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The P rime Minister 

et al 

EEC BUDGErr CONr:L'EIBUTION 

That this House takes note of Co~nission document 9093/79 
v 

(a R.eference Paper on Budget,a ry Ques,tions), together with 

supplementary information in documents 9369/79 and 9721 

v;i th ACl denduIn 1, an.cl also Co:mmission dOCU-TUent COM (79) 620 ./ 

Final (on Convergence and Budgetary Questions), and fully 

suppor'ts the Prime Hinister in her determination to secure 

from our CO::Tlffiunity partners ~n equi,table an~ 

reduction in the mlacceptabl~ large net contribution by the 
~__ -~ ~,J 

Uni t:,ed Ki.ngdom to the . Budge·t of the European Corrununi ties ... 

Italicised footnote on the Order Paper:-

COHunission docuxneI7t 9250/79! and unnumbered documents on 

,the Draft. of the General Bud9E!t of the European Cormnuni ties 

for 1980, and on a Letter of 'Amendment thereto, are also 

relevan:'c .. 

J 



AN1~EX 

"That this House takes note of Commission document 9093/79 (a 
Reference Paper on Budgetary Questions), together with supplementary 

information in documents 9369/79 and 9721 with Adaendum 1)and also 
Commission document COM(79)620 Final (on Convergence and Budgetary 

Questions), and fully supports the Prime Minister in her fA ~ 

determination to secure from our Community partners 

~ early reduction in the unacceptabl large net contribution by 

( 

( 

( 

the United Kingdom to the Budget of the EUropean Communities" 

..Ie od III ·If~".. ,( ,4 p. e>I-to ,,_ ~ .... ~ 

Italicised footnote on the Order Paper:-

"Commission document 9250/79, and unnumbered documents on the Draft 
of the General Budget of the European Communities for 1980, and on 
a Letter of Amendment thereto, are also relevant." 

/ 

' j 



CHANCELLOR 

PRESENTATION' OF THE BUIYGET 

c] 
cc Chief Secretary 

Financial Secretary 
Minister of State (C) 
Minister of State (L) 
Mr Battishill 
Mr Ridley 
Mr Cardona 

1 Dermot Gleeson, acting director of CRD , convened a meeting last 

night to discuss Presentation of the Budget. Also present, 

Chris Mockler, Anne Bulloch, David Nicholson and myself. 

2 It was agreed there was no time to lose if we wanted to launch 

a campaign, ahead of the Budget, to create a favourable atmosphere 

for the Direct/Indirect tax switch. 

3 One of the weekly briefing notes will be devoted to this 

subject. 

4 Any input that Ministers can make in the form of speeches or 

part-speeches on the subject will be helpful, ie as quote material. 

(Maybe in the Chancellor's speech in the Debate on the Queen's Speech.) 

5 David Body from Central Office has also raised the subject. 

6 Maybe the question should be raised at a Ministerial 9.00 am 

meeting. 

P JJ[;iPPER 
17 May 1979 



CHANCELLOR OF THE EXCHEQUER 

Budget 

May I make an outrageous suggestion. 

Petrol (and derv) account for half of the revenue from the increase 

in specific duties but account for only a quarter of the increase 

in the RPI. 

Suppose we say we don't propose indexing at all this year. But 
because of Iran, energy policy and queues at the pumps not to 

mention the fact that if we don't put up the price the oil com­

panies will, we propose putting 9p on petrol (and derv). Increase 

in yield almost _the same but increase in RPI halved. 



10 DoWN NG S1'REET 

.trom the Private Secretary 16 April 1979 

I"Ir. Peter Hennessey : Al"' t i cles on the Stra eg1-c 
-l- l~'u'c le a:r l)eter~'l~ 'e rlt 

Th e Pr ime :/iinister h as seen Y0ur Secretary 
o f State l s minute ?f 11 April. He agrees that 
an approuchto the ·Times would not be productiv8

1 

and is content wi th the. course of action which 
Lr. Hu l1ey proposes in that minut e. 

I am copying this letter 'c o Tony 
T3uttish .il1 (H.M. Treasury), George '\Val den (Forei.rrn 
a nd C()HlmOll 'rvealth Offi ce) and Martin Vile (Cabinet 
Office) ., 

Roger Facer, Esq., 
Ministry of Defence . . 

/ 



THE COMPLIMENTS OF THE 

PRIVATE SECRETARY 

MINISTRY OF DEFENCE, WHIT 

Telephone: 01- 218 9000 
01 218 

l 



:",ilNiSTRY OF' D E FENCE. ·WHi1P EHALL. LONDON SW1AZt-iS 

TEl. EPHONE 0\ -2 18 9000 

DIR ECT DI ALLIN G 01-218 .. . .. ..21.11/3 

CONFIDENTIAL 
PERSONAL 

MO 22/8 

PRIME MINISTER / ' 
JvfR PETER HENNESSY: ARTICLES ON THE 

STRATEGIC NUC:LEAh. DETERRENT 

You should be aware that Mr Peter Hennessy has 
given my Public H.elations Department, with a request for 
security clearance, proofs of t\~lO articles (of which 

II I enclose copies) relat ing to the British strategic 
nuclear deterrent and its future.. I unders tarld that 
Mr Hennessy is submitting the articles to The Times for 
publication on Tuesday, 17th April, if the newspaper re­
appears on that day& 

2. With the exception of an undesirably precise 
reference to a building in my Department at Bath, these 
articles contain nothing that is sensitive on grounds of 
national securitye Nevertheless, and I refer particularly 
to pages 3 and 4 of the article entitled HDeterrent", 
they could produce very serious political embarrassment 
for the GoVeTI1ment. I have cons idered the pos sibility 
of an approach at a very high level to The Times, with 
the aim of d i ssuading them from publicatioTI o After taking 
accm~n t o ~ consultations that have taken place b e tweer my 
officials and Sir John Hunt, I have concluded that, since 
national security is not at issue~ such an approach would 
not be productive. It could be based only on grounds of 
embarras sment to the Government, which would be precisely .... 
the obj ect of publishing the articles~ I am therefore 
asking my Pl.lblic Relations Depart~ment to inform 
Mr Hennessy that we. are not confirmi ng or denying anythi~g 

/ in ... 

CONFIDENTIAL 
PERSONAL, 



CONFIDENTIAL 
PERSONAL 

2 

in his draft but simply asking him to amend the one 
point of defence security significanc e" 

3 " I am sendi.ng copies of this minute to the 
Chancel lor~of the Exchequer, the Foreign and Commonwealth 
Secret8.ry and Sir John Hunt o 

11th April 1979 

tn 
'+--"7-;;/" ~" p/ 

1 o1"t "v' cA'L "&' "' ~~ 

Approved by the Secretary of State 
and signed in his absence 

CONFIDENTIAL 
PERSONAL 



Rome News 
v 

Subrr..arinea ..,. t 

By Feter Hennessy 

.• ,Pio of Lieutsn.ant-Com1ll.nXlder Mlohaal Wr:i.ght w th his fil !;~r on thr: Polaris . 
Missile Tric ~er on boar-d the sublnarine BUS Resolutior.l 

On Fr:Lday l\~a..rch 30 two morning mee'tir\fj s took place :tn Whi tohall whleh 

il1u3 trated to perfectton the schizophreh.1c attitude of the Calla€b.an atlr.:\ini­

st.ratton toward.s open government G On tho north $ide of' Horse Gua.rds .Pa:Fa.de , 
rr CharI es Morris s Minister of State at the C iv il Servioe De partment j ' 

lp.t.unched the Cabinet t 8 Gre,~..1 Paper on open government claimiMi1 at a gatherinc 

of; journ~ists~ that it represented a. "signifi~ant B..."'1d fundamental step 

i.t\ 
A t exactly the saJae time 1 on the sothern rim of Horse Guards, a s.ecret 

'" O\r.d IJOl"e revealing meeJeing took place in No 10 Downing Street. Its contents 

'v'I',:re }1rormlgated not in the colU1lll1s of the morning papern but in a documaat 

cJ ,1ssified nRefd~rictedn e It wa.s convened b:r l:.r.r rrorn l~cCa.ffrey., the Pri.!ne 

~~j 71ister t 8 Press SeCI-eta,ry, to pass on, to an assembly of 'departmental chi&f 

information officers, Mr Callaghan's striot instruction to curtail e:ny. 

r-reHS briefing or facility that might lead to storles damaging to the 

~overnmentt s interests durinG' thQ elect1.on campaif;rlo 

more 



/ 10 

1.':1.': Uc.Caffrey may be a man of influence but he oannot· censor old notebooks 9 t he 

l:uried t reasure (;f journalisIDIl1 tl'wo years ago , wh en the Mi.nistry of Defenoe 

was i:lOre relaxed G}bout the subjec t of the nuol ear deter:r:-ent f it penni tted . a 
'I' 
I 

visit to one of the most sensi.,lcive ilmer sanctum,') of the defence oOIDlnunityf 

. :Blook C at the Shi.ps Deparlment in Eatho 

~·~o thir:g that wa.s said or seen there need upset any Cabinet wi th a rationaJ. 

at 1,1 tud e towards ol)en;,>g.ovex·nmeniq But the issue of the deterrent is not ona 

t~ :c, t ::timulates 8n onr'l).sh of reason in ministerial cdlrGles at tr.e moment 

t: .t:lJ:.ks ·to the Prime 1!inis ter's difficul ties with his own party acout a replao~ 

:;',un t for Pola.ri;3" Those scratchy not (-: s sc::rib1)led on a. fine Au.,...rsust da.y :1.ri 
and never used 

:-::f. ~ ~otswolds in 1977!hcive , all of a 31:dden$' be(;ome hot property (! 

~ tr-G I, G~ e+tIV'V-tl{t \\ h ~ , 
rrq __ ( ~ first thing that strikes the visitor to Block Ch is the e1aborate secv\l(.H,y 

·,:~:ir~tl:()::. at its entr8IlC80 The second improssion is its supreme shabbines s " 

Bl oek C is' part I)f the long t raditi.on of the Scdentif:i.o Civil Servioe 

~>.)u~) :ng its people, pa.rtimLlarly if they are engaged on i.mportant work 9 

., 
in con.J i tiona of neC:-3 r squalor . 

.i' ~'i ,~\ ' 

, .. Foxhill Hut ments, as the ' whoi e collection 
, . 

i~ pont ically naw.ed, is a bit of &Yl eyesore &'1d has been ever since it was 

}:;}~:t:ly thrown uJ? as a temporary hospital on a hi.llside south of Bath in. 1938 

1" ~i. ~ . Gy :0 tal(e the .ant ic'ipated victims of the 'Bri stol blit z e. The Admiralty, 

more 
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S'u. '::Jrr.ari.nes .." 3 

Hennessy 

v 

:Block C f housing the II oorps d' eli taU f as the inma tea of the othE:r hu.ts de-aorib 

the deterrent men t 8..ctl1.al1y lop1{s 'ffhen it rains j) or it did 1..n 1977''1 The 

scientists inside iti jolly, herbi vorous sft>rt of people f witr{ nothin;:;. 
! 
I 

H ! 
"mad.,~bombGri8h about theJl\9 say they do§' not mind overmuch, tho'U3'h it is a 

, bit of a nuisance h::'lving to mo'V·e the bllteprint~ 2J:ound from wet zones to dr;;jf 

to prevent them ge~tir1g smudgedo 

no doubt that their., 

l,:orale is high t they' add, because the? are is vital~(} 

If t11ey make a mistake in hu11 design or maintenanoe, the boats ire at the 

bo~, t:JIl! of the ocea.n with ma.ny men lost Submariner s are a t ight-knit , 
\ r1 Gt\.t\(>\ {i) 

LJterdependent group ,8.nd this ~').:Yt~·_~e/;t the scientists vrho keep -their vessals i' { 

p,':'.l"t icular ly ioporta..nt to Block C are the four t hus-e 11 7000 .Icon Resolution 

Clas '~> boats of the 10th Submarine Sqnadron, based at Faslane, the carrlers of' 

th8 001Jntry' B 64 Polaris missiles o 

$ 

The fac t that there are only fov~ me~q 
, ij 

-t~'; a t the men of Block C have to ensu.re that none of them is lai.d up beJrond 

t~e normal, refit. tlme or the certainty of at least one boat f lurking in the 

t' ::r-:::':u layer s just sout!~ of the Greenl:1.nd~~Icel and-Faroes Gap is lost and 

':i ' ~ j ,,;terrent gone. Wi thou the boffinr.:r in Block C hv .. mming away efficeintly 
, efta\' ';,;\" 

~\-\ ? Hoyal Navy Commander, with his finger on the missile ~uttont,...ben~ath the 

.: ) '::-tr. A tla.'rltic, will not be in a position to do the rieht thirlg for Er~land 

:: ''. '::.' D all other i).ope is goneo 

\ 
" , 

'./ .,-
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\V~1Tr !0U.LL BRIEIi' 
: ' 

A;]k8d in 1977 what they were doing about a sys tem to s~.,w c eed Polaris in the 

'bn t,Vt;: ilJ':.'G thinl:: t ng about the ne~d for a repl acement 8...Yld how it would look"o 

In Q fe -,'r yeC3.r'iJ time w'e will. think about operational replacements 9whethar it 

v::i 1 j bl,'; a bigcer C.-\n d b e tter Polaris or a OlfTu.ise missile or anything at all & ~iI 

~ ~ O '~~~ C is confident the country can pr od.uc e submCLt'incs to match anything 
,<\/-1 ! 

' o~ ~ _ i::-. ~: out of the Soviet o:t~ United States yards at least f or t he iest of the 

'rhey are in no doubt t too p (1)out the threat pos ed by tho Warsa;w 

p --\ (; t 0 Indeed ~ so strong are their pro-deterrent fe ec:l lng's Sl accord:nc- to 
~''r-\ \Ni .-' 

_ <I fX."l:-"~A 0:' nIoelj C in c1l1other part of the defence hierar chy., ~# t hey ' - . - ~ 
h ave to stra:D : 

:1:) , , : -~yt~ l.i. ne; -t o keep it e'Qing even if t r. ey ~~ .. ~~ ~the missile t ubes to 
. '.' 

:10:/8.1 Yacht 'V 
..... 



EomeNewa 

De te rrent .... 1 

]~y Pet e:r Hennessy 

(1ut~:;poken dispute with 1:1..11 aJ.J..-pa:n;y 

rf~fl\.sal to permi t s erv ix1g of ficers!; oivil sex'vt4"rte and s'o-vernrnent St1! nt is'G 

'~'. 0 :give evi denoe abou t t he opti()ns fen: a thir-d Generation 13ri t i sh nuc~~ear 

Fe.31 ings bet een the M1.nistx-;{ of Defenoe and th~ D~fenoe end Fix t erncti !f'f~~x . 

S ul}-Comm.itt~~e ot t h e Select Comm j.tteo on ExpenfliJ(;u.re ha.ve become proJzre n siv~ly 

:::; t r e.i ned over rec nt months wi th MP~ IS and the 1r a,·.c;1visers taking the vie" tha1; 

the rainist ry has been n iggardly in t hH prov:lsion of d~ouments iU1d ~ ltnt.13sf;tJ 

do iii D . ff' ~ e ...:\ i t 1 1 d" h ' ,:-.crOs !3 a, rru1ge 01 nqu res t'< 1. . erences aeeppoq, n 0 [rt r ong. y WCH"'reC1 exo arl.fJ:< 
: ~ 

~s abou.t the cons ti tutionu right s of ba.ckbench oom:m.ittees when l~ Mulloy made. 

i 1; clce.r that the onli ' wi tness f orm the mL."1istry on the de t m-r.r.ent i",~nle would 

I}'he ar@;lunent continued until Parl i ament wa s dissolved wlth !i~ Mul1 ey de t ermined 

to p-void widening !" through public (l'- pr.ivat (~ deb(';);t e , t h e pr oJ.!.ounced r:Lft of 

o pM ion wi thin the L.abou.r Pa.rty about the desi'X'ab ili ~y of e. suocessor yat e 

to Pola.ris ~ and t h e comrni ·ttee i nc !ei as ingly j e·alous ok'" iis . r ights 6 A. meeting 

was ar-ral),ged for l;!ar ch 27 bet een . the oOL"J11i tte e 'i ~ ah.aiman ~ Sir Harwood 

H.nd Sir Frarik Cooper ~ Pe:n nanen"t 36crettu 7 to t he ministry 9 to air the 

oommittee's accum~lated grievances ", 

The :ne·eti.ng was 

Commons the next 

by l~tter before 

ptrJt"p~v'tc~, . 
~~t-"t: J" however t beca.use or the confidence debate in the 

day; )~' Mullcy may still reply t,~ the committee's o:i1iticisll!!l 

polling day \I Sir Har'floo:l $ H l~_~, -c lotter t o itT J.:ulley, dr:afted' 

'Coy l~r 800per in bllL'1t t errn.s ~ c aus ed offence inslc.e the m.tn i strJ which f ee ~; 

tha co:nm1 ttee has exhibited faul is of its own. in 1J
('8 approach to the clet~fr.TGnt 

. inqui ry(; 

more 
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cO~1iJni ttee' s prIvate hearing'S were Sir Neil Caxneror.t 9 Marshal of the Royal 

i\ ~_l' ForGe and Chic.r of the ~D0fe'no$ 8ta.f.:r , RetU" Adm.iral Sir Dav J.d Scott fJ Ghief 

D~ j.'e~tor of the Atomio Veapons Research Establishment c) 

'rl-, t.! cOL"uni tte$ G s vvisn, to vis it the e-sta,blishment at Aldermaston was also fruB--

L- Cl ted by Mr Mull ey G Th&' baIl ext.ended i nto the aoademic world v;hen Mr Peter 

~:;d.lor, Professor of History 2nd International Affai!."'S at the Royal Naval 

Coll I ee;e fi Green~ijGh ~ and a former Chief Administ rative Of ficer to the PolfU'is 

i~ elf.:: he remains a civil serllantfj1 

Trn cOl;mittee t s attitude towards the Ministry of Defenoe ha.s become maxked17 
yOi..'71g 

tore robust since l as t autTh1m when l!r Cooper ., a. -""';1'a!~Jlmili ta..r.y historia..'1. 

',',1 :[1 firm views a.bout the rights of lrP~ E~t beoame its Clerk~ 

but tr~n most of thei~ pa~~, 

~olleag\.les as well the deg-ree of thinkiil€ that has been goi...l'lg on inside 

i,"I":1i te>.al l on the deterrent issue ill the past 15 months, The reaf~on ["oJ,. .. t his 

V iJ in-:ention 



/ 

E;:;.rly in 1978 the Minia-try of Defence 8.l1.d the For,·oilt;i1. and C011J.L10nweal th Offie . 

:~'OUi(Gt ministerial apprc}val for the preparation of s·tudies of possible aysterf!S 

ad rl oc "fI"Oup of ooll~a~~es ~hi.oh ff8.Ve 'p~rmisaion for 
I 

I 

/ 

u,t".gent concern l'leine: the modernisation of nato theatre nuolear weapons In the 

c~n'ly i 1980' a when Brb,l:ian's Vulcan bomber foroe will hs,ve been withdn7ntle It 

~1!1o ' cons idered paper..g':'on a third gen~r.ation deterrent afi 

~1j1c1 . .. then "the Civ il Service completed Jchem", 

" 

(I f. the four mlnisters belong-i rIS' to the group~ the Prime MiniElter is thou~lt 

L:r- DGnie Healey feel~ the sa.me way tho'ltgh p as Cl1a.l1cellor of the ~chequ.(l "!!t 

:--'<:,.3 some worries about costs () Ml.° ,:' Mulloy *9 thought to be ~1:10~1tic cn the 

&'::'f5ue f); Institutionally, a s Secretary of Stato for Ita! n0ei7 he is is ir.l favour 

e 
of susta.in.ing the dterrent into the 21st centuryf but intellectually he :I.e 

A 

" 
1.l-r C!ulaghan i 8 desire to wean hie party from its unaqulyonal stand of 1914 . 
W~l:3 reflact6d in the ordin"->L' or the 1979 electlt .. n'1 ma,nifesto , 'tha dG't·a:l'T-0nt 

paS &:3 ;:; of which l."'Gt'cis t 

In 1974, we renounoed R~l" intcntioJl of. },tI.(W1n~ t o '.aNs the pr '\. ~d;:i.tnl 
of' a n .~ne:ratio..'l of nuole:ax' weaJ;>Ons 0 a successor to tJ1e Pc-a.'t'1 
nucle~r force; we reiterate t;-ur bf.91ie-f tr..at this 1s the bast .. {''<1ll:''M 

for J3ritain. :But ma.ny e-reat lssl!~s cl'fe·otin.g aU.I: ~.l11es 8.I~d th 
orld ~..re involved, and 8, new round of r.d;1."ateg ic EUln3 linitetlcn 

negot i ations will SO{ln b$ginc "j;" th1r_~ It is essentiuthat ther 
~~st be a !\ul and infor~ed debate about these issues in th~ oo~nt~J 
before 8..t.-,y decision is 'takenlY

'3 'o 

.... 

mora 
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Deter r(;nt ..... 4 

!Jo dec .isions have been taken t),nd no formal neg£rt:tations wi th the United 

But the mi nisteri.al £'.t'Oltp is thougl:t/to be clea.1'< i n i ts 
! 

GOf.ll;)lt-+; ;e, ~ which c{)n-tai:ns r'~_nisters likely to be r:u,;id c 1)out mD.intaining the 
""Of 

:3tJ,i r'it and t he let·c]1:' .~ of the 1974 manif6'sto C0!11Iuit ment. 

on a :new de t er rent 

At; of f i c i al l ev 1 .;.;~~oommittees have been involved ,in pr epari..ng paper s/for the 
". : 

i:d.D i:>i:eri a l meeting. 

Anthon.,v Du~f, a dapv'ty secretax-y at the Por eign, Of fice, includes among 

it. s member ship ,Sir Clive Rose a.nd M1." Cl lve \Thi tiller · from the Gablrl.et 0 fica , ' 
! 

;:;..n d HI.' Mlchael Q,u1.nlel1 and Profes sor Roncu.d Mason from the Ministry of 

Def ence ~ I t has p::coduoed a l engtr.y study arg-l1in{5 t he pro t s and eon' s 01" & 

~~t. 

A SE'cor.d scientific group, chai r ed by Professor !~a8onf Chief ,"'" c awntist to the 

" ~ ; in lstry of Defence, d "'~fted a paper on the t echnic2J. options (I 

t 
Both m:ini s t eri<2 

:,lnd off i cial meet ings h ave pr oc e e ded i n t ho knovl1edge that the ,,'.~ , "j0-

f 
. . f-

impt~chl the pu.:r:-cna8 8 0 weaponr y ana. e XpGTJflc e 
Bv\h~" {.l 

~~ ro~ided a nEHV ~ sys tem remaine d a.bout the same 

:~ (~uadron It 

from the United States 
cAe:J1:V tAcB 'Ie 

i n t:~{~'jpower e..s the Pola.1:'ia 

, 
SLo:J.ld a Conservat i ve gQvGrnment inr,e r':' t t hf: files produced by the corrmd,ttees 

~ 

c ;laired by Sir An t hony Duff 811d Professor f4ason, they are certain to auth or i se 

tJhe procurement of a n ew generat i on of stn~tegic d.0tel~.cent. 1ne decis i on . 
'!. ~~1 

'f!i11 b e t aken at ~..1binet l evel by t h e end of 1980 Q Ie l . ENDS 



CTmJCELLOR~1I~R 

C O?T:PIDE I ~' :~2 IAL 

HOUSE OF COMMONS 
LONDON S.W.l.A. O.A.A. 

cc 

11-

20 l,YAY 1979 

as appropriate 

You ns:~ed for cO'"'1:f11ents on the drO,ft speecl1. for to-r110rrow attached to 171' 

Unwin's minute of 16th Yo.;:l. 

~h8r'2 2.re a nunb er of "-1n.necesonry ~)olitical traIlS - 0. t least tn HOll.se of 

Co:;-rrn. o~ls ter-nls - in the e8,r1~r sections. I 8."'TI thinkinc in part icular of 

par:J...;raphs 7, 98:110 

Nore important, tl'~ere ic l10t nearly enou.~l' eEphasis on the appallinG' 

nature of our in~eritance. Only 10 out of 42 parBgraphs are devoted to 

this? and these 10 are too '.7ealc . If the speech is delivered as draft~ed, 

both the House and the press - mal::inc the inveti t8.ble allo,\vance for 

political hyperbole , a.nc1 ia the li:;ht of ex~~ctations already aroused -

will inevi taoly conclu(le that the inheritance is not really so be.d, after 

all. Hor is there any reason to fear that, by strengthenin3 this section, 

you Vlould follov! the u !lhaPl)Y precedent of the incomin.s LalJour Government of 

1964- and trigCle'r off a T:1assive run on the £ . Those vrho uravv this parallel 

nre ic;norin::; the total transforr;lation in the position of sterline since 

1964 - thanks lar~ely to North Sea oil and the ~eal:ness of the dollar. 

1.8 for para ,~:ral)h 4 of l '1r UrlVlin ' s minute, I)erhaps I !:lay arbi trane betHeen 

him and the ninister of State. I am sure t~e MST is right, and that you 

8hou1(1 use the 13.2?~ fi ~~U.re -::'01" tIle current rate of inflation, this bein.:5' 

the annualised rate of the li[:1.st 6 months, e::cludin2' seasonal foods. On 

innu-rn.erable occasions in the T)ast, both implicitly in the Treasllry ' s 

3conoTTl.ic Pro .~:·ress Re port, :::t~1d ex~plicitl~T in \1ri tten Ansvlers by tlle previous 

Chief Jecret2!.ry, the rCl'easur;T hc~s insisted t:lat this concept is the best 

avail[" IJ le itlc:'icatdlr of ··cli 8 Cl1..rrent rate of' inflation. It r=10~y not lJe perfect, 

for tlle rea~~on 1:r U; l~:·/ii.1. s-G[.,tes, ::;ut it i2 less i Tlperf2ct than the annual 

fi._:ure, \lhich ';0(::8 b a c::_ over -Coo 10~12' a ~~ (~pioc1. It is also 'porth ~)o~i_ ntin .~ 

out that the fi-.:sure for the si~·.: "t· lont~.ls to AI,ril if:3 less ' distorted 1 this 

Jear t~}al1 it WOllld llorr'l.ally be, since j.t e:i~cludes the 'standard 1 Bud.:?;et 

:~cevalOTi~1a tion of tll.e S·L-Jec iiic duties 2: t~·:.e consequent REI effect of this. 
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:I?inally, Nr UnVltn is of course ri ,::::;h t iLl 8a~tii16 that m= inflation if:3 not 

at the top of the OE:)D ran~e. It is equGlly true, hO'i'lever, that - ta1;.: inz th 

latest lJT fi 61).res into account - lIT~ inflation is .i.'learer the top of the 

OEeD range than it is to the bottom, and is rising o There is also the 

important 1tinheilitance tt point about the very substantial nationalised 

industry price rises in the pipeline, vvhich had Oee.l1 Eielibe:~:'ately held 

back by the previous Governrrlent until a ter the elec 

Postscript~ In general, the draft could do wi tIl a somevlhat sharper 

political cuttin~ ed~e o At this sta~e, the si~plest wa~ of achieving this 

Hould probably be to insert one or two tellinz quotations from your 

predecessor, which eRD could readily supply " An apposite quotation. (one 

of r1lany) is also to be found in Edmund Dell t s excellent LSE lecture of 

10 Hay, in \vhich - reflecting on the Labour Jabinet in which he served -

he said: 

I1The stru.cture of Government in this country reinforces 

pressure for hiGh public expeaditure and the lack of 

any constitutional limit on borrowing reduces the 

pressure on a Gove-rnrrlent to face up at once to tl~:xX.tE~ 

tax consequences of its profli:;acy." 

-2- ~. IT.lli. 



CHANCELLOR 

/ ro{ 
cc Chief Secretary 

Financial Secretary 
Minister of State (C) 
Minister of State (L) 
Mr Ridley 
Hr Battishill ~ 

INDEPENDENT TAXATION OF HUSBAND AND vJIFE 

Sir William Pile's letter of 15th Hay 1979 

I have only so far been able to glance through the Inland Revenue's 

note accompanying Sir William's letter, but it is clear that an early 

decision is sought on Green Paper publication. 

2. Sir William sees this as one of those changes in the Inland Revenue 

system where the switch could be made in any year up to 1983/84 on a 

manual basis; but where if that dateline is missed there will then be 

a closed season until computerisation is completed in "the late 80s". 

3. If the target were to be implementation in financial year 1983/84, 

then the timetable would become: 

Green Paper pUblication 

-Select Committee set up 

Select Committee reporting 

Legislation 

October 1979 

December 1979 

December 1980 

198i 

4. Sir William asks four questions in paragraph 2 of his letter of 

15th Hay, to which I suggest you could answer: 

a. Please continue work on examining options. 

b. We do wish a Green Paper; indeed we are committed to 

publishing one. 
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c. The Green Paper should go wider than husband and wife, 

covering in particular the widow, the single parent and child 

care expenses. 

d. We can only discuss the timing of implementation in the 

context of a wider discussion on computerisation . But meantime 

the consultation must go ahead. 

As regards c. above, I note that Sir William Pile hopes for a more 

restrictive approach, concentrating on just the taxation of husband 

and wife. After all our trouble in Opposition with widows and single 

parents I imagine you would prefer a wider reference. 

~. 
P J CROPPER 

21st May 1979 



CHANCELLOR 

HEALTH SERVICE CHARGES 

cc Chief Secretary 
Financial Secretary 
Minister of State (C) 
Minister of State (L) 
Mr Ridley 

A message from Charles Bellairs recommen~ very strongly that 

if it is proposed to raise NHS charges (and he is fully in favour of 

doing so) it would be most unwise to do it in the Budget, where the 

linkage with tax cuts for the rich would be too easy for the Labour 

Party to latch on to. Charles suggests doing it in early September 

when people are not, by and large, thinking about illness. One might 

add: an early September announcement could be synchronised with big 

income tax repayments. 

P J CROPPER 

21 May 1979 



CHANCELLOR 

cc Chief Secretary 
Financial Secretary 
Minister of State (C) 
Minister of State (L) 
Mr Battishill 
Mr Ridley 

MR DELL'S LSE LECTURE 10TH MAY 1979 

Full of good quotes against his wilder colleagues, Mr Dell's 

lecture makes two crucial points: 

1. Governments in the UK are too large (ie Cabinets) and they 

take on themselves for political reasons responsibilities 

that they would be better without. 

2. The Treasury is too weak, not too strong. "There are some 

key economic decisions which it is right for the 

Chancellor of the Exchequer to take in agreement with the 

Prime Minister alone, and the level of public expenditure 

and of public borrowing are among these." 

22 May 1979 



CHANCELLOR OF THE EXCHEQUER ( 

LUNCH WITH SAM BRITTAN 

I had an enjoyable and somewhat discursive lunch with 

Sam Brittan, in the course of which a number of issues emer g ed in 

a rather disorganised way. As far as I can see , he has a 

generalised anxiety about RPI increases which might disturb 

inflationary expectations. But he could not be pinned down in any 

way on figures! I think that to some extent this anxiety is no 

more than the rationalisation of his view that there is relatively 

little case for a reduction in the standard rate of income tax . 

In his view what matters is to reduce the other rates and to raise 

thresholds. I think his judgment arises from a feeling that all 

that is at stake is a cut of a point or two , at considerable expense 

in revenue. I emphasised to him on several occasions that we were 

not talking about small cuts, but of a programme of large cuts 

extending over several years, on a scale which he had probably not 

contemplated. 

2. He also expressed great interest and anxiety about the 

suppression of energy prices. I should not be surprised if he 

turned his attention to the case for higher duties and prices in 

the relevant energ ie-s-t.0 \A:,-t\IVIl:~.' ') , 

A N RIDLEY 

23rd May 1979 



CHANCELLOR OF THE EXCHEQUER 

( 
,2 -. 

cc Chief Secretary 
Financial Secretary 

ABOLITION OF THE EARNINGS RULE 

You will recently have received two notes on this subject , 

one from Mr Kemp, dated May 21st, and another from Sir Anthony 

Rawlinson. My own, purely political, advice would be that , whatever 

the eccentricity of the reluctance of Patrick Jenkin to ask for a 

move towards abolition in this financial year, it is politically a 

most desirable thing to do. Why he did not advocate it this year, 

having championed it for so long In Opposition, is beyond 

comprehension! Furthermore, it is a valuable, if not very large 

step towards reducing the disincentives which clutter the tax field 

wherever one looks. While it may be odd for the Treasury to 

apparently gratuitously volunteer extra expenditure, there is 

nothing to suggest that it is wrong, let alone that it would be 

unpopular with colleagues. 

2. There is, then, the question of cost. While we are operating 

with a ceiling on growth of public expenditure, it is obviously the 

case that the gross increase in government expenditure attributable 

to relieving the earnings rule would require net reductions 

elsewhere. Hence it is inevitable that offsetting savings would 

have to be found elsewhere if this expenditure is not to be allowed 

to cut back the Contingency Reserve. However the costings which the 

Treasury have, in the past, produced for the net impact of reducing 

the earnings rule on overall public finances have never been 

persuasive. I think we should be cautious about disowning our own 

work in Opposition without having a fairly careful critique done of 

the Mockler-Clarke paper. Would you agree to this work being put in 

hand? 

A N RIDLEY 
23rd May 1979 
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CHANCELLOR OF THE EXCHEQUER ' 

AB0LITION OF THE EARNINGS RULE 

The Chief Secretary 

has commented:-

i1 
cc. Financial Secretary 

Mr Ridley 

~ nd 

"Please - let the Secretary of State for Social Services 

be responsible for his political timing!" 

A C PIRIE 
29th May 1979 
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CONFIDENTIAL 

DRAFT 

MINISTERS OF STATE (COMMONS AND LORDS) 

EXPERT TAX ADVISERS 

1. During the five years of Opposition, the Conservative Party 
finance team received invaluable assistance from a team. of outside 
tax experts - principally from Keith Carmichael, John Avery Jones, 
Bruce Sutherland, John Chown and Milo Kerr. Others helped from 
time to time. 

2. The view has been expressed that: 

i. "Ie 01'J'e it to that group to involve them in some way_ 
in the activities of the Party now that it in office, and 

ii. more positively, we would be foolish to cut ourselves 
off from their advice, even though we do now have the 
Civil Service at our disposal. 

3. The present Chancellor has already committed himself to 
open government in the field of taxation (see the Addington 
Society lecture ·of February 1977). The first motto of any 

Chancellor should be, he said, l1consult now and draft later". 

4. Sir Geoffrey Howe has ruled out the idea of a Royal 
Commission on tax reform because of the time lag involved; 
furthermore it is only certain parts of the tax system that are 

felt to be in need of major overhaul, eg capital taxation, company 
taxation and family taxation. . 

5. The main consultative device is seen as the Green or White 
Paper, or draft Bill - with sometimes a reference to a Select 
Committee of the House of Commons. This process provides ample 
scope for the government of the day to set out its own approach 
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CONFIDENTIAL 

on a major tax problem, to hear the vievls of the public, the 
experts and the parliamentarians, and then to legislate accordingly .. 
The advice of our Finance Bill team could well be useful at the 
stage when a Green Paper is being planned and drafted, as well as 
at the consultative stage. 

6 . The Addington Society lecture raised the possibility of a 

regular separation of the present Finance Bill into two parts - a 
Finance Bill containing major general tax changes (rates and 
thresholds in particular) and a Tax Management Bill dealing with 
technicalities, anti- avoidance measures, and administrative rules . 
Items proposed for the Tax Management Bill would not, by their 
nature, need to be subject to strict rules of Budget' secrecy; 
hence it \!J"ould be possible to subject them to careful consideration 
not only by the House of Commons but also by experts and interested 

parties over a period of time. 

7. The lecture also explored the possibility of a regularly 
appointed Select Committee, with special and continuous 

responsibility for the tax system. This body might conceivably 
include some non-parliamentary members or assessors; our expert 

advisers vlould make good candidates. 

8. Thirdly, where ongoing administrative problems are concerned, 
involving the tone and style of the Inland Revenue and C~stoms & 
Excise, the practical experience of our Finance Bill team (gained 
in their every-day professional vlork) could be invaluable. 

9. It is tempting to suggest that our existing team of five 
advisers should simply be converted into a formal advisory 

committee, to whom Green Paper drafts might be referred in ' course 
of preparation, and who would be integrally involved in the 
preparation of Tax ~1anagement legislation. However this might 
raise constitutional problems; it could be argued that any such 

fOFmal body should be representative of various interests . Indeed 
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it might even end up with its statutory trade unions. This l,vould 
be to destroy the instrument that we actually find in our hands 
- a compact group of practitioners who have worked together over 
a lengthy period, who know each other's _minds and who know the 
minds of the ministerial team. 

10. The preferable answer is almost certainly to retain an 

informal structure for , the group . My suggestion would be that, if 
ministerial time could be found for a regular commitment, the 
advisers should be brought together, say, three times a year 
- either at the Treasury or over dinner - to discuss with 
Ministers the progress and development of the ideas which were 
set going during Opposition. The timing of these meetings might be: 

i. September/October, when the new year's policy work is 
being launched in the Departments. 

ii. February, when legislation is beginning to take formal 
shape. 

iii. June, when the Finance Bill has just been published. 

It could be one of my responsibilities, to organise and minute the 

business of these meetings, and I could provide the channel through 
which the advisers might be consulted on an ad hoc basis in between 
meetings. 

11. I am not certain whether the group ought to be recompensed 

financially, or whether the members would find their relationship 
with Whitehall would bring its o\~ reward in professional kudos. 
(Our thanks might find occasional expression at New Year.) ' 

Nei ther am I sure \vhether the goup would need an official title 
or status. At an earlier stage I was arguing for establishment of 
a "Conservati ve Tax Committee If '\-vhich I might have run as secretary 
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from a base in the Research Department. The same title could be 
adopted now, but even that might leave us open to pressure from 

the Party organisation to include other experts who might not fit 
in personal terms. 

12. In short, best results would probably be achieved by simply 

leaving things as they are - a group of enthusiasts who are 

invited to come together regularly for a good dinner and who can 

be informally consulted from time to time. This would need the 

minimum of planning and a start could be made with a dinner 
meeting some time before the summer recess. 

~R~PPER 
29tb May 1979 

• 
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MR CROPPER Cc Minister of State (Lords) 
EXPERT TAX ADVISERS 

I have seen your draft paper of 29 May embodying proposals for 

keeping in contact with those who were so helpful to us in tax 

matters in Opposition. I have little to add to the draft ~hich 

seems to me to cover the ground excellently. I am sure it is ' 

right that we should not cut ourselves off from the advice of 

__ _ these people and that the best results would be achieved by 

ensuring that we are available for informal discussions from 

time to time. My own feeling is that a suitable time for the 

first of these discussions would be after the Budget but before 

the' Committee Stage of the Finance Bill. 

In addition, some early form of hospitality seems to be indicated -

possibly at No II? 

PETER REES 
30 May, 1979 
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MR CROPPER cc Mr Peter Rees \ 

~ert Tax Advisers 

1 . I agree we should - and ought - to keep in touch . 

2 . I agree that a formalized arrangement will lead to difficulties . 

3. The proposal for inIormal but fairly regular meetings seems 

to me to be a good one . 

~C" '"'\r'l 
LORD COCKFIELD ~ 

30 May 1979 



CHANCELLOR 
\ 

cc Chief Secretary 
Fin~ncial.Secretary 

~ Siri Douglas Wass 
Sit Law~ence Airey 
Mr' Li t tier 
Mr Bridgeman 
Mr Unwin 

./Mr Ridley 
\ / ~ 

BRIEFING ON lVIR HEALEY'S POINTS ON "WORLD AT ONE H 

,// 

/ 
,/ 

- .~ .. ..fYI . ~' 

I attach briefing, for use in/ the House this afternoon if 
/ ' 

the arguments put · forward ,i'n Mr Healey's inte'rview on 

12 November are repeated/ln questions after the statement. 
- / 

Such brief ing was commissioned in Mr Hall's minute of, 

yesterday. ~ 
I 

/ 
/ 

. M T FOLGER 

15 November 1979 



Government should mCJke good tta shortfall in demand" 

This suggestion demonstrates that, like the ~purbons, the 

RHG has learned nothing. Governments worldwi~e now see that 
t 

" 
inflation is the number one enemy and that attempts to 

manage demand, whilst they may give politically attractive 

• y " results in the short run $make it much harder -to bring 

inflation down. This government certainly has no intention 

of pursuing the soft option of an "expansioI}ary" fiscal policy 
I 

with all that woul d imply for monetary growth and the long 

term health of the economy. 

Government should have "some sort of policy for incomes'" 

'We have a policy for incomes: free bargaining by employers 

unions on the basis of what the firm can afford in its own 

. circumstances. We want sense and reason in the way people 

bargain on pay and ~ur monetary policy provides the right 
. . 

framework for that. We do not intend to embark on the 

of institutionalised "incomes policytt. I am surprised that 

Members opposite would have us go down that road after the 

country's disastrous experience with the 5% regime last winter. 



The Governrnent's 

Expenditure Plans 1980-81 

,",' .,..,~ '~ ~ .. ~~CN B?CAOCAST OR 1 NOV 197q 
OT FC':\ r .... , .... '. - "--, .. I ~ -- -::C}.~ , t: '3 0 flOUR "HU~S A'l 
_. \. J i J 4- ' .. ! -_ .. ) j '""- • fJ l 

Je t" ~ . . . ~ - -" " ~':l "'~ on toe 
..,J.... • : ••• _. ,,,: ,j \ :1 ,l;...·./i,..,~ ,-,,'W . 

rh 'ie' {Y~ Jm~~t IS IJ~ •. ~'-' .~ "' .... ;"'\~oad1 is rnad~ 
;:, . ' . t l" ~n '''';CJ ~'''' . 
. v·c. ~·::.ncl In1 \'" . .: . about ,ts 

stnc ..... ' »- -. - . . or person . . 
to any oiganlsat:on. of pubHcation. 
. before the tIme eontent s -

Presented to Parliament by t~e Chancellor of the Exchequer 
by Command of Her Majesty 

.. . November 1979 

LONDON 
HER MAJESTY'S STATIONERY OFFICE 

70p net 
Cmnd. 7746 



• 

ISBN 0 10 177460 5 

THE GOVERNMENT'S EXPENDITURE PLANS 1980-81 

1. Public expenditure is at the heart of Britain's present economic 
difficulties. 

2. For a long time now the performance of the British economy has 
been deteriorating. Over the past five years output has grown less than half 
as fast as it did over the previous 20 years, and little over a third as fast as 
in other industrialised countries. Without the contribution of North Sea oil 
there would have been scarcely any growth in output or productivity at all. 
Inflation has been at record levels, and has acquired strong momentum. -

3. Over the years public spending has been increased on assumptions 
about economic growth which have not been achieved. The inevitable result 
has been a growing burden of taxes and borrowing. 

- -Increases in taxes have made inflationary pressures worse and 
reduced incentives. 

- High Government borrowing has fuelled inflation, complicated the 
task of controlling the money supply, raised interest rates and thus 
denied the wealth-creating sectors some of the external finance they 
need for expansion. 

- High inflation has increased the risks and uncertainty faced by both 
employer and employee and gravely damaged investment, production 
and jobs. 

If this continued, our economy would be threatened with endemic inflation 
and economic decline. 

4. In deciding their spending plans for 1980-81 the Government have 
had in mind three central objectives: .. 

- First. to bring down the rate of inflation. To achieve this it is 
essential to contain and reduce progressively the growth of the money 
supply. This means that Government borrowing must in tum be 
firmly controlled. It is a main determinant of monetary growth. 

- Second. to restore incentives. This means that the Government mllst 
hold down and if possible reduce taxes. particularly on incomes. 

- Third. to plan for spending which is not only compatible with the 
necessary objectives for taxation and borrowing. but is also based on 
a realistic assessment of the prospects for economic growth. 

5. The immediate prospects for output are poor both in this country 
and in the rest of the world. The growth of world trade is low. The 
recent . increase in the oil price has made matters worse. 

6. The Government's economic strategy must be to stabilise public 
spending for the time being. Unless this is done there can be no possibility 
of lower taxes, lower borrowing or lower interest rates. 

7. For 1980-81 the previous Government's plans involved a level of 
expenditure which could not be sustained. Even leaving out of account 
the likely cost of "catching-up" pay settlements in the public services. 
their published plans were £3t billion higher than the spending now planned 
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for 1979-80(1). To pay for this increase would have required sh,arply 
higher taxes or borrowIng on a scale which, if possible at all, would mean 
higher interest · rates or an excessive growth of the money supply and more 
inflation. (The increase in the basic rate of income tax · required to , raise 
an additional £3!- billion of revenue is about 8p.) Any of these would 
damage our growth prospects still further-and, in so doing, the prospects 
for higher spending on our public services in future. " 

8. To limit severely the resources devoted to our public ' services for 
the time being is not to deny that many of them need improvement. It 
is rather to recognise that the only way in which that improvement can be 
secured is to earn the money and resources by higher output. But higher 
output can only come from lower taxes, lower interest rates and less 
Government borrowing, and better use of investment. To plan more public 
expenditure before the required output is available to support it would 
ensure that, in the event, that growth of output does not take place. Higher 
public · expenditure cannot any longer be allowed to precede, and thus 
prevent, growth in the private sector. 

9. Total expenditure now planned for 1980-81 is shown in Table 1. 
The Government have provided for growth in some programme,s, particularly 
defence, law and order, and social security (reflecting among other things 
this year's record pensions uprating). Within the total, reductions have 
therefore been made in other services. The plans for later years will be 
published in a late~ White Paper. 

10. The figures in Table 1 for 1979-80 include the public expenditure 
reductions announced in the Budget. The outturn is still uncertain, 
particularly on local authority expenditure which the Government do not 
directly control. The present estimate is that the planning total of public 
expenditure after shortfall will be about the same as in 1978-79. 

11. Figures for the main programmes are set out in Table 2. Brief 
comments on the individual programmes follow in paragraphs 16-42. 
Where appropriate, the Ministers concerned will be announcing further 
details. Capital expenditure on construction, including expenditure by the 
nationalised industries, is likely to be rather less than £7 billion in each of 
the last three years shown. 

Local authorities 
. 12. The broad breakdown of local authority current expenditure between 

services, incorporated in Table 2, is consistent with the pattern of individual 
programmes discussed in paragraphs 16 to 42, which reflect the Government's 
view of national priorities between and within services in 1980-81. However, 
the figures are necessarily tentative since it is for individual local authorities 
to decide the eventual distribution in the light of local needs and conditions. 
The distribution which has been assumed is set out in Table 3. The 
planned levels for capital expenditure in 1980-81 are some 8 per cent lower 
than in 1978-79, and 9 per cent less than the outturn at present estimated 
for the current year. 

13. The outtufn of local authority current expenditure in 1979-80 cannot 
yet be estimated. The figures for current expenditure in 1979-80 therefore 

(1) . At 1979 survey prices. 
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still reflect the levels of expenditure planned at the time of the Rate Support 
Grant settlement in November 1978. But local authorities have been asked 
to achieve economies which would result in a lower outturn for 1979-80; 
for England and Wales the Secretaries of State asked authorities . to reduce 
their expenditure to 3 per cent below the previously planned leveL 

Special sales of · assets 
14 . . As announced in the Budget speech, the Government is intending to 

raise some £1 billion from sale of ·assets owned by the public sector in the 
current year, as a: contribution to reducing the public sector borrowing 
requirement. Measures for raising this sum are in hand. ' The target for 
the corresponding reduction in the public sector borrowing requirement in 
1980-81 is £-1 billion. 

Civil service staff costs 
15. The civil service staff costs included in the 1980-81 programme 

take account of the revised manpower levels resulting from the adjustment to 
the current year's cash limits and the changes in public expenditure pro­
grammes both in 1979-80 and 1980-81. They do not, however, allow for 
additional savings resulting from the review of the size and cost of the 
civil service announced by the Minister of State, Civil Service Department, 
on 11 June; these will be announced in due course. 

The individual prograinmes 
All expenditure figures in the following paragraphs are at constant, 1979 

survey prices. 

Defence . 
16. The defence programme figure of £8062 million represents a 3 per 

cent increase over estimated outturn for the current year; this estimated 
outturn is in line with the cash limit. The figure for 1980-81 reflects the 
Government's determination to give priority to strengthening the nation's 
defences, within the framework of the NATO Alliance, and at the same time 
to achieve maximum value for money within the resources available~ 

Overseas aid and other Overseas services 

17. Overseas aid willbe at about the same level in 1980-81 as in the 
current year. Similarly, the provision for other overseas services is planned 
to continue at much the present level (except that the current year includes 
contingent provision for UN peace-keeping operations, andonce-for-all grants , 
of . military aid to two Commonwealth countries). In order to tailor activities 
to this level of. expenditure, · 23 . overseas posts will . be dosed or reduced in 
size and other FCO services · curtailed. 

18. The provision for net contributions to the European Communities and 
to the EUfopean Investment Bank rises from about £920 million in 1979-80 
to about £1000 million in 1980-8t representing the full estimated net cost to 
the United Kingdom under present arrangements; it demonstrates the strength 
of the Government's case in pressing our Community partners to accept 
without delay a fundamental change in these arrangements. 

