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CHANCELLOR'S CBI SPEECH: CONTRIBUTION ON OIL MARKET DEVELOPMENTS

You asked me to provide you with a short piece on the 0il market for you to work

into the Chancellor's speech tomorrow.

2. I have spoken to DEn who said they would not object to the inclusion of a short
piece in the speech aimed at reassuring the markets provided it fitted in well .
with the rest of the speech. They also insisted that anything that was to be said
should be cleared at Ministerial level with them, FCO and MOD because of the
sensitivities involved and to make sure that what'we were saying did not conflict

with anything that was being said or taking place elsewhere.

bl -
3.In view of the nature of the rest of the speech " it will probably{best if thyS
part of the speech is very short and general. When we spoke about this earlier we
decided that it would probably fit best in the section on the exchange rate.

Something on the following lines might be sufficient,

" Foreign exchange markets coping very well with stfong dollar and ;ecent
disruption in the Gulf. Intermational financial/ﬁﬁgkgegmﬂgétynecessarily
live with doubts and tensions if they are to function at all in today's troubled
world. I am pleased to see that they are cpping calmly with the current upheavels
across the globe without indulging in the taste for sensation which seeems

to appeal to some commentators. I am sure that this must be right. "
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CBI ANNUAL DINNER

I am circulating herewith the first few pages of the Chancellor's
speech to be made this evening, for rapid checking and clearance.

Further pages will follow shortly.

2 Could we have any comments as soon as possible please.

In particular, I should be grateful for comments from those
concerned on the proposed reference (on page 2) to the forecast
front-loading of the PSBR for this financial year.

b’
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Not Holy Writ, not even the Budget Speech, but the ipsissima verba
of the CBI. Not that I always agree with every word the CBI utters.
Indeed, you would find it embarrassing if I did. But on this occasion

you will be glad to know that I do agree with both these texts.

Inevitably, since they were first voiced, some weeks ago, there have
been a number of alarums and excursions. But it is important to see
these in their proper perspective. Inflation is firmly under control,
and monetary growth remains within the target ranges set at the
time of the Budget. There are, of course, bound to be fluctuations
T 6\1‘«) of monetary growth of uneven~ mivewenks of e FPSBR ,
[, within the year, not least becauseAThe pattern of government
usu
spending and receipts is such that the PSBR is always %uch higher in
the first half of the financial year than it is in the second half. Over
the past five years it has been, on average, twice as high in the first
6 months as in the second. This year, the front-end loading is likely
to be even more pronounced, with more than 90 per cent of the PSBR
for the whole year occurring in the first 6 months. The growth of
e 6 Should abber allow?:g b normal seaspral Variabion,
{. Do £M3 will be rather smoother than thisn ut we may well see a repeat

of last year's pattern when it ran relatively high early on but finished,

for the year as a whole, well within the target range.

And the effective exchange rate, a far better guide than the dollar
rate, has remained remarkably steady. Private sector credit has
been growing fairly rapidly, which is only to be expected as the
recovery broadens out. But unlike the United States, whose massive
Budget deficit is the root cause of the recent rise in interest rates
throughout the world, a low level of public sector borrowing leaves

ample room for increased private sector borrowing.



The recovery continues at a healthy pace, with capital investment
moving ahead particularly briskly. Overall, the Treasury forecast of
3 per cent growth this year, regarded as wildly optimistic when it was
first published, has now become the generally accepted view. And
those who peer into the entrails in search of secret signs of reflation
do so only because they still cannot bring themselves to recognise the
awful truth - that it is possible to achieve growth without indulging in

monetary and fiscal irresponsibility.

We are now a little more than 3 years on from the trough of the last
business cycle and the start of the recovery. It hasﬁe;\ﬁne
fashionable to describe that recovery as modest and fragile. But in
fact, although unemployment remains stubbornly high, the rate of
growth of output since the 1981 trough is little different from the

average experience of previous economic cycles - and the signs are

that, on this occasion, the upturn still has a good deal further to go.

