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AUTUMN STATEMENT 1986-7: MOTION FOR DEBATE
ON WEDNESDAY 17 DECEMBER

Following is the text of the motion, approved
by the Chancellor and No 10, on which the
debate on Wednesday 17 December will be founded:

"That this House approves the Autumn
Statement presented by Mr Chancellor of
the Exchequer on 6th November; welcomes
the prospect of continuing low inflation
and steady growth as the basis for
maintaining the trend of rising employment;
and congratulates Her Majesty's Government
on the continuing reduction in the share
of national income pre-empted by public
expenditure."

This is identical to last year's motion.
C);;%Euo Co—
Noche=r
RICHARD SAYA
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I beg to move ...

I begin by thanking the Treasury and the Civil Service
Select Committee, under the chairmanship of my RHF the
Member for Worthing, for their report on the Autumn
Statement, which, as ever, they have produced with

commendable promptness.

; 2 [}n the course of my own evidence to the Committee, my RHF
MCS o rtowee ‘Huo

Y i e el v the Member for Worthing suggested that the office of
the Howse. | hare Financial Secretary was older than that of Chancellor.
truod E?M”T;P“%y That may depend on definitions. But certainly, recent
& Phg A. holders of the post of Financial Secretary have achieved

distinction in a number of ways. My RHF is Chairman of
the Select Committee. The RHM for Ashton-under-Lyne is
Chairman of the Public Accounts Committee, and the RHM
for Dudley East was recently voted Inquisitor of the

Year.

I have, of course, been privileged to hold both the
offices of Financial Secretary and Chancellor, and only
one other person has done this - John Herries, who became
Chancellor in 1827. Not a household name, but his career
is not without interest. In his maiden speech, he

opposed the repeal of the window tax. He resigned as
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Chancellor after only a few months - over the appointment
of a Chairman of the Finance Committee. And later it was

said of him - and I quote -

"He made the public accounts intelligible, which

they never were before."

This is an achievement I should like to emulatej This
Government have been the first to publish the Medium Term

Financial Strategy and [the first to publish an Autumn

MecS
_ Statemen@ As Chancellor, I have devoted, at a very
,ﬂdh.’k Phork, Taea il
VWA‘AHI_) rough estimate, [ ] words to explaining
monetary policy alone. -Far—frem—being—economical with
ML S E
the—trutit, I have done my best to explain the truth about
the economy.[ So I was gratified to see this comment in
R o%b bty the latest Greenwell Montagu Monetary Bulletin:
¢ o toa
t’ﬂw% "An historian dispassionately analysing the evidence

to date is almost bound to reach the conclusion that
Mr Lawson has gone out of his way to explain how
monetary policy is being operated in practice, and
how it has evolved, probably more so than any

previous Chancellor. [He should be given credit for
it.] j

CSome [ ] per cent of the words on monetary policy
gt have been uttered in this House? The Committee's Report
criticises the fact that a speech on monetary policy in
April of this year was made outside the House. But I

have to say that when I concluded in the Budget, "I will

say no more about monetary policy®", the reaction was
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scarcely one of deep and widespread disappointment.

[Indeed, the Official Report records Hon Members' saying

"Hear, hear".]

Today, however, is an opportunity to discuss economic
policy, and particularly monetary policy, in detail. The
Treasury and Civil Service Committee has produced a

serious Report which deserves a serious answer.

The Report suggests‘that in a number of areas "there has
been a substantial change of policy". It starts by
allowing that the stated objective of policy has been the
same since 1979 - to reduce inflation and to create the
conditions for sustainable growth. And it accepts that
this policy has always had two key strands: firm control
of monetary conditions; and reduction of public
: borrowing. C:i might say that even this consistency of
pACsh qﬂ%?‘b i : : o
objectives has not always been a feature of British
Governmentsi] But the Report goes straight on to search
out changes, however microscopic, in the way we have

pursued our objectives.

Monetary Policy

—

The Report claims that "the operation of monetary policy
Su, ReC !edmﬂ'/ E

Afﬁv B,b has become increasingly obscure". Of course, it is an
"’t‘“’—ﬁf”wb inevitably complicated subject, because it depends on
20 Lee o 9.2

judgements on a number of interrelated variables. But I

suspect that the reason that the Committee finds it so

hard to follow is that they are making—an—elementary
MCS/ACSA d
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confué%én— between the instrument of monetary policy,

which is short-term interest rates, and the indicators of

monetary conditions, which include the monetary

aggregates and the exchange rate.

pcsa It is #hus—completely misconceived to suggest, as the
Committee does in paragraphs 8 and 11 of its Report, that
we are now giving more emphasis to nominal interest rates
and less to £M3. There cannot possibly be a trade-off
between the two, because one is an indicator, and one is

an instrument.

The Report seems to suggest that I was announcing a
change of policy in my Lombard Association speech, when I
said that "Short term interest rates are the essential
instrument of monetary policy". But this was in fact set
out as long ago as 1980, in the Green Paper on Monetary
Control, which makes clear that, alongside fiscal policy,
the main instrument for controlling monetary growth is

interest rates.

Turning to the indicators, the Report suggests that the
role of £M3 has become increasingly unclear, with the
implication that this is a specially sinister

development.

Again, a reading of the 1980 Green Paper demonstrates
that we have never seen £M3 as the sole guide to monetary

policy. As we said then, "No single statistical measure
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of the money supply can be expected fully to encapsulate
monetary conditionsiZ]In 1980, it did make sense to have
only one target aggregate, and one with which the markets
were already familiar, because it was important to give a
clear and simple indication of our commitment to
financial discipline. But in the day-to-day operation of
monetary policy, we recognised, to quote the Green Paper

again, that "It is insufficient to rely on one measure

alone".

We also recognised that the definitiQn used and the
choice of target aggregates might need to be adjusted, in
the words of the Green Paper, "as circumstances changes"
and "in the face of 1long term changes in the
institutional structure". And, of course, that is what
has happened. Circumstances have changed, and the
institutional structure has altered, with the result that

the behaviour of £M3 has become increasingly hard to

interpret.

It is extraordinary that the Committee's Report makes
hardly any mention of these developments. And it is even
more extraordinary that there is no reference at all to
experience overseas. For UK experience has been similar
to that of the other major countries, most of which -
including Germany - have found their monetary targets
overshooting this year, while inflation has

unambiguously come down.
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We cannot and do not ignore the continued rapid growth of
£M3 and other measures of broad money. But for a long
period now this growth has proved consistent with
downward pressure on inflation. So it must be looked at
in conjunction with the evidence of other indicators./
Principal among these is MO - the broad monetary base -
which has proved a reliable indicator, with a stable
trend in velocity from year to year. This is why, having
watched it for some years, we adopted it as a target

aggregate in 1984,

3PH : The Select Committee say they are not convinced that MO
ld deodin Yhree is a useful indicator of monetary conditions. They do
ara < net :
¥ sefer oo ranch, not say why. So I suggest they examine the evidence. 1It
Sl WESe C wet maht _
MLCS is to imply that all narrow aggregates are
misleading because the behaviour of M1l in the early 1970s
did not foreshadow the subsequent inflation. Had they
looked at the behaviour of MO0 in the early 1970s
instead - and I tried to help by pointing them to it in
my own evidence - they would have seen that it did,
indeed, warn of coming inflation.
. [This year MO has remained within its target range. But
PEViunddenid .

its acceleration in recent months was an important factor

in the decision to raise interest rates in October by
1 per cent.];]

The Select Committee go on to suggest that there has been

a volte-face in policy in that we are paying more
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attention to the exchange rate. I acknowledge that we
are. And indeed, the exchange rate is very important
both as a transmission mechanism for monetary policy and
an indicator of monetary conditions. In this country, as
in the other major economies, it has come to play a more
prominent policy role in recent years, as institutional
developﬁents have made the monetary aggregates more
difficult to interpret. But as long ago as 1980 and
early 1981, interest rates were reduced because the
exchange rate was indicating that conditions were tight,
despite a monetary overshoot. The 1982 MTFS explained

that (and I quote) ;-

"The behaviour of the exchange rate can help in the
interpretation of monetary conditions, particularly
when the different aggregates are known to be
distorted ... the Government considers £
appropriate to look at the exchange rate in
monitoring domestic monetary conditions and in

taking decisions about policy".

So why the surprise about an inevitable and, many would

say, desirable development in the appraisal of monetary

conditions!
The Committee also say - and this is my last point on
monetary policy - that policy at present is uncertain.

It is said that the Government wants both to prevent
interest rates from rising and to prevent the exchange

rate from falling.
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Of course no one wants interest rates to be higher than

they have to be. But the greatest disservice the
Government could do to the economy would be to permit
monetary conditions to develop that allowed inflation to

take hold again.

can be comploe

But - and this is a point I have already made elsewhere

It is true that the operation of policy

and will now make in the House - so is the real world.

There are difficult judgements to be made. And the

timing of decisions on interest

rates 1is affected by

considerations of market tactics. But there should be no

uncertainty about our purpose. As I have said several

times, here and in speeches outside, interest rates are

and will be set at whatever 1level

is needed to keep

downward pressure on inflation.

7 The dramatic fall in the price of o0il earlier this year
RPC werdd [

Pris. So wadd 1.

ln fuck, \'a be FFF

meant that some fall in the exchange rate was both

necessary and desirable. It was the inevitable response
to an unusual event. It did not reflect a loosening of

monetary conditions.

But more often, a significant fall in the exchange rate

is a clear signal of loose monetary conditions. 1In those

circumstances there would be a presumption towards taking
action unless there was reassuring evidence from other

reliable indicators such as MO.

I will certainly not

hesitate to

necessary. ;

raise interest rates should that be
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Fiscal policy

Let me now turn to fiscal policy, where, I have to say, I
find the Committee's observations scarcely more
coherent. Their complaint here 1is not that the
government's policy has changed, but rather that it is
the same. Specifically, they are unhappy that the Autumn
Statement reaffirmed the Government's commitment to the

same fiscal stance as was set out in the 1986 MTFS.

The reasoning in this part of the Report is, Mr Speaker,

frankly obscure. The Committee, spurred on no doubt by

their advisers, have decided after all these years to

abandon the PSBR as the measure of the fiscal stance. No

reasons are given for this change of mind other than the

assertion that the PSBR can be measured inclusive or

exclusive of asset sales - though this is hardly a

surprise since I myself drew attention to the size of the

PSBR excluding privatisation proceeds in the Red Book

this year. They then go on to argue that the public

sector financial deficit is - I quote - a more "relevant

and useful figure". It is a pity that when the Report

¢ \ goes on to give its own estimate of the PSFD for 1987-88

P

ﬁﬁ?ﬁq ACSA it gives a wholly irrelevant [and useless/ figure - of
£14.5 billion, which can in no way be reconciled with the

£7 billion figure in the same table for the PSBR for that

year.

But, important though these details are, they are really

just technical errors in this Report. On the main issue,
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the Committee have, I fear, no advice to offer the House.
They question whether the PSBR should be held to 1% per
cent of GDP next year. But they express no view at all as
to what would be the appropriate level at which to set

it. On this they are silent.

This deficiency is perhaps understandable. But I find it
very hard indeed to understand the justification for the
slur which the Committee attempt to cast on the
deernment's commitment to hold the PSBR next year to

12 per cent of GDP. The reason given in the Report for

this - that any forecast of the PSBR is uncertain and
subject to a margin of error - is beside the point, and
reveals a rather elementary misconception. When the

Chancellor of the Exchequer on Budget day sets the
borrowing requirement at a particular figure, he is not
making a forecast, and I am astonished that the Committee
should misunderstand the Budgetary process in this way.
Bather, He i;T;;ﬁing a judgement about the appropriate
fiscal stance. And this judgement 1is an essential

counterpart to monetary policy 1in the Government's

overall economic strategy.

The PSBR figure published on Budget day is, nevertheless,
subsequently validated, or not, as the case may be, by
events; and this government's record here is a good one.
The November PSBR figures, published this week, show that
public sector borrowing is firmly on course, or below,

the 1level set in the Budget. Last year the PSBR

e T g e e e o W AN Tk A T 1 S A By ) A S I IR A e T R T P e S o Wt e B Al R 5§ e
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undershot the Budget level by more than £1 billion. And
in 1984-85, excluding coal strike effects, the outturn

was about the same level as the Budget estimate.

As to the level of the PSBR, it is, at an estimated
13 per cent of GDP this year, low by any reckoning, below
the general levels of recent years, and far, far below
the excessive levels from 1974 to 1979, when it averaged
nearly 7 per cent of GDP or over £20 billion a year at
today's prices. This is the picture whether or not
‘privatisation proceeds are taken into account and it is
the picture laid down in successive versions of the MTFS

right back to 1980.

I do, of course, take account of the forecast proceeds of
privatisation in setting fiscal policy. But, as I have
always made clear, privatisation is a policy that 1is

fully justified on its merits.

Last month's flotation of the British Gas Corporation
provides a further emphatic 1illustration of this.
British Gas is now exposed to the disciplines of the

private sector and the capital markets. And some five

< set My Reboem' 0

windt gyl

million people - including 95 per cent of the employees -
bought shares in the company. Most were not seeking to
make a quick buck - the offer was widely seen as tightly
priced. Rather, they saw shareholding - and British Gas

- as a sound and sensible investment.
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Tax cuts

Like other commentators, the Treasury Committee have
x speculated about what—all the outlook for tax cuts.
decided last year no longer to publish a projection for
the fiscal adjustment in the Autumn Statement, so as to
discourage the pointless and misleading calculations
which are always made at this time of year. Subsequent
events last winter proved how right I was. But

speculation persists.

Let there be no mistake about this. As I have said
repeatedly, a pound used in additional expenditure is a
pound which is not available for reductions in taxation,
N:SR ‘ unless borrowing increases. gxk I have ruled out higher

borrowing. The—inecrease in publie—expenditure—which—1I
announced— for 1987-88, of £432 billion, is a wer

substantial—sum.

The House should therefore be in no doubt that the
substantial increase in public spending next year has
much diminished any scope there might have been for
reductions in taxation. Of course the uncertainties are
enormous, as we always see in the period between the
Autumn Statement and the Budget. But on one point there
is no uncertainty, and no shadow of doubt - and that is
the Government's resolve to keep borrowing under control,
as we have done consistently since 1979; and to take no

risks with inflation.
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Public Expenditure

On public expenditure, the Committee have again engaged
in a textual critique worthy of biblical or Shakespearean
scholars to try to demonstrate a major change in
direction. Which is odd since much of the material at
the back of the report is developing the theme that

public spending is returning to a trend.

The true position 1is very simple. We have long
maintained that the state takes too much of the nation's
income and its share should be reduced - this can be
traced back not only to the 1979 manifesto, but even
before that to our policy document "The Right Approach to

the Economy". And we have pursued this objective

consislently.

It is true that some of the targets we have set ourselves

have in the event proved too ambitious.:xBut it is better

0@94&41 to attempt to meet demanding targets than to have the
Hhak e i s
complete absence of financial discipline offered by the

party opposite.

R oot { [}f it were indeed the case, as the Committee contend,
Wﬂ“’w‘m_ that policy on public spending had been changed this
uhn;hnO}ilfbeﬂ7

thok ntdung hao year, one would expect to be able to detect some break in
,cLaﬁrA. |4Hﬂ$“hi,

= \\,_“3'61' Hwk we trend.

»mbkk nahs Yo

Q&v&¢V\X\”&V But the figures show no such break. As I explained at
sty Uy 4 the time of my Autumn Statement, the rate of i £
& "L e time of my Autumn atement, e rate of increase o
cona sl prateste

A
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public spending in real terms, even excluding
privatisation proceeds, has been coming down
progressively. From 3 per cent in the decade to 1978-79,
to 2% per cent in the last parliament and to 1} per cent
so far in the present one. Far from reversing that

trend, our plans seek to extend it.

Here we are arguing about whether public expenditure will
grow by 1 per cent a year, as our plans imply, or 11 ‘per
cent a year as suggested by the Committee. Let me remind
the House that the party opposite increased expenditure

in real terms by 12 per cent in a single year.

There was a break in trend, certainly, but it came in
1982-83. Until then, public spending had continued to
rise as a proportion of GDP, mainly as a result of the
severe world recession. But in the 4 years since then,
the proportion has fallen progressively. With spending
planned to grow significantly more slowly than the
economy as a whole, the downward trend will continue, soO
that by 1989-90, public spending as a proportion of
national income will be back to levels last seen in the

early 19703.']

This analysis is based on General Government Expenditure.
I had hoped the Committee would welcome this approach,
because last year, they criticised me for focussing on
the planning total and so ignoring debt interest. This

year, I have followed their advice, but they now seem to

1A
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want me to go back to the planning total. They should be

more consistent in their policies!

Summing-up of riposte to the Committee

In summary, I have said before that there have been some
changes of emphasis in the way different aspects of
economic policy have been conducted, and changes of
presentation. Indeed, it would be extraordinary if there
had not been. Since 1979, there have been enormous
changes in world economic conditions, in the position of
the UK, in technology, and in the operation of the
financial markets. The Select Committee, the House, and
the country would be rightly concerned if Government
policy had not evolved in the 1light of these
developments. But to depict this evolution as "a
substantial change of policy"™ 1is absurd. If the
Committee needs to be reminded of what a real shift of

policy is, they need look no further than the last Labour

Government.

Of course, if ever there was a year in which I might have
been expected to change policy, it has been 1986, with
the halving of the o0il price. And many people duly

advised me to make changes. I rejected this advice, and

maintained the same course. And there has been no
erisis. Inflation has reached its lowest levels for
nearly twenty years. Growth has continued steadily,

after a short pause in the early part of the year. The
number of people in work has continued to rise, and

unemployment now looks to be on a downward trend.

o v B R SR T e S s P ol s N



The way that both the private sector and the public
finances have withstood the fall in the oil price is a
remarkable achievement. That is the best possible
vindication of the economic policy we have pursued since
1979, a policy which has brought five years of steady

growth, low inflation, and a million new jobs since 1983.

For 1987, I predicted a continuation of this pattern,
with growth slightly faster than this year, and inflation
staying low. The figures that have been released since
the Autumn Statement tend to confirm that picture.
Output has picked up, with industrial production in the
three months to October 1% per cent higher than in the
previous three months. Exports are up by the same
amount, resuming their upward trend. The current
estimate that the surplus on invisibles was some
£750 million a month in the third quarter contrasts with
the view put to the Select Committee by Mr Bill Martin,
who described the earlier projection of £600 million a
month as "particularly optimistic". Seasonally adjusted
unemployment fell by 25,000 in October, making a total
fall of 56,000 over the last three months, the best
performance for thirteen years. The inflation rate
increased 1last month, mainly thanks to the rise in
mortgage interest rates, but the underlying rate remains
stable, and I see no reason to revise my forecast for

next year.

3.5
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The World Economy

The outlook for the British economy will, of course,

depend on developments in the world economy.

One danger, which is more acute following the recent
elections in the United States, is that world trade will
become less free. A retreat into protectionism would be
a disastrous step backwards. Following the agreement on

a new GATT round, it would be tragic if unilateral action

_were to undermine this progress. The USA would do well

to recognise that multilateral negotiation, and
moderation where disputes arise, are in all our

interests.

The past year or so has seen substantial changes and
discontinuities - the halving of the oil price, falls in
other commodity prices, and the realignment of exchange
rates following the Plaza agreement. And the world
economy is adjusting, with so far merely a pause in the
growth of world trade. In part at least, this is because
the major countries have cooperated in pursuing soundly
based policies. The outlook for 1987 is for slightly
faster growth, and it is crucial that we do not lose our
way through failures of policy, such as a retreat into

protectionism.

Attack on Labour

1986 has also been a notable year in the annals of the

Labour Party. It is the year in which they have
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reassembled all the economic policies that have failed
before, and been rejected by the electorate before. And
the year in which they have broken with the traditions of
previous Labour Governments by abandoning, in effect, the
established defence policy of this nation.

J had better be careful, because if I am too critical of

l‘m\«w‘d

X A ot Yo the RHM for Sparkbrook, he may cancel his reply, just as
) bhis

3“*}"”“‘* he refused to speak to the CBI last week because they

criticised his policies.

The RHM for Sparkbrook may not have had much time for
economic policy recently - he has been busy standing in
for his RHF the Leader of the Opposition, who has been
absent from our affairs playing the world statesman to
such disastrous effect for his party. Perhaps this is
why, when my RHF the Chief Secretary wrote to the RHG,
asking for clarification of his views on Labour's
'd proposzd for a training levy on business, he got a very
short -reply, saying that the HM for Dagenham would be
sending an answer in due course. The RHG is clearly too

embarrassed to write himself.:]

But this sort of evasiveness has characterised the RHG's
approach to economic policy over the years. We have
sought in vain for clarity about how he would run
monetary policy, or fiscal policy. Even on public
spending, his views are not entirely clear. Ever since

my RHF the Chief Secretary and I costed Labour's
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programme at some £28 billion, the RHG has tried to shout
down our calculations, and dismiss them as fanciful.
Indeed, in spite of this massive programme of spending,
and in spite of their record of extravagance when in
office and now in local government, the party opposite

¥ accused us of going on a spending spree in the Autumn

Statement.

We on this side of the House know - and the country knows
-that serious economic debate cannot be conducted in this
way. The RHG has a clear choice. If he intends to fulfil
the pledges costing £28 billion, let him say how he would
finance them, whether by taxation or by borrowing, or
both. If he intends to drop any of the pledges, he
should say which ones. I have waited for months for a
clear answer. So I ask him again - out of the massive
programme of spending pledges, which would he propose to
drop? Failing that, will he tell us how he proposes to

4 raise the money to pay for them’

Conclusion

Mr Speaker, I have, of necessity ranged widely in my
speech, and I hope this has helped the House in its

consideration of the Autumn Statement.
In conclusion, let me come back to the Autumn Statement

itself. The Forecast it contains offers the prospect of

another year of low inflation and steady growth. It sets

1Q



. 5 e 3 ~dae ~ B Pt s TR
- - - B T T e o o ol e g T
s VIR G N L . . PG . : 4

— b . s it e, a .. L T o, el T e e A e e @ A - - - e S am A o & - ——— i

out public expenditure plans which make increases in
spending in priority areas, within a framework in which
public expenditure continues to fall as a proportion of
national output. It is the latest step in a firm
economic strategy which has been pursued consistently

since 1979, and 1 commend it to the House.
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"I am relieved to see the RHG the Member for Sparkbrook in his
place today. Because he has ducked a few challenges recently.

- For months, he and his colleagues have refused to
answer questions from News International newspapers.

- When my RHF the Chief Secretary asked his views about
Labour's proposal for a training levy, his answer was
that the HM for Dagenham would be replying in due course.

- Last Thursday, his party spun out the previous day's
business so as to spare him the embarrassment of Treasury

Oral questions.

- And on Friday, he broke off relations with the CBI,
because they criticised his policies.

I have to admit that I, too, have also criticised the RHM's
policies in the past. So I am relieved that he has not refused
to take part in this debate.™
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. Let me start with what has not changed, and come on

to what has.

\ BED There has been no change whatever in this Government's
view that monetary policy is the key to controlling
inflation. There has been no change in our view that
interest rates are - and must be - the essential
instrument of that policy. And there has been no change
in our view that a sound monetary policy needs to be
accompanied by a prudent fiscal policy - by which I

mean a low budget deficit.

The Committee suggests that what it calls "the enhanced
role" for interest rates 1is new. But that 1is surely
exaggerated, to say the least. Monetary policy,
everywhere and always, has to operate through interest

. rates for the simple reason that interest rates are
PEH: weth ”L"*y ; P
Wlte nmhny the price of money.

I acknowledge, though, that in the implementation of

policy, a number of things have changed.

First, interest rates have come to bear more weight
in restraining money and credit because we have - quite
rightly - swept away a lot of other controls. When
we took office, we inherited a corset for banks, foreign
exchange controls for everyone, and mortgage rationing
for those Dbuying houses. All were unfair and
inefficient. Now they are gone, and credit is rationed

by price rather than bureaucratic controls.
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Second, short term interest rates have come to bear
more weight because - again, rightly - we have abandoned
the practice of selling more gilts than are needed
to finance the public sector deficit. This practice
had the statistical effect of reducing £M3 - but only
at the cost of raising long term interest rates relative
to short term interest rates. We conﬂyuded that this
could not be Jjustified, and I explained that fully

in last year's Mansion House speech.

Third, I accept that in setting interest rates it has
become harder to use as a guide the particular measure
known as £M3. But this is in no sense a bolt from
the blue. The 1980 Green Paper said that "no single
statistical measure of the money supply can be expected

fully to encapsulate monetary conditions”.
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Public Expenditure

S On public expenditure, the Committee have again engaged
‘/(:,/) in a textual critique worthy of biblical or Shakespearean
scholars to try to demonstrate a major change in
direction. Which is odd since much of the material at
the back of the report is developing the theme that

public spending is returning to a trend.

The true position 1is very simple. We have 1long
maintained that the state takes too much of the nation's
income and its share should be reduced - this can be
traced back not only to the 1979 manifesto, but even
before that to our policy document "The Right Approach to

the Economy". And we have pursued this objective

consistently.

It is true that some of the targets we have set ourselves

have in the event proved too ambitious.;XBut it is better

to attempt to meet demanding targets than to have the
complete absence of financial discipline offered by the

party opposite.

RC i otill l\\ [}f—tt~were71ndeed'the case; as the Committee contend,
r that policy on public spending had been changed this

ke u\av.b "‘30“*"'7
Y : year, one would expect to be able to detect some break in

teend.

< \'\ﬂ» Wll M pé',.

Mg ks tet | .

Py ¥ W‘:'(\b:"a : We have DAL C’M‘Ai‘r“/“{:/ T-r'?m‘/‘:

wlrrduce X : But-the figures show no such break. As I explained at
:;fi::i:jf;&jﬂb\ the time of my Autumn Statement, the rate of increase of
ww r‘vWC 2!
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public spending in real terms, even excluding
privatisation proceeds, has -been comgﬁ‘; down
~progressively- €rom 3 per cent in the decade to 1978-79,

to 2} per cent in the last Parliament, and to 11 per cent

so far in the present one. Par—fromreversing—that-
r‘t i ] ‘ l t ! .| c @M ‘r"‘z‘r\g c,(;".-.;t\,r‘l(w
e e,
He&e-wo-a&e—a;quing_abnut_whathez_public-expenditu:gjvil‘l-‘

grow by 1 per cent a year, as our plans-imply, or 1} per
Y
/
e Committee. Let me remind

cent a year as suggested

the House tha e party opposite increased expenditure

in i ingle—year.

—_—

it came in —

mc.-rmrrrkr'v 1982-83. —Until—then,—public spending had centinued—to—

;f{;b?.\ U.il gy -43, [-rise—as—aproportiom of 6DP; 'mainly as a result of the

;g

e —C——— —

A lz»q:‘""‘ bowd | sSevere world recession. But in the 4 years since then,
A ) »

0 |

______— the proportion has fallen progressively. CM ot
planned __to grow sigpificantly more —slowly than—the —
economy—as—a—whole, the downward trend will continue, so
that by 1989-90, public spending as a proportion of
national income will be back to levels last seen in the

early 19705.]

This analysis is based on General Government Expenditure.
I had hoped the Committee would welcome this approach,
because last year, they criticised me for focussing on
the planning total and so ignoring debt interest. This

year, I have followed their advice, but they now seem to

14
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‘ m J\ DATE : 15 DECEMBER 1986
MR HUDSON C+Cis Ms Leahy

AUTUMN STATEMENT DEBATE SPEECH : FIRST DRAFT

Your minute of 15 December.

2. You asked about new BGC points. I have sent a separate minute
today to the Chancellor explaining Mr Walker's reference to 2 million
first time shareholders. Its a pretty fragile statistic and, as
Mr Walker has already 1laid claim to it, I see 1little advantage

IR nsing A6

3. The only new angle to the BGC sale is the international aspect.
There was one genuinely :novel feature. This was the first truely
international share sale; previous "international" sales had in
fact been a group of national sales which were more or less loosely
tied together.

4., The difference on BGC was there was a single international
underwriting agreement. This meant that, for example, the TUS
investment banks which underwrote the issue would have had to take
the shares i1f the SEC had not declared registration of BGC shares
to be effective. In the past this risk would have been carried

by the vendor.

5. This is pretty technical stuff. The line of argument you could

make of it is

"The BGC offer was the first fully
integrated international share offer.
Previously the so-called international
share offering - public sector or private
sector - were in fact a series of 1loosely

linked national offerings.