3 



Agriculture, fisheries, food and forestry 
19. The provision made for expenditure on EEC-financed market 

support policies allows for an increase of £84 million compared with 1979-80. 
In the rest of the programme there is a net reduction of £77 million as a 
result of sales of land and changes in various services and their uptake, 
partly offset by provision for some increase in expenditure on fisheries. 
(The forecasts for expenditure for 1979-80, however, on which these com­
parisons are based, include payments due in 1978-79 but delayed by 
industrial action; if allowance is made for these the £77 million reduction 
becomes £40 million. Similar delays affected some other programmes. but 
not to the same extent.) 

Industry, energy, trade and employment 
20. Expenditure by the Department of Industry in 1980-81 on industrial 

support will be slightly below the level now planned for 1979-80. The 
policy changes announced by the Government on regional and selective 
assistance~ and on the National Enterprise Board, affect both of these years 
but the full savings will be achieved after 1980-81. 

21. Selective assistance by the Department of Energy to certain industries 
under Section 8 of the Industry Act 1972 and assistance to the nationalised 
industries, mainly coal, will continue to be provided. This programme also 
provides for the United Kingdom Atomic Energy Authority'S research and 
development work in the nuclear field and for the Department of Energy's 
expenditure on energy conservation, research and development activities. 

22. ECGD expenditure is expected to increase by £156 million which 
reflects the once-for-all reduction achieved in 1979-80 by the Trustee Savings 
Banks taking over some £200 million of outstanding refinance. 

23. The abolition of the Price Commission, which is expected to save 
£3 million in 1979-80, should produce a full year's saving of £7 million in 
1980-81. 

24. The provision for 1980-81 for measures operated by the Manpower 
Services Commission is held broadly at the reduced level for 1979-80. No 
provision is made for the extension of the Small Firms Employment Subsidy, 
the Job Release Scheme, or the Temporary Short-Time Working Scheme 
which are due to close for applications in March 1980. The statutory 
short-time working scheme proposed by the previous Government has been 
dropped. 

Nationalised industries 
_ 25. The public expenditure planning total includes the industries' borrow­

ing from all sources (line 9 of table 1 as well as Government lending in 
table 2). The level planned for 1980-81 represents a reduction of £450 million 
on the expected figure for the current year (though a substantial part of the 
reduction results from the delay from the current year in payment of 
telephone bills as a result of the recent strike of computer operators in the 
Post Office). No allowance is made in these figures for the Government's 
plans for special sales of assets, the proceeds of which are included 
separately in line 10 of table 1 (see paragraph 14 above). 
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Roads and transport 

26. The roads and transport programme will be reduced by some £200 
million compared with 1979-80 and the reductions will be spread widely 
across the programme. Local transport expenditure accounts for just over 
half the programme and it is the Government's intention that about half the 
total reduction should come from this. There will be a reduction in central 
government expenditure on the motorway and trunk roads programme 
from the level previously planned, but there will be a switch within this 
programme to permit increased expenditure on motorway maintenance. 
Roughly half of the overall change will result from a reduction in central 
government subsidies to transport industries, the bulk of which will reflect 
changes in the arrangements for the funding of British Rail and National 
Freight Corporation pension schemes. There will also · be small reductions 
in new bus grants, ports investment and transport research. 

Housing 

27. Public expenditure on housing is . expected to · increase between 
1978-79 and 1979-80 by about £150 million. It will then fall in 1980-81 
by about £300 million to about £5,080 million. Capital expenditure will pe 
broadly unchanged between 1978-79 and 1979-80 but will fall in 1980.-:81 
by some £280 million. The reduction compared with 1978-79 reflects the 
expected decline in local authority new housebuilding which will result from 
a change in local authorities' priorities. 

28. Current expenditure, chiefly subsidies to public sector housing. is 
expected to show a small decrease in 1980-81, following an increase of 
about £150 million in 1979-80 which is partly attributable to a rise in 
interest rates since 1978-79. Over a period of years the Government 
intend to reduce further the level of housing subsidies, which at present 
cost taxpayers and ratepayers £1· 5 billion-nearly a third of all public 
expenditure on housing. This will be _assisted by the new subsidy system 
for England and Wales, which will start in 1981-82 and relate subsidies 
more directly to need. 

Other environmental services 

29. The amount included for 1980- 81 for this miscellaneous group of 
services, mainly provided by local authorities. takes account of savings 
arising from the Government's decision to abolish the Community Land 
Scheme. Legislation will be introduced to enable local authorities to reduce 
their net expenditure on local environmental services by ' charging for 
planning applications and for the enforcement of building regulations. 
Capital investment on water and sewerage services is planned to cont4tue 
at broadly the · same level as in 1979-80. Expenditure on the Urban 
Programme will be at a higher level than is now expected in 1979-80. 
Capital expenditure on local environmental services is less than the 
prospective outturn for 1979-80. Expenditure on the Thames Barrier will 
increase by £28 million with a view to completing the project in 1982. 

Law, order and protective services 

.30. _ Planned _ expenditure on this programme will increase to reflect 
the Government's decision to give priority to law and order. Total provision 
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in 1980-81 will thus be £2,542 million, £23 million higher than the provision 
for that year planned by the previous Government and £88 million higher 
than . expected expenditure in 1979-80. This does not however include any, 
net expendit~re which may arise from the recommendations of the inquiry 
into the United Kingdom prison services or from the Royal Commission on 
Legal Services. Included in the total is provision for additional central 
government expenditure on court services and other legal services, including 
legal aid, and on prisons. In England and Wabs expenditure on the police 
will be increased to allow an increase in strength to 115,500 officers by 
March 1981 with increases in supporting staff and services both locally and 
centrally. If this estimate for ·numbers of police officers is exceeded, further 
provision ' will be made from · the contingency reserve. The · planned 
expenditure will also enable local authorities to increase their provision.· for 
the probation and after-care service and magistrates' courts; and, in the 
fire service, will enable existing standards of fire cover to be maintained. 
In Scotland, additions for these services will be made commensurate with 
the totals in England and Wales. 

Education and science, arts and libraries 
Education and science 

31. The Government are committed to promoting higher standards of 
achievement. The number of pupils in schools will be falling but account 
has been taken, both in teaching and in non-teaching expenditure, of the 
inescapable diseconomies of smaller scale. The figures in the programme 
provide for the employment of some 505,000 teachers in 1980-81 (compared 
with about 526,000 in 1978-79), sufficient for the present level ()f · induction 
and iIi-service training to be maintained. It will be necessary to step up' 
the rate at which' surplus school places are taken out of lise. It should be 
possible to maintain expenditure on the under-fives at about the present 
level. ' , " 

32. The Government expect expenditure savings of some £240 million 
to be made on school meals, milk and transport. Parliament will be asked 
to give 19cal authorities greater discretion in the nature of and charges . for 
these services. 

33. Some modest expansion . of non-advanced further education, 
especially . vocational courses, should be possible to meet rising numbers 
aged 16 , to 18. The resources available for home students , in higher 
education will be about the same 'as in 1979-80. New overseas students or 
their sponsors will be expected in future to meet the full cost . of their 
tuition. 

34. There will be no reduction in the provision for capital expenditure 
on school basic need but . building programmes for school improvement~, 
under-fives and further and higher education will be reduced by about 
half. 

35. Provision for science at just over £300 million will be slightly less 
than in 1979-80. . . , 
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Arts and libraries 
36. · Direct · central . government · expenditure in support of museums, 

libraries and the live arts in · 1980-81 should allow a , continuation of 
activities at a level broadly comparable to what has been possible in ' the 
currettt year. Planned expendituteincludes the contribution of the Office 
of : Arts and Libraries to the £15·5 million to be provided for the new 
N ~tional Heritage Fund and for acceptances of works of art in lieu ' of tax. 
Local authority ,expenditure on libraries, mUseums and art galleries will fall 
to the extent that local authorities' provision for these services reflects the 
reductions in planned local authority expenditure in general. 

H~alth and personal ··social · service~ 
. 37. The Government plans ,to maintam spending. on the National 

Health Service in 1980-81 at the level proposed by the last Administration. 
However, the net cost to the taxpayer will be reduced by increased recovery 
un.der the Road Traffic Act 1972 of the cost of treating the victims of road 
accidents, by increasing prescription charges to 70p from April 1980, by 
revising dental charges so as to maintain their 1979-80 level in real terms, 
and by limited changes in the welfare milk scheme. Gross expenditure will 
be about 3 per cent above the 1978-79 outturn. Measures which are being 
taken to eliminate waste and to simplify administration in the National Health 
Service will enable the available resources to be channelled more into direct 
patient care. 

38. Spending on the local authority personal social services is likely to 
be reduced. The Government expect that savings will as far as possible be 
made by further increases in efficiency, by reducing or eliminating low priority 
provision, by developing policies designed to help people to help themselves 
and others, and by promoting collaboration with the voluntary sector. Where 
reductions in standards of provision prove necessary, authorities will be relied 
upon to implement these in ways which protect the most vulnerable. 
Authorities have also been asked to give priority as far as possible to those 
services for children which are concerned with the prevention and treatment 
of delinquency. Joint finance will continue at the level planned. 

Social security 
39. Expenditure on social security reflects the numbers who qualify for 

and claim the benefits, which are in turn influenced by the course of the 
economy and demographic variations. The figures reflect the Government'~ , 
intention to intensify efforts against fraud and abuse of the social security 
system. 

Other public services 
40. The principal expenditure in this programme is on revenue collection 

by Inland Revenue and Customs and Excise, and is mainly related to staff. 
In 1979-80 the programme included £26 million for the cost of the 
Parliamentary and European elections. For 1980-81 there are small increases 
for financial administration and population surveys (preparation for 1981 
census). 
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PUBLIC EXPENDITURE 1974-75 TO 1980-81 

Table 1 £ million at 1979 survey prices 

1974-75 1975-76 1976-77 1977-78 1978-79 1979~80 1980-81 
Outturn Outturn Outturn Outturn Provisional Expected Plans 

outturn outturn 

1. Central government 48,139 49,016 47,700 46,080 49,882 51,985 51,857 
2. Local authorities 20,662 20,576 19,463 18,373 18,427 18,693 17,850 
3. Certain public corporations 1,401 1,460 1,328 1,083 1,012 1,098 1,022 

4. Expenditure on programmes 70,202 71 ,052 68,490 65,536 69,321 71,776 70,729 
5. Contingency reserve 271 (a) 750 
6. Debt interest 1,298 1,569 2,041 2,375 2,921 3,100 3,200 

7. Total public expenditure before shortfall and 
special sales of assets 71,500 72,621 70,531 67,911 72,242 75,147 74,679 

8. Expenditure on programmes and contingency 
reserve (4 + 5) 70,202 71,052 68,490 65,536 69,321 72,047 71,479 

9. Net overseas and market borrowing of 
nationalised industries( b) 1,388 770 1,567 1,009 446 - 500 - 150 

10. Special sales of assets(c) - 697 - 1,000 - 500 

11. Planning total( d) 70,547 70,829 
] 2. General allowance for shortfall -750 - 1,000 

13. Outturn (actual or projected) ... 71,590 71,822 70,057 65,848 69,767 69,797 69,829 
Percentage change on previous year ... I + 0·3 -2'5 - 6·0 + 6·0 0·0 0·0 

(a) Balance remaining at 31 October 1979 in the contingency reserve for the current year. 
(b) Includes short-term .borrowing and capital value of leased assets, which were not included in the planning totals in Cmnd. 7439. 
(c) See paragraph 14. 'Q1e precise treatment of the sales in relation to public expenditure and the public sector borrowing requirement depends 

on the exact nature of the transactions. '. 
(d) The planning total (line 11) differs from total public expenditure (line 7) by excluding debt interest (line 6) but including all net borrowing by 

the nationalised industries (i.e. including line 9 as well as Government lending to nationalised industries in line 1) and special sales of assets (line 10). 
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PUBLIC EXPENDITURE BY PROGRAMME: 1974-75 TO 1980-81 _ 

Table 2 - £ million at 1979 survey figures 

1974-75 1975-76 1976-77 1977-78 1978-79 1979-80 1980-81 
Outturn Outturn Outturn Outturn ProvisIonal Expected Plans 

outturn outturn 

1. Defence ... ... . .. . .. . .. . .. 7,462 7,830 7,721 7,550 7,509 7,824 8,062 
2. Overseas aid and other overseas services: 

Overseas aid ... ... ... . .. . .. 628 699 671 718 786 790 782 
EEC contributions ... . . . . .. ... -13 16 281 632 774 919 1,000 
Other -overseas services - . . . . .. ... 699 412 393 486 400 426 409 

3. Agriculture, fisheries, food and forestry ... 2,454 2,210 1,394 1,068 896 986 993 
4. Industry, energy, trade andemployment(a) . .. 5,213 4,300 3,886 2,461 3,267 2,753 2,870 
5. Government lending to NIs ... ... .. . 1,187 1,450 351 -238 693 1,700 900 
6. Roads and transport ... . .. . .. ... 3,820 3,913 3,505 3,023 2,980 3,118 2,914 
7. Housing ... ' ... ... . .. ... ... 7,141 6,293 6,253 5,507 5,226 5,380 5,078 
8. Other environmental services ... ... ... 3,541 3,703 3,344 3,262 3,330 3,303 3,413 
9. Law, order and protective services ... ... 2,172 2,311 2,352 2,284 2,370 2,454 2,542 

10. Education and science, arts and libraries ... 9,584 9,756 9,722 9,362 9,567 9,657 9,246 
11. Health and personal social services .. . ... 8,326 8,634 8,713 8,776 9,055 9,109 9,194 
12. Social security ... ... ... ... ... 14,146 15,333 15,774 16,595 18,213 19,058 19,289 
13. Other public services ... ... ... .. . 949 1,078 1,012 975 973 1,010 997 
14. Common services ... .. . . .. ... 9'65 1,060 1,054 1,022 1,048 1,073 1,088 
15. Northern Ireland ... ... . .. ... 1,928' 2,057 2,064 2,054 2,232 2,215 2,150 

Total programmes (see Table 1, line 4) ... 70,202 71,052 68,490 65,536 69,321 71,776 70,729 

(a) Includes purchase of British Petroleum shares in 1974-75 but excludes sales of British Petroleum shares in 1977-78 and 1979-80 (see line 10 of 
Table 1). 

PUBLIC EXPENDITURE BY LOCAL AUTHORITIES IN GREAT _ BRITAIN (a) 
, , 

Table 3 £ million at 1979 survey prices 

1978-79 1979-80 
Provisional Expected 

outturn outturn 

Current expenditure 
Education, libraries and arts 7,664 7,754 
Local environmental services 1,698 1,697 
Law, order and protective services 1,764 1,817 
Personal social services 1,263 1,292 

-Transport ... 1,182 1,149 
Housing 544 617 
Other programmes 226 239 

Total (current) ... 14,340 _ 14,565 

Capital expenditure 
Education, libraries and arts 418 384 
Local environmental services 641 621 
Law, order and protective services 68 58 
Personal social services 64 75 
Transport .. . 567 613 
Housing . 1,822 1,865 
Other programmes 4 7 

Total (capital) ... 3,585 3,623 

Total (capital + current) 17,925 18,188 

(a) The totals differ from those' in line 2 of Table 1, which cover the UK and include VAT paid by local authorities. 

1980-81 
Plans 

7,396 
1,627 
1,858 
1,204 
1,110 

647 
238 

14,080 

350 
616 
66 
72 

549 
-1,623 
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3,285 

17,365 



EXPLANATORY AND TECHNICAL NOTES 

Explanatory and technical notes were included as Part 6 in the public 
expenditure White Paper published in January 1979 (Cmnd. 7439). The 
following notes supplement that description. 

The definition of public expenditure in this White Paper 

2. In general. the same definitions are used in this White Paper as in 
Cmnd. 7439. The two principal changes are: . 

(a) Family benefits. The change from child tax allowances and family 
allowances (including child interim benefit payable during 1976-77) to 
child benefit was spread over a period of years. During the tran­
sitional period the total for the social security programme included 
only the net Exchequer cost of the change; this treatment was reflected 
also in public expenditure totals. The gross cost of child benefit was 
shown in the main table for the social security programme together 
with tax revenue flowing from reductions in child tax allowances. 
Now that the transition to child benefit has been completed by the 
general withdrawal of child tax allowances, the social security pro­
gramme and public expenditure totals include the gross cost of child 
benefit (up to 1976-77 family allowances including child interim 
benefit). 

(b) Net overseas and market borrowing of nationalised industries. The 
definition has ' been broadened to include short-term borrowing and 
the capital value of leased assets. Net short-term borrowing is defined 
to include the industries' transactions in other public sector debt. 
The definition of the industries' external financing requirement used 
in the public expenditure planning total (including borrowing and 
grants) is thus now aligned with that used for their cash limits. 

Main classification changes since Cmnd. 7439 

3. The following are the principal transfers between main programmes 
that have been made to reflect new arrangements: 

(a) Expenditure on computer requirements supplied to central government 
departments by the Central Computer Agency and formerly included 
in the common ' services programme has been distributed to the 
appropriate functional programmes, reflecting the change to provision 
against repayment by the user department from 1 April 1980. The 
other programmes principally affected are defence; industry, energy, 
trade and employment; roads and transport; other environmental 
services; law. order and protective services; health and personal 
social services; and other public services. 

(b) Some further expenditure on the urban programme in England and 
Wales has been re-allocated from other environmental services to 
housing. roads and transport, education, and health and personal 
social services. 

12 

(c) To improve functional control it has been decided to confine the 
programme for Northern Ireland to expenditure within the responsi­
bility of the Secretary of State for Northern Ireland. Thus expenditure 
by the Ministry of Agriculture in that area is now classified to 
agriculture. fisheries. food and forestry; and expenditure on the court 
service to law, order and protective services. 

The price basis of this White Paper 

4. Money figures in this White Paper are presented at constant prices 
(described as 1979 survey prices) to allow comparisons from one year to 
another of the quantity (' volume ') of goods and services used, either directly 
or indirectly, by the programmes. For most expenditure on goods and 
services 1979 survey prices are prices as they were in the autumn of 1978 
(for most local authority current expenditure the date is, more precisely. 
November 1978). For most transfer payments. 1979 survey prices are 
assumed average prices of 1979-80. 

5. The average increase from 1978 survey prices (the price basis of 
Cmnd. 7439) to 1979 survey prices is llt per cent. The price basis for 
borrowing by nationalised industries has been changed from estimated prices 
for the financial year in which the White Paper is published to prices for 
the preceding financial year (1978-79 for this White Paper). 

Debt interest 

6. Total public sector interest payments. corresponding to the estimates 
in table 1. line 6, on the "public expenditure" definition of debt interest. 
are as follows: 

£ million at 1979 survey prices 

1978- 79 1979-80 1980- 81 

9,900 9,900 9,800 
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12. 

There have been a number of suggestions of 

alternative techniques of monetary control. We 

have, of course, been looking at these. I have 

been pressed to make an early decision. But 

consultation is essential; these are highly 

technical and complicated matters and could have 

wide ranging institutional implications. It 

would not be sensible to introduce a new system, 

of any sort, before we were sure it would achieve 

what it was intended to do. The Bank and the 

Treasury will, however, be issuing quite shortly, 

a consultation paper discussing schemes of 

monetary base control. 

/1 should emphasise 
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I should emphasise that none of the 

alternative monetary control techniques that 

have been suggested will avoid the need to get 

the fundamentals right, In other words to keep 

down the level of public sector borrowing and 

thus to ensure that interest rates are at the 

right level. Indeed, one possible benefit of a 

monetary base control is that it would help to 

bring about a quicker response of interest rates 

to changes in monetary conditions. In this 

respect it has a rather different role to play 

than the SSD scheme , and a monetary base system 

should not therefore be seen as a replacement 

to that scheme. 

/ Many people 
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CONFIDENTIAL 

THE ECONOMY OF THE U:NITED I{INGDOM - PROBLEMS, 
CONSTRAINTS, OPPOR TUNITIES 

Note by the Central Policy Review Staff 

Introduction 

1. This paper reviews in brief the main problems, constraints and 

opportunities f?-cing the economy of the United Kingdom over the next 4/5 

years . It concentrates almost exclusively on domestic economic issues ; 

foreign policy, defence and constitutional mat ters are raised incidentally, 

, if at all. 

Problems 

2. The main problems of the economy are deep-sea,ted and now widely 

recognised. We are rich in natural and human resources. Other industrial 

countries envy our self- sufficiency in North Sea oil and gas. But our 

industrial performance has been so poor for so long that in Western industrial 

terms v,re have. no'w become a low productivity, cheap labour, cOUJ."'ltry -

see Annex A. 

3. The main problems remain the same as they were pre-1974, only 

more so: inflation, industrial perfornlance, unemployment (in that. order). 

The Governm.ent's strategy is to break into the vicious circle by reviving 

. personal initiative. Public e},.~enditure and personal taxation are to be 

reduced; and strict monetary discipline observed. The aim is to revive 

investment, increase productivity and thus substitute improved growth and 

competitiveness for _ f~stagf!.ation" and relative decline. None of this can 

. be instantaneous. During the first year or two, while inflation is wrung 

out, the disciplines m~_y be painful in terms of growth and unemployment . 

It may well be the second half of this Parliament before the benefits be gin 

to accrue. It will be important mean\vhile both to stick to the strate gy 

and to keep the longer ,term goals in the public eye. 

1 
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Inflati~n) Industrial Perforrna nce. Unemployment 

4. The Government is fortunate in having a national consensus that 

the order of prioritie s is inflation, industrial performance, . tmemploy­

nlent. There is general agreement that high rates of inilation harrn us 

as a trading nation, discourage inve strnent, slow down growth, increase 

unemployment. There is a widespread fear of the social dissatisfaction 

and unre st \vhich inflation brings. 

5. There is also growing, if belated, understanding of where Britain 

has slid to as a trading nation; and ho\v our living standards depend, long 

term, on the productivity of our manUfacturing and service sectors. 

6. The United Kingdom growth rate has been considerably below that 

of our Inajor competitor s. Our service 5.ndustries have generally 

perforrned as well as their counterparts but British manufacturing industry, 

both in the private and the public sector, has not. Too often the story is 

one of low profits, low productivity, bad management! labour relations, 

outdated InachinerYi and of products that fail to compete in price, quality, 

delivery time, and after-sales service. This is true' not orily .of"decJ.ining 

industries such as steel and shipbuilding, which are facing problems 

throughout the Western world. It is true also of industrie s \vhose products 

are still in demand (car s and the mechanical and electrical engineering 

industries generally) and even some of the industries of the future. If 

profits are adjusted for inflation, the position looks even worse • 

. 7. Unemployment by post\var standards is very high. At present this 

is accepted \vith surprising equanimity. But there are problems ahead if 

new jobs do not emerge. Like many other industrial countries, our 

labour supply is expe~ted t~ increase (by about 1 million over the next five 

years). In pr.trt this is due to the bulge of school leavers and the small 

numbers due to retire over the period; in part to the strong trend for more 

mar.ried women to go cut to work. At the same time, \ve have the further 
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decline of some manufacturing sectors (e. g. shipbuilding) and the need 

to reduce labour in others (e. g. 'motor cars, steel, coal. railways) .. 

The effect on employment of rapid technological change (in particular 

the \videspread use of microprocessors) is un,certain: everything depends 

on whether new opportun.itie s are grasped. If unemployment were to 

. increase sharply, the pre sent equable acceptance might break down, 

especially in the Inner Cities, with large numbers of young coloureds 

unable to find jobs .. 

External Constraints 

World Trade 

8. There are major external constraints which the Government can 

do little to ease. First, the rate of growth of ·world trade. By the 

standards of the late 1960s and early 1970s, the prospects are not 

encouraging. Over the next five years, \vorld trade :may grow rather 

faster than in the depths of the recent depression but the situation is 

fragile. The outlook has been weakened by the Iranian revolution and 

the possibility that other OPEC suppliers may become more cautious 

in raising their oil output and exports. 

9. The growth in vlorld trade depends lar gely on the internal grovrth 

rate s of the major industrial countrie s. There is every sign that output 

will remain well below productive potential .. Oil supplie s apart, 

expansion in key economies is constrained by fears of increased in£lation~ 

balance of payments problems, or both. ' The pace is set by the strong~ 

surplus countries vlho are reluctant to raise their gro'\vth rates for fear 

of inflation. COWltrie s in deficit cannot reflate or they \ViII make the 

distribution of surpluses and deficits still more uneven and place their 

own currencies in jeopardy. The centre of the world economy, the 

United States, is inhibited through fears both of inflation and the possible 

effects on the dollar. These problems \vill be for discussion at the Tokyo 

Summit, but an early solution is not in sight. 
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Protection 

10. The 1!nited Kingdom cannot e s~ape by .opting for wide spread 

protection. Othercountrie s do not see us as a 'special case' and would 

certainly retaliate. The industrialised world has agreed that there is 

a place for selective tariffs and quotas (particularly to smooth the run­

do\vn of declining indu~tries) and for some use of non-tariff barrier s 

(as in public sector purchasing). But a surge towards protectionism 

by the trading world generally or by the United Kingdom alone, would 

not be at all in our interests. It would mean reduced markets for our 

exports, the risk that the inefficient parts of British industry \vould relax 

behind the new tariff \vall and the certainty that our standard of living 

would drop as the range of imports available \vas reduced. 

Exchange Rate . 

11. The United Kingdom is now exposed to the lDutch disease 1 - the 

tendency for oil and gas l'evenue s to raise the exchange rate and so, in 

the short term at least, to lower competitiveness. The Government's 

commitment to a strict monetary and fiscal stance \vill reinforce the 

strength of sterling. If our inflation rat e ren1ains higher than that of 

our competitors, the exchange rate must eventually weaken - but not 

necessarily enough to restore competitiveness. . The extra oil revenues 

will playa major part in determining market expectations and the 

prospects are for world oil prices to rise quite markedly. 

. 12. There are, of course, compensations. A higher exchange rate 

would lower inflationary pressure s; and greater over seas confidence in 

sterling would make it easier to refinance part of the large volume of 

overseas debt which falls d~e for payment in the ne:h-t few years. But, 

on balance,· there is probably a case for trying to reduce the upward 

pressure on sterling by leaving more of the oil in the ground (depletion 
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. policy); by investing more abroad (exchange control policy); and by 

reviewing the case ,for the the United K.ingdom joining the European 

lvionetary System as a third vvay of helping prevent sterling drifting 

too high. 

Balance of Payments 

13. Paradorically, while North Sea oil and gas (plus strict monetary 

and fiscal policie s) are liable to keep sterling high, the balance of pay­

ments remains ftmdamentally weak and a real constraint on faster gro\vth. 

T h i s i s because of our ve r y high (and r ising) propensity t o import, 

e specially to import manufacture s. Until \ve have improved the 

attractiveness and competitiveness of British goods, reflation flows 

disproportionately into imports (creating jobs abroad instead of at home) 

and pushes the balance of payments into deficit. A serious balance of 

payments deficit would reduce the level of s~erling and solve, temporarily, 

the 'Dutch disease' problem. But it is impossible to 'fine tune' the extent 

to which sterling \vould weaken and a plunging exchange rate would mean 

that the brake s have to be put on hard. Back to the familiar stop/ go 

cycle \vhich benefits no one - certainly not British industry. 

The EEC 

14. The Government's political commitment to the EEC is firm and 

more fundamental than any economic assessment. . However, in ,financial 

contributions, the United Kingdom is a heavy net contributor rather than . 

a beneficiary. It must be a prim.e aim to reduce this net contribution 

(by adjusting the CAP and the EEC budgetary systeln). A Government 

'\vhich is known to be fully committed to the European ideal may find it 

easier to influence Com.munity rules in the United Kingdom's intere st. 

Opportuni tie s 

. 15. We have listed above the well known probleffis and constraints which 

face the United Kingdom economy. They are forrrlidable . Yet the next 

decade . remains a period of real opportunity. This is in part because of 
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North Sea oil and gas (though th~t brings , its difficultie s) and in part 

because the British people have; belatedly, c0II'l:e to re~ognise how far 

we have slid and v/hat is needed to be gin to re store the P9sition, Ten 

years ago that was not the case - the view was that full employment 

and ever-expanding social services could and should be provided by 

increased public expenditure. That has no\'l changed; new opportunities 

present themselves and they must be grasped. 

Incentives 

16. Central to the Government's strategy is a substantial reduction 

in personal direct taxation. It is now widely believed that pre sent 

income, tax ,rates act as an important disincentive to effort and there 

is a lot of (anecdotal) evidence to support that belief. Even the 

previous Administration accepted that United Kingdom tax rate s, 

particularly at the upper and lower ends of the income spectrum, 

were too high. There are direct disincentive effects, a distortion 

of the systems for rewarding skills and effort (special perks and 

benefits in kind), and evidence of an insidious growth in the 'hidden 

economyl. 

17. The fir st priority must be at least to index for inflation .. 

(Statutory indexation at pre sent applie s only to the basic tax thre shold. ) 

After that, prioritie s should. be 

(a) lift the tax thre shold in real terms (to ,reduce the overlap 

with social security benefits, to inl.prove the advantages of 

wOl-king over not \'lorking, and to ease the 'poverty trap:; 

(b) reduce the burden of the higher rates of tax; 

(c) increase the threshold (or reduce the rates) of investnl.ent 

income surchal" ge, particularly for the elderly and retired. 
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18. (b) and (c) are not expensive , but should" be related to some progr e ss 

on (a) . On (b), the CPRS view is that pulling out the higher rate bands 

(so that they apply to real levels of income cOD'lparable to those of five 

years ago) merits higher priority than reduction of the top rates . But 

there is a case on psychological grounds for an early reduction in the top 

rate. 

19. Reductions in direct taxation have to be paid for. In the longer te::-:m, " 

this may come from increased growth. But in the next year or two, 

assuming rest~aints on money supply and the PSBR, it \vill be nece ssary 

both to increase indirect taxation (and nationalised industry price s) and 

reduce public expenditure. Counter-inflation policy is a constraint on 

raising indirect taxation and nationalised industry, price sand lar ge 

savings in public expenditure take time to achieve (see paragraphs 22- 28 

below). This points to the Government putting before the public a 

medium term tax strate gy explaining where they aim to get to in two or 

three years. 

Industrial Perform.ance 

20. The Government's general stance is to create an overall economic 

climate which is conducive to greater industrial profitability and higher 

inve stment; and to remove harrier s to industrial eA-pansion. Its policie s 

on fiscal incentives; the reduction of inflation, labour relations , employ­

ment protection legislation and unfair trade practice's are all designed to 

contribute to these objectives. 

(a) Fiscal incentives . The tax burden on manufacturing industry 

generally is not a problem at present, given generous investment 

reliefs and relief for inflationary pressures through stock relief. 

But the position of small firms \vill continue to req¢re special 

attention. It has been improved recently, but there may still be 

scope for additional conce ssions to help small firms and those who 

inve st in them. 
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(b) Industrial Financing. Over the past few years, lack of 

, finance has not been a constraint on industrial investment, except 

perhaps for new small firms based on technological,innova.tion. 

But this has been against the background of low grov/th. Industrial 

investment needs to return to comparable international levels, and 

to make good the years of lo'\v inve stment. This could put a much 

greater strain on the supply of available funds. There is room 

for action, both by the Government and the City (including the 

Clearing Banks) to encourage investment in industry. There is 

also a case for a more active involvement by the investing 

institutions in thecompanie s to which the savings of their policy 

holder s and pensioner s are committed. A greater exchange of 

views and information between Governmen"t and the City institutions 

is desirable, given that they have so many objectives in common. 

(c) NEDO and the Industrial Str ate gy. The work of NEDor s sector 

working parties is recognised by industry (CBl and unions alike) 

to have achieved some useful results. The value should gro\v in 

the years ahead. It is proving possible to assess past industrial 

performance and weaknesses; to share information on markets, 

export and import substitution opportunitie s; and to pr ovide a 

cha,nnel of comm~ication to Government on an industry basis with 

the joint involvement of employers and unions. It '\vould seem 

right to build on this machinery. 

(d) Support for Industry. Ministers should consider specific 

cases on their merits. Cost-effectiveness is important and 

market disciplines_. should never be ignored. Bu t the iInplicatior1s 

for em,ploymcnt and the balance of paYlnents of failure to provide 

transitional support in some cases could be very serious (e. g. ship­

building). Similarly, in reviewing general and selective progran1.me s 

of investment incentives Ministers will \vish to take into account 

industry's repeated pleas for stability of policy. 

8 

CONFIDENTIAL 



' i 

' " " 

, /1 . ' ,i , \ 
( \'. ' , \ . ' , 

. ', ' ~ 

CONFIDENTIAL ' 

Public Se ctor 

Nationalised Industries 

21. Nationalised industries are t in principle, expected tO, ' adopt a 

commercial approach but, as a group, are a long \vay from this at 

present. Economic pricing should be pursued wherever possible 

. despite short-term effects on the price level. Derogations from 

this are damaging to the morale of the industry and store up problems 

for the future . There are , in practice , limitations on this policy 

since the,public sector embr aces many of the industries which are in 

t roub le throughout Europe . Change i s necessary, but there are r eal 

social constraints on its speed and direction. It is desirable , wherever 

practicable, that the costs incurred by such constraints are clearly 

identified (e. g . through the negotiation of a separate 'social responsi-

bility' grant as with the railways and airways). Social constraints 

on the speed of adjustment should not be allowed to inhibit ade quate 

investment or necessary technological change in those parts of the 

industry which are running efficiently. 

Public E:x--penditure 

22. Present plans, which \vere based on the assumption of a higher 

growth of (1DP than no'\v seems likely, provide for total public expenditure 

programme s to gro'\v by about 2 per cent a year in volume terms over the 

next four years. 

23. Substantial expenditure savings will be required to meet the Govern-

ment's commitments on personal taxation and the present year's PSBR . 

(Most forecasts put the latter at about £10 bn. for 1979/80.) The extent 

of these savings \vil~ depe_~d on the scale of sales of public assets (e . g . 

British Petroleum shares) which is decided upon. 

24. SOITle savings were identified ill the Election 1-..1anifesto (e. g . the 

Community Land Act, local authority direct labour, and an attack on v/aste). 
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But these, and other, savings will take time to con1C through. Capital 

e)..'Penditure is already largely cornmitted 'for the current financial year. 

Staff cuts will clearly be needed - in local government as well as centr al. 

But in the short run redundancie s can involve heavy offsetting costs . On 

transfer payments there are potentially large savings, but some of these 
I 

would require contentiou~ legislation (e. g. indexing benefits for prices 

alone rather than for the better of prices or earnings). 

25. To achieve lar ge public e:x-penditure savings, the Government \vill 

need'to consider urgently both a rigorous application of cash limits and 

policy changes on individual programmes. 

Cash Limits 

26. The present cash limits for 1979/S0 allow for retail prices to :rise 

,by only st per cent in the year to the fourth quarter of 1979; and for pa.y 

to be in accordance \vith the guideline ot 5 per cent plus £3. 50p. under­

pinning. On reasonable assumptions about inflation a.'I1.d public sector 

pay settlements, the se arrange:ments could i:mply a volume squeeze on 

public expenditure of about £ 500:m. in 1979/ SO. The Governrrlent will 

wish to consider \vhether it can go further than this. Cash limits are a 

good \vay of persuading spending authorities to test the cost-effectiveness 

of their programmes, and th~ir use of staff. But they have their 

limitations particularly where staff cuts would be unacceptable (e. g. defence 

or police) or difficult to achieve \vithout prior structural change (e. g. revenue 

, and social security admin~stration). 

§Eecific policy is sue s 

27. The following are among the major policy issues \vhich will need 

ur gent at tention. (The list is not exhaustive. ) 

(a) Housing inve stm.ent. There is still scope for switching from house 

construction to renovation and improvement. 

(b) -Econornic pricing for nationalised industries. Further moves 

to\vards full economic pricing could substantially increase the revenue of 

10 
CONFIDENTlr'\L 



\.. .. 

. . -.-- . 

.- ! ( ' / -, ; ", )., 

" ) I :' /. \ I 
( \ I . " I ! 

. , . "" ,', ,. '/J 

' 4,- -"" R, 

CONFIDENTIAL 

the se industrie s (particularly gas, electricity and telecolnmunications) 

and so -reduce their net borro\ving. Re gard \vould need to be paid t o 

economic effects, e. g. on exports, and on subsidy prac'tice s in competitor 

countries. 

(c) Dprating of ,social security benefits. Long term benefits might be 

indexed to price s only in line \vith the pre sent arrangements for basic 

rate pe r S onal tax allowance s. This could be combined with similar 

indexation for higher rate thre sholds and specific dutie s. 

(d) Housing subsidie s. The pre sent system for subsidising housing is 

expensive, capricious and \vasteful. The gradual elimination of housing 

subsidie s could release substantial re source s for reductions in per sonal 

taxation. The balance between the public sector' (subsidised rents) and 

the private sector (tax relief for mortgage s) would need to take account 

of the Government's policies for encouraging more horne ownership. 

28. Three general points: 

(a) Expenditure commitments. The Government is committed to 

increased expenditure on defence, law and order and the health service. 

The need to ensure that resources are used effectively should apply to 

these services as to others. Some increases are built into existing plans. 

It will be important to consider the extent to which further expenditure is 

really required. 

. (b) Local authority expenditure~ Control in this area raises the issue 

- of relations bet\veen central and local Government. One approach would 

be to give local authorities greater discretion on the direction of their 

spending, but within" tighte-r overall limits. 

(c) Policy review. The machinery for the systematic and radical 

review of existing progra~mes, as opposed to proposals for incremental 

~hange, needs attention. Also the question of \vhat other machinery, or 

systems, are required for eliminating. \vaste • 
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Employm.ent measure s / re gional policy 

29 . Employment measures. The present package is aimed at what was 

thought to be a particularly severe but short to medium-terr:n rece s sion. 

But cyclical unemployment has been oY,erlai<;l. by a growing' structural' 

element. When vacancie s increase this is having relatively little effect 

on depressed regions or on the numbers of unskilled adult males who are 

unemployed. It tends to benefit already prosperous regions and to dra\v 

new 'workers into the labour force. A revie\v should identify the most 

intra~table structural problems and, subject to EEC constraints, should 

channel training and incentives more selectively to\vards them. 

Re glonai ' Pollcv. Over the past decades successive regional 

policies have been of doubtful value. The depressed regions of the United 

Kingdom are, if anything, becoming relatively less attractive to investors 

while their problems intensify as a result of shifts in the industrial structure 

of the economy. But the high value placed by industry on continuity 1!1. the 

structure of incentives, provide strong ar guments for leaving regional 

policy relatively undisturbed. 

Energy 

30. Britain is fortunate among OEeD countrie s' in being virtually self~ 

sufficient in energy_ \Ve shall for a tiIne be a net exporter. But, despite 

this, our interests as a m.ajor trading nation coincide much more closely 

. with the OEeD than \vith OPEC coun.tries. 'Ire have more interest in the 

expansion of \vorld trade than in a high price for oil which harm.s \vorld 

trade. Our hope must be that OPEC producers, particularly Saudi Arabia, 

will use their power over the price and supply of oil moderately and not 

hold back \vo!"ld economic activity or spur inflation. But this hope may 

not be fulfilled. 

31.. Inve stment in t.he ener gy industrie s has long lead tir,nc s. Important 

decisions will soon need to be taken \vhich will signific2.J."'ltly affect the balance 
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of our energy supplies in the 1980s and 19905. The main areas for revic\v 

are -

(a) North Sea oil. Decisions need to be reached on the,rate at which "\ve 

choose to deplete our North Sea oil and gas resources. National priorities 

will not always coincide \vith the wishes of the oil companies. The Govern-

ment is committed to an early revie\v of the future role of BNOC. It will 

also need to take early decisions on North Sea oil taxation. This is 

important because it can both increase the scope for cuts in personal direct 

taxat~on, and maximise the balance of payments advantages from our oil. 

(b) Coal industry. A healthy coal industry is vital to the long terTIi 

security of our ener gy supplie s. But the imlnediate financial position of 

the National Coal Board pre sents a depre s sing picture - a forecast loss in 

1979/80 of some £300 million despite the benefit of !"ecent oil price increases 

and the decision to increase power station coal- burn. A review of the long 

term strategy £01' coal is urgently needed. 

(c) CoalbuTn and coalstocks. Our International Energy Authority 
~ 

commitment to a 5 per cent reduction in oil use will require the use of 

m.ore coal at power stations. Ministers will wish to assure themselves 

that this \vill not reduce coal stocks to levels which might leave the Govern­

m.ent vulnerable to threats of industrial disruptions (particularly next 

winter ). 

(d) Nuclear prograrnn1e. Given the likely supply of coal, oil and gas, 

commitment to a nuclear programme is inescapable .. But extremely 

delicate handling is required if this country is to avoid the opposition to 

nuclear power, which has so much embarrassed others. The Government 

will have to decide \vhether--to proceed with the Pressurised Water P ... eactor, 

for which design work has already been authorised; the extent and timing of 

our commitment to the Fast Reactor; and the lTIOst suitable forum for public 

discussion of these sensitive issues. 
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(e) Nuclear industry .. The nuclear industry" is disor ganised and 

demoralised through continliing uncertainty about its future . Its role 

and its relationship with the generating boards, and indeed the structure 

of the electricity industry as a whole, needs to be resolved as soon as 

possible. 

Pay Bar gaiping and labour relations 

32. Pay bar gaining in the private sector is to be left to the companies and 

. workers concerned, with the understanding that the Government will not 

rescue compani'es who run into trouble. This policy is to be buttressed 

by 'more open and informed discussion of the Government's economic 

objective s'. The 'national as se ssrnent' this spring \vas lar gely ineffectual. 

But it would be possible to build on the general concept, which was v-Ielcon"led 

both by the CEl and the T DC. The aim of such a national forum would be to 

reach a broad consensus about the size of the pay increases which the 

country can afford, \vithout endor sing a 'pay norm'. Discussions could 

perhaps be based, as they are in Germany, on an input of statistics and 

forecasts from one or mOre of the main independent economic institutes .. 

33. It will be worth trying to build on the TUGT s earlier co:mrnitm.ent to 

the tar ge t of an inflation re ate of 5 pe r cent by 1982 (in pr actice they will 

find it difficUlt to disown it), cmd to develop the implication of this target 

for wage increases, :possibly by adopting a three-year rolling approach. 

(This \vould, for example, . make it clear that for one year at least 
-

~arnings would need to grow more slowly than prices. ) 

34. In principle much the same considerations apply to the public trading 

sector. But in practice the Government cannot help being more directly 

involved. It will need to apply the additional discipline of cash lilnits on 

the sector's financing requirements. And it will want to prevent natio'nalised 

industries from financing large pay settlements from monopoly price increases ., 
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35. In the rest of the public sector the C·overnment, as paymaster. \vill 

have to take a view about the appropriate level of wage settlements . The 

following points are relevant to the approach to public sector pay in the 

medium term -

(a) 'It is not practicable for public and private sector pay to diver ge 

for any length of time. All experience suggests that if one sector 

is deliberately held back problems are compounded elsewhere. 

Lar ge catching- up awards are then taken as a reference point by 

other groups. 

(b) This points to the continuing need for 'comparability' studies 

by some such body as the recently established Standing Cornrrlission. 

It is important that any such reviews should be conducted on the basis 

of genuine job-for- job comparisons with full account being taken of 

conditions of service other than pay and the demand and supply 

position for those skills in the labour market. Above, all, the 

reviev.ing body must not be allowed to identify itself with the cause 

of particular f client' groups. This may be better achieved through 

a single reviev-l body with some continuity, than through a serie s of 

ad hoc reviews. 

(c) There is some merit in seeking to synchronise public sector 

settlements towards the end of the pay round, when the f going rate I 

for the private sector is established. 

36. 'Vhile this offers an approach to public sector pay in the mediu...rn 

term, the short-term problems are acute l largely because the large 

catcrJ.ng-up awards ,\vhich are likely to come out of the present round of 

comparability studies will overstrain existing cash lilTIits. 

Summary of some main points 

37. (a) There is a general consensus that the main problelTIs fa~ing 

the United Kingdom over the next 4/5 years are inflation, industrial 

performance, and unenlployment, in that order. 
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(b) W'e must expect a re~atively slo\v grov/th in world trade. 

Upward pres ,sure on sterling could \vorsen our industrial competitive­

ness, ' though it also has compensations. 

(c) ,The problem in the short term is to reconcile objectives on 

restoration of incentives through tax cuts, and reductions in the 

PSBR. A mediun'l-term tax strategy is required. 

(d) In the private sector of industry greater profitability is essential. 

Govern~ent should aim to foster a clin'late favourable to technological -

change, support this th~ough fiscal incentives, and rerrlove obstacles 

to adequate financing, particularly for smaller, innovative firms. 

There is scope for building on the existing NEDO tripartite machinery. 

(e) In the public sector, economic pricing should be pursued, and 

'social' costs separately identified. There is a limited role, albeit 

in a recast form, for a body like the National Enterprise Board. 

(f) Public expenditure cuts on the scale required will require urgent 

consideration of ho\v much can be achieved through cash limits, and 

how much \vill need to corne from policy changes in individual 

programmes. 

(g) In energy, important decisions are needed on North Sea oil 

(depletion, taxation and BNOC), the coal industry (particularly its 

uneconomic parts), the nuclear programme and industry. 

(h) Pay bar gaining and labour relations is a critical area. A 

national.'forum' could help to encourage consensus and responsible 

bargaining in ,the private sector and public trading sector. For the 

non-trading public sector, 'comparability' in some form still seeIns 

the best approach. 
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Conclusion 

38. It will take time to win the battle against inflation, to reduce 

public expenditure, to lo\ver direct taxation, to stimulate investment 

and improve cornp~titiveness. During that time, all Government 

decisions should be related to the central strate gy and the Government 

will need to \vatch :care£ully that it doe s not drift off cour se. It will 

need to keep the ultimate goal firmly in front of itself and the public . 
and ensure that progre ss towards that goal is continuously monitored. 

4 May 1979 
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184 7. 2 0.8 . 5 . 8 16 . 1 . 2 . 6 508 ' :;. 

304 ' . 2.4- 0 . 6 4 . 1 8.8 5.7 8 84 
. ' . ~ :. . . .. 

31'i- 4.5 3.0 4 . 8 10. 0 1 . 7. 602 , 
~> 

314 ' 4.7 3.2 3 . 8 4 . 2 0.7 40 4 
. - . 3 ~(c Y. 7 ~(c ) 301 5.4- 1.1 4 . '+ . 16.0 • c:. • c:. 

717 8.9 3.4 6 . 3 8 . 2 1.2 

212 1.8 0.1 . 4 . 0 7.3 4. 9 
,. 

. 

Average annual percentage growth rates of G~l?/GDP per employee . 

The figures are not comparable between countries ' owing to· 
'differences in definitiono 

Italian unemployment rates for 1970 and for 1978 are not 
comparable owing to changes in definition. 
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COI\f.FIDENTIAL 

CHANCELLOR 

EXPERT ADVISERS 

Pw-f' J'6 

~~ 
cc Chief Secretary 

Financial Secretary 
Mr Battishill 
Mr Ridley 

for information: 

Minister of State (C) 
Minister of State (L) 

At your request I prepared a draft on this subject for the 

- - Ministers of State (C) and (L). They have each agreed my analysis 

in principle. Therefore at this stage I am circulating to you, 

to the Chief Secretary and the Financial Secretary, copies of my 

paper and their comments on it. 

2. For consideration, ,,,,hether you vlould wish to invi te t~le 

advisers for a drink at No 11 one evening before Budget Day. 

PETER CROPPER 

31 st Ivlay 1979 



cc Mr .. Ridley 

MR. CROPPER 

OUTSIDE ENQUIRIES 

The Chancellor has seen your minute of 30th May, 

and agrees that you should issue an instruction~· on the 

lin~ of your paragraph 4. 

!(jJ1/ 
(M. A. HALL) 

31st May, 1979 
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cc Mr Ridley 

CHANCELLOR 

OUTSIDE ENQUIRIES 

A trivial matter, but one on which it may be wise to lay down the 
law at the outset. 

2. I have just been rung by a stockbroker who had been referred 

by Central Office press department first to Anne Bulloch (on 
holiday) and then to me, with an aggressive enquiry about the 
Party's posture and past statements on Exchange Control. 

3. During Opposition this sort of thing was happening all the 

time because press department was not technically up to its job 

and simply off-loaded it. 

4. Would I be right in issuin that my name 

(nor Adam's) are not to be given quirers and that, 
where necessary, this sort of enquir must be intermediated by a 

member of Central Office press depa tment himself speaking to me 

or to our Press Office here and ~aYing the answer back. 

5. I see dangers in allowin~tockbrokers to think they can ring 
in here with their enquirie on Exchange Control policy. 

30th May /1979 



CHANCELLOR 

A WAGES AND PRICES FREEZE? 

