of co ntrols on th e banking sys t e m (by 

infere nc e , th e e ff e ct 011 c o ntrol of the lTion e t 8 ry aggreg8tes). 

There i s sepa rat e bri e fing on th a t point . 

' .~ ' .. ~ ~ 
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MONETARY POLICY 

The Chancellor of the Exchequer (Sir 
Geoffrey Howe): With the permission of 
the House. Mr. Speaker. I should like to 
makt! a statement on monetary policy. 

The figures for October, just published. 
show that sterling M3 grew by 2 per cent. 
in that banking month. The growth since 
mid-J une, the beginning of the target 
period. has been equivalent to just over 
14 per cent. a year. Although the figure 
for banking in October was erratically 
high. it is clear that the underlying growth 
of sterling M3 is still significantly above 
the target of 7 per cent. to II per cent. 
There have been two principal causes of 
this excess: a higher than expected public 
sector borrowing requirement in the first 
half of the year, and the persistently high 
level of bank lending. 

Because of the timing of the Budget 
measures-in particular receipts from 
VAT and reductions in public spending­
the PSBR was always expected to be 
higher in the first half of the year than 
in the second. In the event, the PSBR in 
the first half year has been further in­
creased by strikes and other industrial 
action which have delayed the collection 
of value added tax and telephone bills. 
At the peak, arrears on telephone bills 
are expected to reach £I billion. A large 
part of these arrears will be made good 
in the second half-year. Even so, the 
best estimate which could now be made 
o! the PSBR for the year as a whole, if 
no action is taken. is that it would be 
about £9 billion compared with the £8·3 
b illion Budget estimate. 

The monthly growth of bank lending 
has average about £700 million over the 
last quarter. Although the timing is diffi­
cult to predict, its growth can be expected 
to fall in due course. Nevertheless, it is 
necessary to take action now to bring the 
growth of the money supply within the 
target range. The Bank of England 
accordingly announced this morning. with 
my approval that minimum lending rate 
would be increased to 17 per cent. This 
goes beyond the rise in market interest 
rates at home and demonstrates the Gov­
ernment's determination to act with the 
firmness foreshadowed by my right hon. 
Friend the Prime Minister earlier this 
week. 

13 P 2B 

The House will reaUse that interest rates 
over5eas have risen sharply as other coun­
tries have moved to fight inflation by 
limiting monetary growth. In the United 
States. for example. prime rates have 
risen from lit per cent. to 15~ per cent. 
since the summer. -

In addition to sales of gilts, we intend 
to secure further funding of the PSBR 
through national savings. The limit on 
holdings of the index-linked national sav­
ings certificates retirement issue will be 
increased next month from £700 to £1,200. 
A new ordinary national savings certifi­
cate will be introduced early next year. 
The interest rate on the National Savings 
Bank investment account will be raised 
to 15 per cent. from 1 January next. 

Although much of the increase in the 
estimate of this year's PSBR is due to the 
timing of recei pts, further action is re­
quired to bring the PSBR down. In the 
light of this, we shall require oil com­
panies to make a payment on account of 
petroleum revenue tax at the time when 
they make their returns. This will have the 
effect from now on of advancing the due 
date for collection by two months, thus 
bringing the arrangements for PR T into 
line with those for collecting royalties. 
This will ensure that PRT reaches the 
Exchequer with the minimum of delay 
at a time when oil prices are rising. 

The Bill to achieve this will be intro­
duced shortly. It will reduce this year's 
PSBR by £700 million and thus bring 
the estimated level back to the original 
Budget figure of £8'3 billion. It will also 
yield an extra £300 million next year, in 
addition to £400 million or so from the 
deferred payment of telephone bills. 

I set in hand some months ago a review 
of methods of controlling the growth of 
the money supply. The main instruments 
must continue to be our public expendi­
ture and tax policies, which together 
determine both the size and the compo­
sition of the PSBR, and interest rate 
policies. Recently, the supplementary 
special deposits scheme_ or corset, has also 
played a part in monetary control. I am 
well aware of the limitations of this 
scheme and do not believe that it has 
a permanent role to play. Nevertheless, 
the Governor and I have agreed that it 
is right that it should continue for a fur­
ther six months. The Bank announced 
the arrangements this morning. 
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t White Paper published this week, 
rna we assume that the rules themselves 
will [j made immediately after the debate 
on the hite Paper? 

Mr. Sf. J obn-Sfevas : The two are 
clearly can cted. It is important to have 
the debate a the White Paper first, fol· 
lowed by the ublication of the rules. 

Mr. Kilroy-Sil : Will the Leader of 
the House say wh we can expect the 
promised statement n the Government's 
policy on jury vettin Will he also say 
when there will be an portunity to de· 
bate the reports of the ay Committee 
and of the Expenditure Co mittee on the 
prison system? 

Mr. Skinner: Now th t the Govern­
ment are engaged in a ries of U-turns, 
can the Leader of the ouse arrange for 
Ministers in the Dep ent of Trade to 
make a statement on the number of 
quangos that are now being brought 
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forward for the Govemme . Perhaps 
the two Ministers can giv he names C'f 

presentatives of 
ission for Pilots 

-so that the Hou may be fully in­
formed what the overnment are doing 
in this direction. 

Mr. St. Jo -Slevas: The Government 
impressive example by the 

number quangos that they have 
abolishc. As for making a series of U­
turns point out to the hon. Gentleman 
that' one went through that manoeuvre 
on would end up in the position where 

e started. 

Mrs. Renee Short: Last week I le­
minded the right han. Gentleman about 
the need to debate the report of the Royal 
Commission on the National Health 
Service. He made certain promises. Will 
he look at the replies given by his right 
han. Friend the Home Secretary about 
the need to debate the May report and 
add that report to the list that should be 
debated in the House before Christmas? 

Mr. SI. Jobn·Slevas: I shall certainly 
ear that in mind. The difficulty is that 

t ere are a number of important reports 
al of which have claims to be debated 
in t House. They will have to be taken 
in so e order of Driority. 

• -
• 

• 
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In the future. other techniques. includ­
ing one of the variants of moneta ry base 
control. could play a useful ruk. with­
out the disadvantages of the SSD scheme. 
The Bank and Treasury will therefore 
shortly issue a discussion paper for con­
sultation. I must. however. stress that no 

-such scheme can avoid the need for the 
right fiscal and interest rate policies. In­
deed. one of the possible advantages 
would be to improve the response of 

'interest rates to monetary conditiuns. 
Finally. I am extending the period 

covered by the present target range for 
sterling M3 of 7 per cent. to 11 per cent. 
per annum. That target at present applies 
to the 10 months from mid-June 1979 to 
mid-April 1980. It will now cover the 16 
months from mid-June to mid-October 
1980. The effect will be to avoid building 
into the target for the new period the 
excess growth of the money supply in 
the recent past. while allowing a reason­
able period in which to offset that excess. 

Britain's future depends. above all, on 
mastering inflation. That can only be 
done. as the right han. Member for Leeds. 
East (Mr. Healey) well knows, if we bring 
the money supply under firm control, pro­
gressively reduce the rate of monetary 
growth over the years and pursue the most 
rigorous restraint on public spending. The 
supposed alternatives to these policies are 
a delusion. None of those alternatives 
would be responsible and none would bc 
sustainable. The action that I have taken 
today underlines the Government's total 
and continuing commitment to getting 
inflation down. 

Mr. Healey; Is the right han. and 
learned Gentleman aware that the mea­
sures that he has just announced will 
mean that millions of our fellow citizens 
will face the unhappiest Christmas on 
record? Is he aware that a Government 
who rely exclusively on monetary policy 
have proved totally incompetent even at 
that and that. as a result. the British 
people now face the highest interest rates 
and mortgage rates in our history and the 
possibility of a further rise in mortgage 
rah~ S in the new year? The House will 
want a full-scale debate in Government 
time on these matters. 

[ hope that the right hon. and learned 
Gentleman can assure us that he will 
shortly be publishing the mid-year fore­
cast, that it will include an estimate of 
the PSBR in the coming year and will 
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make clear that, thanks to the fall in 
output engineered by the Government. 
public expenditure as a percentage of 
gross domestic product, even after the 
cuts. will still be higher next year than 
this year, contrary to what the Prime 
Minister told us it should be on Tuesday. 

Government policies will push the in­
flation rate up to 20 per cent. or higher 
in the new year. Is the right hon. and 
learned Gentleman satisfied that a mini­
mum lending rate of 17 per cent. will 
achieve his objective on the money supply, 
since it is bound to be a negative interest 
rate when inflation rises to that level " 

The abolition of excbange control has 
opened a gaping loophole in the Govern­
ment's control of monetary policy. Will 
the right hon. and learned Gentleman ex­
plain how. weeks after he announced the 
abolition of exchange control, he and the 
Bank of England have still failed to agree 
on how to plug that loophole? Why is 
he keeping the corset stiIl in place when 
it is well known throughout the financial 
community that its worth is absolutely 
useless now that he has abolished ex­
change control? 

Why has the right hon. and learned 
Gentleman taken no action in this mini­
Budget on credit cards and Access cards, 
as private borrowing is the main cause of 
the monetary problems now facing him? 

How does he propose to protect mi l­
lions of householders. particularly sma 11 
families. against a further incn:a~~ in 
mortgage rates in January? 

How does he propose to help :he 
thousands of small businesses that nnw 
face bankruptcy as a result of this blow 
to their financial viability'! 

Has the right hon. and learned Gentle­
man yet made an estimate of the [urlh.:r 
increase in unemployment that will f\ll~ 
low this tightening of th>! cash posilinn 
of British companies? 

Finally. for hllW long will Cons~r"all\e 
Members allow the nation's econom ic 
prospects to be ruined by a bunch of 
bungling doctrinaires? 

Sir G. Ho,,".; I do not intend to com­
pete with the right hon. Gentleman in 
discussing the quality of the Christmases 
OVl..!r which hI.': presided when he was at 
the Treasury. I shall take in order the 
serious questions put by the right hon. 
Gt.:ntlcman. 
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[Sir G. Howe.] 
First. we shall certainly be publishing 

the forecast for next year at the appro· 
priate time as required by the Industry 
Act. When we consider the right han. 
Gentleman's suggestion that the Govern· 
ment have engineered or prl!sided over a 
fall in output, we begin to see the 
quality of his comments. It is high time 
that he realised, as the country realises, 
that declines of that kind are the can· 
sequences of the condition of the econ­
omy over which he presided when he was 
at the Treasury. The right han. Gentle· 
man also understands the extent to which 
continuing shortcomings in our industrial 
performance are caused by recurrent 
irresponsible industrial strike action in­
stead of a willingness to improve pro· 
ductivity. 

If, as the right han. Gentleman sug· 
gested. public expenditure next year were 
to be a larger proportion of our gross 
domestic product, I hope that he would 
join us in the continuing and necessary 
task of reducing that burden of public 
expenditure. which is what we are deter· 
mined to do. 

The right hon. Gentleman knows that 
these problems are nothing to do with the 
modest expansion of credit attributable 
to the use of credit cards but concern the 
continuing size and burden of public 
spending. That is why it is important 
that it be reduced. 

The right hon. Gentleman suggested 
that exchange control mayor may not 
ha ve had something to do with these 
matters. The monetary figure s under· 
lining the decisions that I have announced 
today accrued before the decision to 
modify exchange control was announced. 
As regards exchange control. I am de· 
lighted to stand on the judgment given by 
the former Member for Manchester. Cen· 
tral, now Lord Lever, who, in his maiden 
speech in another place, said that, speak· 
ing as a member of the Labour Party and 
of the former Government, he welcomed 
the end of this exchange control which 
had served no useful purpose and the 
abolition of which could be a considerable 
encouragement to a great trading. insur­
ance and banking nation like ours. 