The BGC offer broke new ground. It dié
SO because the UK's experience in
privatisation enabled us to sieze an
opportunity which had wuntil then eluded
all other vendors. The international
dimension of the sale played an important
part 1in enabling the Government to get
a good price for the taxpayer. The
techniques wused on the BGC can help UK
investment advisers win more overseas

business."

Al

S A ROBSON
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CONFIDENTIAL
‘ FROM
DATE

CHANCELLOR OF EXCHEQUER C.iC:s FST

Sir P Middleton
Mr Monck

Mr Moore

Mrs Lomax

Mr Neilson

Ms Leahy

Mr Tyrie

S A ROBSON
15 DECEMBER 1986

BGC PRIVATISATION : ALLOCATION
Mr Kuczy's minute of 11 December.

2. The figure of "some 2 million" shareholders in 1979 was based
on NOP's 1979 financial research survey and, as such, is quite
respectable.

3. On a rather separate point, you will have seen Mr Walker has
claimed in public that, of the 5 million people who came into the
BGC offer, some 2 million were first time share buyers. On the
back of this, he 1is saying that the number of shareholders has
risen from the figure of 7 million before BGC privatisation to
9 million after.

4, The basis of the figure of 2 million new shareholders is as
follows. On the weekend of 29-30 November Dewe Rogerson conducted
an opinion survey for the department (using a sample of 2000). This
was the second weekend in the offer period and, based on the results,
6 million people appeared certain to buy. In the event 5 million
did.

5. After the offer closed Dewe Rogerson subsequent re-—-interviewed
a sample of those who had said, on November 29-30, that they were
certain to buy. This sample numbered 36.

6. Of those 82% said they did buy. This gives the right "grossed
up" results (i.e. 82% of 6 million is 4.9 million against the true
figure of 5 million). Of those in this sample who did buy, 44%
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CONFIDENTIAL
said they were first time shareholders. Applying this figure of
U4% to the 5 million produces Jjust over 2 million. This 1is the

basis of Mr Walker's figure.

7. Dewe Rogcrson urged caution 1In the use of the tigure. This
apparently cut no ice with Mr Walker.

SAL

S A ROBSON
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FROM: ANDREW TYRIE
‘ DATE: 15 December 1986

CHIEF SECRETARY .
cc PS/Chancellor///
/ PS/Financial Secretary

/ PS/Economic Sccrectary
//// PS/Minister of State
Mr Cropper
'/// Mr Ross Goobey
v Craig Pickering

AUTUMN STATEMENT: KNOCKABOUT

Bryan Gould has been a good deal more careful than Roy Hattersley
and has left fewer hostages to fortune. But I attach a few quotations

which could be of use during the debate.
2 His description of Labours "laager mentality" and his discussion
of Labour's credibility problem, both as recent as February of

last year look like good Commons material. You asked for these tonight

if possible.
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When will Labour face the truth?

To say that the Labour Party’s decline might
be terminal has become a commonplace. In
a sense it is now true in @ way it was not
before. It is not so much the by-clection lost
deposits and flagging opinion poll ratings. It
is, rather, that despite a brave new
leadership which has done much to restore
Labour’s image and morale, the party is
being driven towards an intensification,
rather than a resolution, of its problems.

To lay this bare is nat to hasten the
decline. A proper understanding of what is
happening offers the only chance of doing
something to halt a possibly fatal process.

The rational response to a loss of electoral
support is to reach out to those whose
support is being lost. But the fact of decline
has left Labour dangcrously vulnerable to
those elements of self-delus on and introver-
sion which militate against a rational
response. Within_our geogra hic

a—

ideological ldaper a kind of siege mentality

prevails; instead of trying ‘0 break out, we
femnforce our defences against an outside

“world which appears shadowy and distorted.

The plaudits of those within appear more
real and valuable than the votes of those
outside; the rhetoric of class conflict and
struggle ‘seems more appropriate than the
language of consensus; we comfort ourselves
with a more and more arcane interpretation
- intelligible only to a tiny minority of:
“activists” — of what is goingon. ¢ <& * *

Thus, it is seriously asserted that the

obstacle to majority support is that we are
not “left-wing” enough. It is believed that

i one day the scales will drop from the eyes of

“the masses™ and that a demonstration on

the floor of the Commons will bring the
triumph of socialism closer.

This response may seem irrational and
self-destructive, but it is implicit in the
dynamic of decline. As a political party loses
touch with the electorate, its activists, who
are by definition unrepresentative, become
disproportionately influential, thereby re-
inforcing the original failures of communi-
catior and persuasion. .

As Labourrhas been increasingly driven

back to its traditional heartland - the North,
Scotland and Wales L its preoccupations
have become almost exclusively regional
and sectional. The voices within the party
which used to speak up from the Midlands
and the South and which underpinned
Labour’s claim to be a national party are
now muted or silent. »
Labour’s reduced influence and popular
support count against it in other ways. We
have found ourselves powerless to defend
the pensioners, the miners, the unemployed
or the public sector against a ruthless and
uncaring government. This has led the
activists into making two further mistakes.
First, our case on behalf of those under
attack is made in increasingly exaggerated
terms. If every slight movement of govern-
ment policy is attacked in apocalyptic terms,

‘the“effect raises the ‘threshold of shock and

outrage, so cventually anacsthetising the
public against -Teal injustice. At the same
time, the strident~defence of sectional
interests encourages the sense of majority of
those not directly affected.

‘Secondly, in despair at ever winning
another election, the activists turn their
energies away from the democratic route. It
1s easy to understand why, in anger and
frustration, resort should be had to politics |
by emotional spasm; but to yield to this'
temptation is a confession of weakness, an
apparent admission that Labour has lost the
argument. Its credibility as an alternative
government is reduced and doubt in the
public mind, which is where our problems
began, are reinforced. :

More importantly, by appearing to
abandon any real contention for parliamen-
tary power, Labour not only concedes the
next — and every successive - general
election; we also give up the only weapon
‘which could be used, in the lifetime of this’
Parliament, to defend our people.

The one constraint which would force
Mrs Thatcher to moderate her policies
would be the fear that Labour looked likely
to win the next general election. Every time
we resort to unreason, or claim to be above ;
the law, or posture as a revolutionary
movement, we deny ourselves that weapon.
If our people conclude that we are no longer
serious about defending them, or have lost
faith in our ability to do so, they will turn
elsewhere for protection.. . ‘

A real effort of will and intellect is
required for Labour to break free from the -
logic of decline. Unless we do, the_ voice of
democratic socialism will be extinguished as
an effective force in British politics. .« - :

. The author is Labour MP for Dagenham ard an |

Opposition spokesman on trade and industry.
) © Times Newspapers Limited, 198% . . -
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Dichotomy

The Left must

AS IS so often in the c:.s;:-ofi

politics, the debate about the
direction the Labour Party
should take is in danger of
over-simplification. - The

debate is often presented as a.\_

straight Left/Right conflict.

The party activist is told he
must choose between
Right’s claim, on the one
hand, that Labour js fatally
handicapped by policies
which alienate the electorate
and which must therefore be
abandoned, and, on the other
hand, the Left’s. argument

that a concern for “mere -

electoral success™ should not

be allowed to stand in the way-

of a renewed commitment to

those policies.

-

But what if neither of those
propositions is correct? What
il the. dichotomy between
Labour’s policies and efec-
toral success is a false ope?

What if the Right’s analysis >
is mistaken and the Left iStas:

the

BT
- BRYAN GOULD " .-

... infinitely more
“than the views of the elec-

torate, we had no right to be -
voters de-

quite apart from its individ ual

in the minds of the electorate
| and which then spills over

into 2 scepticism about the . example.~The question of

policies.: ., -o- ..o S

This process was seen quite

" clearly at the time of the 1983
general election. After Years_

of conflict and squabbling,
the party looked more like a

rabble than a potential gov-
ernment; and, having made jt

painfully clear that our own -

internal preoccapations were .
important

surprised when
clined the sudden invitation
to become involved again on
election day. . . 3

The sheer ineptitude of our

- €ampaign, and our incompet-

ence in some of the basic
political skills,

ence was that even on those"

policies, which raises doubts -

reinforced -
this impression. The consequ- -

for policies '”wbich. would
otherwise have been sup-

ported.- - - 4
Let us take 2 “concrete

ruise missiles was an issue
which featured strongly in the

‘run-up to and during (he'

general election campaign. .
The table below shows the
extent of opposition to Cruise

_issiles in the period before
- and after the 1983 elections |
. campaign, and the level of.
support for Labour over the-

Same period. (Source: MORI
and NOP) . - -

o lr—

. Clear majority -

Wimt t}iis lat;le ‘shéws very

clearly is how closely opinion .
- on the desirability of Cruise

missiles was linked to the
general level of support for
the Labour Party as a whole.

" At the beginm’ng of the year,
" when Labour support was

_Funniag at 36 per cent, there

was a clear majority against .

Cruise missiles.

revival of Labour’s sta

- the electorate which

. before

take electoral policies

nding — Labour’s

to 37 per cent, the anti. *
~ Cruise majority re-asserte
& itsel(. SRR L

- The conclusion is unmis:

takable. It was Labour’s gen-
eral unpopularity and lack of
credibility which affected at-
titudes towards one of
Labour’s main policies. It
was not the policy which
handicapped Labour, but the
party’s loss of standing with
jeopar-

dised the policy. A
A similar point can be

“made in respect of other _

major planks -in~ Labour’s -
platform. Anti-EEC senti-
ment was running strongly
the election; the
party’s policy on the issye
should have been a vote-
winner. Yet, in line with
Labour's loss of credibility,
the public lost faith in our
EEC policy, only for- anti-
EEC feeling to re-assert itself -
strongly once the nadir in

fortunes
passed.

-4 c ars ?
In the same way, it is now:

geonerally assumed that our,

economic policy was a vote-

loser. Yet nothing should

have been easier than to show-

people thut we did not have to
endure over 3 million unems-
ployed. Again, it wag the
party which lacked credibil-
ity, rather than the policy.

People could not see Labour

as a potential Government;

.- they were therefore disclined
- to believe

offered. i

clear. We do not have to
abandon our policies in order
to seek
On the contrary, the two
objectives po hand in hand.
Furthermore, if we fail to pay
sufficient attention to the
electorate, we forfeit their

-support for our policies.

" In other words, the Left
{and Particularly the so-

Support for Cruise Missiles

-Support for Laboul;

electoral support.

v Th-e lessons for the Left ar-e ;

_our policies.
the remedies we e ;

seriously -

had -

called hard Left) has allowed
itsell to swallow 2 false ana-
Iysis. Commitment to policies

" does not require that the

wider electorate (from which
we shall need 3 million extra
Yotes ea 1987/88) should be
ignored or (reated with con-
tempt. There is nothing un-
socialist about wooing the
wider electorate, since this is
the pre-coadition, not just for
gaining power, but for retain-
ing and building support for
N

Demo-politics
Each (irﬁe we reduce our

credibility with the electorate

by resorting to demo-politics,

-or by speaking the language

of violence or by pretending
to be some sort of revolutio-
hary movement, we betray the
issues we claim to care about,
and we abandon the people we

- claim to defend. 52

We must consiously eschew
the introversion and self-delu-
sion which have weakened our

4 consequence, ]?d to draw issues where the electorate: _  As Labour support dropped Yes o appeal. to, and our qgn-
the wrong conclusions itself?. would normally have backed * to 28 per cent in the run-up to 1983 e P g - derstanding of, people whose
. There is a good deal of  the Labour position, public ' and during the election cam- January 36 St ©36. .« . . support we have lost. It is
evidence to show that it is not Support declined. It was not ™ paign, the anti-Cruise major- | May . _ 42 44 3308 time for the Left to take
Labour’s polit:‘iesiwhich pre- that Labour was handicapped ity first dwindled and was . Jupe ° AL 48 38 28008 T electoral politics seriously,
vent it ffOﬂ} winning popular by uaopopular policies, but then. reversed altogether. September --:° 45- % 44 by e AR B D - T
support. It is rather the credj- that Labour’s general risk of -~ With the election of a new October - 43 . 5] 37 s c 2~ Bran Gould is the Labour MP
bility of the party as 2 whole, - credibility destroyed support " party leadership and the November . 38 50 Tl T *for Dagenham. e
L LR
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WHEN Margaret Thatcher
came to power in 1979, pub-
lic spending accounted for
40.5 per cent of national in-
come. The Tories were
outraged. They set about re-
ducing it and they weren’t
too worried about how.

They attacked public spending
for three main reasons. First,
they have an ideological aversion
to anything in the public sector.

Secondly, they swallowed
whole the economic doctrine
that, by cutting public spending,
resources would be freed for use
by the private sector.

And thirdly, they wanted to
save money which could then be
used to finance tax cuts for their
wealthy supporters.

So they set about the task with
a will. Local authority spending
was squeezed to the point where
local government has virtually
no independence left.

Nationalised industries were
forced to raise prices for
revenue-raising purposes. Hous-
ing, education and health service
programmes were laid waste.

Thousands of jobs were des-
troyed in the public sector and
wage rates were forced down in
real terms. Major promises on
pensions and other benefits were
broken.

And what was the result of
this wide-ranging and deter-
mined effort to cut public spend-
ing down to size? A rise in the
share of national income ac-
counted for by public spending
from 40.5 per cent in 1978-79 to
42 per cent today.

The price paid for this
extraordinary failure has been
high. The level of services on
which so many of the most vul-
nerable people in society depend
has plummeted. Those who have
been forced out of employment
in the public sector have been
unable to find jobs in the private
sector, which has suffered be-
cause its public sector customers
have less to spend.

The level of capital spending
on necessary economic infras-
tructure has fallen to a point
where even the leaders of British
industry are expressing alarm.
Most ironically, the tax burden
on all but the very rich has risen
substantially.

What the Chancellor, Nigel
Lawson, is saying in his recent
White Paper on government
spending plans is that all the
harsh lessons of the last four
years will be ignored, and that
efforts to cut back on public
spending will be redoubled.

A ﬁemic piece
of opportunism

The White Paper makes no |

pretence that unemployment will
do anything other than stay
firmly above 3 million for the
next three years.

Instead, so that public spend-
ing can be held at present levels
in real terms, local authorities
will continue to be squeezed,
capital spending in the public
sector will actually fall — despite
the pleas of the construction and
engineering industries, asscet

BRYAN GOULD
on Lawson’s
White Paper

sales will continue at about
£2,000 million a year until, pre-
sumably, there is nothing left to
sell, and even defence will, in
1986-7, feel the full force of the
axeman’s blows.

The White Paper is based on
some heroically optimistic as-
sumptions. It is assumed that
inflation will average under 5
per cent for the next three years
and that public sector wages
settlements will be even lower, at
3 per cent — representing a
further decline in living stan-
dards.

The external financing re-
quirements of nationalised in-
dustries are assumed to fall by
no less than £2,500 million. This
can happen only if gas and
electricity prices rise even
further and more steeply, and if
the financial performance of the
National Coal Board and British
Rail miraculously improve.

Even on the most optimistic
assumptions — (optimistic, that
is, in the Government’s terms)
— public spending will still be
where it was in 1978 as a propor-
tion of total spending.

Much more likely is that we
shall suffer again all the pain of
further cuts, worse services and
a poorer and weaker industrial
infrastructure, but that public
spending will remain high be-
cause of the need to finance con-
tinuing record unemployment.

Indeed, it could be worse than
that. The huge Government
revenues from North Sea oil are
peaking right now. Nigel Law-
son will then have to face the
prospect of rapidly falling tax
revenues,

What will he do then — more
cuts? The White Paper is merci-
fully silent on that point,

Br};an Gould MP is the Labour
MP for Dagenham.
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SERIES RATES: (prepaid and same text only): 12
insertions for the price of 8; 8 for the price of 6; 4 for

All copy for advertisements on this page should
reach this office not later than 4pm on Tuesday.
Copy received up to ncon on Wednesday may be
included (space permitting) in the STOP PRESS
column but will be subject to a surcharge of £1.
We must also ask advertisers sending in classi-
fied advertisements to include a cheque or postal
order to cover the cost of the advertisement.
Postal charges make it uneconomic for us to have

to send out invoices for such advertisements.

Conferences

o Loy i A

/,,i i ;‘M‘”ﬁi“ﬂ lﬁl(m@";ﬁ”jﬂ

(Ve 2 ]

Personal

CAMPAIGN FOR PRESS AND
BROADCASTING FREEDOM
Conference on A New Labour
Daily? Media Alternatives in 1984".
Sunday February 26, 10-4pm at
County Hall, London. Speakers from
all levels of the Trade Union and
Labour Movement and from the
Womens' and Black People’s Move-
ments. Special workshop on broad-
casting with Edmund Dell and Ken
Loach. Creche bookable in advance.
Further details from CPBF, 9 Poland
Street, London W1V 3DG. Tel: 01-
437 279Y5.

FIGHT FOR JOBS
AND SERVICES

Save Brent Campaign launch confer-
ence, Saturday, February 25, 10am-
4.30pm. Brent Town Hall, Forty
Lane, Wembley.
Save Brent Campaign
Steering Committee
Telephone: 01-549 6401.

Accommodation
DRISCOLL "HOUSE, 200 single
rooms, board £50. Apply 172 New

Kent Road, London SE1. Telephone
01-703 4175.

Organisations

THE NEED FOR SOCIALISM is
urgent. It has never been tried. It
cannot be imposed by politicians and
militants, but must be established by
the democratic action of a working
class majority. It means a world-wide
society of production for use, not
profit, based upon common
ownership of all the means of living.
No classes, governments, {rontiers;
the end of wars and poverty. Organise
with us to bring it about. For free
literature contact: Dept. T, The

Socialist Party of Great Britain, 52

REGIONAL ¢RUST Ltud. Immcdiate
advances £100 to £10,000. Written
quotation on request. 31 Dover Strcet,
Piccadilly, London WI1A 4RT.

Situations wanted

TROUBLESHOOTER. I will take

on any task, whatever the risk. There

is no risk too great, if at the right

g{n'cc. Phone Mr B or leave message.
ipon (0765) 2544.

TYPING. Experienced Typist. Low
cost typing of letters, articles, manu-
scripts, accounts, legal documents etc.
Electric Typewnter. Telephone
Betchworth (Surrey) 2030.

Holidays

MAY DAY IN MOSCOW. Reserved
laces for the May Day Spectacular.
Elosts Soviet TUC. (Experience tradi-
tional warm Russian hospitality) 15
days from £289. For particulars scc
display ad **Holiday of a Lifetime™.

Books

YOUR BOOK PUBLISHED and
sold! Details: New Horizon, TT, 25
Staticn Road, Bognor Regis.

WANTED Labour Party, ILP, TUC
Conference Reports, Socialist and
trade union books, pamphlets und
eriodicals. Hammersmith Books,
arnes High Street, London SW13.
Telephone 01-876 7254.

BOOK SALE at Murx Memoria}
Library, 37 Clerkenwell Green, Lon-
don ECI, on Th , March 1, 6
8pm.

Lectures

LECTURE: Ray Watkindon: “Mars
and Morris™ at Marx  Library, 37,
§ oadiige.
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‘A CENTRE Party, as Shirley
Williams proclaimed, —may
Jack tuuls and principles; but
the SDP at least has David
Owen. The party’s conference
thissweek reveals how much
the SDP has become a
vehicle for the political phil-
osophy and personal ambi-
tions of its new leader.

This is no more than just
reward for the man who,
more than any other, was re-
sponsible for the SDP’s form-
ation. Roy - /Jengins, who
conceived t idea, was too
remote from British politics
to get it off the ground; Shir-
ley  Williams would have
dithered forever; Bill
Rodgers did not have the
necessary weight; only David
Owen was there to supply
the drive needed to make the
decisive break with Labour;
and form a new party. .

The SDP's policies will in-;
creasingly bear the stamp of-.
theic leader’s views. In Sal-
ford this week, Owen has~
mapped out a course for the
SDP — the pursuit of a-
right-of-centre, free-market’
economic  policy, coupled
with and softened by a social
conscience. The combination
has a certain appeal; its
weakness is that social con-
sciences . are too easily
regarded as optional~ extras,
to be jettisoned when the
going gets tough.

The real heart of a politi- .

cal progaramme is {0 be
found in its basic approach
to running the economy: It is
that which, dictates every-
thing else, and in the case of
Owen's SDP, it is irreme-
diably right wing."~ it
‘This should come as no
surprzise. Since one of the
main objects of setting up
the SDP was to insulate men
and women of moderation,
who were used to running
things, from the awkward
pressures exerted on them

from the left and the work- -

ing class, the SDP — imper-
vious to that spur of
radicalism — will inevitaoly..
settle down in a rightof-’
centre position. :

This, however, offers ‘no -

comfort to ° the Labour
Party. The position heing
taken up by_thg SDP is entir-

. for the countny,.
quite in the way;they might

e\&sonsist.ent with a political
scenario in which the elec-

lots are ottere¢d a choice be- -

tween two- parties of the

right, while the left is, repre- -

sented by a. plethora of
splinter’ groups, preoccupied

with internecine struggle and.

permanently remote - from
power.. ... % Bt

It is a hard fact for the
Labour Party to accept, but
the SDP has changed the

political scene, not so much -

by breaking the mould as by
interrupting the swing of the
pendulum. .

There are many in the
Labour Party whose un-
spoken assumption has been
that it matters little how
attractive Labour is to the
electorate, since sooner or
later the aati-Tory swing will
produce a Labour govern-
ment. ' That assumption
always Wwas dangerously ill-
Dased ©. but now ‘that the
pendulum _ has somewhere
‘else to swing, there can be
no excuse for igmoring the
danger. R

Paradoxically,- by forcing
Labour to look again at the
whole question of its elec-

- toral appeal, the SDP might *

in fact perform=-a service to
the Party. It is at least argu-
able ‘that; in doing--so, it
might also perform a service
though not

have expected. i !

Social .. and ™. political
advance in Britain has owed
much to those radicals and
progressives — often, but.not

always, socialists = — who .
have traditionally found their .

most natural political home
in the Labour Party.” It
would be a tragedy of the
first order if, by accident or
design, a rearrangement of
the groupines in British peli-
tics should leave those
people without a significant

. voice: m  the affairs of 30v-

ernmert.- The only non-con-

. formist.. ~ —radical s and

reforming force with a real
chance of ¥ cartying their
ideas into- government- would

. then have been shunted into
-a siding. "~ 7

There is a.danzer that this
could now- happen. As the

SDP moves - rapidly away -

-~

" from the radical origins of

its Labour founders towards
the apolitical assumption .that
government is  essentially
administration, and the
Labour Party becomes in-
creasingly Marxist in its ana-
lysis and prescriptions,
socialists in the British and
therefore non-Marxist tradi-
tion could easily fall between
the two as they pull apart .
from each other.

On the other hand, the
very existence of the SDP
and the threat it poses could
provide the most effective
safeguard against this hap-
pening. The Labour Party,
without disowning its Marxist
wing — a useful benchmark
for any party with left-wing
pretensions — could he
spurred by both the danger
and the opportunity pre-
sented by the SDP into re-
asserting its traditional role

_as the vehicle for popular

socialist reform.

In other words, the SDP,
rather than posing a direct
threat to the Labour Party,
may actually beckon Labour
in a direction in which it is
very much in Labour’s inter- .

“est to go.

The danger for Labour is
not so much that the SDP
will compete for Labour ter-
ritory as that the Labour -
Party will itself retreat”
further into a Marxist laager,
leaving traditional Labour
voters  unrepresented and
with nowhere to go. As the
SDP disappears rightwards, -
however, Labour will have
every incentive to move back
into its own territory.

The increasingly clear eli-
tism and pessimism of the
SDP approach to politics can
also be used to remind
voters, and the Labour Party,
of the uniquely valuable con-
tribution which a radical,
left-of-centre, and larzely
socialist party can make t0
British politics. In the end,
there is no substitute for the
passion and compassion
which socialism at its best
can bring; the SDP_might
just help Labour to oring out
that best. ¢ ;

Bryan Gould is Labour MP
fo» Dagenham s
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is  given - 'by Professor ' tween socialism nnd bnpular our task lS 10 ﬂnd practlcaln» Faced wlth a Covemmenti

an clectoral alliance or a co- | ventional definition of what,. clalist will be popular., .we should:be much e
) alition with the SDP, \is socialist and what is not., It is not socialist, mﬂl (as ressively egahtacrmrﬁorgrzxgx-‘

THE LATEST opinion ‘polls, Underlying both positions | The Ladour movement ls "we have discovered 10 our.i: f ng that . greaterequality " is
‘show that,. in spite of the 15 the common assumption currently lumbered ' with a  cost) is it popular to create,;, the best.way of maxlmlslng 1
favourable impact made by ' that there is an unbridgeable | whole corpus of idees ‘fixes i- centralised institutions which.qindividual +freedom.... We i

gulf between radical policies | which.we are told ate soclal#t ~are run- as: autocratically *in..j, should make a - much«morc L

Hobsbawm's warning that La- | support ariscs because we acs :- expressions of our socialism..,, which . sees- the- pro
Bryan GOU_ld bour might have to consider \ccpu far too easily the con- which, because they'are: so- . dnequality as a p%slg]?;log%ogf!