1 \/1 

c Chief Secretary 
Financial Secretary 
Minister of State (C) 
Minister of State (L) 
Sir Douglas Wass 
Mr Couzens 
Sir Lawrence Airey 

You may be interested to learn about some points which were 

passed on to me by Rob Shepherd, our political adviser in 

the Department of Employment. He was simply reporting on 

one or two conversations he had had with industrial and 

labour correspondents in the City. According to these 

journalists, there is a very widespread feeling in the City 

that the Government will be forced back on to a wage or price 

freeze before very long. A number of "books" are being kept 

and the betting makes November the favourite month, while a 

few optimists are holding out for July next year! Apparently 

there are no significant members of this, admittedly rather 

specialised, community of journalists who think that some 

kind of direct action on wages and prices is unlikely. 

on 
2. The argumentjwhich they are said to base this pessimistic 

expectation runs as follows. Prices are rising quickly, the 

Budget will make them somewhat worse, and there could well be 

further difficulties with commodities such as oil. Looking at 

the timing of the next pay round, the announcement of the 

results of the early Comparability Commission references will 

come at a very unfortunate period, and will stimulate consider ­

ably higher private sector wage claims than might otherwise 

have been the case. It is felt that employers will payout 

the extra money, and will not wish to fight excessive wage 

claims. In addition, the industrial relations reforms which 

the new Government is intending to introduce are not rated as 



likely to make much difference to the outcome. These points 

I should stress, are what the journalists themselves are said 

to attach emphasis to. 

3. When cross - checked against the attitude at union 

conferences, it appears, according to Rob Shepherd, that there 

is no great evidence of absurd claims being formulated. Further­

more, a number of unions are in a position of considerable 

financial difficulty after the heavy cost of industrial action 

in recent months, and this must be an important factor favouring 

a stern and effective line by employers in the coming wage round. 

I gather that the Department of Employment will be looking more 

carefully into some of these questions in due course. 

4. Regardless of what one thinks of the views of the journalists, 

it is interesting that their attitude is so unanimous and 

apparently deep-seated. 

2 

ADAM RIDLEY 
31 May 1979 



TO"l ,~L CO?iES .. 4-.............. . 
\ .-" - ...... ~, COpy NG ...••.. u_.·· .. -.•• -~. -, 

Secretary of State for Industry 

c Q.(, ra;e- J) ~ c,. ... IC7 ~ 
( . ~ J; . K.. 9~ 4IA. . 