And in a sharp contrast to previous recoveries, inflation remains low.
The normal pattern of the past has been for inflation to rise once a
recovery was fairly established, and indeed that is what has often
been instrumental in bringing previous recoveries to an end. It is the
favourable prospect for inflation today that provides the strongest

basis for expecting the recovery to continue.

Disappointing though the recent rise in interest rates undoubtedly
was, this too needs to be seen in perspective. They are still lower
than they were a year ago, and although, as recent events have
shown, we cannot insulate ourselves entirely from events overseas, it

says a lot for our policies - and the confidence they inspire in the



Public spending and tax cuts

/1'(.4 But to achieve our objectives it is essential that we maintain firm control of
public expenditure. Control of public spending is central to the task of reducing
Government borrowing and maintaining the downward path of inflation; ccntral to our
chances of getting taxes down; to--an—aeceptable—level; central to our drive to
stimulate initiative, incentives and sustained growth; and central to our determination
to halt the steady encroachment of the public sector on the rest of the economy.
Some people have said that our aim of holding public spending constant in real terms is
unambitious. Those who say that are out of touch with reality. Over the last
20 years public spending has risen on average 3 per cent a year in real terms. And the
pressures that caused this - political, demographic and technological pressures - have

not gone away.

A
}7. But the climate has changed. Since cash planning was introduced, three years
ago, we have kept our cash spending within the totals we then set ourselves. Since the
peak of 1982-83, public spending has gradually begun to decline as a share of GDP.

That decline will continue.

. No dement(ﬁ)public expenditure can be immune from the constant starfich for

C.od vaint i Sestin )
savingf- not even capital expenditure. There is nothing intrinsically virtuous about

capital spending er-intrinsically-sinful-about-eurrent-spending. Current expenditure on

repairing our infrastructure may provide the quality of services we need just as well as

building from scratch and may well do so at a lower cost.

Supply side
o
. We must also take every other opportunity to ,afd the creaking joints of the
economy. The privatisation programme is now returning important sectors of the

economy to market discipline, while making the remaining nationalised industries more
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efficient - and that includes the coal industry. As the all-party Select Committee

Report on Pit Closures said in 1982

".... the Board must take steps to bring its capacity more into line with existing
and expected demands for coal. This is bound to entail the closure of some of
the industry's highest cost collieries, for there is no sense whatsoever in
continuing to mine, at considerable expense and some danger to life, substantial
quantities of coal in excess of the country's domestic requirements and limited

export opportunities.”

/'Z{ We are reducing monopoly pemers wherever we can. Our employment legislation
and competition policies are providing business with a freer and more competitive
environment. We have abolished regulations and controls, reduced or removed
subsidies and started to tackle the distortions created by the tax and-social-seeurity

systemg.

}1/./ The tax strategy I announced in the Budget is an important part of this process.
Poor returns on investment have been at the heart of Britain's problems. Our pre-tax
rates of return on fixed capital in manufacturing have been consistently lower than our
competitors' - only a third of the return achieved ;n the United States, for example.
The problem has not in general been that we invested too little, but that our
investment was not of the right quality. Consistently, we have been producing in this
country significantly less output per unit of capital than the Americans, Germans or
Japanese. Of course there are many reasons for this; but no-one can reasonably doubt
that a tax regime which subsidised and encouraged projects with poor pre-tax returns -

which in some cases even turned a pre-tax loss into a post-tax profit - has been a

contributory factor.
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/}Zf/ The corporation tax changes I announced in the Budget, not just for the year but
for the remainder of this Parliament, coupled with the abolition of the National
Insurance Surcharge, will discourage the substitutionf of capital for labour unless it is
genuinely economic to do so. But most importantly, they will encourage the search for
higher quality investment with better pre-tax returns, and at the same time greatly
reduce the bias in favour of debt rather than equity as a means of company finance. In
three years' time, when the transition to the new system is complete, our rates of
capital allowances in the UK will still be broadly comparable to those in most other
countries but our rate of tax on company profits will be lower than in any of our main
competitors. As your President-elect pointed out to the House of Commons Treasury
Select Committee, the 1984 Budget changes will make the UK an increasingly

attractive country in which to work and invest.
Profits

}/q./ "Profits" used to be a dirty word in politics. But the only way in which a free
enterprise economy can succeed is by encouraging profits and rewarding them

properly.