Labour's new leadership, the °

party still has a long way to .. and popular support — a |ist, or radical, or Jeft-wing.__ the public scctor as any In determined attcmpt. :to pro-

go to resolve its basic strate- gulf tht can only be eliml- Virtudlly no onc asks"— who™ “the private sector. It 1s "hot'.: duce an .equal sharing of the k.

gic problems. nated if either radicalism is . says so-? Yet the truth iscthat _ socialist ox‘s popular jto - allow ! “benefits of . sociall’
abandoned (the Iobsbawm | many of these 1deasaré: so- "'"'rcat and vlrtually* unchal- co-operatlon T

On the one hand, thcre are
those, like Professor
Mxhband who say that cam-

- view) or the electorate are '|cialist only in the sensc that fcngeable concentrations’ of } 30U We: ‘should® develop ﬂncw.
finally convinced by the |they might claim a place in  power to arise, in burcaucra- ‘and more flexible forms of 4
awfuiness of the alternatives: |a museum of soclalist intel- cies or in? ttdde ! unions ‘or. social .- ownership,’ . devismgd

paigning on radical socialist

policies, if done with enough that an unpalatable radical- [lectual history, ~ They ' owe elsewhere. Lrrad o 0 ways, - for cxample,s of using |
" vigour and commitment, will ism is the only option left - |their origin to analyses ii + It Is not" ‘doclalist or popu-, .;. the, immense ., paymgs of |
“eventually command popular  (the Miliband view). : made of societies which have s lar to categorise people and ' working . cople obtain
support. In the meantime (in The Labour, Party should [ long since evolved out of all ““prevent them from leaving " control P wealth crcatlon.
a phrase coined by Denis Dbe chary of accepting this | recognition, “in one category for another, as'! We should, be- planning an !
Healey to describe this posi-  bleak assumption. The La- Nor can+it be said that ‘vwe have tried to do with = attack on Jlmlied,,.iablllty i

bour Party came to power ag they are in any sense radi- + public sector tenants; or lm-,‘ ‘and the jolnt.

tion), there., should ‘be no swckfcompany,
compramise with the elector- an instrument of popular po- ‘cal; they are essentially con-"* plicitly to tell people that,:.. and a radicai ll,m tation of
ate. The irdchntlml may of litical action, and during its scrvatlve not to say reaction- ‘| whlle théy may be required, “the rights’ of,, 1nheritance..

first 60 yecars it operated ary — o'ferlng golutions to'‘| td vote Labour at'infrequent, i We shouid hy xk,{doyn, éon-

course Jast.a yery ldig time.
On the" othcr hand, ‘thete  very salisfactorily on " a problems which have long | intervals,” at all yother times :) centrations }t 3 Q;l)f)wex'l
V8118

are ‘thosé, )lke “Professor . quite different assumption —  since becn solved and provid- | the views of only & handful . wherever the erate |
Hobshawm,;, ,arguc that that radical socialism and Ing no answers to questions | of unrcpresentatlve lctlvlsts “{nstitutions” only whexe,they
we cannoUWalt for $he clec- popular support were per- Which should be in the fore-/ will count. e, operate on a8, human.:scale,
tora{ o* us. We fectly consistent with each  front of political discussion. - ‘There is much " ‘the.,.- and make . authorily,less re-
mus ml a, ltéVe( changcs other. Indced, I believe that Making a choice between = form of co-opcratlve actinn, ,,mote nn;l,:mbre manageablc.‘
are., ?éo tommand a socialism which does not popular support and radical * and community responsibil-,j Popular. @dp Ort,,and.p new
maj 1‘,Ify lx po ‘rhese }.‘on- cnjoy popular support can  socialism is not the Labour ity, ' to retain’’ from "our) radical: -80gla are ,not in-
cc« c ff is, sald, pccd not  hardly be regarded — in the - Party’s problem. We do mnot prcsent thinking but there ls.., compatibile ; .,Jhe)} need‘ each

" entail 'Ahy a‘dan onmeAt. of  British context at anyrate —  have to abandon our radical: also a whole radical ‘and 8o<g 7 Other, . y.itqu

socialist principles; hut’ a . as socialism at all. ism; we have to re-discover  clallst prozrﬁmme waitling to.. Bruan r.('o;dd is tabour
better clue&to—cudvthlnklng The apparent conﬂict,.be-» it As democratic . soclallsts, ... edeveloped.. 7 R R 5 %Wﬁu Wiy 2,00 }
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Iven in the U P however,  tvacting ;. tie old  working  an escape - from, - and is social democracy which was  aware  of s intetleebu
itas doabirul boibere is any class s getiny siadler and  achieved  in spre of, whal the only ideological wunder-  vacumn, But be certanly i
real appreciation of the true older. The most commoniy the Labour Parly appears Lo pinning  Labour holhered awarce {hat 1 old  cunti-
dgimensions  of  Laboar's de-  advaneed  teason lor voting  sland for. To aceus ¢ them of  ahout in the postswar jears  dence. the ulu‘ral author-
Féat. In nearlty bl the coun- Labour was  We've always heing class traitors is merely (it is now the preserve ul ity hus gone.

try, Labour is 1o lunger cven heen Labsur™; but losuity 1o crophasise  the finzlity of  the SDP), the Labour move- | knotws

o s : s o> : » L * knows Lha e i
i contentien. Cibeoold argn- without  constant reintoree-  thew Lreach with Labour. ment has been caught shor, bocxle '1\f;i}xd"xilcrlt'11}];}1li(‘thi‘:
ment aboul wi b votes can mient, is a diminishing asset, What  Luibour needs is a  foreed Lo rummage around in - (e l)Zx"mu.' of (.h‘e intellee

now Lo turned ek oon us There is remarkanly  litde new crusade Lo reach out to y sort of historical junkshop teed
i i 5 . : 4 % : B ; taal argument ang h 3
Fo reuild  Fobowr as a enthusiasm {for Laboar's poli- mijtlions of people who do where the oanly ready-made lﬁc n‘:_,'\;.‘l;;i.(,}],tt w),ljlcrfhill b‘:inl'?
netional prrtvor b deast as o aes amony owr taditional  nol now naturally think of Leus are a (,]..1)1)(‘(1 OHERBBHC- i) o ol Thnce it king

. € e

forimidable  a il [y 15 supporters, and his is hardiy voling  Labour, But we tionary dogma which  was v g e
facing the Altinbee  parties the base fiom which tu con cannot crusade withoul  Surely reley .mL to the 19305, “,L, PMIIHIE, y
with the added :«J‘..m.:zc vert the new gencration ut‘ agreement on and confidence ¢t alone the 1980s. Fhere are many thinus
that  the  noveatum  of support that Tabour needs. in what we believe. One of The result is an ideology Labour can do Dbefore the
- change is aaiin ¢ s, The younz murrieds on the the  most disappointing fea-  which is so outl ol line (il LN election — clect a new
BLsarrouni new estates have no lovalty {ures of the reeent catmpaign what its  supporters  find }Ljil(ll‘l'b]“]), rethink its  poli-

5 i Lo y . AL
\\-hlitcL 'I']"’;':].;-’:’\“”‘;“' o :”.\l”(‘[”l\l(ll“((_ to Labour. "Fhey are a clasy  was our failure to offer a dil- acceplable that  the  Party  cies, use ‘Jls'l!ous‘c.ol Coni-
B &rL‘l GOU]d ing. Fven more worrvine s and a ceneration whese aspi- ferent vision of socicty, a dif-  dure not reveal it fuliy 1o Mmions representation o
the dotint as ::, Whother  tittions Labour has wgnored.  ferent set of moral values. It e electorate.  Volers © are  Wount  an cilective  Parliy-

T 2l D A SO A e s e RS [ 2l S as. e e Yot ‘wi\ll I'_or them, Labour is seen tow was this failure, more than  uiiowed only a bricf and par-  menlary opposition. But most
v Cinfelitie 16 q‘ct o Gfen asrastrating their :.n_\'l{:‘m;,' clse, which revealed il ghmpsc. not  hecause x.mpurlun_lly,  We  must - do
crips with it Tiie disasier of  1ogitimicte ambitions e.g. 1e  the falal loss of confidence at  Labour's leaders are engaged SOMIET VY thinking = ﬂ!JQUF
: . own their own homes, Tihey  the heart of Labeur's pesi-  in a  dehberste conspiracy, principles as well @s policies

THE Parviimentary Labour
Party ie ratber lile the re-

N O o seattered 2rmy re- ‘.'.‘““'\" l\‘b'dm,i . Py "n‘,_)“f see Labour inziitations hike ton. bt because they have no  — 30 that we h;-.vg confi-
tuiming cdter dedisive defedit :)‘f\ et ,9-'3.,.‘.”‘. trade unions as wdemocratic Por a parly which claims  confidence themselves in the  dence in a democratie and
v the beuleiield. ‘Fhere s ji"fl of n"""“'" ,,,l“f'] “"‘f,‘; and vestrictive, providing o to  want  a  radical  re-  sort  of centrally planned,  soctilist Dritain which  ref-
much talk  of fallen  com- ‘l‘ A ‘(;,‘”_‘ e At "f'}} benefit to {hem and with: ny  construction of sociely, we  partv-dominated sceiety  lecls the interests and hopes
vudes.  overwhelming  odds, 1':‘_“‘-“ WE Rt B0 USRS Sienilicintece cther. M O as s Shoch e e tonishing  which is all they they can O thal majocity we must win
i stichies shy (he leadership MUGDCL. power bases for union o.li- lack ol interest in ideas. We diredge up. % 10 Labour. ‘That is a task for
s o] Lo reepasp aad Lalioura™hoass o sns losun cials. arc. now  paying the price. 1L may scen fanciiul o every mewber ol the party.

rethiag besorg tise next en-  votes ane stppeat ror a lony IYor these people, moving Having abandoned, and suzgest that the Labosur can- Braan Guudd is Labour MDP
gagement, . time. Its class Lase is cun- into the new middle class is nghtly, the muddled form of vasser on the doorstep is for Dugculmm.
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FROM: A P HUDSON
DATE: 15 December 1986

PS/CHIEF SECRETARY cc Sir P Middleton
Sir T Burns
Mr Scholar
Mr Turnbull
Mr Culpin
Miss O'Mara
Mr Allan
Mr Dyer

Mr Tyrie
Mr Ross Goobey

MOTION FOR AUTUMN STATEMENT DEBATE

The Chancellor has decided that the Government motion for the
Autumn Statement debate is to be exactly the same as last year's.
That is,

"That this House approves the Autumn Statement presented by
Mr Chancellor of the Exchequer on 6 November; welcomes the
prospect of continuing low inflation and steady growth as the
basis for maintaining the trend of rising employment; and
congratulates Her Majesty's Government on the continuing
reduction in the share of national income pre-empted by public
expenditure."

A P HUDSON
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Rt Hon John MacGregor MP, //717/’2
Chief Secretary to the ' ot
Treasury Chambers, ; 2

Parliament Street,

London SW1P. I e

Dear John,

Your letter of 10 December to Roy Hattersley has been passed
to me for reply.

As I believe you know, the matter was fully dealt with by Roy
in the debate on the Queens Speech on 19 November. In case you found
it difficult to take in fully what he said on that occasion, may I
suggest that you refer to Column 569 of Hansard for that day?

Yours sincerely,

Bryan Gould MP




Debate on the Address

569
.. Roy Hattersley |

The Chancellor did not answer or attempt to answer
those questions in our last debate and he will not attempt
to answer them today. His failure to answer any of those
questions is a brilliant demonstration of the one area of the
economy in which he has been an undoubted success—
the economy of truth. That, of course, is a wholly
parliamentary expression because the Cabinet Secretary
explained to us that it is not quite the same as telling a lie.

Mr. Richard Hickmet (Glanford and Scunthorpe):
While dealing with the economy of truth, will the right
hon. Gentleman say if he is in favour of a 1 per cent. levy
on the turnover of companies, and will he say what effect
that would have on employment?

Mr. Hattersley: I miscalculated. I thought I would be
asked first about bailing out the councils and that this
would come second. 1 shall tell the hon. Gentleman exactly
the position /Interruption.]—if I am given a chance to do
so. There is unanimous agreement in the Opposition that
we need a major training initiative. There is unanimous
agreement that without more training there will never be
the expansion in the economy which is desperately needed.
We also agree unanimously that because the Government
have no training policy there is virtually no training. The
new training policy that we will bring in will certainly be
financed by the only possible means—a levy and grant
system. Again, we are unanimous about that.

Yesterday, my hon. Friend the Member for Kingston
upon Hull, East (Mr. Prescott) could not have been more
frank in saying that in his judgment that levy should be 1
per cent. No doubt that is what he will put to the policy
committee discussing these matters and we shall see what
comes out.

Mr. John Prescott (Kingston upon Hull, East): That is
exactly what I said at Knowsley.

Mr. Hattersley: I do not know whether I should take
next the planted bailing-out questions about councils or
whether I should continue on this topic. I shall turn instead
to the real issues of today, the collapse of manufacturing
industry and the recurring balance of payments crisis—
which, like the huge growth in unemployment and the
massive incrcasc in poverty, are the direct responsibility of
the Government. Indeed, they are part of the
Government’s economic strategy.

The Government’s response to poverty and unemploy-
ment is to obscure the extent of their failure by the
constant manipulation of the figures. They cannot do that
with sterling. A month of bad figures on money supply,
borrowing and balance of payments and we would be back
into another bout of speculation and depreciation. Of
course, the Chancellor’s response to that would be another
interest rate increase, even though our real interest rate is
the highest in the industrialised world and even though the
present rate of interest is doing desperate, indeed in some
ways mortal, damage to the prospects of British
manufacturing industry, as well as imperilling the secure
future of home owners by pushing up the price of
mortgages.

Bad monthly figures, as least for the balance of
payments, are now inevitable. Following the autumn
statement forecast, Lloyds bank suggested that the balance
of payments deficit under present policies would be £2-6
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billion by 1987-88. I chose that figure from the middle of
the range. The National Institute of Economic and Socia|
Research predicts a deficit of almost £6 billion. The
gradual accumulation of that deficit is bound to be
reflected in the published figures month by month from
now on. Those figures will provide a regular demonstra-
tion of the Chancellor’s failure to revive and support the
real economy—the economy of investment, output and
exports.

The figures will provide continual proof of the
Chancellor’s willingness to sacrifice the real economy in
the hope of short-term party advantage. The balance of
payments crisis will be the direct result of three related
causes. The first of these is the consumer and credit boom
which the Government have encouraged in the hope of
political gain. Secondly, manufacturing industry has been
so damaged during the last seven years that its share of
world trade has fallen by 16 per cent. since 1979. Thirdly,
and perhaps most desperate of all, is the waste of oil
revenues, oil earnings, which should have been used to
revive manufacturing industry but which have been
squandered on the cost of escalating unemployment and
which are now beginning to run out.

Already the deterioration in our manufacturing
industries is imperilling our economic prospects. In 1978
there was a surplus of £5 billion in our trade in
manufactured goods. In 1985 that turned into a deficit of
£3 billion. On the Chancellor’s own forecast—for what
that is worth—the deficit will grow to £7-5 billion by
1987. By then the Chancellor will be working in the City,
where 1 have no doubt at all that he will feel completely
at home. His willingness to ignore the needs of the real
economy and to allow — indeed, to encourage — an
escalating balance of payments deficit proves that his
horizons stretched no further and that today they stretch
no further than the next general election.

Mr. John Maples (Lewisham, West): The right hon.
Gentleman has said repeatedly that one of his policies for
helping to reduce interest rates is the compulsory
repatriation of foreign assets. Would that not drive up the
exchange rate and thereby penalise the export of
manufactured goods?

Mr. Hattersley: It would stabilise the exchange rate,
which is desperately needed. Under this Government there
have been the biggest fluctuations in the exchange rate of
any industrialised country in Europe. If the hon.
Gentleman were to talk to those who are particularly
concerned with the export of manufactured goods, they
would tell him——

Mrs. Elaine Kellett-Bowman (Lancaster): Will the right
hon. Gentleman give way?

- Mr. Hattersley: I should like to finish ansivcring one
question before I am asked the next.

Mrs. Kellett-Bowman rose

Mr. Hattersley: Those who are involved in manufactur-
ing industries would tell the hon. Gentleman that the
problem that is second only to intolerably high interest
rates is the fluctuation in sterling. By having a mechanism
under which sterling would be subject to upward pressure,
we_should be able to provide a degree of stability.
However, I am unique in my willingness to plead guilty.
I think that I am the first Labour Shadow Chancellor to
plead guilty to the accusation that I should be acting in a
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AUTUMN STATEMENT DEBATE SPEECH: FIRST DRAFT

I attach the first draft of the Chancellor's speech for the Autumn
Statement Debate on Wednesday.

2% The Chancellor saw the draft over the weekend. He thinks it
is well along the right lines, and is grateful to all those who
contributed.

3. ‘He will be doing further work on the draft tonight. He has
asked me to shorten it as follows:

(a) Confining the world economy section to (essentially) the
first sentence plus a slightly shorter, but still

forceful, warning on protectionism;



(b)

(c)

CONFIDENTIAL

taking out the prf&atisation section, and instead
referring to the BGC success at the end of the fiscal
policy section on page 11 - that is, immediately before
the tax cuts section - and prefacing the reference by
reminding the House that privatisation stands on its own

merits;

taking out the Big Bang section all together.

4. The Chancellor would be grateful for comments on the rest of

the draft as soon as possible. It would be helpful if these could

reach me by 5.00 pm this evening.

5ie The Chancellor has also asked for the following information,

by the same deadline, please.

(a)

(b)

(c)

(d)

Some news about the BGC flotation. PBlease ' could
Mr Robson see again if anything is available? I realise
that there did not 1look to be anything, but the
Chancellor notes that Mr Walker has already been talking

about 2 million first-time shareholders.

The Chancellor recalls that sometime this year,
Christopher Johnson, writing in the Lloyds Bank bulletin,
was advocating a PSBR of, he thinks, £14 billion, on the
grounds of maintaining a congght debt/GDP ratio. Please
could Mr Mowl get hold of this?

The Chancellor would be grateful if all the figures in
table 1 in paragraph 26 of the TCSC Report up to and
including 1985-86 could be checked. In particular, he
wonders why the PSFD was so freakishly low 1n 1981-82.
(Mr Mowl).

He wonders what he can say about the PSFD in 1987-88 that
is compatible with a PSBR of 1} per cent of GDP,
privatisation proceeds of £5 :biltlion; and other
published information. (Mr Mowl.)

A

A P HUDSON
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AUTUMN STATEMENT DEBATE SPEECH: FIRST DRAFT
I beg to move ...

I begin by thanking the Treasury and the Civil Service
Select Committee, under the chairmanship of my RHF the
Member for Worthing, for their report on the Autumn
Statement, which, as ever, they have produced with

commendable promptness.

In the course of my own evidence to the Committee, my RHF
the Member for Worthing suggested that the office of
Financial Secretary was older than that of Chancellor.
That may depend on definitions. But certainly, recent
holders of the post of Financial Secretary have achieved
distinction in a number of ways. My RHF is Chairman of
the Select Committee. The RHM for Ashton-under-Lyne is
Chairman of the Public Accounts Committee, and the RHM
for Dudley East was recently voted Parliamentarian of the

Year.

I have, of course, been privileged to hold both the
offices of Financial Secretary and Chancellor, and only
one other person has done this - John Herries, who became
Chancellor in 1827. Not a household name, but his career
is not without interest. In his maiden speech, he

opposed the repeal of the window tax. He resigned as



Chancellor after only a few months - over the appointment
of a Chairman of the Finance Committee. And later it was

said of him - and I quote -

"He made the public accounts intelligible, which

they never were before."

This is something that I have consistently tried to do,
and it 1is really not fair of the Treasury and Civil
Service Committee to suggest otherwise. This Government
have been the first to publish the Medium Term Financial
Strategy and the first to publish an Autumn Statement.
As Chancellor, I have devoted, at a very rough estimate,
[ ] words to explaining monetary policy
alone. Far from being economical with the truth, I have
done my best to explain the truth about the economy. So
I was gratified to see this comment in the latest

Greenwell Montagu Monetary Bulletin:

"An historian dispassionately analysing the evidence
to date is almost bound to reach the conclusion that
Mr Lawson has gone out of his way to explain how
monetary policy is being operated in practice, and
how it has evolved, probably more so than any
previous Chancellor. [He should be given credit for

it.]

Some [ ] per cent of the words on monetary policy
have been uttered in this House. The Committee's Report

Ccriticises the fact that my monetary speech in April of

this year was made outside the House. But I have to say



that when I concluded in the Budget, "I will say no more
about monetary policy", the reaction was scarcely one of
deep and widespread disappointment. [Indeed, the
Official Report records Hon Members' saying "Hear,

hear".]

Today, however, is an opportunity to discuss economic
policy, and particularly monetary policy, in detail. The
Treasury and Civil Service Committee has produced a

serious Report which deserves a serious answer.

The Report suggests that in a number of areas "there has
been a substantial change of policy". It - Starts by
allowing that the stated objective of policy has been the
same since 1979 - to reduce inflation and to create the
conditions for sustainable growth. And it allows that
this policy has always had two key strands: firm control
of monetary conditions; and reduction of public
borrowing. I might say that even this consistency of
objectives has not always been a feature of British
Governments. But the Report goes straight on to search

out changes in the way we have pursued our objectives.

The Report claims that "the operation of monetary policy
has become increasingly obscure". Of course, it is an
inevitably complicated subject, because it depends on
judgements on a number of interrelated variables. But I
suspect that the reason that the Committee finds it so

hard to follow is that they are making an elementary



confusion between the instrument of monetary policy,

which is short-term interest rates, and the indicators of

monetary conditions, which include the monetary

aggregates and the exchange rate.

It is thus completely misconceived to suggest, as the
Committee does in paragraphs 8 and 11 of its Report, that
we are now giving more emphasis to nominal interest rates
and less to £M3. There cannot possibly be a trade-off
between the two, because one is an indicator, and one is

an instrument.

The Report seems to suggest that I was announcing a
change of policy in my Lombard Association speech, when I
said that "Short term interest rates are the essential
instrument of monetary policy". But this was in fact set
out as long ago as 1980, in the Green Paper on Monetary
Control, which makes clear that, alongside fiscal policy,
the main instrument for controlling monetary growth is

interest rates.

Turning to the indicators, the Report suggests that the

role of £M3 has become increasingly unclear.

Again, a reading of the 1980 Green Paper demonstrates
that we have never seen £M3 as the sole guide to monetary
policy. As we said then, "No single statistical measure
of the money supply can be expected fully to encapsulate

monetary conditions"™. 1In 1980, it did make sense to have



only one target aggregate, and one with which the markets
were already familiar, because it was important to give a
Clear and simple indication of our commitment to
financial discipline. But in the day-to-day operation of
monetary policy, we recognised, to quote the Green Paper

again, that "It is insufficient to rely on one measure

alone".

We also recognised that the definition used and the
choice of target aggregates might need to be adjusted, in
the words of the Green Paper, "as circumstances changes™”
and "in the face of 1long term changes in the
institutional structure". And, of course, that is what
has happened. Circumstances have changed, and the
institutional structure has altered, with the result that
the behaviour of £M3 has become increasingly hard to

interpret.

It is extraordinary that the Committee's Report makes
hardly any mention of these developments. And it is even
more extraordinary that there is no reference at all to
experience overseas. For UK experience has been similar
to that of the other major countries, most of which -
including Germany - have found their monetary targets

overshooting this year.

We cannot and do not ignore the continued rapid growth of
£M3 and other measures of broad money. But for a long

period now this growth has proved consistent with



continued firm downward pressure on inflation. So. it
must be tested continuously against the evidence of other
indicators. Principal among these is MO - the broad
monetary base - which has proved a reliable indicator,
with a stable trend in velocity from year to year. This
is why, having watched it for some years, we adopted it

as a target aggregate in 1984,

The Select Committee say they are not convinced that MO
is a useful indicator of monetary conditions. They do
not say why, and I suggest they examine the evidence. 1It
is foolish to imply that all narrow aggregates are
misleading because the behaviour of M1l in the early 1970s
did not foreshadow the subsequent inflation. Had they
looked at the behaviour of MO in the early 1970s
instead - and I tried to help by pointing them to it in
my own evidence - they would have seen that it did,

indeed, warn of coming inflation.

[This year MO0 has remained within its target range. But
its acceleration in recent months was an important factor

in the decision to raise interest rates in October by

1l per cent.]

The Select Committee go on to suggest that there has been
a volte-face 1in policy in that we are paying more
attention to the exchange rate. Certainly the exchange
rate is very important both as a transmission mechanism

for monetary policy and an indicator of monetary



conditions. In this country, as in the other major
economies, it has come to play a more prominent policy
role in recent years, as institutional developments have
made the monetary aggregates more difficult to interpret.
But as long ago as 1980 and early 1981, interest rates
were reduced because the exchange rate was indicating
that conditions were tight, despite a monetary overshoot.

The 1982 MTFS explained that (and I quote) ;-

"The behaviour of the exchange rate can help in the
interpretation of monetary conditions, particularly
when the different aggregates are known to be
gistorted ., the Government <considers it
appropriate to 1look at the exchange rate in
monitoring domestic monetary conditions and in

taking decisions about policy".

The Committee also say - and this is my last point on
monetary policy - that policy at present is uncertain.
It is said that the Government wants both to prevent
interest rates from rising and to prevent the exchange

rate from falling.

Of course no one wants interest rates to be higher than
they have to be or the exchange rate to spiral ever
downwards. But the greatest disservice the Government
could do to the economy would be to permit monetary
conditions to develop that allowed inflation to take hold

again.



It is true that the operation of policy is complicated.
But - and this is a point I have already made elsewhere
and will now make in the House - so is the real world.
There are difficult judgements to be made. And the
timing of decisions on interest rates is affected by
considerations of market tactics. But there should be no
uncertainty about our purpose. As I have said several
"times, here and in speeches outside, interest rates are
and will be set at whatever level, on average, is needed

to keep downward pressure on inflation.

The dramatic fall in the price of oil earlier this year
meant that some fall in the exchange rate was both
necessary and desirable. It was the inevitable response
to an unusual event. It did not reflect a loosening of

monetary conditions.

But more often, a significant fall in the exchange rate
is a clear signal of inflationary pressures. In those
circumstances there would be a presumption towards taking
action unless there was reassuring evidence from other
reliable indicators such as MO. I will certainly not
hesitate to raise interest rates should that be

necessary.

FPiscal policy

Let me now turn to fiscal policy, where, I have to say, I
find the Committee's observations scarcely more

coherent. Their complaint here 1is not that the



government's policy has changed, but rather that it is
the same. Specifically, they are unhappy that the Autumn
Statement reaffirmed the Government's commitment to the

same fiscal stance as was set out in the 1986 MTFS.

The reasoning in this part of the Report is, Mr Speaker,
frankly obscure. The Committee, spurred on no doubt by
their advisers, have decided after all these years to
abandon the PSBR as the measure of the fiscal stance. No
reasons are given for this change of mind other than the
assertion that the PSBR can be measured inclusive or
exclusive of asset sales - though this is hardly a
surprise since I myself drew attention to the size of the
PSBR excluding privatisation proceeds in the Red Book
this year. They then go on to argue that the public
sector financial deficit is - I quote - a more "relevant
and useful figure". It is a pity that when the Report
goes on to give its own estimate of the PSFD for 1987-88
it gives a wholly irrelevant and useless figure - of
£14.5 billion, which can in no way be reconciled with the
£7 billion figqure in the same table for the PSBR for that

year.

But, important though these details are, they are really
just technical errors in this Report. On the main issue,
the Committee have, I fear, no advice to offer the House.
They question whether the PSBR should be held to 1} per
cent of GDP next year. But they express no view at all as

to what would be the appropriate level at which to set

it. On this they are silent.



This deficiency is perhaps understandable. But I find it
very hard indeed to understand the justification for the
slur which the Committee attempt to cast on the
Government's commitment to hold the PSBR next year to

1} per cent of GDP. The reason given in the Report for

this - that any forecast of the PSBR is uncertain and
subject to a margin of error - is beside the point, and
reveals a rather elementary misconception. When the

Chancellor of the Exchequer on Budget day sets the
borrowing requirement at a particular figure, he is not
making a forecast, and I am astonished that the Committee
should misunderstand the Budgetary process in this way.
Rather, he is making a judgement about the appropriate
fiscal stance. And this judgement 1is an essential
counterpart to monetary policy in the Government's

overall economic strategy.

The PSBR figure published on Budget day is, nevertheless,
subsequently validated, or not, as the case may be, by
events; and this government's record here is a very good
one. The November PSBR figures, published this week,
show that public sector borrowing is firmly on course, or
below, the level set in the Budget. Last year the PSBR
undershot the Budget level by more than €1 billion. And
in 1984-85, excluding coal strike effects, the outturn

was about the same level as the Budget estimate.

As to the level of the PSBR, it is, at an estimated

1} per cent of GDP this year, low by any reckoning, below

10



the general levels of recent years, and far, far below
the excessive levels from 1974 to 1979, when it averaged
nearly 7 per cent of GDP or over £20 billion a year at
today's prices. This is the picture whether or not
privatisation proceeds are taken into account and it is
the picture laid down in successive versions of the MTFS

right back to 1980.

Tax cuts

Like other commentators, the Treasury Committee have
speculated about what all this means for tax cuts. I
decided 1last year no longer to publish a fiscal
adjustment in the Autumn Statement, so as to discourage
the pointless and misleading calculations which are
always made at this time of year. Subsequent events last

winter proved how right I was. But speculation persists.

Let there be no mistake about this. As I have said
repeatedly, a pound used in additional expenditure is a
pound which is not available for reductions in taxation,
unless borrowing increases. But I have ruled out higher
borrowing. The increase in public expenditure which I
announced for 1987-88, of £4% billion, 1is a very

substantial sum.

The House should be in no doubt that the substantial
increase in public spending next year has much diminished
any scope there might have been for reductions in

taxation. Of course the uncertainties are enormous, as

11



we always see in the period between the Autumn Statement
and the Budget. But on one point there 1is no
uncertainty, and no shadow of doubt - and that is the
Government's resolve to keep borrowing under control, as
we have done consistently since 1979; and to take no

risks with inflation.

Public Expenditure

On public expenditure, the Committee have again engaged
in a textual critique worthy of biblical or Shakespearean
scholars to try to demonstrate a major change in
direction. Which is odd since much of the material at
the back of the report is developing the theme that

public spending is returning to a trend.

The true position is very simple. We have long
maintained that the state takes too much of the nation's
income and its share should be reduced - this can be
traced back not only to the 1979 manifesto, but even
before that to our policy document "The Right Approach to
the Economy". And we have pursued this objective

consistently.

It is true that some of the targets we have set ourselves
have in the event proved too ambitious. But it is better
to attempt to meet demanding targets than to have the
complete absence of financial discipline offered by the

party opposite.

12



If it were indeed the case, as the Committee contend,
that policy on public spending had been changed this
year, one would expect to be able to detect some break in

trend.

But the figures show no such break. As I explained at
the time of my Autumn Statement, the rate of increase of
public spending in real terms, even excluding
privatisation proceeds, has been coming down
progressively. From 3 per cent in the decade to 1978-79,
to 2% per cent in the last Parliament and to 1% per cent
so far in the present one. Far from reversing that

trend, our plans seek to extend it.

Here we are arguing about whether public expenditure will
grow by 1 per cent a year, as our plans imply, or 1% per
cent a year as suggested by the Committee. Let me remind
the House that the party opposite increased expenditure

in real terms by 12 per cent in a single year.

If one looks for a break in trend you will find one
certainly, but it was in 1982-83, when the rise in public
spending as a proportion of GDP came to an end. 1In the
4 years since then, the proportion has fallen
progressively, and with spending planned to grow
significantly more slowly that the economy as a whole,
the downward trend will continue, so that by 1989-90,
public spending as a proportion of national income will

be back to levels last seen in the early 1970s.