PERSONAL AND SECRET V r,~ 9 c. 
DEPARTMENT OF INDUSTRY /1 

,. . ~ 

ASHDOWN HOUSE () I 
123 VICTORIA STREET 

LONDON SW1E 6RB .--------
TELEPHONE ---01- 212 3301 

The Rt Hon Sir Geoffrey Howe 
Chancellor of the Exchequer 

QC r1P 

:m1 Treasury 
Whitehall 
London SW1 

. ,~ I ~ 
D~, OYl- \ or ~ 
~l L ' e..~ 
'Y,~~'1" ~ ~ 
~.' ./~.~ 
~ \~ ... -~'~ , 
~ . ~--. ~",.A @ /II-- ~ of ~.~ __ I 

~~~. ~ ~~ 
~.., .~ 

We had a word the other night about the betting and gaming duties, 
which you said could not yield more than about £40 million increase 
in the forthc oming budget. This is not a subject in which I have 
either Departmental or personal expertise, but as I understand it 
there are three main objections to raising very large amounts of 
money by this means: 

(a) the duty on the pools is already at 40% of stake money 
and could not be increased significantly without affecting 
business. 

(b) Significant increases in the betting duty itself would 
drive the business underground, and hence be self­
defeating. 

(c) In any case, decisions have yet to be taken on the various 
taxation recommendations of the Royal Commission on 
Gambling, and substantial increases in the rates of 
the existing duties would preempt those structural 
decisions. 

I understand the force of (a), and am not competent to judge the 
significance of Cb). On (c), however, I feel most strongly that 
the structure and interests of the betting industry should not be 
subordinated to the vastly more important interests of industry at 
large and manufacturing industry in particular. I have myself put 
forward in the wider interest of the economy substantial proposals .. -
which run counter to the interests of industry - cuts in direct \'~ 
assistance and regional support, increases in VAT and specific duties, 
and my proposal for an ACT surcharge. I should feel badly if industry 
in general had to bear these heavy burdens merely in order to protect 
the betting industry or to avoid the minor embarrassment of pre-empting 
decisions on the Royal Commission. 

I am copying this letter to the Prime Minister. 

,. . 
L 
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cc l"Ir Ridley 

/ 
k/~ 

1'0 
CHANCELLOR 

BACKBENCH' FINANCE COMl"IITTEE 

Would it be right for me to write to Bill Clark congratulating 
him on his chairmanship and , asking if I might attend the Committee 
regularly as heretofore? Would this cut across Ian Stewart's 
function? I don't think Anne would mind. 

) 

2. If I go regularly I am unob trusive. If I go occasionally 
they may feel they are being snooped. 

3. On the other hand, if I went regularly would there be any risk 
of evil spirits suggesting that the members of the Finance Committee 
were getting improper briefing, even if I in fact sat there with 
my mouth shut? 

4. Where does the balance lie: 

1~Uu1 ~tob ~' 
rJa4 t;~ ~4---· 

JvZ 'lbPI ' 
PETER CROPPER 

1 Jlme 1979 



cc l'1r Ridley 

CHANCELLOR 

BACKBENCH FINANCE COl'1l'1ITTEE 

Would it be right for me to write to Bill Clark congratulating 
him on his chairmanship and asking if I might attend the Committee 
regularly as heretofore? Would this cut across Ian Stewart's 
function? I don't think Anne would mind. 

2. If I go regularly I am unob trusive. If I go occasionally 
they may feel they are being snooped. 

3. On the other hand, if I went regularly would there be any risk 
of evil spirits suggesting that the members of the Finance Committee 
were getting improper briefing, even if I in fact sat there with 
my mouth shut? 

4. Where does the balance lie: 

PETER CROPPER 

1 June 1979 



CHANCELLOR OF THE EXCHEQUER 

BUDGET SPEECH 

CONFIDENTIAL 

cc Chief Secretary 
Minister of State - Commons 
Minister of State - Lords 
Mr Ridley 
Mr Cropper 

I have given you most of my comments on your draft Budget Statement 

but there is one point I omitted. 

I think it would be a very good idea, when covering the public 

expenditure cuts, to express these as, inter alia, percentage cuts 

in current and capital expenditure respectively. o I have not done the 

sums myself, but I suspect that this will prove to be the first package 

within livingvmemory that has not taken the soft option of clobbering 

capital expenditure. At the very least, this should earn you the 

plaudits of the Expenditure Committee which has been harping on this 

for years. But the point is of wider importance than this. 

I also commend to you Victor Keegan's piece in today's Guardian 

on the failings of the RPI as a measure of inflation. 

NIGEL LAWSON 
4 June 1979 



CHANCELLOR 

BUDGET BROADCAST 

Following on the meeting with Anthony Jay which you asked 

Peter Cropper and me to arrange, Jay has come up with an 

idea for an approach to the broadcast. It is in essence: 

a. an introduction designed to attract and hold 

attention , and to create a sense/awareness of your 

strategic purpose ; 

b. a series of metaphors making it clear how your 

actions are means to your end; 

c. something far less tediously political than 

anything which your predecessor ever undertook. 

2. If you could give us some reactions, however preliminary , 

overnight, we could then feed them in ' to Jay and/or the official 

draftsman working to Mr Unwin - and, of course, keep Peter Davies 

posted. 

ADAM RIDLEY 
6 June 1979 



cc Chancellor ...----

T1R P G -DAVIES 

I am holding myself free for any sort of engagement in Budg:et 

-week, so awai t your instructions for press lunches, etc. 

2. :Meanwhile I will be happy to attend. lunch on 13th June 

(Economist ) and drin..1{:s at No 11 that evening. I vJill also be 

at the disposal of the Observer Profile team 

PETER CROPPER 

6th June 1979 



CHANCELLOR 

". / 

cc Chief Secretary 
Financial Secretary 
Minister of State (C) 
Minister of State (L) 

COMPANY SCHOLARSHIP SCHEMES 

(~ 
'---

1. This problem, which blew up in the middle of last year's 

Finance Bill debates as a result of an Inland Revenue Notice ~ is 

still alive. 

2. The secretary of EP's scheme rang me to say that one of 
his Trustees has just been asked for a return of all payments 

made under the scheme since June 14th 1978. 

3. It is a matter whereon we will need to seek Clarification )~ 
and which could arise from our own backbenchers this year. 

PETER CROPPER 

6th June 1979 



CHANCELLOR c Chief Secretary 
Financial Secretary 
Minister of State (C) 
Minister of State (L) 
Mr Littler 

CPRS, JOHN HOSKYNS AND WORK ON COMPARABILITY 

At your morning meeting on June 4, you asked me to find out 

what role these two bodies will be playing in future work 

on comparability etc. Mr Littler and I have discussed the 

matter, and he reports that there appears to be no further 

work which CPRS expect to be undertaking in this area, now 

that their paper on pay has been circulated to Ministers. 

ADAM RIDLEY 

7 June 1979 
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i 
CHANCELLOR OF THE EXCHEQUER 

JOHN HOSKYNS AND THE BUDGET SPEECH 

~ 
I have tried to locate JH, but he is away from the off~ce today. 

If you would still like his views, I will 'phone him again 

tomorrow when he is due to be back. 

2. We have already spoken about Budget Presentation, and John 

sent me a note of his thoughts afterwards, of which I attach a 

copy. 

ADAM RIDLEY 
7 June 1979 



CONFIDENTIAL 

i 
/ . 10 DOWNING STREET 

Adam Ridley Esq 
I 

31 May 1979 
HM~TreaSUry 

-Pa limnent Street 
LO DON SW1 

! 

~ 
You asked me to let you have any thoughts on Budget presentation. etc . 
There isn~l t much I can say, because in a sense I feel that policy 
measures are themselves messages and they themselves will constitute 
.a strong statement about values, priorities and political direction. 
However, one or two thoughts: 

1. It should be stressed that any apparent step increase in the HPI, 
following VAT changes, are once-for-all. We have to assume that 
many people have great difficulty in understanding that there is 
a large element of zero sum transfer between direct and indirect; 
and even greater difficulty in recognising that any immediate . 
increase is not simply an acceleration in the inflation rate. ~ 

2. The greater the extent of any transfer between direct and indirect, 
the greater the help we are giving to the lower paid, a large 
percentage of whose budget presumably goes on VAT exempt items. 
Perhaps I am wrong, but if I am right, it should certainly be 
stressed. In a sense, therefore, the higher the VAT rate, the 
more it can be presented as a "luxury tax" on the affluent which 
now in fact means the great majority of the working population as 
distinct from t.he relatively small genuinely low earners, poverty 

. line etc. 

3. I had a long session with Leslie Murphy at NEB yesterday who very 
much hopes that he will not be directed to divest himself of 
specific holdings but rather given a target figure and it's up 
to him how to arrange it. I don't happen to be anti-NEB in 
principle. I believe we have to think very hard about the true 
implications of ' a low risk, low effort, low confidence economic 
culture, before concluding that NEB does not have a role to play. 
That brings us back to the fundamental question; not the question 
of what sort of destination (healthy social market economy etc, 
pluralism and enterprise etc) we are heading for, but how on 
earth we bootstrap ourselves from our present boxed7 in and 
demoralised position to that desirable destination. 

More generally, I feel that we have to start thinking, very purpose~ 
fully, very soon after the Budget, about the economic buffeting we 
can expect over the next 12 months - double-digit inflation and 
rising, pay rises in the pipeline, anomalies and differentials still 
unresolved especially in the public sector, likely increases in oil 
prices. By the time the true impact of all this is obvious - say 
October - it will be too late to intercept the problem and we will 
be back to chasing after it. Perhaps we can talk about this when we 
have lunch. 

1~~ ~~ ,,~~ 
W't~ ~j ~~.~ 

","~-... - "!" -....-;--.... '" .,- .. ' ..... ~ ..... '~ ~.~ ........ ~ '. -. 



.----- -

CONFID ENTIAL 

Incidentally, on the subject of the Council of Economic Advisers, I 
was talking through some names of likely academic advisers with 
Ral ph Harris at lEA yesterday and several potential heavyweights 
for the Council were ~entioned. Most 6f them will be well known to 

, you, some of them to her . Let me know if you want details. 

JOHN HOSKYNS 

2 
" IV" 



CHANCELLOR c Chief Secretary 
Financial Secretary 
Minister of State (C) 
Minister of State (L) 
Mr Unwin 
Mr Davies 
Mr Locke 
Mr Cropper 

YOUR BUDGET BROADCAST 

After his recent discussion with Mr Davies, colleagues in 

IDT, Mr Jay and Mr Cropper and myself, Mr Jay volunteered 

some preliminary ideas for its presentation. You asked me 

to discuss them with the Financial Secretary, and we agreed 

on the following points: 

i. The introduction needs shortening. 

ii. One needs to stress 

a. cutting public spending and borrowing (p3) 

will help reduce inflation; 

b. the take-home pay argument 

iii. One should end the exposition of policy with income 

tax cuts, not have it coming second in the sequence; 

iv. One might want to close, not with the thought of a 

change of direction, but that we shall be carrying on a 

lot further down this path. 

2. I am copying the Jay draft and these comments to the Central 

Unit so that they can absorb both in the preparation of a first 

full draft which they are already undertaking for you. I shall 

also let Mr Jay know where things stand. 

ADAM RIDLEY 
7 June 1979 
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THE CHANCELLOR OF 

BUDGET BROADCAST 

~ ... i...:.; ... ..--a,..... ... .. ~ ~.. ~ ... :.. ... 

THE EXCHl~QUER ' S 

Jun 12th 1979 

First dratt introduction " Antony Jay 

June 6th 1979 

SIR agOFFHEY HOWE Someone once said that taking over the 

government was like moving into a house 

that omeono else had been living in for five 

years. You knew roughly the sort o£ state 

it was in. but it was only when you actual.ly 

moved in that you realised just l"fhat had to 

be don • Well, I know what be meant, but 

it isn't quite tru • And the reason it's 

not true is that "you can put a house right 

pretty quickly. If' you've got the time and 

the skill and the energy you can start painting 

nd papering, you can put up shelves and 

, cupboards, alter the carpets and curtains, 

move in your own £urniture, and in really 

.. qui te a short tlme you can transform the 

whole placee But the country's economy just 

isn't like that. New businesses don't grow 

overnight. Companies don't embark on new 

investment programmes at the drop o£ a tax. 

'. So it's not like taking over someone else's 

hou e. . ; " (160 words) 

. t 
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What it' much more like is taking over 

omeone else's garden. With a garden, you 

cantt get quick re~ults. You know it's 

going to b yearg before it's right. That'. 

'why we stressed betore the election that V8 

weren't ' goin' to produce any instant solution. 

All the samet there are some things y?U can 

get down to straight a\q-ay. In fact you have 

to. You can pl"une back things that are wildly 

ove~grown and are taltillg too much goodness 

from the soil. You can pull up the weods that 

are stifling the growth of' the plants you want 

to encourage. And you can water and nourish 

some of the plants that have been choked and 

starved. 
.. ~: '" ,," 

And those, rea.lly, are the three thing 

. I'vo tried to do in this first budget: some 

urgent pruning, somo urgent weeding, and a "little 

bit o~ watering. (:;00 words) 

) i8 in danger of taking over the whole gard n ia 
t 
'---"pbbllc . e~penditure. Even as recently a8 1966 

w had nearly five people ,.-orking in productiv 

industry for everyone on the tll'Qvernment payroll. 

; -. ~. :::' . ",,'~~ -, -- -:- -:'.- -.••. ~.: - "...-.. " - ." " "'-~ -"',.-'~ '- .,, ' .~~j 
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Today it is only 2.9 to It and falling. And 

public expenditure is the principal reason 

tor our present intolerable rate o£ in£lation. 

So I have 

. . .. ~, 

," ". 

I \ 

• • • • • • • • • (measures) 

. " . ~ 

..: ,... : .• J ;t ~'. 

! ',,: 
". , • ;I l'~ 

~ .; ,,'... . . 

So that's the main area o£ pruning. Then the 
1------------- .--------- -- - . ,-.,-' 

woeding. i The really aw£ul weeds are \the high 
.......... -. - . -_. - -- . .' . . .--' 

taxa which for years have been holding back 

the really fruitful growth of successful 

GBterprises. We in Britain pay more tax 

than •••••• (example). So I have • • • • • • • • • • 

(measures). .... ... ;. 

. f . ", 
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And finally the watering. It's the 

wealth creating , pro~it earning businesse 

of this country that need the mose urgent 

nourishment and encourageo1ent, especially 

the smaller ones that haven't got deep 

financial roots. Small businesse already 

employ ~ o£ the work foree, and they are 

even more important in providlng the new jobs 

that we have to create to attack the appalling 

rateoi: utlemployment. 

(measures) 

So I have 0 •••••••• 

I 

t 

it 
So that is the underlying strategy t 

behind this first conservative budget. I 

haven't tried to do everything at once. 

because it has to be a slow and careful 

business. And there won't be allY sudden 

dramatic results, either, because growing 

a11ays takes £ime. But I do believe that 

to,day' s measures will clear the ground -

I beli~ve they will cut out the waste and 

extravagance, remove the re trietions and 

1' ,"" ........ ~ ,-
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. blooka. eSt and encourage the growth of 

the money-making enterprises rather than 

the money-spending ones. And that I 

thinlc is the beg inning o£ the change 0'£ 

direction that all or us want. , Goodnight. 

: L " '. 
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SEC RET 

CHANCELLOR 

You asked about the sentence (paragraph \l)l\ ) which talks 

of getting down to a 25 per cent basic rate. 

this with Mr. Unwin. 

I have discussed 

2. As a long-term aim it is difficult to challenge - though 

inevitably something of a sword of Damocles hanging over you 

until achieved. 

3. With the information available on Saturday we cannot really 

look beyond 1980/81. But the picture is not an optimistic one. 

It will be an extremely difficult task to make further reductions 

in income tax, whilst keeping to your other fiscal and monetary 

objectives next year. On quite stringent assumptions the 

forecast PSBR for 1980/81 comes out at £10.2 billion. This 

assumes revalorisation of the personal allowances and higher 

rate bands; and similar revalorisation of the specific duties. 

Public expenditure is kept constant in volume terms between this 

year and next, with specific cuts of £1.5 billion assumed. 

Another 1 billion asset sales has also been included. 

4. 5p off the basic rate will cost around £2 billion. To get 

the PSBR down to £8 billion, therefore, implies finding another 

£4 billion beyond the assumptions mentioned. You might get 

another ~ billion by going for a 2-year revalorisation of the 

specific duties; and more money perhaps from PRT. But the gap 

still looks a formidable one. The medium te~m forecastB,for 

whatever they are worth, show the PSBR track getting no better -

but they can no doubt be taken with a ·very large pinch of salt ~ 

5. To conclude, a cautious approach would suggest no mention of 

25 per cent. At the end of the day, it rather depends on how 

"long" is "long-term". My preference, I think, will be to err 

· on the side of caution and Eave it out. 

~ (A. M. W. B. ) 
8th June, 1979 



RESTRICTED 

CHANCELLOR 

I 
I 

c Chief Secretary 
Financial Secretary 
Minister of State (C) 
Minister of State (L) 
Mr Cropper 
Mr Cardona 

THE NI LINK LABOUR IN 1976 

I have done a little research into what was proposed, but not 

acted on, at the time of the discussions of the IMF Cuts which 

took place in late 1975. I have not yet managed to locate 

one or two written sources which could be of help, but until 

that can be done and unless they reveal something fresh, 

the sum of what I can learn is as follows: 

The discussion focused both on public sector pensions 

(those which are inflation- proofed), and on National 

Insurance and other benefits. On the former, it appears 

simply that breaking - pure protection was considered 

seriously. Whether the break was temporary or permanent 

is not clear. 

On the NI side there was : 

l. recognition of the case for modifying 

the treatment of, short and long- term benefits in 

different ways ; 

ii. consideration of suspending part (or all?) 

of the uprating provisions for two years but not, 

one presumes, indefinite ly. 

2. No doubt these and other distasteful possibilities were 

rejected not so much because they were thought inappropriate 

as because the Parliamentary Labour Party was certain not to 

support the necessary legislation. 

A RIDLEY 
11 June 1979 
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CHANCELLOR 

LCC SPEECH - JUNE 15 

Since you are off so soon to OECD, I attach my very 

first, unreconstructed draft. It i an attempt to 

point out to the private sector 

responsibilities. I think that IT portunity T! is 

important, but the obligations t go with it can 

do with much more emphasis. 

2. The order and language nee, of course, wholesale 

improvement, assuming, that ,that the general theme 

is of some use to you! 

me before you go would 

eactions you can leave with 

3. I am arranging for mat 

on reactions to the Budge 

to be gathered in parallel 

that you can include a 

imagine, go best at the suitable passage. It 

front of the speech. 

4. The final question 

,. Treasury ' or CUCO Pres 
"-.. .-

gITited to the former 

sentence. 

whether you would rather have a 

Releaseo The present text is more 

with the exception of the last 

ADAM RIDLEY 
12 June 1979 



MR BATTISHILL + 1 

ECONOMIC ADVISERS' COUNCIL 

c Chief Secretary ~ 
Financial Secr etary 
Mini st er of State (L) 
Minister of State (C) 
Sir Douglas Wass 
Mr Littler 
Mr F Jones 

As agreed, I attach a copy of my paper for you to send to 

No 10, and a spare copy for the Chancellor. I will speak 

to you separately to mention one or two ideas which you might 

like to incorporate in the covering note . 

ADAM RIDLEY 
15 June 1979 
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CONFIDENTIAL 

AN ECONOMIC ADVISERS' COUNCIL (EAC) 

The purpose of this paper is principally to set out the most 

important practical questions about how an Economic Advisers' 

Council (EAC) might operate and be organised. Wider issues such 

as how it might relate to other bodies such as NEDC or Parliament 

are only touched on in passing. 

2. An EAC would be intended to serve several objectives: . 

a. to provide an authoritative and independent opinion 

on issues of economic policy both to the Government, to 

Parliament and to the public generally; 

b. to 'promote a wider and deeper understanding of some 

of the most important topical economic issues of the day; 

and 

c. in particular, perhaps, to help in creating wider 

understanding and acceptance of the need to overcome 

inflation, and of the policies that requires . 

It could be introduced on its own, or as part of wider moves to set 

in motion the process of economic education and information 

associated with the "Forum" idea. The issues explored below are 

consistpnt with either alternative. 

TERMS OF REFERENCE AND AGENDA 

3. It would be natural to expect the EAC to undertake two kinds 

of work, and for them to be reflected in its terms of reference: 

first, regular reports on the central issues of economic policy; 

and second, a number of ad hoc reports on important issues of the 

day. 
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i. The regular reports could be once or twice yearly, 

but probably not more frequent. Their form and timing 

would depend on a variety of matters, many of which can 

only be resolved at a later stage. Relevant factors 

include whether or not there is a Forum, the timing of 

the Budget, the timetables for setting monetary targets, 

and the annual pattern of the wage round. 

ii. Subject to these reservations and assuming two 

regular reports a year, it would be natural to produce 

one shortly after the New Year in time to catch the 

Budget making season, and one in the late Summer as a 

background to the resumption of pay-bargaining in the 

Autumn. 

iii. The ground to be covered in a regular report would 

include an appraisal of the economic prospect and the 

various forecasts and judgement made about it by others. 

The real purpose would be to focus implicitly or explicitly 

on policy issues. The reports might spell out the 

copstraints imposed by economic reality, the Lnplications 

of Government policy or of important policy proposals of 

general interest anu, perhaps, shed light on more particular 

economic problems. 

iv. Special studies could be initiated in a variety of 

ways. They could be commissioned or requested by Ministers, 

'Parliament or the participants in the Forum, or started by 

the EAC itself without outside pressure; or both could be 

permitted. Examples of issues which might, in the past, 

have benefited from such treatment include: the adjustment 

to the 1973/74 oil crisis; use of North Sea Oil; the 

collapse of profits; public and private sector pay; the 

"case for shorter working hours" and so on. 
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v. All the se reports would ideally be written with 

more than usual emphasis on present at ion. The reticence 

of some official prose and the somewhat academic style 

used by most economists, by the German Wise Men or the 

American CEA must be avoided as far as possible. 

vi. Past experience suggests that the EAC will , be most 

likely to establish itself firmly if it has a well defined 

destination to which it must report. This point is made 

more fully in a brief note by Treasury officials which is 

annexed to this paper. 

4. To fulfil the education task p~operly, the EAC Members - and 

particularly its chairman - would have to present their views to 

the outside world from time to tim0 both in public and in private: 

on television and radio; before select committees; at occasional 

conferences and seminars; and probably playa central role in the 

Forum. This would have to be clearly understood from the start 

and should either be a feature of the terms of reference, or of 

any letter of guidance given by Ministers at the outset. 

LOCATION AND STATUS 

5. Where the EAC is based has a considerable bearing on its 

status, how iwwork would be regarded by the outside world and 

how its members are appointed. Given a particular location, its 

relationship with its parent body could be close, involving for 

example shared staff; or it could be distant, involving little 

'more than "pay and rations" in common. In weighing up these 

alternatives, it has to be borne in mind that there are many 

cheaper and simpler ways of increasing the range of economic 

advice available internally to Ministers than creating an EAC. 

However, much of the purpose of an EAC is to have a public impact. 

To do that requires a genuinely independent body, which is seen t o 

be and believed to be "free standing", and not merely a stalking 

horse of the authorities. 

3 
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i. It could be based in some way in the Treasury. 

To some extent this might help access to data and the 

Treasury's own model. 

ii. Another range of alternatives would be attachment 

to No 10, the CPRS, or the Cabinet Office. This kind of 

location has a number of precedents. It would crudely 

parallel the American CEA, which reports direct to the 

President. 

iii. It could be created as an adjunct to a Parliamentary 

body, for example an Econom:i.c or 'lreasury Select Committee 

if one were ever created. However, such a formal link mig0t 

make it more awkward to get the right members and staff, at 

least until Select Committees have become more stable and 

consistent bodies. Furthermore, it is in no way necessary 

if one wants an EAC with. a Parliamentary link, which could 

be assured almost regardless of location. Were there to be 

direction or control by a Select Committee the EAC could 

well become seriously constrained in unpredict~ble ways . 

. ~ iv. It could be related - loosely or closely - to the NEDC 

and NEDO. There would be a certain logic in this if an 

enlarged NED Counc.il were t.o be the nucleus for the "Forum", . 

since the EAC would presumably provide important input into 

the Council, but the same kinds of argument would point the 

oth~r way if the Forum were to be located elsewhere. The 

EAC's activities would not fit in very naturally with the 

normal work of the NEDO organisation, and there might be 

awkward questions about separating its role and management 

from that of NEDO. Furthermore, its part in the activities 

of the Forum could be supported almost equally well from the 

other locations, regardless of where the Forum is based. 
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v. Finally it could be formally quite "independent" 

like a Standing Royal Commission or Quango. This could 

have some disadvantages. But it is the only arrangement 

which seems to be fully consistent with the EAC's basic 

objectives. All the other alternatives discussed above 

are difficult to reconcile fully with the appearance or 

reality of independence, though not always seriously so. 

POLITICS AND DOCTRINES 

7. The political and doctrinal balance to be sought in setting 

up an EAC are important issues. While it would be unrealistic 

to expect that the EAC should be totally apolitical, it would, 

equally, be ineffective if it were seen as in essence a politically 

partisan organisation. How to find the "juste milieu" is something 

to be worked out in practice rathe~ than defined in principle. 

But it would clearly be reasonable to envisage an EAC one or two 

of whose members were known to be -sympathetic to the Government*. 

8. A somewhat similar issue arises over what breadth of economic 

philosophy and doctrine the membership should embrace. Were it 

only to ' include one narrow school of thought, whether monetarist, 

.4''''''' Keynesian or any other, the EAC' s authori ty and credibili ty would 

not be very great. At the other extreme, a membership embracing 

both a near Marxist member of trle "New Cambridge" Group and a 

pure Friedmanite would make it unlikely that the EAC could agree 

about anything of interest. 

9. The means by which the key members of the EAC are selected 

has a bearing on both issues. If nomination is in the hands of 

Ministers, then a coherent body can be constituted, though at the 

* The "five wise men" in the German Advisers Council (known 'as the 
Sachverst~ndigenrat)are all independents politically, while the more 
senior members of the American CEA are normclly well-known Democrats 
or Republicans. This difference in composition r e flects a diff e rence 
in roles. The CEA is geared above all to advising the President, 
hence the unavoidably political nature of its membership. The German 
Council is intended to educate the public, for which purpose the less 
political cOlouring the better. 
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of their being swept away and replaced "en masse" whenever 

the Government changes. Were there to be seats effectively in 

the gift of the CBI and TUC or a Select Committee, then striking 

a proper political or doctrinal balance would be much more a 

matter of chance. And the effects of elections might not be that 

different. 

MEMBERSHIP 

10. 

i. In practice the EAC IDuld inevitably have as its 

kernel a small number of key figures. It would have to 

have some staff backing, though not necessarily much or 

entirely full time. 

ii. There would be room for choice in drawing the 

dividing line between "members" and "staff". The Germans 

have five "members" and a small anonymous supporting 

staff, which is based on the Bundesamt fUr Statistik, for 

whose role there is no exact British analogue. The 

American CEA consists of more than a dozen eco~omists, 

of'whom the chairman and his two deputies are public 

figures of some real weight. 

iii. Assuming there are to be "members" and "staff", the 

obvious alternatives would be three or five members, 

including the chairman. More would be unwieldy. The 

que~tion of staff numbers cannot be determined so simply. 

For it will depend on the term and reference, working 

methods and decisions on a number of other practical 

issues, some of which are discussed elsewhere. 

iVa The Chairman would obviously have to be a person 

of some weight, and a good organiser of work; on top 

of recent economic developments, both in policy and 

analysis; and, importantly, a competent public performer. 

6 
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v. The members could be full-time, a mixture, or 

entirely part - time with, perhaps, only the head 

putting in more than two or three days a week on 

average throughout the year. On any plausible 

assumptions, the pattern of work is likely to be 

fairly seasonal. This could matter a lot, particularly 

if university posts are at stake, or members (and staff) 

have outside .occupations, whether teaching, research or 

consultancy, which they cannot or would not wish to 

abandon. 

vi. The members should not be solely professional 

economists or academics, though they should, perhaps, 

be regarded as economists in the widest sense of the 

word. One might also aim to include some of the 

followirig occupations: financial journalist; City 

perRon; ex-economist politician; management 

consultant; or .economically literate businessman. 

STAFF AND METHOD OF WORK 

11. 

,~ i. The supporting staff would best be drawn partly 

from University or private sector circles, partly from 

Government statisticians and economists on secondme~t. 

Probably only three or four full time graduates would 

be needed. It would, in any case, be desirable to 

define firmly in advance the limits of staff and funding 

within which the organisation was to operate. 

ii. The EAC must be expected to draw on work and ideas 

from a variety of outside sources, whether institutions 

or individuals, and whether in the UK or elsewhere. 
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This might not be very expensive particularly if 

such studies were as a rule published, as would in 

any case be desirable for som~ routine work. Access 

to the forecasting models of the Treasury and London 

Business School - and, no doubt, of other bodies if 

need be - could doubtless be arranged without difficulty. 

The EAC should, as a rule, be able to obtain basic statistics 

and material from the official machine at negligible cost 

whether in terms of money or the workload of officials. 

iii. A decision would have to be made . about whether the 

EAC was to hold hearings or publish evidence, particularly 

if it is to be set up on lines not unlike those of a Royal 

Commission. There seems to be little point, and some 

danger,in requiring it to do so. But equally there WJuld 

be no reason for ruling out either course of action in the 

terl'lS of reference or guidance.-

STARTING UP 

I " c... • There are a number of unrelated but important points worth 

stressing: 

i. to secure members or staff in time to begin work by -

this Autumn and, therefore, to be in time to publish next 

Spring would, if it is possible at all, require fairly 

swift action; 

ii. some of the details of the EAC's shape and modus 

operandi may in practice have to be a matter for negotiation 

with the chairman designate. So, a fortiori, may the ctaff. 
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iii. Decisions about an EAC would have implications 

for the way in which the Treasury undertakes and 

publishes its own forecasts, for the evolution of 

Parliamentary Committees, and for moves towards the 

Forum idea. 

iv. This note deliberately does not go into questions 

of personalities. But a little thought makes it quite 

clear that there is not a very wide range of suitable 

candidates from which to chose members or a chairman. 

CONCLUSIONS AND RECOMMENDATIONS 

13. To sum up the key recommendations of this paper, if an 

EAC is set up it should: 

be independent 

have 3 or 5 members and a small supporting staff 

prepare one or two regular reports a year, and do 

some ad hoc studies either at the request of others 

or on its own initiative; and 

the final details should not be fixed without cO:1sul ting 

the chairman designate, or ensuring consistency with 

other related plans. 

9 

ADAM RIDLEY 
15 June 1979 
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ECONOMIC ADVISERS' COUNCIL - PAST EXPERIENCE 

Note by Treasury Officials 

1. There have been other attempts by Conservative administra­

tions to set up advisory bodies which would encourage an understanding 

of the economic 'problems facing the country. But they have foundered 

or proved short-lived usually because of opposition from the trade 

unions. 

2 . The closest parallel to what we now have in mind was the 

Council on Prices, Productivity and Incomes (COPPI) set up in 1958 -
Ttto keep under review changes in prices and productivity and the 

level of incomes" while "having regard to the desirability of full 

employment and increasing standards of life based on expanding 

production and reasonable stability of prices". Its first two 

reports, strongly influenced by Sir Dennis Robertson, aroused a 

storm of protest from the trade unions. Its third and fourth 

reports, reflecting the views of a labour market economist, 

Professor Henry Phelps Brown, were less unpalatable to the unions 

but had little impact generally. The Council was wound up ln 1961 
when it had become clear that it had no further useful life. 

3. Two lessons can be drawn from this experience: first, that 

the membership of the council needs to embrace the main stream of 

economic thinking while avoiding the extremes at either end of the 

spectrum if it is to avoid the charge of being partisan; second, 

to make a widespread public impact the reports need to be presented 

and discussed in a wider economic forum, which includes both 

employer and employee representation. 
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MR. CROPPER 

You sent a minute to the Chancellor on 19th June 

seeking his instructions on the circulation of information 

which came your way. He prefers your option ii. He has 

however commented that official advice should be sought on 

the attachmBnt to your minute, on the discussiop of . pe~sions 
lii._ -i -,. :-. .<..r .• ~,.. .... ' r 

a~ the centre for policy studies. He thinks that/~infl::-.ttion 
proofing for public sector pensions will become increasingly 

pressing this winter, but beyond that, does not relish 

another upheaval. 

I: 

IVV~V . 

(M.A. HALL) 

20th June, 1979 
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CHANCELLOR 

For general guidance, where I come up with intelligences of 

more or less value, would you wish me to circulate:-

i. to you 

ii. to you and Ministers 

iii. to you and Ministers and certain officials. 

The third course will present some difficulty for me until 

I know more about the structure of the machine. In any case 

you may prefer to stick to ii. and give specific instructions 

where you want a particular note to be given wider circulation. 

~. 
PETER CROPPER 

19th June 1979 
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CHANCELLOR 

THE FUTURE OF PENSIONS 

Last night I attended a discussion at the Centre for Policy Studies 

' with Nigel Vinson, Alfred Sherman, Raymond Nottage and Mr Furse (of 

Mold) . 

2. The group \-Jere rather disconcerted by their own conclusions, 

which I think worth recording. They seemed to involve major 

recasting of pensions legislatioL and a substantial increase in the 

~ole of the State. 

1. The starting point was a basic concern with the unfairness 

now existing between public servants, enjoying their LnflatioL­

proofed pensions, and the rest of the population. This had to 

be put right. 

2. , This unfairness could only be put right by: 

either taking inflati9n proofing away from public servants 

(impossible) 

or .forcing private employers to guarantee , their employees' 

full inflation pro~fing (impossible). 

3. So a new start would be inevitable. 

4. At present everybody (subject to niggling requirements on 

years of contribution etc) was eligible for a rather meagre 

inflation-proofed State pensio~. People then fell into four 

categories:-

i. State servants (civil service, local authority and 

nationalised industry employees) ,'!ho enjoy a further layer 

of inflation proofed provision. 

1 
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iio Employees of companies, who enjoy additional pensions, 

some inflation proofed to various degrees, but seldom 

completely. 

iii. The self-employed, who only enjoy as much inflation 

proofing as equity share and property purchases will 

accord. 

iv. The unprovided, who will have to make do on the 

basic state pension. 

5. Since the public servants could not in practice be totally 
deprived of their privileged position and since the rest of the 

popu~_ation could not be given a comparable system of benefits, 

a compromise would have to be reachedo 

6. This compromise would involve: 

a. substantially increasing the basic inflation-proofed 
State provision, maybe on an earnings-related basis; 

b. rendering any additional prOVJ_S10n a matter .:for 
personal decision, to be effected through private 

institutions with no State inflation guarantee of any sort. 

7. The implications of that compromise would be that: 

i. existing funded pension funds would be closed down 

and the capital disbursed. (Difficult, but becoming more 

difficult still if not dealt with soon.) 

ii. public servants would be obliged to accept the new 

situation in respect of their upper layer of pension; 

2 
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iii. people would need to be educated to make their own 

decisions in respect of the upper layer of their pension 

provision. 

8. It was difficult to avoid the conclusion that the Pensions 

Act of 1975 had already lost its validity . This was what 

disconcerted the CPS group, since it pointed to the onset of 

another period of turmoil in the area of State pensions j ust 

as we thought we had reached a position of bipartisan agreement . 

Equally disconcerting was the feeling that the size of the 

State pensions operation vJ'onld be substantially increased; this 

was to some extent balanced by · the expectation that the upper 

layer of I-'€l""'Sonal pensions would be managed entire ly in the market 

sector of the economy. 

Conclusion 

3. If this compromise is seen as the only solution to the running 

irritation caused by present public sector privileGe, then the 

question becomes simply whether:-

i. to proceed forthwith 

ii. to brush the problem under the carpet for a few years on 
the grounds that another major upheaval in pensions j_s 

unthinkable. 

PETER CROPPER 

19 June 1979 
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EXECUTIVE EMIGRATION 

1. John Page has now obtained the Korn Ferry stuff. It seems to 
be a sizeable organisation: its blurb states: 

TlKorn/Ferry International is the world's largest 
executive search consul.tancy firm specialising in 
management recruiting with highly skilled professionals 
in 18 offices worldwide serving over 800 corporate, 
institutional and governmental clients. 1I 

2. Their February 1979 Survey concludes, on overseas executive 

movements: 

liThe number of those stat ing they only wished to relocate 
overseas fell to its lowest recorded level. By contrast 
those returning to the UK on terminating overseas 
appointments maintained the high level recorded in the 
previous Survey. In addition, those stating they were 
unwilling to go overseas rose from 41.66% to 45.88%. 
Thus a sharp decline in the executive brain drain has 
been substantially confirmed." 

3. Attached is a ftTimes fl article discussing the Healey claim. 

~. 
PETER CROPPER 

21st June 1979 
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{'n1ploye~s th.at clouds th~ pic­
ture, · Their u:npanies ~till list 
them on head-ofEce payro ll s end t 
company schemes insuL~lc tlll m '{ 
from the increased C0 SI of Ii\"- 'f~ 
ing abroad, Therefore, (In re- I ' 

turn they are abJe to paint an ' 
unreal picture of life dnd co stS ! 
abroad which has led ollJuS to ! . 

try a foreign job without The 
hack-up of a United hjngdom- Ii 
based tompany. , ~ 

There are those witl1in the ii; 
m,magement consultancy and l 

rcccntlv returned from 
Scandinayja fouild that 
although his salary was almost 
three times that in Britain his 
standard of Jidng hardly pru­
gressed and another who went 
to a senior marJ.;, · :ng job in 
Ho]bnd foulld tl1., ; cnIl ~her 
dnublin~ his ~;Jbry and hcing 
ClJ1o\\t'd ;{il('rou~ l':\l1Cl1SCS he 
\\"3.'> I11ar ( in,ll1\' "(lr~e off thdll 
lle h ;q\ 1;" 0n on Hl1l1~ ~ c:rside , 

A furtTler illUic.1!i(,n of the 
falJing popu L-trity of oyet"!'cas 
jobs among st'nior l1l;lI1d~Cmcnt 
--tho,£, l'drning o\"(>r !.12,(lOO in 
the l 1n itt·d Kin6dnl~1 " is an 
,~li tJl(1ril;l ljv(' eSlimate fl om a 
~p {c ialist recruiter ill this 
f i l' I d. 11 (' fop n d T hat in the fi r ~ t 
six months of this ~TcH' the pro· 
I,vrtion of his clients who 

management training worlds : 
who suggest that the mani:lge- I ~.: 
Iilcot .. brain drain" ne\'er hap- ;, 
p::::led and stories "bout brid- i f 
case-clutching executives jam- :i· 
ming the d-cpartl" e lounges ot ; . 
airports were put dDout by those if 
con<;ultancies which h<ld yc<,!ed :t 
interests in making tl1e over- I"' 
seas job mueh more at1 rani\'e ;f 
than it was. ! ~: 

Ho\\'ever, the speciaiist rc- it 
crui,tn~ent agt'ncies can pro\'idc l ~ 
statJstlCS to show :hat many jij 
man~:':ers did .go abroad in J ~~;6 r ' 
and 197i and It is p{l s ,ib)C that i ~, 
\,'Jut ho rn Fen\' Int("rn :' ~i')!1cd's , :. 
figur{'s <.Uf:.gc<;t 'is The ,, \<1 rt of a ~ rr 
tr end that '\ ill hC("(dlH.' J )l() l e ! ~ 
<1pjl:;ri?llt in the ( 1'111 in;; m O tlt11s'l fF 

D~l\ id )"Olln}~ ~ 
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CHANCELLOR 

fL. IN .J r J;l--->- 11 
(~~ 

c Financial Secretary 
Mr Littler 

NO STRIKE AGREEMENTS AND "THE APPROACH TO INDUSTRIAL RELATIONS" 

(E(79)11) 

I notice in the minutes of the meeting of the Ministerial Committee 

on Economic Strategy of June 19, which took the Secretary of State 

for Employment's paper with the above title, an interesting point 

on the question of no strike agreements. The minutes record that 

" the whole of no strike agreements should be further examined by 

" and then follows a whole list of Departments which exclude the 

Treasury. It would seem reasonable that, if no strike agreements 

are to be negotiated (and I do not attempt at this point to consider 

whether or not it is either right or reasonable to do so), then 

they are likely to be intimately bound up with the future of 

comparability and the general structure of pay bargaining in the 

public sector. This must, surely, relate very closely to the 

future of the Clegg Commission, the impact of cash limits on pay 

and much else. The underlying logic of the bargaining position 

must surely be that no Government would wish to endorse on a 

permanent basis the continuation of the systemof 

comparability without a sUbstantial quid pro quo such as no strike 

agreements. 

~ ,~ : ' . 
..,- ~~~~ 

N . U\ ....I'" ~ 
, 

~"..~. 
/l 

ADAM RIDLEY 
22 June 1979 
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CHANCELLOR 

HOLIDAYS 

1 . This matter seems to have occurred to Adam and me 
simultaneously at the weekend. 

10 1 

2. I do not expect I am alone in feeling that a proper break 

would be beneficial this year and was going toqpen the bidding for 
August 8th to September 5th. Only the fourth of those weeks is a 
firm request - the rest is negotiable. 

PETER CROPPER 

25th June 1979 
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Chancellor 

Holidays 

I should like to take a single day's leave on Friday, 

July 6th to attend family festivities in the North Country. 

Looking ahead it would be helpful for Peter and me to know 
a bit abo ut the times it would suit best and worst for us 
to be on leave. For example 

(1) will we be wanted for the Party Conference? 

(2) will you be around for periods in August and 
September when our presence would be helpful? 
Ditto early October? 

Obviously you may not want to commynt yourself yet. But 
to the extent you can, it would be very helpful. 

ADAM RIDLEY 

25 June 1979 

C~· 



CHANCELLOR 

MINFORD ON THE BUDGET STRATEGY 

Chief secr!'ry /JIJf; 
Financial Secretary ~ l 
Minister of State (L) 
Minister of State (C) 
Mr Cropper 
Mr Cardona 

I attach an advance text of an interesting article by 
Patrick Minford, which is one to be published in the July 

issue of the Banker. 

The simulations reported on p.lO, which were provoked 
by some discussions Patrick and I had in opposition, offer 
an intriguing view of the possible longer run eff ects of 
the policies you are committed to. 

I believe that the LBS will be publishing somewhat similar 
results in July. 

A N RIDLEY 

28 June 1979 



FROM THE DEPARTMENTS OF ECONOMICS AND COMMERCE 

ELEANOR RATHBONE BUILDING MYRTLE STRi::ET P.O. BOX 147 LIVERPOOL L69 3BX TEL: 051 - 709 - 6022 

The University of Liverpool 

APLM/JF 21st June 1979 

A . N. Ridley, Esq ., 
The Chancellor's Office, 
H. M. Treasury, 
Parliament Street, 
LONDON 
SW1 

Dear Adam, 

I enclose an advance copy of an article for 
the next Banker (due out in early July) . It 
has some simulation figures in which I have 
finally put together to my PP\~ti ~l satisfaction. 

I thought you'd like to see these in the light 
of our previous discussions . I'll let you 
have other figures as they become available; 
I have not done ~y forecasts yet . 

All the best, 

'l'e=m::s::::: s 1 n c gun 9 , -

(Patrick Minford) 



The First Tory Budget a return to sound money? 

I welcome this Budget enthusiastically for the 

change of direction that it indicates. Not only are the 

changes implemented this year - with which I assume the 

reader is familiar - bold and appropriate, but explicit 

commitments have been made in the Budget speech to these 

future actions: 

1) Progressive reduction of the rate of growth of the 
----money supply and of the Public Sector Borrowing 

Requirement (P~BR). 

2) Further reductions -of public spending to achieve 
this. 

3') The progres s i ve d i sma nt 1 i ng of exc ha nge co nt ro 1 s . 
--~-

4) A review of the investment income surcharge 

(' justification ... debatable'), of Capital Gains 

Tax and Corporate Tax on paper gains, and of the 

Capital Transfer Tax. 

Some have commented that it is 'dangerous' to switch from 

direct to indirect taxes, because of the effect on the retail 
I 

pr~ce index (3~%) and the supposed 'knock-on' effect on 
I 
I · . 

wages. No doubt thepe are some officials who hope that 

wages will react in this way and cause an early 'u-turn' 

~owards incomes policy. The Treasury's forecast of acceler­

. kting prices seems to reflect some such reaction. These 

vi~ws illustrate a deep-seated unwillingness to apply 

straightforward economic analysis. Clever officials su ppose 

somehow that working people are stupid and incapable of 
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recognising their own economic interests; they and union 

leaders will not realise they are enjoying a rise in real 

post-tax wages, being misled by the drop in real pre-tax 

wages~ Yet one only has to state this to expose its utter 

absurdity; needless to say, there is not a shred of evid~ 

ence for it. 

My only regret about this budget is that the forward 

commitments on the money supply and the PSBR are not made in 

exp 1 i ci t ari t hm 8t i c forro, year- by-year, fo r the n e'xt fo ur 

years. It has been suggested that the Treasury opposed 

this, on the grounds that circumstances might change - and 

lead to a more inflationary ('expansionary') policy. But 

this is precisely why we need this total commitment and 

____ --- -----the-- implied total commitm8nt to the elimination of inflation 

from our society by the next election. It is the absence 

I 
of ~ total commitment that allows inflation to run out of 

1 

i 
cQntrol, as I shall explain in the rest of this article. 

My hop8 - and inde8d my belief - is that the Treasury 
, Ministers 

Treasury toam of Mini9tQP9 acquiesced in th8 omission of 
I . 

su~h detailed commitments only because of the speed with 
I 

which the budget had ·to be put together. It follows that 

t 'hey should soon announce them. The sooner that commitment 

is made, the sooner will the beneficial effects of these 

policies be felt on interest rates, wages, and prices. 
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Th e case for the Tories' mon eta ry and fisc~l st~ategy 

This is the first budget in this country drawn up 

explicitly according to monetarist principles. Previously 

in t he budgets of Denis Heale y fr om late 1 8 76 on wards we 

have had half-hearted compromises designed to placate the 

irrational financial markets'. Targets were enunciated for 

money supply growth and the PSBR, and were in practice 

broadly followed. But they were not at the heart of the 

strategy, and were not paraded in the general exposition of 

policy that Ministers adopted to the people at large; 

Mr. Joel Barnett was occasionally allowed to make a few nasty 

arithmetic points but they were not allowed to obscure the 

main strategy. This was to increase public spending as soon 

as a social contract on wages could be 'delivered' by the 

unions. This contract would reduce inflation and so allow 

those Ministers to 'expand the economy' without fear of 

upsetting the City. 

Such policies have throughout the post-war period 

been dear to the hearts of senior civil servants. Indeed 

it is they that have been largely responsible for selling 

the m too u r pol i tic aIm as t e r s . Th e y h a v e s u c c e e d ed it 0 the 

extent that few politicians have been able to avoid paying 

lipservice to 'responsible wage bargaining', private sector 

profiteering', 'joint consultation with unions and industry', 

'investment-led growth', 'increasing industrial efficiency ' 

and so on. With the advent of the new government, the 
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predictable and cunning barrage by senior officials has 

begun, to 'educate' them and bring them back to the 

complacent ways of previous macroeconomic failure. However l 

since these efforts were totally predictable l Ministers 

should be quite able to use these officials constructively 

to carry out their strategies l largely because these strat-

egies have been carefully worked out outside Whitehall; 

the academic opposition has a strong academic and research 

base and within the economics profession at large , the tide 

has turned strongly in the direction of the policies this 

government is adopting. The evidence is nciw overwhelmingly 

seen to favour the view that markets work and that macro-

economic policies can have a major impact on inflation with 

at most a ' modestly stabilising effect on output. 

It is by now familiar that the central assertion l 

. -----
common to 'monetarists' (who are nevertheless a very diverse 

lot in their detailed support for this assertion)1 is that 

growth of the money supply must be controlled. The simplest 

level of exposition defends this reference to 'too much 

_.ill 0 n e-y - c han gin g too few goo d s '. T his ex pre s s ion i sus e f u 1 

because it has immediate intelligibility to ordinary people 

b~t its obvious over-simplicity has led to much misunder-
I 

standing among sophisticated laymen and economists brought 

u~ on Keynesian economics. The true reasons for the ne~ess-

~ty to control the money su ppl y are deeper and ,hard to grasPI 

~~ing in fact rather technical. They involve us deeply in 

/' 
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the area of expectations formation. 

The standard textbook view - vintage 1970 - of how 
n 

the economy works went something like this. Imag i ne the 

economy starts off with full employment and an inflation 

rate of say 5%. Now let there be some expansion in demand 

such as a stimulatory budget. This raises output and employ-

ment. The resulting pressure of demand causes inflation to 

rise; initially not by much because people only gradually 

realise that prices are rising faster. However~ ' as their 

expectations catch up with the faster rise~ inflation rises 

more rapidly. If the growth in money supply is held constant 

(ie. the budget deficit .is financed by borrowing outside the 

banking system)~then this higher inflation causes a tight-

ening in financial markets; this~ if allowed to continue, 

will contract ('crowd-out') demand and cause the inflation 

to fall bpck. The higher deficit will cause a higher price 

le vel and higher interest rates in the long run but not a 

higher inflation rate~ because the money supply growth has 

been held under control. 

By contrast were the authorities to ' have allowed the 

money supply to expand so as to prevent any tightening in 

financial markets (a view associated with the 'real bills' 

doctrine that money should accomodate the needs of trade at 

constant interest rates)~ then no limit would intervene to 

prevent inflation rising. - Strictly speaking~ an econo my 

with these policies would - in time inevitably move onto 

1 

1 

~ 
--- -- -------- . 

l~~._ ~~~~_~~. 
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hyperinflation; in practice monetary policy would at some 

point have to tighten in the face of this worsening inflation. 

The basic point is that the absence of control over the money 

supply makes the economy exceedingly vulnerable to inflation; 

formally, without such control the economy both has an 

'indeterminate' price level and is very liksly to exhibit 

unstable behaviour. 

This standard textbook model has been challenged from 

two main viewpoints in recent years. First, the link between 

budget deficit and money supply growth is closer than this 

model says because in the long run the extra bonds created 

by th~ deficit if money supply growth is held constant have 

to be absorbed by the private sector; to do this interest 

rates would have to keep on rising to induce them to hold an 

ever rising proportion of bonds in their portfolio. - In the 

long run this would have to stop; therefore a higher 

budget def i cit must in the long run be financed by equi-

proportionate expansion of money and bonds. The moral is: 

you cannot in the long run have an independent monetary and 

fiscal policy. 

Second, the 'rational expectations' controversy has 

questioned the plausibility of the slow process by which 

agents in the standard model change their inflation expect-

ations. Are they not as well able as the government to 

perceive the long run implications of the change in policies? 

If so why should they delay in changing their expectations? 

I 
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Whatever view one takes as to the realism of 'fully 

rational' expectations, this line of thought must lead to 

seve~e modification of the basic textbook process. In 

particular, it speeds it up sharply. 

The overall effect of these two developments is to 

make monetary and fiscal control even more urgent - a short 

run matter in fact. In the text book model there is room 

for the authorities to 'wai t and see', 'keep options open' 

and so on - the familiar Whitehall lobby material and the 

essence of 'fine ~ tuning'. Alas in the new view, lax policies 

today get translated into their 'corresponding long run 

realities and before the authorities know what, they have 

lost control of inflation - today. 

This is in essence the rationale for control of the 

PSBR and growth in the monetary aggregates. It has little to 
(. 

do with the simple Quantity Theory of money but emerges rather 

from a fully articulated view of how the economy is likely to 

work. 

But in these terms, it should be apparent why it is 

insufficient merely to cut the PSBR and money supply growth 

this year, in the pursuit of lower inflation. These cuts 

must be part of a medium term programme of sustained and 

cumulative reductions in the PSBR and monetary growth. The 

final year of this programme must, if the ultimate objective 
) 

is a stable currency envisage a PSBR compatible with the 

private sector's normal rate of acquisition of bonds and 
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mon ~ y (or 'net aquisition of financia l asse t s ' as t h i s i s 
I 

so~~ times called); the evidence for the UK suggests that t hi s 

is : ~ very low in noninflationary condi t i ons, which suggests a 

PSBR t arg et of zero as the desirable long term aim . The 

equ i valent rate of growth of the money supply compatib l e 
I ( 

with zero inflation w~ll be in the region of 3%, the normal 

growth of real output; but it may vary somewhat between 

definitions of money, within a range perhaps of 2-5%. 

The issue that i s repeatedly raised in oppos i t i on 

to ~his strategy is unemployment. It is suggested that it 

will rffise unemployment considerably for some length of time; 

evenif it is conceded that this would eventually reduce 

inflation, this unemployment cost, though temporary, is too 

large to tolerate, it is argued. 

This argument is rooted in the textbook model I 

described earlier; for in that model the cut in money supply 

growth works to reduce inflation through the induced rise in 

unemployment. Yet, as I argued eariier, this fails to take 

into account the possibility that economic agents will change 

the ~ r inflation expectations 'rationally' in line with the 

change in policies , If any group of agents in the economy -

be it financial agents, or firms, or trade unions - act in 

this way, the whole process is sharply speeded up, and t he out-

put effects along the path become hard to predict but i n an y 

case are likely not to be the recession of the textbo ~ k mo de l; --- ' 

they could in principle go either way, depending on the 

I 

i 
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interaction of a Jariety of shockwaves evoked by the change 

in policies. In the unusual - but desirable - event that 

the policy change is announced well in advance of imple­

mentation, the output effects are kepi to a minimum and the 

e,conomymoves smoothly to the lower inflation rate. 

I have seen at different times simulations of 

versions of 'two ' big' models (the London Business School's 

and the Treasury's) under the , assumption that agents in the 

foreign exchange market have rational expectations .. These 

have tended to suggest that policies of permanently cutting 

the ,_ PS B R - and money supply growth in parallel would have 
-- ------ -

small output effects but would rapidly reduce inflation. 

Th~ reason for the reduction in inflation is clear; it is 
I 

the anticipation of the long run effects of the policies 

aqting on immediate contracting behaviour. The reason for 

th~ modest output effect is roughly speaking that the direct 

c~t in demand arising from the PSBR cut (ie. lower public 
! " 

s~ending or higher taxes) is offset by higher private 

spending from (a) the cut in inflation, which directly 

raises consumption spending (largely an asset effect, but 

qlso due to the reduction in uncertainty that lower inflation 

brings) and (b) the cut in interest rates, which raises the ' 

'capital value of financial assets and so leads to a diversif-

ication into goods. 

The numbers in such simulations should not be taken 

seriously; but they make the point which is that the output 

F . ~ 
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effects will probably not be seriously negative for any 
I 

period of time. In the same spirit, I set out below 

simulations from the UK model we have developed at 

Liverpool in which all agents are assumed to have 

, rational expectations. 

The simulations assume for illustration that the 

strategy over the coming five years is as follows: 

79/80 80/81 81/82 82/83 83/84 and after 

PSBR as % of 5.3 (£8.25billn.) 4.5 3.8 3.2 2. 5 
GOP at factor 
cost 

Money supply 
growth (£M3) 13~ 12 11 9~ 8 
% p.a. 

The strategy with which they are compared assumes the (' 

PSBR would have been held at about 6% of GOP and money 

supply growth at about 1 5% per annum. This 

would have implied inflation running at around 12% p.a. 
I 

on average over the next five years. 

The effects simulated (ie. the differences from 

what is simulated on the alternative) are: Long term 
79/80 80/81 81/82 82/83 83/84 84/85 effect 

Inflation -1 .0 -3.0 -9.4 -10.4 -9.0 -6.3 -7.0 (% p.a.) 

Short term -3.1 -8.8 -10.4 .9.8 .6.4 -6.2 -7.0 interest 
rates (% p.a.) 

Output +1 .9 -0.3' -0.4 +1.6 +1 .4 -0 . 1 0 ' level 

The broad simulation results are that in the long term 

l 
I ,. 

! 

I 
r 
I' 
! 

r 
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inflation and interest rates would be some 7% p . a . lower 

with these policies than ~h ~ 12%p.a. that would have othe r wi se 

occurred. There is some 'overshooting' of the path in 

1981-1983 and this should be ignored as unlike l y,. Th e level 

- ---- 0 f 'Ol l 'Cp-u-f w 0 u 1 d be qui t e una f f e c ted by 1 9 84/ 5 ; mea n w h i Ie 

the~e would be minor blips Cof ±1% or so) to it reflecting 
I 

int~racting effects of asset changes and the -net balance of 

public demand. These blips should also probably be largely 

discounted . 

The bolder strategy - which it is to be hoped the 
I 

.Tof~es would choose - of cutting the PSBR to zero (and money 
I ' ' 

supply growth corresp~ndingly) would thus bring the prize of a 

stable currency within the grasp of this government by the 

end of its five-year term. 

I stress again that importance should not be 

attached to the detail of such numbers. But the policy 

point is: the gain in lower inflation from such a strategy 

is very likely to be la~ge in the long r un and to come thro ug h 

rapidly, while any temporary loss of output is likely at worst 

to be of modest significance . Looked at in this light t his 

Budget heralds the start of a strategy which if persisted in 

with determination and commitm~nt offers the promise of a 

return to a sound currency at a cost that we should be wel l 

willing to bear . 
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CHANCELLOR 

FINANCIAL SECRETARY 
MR RIDLEY 

REAL ESTATE AND EXCHANGE CONTROL 

I 
L 

of 
The attached cutting illustrates a dimension in the ending/Exchange 
Control which may be overlooked. Freedom of portfolio investment 
may not only mean investment in DOW Chemicals or Quaker Oats. It 
may mean real estate. 

V 
I am not intending to discourage, only to suggest that the ever-
enthusiastic nationalised industry pension funds may be found 

~ 

blazing the trail into some pretty risky jungles. 

The investment trusts did this a hundred years ago of course. 
Hence IIScottish Mortgage and Trust Ltd ll and nEnglish and New Yorklf. 

And I believe the Dundee investrrEnttrust industry originated as a 
channel for I ndian Empire projects Cjute etc) flowing west to the 
real estate markets of New York and the Middle West. 

P CROPPER 

2 July 1979 
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. - b A~-c!"~rica71 re~~l eSiHtc' , ('Vt~!' 
JOe I) ctr~ntiaI 1~1f1j ":1r i f~ ~-r· ~· ~~t~jr .:-; 

.. fter!1 t hr iJu.~:hout f:Ul~OP(; (. ;1({ 

f~'l e 1\: ii" ~ 8.1 e l'~:1 S t h(1"'J'E: 1.11 L; v,· ~t; ~\. 
'bee n r.-~:~ l e·tjng in 1...:(-·.1'Li1'-;11 1(; ~~ (! J 
; ," ]lat :\ ~:)~'~rita h:! s to offer. 

.A tV; ;}-Gay confer-:_·nce.H the 
C:1f(~ rt uyal has, in tl~,(' \'.'!:'c k in 

. v/i·;i ch 1 1 t\.~ .N3.tionz!i l:, '!:, l I )():1rd 's 
': fh:· nsiol! f~rnds ~uc(',:· el:.:(\d in its 
£6 'Tril bi d for (~ t:·-d ~ , :l"l ,: n!<{l 

' IUi : io1~ l);:of) (:'rti (\ s of ((:dlf!.) rni1, 
pro '; i (: c t! other ',\ tl l.! 1C]·h t., in:'-os­
:o1'.s wi1h ;;n fJPpOT~unity tel ht.:ar· 
[' rom leading U.S, real estc~te 

. spccia lis ts wh_'lt prospects are 
llke across the Atbntic. 

The locatj;:m. <'i nc! (>\.' alt;~t i (ln of 
Sllil<::b:e invl'.~:unC'nt opportuni­
tj{;S~ the l ~ ;;aI ! a.~pects 0: tj.S ~ 
real ,':'state, La:'\. liabilities and 
financing proc:~ ~d urf's have all 
:figured prornirtently in the type 
of seminar' Which is, hardly 
likely to 21Ia}- American fears 
tiJllt a si.l:eab~e chunk of the 
cou ntry's best real cst:~te !,S (lue 
to fall into fOTcign hands. 

According to Mr. Ben 
Ln.r:lbert, con [('renee c:hOiirrmm 
and chief €~X:E'cuth'(; of H:e 
propel'ly divhion n f U ,S, 
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i\.n1 ·~riean propert)l' {··. t .: ·i .. l(~r~~ .: t~:;­

in_~~, \'.'ith virtr.ally e\ cry tj' ( I(; of 
:)!'\.~p·~:r ty r) .;.\in;!. cJnsidc.~;"cd rur­
aUi!!lsition. 

.~~-i i ·: : t G~~j(\ J l~\7. over:~~ JS i ,'1st:tu .. 
ti\Jnal f<!1c'! ~:1:~i~/ f \l tl31 il~ t}t' :'·~Ol·S 
tl~,\'C cnnc,,:n tr :: t;:;d ~) ri nla r!}~l on 
~n c.') n1 ~:! ~ pr0(~! H ;:~ir1g P .l'\}j)<': :'ll \~ s-­

:r;rludi llE': c ;,j ·::cs, ~ihnps, hnt('J:~ 
an(1 i. : (~ri l~liltu. r [; l l and. l\To \\~ 
l ;l'::Y ~U'e DlOving into de':(·lop­
m ~ nt tran :-; "ctions, unir!l ~!' ~ )\'cd 
J~:- p d, 1):3rr-10.lcrest !) La~". ': !2. = c~ 
,(~nd bU;'ing property CO; Il)2.:ni{;s 
('! l} ! f~ .(~ht . 

~ \!"lh :: r: ticip?ited r'<~~ ~lrn::; 
cf!cn bcHE::r th~lD ill their. mvn 

~~l~.~~t~;~~o h~'~~~:S~~~~d, /2v~;~~.~~ 
('i:1t ~ \ l11n t the dcc1in ~ n r: ',':llue of 
1 ~~ ~: (~ r;~lar .is r- ;"e ~. f] l1g' si.~~i '~ if~cant 
fo r(n,~"rl f :~:('j ; ~ri1.~·e Iit!l'i: ~1~"·1 .1 . 
T'h~:v r:1TI frt ql1.t~rl~.iy' .acl~icve 1;1:{ 
Dt?!1cnrs thr~)u ~h real e~Llte pur­
cl1 ctSe in :a cou nb-:,' \vhere ta.X{l­
tion policies (In! not in any case 
onrrous and art' most unlikely 
to be d i,; cdmi ~'wt():ry. 

Foreign b~i)'C'rs an~ som~':t:n:;p $ 
(ira v,':! to the U.S. by the 
accepted usc of ievcra,ge, in ron .. 
lr~st to the situation usually 
i'oLin (l · in other mark':::1s where 
lon g .. tc~'m mortp;gc f]nanc:in;~ 
:':.i.H s cl c1Ol ~1 be found fo r r~al 
estate deals , 

Vli th the trend tCl\val'ds rr: {)l"C 
pl a nning controls .and restr1c­
lions (you can · sti ll build 
virtuallY w}1at VDU lite where 
you lil~0 itl major cities like 
Houston) implyi ng fev-,Icr de­
-vc lopmen t opportunities and 
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S,(~ci~11~ 1 ·· (11ili(' ~;1 fJ.l l rl t:c \)r. ~} n'1i.{~ 
i'rc i:dom, :{S \ ','(lil ;,>; the best 
pl~,(' ~ ; tn jn "/ cst safr:ly. 

11.;.', Lru;,:>t' r t' " :1sscrliol1 : ~ ;. 1hp,: 
C~, fe J:(o j" ill tk' t th~ 'U,S, ; .150 
8~; J: C;i.rs II) 1'1 (,,: ·i('~S vuh:(' , ,1hhl 

n';;~: olk t ll: '! i (Hh ! U : l i:J jO~' 
i.: ('u narnic ( ~ ! · ·i.· upti p ns inay . 11() \4/ .. 

CV l' :', h;n'(! 1illlClH'd on the 
bl[.!,gcst si ogle lwpon dC' ·a hle 
rlO \~l hov(:rin~: over the ~·:!..n1 c · ·~ean 
r:nn rh;t. 

Wilcihrr or not t h t, US,-­
\\'h~('h is 110\V .:l.S j it tery ;; bun t iT! .. 
1! u. 1.;.0 n ~ ~) it. IS E:{~ r:i ~ t \ \(} ~ Lq: 1 t 
t l1\.; lO:1(Z ~"Ji. '\t rol (';' U f~ H 0 ~~ ..... ~-: .t ':; :!t 

:'~ \"!.>id a !'(-;"CC:S:i ~ () n j s si iIi ;l I! Y" 

l.;t)\,iy ' ~; gl'iCSf< 'T1') 2rc (-1 ~ ' e -, ' ~<t ;'.1 v 

di rf'.!)'i ~ :o op1nions on ·~\· h · i is 
ir; .store, 

Mr. L2l:1bprt sayS th at i l",Cf{J 

is a v!idcspreJd P:2l'C, .''1', io n 
.n~no ng lOl'l' i.,:n invcsturs tl ;,d , ) ~ 
th ,,~ l()n ~ ('r run , tJ:~ D,S. i;;; :still 
Dl'oba bl v more deterlYlined ~: )Jd 
i:h~ttcr ~ · lll.1ippcd than mc,L H, 
bri ng inflat ion under conL''')!' ;:: 
vicw- which some potent i: ·: ; n­
Vf·stor~ m ; [~ht not .so rl' [, c1ily 
<J.cccpt. The: U.S. prOrwrtj' m :r!,ct 
;' 3::;, afkr :tli , hc.d its S;'l '<- C of 
~~lumps i n lh~) pas1. 

Tlwfe js aiso tl18 qu r:s : j·, 1n uf 
the jikely E:~ xt('nt of f ·.'t.u l' C 
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f ureign investment . in ~'c.cl 1 
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alrcady kd to new I( g i :·, I:: t i o:l 

cov rring 
C'u: illral 
lJllY" ts. 
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Di:i C1!lSUre /\.f'[ was <\ di T<:'d 
n~:';nl1. of nJH.l i J! in;~ cri . ;~,1:5n1 ;,1 
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- nf any 1.J,S, t: :i!" lii any in wf.; ich 
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REGIONAL INDUSTRIAL POLICY 

c Mr Patterson 
PS/CST 
PS/FST 
PS/MST(C) 
PS/MST(L) 
Sir D Wass 
Sir L Airey 
Mr F Jones 
Mr Lavelle 
Mr Lovell 
Mr Corlett 
Mr Griffiths 

PS/IR 
PS/C&E 

May I offer a brief comment on the DofI proposals on Regional 

Policy which are set out, as a basis for a compromise agreement 

with other Cabinet colleagues, in Andrew Duguid's letter to you 

of July 4. It is a well known clich~, and none the worse for 

that, that Regional Policy must have a reasonably stable frame-
be 

work, and/believed to be reasonably s~abl~ for it to have any 

effectiveness. Since major changes in the coverage of the 

assisted areas and in the rates of assistance are already in 

prospect this year, one wonders whether it is really sensible 

to envisage a further review of both the minimum limits of RDG 

and the rate in DAs in as little as two years time. The changes 

this year will be unpopular enough as it is. Further changes 

later would certainly excite a good deal of irritation. So on 

the face of it, the promise to review included in the Secretary 

of State's compromise proposals is not an entirely welcome 

feature from an objective point of view. I fully appreciate 

that, given the tensions and problems involved in reaching any 

kind of settlement, such unpalatable proposals may have to be 

entertained. But, in presenting the difficult changes that are 

to be announced shortly, it would greatly strengthen the 

Government's difficult position if it were possible now to say 

that there was no intention, at the very least, to alter the 

rates and limits for RDGs now to be enforced for the rest of the 
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lifetime of this Parliament, except in the most exceptional 

circumstances. 
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ADAM RIDLEY 
5 July 1979 
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CHANCELLOR / ' 

BUILDING SOCIETIES 

If ,0 

c. 

c Chief Secretary 
Financial Secretary 
Minister of State (C) 
Minister of State (L) 

I spoke today to Ian Gow about the strength of backbench feeling 

against any intervention in determination of the building 

societies' lending rates. He reported that he had already 

drawn this demonstration of commitment to monetary rectitude 

to the attention of the Prime Minister. 

ADAM RIDLEY 
7 July 1979 
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RESTRICTED 

CHANCELLOR c Chief Secreta~y 
Financial Secretary 
Minister of State (C) 
Minister of State (L) 
Mr Cropper 
Mr Cardona 
Sir A Rawlinson 
Mr FER Butler 

PRESENTATION OF 'PUBLIC EXPENDITURE DECISIONS 

Mr Cardona and I have been talking to Mr Butler about a very awkward 

problem which you might like to discuss at the next Ministerial 

meeting. 

2. The Local Authority Associations need, apparently, to know as 

soon as possible what cuts they are expected to make in 1980/81. 

If they are to bp told formally, then it would be difficult and 

unwise not to announce the cuts for the other Departments at the 

same time. Should the final Treasury proposals to Cabinet on 

July 26 go through, it might just be possible to get in a Statement 

on it all' to Parliament before the recess . 

3. There is a fundamental problem about all this however. The 

1980/81 cuts, and those for subsequent years should be launched in 

public only after the "softening- up" exercise which it was recently 

decided shoul~ be undertaken by publishing some kind of document 

about the medium-term prospect, and by suitable accompanying 

speeches and so on. A late July announcement date instead of the 

normal PEWP would make that kind of sequence of events impossible. 

It is almost ' impossible to see how one could increase the medium-

term problem properly before the end of July. And even if that could 

be done, it would not be possible to bring in the wider "stabilisation 

programme" issues which it was agreed belonged in the same document. 

4. So there is a great deal to be said for finding ways of satisfying 

RESTRICTED 
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the need to give the LA's the early guidance they need without a 

formal announcement before the normal White Paper . 
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ADAM RIDLEY 
10 July 1979 



CHANCELLOR 

I was asked to speak to Tim · Lankester to find out who was going to be 

responsible for centralising the Ministerial briefing on the pay posture. 

Mr Lankester indicates that no decision was reached and his view is that 

it should be for the Chancellor to raise this question in E Committee. 
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MR. CROPPER 

cc Chief Secretary 
Fin ancial Secretary 
Minister of State (C) 
Minister of State (L) 
Mr. Ridley 
Mr. Cardona 

PROFIT SHARING 

The Chancellor has seen your minute of 16 July. He agree s 

with your second p9~agraph, i.e. that we should opt for one 

alternative or the other as soon as we are _able to form our 

view. 

M. A. HALL 

17 July 1979 



CHANCELLOR 

126 

cc Chief Secretary 
Financial Secretary 
Minister of State - Commons 
Minister of State - Lords 
Mr Ridley 
Mr Cardona 

PROFIT SHARING 

1. JohnErenklin (director of Morgan Grenfell) who helped in 
our Wider Ownership policy committee passes the message that:-

1. A lot of companies want to go ahead with new profit 
sharing/share ownership schemes. 

2. They are holding their horses pending guidance from 
government; legal fees and so on are very costly and there 
would be no point in instituting a 1978 type or an SAYE 
style scheme just ahead of a revision of the legal framework. 

2. This suggests that we should either ' say we are going to 

legislate next April, or indicate broadly what we intend to 
change and what we intend not to change. 

w~ (l 

"\ f..,l 

~OPPER 
16th July 1979 



MR . RIDLEY 

cc : 11r . Hancock 

FURTHER PRESSURE ON THE US ABOUT 

PRICES OF HYDROCARBONS 

The Chancellor has seen your minute of 17th July. 

-"--" 

At yesterdayts Royal Garden Party, he asked the American 

Ambassador whether in fact he was cO;lsciolls of significant 

criticism of the statement on grounds that there was no 

reference to price . I~. Brewster unhesitatingly identified 

this as one of the main criticisms of President Carter"s 

statement. He argued however that the huge boost which 

an increase in price would have given to inflation 

overshadowed the modest, shortlived, and even doubtful 

limiting effect on consumption which an increase in price 

would have had. 

(M . A. HALL 

18th July, 1979 
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THE PUBLIC EXPENDITURE WHITE PAPER, 

AND THE PUBLICATION OF THE MTA 

c Financial Secretary 

I shall be seeing Frank Cassell tomorrow (Tuesday) for an 

informal discussion about the kinds of ground which the 

proposed White Paper might cover. Obviously it will, at 

this stage, be no more than an exploratory exchange of views. 

I shall report to you both afterwards to let you know what 

general conclusions we can both agree on, and any important 

points of difference. 

2. If, however, there are any important points either of 

you would like me to bear in mind before the meeting, a little 

guidance, however brief, would help a great deal. 

ADAM RIDLEY 
23 July 1979 
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CHANCELLOR OF THE EXCHEQUER 

PUBLIC SPENDING WHITE PAPER -

TREATMENT OF THE LATER YEARS 

Chief Secretary 
Minister of State 
Minister of State 
Sir D Wass 
Sir A Rawlinson 
Mr Anson 
Mr FER Butler 
Mr Cardona 

In his note dated July 30th the FS/T once again argues for the 

!! discontinuance of the publication of the figures for the later 

years lT in the PEWP (my underlining). 

It is important to be clear just what the FS/T wants. First, 

there is the distinction between what is published and what is 

negotiated in private and agreed with Cabinet colleagues. The 

FS /T 's proposal implies continuing with a review covering the 

(C) 
(L) 

full quinquennium much as now but is quite consiste~with its being 

dropped. I would strongly urge that some kind of internal review 
---~--- -- ---

be continued to cover years 3- 5. Without "i t - there will surely be ... ~ 

grave problems of control in later years, of just the kind experienced 

in Pre -Plowden days. 

Second, there is surely nothing to be lost from publishing some 

broad totals for Fyears 3- 5, at least down to the level of the major 
- - -=> 

p rogrammes, even if the final stage of disaggregation is abandoned 

a s being -meaninglessly precise. It must surely make both for more 

effective control of the colleagues and for wider public under ­

standing of the changes in public attitudes now required, the latter 

particularly in circumstances such as those which face us now. To 

put it another way, I cannot see any hope of explaining to people 

the consequences of the low growth "worst case !! in the medium term 

without a few broad figures for ceilings for expenditure over the 

relevant period. 

1 



Third, one must ask oneself how well a curtailment of the 

per i od covered by the PEWP fits in with the concept of the 

published medium- term stabilisation plan. To the naive observer -

and to many experienced ones too - a continuing commitment to the - -- -
effective control of expenditure is need e d to buttress the PSBR/ 
'- - --~-- -- ) 

M3 targets/framework/guidelines. For a new Government to drop 
""- ----trom the PEWP the broader brush figures for years 3- 5 (recommended 

for retention above) would be rather odd. Would it not be an 

essential part of such a framework of objectives? 

Fourth, is there not somethi ng to be sai d for covering years 3- 5 
in proper detail at least once early on during this Parliament to 

indicate major changes of direction within programmes? 

ADAM RIDLEY 
30 July 1979 
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(~.yU~'-~~ 
CHANCELLOR OF THE EXCHEQUER cc r1inister of State (C) 

, t Minister of State (L) 
f~ 1 Sir L Airey 

A ~ ~ Sir F Atkinson 
"'VV'" Sir K Couzens 

~ ~ "'"' n A . ~ ~ . .AA V Sir A Rawlinson 
f>-v'Y Mr Bailey 

~ ~~. r ~ ~ I t.J Mr Unwin 
1 ~..vt". AIr' f -t A·1t Mr Cardona 
~ .. ,-, • ~.JI ~ r>1 1'~ Mr Byatt 

y-rrrv-- fA.- ~ ~ ~ (\) Miss M P Brown 

ETC A -. t S of '\ r1r FER But ler AUTUMN WHITE PAPER, TIMETABLES .~~ 
--------------------~-----------------

Sir D Wass and the FS/T here already commented to you (on 

July the 27th and 30th respectively) on Mr Unwin's paper of 

July 27th, so the following comments are offered in reaction to 

all three minutes. 

The fundamental choice 

2. Like the FS/T I have, as you know, always felt that longer 

run expenditure decisions should be presented against the context 

of their economic justification. However unl ike him, my first 

preference would not be for attempting to do so in the early Autumn 

as he suggests. The best course of action seems to me to be variant 

(c) as outlined in paragraph 15 of r1r Unwin's paper, whose first 

stage is an early, but restricted announcement to Parliament of 

1980/81 decisions, followed some weeks later by a considered 

White Paper. My reasons are as follows. 

3. The general pattern of economies proposed for 1980/81 is 

already entering public consciousness through leaks. Much more 

will do so before long when the guidance to Local Authorities has 

been undertaken. A formal statement to Parliament and the 

accompanying detail will necessarily provoke some hysteria whatever 

the circumstances. But most of it will be fairly synthetic, and 

1 
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almost all of it unavoidable. The problem that some of the 

figures will be provisional and subject to later revision 

(Mr Unwin's paragraph 15) is surely not insuperable. The 

figures could he presented in that light and the revised ones 

published later in the full PEWP. 

4. I fear that it would not be possible to prepare the kind 

of really full White Paper which is required in time to meet a 

late October publication date, albeit while doubting whether the 

timetable need be quite as slow as Mr Unwin 's minute suggests 

(there is a case for looking very carefully at it to see if it 

cannot be speeded up). This is because 
-

(a) The document ought at least to include firm outline 

figures for expenditure in the later years, for the reasons 

set out in my minute on the coverage of the PEWP of 

July 30th. Since it seems very unlikely that firm decisions 

can be reached about them so early on, an early date becomes 

impractical unless the PEWP is only to cover years I and 2. 

(b) I would not go as far as the FS/T, and would want to 

use some MTA figures as one element in the economic 

analysis. 

(c) Your own plans are difficult to fit in with this 

timetable, given the Party Conference, your absence in 

the latter part of September, and the need to allow, say, 

a full week between completing the draft (by October 15th?) 

and pUblication (October 22nd?). 

(d) I suspect that the analytical work which ought to 

be done before one can be really confident that the 

medium-term objectives are well founded could well be 

pretty complex, and would merit something of an iterative 

dialogue between yourself and your colleagues} and those 

doing the background work and drafting. 

2 
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(e) The case for . tying in the Bray amendment 

projection and the foIling-forward of the monetary 

target is very strong, though not of course overwhelming. 

But neither could be dealt with in an October White Paper. 

5. Comparing my views with the FS/T's suggests to me that both 

he and I ought to commit to paper a slightly clearer indication 

of what we imagine the new PEWP should tackle and how. I suspect 

our objectives are very similar, but the means we might choose are 

rather different. 

6. Lurking in the background are differences of view both about 

the MTA, and how one might present public expenditure decisions or 

aspirations in the longer-run. The issue of the vices and virtues 

of the MTA and similar devices is too big a topic for di~cussion 

in this note. Suffice it to say at this point that at the very 

least I would not discard its output as a way of building up our 

worst case. I do not see how a Treasury can confidently plan and 

control expenditure or educate the public without any illustrative 

figuring to hand. 

MTA is and does. 

There are undoubtedly shortcomings in what the 

But the best way to deal with that problem is by 

\ih:clu~ding other proj ections as well which, whatever their defects, . 
g o some way to making good the weaknesses of the MTA. The MTA 

report has gone a little way down this route with its variants 

already, and there is nothing in principle to prevent one from 

developing that kind of alternative view further. [The "angst" 

one faces when offered more than one variant springs, I su~pect, 

from recent experience, in which all variants were grotesquely 

over-optimistic, and the one taken to justify spending plans was 

often at the absurder end of the spectrum. We, however, are 

proposing the opposite.] 

7. All this said, the FS/T's proposal is obviously not to be 

ruled out of court7 It would certainly be possible to write 

something which justified holding expenditure constant for a long 

3 
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time ahead, outlined a~ approach to monetary targets in the 

longer- term (and the PSBR or PSp) and perhaps say something 

about tax policy. But I fear it would be a rather limited 

document, and suitably scarcely easier to defend before the 

new Select Committee than one based on the MTA. After all a 

great deal of it would consist of declarations of faith and 

intent. While it might turn out, after sketching out such a 

document, that it had a certain intangible quality which both 

lent it conviction and rendered it immune from criticism, I 

should need to have looked much more carefully at a skeleton or 

draft before I could be convinced! 

8. Finally a few practical points, some of which have been 

made already: 

PS 

(1) The case for expediting further expenditure decisions 

in Cabinet is strong (cf Mr Unwin's paragraph 4). 

(2) The timetable constraints ident ified by Mr Unvvin for 

the normal MTA exercise merit probing. Does it really 

need to take so much time? Do .DHSS need 3 weeks to 

re-calculate their Social Security figures? 

(3 ) 
Some preliminary sketching out of the coverage of the 

White Paper should be undertaken by enthusiasts for it 

such as the FS/T and myself. 

ADAM RIDLEY 
31 July 1979 

In the interests of economy I am not sending this to all recipients 

of earlier correspondence on this subject! 
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NOTE FOR THE RECORg 

CRANCELLOR'SMORNINGMEETING 31ST JULy 1979 

Present: Chancellor/' 
Chief Secretary 
Minister of State (L) 
Mr. Cardona 
Mr. Cropper 
Mr. Ridley 

Lambeth H~lth Authority 

1. Ministers should look for ways of backing up the Secretary of 
State for Social Services in correcting the misleading impression 
given by the Authority. 

National Savings 

2. The Chancellor would discuss with officials the possibility 
of making a statement denying the Government's intention to close 
down any of the major National Savings services. 

CTT 

3. The Minister of State (Lords) sought guidance on the minimum 
figure it would be reasonable to aim at as the yield of a reformed 
Capital Transfer Tax. The Chancellor felt that this question had 

to be seen in the context of the planned yield from capital taxes as 
a whole, but he felt £150-£200 million was the minimum yield that 
should be budgeted for and the Chief Secretary endorsed this. 

4. It was felt that there would be no time for a formal round of 
conSUltation on OTT reform given the intention of legislating in 
April 1980, but that the Inland Revenue should be encouraged to put 

informal enquiries to certain of the representative and professional 

bodies. 

Tax Exiles 

5. Mr. Cropper was asked to seek information on returning tax 

exiles, eg from the CBI. 
/Tax Consultations 
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6. Mr. Cropper would speak to Private Secretary,Inland Revenue, to 
enquire whether all the necessary guidance had been given in order 
that the requisite "Green" or Consultative Papers relating to topics 
for 1980 legislation might be prepared ready for submission to 
Ministers in September. 

Cuts in Civil S~ice Ex~nditure 

7. The Minister of State (Lords) would represent the Treasury 
on the Lord President's exercise identifying options for further 
cuts in administrative expenditure. The first meeting would be on 

13th September. 

Public Attitude.!LQ.n P§:.! 

8. Financial Secretary would represent the Treasury on the new 

committee that had been set up to publicise the Government's 
philosophy on pay determination. This committee was intended by 
the Prime Minister to be led by the Treasury; its members would 
include the Paymaster General and Mr. Henry James. 

COP 

9. Ministers discussed the Inland Revenue minute of 27th July 
setting out progress on plans for computerisation of FAYE and 
putting forward names of advisory consultants. Advice on how to 
react to the submission would be sought from Mr. Hoskyns and others. 
Mr. Ridley undertook to suggest further names. 

Meeti~to Review Economi£ Economic Position 

11. It was important that these meetings, with officials, should 

if possible be held before departure of the Chief Secretary. 

Ci rcu la t i 0!l: Tho se pre sent 
Financial Secretary 
Minister of State tC) 
Mr. Battishill 
Sir Douglas Wass 
Sir Anthony Rawlinson 
Sir Lawrence Airey 
Sir Kenneth Couzens 

~ 
(PETER CROPPER) 

31 st JulYL 1979. 

Sir Fred Atkinson 



CHANCELLOR OF THE EXCHEQUER 
J 

IMMIGRATION POLICY AND SEX DISCRIMIN~TION 

You asked for the papers on this. I understand from Home Office 

officials that Mr Whi telaw ·was given a substantial paper last 

weekend for his approval, but that he does not appear to have 

finished considering it. The CRD desk officer is on leave so 

I can learn nothing from him. As soon as papers become available .. 
I shall be able to forward them to you. 

GEORGE CARDONA 

11 ~ I f 1 , 
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Chancellor of the Exchequer 

MICRO-ECONOMIC ADVICE 

- l3 
(4 .... 7 

cc Chief Secretary 
Minister ·of State (L) 
Mr Ridley 
Mr Cropper 
Mr Cardona 

I have seen Peter Cropper's note of 13 September. 

in agreement with his analysis. 

I am much 

PETER REES . 
3 October 1979 
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CHANCELLOR 

CONFIDENTIAL 140 

cc Chief Secretary 
Financial Secretary 
Minister of State (C) 
Minister of State (L) 
Mr Ridley 
Mr Cardona 

MICRO-ECONOMIC ADVICE 

1. You have asked for comments on the Wass/Byatt papers on 

Micro-Economic Advice. In case it arises at the 5.15 pm Ministers' 
meeting tonight, herewith a few notes. I shall have to leave the 

meeting early to go and hear the Stock vAchange lecture on the 

French experiment in t~~ encouragement of investors. 

2. You mayor may not wish me to copy these notes to Sir Douglas. 

et:ROPPER 
13th September 1979 
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MICRO-ECONOMIC ADVICE 

Comments on the papers by 
Sir Douglas Wass and Mr Byatt 

1. I can see plenty of good reasons for increasing still further 

the amount of economic work done inside Government, and of micro­
economic work in particular. But before addressing ourselves to that, 

I suggest we need to look at the broader balance of our establishments. 

2. I do not lack for understanding of what applied economists can 
do. I was one myself and, as membership secretary of the Business 

Economists Group for most of its first ten years, I can take some 

credit for the growth of the profession. But 63 economists in the 

Treasury and 398 in the GES as a whole is an awful lot of economists, 

and I think we ought to apply a bit of marginal analysis to these 

figures themselves. Compare, for example, the marginal utility of 

one fewer economist giving advice and one extra person on the 
Chancellor's private office and its environs. Or indeed, 20 and 20. 

3. Our problem is not shortage of advice. It is shortage of time 
and resources for considering and acting on that advice. On the 

strength of my admittedly brief experience in Government, my 
overwhelming impression is of a small and grossly overloaded decision- , 

making summit sitting atop a vast and smooth-running civil service 
machine. Ministers, the ultimate decision-takers, are swamped, 

deluged with work of every conceivable variety. They can barely pick 

and choose between the policy papers before rushing back to the next 
heap of letters to sign, the next speech draft, the next constituency 

or party engagement, the next staff side meeting or pressure group 

conference. 

L~. The private office (using the term in a very broad sense) would 

be transformed by the in,jection of twenty good economists, who would 

write speeches, invent jokes, augment the two private secretaries, 
assess and pre-digest policy papers for Ministers, liaise with the 

media, etc, etc. All the things, readers will no doubt remark, that 

Special Advisers are meant to do. 

1 
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5. It may be that I should not be applying my marginal analysis to 

economists. Maybe I should be questioning the balance between the 
size of the private office and the size of the government corps of 

ratcatchers. But I have a special reason for raising this issue in 

the present context because:-

i. Economists are versatile characters and can therefore be 

regarded as particularly eligible for a marginal switch from 

back room analysis to a place at the political coalface. (By 

politics I mean the interface between the governors and the 

governed; Party politics are only a small part of this.) 

ii. It is in any case frustrating to economists if they feel 
that the products of all their hard work are barely looked at 

by the decision makers as they rush from one meeting to the 

next - if indeed they are seen at all. 

6. In. my own field of taxation, to which Sir Douglas and Mr Byatt 

refer particularly, I would certainly apply the above arguments. 

There is good work being done by the Institute fo~ Fiscal Studies, 

Bath University, York - and all the Brookings and similar work in 

the USA, much of which is applicable to countries in general not just 

the States. The problem is not one of scarcity; it is largely a 

problem of finding the right people to read the stuff and the right 

format in which it can (after digestion and assessment) be fed into 

the top decision making process. 

7. I suppose what I am saying is that we need a complete re-think 
of the relationship between politics and administration (again 

meaning politics in its broadest sense, not just in the Party sense). 

And, more particularly, of the allocation of scarce resources between 

political and administrative functions. 

13th September 1979 



CHANCELLOR OF THE EXCHEQUER 

MICRO~ECONOMIC ADVICE 

Chief Secretary 
Minister of State C 
Minister of State L 
Mr Ridley 
Mr Cardona 

I have seen Peter Cropper's note of 13 September. 

Not surprisingly, Mr Cropper has hit a most important nail 

bang ,on the head. 

NIGEL LAWSON 

13 September 1979 



) 

CHANCELLOR 

PARAGRAPHS 12 and 16 OF ANNEX 2 

I gather that the run of assumed exchange rates 

in paragraph 12 derived from information which the 

Bank of England gave to Rolls Royce in July. The 

Treasury first heard of them when they were quoted at 

a meeting of officials in August. Given their provenance 

those concerned saw no reason to take issue with the 

figures. 

2. Mr. Hancock's present view is that there is quite 

a good chance that the dollar will strengthen next year 

and an equally good one that it will then fall back again. 

3. But he is mainly concerned to ensure that important 

financial decisions do not depend critically on any central 

estimate of the rate over the next five years, given the 

known difficulty of making any very sound predictions in 

this field. Rather, his approach would be that decisions 

should be tested against a range of plausible exchange rate 

movements, showing worst and best cases. Because of dollar 

pricing, the worst case for Rolls Royce would be one in which 

sterling either continued to appreciate or at least did not 

depreciate against the dollar. Over a five year span the 

first seems pretty unlikely, but the second can by no means 

be dismissed as implausible. Our advice, therefore, would 

be to test the cash flow requirement for Rolls Royce against 

an assumption of an unchanged $2.10 throughout the period. 

A. M.~TISHILL 
8th October 1979 



(i) a reduction in the number of additional staff posts for 
the Commission to 183 (including 41 temporary) from the 717 
(inclu.ding 100 temporary) requested; also a reduction to 151 
from 200 in the number of temporary staff attributable to Greek 
Accession; 

(ii) reductions of 180 MEUA in commitment appropriations 
and 85 MEUA in payment appropriations for the industrial and 
energy sectors; reductions of 58.8 MEUA in commitment 
appropriations and 31.9 MEUA in payment- appropriations for the 
research and investment sector; moreover, several items with 
token entries in the Preliminary Draft Budget were deleted as no 
proposals from the Commission had yet been received by the 
Council; 

(iii) reductions in commitment appropriations for the Social 
Fund from 1000 MEUA to 826 MEUA and in payment appropriations 

from 550 MEUA to 350 MEUA; 

(iv) reductions in commitment appropriations for the Regional 
Development Fund from 1200 MEUA to 850 MEUA and in payment 
appropriations from 610 MEUA to 527 MEUA; 

(v) transfer back to Title 6 (EAGGF Guarantee Section) of 
provision for food aid refunds and ACP sugar included in Title 9 
in the Preliminary Draft Budget; 

(vi) deletion of the overall operational reserve included 
by the Commission in Title 10. 

Further details of changes agreed by the Council can be found in 
Volume 7 of the Draft Budget. 

16 . The Council also decided that the presentation in the Draft 
Budget of borrowing and lending operations should accord with the 
Financial Hegulation of 21 .December 1977 and appear as an annex to 

the Commission Section. ~~ 



ANNEX A 

THE COMMUNITY BUDGET - BACKGROUND NOTE 

The following paragraphs outline the procedures which apply to the 
adoption of the Budget of the European Communities. 

2. Under Article 203 of the Treaty of Rome, as amended by the 
Treaty of 22 July 1975, each Community Institution i~ required to 
forward to the Commission by 1 July each year estimates of its 
expenditure in the following year. The Commission then consolidates 
these along with the estimates of its own expenditure and forwards 
the consolidated Preliminary Draft ("avant-projet") Budget (PDB) to 
the Council by 1 September. 

3. The general sequence of events provided for in the Treaty is 
then as follows:-

i. The Council refers the PDB for examination to .the 
'Budget Committee (comprising officials of the Member States 
and the Commission). Unresolved matters are then discussed 
in the more senior Committee of Permanent Representatives. 

ii. A meeting of the Council of Ministers, normally 
attended by Ministers from Finance Departments, takes place, 
and, acting by a qualified majority (see below), "establishes" 
(ie approves) the Draft Budget, which is then forwarded to the 
European Parliament by 5 October. 

iii. The Parliament may, acting by a majority of the votes 
cast, propose modifications to items in the Draft Budget 
"relating to expenditure necessarily resulting from this 
Treaty (Of Rome7 or from acts adopted in accordance therewith" . 
In addition, the Parliament may, acting by a majority of its 
members, make amendments to the Draft Budget in respect of 
"e'xpenditure other than that necessarily resulting from this 
Treaty [Of R9me7 or f -rom acts adopted in accordance therewith"c> 
The Parliament has 45 days in which to complete its deliberations. 



iv . The Counci l , acting by a qualified majority, then 
rejects, accepts or alters the Parliament's modifications; and 
may propose changes i n the Parliament ' s amendments. The 
Council has 15 days in which to do this . 

v. If the Council seeks to 'modify the Parliament's 
amendments, the Budget is returned once more to the Parliament . 
Within 15 days the Parliament then has to decide, by a majority 
of its membership and a three-fifths majorit:y of the votes cast, 
on the Council's proposed modifications . 

vi . The President of the Parliament then declares the 
Budget finally adopted . However , the Parliament may, if there 
are important reasons, reject the Draft Budget and ask fo:J:' a 
new draft to be submitted to it. 

4 . By informal agreement of the Institutions, the timetable has 
been advanced in recent years in order to provide more time for 
consideration at each of the various stages. However, because of 
the postponement of the First Budget Council from 23 July to 
11 September, the timetable this year has had 'to be further modified 
and at present can only be roughly estimated as follows: 

i. 

ii . 

Commission PDB to Council 

Budget Council meeting of Ministers to 
establish Draft Budget 

iii .. Proposed modifications and amendments 
to the Draft Budget to be forwarded by 

15 June 

11 September 

the European Parliament to the Council (17 November) 

iv. Budget Council meeting of Ministers to 
decide on the Parliament's proposed 
modifications and amendments 

v . Further consideration and adoption ' of 
Draft Budget by the Parliament 

(23 , November) , 

14 December 



" ", 

5. The Council acts in relation to the Budget by a qualified 
majority . Under Article 148 of the Treaty, as amended, member 
States have the following votes: 

Belgium ' 5 
Denmark 3 
France 10 
Germany 10 
Ireland 3 
Italy 10 
Luxembourg 2 
Netherlands 5 
United Kingdom 10 Total 58 

Forty-one votes cast by at least six Member States constitute a 
qualified majority. 

6. The Budget of each Institution is divided into Titl~s, 
Chapters, Articles and finally into Items. These are numbered in 
a decimal system; thus item 1140 is part of Article 114 of Chapter 
11 in Tit 1 e 1. ' 





BUDGETARY POWERS OF THE EURO.PEAN PARLIA~'IEN11 AND THE COUNCIL 

Article 203 of the 'l'reaty of Rome, as amended by the Treaty of 
22 July 1975 , gives the European Parl lament two s et s of pO~Jers 

over Community Budget expenditure: 

i . A power to propose modifications t o t h e Draft Budget 
appropriations relating to expenditure "neces sarily resulting 
from this Treaty or from Acts adopted i n a ccordance therewith" 
(ie . ob l igatory expendi ture *) . Such proposal s 1'or modlfications 
are subject to an overriding veto of t he Counci l of Ministers, 
acting by qualified majority. Where a modi.f i catlon would 
increase overall expenditure it is not lncluded in the Budget 
unless the Council approves it, acting by qualified majority. 
Where a modification would not increase overall expenditure, 
it is included in the Budget unless rejected by the Council, 
acting by qualified majority. 

ii . A power to make amendments to the Draft Budget 
appropriations relating to expenditure "other than that 

necessarily resulting from this 'I1r eat y or fr om Acts adopted 
in accordance therewith'!. (ie . non- obligatory exp enditure* ) . 
The Council has a power to alter t he Parliament 's amendments 
but this power is subject to a f urther overriding po-wer of 
the Parliament to reject by a majority of i ts members and 
three- fifths of the votes cast, the Council' s suggestions . 

2 . The two categories of expenditure refer red to at (i) and (ii) 
above are not defined in the Treaties. The Council of Ministers 

and the Parliament therefore had to agree during their consideration 
of the 1975 Community Budget on how the distinction between the two 

categories of expenditure should be drawn . Agreement was reached 
on the basis of a working classification prepared by t he Commission ; 

* The terms "obligatory" and "non- obligatory " expenditure are used 
for convenience; they do not appear in the Treaty . (The terms 
"compulsory" and "non-.compulsory" are also used) . 



under this, expenditure for programmes laid down by the Treaties 
(eg. the EAGGF) or arising from firm international agreements (eg. 
aid) were classified as obligatory while all other expenditure (eg. 
staff pay, administration, research and the Social Fund) were 
classified as non-obligatory. Agreement on the principles has not 
yet been reached but it has proved possible in practice for the 
Budget to be considered and adopted without formal agreement. 

THE l'1AXIMUM RATE 

3. Article 203(9) of the Treaty of Rome, as amended by the Treaty 
of 22 July 1975, provides for a limit to be set each year on the 
increase in the total appropriations for non-obligatory expenditure 
compared to the previous year. Although there is no reference in 
the Treaties to separate commitment and payment appropriations, the 
Council and the European Parliament have agreed informally that the 
maximum rate should be applied separately to each total. The first 
.stage in this procedure involves the calculation of the maximum rate 
by the Commission on the basis of trends in the preceding year of 
Member States' real GNP, public expenditure and cost of living 
indices. In accordance with this procedure, the Commission declared 
a maximum rate of 13.3% for the 1980 Budget. The Council and the 
Parliament hold differing interpretations of the provisions governing 
the precise operation of the maximum rate, but in general terms their 
effect is as follows: 

i. If at any stage of the budgetary procedure the 
Parliament, Councilor Commission considers that non-obligatory 
expenditure should be increased beyond the limit allowed by the 
maximum rate calculated by the Commission, a higher rate may be 
fixed by agreement between the Council, acting by a qualified 
m'ajority, and the Parliament, acting by a majority of its 
members and 3-5ths of the votes cast. In the absence of such 
an agreement, the maximum rate limits the increase in non-obligamry 
appropriations in the following way. 

ii. If the rate of increase in non-Obligatory expenditure 
in the Draft Budget (ie. that established by the Council of 
Ministers and sent to the Parliament) is less t ·han half of the 
maximum rate, then the Parliament may increase the total of 
non-obligatory expenditure up to the maximum rate. 



iii. If the rate of increase of non-obligatory expenditure 
in the Draft Budget is more than half of the maximum rate, the 
Parliament can further increase the total of, non-obligatory 
expenditure by an amount not exceeding half the maximum rate, 
(eg. if the Commission declared a maximum rate of increase of 
10%, and the Council's Draft Budget provided for an increase 
in non-obligatory expenditure of 6% compared to last year, 
the Parliament could put forward amendments ~dding a further 
increase of 5%, making an increase of 11% in all). 

4. For non-obligatory expenditure, the Draft Budget provides for 
an increase of 145,988,426 EUA (4.84%) in commitment appropriations 
for non-obligatory exPenditure, 'but a decrease in payment 
appropriations of 37,819,529 EUA (-1.67%). As a result, the margin 
of manoeuvre available to the Parliament is 255,254,262 EUA on 
commitments and 338,925,181 EUA on payments. 

5. At the 570th meeting of the Council of Ministers (Budgets) in 
Brussels on 22 March 1979 the Council had a thorough exchange of 
views on the internal procedure it was to follow when considering 
the Draft Budget and when fixing the Maximum Rate. At the close of 
the discussion eight delegations undertook to apply the following 
in connection with the budgetary procedure:-

(a) If the Draft Budget as established by the Council after 
its first reading exceeds the maximum rate, the Council will 
vote on the new rate thereby produced before forwarding the 
draft to the European Parliament. 

(b) During its discussion on the amended Draft Budget, the 
Council will make a preliminary examination of all amendments. 
At the end of this examination it will vote on the amendments 
which it has ascertained it is able to reject. 

If the total of the unrejected amendments would 
involve exceeding the maximum rate established, the Council 
will examine whether there is a qualified majority among its 
members in favour of increasing that rate accordingly, having 
regard, where appropriate, to the 4th subparagraph of Article 
203(9). 



If the rate which it chooses is incompatible with the 
, total of the unrej ected amendments, the Council will., by 
determining its priorities, where possible, among these 
amendments, endeavour to reconcile its positions on the 
individual amendments with the maximum rate on which it can 
agree. 

In this endeavour, · the Council will take account of 
the need for the Community to playa supporting role, as 
part of increased solidarity, in order to achieve better 
convergence and a harmonious development of the economies. 

• .. . ~> , 

Within the 15-day period laid down in Article 203(5) 
of the Treaty, the Council will reject or modify those 
amendments which it cannot bring within the limits of the 
maximum rate on which it agrees at the end of the examination, 
where necessary and. as a last resort by making a proportional 
reduction in each of the amendments still under discussion • 

. (c) If the maximum rate which the Council has chosen 
exceeds the maximum rate established, the Council will propose 
this new rate to the European Parliament, thus initiating the 
procedure provided for in the last subparagraph of Article 

203(9) • 
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(Not included in the document 
series) 

EXPLANATORY MEMORANDUM ON THE DRAFT OF 'liRE GENERAL BUDGET OF THE 
EUROPEAN COMMUNITIES FOR 1980 

Submitted by H.Me Trea sury ,,<t October 1979 

SUBJECT MATTER 

Thi s explanatory memorandllID concerns the Draft Budget of the 
European Communities for 1980. It reflects the changes agreed by 
the Council of Ministers to the proposals submitted by the 
Commission in the Preliminary Draft Budget for 1980. An explanatory 
memorandum on that document (7633/79) was provided on 27 June. 

2. The Draft Budget consists of seven volumes:-

Volume 1: Statement of the estimated revenue of the European 
Communities together with a summary of the 
expenditure of each of the Community Institutions 
(the Council, the European Parliament, the Commission 

"and the Court of Justice) and the Court of Auditors. 

Volume 2: Draft Budget of the European Parliament. 

Volume 3: Draft Budget of the Council of Ministers, including 
the Economic and Social Committee. 

Volume 4: Draft Budget of the Commission, including the Office 
for Official Publications. 

Volume 5: Draft Budget of the Court of Justice. 

Volume 6: Draft Budget of the Court of Auditors. 

Volume 7: Explanatory Memorandum of the Council on the Draft 
Budget. 

3. The Draft Budget ~as been established in European Units of 
Account (EUA). The EUA is made up of a basket of national currencies 



and its value, in relation to national currency, is calculated each 
day. It thus accurately reflects the value of national currencies 
in r elation to one another. In preparing the estimates for 1980 the 
value of the EUA at 1 February 1979 has been used. The conversion 
rate in relation to Sterling is therefore £1 = 1 .4813 EUA. 

4. The appropriations included in the Draft Budget cover both 
commitments and payments . Commitment appropriations lay down the 
limit within which action may be undertaken during a year; payment 
appropriations lay down the limit on expenditure which may occur 
during the year. Where it i s expected that actions initiated during 
the year cannot be completed within that year (eg Social Fund, 
Regional Development Fund, EAGGF Guidance Section), the budget 
appropriation is divided between separate commitment appropriations 
and payment appropriations. Where action can be completed within 
the year (eg staff pay, administrative expenditure, EAGGF Guarantee 
Section) the appropriation is not divided but serves as the limit on 
both commitments and payments. 

TIMETABLE 

5. The Draft Budget will be dis~ussed by the European Parliament 
in the week commencing 5 November. Any amendments and proposed 
modifications which it adopts will then be forwarded to the Council, 
which is expected to decide on them at a Second Budget Council on 
23 November . Its decisions will then be communicated to the 
Parliament , which, in the week commencing 10 December, will decide 
what action to take on the changes proposed by the Counci l to its 
amendments.. When this procedure has been completed, the European 
Parliament finally adopts, or rejects, the Budget. (Background · 
material on the Community Budget and on the European Parliament's 
powers in relation to it is given in Annexes A and B. ) 

MINISTERIAL RESPONSIBILITY 

6. Treasury Ministers are responsible for the Community Budget 
generally, but other Ministers are concerned with the parts of the 
Budget which concern their own departmental interests. 



(1) 

IMPACT ON UK LAW 

7& The Community Budget does not affect UK law. 

POLICY IMPLICATIONS 

8. The Draft Budget reflects the decisions taken by the Council 
of Ministers (Budgets) on 11/12 September and will now be considered 
by the European Parliament. The Council will then · c.onsider the 
European Parliament's proposed modific~tions ~nd amendments which 
are likely to be available in early Novembera 

9. Total expenditure of 14,907,479,241 European Units of Account 
is proposed in the Draft Budget for 1980. A comparison between the 
expenditures ' in the Community Budget as agreed for 1979, and as 
proposed in the 1980 Preliminary Draft and Draft Budgets, analysed 
between the various Sections of the Budget is as follows: 

EUA 

1222 Budget(1) 1280 Preliminar~ 1980 DrAft 
Draft Budget Budget 

Council of Ministers 102,807,700 108,613,649 108,613,649 
European Parliament 144,190,700 167,880,232 167,880,232 
Commission 13,436,420,670 15,988,249,650 14,596,318,600 
Court of Justice 19,576,220 23,917,810 21,627,470 
Court of Auditors 12,718,580 15,443,090 13,039,290 

Total 13,715,713,870 16,304,104,431 14,907,479,241 

The total of commitment appropriations provided for in the Draft Budget 
is 15,981,327,241 EUA, made up as follows: 

1922 Budget(1) 1280 Preliminar~ 1280 Draft 
Draft Budget Budget 

Council of Ministers 102,807,700 108,613,649 108,613,649 
European Parliament 144,190,700 167,880,232 167,880,232 
Commission 14,417,740,715 17,616,695,650 15,670,166,600 
Court of Justice 19,576,220 23,917,810 21,627,470 
Court of Auditors 12,718,580 15,443.,090 13,039,290 

Total 14,697,033,915 17,932,550,431 15,981~327,241 

including Supplementary Budgets Nos 1 and 2 for 1979. 
~ 



10 . The Budgets of the Council, European Parliament, Court of 
Justice and Court of Auditors are almost entirely for their 
administrative and running expenses. The main Community policies (eg. 
the CAP, the Social Fund, the Regional Development Fund, Aid, etc) are 
included in the Commission's Budget, which accounts for some 98% of the 
expenditure and commitments provided for in the Draft Budgeto 

11 • Some 176 r1EUA of the expenditure proposed in the Draft Budget 
would be financed from various miscellaneous receipts etc. The 
remainder, 14,731 MEUA would be financed by Membe~ States in accord­
ance with the Council Decision of 21 April 1970 (the "Own Resources 
Decision"). 

12. The revenue section of the 1980 Draft Budget has been prepared 
on the basis that VAT own resources, as provided for in the Own 
Resources Decision, will i"orm part of Budget revenue and will be 
contributed by all Member States. The Sixth VAT Directive, laying 
down the harmonised base from which VAT own resources are calculated, 
was adopted by the Council on 17 May 1977. It is estimated that the 
percentage of the harmonised base required to finance the 1980 Draft 
Budget is 0.74. 

13. The UK's share of gross contributions to the 1980 Community 
Budget is estimated at 3063 MEUA (20.8%). At the rate of conversion 
used in preparing the estimate, this would amount to £2068 million. 
Since, under the full own resources system, Member States have no 
obligation to finance a specific share of the Community Budget, the 
actual UK gross contribution to the 1980 Community Budget will depend 
on the volume of own resources actually established. The UK's gross 
contribution to the Budget will be :partially offset by receipts 
from the Budget. 

14. The commitments and payments provisions proposed by the 
Commission for its section of the Preliminary Draft Budget, and the 
provision agreed by the Council, compared with the 1979 Budget 
provision are as shown on the table overleaf. 

main 
15. The Council agreed the followingLchanges to the proposals put 
forward by the Commission in the Preliminary Draft Budget:-
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BREAKDOWN OF EXPmDITURE PROVISIONS - smTION 3 (COMMISSIOO) ONLY 

Million European Units of Account 

1979 
including Supplementary Budgets Nos 1 and 2 
Commitment P~ent 
appropriati ons appropriations 

Administrative and other expenditure (salari es, 
allowances etc, buildings and equipment, surveys, 551 551 
publications information, etc) 

Repayments to member States for the cost of 692 692 collecting on resources 

Miscellaneous expenditure in Title 3 (certain 
social and environmental expenditure, ·38 44 agricultural expenditure, scientific expenditure, 
etc) 

Industrial and energy policies 79 54 

Research and investment 235 217 

European schools 30 30 

Social Fund 695 502 

Regional Development Fund 945 499 

·EAGGF - Guarantee Section 9,602 9,602 

·EAGGF - Guidance and Fisheries Section 643 453 

I Food and other aid 310 306 

Aid to non-associates 116 67 

Co-operation with non-member states 195 129 

other (eg. Provisional Appropriations and 
Contingency Reserves) 287 290 

14,418 13,436 

1900 Draft Budget figures take account of the First Letter of Amendment. 

1980 
Preliminary Draft Budget 

Commitment P~ment 
appropriations appropriations 

641 641 

733 733 

36 38 

271 161 

368 307 

34 34 

1,000 550 

1,200 610 

10,442 10,442 

554 419 

8521 85r1 

147 27 

221 182 

1,118 974 

17,617 15,988 

I 1980 PDB figures included provision for Food Aid Refunds and ACP sugar, which the Budget Council on 11 September 
put back into the EAGGF Guarantee Section. 

r; 

1980 
Draft Budget 

Commitment Payment 
appropriations . appropriations 

582 

738 

26 

91 

309 

34 

826 

850 

10,854· 

477· 

305 

116 

178 

284 

15,670 

582 

738 

51 

76 

275 

34 

350 

527 

10,854* 

359* 

· 304 

25 

158 

293 

14,596 

.~ 

~~ 
~ . 

".t. 



CONFIDENTIAL 

keep it fa~~ approximate and broad brush, and urge anyone who 

wants to go further [eg a tenacious questioner on the new Select 

Committee] to experiment with the Treasury model himself. To 

include the VAT figure in the text would make it more difficult 

to stick to such a line. For various reasons the range of 

possible VAT figures is far wider (from 8% to 26%). The further 

one is drawn in to discussingit, the greater are both the risk of 

being drawn into a morass of alternative forecasts and the 

pressure to undertake and make public a series of model runs which 

we would all rather avoid. I therefore recommend that no reference$ 

to VAT should be used in the White Paper, though of course they should 

be drawn on in presentation and debate. 

4. As a postscript I should mention that in this rather fascinating 

hypothetical world, to implement Labour's published plans for 80/81 
in today's circumstances would cost more than £4 billion, ceteris 

paribus, because of subsequent developments, particularly in costs, 

prices and threatened cash limit overruns. I shall try to return 

to this if possible before the White Paper is published. 

ADAM RIDLEY 

24 October 1979 

- 2 -

CONFIDENTIAL 



CONFIDENTIAL 

CHANCELLOR o LA. /' 
cc Chief Secr e tary 

Financial Secretary 
Minister of State (C) 
Minister of State (L) 
Mr Cassell 
Mr Unwin 
Miss Peirson 
Mr Cropper 
Mr Cardona 

PUBLIC EXPENDITURE BRIEFING : TAX I MPLICATIONS 

You asked me to advise on what might be said about the tax 

implications of the previous administration's expenditure plans 

in the White Paper, in the light of Mr Cassell's advice to me 

in his minute of October 23rd. 

2 . After consultation with Miss Peirson and Mr Cassell I would 

propose insertingin paragraph 7 of the draft a new p enultimate 

sentence : 

" To raise an extra £4 billion or so in additional 

revenu~requir~ an increase of about 8p in the basic 

rate of income tax. " 

to which you could add 

" or around 10% or more on the VAT rate. " 

3. You should know that Mr Cassell is still anxious that such 

a formulation could provoke a sequence of questions from a 

Select Committee seeking to see Treasury model simulations of 

the effects of the previous Government plan , not only on taxes 

but also on the PSBR , inflation rate etc. Your earlier judgement 

that the Select Committee would not be provided with answers to 

requests for information requiring new model runs provides a 

defence against such requests. But it will not do ' so unless we 

stick to such a timeless statement of a " ready reckoner " kind, 

- 1 -
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CHANCELLOR 

EEC BUDGET 

SECRET AND PERSONAL 

Chief secretary 
Sir K Couzens 

I have read the limited circulation annex to the OD minutes 

on negotiating tactics on the Community Budget. I am sorry 

that your sensible proposal was not accepted by colleagues. 

~that decision has to be taken as final, it would seem that 

the only sensible approach would be the "'empty chair" au de Gaulle. 

(It may be very muc~ worth looking at this precedent and pressing 

minds on precisely what happened). 

The FCO's suggestion of selected disruption is throughly ;unworkable 

and humiliating. 

NIGEL LAWml 

26 October 1979 

(~~~~.~~ 
S:~.AJ~:t~~ ~ t(\, ~ ""'" 
I.v.A f1k~) 

" 
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t 

note 

linked decisions· , 

together with Douglas Wass's 

Act forecast, and other 

(b) the economic assumptions for the Government 
. " 

ActuarJ .·s national insurance contributions review. 

2. As you will see from the papers the second of these 

two issues is inexorably linked with decisions on the first. 

And the need for decisions on the second is becoming 

pressing. 

3. You will clearly want to discuss with other Treasury 

Ministers and then hold a meeting with them and officials. 

I have taken soundings in the office. ~ suggest you disc ~ss / 

! ith colleagues at morning prayers on Tuesday and t ? en 

hold a wider meeting on Tuesday afternoon. I have put 

this to Douglas Wass and ,oBrian unwin: t n ey too would urge 

that timetable on you. 

4. Assuming satisfactory discussions, you might aim 

to minute the Prime Minister (at least in general terms) 

about your conclusions, so that you can discuss at your 

meeting on Thursday morning. Because Bonn on Wednesday 

intervenes this requires officials to produce a draft 

immediately after the Tuesday afternoon meeting for you to 

consider overnight. It can then be awaiting the 

Prime Minister's return (very late I fear) on Wednesday night. 



I realise that this is yet another example of an over­

compressed timetable. It may just not prove possible. 

But I suggest it is worth aiming at , If you agree, 

meetings can be arranged on Monday . 

Qtb 
:/ 

A.M . W. BATTISHILL 

26th October 1979 



CONFIDENTIAL 

MR RI~- cc: 

~~ 
~ ~~~ ~lI} 1t,}y(i;L 