}A’. The poor profitability of so much of British industry has been one of our major
problems. So I am greatly encouraged by the sharply improved financial position of
the corporate sector which has been the outstanding feature of the recovery so far.
Between 1981 and 1983 gross trading profits of industrial and commercial companies
rose by over 40 per cent, and they are still rising. Retained profits have been rising
even more strongly. Company liquidity has improved substantially. I note that the
CBI now expects real rates of return on industry to reach 8 per cent this year. Higher
Ok tsumté,
profits provide the basis for greater investment and new jobs. 'proflts need to be
higher still - even now they have not yet recovered to the levels of the late 'sixties.

But the trend is firmly on the right direction, and the insidious anti-profit culture is at

last in retreat.
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Productivity

}5./ Higher profitability reflects the success of British industry in adapting and
responding to the challenges of the world recession. In particular, it reflects your
achievements on productivity, most notably in manufacturing, where.Llie..scope—fors
improvement-was-greatest. Over the past two years output per head in British
manufacturing has been rising at an unprecedent@b per cent a year, and Lhere is little
Slathgnina >
sign of this ingd off. In the short run, productivity increases on this scale may look
like bad news for jobs. But in the longer run it is the only route to faster grow th,

lower costs and more jobs.

"Britain Means Business"

/26 Mr Chairman, in the dark days of 1977 you in the CBI had the excellent idea of
inaugurating an annual Conference. For that first-ever amnwal CBI Conference you
produced a booklet entitled "Britain means Business". Ihave been taking a look at that
booklet. And I see that on it you set out what you saw as the@ prime objectivelfor
Government. The first was "defeat inflation". To all intents and purposes, we have

done that.

/

/?ﬂ. The second was "cut taxes". Where the shoe pinched hardest - and I think in

particular of the high marginal rates of income tax and the National Insurance
lot af o XA

Surcharge, not to mention the/Investment Income Surcharge - we have done that, too.

And we are now firmly on course to complete the job.

}8{ The third objective you set was "lighten Government load on business". That,
too, we have done. Apart from the tax measures I have just mentioned (and abolition
of the National Insurance Surcharge alone is worth £3 billion a year to British

industry)) )(e have abolished controls on pay, prices, dividends, hire purchase, bank



lending, foreign exchange and industrial development. And/we haves~incidentally,-
reduced the size of the Civil Service to the smallest its been since the war.
Ak )
/?f{ /F/ourth was "restore profitability". That's something no Government can
guarantee, of course. But I've already referred to the dramatic improvement that has
Xns.
occurred here - and which is still in tzzek.// And the fifth objective for Government
was "reform our pay determination system". What Government can do, we have done.
The legal framework and balance of power within industry have been improved. Low

(’f‘\(— Crmsdta  puduwY df )
inflation has helped to reduce the pressures, wTTile/Tirm financial policies hawe

har made v b
Md(fﬁaft——eme pay claims will not be underwritten by the Government. And

management has been allowed to manage.
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DRAFT 2! Mg (300 (4.
SPEECHE BY THE GOVERNOR AT'THE NORTHERN CONFERENCE OF THE STOCK

‘XCHANGE IN LIVERPOOL ON 23 MAY 1984
2>(5 |86

On 27 July last y=ar, the Secretary of State for Trade & Industry

announced in the House of Commons an agreement on the basis of which
the Stock Exchange might be removed from the ambit of the Restrictive
Practices Court. On 12 April this year, the Stock Exchange
published a Discussion Document outlining possible new trading
systems and other changes in its rules, all of which fliowed from the
key element in the agreement with the Secretary of State, namely the
abolition of minimum commissions. To the future historian, these
two events will doubtless seem as one and the interval between them
of no great account. You and I know better. There can be few, if
any, comparably short periods in the history of the Stock Exchange,
perhaps even of the whole financial services industry in this
country, which have witnessed such rapid development of thinking and
the inauguration of a process of such far reaching structural

change.