13



I might say, incidentally, that I have been speaking here
about General Government Expenditure, because last year,
the Committee criticised me for focussing on the planning
total and so ignoring debt interest. This year, I have
followed their advice, but they now seem to want me to

focus on the planning total.

Summing-up of riposte to the Committee

In summary, I have said before that there have been some
changes of emphasis in the way different aspects of
economic policy have been conducted, and changes of
presentation. Indeed, it would be extraordinary if there
had not been. Since 1979, there have been enormous
changes in world economic conditions, in the position of
the UK, and in the operation of the financial markets.
The Select Committee, the House, and the country would be
rightly concerned if Government policy had not evolved in
the light of these deveiopments. But to depict this
evolution as "a substantial change of policy"™ is absurd.
If the Committee needs to be reminded of what a real
shift of policy is, they need look no further than the

last Labour Government.

Of course, if ever there was a year in which I might have
been expected to change policy, it has been 1986, with
the halving of the o0il price. And many people duly
advised me to make changes. I rejected this advice, and
maintained the same course. And there has been no

crisis, Inflation has reached its 1lowest levels for

14



nearly twenty years. Growth has continued, albeit at a
slightly slower rate than in previous years. The number
of people in work has continued to rise, and unemployment

now looks to be on a downward trend.

The way that both the private sector and the public
finances have withstood the fall in the o0il price is a
remarkable achievement. That is the best possible
vindication of thec economic policy we have pursued since
1979, a policy which has brought five years of steady

growth, low inflation, and a million new jobs since 1983.

For 1987, I predicted a continuation of this pattern,
with growth slightly faster than this year, and inflation
staying low. The figures that have been released since
the Autumn Statement tend to confirm that picture.
Output has picked up, with industrial production in the
three months to October 1% per cent higher than in the
previous quarter. Exports are up by the same amount,
resuming their upward trend. The current projection that
the surplus on invisibles will be some £750 million
contrasts with the view put to the Select Committee by
Mr Bill Martin, who described the earlier projection of
£600 million as "particularly optimistic". Seasonally
adjusted unemployment fell — by 25000 in October.

[Inflation.]
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The World Economy

The outlook for the British economy will, of course,

depend on developments in the world economy.

In the Autumn Statement, I forecast that growth in the
major seven industrial countries would average 3 per cent
in 1987, slightly faster than this year. The latest
industrial production figures released by these
counlries bear out this assessment. Output in the third
quarter in France, the United States and of course, the
United Kingdom, was up markedly compared with the second
quarter. I expect this upward trend to be maintained
into 1987, as the benefits of 1lower oil prices feed
through. Meanwhile, the annual rate of inflation in the

seven Summit countries is set to stay léi;~:>

And world trade in manufacturing is expected to grow much

faster than it did in 1986.

One of the main changes in the world economy over the
past 15 months has been the relative fall in the value of
the dollar following the Plaza Agreement in September of
last year. Plaza itself has been a notable success, both
in terms of the cooperation between countries to achieve
a given goal, and in terms of the orderly way in which
exchange rates have adjusted. So far, we have seen some
of the familiar initial effects of currency
realignments - the first part of the so-called "J-Curve"

effect. In particular, the value of US imports has gone

16



up, and with it the US current account deficit.
Similarly, in dollar terms, Japanese exports reached
record levels in September of this year. But there are
now signs that the tide 1is turning, which tends to
confirm my forecast that Japanese growth might be
relatively modest next year. The overall outcome will
depend on how far the Japanese implement some of the

measures under discussion to boost domestic demand.

Most forecasters expect GNP in the USA and Germany to
grow by about 3 per cent next year, though domestic
demand should grow much faster in Germany than in the US.
This pattern of growth should contribute to reducing the

.current account imbalance of the two countries.

One threat to the progress of the world economy in 1987
is protectionism, a threat which is greater following the
recent elections in the United States. This would be a
disastrous step backwards. A major step towards freer
trade was taken 1in Uruguay in September, with the
agreement on a new GATT round, to include services and
agriculture for the first time. I took the initiative in
putting the thorny issue of agricultural subsidies on the
agenda for the next round of international meetings. And
as far as the United States is concerned, the exchange
rate fall which they sought at Plaza, to make their

industry more competitive, has now taken place.
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My hope is therefore that countries will continue to

Co-operate to make world trade more, rather than less,

free.

The past year or so has seen substantial changes and
discontinuities - the halving of the oil price, falls in
other commodity prices, and the realignment of exchange
rates. And the wourld economy has adjusted, with merely a
pause in the growth of world trade. 1In part at least,
this is because the major countries have cooperated in
pursuing soundly based policies. The outlook for 1987 is
for faster growth, and it is crucial that we do not lose
our way through failures of policy, such as a retreat

into protectionism.

Privatisation

More and more countries are now pursuing similar
policies, not just in terms of broad economic strategy,
but of micro economic policies too. A key example is
privatisation - a policy which we pioneered, and is now
being emulated around the world. This year saw both the
French and the Japanese embark on a privatisation

programme.

Our own privatisation programme has taken a major step
forward with the sale of British Gas. This has been a
triumphant success. Some 5 million people decided to buy
shares. Most of them were not seeking to make a quick

buck - the offer was widely seen as tightly priced.
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Rather, they saw shareholding - and British Gas - as a
sound and sensible way to invest their savings. This
bodes well for future privatisations, and indeed for the

health of industry and the economy in general.

There will be enormous benefits from exposing British Gas

to the attitudes and pressures of the private sector, and

to the disciplines of the capital markets.

- Customers will gain from improved efficiency,
with the regulatory regime guarding against

excessive price increases.
= Management will be free to manage.

- And no less than 95 per cent of employees took
the chance to buy shares, which sharpens their

incentive to succeed.

A further recent illustration of the benefits of
privatisation has been the further expansion of Jaguar,
where the start of a new night-shift means that 2000 new

jobs have been created since privatisation.

Beyond that, there 1is the benefit of wider share
ownership. Even before British Gas, the number of
shareholders had doubled since 1979. And the flotation
of the Trustee Savings Bank Group and sale of British Gas
have revealed the massive widespread interest that now

exists in investment in equities.
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As on so many issues, the people who are out of step are
the Opposition in this House. So I would like to ask the
RHM for Sparkbrook a question which is of interest not
only to us in the House, but to the 5 million people who
have bought shares in British Gas. 1In the unlikely event

of a Labour Government, what would happen to their
shares?

I shall gladly give way.

The Big Bang

One other thing for which 1986 will be remembered is the

Big Bang.

It is still early days, but the new market structure is
working well, with some inevitable teething troubles on
the technical side. Market turnover is up by around
thirty per cent. Commission costs are markedly lower.
If the good progress continues, there will be benefits

not just for the City but for the whole economy.

All this could, of course, be put at risk if London lost
its reputation as a ciean place to do business, and some
people have seized on the recent cases of misconduct as
evidence that this will indeed happen. However, the fact
that these cases have come to light shows that firms are
well aware of the importance of maintaining the integrity
of the London Market. And the Government's decision to

bring the draconian new insider dealing powers in the
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Financial Services Act into effect two months early shows

that we will take whatever action is necessary to uphold

standards.

Taken together, the Financial Services Act, the Building
Societies Act, and the Banking Bill, currently before the
House, provide a comprehensive framework for the
regulation ol Lhe whole financial market. And we are
also keen to improve cooperation with regulators in other
countries to ensure uniformity of standards and exchange
of information. Bad regulatidn must not be allowed to

drive out good.

Attack on Labour

1986 has also been a notable year in the annals of the
Labour Party. It . is the  year . in i which  they -have
reassembled all the economic policies that have failed
before, and been rejected by the electorate before. And
the year in which they have broken with the traditions of
previous Labour Governments by abandoning, in effect, the

established defence policy of this nation.

I had better be careful, because if I am too critical of
the RHM for Sparkbrook, he may cancel his reply, just as
he refused to speak to the CBI last week because they

criticised his policies.

The RHM for Sparkbrook may not have had much time for

economic policy recently - he has been busy standing in
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for his RHF the Leader of the Opposition, who has been
absent from our affairs playing the world statesman to
such disastrous effect for his party. Perhaps this is
why, when my RHF the Chief Secretary wrote to the RHG,
asking for clarification of his views on Labour's
proposed for a training levy on business, he got a very
short reply, saying that the HM for Dagenham would be

sending an answer in due course. The RHG is clearly too

embarrassed to write himself.

But this sort of evasiveness has characterised the RHG's
approach to public spending, ever since my RHF the Chief
Secretary and I costed Labour's programme at some
£28 'bBill)ion. The RHG has tried to shout down our
calculations, and dismiss them as fanciful. Indeed, in
spite of this massive programme of spending, and in spite
of their record of extravagance when in office and now in
local government, the party opposite accused us of going

on a spending spree in the Autumn Statement.

We on this side of the House know - and the country knows
-that serious economic debate cannot be conducted in this
way. The RHG has given no indication of how he would
finance his programme, whether by taxation or by
borrowing, or both. So I ask him again - out of the
massive programme of spending pledges, which would he

propose to drop?
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Conclusion

Mr Speaker, I have, of necessity ranged widely in my

speech, because I thought it would help the House in

considering the Autumn Statement.

In conclusion, let me come back to the Autumn Statement
itself. The Forecast it contains offers the prospect of
another year of low inflation and steady growth. It sets
out public expenditure plans which make increases in
spending in priority areas within a framework in which
public expenditure continues to fall as a proportion of
national output. It Jisothe: latest :step -in a " firm
economic strategy which has been pursued consistently

since 1979. I commend it to the House.
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AUTUMN STATEMENT DEBATE SPEECH

Mr Hudson's minute of today's date to Sir Peter Middleton asked

me to follow up three points:

(i) Christopher Johnson's estimate that a £14 billion

PSBR is consistent with a constant debt/GDP ratio;

(ii) the accuracy of the figures in table 1 of paragraph
26 and an explanation of the low PSFD in 1981-82.

(iii) what can be said in public about the PSFD in 1987-88
assuming a 1% per cent PSBR and privatisation

proceeds of £5 billion.

(i) Christopher Johnson

2. I attach a copy of the Johnson article.

(ii) Table 1 Paragraph 26
3 There are a number of errors in the numbers for the past

and a very misleading figure for the PSFD in 1987-88. I attach

an annotated copy of the table with the correct figures 1in
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manuscript. The most important error is for 1985-86 where the
PSFD should be £7.8 billion, not £10.25 billion. This does
of course accentuate the increase between 1985-86 and 1986-87.
The Committee's forecast, or rather Gavyn Davies', for 1986-87
is £12 billion, a figure which we would not quarrel with, as
it is close to both the FSBR and (unpublished) Autumn Statement
forecasts.

4. The Committee's forecast of the PSFD in 1987-88 is again
Gavyn Davies' but it is very misleading because it is based
on a PSBR of £9% billion, rather than the PSBR of £7 billion

shown in the same table. Davies assumes that public expenditure
will overspend plans in 1987-88 by £2 billion and that taxes
will be cut by £% billion more than the £1 billion which he
estimates is consistent with a PSBR of £7 billion and

privatisation proceeds of £5 billion.

8. If we adjust Davies' figures back to a £7 billion PSBR
we get a PSFD of £11% billion, a number reasonably close to
internal Treasury projections made at the time of the Autumn
Statement. Davies' memorandum to the Committee also correctly
estimated that the 1987-88 PSFD implied by the 1986 MTFS was
£12 billion:

6 Page 9 of the draft speech already points out that a
£14% billion PSFD cannot be reconciled with a £7 billion PSBR,
but without explaining why. You might wish to say explicitly
that this PSFD figure is based on a PSBR much higher than the

figure you are committed to.

7= We are not yet in a position to answer properly your question
about the relatively low PSFD in 1981-82. It appears to be
due to the difference between tax accruals and receipts (the
accruals adjustment). The PSFD is measured on an accruals basis

and the PSBR on a receipts/cash basis.

(iii) PSFD in 1987-88

8. As you are aware we have not given in public a PSFD figure

for 1987-88. Once an assumption is made about privatisation

proceeds however it is not too difficult to work out roughly
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what is implied by a £7 billion PSBR. As the previous paragraph
noted Gavyn Davies did this accurately for the MTFS projections.

Apart from privatisation proceeds the other four items which
lie between the PSFD and PSBR are:

(i) net government lending which is erratic but fairly

close to zero on average in recent years;

(ii) transactions with «certain public sector pension
schemes which have benefitted the PSBR by a steady
£% billion in recent years;

{153 the accruals adjustment which reduces the PSFD

relative to the PSBR when taxes are buoyant;

(iv) a balancing or unidentified item which can be
large in individual years but which has averaged

close to zero over the past four years.

8. To sum up, it is not difficult to make sensible assumptions
about these items. There would therefore be no problem about

saying something along the following lines in the debate:

"I do not dispute the evidence to the Committee that
a PSBR in 1987-88 of £7 billion 1is consistent with
a PSFD of the order of £12 billion."

You might then want to go on to criticise the Committee for
including in paragraph 26 a PSFD of £14% billion alongside a
PSBR of £7 billion.

PSFD in 1986-87
10. Finally you might like to note that the PSFD for the first
half of 1986-87 will be published in Financial Statistics at

the end of this month. Unless there are revisions between now
and then it will show a deficit of £7% billion compared with

a deficit £5% billion in the same period last year.

2.2 Nl

COLIN MOWL
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average error at 3 per cent of GDP (equivalent to £2} billion). The margin of error is only
slightly less for any figure announced at Budget time. This means that any PSBR target does
not have precise implications for taxation, nor is any figure precisely verifiablc. The constraint
on fiscal policy entailed by the Chancellor’s firm commitment to a PSBR figure for next year is
therefore not as binding as it might appear to be at first sight. Moreover present accounting
conventions (as regards the treatment of asset sales in particular) provide additional scope for
adjusting policy, should the need arise, without infringing the PSBR target.

24. As the Chancellor said:

“I cannot guarantee that at the end of the year the PSBR will in fact turn out to be what I
have said at the time of the Budget,”! but

“the important thing which I think the Committee should focus on is that they have been
told the PSBR will be set at 13 per cent of GDP; that is a genuine figure, which within a
margin of error, will be the outcome”.2

The Cliancellor also said that in setting the PSBR one of the guidelines was that it:
“can be comfortably financed in a non-inflationary way”?

even if it does not turn out as expected. However, the Chancellor would not be drawn on the
steps the Government would take if it appeared that the PSBR was off-track next year.

25. What has changed since the Budget Statement is the Treasury’s assessment of the UK’s
balance of payments position, which is now substantially worse than previously expected. It is
questionable in the light of such changed circumstances whether it is appropriate to maintain
unchanged the Government’s original borrowing target. But as we noted in our review of the
1986 Budget, the Government’s rationale for particular targets for the PSBR is obscure. The
target appears now to be chosen more by presentational need than by a considered appraisal of
economic realities. In short, what the MTFS now lacks is a coherent framework for the setting
of fiscal policy.

26. The original intention of focussing attention on the public sector borrowing requirement
was to create a climate of rational expectations by making Government intentions absolutely
clear. Since the PSBR is, for various reasons, an ambiguous measure, and since the figures are
further confused by the then unanticipated scale of asset scales, currently running at a very high
level and forecast to go even higher, we consider that public debate and the government’s own
strategies should now concentrate on the far more relevant and useful figure of the Public Sector
Financial Deficit. For the year ahead our estimates are that this will run at £141 billion and the
following table shows its increase compared to the PSBR for each year since 1979.

Table 1
PSBR and Public Sector Financial Deficit since 1979

£ billion

1979-80 1980-81 1981-82 1982-83 1983-84 1984-85 1985-86 198687 1987-88

PSBR 10.0 12:7 8.6 8.9 9.8 10.2 58 7.7 7*
PSFD 3 S5 62 8.4 12.1 13.8 1025~ 12**  14.5**
8. NN LA 20

*From MTFS, 1986-87, Table 2.5
*#See Table 3 Appendix 1.

27. The Government has been fortunate this year that spending overruns have not led to a
higher PSBR than forecast. At paragraph 1.64, the Autumn Statement describes the upward
revision of nearly £2 billion to the forecast of non-oil receipts in 1986-87, as “largely the result
of buoyant VAT and corporation tax receipts.” Unexpectedly high increases in earning growth
have also led to proportionately higher increases in tax revenues due to the progressivity of the
tax system. A similar process could occur in 1987. Sufficient buoyancy of tax revenue, fuelled
by economic growth, could provide the Government with an opportunity to finance both the
extra public expenditure announced in the Autumn Statement and cuts in the rate of income
tax. If this occurs, fiscal policy will then have become pro-cyclical in nature, boosting through
tax cuts an economy already in recovery.
1Q. 111

Q. 112.
3Q. 111.
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Rules for fiscal
expansion

‘A national debt, if it is not excessive,
will be to us a national blessing’. So

said Alexander Hamilton, the US
Secretary of the Treasury, in 1781. Even
though the present incumbent, Mr James
Baker, may be thinking that the excessive
Federal debt of today is a national curse,
Hamilton had a point which is sometimes
forgotten.

As chart A shows, the public debt has
risen from 39 per cent of gdp in 1970 to
50 per cent in 1983 in the industrial
countries. In the USA, it has risen from
39 to 46 per cent of gdp in the two years
to 1983 and in France from 26 to 33 per
cent with the same suddenness. Over the
whole period it has gone up more steadily
from 12 to 66 per cent in Japan, from 18
to 41 per cent in Germany, and from 44
to 80 per cent in Italy. Remarkably in
the UK it fell from 86 per cent in 1970
to 56 per cent in 1979, and has remained
stable since then.

In most countries, the public debt has
risen because governments have
borrowed more to finance rising public
expenditure in preference to raising taxes
to the full extent required. Higher
borrowing since the 1970s, combined
with higher interest rates in the 1980s,
has meant that debt interest as well as
debt has increased as a proportion of gdp,
and governments have borrowed even
more to meet the interest payments.
High inflation has reduced the debt in
real terms in some countries, particularly
the UK in the mid-1970s, but low
inflation, together with high public
deficits, has increased it in the USA,
Germany and Japan. Less frequently,
high real national income growth reduces
debt in relation to income. Wars cause
sharp increases in public debt, and
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countries usually have a gradual reduction
in the debt-income ratio in post-war
periods.

The public debt-national income ratio
has recently been discussed as a possible
target of financial policy. Both the IMF
and the OECD have exhorted member
countries to reduce it. The reasons given
are that a high debt-income ratio raises
interest rates and debt interest, crowds
out private investment, reduces public
expenditure on social programmes, causes
inflation, and lays a burden on future
generations. Reasons can also be given
for at least maintaining, if not increasing,
debt-income ratios. Public debt creates
risk-free financial assets, with a sure,
sometimes tax-free, flow of income,
especially for savers and pensioners; it
can finance profitable public investment,
and expand idle economies so as to reduce
unemployment. The higher a sustainable
debt-income ratio is, the more the
government can borrow each year while
keeping it stable.

Mr Roy Hattersley, the Shadow

Chancellor of the Exchequer, recently
said that he would announce an objective
for the debt-gdp ratio, without specifying
what this would be. One possible
objective would be to keep it stable at
times of high unemployment, and allow
it to fall at times of full employment.
This would be in contrast to the present
Government'’s Medium-Term Financial
Strategy, where a public sector borrowing
requirement falling as a proportion of
gdp ‘represents a further decline in the
ratio of public sector debt to money gdp
and contrasts with a rising trend in debt/
income ratios in most other major
countries’,

The present UK debt-gdp ratio of
55.5 per cent is close to the QECD
average, and might well be sustainable as
a medium-term objective. The debt-
income ratio, like the psbr itself, should
not be fine-tuned from year to year.

The debt is better measured at book
values, to avoid annual fluctuations in
market vaiue. The ratio falls in years of
high real gdp growth or high inflation,

Lioyds Bank Economic Bulletin is published as 8 monthly service and is normally written by Christopher Johnson, the Economic Adyviser.
Each issue covers a topic of current interest, setting out some of the economic principles involved in 8 manner understandable to the non-economist.
Copies may be obtained from the Group Economics Department, Lioyds Bank, 71 Lombard Street, London EC3P 38S. The text may be
reproduced without permission, provided that scknowledgement is made to Lloyds Bank Economic Bulletin; and a copy is sent to the above address.

<
N Onvnbl
el Aed] i



Lioyas, Benk cconomic ouneun

i BN iy gy S i ol g W G iy P W3 T BN O e LAD CAAPW D L sl W

t Chart B

DEBT-INCOME RATIO -
RISING OR FALLING?

The boxes show the effect on the
debt-income ratio of positive, zero
and negative values of the the two

variables.

Primary fiscal balance?
i. + 0 -
- Al e
|
§.=. o - 0 +
°
o - 2 + +

tDifference between public receipts and
public expenditure minus debt interest,
as percent of gdp

*® Difference between rate of growth of
nominal gdp and nominal rate of
interest, in percentage points

and in neither case would it be the right
short-term policy to increase public
borrowing above its existing target. The
broad stability of the ratio depends on

-l

public borrowing increasing the stock of
debt held outside the public sector at the
same rate as the rise in nominal gdp. In
long-run equilibrium, the debt-income
ratio is equal to the psbr as a percentage
of gdp divided by the growth rate of
nominal gdp. Thus debt can be kept at
50 per cent of gdp if the psbr is 5 per cent
of gdp, and nominal gdp is growing at

10 per cent.

The conditions for stability can also
be expressed in terms of two key
statistics. First, the psbr less debt
interest, or the primary fiscal balance, as
a percentage of gdp. Second, the
difference between the growth rate of
nominal gdp and the nominal interest
rate, or the growth-interest differential.
Chart B gives the effect of various
combinations of values of these two
statistics on the debt-income ratio. If
the primary balance is zero (the psbr
being accounted for exactly by debt
interest), and the rate of nominal income
growth and the interest rate are the same,
then the debt-income ratio remains
stable. A primary deficit {psbr exceeding
debt interest) and an interest rate higher
than the growth rate cause the debt-

(4-3), 1.2% odp

Financial years 1984 1985
1. Average debt 180 190.8
% increase 9.2 6.0
2. Nominal gdp 324 354
% increase 5.9 9.3
3. Psbr (debt increase) 14° 71
% of gdp 43 20
4. Debt interest: 17.0 19.0
: % of gdp 5.2 54
: % interest rate 94 10.0
5. Primary surplus: 3.0 1.9
(4-3) : % of gdp 09 34
6. Debt : gdp % 55.0 53.9
7. £M3 average 1101 1178
% increase 10.3 7.
8. £M3 : debt 61.2 61.7

ratio

Table 1
A. MEDIUM-TERM FISCAL EXPANSION PLAN — £bn i
Financial yesrs 1984 1985 1986 1987 1988 1989 Long run
% of gdp
1. Average debt 180 1944 210.0 226.7 2449 2644 55.5
increasing 8%
2. Nominal gdp 324 3499 3779 408.1 4408 476.1 8.0
increasing 8% (increase)
3. Psbr (debt increase) 14.0" 15.0 164 174 18.9 204 44
at 4.3% of gdp
4. Debt interest: 170 194 210 22.7 245 26.4 5.5
10%, or 5.5% gdp !
5. Primary surplus: 40 44 46 5.3 5.6 6.0 1.1

B. PRESENT MEDIUM-TERM FINANCIAL STRATEGY — £bn

1886 1987 1988 1989 Long run
% of gdp
1980 2054 2128 220 1993-94
38 37 3.6 34 2.0
(increase)
377 399 419 438(e)
6.5 5.8 5.0 45 2.0
(increase)
75 7.2 7.5 7.0
20 1.8 1.8 1.6 1.0
19.0 195 20.0 20.0
5.0 49 48 4.6 1.75
9.6 95 94 9.1 3.5
115 123 125 13.0
34 3.1 3.1 3.0 0.75
525 51.5 50.8 50.2 50.0
1249 131.1 1364 1405
6 5 4 3 20
{increase)
63.1 63.8 64.1 63.9 63.4
(ratio)

Source: Financial Ststistics and Budget Report 1985-86. 15.2 per cent in 1984-85.

* Calculated as differance in public debt outstanding st beginning and end of year. This may differ
from PSBR for statlstical ressons in 1984-85, but it is assumed to be the same from 1985-88 onwards.
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income ratio to rise (the case of the —

USA just at present), while a primar,
surplus and a growth rate higher than the
interest rate make it fall. There are two
more finely balanced situations that can
go either way: a primary surplus but an
adverse growth-interest differential (the
UK now), or a primary deficit and a
favourable growth-interest differential
(the UK in the mid-1970s). If the debt-
income ratio is to be stable, the ratio
between the primary balance and the
growth-interest differential must equal it.

Two fiscal policies for the UK

If the UK chose to maintain its present
debt-income ratio, this would be a major
change from the present fiscal strategy.
The two alternatives for the next five
years are set out in table 1, comparing
1984-85 with 1989-80. A is our own
fiscal expansion strategy, B is the
Treasury’s Medium-Term Financial
Strategy. The debt-income ratio stays at
55.5 per cent in A, and falls to 50 per
cent in B. Nominal gdp is assumed to
rise by 8 per cent a year in A, about 4
per cent growth and 4 per cent inflation,
while it falls to 4% per cent by 1989 in
B, 2 per cent growth and 2% per cent
inflation. The psbr, financed by debt
issues and not by money creation, is

4.3 per cent of gdp in A, rising to £15bn
in the current year, and £20bn by 1989,
while it falls to 1.6 per cent of a lower
gdp in B, falling to £7bn.

In A, debt interest is assumed to
remain at 10 per cent of debt (at book
value — less at market value if capital
values rise), because of the upwards
pressure of a more steeply rising debt,
but is stable at 5.5 per cent of gdp. In B,
the Treasury is implicitly assuming a fall
in interest rates on the book value of debt
to 9 per cent by 1989, and debt interest
comes down to 4.6 per cent of gdp. The
primary surplus is a constant 1.2 per
cent of gdp in A, enough to offset the 2
per cent adverse growth-interest
differential while it stays up at 3 per
cent in B, showing considerable fiscal
stringency, and more than balancing the
even larger adverse growth-interest
differential of 4.5 per cent. The
important difference is that A could
mean higher growth and lower
unemployment, combined with a
responsible fiscal stance, while B is
almost certain to bring higher
unemployment with predicted lower
growth.

The two policies are summed up in
table 2, showing the changes in various
figures, inciuding public expenditure and
taxes, as a percentage of adp. A increases
the psbr by 1.1 per cent of gdp and debt
interest by 0.3 per cent, leaving debt
unchanged as a proportion of gdp. B cuts
the psbr by 1.4 per cent, debt interest by
0.4 per cent, and debt by 5.3 per cent.
There are two variants; E involves
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3.‘: Table 2
A RNATIVE POLICIES
between 1984-85 and 1988-89

in edp

Flscal Gowvt.

expension MTFS
Psbr +1.1 -14
Debt interest 403 -04
Primary surplus -08 +1.0
Public debt 0.0 -53
Public spending E: +0.8 E: -186
(ex interest) T: 03 T: —4.0
Public receipts E: 00 E: -06
{mainly taxation) T: -1.1 T: -3.0
Gdp growth +1.8 -0.3
Gdp deflator -0.5 -15

Nots. € = policy favouring public expenditure.
T = policy favouring tax cuts.

’S.‘." Table 3

EQUILIBRIUM RATIOS COMPARED

Fiscal Green
expansion paper
1. Debt/gdp 0.555 0.50
2. Psbr/gdp 0.044 0.01
3. Nominal gdp growth  0.08 0.02
4. Primary surplus/gdp 0.011 0.0075
6. Growth — interest
differential -0.02 -0.016
6. Interest rate 0.10 0.035
7. Real growth rate 0.04 0.02
8. Inflation rate 0.04 0.0
9. Interest/gdp 0.055 0.0175

Relationship between items:
1=2/3=4/5 9=1x6

Source: The Next Ten Years: Public Expenditure
and Taxation into the 1990s, Cmnd 9189

increasing public expenditure, T cutting
taxes. Both have been shown for both
strategies, but in A an expenditure
increase is more likely, because of its
greater job-creation effects, while in B
tax-cutting is probably preferred. Thus
A would increase expenditure by 0.8 per
cent of gdp, while holding taxes at the
same proportion, while B would cut
taxes by 3 per cent of gdp, but only by
slashing expenditure by 4 per cent of
gdp. A increases the economic growth
rate by 1.8 per cent, while B cuts it by
0.3 per cent. A cuts the inflation rate by
only % per cent, compared with 1% per
cent in B.