~~~ 
1-1- ' ~J' 
VIW \,(1i? fo 1-tt ( <0, 

Chief Secretary 
Financial Secretary 
Minister of State (C) 
Minister of State (L) 
Mr Cropper 
Mr Cardona 
Miss Brown 
Mr Cassell 
Miss Peirson 

LABOUR'S SPENDING PLANS FOR 1980/81 WHITE PAPER 

The Chancellor has seen your minute of 26th October. 

He agrees with your final paragraph, and would therefore 

be grateful if figures could be produced. 

M. A. HALL 

29th October 1979 

CONFIDENTIAL 
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CONFIDENTIAL 

CHANCELLOR 

I~~ 
c/ 

c Chief Secretary 
Financial Secretary 
Minister of State (C) 
Minister of State (L) 
Mr Cropper 
Mr Cardona 
Miss Brown 
Mr Cassell 
Miss Peirson 

LABOUR'S SPENDING PLANS FOR 1980/81 WHITE PAPER 

I think it will be helpful if we added to the "8p on income 

tax " calculation included in the text of the White Paper 

another piece of arithmetic on local authority rates. The 

argument should go as follows. Labour's published plans 

involved an increase in local authority expenditure over 

what we are now planning of X per cent or £Y million in real 

terms. Assuming that the proportion of relevant expenditure 

which would have been financed by the government would have 

been (61%), this would have meant that ratepayers would have 

had to have paid an extra £A millions, which would have 

involved an increase of about B per cent on local authority 

rates. And it would have involved raising the remaining £C 

through direct taxation or other forces of Central Government 

revenue, which would in turn be equivalent to putting up 

income tax by about Dp in the pound. 

2. No doubt you will be able to indicate over the weekend 

whether you would like to see calculations of this kind used 

in :R ~haps c;..ny judgment about _?-oing __ ~_~ _will~?-v~o 

be rovisional until one has seen the necessary figures. 
~----~-------------- - .- - --.- ~ -------" ---- ----..., 

ADAM RIDLEY 
26 October 1979 
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CHANCELLOR 

SAVINGS ON SOCIAL SECURITY 

Lr 

cc Chief Secretary 
Financial Secretary 
Minister of State (C) 
Minister of State (L) 
Sir Douglas Wass 
Sir Anthony Rawlinson 
Mr Anson 
Mr Butler 
Mr Kemp 

May I, at the risk of interfering very belatedly in a matter with 

which I have not kept in close touch, raise a major anxiety about 

a point in the draft letter to the Secretary of State for Social 

Security which Mr Kemp sent you on October 26th. 

2. My anxiety is about paragraph 2, in particular the thought 

expressed there that you: 

tI would not at the moment (want) to suggest a general 

attach on our uprating practices.tI 

With respect, as they say, that is surely just what is needed, 

and if so one wonders whether it would be wise to explicitly rule 

out the probability in advance. 

3 . You are familiar with some of my views on this matter, but 

it may be worth rehearsing some of them again. 

(a) one will be hampered in dealing with poverty trap 

problems unl~ss one challenges the up - rating principles ; 

(b) within an ever - tighter budget constraint, preserving 

up - rating gives you a smaller and smaller margin within 

which to deal with other (legitimately) growing claims for 

action on areas outside the mainstream of current benefits 

such as pensions; 

- 1 -
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(c) the growth of social security has long been the 

cuckoo in the public spending nest, and continues to be. 

Between 73/74 and 78/79 it took £5 billion out of the 

£5.3 billion increase in total spending [including child 

benefit net of child tax allowances in both casesJ. 

Of that £5 billion around £2 billion would not have arisen, 

according to advice given Mr Cardona by officials here earlier in 

the year , if long-term benefits had only risen in line with 

prices. Social security showed the biggest increase - nearly 
£900 million - between 78/79 and 79/80. Even to consolidate 

it at its present real level in an otherwise static pattern 

of programmes would be to hold it, on any rational assessment 

at an excessive level in relation to other equally vital 

programmes such as health, and the heartland of traditional 

public spending. To make matter worse, it is a most inflexible 

programme with so much spending subject to de facto or de jure 

up-rating. 

4. My own instinct is that the only solution has to be a very 

radical one, perhaps on the lines of indexing the revenue to the 

NI fund to a certain fixed proportion of national earnings, and 

tailoring the level of distribution of benefits to the amount of 

money thus generated. This may seem a wild idea but it is, I am 

informed, done elsewhere! 

5. However that proposal is not the issue now. I would recommend 

your sending Mr Jenkins a briefer paragraph 2 of the following lines: 

"I readily accept that this is no easy task, and that we 

should need to reflect very carefully before making further 

sUbstantial changes given that we have already decided to 

remove the earnings link on pensions. Nevertheless there 

are possibilities we could look at. Two specific areas 

occur to me immediately." 

- 2 -
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That wording does not rule out your raising radical issues from 

the start, as the present form of words does. 

ADAM RIDLEY 

29th October 1979 

- 3 -
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(Not included in the Document Serie s) 

EXPLANATORY MEMORANDUM ON EUROPEAN COMMUNITY DOCUMENT 

Letter of Amendment to the Draft General Budget of the European 
Communities for 1980 . 

Submitted by liM Treasury ~o October 1979 

SUBJECT MATTER. 

The document provides for changes to the Draft Budget of the European 

Communities for 1980 as "established" (ie, approved) by the Council 
of Ministers on 11/12 September. It reflects the decisions of the 
Council of Ministers on the Commission's proposals in its second 
Letter of Amendment to the Preliminary Draft Budget. An explanatory 
memorandum on that document (9250/79) was sent to Parliament on 

15 October 1979. An explanatory memorandum on the Draft Budget was 
sent to Parliament on 22 October 1979. 

2. This Letter of Amendment affects both revenue and expenditure. 
The statement of revenue in Volume 1 has been revised to take account 
of the changes in expenditure provisions and also changes in the 
estimated yields of Customs duties and agricultural levies. It is 
reproduced in full, as amended, in the document. 

3. The changes in Volume 4, the Draft Budget of the Commission, allow 

for:-

i. recent developments in agriaatural markets and changes in 
the rules, which together account for an increase of 
360,252,000 EUA* in the CAP Guarantee Section (including 
related entrie~ in Chapter 100 (Provisional appropriations); 

ii. an additional 4.649 MEUA in Article 921 (Food aid in the 
form of skimmed milk powder and 12.109 MEUA in Chapter 100 
for food aid transport costs (Article 924); 

*Not 460,352,000 EUA, as implied by the incorrect figure of 
11,314,636,000 EUA entered on page III/43; this figure should 
read 11,214,536,000 EUA. 



iii. provision of 21 MEUA for Article 992 (Commission 
delegations in the ACP (African, Caribbean, Pacific) 
countries and the OCT (Overseas Community Territories). 
This has been entered in Chapter 100 pending a formal 
Council decision giving legal effect to the intention 
of charging such expenditure to the Community Budget; 

iv. an addition of 19.3 MEllA in Chapter 40 in respect of 
expenditure on the 1~~ refund of the cost of collect~ 
ing own resources on account of the revised forecasts 
of Customs duties and agricultural levies referred to 
above. 

4. These changes increase both payment and commitment appropriations 
provided for in the 1980 Draft Budget by 417.31 MElIA (about £281.7 
million) to a new total of 15,324,789,241 EUA (about £10,345m) and 
16,398,637,241 EUA (approx £11,07Om) respectively. 

5-. As a result, the UK's estimated gross contribution to the 1980 
Budget is increased by 168 MEUA (about £13.4 million) to 3231 MEliA 

(about £2181 million) , implying a UK share of 21.33%. The UK's gross 
contribution will be partially offset by receipts from the Budget. -
Conversions into £ sterling in this explanatory memorandum have been 
made at the rate of 1.4813 EUA, the 1 February rate on which the ' 
Commission's proposals are based. 

MINISTERIAL RESPONSIBILITY 

6. Treasury Ministers are responsible forthe Community Budget 
generally, but other Ministers are concerned with the parts of the 
Budget which concern their own departmental interests. 

IMPACT ON UK LAW 

7 . The document has no implications for UK law. 

' POLICY IMPLICATIONS 

8. The purpose of the document is to revise the figures in the 1980 
Draft Budget in the light of the latest available information. 



TIMETABLE 

I. .~ 

.• ~. ' & .. ". 1:1., 

9. The document records the decisions taken by the Council on 
16 October. It has been forwarded to the European Parliament for 
its consideration. 
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CHANCELLOR 

lTV SETTLEMENT 

PERSONAL AND CONFIDENTIAL 

c Chief Secretary 
Financial Secretary 
Mr Cropper 

Gordon Reece has passed the attached to me. If there is anything 

in his point - and I believe there is - then one would ideally 

wish to act extremely fast on the point about changing the nature 

of the levy raised in the penultimate para. 

2. It also raises wider questions on which I shall minute shortly. 

I ~ ~ v1« 
ADAM RIDLEY 

~' It- ~ ~ ~, 5 November 1979 

~~ ~ ~ f\..o1n 

~ : 1 hLv 
~ 4~~? 
~ ~. ~ ~ g ~ ·/~ 
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Conservative and Unionist Central Office ~ ~~ 
~" u~ (J 

\ ~~ ~.~J 

32 Smit!I5qll!l!~\'Le~!lli'iller ~""JLiH!i Telep!!."". 01-222 %00 ~legr'IDSCOe_;ute !<on1on SWt 

OJOimldnojlhe P,,,ly:Tl IERT1IONHIE LORDTIlORNEVChon .[) ~~ • .. -

Deputy CbaimuJn: R, ALISTAIR McAU'1N£ ---tt:- , (.j;)t;"1 ~ 
VICe Chairmen: SIR FRANK MARSHAl.l I ,-(R~ 

SIR ANTHONY ROYLE KCMG .~tP . . .~. . 

11 IE AARONI::s5 YOUNG N b 1 979 /"1. ~I.P , · 2nd ovem er, ~ //~ .' __ 

~, ~ ~ k~ ~ 7~ 
V ('"1 ~ecv- L).lt.,( 0 '} ~~ ~J;, 

The abject Times surrender and 'the ITV settlement ~ve ~~ 
give~ the union bosses in FlEet Street an i mm ense fillip. ~~ 
Unless sornething can be done to stiffen the management in A -;!!~\ . 

the media many of our friends, in most senior positions, 
believe that a far higher degree 6f news management by the .Jillions . 
will now be taking place . A . ~ ~ l:k'!<O\ 1 ~.b1 

~ . r4 ~tiJ 
As the management 's appear to react to nothincg but threats ~ /"" 

could I ask you as a matter of urgency to threaten the lTV ~:;.1' 
management by changing the rules. 

The lTV settlement was even worse than it at first seemed. 
Apart from the extra 7t% thro',rrl1 in at the last minute (1 
understand on the instigation of Lord Grade) some 30 m:i,nutes 
before lTV was due back on the air the ACTT organisers demanded 
a £500 interest free loan for twelve months for all their members 
at Thames and possibly other companies. This was agreed without 
hesitation at Thames. 

The doves who won the day in lTV won on this argument: "The 
ITV levy is on profits. Therefore any settlement we make will 
be 60% funded by the Tax-paye:'"'. So who cares what we pay?" 

If that argument could be made untrue . the bosses of the lTV 
companies who agreed to their surrender on that basis would be 
very seriously threatened in ~heir own board rooms and it is even 
I;Os.3ible that there would hav.3 to be one or two resignat i'Jns. 
This could be done if you wers to announce either in reply to 
a Que stion in the House or in a speech that you were considering 
changing the lTV levy on J?Y'ofi. ts back to a levy on advertisi.T: ... ~. 

You will recall that in the old days i.t was always an 
advertising lev~ and was only changed by the Labour Government to 
assist small companies like Border. We now know that Border profits 
were £300,000 last year and. I aj'n sure that an advertising levy can 
be so administered to protect smaller companies. A switch to 
an advertising levy !Ylight bri:-lg a vote of no confidence in some 
board rooms to the managing directors of the ITV companies who 
settled ?11 the understanding that the Tax-payer was to foot 60% 
of the blll. A...'Y).d the Government take for the lTV levy would proba'bly 
be increased. ~ 

In f" ,' &~ (~~"\." \o. '* 

The Rt Hon William Whitelaw, eH, 
- _ .... . :_ .... ,~' ....... r - ... • '_.'-



CHANCELLOR c Chief Secretary 
Financial Secretary 

PUBLIC SPENDING 

CRD are shortly undertaking a survey on attitudes to PEe I know 

you do not, as a rule, feel that such sur~e~s._~r~~~iQf9rmative. 
----~--~~--~~~-=- ~=~-=.==~- ~~ .-~ 

However, given the acute importance of this subject may I ask 

whether : 

J 

i. there are any issues, areas or questions which it 

should probe; 

ii. you or your colleagues would like to see the rough 

questionnaire George Cardona and I will .,be putting to 

CRD for working up and polishing. If the answer 

lS yes, I can let you have something on Monday night. 

~\ S (~'> vJI'" '" f'~ 1) 

JrZ l ~ 

"",0 
I r' '\ /l~ '\1) 

, r 
ADAM RIDLEY 

2 November 1979 



CHANCELLOR 

When you de -brie~1 this evening, you mentioned the 

possibility of trying to re - open the RSG percentage. I 

have made one or two preliminary skirmishes. 

2. Mr. Lankester's impression was that the Prime Minister 

remained pretty doubtful about this, even at the end of your 

meeting when she had appreciated better the size of the 

public expenditure problem. He senses her conclusion that 

she could not get a change through Cabinet. The onus is 

therefore upon you to take the initiative if you wish. 

3. The RSG announcement is planned for next Friday. It 

has been rearranged once and could not decently be altered 

again. The first word with Mr. Kitcatt demonstrates the 

problems of re-opening: 

(a) Policy: what has changed? How do you 

convince colleagues? Have you time enough to 

do so? 

(b) Publication. The RSG announcement is 

customarily accompanied by a considerable amount 

of exemplification. The degree of detail is 

pretty considerable. It is all done by the 

computers. It is too late to re - do it with a 

different percentage. The only alternative, 

p~9bably, would be to announce the figure and 

say the usual exemplification would follow later. 



(c) Presentation . If you followed (b) everyone 

would S~$JZ- a late decision . How woul d you 

justify this? Maybe , the answer lies in the 

rest of your announcement on Thursday. But some 

appearance of disorder and 11th hour~ss would 

hardly be avoided . 

4. My suggestion would be that youC . t 1-:. 'hh,: ~: a:~on t/ 
Monday morning and consider how real~~"Ption it 

really is . 

(A . M.W. BATTISHILL) 

9th November, 1979 



CONFID:S1~TIAL 

. . . ~ 

" '~;r 

L~8TH T1EETING 

NOTE FOR THE RECORD 

CHANCELLOR'S T10RNING I'lliETING 2ND NOVET1BER 1979 

Present: Chancellor 
Financial SecretarY 
T1inister of State (Commons ) 
T1r Cardona 
I1r Cropper 
11r Ridley 

T1edia H.a ndling of Government Policy 

1G T1inisters felt there should be a thorough review of the way the 

media were presenting the Government's e:x:pendi ture plan, in 

particular of press and radio treatment immediately before and after 

the announcement of the White Papero 

20 IDT would be asked to review their approach to organisation of 

press conferences such as the one on the vlliite Paper. T1inisters felt 

that there might be merit in (i) more informed off-the-record 

briefing of the !Thigh-brow!T tj ournalists by T'linisters, and (i i ) 
separating the II1o'V'l-brows!T and the IIhigh-brows 11 for press conference 

purposes .. 

3. T1rRidley was asked to draft a minute for the Chancellor to send 

to the Prime I'linister, the Chairman of the Conservative Party and the 

Paymaster-General raising the specific question of BBC reporting and 

presentation of Government policy. 

Parliamentary Questions 

L~<> The Parliamentary Clerk had minuted the Chancellor' s Private 

Office to the effect that a potentially embarrassing number of 

Priority Written Questions were being given a holding reply. 

50 T1inisters were conscious of this problem. They asked, in the 
first instance, that the Parliamentary Clerk should make an analysis 

1 



CONFIDENTIAL 1 

comparing this Government's performance with the performance of its 

predecessor at a similar busy time. 

60 The Minister of State (Colll1"1.ons) felt strongly that certain 

Opposition backbench Members vv-ere abusing the TlPriori t;yll procedure, 

using it for questions of only routine importance. This aspect of 

the matter also needed analysiso 

70 If it vas felt that there was abuse on the part of Opposition 

backbenchers, the subject would need to be raised through 

Parliamentary cham1.els 0 

8. In the light of Mr Ridley's suggestion to the Chancellor, it 

'\!'Jas agreed that - just as Mr Cardona was reading all the Financial 

Secretary's PQ reply drafts for political content - it would be 
"lJseful if he could also read those for the Chief Secretary and if 

Mr Cropper could do the same for the Ministers of State (Commons) and 

(Lords) and the Chancellor. 

Medium-Term Financial Plan 

9. A decision on pUblication of a Medium-Term Financial Plan had 

become urgent with the tabling of a question by Mr Bruce-Gardyne for 

reply on Thursday, 8th November o 

10. T1r Battishill would be asked to set up a meeting of Ministers 

and officials as a matter of urgency. 

First Order Questions - 8th November 

110 Ministers were most appreciative of the ring books that had been 

put together., enabling them to study the Treasury First Order questions 

for the following Thursday well in advance. 

2 



CONFIDElq-TIAL 

12. Ministers would meet on Monday morning, 2nd November, to 

discuss the questions. (Now fixed for 9000 am) 

Enforcement Powers of Revenue Departments 

13.. The Chancellor asked for a meeting to be arranged in the next 

fortnight, i/Ji th Sir 1tJilliam Pile and Sir Douglas Lovelock, to discuss 

their submission on revenue enforcement and the accompanying paper of 

the Minister of State (Commons) .. 

14.. Messrs Cropper and Cardona would identify the salient points& 

15.. The Chancellor envisaged a slight lJroadening of the agenda to 

include: 

1.. Scope for tax simplificat ion 

2. Powers of assessment 

3& Implications of successive reports of the 

Parliamentary Commissioner .. 

Industry Bill 

160 The Financial Secretary pointed out that if the Industry Bill 

did not reach the statute book before the end of the year, the 1illB 

disposals of £100 million would be lost. There was a possibility of 

partical compensation via a deal with the ICFC. 

17 & The Financial Secretar~T felt a guillotine was appropriate: 

the Leader of the House however had said he v'Jished to avoid use of the 

guillotine this year .. 

18. The issue of repealing the !1Bray Amendment l1 (discussed in 

Mr Folger's minute of 31st October) was also involved. Ministers were 

not certain whether they should repeal Bray, or simply omit the 

inflation forecastso The Government Actuary's requirements 

complicated the matter. Further discussion would be needed. 

3 



CONFIDENTIAL 

Strikers and Suppler.'lentary Benefit 

190 The minute of the Secretary of State for Industry arising from 

discussion in E(EA) Committee was not firm enough. 

20 0 This matter would need further attention. 

Cash Limits and Nationalised Industries 

210 The Chancellor had felt himself inadequately briefed for a recent 

Cabinet discussion of cash limits in the nationalised industry sector. 

He was the first to recognise that divisions concerned with 

expenditure had recent13T been very hard worked indeed and was making 

no criticism. It was therefore for Ministers to give themselves an 

opportunity to consider the intellectual problems arising in the field, 

jointly with officials, at an early opportunity_ 

Manp0irJer Recruitment 

220 Treasury Ministers would need to look at the future of civil 

service manpower in the Rayner/Soames contexto 

BP Issue 

230 The Chancellor irJould be asl~ing Mr Battishill for information on 

the Ttforce majeure II clause in the BP issue prospectus, 1~hich had 

attracted Daily Telegraph commento 

Distribution: Those present 
Chief Secretary 
Minister of State (Lords) 
Mr Battishill 
Sir Douglas 'vJass 
Sir Lawrence Airey 
Sir Fred Atkinson 
Sir Kenneth Couzens 
Sir Anthony Rawlinson 

~PPER 
2nd November 1979 

Sir vJi lliam Pi Ie 
Sir Douglas Lovelock 



CHANCELLOR 

IRAN 

/ 
~/ 

./ 
/ 

~ 

c. 

c Chief Secretary 
Financial Secretary 

This could well affect us, either well or badly, if it is 

true that Iran is cutting oil exports to the USA, as was 

reported on this morning's Today programme and, later on 

the tapes. The effects would be to take say 1 bn barrels a 

day off the market (equivalent to all North Sea production) 

of which the Americans can replace little except by going 

to the spot market, where prices will rise very sharply 

(55-10 extra on a barrel?). That in turn would put the 

dollar and pound under downward and upward pressure 

respectively. Overseas money could pour into gilts. 

The good things that would follow would be a lowering of 

interest rates, an unplanned Duke of York and the sucking 

If-

in of domestic liquidity which might otherwise go into swelling 

£M3. However that might well not come about, in which case we 

could be fairly swiftly faced with aggravated money supply 

problems since the absence of exchange controls will make a 

process of leakage from "external" to "internal" money a much 

quicker one. 

2. I am trying to find out more about Iran, and will report 

if I learn more. Michael Portillo reports Yamani as saying 

that cuts in production are likely in Saudi Arabia, which decides 

- I think today - whether or not to continue its "optional" extra 

1 bn barrels of production a day. The likelihood is that it will 

cut back, and that would make matters much worse still. 

ADAM RIDLEY 
7 November 1979 



EXTERNAL SERVICES(BBC) 

CONFIDENTIAL 

cc Chief Secretary 
Financial Secretary 
Minister of State (C) 
Minister of State (L) 
Mr Ridley 
Mr Cropper 

The cut of £2.7m in the External Services seems destined to 

become this Government's equivalent of museum .·charges. In each 

case, the mistake lay partly i n giving a vocal lobby too much notice 

of some quite sensible change . The general problem is set out 

in paragraph 3 of the attached minute I wrote in July. (In August 

I spoke, with the Financial Secretary's agreement, to John Hoskyns 

about this: he agreed to ask the PM to put pressure on Lord 

Carrington and so on the BBC, but unfortunately Lusaka prevented him). 

e may well be forced · to back down c .0mpletely on this c But one 

solution occurs to me: m source in Bush House tells me that 

a good deal of modern equipment was installe some time ago but 

t~a~unlons w~l not allow it. 

don't know how large the savings could be if ~ equipment were 

used, but one could certainly gain some public ~lations advantage 
\ 

I 

by telling the External Services to put their o~\ house in order and 

use the equipment they have before asking to be e~~mpted from cuts 

t:to~ffe= : th; ~~bliC sector. \ 
&.l 

I 
GEORGE CA.,RDONA 

8 November 1979 

1/ •• 

/11wvA-< ~ ~ 
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CONFIDmTIALITI OF EXPENDITURE CUTS 

Over the last two days, the JIead of the BBe's External Broadcasting, Gerard Hansell, 

has been - literally - broadcasting to the world regular bulletins to the effect that 

the £If million cut in expenditure will mean 8 drastic cut in 5ervices, etc. 

I 

2. .!. BID not rUloved to give anyone details of the expenditure cuts that are being 

discussed. Gerard Mansell has also. signed the Of'f'icie1. Secrets Act (ever.yone in the 
,,~- .. 

EBC does) -~ is he al.l.oved to use 'the enormous information machine at his disposal I 

i 
i 

to 'tell the whole world? (In parentheses, 7 Mould add that the £If million cut is too 

small. ~ere is an enormous amount of 1"at i.n the World Service. Michael Jones - whom 

,.ou know .from hiE days in Conservative Research - nov works for the World Service, and 

tells horrifying tales of money wasted, even in this year of public austerity). I 
. ! 

3. Is there any way in which Hr Mansell can be reprimanded, without an outcry about 

the freedom of the press? He is an extreme ~xample (because of the publicity machine 

at his disposal) of a general problem. Every organisation asked to consider options 

for cuts is enabled to mobilise public opinion in its behalf, whereas the ~easury 

- natura11y. - cannot make the case for a Cut pub1icly· before that cut is announced as 

definite. So the ~easury will always be put in the position of making announcements ., 
! 

that :fly in the .face of public opinion, with the result that yet another dif"ficult,. is ~ 
. .;; .. put in the way of expenditure cuts. 

!/ 
~ I 

4. Whether Bllything can be done about · this prob1em, :r am not sure. !I'o ask Hr Hansell .: i 
to come to see a ~easu.ry Minister and explain himse1f wou1d almost certai~ be counte 

productive (and probably contrary to a11 the protocol in this area). But is ~t worth 

considering this: making it clear to the Wor1d Service (and any other quango that 
!c.1..4-" ..... 

eefion(D& in the same way) that they have shown themselves incapable of keep~ a confi-

dence, and that therefore h any :future round of cuts they wil.l not be cpnmilted or 

asked :for options, but will have to wait 'to be 't01d how 1arge their cut will lle? ~s 

cou1.d become quite an important weapon in 'the bands of !i'reasury expendi~e dirlsions • 

. (And i.nciden~ they need a11 the weapons we can give them. :r am 61ov17 becomiD£ 

' persuaded that i:he i:radi tiona1 ~ea.su.r.Y contr01 of expenditure has -been weakened 'too 

-$ar, a wider topic on which :r hope to do a great deal more work). 
.-

5. For tile JDoment 3: bve Jlot copied ~hese thoughts to anyone • . in case~OD 'l~~ee 

.. thq..are too bavkisb to be .,ort.h "pursuiDg. all - --:- .~ .. -: . -- . - -
. . : ::... .~-- GIDRGE CAllDCIiA .. . ~J~"'979 . . ..•. - .~ . ' . 

I 
I 



CHANCELLOR OF THE EXCHEQUER 

BBC EXTERNAL SERVICES 

You asked me for more facts about waste and restrictive practices in 

the External Services. 

2. Unfortunately my facts are of an anecdotal , non-attributable and 

personal kind. My source is the ex-ConservatiV~Research Department 

Michael Jones, now a high-flier in the World Service. He claims that 

he does his day's work in 3 hours a day, and as I share a house with 

him I can confirm that this is true. But this is scarcely usable 

material! Other examples: his boss spent 6 weeks in Tahiti this 

summer to write, if I remember correctlY,three half-hour talks. Jones 

gets 3 to 5 weeks to write one 45-minute talk. There are more anecdotes 

of this sort, but of course they are not usable. 

3. Moreover I have learnt today that the trade unions have just 

agreed to a partial lifting of the ban on using the modern equipment 

("electronic distribution" systems) in Bush House. It is thought they 
p 1''''1$ " .... " may soon lift the ban completely, largely in response to the ~rQs~ 

of the expenditure cuts. So again the rug is being pulled from under 

our case. 

4. I had envisaged a private confrontation between the FCO and Bush 

House, at which the latter would be forced to concede the existence of 

restrictive practices. This recognition could then be used in public 

debate. 

--f!. 
GEORGE CARDONA 

12 November 1979 



CHANCELLOR 

cc Chief Secreta y 
Financial Secretary 
Minister of State(C) 
Minister of State(L) 
Mr Ridley 
Mr Cardona 

PENSION FUNDS 

Should we say something about this? 

L:V-c- ~~~ .jM. 

W .jt -, 
", ..,.:prA 1. fL . ,.., 
~' ~ 
PETERr.J..~R 
16th November 1979 
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CONF I uEN T t ;~ l 

FR A ~~ E ECONO\1 Ie 

DESKBY ? C03 30Z 
FM UKR EP BRUSSELS 191911Z NOV 79 
TO (M i,ItE D I ATE FCO 

TELEGRA ~ NUMBER 61 69 OF 19 NOVE MB ER 
INFO PRIORITY BRUSSELS, COPENHAGEN, THE HAGUE, RO ME, DUBLIN, 
PAR IS, B o ,~ N, LUX E iv1 B 0 IJ R G .. 

FINANCE COUNCIL: 19 NOVEMBER 

CONVERGE NCE 

S LH/n,1ARY . 

1\t A RESTATEf"1ENT OF ~'lEf"~BER STATES' VIE"iS i~LO~1G PREDICTp,BL.E 

LINE. ' NO MOVEMENT DETECTABLE. MATTHOEFER (GERMANY) CRITICiSED . 
RECENT Oil PRICE iNCqEASES BY THE BRIT1SH .NATIONAL OIL COMPANIES 
.A~-!fL .. SAID THIS ISSUE SHOULD BE DiSCUSSED AT DUBLIN. 

DETA 1 L 

2. D t L LON, (C H A I R i··1.o. N 0 F COR E PER) p q ESE NT E D A f3 R I E F F ACT U i~ l 

REPOqr ON DISCUSSION IN COREPER TO DATE~ THE ABSENSE OF FIRM 
CO~M 'SSION PROPOSALS HAD DISAPPOINTED THE ~A JOR1TY OF MEMBER 
STATES, ~ HO FELT THAT SUCH PROPOSALS WERE tND1SFENSABLE IN 
PHEPARING FOR THE EUqOPEAN COUNCIL. THE COi'-1; !I.SS lOr.' HAD S/\!D 

.,' 
THEY \'lOULD BE UNABLE TO PRODUCE PROPOSALS BEFORE :::1 NOVE r-.1BER. 

THE UK'S REOUEST FOR A ~'JOTE BY CO~EPER ON THE I SSUES FOR DECISiON · 

HAD RECEIVED NO SUPPORT. ON SUBSTANCE, THEqE WERE iMPORTANT 
DIFFERENCES OF OPINION OVER THE SIZE OF THE UK'S PROBLEM AND 
ON tTS RELATIVE MERITS WHEN SEEN AGAINST THE ADVANTAGES OF-
COM f:il UN I TY MEr,,1BERSHI P TAKEN AS A ;"I HOLE. ~·~OST HE i'~BER STATES Ht~D 

STRESSED THEIR OWN RESOURCES WERE NOT NATIONAL CONTRIBUTIONS~ 
THE UK HAD ARGUED THAT THE PRESENT 1MBALANCE IN COMMUNITY 
POLICIES I ~POSED AN UNFAiR BU ?DEN . AS TO SOLUTIONS, MOST 
MEMBER STATES HAD FAVOURED ButLDtNG UPON THE 1975 DUBLIN 
~'~EC HAN I S r·i .AND/OR ,~ ,SOLUT ION ANALOGOUS TO TH;~ T CONTA I NE DIN ' 

ARTICLE 131 FO THE TREATY OF ACCESSION. MOST MEMBER STATES 
H.4D t~LSO CALLED FOR r~ESPECT FOR THE4CQU! S CO ~{1~"1Ui~AUTA I FE AND 

THE. O ",~'01 RES OURCES S YSTE \1 0 THEY FE L T THAT AN Y ~"1 EC HAN'S ~i1 AG f~ EE D 

.' . . 

18HOULJ) 
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S H 0 U L D BE FIN ~\ rJ C E D \IJl T H ' N THE BU D GET BY ALL t~E ~'H3 E C? S T t\ T E SAN D 

S H 0 U L D H A V EAT I ~·1 r L' '''1I T • THE U K H ~ DAR G L E j) FOR B r 0 A C B A L .A NeE 

THOUGH ACTION ON DOTH SIDES OF THE BUDGET AND A SOLUTIO N WHICH 
{ 

LAST ED Foq AS LO NG AS THE pqOBL EM CONTINUED TO EXIST. THE qE 
HAD BEEN SY MPATHY FOR THE ITALIAN prOPOSALS FOR MEDIUM TERM 
RESTRUCTURING OF COM~UNlTY S~END1 N G, BUT ~OST MEMBE RS HAD 
FAVOURED QUALITATITIVE RATHEq THAN QUANTITATIVE STATE ~ENTS OF 
THE OBJECTIVES. 