Few of us who were involved in the discussions leading up to the
Secretary of State's announcement were in any doubt about the extent
and importance of the changes that would eventually result from the
agreement reached. At that time, we recognised the possibility
that events might snowball, in the sense that there might be a rush

by non-member institutions to seek participations in members in

anticipation of changes assumed to be inevitable. But it was possible

to hope that we might be able to edge towards negotiated commissions
in a way which would enable us to observe the effects at each stage.
Once the proposal was open to public debate, however, it was clear
that this was not going to be practicable. It was then that the term

"Big Bang" entered the vocabulary of the Stock Exchange.




The prospective size of the bang also increased, as voices in favour
of the case for introducing a new trading system, at the same time

as the move to negotiated commissions, began to gain strength.

There remained, however, a body of opinion which held that the jobbing
system could be preserved and which by implication rejected the
inevitability of the link argument. Some of the proponents of that
view added a qualification - the jobbing system could be preserved,
despite the advent of negotiated commissions, provided the Bank of
England were formally to state that it wished the Stock Exchange to
retain it. This however we believed we could not and should not do -
for two reasons. In the first place, it would seem inappropriate to
attempt to replace a judgment of the Restrictive Practices Court by an
edict from the Bank of England. And, in the second place, we were
not certain that it was right to want to preserve the jobbing system
as the only trading system, at all costs or in all circumstances.

Not that we were then or are now unalive to its manifest virtues.

It is certainly arguable that the jobbing system and separation of
capacity provide the best mechanism for a domestic securities market
that can be devised: 1liquidity is assured, the investor is protected

and the whole possesses an elegance not to be found in any alternative.

However, it is not open to us simply to choose the best market system
for our domestic purposes, without regard to the realities of the
outside world. These realities are - and have been for some time -
intruding most insistently. The inescapable fact is that securities
trading is now an international activity and if we in this country
wish to play any significant role in the world securities market, we
must be equipped to compete. There must, however, be doubts over our
ability fully to meet international competition, if our central market

for securities conducts its trading in a way which is unique to this




country and which thereby may handiéap its members in regard to its
non-member competitors at home and overseas. It is rather 1like
sending the principal players in the UK team onto the international
playing field bound by the rules of rugby league when the rest of the
team and all the opposition are in fact playing association football.
And we must not allow ourselves to be misled into thinking that it is
possible to play rugby at home and soccer away, since important parts
of what we might regard as the home pitch are, in fact, now part of

the international playing field.

In my estimation, the mounting pressure of international competition
would by itself eventually have brought about the demise of the
jobbing system as the exclusive or principal trading system of the
Stock Exchange, even it there had been no Restrictive Practices
Court case and hence no agreement with government to abolish minimum
commissions. Be that as it may, as the Consultative Document makes
clear, the Council of the Stock Exchange has concluded that the
dealing system as it now exists will not be sustainable once

commissions are negotiable.

If we in the Bank were unwilling to attempt artificially to preserve

the jobbing system by edict, it was not because we wanted to impose a

particular alternative trading system. On the contrary, it seemed
to us essential that any new system should be proposed by the market
itself and should emerge from a consensus among members, reached in

the light of a full debate, in which all interested parties would

participate.

The Discussion Document now represents the focus of that debate but,

of course, a ferment of ideas and a great upsurge cf discussion




started the moment the Secretary of State made his announcement in
July. One of the great advantages of removing the Stock Exchange
from the Restrictive Practices Court was that new ideas, all shades of
opinion, heresiec even, could then be openly discussed without fear of

prejudicing the case for the defence.