The long-run equilibrium positions are
compared in table 3, which takes the
Treasury's 1993-94 projections from the
green paper ‘The Next Ten Years’. For
A they are those shown in table 1,
because the debt-income ratio is held
stable from now on. For B they set out
the somewhat improbable world of zero
inflation and 2 per cent growth (taking
the higher end of the 1% — 2 per cent
range). This means that the psbr must be
held to only 1 per cent of gdp to stabilize
the debt-income ratio at 50 per cent, not

much below its present 55.5 per cent.
Zero inflation and low growth make the
debt burden flatten out at a surprisingly
high level. The implication of the
Treasury’s figures is that the real — and
nominal — rate of interest will be 3.5 per
cent, giving an adverse growth-interest
differential of 1.5 per cent. This, like the
Treasury'’s figure of only 1.75 of gdp for
debt interest is implausible, since it
implies a halving in nominal terms of
current annual debt interest.

The link with money

An important indicator which measures
the mix of monetary and fiscal policy is
the ratio of £EM3 to public sector debt, or
the money-bonds ratio. This rose, see
chart C, from 38 per cent in 1970 to 62
per cent in 1974. It then fell to 47 per
cent in 1977, and rose again to 62 per
cent in 1985. The Government'’s squeeze
on borrowing has slowed down the
growth of public debt, but there has been
a corresponding rise in interest-bearing
money, particularly when short-term
interest rates have been high, with a
downward-sloping yield curve. Fiscal
prudence has thus made monetary

ﬁ\ Chart C
PUBLIC DEBT AND BROAD MONEY - UK
65

£bn
1985 prices

300

control more difficult, and even the
overfunding of the psbr by additional
public debt sales has neither brought £M3
within its targets, nor prevented it rising
faster than public debt. Table 1 shows
the Treasury’s B strategy raising the
money-bonds ratio to 64 per cent, with
public debt continuing to increase more
slowly than £EM3. Strategy A for fiscal
expansion would maintain the money-
bonds ratio at no higher than the current
62 per cent, allowing £M3 to rise at about
8 per cent a year, the same rate as public
debt and nominal gdp.

The total stock of £M3 plus debt is a
proxy for total credit in the economy,
and has shown a remarkable long-run
stability with regard to the price level.
Between 1979 and 1985 this total and
the retail price index each rose by 11.5
per cent a year, but with considerable
annual deviations of up to 10 per cent a
year from the average ratio. At times of
high inflation the stock of £M3 plus
public debt rises less than prices, at times
of low inflation, more. Regression
analysis indicates that in 1970-85 it has
increased at a constant 7.5 per cent a
year, plus 0.31 times the inflation rate.
This would be 8.75 per cent at an
inflation rate of 4 per cent, close enough
to our assumption of an 8 per cent
increase for £M3 plus public debt.

Conclusions

1. The UK is unusual in that its public
debt has fallen relative to gdp in the
1970s, and been stable in the 1980s,
while it has risen sharply elsewhere.

2. The public-debt to gdp ratio is an
important financial indicator. At a time
of high unemployment it shouid not be
reduced, as the Government intends, but
stabilized at its present level.

3. A stable debt-gdp ratio would make it
possible to increase the psbr to £15bn

in 1985-86, and then to keep it at 4.3

per cent of gdp, assuming that nominal
gdp grows at 8 per cent.

4. Interest on the public debt may remain
at 9-10 per cent for the next few years,
higher than the rate of growth of nominal
gdp. The debt-gdp ratio can still remain
stable or fall if there is an offsetting
surplus of taxation over public expenditure
minus debt interest.

5. Sterling M3 has been rising faster than
public debt in the 1980s. The two should
increase at the same rate to prevent them
getting out of balance, with sterling M3
rising more slowly and public debt faster
than in recent years.

6. A strategy of fiscal expansion can be
made as acceptable to financial markets
as the present Medium-Term Financial
Strategy, while offering better hopes of
reducing unemployment,

CHRISTOPHER JOHNSON
Economic Adviser, Lioyds Bank
') Copyright 1985 Lloyds Bank Plc




ps4/9H

UNCLASSIFIED //7
/M
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15 December 1986

PS/CHIEF SECRETARY cc Sir P Middleton
Sir T Burns
Mr Scholar
Mr Turnbull
Mr Culpin
Miss O'Mara
Mr Allan
Mr Dyer

Mr Tyrie
Mr Ross Goobey

MOTION FOR AUTUMN STATEMENT DEBATE

The Chancellor has decided that the Government motion for the
Autumn Statement debate is to be exactly the same as last year's.
That is,

"That this House approves the Autumn Statement presented by
Mr Chancellor of the Exchequer on 6 November; welcomes the
prospect of continuing low inflation and steady growth as the
basis for maintaining the trend of rising employment; and
congratulates Her Majesty's Government on the continuing
reduction in the share of national income pre-empted by public

expenditure."

A P HUDSON
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FROM: A P HUDSON

DATE: 15 December 1986

cc. Mr Culpin
Miss O'Mara
Mr Allan
Mr Pickering
Mr Ross Goobey

ATITUMN STATEMENT DEBATE: POSSIBLE INTRODUCTION

As an alternative to the piece about John Herries, how about the

following,

at the start of the Chancellor's speech in the Autumn

Statement Debate?

"I am relieved to see the RHG the Member for Sparkbrook in his

place today. Because he has ducked a few challenges recently.

- For months, he and his colleagues have refused to

answer questions from News International newspapers.

- When my RHF the Chicef Secretary asked his views about
Labour's proposal for a training levy, his answer was
that the HM for Dagenham would be replying in due course.

= Last Thursday, his party spun out the previous day's
business so as to spare him the embarrassment of Treasury

Oral questions.

- And on Friday, he broke off relations with the CBI,

because they criticised his policies.

I have to admit that I, too, have also criticised the RHM's

policies in the past. So I am relieved that he has not refused

to take part in this debate."

A P HUDSON



FROM: ROBERT CULPIN
DATE: 15 DECEMBER 1986

MR SON cc Sir P Middleton
S1xr I Burns
Mr Cassell
Mr Scholar
Mr Peretz
Miss O'Mara
Mr Pickford

AUTUMN STATEMENT DEBATE SPEECH

I am afraid I have not had as much time as I wanted to work on
your draft; but I have scribbled a few comments below; and I attach

a rough alternative to the bottom of page 3 and most of page 4.

ROBERT CULPIN
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Let me start with what has not changed, and come on

to what has.

There has been no change whatever in this Government's
view that monetary policy is the key to controlling
inflation. There has been no change in our view that
interest rates are - and must be - the essential
instrument of that policy. And there has been no change
in our view that a sound monetary policy needs to be
accompanied by a prudent fiscal policy - by which I

mean a low budget deficit.

The Committee suggests that what it calls "the enhanced
role" for interest rates 1is new. But that is surely
exaggerated, to say the least. Monetary policy,
everywhere and always, has to operate through interest
rates, for the simple reason that interest rates are

the price of money.

I acknowledge, though, that in the implementation of

policy, a number of things have changed.

First, interest rates have come to bear more weight
in restraining money and credit because we have - quite
rightly - swept away a lot of other controls. When
we took office, we inherited a corset for banks, foreign
exchange controls for everyone, and mortgage rationing
for those buying houses. All were unfair and
inefficient. Now they are gone, and credit is rationed

by price rather than bureaucratic controls.



Second, short term interest rates have come to bear
more weight because - again, rightly - we have abandoned
the practice of selling more gilts than are needed
to finance the public sector deficit. This practice
had the statistical effect of reducing £M3 - but only
at the cost of raising long term interest rates relative
to short term interest rates. We conﬂ?uded that this
could not be Jjustified, and I explained that fully

in last year's Mansion House speech.

Third, I accept that in setting interest rates it has
become harder to use as a guide the particular measure
known as £M3. But this is in no sense a bolt from
the blue. The 1980 Green Paper said that "no single
statistical measure of the money supply can be expected

fully to encapsulate monetary conditions".



CONFIDENTIAL

s
. FROM: P N SEDGWICK

< DATE: 15 DECEMBER 1986

MR SO (§'\?. cc Sir P Middleton
k Sir T Burns
Mr Cassell
Mr Scholar
Mr Mowl

AUTUMN STATEMENT DEBATE : FIRST DRAFT

I do not think that the current draft gives quite the right impression
(on page 10) on the role of the PSBR for the year ahead on budget day.
I suggest redrafting it as follows.

When the Chancellor of the Exchequer on budget day sets the
borrowing requirement at a particular figure, he is not just
making a forecast, and I am astonished that the Committee should
misunderstand the budgeting process in this way. He is above all
making a judgement about the appropriate fiscal stance. And this
judgement...."

)

P N SEDGWICK
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The Hon. Peter Brooke WP 0¥, St Augustine’s Avenue
Minister of State TreaFufﬁﬁwwff‘TFSTATES uth Croydon
H M Treasury SRrrey

Treasury Chambers REC i(‘fj;EC1qg Ck2Z 6JaQ
Parliament Street ——- — kol GMATYE
London S me PRH Allen

| eslcplex 1§ December 1986

psl ceT ) Peles Fartiamendin Clerie

Dear Mr Brooke | My Scholou Mr mm‘ b 55
% : “l e
. : ) - Nw Ps | g
Confidentiality of Information in Revenue Departments
met
Thank you for your letter of 25 November 18986.

SW1 3AG

I am reassured by your reply but not totally convinced by it. The
fact that a Minister is answerable to Parliament for the actions
of a G@Government Department is indeed a powerful weapon of
democracy; so is a House of Lords ruling; but the strongest
weapon of all, and indeed the raison d’etre of Parliament itself,
is statute law. :

By the very nature of things uncertaintity in the law plays 1into
the | hands.< of »a’"taxing vauthority: taxing statutes can be
interpreted in a way that suits the taxing authority best and the
taxpayer, without a bottomless purse, is forced to accept the
authority’s contentions. I should, perhaps, therefore not have
been surprised that you have avoided the important issue that 1
have raised in both my earlier letters. This is as follows:

If the House of Lords rulings regarding the disclosure of
confidential information are considered sufficient protection for
the taxpayer, why has not such legislation as Taxes Management
Act, section 6 and 1 Schedule not been repealed? Conversely, if
the aforesaid legislation is considered a necessary strenthening
of the legal rulings for one revenue department, why is it not
deemed to be so for another?

Would you now please address yourself to answering these
questions? Whilst my previous letters have mentioned the Customs
and Excise Department as not being bound by statute, it has also
been pointed out to me that the Health and Social BSecurity
Department is also a revenue department as regards national
insurance contributions and that it too is not covered by statute
as regards confidentiality of information supplied to it.

In the past few years, when we have had to suffer taxing statutes
of unparallelled length and complexity and House of Lords rulings
which seem +to rewrite revenue law without the authority of



Parliament, taxpayers and their professional advisers have
striven for one thing above all others: namely certainty in
revenue law. Without doubt, what is required here is unequivocal

statute which ensures that, in all cases, the staff of revenue
departments are under a statutory oath of secrecy which is
enforceable by penalties. I trust that, after due consideration,

you will be able to agree with my contentions.

Yours sincerely

£ ¢ Naler

Patrick Noakes
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P

A P HUDSON L vl
16 December 1986 [

FINANCIAL SECRETARY

AUTUMN STATEMENT DEBATE SPEECH

Many thanks for putting ns straight abouL the people who have been
both Financial Secretary and Chancellor (Mr Heywood's minute of

today) .
2% You - and Mr Higgins - will also no doubt be aware that four

out of the 1last five Conservative Financial Secretaries (not

including yourself) have become Cabinet Ministers.

A P HUDSON



3369/44 CONFIDENTIAL

FROM: J J HEYWOOD
DATE: 16 December 1986

MR HUDSON cc PS/Chief Secretary
PS/Economic Secretary
PS/Minister of State
Sir P Middleton
Sir T Burns
Mr Cassell
Mr Scholar
Mr Turnbull
Mr Peretz
Mr H P Evans
Mrs Lomax
Mr Robson
Mr Sedgwick
Mr Culpin
Mr Mowl
Miss O'Mara
Mr Riley
Miss C Evans
Mr Tyrie
Mr Ross Goobey
Mr P Lilley MP

AUTUMN STATEMENT DEBATE SPEECH: FIRST DRAFT

The Financial Secretary had a 1look at the Chancellor's draft
speech overnight. His attention was particularly caught by

paragraph 3.

2 Whilst he is sure that in the foreseeable future there
will be no additions to the elite group who have been both
Financial Secretary and Chancellor, he would diffidently point
out that more than two Financial Secretaries have Dbecome
Chancellor. He Jjust happens to know that there were at least
four in the 19th century and in +the present century, Austen
Chamberlain, McKenna, Baldwin and Anthony Barber all were members
of this exclusive club! He thinks Mr Higgins is quite 1likely

to know this piece of useless information.



. CONFIDENTIAL
B On the question of British Gas, one point which has not
received much attention is that 60% of the 5 million who came
into the offer opted for bonus shares. This implies that they
expect to retain their shares for at least 3 years, even though,
of course, some of those "opting" for bonus shares will, in

practice, have stagged the issue.

4, The clear point is that millions of people applied for
shares at a time when press reports were suggesting the issue
was tightly priced. These people came in not because they were
expecting windfall capital gains, but because they wanted to

share in the long-term future of British Gas.

5% The Financial Secretary is not convinced that the
Government's achievement here has been fully recognised. To
encourage 5 million people to invest, long-term, in a "dull
utility" and to encourage these investors to pay a price which
was widely regarded as tight, at a time when the market was

retreating is an achievement which is worth boasting about!

6. You should already have a copy of the Financial Secretary's

Press Release on BGC which received little coverage.

1

JEREMY HEYWOOD
Private Secretary
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MRS D C LESTER
16 December 1986

M-S tjckkgfi>

PS/CHIEF SECRETARY cc PS/Financial Secretary
PS/Economic Secretary
PS/Minister of State
Mr Dyer
Mr Cropper
Mr Tyrie
Mr Ross Goobey

Mr P Lilley MP

AUTUMN STATEMENT DEBATE: WEDNESDAY, 17 DECEMBER

I have set out below the Ministerial Bench Duty Rota which I think
has been agreed for the Debate on Wednesday.

2 The Chancellor will speak first and will be followed by
Mr Hattersley. All Ministers should be present for both speeches.

3.30 to 4.30 approx. : All Ministers

4.30 to 5.50 $ . PST
Sl 't 110 3 “EST
F.10 .80 8,30 ¢ MST
8.30 to 10.00 T LGeT

Daldiads. “\askep

MRS D C LESTER
Diary Secretary
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SUPPLY SIDE EFFECTS OF TAX CHANGES p[ﬂvp/? J /'ﬂ(g?
= {4\"/\@;\} 9 A/}a

The Guardian reported yesterday that research commissioned by the

Background 2

Treasury at a cost of £500,000 had demonstrated no incentive
effects from tax cuts. The story is picked up in the FT and other
papers today.

2 This is a substantial study, commissioned before the 1979

Election. The work was carried out by Professor Brown at Stirling
University. :

35 The study was confined to short run supply effects; eg the
effects of tax changes on hours people would wish to work in their
existing jobs. It is not surprising that the study found little
effect: it showed that for most workers - 80 per cent in 1980 -
there was little opportunity for overtime.

4. The study was not designed to investigate wider effects of
taxes on economic performance (enterprise and risk-taking,
willingness to train and acquire skills etc.) on which the Supply

Side case for lower taxes is based.

5% The Treasury had always envisaged that the researchers would
publish their results. They have already produced 22 technical
working papers and plan a book. The Treasury has received its
final report, but the research team is doing further work at its

own expense. No final decision on publication has yet been made.

Line to take

6. This study was commissioned under the previous Government. It
is confined to short run supply effects. It does not examine the
wider effects on enterprise and risk-taking, which is where we

believe the major benefits come.



Why waste so much money?

7% The research was commissioned before the Election, and the

bulk of the expenditure was incurred in 1980 in carrying out the
OPCS survey.

Publish the results?

8. That is a matter for my RHF the Chancellor of the Exchequer.
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FROM: DAVID PERETZ | I 1
16 December 1986 ‘ :

cc Sir P Middleton

Sir T Burns
Mr Cassell
Mr Scholar
Miss O'Mara
Mr Pickford
Mr Hudson

Mr Kelly

AUTUMN STATEMENT DEBATE SPEECH

Could I offer a few comments on the redraft attached to your

minute of 15 December.

2.  These are:-

(1)

{31

Cad i)

It seems a pity to lose the reference from the 1980
Green Paper about interest rates being the "main

instrument" for controlling monetary growth.

If we are going to refer to non-price controls,
I suggest we make the additional point that we could
not operate them nowadays even if we wanted to.
That deals with those who say that it would be better,
say, to have mortgage rationing and lower interest

rates.

If we are to refer to overfunding, I am sure we
should make the point that it was never, originally,
envisaged that we would get into overfunding as

a wayblife.

8% I attach a possible redraft of your third, fourth, £fifth

and sixth paragraphs.

D Y

D ‘L -.C PERETZ



The Committee suggests that what it calls the "enhanced role"
for interest rates is new. But that is surely exaggerated, to
ay the least. Monetary policy, everywhere and always, has to
operate through interest rates, for the simple reason that interest
rates are the pricekmoney. We set this out in 1980, in the Green
Paper on monetary control, which makes it clear that, alongside
fiscal policy, the main instrument for controlling monetary growth

is interest rates.

I acknowledge though, that the way we implement policy has

developed over the period since 1980.

First, we no longer have non-price controls on money and credit.
When we came to office we - quite rightly - swept away a range
of bureaucratic controls that were unfair and inefficient. As
other countries have also found, such controls have increasingly
become unworkable as the financial system becomes more
sophisticated. This inevitably puts more immediate weight on
interest rates as the instrument of policy.‘fSecond, we did for
a while come to use systematic overfunding - the practice of
selling more gilts than needed to fund the PSBR - as a way of
reducing the recorded growth of £M3. This led to wundesirable
distortions in financial markets, which also made policy harder
to operate. 1 announced rather over a year ago that we would
return to the original aim of neither over or underfunding the

borrowing requirement.
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MR CULPIN

[/ ,
FROM: DAVID PERETZ U [ A
16 December 1986 //

cc Sir P Middleton

Sir T Burns

Mr Cassell

Mr Scholar

Miss O'Mara

Mr Pickford

Mr Hudson

Mr Kelly

AUTUMN STATEMENT DEBATE SPEECH

Could I offer a few comments on the redraft attached to your

minute of 15 December.

2. These are:-

ti)

Fad)

(i)

It seems a pity to lose the reference from the 1980
Green Paper about interest rates being the "main

instrument" for controlling monetary growth.

If we are going to refer to non-price controls,
I suggest we make the additional point that we could
not operate them nowadays even if we wanted to.
That deals with those who say that it would be better,
say, to have mortgage rationing and lower interest

rates.

If we are to refer to overfunding, I am sure we
should make the point that it was never, originally,
envisaged that we would get into overfunding as

a wayblife.

3 I attach a possible redraft of your third, fourth, fifth

and sixth paragraphs.

DL 2

D L C PERETZ



The Committee suggests that what it calls the "enhanced role"
for interest rates is new. But that is surely exaggerated, to
say the least. Monetary policy, everywhere and always, has to
operate through interest rates, for the simple reason that interest
rates are the pricgzmoney. We set this out in 1980, in the Green
Paper on monetary control, which makes it clear that, alongside
fiscal policy, the main instrument for controlling monetary growth

is interest rates.

I acknowledge though, that the way we implement policy has
developed over the period since 1980.

First, we no longer have non-price controls on money and credit.
When we came to office we - quite rightly - swept away a range
of bureaucratic controls that were unfair and inefficient. As
other countries have also found, such controls have increasingly
become unworkable as the financial system becomes more
sophisticated. This inevitably puts more immediate weight on
interest rates as the instrument of policy. / Second, we did for
a while come to use systematic overfunding - the practice of
selling more gilts than needed to fund the PSBR - as a way of
reducing the recorded growth of £M3. This led to wundesirable
distortions in financial markets, which also made policy harder
to operdte. 1 announced rather over a year ago that we would
return to the original aim of neither over or underfunding the

borrowing requirement.



FROM: C R PICKERING
. DATE: 16 December 1986

CHIEF SECRETARY cc Chancellor

Miss O'Mara

Mr McIntyre

Mr Hudson

Mr Cropper

Mr Tyrie

Mr Ross Goobey
B/10

AUTUMN STATEMENT DEBATE: MR GOULD

\

I have seen Mr: Tyrie's minute of 15 pgggmber1M“/You may also be
interested in the attached article by Mr Gould, from 'The Times' of 11
April 1985.

v Mr Gould's suggested use, or mis-use, of 'golden shares' is of
particular interest.

[P o ﬂw/{ﬁ_

C R PICKERING
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A gold leaf from”
the Tory book

Privanization is the nearest thingto a
success this government can claim;
it 1s ideologically satisfying to 1ts
backbenchers, it brings in useful
amounts of cash which help the
Chancellor to balance the books.
and. by nvading Labour territory. it
places the Opposition firmly on the
defensive.

Despite some difficulties in fixing
the pnces at which privatized shares
should be sold. the Government has
emerged pretty well unscathed from
Labour counter-attacks. A blanket
defence of the status quo has
reinforced Labour’s image as the
defender of vested (and largely
unpopular) interests. The attempt 10
deter privaie buyers through the
threat of renationalization has also
been counter-productive. 10 the
extent that it means buyving the
shares back. the sheer cost of doing
so reduces the credibility of both
threat and the pany. and a policy of
renationalization without compen-
saion would do such damage 10
Labour cleciorally that 11 has been
quietly dropped.

Little wonder. therefore. that
neither the City nor the Govern-
ment loses slecp over Labour's
protesis. A great deal has been done
10 make the priratized enterpnses
attractive 10 investors - by wnting
off debts. rejigging evpensive pen-
sion arrangemenis and preserving
monopoly and dominant market
positions: and the Government has
also ensured that many of the shares
have gone on favourable terms 10
cmployees and  customers who
would not look kindly on any threat
to nationalize their newly acquired
holdings.

What then is Labour 10 do. either
10 stem the pr:vanzanon tide in the
short term or tahich 1s very much
the same thing) 1o offer a2 credible
mecans of reversing 1t in the long?
The answer may hic. partly at Ieast.
in studying very carcfully the lessons
10 be Iearnt from the way the Tornies
hayc handicd the issue.

First. they have shown how the
value of assets can be juggled 10 suit

poliical purposcs. Just as enter-
priscs have been made  more
auractive 1o private busers through
the ruthless use of wnic-offs 10
reduce habiiics. so an cqually
ruthless Labour government should
not hesnaie 10 use similar devices to
increase the habihities and reduce
the markel value of such cnterprises
as a prelude 1o buving them back.

\More importantly. the Tories
have quite csmically (and in clear
defiance of thcir own propaganda
about competition and liberohiza-
tion) made surc that the market
value of privatized enterpnises has
been enhanced by protecting their
monopoly posiions. Labour can
cqually well depress thewr market
value by doing. with the most
justuifiable of mouives. what the

‘Torics should have done - by
introducing a proper regulation of
how these enterpnses  conduct
themselves in the market (particu-

larly 1n matiers of price). and. for so

long as 1t is the market which s

supposcd 10 regulate their activities,

by subjccung them 10 a proper
clemeant of compeuition.

A company which was compelled
by government regulation 10 gly
much greater attention 1o the public
interest might find it less possible to
make easy profits from a captive
market: and if a Labour government
were 10 introduce a policy of real
competition, which concentrated
less on the structural questions
ansing from mergers and more on
actual anti<ompenitive practices (as
in America), then again the guaran-
teed profitability of many of these
companies could be significantly
reduced.

s1 interestng. however, is the
poterinal weapon offered 10 a future
Labour government through the
Tory use of the so-called special or
“'golden™ share. The Government
has hit upon this device 1o deflect
cnticism that it is handing over what
are somelimes vital national inter-
esis 10 the vaganes of the markel.
Not so, it claims: through the special
sharc. which may have little
commercial value but which carries
substantial voting nights. the public
interest can be  defended. The
Government retains a  “golden™
share 1n many privatized concerns,
including  Cable and  Wireless,
Britoil.  Amcrsham  Internanional,
Jaguar. Entcrpnse  Oul.  Bnush
Telecom and British Aerospace.

The “golden™ share. sancufied by
Ton practice and therefore. one
assumes. immune from anack in
principle. offers Labour a means of
cxcraising rcal control over these
companics without having 10 pay
anything to buy them back. whercas
a Torx pgovernment might be
capecied to pay oniv lip senace 10
the concept of uswing the special
share to cxeraise public conrol, a
Labour government could make it a
realiy.

The beauty of the device s that its
usc nced not stop there W hat s 1n
stop a Labour goverament from
acquinng  sharcholdings 1n  other
companics  and. tollowing Torv
precedent. declaring them 10 be
“golden™ shares?

The device would not achieve
eventhing Labour hopes for from
public ownership. There would sull |
be room for - indeed 2 necd for —
other forms of social or pubh
ownership. . Janging from the state
corporation which has so far heen
the norm 1o the municipal and co-
operatine enterprises which look 10
be the most promising form in the
future. i S

The “polden share™ would.
however. provide [abour with an
instrument  of inicryenhion  and
public control which s ctfectine and. |
because 1t 1s incypensive and in no
sense  confiscatory.  credible.
would cnable Labour not only 10
inhibit further privatization and 1o
resnerse that which has alrcadv
occurred. but also 1o carn the battle
IN10 cacmy (ermiton. :

The agenda for public control
would no loager he determined by
Labour’s opponcnts; Labour would
be ablc 10 think afresh about the
cntena  for  public  control  and
ownership. securc 1n the knowiedge

that it had a flenible and effecuve
instrument for bringing 1t about.
The author is Labour MP for Dagenham



. o FROM: ROBERT CULPIN
DATE: 16 DECEMBER 1986

CHANCELLOR cc Chief Secretary
Sir P Middleton

Sir G Littler
Mr M L Williams
Mr Hudson

Mr Pickford

AUTUMN STATEMENT DEBATE

As I mentioned, you might have a bit of fun with Dr McDonald's

hiking off to Geneva to treat with OPEC. Here are a couple of

7/
Ce

ROBERT CULPIN

cuttings.



R

SATURDAY DECEMBER 13. 1986

Dailp Criegraph

Opec close to pact

- on pro

AN AGREEMENT by mem-
ber states of the Organisa-
tion of Petroleum Exporting
Countries to cut production
to push up prices was in
sight last night.

Ministers at the Geneva meet-
ing of the 13-nation cartel said

. agreement had been reached in

principle to cut production by §

. p.c. to 10 p.c. in the first quarter

- pext year.

But details have still to be
worked out. Some countries,
Iran, the United Arab Emirates
and Libya. were pressing for a
20 p.c. cut while small produc-
ers. notably Fcuador and
Gabon, were sceking exemp-
tion. Bigger producers, Saudi
Arabia and Venczeula. were
consulting thecir governments
before making commitments.

Libya said there ‘was no oppo-

sition to the formula, but oil
analysts said that Opec would
have to make a longer commit-
. ment to production curbs to
achicve its price objective of
$18 a barrel. )

By Roland Gribben

The breakthrough on an out-
put deal came after oil prices
and the pound jumped on hopes
that Opec would hammer out a
swift agreement on production
curbs. :

North Sea prices jumped by
up to 75 cents a barrel at one
stage yesterday before casing in
European markets on sugges-
tions that Saudi Arabia had not
made commitments to cutting
production while early gains in
West Texas Intermediate were
pared by 40 cents in the United
States. Brent oil was being
quoted at $15.75 a barrel for
February delivery in Europe
before the mark down.

Sterling was helped by the oil
market and Bank of England
predictions about $18 a barrel
next year and $20 by 1988. The
pound gained half a cent against
the dollar to finish at $1.4285 in
London with its average inter-
national value up by 0.4 to 68.7
after gains against continental
currencies.

Suggestions from Oslo that
Norway is considering an 8 p.c.-

duction cuts

] 2

9 p.c. production cut next
month to reinforce its support
for Opec helped the market and
sentiment. ¢

The impetus for a new price
and production pact has been
provided by 3
Saudi Arabia after the dismissal
of Sheikh Yamani as:oil minis-
ter. It has won support for an
$18 a barrel target but has been
opposing production cuts.

Peter Holmes, chairman of
Shell Transport and Trading,
was cautioning against prema-
ture expectations about a sus-
tained Opec pact before last
night's developments. " He said
oil markets would remain wvola-
tile and over the next year
prices could range from under
$10 to $20 a barrel.

Mr Holmes estimated the oil
surplus was ‘still running at
between two and two and a half
million barrels a day. Shell puts
demand for Opec oil in the first-
half next year at only 16 million
to 16.3 million daily barrels.
well below current levels.