Finally, protests by the right han . Gen· 
tleman about the Government's deter· 
mination to take the necessary decisions 
to assert and carry through effective con· 
trol of monetary policy come ill from 
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him. I remind him of what he said to 
the House just over 12 months ago : 

" Tf th e Government were to , .. fail to take 
timely action when necessary <lnd lose control 
of the money supply, the sufferings of the 
whole of the Bri tish people .. would be 
infin itely more serious than suffering brought 
about by increases in mortgage rates ",­
[Official Report, 9 November 1978; Vol. 957r 
c. 1233.1 

Mr, Healey: Would the right hon. and 
learned Gentleman answer two of the 
questions that I put to him? First, will 
the mid·term forecast be published next 
Tuesday. as the press has been led by the 
Treasury to expect, and will it include a 
forecast of the PSBR next year? 
Secondly. the Government proved incorn'l 
petent at controlling the money supply 
even before the abolition of excbange con· 
tro!. The point that I put to the right hon. 
and learned Gentleman was that the 
abolition of exchange control would make 
the problem still more difficult. What 
does he propose to do about it? 

Sir G. Howe: I propose to take the 
necessary action that I have announced to 
ensure continuing and effective control of 
the money supply. There has been a de· 
veloping case over a number of years for 
examination of the methods of control of 
the money supply. That is why I set in 
hand the inquiry to which I referred in 
my statement. But it would be unwise 
to proceed at a faster pace than we are 
going in that respect. 

The stalement under the Industry Act 
will be published in due course. 

Mr. Healey: Will it include the fore· 
cast of the PSBR? 

Sir G, Howe: The right hon. Gentle. 
man will find out in due course when the 
statement is published. 

Mr. Maurice MacmiUan: First, to what 
extent is control of the money supply 
made harder by the fact that there is no 
restriction on acceptances and the degree 
to which clearing banks. by accepting 
paper, can. in effect, lend without doing 
so directly? Secondly. am I right in think· 
ing that there is about £1 ·7 billion of 
acceptances outside the banking sector 
which is perhaps increasing the money 
supply by about 2 per cent.? 

Thirdly, would it not be right to assume 
that the extent to which people could 
borrow from abroad. because of the lack 
of exchange control, is less effective than 



1519 Monelary Policy 15 NOVEMBER 1979 Monetary Policy 1 5~O 

the right han. Member for Leeds, East menting fiscal policy and policics to .;on­
(Mr. Healey) would think, because the tro l and reduce the rate of public <'['eD­
foreign banks have to find sterling some- dlture. 
where, and that probably means obtaining 
it from British banking institutions? 

. Sir G. Howe: I am grateful for my 
nght h Oll. Friend's comments in the sec­
"'ud part of his question. 

Acceptances are taken into account 
in the measurement of the money supply 

'at the present time. If we were 10 seek 
to act directly to control them. the result 
would be a further variation and distor­
tion in the system. Therefore. there would 
be no purpose in acting separately on that 
account. That is one of the factors that 
must be taken into account in this coun­
try. as in others, in continuing to develop 
tbe techniques by which we measure and 
control the money supply. 

Mr. Da>id Steel: Does the Chancellor 
recognise that the principal criticism 
!evelled at his economic policy is that he 
IS relymg wholly and exclusively on con­
trol of the money supply as tbe weapon 
for controlling inflation? Has he not 
yet reflected on the lolly of abandoning 
any attempt to introduce a policy on in­
creases in prices and incomes? Since hi! 
is anxious to create an incentive economy, 
bow does he expect business men to re­
spond to an improvement in their per­
sonal tax returns when they must now go 
to the market to raise money for their 
businesses at rate of around 20 per cent.? 

Mr. Sinoner: The right han. Member 
for Roxburgh. Selkirk and Peebles (Mr. 
Steel) tells a different story every week. 

Sir G. Howe: In response to the last 
point made by the right hon. Member 
for Roxburgh. Selkirk and Peebles (Mr. 
Steel), action of this kind is necessary in 
order to establish, in the long term inter­
ests of business. effective control of infla­
tion. Businesses would find it much more 
di fficult if this kind of action were not 
taken in time. It is remarkable that the 
need for firm and early action of th is 
kind is widely supported by those in 
small and large businesses. Business rnen 
recognise the Government's d<.!lermina­
tion to bring inftation under control. The 
right hon. Gentleman persists in repea t­
ing the canard that we are relying SOleiI' 
on mon(!tary policy to defeat inflation. 
Tha t is not so. As a crucial part of sup­
porting monetary policy, we are imple-
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We rccognjs~. and continue Lo assert. 
the ne.:essity for those responsible for 
pay bargaining to conduct their affairs 
in a way that is consistent with the !:!.wwth 
in the money supply. We do not bd iove 
tha t it is right. in the light of the experi­
ence of successive Governments, to inter­
vene for direct regulation of income 
growth and bargaining. Experience has 
shown tha t that sows the seeds of its 
own dl!struction. It is therefore necessary 
for those involved in pay bargaining to 
understand the imperatives that fo llow 
from the implementation of an effect ive 
policy for the control of money supply. 
Both sides of industry have a high 
responsibility for ensuring that their pay 
bargains recognise the actual resources. 
increased performance and productivity 
in the firms in which they are employed. 
They ignore that lesson at their peril. 

Mr. Donald Stewart: Is the right hon. 
and learned Gentleman aware that his 
announcement will stoke inflation. which 
will now go like a forest fire? What will 
happen to the desirable policy, advocated 
by the Prime Minister, of encouraging 
more home buyers? Will the Govern­
ment uow assist them to pay the mort­
gages that they can no longer afford ? 

Sir G. Howe: Home buyers, like ot her 
members of the community, would 'lot 
profi t by a failure to control the rate of 
growth in money supply. The effective 
remedy. in that respect as in every other. 
is to bring money supply growth under 
control. No service whatsoever is done 
to the British people by ignoring that 
lesson. 

Mr. Cockeram : Will the Chancellor of 
the Exchequer accept that it was a mis­
take to stabilise the level of Govern­
ment expenditure in his recent White 
Paper, which took last year's Icvel­
established by a Socialist Government­
as its start ing point? Docs he agrt!c that 
cuts will have to be made? Will he mako 
a start with the rate support grant by not 
mainlaining it at the previous Socialbt 
level of 61 per cent.? Does he agr"e 
that otherwise it will be seen tha t .. the 
party" is continuing'! 

Sir G. Howe: I am grateful to my han. 
F riend for underlining the continuing need 
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[Sir G. Howe.] 
to scrutinise the rate. the pattern and the 
size of public cxpenditur~. The impera~ 
tive need to carry that task through the 
years ahead will be with us throughout 
that time. My han. Friend must await 
the announcement on the rate support 
grant by my right han. Friend the Secre· 
tary of State for the Environment. 

My right hon. Friend will certainly 
need to take into account the fact that 
the ral~ support grant will be setting down 
the limits within which total local 
authority expenditure- including local 
authority pay bargaining-will have to be 
undertaken. Those responsible for those 
matters will have to accept the same need 
for restraint as others who are trying to 
live with a sensible monetary policy. 

Mr. Joel Barnett: In the Budget. the 
Chancellor spoke of the need for a new 
beginning and said that he would achieve 
his monetary targets without curbing the 
private sector. What is he doing now? 

Sir G. Howe: We are continuing to 
achieve those monetary targets as swiftly 
and effectively as possible. Of course. it 
will be more and more easy to achieve 
those targets with less discomfort to the 
private sector if we maintain the battle 
against excessive public spending. I am 
grateful for the can dour with which the 
right han. Gentleman said. not long ago. 
that if borrowing and taxation reached a 
point beyond which it was not feasible 
to go it would be necessary to restrict 
public expenditure. I hope that he can· 
tinues to hold that view. We look for· 
ward to the courageous and candid sup· 
port of the right hon. Gentleman for 
many years, 

Mr. Neubert: Does my right han. and 
learned Friend agree that not the least 
important feature of our present problems 
is the expansion of public lending un· 
leased last year by his predecessor. at a 
time when it was thought that the general 
election would be held in the autumn? 

Sir G. Howe: My hon. Friend is 
entirely right. One of the first things to 
which we had to address ourselves on 
coming into office was the containment 
and reduction of the massively expanded 
public expenditure plans on which the 
previous Chancellor and his friends had 
so irresponsibly embarkt.~d before the gen~ 
eraI election. 
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Mr. Skinner: Is the Chancellor of the 
Exchequer aware that when his side·kick 
reported on the cuts in public expenditure 
a few days ago he announced that 
approximately 300.000 more people would 
be thrown out of work as a result of that 
policy? Will the Chancellor specifically 
answer the questions put to him by m~ 
right hon. Friend the Member for Leeds. 
East (Mr. Healey)? Will he come clean 
and tell the House how many more people 
will be ruined and put on the pile or 
human misery known as the dole queue 
as a result of that statement? 

Sir G. Howe: I am grateful to the han. 
Member for affording me the opportunity 
of correcting his misunderstanding about 
my right hon. Friend's statement. My right 
hon. Friend did not tell the House that 
there would be an increase of 300.000 in 
unemployment as a result of the measures 
that he announced to the House. 

Mr. Skinner: Twisting again. 

Sir G. Howe: Will the hon. Gentleman 
be patient enough to listen to my reply? 
What my right han. Friend said was that 
one of the working assumptions under· 
lying the White Paper was that 
unemployment would be higher to the 
extent of 300.000 next year. That is not • 
in consequence of the White Paper. It is 
nevertheless a fact to which the House 
must reconcile itself, that unless we are 
able. by all our policies, to secure better 
performances in our industrial and manu~ 
facturing sectors it will be very difticult 
to avoid an increase in unemployment of 
that order. The Government's policies, in~ 
eluding fiscal policies and our determina~ 
tioo to control public expenditure, are 
designed to make our economy the better 
able to fight rising unemployment. 

Mr. Healey: May I press the right han. 
and learned Gentleman on this matter? 
Even if one accepts that what his right 
hon. Friend meant was something differ­
ent from what he said. the fact is that as 
a result of all Government policies­
according to the right hon, and learned 
Gentleman-unemployment will rise by 
300.000 next year. By how much further 
will that figure rise as a result of the 
collapses io private industry following the 
measures that he has announced this 
afternoon? 

Sir G. Howe: I am astonished that 
the right hoo. Gentleman should seek to 
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perpetuate that falsehood about my right our economic performance as an ''thing 
han. Friend's statement. [HON. MEMBERS: that is said in the HOll se. 
,. Answer the question ." ] 1 am endeavour­
ing to answer the question and will do 
so if Opposition Members will do me the 
courtesy of listening to what I am 8..1.)' ­
ing. 

The right han. Gentleman, who was 
'Chancellor of the Exchequer not long ago, 
knows perfectly well that at the time when 
he published his public expenditure 

• \Vhite Papers they contained a working 
assumption about the likely level of un­
employment in the year ahead. The 
figure about which my right hon. Friend 
was asked when he made his statement 
was preeisc ly that assumed figure. He 
told the House that the working assump­
tion was for an increase of 300,000. What 
he did not say, and what was not implicit 
in his , tatement, was that that figure 
was a consequence of Government poli­
cies. That working as..o; umption rema ins 
exactly the same. 