3. ORTOll (VICE-PRESIDENT OF THE CO~MlSSION) CONFIRMED THAT 
A FURTHER PAPER WOULD BE PRESENTED THtS WEEK BY -THE COMMISSION. 

4. COLLEY (IRISH CHAIRMAN) SAID THAT THERE HAD BEEN WIDESSPREAD 
DISAPPOINTMENT THAT THE COM~ISS10N HAD NOT ALREADY PRODUCED 
A PAPER. A SERIES OF BILATERAL VISITS BY SENIOR IRISti OFFICIALS 
HAD AS YET FAILED TO PRODUCE EVEN THE OUTLINE OF A SOLUTION 
ACCEPTABLE TO ALL PARTtES. HE INVITED COLLEAGUES TO DEAL, AS 
FAq AS THEY WERE ABLE AT THIS STAGE I WITH THE FOLLOWING FIVE 
QUESTIONS: 

(I) WHICH MECHANiSM DID THEY FAVOUR? 

(I i) HOW LO NG SHOULD IT LAST? 

(I t () WHAT SHOULD BE THE AMOUNT OF THE REFUND TO THE UK 
IN 19801 

(IV) WHAT OTHER AqEAS OF COM~UNITY POLICY SHOULD BE TAKEN 
INTO ACCOUNT AS PART OF THE FINAL AGREE~ENT? 

(v) WHAT LONGER TERM MEASURES SHOULD BE ADOPTED TO ADJUST ­
THE BUDGET? 

5. O'DONOGHUE (IRELAND) SAID THAT AN ADJUSTED VERSION OF 
THE DUBLIN MECHANISM SEEMED THE MOST APPROPRIATE SOLUTION, 
THOUGH HE DID NOT RULE OUT A DEVICE ANALOGOUS TO ARTICLE 1310 
ON DURATION, TWO YEARS SEE MED ABOUT RIGHT, WITH A PRovISION FOR 
REVIEvJ; IN THE tvlED'U ~1 TER M THERE SHOULD BE A 'PROGRA~lr~E OF 
BUDGETARY ADAPTATION TO AID CONVERGENCE. TH1S I~PLIED MAKING 
THE BEST POSSIBLE USE OF EXISTING RESOURCES. POST-E ~ LARGEMENT ­

PROBLE MS NEEDED TO BE CONSIDE RED ALSO. 

J~. 

' - . 



6 " FAN D 0 L. F I (l T;\ L. Y ) SA l D T bLl\ T ! T \'J C U L. D 13 E D IFF l eu L T TO 

F' I >.JD ,6, SOL UTION ! (' ,1 DUDL I (I " HE 1~"tT,'~,CHED THE Gr\ Ei~TEST 

F;) S SI BLE I ivH')o;:r T J\N CE' TO THE Ut< P::; C BLE i'~ AND THE p ,l"~ ES E N T 

WHICH WAS A ~O RE GENERA L PR OB LEM, THAT A SOLUTtCN LAY iN THE 

F I ;.~ J I TS ~: L FiN :\ D 1 .-~ F i e U LT P C~) j 'r I 0 f"l I F 'r HE U }<. {\ TTl T U DES 

I . IRRESPECT IVE OF THE prOB LEMS NO~ EN COUNT ERED BY THE 
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I V tI ~'l U S T NOT J [I:] PLY 'J JUS T ERE r 0 I I R ' J ~ 

H2 TOO REGqETTED THAT NO COMM lSSIO ~ PROPOSAL WAS AVA!LAJlE~ 

I T,,\1.. I AN V, E~:J,S O\J f'11ED I Uf;1 TEe ;"1 R ECCNS T::( UCT ION OF THE BUDGE T 

~2RE INTERESTI~G BUT TOO FAR REACHING, PARTICULARLY 
I N l\ TT E i':1 P TIN G TOR \~. L 1\ T E 13 U D GET B E)l E FIT S TOG N P F E r~ c /\ P t T A \~ 

ON THE OTHEQ HAND, Rt:BA L ANC i NG COr-1HUN i TY POL I C I ~s 'tlOULD 

EENEF IT ALL M~rl3ER STATES l ND 1VIDUALLY AND THE CO~MISSION 

COUNC IL TO DRA~ UP A TIME-TABLE AND P~OVIDE FOR REGULAR 

~ '1 DR' r S r '\ 'r' " I \1 E ~ I u- R' A \ Inc) H[\; J. ' It:. , 2 t. ! '~ \ !" i nc: \ '- 1'1 U0 

BUT THE UK WAS SEEKING TOO MUCY~ 

r- A I"') A I' l< D r- I~' , ,-.. I l~ C' . J Q~! r' v C' I" f p'" 1 r.,.... t~U : \ i-\ J., ! .. ·:.f·fl" .~ 1.._' . ....; ' 10.), .... 111.:::::.1 

;,; 0 SOL tiT I 0 r~ \v: I I C H B :~( E A G HE D THE ' t 

IN ARR IVING AT THE FIGURE 
SHOULD NOT BE !NCLUD ED~ 

{\T f~i()~3T.q TH;"?CE '(EJ~,r<:3j; BRC /\D BI\/ .. f,; NCE tit!.':) s\ 1'~FLY' t\f~~)TI'!~:H \'//\Y 

OF ASKI~G FOR A JUSTE RETOUR AND WAS NO T ACCEPTADL~~ NOR W~S 

,[\3 TH'~::; i ;\'i FL t Fe A q / P J D con RE GT! Of~ OF rr::::2 EflT l\GF< t C UL TU FJ /\L 

:3'( THE LH< ~ t\ ~': ; ,L\HC; 1 r'~ FO:1 ~jl;,:\;,:()EUVRE Or) /\LL. S! DE:S \ ",:!,~S i\iEED[:D IF 

AC~<[E:·t;EN T ;~l-\S TO 3E r~Ei\CHED"J ON THE t T /'..1 .•. 1 i\;\) F~~O[i [[vi THE 

ri E L PIT /\ L Y J\ L n E J\ DYE)( \ S TEl) ~ I:J Hie H Vi E F~ E :,j ;J T US:: JJ TOT H :: F U L L ~ 

t~ B~: TT E R S H () R T'~ T'E rU'1 SOL UTI 0 ?\1 lAY INC n E f.~' T E PUT! L 1 ~~ AT! C) N 0 F 



THE F t NJ\N CE COLINe t l S HQ ULD ~~ OT SEEK I \} ITS EXC Ht.nGE 

TODAY TO PR EE MPT TH E qO LE OF THE EUROPEAN COUY CIL~ 

OF V I E'.·'!S 

·. ';!:: LC OIJ:i f·.j:3 THE DOCU i:1Ei\lT THE UK CO ULD NOT ACCEPT \ N EVERY RESPECT 

I", S S U' i~ P T ! CYl S T HAT THE C C \r\ll S S ION HAD i~ AD E I N DIS C US SI N G ITS. 
BU DGET AR Y PROBLEM AND IN PUTTING FOqW~RD POSSIBLE SOLUTIONS 
TO IT~ IN PARTICULAR, AS REGARDE S THE ATTRiBUTION OF MCAS 
INC ALe l! L A TIN G NET CON T ;~ I BUT tON S , THE U l< HE r ~ td NED CON V I NC E D 

THAT AN EXPORTER-PAYS TRE AT MENT PR8VIDED THE BEST GUIDE TO THE 
FINANCIAL BURDEN i MPO SED ON MEMBER STATES BY THE COMMUNITY'S 
BUDGETAqy ARR ANGE MENTS. IT WAS I ~ ANY CASE THE INTENTION OF . 
THE UK TO SEE MCAS PHASED OUT IN DUE COURSE. ON A SLIGHTLY 
DIFFEqENT POINT, HE ?EM ! NDED THE COU NCIL TH AT CUSTOMS DUTIES 

ASSESSING, 

1 

AND AGR I CUL TURAL LEV t ES HAD BEEN T/~K EN 1 NTO ACCOU\" T IN 

FO ~7, THE P U [~ PO S E S 0 F THE 1. 975 ~'~ E C HAN I S 1"'1 , THE B U ~~ DEN 0 F 

CO :VV·1U\.J I TY rot NAN Ct NG ON l\ ;"1E~,tiBEc( STf~\TE .. -....... . _ .. ...... . _ .... .. . j 

10~ THE CHANCELLOR 0ADE THE FOLLOWING FURTHER PQINTS: 
.... -.. - ; 

(I) TO SA TISFY THE UK ?EASONA BLE REQU IREMEN TS A SOLUTION 

t·1UST BE Co t"i;~E~j SURA.TE \,.JtTH THE S' ZE OF THE PROBLE~" AND BRlr'JG 

ABOUT A BR OAD BlALANGE I f"J THE UK' S ACCOUNTS \,11 TI1 THE CO i'o~~4u r'J' TY tI 

l T Hf\D NO". BECOfviE I NCREA,S I NG L,( CL EAR THAT TH is ENTA I LED 

ACTION ON BOTH SID ES OF THE BUDGET, CO MPENS ATING THE UK FOR THE 
LOW LEVEL OF ITS RE CE IPTS AS WELL AS ITS EXCESSIVE CONTRIB UTION~ ' 

THE LARGER PART OF THE UK PROBLE M SE MME D FRO M iTS DEFiC1ENT . 
RECEIPTS. THIS IN T U~N RESULTS DIRECTLY FRO M THE FACT THAT 
COMMUNITY EXPENDITURES HAVE NOT DEVELOPED IN THE WAYS FORESEEN .' ~ 

iN THE ACCESS t ON NEGOT' ,' T IONS a THE PR OPOSALS i',~ .t\DE BY THE ITA L t f~N 

GOVERN MENT WOULD HELP~ BUT THE NEED WAS FOR A MECHANtSM THAT 
ACTED ON BOTH SIDES OF THE BUDGET. 

(I') ACTION CONF1 ~!ED TO REfv10VING CON STRA lNTS FROf~ THE EXISTING 

FINANCIAL MECHAN IS M WO ULD NOT DO. AS AN EXA MP LE, IF ALL THESE 
CONSTRAINTS WERE RE MOVED AND MCAS WER E TREATED AS A BENEFIT TO 
THE EXPORTER, THE REFUND WOULD STtLL LEAVE THE UK'S NET 
CONTRI BUT ION LARG ER THAN TH i\ T OF GEP I1.l\NY AND SEVEN TIMES G i~EATER 

THAN THAT OF FRANCE~ EVEN tF IftCAS \'." Er?E · TREATE D AS j\ BENEFIT 

TO THE UK, OUR NET CONTR! BUT ION w t TH ALL CONSTR til NTS ON THE 

1975 ME CHANISM REMOVED WOULD BE TH REE QUARTERS'OF THAT OF 
GERMANY ~ND 3.7 Tt ~ES THAT OF FR AN CE • . WE THEREFO RE ARGUED 
'::Ji THOUT HE SIT tIll ION THA 1:' A sot. UT! ON SHOULD OPEq ATE Oi'J BOTH S! DES 

OF THE B UDGET ~ . 



, . 
t 

(I I I) IT HAD EEE ~ SUGGESTED THAT WHAT THE UK WAS DE MAN DI NG 
\,!A S I r'J GO ~f1P ATI 3l E 1,,11 TH THE ACOU ! S CO >-t>lUnATA I PE OR \~OULD 

INVOLVE THE JUSTE RETOUR. BUT THERE WA S NOTHtNG 
CO f}r"1 UNA UTA IRE t\BOUT THE pqESEqT E UDGET A f~Y I \iBALANCES, AS 

THE OPINION OF TH F PARLtA MENT HAD RECOGNISED ~ NOR WAS SUCH 
A SITUATiON CO ~PATIBLE WITH ARTICLE 6#2 OF THE TREATY, ~HICH 

STATED THAT THE INSTITUTIONS OF THE COMMUNITY SHOULD TAKE 
CARE NOT TO PREJUDiCE THE INTERNAL AND EXTERNAL FINANCIAL 
STABILITY OF THE ~EMBER STATES. THE OBLIGATION ACCEPTED BY 
THE CO ~MUNITY IN 1970 TO FiND EQUITABLE SOLUTlONS TO AN 
UNACCEPTABLE SITUATION WAS THE HEART OF THE ACQUIS CO ~MUNAUTAIRE~ 

CHANGES OF. THE KIND THAT THE UK pqOPOSED WOULD STR~NGTHEN THE 
COMMUN ITY~ NOT WEAKEN IT. AS FOR THE JUSTE "RETOUR, THE UK WAS 
NOT SEE~<' NG AT ALL TI :~ES TO GET OUT OF THE COi'ill'1 UN' TY EXACTLY 
WHAT IT PUT tN. WE WERE SEEKING BROAD BALANCE. ' 

(tv) THE COUNCIL SHOULD CONTEMPLATE SERIOUSLY THE CONSEQUENCES 
OF THE PROPOSALS IN PARA 24-27 OF THE ' COMMISSION PAPERs NONE 
WOULD REOUIRE ANY CHANGE IN THE DOCTRINE THAT OWN RESOURCES 
BELONGED TO THE CO~MUN1TY AND WERE TO BE DISPOSED AT COM~UNtTY 
LE VEL. NOR \,!OUL 1'1 ANY G HANGE TO THE PR I NC I PLES OF THE O \}"Jt~ 

RESOURCES TREATY BE REQUIRED. NOR WOULD THEY lNVOLVE ANY 

CHANGE IN THE PRINCIPLES OF MAJORco r~MUNITY SECTORAL POLICIES. 

(v) IT \tJAS QutTE 'UNTRUE TO SAY THAT SOLUTIONS ALONG THESE 
LINES ~OULD DIMINISH THE UK'S INTEREST IN FUTURE DEVELOPMENTS . 
OF COMMUNITY POLICtES3 ON THE CONTRARY, IT WAS THE PROBLEM 
OF THE UKJS BUDGETARY POSITION WHICH AT PRESENT DOMtNATED THE 
UK I S RESPONSE TO PROPOSALS FOR .~OMMUNITY DEVELOPMENT ANDI IF 
'T WERE NOT REMOVED, WOULD DO SO TO AN INCREASING EXTENT. 

(VI) THE NEED NOW WAS TO PREPARE THE GROUND FOR A FRUITFUL 
DiSCUSSION IN DUBLiN RESULTING IN AGREE MENT ON SOLUTIONS WHICH 
[J1A Te HED THE SC ALE OF THE PR OBLEM. I N Qua v I E \~J J THE conYJ) SS I ON" S 

DQCU :' ~ENT SHOULD Ef'ABLE THE EUROPEAN COUNCIL TO DEC1 DE ON 
EFFECTIVE SOLUTIONS FOR 1980. THE EUROPEAN CO~NCll SHOULD 
THEREFORE BE ASKED TO ADDRESS ITSELF TO THE FOLLOWING POINTS: 

' : . . 

. . ~ 



I> 

(A) THE SCALE OF THE ACT ION TO BE TAKEN IN RELATION TO THE 
UK PROBLEH 

(8) THE LENGTH OF TIME FOR 0HICH ANY ARRANGE 4E NTS SHOULD 
OPERATE 

(c) THE APpqOPRIATE MACHINE ~ Y TO SECURE CO RRE CTIVE ACTION 

(D) THE NEED .. BOTH ' I N THE iv1EDI U;"l ,l1.ND LO dG TER ~1 1 FOR BROADER 

CHA NGES IN THE STRUCTURE AN D PATTE RN OF CO MM UNITY 
EXPENDITURE, I NCLUDING THE POSSIBILITY OF :l\DOPTING 

QUANTIFIED TAqGE TSq 

iT WOULD BE HELPFUL IF THE FINA NCE COUNCIL AND THE GENERAL 
AFFAIRS COUNCIL TO ~CRROW COULD CLEARLY IDENTIFY THESE AS 
TH EEL E filE N T SON \.J Hie H T Ii E .E U HOP E AN CO UN elL \rJO U l D NEE D TOT A K E 

DECISiONS. 
/' 

" " , 
11. GEENS (BELGiU M) REGRETTED THAT CONVERGE NCE HAD CO ME TO 
MEAN nEGOT' ,AT J ONS OVE R BUDGETARY FOS I T IONS BUT, AC~~ NO\'ILE DGED 

THE NE~D FOR A POLITICAL SOLUTIONs AND IN POLITiCAL NEGOTIAT10NS, 
A CE~TA!N FLEXIBILITY ~AS NECESSARY. ~NY SOLUTION MUST BE 
FA R' AND C 0 ~,,1',1 U p·1 AUT t\i ~ E • H E ~Ij AD E F ;) U R PO I NT S : 

t A OWN RESOURCES WERE NOT NAT10~AL CONTRIBUTIONS 

1 I~ ANY SOLUTION MUST BE FOUND WITHIN THE BUDGET, IN 
WHICH SOME INCREASE WAS ACCEPTABLE, THOUGH THE 
PRINCIPLE OF PROGRESSlVITY WAS NOT. 

. 
I It. THE 1 PER CENT VAT LIMiT SHOULD NOT BE EXCEEDED AND 

HIS AUTHOR I TIES ',.i OULD NOT CONS I DER TH I S IN THE 

N EAR OR THE ~"i E DIU r~ TE R Me ' 

IV. ANY SOLUTION SHOULD BE LIMI'TED IN T1MEa 

HE WAS HOPEFUL OF AGREEMENT IN DUBLIN BASED ON A CORRECTING 
MECHANIS~ AND A RE CO~ C ;LIATION OVER TI ME OVEq qEMAIN1NG ASPECTS 
OF TH E BUDGETAY PROBLEM. 

. J 1:1.. 



12. N O~GAAR D (DE NMAR K) SAID TH AT THE NET BUD GET CO NTRI BUTiON 
OF A >"l E ;·;r~E :~ STATE DI D NOT ACCURATE LY PEFLECT T HE AD Vp.NTA·GES 

AN D DI SA DV ANTAGES OF MENBEqSHIP OF THE CO MM UNITY. CONVE qGE NCE 
WAS A NATtONAl OBLIG ATION TO BE AiDED BY A LI MITED CO MMUNITY 
CONTR I BUT' OfJ $ HE REGRETTED THE LACK OF A CO ;-i'"'H 53 ION PROPOSAL 

BUT HE DID NOT REJECT OUT OF HA ND THOSE OPTIO NS SET OUT iN THE 
GO ~'~MISSION'S SOLUTIO NS PAPER. HIS PRlfvlE f·1IN1STER "/OULD T I~KE 

FINAL POSITION ONLY AT THE EUROPEAN COUNCIL. ANY MECHANISM 
DEVISED THE ~ EI HOWEVEq, MUST RESPECT EXISTI ~ G COM~UNITY 

MfNC1PLES AND OWN RESOURCES AND BE FINANCED BY ALL MEMBER 
STATES WITHlN THE BUDGET. THE 1975 MECHANISM WAS THE MOST 
HOPEFUL I:xVENUE FOR Dl scusst ON, THOUGH AN ARTI CLE 131 TYPE 

SOLUTION COULD BE CO NSIDERED. DEN MARK WOULD NOT COUNTENANCE 
A SOLUTION BASED ON AN ATTACK ON THE CAP WHICH WAS THE ONLY 
INTEGRAL CO MMUNITY POLICY. A SOLUTION COULD LAST FOR TWO 
YEA.RS AND THEN · BE HEV I E\4ED I N THE LIGHT OF SUBSEQUENT DEVELOP- , 

~1ENTS • 

133 MATTHOEFER (GERMANY) SAID DISCUSSiON OF THE PROBLEM SHOULD 
BE VIEWED AGAINST THE BACKGROUND OF THE NEED FOR WESTERN EUROPE 
TO STAND TOGETHER ECONOMICALLY IN COMPANY WITH THE UNITED 
STATES AGA1NST THE GATHERtNG ECONOMIC STOR~. HOWEVER 
THOUGH THEqE "vAS UNCERTAI NTY ABOUT THE DET.AI L OF THE BUDGET 

FIG U RES, THE R E v1 A SAC 0 N S 1 DE R A B lEE U R DEN 0 NTH E UK: I T I~./ A S ~ A 

PROBLEtA FOR THE CO ~'1 f<J1UN 1 TY AS "':JELL AS THE UK. ANY SOLUTION, 

hO \\JEVEq, >IUST TAKE ACCOU\lT OF THE V I E\.,fS OF ALL'~E r,1BEQS OF THE 

COMMUNITY AND MUST BE COMPATIBLE WITH COMMUNiTY FINANCING 
PR INCIPLES~ THE EUROPEAN COUNCIL SHOULD LOOK FOR SHORT AND 
MED I U~·l TER ',,1 SOlUT IONS. THE BEST \'JOULD BE ONE BASED ON THE 

1975 MECHANIS~. ALL ME~BER STATES MUST PARTICIPATEtN SnCH" 
A SOLUTION AND HE APPEALED TO THE CO~M'SSION TO TAKE THE LEAD 
t-\ND MADE SI :~PLE PF~OPOSALII HE SUGGESTED THE FOLLOWING GUIDELINES: 

Ie THERE COULD BE NO CONSIDERATION OF A WEIGHTED MECHANISM: 
IT WAS NOT OPEN TO DISCUSSION. 

II. RESPECT FOR THE 1 PER CENT VAT CEIL1NG MUST BE LAID DOWN 

FOR A LONG TI ME TO COME. 

Jill. 

' . . 



~ I I II NOM E C H.A N I S fl; S H 0 I...! L D 3 E i\ R DI P E C T L Y ON E X PE N] I T U« E 

FLO~S, 0H ICH WERE TH E PRbnuCT OF COMM U~ITY PO LfctES . 
TH E ~ \l E ED' .. ! !~ S THE R F 0 q E T Q E X i~. H I NE T H 0 S E PO Lie I E S I 

ABOVE /\LL .4GR I ClJl TU RE ',v H' CH nOR E so HE fi V I LY ON THE UK ~ 

I NTH J\ T FIE L D ;I THE P RIO R ITt E S F 0 q 1980 S H 0 U L D BE AN 

INCREA SE IN THE CO-RESPONS IBIL!TY LEVY: A REDUCT ION IN 
PRO Due T ! 0 N QUO T A S F 0 t~ S U GAR: A P f( E L j I"n N A R Y f\~ O \1 EON BEE F : 

AND A VEqy CAUTI OUS PR ICE POlleYe NONE OF ThESE POINTS 
C.4LLED I NTO FUNDA : ·~EN T !~ l QUESTION THE PP.' NC I PLES OF THE 

CAP AJ;lD THE PROSPECTS OF SUCC ESS . t ~J DUEL I t! \/JOULD BE 

GREATLY HELP~D i F SO~'1E ATTENT IO N CO ULD BE P /~ I D TO 

I F THE CO ;"1i;l UN I TY CA >·lE .sO i" 1E \'J{\Y TO f-lJEET THE UK" THE UK SHOULD 

i.t1t\ l< E A S I r,H L J.\ r~ ~'tO V E • I NTH I S CON NEe T ION J HIS ti U THO R I TIE S NOT ICE D 

THAT THE BRITISH NATt'ONAL OIL co ~ POqATION HAD IN C?E CENT ~·10NTHS 

\:1[1"1 OR EVE l'J GONE BEYOND, THE PR 1 CE f NCRE~, SES LA i D DO'HN BY" 

I ND t v I DUAL \'lEMBERS OF OPEC, .NOT. JUST OPEC AGREED PP iCES. THI S 

\: AS NOT HE L P F U LIN eRE A TIN G THE F~ t G H T ;\ T ;~10 S PH ERE AND THE POI NT 

WOULD BE RAISED iN DUBLIN. 

14" ~~ONORY (FRANCE) SAID THAT THIS 1.4E EK VJ OULD SEE THE 
END OF THE DEBATE BY MINISTERS IN COUNCIL AND THE TIME HAD 
~R q I V E D FOR THE CO ;/H·; 1 S S ION TO Il A K E ITS PRO PO SAL. THE 

COfvj~.,; 1 SS I ON HAD ? E CE I VE D THE CONCRETE pr<opos ALS OF THE UK,' 

THOUGH THEY HAD BEEN VAGUE AND U~,;RE /\ L I STI C AND .ALSO TtiE cor\11V; EN'TS 

OF OTHER MEMB ER STATES ANDTHEPARLIA ~ENT~ HE TOO STRESSED THAT 
ANY SOLUTION MUST NOT ATTACK EXISTI NG CO MM UNITY POLICIES: TH AT 
THERE COULD DE NO ·;JUEST! ON . OF A JUSTE RETOUR: f\ ~rD THAT 

THE VALUE OF CO iViH U:'JITY >iEt,1BERSHt P COULD NOT BE ~\SSESSED 

S I HPL Y BY ~{E FERENCE TO THE '3UDGET. THE SIZE OF THE 

PROBLE~ WAS, GREATLY EXAGGERATED~ THE UK'S NET 
CONTRIBUT10N AMOUNTED TO ONLY HALF PER CENT OF UK GNP AND CUSTOMS 
DUTIES AND ~ GPICULTURAL LEVIES IMP OSED NO PUBLIC EXPENDITURE 
PURDEN ON THE TUK, AS THEY DI D NOT GO THROUGH TH~ DOMESTIC 
BUDGET siN ADD I T ION, A :"iOR E PROFOUND .AN AL YS I S OJ; THE 

IMPACT OF CO ~~UNtTY POLICIES WAS ' NEED ED. HE RECALLED 
THAT THERE WE~E A NUMBER OF UNCE RTAt NITIES ABOUT THE FIGURES~ 

. -, 

I THE.. 



-THE PA PER BEFORE THE Fi NAN CI AL C U~ST I CN S GROU P HAD SUGGES TE D 
MUCH GREATER n E N E~ l TS TO THE UK FROM THE CAP THAN THOS E 
CONTAI NED t N TI-i E CO r-1~'lI ss I 0 t J ' S REFEt.{ ENCE PAPER .. THERE '.i ER E 

U;"~ CE ?TA l f\!TI ES OVE R EXCH JVIGE R/\Tf.S , V:CAS , AD ~~ IN 1 S T ;~ A Tt\f £ 

EXPENS ES AND THE TRE NDS OF ,!\ LL -THESE Fi GURE S. THE ?EA L UK 
CON TR1BUTI ON COULD BE SI GN IFIC AN TLY L O ~ER IN 198 0 AND THE 
COMM ISS10 N HAD BEEN QUITE RIGHT TO FOGECAST NO FURTHER THAN 
1930. THE RE WER E TOO MAN Y UNCERTAINTI ES; THE ONLY ESTA BLISHED 
FACT WAS THAT THE UK BUDG ETARY CONTRIBUTION WOULD RISE SHARPLY 
IN 1980 AND FR AN CE WOULD CONSIDE R SOLUTIONS TO THIS LI MITED 
TE MPORARY PROBLE M ~ HIS AUTHORITIES RE GQETTED, HO~EV E R , THAT 
tT WAS NEC ESSA RY TO RETU RN TO THE OUES T!ON OF THE CO MM UNITY'S 
BUDGETAR Y SY STEr-,j t'tG A I N ~ THE I r~PACT OF TH E O \~JN RESOU RCES 

SYSTEM REFL ECTED THE NEED - FOR CO MMUNITY SOLIDARITY AGAINST 
THE REST OF THE WORLD . OWN RESOURCES BELONGED TO THE 
CO r/if'~UN1TY AND fi.1E ~·1B ER STATES HAD TO SO i" iE EXTENT A FREE CHOiCE 

IN THEIR TRA DE PATTERNS. tHE BUDGET ITSELF WAS NOT AN / 
INSJRUMENT FOR CONVE RGEN CE BUT A PRODUCT OF COMMUNITY 
. " ' ~ 

POLICIES DECIDED ON BY THE MEMBER STATES. THERE COULD BE NO 
QUE STION OF A JUSTE RETOUR. ON SOLUTtONS, ONLY TWO TYPES 

OF ME CHANIS M COULD BE DEFENDED : THE 1975 MECHANIS M AND 
SOMETHING ON THE LI NES OF ARTICLE 131 A THREE CON DITIONS 
~0ST BE MET AT DUBL' N ~ THE SOLUTIO N MUST BE MODEST, BECAUSE 
THE UK PROBLEM DE MANDED NO MORE THAN THAT. SECONDLY, ALL 
MUST BE INVOLVED IN FINANCING SUCH A MECHANISM OR THE LI MITS 
TO CO MM UNITY SOLIDARITY WOULD BE QUICKLY REACHED. THIRDLY t 

THE EXISTENCE OF A TWO-TIER BUDGET MUST ONLY BE T~ MrOR ARY 

AHD SHOULD COVER 1980 ONLY . FINALLY IT ~'t UST BE REVIE itjED 

. . : 

- , 

ONCE THE.1 PE R CENT VAT L l ~'1 1 T - HAD BEEN F(EACHED II THESE CONS IDEr( AT IONS 

LED HI3 AUTHORITIES TO CO NCLUDE THAT A SOLUTION HUST BE 
BASED ON ARTICLE 131 AND NOT ON THE DUBLIN MECHANISM . 

15. COLLEY CONCLUDED THAT, NOT SURPRISINGLY, NO AGREE MENT 
HAD BEEN REACHED. HE ASK ED COLLEAGUES TO MAKE SURE THAT 
THE VIE WS EXPRESSED WE RE FUL~Y TRANS MITTED TO MINISTERS OF 
FOREIGN AFFAIRS IN TI ME FOR T~EM TO PREPARE THEt~ COUNCIL , 
DISCUSSION TO ~OqROW (20TH NOVE MBER). 

to 

COi\jFfDENTiAl 
I ~oMM£NT 
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F~'l LUXE. 'lBO URG 15:1.8182 OCT 78 

TO I jllil'i ED i ATE F'CO 
l"Ei .. EGH At!i t~U":lBER 21+3 OF :15 OCT 

N·l D TO H\I!; 'j EDi AT t. ROM E'p \Ji{R cPBHLJSSELS 
~~'- ... n~l"" - \ ~ "\'j nt"' IICCI""I .'-. ("npc!<J'J "G"r:;IU "'tu"''' J,JA ,r-.tt~·' ~Nt'tJ r- f<.~)! ~ ~J .i..)dV 'vvt:.~~DJI.J l., .. I'F ti'\ ~t:;.l'1~ Int. n. \~Jl;"1 

Fl N jI,NCE COUHCi L ~ 15 OCTOBER .. 

~ON VEHGENGE~ 

DUBLIN MECHANISM. 
REC0GNIT10N OF THE :XISTENC£ Fon THE UK 
THE SC .. )P E /l,ND ORi s: N~~ OF THAT PROBLEf·il 

'.\ 

THE 

WAS TH", Nf\TURE Of THE 'HECHANi SN NEEDED TO 

COU '~C~ L i\ND 

DEl Ai LI'i 

THttT COiiTRlBUTiONS BY A li\~~;,1BER S1"t\TE SHOULD NOT DiVERGE EXCESSlVELY 

f"[ '\O~r ~TS ~:1:J<E iN TtP·: CO!\'1~'1UNITY~S GNP iN i9fj.~,~ iRELAND~S WOULD 

r>'J S{) BY Ohl E--T, H f~ D<'I TH E F ~ N tiN C ~ ;\L f~ r-:CH i\N! sr'! ~~HOlH D BE 



RCfI.H;: TELI'~O l~;j 9 OF 13 OCTOBEH) a THE Ul< BUDGET PF~OBLENffi! SER I () US . 

THOUGH 1 T V;F\S9 VJ,t\S NO-r THE \iHOLE STOI Y ~ THE Wi DE? l SSUE ~~AS THE i4EED 
fOR Tt.E BUDCH:.T TO PR01H)TE CONVEHGEj, CE l rJ SUPPORT OF THE 

THAT AT PRESENT THE BU !JGET D~ D NOT rnot~OTE CONVE:~ GENCE ~ 

r;·tE I~·!HOL.[ !3UDCET SHOU .D ;HEHEFOFE BE 3ROUGHT UNDER 

lTI\L.i AN prGDUCEi1S OF' CDt.j f i NE~rfAL ~ (H~l CIlLTtH'{E11 NO"LABt."f 

H l t L F ,l~Ri '! ~~~H S ~ . '1 ;tLY DEi" J\N 'OED 1"H AT "L·t E COl~li'iUH 1 r\{ p ,\Y{.\lT E~"}T 1 Q r,j 

L,;;"lTERfJ 

OTHER STnu:TuRpJ .... FUr.lDS ·TO ABOUT 25 PEH I';ENT OF THE TOTAL~ 

BAL. NeE ~fO BE 

4a THE CHANCELLOR THEN 



TO HAKE A CONSTHUCll VE CONTRt BUTlaN ; BUT THE SCALE OF THE 

?ROBLE}l DEseR I BED BY THE BR i Ti SH k!OULD POSE A Dt FFi CULT 

TASK FOH THE COr.1rH SstON i\ND THE COUNCi L~ HE THEREFORE 

\41 SHED TO LAY OUT CERr/~~N GUiDE.L'NE~ i,nTH WH1CH HIS 

AUTHOR1T;ES THOUGHT SOLUTiONS TO THE BRiTISH PROBLEr;t 

SHOULD BE FOUND~-

(I) THE OVERf~LL FRAi'1~t~ORK OF THE NEGOTi ATiONS SHOULD Alfvl 

TO f\GH t EVE A BETTER BALANCE OF THE BUDGET \rJl T.Ht N , 
THE DRIESE:\I'r STR)UC"'UDE t"\~ ()I~i~;l \~}17.!'"'\l"\aUt""Cj::Q~ ,_ I _ 1'1 .... ' I, I'. \,Ji "'" d, t\c.~v· l\ ... ., v. 

(II) THERE SHOULD BE NO NEEDLESS iNFL~rION OF THE COMMUNITV. 
BlUi"I''''>C,'"r . .ut~ c. i 

(Iil) THERE SHOULD BE NO {'TrACK ON THE PR 1 Net PLE OF O\~N 
HESOURCES~ 

(tV) THE 1975 DUBLIN jviEC: ~AN iSt!1 HAD rfEEN ACH~EVED AFTER 

Dt FFl CULT NEG,O'fl t\TtO I\JS AND f.\ SOLUTiON TO THE pr~~ZSENT 

PRO BLEf"1 SHOULi BE Et,SED o r.~ ~T{~ Hi S MJTHOR!Ti Eq \tn~RE 

,...,[:', I·C· ... ··, ' ~r ....,... ... , ~ ... r-r··A .. "\·"" 11-
1
"('" .vr'ir- '-""'1"\L Q ;:,,1 r " -{"f '~' ~ ... ·!t t"'" !<.l"'''"r 'I" ,,·1 l! ) ;.' 1" ) I . ! ),,,,,1"" '.! ... I r-t'" II\'l ~!!"p lJ( ,I)o'i. f l' '1l ..... 1< ... , ~,:r"l 'I' Ii ' \. .. ~ ... ~_~"" ",~, ~, ~-v ~, ~ tl t'\i • , . ., .1 k 'tll " . .,~ '$.'Ji. l".~ "'V r~ . I;f'.;"" 'f V 

LEAST BECAUSE OF T fE ORDEHS OF f4AGN~TUDE l"HE ADOPT\ON 

o Ft:N Y N r:,\~ f"1 E CH AN ! St'1 \'JO UL D t ~)1r:' L Ya 

(V) THERE C')ULD: BE NO COff;Pf<EHENSI VE SOLUTION ':\,T' 'THE END OF 

Nt:) \f EMB Er~ TO t\ PRO BL Et1 T ~'L- T' H AD EN EH G ED i:~r\ ADU J~.tJ.~ Yo 

Fl R 8T HTEP S \~IEH E N EEnED~, OTHER ELENENTS COULD BE T ACI(L.ED ONLY 
.~, r~Jr !· ,,,...n! ,!,,· T,...·0·1 ~tl "'\"""~ r. ~O i\ "'.r'-X~- Il"~ rl'"\~~-D' ''1''' ' .111- TW- Over.') 'L' 11'.1 ,nr.: iJ:t:u~JI"j""', t:.td'.a §I\ ~hl0 ,,'; ~,It: tj rt. r{\ .. lt: ~ arlf\l.nt:;, £':I'\;\!..., 

· • . '.~ .... ... , ••. -......i.!.. _ ~ ...... , . ~. . 

BUDGET J AND iN P J\RT! CULAF< THE REG! ONAL FUND~ FOR 19fjq; vJAS NOT YET 

DEC~DED~ 

HE CONCLUDED THl~T THrS viAS I~ COf'JH4UN!TY PROBLEl AND NOT A, 
I 

QUEST ,O il OF THE UK AGAil',JST THE RESTe BUT A rOT/~L SOLUTiON,? 
?,DOH t7 AI \ i ~I ~i'n~ ("U'J ""'tUD f" ("r."! no !'.jt!"'·"l· "C f'''' r.)Er·D~! \J I',c"ut "'HPJ'" \ f '1J.;i v ~ .... !_ . I~ J~\':!n l ... l l ..... ~ t\ t::.~ vvu ..... u l''JU ~ D~ '.:l~ .... t;. , 1 .... i I~,;n i 1:. 11 r~ "'~I ; 

HE D<,)UBTED THAT PANDOLF' !is PROPOS/\LS ON ' 'CASH LH"HTS~ ~. \vE~E 
\ 

CtJf\1PATiBL£ VliTH THE. THEATY AND \~!TH PARL'Aiv1ENT~S PREROGAT!VE$ 
\ . 

~', . .,. (-I"~l""" (n p-, ~. IU!Ifi \ t ,OI \j t;, C.h ~;, \. .0 l~L {,:J ~ !' i j ~ 

;\·1 J\N N EH iN ViH i CH TH E 

f HAT 



L ~~ ,·"··,,, 1·p ..... ,..., r .. IIA'S A ~\ ~ i ' TtCAl t) ·? '~r.: LI"· ~ 1 Of'" "":> ~ .~ .. '. , " " ~' t "'f'UDe ttXtii , .It.l , 4 Wi ff; PO._{ ,t I~ i,_ rL ~Jd Ci" i· ;;;':) l·lt. nA~I,h J 1,';. $ 

Hi S AUTHOH1TES Wi SHED 1'0 SUGGEST THE FOLLO~1H~G GUt DELi NES 

TO TH E COHi"H SS! ON s N EG /~Ti VELY ~ THE SOLUT i ON iVIUST NO-r 11 

( i ) EN V! SAGE AN EV ER~ .. l NCREASU~ G C;Or!;i~1UN ' TY BUDGET,l NATIONAL 

BUDGET;"\R Y D ISC iPL~NES !':lU ST Fl f.lD A REFL ECTiON ar\i THE. 

cor'1r4u!n TY ~ S BUDG E.T ~ , 

S! VELV 

. '.' 1>" :"1'- ·') ·'>~A r: t-~ 
( 11',1 1,1" . \' " i\ l '" •. 1 '" l;' i I, ~ t 1. _. ~i ¥ $ 



t:iECHAN 1 SH (IF 1975 HAD BEEN DEV~ S ~Dg AIND t N 1977, THE TERi~1S 

OF' /ifri! eLE l31 Hr\D BEEN ALTERED TO SUIT THE UK.: GUSTCHS 
'F'I'~- ""F', A~'T " 1't(~.f"J'~ C'l'L""-'j"'"'/H I "·VI ·':"·C "r:') - :l.tO'''! ATti't. 1 s~ t"Ofj""'DI "~ li"1~Ar' l\IQ l.)UliL:~ }J,.l\1J) h"':H\ ~ ;,.. I l.{r\t.,. l"t~ It.,,) W":i,:: N . i~t\ • .Jt4i .~:~ "" "f \h~,bt)l1~.J\J ~ , 

BUT B~.L~)NG[D YO THE COf·Hv1UNjTY~ IF THE UK ~ifHS ' {ED TO 

CONTiNUE VliTH A Tn .. \DE Pt,TTERN THt\T PRODUCED A HlGH PROPOIiTION 

OF SUJ::H LEV! ES !.\,ND DUT! ES~ IT COULD HARDLY COi'iPLAI N. 'THE 
SOLUT10N TO THE UK ~ G Pf~OBLE~,S THUS LAY I U , S O\~N H ANDS~ 

THEF~S COULD BE NO eUEST10N OF JUSTE RETOURf1 I'-HE ACQUI S 
(,y·" ~·i ~l'''~ II ~ "" (l'j /'), i t ~ r- t, .... rp 1 ( .. u 'q .~ D B P (I !.I, ~:;U 'H q f:7 L ~ €J t-I,' 'Q E"'r \.J E~ F~,·.i G'll P it \,; -D. 
\oN I. l'wl • • ""> J ! .r,\' f\ .... ~ 'v d ~ , ... fl I " . • • . " ..t t ..... d J. ,~ ~ t'll. J",.i. 1 • _ I \l t'. 

~"''7.,. !f''.~'~ C·r.~ ' G"R!·'\ ' I-·IO·''''' 'H"D ~l"'Ji-r- " 1 A ,,.,e~~-vr:r' I't"'!'il 'r.nt:'I1""" D~ ~wt::'S""'UL-\-I &\I~d H.,j!, '! i~\ UI~ ~ \! Ul i I N~), ;'U L,"d:.t:PI! \.·rH f:. t;'. ) Wi! II b!'\CAt ~ t,~- 3 \ .... J ' ~' 

;S,( vOUL1) NOT H01J DE QUEST\ONEDi! HOR \vOUL~ t~~: ACCEPT 

ftJ!Y BUDGE'rf.RY pntNC~PLE or REDi f)THLBUTjON~ GiJP PER HEAD 

\1A~: NOT H GOOD nF/\SUrd: OF EGONO~H C PROSPERiTY., ENERGY HESOURCES 
0'\\::,) r.~'; ?,'P'! i"; "'LI~d!!, D E~ ,,!M'\l!'~',l tPTr RC""'OUN"r' ' Ir- r·'('ft 'I ""' · U" f~T' /.l"J~' _)\!~\l". "",.. 'e.~ ,;:)f~ln .. I,,-\ JC t f-\1 \ r J \t ~ 1 " i I,) r\ \" t be. IV )~', vi_,\UK::"i 

THJ~T TH E Ut< BUDGET Pf{OBLEi'-l Dl D nOT STE;~1 Fr<Of'fl FU ~Dt:tf'·1r;:HTA~ .. 

j "" C' U' 'f'" ~<' f' ,i'l .L, :.J<:' l..l F.CON01·'i t G 

RETCUf< 'vi AS rJOT AN ACCEPT ABl.E i,i EGOT i Al", N G 

{i V', ,1T THF r~n t1 Ei..rr AND HE 8TRES2ED A'r TU~~ tv4[}f~'Etrr;. i-.'lN \ ... 'i I , '. \C.& . ..... t .'7 S y \ _ ~ gil .-

\ \iCHEf~SE ~ N OVN n£SOURCES ViAS fj E~ THEft FEASi BLE NOR 

TH EF< E \1 t.S A. ~1 EED 70 LOOK 



(',/i) TH EJ< f. I :'i\S NO T 1 i·1 E BEFOR E DUBL iN TO v:OR K 0 UT A TOTALLY 

r:t;l.iSjLI)"(\O."!o ~l~HEf-d; VfOULD H /~VE TO BE A ivlEDt UH· :-"'EPn 

OF TH E D!JBL 1 N [VlECH tJn Sf A FOR 

( 
t - " j' ~71 J ... 
If I f) ! i" '., Vi) ., 1 { l~, 

};!JB!... ~ f~ ' !,L:G i \~\i l Sf'1 lf ACE iLl N G TO R EP fr~'i~ EN t S .,1U ST CONT l N H:~ 

i\G St"~OULn THE Gnp ?ER H::t\D ANL 0 :1 GDP GROHrH Ci"rrE:rO;i\{f. 

~rHE OJlii; ;~Ss ! on~8 !'~!CHY 'T.O PHCP',)SE AN idCREli'S!f~. IN v'~ovnj 
~)r-~.t\I' ;P ' ''''' .· · r>'i ~ ~~ l"f' \'i'Df"\r-n ·~r : J~ ·( ..... I~ rf"'i'>f-('r:' I"'\~ i)1"1"! ~t"'Tr' ~.'!;>'lG n. t.: .... ,..,.} .. ,; 1\ ', d :':" .:) . l r f i '... ( !. -..."~;" I r! a i".>.. L~ -.1<: ,,:; v: t \ < 1I J,;.; ~ ~,,> i' .. ) . ~ H; ~ l\t'~ 

THE COMMUNITY HAD 

THIS 



UP TO DUblIN 1975 i~ \~AS EXPLt;!"rLY REGOG(I~SED THAT THE: 

P'")SlT~ON OF r·:iE!·iBER STATEr) THE GO~H;H.H:n·ry H;"D NO\v ADf,HTTED 

T:'i;\T /l. SEVERE. PEOI:LEf.1 EXi STED ~:.\ .. ~ ~ OnEr'/lfJ1BEH STATE~ THr,T 

.~ ftEi'lEDY SHOULD BE FOU l\lD~ AND Ti f\.T THf :1975 I1ECHANI sr"1 \~t\S NOT 
I,.:", P, ~< t ~,I (~ . _. j~'j L!l t.l :\1 0'" r-: a" , ~ ""'() l'..UA t,: ~ • "'f' "f·t.! iI."l' 'T' H C ;~·O·· .I; ,H H.! ~T ~A U r, ')-
'Ii,) • • >d~ ,A " \\.,.; r-\ r IlJ·')~ 1:..1N ;::) ~l.JI!lCI\.._. 4 . i l J.\ J if L ~'" i·,\·,·;.h~~ ~ , n , ~.)~ 

BU~ LD ON THE ~l975 f\1ECHAtlH Sl"t 'THE CHANC(:LLO~" ~::All1 THr~T TH1 S "JAS 

t\ 'ljU ST En FLU vH g '11,1 E HAD AL R Ehi)Y VI ADE iT CL EAR 'rn AT S I ~1P LY 

REJ'>'10 V l ;\1 G TH E l"' ESTR 1 CT; ON S \;,)Ul D NOT SUPP!~ Y A SUFF! Cl Efr, 

1J~ j'f;Ot,!Ot\ (r. IH TH SUPPORT FHOi'1 LAHi~STEJ N f rrn ANDcHSENI) 

R r: <l('~(,f:D ("I·JAt) t} i, ' t ~rr'\ "fHr'" CL!!l"'.JC~t; (' Rg~ uc~ n r: "'rqf~ \~~ni")n l..~/4. .. . L,_ ' .. ) ,-1 ld' L l " " , I e. ft.'1", ,,~l~l9J , V . ... " vf' , !. L.., l', .• ,i;_ 

f~:NdusrlCEf}'1!J HE HAD ACKNO JLEDGt:D NO sue I tNJUSTiGE A~~D 

C.i1..B 

~.r; t ~L' FP 
I ) I .... " " ;: 

.... -.... 7-" 





CONFIDJ::-:N:r IAII 

~~ LUXEH30URG 15182¢Z OCT 79 
TO i ~'tj'H~D i ATE FCO 
.' ~ '''j 1\ '" t)" "' .- -1,,5 0 C' .... t'f) <n .. ··F~,,) ~ t .... i'lU I.':.,q. ~. ut~ J , h .. , J.J ... ' \ 

A; '~ D ,,1'.0 RO~ E 

I 

f 

I NF'O 'i'~r4EDi ATE .h<HEP ,BR USSELS PR ~ OR.' J ~i Y BR USSELS COPCNHAGE ~J THE HAGUE 

GHANGCL.OH1S FIRST 

FOHhAF!D 

li iSH TO 

CONlTIDE,NT I 1~11 ' :z. "Bum!. / ./l'it ~ ~ 



CONFIDENTIAL 

3. J?,Ul HE \~I~\S CG ~,lCEfHH~~D DY INDsC f.,T tONS THAT HAD HEACHED Ht~'i THAT 

T: , [:r~E \IAS Sll LL HOO~1 FOR SO !'~!E f'H SUNDEPSTAdDl NGS~ \'JE t4UST BE 

3 1RE THIS '·'lAS NOT SO BEFORE y.JE rlOVE,DINTO THE FINAL PRE"'~DUBLI '·,1 

5T p.GEcq 

LJ'ifi THE Fi RST POSSI BLE ~}H SUNDERST A~lDl NG ~/AS THAT \~E \~ERE CONCERNED 

ONLY "TH THE CONTRiBUTiONS S~DE OF THE BUDGET: AND THAT THE 

SJLUTiON COULD BE conFiNED TO THAT ASPECTo tHAT ViOUlD NOT BE 

ENOUGHo TH~ SOLUTiOIJ r'4 UST DEpl~ \~lTH THE LOV.' LEVEl. OF Ui< REGE1PTS 

AS WE~L AS W!TH OlR EXCESSIVE GnOSS CONTRiBUr'ON so AS TO ACHiEVE 

5~ A SECDND POSS~ BLE !Vii SCONCE?'THHJ ~jt\S THt\T A SOLUT'ON fYH GHT BE 

FO UND ", 'HHOUGH H •. JOH E;,PPlNblON OF COi·H1UNlTY STIiUGTUHAL FUNDS~ 

P) f-< T~lC UK 11q S ill D NOT F'RO~q DE "fHE. ANSWER THE COUNC11,. SHOULD LOQ~\ 
A ~~. "'l'" ~..... '~' '" ~., i ,~. f"< a '-1 P "" C 1'\ A '" "I j'\ 'l A ') "" e' r:: C·~"" ~ .... \ 1\ 1 A /"'\ - . Til"" ~o ~ ., q ~ c .... ~ \ ~ t .. '" p,i ~ He ~ ".t~!-t~ ~ h . l i\:;~:.:""'} '.r!) M,!¥ .t.l .4-.J. t r '-Jr;;. ' d tlii\; M ut" ' t'1!:. '-.A ~" l !\'q vS~(iPl' ~ 

"T'("} "'r'~' t " iUI"·q; e~U;'~ T: \.j."', I!j 1~ u l'\/ '\'":' ., .' tH: ~ tl.ll·'''I~ ,:: ;\·~cn 1),\1 !; d,1-- " .,'It'::U !I.., . hL J,..) ,,\ ,il ; !1l." I . ~ ~,) ~.t)·"' w. ~ 11,.,\." , ~) t..J"" . ! '\l .... .t; , y,U',,..u b;! #'ji/lf-""P I j,~ t1 

THl S \F) ULD Be. J NSUFFi C. \::\r;' ~ EVEN 1HE~\1 THE. BE\H::Frr tfjULD T /\KE THH :E 

6 ltH nD~ "r HE SOLUTION FiU$T L l~ST i\S LONG AS THE r HOBLE1'~ ~ FOR 
t,X l HPLE ~ TH !;;'~ E Ht~D BEEf'l SUGGE~~STiC ~llS HAT THE PRESENT TR!NS!T!Or AL 

,'\;H~i\~· 'JG ~.;-:Et~ T S f.'i,(~HT B}: EXTEt~DED F -~~~ M Llr'HTED PERltiD, OF< THAT 
~~ ~ y SOLJJTi ~) fJ SI.lOULD HE t\PPLt ED cn ,i.,Y OVER t\ F~ XED P~R lOD OF A Y2i\R 
np :~(') "\'.J' '": 1 '1' t.. l ~~' n \ .. tr) II! '1J;'" <;H= ;: 1~ l'}: r: ('" t\ ':~ F Ii ":,· va r F S () f.~~ "f' H i'~ V l M P hJn UL D 
'-'- . ~ -.,f .:.Q . ~ .. ! 1. ~ ~l' ~11"\ ,J <t~ . .. • ~ ~ ~ . it....... '.~ .. .,J .~~ 0 . $ ~~ ... . , 1 '\oj "'~ ~.~ It:.' 10 t ~ 1t-~ ( \ j P$ .. /J fW W 

tNTtJ' -.t.~H t\ I; .EN TH:~Y ~10 UL,D EdSUf<E THe Rr;-~EI/1ERGENCE OF THE PHOBLE~1 

~ N EVEn i'10R E Ar.UTE Fn~1H \~n TH iNA 'fEAR OR SO L '1TEH f,) TH ~v \t~!dULD 

7~ THi S Dl D NOT vlE Al\: YHAT THE SOLUT~ON tviUST L.L\ST FORE.VEH~ FEvJ 
'T'l~ ""' (: - i D 0" i~"- r--X"'"'" [>, · D~·""'lor.- C'l-"\f~ ALL '''' E 0~~n '1' S ... rn rt'iJ l""P ~ ' l --:-,t ' ."" .fl1 1.;t:.h" ) ; . e . N i Ht (.:.J$tiJl llU~";" ,.)j}Jl,';.. r~ 1'i'_I..A,.I!.;li\ i , C1. ~nPd;J ~!\ l-.iVl '· [) 

~~·:}!qE GH,c\N GE t 11 THE ST,~UCTURE OF THE BUDGET! S DESl R;.\BLE ~ N !TSELF 

CONlfIDEN'J:IAL / AND 



CON1PIDENTIAL 

A;~D vJOULD BE NECESS.1,n V TO REDUC r: THE PREDOI"ll NAINCE OF THE CAPtf ON 

1 HER EVE1~U E S' DEy FURTH ER R £ ... 0 H 1 i~NT AT u ON 0 FT ' i E U!\; S TH ~nE f~' ATTEHN 

TO\4ARDS1°H~ CQ \:ir:HJNlTY SHOULD LEAD TO t~ HEDUCTION IN THE Ui<'S 

G!~OSS COl TR1BUTIO ;~~ BUT g AS OUR :~XPERI £NCE ti'ADE GLEAR.~ THESE. 