THE INDEPENDENT
®

» Opec poised to cut output

OPEC ministers yesterday said ual production limits. Iran’s insis- | Opecand other producers on pos-
they had agreed in principle tocut ~ From Frances Williams tence that Iraq, excluded from the {_ sible co-operation.
output to push the oil price up to in Geneva current temporary production-
their target of $18 a barrel. Dele- sharing accord, be included in any  discussed the mechanics of re-
gates were last night consulting night seeking approval from King new - quota  allocations could turning to a fixed price system
their governments on proposed Fahd for the proposed cuts. prove a critical stumbling block. and in particular the thorny issue
cuts of 5 or 10 per cent in Opec’s On the European spot market, So far seven Opec members, in- of differentials for different
collective output ceiling, now just prices soared above a barrel grades of crude. The recommen-

over 17 million barrels a day.
Saudi Arabia, which had before
this week’s meeting indicated re-
luctance to contemplate tougher
production curbs, has apparently
acquiesed on condition that other
countries bear their share of the
reduction. The acting Saudi oil
minister, Hisham Nazer, was last

as delegates expressed optimism
that the meeting would reach a
speedy conclusion. In New York
West Texas Intermediate crude
for January delivery rose early in
the evening by 75 cents to $16.35 a
barrel.

But there may still be proble
over reaching accord on individ+

cluding Kuwait, have said they fa-
ot

McDonald, Labour
spokeswoman on Treasury af-
fairs, said earlier after meeting
key ministers here yesterday that
she detected a “great political
will” to reach agreement.

She added that a future Labour
government would wish to talk to

dation of Opec’s three man minis-
terial pricing committee that the
“marker” price be based op a bas-
ket of seven types of crude was
strongly contested by Iran which
wants Saudi Light alone as the
reference. The basket system
would permit the Saudis to sell
their oil at less than $18 a barrel.

&/




" John Hooper g

in Geneva /

Opec Ministers were last
night consulting their govern-
ments about a 5-10 per cent
cut in output to raise prices to
the organisation’s new target

- level of around $18. But they
were still keen to see how
much dprogress could be made
towards reinstating a system
of fixed, official prices.

Crude oil prices on both
sides of the Atlantic had ear-
lier fallen sharply when the
conference president, Mr
Rilwanu Lukman of Nigeria,
was reported as saying that
Saudi Arabia, the cartel’s most
influential member, had not
offered to cut its output — a
scarcely surprising state of af-
fairs at that stage. In private,
the Saudi minister, Mr

.serviced by a hefty ou

%
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Hisham Nazer, has assured his
counterparts that the kingdom
will do whatever is necessary
to secure a rise in prices.
Nevertheless, with Saudi
production independently
reported to be well in excess
of its official quota, there is
serious concern among other
delegations about the extent to
which the kingdom is willin,
— or able — to comply wi
the terms of a new deal. Nu-
merous barter deals have been
concluded by Saudi Arabia in
the last year which need tto be
ut.
According to informed
sources, Mr Lukman arrived
here under instructions from
his government not to enter
substantive negotiations on a
new deal until this point had
been cleared up. But an at-

tempt to raise the issue durin,
yesterday morning’s sessio
was_ rapidl i
ministers. Delegates said Nig

system of penalties for quot
violations.

At the end of yesterday
morning's session, ministers
commissioned a panel of ex-
perts to study the implications
of a return to fixed pricing. A
similar body, which met at the
Opec secretariat in Vienna for
10 days at the end of last
month, was unable to agree on
the relative value of the nu-
merous crudes produced by
Opec’s member states — an
issue which is crucial to the
competitiveness of each coun-

's output.

e sensitivity of the issue
was driven home during yes-

pec ministers seek output cut”

terday’s, talks by what thq
visiting Labour Party spokes-

woman, Dr Oonagh McDonald,
called *“ some unexpected fire-
works from Algeria"” whose

Nabi, was seeking a formula
which would effectively favour
“light ” crudes such as those
produced in North Africa.

Among the ideas being can-
vassed was for the organisa-
tion to announce a band
within which the prices of
different blends of Opec crude
would be allowed to fluctuate.
This would enable the meeting
to finish swiftly without a
solution to the historicall

roblematic issue of price dif-

erentials, but was being seen
last night as a fall-back
position.

briefed byw
Opec men

From John Hooper
in Geneva |
Labour’s front bench Treas- |

McDonald, held talks
Geneva yesterday with key

ministers and officials of the .

Organisation of Petroleum Ex-
porting Countries, including its,
president, Mr Rilwanu Lukman |

of Nigeria, and Sheikh |
Yamani's successor as Saudi
Arabian Oil Minister, Mr

Hisham Nazer.

Dr McDonald, who described :
herself as an observer, stressed
that she was acting “in a
personal capacity and not as a
representative of the party.”

But her initiative is likely to
create resentment among
Labour’s energy spokesmen,
who have avoided criticism of
the Government’s “ hands off "
oil policy in spite of this year’s
price collapse and the serious
damage it has done to the
prospects for further develop-
ment of the North Sea.

Her arrival was greeted with
delight within Opec, which for
more than two years has been
calling for Britain to trim its
outout to prop up prices.

The Indonesian and Kuwaiti
oil ministers and Opec’s acting
secretary-general, Mr Fadhil al-
Chalibi. also briefed her on the
proeress of the organisation’s
Geneva talks.

Tt was striving vesterday to
put together a package of:
measures to raise the oil price
to $18 a barrel from about $15.

E o

i b

| The three

1 Oll, PRICES seem certain to
come under renewed pressure
next spring. Opec is producing
% 17m. barrels a day, but stocks
iare high and dewand for its
imembers’ oil is likely to be no

paths open to Opec 23

in the first quarter of next
year.

Peter liolmes, a managing
director of Royal Dutch Shell,
believes there are equal
chances of OPEC succeeding

barrel; failing and sending
them below $10: or muddling
through and leaving them ar-
ound $15. OPEC has raised its
market share by 1.5m barrels
a day at the cost of halving

ury spokeswoman, Dr Oonagh |

in |

‘,murc than 16m-16.3in bartrels

and pushing prices over $20 a

revenues to $70bn this year.
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SUPPLY SIDE EFFECTS OF TAX CHANGES: PROFESSOR BROWN'S STUDY

Line to take

The Guardian yesterday, and the F.T., Independent and Today today report that
Treasury research at a cost of £500,000 has demonstrated no incentive effects

from tax cuts.

24 This is a substantial study commissioned before the 1979 election. Officials
are considering 1it. Contains much detailed information about hours of work,
payment systems, availability of overtime etc for a sample of families. Data
were collected in Autumn 1980. Contains elaborate econometric approach to

estimates of response of labour supply to tax changes.

3 On incentives, the study focusses on short run supply effects; eg the effect
of tax changes on hours people would wish to work in their existing jobs. Like
other studies here and in the US the study finds little effect.¥ (But the data

on which the UK studies were based were far from ideal.)

I The study was not designed to investigate wider effects of taxes on economic
performance (enterprise and risk taking, willingness to train and acquire skills

etc) on which supply side case for low taxes is based.

Dis General conclusions about macro economic policy, eg that nominal demand
is inadequate, cannot be drawn from a study of this kind. The study showed that

for most workers - 80 per cent in 1980 - there was little opportunity for overtime.

Work by Professor Laffer in the early 1980's suggested that tax cuts could
have large supply side effects. But these claims remain controversial. Recent
work by Professor Lindsey suggests that lower tax rates lead to greater
compliance with the tax system (and so a greater tax yield) among higher rate
taxpayers. We are looking at the implications for . the UK

-1 -



O Cost has been high, but investigating individual behaviour in detail often

requires collection of detailed information which is inevitably expensive.

T We had always envisaged that the researchers would publish their results.
They have already produced 22 technical working papers¥ and plan a book. C.U.P.
have made an offer (subject of course to our assent). We have received our final

report, but the research team is doing further work on its own resources.

8. If pressed on publication we could place the report in House of Commons
Library. It would be better to do this without comment. Publication in that

way would show the academic scale of the research.

*
List attached
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> copies of the final report plus one copy of the documents listed in
.;is annex to the final report.

DOCUMENTS

One copy of each of the following documents is being sent to

H M Treasury with this report. A second set is being sent to the
ESRC DATA Bank (except for the simulations manual). The list does
not include documents for the pilot, or the programs or related
documents.

Fieldwork documents
Some of the following fieldwork documents were produced entirely by
OPCS - most involved collaboration:
Interviewers instructions
Sift schedule
Household schedule
Workers' schedule
Sift exercise
Calendars for 1979 and 1980
Concealed multihousehold selection sheet
Despatch note
Details of calls made
3 prompt cards
Statement of purpose
Note of thanks to respondents

Working papers

C V Brown, K W Glaister, R J Ruffell, D J Sanderson and D T Ulph
'Sample selection for studying the effects of direct taxation on
short run labour supply', H M Treasury Project Direct Taxation and
Short Run Labour Supply Working Paper No. 1, May 1982,

C V Brown, K W Glaister, R J Ruffell, D J Sanderson and D T Ulph
'The choice of the dependent variable', H M Treasury Project Direct
Taxation and Short Run Labour Supply Working Paper No 2, July 1982.

C V Brown, K W Glaister, R J Ruffell, D J Sanderson, D T Ulph
'Problems in Questionnaire Design', H M Treasury Project, Direct
Taxation and Short Run Labour Supply Working Paper No. 3, August
1982,

C V Brown, K W Glaister, E J Levin, P J Rosa, R J Ruffell,

D J sanderson, D T Ulph, 'Response rate and non response bias', HM
Treasury Project, Direct Taxation and Short Run Labour Supply
wWorking Paper No. 4, August 1982,

C V Brown, K W Glaister, E J Levin, P J Rosa, R J Ruffell,

D J sanderson, D T Ulph 'Construction of Net-of-Tax Budget
Constraints for Labour Supply Estimates', H M Treasury Project,
Direct Taxation and Short Run Labour Supply Working Paper No. 5,
August 1982,
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C V Brown, K W Glaister, E J Levin, P J Rosa, R J Ruffell,

D J sanderson, D T Ulph 'Is the Poverty Trap Important? (A
provisional assessment)' H M Treasury Project, Direct Taxation and
Short Run Labour Supply Working Paper No. 6, September 1982,

C V Brown, E J Levin, P J Rosa, R J Ruffell, D T Ulph 'Measures of
Work', H M Treasury Project, Direct Taxation and Short Run Labour
Supply Working Paper No. 7, September 1982,

C V Brown, E J Levin, P J Rosa, R J Ruffell, D T Ulph ‘'Construction
of Gross-of-Tax Budget Constraints for Labour Supply Estimates', H HM
Treasury Project, Direct Taxation and Short Run Labour Supply
Working Paper No. 8, September 1982,

C V Brown, E J Levin, P J Rosa, R J Ruffell, D T Ulph ‘'The
Estimation Procedure: Description and Theory', H M Treasury
Project, Direct Taxation and Short Run Labour Supply Working Paper
No. 9, October 1982,

C V Brown, E J Levin, P J Rosa, R J Ruffell, D T Ulph 'Preliminary
Family Labour Supply Estimates', H M Treasury Project, Direct
Taxation and Short Run Labour Supply Working Paper No. 10, October
1982.

C V Brown, E J Levin, P J Rosa, R J Ruffell, D T Ulph 'The Effects
of Income Tax Changes on Labour Supply', H M Treasury Project,
Direct Taxation and Short Run Labour Supply Working Paper No. 11,
October 1982,

C V Brown, K W Glaister, P J Rosa, R J Ruffell, D J Sanderson,

D T Ulph 'The Measurement of Non-employment Income and Minimum
Consumption Requirements', H M Treasury Project, Direct Taxation
and short Run Labour Supply Working Paper No. 12, February 1983.

C V Brown, K W Glaister, P J Rosa, R J Ruffell, D T Ulph
'Processing the Raw Data ' H M Treasury Project, Direct Taxation and
Short Run Labour Supply Working Paper No. 13, February 1983,

C V Brown, E J Levin, P .I Rosa, R J Ruffell, D T Ulph, 'Supply
Effects and Work', H.M. Treasury Project, Direct Taxation and Short
Run Labour Supply Working Paper No. 14, November 1983,

C V Brown, E J Levin, P J Rosa, R J Ruffell, D T Ulph 'Tax Evasion
and Avoidance on Earned Income', H.M. Treasury Project, Direct
Taxation and Short Run Labour Supply Working Paper No 15, November
1983.

C V Brown, E J Levin, P J Rosa, R J Ruffell, D T Ulph 'Refinement
of the Preliminary Labour Supply Estimates: Improvements in the
Algorithm', H.M. Treasury Project, Direct Taxation and Short Run
Labour Supply Working Paper No. 16, June 1984,
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C V Brown, E J Levin, P J Rosa, R J Ruffell, D T Ulph 'Payment
Systems and their Implications for Research in Labour Supply', H.M.
Treasury Project, Direct Taxation and Short Run Labour Supply
Working Paper No. 17, June 1984,

C V Brown, E J Levin, P J Rosa, R J Ruffell, D T Ulph 'Demand
Constraints on Hours Worked', H.M. Treasury Project, Direct Taxation
and short Run Labour Supply Working Paper No.18, June 1984,

C V Brown, E J Levin, P J Rosa, R J Ruffell, D T Ulph '‘Direct
Taxation and Short Run Labour Supply - An Interim Report', H.M.
Treasury Project, Direct Taxation and Short Run Labour Supply
Working Paper No.l19, February 1985,

C V Brown, E J Levin, P J Rosa, R J Ruffell, D T Ulph 'Travel to
Work', H.M. Treasury Project, Direct Taxation and Short Run Labour
Supply Working Paper No.20, July 1986.

R Alcorn, C V Brown, E J Levin, P J Rosa, R J Ruffell, D T Ulph
'Representativeness of Data', H.M. Treasury Project, Direct Taxation
and short Run Labour Supply Working Paper No.21l, July 1986.

C V Brown, E J Levin, P J Rosa, R J Ruffell, D T Ulph
'Participation in the wWorking Population and Nonemployment', H.M.
Treasury Project, Direct Taxation and Short Run Labour Supply
Working Paper No.22, July 1986.

Documentation of the Data

Sift Schedule: Final Version with Full Coding Instructions
Household Schedule: Final Version with Full Coding Instructions
Workers Schedule: Final Version with Full Coding Instructions
Non-workers Schedule: Final Version with Full Coding Instructions

Publications

C V Brown, E J Levin, P J Rosa, D T Ulph, 'Tax Evasion and
Avoidance on Earned Income: Some Survey Evidence', Fiscal Studies,
August, 1984,

C V Brown, E J Levin, P J Rosa, R J Ruffell, D T Ulph, 'Supply
Effects at Work' in Public Sector Studies (P M Jackson (ed)) JAI
Press, 1986.

C V Brown, E J Levin, P J Rosa, R J Ruffell and D T Ulph, 'Payment
Systems, Demand Constraints and their Implications for Research in
Labour Supply', in R Blundell and I Walker (eds), Unemployment,
Search and Labour Supply, Cambridge University Press, 1986.

Manual
Explanatory Manual for the H M Treasury Simulations Packages
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’ . WHAT LOES THE REPORT CONTAIN?
The research arose out of the concern of the late
1970s that a rising tax burden might be an increasing
disincentive.to labour supply in the short as well s=s

the longer term.

25 Research results in this sreas were sparse, The
few studies in existence tended to show that the effects
of higher taxation were either negligible or small,
except in the case of married women, Income effects
tended to cancel out substitution effects, FEarlier
work by Professor Brown showed that people were often

unaware of their msrginal tax rate,

3. Existing survey data (FES/GHS) had deficiencies

for investigating this area of behaviour, They did not
document the full complexity of payments systems, nor
adequately cover relevant issues such gs travel to work,

The samples were also relatively small,

748 Professor Brown was commissioned to undertake a
study where results would be based on new survey data
and OPCS agreed to carry out a survey as part of their

programme,

He The survey produced much useful information on paymcnts
methods, travel to work, the work attitudés, etc. of those
who vere not working, family responsibilities, etc,

An important feature of the survey was that it cast li;ht

on family as opposed to incivicual labour supply.



6. In sddition to producing thése descriptive statistics,
Professor Brown's reseasrch strategy was directed to
establishing econometric relationships betwecen wage
rates and labour supply so that the effects of tax changes

could be simulated econometrically.

gl This strategy proved to be both time-consuming

and restrictive, It was restrictive because the labour
supply response was limited to change in hours worked

by particular individuals in particulasr situations in

a particul=r week, The complexity of payments systems
led to great difficulty in mepping budget constraints

snd the techniques used involved considerable use of
computer time, Constraints on the funding of the project
eventually led the researchers to adopt & numier of

short cuts.,

8. Unilike much cposs sectional work which attempts

to infer behaviour from observation of incdividuals in
different positions, this work attempts to =stimate the
results of tax changes by modelling the behsviour ofi*those
who are in a position to adjust their hours of work in a
particulsr short period. This greatly reduced the usable
section of the sample and led to high standard errors,

in making estimates,

9. The results of the ecoﬁometric analysis suggest:-

(i) that labour supply functions for most workers
are vertical, indicating that reduced tax rates
are unlikely to lead to an increase in the number
of hours worked. The lsbour supply fumctions

2



for marricd women are positively sloped but the

elasticity is low;

(ii) simulations of reductions in tax rates show no
change in the number of hours worked - income

effects cancel out substitution effects;

(iii) simulestions showing incresses in allowances
small
indicate a/reduction in the number of hours

of lsbour supplied;

(iv) a combined, revenue neutral, simulation showing
g8 cut in tax rates associszted with a reduction
in tax allowances indicates a small positive

increase in lsbour supply.

WHAT DO WE THINK OF THE REPORT'S CONTENTSY

(i) the report does contain some useful descriptive

statistics,

(ii) Its conclusione on the short run supply of
hours is broadly concsistent with US studies
and other British work, some of which started
after the Brown project., The contribution which
the Brown study makes to this consensus results

from the betler data bese used,



{ad1)

(iv)

(v)

although it does produce some results, it is,
taken all in all, e disappointing report.

with the wisdom of hindsight, the concentration
on such an ambitious econometric avproach was
somewhat misconceived - although this coes at

least indicate where the frontiers are in this area;

given the paucity of work in this area, it seemed
useful to begin by looking at the simpler

aspects of the lebour supply function - 1.e,
those thet could be studied quantitatively.

The results have done little more than confirm
what was suspecled from poorer evidence, But
they also indicate the limits of work on short

run lgbour supply.

This suggests that further efforts should be
focussed on medium and longer term effects.

This will of course be extremely di:ficult to do.
First the asppropriste research methodologries
must be devised. Then there will be a2 massive

job to do collecting the data.
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10 Downing Street
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BOX LIST: AUTUMN STATEMENT DEBATE

I should be grateful if you would arrange for the following
thirteen names to be placed on the Speaker's Box list for
the Debate on the Autumn Statement today:-

R Culpin
Mrs R Dunn
P Gray

G Hacche

A Hudson

R Kerley
Miss O'Mara
Pickering
Pirie
Ross Goobey
Scholar
Turnbull
Tyrie

>R PO

In addition to the above names Ministers' Private Secretaries
who are on the Permanent Box list, will also be attending.

We will, of course, be operating a roster.

S Sencarety
= CRpre>b

R C BERWICK
Parliamentary Section
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FROM: M C FELSTEAD
DATE: 17 December 1986

PS/FINANCIAL SECRETARY

cc:

PS/Chancellor
PS/Economic Secretary
PS/Minister of State
Sir Peter Middleton
Sir Terence Burns
Mr Cassell

Mr Scholar

Mr Turnbull

Mr Peretz

Mr H P Evans

Mrs Lomax

Mr Robson

Mr Sedgwick

Mr Culpin

Mr Mowl

Miss O'Mara

Mr Riley

Miss C Evans

Mr Hudson

Mr Tyrie

Mr Ross Goobey

Mr P Lilley MP

AUTUMN STATEMENT DEBATE SPEECH: FIRST DRAFT

The Chief Secretary has seen your minute of 16 December recording,
among other things,the Financial Secretary's point that 60 per cent
of the 5 million who came into the British Gas offer opted for
bonus shares, which strongly implies that they expect to retain

their shares for at least three years.
2 The Chief Secretary entirely agrees with this point; he

has been making it wherever he can. I have already passed this
on to Mr Hudson.-

M e/ |

M C FELSTEAD

Assistant Private Secretary



o . 1243

er
e

ds
ve
ly
Cy
n

vil
or

nn

ng
ar.

1id
ja
n,
led

the
ns,
at,
ich
 in

ain
can
on.
ned
ind

be
ven
ach
tive

lves
ave
t to
r to

the
arty

As |
e of
ding
t.in
nent
Our

g as
ong-
[ the
, the
vely.

will
ding
evels

neral
ittee
t has
d so
d my

4

Ge

Autumn Statement

presentation on an aggregate which includes debt interest
[ note it now seems to want me to go back to the planning
total.

TO' up, as I said in my Lombard Association speech
in April,

“The policy we are pursuing today is identifiably the same
as that which we embarked on seven years ago. But it has

clearly evolved — in terms both of presentation and of
substance.”

Indeed, it would be extraordinary had it not evolved.
Since 1979, there have been enormous changes in world
economic conditions, in the position of the United
Kingdom, in technology, and in the operation of the
financial markets 'ﬁlc Select Committee, the House, and
indeed the country would be rightly concerned if
Government policy had not evolved in the light of these
developments. But to depict this evolution as
“a substantial change of policy™

is?als%clﬁw
If the Committee needs to be reminded of what a real

shift of policy is, it need look no further than the last
Labour Government — pre and post the flight to the
International Monetary Fund{lindeed, if ever there was a
year in which I might have been expected to change policy,
it would have been this year, 1986, with the halving of the
oil price. Many people duly advised me to make such a
change. I rejected that advice, and maintained the same
course, and there has been no crisis. Inflation has fallen to
levels not seen for almost 20 years. After a short pause,
growth has continued steadily. The number of people in
work has continued to rise, and unemployment now looks
to be firmly on a downward trend.

The way that both the private sector and the public
finances have withstood the fall in the oil price is
remarkable. That is the best possible vindication of the
economic policy which we have pursued since 1979, a
policy which has brought five years of steady growth, low
inflation, and a million new jobs since 1983.

For 1987, I foresee a continuation of this pattern, with
growth slightly faster than this year, and inflation staying
low. The figures that have been released since the autumn
statement confirm that picture. Output and exports have
both picked up, with industrial production and exports in
the three months to October both 14 per cent. higher than
in the previous three months and manufacturing output up
3 per cent. since the beginning of the year. And the latest
estimate that the surplus on invisibles was some £750
million a month in the third quarter of this year, with a still
larger surplus likely in the fourth quarter, puts into
perspective the advice confidently given to the Select
Committee by one of its specialist advisers that the earlier
projection of £600 million a month was “particularly
optimistic”.

Seasonally adjusted unemployment fell by 25,000 in
October, making a total fall of 56,000 over the last three
months, the best performance for 13 years. While the
inflation rate did rise last month, chiefly as a result of the
rise in the mortgage rate, the underlying inflation rate
remained broadly stable.

The outlook for the British economy will, as ever, be
critically affected by developments in the wider world
economy. One clear danger, which is more acute now
following the recent Congressional elections in the United
States, is that world trade will become much less free. A
retreat into protectionism would be a disastrous step
backwards. Following the agreement on a new GATT

11 D637
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round, it would be tragic if unilateral action were to
undermine this progress. The United States would do well
to recognise that multilateral negotiation, and moderation
where disputes arise, are in all our interests.

The past year or so has seen substantial changes and
discontinuities—the halving of the oil price, sharp falls
in other commodity prices, and the major realignment of
exchange rates following the Plaza agreement. The world
economy is adjusting to all this, with, so far, merely a
pause in the growth of world trade. In part at least, this
is because the major countries have co-operated in
pursuing soundly based policies. The world outlook for
1987, at the present time, like our own, is good; and it is
crucial that we do not lose our way through a retreat into
protectionism.

1986 has also been a notable year in the annals of the
Labour party. It is the year in which it has reassembled
carefully all the economic policies that have failed before,
and been rejected by the electorate before. It is the year too
in which it has broken with the traditions of previous
Labour Governments by abandoning the effective defence
of this nation. But I had better be careful, because if I am
too critical of the right hon. Member for Sparkbrook, he
may cancel his reply, just as he refused to speak to the
Confederation of British Industry last week because it
criticised his policies. We have sought in vain for clarity
about how he would run either monetary policy or fiscal
policy. Even on public spending, his views are—shall we
say—less than entirely clear. Ever since my right hon.
Friend the Chief Secretary and I costed Labour’s
programme at some £28 billion—and that was before
we had heard about the £6 billion training levy — the
right hon. Gentleman has consistently failed to explain
how he would finance it, whether by taxation or by
borrowing, or by both. If he intends to drop any of the
pledges, he should say very clearly which.

Mr. Alan Howarth (Stratford-on-Avon) rose

Mr. Lawson: I am coming to the end.

I have, of necessity Mr. Speaker, ranged widely in my
speech, and I hope that this has helped the House in its
consideration of the autumn statement, even though it is
clear that the Opposition are not the slightest bit interested
in the economy or in the report by the Select Committee.

In conclusion, let me come back to the autumn
statement itself. Thc forccast it contains offers the
prospects of another year of low inflalion and steady
growth. It sets out public expenditure plans which make
increases in spending in priority areas, within a framework
in which public expenditure in total continues to fall as a
proportion of national output. It is the latest step in a firm
economic strategy which has been pursued consistently
since 1979, and I commend it to the House.

Mr. Alan Howarth On a point of order, Mr. Deputy
Speaker. Is it not a gross abuse of the House——

Mr. Michael Forsyth (Stirling): On a point of order,
Deputy Speaker. Is it not a gross abuse of the House—
[ Laughter.]

Mr. Deputy Speaker: I shall take the hon. Member for
Stirling (Mr. Forsyth).

Mr. Michael Forsyth: I suspect that it may be the same
point of order as my hon. Friend the Member for
Stratford-on-Avon (Mr. Howarth) was going to make. Is
it not a gross abuse of the House that throughout the
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FROM: ANDREW TYRIE
DATE: 17 December 1986

c‘:p SECRETARY

CC Chancellor
Financial Secretary
Economic Secretary
Minister of State
Mr Cropper
Mr Ross Goobey
Mr Pickering

You asked for a page of text on Alliance spending plans for
use in the Debate today should you found yourself obliged to
comment on the leaks about their plans in the Independent,
attached.

2. As I mentioned, the SDP will be more than happy for you
to attack the spending plans set out in the article. Their
motive in leaking the working document to the Independent (Colin
Brown is an SDP supporter) was to draw our fire on their spending
plans and to put pressure on the Liberals to moderate their
commitments. On the principle that it is generally better to
do what the Opposition don't want I suggest we keep our powder

dry until the end of January if possible.

3. On the other hand I see some advantage in needling the
Alliance over the Liberals' breach of the pact not to make more
pledges, see attached article. This has come out while the
'agreed' second version of "Partnership for Progress" is still

at the printers. My draft reflects this.

e

ANDREW TYRIE
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t _ DEAFT SPEAKING NOTE FOR THE CHIEF SECRETARY ON ALLIANCE SPENDING
PLANS

(’dibility has never been the SDP/Liberals strongest suit.

2. It has always been a safe bet to assume that on most
issues the SDP/Liberals don't have any policies. In the few
3 areas where they do they came in pairs.

3% In recent weeks we have heard reports of a "policy steering
group” that is finally going to £ill ‘the void. Of course, I

will have my calculator at the ready.

4. The whole nation has seen how the costing of Labour's

|
G
i
i
{
A
g

spending proposals has shattered their credibility in economic

matters.

5 The 1lesson was not lost on the SDP/Liberals. They saw

it happening to Labour and it sent shivers down both their spines.

6. How long will the SDP/Liberals be able to act out this
charade of unity? How long will they be able to remember their

lines?

a1 According to the Independent last month the SDP/Liberals
have costed and revised that pledge-heavy document "Partnership
Progress". Donning his hair shirt David Owen has been laying

i down the law, so we are told.



8. But it seems that even while "Partnership Progress" is
at the printers, before they have even had a chance to 1launch

it, the actors in this drama are departing from their lines

and doing some ad libbing.

9. On Tuesday the Liberals blew a hole in David Owen's plans.
They have added, by their own estimates, £1.5 billion in a pledge
to increase pay in the NHS. So the Liberals have broken their

promises while the printing presses are still whirring on their

so-called joint document.