The riQht han. Gentleman and his han. 
Friends Inus! understand that the pros­
pect of unemployment in the year ahead 
and thereafter depends on the will ingness 
and capacity of the people to turn away 
from irrespnnsible industrial action and 
to work together to improve productivity 
and the performance of our economy. 
They must recognise that we are long 
past the point when people should believe 
that each and every thing that bappens 
in our economy can be influenced by 
direct Government action . 

We are creating conditions under 
which it will be easier for the British 
peopl~ to improve their economic per­
fonnance. On that we must concentrate 
in tl1C yea rs ahead. 

Mr. Lawrence: Is my rigbt han. and 
learned Friend a ble to quantify the exact 
eflect of the disastrous engineering 
strike upon the economy? 

Sir G. Howe: Tbe engineering strike 
was one of a n urn ber of strikes tba t bad 
a substantial impact upon the perform· 
ance of industry. It added substantially 
to tbe growtb of bank lending in order 
to protect firms wbicb had to resist sucb 
industrial action. Eacb action of that 
kind contributes directly to the dangers 
that our people face. We must under­
stand that reponsible industrial conduct 
has a s much a part to pl ay in improving 
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Mr. Robert Sheldon: Is the Chan­
cellor of the Exchequer aware of his 
addiction to unh:stt!d theory'! What does 
he intend to do if th is ex periment fails? 
What will he do if inflation continues to 
rise, if unemployment rises even higher 
than the estimate, and bankruptcies rise 
still further to horrifying levels? What 
contingency plans do the Government 
bave in the event of failure? 

Sir G. Howe: The policies that we are 
pursuing arc consistent and coherent. 
They will be sustained. They are policies 
for the control of the rate of growtb in 
the money supply, the control of public 
expenditure, the restoration of incentives. 
and tbe restoration of balance in our 
industrial society. We bave been in office 
for six months and the Opposition have 
been on the Opposition Bencbes for tbe 
same time. They bave proferred no 
alternative policy. 

Mr. Latham: Can my right bon. 
Friend confirm that today's announce­
ment will have its effect on the future 
output of the economy? Does he accept 
that as a result the figures for casb limits 
in part II of the public expenditure White 
Paper will have to be revised? Will he 
confirm tbat whatever else we need we 
need no lectures on the economy from 
the man under whom inflation rose to 
25'6 per cent .? 

Sir G. Howe: I agree with my han. 
Friend's last point. He will have to wait 
until the cash limit figures and the 
remainder of public expenditure plans 
are published, in due course. 

Mr. Arthur Lewis: Have the same 
Treasury nuts advised the. Chancellor as 
advised my right han. Friends? I meant 
to say " knights " , but a slip of the tongue 
often speaks the truth. Have tbose nuts 
or knigbts given tbe Chancellor of the 
Exchequer any idea what will happen if 
his proposals are successful, or if they 
are not? Can the Chancellor sav whe ther 
unemployment figures will go up or 
down, and whether the rate of in fl a tion 
will go up or down? 

Sir G. Howe: The ha n. Member must 
understand that a large part of the answe r 
to both those questions depends upon how 
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[Sir G . Howe.] 
rar those who are responsible for man· 
agem~nt and trade union negotiations 
understand the facts of economic life. A 
crucial part of Government r~spons ibil i ty 
is to maintain control of the money that 
is available. Equally. a crucial part of 
the role of those involved in industry is 
to avoid strike action. to avoid industrial 
disruption and to achieve pay :-.c ttlements 
that are consistent with the growth of pro­
ductiv ity and the maintenance of employ­
mt:n t. If peo ple bargain in a pattern that 
is consistent with the policies that J have 
laid down the future fo r both employ­
ment a nd inRat inn will be more hopeful. 

Mr. 8ruce-Gardyne: May 1 congratu­
late my right hon. and learned Friend on 
a wise and courageous statement? Does 
he ag r~~ Ihal his task of financing this 
year's PSBR in a non-inflationary manner 
might be facilita ted if he restated publicly 
and as quickly as possible his intention 
to achieve a lower target figure for PSBR 
in money Icrms next year? Will the 
Chanccllor also tell the House what the 
achievement at the top end of the sterling 
M3 money supply target for the ncxt 12 
months will mean in terms of sterling 
M3 growth over the whole of the current 
16 months? 

Mr. Skinner: The Chancellor should 
not forget that his hon. Friend is after his 
job. 

Sir G. Howe: I shall take up the last 
question of detail afterwards. I am 
respond ing for the third time in almost 
the same number of weeks to my hon. 
Friend's question about the PSBR next 
year. We take account of the point that 
he 111 3 kes. Our plans will be announced 
in due course, 

Mr. Speaker: I propose to call four 
more hOD. Members from either side. Mr. 
John Hunt. 

I arologi ~(: to the House. I think 
that I h" ve lost the balance. but 1 shall 
make up for it late r. 

Mr. John Hunt: DO<!s my right hon. 
arid learned Friend agree that credit cards 
reprc'o..: nt an open invitation to over­
spend '.' Did he see an advertisement last 
night in a London evening newspaper by 
a lead ing multiple store offering an instant 
£240 lHl the basis of repayments of £10 
a month ? Is that not a major factor in 
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the growth of money supply? Should not 
something be done to curb it? 

Sir G. Howe: That is a matter about 
which my colleagues and I hav~ been con­
cerned. and we have made a number of 
inquir ies about it. Personal lending. in­
cluding credit cards and similar devices. is 
less than one-sixth of total bank lending­
a small proportion. The contribution 
made by credit cards as part of that pro­
portion is even smaller, 

E xperie nt'e with pn:vious patt\! rns or­
d irect control suggest that if one controls 
this o r that type of credit new and more 
sophistica ted types of credit are created. 
We must remember that credit card lend­
ing. like any other, is subject to the con~ 
sequences of a higher lending rate. It 
becomes more expensive and borrowing 
on a credit card is already an expensive 
way o f borrowing. I shall bear in mind 
the anxie ty that has been expressed. How­
ever, I should not like the House to 
believe that we are likely to discover a 
special method of dealing with that form 
of credi t. 

Mr. Dalyell : Does the Chancellor think \ 
that it is wise to have dismantled ex- \ 
change rate controls? Even at this 
eleventh hour and fifty-ninth minute, is it 
too late to preserve the mechanism which -
he may need? 

Sir G. Howe: 1 have no reason to ques­
tion the wisdom of the policy change re­
ferred to by the han . Member. I take 
comfort from the glowing tribute by Lord 
Lever and from the fact that most people 
regard the abolition of exchange control 
as a significant contribution to the capa­
city of the country to use its resources 
more effectively. I have no reason to 
change that view. 

Mr. Jay: Is it not clear that in all the 
circumstances the abandonment of ex­
change control s was a reckless and disas­
trous blunder? 

Sir G. Howe: From the right hon. 
Gentleman's long tradition of believing 
that the gentlemen in Whitehall know 
best. he would believe the abolition of 
any control to be a reckless and disastrous 
blunder. The abolition of exchange con­
trol represents a sensible change in policy 
which brings us into line with many other 
countries. It lays the foundation for the 
more effective use of the nation"s relM 

ources. 
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Mr. Robert Taylor: Does my right hon. 
and learned Friend agree that much of 
the increase in private sector borrowing is 
used to finance stock increases to avoid 
corporation tax? How long is he pre­
pared to allow that to continue? 

Sir G. Howe: That is an issue of legi-
• timate importance. II is one of the faclors 

underlying Ihe decision announced in my 
Budget Statement to undertake a review 

• of the entire pattern of corporation tax. 
That review is continuing. 

Mr. Anderson: Will the Chancellor of 
the Exchequer dare to contrast the near 
ecstasy wilh which his first Budget was 
greeted by his hon. Friends with the 
current gloom and the fast-emptying Tory 
Benches? Is Ihis the incentive that he 
promised private industry? What is the 
working assumption for industrial invest­
ment in the next year as a result of this 
package? 

Sir G. Howe : I am quite certain that 
failure to introduce such measures would 
have gravely worsened working assump­
tions for industrial relations and other 
aspects of the economy. Such action is 
and was essential to restore the monetary 
balance. It is only under a Government 
who have the courage to take such action 
that we can look forward to restoring 
this country to prosperity. 

Mr. Kenneth Lewis: Is my right hon. 
and learned Friend aware that what he 
has announced today will undoubtedly 
have a tremendous effect on the private 
sector? Is he satisfied that in the public 
sector, through the measure thaI he has 
announced or through any other 
measures, he can hold back what many 
believe will be wage and salary rises that 
are far too high? 

Sir G, Howe: My hon. Friend is 
entirely right to draw attention to the con­
tinulllg danger of pay claims that are ex­
cessive by any standards in the public 
as well as the private sector. The measures 
that I have taken are necessary to con­
trol the total resources of money avail­
able to meet those claims. Those who 
are conducting pay bargaining must 
recognise that if they press their claims 
too far they increase the chances of unem­
'ployment increasing, and destroy the 
chance of advancing prosperity. 

13 p 35 

Mr. Campbell-Savours: Would not the 
right hon. and learned Gentleman accept 
that there is a lesson in his slatement for 
both Front Benches in this House, 
namely, that traditional solutions will not 
resolve these traditional problems and 
that if the objective is to be growth it 
would be well if the Goveroment were 
to accept the need for a change, in terms 
of a transformation in the relationship 
between capital and labour, because that 
is at the root of the problem. 

Sir G. Howe: I am sure there is lesson 
not just for both Front Benches but for 
Front and Back Benches on both sides 
of the House, namely. that it is not suffi­
cient for a Government to take the steps 
which this Government are taking-the 
action that they can take-to control 
the central features of the economy; but 
that it is important, as the hon. Gentle­
man puts it, for relationships between 
capital and labour to be transformed 
in the direction of common sense. If 
those who are conducting negotiations be­
tween capital and labour recognise the 
extent to which they can destroy their 
jobs, their firms and their futures by 
irresponsible action, and instead bebave 
in a sensible fashion , devoted to raising 
productivity and improving job security, 
a great transformation would indeed fol­
low. If the hon. Gentleman would join 
us on the Government side of the House 
in preaching the cause of industrial re­
sponsibility, no one would be happier 
tban 1. 

Mr. John H. Osborn: The right hon. 
Gentleman the Shadow Chancenor raised 
the question of public expenditure as a 
percentage of the gross national product. 
Is my rigbt bon. and learned Friend 
aware tbat trade unions and Socialist 
councils from South Yorkshire are com­
ing to the House next week to urge a 
further increase in public. expenditure? 
Would he comment on that, and would he 
explain the extent to which this dilemma 
is due to the failure of an incomes policy 
last winter? 

Sir G. Howe: My hon. Friend is right 
to remind the House of the extent to 
which many of the problems that we have 
inherited are the result of the failures of 
the last Goveroment in the winter of dis­
content through which we then lived. 
He is also right to remind us that the 
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[Sir G. Howe.] 
question that we should be constantly 
addressing to hon. Members on the 
Labour Benches is whethcr they are 
criticising us today for taking action to 
reduce public borrowing or public spend. 
ing. or, on the other hand, for not spend­
ing enough. The dichotomy in policy on 
the part of the Labour Party has to be 
resolved. T hope very much that Labour 
Members opposite will support us, as we 
need their support. in continuing to re­
duce public expenditure so as to restore 
the health of the economy. 

Mr. Meacher: Given that the main 
cause of an extension of the money supply 
is now the soaring amount of bank lend­
ing to the private sector, will the Chan· 
cellor accept that the supplementary 
special deposit scheme is now totally in­
adequate to remedy this? If that is so, 
why has he maintained it? Or, if he still 
thinks it is relevant, why has he not 
blocked such patent evasion measures as 
the issue of acceptances? 