Dr: VEl~OPi" IENTS \\JERE LONG-..TERfvl ~.ND Ur.lPr EDI CT ABLE .. THE CHANCELLO R 

RECALLED ACCESS10N NEGOTI AT\ONS OF 197¢0 THE COn{4H SS~ON HAD THEN 

ENVi SAGr~D A SI TUATIOf.j 1 N \vHt CH THE CAP COULD 1'1' 198¢ LEPf<ESENT 

QlJL y 1~\6 P ERCEt-lT 0 F nUDGl2T EXP ER j ENCE . SHO \~!ED ~lE S ii~PL Y COULD LOT 

BANK ON SUCH FORECAS"fS t'\GA?Na VIEOULD LOOtl FOR FAVOURABLE DEVEi~OP-' 

l"lEiJTS g BUT NEp,N\~HiLE THE C(H~fV!U 'JlTY SHQULD PHOV~ DE FOR AN H1i1r·~EDi p,lE 
ECLUTI O;j ~!Hl CH ~i'OULD LAST WHILST THESE Lor!G·~ .. TE:1r··i TRENDS (\!ELE 

OOf1HNG iNTO EFFEGT 9 ' AND. UNl!L SUCH Tl~'1E ~v) THEY GOULD BE CLEARLY 
r.~r·· "'f( HAV- RE1Q f1 \/f-") TPI- npO't)· .~ il " "1"'0"'" l'('t' ..... D "Ol"\r~ <f l' A~,i ' JK TH ;\'T ·~~~r.:.N ) , t,~ , 'l"IL'",,:J 1 ·lt~ f'I'\ D!....~ ·: t;; hU.o !...,Y fh)r· t. ... : ;:·1 ,'0': d·U·\i'~ t. ! ... ~ 

NEED FOF< SOt.lJTiON V!O ULD GO I\~JAY ~ 

BEL t EVt EXP Ef.l~JllUR E CQ ULD B~ E E[t'JCED W~ THOU'~ ATT AG}~ H~lG BASI C 

PHiI'JC~PLE3 {)F lHE POLiCY BUT \::1E Hl\D TO BL: t;Et\LlST!CI! GIVEN RiSiNG 

r"pHf;l PFODUG. ~ V~TY! iN THE StiOHT TERr'~g A f·;l!~JOR f::FFOHT VJO"LD BE 
,. r:' r'· .~, -., ') '~'t~t ).> .... i.-·n '-~,... .,,\ (" /'. AT P n r ' r. r:ll.\ ' ~ • r- \ ' 1"1 1 c....... ,!'~ i .. !,.~ ':":\1,' f-: ~d'':D.!j (" r: t T,;, I '-t, i'~I I.:., i-:.Ut:.J ;",1 ;t .. t.,,~,?", ''" !n( ..... ~('\' ·nC~l" ... i'~$ I."c;.it;.b~ .. l;. ~ "v"} ,-;""_ ~ . k \J-k .• ... i ~ 

~Ji'::) DESt HABLE ~ d ITSELF BUT NDT THE ANS\4EH TO Gun Pf{OBL r2;}l , vhH CH 
l <1 i'\ ~...., ~ (\:1>. 1 (- D l J\'" C 
~f·.'.~ ~ tIl ' ! C. ~ N ~ ~~ 

9111 "THe CHANCEL~_OR ASKED THE GOUl~Cl L TO CONSi DEH \;~1HY \.JE ~JERE PRESS~ NG 

fOf< A SOLUTiOr WiTH Hv1i\,lEDl t{rE EFFECt l7 \~AS OUR PhOBL .. El',11 ~~E[.\LLV SO 

b1 G t,:·,\ D SO Uff, GENT? i T t.~ AS CQr';; 'iC N Gr~{) UN D g FPOifJ TH E C(HH!\1 ~.: ' S! 0 N : S 

P :'~J) ~R;I TH A.T IN 1.9Si> OUR NET CO?rtR ~ BUT JON \JG ULD BE 0 V{~H PO UN DS 

STEHL~ "j G ONE HIlL!ON .. ~ 4.(/)PEi~CENT f\BO'JE THE ONLY OTHER HAJOR 

iNVOLVE PILL SORTS OF ASSUMPTH.HiS p,BOUT CHJ.JH1ES t N THADS P XrTERNS~ 
~"rV\tn" r:xcu ~.:,lGr; Q f>Tr::0 i\:;::rjUl"" D' j:-;';f.:t r1f·}t.,lIr)il·.fT V/ ..... ~.:: 'r : ~;~' t"'AP tP:''1lJ''f'' t)e~""JjRf'E.·~ P;!JyUi !~i rit" .•. I~ .\, \ 1.. • ..:'11 R >d·.,. ..... \i _ ...... \~, 111,,,1. ! I rtc. v c .\,_~.,J I !\i:. ..... )i ,w 

TR :~:lSFERS I ABOUT RELAr! \IE GHft'JGES ~ N GNP ~ 1~~,jD ABOUT Ef,lL·AHGEr/it::NT Of 

THE CO!'l~HJ:~iTYs BUT UNLESS SOr'iE QUICX-ACTti~G CORHECT~VE f'lECHt,NIS\"1 

COULD BE FOUND 1 'li E ~IERE CERT ~\l N THt\"T~ ON i\NY Cor"1B! NATHJN OF 

ASSUf!IP 'T tONS THAT ViE HAD Y~T BEEr,] ABLE TO tAt\!\E~ THE UKiS i\~ET 
1"" ~ ~ .... """ ~ ,-- • J"r' Sr . f '" """ _. 'r--" ?"c .... t'I"T" t f I r~ ~> "', ") r'" '"" r E' 'r ~. . I -, ,.... E r' ' r - ..... 1'"" '" LV .. ~ \.f r R T I' ... , 
\~.h~ H--: j .~;l ~ ~Oh ~t:tJ"!:U lit.~.:H l i'd:',U ~l in ~:J- ... 4c-\1! 1" I~.J!-< '" . .)! tt.:.t- i tJ vrJ' fit. 

. - :3-
CONF'I DENIIIAL 



CONFIDEN~IIAL 

(1 ~,<O<" I ~ I D rt 11 At C· T', \ , l • .. '\ t f t' , ' .~ r, 8 ".., f, ~p 1:J ''J ~ .... e r' I"" P t" iCE"" 'r l 1 ...... l !\' i' • 1.- ~-, f • T .... .... I~~ ... ~!>: f' tl t.t Dtt.J • .,.!Od,,) ,1,.')1' ~I.";J )':'}, ;-\1 I ht'.vj..:l~i f~f I;':>~ t-It. ti.J;I'lih...l,)~ i~ E. 

~R0DLEM WAS BAD ENOUGH~ THE PRGS?ECT OF SUCH A S~TUAllON IN 
~UTURE WAS LUDlCRO US AND INTOLERABLE~ 

4.¢~ HE \dAb BOUND TO HEGA.HD SUC:H A 1T<END AS SERiOUS AND R EQU~ RH\jG 
lh ... lEDi ATE IH.:T 10N~1 HE' HOPED OJr< CONGEH)l \~AS rOvJ A.BSOL.tJ~·ELY CLEAR;:) 

HE \vAS NOT Gl'LLi NG ' 'NTO QUEST~ON COHr,HJNtTY PO'Li' Ci ES J.\S THEY HAVE 

EVOl,.'JED 0\ ER THE PAST T\:J0 DECADES~ CHA.nGES t'lERE NEEDED, tJIAYDE 
(r r,~ At- · ".. .. ) ("t~"'"'i""(") '0""'" '~"'I \ '-' LJ1J''\ tt ~'r-r'l\·'i ·4" '- QU·E""'·'i"~O~' t!!"" ~1"I "~f{ 
\, .~~\.. ll'l ;.; /-\i- '>/0~} i .. } 1tf ])U ~ ! n f.\ 1 W i-.W ~ ';~~· .. ~l'" 1-\;1, P,l 1:. ' "."" i I !.J;, N G 1 Ii t l , 

~.'O': !TiON ~ lS P;\i··.IDOL ·:71 HiD 8Ai i), VJS }ll\D A SYSTt~n \;::-11 C 'J OUGiff TO 
pr::-' ..... L.;nJ '1"': ('e'li1jf;''''r:'f:i'jr'r: BliT \>111\ ('. \ ·1\' ;::\l CT"' ''''1 ''I.I~': 1 ee'C; 1,1,:\ <; ("LF' ,, () \ V r') i\j"" \l(' I n ,,,),,! ~i~ .. '"q';l\.r.". \ ·.)l .... '·\"r"""1 \ J , 1I1 t ·"". ~ .j ..... .... I ~!1 ..... '..<.i...u ..... V~ ',\ .• ; It", .r"l·'_~ r i''i'l.-t \ .~ 

, ;"<.,. H 1.( r '· r- l·E ...... Y 
q ~ ! I!<,.,. V . , \ SUH V 1 VAL 0 F T d:: 

C)!I:HYIUN~TY ~·X)UL.D DEtvLr,~LD THAT THe. i l'lSTtTUT 10NS FH·1l1 EQL:ITABt.E 
~1') t ... UT t () ; \ -. s ~ tV 

"'Q 4 I ARISE1~ p 

CONJrlDENT IAL 



CONFIDENTIAL 

~ ... ~ 

H4 1971~/5 HAD PROVED TO BE H-l.t\DEQlj,L\~·E TO DEt,L ~'nTH T~nS SlTUATION 

iT viAS ,uAN EqU!T;.\BLE SOLUTION9D 10 l~! NAdOR Cl.J~~n·HJNtTY PROBLEt .. THA'T 

THE' UK NOV SOUGHT a COLLEAGUES SHOULD BE U;JDEH NO iLLUSION ' AS 0 

THE 'SCALE AND THE URG ELC Y OF THE. S:)LUT10N SOUGHT1J 

SPH r~CI LEY g HAZLE 

CAB - ELLIOT, FRANKL!N, W~ SH, PSjLORD prESiDENT 
: If'> Jl A ~ I -x \ t..' ,,-,.,~,.~ 

i'/;-") l.)ua "" .. At,.L:\i,·.t~1)t::.h 

MIDDLETON, ASHfORD, THOMSON, BAKER 
" ) 1\' ~""'i'o u...... or'. ; \I L' bilL. r v Ii" .tH,,, t.. • 

[ADVANCED AS RE(~,UE.STED] 

IiTlAI\'IE :2C J:(\fOI'IIC: 
EID 

CONFIDENTIAL 

,r 



I 

COiN:2RGZNCE : STAT~urT OF THE UNITED KTI~GroLI DELEGATION OF ITS 
Opn~IONS AND- REQUESTS IN CONCRETE roRr;l REGARDING ITS 

BUDGETARY POSITION 
---------------------------------------------.- . 

The UK's budgetary problem is simple a.'1d readily visible. The 
Corrunission's reference paper has, shown clearly its size and serious­
ness. By'1980 the UK will be one of only twc significant net 
con tri bu tors to the Budge t. On any a ttri bu tion of MCAs our p aym en t 
will be over 1, 500 l.1EUA (£1 , 000 million) - ove{ 40 per cent larger 

, - r- t d ' . ..... ..... 1"0 t" ..L ..L 1 " ,., 
:~21 ~Jem8...'1y s an re?reserr t,mg 0;)-0 per cen 'JI LO lJa net tra~SIe:rs 

. ~::;::;~sn ::-~e 3-c:ige ~ LYJ. tt2.t ':re2.Y, although the u-X r2.."1ks ':th i~ the 
CO~Ln. .. ni ty in ~\r? per head. 

Our net contribution has grown fast - from onl~ £167* million in 
1976 and is likely to grow equally fast after 1980 unless a solution 
is found. 

The reference paper has also shovm clearly the two causes of 
t~e problem - both our excessive contributions to fina~cing the Budget 
8Ild our low level of receipts from i t. l~ext year, when our share of 
all? \~ill be 16 per cen t, we will finance over 20 per cent of the. ~ 

3udget, but get back only 10 per cent or less. This is a menifest 
inequi ty which the Communi ty mus t find a way of removing. It is bad. 
for the Co~ity if a country with below average weal~h is a ma~ 
source of its finance, and is not tolerable for any Bri tish 
G-overnmen t. 

It is accepted that budgetary transfers are not the only element 
in CO!:lmuni ty membership. Budgetary figures may also be misleading, 
as regards their true economic incidence, for other Member States 
s~ch as Belgium and Luxembourg, but the reference paper shows that 
for the UK they are a reasonably accurate representation of the facts. 
~Jon-bud.getary effects make the posi tion Ylorse, as the UK incurs sub-
sta~tial resource costs as a result of 'the CAP. Nor does the 
"Rotterdam effect" alter the position of the UK. 

As regards solution s , given our per capi ta GTJP the ui should 
at \T('orst be in broad balance on contributions and receipts to the 
COU:-or:TJ11 i ty • The solution must : 
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a). act effectively on the net con tri bution, .compensating for the 
low level of receipts - over half the problem - as well as the 
excessive gross contribution; 

b). be put into operation immediately; 
• a~ 

c). last as long as the problem, and no longer. 

The UK rules out no approach at this stage, but there are a 
number of false trails. VIe see no scope for an adequate solu tion 
through : 
a). reform of the Co~~on Agricultural Policy. However desirable and ..•. 

necessary it is to CUl~b CAP expenditure, as the Commission recog-
nises, this will not act quickly enough or be on a sufficiently 
large scale, or be sufficiently related to the budgetary problem; 

b) • increased receipts from Regional and Social Funds. .some 
expansion may no doubt be "justified. Bu t they cO\lld not con­
ceivably remove UK's imbalance on a sufficient scale. Nor 
would it be right or practicable to solve our problem through 
urmecessary expansion of the Gormm.mi ty Budget · or through 
artificial distortions of existing Community policies; 

c). Loans. As the Commission has rightly pointed out, these do 
not consti tute a transfer of resources, though ,they have an 

important role to play in the development of Community policies. 
They bear in tere stand they have to be repaid, and the UK has 
no problems in raising loans from other sources. 

It is equally insufficient for the UK to wait until the develop­
ment of our trade patterns and the development of Co~ity policies 
solves our problem with the passage of time. Our trade has illlder­
gone the biggest reorientation towards the Communi ty of any M~mber 

State since 1972, to the considerable benefit of our partners. 
This reorientation will no doubt continue, but even at the present 
rate of progress this cannot help with · our immediate problem over 
the Budget. 

The remit from the Strasbourg European Council invited countries 
to make clear their views on a solution in concrete terms. In our 
view some form of corrective mechanism is indispensable. But it 
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must correct the net position - counteracting our low receipts 
as well as our excessive gross cont~ibution. 

One possibility which_we think 1 the Commission should examine 
is a mechanism which addresses itself directly to the net contri­
bution posi tion, and takes account of GN"P per head as does the 
presen t Financial Mechanism. 

Another possibility is that the Commission might st~t from 
the existing Financial I.iechanisrn. They ' would first ha\.~e to remove 
2.l1 the fiul tiple restrictions, which, as they ·'have shown LYl the 

'" l ' . J,. 1" J,. 1-1 ~T: - ~ -....," ~~ t - . .+ re=e~enee paper, l :llll or exe UQe LJ .. le ul\. .loro!.;..!. oene.L.L a\.. presen l. • 
. .. ::21:e restrictions 1,t,tr1 ieh ';lould have to be renoved L."'1clude the balence . , d ' J,." . • , ~'h i" <""' ' of p2.yoents can it,ion, lJfle tra"'1Cn83 Syst8::l a"1.~ t.i.e OVers..L10 per 

cen t limi t. 

Removal of these r8strictions alone, however~ will be nothing 
like -sufficient. So long as the Financial Iviechanism i2 restricted 
to dealing with the gross contribution, it cannot meet the larger 
part of our prt)blem. A further change would have to be made to 
84llend it to compensate for an inadequate level. of 'receipts. 

77e do not suggest that these exhaust the possibili ties. 
There may be others, aYld other combinations. 
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PRINCIPAL PRIVATE SECRETARY 

INDUSTRY ACT FORECAST 

PS/Chief Secretary 
PS/Minister of State C 
PS/Minister of State L 
Mr Ridley 
Mr Cropper 
Mr Cardona 

The Financial Secretary discussed the latest draft with Mr Ridley 

this morning, in the light of comments from No 10 and elsewhere. 

In the Financial Secretary's view, there is a very strong case 
.. 

indeed for publishing a very much shorter piece, containing 

just paragraphs 2, 10, 21, 22, 23 and 24 of the draft attached 

to Mr Shepherdls minute of 16 November. The remainder of 

the material could then be used ffibackground briefing. It might 

be possible to publish the whole thing as a Press Notice rather than 

as a supplement to the Economic Progress Report. 

There are obvious difficulties in making such a radical change 

at this late stage: Sir D Wass and Sir F Atkinson would need 

to be consulted very quickly. But you might like to put the 

point to ~ Chancellor nonetheless. 

S A J LOCKE 

20 November 1979 
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CHANCELLOR Mr Cardona 

CHRISTOPHER WALTON 

I attach a note summarising the key points he made to Mr Cardona 

and me at lunch on Wednesday the 28th. In addition I should add 

that one thing Walton said quite strongly implied he would be 

willing to make use of his right to a sabbatical year from the 

Bank to come and do some work here on the principles of Aid 

policy. I also thought I detected a willingness to write you 

an "issues" paper at some point. 

2. Mr Cardona and I have not been involved in the pursuit of 

the current Aid Review. Nor, as far as we are aware, has it 

been thesubjectofmuch consultation between officials and Ministers 

or Advisers. This raises an interesting and important general 

question, since much inter-departmental manoeuvres will often be 

rather futile without some guidance at the start or steering 

while they proceed. Yet whether this happens is pretty much a 

matter of luck. The last thing one wants is to complicate matters 

further with yet more paper. On the other hand it is fairly ----..........--.----
absurd if importa~~e~iew~-~~er.~ dep_ar_~~al exercises such 
~~~------ ~~~~ 

as this one proceed largel~ in i~norance of Ministers' considered 
i __ . ___ . _ . __ _ •. ~~_~, __ '_~ ~-'-- - _ .. , -.,----_ .- .. -~-- . "'~--'-~~~-'-=, ,-----.-~-:--.....-._~ __ ~~-
view of what is needed or when. Perhaps we might air this issue ------at an early morning meeting. 

ADAM RIDLEY 

30th November 1979 
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Points 

1. The rOliferatio~f international aid-giving bodies 

[Internati -al_Fi~fl~ lal Institutions or IFIsJ has passed all 

reasonable limits and is now making aid intolerably wasteful ~ 

and administratively cumbersome.( The Brandt report's ..., 

publication could well provide a focus for such an effort. 
--------.~ ------~ 

2. The obvious IFI to bear down on and eliminate is the 

new IFAD, an agricultural development ba~) based in Rome. 

3. The aid-giving process is taxing the resources of the 

recipient countries. IFIs or donor countries give money to 

LD t: Governments who then channel it through overstrained 

para-statal bodies. This bias merits attack. 

4. The proposal to increase the World Bank's capital offers 

an opportunity to seek a quid pro quo. The best thing to 

seek would be greater coordination, control and effectiveness; 

and sustained onslaught on the tendency to use Bank 

programmes as a device for income support and distribution 

or redistribution within recipient countries; and by the same 

token a higher priority for activities which promote the 

growth process. 

5. The UK nominees on the Bank Board (from ODA) tend to be 

men of very narrow vision, and ill suited to any effort to 

impose a discipline on the Bank. Apart from anything else 

they know little or no relevant economics, particularly of 

the macro kind. 

6. Any tendency in the UK to turn Aid into industrial policy 

in disguise, particularly aid for lame ducks, is fraught with 

risk though not necessarily wrong in all cases. 

RESTRICTED 
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7. The British Aid scene needed the illumination which comes 

from clear and well founded basic principles. Though the 

present review was most unlikely to provide it, there is in 

any case not much which can be done in the short -to-medium 

run anyway. What was needed was, in all probability, a 

Treasury dominated exercise, which would look ahead over a 

considerable period. 

- 2 -
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CHANCELLOR 

CHILD BENEFIT 

cc 

G.3 

Chief Secretary 
Financial Secretary 
Minister of State (C) 
Minister of State (L) 
Mr Cropper 
Mr Cardona 

Mr Kemp's submission of November 28th on the problems of uprating 

child benefit is an interesting one. I know it is somewhat 

unfashionable, but I am quite convinced in my own mind that a 

sUbstantial uprating of child benefit, in line with prices, is 

the right thing to do. Furthermore I think it is so difficult 

to contemplate not doing it, but I think one has little choice 

in the matter. That is not to say that there may not be interesting 

variations in the scheme which might be explored in terms of 

varying levels of benefit for different family size, some trade-off 

against the VAT zero rating and so on. 

2. It may be objected that there is inadequate provision made 

for doing so. My own belief is that the best way to pay for 

it would be simply to raid some other part of the system for 

national insurance benefits. By far the best thing to raid would 

be either unemployment benefit or old age pensions. I think the 

act of doing so, and declaring that one is doing so in public, 

wo u 1 d he 1 p a gre at de a 1 to dr ama tis e the 11 z e r 0 s urn II ( at be s t ! ) 

game in which of necessity the poverty lobby must accept that 
r -
they are henceforward involved. 

3. I think this approached would also make it much easier to 

get away with a reduction in the child allowances to the unemployed, 
"t 

the sick and so on. 
~ 

ADAM RIDLEY 

3rd December 1979 
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1.17 

MR HALL 

CONTINGENCY PLAN FOR A CENTRAL PRESS UNIT 

In your minute of December 3rd you asked me and the other advisers 

for quick comments on E(79)62. I have nothing to say about the 

technicalities, on which Mr Davies will, no doubt, have an expert 

view. One immediate point which occurs to me, however, is the 

obvious need for liaison with Central Office. This paper 

demonstrates the need for a "Shadow Press Committee" and defines 

another of its tasks. It prompts one to ask what has happened 

to the proposals made in your letter to the Prime Minister of 

November 8th "Balance in the Media", paragraph 4(v) of which 

suggested a co-ordinating activity in Central Office to deal 

amongst other things with lack of balance in the media. The 

modus operandi of the old Sturges - Jones Committee in 1970- 74 

could be just an useful in helping to put over the Government's 

point of view during a strike as it could dealing with distortions 

of the public expenditure policy. 

2. The paper also prompts the somewhat cynical question which 

you have recently asked about in another context, as to what has 

happened to the Paymaster General's Assistant Secretary. Getting right 
, 

the presentation of an emergency generated by an industrial 

dispute fits naturally into the wider campaign for economic 

realism, responsibility in pay matters and the avoidance of strikes. 

So one naturally asks the question, and suggests that you should 

pose this at the Committee, as to whether the Assistant Secretary 

who has been inspected by the Paymaster General will be in post 

shortly. If he is not there will be little point in setting up 

the CPU, since there will be no-one to run it! 

3. Finally may I suggest that, given the close interests of this 

Department in the presentation of policy generally, that it mi ght 

- 1 ... 
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be sensible if Mr Davies liaises fairly closely with one or other 

adviser, dispute by dispute. I have no idea what this could 

involve in practice - and I suppose no-one else does yet! 

However it is a point worth considering in the m_eeting. 

ADAM RIDLEY 

3rd December 1979 

... 2 -
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CONFIDENTIAL 

cc Mr Ridley 

Mr Cropper 

CONTINGENCY PLAN FOR A CENTRAL PRESS UNIT 

I would not dissent from Mr Ridley's note of 3 December about 

E(79)62, but I would add the qualification that any liaison 

between CPU and Central Office must be very discreet indeed: in 

the highly charged atmosphere of a bitter industrial dispute, a 

j ournali st's misunderstanding of the relationship could be very 

damaging indeed. 

Angus Maude's second recommendation, that the Contingency Reserve 

should finance additional advertising costs caused by an emergency, 

seems acceptable and unlikely to be an undesirable precedent. 

GEORGE CARDONA 

3 December 1979 



CONFIDENTIAL 

CHANCELLOR 

BL - E COMMITTEE 

cc Chief Secretary 
Sir Anthony Rawlinson 
Sir Lawrence Airey 
Mr Lavelle 
Mr Moore 
Mr Cardona 

As you know, I have not had the chance to study the papers 

thoroughly. So the following notes are very brief and the ideas 

behind them need working up properly. 

LESSONS OF THE PAST 

1. The Ryder plan has failed in financial terms. BL have not 

been able to generate the internal cash- flow relied on by Ryder 

to match Government assistance; 

2. This is because BL itself has failed dismally, as regards 

industrial relations, productivity and sales. For example since 

Ryder, ie over the period 1976- 1979 Q II: 

(a) Disputes 

1976-79 Q II have seen 33.6 million man hours lost in 

internal disputes = 4 million man days = ~7,500 man years] 

(approx) . 
man hours 

External disputes have lost a further 6~ millionh ie 

2,500 man years. 

[Source: Table 1. Col 1.J 

(b) Loss of Production 

Measured against admittedly stiff test of normal capacity, 

loss of vehicles, on the assumption that 1978 record is typical 

in its financial consequences, has been ; 

- 1 -
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Vehicles lost: 

474,000 internal disputes 

111,000 external disputes 

585,000 total all disputes 

Sales value: 

£1.46 billion Total all 

Whicr[£1.185 billion] internal 

£0.275 billion external. 

(c) Productivity 

disputes 

BL the only European car firm in which real value added per capita 

fell between '70 and '77. 

By 1978 value added per man, the only really ac curate measure of 

output per head was 15% below best year, viz .72/3, and only 4% 

above 1970. [See figures in last Col of Table II and summary below.] 

Sales per man year equally distressing. Similarly output per man 

of cars and vehicles : 

Summary of Productivity (or lack of it) 

I Sales Productionl Real Value Added 
Man yr. man yr. per man year 

1970--;-100 

Cars Other 
Vehicles 

1969/70 4.9 n.a. n.a. 100 
1974/5 [Ryder Year] 4.1 5.9 1.7 92.8 
1976 4.3 6.3 1.6 91.6 
1978 4.2 5.6 1.4 104 
1979 [Forecast] 4.3 5.7 1.6 n.a. 

Source: Department of Industry letter to Treasury of November 14th. 

- 2 -
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(d) In effect assistance from Government has permitted Leyland 

the luxury of doing nothing whatever to improve its performance 

to competitive levels, has de facto financed strikes and allowed 

BL to go into reverse at a time when other competitive motor 

industries have advanced despite all difficulties. EG 

World Motor Industry Productivity 

1972 1977 

GB 100 93 

of which BL 100 87 

Italy 100 89 

Sweden 100 100 

France 100 124 

Germany 100 126 

Japan 100 135 

USA 100 108 

Source: Financial Times, 4th December. 
(e ) Conclusion 

~ No point in pretending that Government will help anything other 

than controlled run-down unless performance improves dramatically 

first. 

THIS AFTERNOON'S MEETING 

Some grounds for fearing Ministers be 

eg by threat of EdwardesYflight to Japan to see 

December 20th. Which would require hasty and inadequately 

considered decisions. Officials here have not had time to 

analyse position fully or properly yet, nor options open to 

Treasury Minsiters. 

Cash requirements of Leyland ' ed to be seen in conte~ of 

other industrial problems, such as Rolls with its £700 million (?) 

-
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~ 
cash shortage ; and the overrun of cash limits by several 

NIs, such as ~s, Electricity and, one fears,~Sc particularly 

if there is a strike. ~uture years as well as t his year. 

Department of Industry/BL's needs for money this year a serious 

threat to contjngency reserve; and alternative methods of 
~ r ~ , 

finance proposed (lines of credit, and twisting arms of US banks 

to lend more in the short-run) no more appetising than factoring 
~ 

PO Debt. The public spending implications will in the long run 

be just as severe. 

We feared - as did Hoskyns - that Department of Industry's 

ineptness over the BL ballot would create false impression that 

HMG would cough up the money. This has indeed proved to be 

the case. But it is for Department of Industry and BL to dispel 

that false impression, not for us to acquiesce in it. 

PRIORITIES FOR THE FUTURE 

- ~ very toug~~is now needed. But one which ensures that 

Go~rnm~ seen to be behaving unreasonably. 

There is no point In supporting the corporate plan as at present 

~~n u~ .~ As described [Mr Moore's brief, paragraph 5J, thi s plan 

will only offer 15% on assets (historic), well below a proper 
in real t e rms .... 

rate of return/. That means the flrmsobJectlve lS not one of 

viability, and that cash needs will continue indefinitely if not 

infinitely, and Government will have to neet or underwrite them. 

The salami tactics now proposed by Department of Industry and BL 

are partly sensible. But partly foolish, since longer run 

implications are not clear, and saving a little money today could 

well mean spending much more tomorrow. 

Planning for a phased rundown therefore vital. 

However it is quite possible that BL could vastly improve its 

performance, as its 1972/73 figures show. To provide every 

- 4 -
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possible inducement to that would be an equally important aim 

whether one ultimately runS down or builds up on the basis 

of the corporate plan. 

That requires turning the screw on Department of Industry and 

Leyland further. 

SPECIFIC POINTS 

I would recommend you to agree to as little as possible of the 

Department of Industry's proposals at E this afternoon. The right 

way ahead perhaps should include the following elements : 

\ this year 
No claim on the contingency reserve/under any circumstances. 

No agreement amongst Ministers until after the wage and industrial 

relations package is accepted. [I would like to see it ballotted, 

but do not know if that is possible.] 

Clear understanding that present corporate plan is unacceptable 

ab initio, because objectives for profit too modest. 

No money for anything other than a phased run down until and 

unless better coporate plan put forward; and 

firm vastly improved output/productivity profits 

in short-run [see below]; 

BL 
- /makes further progress on IR, and virtually eliminates 

the self- indulgence of strikes and stoppages. 

In other words, np agreement for any money for 1980/81 onwards 

pro tempore, and the barest minimum for the time being. 

BL workers must make, and be made to feel to make, their own 

contribution to the firms future, and extremely quickly. This 

could be via 

higher productivity (the 15% shortfall on 1972 value 

added per man implies massive slack which could be 

picked up very quickly); 

- 5 -
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something like a loan by the workers to BL, 

amounting to, say, 5% of their gross wages from 

the New Year on; as well as 

a very modest wage settlement, as already suggested. 

So far they have only sacrificed their colleagues in the least 
$ 

competitive plants. Why cannot they help themselves a bit by 

h elping their firm? 

Mr Moore's Brief 

The above notes are incomplete as already stressed, and hastily 

considered. Subject to that, I would comment on Mr Moore's C4r~~ 
recommendations (paragraphs 26 - 31 of his brief of December 6th) ---as follows: 

paragraph 26: "support BL board through 1980" 

~ Issue should not be resolved one way or the other yet. 

paragraph 27: (i) lean on banks to ease this year's finance ; 

(ii) offer not fuel money but line of credit ; 

(iii) do not concede on converting £150 million 

loan to equity now. 

Concede nothing yet, and yield on none ..... 
at the v ery least until BL have made 

progress on wage front. 

paragraph 28: Do not guarantee private sector loan. 

Agreed, though it helps only a little . 
... 

paragraph 29: You and Chief Secretary to hold back from 

a part in nego t iations with BL. 

Agree only if Treasury officials keep in 

better touch than they have up to now. 

paragraph 30: Statement before Christmas? 

On above assumotions seems imprudent. 
---

- 6 -
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paragraph 31 : BL to prepare contingency plans 

for run-down. 

Agreed, quite vital. 

ADAM RIDLEY 

10th December 1979 

- 7 -
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BL LOSSES DUE TO INDUSTRIAL DISPUTES 1970-1979 

No of 
Manhours lost due to ; VehicleslOSt due ' to 

Internal Dispute~ External Disputes Internal, Disputes External .Dispute~ 

1969-
70 

1970-
71 

1971 -
72 

1972-
73 

.1973-
74 

1974-
75 

1976 (15 
months) 

1977 
1978 
1979 Q1 

; 1979 Q2 

-1&'" -s=­
I rt - A~· 

·-5.0m 

-8.0 

ro.o 

"7.0 
14.8 

,1,D.~O 

1f)2 

4eOm 

0.3 

14.2 

N/A 

'1.2 

N/A 

N/A 

N/A 

No/A 

N/A 

N/A 

145,000 

19,2, goo 
110 1 800 

19,100 
.0.6 6,500 

Yo'! ~ l· (. ~ 4 ..... t\.~ h,-<-v} ~ \1 t1 • 4 74-

N/A 

N/A 

N/A 

N/A 

N/A 

N/A 

30,000 

58,600 

12,500 

10,400 

, q1 ~, 1 \ " s-u-<> ,. - \ 2 ::- 5'iJ;-
' -itt'es!{imates of lost production were made prior to BIJts entry 

into public ownersh~p)and it is not possible to base a valid 
estimate of lost production on the number of manhours lost, 
because of the great differences in the effects of lost man­
hours in different parts of the company. 

No consistent TLll1 of estimates of the value of lost production 
is available for the period, and there is again no constant 
relationship between numbers and value of vehicles lost because 
of the widely different values of vehicles sold by different 
parts of the company(o' For 1978 BL estimated that their loss of 
123,300 vehicles was equivalent to a £30Om reduction in sales 
revenue, ie roughly £2500 per vehiclee 

,)(, -'f1~t. ~ 1v-. rU\A.-( G 1-n-''1't ~ 

tl1!H k l-1I~"-
~) . \..~ tllf6"~ 
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BL PRODUCT IVITY AND VALUE ADDED PER MAN 1970- 1979 

BL Cars output Leyland Vehicles Value Real va11 
added added 

BL Vehicle/sales~~.n/yr Vehicles/Man/Yr 
ou~t 

Vehicles fJan/Yr Per man 
(£) 

per man 

1969/ 
70 

1970/ 
71 

1971/ 
72 

1972/ 
73 

1973/ 
74 

1974/f~u.r1 
75 i~~ 

1976 -

1977 

1978 

1979 Q1 

1979 Q2 

1979 
forecast 

(\<\'10::: \ DC>)' . ~ . 

409 N/A N/A 1721 100 

5 . 4 N/A N/A 2141 113~7 

509 N/A . N/A 2302 114.1 

5.7 N/A N/A 2650 120 . 3 

409 N/A N/A 2638 103 . 3 

4 CI 1 5.9(i) 107 (i) 2945 92.8 
4.3(ii) 

6 ~' 3 106 3388(ii) 91.cfi : 

4.0 5.7 1.7 4220 98 . 5 

4 . 2 5.6 1.4 4906(iii) 104(i : 

503 ~ 
~ 

1 . 7 
6.2 

4 . 3 5~1 1.6 

(i) Calendar year 1975 

(ii) Fi.gures for period 1 October 1975 - 31 December ·1976 
annualised . 

(iii) 
,-

These are Dor estimates extending the 1970-77 series~ 
for which the source is EU.T'oeconomics, Automotive 

\ 

Performance Indicat ors No 1 .. This series shows That 
no other European mo1or ma.nufacturer recorded a fall [~j 
in real value added per man between 1970 and 1977 . 

1 



CHANCELLOH cc Financial Secretary 
fllr Cropper 
r1lr Cardona 
Mr Unwin 
Mr Butt 
J'.1r Macrae 

MOTOR INDUSTRY PRODUCTION 

The following figures from today's Financial Times tell a very 

Ead sto~y to which you might want to refer both at tomorrow's 

NEDC and subsequently. It might be worth-having them updated 

-.. ----to .-.cover 1978 and 1979,-·-at least · for the UK. 

Jf!:!. ... '-~·~: .• · ... , .l ! . ~ t yt'" f •• ...,. " ' Ii.l'.J- ;"",: ", ,,:- . "' !~14iJ" \''';\~~ · ~ '':I: · 1'''''''!~ 4< .T7.C: ' ''~ ... ''l ·'''''~t·,: , ~' t<''~'I::!-,.,\~~-..s.~ ,0?~~,,£.,,~~:~1i. 

f f.~~~t' ~!;i ";~T~l~ I?iDUSTnY rl1~Duc~viT:" : ')~l 
t .. ~ ; . :\ ' " ',~ ." :- Pl'Ouuctlon IndIces . :-' . '.,' , . 'f~ 
C" ~. ; . /' ~ <' '.-. (1972=100) . . '" <;~ 
~ ' '. ''- - - ''-, - ; " , " 1972 -1973 1974 1975 19'1'6 '1977 i 
! i1 GB '" . , " . . 101) . 102 ' 93 86 S7 92 ! 
~' France 100 108 102 100 127 131 i 
t \rest Genll~nY 1.00 109 95 99 111 121 ! 
( " =Italv . !OO 109 101 83 ' 94 99 ' j 
~ Sw~-{len iOO 109 125 124 , 112 110 'I r Japan 100 115 lOS 116 " 136 ' 149 i 
i;':. U.S. ,, . 100 101 87 76 : - 96 109 ; 
~. : . Total Employment >! t, : 0972= 100) -" ", < .- ;~~~ 
. ' " 100 IO" 11\2 93 91 ,' ··99· .... r ~~ance , ~\lt} 105 101 100 106 106 ~ 
~ ,rest Germ;lliY 100 102 92 88 93 96 l 
:~. Italv ItlO 114 108 100 I05 112 .!' 

;: Sweden Ion .. 102 107 114. 115 110 '. 
'f Japan 100 109 111 108 10& ' 110 ·. 

1: .. _ ~~ ; ,i,. . . 100 La1l0~!~'rodUC~i~itY 89 S9 .. )Oli 
f. :., .; 1 (1972=100) ' '' -
1; " GE 100 98 91 92 96 - . 93 ~ r Fra..>1ce 100 103 101 100 .120 124: . 
. \'fE'st Gentiany 100 107 103 112 119 126 ': 
f-- Italy , 100 95 93 83 89 88 i 

~ Sweden 100 107 117 109 97 100 ,. 
~.',r:.,. ' Japan , 100 lOG 97 107 126 135 ~ 
. ' , U.S. : ' 100 92 88 85 97 lOS; 
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Chief Secretary 
Financial Secretary 
Minister of State (C) 
Minister of State (L) 
Mr Cropper 
Mr Cardona 

;, I b 4 

RESTRICTIVE PRACTICES AND THE TV COMPANIES 

~ . 
The note by Gordon Ree ce whlch I sent you earlier today prompts 

me to deploy more fully and urgently an idea 

believe raised with you before. 

2. All the TV companies are vulnerable to 

restrictive practices because of: 

(1) the ACTT; 

which I have, I 

~f\..~~ 

~~~ 
maSSivel~) 

(2) their degree of financial exposure during strikes; 

(3) the nature of the levy system; and, I suspect 

(4) wet management. 

3. We face here not one but several interlocking monopoly 

problems. The companies are free to behave monopolistically 

inasmuch as : 

(a) they can pass on higher costs very freely (in perfect 

competition all firms are price takers). This is partly 

a matter of the way the levy system works, but not wholly ; 

(b) entry into the industry is totally restricted, 

except when franchises are renewed; 

(c) they are therefore stalking horses for equally 

monopolistic unions. 

The extraordinary terms and conditions now in force for TV staff, 

particularly technicians, are quite unrelated to proper market 

criteria, and the process of earning them has encouraged the unions 

involved to go further and further down the same lucrative road. 
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Furthermore, there can be little doubt that the recent awards 

at lTV companies will spillover to the BBC and aggravate the 

problems of the licence fee etc. 

4. It would seem reasonable to attempt to do something to stop 

the situation getting worse. The following ideas occur to me, 

very much in principle: 

(1) the independent TV franchises will shortly be 

renegotiated by the IBA. Might it be possible for the 

IBA to lay down conditions for the new franchise 

holders which ensure the minimum scope for re-entrenching 

restrictive practices and high wages in the new 

companies ab initio, or introducing them subsequently 

under threat of strike action? 

(2) one could imagine a variety of possible 

investigations of monopoly practices in television, 

which could, while unrelated to the granting of 

franchises or higher BBC licence fees, create rulings, 

principles or guidelines whose implementation would be 

mandatory when such occasions subsequently arose; 

(3) · it might be possible to investigate some of the 

practices of the unions directly; 

(4) the narrower issues of monopoly, desire of unions 

to control editorial matters and exploitation of the 

strike weapon could even be swept up in a broader 

enquiry into freedom of the media, which could embrace 

the press if one so wished~ 

5. I am well aware all this is rather speculative, but I am not 

convinced that it is irrelevant to our present problems. If you 

think there is anything at all in these ides, there might be ways 

in which one could get them examined. 

5th November 1979 ADA~ RIDLEY 
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CHANCELLOR 

Below are the two draft papers for the smaller group. 

M 
(i) pay and price provisions In 80/81 cash limi ts L/ A 

/ ' I(J~~. 
eii) the economic outlook and public expenditure v 

plus lf,i)a note of options for further expenditure cuts. 
-- L- fufl C./I (v~ ,~ ~t( 

2. Are you content with (i) and (ii). Do you wish to modify 

(ii) in light of Mr. Butler's note? And may we circulate 

them to the smaller group tomorrow? Are you content with the 
/" 

PS letter covering (ii)? V" 

3. On (iii), there just isntt time for the discussion 

suggested by Mr. Bailey. Can you therefore given some steer in 

comment on the papers? The issues for decision are set out 

in para.ll of Mr. Butler's note, below the Bailey note. 

4. You will certainly wish to discuss tactics with the 

Chief Secretary before Friday's meeting - it looks like 

to-morrow evening in the House or at No.ll after the Party, 

(unless Cabinet were to finish at say 11.30 a.m., which 

would give you half an hour). I have spoken to his 

Private Office. 