" Alliance man

SDP-LIBERAL. _Alliance leaders have_been .
gtold to make cuts of £9.5bn in their manifesto "
mmmmnts.in, an internal report”leaked to
The>Ii “The report by the Alliance
joint public expenditure working party shows
that cuts required to bring the manifesto into
line with Alliance spending plans will have to be
twice as high as originally reported.

Pledges to raise pensions in line with pay and
to let everyone retire at 60 will have to be
dropped.

The Alliance leaders were warned that they
would have to cut their manifesto commitments
to accommodate the £4.5bn increase in public
expenditure announced by the Chancellor in his
Autumn Statement.

But the report by the working party, chaired
by Ian Wrigglesworth and David Penhaiigon,
the SDP and Liberal treasury spokesmen, says a

‘ further £5bn will have to be cut from the mani-
] - festo programme if the Alliance’s existing
i spending plans are to add up.

David Owen, the SDP leader, has told col-

leagues to take a “hair shirt” approach to public
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ifesto spending plans
ffe deep cuts,’

lﬁi‘éﬁ policy of raising public expenditure.by no /

more than 2 per cent a year in real terms!The

* document, being considered today at a final

meeting of the drafting committee on “Partner-
ship for Progress,” the joint Alliance manifesto,
rejects the alternative of allowing spending to
rise in line with growth in the economy.
“Whatever guideline is adopted, consider-
able scaling down of existing policy commit-
ments will be necessary,” the report says. “The
first-year cost of our policies, at £5bn-6bn, is far

too high in the light of the Government’s plans :

to increase spending by 2 per cent in real terms
in 1987/8.

“To fit our plans within a 2 per cent per
annum spending framework, we need to reduce
our plans for 1989/90 from £11bn to £3bn and for
1991/2 from £15bn to £5.5bn. Those figures make
no allowance for contingencies such as higher
public sector pay.” That includes the teachers,
who are being offered 16.4 per cent over two
years.

- .The report says a number of commitments

have been added to the manifesto and not ac-

tharge of the policy has_tried to_reduce the
fiumbet of couples on low incomes who would!l
Jlose under the scheme A further meeting to
sort that out will be held later this week.
-4 The report says that other commitments will
" have to be dropped or delayed but some SDP
sources say that delaying tactics are “a cop-
out”. There will be pressure at today’s meeting
for a firm stand against fudging on expenditure
decisions.

Commitments which the report says should
be delayed include:
B The doubling of the arts council budget from
£135m this year;
M A big expansion of part-time and continuing
education;
® Entitling all adults who have missed higher
education to further free education (£400m);

Pledges the report says should be dropped
are:
B A job guarantee for everyone after one year
of unemployment (£2bn gross).
B Restoration of the link between pensions and
earnings as well as prices (£2.5bn).
B Phased equalisation of the pension age with
flexibility up to 65 but moving towards retire-
ment at 60. (Treasury estimate — £3bn).

The report also recommends that some

expenditure commitments to avoid the Alliance
being subjected to the damaging attacks which
John MacGregor, the Chief Secretary to the
Treasury, has inflicted on Labour. duce a job guarantee, restore the link between
#The report says spending plans will have to be § pensions and earnings and equalise retirement’
cut-from £15bn to £5.5bn if they are to stick to" #-ages could add upwards of a further £8bn to the:

counted for in previous Alliance spending
plans.
“On the expenditure side, pledges to intro- »

By Colin Brown
Political Correspondent

cost of our policies. In view of the capital our

political opponents could make of this, we rec--+
ommend those specific commitments are de--—=
leted from the document. . s

“On the revenue side, “Partnership” contains
a number of proposals that would seriously
erode the tax base: with the exception of payroll

* incentives for profit sharing and lower pay
deals, which are essential to our main economic
strategy, we recommend these commitments
are either excised or made explicitly for the
longer term.”

According to the working party, the econom-
ic outlook for the next Parliament has deterio-
ratcd and it warns against much higher spend-
ing to reduce unemployment.

“Whereas at any time since 1981, a more ex-
pansionary policy to tackle unemployment
would have been a reasonable risk without
putting too much of a burden on hopes of in-
come restraint — at least in the early stages —
this option no longer looks available in the light
of the current consumer spending boom.”

promises on tax incentives should be revised. It
says the reductions in employers’ national in-

surance contributions would have to be consid- ~
erable to offer a payroll incentive — they may
have to be cut by 10 per cent, costing £1.2bn, but
this could be balanced by an inflation tax on pay
rises which exceeded the pay norm.

The report estimates that between 250,000
and 500,000 jobs could be created, depending
on training schemes, at a cost of £1bn in the first
year and £2bn in the final year.

But the working party has left it to the leader-
ship at today’s meeting to decide where the cuts
of £9.5bn will fall.

They will have to make the cuts from this
£15.5bn shopping list for the fifth year: job cre-
ation £2bn; tax and benefit reform £1.5bn;
health innovation fund £450m; NHS 2 per cent
growth £740m; adult education entitlement
(phased over 15 years) £400m; first year pre-
school experience £250m; teacher training
£200m; double higher and further education
students £500m; a training package for 16-19
year olds £1.25bn; housing schemes £2.8bn; wa-
ter and sewage £55m; roads £150m; local trans-
port £50m; rail £200m; urban renewal £260m;
regional development agencies £500m; new
technology £650m; overseas aid £1.4bn; payroll
incentive £500m; profit sharing incentives
£500m; doubling arts budget £135m; legal aid
and prisons £150m; relaxing spending controls
on local authorities £1bn.

The report says cost of the Alliance tax and{
: benefits- proposals has grownfrom £500m toy
around £1bn as the Alliance committee in’

.
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Liberals publish NHS policy despite Alliance

THE LIBERALS today published a report call-
ing for substantial pay rises for low-paid NHS
workers despite an insistence by the Liberal-
SDP Alliance Treasury tcam that no promises
should be made until they have reviewed their
policy on public sector pay.

Alliance leaders tried to stop the Liberals’
NHS pay policy paper from being published be-
cause it breached the Alliance moratorium on
individual party policy documents. But the Lib-
eral Party health panel insistcd that the docu-
ment had been sent to the printers before the
moratorium came into effect. :

The report, Fair Pay in the NHS, by the health
panel under Archie Kirkwood, the Liberal
spokesman, says that the low-paid workers
need “catch-up” increases to compensate them
for losing out under the Tories.

This will be seen as an attempt to increase
the pressure on the Alliance Treasury team to

h

agree to a commitment for inflation-proof in-
creases for low-paid NHS workers.

No figures are given in the document but the
panel believes the SDP-Liberal Alliance should
be prepared to increase the pay of ancillary
workers in the NHS by about 3 per cent on top
of the current inflation rate. This would imply
rises of about 7 per cent next year.

But the Alliance Treasury team, led by Ian
Wrigglesworth for the SDP and David Pen-
haligon for the Liberals, is refusing to sanction
promises of any high pay rises for health stafl
or other public workers until a complete review
of Alliance policy on public sector pay has been
carried out in the New Year.

They have held up publication of a separate
joint SDP-Liberal Alliance paper on general
NHS policy because it contained a commitment
to give a fully funded real terms pay increase to
the low paid NHS workers. Charles Kennedy,

By Colin Brown
Political Correspondent

the SDP health spokesman, supported the pol-
icy in principle but he has not agreed any fig-
ures with the Liberals.

The Liberal document calls for reforms to
the NHS pay system with comparability awards
for low-paid clerical and ancillary workers, a
simplified pay structure, and more money to
pay for changes in working practices.

But the panel states: “Action cannot wait for
completion of the reform of the pay determina-
tion system . . . we will have to start from where
we are, using the machinery which already
exists.”

They say that pay in the NHS necds to catch
up with that in comparable occupations and
also keep up with further movements so that

D e — - ———— - v - c—

the gap dozs not widen again.

“Priority should be given first to establishing
minimum earnings levels which will improve
the positicn of low-paid workers and relieve
poverty; thzn to improving other earnings to re-
duce the largest deficiencies in ‘comparability’
rates measured in percentage terms,” says the
report.

The Liberals privately estimate that the
ancillaries have lost about 20 per cent in pay
comparability since 1980 and that about £L.5bn
will have to be spent in “catching-up” pay
awards for the NHS workers, spread over seven
years.

The Alliance Treasury team ls likely to reject
the demands for the Alliance to commit itself to
substantial pay awards. The team Is deeply con-
cerned that the Treasury will use demands in
Alliance policy papers to attempt to discredit
Alliance spending plans. However, they are

more likely to support the Liberals’ demsgds
for the simpiification of the NHS pay structure
for the ancillary workers who are currently cov-
ered by a number of negotiating bodies called
Whitley Councils. ' i

The Liberal health panel says: “A move to-
wards common conditions of service for all or
most staff groups would emphasise the essen-
tial unity of the service.. . = S

“As the ca:ching-up process proceeds in-
ternal relativities are stabilised; opportunities
should be sought to draw together grades id dif-
ferent occupational groups with broadly;eiuiv-
alent pay. Progressively, all grades in the NHS
could eventually be grouped in a number of pay
bands... Wrme AR

“Simplifying the pay strcuture In this way
would make it easier to ensure that Health ser-
vice pay is kept broadly in line with moveménts
in pay elsewhere.”

‘ban’
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FROM: MISS M O'MARA
DATE: 17 DECEMBER 1986

CHIEF SECRETARY cc PS/Chancellor
Mr Scholar
Mr Turnbull
Mr Gray
Mr Mowl
Ms Sinclair
Mr Pickering
Mr Tyrie
GC/01

TODAY'S DEBATE: MR KINNOCK'S CRITICISMS

I understand you wanted a line to take on the charges Mr Kinnock made in the attached

extract from the debate on the Address on 19 November.

Zs Cumulative borrowing

[1974-75 to 1978-79 PSBR averaged £8.2 billion cash, £20.6 billion in real terms,

6% per cent of GDP.
1979-80 to 1985-86 PSBR averaged £9.4 billion cash, £11.7 billion in real terms)3i per cent

of GDP,

Since present Government already in office for more than 7 years, foolish to attempt to
cumulate PSBR for first 5 years only.]

RHG seems unaware that, adjusting as we must for inflation, PSBR under this Government

has averaged virtually half figure achieved by Party opposite, both in £billion and as share of
GDP.



3. Increase in tax burden

[Non-North Sea tax and NICs as percentage of non-North Sea GDP risen from 34.1 in
1978-79 to estimated 37.7 in 1986-87. Increase in taxes necessary in early 1980s to restore
prudent public finances and ensure PSBR brought down to levels compatible with reduction
in inflation. More or less stabilised since 1982-83.]

Compared with indexed tax regime of 1978-79, income tax now down by £8,000 million. [IF
PRESSED: Our record more generally reflects our determination to pursue prudent fiscal

policies and to bring down inflation. I make no apology for that.]

4. High sEending

[In real terms, estimated outturn of £159.9 billion for GGE in 1986-87 is higher than highest
figure of £144.6 billion reached under Labour Government in 1974-75 and 1975-76].

Under Labour, public spending (GGE) rose to 48% per cent of GDP in 1975-76. Well above
any figure reached under this Government [46% per cent in 1982-83] and almost
5 percentage points higher than projected figure for 1986-87 [43%].

\WWelag!
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[Mr. Lawson]

line with the PSBR envisaged at the time of the Budget.
Yesterday’s figures confirm that this year’s PSBR is well
on track, too.

The Leader of the Opposition claimed in a recent radio
broadcast that the Government were the
“highest borrowing, highest spending, highest taxing
Government ever”.

This is pretty rich——
Mr. Kinnock: You are rich.

Mr. Lawson: —coming from the Leader of a party
whose last spell in Government witnessed the PSBR rise
to the equivalent of £35 billion in today’s terms, public

spending taking the highest share of national output ever

in time of peace, and income tax at a basic rate of 35p in
the pound. What is more, they would do the same all over
again.

Mr. Kinnock: On those three issues, the first, as I am
sure the right hon. Gentleman cannot deny, is that,
cumulatively, given five years for five years, the borrowing
of the Government of which he has continually been a
member is higher than the borrowing of the five years of
Labour Government. On the second, the right hon.
Gentleman cannot quarrel with the fact that the tax
burden as a proportion of gross national product has been
higher—as much as 18 and 20 per cent. higher—under
the Government of which he has been a member than
under the last Labour Government. As for the third, the
highest spending has been the direct consequence of the
policies that the right hon. Gentleman has supported and
run — maintaining unemployment at outrageous rates
which has cost taxpayers and others immensely. 1 hope
that the right hon. Gentleman will withdraw the idea that
he is not part of the highest spending, highest borrowing,
highest taxing Government in British history.

Mr. Lawson: I certainly will not withdraw. On taxes,
however, I welcome the right hon. Gentleman’s conversion
to the cause of lower taxation. 1 hope that we shall now
experience a totally new Labour plan. The right hon.
Gentleman knows that public expenditure grew so fast
under Labour that the economy had to be handed over
from the Chancellor of the Exchequer to the International
Monetary Fund so that it could sort the mess out. As for
borrowing, the right hon. Gentleman is completely wrong.
It was substantially greater under Labour than it has been
during our period of office.

Much of the press reaction to the “Autumn Statement”
has been fairly predictable, too. On most subjescts the
press seems to have only two headlines to choose from.

Mr. Nellist: Will the right hon. Gentleman give way?
Mr. Lawson: No.
" Mr. Nellist: I asked about 15 minutes ago.

Mr. Lawson: The hon. Gentleman has been somewhat
pre-empted by his leader. He might have a word with his
leader to give more time to Back Benchers. It is not a
matter for me.

On public spending, the headline is either, “Cut, cut,
cut,” or “Spend, spend, spend.” The truth is more prosaic.
We are continuing on the path we have consistently
pursued throughout this Parliament. Our declared
objective has been to reduce the proportion of national

n2
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income taken by the public sector. We have a
every year since 1982, ard we plan to go on dc
the next three years, as set out in the “Autumn ;

Mr. Nellist: Will the hon. Gentleman give

Mr. Lawson: I shall give way to the hon.
but before I do, 1 shall say one other thing to th
Member for Sparkbrook. He made an astonis]
about the public expenditure plans. He said th
increase in the plans, to a significant exte
increase in the British contribution to the !
budget. The House may be interested to know
as planning totals are concerned, contribut
European Community budget are down by f£
for 1987-88, and down by £510 million for 1
right hon. Gentleman got that wrong as well.
way.

Mr. Nellist: Is the Chancellor aware thz
minutes ago, he spoke about the necessity to
wage costs? Is he aware that in the wes
according to the West Midlands Engingering
Association, 46 per cent. of all wage supplen
past 12 months were below 4 per cent., and !
were below 5 per cent., yet unemployment is
The right hon. Gentleman wants to do some
rising wages. Why does he not have a word
members of the president’s council of the C
calling for zero wage rises? Those 40 indiv
themselves a 19 per cent. wage rise last year
himself a 207 per cent. wage rise. Why does th
Gentleman not get the beam out of his eye bef
motes in other people’s eyes?

Mr. Lawson: I assure the hon. Gentleman t
have a beam in my eye. My salary has not
anything like that amount.

Of course, it is well known that, in
contributions to the European Community }
since 1978-79.

Mr. Nicholas Budgen (Wolverhampton, $
rose——

Mr. Lawson: I must get on. I have given
deal — far more than the right hon. M
Sparkbrook did.

In the decade prior to our election in 1979, 1
spending grew at an average annual rate of
cent. in rcal terms. In our first Parliament, be
world recession and the post-dated chequ
inherited, we managed only to slow the growth
to an average rate of 2} per cent. a year. But s
this Parliament, we have managed to curb th
spending to 13 per cent. a year. The increas
over the next three years is at the still slower r
cent. a year. All these figures, incidentally,
proceeds of privatisation, so as to show the
trend.

The second element of continuity is our de
that spending should not be financed b
borrowing. That is why I have made it clear
coming year, 1987-88, 1 will not allow the p
borrowing requirement to exceed the 1-75 j
GDP indicated in the medium term financial

I can well understand that continuity |
unfamiliar concept in the party of the right hc
for Sparkbrook. The last Labour Governmen
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FROM: ANDREW TYRIE
‘ DATE: 17 December 1986

CHIEF SECRETARY

cc Chancellor
Financial Secretary
Economic Secretary
Minister of State
Mr Cropper
Mr Ross Goobey
Mr Pickering
Mr Turnbull

Aubmvﬁ

Jill said you would 1like a line on the £28 billion, theixr
abandonment of pledges, Meacherisms, and the recent updating
of the costings. I attach a draft passage for you to use on
the £28 billion tonight.

254 Abandonment of pledges

At the moment we are ignoring statements by Labour which
imply that they are discarding policies so I +think the best

line is to hammer on with the £28 billion figure.

318 I think the 1line to take on the attached extract from
Hansard (Prescott) which Jill passed to me for comment, should
be:

(i) is the HM telling us that the Labour party has dropped
its commitment to a 35 hour week, to the reduction

of the retirement age, to a minimum wage?
(ii) is the HM still backing Southwark's extraordinary
scheme to try and create a million jobs at a cost

of £20 billion over two years?

4. Updating and Meacherisms

1 think you have the choice of either deploying the further



£9 billion of pledges made at Labour's Party Conference or
Meacherisims 1in general. Para 5 of the speaking note takes
the former 1line. I attach the extract from the Chancellor's
speech which sets out Mr Hattersley's conference bill - the

extra £9 billion.

Sie For knockabout at the end Bryan Gould seems the most
appropriate target. He is a new target, and I have not seen
the quotations I circulated earlier in the week used against

him.

Jor -

ANDREW TYRIE
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.5t week my RHF the Chief Secretary wrote to the RHG
for Sparkbrook to ask whether the RHG for X's (Prescott)
£6 billion 1levy on businesses for training was now
Labour policy. Punch drunk with fending off these pledges

he has passed the buck to (Gould).

2 But the RHG for Sparkbrook has had an excuse -
he's been standing in for his 1leader, playing the

statesman in America.

3 This visit has surely snuffed out the last flicker
of <credibility in Labour's fitness to govern. The
RHG for Islwyn's attempts to reassure our US and NATO
allies that Labour has a credible defence strategy
has met with no more success than the RHG for
Sparkbrook's attempts to convince the British public

that Labour have an economic strategy.

4, What credibility can Labour hope to salvage when
one of their front backbench spokesmen (Prescott)
endorses a plan which would increase 1local authority

spending by £20 billion over 2 years?

5 What credibility can there be for a Party whose
conference responds to the exposure of £28 billion
of spending plans not by cutting them, but by adding

a further £9 billion?



654 What credibility can a Party have with British
industry when it comes forward with a plan to impose

a £6 billion levy on them?

it (This is a good lead in to the Gould quotation

from Tribune, attached)

s No wonder the RHG for Sparkbrook has given up
the task. And even before the dust has settled on these
plans we have a report that the shadow Cabinet are

considering a proposal to increase Corporation Tax

by £3 billion. (s« MQM
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Labour in
research

cash call, 2

By Barrie Clement o

PLANS FOR a future Labour
Government to raise an extra
£3bn from corporation tax in its
- first term to fund civil technologi-
cal research are being considered
by the Shadow Cabinet.

A document drawn up by
Jeremy Bray, the party’s spokes-
man on science and technology,
seeks a commitment to force in-
dustry to recycle profits into re-
search and development.

It says that Britain spent only
1.6 per cent of its national income
on rescarch in 1983, compared
with 2.5 per cent in West Germa-
ny and Japan.

The paper was launched at a
conference to announce a pres-
sure group set up by the white col-
lar union ASTMS to promote an
“industrial and political lobby”
for science and technology.

10|!
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“The idea that there should be a 1 per cent. levy is not

policy. It wasn’t described as policy by John, and I can’t
imagine it’s going to be policy.”
Yet last night, when winding up for the Opposition in this
very debate, the hon. Member for Kingston upon Hull,
East reaffirmed his commitment to a 1 per cent. levy on
business turnover, today, when asked a straight question
by my hon. Friend the Member for Glanford and
Scunthorpe, the right hon. Member for Sparkbrook was
totally unable to give a straight answer.

We are always pleased to have the contribution of the
hon. Member for Kingston upon Hull, East to our
parliamentary debates. The House will recall how earlier
this year he said of the right hon. Member for
Sparkbrook’s pledge to create a million jobs:

“How did we get this policy of 1 million jobs? Who worked
on the programme? Promises such as this simply label us with
targets we cannot achieve and expose our credibility.”

That is what the hon. Gentleman said, and quite right too.
The right hon. Member for Sparkbrook and his hon.
Friend should speak to each other occasionally as that
might save them one or two problems.

As for income tax, the right hon. Member for
Sparkbrook tried for some weeks to maintain that while
Labour’s plans would mean a savage increase in the higher
rates of income tax, there would be no increase in the basic
rate. Needless to say, no one believed him, but the gaffe
was well and truly blown by his NEC colleague, Mr. David
Blunkett, who said:

“In my view there will have to be a return to a higher
standard rate of income tax and people will respect us for
saying so.”

So much for the right hon. Member for Sparkbrook.

Where do the Opposition stand on the other interesting
question of national insurance contributions? Last year
the right hon. Member for Sparkbrook was somewhat
dismissive about the reductions that I announced in the
Budget in the rates of national insurance contributions for
the lower paid. During Second Reading of the Finance Bill
the right hon. Gentleman said:

“the Labour party has never believed that such changes to the
cost of labour and employment could contribute to the
solution of the central problem of thc cconomy, which is the
reduction in unemployment.” — |Official Report, 25 April
1985; Vol. 78, c. 35.]

Yet within a year he was on the air telling Mr. Jimmy
Young:

“If we make jobs less expensive for companies by reducing
national insurance contributions that employers pay, then
they’ll take on more labour. So we’d like to cut the national
insurance contributions.” !

In other words, on this, as on every other issue, the right
hon. Member for Sparkbrook stands on his head.

About the only area of economic policy where we get
a measure of unity and clarity from the Opposition is
public spending. They all want as much of that as they can
get. As a result, the total cost of their irresponsible pledges
is rising all the time. :

The Labour party conference was always likely to be an
expensive week for the right hon. Member for
Sparkbrook. In conjunction with my right hon. Friend the
Chief Secretary, I have costed five new pledges that
Labour made at Blackpool. A winter heating premium
would cost nearly £200 million; a higher Christmas bonus
for pensioners, another £100 million; the abolition of
standing charges for pensioners, £550 million ; new policies
on energy, at least £350 million; and the latest pension
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increase promised by the hon. Member for Oldham, West
(Mr. Meacher), a cool £8 billion a year. All in all, that
means yet further spending commitments of some £9
billion a year—an expensive week indeed.

Once again, the right hon. Member for Sparkbrook has
been knocked over in the rush to spend more, and the hon.
Member for Dagenham (Mr. Gould), who is sitting
quietly, has been brought in, far too late, to try to put
Humpty Dumpty together again.

Mr. Hickmet: What analysis does my right hon. Friend
make of the promise of the hon. Member for Kingston
upon Hull, East (Mr. Prescott) to use the nationalised
industries to employ more men as part of a Socialist policy
to reduce unemployment?

Mr. Lawson: My hon. Friend is right. As I said earlier,
massive overmanning was one of the problems with which
we had to deal when we came to office. That is what
Labour is pledged to recreate in the areas in which it
believes it will have responsibility.

Mr. Dave Nellist (Coventry, South-East) rose

Mr. Lawson: The economic strategy set out in the
Gracious Speech continues the strategy that we have
pursued consistently since 1979. Over the past seven years
we have gradually brought down the growth of money
GDP, so as to squeeze inflation out of the system and
hence make room for real growth. We have brought
inflation down from the appallingly high levels generated
by the policies of the previous Government— when it
averaged more than 15 per cent. a year—to the lowest
levels seen for a generation.

Ever since inflation first dropped into single figures in
April 1982, the Opposition have made confident
predictions that it would rise again. During the last general
election campaign the right hon. Member for Sparkbrook
told the nation that:

“Inflation is ready to rocket again. By this time next year,
it will be back in double figures.”

At the time I said that that was poppycock, and so it
proved. Each time the Opposition have predicted higher
inflation, and each time they have been wrong.

To give them their due, it used to be the case in this
country that we could not have sustained economic
growth without a pick-up in inflation—at least, that is
what the record seemed to show. Commentators used to
debate endlessly the trade-off between growth and
inflation as if they were bound inexorably together. But
over the past five years we have shown that we can have
steady and sustained growth without a revival in inflation
— indeed, while inflation continues to come down. In
each of the three years during which I have been
Chancellor, the growth rate and the inflation rate have
been within 2} percentage points of each other. In no
Labour year was that even remotely true. Indeed, in one
of Labour’s years the gap was as much as 25 per cent.

For the past five years, economic growth has averaged
almost 3 per cent. a year and is set to continue at this
steady rate in 1987. Again, there has been no shortage of
predictions that growth was about to peter out. Indeed,
such predictions have occurred regularly, year in, year out
—ever since 364 economists claimed that the economy
could never recover from the Budget of 1981.

As recently as a few months ago, I was told that the
effects of the halving of the oil price would spell the end
of the upswing unless I boosted Government borrowing,
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[Mr. Prescott]

geral of the industrial training boards and witnessed a

lapse in the number of apprenticeships. If British
companies invested only | per cent. of turnover on
training, that would raise between £6 billion and £8 billion.
The taxpayer would then not have to find the £2 billion
now needed for the skivvy youth training and community
programme schemes.

The Chancellor asked me how much Labour's
programme would cost. The Chief Secretary to the
Treasury has made some scandalous charges. He should
be thrown out of accountancy in view of what he said
about the costing of Labour’s programme. The Chief
Secretary has trawled through various speeches and
documents, some of them quite wrong, and discovered,
apparently, that our training programme would cost £900
million. Let me tell him, the analysis was incorrect. More
importantly, why should we not impose a levy on industry
to pay for training? Previous Tory Governments used to
believe in levies because industry would not invest in
training. Do not be surprised, industry will pay for
training as our competitors and many industries abroad
already do. We are short of every kind of skill in this
country and we have to make a rapid and radical change
in our training programme. There is no doubt about that.
We know that it costs money. Industry is not paying
anywhere near its fair share, even on the Chancellor’s own
evidence.

Many of the 26 proposals mentionéd in the document
are wrong. The Chief Secretary has already admitted that
perhaps on education he was wrong. He quotes speeches
and documents. The Labour party will put through its
commitments in the manifesto when we decide them in the
normal way. I shall give the House some examples. The
Chief Secretary said that there is a commitment to a
35-hour week. That is not a commitment anywhere in our
document although we might like to move towards it. The
Chief Secretary gives us a bill of £3,000 million for that.
He also mentions early retirement at 60. That is something
that the Government have regrettably changed. He gives
us a bill of £2,600 million, but that is not a commitment.
We also have no commitment as to precisely what the
minimum wage would be. There is a commitment to a
minimum wage but one cannot possibly estimate the cost
without knowing what that wage will be. Yet, the Chief
Secretary tells us that it will cost £1,000 million. Therefore,
there is a total bill of £6,600 million and no commitments.
It is a charade. The Chief Secretary should answer those
questions.

If the Chief Secretary looks at our document he will
also see that money should be made available for housing.
We are witnessing the building of for2,000 houses fewer
per week-than we did under a Labour Government. That
is one indictment of the Government. The local authorities
have the money — £6 billion in capital receipts — and
there are 500,000 building workers unemployed. My
constituency has worked out a programme for 1,000
houses at a cost of £66 million a year. That would provide
4,000 jobs and good training. I can give the House many
public expenditure examples where the Chief Secretary
calls for the money from the EEC.

We are-working extremely hard to see where the extra
jobs will come from, whether in nationalised industries,
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local authorities or the private or public sectors. Yes, they
can do much more to provide jobs and they will, make no
mistake about it. .

There is one carefully costed document that I would like
to give the Chief Secretary. It has been worked out in detail
with the financial people and spells out precisely what the
Jobs are and where they will come from. It is an inner city
authority with a massive housing problem and is in
massive decline, which is recognised by the Government
in their inner city partnership schemes. That authority is
Southwark. It has produced a plan which shows precisely
where the jobs will come from. There will be 5,800 jobs,
25 per cent. of them in housing and about 20 per cent. in
social services. I notice that many of the jobs provided in
social services are to deal with the problem created by the
Government when they kicked people from mental
hospitals in the name of community care and dumped
them on local authorities without providing the resources
for the authorities to deal with that.