We in the Bank came to that debate armed with no blueprints but with
some clear broad objectives. We were at the outset and have since
remained guite clear that our wish is to see a Stock Exchange which
offers maximum liquidity and investor protection; and which plays its
full part in a vigorous, competitive UK securities industry, capable
of gaining a significantly larger share of the total world market.
These objectives were of course shared not only by government but also

by the Stock Exchange itself.

In adopting such general objectives, we were consciously underlining
that our concern was with ends rather than with means. Provided
liquidity and investor protection were secured, we were open minded
about the precise structure of the trading system. Naturally, we
had particular ideas we wanted to discuss but in a spirit of learning
rather than in an attempt to make converts to some preconceived
master plan. To this end, we have had extensive discussions with a
‘large cross-section of member firms individually and in various
committees and I know from my colleagues how patiently and helpfully
member firms have responded to this persistent catechism. In return,
we have endeavoured to explain our own attitudes and the way in which
our thinking was developing, much as I am doing now. From our point

of view, it has been an invaluable dialogue.

When we first embarked on this programme of intensive discussion, it

was possible to believe that, as it proceeded, we would be able to




identify with growing confidence the particular characteristics of a
market system necessary to achieve the objectives which I have

mentioned. We certainly now have a clear idea about the nature of

the future gilt market and I will come to that in a moment. The

equity market, however, demands much more difficult judgments. We
are convinced that a central market, that is to say one in which all
orders are able to interact, offers the maximum degree of liquidity. '
We also think that ability to deal continuously in reasonable size is

an important attribute of liquidity. That suggests the need for

committed market makers ready to make continuous prices and trade in :

|
|
I
i

foul weather as well as fair.

But what is to compensate those who undertake the hazards of that
role? One possibility is a system of order exposure, which allows
the market maker to see the total order flow, rather as the jobber

does now. But there is an understandable reluctance in a market

which has abandoned obligatory single capacity to see arrangements
which compel customer business to be revealed to competitors. As
regards investor protection, we are convinced that an important
contribution will have to come from arrangements for disclosure.
This could, and I believe in time inevitably will, involve |
contemporaneous publication of.the size of deals and the prices at
which they have been transacted. This is said, however, to make
the flesh of some prospective market makers creep (if' that is an
appropriate expression to use of men of such undoubted mettle).
Instant transparency, it is argued, will make it possible to infer

the shape of the market maker's book and, as a consequence, no one

will be prepared to commit himself to making continuous prices. 1

American experience suggests that these fears may not be wholly

justified, but, if they are, we have the paradoxical situation that



what protects the investor in one wéy does him a disservice in
another. And it is not only the interests of the investor which
are damaged by an impairment in liquidity. The other side of that
coin, and every bit as important, is that the interests of the
company coming tc the market for money are also damaged, since, if
there is no certainty of a liquid aftermarket, the cost of raising

capital will be greater.

None of this means that liquidity and investor protection are
necessarily inconsistent objectives. A more liquid market is likely
to be a more competitive market and competition itself provides
significant protection to the investor. These are nevertheless
difficult matters for judgment and it is not for me to anticipate the
outcome now. What is important is that the right questions should be
squarely addressed and I am confident that this is what the Stock

Exchange Council, with its London, country and lay members, is now

doing. The debate is a very important one, for members of the
present market, for those who will become more significant players in
the future and for the nation as a whole. This being so, it seems to
me both natural and desirable that the debate should be a vigorous
one. We in the Bank remain open minded about the future trading
system in the equity market, or perhaps I should say "systems", since
we recognise the possibility that two or more may need to coexist.

We shall, of course, subject the proposals which ultimately emerge to
critical scrutiny, as will the Government, but we recognise that the
ultimate test is that the system must be one which the members accept

as technically workable and as capable of offering them the opportunity

of operating profitably.



Let me now turn to the gilt—-edged market. Our general objectives

in this area are no different from what they are in the rest of the

market. We wish to see maximum liquidity and suitable investor

|
1

protection and we think that the new structure outlined in the
Discussion Document provides an appropriate basis for achieving our

objectives.