Sir G. Howe: For the reason I have 
explained to my hon. Friend, that action 
to block one variation of that kind is all 
too likely to lead to the development of 
some variation beyond it. making it more 
difficult to measure and identify what is 
taking place. As I said in my statement, 
I recognise that the supplementary special 
deposit scheme has many shortcomings 
about it, but it would be fooli sh to sweep 
it away without having further thought 
about what supplementary systt:m 0ught 
to take its place. That is why studies are 
continuing on a monetary-based control. 

The hon. Gentleman would be unwise 
to conclude that our problems spri ng 
mainly or wholly from expanding bank 
lending to the private sector. He should 
bear in mind the extent to which public 
borrowing has. as I said in my stateml".~nt, 
been substantially and unpredictably in­
creased to the tune of no less than £1,000 
million. as a direct result of irreSpl)nsj~ 
bility by no more than 80 people. 

Sir Anthony Blunt is known to have cOD­
f scd to having been involved in the 
B gess-Mac1ean-Philby and others affair. 
r nt to ask you , Mr. Speaker, whether 
you consider that this matter of security 
is s important that it should be the 
subje of a statement from the Dispatch 
Box s that it can be properly examined 
and pr ed by Members of the House of­
Commo ? Is it not worth noting that 
it contra ts sharply with the relentless 
pursuit 0 the joumalists involved in the. 
ABC case, and Mr. Philip Agee? 

Does it ot warrant a statement now 
from the B x and also a full debate on 
the matter i the course of next week? 

Mr. Christopher P ce. I want to raise 
a point of order abo t the 'ssuing of writ· 
te nanswers in thi House. It is a can .. 
vention in the Ho se that , hen a ques· 
tion is down f written nswer, the 
normal time f r the issuin of that 
answer is 3.30 m. One of treasons 
for that is th hon. Members s auld be 
able to rais during business q estions 
matters whi are the subject of ittcn 
answers. this occasion. Mr. Saker. 
the answer to a written question fo cd 
the subjc t of a very important i ue 
which ha been reported in all the ne s· 
papers t day, and on which I wished 
address a question to the Leader of th 
House sking for an urgent debate next 
week n this issue. This answer was d~ .. 
layed until the end of business que.stions. 
whic deprived hon. Members of their 
pro 'r and rightful privilege of question­
ing he Leader of the House on this issue. 
w n the whole country is wanting tl> 
k ow when we are to debate the double 
s andards about the Official Secrets Act 

hich this Government are attempting to 
. ntroduce in another place, thereby mak· 
ing matters very much worse. 
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DRAF'l' lm;\JTE FRO]·: A J BOREHAM TO THE PRINCIPAL PRIVATE 
SECRET AnY TO THE CHAlICELLOR 

LIF1'ING OF EXCHANGE CONTROLS AND THE BALANCE OF PAYJ.lENTS ACCOUNTS 

1. The balance of payments accounts have in the past rested 

heavily on exchange control sources. The Chancellor will .nsh 

to know of the steps b eing taken to fill the gaps following the 

lifting of controls, and to cons ider in particular the need to 

collect additional information from companies. 

Need f or balance of navments accounts 

2. Reliable balance of payments accounts are required because: 

a. The balance on current account is widely regarded as an 

important indicator of our performance in int ernational markets. 

b. The accounts provide information about pressures on the 

exchange rate and help to identify future pressures. 

c. The accounts will be needed to assess the impact of the 

removal of exchange controls. 

d. The information required f or the accounts is needed to 

compl ete the accounts for the economy as a whole. 

e. They are needed in the context of our membership of 

international organisations. A balance of payments test is 
--, 

one of the criteria for activating the EEC'~rrectiv~ 

1 



mechani Gm, and the HlP' s _\ rti cl c of AGTeement plac"s an obli cation 

on member countries to supply balance of payments informati on 

desired by the Fund in "as detailed and accurate manner as is 

practicable". 

Information needed 

3. Information available as a by-product of exchange controls was 

used extensively in compiling the accounts (for example, in keeping 

up-to-date the register for the direct inves tment inquiry) and the 

followine important s eries were based entirely on exchange control 

sources: 

Current account 

a. Imports on certain services (£400 million in 1978) 

b. Private transfers overseas (£800 million in 1978) 

Capi tal account 

c. Portfolio investment in foreign currency securities 

(£450 million net in 1978) 

-d. Borrowing from non-residents to finance investment 

overseas etc (£600 million net in 1978). 

Because of the amounts involved and the possibility that these could 

change " substantially follo,nng the removal of exchange controls, 

it is clearly important to develop alternative sources for the series 

a.-d.. It is also necessary to find some means of covering deposits 

overseas, as these are likely to become more common in the absence 

of exchange controls. 

2 



PODsibl12 r,()ur~es 

4. Discussions are already in progress between the Bank of England, 

the British Bankers' Associ ation and the Stock Exchange to establish 

suitable reporting procedures covering private transfers abroad and 

portfolio investment overseas , which in the case of the l atter would 

be used in conjunction "ith inforr.lation already collected from 

financial ins titutions on their overseas investments. The possible 

us e in the UK balance of payments accounts of information collected 
: 

from other countries by the Bank for International Settlements is 

also being examined. 

5. Inquiries addressed to companies are the only possible source of 

information on imports of certain services and borr01<ing from non-

residents Ca. and d. above respectively), and on depos its abroad. 

A question on i mports of services would fit fairly conveniently 

in one of the existing questionnaires in the Departmer.t of Trade's 

Overs eas Transactions Inquiry, and the opportunity could also be 

taken to collect information on exports of services which at present 

are not covered at all completely • . A new return, but still part of 

the Overseas Transactions Inquiry, would be necessary for overseas 

borrowing and deposi ts, and associated interest payments. 

Timing of recruests to companies 

6. Particularly as the removal . of exchange controls has relieved 

industry of a considerable burden of form-filling , it is thought that 

the necessary consultations Hi th indust ry could be completed in time 

for the new ques tions to be incorporated in the 1979 Overseas 

Trans actions Inquiry, for Hhich returns will be sent out in April or 

Nay of next year. Official s of the Department of Trade are seeking 

the approval of the Secretary of State to coll ect this addit ional 
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infor:!la'tion . The rezul ts of the 1979 inquiries will become available 

late in 1980 , or early in 1981. To estimate the value of imported 

servicez until them it will be possibl e to do little more than 

proj ect the figures. For companies' borroHing and lending over seas 

it may be possible to obtain some very rough estimates fro m the 

existing quarterly inqui ry into companies ' sources and uses of 

funds, and the Department of Trade are examining this possibility 

in more detail. 

7'. Wi th r esults for 1979 from the Over seas Transact ions Inquiry 

it would be easier to 2ssess whether an additional quarterly return 

on overseas borroHing and deposits i s necessary, and whether 

sufficiently high response can be achieved ,Ii thout t he use of 

compulsory povlers. 

Conclusions 

8. The Chancellor is asked to approve the steps being taken to 

maintain the coverage of the bal ance of payments accounts in the 

absence of exchange controls, and to support the proposal to 

collect informat i on from companies on service tran sactions, overseas 

borrowing and deposit~ and associated int erest payments. 

9. This note is al so b eing submitted to the Secretary of State 

for Trade by officials in his Department. 
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MR~K 
CONSEQUENCES OF EXCHANGE CONTROL ABOLITION 

The Chancellor has asked me to bring this 
little lot to your attention and to ask your 

advice. 

~ROPPER 
28th November 1979 
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~}lr Cr0l'l'f'r 
Nr Ridlf')" 
?-tr Caruana 

CO~SEQUENCES OF EXCHANGE CONTROL ABOLITION 

The Financial Secretary has seen Hr Cropper's minute 01 19 November. 

He strongly agrees ~ith point (i); i1 the Government are going 

to legislate in the 1980 Fina nce Bill - and in his vie~ it may 

look incompetent i1 it does not - then a quick Revenue submission 

,dll be nepd"d. 

S A J LOCKE 

21 November 1979 
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Finaf,cial Secretary 
Minister of :tate (C) 
Minister of State (L) 
Mr . Ridley 
Iljr. Cardona 

CONSEQUENCES OF EXCHANGE CONTROL ABOLITION 

The Chancellor has read with interest your minute of 

19th Novembe r . The view is that these issues , including 

the revenue cost of your suggested remedies , and the 

opportunity cost of inactivity, are sufficiently SUbstantial 

to merit early and complete investigation by officials 

(including those in other Departments, and possibly the 

Bank of England) . 

2 . You may find it helpful to discuss this in the first 

place with Mr . Hancock . 

" --(M . A. HALL) 
21st November, 1979 
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Cll/dWELLOR 

cc. C! lilj : ',(.( ) t: l iJ J--Y 
]- j 7,1: ;JC j ;,1 ;'CC) 'c:t;,rv 

]-Jjnjsi c r of St,~ te (C OJ."Ji ,OTJ S) 

Mi ni s ter of SLate (LoJ'ds) 
VlT Ridley 
11r Cardona 

CO];SEOUEJ,CES OF EXCHAJ~GE COH1'ROL ABOLl 'j'ION _ _ ___ ___ ._.J« ________ _ "__ _ ___ , .. _____ _ 

I S8Dse that \le J;)ay not b e do i ng enough r ese a rch on the consequences 

of exch~nge control abol iti on In the fields of (i) tax evasi on and 
( ii ) securit i es dealing . 

(1) Tax Evasi on. There is a gener al a\1areness that ending of 

exchange control opens up new channe ls of tax evasion 

- particularly in the field of CTT, but probably in income 

tax as . le ll. I'ly impression is that the Inland Revenue have 

not done :ouch fonlard planni ng and that they are waiting for 

problems to ari se . (AI though, I admit, they \'lOuld not be in 

a hurry to tell anyone even if - they had .) 

Uhether ,Ie .lill be pushed in the direction of taxing 

Horld income on the basis of nationality as the Americans have 

done, I cannot judge . HOvlever I do think we will be vulnerable 

to a public outcry if rle are not careful - eg "avoidance" 

scheme s in Sunday nerlspapers. I have already reported to you 

' Denzil Davies' reference to "enormous scope for tCL"C evasion 

follorling the ending of exchange control" in his speech t o 

the Douglas French tax conference last week. 

(ii) Securities Dealing . You have seen the slightly panicky post­

script letter of 7th November from Nicholas Goodison adding 

"abolition of exchange controls" to his list of reasons why 

stamp du t y should be r educed. It is my understanding that 

the Stock Exchange is very worried indeed about,the risk that 

bus i ness in securities rlill leave London and go to overseas 

marke ts. 

1 

-, 

I 



• 

1'"] .~ .;1 
ciU ,t) 
~ ·f 

Or e: is (;)Jti tl ,"d to co:·.r., e:nt U ", t nny nr,rh :: t "Ihi ch holds 
its level of Jl.]TJ JI'.ll JlJ c},,, r c (:s Vlell alJove that of its cop.Jpetitors 

11,a }:es itself V11J ne:iabl e to competi tj on. Nevertheless stamp duty 

at hlo per cent on (:quities is a serious impediment in its ovm 

right. 

As I have s~ggested before, there is a strong case for 
offering the Stock Exchange a trade-off of lovler stamp duty in 

return for lower commission rates. Formerly I Vias suggesting 

this as a way of brine;ing the private investor back into the 

equity market. Novi I am adding a second reason - preventing 

the institutions taking their business abroad. The loss by 

London of the market in Kaffirs is a nasty example. We would 

not like to lose the market in oil shares next. 