I hear the Government talking about £4-5 billion they
are giving to local authorities to assist them in their
expansion programmes. Local authorities have lost over
£20 billion in the reduction in the rate support grant. That
is why we have seen a reduction in jobs and services. We
must be prepared to look at the needs of our inner cities,
the needs of our services, the need to build houses and the
need to train. Many of our local authorities, which have
been doing a valiant task trying to create jobs and improve
services, could provide a considerable amount of the jobs
we are talking about.

I'shall let the Chancellor into a secret. A proportion of
the 1 million job target that we have set to achieve over the
two-year period will almost certainly come from local
authorities. I have three projects before me now:
Lancashire enterprise body, Southwark and the Hull
corporation. We could certainly put together 10,000 jobs
there if he is prepared to take those targets now. We can
do that if the resources are available. Local authorities are
engines of growth. They are important in the development
of our economy. It is all very well for the Chancellor to
smile but his proposals today hope to use the local
authorities in the spirit of election because they learned a
lesson. In 1983, the only time when the figures showed a
flip upwards in reducing unemployment, the Chancellor
told local authorities to spend, spend, spend public money
because he wanted to reduce unemployment before the
general election. The Chancellor has done the same today.
No doubt the Budget statement in March will add to the
tax cuts in today’s proposals.

The Opposition believe that local authorities and
nationalised industries can play a role in keeping real jobs,
with real money, meeting real need. We shall provide the
alternative to the skivvy community programme and YTS
schemes which the Government have used to reduce the
figures. We shall provide real jobs and real money to meet
real need.

9.40 pm

The Chief Secretary to the Treasury (Mr. John
MacGregor): One of the penalties of trying to allow
everyone to speak in the debate and therefore having only
short wind-ups is that I cannot, alas, refer to as many
contributions as I would have liked.

All of us recognise—and no one would claim to the
contrary — that, despite the improvement in the
economy, there are still, and always will be, enormous
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politics, the debate about the
direction the Labour Party
should take is in danger of
over- snmphf'cztmn .The
debate is often presented as a .
straight Left/Right conflict.

The party activist is told he
must choose between
Right’s claim, on the one
hand, that Labour is fatally
handlczpped by policies
which alienate the electorate
and which must therefore be
abandoned, and, on the other
hand, the Left’s_ argument
that a concern for
electoral success” should not

of a renewed commltment to
those pohcxes. Beee T

chhotomy g

But what ifueither of those
propositions is correct? What
if the. dichotomy between
Labour’s policies and elec-
toral success is a false one?

is mistaken and the Left is, as
a consequence, led to draw
the wrong conclusions itself?.

evidence to show that it is not
Labour’s pohcles which pre-

vent it from winning popular
support. It is rather the credi-

bility of the party as a whole, . -

AS IS so often in the case of"

A policies. . -+ - -
the .

N TR
; BRYAN GOULD

“mere

be allowed to stand in the way-
s infigitely more
- than the views of the elec-

What if the Right’s analysis - -

There is a good deal of

qm(e apart l'rom its lndmdual
pohcxes, which raises doubts
in the minds of the electorate
and which then spills over
into a scep(xclsm about the. -

This process was seen qulte

" clearly at the time of the 1983
geaeral election. After years_ .

of conflict and squabbling,
the party looked more like 2

rabble than a potential gov-
ernment; and, having made it

pam[ully clezr that our own -

internal preoccnpatlons were .
importaant

torate, we had no right to be -

surprised when voters de- -

clined the sudden invitation
to become involved again on
election day. -

The sheer meptltude of our

: campalgn. and our incompet-

ence in some of the basic
political skills, reinforced -

this impression. The coasequ- -

ence was that even on those
issues where the electorate-

l'or pohcles whlch would
otherwise Iuve been sup-

ported % > 3 :'

Let us (ake a “concrete

:.example.—The question of

G -

"Cruise missiles was an issue
which featured strongly in the )
‘run-up to and during the
general election campaign. :
The table below shows the

" extent ofopposmon to Cruise

" missiles in the period before

= and after the 1983 elections |
= ‘campaign, and the level of.
. support for Labour over the-

same period. (Source. MORIF .
and NOP) . : :

| —

: Clear majorlty

What this (zble shows very

clearly is how closely opinion .
. oa the desirability of Cruise

missiles was linked to the
geoeral level of support for
the Labour Party as a whole.

. At the beginning of the year,

" when Labour support was

would normally have backed * ot

the Labour position, public

support declined. It was not ~

that Labour was handicapped
by umpopular policies, but
that Labour’s general risk of
credlbrhty destroyed support -

" party

_funniog at 36 per cent, there

was a clear majority agamst .

Cruise missiles.

As Labour support dropped
to 28 per cent in the run-up to
and during the election cam-

paign, the anti-Cruise major-" -

ity first dwindled and was
then. reversed altogether.
With the election of 2 new
leadership and the

to 37 per cent, the anti-
* Cruise ma;orlty re-asserted

J itself. GEE ‘--.":

S0 _;_;. = i

:;. The conclusion is unmis:

takable. It was Labour’s gen-
eral unpopularity and lack of
credibility which affected at-
titudes towards one of
Labour’s main policies. It
was not the policy which
handicapped Labour, but the
party’s loss of standing with
- the electorate which jeopar
dised theipolicy.. ! 3. &%

A similar point can be
“made in respect
major planks
platform. Anti-EEC senti-
ment was running strongly
. before the election; the
party’s policy on the issue
should have been a vote-
winner. Yet, in line with
Labour’s Ioss of credibility,
the public lost faith in our
EEC policy, only for- anti-

EEC feeling to re-assert itself -

strongly once the nadir in

The L@ﬁ massi iake ezemma @@Ea@s@

2 renvnl of Labour s s(audmg — Labour s

@?E@@E

l'ortunes :
passed. )

Ino the same way, |t is now
geoerally assumed that our

" economic pulicy was a vote--

loser. Yet nothing should
have been easier than to show-
people thut we did not have to
endure over 3 million unem-
ployed. Again, it was the
party which lacked credibil-
ity, rather than the policy.
People could not see Labour

" as a potential Government;

*. they were therefore d:sclmed

of other _
“in” Labour’s”

- to believe the remedies we ST
ofTered.

The le:suns for lhe Left are _
clear. We do not have to
abandon our policies in order
to seek electoral support.
On the contrary, the two
objectives go hand in hand.
Furthermore, if we fail to pay
sufTicient zuennon to the
electorate, we forfeit their

- support l'or our policies.

the Left
the

In other words,
(and particularly

Support for Cruise Missiles

-Support for Labour

had .
0. o itsell to swallow a false ana-

S0-

called hzrd Lef() has allowed

Iysis. Commitment to policies
" does not require that the
wider electorate (from which
we shall need 3 million extra
votes ea 1987/88) should be
ignored or treated with con-
tempt. There is no(hmg un-
socialist about noonng the
wider electorate, since this is
the pre- condmon not just for
gaining power, but for retain-
ing and building support ror
our pohcxes. B 5

e,

Demo pohtxcs

Ezch ume we reduce our
credibility with the electorate
by resorting to demo-politics,

-or by speaking the language
of violence or by pretending
to be some sort of revolutio-
nary movement, we betray the
issues we clanm to care about,
and we abandon (he people we

- claim to defend. b

We must cons:ouslv eschcw
the introversion and self-delu-
sion which have weakened our

~

Yes appeal . to, and our an-
1983 SRS he i . T derstanding of, people whose
January 36 L S ~36. .« ;- . support we bave lost. It is
May ... 42 44 33. % time for the Left to take
June 5w i 48 38 @8 electoral pollhcs senously
September -’ 45- - 44 o LR e = <
Octaber 43535 551 37 e s Br\an Gauld is the Labour MP
November 38 50 R ey Dagenham =
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I attach the final draft of the speech for today's Autumn Statement

Debate, which the Chancellor drafted yesterday evening.
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CHANCELLOR'S SPEECH IN AUTUMN STATEMENT DEBATE.
17 DECEMBER 1986

MR SPEAKER

[ BEG TO MOVE THE MOTION THAT STANDS IN MY NAME AND THOSE
oF MY RT HON FRIENDS.

THIS IS THE NOW TRADITIONAL DEBATE ON THE AUTUMN
STATEMENT.

IT 1S, OF COURSE, A RELATIVELY RECENT TRADITION.

THIS IS ONLY THE FIFTH AUTUMN STATEMENT.

THE FIRST WAS THE INVENTION OF MY PREDECESSOR., MY RT Hon
FRIEND THE PRESENT FOREIGN SECRETARY, IN 1982: AND I HAVE
BEEN RESPONSIBLE FOR THE SUBSEQUENT FOUR.

BUT THE TRADITION IS NONE THE WORSE FOR THAT.



THIS YEAR, HOWEVER, UNUSUALLY, WE HAVE ALREADY HAD OUR
DEBATE ON THE AUTUMN STATEMENT - BY COURTESY OF THE
OPPOSITION - ON THE DAY OF THE ORAL STATEMENT ITSELF.
BUT THAT DOES NOT MEAN THAT THIS DEBATE HAS TO GO OVER
THE SAME GROUND AS THE FIRST.

FOR IT GIVES THE HOUSE THE OPPORTUNITY TO CONSIDER FOR
THE FIRST - AND NO DOUBT THE ONLY - TIME THE REPORT ON THE
AUTUMN STATEMENT PRODUCED BY THE TREASURY AND CIVIL
SERVICE SeLect COMMITTEE UNDER THE  DISTINGUISHED
CHAIRMANSHIP OF MY RT HoN FRIEND THE MEMBER FOR WORTHING.,

CERTAINLY | FEEL COMPELLED TO DO SO.

FOR WHO COULD NOT FAIL TO BE MOVED BY THE POIGNANT WAIL
OF NEGLECT IMpLICIT IN THE COMMITTEE'S  SOLE
RECOMMENDATION - NAMELY THAT [ SHOULD MAKE ANY STATEMENTS
ON WHAT IT CALLS MACRO-ECONOMIC POLICY IN THE HOUSE AND
NOT OUTSIDE IT, AS | DID WITH MY LENGTHY EXEGESIS OF THE
GOVERNMENT'S FISCAL AND, IN PARTICULAR., MONETARY POLICY
70 THE LOMBARD ASSOCIATION EARLIER THIS YEAR.
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MoreoveR, THE RHM THE LEADER OF THE OPPOSITION REFERRED
APPROVINGLY TO THIS RECOMMENDATION ONLY LAST WEEK +

SOME OF US MAY BE A LITTLE SURPRISED TO DISCOVER THAT THE
RHG HAS DEVELOPED A TASTE FOR THIS SORT OF THING. GIVEN
THE MANIFEST INADEQUACY OF HIS UNDERSTANDING OF IT.

BuT | SUPPOSE THE SAME COULD BE SAID OF HIS RECENT
EXCURSIONS INTO THE FIELD OF STRATEGIC DEFENCE.

BE THAT AS IT MAY, [ HAVE TO TELL THE COMMITTEE, AND THE
RHG, THAT I PROPOSE TO CONTINUE AS I HAVE STARTED DURING
MY FIRST 3% YEARS AS CHANCELLOR - AND AS MY PREDECESSORS
HAVE BEFORE ME - MAKING SOME SPEECHES, SUCH AS THE
BUDGET, IN THE HOUSE, AND OTHERS, SUCH AS THE ANNUAL
SPEECH TO THE LoRD MAYOR’S MANSION HOUSE BANQUET, OUTSIDE

IT,

[ READILY CONCEDE THAT SOME MAY FEEL A SENSE OF
DEPRIVATION FROM THE FACT THAT THIS GOVERNMENT HAS



REVERTED TO THE OLD-FASHIONED PRACTICE OF HAVING ONLY ONE
BUDGET A YEAR, UNLIKE THE PREVIOUS LABOUR GOVERNMENT,
WHICH WAS FORCED TO HAVE THEM EVERY FEW MONTHS.

But I AM NOT SURE THAT THE SENSE OF DEPRIVATION IS SHARED
THROUGHOUT THE HOUSE.

WHEN, IN THIS YEAR'S BUDGET SPEECH, TOWARDS THE
CONCLUSION OF A RELATIVELY BRIEF PASSAGE, | UTTERED THE
WORDS “I WILL SAY NO MORE ABOUT MONETARY POLICY”, THE
REACTION WAS SCARCELY ONE OF PROFOUND DISAPPOINTMENT.
INDEED, HANSARD RECORDS HON MEMBERS AS HAVING INTERJECTED
“HEAR, HEAR".

NONETHELESS, THIS IS CLEARLY THE OCCASION TO RESPOND TO
THE SELECT COMMITTEE'S REPORT, UNIMPRESSIVE THOUGH IT IS,
LET ME HASTEN TO ADD THAT | DO NOT BLAME THE MEMBERS OF
THE COMMITTEE FOR THE POOR QUALITY OF THEIR REPORT -
CERTAINLY NOT THOSE ON THIS SIDE OF THE HOUSE.

THE SUBJECT-MATTER IS INHERENTLY COMPLEX AND DIFFICULT.
AND IT IS CLEAR THAT THEY HAVE BEEN[EENSPTCUOUSQEKILL-



SERVED BY THEIR[gy_IHE—NHOLE—RAIH&R4M¥HJQL£11L£CI4GN OF

~SO=CALLED \SPECIALIST ADVISERS,

THE REPORT LEVELS TWO MAIN CHARGES.

THE FIRST IS THAT “THE OPERATION OF MONETARY POLICY HAS
BECOME INCREASINGLY OBSCURE.,”

THE SECOND IS THAT IN A NUMBER OF AREAS - TO QUOTE THE
REPORT'S CONCLUDING PARAGRAPH CONTRIBUTED BY THAT
DISPASSIONATE SEEKER AFTER TRUTH, THE HON MEMBER FOR
GRIMSBY - “THERE HAS BEEN A SUBSTANTIAL CHANGE OF
PoOLICY”,

I WILL DISCUSS EACH CHARGE IN TURN.

THE FIRST CAN BE QUICKLY DISMISSED.

As MR GORDON PEPPER, WHO HAS FORGOTTEN MORE ABOUT
MONETARY POLICY THAN MOST OF THE COMMITTEE’S SPECIALIST
ADVISERS HAVE EVER UNDERSTOOD, PUT IT IN A TALK TO THE
FOREX ASSOCIATION OF LONDON EARLIER THIS MONTH,



“MR LAWSON HAS GONE OUT OF HIS WAY TO EXPLAIN HOW
MONETARY POLICY IS BEING OPERATED IN PRACTICE, AND
HOW IT HAS EVOLVED, PROBABLY MORE SO THAN ANY
PREVIOUS CHANCELLOR.”

As I HAVE TIME AND AGAIN MADE CLEAR, THE CENTRAL TASK OF
MONETARY POLICY IS TO CREATE MONETARY CONDITIONS THAT.
OVER TIME, WILL BRING STEADY DOWNWARD PRESSURE ON THE
RATE OF GROWTH OF MONEY GDP, AND HENCE ON INFLATION.

THE PRINCIPAL INDICATORS OF MONETARY CONDITIONS ARE THE

RATE OF GROWTH OF BOTH NARROW AND BROAD MONEY, AND THE
BEHAVIOUR OF THE EXCHANGE RATE.

IN PRESENT CIRCUMSTANCES, WHEN THE BEHAVIOUR OF BROAD
MONEY HAS BEEN PARTICULARLY DIFFICULT TO INTERPRET, IT IS
THE BEHAVIOUR OF NARROW MONEY, MOST CONVENIENTLY MEASURED
BY MQT}AND THE EXCHANGE RATE., THAT HAVE ASSUMED GREATEST
IMPOg?;NCE. ND THE ESSENTIAL INSTRUMENT OF MONETARY
POLICY IS THE LEVEL OF SHORT-TERM INTEREST RATES,
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THE ComMITTEE APPEAR TO SUGGEST THAT MONETARY POLICY IS
UNCERTAIN BECAUSE THE GOVERNMENT IS UNWILLING TO RAISE
INTEREST RATES WHEN IT IS NECESSARY TO DO SO,

IF THAT WERE TRUE., IT IS DIFFICULT TO UNDERSTAND HOW
INTEREST RATES HAVE COME TO STAND AT THE LEVEL THEY DO
TODAY.,

gramc

SO LET ME NOW TURN ToO THE COMMITTEE’S SECOND CHARGE: THAT

IS, THAT THERE HAS BEEN A SUBSTANTIAL CHANGE OF
GOVERNMENT PoLICY,

IT IS IMPORTANT TO BE CLEAR ON WHAT IS IN QUESTION HERE,
THE COMMITTEE ALLOW THAT OUR CENTRAL OBJECTIVE HAS BEEN
THE SAME SINCE 1979 - TO REDUCE INFLATION AND TO CREATE
THE CONDITIONS FOR SUSTAINABLE GROWTH.

AND THEY ACCEPT THAT ECONOMIC POLICY HAS ALWAYS HAD TWO
ESSENTIAL ELEMENTS: FIRM CONTROL OF MONETARY CONDITIONS
AND THE REDUCTION OF PUBLIC BORROWING.
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WHAT THE COMMITTEE - AND SOME OTHERS - CLAIM TO HAVE
FOUND ARE CHANGE??) IN THE WAY WE HAVE PURSUED AN
UNCHANGING OBJECTIVE.

LOOKING FIRST AT MONETARY POLICY, LET ME START WITH WHAT
HAS NOT CHANGED., AND COME ON TO WHAT HAS.

THERE HAS BEEN NO CHANGE WHATEVER IN THIS GOVERNMENT'S
VIEW THAT MONETARY POLICY IS THE KEY TO CONTROLLING
INFLATION.,

THERE HAS BEEN NO CHANGE\\N OUR VIEW THAT INTEREST RATES
ARE - AND MUST BE THE JESSENTIAL INSTRUMENT OF THAT
POLICY.

AND THERE HAS BEEN NO CHANGE IN OUR VIEW THAT A SOUND
MONETARY POLICY NEEDS TO BE ACCOMPANIED BY A PRUDENT
FISCAL POLICY - BY WHICH I MEAN A LOW BUDGET DEFICIT.

THE COMMITTEE SUGGEST THAT WHAT THEY CALL “THE ENHANCED
ROLE” FOR INTEREST RATES IS NEW,



LI PE NOSRTMINSOE

BUT THAT 1S SURELY EXAGGERATED. TO SAY THE LEAST.
MONETARY POLICY, EVERYWHERE AND ALWAYS, HAS TO OPERATE
THROUGH INTEREST RATES, FOR THE SIMPLE REASON THAT
INTEREST RATES ARE THE PRICE OF MONEY

EVEN AS FAR BACK AS 1980, IN THE GREEN PAPER ON MONETARY
CONTROL, IT WAS EXPLICITLY ACKNOWLEDGED THAT, ALONGSIDE
FISCAL POLICY,(iiiij:NAIN INSTRUMENT FOR CONTROLLING
MONETARY GROWTH WAS INTEREST RATES.

[ READILY CONCEDE. THOUGH, THAT IN THE IMPLEMENTATION OF
poLICY. A NUMBER OF THINGS HAVE CHANGED.,

FIRST, INTEREST RATES HAVE COME TO BEAR MORE WEIGHT IN
RESTRAINING MONEY AND CREDIT BECAUSE WE HAVE -~ QUITE
RIGHTLY — SWEPT AWAY A WHOLE APPARATUS OF CONTROLS.

WHEN WE TOOK OFFICE, WE INHERITED A CORSET FOR BANKS.
FOREIGN EXCHANGE CONTROLS FOR EVERYONE, AND MORTGAGE
RATIONING FOR THOSE BUYING HOUSES.

SUCH CONTROLS HAVE INCREASINGLY BECOME UNWORKABLE ., AS THE
FINANCIAL SYSTEM BECOMES MORE SOPHISTICATED.

9
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HEILR DEMISE
T)X’g INEVITABLY PUTS MORE IMMEDIATE WEIGHT ON INTEREST
RATES AS THE INSTRUMENT OF POLICY.

SECOND, WE DID FOR A WHILE COME TO USE SYSTEMATIC
OVERFUNDING - THE PRACTICE OF SELLING MORE GILTS THAN
NEEDED TO FUND THE PSBR - AS A WAY OF REDUCING THE
RECORDED GROWTH OF £M3,

THIS LED TO UNDESIRABLE DISTORTIONS IN FINANCIAL MARKETS.
gﬂ&tﬁ ALSO MADE POLICY HARDER TO OPERATE.

WE CONCLUDED THAT THE PRACTICE COULD NOT BE JUSTIFIED - A
POINT MADE FORCEFULLY IN THE PAST, AS [ RECALL BY THE
SeLecT COMMITTEE ITSELF - AND | EXPLAINED THAT FULLY IN
LAST YEAR'S MANSION HOUSE SPEECH.

THIRD, | ACCEPT THAT IN SETTING INTEREST RATES IT HAS
BECOME HARDER TO USE AS A GUIDE THE PARTICULAR MEASURE
KNOWN AS £EM3.

BUT THIS IS IN NO SENSE A BOLT FROM THE BLUE.
THEe 1980 GREEN PAPER SAID THAT “NO SINGLE STATISTICAL

10



MEASURE OF THE MONEY SUPPLY CAN BE EXPECTED FULLY TO
ENCAPSULATE MONETARY CONDITIONS" .

In 1980, IT DID MAKE SENSE TO HAVE ONLY ONE TARGET
AGGREGATE, AND ONE WITH WHICH THE MARKETS WERE ALREADY
FAMILIAR, BECAUSE IT WAS IMPORTANT TO GIVE A CLEAR AND
SIMPLE INDICATION OF OUR COMMITMENT TO FINANCIAL
DISCIPLINE.

BUT IN THE DAY-TO-DAY OPERATION OF MONETARY POLICY. WE
RECOGNISED, TO QUOTE THE GREEN PAPER AGAIN, THAT “IT IS
INSUFFICIENT TO RELY ON ONE MEASURE ALONE” .

WE ALSO RECOGNISED THAT THE DEFINITION USED AND THE
CHOICE OF TARGET AGGREGATES MIGHT NEED TO BE ADJUSTED. IN
THE WORDS OF THE GREEN PAPER. "as CIRCUMSTANCES CHANGE"
AND "IN THE FACE OF LONG TERM CHANGES IN THE
INSTITUTIONAL STRUCTURE".

AND, OF COURSE, THAT 1S WHAT HAS HAPPENED.

CIRCUMSTANCES HAVE CHANGED, AND THE INSTITUTIONAL
STRUCTURE HAS ALTERED, WITH THE RESULT THAT THE BEHAVIOUR
oF EM3 HAS BECOME INCREASINGLY HARD TO INTERPRET,

11



IN WHAT ATTEMPTS TO BE A SERIOUS DISCUSSION OF MONETARY
PoLICY, THE CoMMITTEE’S REPORT MAKES HARDLY ANY MENTION
OF THESE DEVELOPMENTS,

AND IT 1S EVEN MORE EXTRAORDINARY THAT THERE IS NO
REFERENCE AT ALL TO EXPERIENCE OVERSEAS.

For UK EXPERIENCE HAS BEEN SIMILAR TO THAT OF THE OTHER
MAJOR COUNTRIES, MOST OF WHICH - INCLUDING GERMANY - HAVE
FOUND THEIR MONETARY TARGETS OVERSHOOTING THIS YEAR,
WHILE INFLATION HAS UNAMBIGUOUSLY COME DOWN.

WE CANNOT AND DO NOT IGNORE THE CONTINUED RAPID GROWTH OF
£M3 AND OTHER MEASURES OF BROAD MONEY.

BuT FOR A LONG PERIOD NOW, THIS GROWTH HAS PROVED
CONSISTENT WITH DOWNWARD PRESSURE ON INFLATION.

SO IT MUST BE LOOKED AT IN CONJUNCTION WITH THE EVIDENCE
OF OTHER INDICATORS.

PRINCIPAL AMONG THESE 1S MO - THE BROAD MONETARY BASE -
WHICH HAS PROVED A RELIABLE INDICATOR., WITH A STABLE
TREND IN VELOCITY, FROM—YEAR—FO-YEAR,

12



THIS IS WHY., THROUGHOUT MY TIME AS CHANCELLOR, | HAVE
CHOSEN TO SET TARGETS FOR NARROW MONEY IN TERMS oF MO.

THE SeELecT COMMITTEE SAY THEY ARE NOT CONVINCED THAT MO

IS A USEFUL INDICATOR OF MONETARY CONDITIONS.
THEY DO NOT SAY WHY.

MISLEADING BECAUSE THE BEHAVIOUR OF Ml IN THE EARLY 1970s
DID NOT FORESHADOW THE SUBSEQUENT INFLATION.

HAD THEY LOOKED AT THE BEHAVIOUR OF MO IN THE EARLY 1970s
INSTEAD, THEY WOULD HAVE SEEN THAT IT DID, INDEED, WARN
OF COMING INFLATION,

IN OPERATING AND FORMULATING MONETARY POLICY, THE

EXCHANGE RATE IS VERY IMPORTANT BOTH AS A TRANSMISSION
MECHANISM AND AS AN INDICATOR OF MONETARY CONDITIONS,

IN THIS COUNTRY, AS IN THE OTHER MAJOR ECONOMIES, IT HAS
COME TO PLAY A MORE PROMINENT POLICY ROLE IN RECENT
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YEARS, AS INSTITUTIONAL DEVELOPMENTS HAVE MADE THE
MONETARY AGGREGATES MORE DIFFICULT TO INTERPRET.

Bur As LoNG AGo As 1980 AND EARLY 1981, INTEREST RATES
WERE REDUCED BECAUSE THE EXCHANGE RATE WAS INDICATING
THAT CONDITIONS WERE TIGHT, DESPITE A MONETARY OVERSHOOT.
THE 1982 MTFS EXPLAINED THAT - AND [ qQuoTE -

“THE BEHAVIOUR OF THE EXCHANGE RATE CAN HELP IN THE
INTERPRETATION OF MONETARY CONDITIONS, PARTICULARLY
WHEN THE DIFFERENT AGGREGATES ARE KNOWN TO BE
DISTORTED ... THE GOVERNMENT CONSIDERS IT
APPROPRIATE TO LOOK AT THE EXCHANGE RATE 1IN
MONITORING DOMESTIC MONETARY CONDITIONS AND 1IN
TAKING DECISIONS ABOUT POLICY”.

SO THERE NEED BE NO SURPRISE ABOUT AN INEVITABLE AND,
MANY WOULD SAY, DESIRABLE DEVELOPMENT IN THE APPRAISAL OF
MONETARY CONDITIONS,

NoR, AS THE DATE OF THAT QUOTATION SHOWS. 1S THERE

ANYTHING PARTICULARLY RECENT ABOUT THIS EVOLUTIONARY
CHANGE ,
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FiscAL poLiIcY

LET ME NOW TURN TO FISCAL POLICY.,

THE COMMITTEE’S COMPLAINT HERE IS NOT THAT THE
GOVERNMENT'S POLICY HAS CHANGED, BUT RATHER THAT IT IS
THE SAME,

SPECIFICALLY, THEY ARE UNHAPPY THAT THE AUTUMN STATEMENT
REAFFIRMED THE GOVERNMENT'S COMMITMENT TO THE SAME FISCAL
STANCE AS WAS SET ouT IN THE 1986 MTFS.

THE REASONING IN THIS PART OF THE REPORT 1S, MR SPEAKER.
FRANKLY OBSCURE.

THE COMMITTEE, SPURRED ON NO DOUBT BY THEIR ADVISERS.
HAVE DECIDED AFTER ALL THESE YEARS TO ABANDON THE PSBR As
THE MEASURE OF THE FISCAL STANCE,

NO REASONS ARE GIVEN FOR THIS CHANGE OF MIND OTHER THAN
THE FACT THAT THE PSBR CAN BE MEASURED INCLUSIVE OR
EXCLUSIVE OF ASSET SALES.
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THEY THEN GO ON TO ARGUE THAT THE PUBLIC SECTOR FINANCIAL
DEFICIT IS - | QUOTE - A MORE "RELEVANT AND USEFUL
FIGURE" .
TABLE 1 OF THE REPORT SETS OUT WHAT PURPORT TO BE THE
PugLic SECTOR FINANCIAL DEFICITS FOR EACH OF THE PAST
SEVEN YEARS, AND ESTIMATES FOR THIS YEAR AND NEXT YEAR.
FOR FOUR OUT OF THE PAST SEVEN YEARS, THE FIGURES IN THE
TABLE ARE WRONG - THE AVERAGE ERROR IS APPROXIMATELY
£1 BILLION.
FOR THIS YEAR, THE ESTIMATE GIVEN IS A PERFECTLY
REASONABLE ONE: BUT THE ESTIMATE GIVEN FOR NEXT YEAR - A
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