5th December 1979 

v 
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CHANCELLOR ~.~ cc Chief Secretary 
.. ' L t 0 7' . Financial Secretary 

~ \ ~ ~ Minister of State (C) 
~ Minister of State (L) 

~ , ~ , IJAO ' _~ -1"'\ Sir Douglas Wass 
~ b 1 ~ ~ ~~ Sir Anthony Rawlinson 

. 1\ ~ fa. ~ Mr Cropper 
)/f~-' IV tV- pfl V ~ Mr Cardona ~ 

-J..;-!W'" ~ ~ I • w--,,v.., ~ ~ ~ ') . 

~~~~ ~_l ~I-~ 
I ~:::~~~ 
~ , .- Ar-- ~rJ 

THE RELATIVE PRICE EFFECT [RPE] 

You asked for any further views I might have on how one might ~ ~ 

make economies through restraint of the RPE. I have some and ~ 
sketch what seem to me to be the key points below. I must stress 

that these are not definitive views. A little more thought and 

examination of the figures is needed to establish how reliable 

are some of my assertions and to get the orders of magnitude 

more accurate. 

BACKGROUND 

2. The RPE is a measure of the extent to which public sector 

costs rise faster than those in the rest of the economy. That they 

do so is a well established observation not only in the UK, but 

elsewhere. Traditionally it was believed that the trend increase, 

year to year, added about ~% to the cost of total public spending. 

With a total of circa £70 billion projected for next year the 

l!normal'~ RPE would, on that basis, be around £350 million per annum, 

or £1.75 billion over a 5 year period. The RPE, when positive 

(ie public sector costs growing more quickly than private) has, 

obviously to be financed by higher taxes or borrowing. Hence 

public spending planning in p ure volume terms, excluding the RPE 

is incomplete and, sometimes, misleading. All the more so since 

the RPE has been very volatile indeed since 1970. 

3. Briefly it - ' was held down a bit initially under the 1970/74 
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Government, by IT n - iT! and formal pay pOlicies; 

shot up dramatically in 1973-75; 

fell back somewhat in subsequent years; 

has shot up again now. 

Whether it is now subject to a trend is doubt e a by officials. 

Howewr that does not stop one from having views about whether its 

constituent elements are too high or not. 

4. The chief e lement s which go to make up up are the movements In 

(1 ) public servants' pay and other costs; 

(2) bought -in goods and services on current account; 

(3) capital expenditure, particularly land and the 

output of the construction industry. 

The scope for action on these fronts, and the possible timescales 

vary considerably. 

SCOPE FOR ACTION 

5. The most important area is wage and other related costs. In 

my judgement almost all t h e Clegg catching up pay increases now 

allowed for in 1980- 81, and estimated at £1~ - 2 billion extra on 

total public expenditure in cost as opposed to volume terms, is 

not catching up with the historical trend but exceeding it. While 
W,nole 

some groups deserve increases above th~/economy or public sector 

average, there is no justification whatever in terms of historical 

relationships or market pressures for the bulk doing so. Most of 

the Clegg proposals, including those still in the pipeline, are 

mandatory. But some are not, and could be challenged in time for 

1980/81. Even where the Cle g g element in 1980/81 pay settlements 

is not challengeable, there is no overriding reason why there should 

not be offsetting attempts to bear down on results of 'normal' 

pay bargaining which will be super-imposed on whatever Clegg 

- 2 -
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recommends. This point is implicitly recognised already in the 

way the RSG has been set. It could be generalised elsewhere. 

But if so decisions would be needed quickly, since the remaining 

cash limits will be set shortly, and decisions on the lines to 

be followed in some of them have already been made, in effect 

being embodied in your Cabinet paper on cash limits for Departments 

inter alia. What can not be achieved next year could, of course, 

be sought in later years. 

6. Particular problems arise over Central Government. White 

collar workers are subject to pay research ~ and, I think, 

blue-collar workers a re too. The former are subject to the PRU, 

and the second have, if my memory. does not deceive me, the prospect 

of being treated in an analogous way for the first time. For the 

coming year nothing much can be done about pay res e arch, I suspect, 

though the modest latitude it leaves for bargaining could certainly 

be exploited. But in later years it might be possible to achieve 

something by strengthening the criteria of the salary comparisons 

and so on. 

7. Also noteworthy is expenditure on pensions. You are already 

well acquainted with the position and prospects over the classic 

inflation proofed pensions. There may be more to do here. [The 

p rob l em of NI pension funds also emerg~under this rubric, of course.] 

8. The remaining elements are less likely to yield sUbstantial 

sums, but merit some careful consideration nonetheless. Bought in 

goods and services on current account will offer little scope. 

Public procurement procedures are tight already. Raynerism is probably 

the most obvious way ahead, and that is, I imagine, being pressed 

on with as fast as possible in any case. One might want to give it 

a push in case it is not, but it is a secondary priority at best. 

9. Land and construction services have moved seriously out of 

line since the early 1970s, and if their relative costs could be 

brought back nearer the trend, useful economies of - at a guess -

several hundred millions could be made. However the methods of 
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achieving this aim are indirect. In any case, it is not obvious that 

a complete return to historical trend is a valid target, since some 

of the excess reflects higher energy prices. [Energy forms a very 

high proportion of total construction industry costs, and that 

proportion is likely to rise further in years to come.] So a quick 

appraisal suggests that 

construction costs will fall relatively to the extent 

demand for the industry's output sinks and the pressure 

of work with it. It is a fairly competitive industry. 

The current prospect will help assure that development 

without further decisions, and it would be absurd to 

cut capital expenditure on construction merely to get 

a more favourable RPE when the industry is already depressed; 

land costs will fall as inflation and the money supply 

are mastered. There is nothing more to be done about 

either, but if success attends present policies the trend 

may, ex -p ost facto, be more favourable than is currently 

expected. However easement of planning controls might help 

a bit, particularly in the early days after any relaxation. 

10. The priorities for dealing with the classic RPE elements then boil 

down in order of priority to a firm policy for public pay and 

pensions followed, well behind by pressure for Raynerism on 

procurement and measures to ease the supply of land such as easier 

planning controls. I do' not think the poli tics of any of these is 

quite as tricky as tha t of further at 't acks'-un--Soci-aT- Sec'Ur it--Y:-

~-

POSTSCRIPT 

11. Underlying the RPE lies the tendency in normal econom~es for 

the "trading" sector to enjoy productivity growth while the public 

sector does not; and, more fundamental still, for the financing of 

a given volume of public sector inputs to require each year a share 

of the national growth dividend to be devoted to supporting it. 

Obviously this is not normally possible in periods in which national 
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productivity is stagnant; or a fortiori when the resources available 

for domestic spending are not growing. [The latter can happen even 

with productivity growth if adve r s e movements in the terms of trade 

require more net exports ( or growth in debt repayment obligations 
and 

or some other capital account outflow)/thus preempt all the fruits 

of growth. For the present this means, crudely, stagnant living 

standards for public sector as well as workers if present RPE is held, 

and falling standards if past excesses are eliminated. It is not a 

view they will readily accept! 

12. I would suggest that it might be sensible, should you wish to 

pursue this further, to have any appropriate work commissioned in 

the light of the note on the RPE recently requested from officials 

- provided it comes forward soon. I should like to formulate more 

considered views in the light of that material and a further 

consideration about the issues of public sector pay with Mr Littler. 

ADAM RIDLEY 

6th December 1979 
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1922 CO:MMITTEE 

The Prime Minister is due to address the 1922 Committee this 

Thursday, and is likely in particular to talk about expenditure cuts, 

or so the FT informs me. I don't know whether it's customary to 

brief her for .an occasion of this sort, and I expect she is very 

fully briefed on expenditure, but is it worth thinking about 

getting her to defend our position on NHS spending? As you know, 

I am very worried by the fact that even our own supporters think we 
wt... 

are cutting the NHS whereas ~ can make a very good case for 

saying that we are not spending a penny less than Labour had planned. 

GEORGE CARDONA 

10 December 1979 
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cc Financial Secretary 
Minister of State (Commons) 
Minister of State (Lords) 

VALUE ADDED TAX 

1. I see that the Minister of State (Commons) has a Private 
Member~ Motion on Small Business this Friday. 

2. I also see that there is a set of Enterprise Proposals for 

E(79) covering the VAT area. 

3. Should we be thinking about the VAT registration threshold, 
which is not mentioned here? 

4. I understand that the EEC restriction would now permit us 
to raise the starting point to £12,500. That would have the 
advantage of taking a certain number of traders out of VAT, the 
disadvantage of creating unfair competition at the margin. 

5. Would it be true to hat we would still think the 
of raisi the threshold outweighed the 

And that we ould therefore want Customs to be 
favouring the idea. 

6. I it was very much one of our stalking 

horses in Opposition. 

12th December 1979 
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CHANCELLOR 
CHIEF SECRETARY 
FINANCIAL SECRETARY 
MINISTER OF STATE (COMMONS) 
MINISTER OF STATE (LORDS) 
r1R RIDLEY 
r1R CARDONA 
SIR DOUGLAS WASS 
SIR LAWRENCE AIREY 
SIR KENNETH COUZENS 
SIR ANTHONY RAWLINSON 
r1R UNWIN 

CONSERVATIVE PARTY FINANCE COMMITTEE 11TH DECEMBER 1979 

(Mr Ian Stewart MP kindly took notes) 

1. Sir Anthony Tuke and Harold Rose of Barclays attended. The 
more interesting of their comments were:-

i. Lending. Demand is not interest rate sensitive in the 
short term. However, the higher mortgage rate will certainly 
reduce other personal spending quickly, with rapid effect on 
retail sales. Problems in the housing market will mean more 

extended bridging loans from clearers. Advances will remain 
high into 1st quarter 1980, and then may ease rapidly. 

ii. Corset. Several banks will remain in penalty for 
2-3 more months. Corset not very effective now and will cease 
to be needed after a few months next year. But corset does 
have some effect, and some form of quantitative restriction 
will be needed again. 

iii. MEC. Bank of England known to be sceptical (inference: 
this will not help its credibility when introduced). Will not 
be effective on its own. 

iv. Exchange Control. Consequences so far entirely 
beneficial, contrary to their expectations. 

v. Public Expenditure. Good start. Must tackle housing 
finance. 

vi. Inflation Accounting. Subject is becoming a bore !.'! 

fAit # __ '.A.,. ,_- ~ p~;; ~.~ , ~ ~ETER CROPPER I 

17th December 
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CHANCELLOR cc Financial Secretary 
Chief Secretary 
Minister of State (C) 
Minister of State (L) 
Sir Lawrence Airey 
Mr Lavelle 
Mr Moore 

BL 

1. Mr Hall has asked me to comment on the draft statement 

by Sir Keith Joseph annexed to E(79)86. Since a new version 

is now expected at any moment, I shall restrict myself to a 

few issues. In general I agree with the points made in Mr 

Moore's brief of 18th December, but would wish to go further. 

2. The kinds of changes which seem to be required could but 

be effected as follows in relation to the present obsolete 

draft : 

(a) More stress on poor performance to date, eg by 

redrafting the beginning of paragraph 3 

"By any of the key yardsticks BL's performance since 

the Ryder Plan has been disappointing. Profits and 

productivity have been consistently inadequate, 

market share has fallen and industrial disruption has 

continued on an unacceptable scale. BL ',s ' performance 

has, in a word, fallen far short of what was called 

for in response to massive support from the taxpayer." 

(b) It would be better to economise on excuses. 

Thus in lines 7, 8 of paragraph 3 I would omit references 

to strengthening of sterling and, a fortiori, the 

company's own self - inflicted loss of market share. 

(c) The first sentence of the penultimate paragraph 

is a freudian slip, and a dangerous one as it implies 

" full support for the BL board's plan". That clearly 

CONFIDENTIAL 
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BL 

cc Financial Secretary 
Chief ' Secretary 
Minister of State (C) 
Minister of State (L) 
Sir Lawrence Airey 
Mr Lavelle 
Mr Moore 

1 . Mr Hall has asked me to comment on the draft statement 

by Sir Keith Joseph annexed to E (79) 86. Since a new version 

is now expected at any moment, I shall restrict myself to a 

) few issues. In general I agree with the points made in Mr 

Moore's brief of 18th December, but would wish to go further. 

) 

) 

) 

2. The kinds of changes which seem to be required could but 

be effected as follows in relation to the present obsolete 

draft: 

(a) More stress on poor performance to date, eg by 

redrafting the beginning of paragraph 3 

"By any of the key yardsticks BL's performance since 

the Ryder Plan has been disappointing. Profits and 

productivity have been consistently inadequate, 

market share has fallen and industrial disruption has 

continued on an unacceptable scale. BL's performance 

has, in a word, fallen far short of what was called 

for in response to massive support from the ' taxpayer." 

(b) It would be better to economise on excuses. 

Thus in lines 7, 8 of paragraph 3 I would omit references 

to strengthening of sterling and, a fortiori, the 

company's own self-inflicted loss of market share. 

(c) The first sentence of the penultimate paragraph 

is a freudian slip, and a dangerous one as it implies 

"full support for the BL board's plan". That clearly 

CONFIDENTIAL 
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lS not intended, yet an ordinary reader would see 

it as meaning continuing support - and, perhaps, the 

provision of more money than BL have asked for if it 

should be required. The whole sentence is much better 

omitted. 

The third sentence is plain wrong, as Mr Moore points 

out in paragraph 11 of his brief. 

Cd) In picking out and expanding on the warnings on 

performance in the last part of the penultimate para, 

I would seek to strengthen the feeling that BL must 

achieve dramatic improvements quickly to have any hope 

of survival - eg by saying in addition 

"If BL is to survive,large, immediate and lasting 

improvements in performance are essential. The time 

has come when BL's workforce must match the massive 

assistance they are receiving from Government with a 

massive effort of their own." 

A BROADER ISSUE 

3. You asked me to pursue with Mr Moore the questions raised 

by Chrysler (US) workers' cash assistance to their company 

and the 25% productivity improvement now sought at Talbot. 

Mr Moore has advised against putting these ideas forward in 

the present context and, given pressure of other BL business, 

we have not been in a position to agree how to take these ideas 

forward. Hence we have not prepared any letter for you to 

send to Sir Keith Joseph about them. However I still feel that 

it might be sensible to raise both as principles which merit 

further examination in the near future . At present the trip ­

wires which would trigger off a run- down of BL are both 

- 2 -
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insufficient to exercise the maximum leverage on the workers 

and such that HMG will pick up much of the blame if/when the 

painful decision is taken. 

ADAM RIDLEY 

18th December 1979 

- 3 -
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DE-MERGERS 

1. Worth glancing at the attached papers sent to me by 

George Stout at the Alliance Trust, Dundee. They illustrate 

de-mergers in Japan and a recent American example. 

2. I note that GEC has now sent in ~ecific recommendations 
for changes in the law, which Mr Isaa t the Inland Revenue is 
studying. 

3. I am also interested to see in the letter from Roger Plant, 
circulated by the Financial Secretary, the words:-

"I know the argument that if you raise the tax thresholds 
larger businesses will split up into small ones to avoid 
tax. But in many cases that is no bad thing; and ICFC has 
been doing a cracking trade in helping managers buy control 
of their businesses from parent companies who are glad to let 
them go because their own overheads are too high for them." 

I shall contact Plant and ask him what legal obstacles exist. 

-
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, 
HITAO{I (Hajor general electric and electronic equipment maker) 

Revenues Y. I,510b. 

= £3 , 480m. 

List or Subsidiaries 

Net Income Y . 37~b . 

= · £86~m . 

Present market cap. 

£I , 227m . 

Hitachi C~ble (Wire-cable, rolled copper products) 

Parent company holding 57. 4% 

Reve.nues Y . lS3b . 

.. £353m. 

Net Income Y . 5~b. 

-. £12~Am . 

Present market cap . 

£119m ~ 

'Hitachi ~retals (Steel and special steel, pipe f'ittings) 

Parent compa.ny hold ing 58.0% 

Revenues Y.I90b. 

= £438m . 

Net Income Y.4~b. 

= £9~m. 
~ . :1;Iitachi Chemical (Ele·ctric . .insulating materials 

Parent company holding 66.2% 

Revenues Y. 126b. 

;;; £290m. 

Net Income Y . 1 3. 4,b . 

= £3J./~. 

Present market cap. 

£170m. 

synthetic resins) 

Present market cap. 

£83m. 

Hitach i ~1a.xell (Dry cell batteries and magnet ic recording tapes) 

Parent company holding 58% 

'-:Revenues Y. 43b. 

',: '= £99m. 

Net .Income Y. 4b. 

= · £9;L/~ .• 

-
Present market cap. 

£120m. 

Hitachi Plant & Enq,ineerina (Design and construction of power facilities) 

~rent company holding 58.2% 

Revenues Y. 8Sb. 

= £205m. 

Net Income Y.2~Ab. 

= £5m. 

Present market cap. 

£82m. 

Hitachi Credit (Instal ment financing of consumer sales) 

Par,ent company holding 62.0% 

Revenues Y . 306b . 

= £706m. 

Hitachi/ 

Net Income Y. 53.Ab. 

= £12m. 

Present market cap. 

£154111. 



:_-' __ ................ --..l.,. ... \ .. -"~,M 

7d 
I 
t 
f 
t 
i Hitachi Sales (\fuolesaler o£ consumer products) , 

Parent company holding 74.0% 

Revenues Y.426b~ 

£982m. 

~ .' 

= £6~. 
Present market cap. 

£74m. 

Total ma.rket cap. o£ subsidiaries £802m. 

~ Parent comp3.ny holdings. -489m. 

ftFree n f'or investment ~_£313m. 

Revenues and net income translated at Companies '--year end exchange rate of Y.43.4 = £1 

Market capitalisation translated at current rate o£ Y.551 = £1 

1 
·1 
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l\},\TSUSHITA (World t s largest producer of" consumer electr ic and elect ronic 

products) 

Revenues Y.2,146b. 

= £5,600in. 

Net Income Y.89b. 

=: £232m. 

List of Consolidated Comnanies 

Present Market Cap. 

£1,522m. 

. Victor Co. of Ja~n (Audio equipment and V.T.R.) 

Parent company holding 50.4%. 

i 
Revenues Y .188b .. · 

= £447m. 

Net Income Y.3.84b. 

= £9m. 

Present Market Cap. 

£286m. 

t-'1atsushita . Communicat ion (Communication and electronic equipment, audio­

._ visual apparatus and car t elepbones) 

Parent company bolding 66.9%. 

. Revenues Y.I08b 

. : £28lm. 

Net Income Y. 3. 7b. • 

= £93 Am. 
Present Market Cap. 

.£277m • 

Kyusl-.-u J\.Iatsush~ (Electric and wireless machines a.nd electronic parts) 

Parent company holding 52.5%. 

Revenues Y .. 56b. 

= £146m. 

Net Income Y.2b. 

: , £5~~m. 

Present Market Cap. 

£84m • . 

,Matsushita Kotobuki (Electric appliances, sound and heating equipment) 

Parent company holding 60.5%. 

'Revenues Y .. 93b. 

:: £242m. 

Net Income Y. 2~h. 

a £6im. 

,:Pr-esent Market Cap. 

£170m. 

Matsushita Reiki (Refrigerators, freezing equipment and air conditionL"1g) 

rarent company holding 50.5% 

Revenues Y .. 128b. 

• £342m. 

Net Income Y.4~b. 

.. £12m • 

Present M3.rket Cap_ 

£149~m • 
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!,--1atsushita Seiko (Home electric equipment, ventilators and air conditioning) 

'J 
I 
f 
f 

.. Pa rent company hold ing 50. 7%. 

. Revenues Y. 71b. 

.. £l90m. 

Net Income Y.33 Ab. 

= £lOm. 

Present Market Cap • 

£155m· • 

~htsushitl\. Electric TradinS] (Operates imports of raw materials and eXports 

or finished goods) 

Parent company holding 50.7%. 

"ReVenues Y.S32b. 

£1, 422m. 

Net -Income Y.63Ab. 

= £18m. 

Present Market Cap. 

£183m. 

Total market cap. of subsidiaries = £1,305m. 

~ Parent company holdings 724m. 

-"~tfFreen fer investment £ S81m. 

"Revenues and net income translated at Companies 1 year end exchange rate of Y.376 = £1 

Market ca.pitalisat ion translated · at current rate of Y to 551 = £1 
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NIProN ELEcrRIC (r.la.jor manufacturer of telecommunicat ions equipment and 

electronic computers) 

Revenues Y.61Sb. 

= £1.,420m. 

List of Subsidiaries 

Net Income Y.7.6b. 

= £17~m. 
Present Market -Cap. 

£614m. 

Nitsuko · (C~mmunications equipment and electronic parts) 

Parent company holding 40.6%. 

Revenues Y.20b. Net Income Y.O.36b. 

= £46m. = £O.8m. 

Present Market Cap. 

£20m. (Est. ) 

Toyo C~mmunication (Telecommunications machinery manufacturer) 

Parent company holding 47.5% 

. ·Revenues Y ~ 14. Sb. 

. ~u .£3-4. 2m. 

·" Net Income Y.O.22b. 

.. :; . £0. Slm • 

Present Market Cap • 

£lSm. 

-Krirltsu Electric. (t'lire communica.tion mach:l.nes, 'wireless machines) 

Parent ~~mpany holding 35.7%. 

Revenues Y~30.4b~ 

= £70 .. 2mlt 

Net Income Yl.lb. 

= £2~tn" 
Present Market Cap .. 

£48m. 

Tohoku rvretal (Electronic raw materials and processed products, magnetic 

dust cores) 

Pa r~nt corapany ho ld ing 45.0%. 

Revenues ·Y.18·.2b. ~et Income Loss 

. : . £42m. 

·Pres·eut Ma.r .ket Cap. 

£27~ • 

~jppon Electric Industrial (Power units for telecommunication industry, 

automobile control machines and precision 

inst ruments ) 

Parent company holding 34.6%. 

Revenues Y.14.2b. 

= £32.7m .. 

Japan! 

Net Income Y.O.21b~ 

= £0 .. 48m. 

Present Market Cap. 

£15m. 
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1~ f\<1.n Aviation (Largest manufacturer of elect rica1 c~nnectors, exposure 
~--------

to defence budget through aerospace) 

l Pa rent company hold ing 55%. 

} 

t 
1 . 

Revenues Y. 19z-b. 

= £45m. 

. Net Income Y.O.92b. 

': £2.lm. 

Present 'Market C'1.p • 

£60m. 

Total market cap. of subsidiaries ~ £18S!m. 

,Less Parent company holdings 83m. 

fi Free u for investment £102~. 

Revenues and net income translated at Companies' year end exchange rate of Y.434 =: £1 

, M3.rket capitalisation translated at current rate of Y.551 = £1 

'. 
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In ern3tionai 

For Imrnediate .Release 

Corporate HeadquCl rter's 
1105 ~J orth Market Street 
Wii m ington, De l. 19801 

Execut ive Offi ces 
1500 vValnut Street 
Philade lphia , Pa. 19102 

Edgar K. Sheldon 
Dire c tor o f Pub li c Fl eiations 

Corporate Affa irs Depa rtment 
Tel ephone 215 985-6477 
After Hours: 215 247- 5077 

IU SHAREHOLDERS APPROVE DISTRIBUTION OF SHARES OF GOTAAS-LARSEN 

\VILMINGTON, DeL., Tuesday, November 27, 1979 -- At a special meeting held 

here today, shareholdel' s of IU International Corporation approved the distribution 

of -the shares of IU's wholly-owned ocean shipping subsidiary, Gotaas-Larsen 

Shipping Corporation" directly to IU common shareholders. The shareholder vote 

ran about 30 to 1 in favor of the proposal, with approximately two-thirds of the 

shareholders votinge 

Follo\ving the shareholder meeting, the IU board of directors voted to proceed 

~Nith the distribution plan and established a record date of December 7, 1979 f01" 

distribution of the Gotaa s-Larsen shares to the holders of IU COrf.LmOn stock as of 

that date. One new share of Gotaas-Larsen stock Vitill be distributed for each three 

common shares of 1D. 

Owners of IU convertible securities will receive Gotaas-Larsen shares only 

if they conve r t t heir securities . into cornmon shares by the December 7 record date. 

If they choose to retain oVJ'nership of convertible securities, a more favorable con-

version rate will apply to their s ecul'itie s after the Gotaas - Lar s en distribution, as 

stated in the proxy sent to each shareholder. 

John 1v1. Seabr ook, IU chairman, said that t he nevI Gotaas-Lar sen sha r e s 

will be Jnailed to shareholders about two weeks after the December 7 record date. 

A pp:r oxinlate l y 10 .. 5 n'lillion s ha r es of Gotaas-La r s e n conunon s t ock v. i l l be di stributed 

to IU share h olders . The d i stribut ion is expected to be tax·-Iree t o 1U s ha reholder s 

in the Uni ted States a nd Canada .. 

- n1.ore -
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Z!lU .~hareholders Approve Distribution of Shares of Gotaas-Larsen -
"Before the spinoff, If Mr. Seabrook said, lithe common shareholders of lU 

owned 100% of Gotaas-Larsen indirectly through lU, and now they \vill still O'i,Vl1 100% 

of Gotaas-Larsen, but directly.. This allows each shareholder to make his own 

investment decisionon lU, a diversified dividend-paying com.pany, or Gotaas-L~rsen, 

a .non-dividend-paying international ocean shipping co:mpany, or both. The shareholder 

now has three investment choices where before he had only one. He can retain both 

stocks and be in the same posture as before the spinoff, but with greater flexibility. 

Or, he can retain one or the other, or any mix of the two. The important 

factor is that each shareholder ·can decide for himself bas~d on his own investment · 

goa~s. II 

··The · New York Stock Exchange is expected to start trading IU conunon ort an 

. nex-distribution l' (that is, ex-Gotaas-Larsen) basis during the vveek starting Monday, 

. Decenlbel' 3.. The Gotaas-Larsen shares \vill trade in the over-the-·counter rnarket 

:and rnaybegin trading on a "when is sued" basis at about the same time. 

The new independent Gotaas-Larsen Shipping Corp. will hold the first Ineeting 

of its board of directors this afternoon in Hamilton, Bermuda. 

Gotaas-Larsen ll which vvas acquired by IU in 1963j/ is a diversified ocean 

. shipping company with interests in liquefied natural gas (LNG) carriers, chemical 

.and crude oil vessels, offshore drilling rigs, and passenger cruise ships. The com-

pany's principal offices are in Hamilton, Bermuda. It also has offices in London, 

. Engla:nrl; Oslo" Nor\\ray; and New York City. 

IU is a diversified company with interests in transportation services, utilities" 

industrial, distribution, and agribusiness markets. Li 1978, IU had revenues of 

$2. 5 billion8 The compan~ is headquartered in vVilrnington and boa s exe cutive offices 

in Philadelphia. 

# #- # 

IU-79-lS 
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CHANCELLOR 

BERNARD AUDLEY 

SAINSBURYS 

1. Bernard Audley complains that higher paid members of the 

AGB Employee Loan Scheme who borrow interest free to buy shares 

in the company are taxed on the notional i nterest benefit . 

2. The Sainsbury memorandum (Appendix D attached) made the 

same point. 

3. The FASE report (FASE(79)8) IIProfit Sharing and Share Options" 

says, at paragraph 11:-

IIDirectors and higher paid employees are taxable under the 
1976 Finance Act on the value of loans from employers at 
less than a commercial rate of interest. The acquisition 
of shares at an under-value, or of partly-paid shares, may 
also be treated as an interest-free loan for this purpose. 
The Group recommends that if the 1978 legislation is 
extended to give relief for share purchases, there should 
be comparable relief from tax on the benefit of such loans 
by employers to assist with the purchase of shares. 1I 

4. Would it be right to draft a reply to Audley saying: 
(!) -~::::::;oa , (f) 

"Matter under review" or IIWill be hopefully dealt with ll 

some intermediate formula? 

20th December 1979 



AGB Research Limited 76 Shoe Lane London EC4A 3JB Te~ : 01-353 3172 

27th November 1979 

The Rt. Han Sir Geoffrey Howe, Q.C., M.P., 
11 Downing Street, 
London S.W.l . 

Share Ownership 

The policy of H.M. Government on encouraging share ownership among 
employees in the future is well-known. 

The AGB Emp 1 oyee Loan Scheme \\Ii th \~hi ch you are fami 1 i a r is a succes sfu 1 
example of this policy in action. So successful indeed that 82 out of 84 
employees eligible are subscribing for the latest batch of shares on offer, 
even though the current market price is well below the required offer 
price. This is the kind of belief in, and enthusiasm for, the company 
they work for that I know you want to promote. 

The Inland Revenue attitude towards such schemes is discouraging. 
Interest-free loans made for the purpose of acquiring shares in the 
employing company are to be assessed to tax on the notional interest 
benefit. Such a policy must go a long way towards negating the kind of 
results you wish to achieve, and I am wondering if you will give 
consideration to changing the provisions currently in force. 

My proposa 1 is tha t the Inland Revenue shoul d be requ i red to all mv offset 
of dividend income received against the notional interest assessment. If 
this does not happen, I fear that hopes of wider share ownership by 
employees will turn out to be dupes. 

Yours sincerely, 

G. B~ Audley. 

Directors: Bernard Audley. Chairman/D. A. Bro-.vn/D. M. Wharrie,'S. F. Buck /W. A. Cath! e3 

R.~ . Off."" 7~ Shocc Lano Lonrlon EC4A $.IB R" . No. London 87 M':>; 
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APPENDIX tDt 

Relief is currently available on interest payable 

in respect of a bOrrOitling made by an individual for 

the purpose of acquiring shares in or lendj.Gg m,)ney 

to a close company in 'Vfhich he already holds more 

than 5% of the shares e The relief does not appl~\r 

\ 
) 

in the case of a close company, three-quarters of 

"'hose income is investment income. We consider that 

this relief should be extended to any ca.se ~.'Jhere a..""l 

employee borrows money vli th a vie\'! to acquirj_r,g shc ... Y's S 

in a company of which he is a full-time employee" In 
such a case, the requirements that the comp811y be close 

and that the person concerned hold more thcu'1 5% of t:.i.S 

shares in that company should not applYe 
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Mr A Battishill 197f~~~[ ... v ..... 

Pri va te Secretary to ~' ''' -
Chancellor of the Exchequer 
HM Treasury 
Downing Street 
LONDON SWl 

I 

I 
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-1 _____ 

The Chancellor asked for a copy of the enclosed 
paper about Waste, for circulation to certain 
people inside the Treasury . 

. 

GEORGE CARDONA 

------
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CHANCELLOR OF THE EXCHEQUER 

I have now read through Mr Cardona's paper fairly carefully. 

It has many virtues , and is a good effort for someone working in 

Opposition with no experience of the official machine. But I 

rather suspect that it would not greatly impress senior officials 

in this Department, and would therefore be inclined not to 

circulate it. I have indicated the passages which strike me as 

least appropriate for that purpose by side-lining. 

2 That said, this paper, or some of the ideas in it , touch on 

key issue rna the more important by the creation of 

t 

Sir Derek Rayner's unit. I would sugge~t ~ , once ~udget is 

out of the w~y, ~u might like to ask t Chief Secreta~ and some 

o - ~ e;-erri-or officials to have a fairly ~ ta.§" -~~sion with 

you about this subject and the policies being pursued , or which 

might be pursued. Cash Limits are not enough! A contribution to 

that discussion coul 

you approve, I coul 

proceed. 

1 ~! ~N~ 
~~ Ml 

'·hA'1 (-:) 

~ ~""'NI.PJ 

1 

A N RIDLEY 

18 May 1979 

If 
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"As regards areas of waste that do not involve 
£unctions or overmanning, I think that whenever 
we inspect we find a margin which we C~~ save. 
It would be very rare if we did not~n 
(Sir Douglas Allen, GCB, now Lord Craham, then 
Head of the Home Civil Service, speaking to the 
General Sub-Com~ittee of the Expenditure 
Committee on 3rd May 1976, Ministers of 
Ev~dence page 67). 

f~ I I 



WASTE IN PUBLIC EXPENDITURE 

Introduction 

,A7 
. ~ .. 

1. We are relying very heavily on the elinination of waste and 
inefficiency in order to reduce public expenditure. These kinds 
of reduction in spending are distinct from the particular cuts we 
plan to make in individual programmes, and also quite different 
to the specific changes of policy on which we have determined i n 
order to cut public sector costs. We haye relatively clear pl~ ns 
for particular cuts and policy changes. But we are relatively 
poorly-equipped with plans for finding and cutting out waste and 
inefficiency in general. 

2. It follows from the very nature of the problem that while 
still in Opposition we cannot identify the cuts to be made in 
order to deal with waste. We cannot know all the areas where there 
are fifty people doing the work of ~ive, or perhaps doing something 
that need not be done at all. We have given too little thought to 
the general techniques that would enable us to identify such areas 
of waste. 

3. Of course there are close parallels between closing down a 
small building th£t no longer fulfils a necessary fUnction, and 
a decision to end a £50m programme. Tbe same attitude to public 
expenditure is required; but the difference in scale means 
different policies will be necessary. 

4. We have all used figures for the savings that will result 
from economies achieved through better management and increased 
efficiency. The modest figure of one per cent of all general 
Government expenditure would save £7l0m, equivalent to almost 
two pence off the standard rate of income tax. Even three per cent 
(£2,130m, some 5 pence off tax) sounds like a modest amount of 
fat to cut. After all, everyone knows the public sector is fat 
in parts. But without policies to trim that fat we shall be 
hoping in vain for some sort of accident that would allow spending 
to be cut relatively painlessly and unobtrusively. 

5. Admittedly the figures above are based on the total of General 
Government expenditure. One per cent of the expenditure on 
bureaucracy and administration would be a good deal less. 

6. Public expenditure statisQcs do not come in a form which makes 
it easy to estimate the amount of expenditure on which savings 
could be made byeliminating waste. A rough, but low, estimate of 
such expenditure in 1978/79 is £20,500m. (at 1978/79 Estimates 
prices), composed of £18,200m. (total public service pay) and 
£2,300m. for general Central Government services such as accommo­
dation, transport and computers. The £2,300m. covers some of the 
kind of areas Leslie Chapman was able to cut with such marked 
success, but only in Central Government. An even rougher estimate, 
but for the whole of the public sector (except nationalised 
industries), might be £27,500m. (at 1977 survey prices, equivalent 
to £30,OOOm. at 1978/79 prices), which is the cost in 1978/79 of 
all public sector wages and salaries (again excepting nationalised 
industries) plus "Other current expenditure on goods and services", 
according to the Public Expenditure White Paper. 

/7. Leslie Chapman 
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7. Leslie Chapman was able to cut 35 per cent of his budget in 
the SouthemRegion of the Property Services Agency. Thirty-five 
per cent of £20,500m. (our lower estimate) is £7,175m. (18 pence off 
the standard rate). 

8. Clearly these games with figures cannot be taken too literally. 
But they do give some idea of the magnitudes of both the potential 
reward and the difficulties. 

9. This paper brings together the policies, of varying adequacy, 
that we already have for dealing with waste. It does on to con­
sider some new ones. No great institutional changes are suggested. 
The instruments with which to control public spending - Treasury 
controls, PESC, PAR, the CPRS - a r e already there. They merely 
need to be used in slightly diffe r ent and better ways. 

10. Some of our general policies for dealing with waste and 
inefficiency h'Qo¥o ~Ldiscussed by policy groups, but ~~ 
not ~ firmly approved by any higher authority; some R~e-bl~~-~ 
discussed by. the Policy Sub-Committee or the Shadow Cabi-net, but 
the degree of endorsement ~be pol~-@SW'las 19-een far from clear; 
S08~ policies, used by the last Conservative Government, have 
scarcely been discussed at all, but there has been widespread 
tacit acceptance that they will be used by any Conservative 
administration; and some policies, such as making use of the 
private sector whenever this is both practicable and cheaper, 
are obvious. 

11. We intend to cut waste throughout both Central and Local 
Government. This paper is primarily concerned with Central 
Government - and with the Quangos that feed off it - rat~rthan with 
local government. The Environment team already have a relanwely 
clear idea of how .they will cut local government waste. Central 
Government must however make a very importan '~ contribution to 
cutting waste at the local level: it must be mean with RSG orders 
and it must very greatly reduce the flow of circulars and other 
directives going to local government (Mr. Bellow, Leader of Leeds 
Council, has estimated that just the writing and sending of circulars 
by Central Government departments and the reading of them in local 
government, but not their implementation, costs £50m per annum). 

Cash Limits 

12. We are clearly committed (in the Public Sector Policy Group's 
Report LCC/76/124 and in public statements) to squeezing bureaucracy 
through cash limits. In practice this may not be as easy as it 
sounds. The trade unions watch the calculation of cash limits on 
pay very closely, for obvious reasons. The unions are unlikely 
to welcome a reduction of say one per cent, or even half a per cent, 
in the cash limit in order to help . to cut waste. Indeed if the 
Government is bargaining with them, then forgetting the deduction 
for waste is likely to be the first concession the Government makes. 

/13. A further 

i . 
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13 . A further difficulty is created by another of our policies. 
There was a firm recommendation, in a report produced by the Public 
Sector Manpower Group, that the cash limits on "Pay and general 
administrative expenses" should be altered to cover only pay, as a 
way of making the trade-off between pay increases and jobs clearer 
to the trade unions. This report was not discussed by any higher 
authority and the matter is in any case part of the wider issue 
of dealing with trade unions. But if cash limits are changed to 
cover only pay, then it is all the more likely that it will prove 
politically impossible to squeeze waste out of manpower budgets. 
One of our most important weapons in the war on waste may well 
be very difficult to use. Other policies are needed. 

Smaller cash limits and accountable units 

14. There is evidence that smaller cash limit blocks encourage 
underspending, presumably because within larger blocks it is 
possible for over and under-spending in different areas to cancel 
each other out. There is therefore a case for breaking down larger 
cash limit blocks into smaller ones. To a certain extent this 
happened already when ca:sh limi L:::> anu Es L.ima teo was assimilated. 
They logical extension of introducing smaller cash limits is to 
break them down as far as "accountable units". There are however 
limits to the extent to which it is useful to introduce ~ccountable 
units into Government. Those limits may already have been reached. 
On the other hanu the Select Committee on Expenditure appears 
determined to press for the greatest possible use of accountable 
units, and in Government one could probably rely on that pressure 
TO pr' ovl'de the l''''''pe+'us a""ri "V>e'-'+r~.r>+ \"~""~r-.+,..~r-.' ~,..+.:,..~r-. +V~ -llot < "" ·Ul v ' .1..1U 1. .:::> v ..Lv v !U..Lll..L i::> L-C.L i::> ac- ,", . ..LVll;::' .., 

obstructing the Committee's initiatives. 

Financial Secretaries 

15. Both the Public Sector Policy Group's and the Public Sector 
Manpower Group's reports recommended tha,t Financial SecTetClries 
be appointed in spending depart}nents, notably Defence, Hom~~lice 
and Health and Social Security ~~~ Financial SecretariesL ~ be 
an extremely useful group of people to have on our side, but their 
mere presence in offjCe~ not be enough. They ~ need policies /--rK> . 

Ministerial manpower watch 

16. The Public Sector Manpower Group's report, endorsed by the 
Policy Sub-Committee, recommended that: 

"Within three months of taking office, and thereafter every 
six months, the Secretaries of State of the main employing 
departments should report to the Prime Minister on the 
progress they have made .... Every Secretary of State should 
be personally involved in keeping down staff numbers in his 
Department. Hp. should be presented each month with a total 
of staff employed." (Paragraphs 5 and 6) 

/Prime Minister's 
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Prime Ministerts Directive 

17. It has been accepted that it would be desirable for the new 
Prime Minister, soon after taking office, to send a memorandum 
to all levels of Central Government urging the importance of 
carrying out all the tasks of Government as economically as 
possible. The same memorandum should perhaps stress that we will 
do everything possible to avoid any redundancies. 

Secrecy 

18. Perhaps the most important and lasting sin~le change which 
we could make in order to cut waste would be a t1 ,paai&a1 amendment 

~~ the Official Secrets Act. Or~ally intended only to catch 
spies, this Act now suppresses discussion of vast areas of the 
public sectorTs activities. The people best informed about waste 
are those who are working next to it. They will be able to bring 
it to other people's attention once the Act's constraint is 
~"",",.~_ ....... ,....."J 
..l \ .. auv" ~U. 

19. Amending the~ct uld be an important .and necessary measure 
in its own right. . h Socialist Governments giving the State 
ever greater po s, we cannot allow those powers to be used in 
secret. 

20. ~ nding the Official Secrets Act would also be very popular 
w~the Press. 

The Civil Service . 
~ ~I ~bcj ~~ ~ ~ ~L-W\A t;, ~Ih~ ,'1 fM1'~ l,w.Ai.J 
21. 1.... ""We Gan/ expect the Civil Service to be / on o ur s idcf..: The 
climate of opinion is righ t at th e moment. But it may change. 
Some desirable reforms to consider are listed below. Many of the 
suggestions draw unashfu~edly on the ideas of Leslie Chapman. 

(i) Reporting on consciousness of cost-effeotiveness 
v .~ 

22. At present decisions abe.ut PloIIIot lon for civil servants (at 

! 

\ 

I 
I 

least in junior and middle grades) are based on annual reports by 
superiors. The reports are divided into a number of headings but 
none of them,it seems, cov~u cost-consciousness. An additionalaU~vr 
beading shouJd b€ prin ted ~n each report f~~ti1';' &J~ superiors 
~ill Ha ve to make some judgement about every officer's attitude to 
the effective and economic use of public money. This change should, 
if it achieves nothing else, make both promoters and promoted think 
about cost-effectiveness at least once every year. 

(ii) Signing the directive about waste 

23. It might help to focus civil servants' minds on the problem 
of economic use of resources if on entry to the Civil Service 
they were asked to sign a copy of the Prime Minister's directive 
(referred to in paragraph 17 above) as well as a declaration about 
the amended Official Secrets Act. 
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(iii) Publicity for Civil Servants 

24. Most civil serva~ts prefer not to have publicity. But they ; 
like their work to be appreciated. It should be a relatively simple 
matter for Ministers to refer, in speeches about the progress being 
made in the war on waste, to the work of particular civil servants. 
A few sentences like: "A great deal of credit for ~e Department's 

~~~. contribution to ',the war on waste must go to Mr. S~-s , of our -N-tl-t s 
},.,. ~ .!rv.U Ai Bolts Dj vj sj on, who has found a way of saving the public £6m 
VVVV""./ a year by suggesting that .... " 

(iv) Ministers' papers 

25. There is evidence that the convention that the papers of a 
Government are not shown to its successor can hinder a campaign I' 
against waste. Whenever Ministers give an instruction that needs 
to be followed up over several years, they should also give ! 

instructions that certain clearly-identified papers should be I 
shown to their successors. They should also keep the "Over- \ 
government" unit · informed. 

Overgovernment Unit 

26. A paper on "The Attack on Overgovernment", dated 25 April 1977, 
was endorsed at a meeting between Mrs Thatcher and the Treasury 
team. It recommends that a "taut, lean and political" unit in 
No. 10 or the cabine~, 0 fice should co-or(linate the War on 

~ f:~~ ~ Overgovernment. It · ~e~ ~le, as suggested below, to 
place this Unit in the CPRS, or indeed explicitly to make the 
war on overgovernment and waste a principal function of the CPRS. 

PAR, PPU & CPRS 

27. The last Conservative Government proposed the extensive use 
of Programme Analysis and Review, as well as Planning Policy Units 
in individual departments. It has proved very difficult to discover 
what use the Labour Government has made of these techniques. Our 
Parliamentary Questions have unearthed very little. The meagre , 
evidence available suggests that PAR has fallen into desuetude.S~,r~} 
I t shoui d be revived? There seems no need to make any great 
changes in the structure oflb t.~ese systems provided that it is felt 
that in each particular PAR~ere are enough individuals committed 
to reducing public expenditure. Some areas in which a PAR\~be 
desirable include: - w..~ 

the relationship between earnings in work and benefits out 
of work; 

careof the elderly; 

unemployment, perhaps of a particular kind such as youth 
or long-term; 

assistance to industry (the multiplicity of grants and 
allowances); 

Government safety and other regulations, and their duplic­
ation with those of local authorities, trade associations,etc. 

law and order, to; .. ~c.,9Y~~ .• .p<?~"~ce, social services, prisons, etc.\ 
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28. The need for strong representation of an expenditure-cutting 
interest in PARs means that someone from the Overgovernment Unit 
should take part, even if only intermittently. The fact that this 
is a traditional function of the CPRS reinforces the view that the 
Overgovernment Unit should be in the CPRS. 

Zero-based budgetinb. and surveys of Government 

29. Zero-based budgeting (ZBB), as originally conceived, simply 
does not work. (In the USA they say that ZBB's only achievement 
was to make Jimmy Carter famous, because it was introduced in 
Georgia with so much fanfare.) It cannot work because the 
administrative procedures that are supposed to back it up are extra­
ordinarily cumbersome: staff work on a massive scale would be 
required to present a series of different options for different 
levels of expenditure. But the idea implied by the term ZBB is 
of course just what we are looking for. 

30. There is a far better way of doing it. This is to go 
systematically through every part of Government asking "Does this 
offi~e/institution/Quango need to exist? What would happen if it 
did not exist?" This oIEra tion should be carried out at more than 
one level, so that, for example, one should question the survival 
of a programme costing, say, £25m per annum on the one hand, and 
a small section employing two or three people on the other. 

31. Clearly rather different instruments are needed for these 
different levels, though of course there will be continuities, and 
the principles at stake will be similar. A small programme should 
be questioned either by a PAR or (more simply and swiftly) in the 
course of the continuous negotiation between spending departments, 
the Treasury and the CPRS. The detailed workings of departments 
are best questioned by Chapman's technique of "survey teams". 

32. This hj ghly-succe 3sfl: I technique was almost entirely responsible 
for Chapman's dramati c savings. He used small t eams to survey all 
the activities of his region of the PSA in great detail. A team 
typically consisted of three people: one from the institution or 
section being surveyed, one from a completely different part of the 
organisation and one "outsider". There is no reason why such teams, 
suitably modified, could not be used throughout Central Government; 
and there is every likelihood that the savings they would produce 
would be as large as those found by Chapman, provided the teams have 
the backing of those in authority. 

33 . These teams are clearly most suitable for very detailed an~~ses. 
The people staffing the PARs operating at the higher level of a 
programme, would in effect also be survey teams at a higher point 
in the hierarchy. So the hierarchy would be a simple one: the 
Overgovernment Unit (perhaps the CPRS) would co-ordinate the teams 
analysing prograrmnes, who would co-ordinate the survey teams 
operating below them. 

/34. Once 
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34. Once examples of waste were brought to light in the survey 
teams' reports, the majority of departments would be likely to take the 
necessary action without further prompting. But naturally some 
unresolved disagreements would travel up the hierarchy until they 
reached some point where they could be resolved. In practice they 
are likely to become part of the continuous bargaining about 
expenditures that goes on between the Treasury and spending 
departments. 

35. The hierarchy proposed here is in no sense meant to bypass or 
surplant Treasury control of expenditure. It is des igned to 
reinforce it, by injecting more political motivatio.~ at the top 
and more detailed examination of expenditure at the bottom. It 
is nothing short of miraculous that the Treasury have been able to 
achieve any control at all of public expenditure with the resources 
they have: 

"The entire Treasury sector overseeing public spending com­
prises only 28 people above the level of Principal .. 0.. If 
a certain Treasury Under Secretary devoted every minute of 
every working day for a full year simply to reviewing exist­
ing government expenditure, he would be able to give perhaps 
35 seconds to AVAry £100,000 spent:" 
(Hec-Io and Wildasky, The Private Government of Public Money 
Macmillan, 1974, p.23.) 

36. A strict timetable should be drawn up - but not necessarily 
disclosed - for surveying departments. Candidates for treatment 
in the first year are: 

Department of Employment 

Ministry of Defence 

Department of Education and Science 

Property Services Agency 

The survey should also cover Quangos. 

Exchequer and Audit Department 

37. It is not clear why the E &AD has been so very effective in 
combatting impropriety in Government finances but only moderately 
effective in dealing with waste. According to the Comptroller 
and Auditor General himself, his examination "is not limited to 
the correctness of the accounts and matters involving regularity 
or propriety (a much misunderstood word). The Government auditor 
has also been required for many years past to direct his attention 
to' ... value for money" audit, which embraces matters of economy, 
efficiency in administration, adequate pricing and charging policies 
and where feasible comparisons of achievements with objectives ..• 
I do not however conduct, and I have not the staff to do so, 
an organisation and methods type survey of for example, the oper­
ational layout and procedures of a department, levels and grades 
of staff, the layout of forms, and so on. In the UK this is the 
responsibility of the Executive; and the central role played in 
such matters by the CSD and the Treasury will be familiar to the 
Committee." (Memorandum submitted by the Comptroller and Auditor 

/General to the 
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General to the General Sub-Committee of the Expenditure Committee, 
Session 1976/77, published in Volume II (Part II) of Minutes of 
Evidence, pp583-4.) 

38. The Government have been conducting an internal review of E & 
AD, and it may have produced some useful conclusions. But on the 
whole we should probably do better, and achieve quicker results, 
by using the existing mechanisms (whose strengths and weaknesses 
we know) supplemented by the surveys suggested above, rather 
than by trying to force the E & AD into a new role which spending 
departme~ts may not fully respect. 

Parliamentary Control of Expenditure 

39. The Expenditure and Public Accounts Committeffihave already 
,(~ determined on certain desirable reforms. ~ t he next Government 

~&ged do i~ help their initiatives, which include bringing various 
outlying parts of the public sector into the Committees' spheres 
of influence, and insisting on breaking the operations of 
Government down into accountable units as much as possible. 

The longer-term 

40. It is con~onplace to say that any campaign to reduce spend­
ing will lose impetus unless there is continuous and political 
reinfor~cement. A public spending campaign will only yield 
significant results after two or three years, because it must 
necessarily start with small savings. (And of course it will 
not yield its full benefit until the General Election of 1984.) 

41. It is traditionally a function of the CPRS to call a Government's 
attention to the longer-term strategy, for example by means of 
an all-day Cabinet meeting every six mon~ns. This sugge~ts that 
the continuance of our entire public expenditure strategy - both 
the war on waste on the one hand and our planned policy changes on 
the other - should become the responsibility of the CPRS. 

Conclusion: Politics 

42. Public oplnlon can rarely have been as well-disposed towards 
reducing public expenditure as it is at present. This seems to 
be partly a reaction to Labour's extravagance and wastefulness.: 
But it also seems to be part of a reaction against excessive 
Government spending in much of the Western World. The most 
obvious example is Proposition 13 in California, which was followed 
by similar referenda in 12 other States. There are other examples: 
the eviction in 1976 of the Socialist Government that had ruled 
Sweden for 44 years and the sudden rise of the anti-tax "Progress" 
Party to become the second largest in Denmark. 

43. Finally, everyone is in favour of cutting waste. Even the 
Labour Party say they are in favour of it, even if they do not 
care as much as we do. The whole nation is behind a policy to 
increase the efficiency of Government and therefore improve the 
services which Government provides. 
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CONSERVATIVE PARTY FINANCE COMMITTEE 13TH NOVEMBER 1979 

1. The meeting was addressed by Mr Walter Goldsmith, Director­
General of the Institute of Directors, on the subject of Capital 
Taxation. 

2. This was a resentation, starting from the 
assumption that a would provide ample revenue for 
tax giveaways, and going through the whole gamut of capital taxes 
- and income taxes at that - with a scythe. There was no 
justification for retaining Development Land Tax or Investment 
Income Surcharge, and it was high time that tax relief was restored 
for interest on all personal borrowing. 

3. Mr Goldsmith, just returned from three years working in 
California, did feel that tax relief on the interest on personal 
borrowing was a powerful element in American entrepreneurial success. 

4. Members of the Committee were not, generally, very 
sympathetic to Mr Goldsmith's approach. 

~ 
PETER CROPPER 

14th November 1979 
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EEC BUDGET COMMITTEE 

Alan Reid telephoned the attached paragraphs this morning 
during our morning meeting. They may be of urgent interest 
to Ministers. 

PETER CROPPER 

13th November 1979 



Message from Alan Reid (Tel Strasbourg 61 49 49 X3716) 

Vital paragraphs from draft Resolution which the Budget Committee 
will consider at 1.00 pm today, and which is for discussion in 

plenary tomorrow. 

6. Considers that only a new and lasting system of financial 
equalisation between the member states within the Community - based 
on the concept of per capital Gross National Product and organised 
within the framework of the system of own resources and of the 
Community Budget - can effectively contribute to the furtherance of 
efforts at convergence aid through the common policy. 

7. Is of the opinion that, through such a system, the member states 
whose per capital Gross Domestic Product is higher than the Community 

average should finance - in proportion to their position in relation 
to this point of reference - a further separate component of budgetary 

resources. 

8. Considers that this component should be made available to those 
member states whose per capita Gross Domestic Product is lower than 
the Community average - in proportion to their position in relation 
to this point of reference and with a view to supporting their efforts 

to make good their economic backlog; this component would be used 
in accordance with guidelines flowing from the common policies and 
only decisions taken by the budgetary authorities. 
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