The small private client will not be likely to transfer 

his dealing to an overseas market - it would be too complicated 

and possibly ri sky. But insti tuti ons may vlell do so; I 

understand that the only pre-requisite is the establishment by 

companies of overseas stock registers. A lot of companies 

already have them. 

All in all, the case for a swift IDove tovlards the EEC 

harmonisation level of 0.6% for stamp duty seems to me 

overwhelming. It could well be self-financing in a year or 

trIO if it could be lin1~ed vii th lower co=i ssions. 

A move t01'lards 0.6% for securities would presumably cover 

housing too. This would be an alternative to indexing the 

existing thesholds for house purchase stamp duty. Indeed it 

might be sensible to proceed towards a universal flat-rate 

stamp duty of say i per cent. 

~ 
PETER CROPPER 

19th November 1979 
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Principal Priv-ate Secretary/". 
PS/Financial Secretary ~ 
PS/Mi~ister of State (C) 5 
PS/Minister of State (L) 1-
Mr HOd~c-1. , 
Mr Cropper --' ('/C{' 
Mr Springthorpe 

Parliamentary Section 

MR TAM DALYELL'S PQ ON EXCHANGE CONTROL 

The Chief Secretary ~ill be dealing ~ith Mr Dalyell's PQ 

"To ask Mr Chancellor of the Exchequer, what assessment 

he has made of the effects of his decision to abolish 

Exchange Controls." 

In discussion of this Question, Treasury Ministers concluded 

that the main line of attack in supplementaries might be 

directed at tax av-oidance and ev-asion. The Chief Se.cretary 

would therefore be grateful for notes for supplement aries 

and background briefing on the Vestey case in particular and 

on tax av-oidance and ev-asion, in the context of the abolition 

of Exchange Controls, in general. 

A C PIRIE 
4 December 1979 
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CONFIDENTIAL 

FINANCIAL SECRETARY 

RHODESIA: REMOVAL OF EXCHANGE CONTROLS 

cc Chancellor of the Exchequer 
Chief Secretary 
Minister of State (C) 
Minister of State (L) 
Sir Douglas Wass 
Sir Kenneth Couzens 
Mr Barratt 
Mr Hancock 
Mr Unwin 
Mr P G Davies 
Mr Slater 
Mr Ilett (o.r.) 
Mr McIntyre 

Mr A Burgess (FCO) 
Mr R Collins (DOT) 
Mr D A Dawkins (B/E) 
Mr R Armitage (T Sol) 

I heard from the FCC this afternoon that an announcement is virtually certain 

tomorrow of the appointment of a British Governor who will be due to arrive in 

Salisbury on Tuesday 11 December. His arrival will mark the return to legality 

in Rhodesia and so the point when , as stated by the Lord Privy Seal on 7 November 

(H of C OR col 407), the UK's remaining sanctions are to be lifted. 

the removal of the last of our exchange control restrictions. 

This includeo 

Statutory Instruments are being made under the 

Emergency Laws (Re-enactments and Repeals) Act 

Exchange 
c.. ... d 

1964/-are 

Control Act 1947 and the 

to be laid (assuming no 

last- minute hitch) on 11 December, to come into operation the following day -

i.e. from mid~night on 11/12 December. The Bank will be sending out a supplementa 

exchange control notice drawing attention to this and also pointing out that the 

general exemption in the Treasury Order does not extend to the obligations, in Part 

of Schedule 5 to the 1947 Act, to furnish information and produce documents in 

connection with evasion of the Act. 

The Department of Trade intend to issue a Press release on the day of the British 

Governor's arrival about removal of the remaining trade sanctions. This refers to 

Treasury action on exchange control and indicates that we will be issuing our own 

press notice, of which I attach a draft. 

,1 

/L~ 
C H W HODGES 

6 December 1979 



DRAFT TREASURY PRESS NOTICE 

EXCHANGE CONTROL - RHODESIA 

Following the restoration of legality t o Rhodesia, action was taken today 

to remove all exchange control restrictions in respect of Rhodesia. 

Statutory Instruments under the Exchange Control Act 1947 and the Emergenc 

Laws (Re-enactments and Repeals) Act 1964 have been laid before Parliament 

to come into operation as from midnight 11/12 December. A supplementary 

exchange control notice is being issued by the Bank of England, drawing 

attention to the action taken and pointing out that the obligations remai r. 

to furnish information and produce documents in connection with evasion 0: 

~ o.lo o l;l'i"", 
the 1947 Act. The complete ~,of exchange control thus becomes 

worldwide. 

Note for editors 

The statutory instruments comprise a general exemption order, and two se t , 

of directions revoking 1965 and 1966 directions on certain aspects of 

exchange control in relation to Rhodesia. The order made under the 1947 

Act and the directions given under the 1964 Act are subject to the negat iv 

resolution procedure in Parliament. 
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PS/FINANCIAL SECRETARY 

RHODESIA: LIFTING OF SANCTIONS 
(My minute of 6 December) 

CONFIDENTIAL .. ,,~ ,']' 

.~ fO,) 
Q~" , 

{9~" 
cc Principal Private Secre'r~ry 
~PS/Chief Secretary 

PS/Minister of State (C) 
PS/Minister of State (L) 
Sir Douglas Wass 
Sir Kenneth Couzens 
Mr Barratt 
Mr Hancock 
Mr Unwin 
Mr P G Davies 
Mr Slater 
Mr Ilett (o.r.) 
Mr McIntyre 
Mr Drane 

Mr Dawkins (B/E) 
Mr Armitage (T Sol) 

This confirms my hearing from the FCO this morning that the planned date for the 

British Governor's arrival has slipped from 11 to 12 December. 

is a further change, our operative date goes back accordingly. 

So, unless there 

You told me that, at the end of the proposed Treasury Press Notice, the Financial 

Sec retary wished to replace "relaxation" by "abolition". In the penultimate 

sentence, after the word "documents" we would now replace "in connection with 

evasion" by the more precise wording "if 'so directed during Treasury investigations 

of past evasions". 

I shall report again if I<e hea r of more changes of plan. 

C H W HODGES 

7 December 1979 

CONFIDENTIAL 
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Principal Privat e Se c r et ary 
PS/Chie~ Secretary 
PS/Minister o~ Stat ~ C 
PS/Minister 01 State L 
Sir D Wass 
Sir L Airey 
Sir K Couzens 
Sir F Atkinson 

Littler 
Bridgeman 
Middleton 
U n 

ancock 
Riley 
Gill 

Mr Ridley 
Mr Cardona 

FINANCIAL SECRETARY'S LUNCH WITH KLEINWORT BENSON 

Th e Financial Secretary attended an in10rmal lunch at Kleinwort 

Berlson on Friday l4 December. 

The discussion started 011 on a 1airly general plane . But it , ' 

so on came round to the question 01 monetary policy, and in particular 

the e11ect 01 the removal 01 exchange controls. 

points were made in this context: 

The 10110wing 

,(i) the re was a danger that Euro-currency l e nding would 

increase sharply, thereby en dangering the Government's control 

01 dom e stic liquidity. To preve nt this, it was s uggested that 

the gro up 01 ten major industrialised countries should each 

consolidate Euro-currency deposits into their bank balance 

she ets, and r e -bas e reserve requirements, quantitative controls, 

e tc accordingly . As a support to such an initiative, it was 

suggested that some sort of' "concertationll at: reserve ratios 

would be necessary; 

(ii) it was strongly 1elt that in110ws would pres ent a 

serious danger to the monetary agg r eg at es, whatever the 

, ,-

t 

t , 



Government's intervention policy. There was thus some 

support 10r the po ssibility 01 inward controls on a 

c ontingency basis, which could be introduced at very short 

notice i1 necessary . Mor e 1undamentally, however, it was 

proposed that the Government should introduce some kind 01 

withholding tax on forei n currency dividends, which 

would make British assets less attractive to 10reign buyers. 

S A J LOCKE 

17 December 1979 
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.:l(rvcyi:: '; ' .. r;1Cre \1C 'vc CO~~. 0 fro:.'! 2nd. \',:~lure \·:e ~:li :;:lt DC [~Ol~l~ . }"'rilll~:l:';, 

t.; ~l is is n prct t~r l..~ncoDfor-,tD.blo posture at t:1C tlOi':le:lt . j~)l un.casy 

SCll Gat ion o[ dej9.- vu is u:1avoidable. 

2 . T:1c tentative r ~~ cove r:.r 111 the .. vrld econor:~:i t~at besa..'1. to c:::cr : ~ c 

in 19'73 ~;8.VC ~rou.n(~s 101:' sor.:e optimis:: . There ~'.'ere indico..cions in 

.sO:~lC cO t.:.!ltr ie s t~}n.t :;I'o';:th ':Jas once o..~ain oe~ir:ninG to sustain itsr;lf : 

that business conficl ence a."ld private invest,:lent ';JaS starting to tL~rn 

up . f'lany com,trics,. of course Her e still at the convalescent sta;e . 

;lut there seeDed to bc the chanc e of a respit e in \'i11ich it VlOuld 

be possib le to tac~:le the structura l factors impe)!ding rehabilitatior 

Vlithout the immediate i mper:Ltive of havinG to cOlle \·Iith external spa".: 

3. But in 1979 this recovery ';las i n terrupted by just such a s pa:;r,c . 

In '1980 i t is li:,ely t o be aborted . Th e hard r-c <.,lity is that , in rf, ~ · 

terms, oil price developr:lents over t he l ast year or so rcpt1lresent ~l 

shoc>;: to t he systen almost as big as it sustained in 1973- '14·. '.I'he 

prospect o f any srm·:th in the OEeD a rea next ye a r nm} seeDS very 

slin . 'l'he recession I'lill b e [:lost pron oCL.'1ced in the US and the UK , 

\/here the i nt ractib ility of inflation has foreecl especially tou;h po l 

act ion. But l"10 i:lajcr country is likely to esc ape a sibnificant __ 

dccel 2ration in .;r01·;th . And SOLle may find it necessary to tir:;!-'lten 

]lolicy fur t i:er. T:lis , a.'1d the continuin; uncert 8if'.ty over oil price :: 

cmd suppl;r , ::Jeans t l1at even the pre sent Gloomy prospect is fra;:;ile . 

The :!:'is~'Cs r8~ain firnly on the dOi'msic.G . 

I;.. ';.11at is certain , thouGh , is that there C&'l'l he ::0 r eturn to tho 

:-; .roT:.' l;h rates anci ir:creo..ses in li-'li11;S sta.l·'}ct~.rd s '· .. le o~c.e tooi< for :~ r[l...V: ~: 

until inf lc~tion has been decisively co::ql~ered . Ev en if t he pro spe c t 

cf adequat e llild predictable supplies of en.crGY V!as suddc:11y" r e stored, 

t!lG i::1flation constrni.::t on Gro\'lth ':.'ould still reD8.in . Neith~r s: loul ': 

\','8 deceive oursel v cs i::to l;hin~(inG that this constr2..int exi s t s solcl:.r 

u ecD.use of re CC'.;.1t oil pric e incre ases . It exists also oCGausG of 
('10 ,"". ~,). - ~ r.· .~ .. t"d '"·ea'.·r,,,,A .... ~~~,<-: c. ... .c.,,, t "'o "tr'lct" ~e of "·'? 'Y'I. "r of our econo" ' ~ c~ "' _ _ ,,, _ _ L _, _ __ •• " c .~. " ' ~'J ... ~ ., ' 

'!:1CSC ,·:ea:·;:.r..csscs have r edtH..:c0 O"J.T r cspo.c.sivencss , c\.nc. so i Dcreased 

if: tl:.e trend of prodt:.r.:;t i yi t:r :.::ro\,.rth : tt oy I ve created supply 

:)c ttl e!1Gc·. ~ s . 
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Lea t -:: ~-. c 

F. >< c I L;,U- ! ( \.l (S' 
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: .. :0 

o~c rJY of lisht . I beli e', 

r'~':Jl c to ::: :::D.lLTlC~ the 

there i s r..o fcasi:;le ~}.ltcr:: at ivc but to st ic :: ';,Iith ~'1d. if necessar:r 

rci::fo:::'ce po l :'cics of cO- I.'..tio:1 8JJ.cl restrni.!'.t . Policies i,'Jnich treat 

the i::;r: cdiacc p::'otl e t:s of oil a::d irrflatio:1 2;. 8 i:lscparable . 

reco]~ise on the o~e h~ld t~at reduced d c~~~dence on i~port ed oil r e o 

:1it~her oil pric e s ~o be passed on to COTIsur-:crs i n full; and on t he 0,", 

nand that the r e s:lltant ir.crease in rel a tive prices must . be prevent ' 

far as Dossible f r on triG:erin~ a self-defeatin~ wage - price spiral . 

SUC~l po l ici cG r1..l:'t.:; OJViO'..lSly costly il1 t:"'. 8 S~lort rurl . They r.le a..~ hi.:>.: 

interest rates , at lcast in nOrlinal teres , and l it t l e if any CrO':lt 'l 

in real lncor:'.es . 3ut they are not a.'1 exerc ise in collective ;:lasoc'"::". 

lIor are they a self- c e n t r ed response \':~ich i G(10res the conscque!1c cs 

others less w&ll placed to he lp the~selves . I~stead , they a re ~~ 

ac :molll ed;er:l(c"t of t~e foI l:' of rr)12,xin ; policie s i:1 an at t eept t o 

offset the lo ss of ac:.;ivit:.T caused by a ::1njor tran2f ,:; :- of PU.r'C hU3i :: ; 

pO'.rer to c::e oil producer3 . T"is ac:~r.o·"l(;::;cLlent is I'.o t the prod\lc t 

of ~Or.8 esoteric "'c::cor;y . Eati:. er , i t 3t e~ :1 r; fron experience in 30~C: 

case'S bitter ':::'::?8:,ie i!cc . p.rt er the 1')7:' - 7L: oil snac:: some of us 

~'':i.y af fee t -: :-~i: 

infl[tti on so~rcd. . 

f'lv . -_ ... - , 



dor:lCsticCllly :oroduccd ;~oods Cll1d SerVlC(;~ tIle increase '.10.3 L1"J.ch 

fror~, (:, per cent ~;o :3 per. cent . Jut; t; ~1 i;; dor:;sn I t; t".ea.ll tnat a!1y of us 

~n let up . Far fro~ it, r: iverl tlle pros~cc t that the nve~n3e infl~~~ ~ 

rate 1:1 tl:e cu~jor cconooicG is likely ~o be in ~oublc fi3urcs this 

year for the first tiDe since 1')75 . PC1';W,PS t:18 best tho.t can be 

said is thnt the battle has not yet ~e!~ ~ lost . 

7 . Its 

c,cldecl in 

possible t h::tt , 

SOEC c ountries 

to 

an 

t he problor:: of ir:flatioll tl~ere nay nO';1 be 

cf.1crc i nc; bal[tI1C8 of p3.Jrment S cOllstraint . 

1')78 , the OPEC snrplus had 0.11 but disappeared . The inpact on I'lorl d 

trade and Clcti v i ty of the 1973-7L• o i l shocl: \'!as cushioned to some ext; · 

by the unexpectedly r8.pid ::milcl up of oil producers I imports . The 

surplus shot up in 1979 as oilcl prices l'ose a!ld OPEC inports faltel'c c 

Th i s year , t:-,e surplus could reach ~100 billion . Fe1'T , I ilClaGine , "rc 

confident; that over the next few years the oil producers \'iill be abl .~ 

or ':Ii I linG to translate such a h i gh pro:)ortion of their purchasin;:; pc:' 

into inports as in the past. 

8 . Part of the defi c it resulting fro:~ the increased OPEC surplus ,. , 

fall OD - 'shoulders broad enouGh to bear it Hi thout severe dislocatio:: 

althou;;h not perhaps 'llithout the need for ti;hter policies . But a 

distur1;ingl~l large share seems likely to fallon the shoulders of t:: -. 

LDC ' f3 . 

in 1')79 
Their combined deficit this ye,u.' could be half as Quch a S2,i:: 

in real te,I'!!ls , around the sane level as their rec ord defic: 

in 1975 . This poi!l.t s to t:le possibili t;:;, that, as in 1975 , the LDC: s 

Hill not be able to afford a grOl'lth in imports sufficient to natch 

their populatior. 0 I'01'Tth of sone ~ per CE:nt a ;year. 

:2)~ .-
9 . But in S01:10 1{ays , the LDC I S c oulel ;)c eve,} ';:orS8 off no \'1 t!lan L, 

1975. 
b orro'.:inc; heavi ly , raainly frOl:1 the pri v 8.t e -or.c.'1' :in; syst c:a . 

no\"! ero·.·.rir.:.::; ap:;Jrehcnsion G.bout \ .. T~ether tiis process CQ..Y). continue 

iT:!dcfini t c1:r . The LDC 1 ::3 ho.ve a hUG); OVf:rh2 .. nc of debt , rl.UC~! of \':hic :: 

Plo..turcs in t:-.e rlexl; cou:plc 01' ~)"cars : a:1C. ror va:;:-ious ren.30ns , it !:l:J:j¥ 

prov'c diffic ~.lt; to recycle oil proctl;.c c:::--s I surpluses B-S s~~oothl3''' as :.:'( 

the past . 

10 . is o~'Hio""'" ... - ~O ...... pt: ...... l· ............ ··'e r >' ''ll-I :' o:'Ive to \.trlf-C'l 'T01' "'' c 1 0"'e 1 --.. ..... .....,..1.,; ... " '~ I""_'" A A ~;:' " ~ ' __ ~ '. ___ _ . c.;. . .c: ... v. c .; ............ ........ ' _ 

'fhcre arc , of course alt 8r"'1.8.tivc SOU!:C '::~3 Jf finLulcc . Its 0.. pit:.~ thc..t 

L,-:rV8 :)·:- co:.:\; :::o:t'') i'l·:: ~·:i"t ~ c .. I ::'Jpe t~:e J"J})C 1
:: '.:ill bc.vc :.;reatsr r ·~~co'J :::' r· 

to them in th~ fut~rc . 



1'1 . I bope , ~O(), t:"'.e:. t t:~:: 0:'1 pradiJ.Gcrs ... :ill h e [lb l c ~o ~lny 

a l Cl r:;or rol e i:1 recyclin::; their OvTn surplur:es . T!li s \"Iould both 

lic;htc~1 t~iC 8arclE:n on t~ :. e LDe 1 s - cspccinll:,'" :pcrrfn.ps t:1C roarer or~cs 

... Jld ::.:'cducc the !)ressure on tt"!.e i:l tcrnntionnl b an2.-:inG :;YS"tS::l . 

12 . I hnve Cl.~_r~ad:r r:1f!lltion ecl thp. \lo :-l d - \"Jicn [lCC8ptnl1eC in t he 

in(~u~)-:';rinl couni.:rir.s of polic ies of cE1u~ ion nnd rcs trnint . In 
~ ' t' i h' nrl -8ln , : 18 1I0anS , above nll , the Govern~ent ' s deternination to 

squeeze inflation out of the economy with a progressive ~owering of 

our t:I01~('tary tarGets and reduction in the money supply. I don ' t 

'.vant to spoil your 111nch vlieh too technical a dis cl}ssion of our ni1"s . 

But I Houlcl jnst lilcE~ to nake tvlO points \-Jhich lie at the heart of 

the Datter . 

13 . First , \-Ie shall no t falter or "Ie aken in our resolve to defeat 

inflation . It ' .. :ill 

long w:Ll~ it take? 
be defeated . 

Tha-:: (lepends 

1'he only oper: question is : hO\1 

crucially on hO\-1 quicl:ly those villo 

ne(jotiate pay r0spond to the fact thn'~ sett1 e rnents \'I11ich enplo;rer:s c~ 

not hnve the r;,or:GY i;o afford can only result in fel'wr jobs , nore 

reduncliil1cies , ~liGhe:::, uner:rp:t.o~'I'lent , e ven bnnkruptcie[; . I aPl not 

go i ng to sing:t.e out any particular settle"Jem;s , but there are 

alre8cl;y" sane l:opeful siGns of nehotiatorD beginning ~~O 7~ac e reality*" 

14 . Second ly , there is no (juestion but that recent Govern:Jcn-:: 101[e ls of 

borro\'linf; have been too hiGh and IJUDt be brouf,ht dm-ill . There are 

arguner: ts here , too , about the extent , the t iI::Iing , the pe.c e ancT the 

netho<.ls . But the p l nin fnet is that pninft:l1.y hiCh lcve2..s of 

int2~:est rates , darlnginG [lS they arE: bot~ to t he pri'lJ H'~c citizen \'Jit :-_ 

his '['1oY'tr;?{~e or hire-purchD.se (1t;reener~ t e.lld to the :i.Yldus-:'; rinl 

:Lnve ~ :;or ~ nrc A.n i :l0.v i tahle conseque~-:ce of high puhl i c t0r!'o\·l in~~ . 

trhere nrc , of cour~)c , tlJO 1'lays of reducinr; it - by cuttir!~ sJ),;!la iYl[; 

or "cy incrcasir..c tnxatio!1 - O:!"~ by n cor:!b::'.n.ntion of thn t\-!o . But 

to th ink t hat it c10esn I t euc~l nnttc:::' 1:1hic~1 ncthod you usc as 10:1[; as 

thE:: nrith~etic[t1 result is the same is R great nistak0. . Hir;hcr 

1)tlr~0~ onto t~o privnt p sector . So even : ~ f ~ rcd:lci; i ol! in Govern~en~ · 

borro~':i.cf ; i T". t ~:i s I:! oJ" a~lc\·Js f, O![" C lo\:criTl~ o f inte;:"c~;t :,?.~: es , the 

rl"~""'+' n ""l'~l· """r." .. '"'r t" e ..; .. '(11·c·..I·-'1-n l ·i~"" \, l·,-i1 ..; ...... /" .. +-0 l· n·""p c !· ·' ...... e c1obh" "' f'Q' p . n "·,, \ . \ ... .. J~,l.:.'-. J . _ ..... I '. i.)..::ll. ... ( ........... '\. , .. , • ..L •. J;:.., ..... .J. .. v.: ..... ..J<. • .J .~ "" . 

Ue ::1ust , 
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r:::,eviO~l~.: l~r 112.anncd , and ',Je nr'p de t erT:linc{l t; 0 nuke 1"ha tevc r further 

cu t::; nny b0, pO!J ~;ib 2_~~ i:~ our lI}.nI:s :01"' :~;.p ~:~ (; illf~ next ;ranr nnd. the 

15 . \-li t h ';he e!"Jphas is firoe,y pl::ced on re(11)ctions in puhlic spenc1 inr;, 

I am honno to sny s onethinr; ahout an i~"'rortnnt PTI't of the total 

16. 

our co n tribution to the EEC Budget . liere , "gain , I \'Jill no t 

flir in too l'lUeh detail I"Ihat ;~it;ht be c nlled fI Ii tt:!.e 10ca2. i'aoily 

dis cuss ion before this \·] iner audience. 

By 3rd. t-.rorJ.c1 standar(~s , ;->'0 doubt , G till a ri c!l countr~r . 

B;y European standRrds , \'JP. are not . OU)" GIU' per head is Im-]er thfln 

tha.t of any other :~EC menber state except t\·]o . Yet , unGer presc,nt 

arrc..nf3er.lcnts , \-)e \·,i 2.1 he cal} ~c1 upon this year to make far and R~'H~~,r 

t he l~rgest net contr ibution t o the COTIT'1unity 3udr;ct - over £lbn. 

'l'his pl.:hlic expcnditllre, - of little benefit to the British COnSmlf:r 

or t{.xpa:t c~J'." \'J!:.o r.lU~·: foot :"'T bill - nmou:l:;s to rr:ore th,rl! -~- per Gcnt 

of Bri t i sh nationnl output . It i$ rlore than the I'Ihole of our 

oversoas aid prof, :'flnne . Yet \"Iho is it goinr; t o aid ,? Done of 

the \·/eal thio8t c01~ntries , )]ot only in j,u r ope , hut in the .vorld. 

17 . ~hi3 vast and [roving net contribution is a burden on our hallinco 

of pa:1T.18nts - lnrr;c::'y respor:s ihle for the reC(1nt .severe ;:'eduction 

in our t r[!.(1 i t io:lc l :.T!vis i blC' 8nrplll s . 

18 . I ~ add s to t~lC PSI3R at a tine \'lhen it is vitally ncc~BGaJ.':i to act 

on thp..t . I " Iln~'I-nJl" Oil""" '~( ' O'lO~·r '",'\'.'''', ,(.>,l 'Jr for H,' n S'-J' __ ~ 0' ,.!,_' c., i ...... ,.r:, ,~ ~,.Cl. .~ \~.;.;o ... .J ...... '. ~' ... , .. _ , . _ _ v~.1_ _ y .o;-: ..L _ _ 

£10 the COf'lr11:ni:;y fj)}' 8nr:l i t[; 1" lings Dnd (~ (:vf'loped neh1 polici~s , the 

C ... 'lP 1.·]oul(: c enGe 1;0 pY.' edo~::! i!~G.te so hl?oyi~.y in t he ;::r:;C Bu(: ~~p t.. I~' 

\,:oulci (',o;:e dO",.I r.. to [tCr.0111 1:': tor no nor~ tllo.r·~ hal f 0 f Bucir;st 8xpen~ i~, \.l~"'(' 

S:r1flt ~~S r'.o .j.~ !:.?~1)0.nc\cl , no~: ":i\";ctl1.!se l~e' ... ; })clicies have no",-~ ::,een 

deve:::' opcd , but bccHuse 

out 0 f r ~ O!1t :'o: . 

19. It ~,'1:r_ !10-t 1:2 riC;!l~: ~ n?:.C: '.10.S r_o~; € r.v is ;: r-~('d in the Tr8at:,r o?: Hone, l'-~:'Ct"..; 

a coun~~r~; '::i:h one of t ! lC~ }C)\·," .?:3:: ineo ::: ':":"'; ··.)~ r {!~ad in Lhp 3EC ~;h0U:_(: 



\ 

)e it~) r:~tl(ioJ' p(lYI'H1S~.rr , \l!lG our pF!r~;~l('r~; :~nV0 nlJ"'cnd:, [ir,l:-n()~ " lr~clf,0.d 

n3 mu~h './~H:n the Dublin fi:::nncinl n0cl ~nni=;r:: .... .'n~; [l~~T'~c::"l . It is 

not P;OO(! for U~; , it ic no~; e;ood foY' the CC);-Y;}uni ty ns n H})olc that 

all!" cc:onon:v shollJ.(l he i!0GXcncd in t;:"i0 '.10," . '.Ie ~~ 1 1 - u .... e O~T['! , 

But 
\'Je ca~ , '.-/e r;u~lt , TI[1]~C nov] arrnngcr.lcnts for n fnirer c1istrihution 

nnd be~e':-i~ : s 0" rnn~')er~h"~ - ~ ... ~·;I . i • • . -,)1 -1 / . 

/The trade- s\li tcll ana/or oil points cOHld , if necess[!Y'Y, be added 
herr7. 

20. "'here is plenty of fraternity inforning the CO T".::mnity. I·That 

I have sU~Gested we need financially ot least , is 11 good deal more 

equality. Conine, back to our policy for :;he British econony 

I have sor.ethi::c to s ay about liberty . 

2'1 ~ Since 1973 the r'cal f>ro\'Jth of our ccono:-:!:,'" has averaged bcrely :..% 9 

y ear , hal f 'chat achieved. in France and ',lest Germo.ny , for instance, 

countries l[!cking the contribution to Growth ~hich , ~hile it is 

ris ing , Harth Sea oil r.1I1kes to ours. lIe have had , in ':he bulk of 

our inGustry , hardly any fjro\lth in productivity , lOll investnent and 

10\) profits . 

22. If TJuttinG this ri[;ht by Governm'rlt interv(mtio," , :;:'er;111ati..on 

and R.sGi~~tence Has ~ he right 'i:n~r to cl0 it ~ there \'lo l:l.d sure ly h[!vc 

been sone sip;ns of rC2ur~er:ce by this tii:C. Hen.von knO\'·ls, 

of both p[tr~::'cs 

decade ufter decode . Yet here \'/e sti!.l aI'€' , in [l contir..lJ.ing Slough 

of imh;strinl D(;spond . 

23. \1e do not believe that Governocntc; or civil ser1.'cmts can , 

ho\"!cv("\r l,H~ll intentionecl , direct 0::':" fin[l;-~('c the rev"ivnl of our , 
m!{n~lfactu::'i ~~ f~ 0[/ ser via:- i:".(~1.1stries , t~lI) supply sic..c of the econoI1~/ . 

can do if; to rel.1O YC S0f10 0: ::lC sh::.cl:2-cs n::: ~ d. hurc..cn<:J vl!1ieh ~1D.:'/e 

heJc1 the ~'I~()(,0.SS h(!.. r.k , restore the fi(;0TIC' for illitintiv8 anel entl}rp!:"'i:] 

an(l al}_ol,J i~: to he f.nirl~i" -r'C',,'(1rc.cCl . 
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Vlf'l'" ('O:·: !':i. ~~('.{1t()~-' ~i- " ~ .. 1:;e~;0 .~ n~. ~ ':- ; nr'c L:-n'! round al'!()l lt: the c!.v erar;e of 

t i~0. o~~.c·" · ::tl ;' ()I)C .~-lJ1 ::'!:(:·. t!;~:r:in!. C()u;.t::·jt'~, 2J.'L} ~.r)1:{ ~h , or. thC! '-lho l e , 'H~ 

}lS I hnve s[dd , on the 

o the r r:ic1c: o f i;}:(~ r.~ ~J~n (~oin ~ \·.'c are i n:. isting that r;~"oHth in the 

e c.Ol )~) -::,' , ~:.' h·t ch hn:::; to pt~:.r f(JJ" t:1C7~1 , ; ,lJl)uld prccE:de iIlprOVCr.lcni:rJ 

in puh lic: s f!rviccG . It '1U':~; llet 1w stunted by Vle effort of 

25 . \/" hf1Vp. b0.C tlrl t~1e pro Gt-:'s s of rcln.xiYlr-; or nl)olishir:C ~; OL:l8 of 

the nUi,C:r'Oll:J 1)llrCauc:-· (~t ic }"..lles nnd ~"2r~ulntions ",}hich have for too 

lonr, t ioc our pr:ollJ.e up ir! a cnt 1 G .!..c ~-'a(:e of ;-'p.n tape . 

much !"lo pe , I 11:1 sure , to be clone in this dir(~ction . 

Thr;re is 

26 . And \~8 have conpletely abolished four tYJlf'S of contro"- \~hich 

have , fOl' years , rcstrictecl the \wrldilE; of the fr e e Market . Pay 

contro ~s have p;one \'1ith 1111. its rir;iditics [lnd hnrnful effects o n 

dif.ff!rcntialc and inccllti-I/Gs . Divid end con"t-::-'ol::; hav2 cone ~ \'lith 

all th8i r di stcrtin[,; effec ~~; on the c:or:estic cllpi till l'larkcts . 

r)~ir8 cO~11,~ols hnvc Gone - another Rtte~pt to distort the narket 
Ilnd t he effici ency '.'1hich fr e e p):icc cOl'lpetition alone can Give to 

its \Iorkinr; - back(, d up h~T our Co;npct ition Bill to inhibit J:lor.opo l y 

powe:r. Exehanr;e control hr..s p;onc . Perhllps to an internlltio)l(ll 

audience , that is the nosi; intereGtinc . 

27 . 
, 

c'­
I 'I'.T) 11 oake jU[~ t -points about i t . 

... . --' ~, • • ~J 

F' s+ ./ . 1 +- bhi LJ 
< • 

ee0dc , je ])flliey ::'n prOYEHlt".i.kfj najGF f'pocv ] q +- ive AOf)ita1... flQ1'r. 

Our 33fpS!'?_C flCG 0:' £i 1H:~~_ flot·:: "iP£ c "';hg 1:,.("' 1; ',i:: r ChO;iC thClt ,_Ii 
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Excbange Conlrob (Removal) 
31. Mr. Dalyell asked the Chancellor of 

the Exchequer what has been the effect on 
the economy of the removal of exchange 
controls. , · .. U 

. 'Sir Geoffrey Howe: Capital outflows in 
the second half of 1979 as a result of the 
relaxation and subsequent removal of ex· 
change controls probahly totalled about 
£2 billion. These capital flows were more 
than offset over the same period by over­
seas purchases of sterling assets. It is too 
soon, however, to quantify the broader 
economic effects of the "abolition of ex­
change controls. 
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'j-'O : SECHETARY OF STATE FOrt THE ENVIrtOID1ENT 

f)[' h, Jv , 10 J 

I NDUSTRIAL MONITORING AND THE ABOLIT I ON OF EXCHA.~GE CONTROLS 

I was invited at MISC 14(80 )4t h 11eeting t o consider, in 

consultation with the Secretary of State for Industry, whether 

any further action was needed to monitor t he impact on our 

industri al position of the aboli ti on of exchange controls. 

I attach a note by officials which reviews this suggestion in 

the l i ght of our expectations at the time of abolition of 

exchange cont rol s and subsequent trends . 

2 . Their conclus i on (sununarised i n paragraph 11) , \~ith which 

~oth Keith Joseph an~I agree , is that ther e is no case for 

increased monitoring . It vlould involve extra administrative 

costs to t he publ i c sector and a renevled reporti ng burden on 

industry , to very lit tle purpose . 

3. Copi es go to other Members of MISC 14 . 

[G. Er.] 
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o~' tile Fi:13.nciu l Secrets!'] (Hr Locke ' .s minutes 0f 11 and 21 July ). 

P(.u'ac:::' aph II s~mraa:,iscs t~e arG',J!7lcn~ s . 'r!1e D3.sic tlessage is 

~:hat we never expected abo l ition of exchanGe controls to lead to a 

sig:lificant increase in overseas direc t: i!1.Vc3tment , nor is ther e 

any evid enc e yet that it is doing so ; that in any case su cil investment s 

tend if anythinG .: ~ support investment and employment at :-lOme rather 

tha.1'J. the reverse; that :'inancia 1. outf l o ,,!s benefit domestic :i1anufacturers 

through their eff ,ct on the excilange rate ; and that to E1;ep up 

rnonitoring of out·tlard direct i nvestment as it takes plac· ',JOu ld 

involve admini s t:::ative costs to the Government and to iI!;:istry 

to litt l e purpose . 

'I.. I a lso a ttach a draft cOV""~ :l ::; letter . Depar tment ':' Industry 

officials are sho'"ing the drad)':l.h
r 

parallel to Sir Kei t;e,)seph . 

If you are happy with it, the si:nplcst course mi ght be l' private 

offices to mak e contact to ensure that the -,'lOrds in squ'. brackets 

i n the coverinG letter c an stand . 

The n ext meeting of rusc 1LI will not De until aft".: :e Party 

Conferen ce , s o ther e i s no great ur f,ency . Bu t it mi ght as 

well to aim to Get the paper circulated Vii t!1in the nex7. 

and , therefoI'e , if you could find the time to cor.side::: 

tor:ight 0:' cn your brief return to London early next ', ; -

D L C PERETZ 

17 September 1 . 

.:;, ther 
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Financial Secretary 
PS/Chief Secretary 
Sir D Wass 
Sir K Couzens 
Mr Ryrie 
Mr Britton 
Mr Dixon 
Mr Lovell 
Mr Lavelle 
Mr Butt 
Mrs Heaton 
Mr Allan 
Mr Mitchel l 
Mr Ridley 
Mr Cardona 

MISC 14: INDUSTRIAL MONITORING AND THE ABOLITION OF EXCHANGE CONTROLS 

At Misc 14(SO)4th Meeting on S July you acquired a remit "to consider . 
in consultation with the Secretary of State for Industry , whether 

any further action was needed in order to-monitor effectively the 
impact on our industrial position of the abolition of exchange 

controls". 

2. Mr Wiggins ' minutes of S and 15 July to Mr Lovell expl ained 
that the remit arose from the concern expressed by Mr Heseltine 
that the abolition of exchange controls could be leading to a drain 
overseas of good industrial management , and a diversion of UK 

companies' investment away from the home market into, possibly less 
secure, investments overseas. Mr Wiggins asked for anote that 
you mi ght send to 1ir Hes el tine reminding him of the r::acro- economic 

case for exchange control relaxation ; and drawing on '.;hatever 
evidence is available about the micro-economic effects of the 

relaxation so far. 

3. The task of coordinating this \"Iork eventually fell to EF, and 

after discussions over the summer Mr Mitchell has now agreed the 
attached paper with IP, Department of Industry and the Bank of 
England. If you are content with it it could nOl, be sent to the 

Secretary of State for the Environment and other members of MISe 14 
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INDUSTRIAL MONITORING AND THE ABOLITION OF EXCHANGE CONTROLS 

Note by the Treasury 

This note , which has been prepared in consultation with the 
Department of Industry and Bank of England, reviews the background 
to the abolition of exchange controls and the possible consequences 

fo r outward direct investment; and considers whether any action 
is now needed to monitor direct investments as they take place. 

Abolition of exchange controls 

2 . The relaxation and subsequent abolition of exchange controls 

last year formed part of the Government's programme for sweeping 
away controls that had outlived their usefulness. It gave greater 
freedom to firms and individuals when taking investment decisions 
and so furthered the aim of helping markets to operate efficiently. 

It gave firms freedom to operat e on the for\~ard market. By saving 
staff, it made a useful contribution to cutting public expenditure 

~ and ended an administrative burden in the private sector. 

3. North Sea oil enhanced the arguments for abolition . Formerly, 
balance of payments constraints had formed part of the rationale 
for exchange controls. But with oil benefiting the current account, 

there \Vas no longer the same need to discourage capital outflo\Vs. 
Rather , increased capital outflows could help ease the aijustment of 
the UK economy to oil. The private sector can no~ choose for itself 
how best to use the income accruing from oil; to the extent that 

this finances capital outflows it wi ll h elp prevent the entire burden 
of adjustment to North Sea oil falling on t he trad eable goods sector 
of the economy. Such outflows from the private sector are, moreover, 
a useful national investment against the day when North Sea productior 

begins to run down. 
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Effects of abolition on direct overseas investment 

4. While exchange controls were in place most direct investment 
overseas was financed out of unremitted profits from existing direct 
investment. Bank of England permission was required for investment 

financed in other ways. It was normally given if the method of 
finance was acceptable - foreign currency finance usually being 
required. 

5. The main effect of the abolition of exchange controls on overses 

direct investment was thus to remove the restriction on its financing 
This will have affected the amount of outward investment which takes 
place only to the extent that financing difficulties had previously 

inhibited investment at the margin. Such difficulties may have 
particularly affected companies which were not large or sophisticate,; 
enough to raise overseas finance. But overall it seems unlikely 
that the ending of exchange controls increased substantially the 

amount of direct investment overseas. Although it is probably 
too soon to draw any firm conclusions about the long term impact 
on direct investment flows, recent figures (see annex) tend to bear 
out this expectation and show only a modest rise in real terms in 

relation to those during 1978 and the first half of 1979. The 
quarterly pattern is somewhat erratic, and in so far as there 
was an apparent increase in the first two quarters of 1980 this 

was partly attributable to payments in connection with major purchase 
of UK companies being made earlier than they would otherwise have 
been (eg Grand Metropolitan buying Ligget and the Imperial Tobacco 
take-over of the Howard Johnson hotel chain) and :!lay therefore 
reflect the changed financing requirements consequent on the abolitio. 

of exchange control. The figures for the second half of 1979 also 
demonstrate that the main effect so far of abolishing exchange 
control has been repayment of overseas loans by UK companies. 

6. Nor is there any reason to expect the abolition of exchange 
controls to divert managerial talent overseas . Large companies were 

unlikely ever to have been prevented by exchange controls from 

2 
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expanding overseas; the constraint on smaller firms was (and still 
is) as likely to have been a lack of expertise/ resources as 
administrative controls. 

The benefits of overseas direct investment 

7. The 
projects 

available evidence suggests that most overseas investment 
do not compete with UK production and employment. Some 

overseas investment, eg in sales and marketing, distribution 
facilities and after-sales service, helps promote UK exports. In 

other instances the opportunity for expanding direct exports may 
be limited by tariff or non-tariff barriers, high transport costs, 

perishability of the product, pressure from host governments, the 
unwillingness of customers to depend on imported supplies and the 
need to locate near the customer. While there undoubtedly are 
cases involving choice of manufacture either in the UK or abroad, 

in general it seems that much averse as inve stment either stimulates or 
has no effect on UK investment or employment. The level of investmer: 
in the UK is mainly determined by the prospective rate of return on 

projects: exchange controls could do nothing to improve this , though 
they might make sterling capital marginally cheaper. The Wilson 

Committee has recently confirmed that there is no evidence of a 
shortage of funds for worthwhile investment projects in the UK. 

8. Overseas investment may in a few instances be riskier than 
investment at home. To the extent that such investment is a 
necessary corollary to exporting, some involvement in riskier 
markets can hardly be avoided by a major trading nation like the 

UK. But the risks should not be exaggerated. Most direct invest­
ment by UK companies takes place in the developed world. particularl, 
Horth America and the EEC. That in some developing countries 
(particularly in south east Asia) is covered by investment promotion 

and protection agreements (IPPAs) which protect existing and new 
investment against expropriation and where expropriation occurs 
guarantee prompt, adequate and effective compensation. Although Ive 

have only a limited number of IPPAs to date, even when it has not 
been possible to conclude an agreement, the negotiations vii th host 

3 
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governments have the benefit of drawing attention to those factors 
which 11e and UK industry consider conducive to increasing the flow 
of investment to developing countties . In the end, however, it is 

for companies to assess these r isks - ane the ~~ospective returns , 
which may often compensate for higher risks - and decide what is 
sensible . There is no reason for Government to claim to know better. 

Monitoring 

9. The abo l ition of exchange controls, and with it the Bank of 

England's role in authorising outward investment, entai led the loss 
of information about prospective investment. It was recognised 

that this would be so at the time controls were abolished, and 
it would not be consistent with the philosophy underlying the 
abolition if the Government were now to seek to monitor closely 

the investment decisions made by industry. We have accepted 
some deterioration in the quality of balance of payments information 

as a result of exchange control abolition. On the other hand , abolit i 
made possible SUbstantial staff savings at the Bank of England and 

t o a lesser extent in the Treasury and Customs and Excise - not all 
of which would have been possible without this deterioration. 

10. The main statistics on outward direct investment have always 

been collected largely independently of exchange control by Department 
of Indust ry questionnaires to companies. These will continue to 
provide historical information on overseas investment . I t may thus 

in due course be possible t o seek to analyse what if any impact the 
abolition of exchange controls had on direct investment abroad , 
though it will be difficult to disentangle this effect from other 
facto rs such as the effects of a high exchange rate, North Sea oil 
and 110rld economic developments . But in the light of the considera­
tions set out in paragraphs 1-8 above vie do not think the costs 
involved for both Government and industry in seeking to use this 

same machinery to monitor investment at the time that it is being 
proposed would be worthvlhile. 

4 
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Conclusion 

11. Ide did not expect the ending of exchange controls to lead 

to a marked increase in overseas direct investment by UK companies, 
nor is there any evidence that it has done so. It follo'tIS that 
the ending of controls in itself is most unlikely to lead to 
diversion of UK managerial talent abroad either. The main effect, 
as we expected, has been on the financing of such investment. To 

the extent that capital outflows have increased follo'tling the 
ending of exchange controls this can help ease the adjustment of 
the UK economy to North Sea Oil. Where companies chose to exploit 
their skills and market opportunities by investing abradthls is likely 

to be beneficial; such investment generally either stimulates or has 
no effect on investment and employment in the UK. Additional monitor­
ing of direct investment abroad as it takes place would thus be 
inconsistent with the thinking underlying the abolition of exchange 

controls, and impose renewed administrative costs on the Government 
and UK companies to very little purpose. 

HI1 Treasury 

17 September 1980 
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(£ million) 

1978 

Q1 Q2 Q3 Q4 

UK direct private - 525 -700 - 575 - 575 investment overseas 

Overseas currency 
borrowing to +250 +200 +150 +350 finance ' UK invest-
ment overseas 

., 

1979 

Q1 Q2 Q3 Q4 

- 575 - 975 -525 - 675 

+200 +400 -525 - 225 

ANNEX 

1980 

Q1 Q2 

- 875 -1025 

na na 

-~:f..~ 
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Mr. Cardona 

The Rt. Hon, Michae l Heseltine, M. P., 
Secretary of State for the Environment 

INDUSTRIAL NONITORING AND THE ABOLITION OF EXCHANGE CONTROLS 

I was invited at MISC 1~(80)~th Meeting to consider, in 
consultation with the Secre~ary of State for Industry, 
whether any further a ction was needed to monitor the 
impact on our industrial position of the abolition of 
exchange controls . I attach a note by officials which 
rev i ews this suggestion in the l ight of our expectations 
at the time a i' abolition qf exchange controls and subsequent 
trends. 

Their conclusj.on (sumlilarised in paragraph 11) , with which 
both Keith Joseph and I agree, is that there is no case 
for increased monitoring. It would involve extra 
admiriistrative costs to the public sector and a r enewed 
reporting burden on industry, to ver little purpose. 

Copies go to other members of MISC 14. 

y,.,.....~ s ..... <.t:.J~ 
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fP GEOFFREY HOWE 

l4r1' ~ C, tw.. 
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