With the Stock Exchange, we will now develop the sﬁructural features of
such a market in more detail, including our criteria for the commitments
we shall expect from the market makers with whom we shall conduct our
own operations. These will certainly include a commitment to making
continuous two-way prices and a capital base appropriate to the

intended scale of operations in the gilt-edged market. We would

expect to monitor compliance with such conditions and to exercise close
and continuous supervision over the activities and financial condition

of the market makers.

The number both of member firms and of institutions which are not yet
members which have expressed serious interest in participating in a
restructured gilt—-edged market on this basis suggests that ample
liquidity should be generated. Moreover, the prospective level of
competition promises a high level of market efficiency. In our
discussions with prospective market practitioners, we are paying
particular regard to these features. But we shall also make sure ﬁ

that the needs of the small investor in gilts continue to be properly

catered for and that adequate arrangements are in place to assure

investor protection.



It is implicit in this model for thé gilt-edged market that some
potential market makers which are not at present members of the Stock
Exchange should be able to participate. At the same time, we want to
see the gilt-edged market retained within the administrative and
regulatory framework of the Stock Exchange, rather than conducted
outside it, though I do not mean by this that dealing would necessarily
have to take place only on the floor of the Exchange. We therefore
welcome the consideration which the Council proposes to give to the
way in which outside interests can be brought into the Stock Exchange.
Indeed, I cannot see that there is any sensible alternative policy.

It is not possible to guarantee the Stock Exchange a monopoly of
dealing in its listed securities and, if the market is not to be
fragmented, the competing outside institutions, both British and
foreign, must somehow be brought in. Even so, the Stock Exchange
will remain the central market, as we would wish it to be, only i€ it
offers the best prices and the best service. I have no doubts about

its capacity to do so.

Hardly surprisingly, séme outside observers, and perhaps even more
within the Stock Exchange, have expressed unease about the pace of
change. They have a sense of decisions being taken overhastily and
of the market being rushed into new situations before anybody is ready
to deal with them. I well understand that feeling, though I do not
altogether share it. It is noteworthy that none of the changes
within the Stock Exchange that have been implemented so far could be
described as either excessive or insufficiently considered. The two
most important have been the addition of lay members to the Council -
and even the most hardened opponent of that move would, I hope,

concede that it has been beneficial - and the decision to allow the




A ‘l' %
5 formation of international dealers.- This latter decision is, I
understand, the product of ideas which have in fact been debated for
more than a decade. What has perhaps contributed most of all to the
impression of constant change is the number of participations taken in
various member firms by outside institutions. Most of these have
been announced since the Stock Exchange's agreement with the government,

although the rules which made them possible were in place long before.

It seems to me cause for satisfaction that many of the associations
which are being formed represent British groupings backed by substantial ;
capital resources and ready to take up the competitive challenge.

We in the Bank can certainly claim to have contributed to a climate of
opinion favourable to the development of proposals for groupings of
this sort but those which have been announced represent the considered

judgment of the participants as to their mutual commercial advantage

and owe nothing to intervention by the Bank. They seem to me to
represent a resounding vote of confidence in the future of the Stock
Exchange, in particular on the part of people who are at present

outside it.

The prospective appearance on the scene of these and other powerful

players has given rise to anxiety that the Stock Exchange of the |
future might consist only of a relatively few very la?ge member firms,
sharing all available business between themselves. This seems to me
an extremely unlikely outcome. The securities industry in this
country has always been characterised by a wide diversity of needs and
interests, many of which have become the specialisations of smaller
member firms. 1 do not believe that this diversity will be any the Z

less in future or that large corporate securities houses will invariably
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be able, or will indeed seek, to saﬁisfy specialised requirements with
the same success as the existing smaller firms. The provincial and
country members have a particular strength in this respect, in that
they know far better how to service the needs of the local communities

in which they operate than any outsider can ever hope to do. They

are also particularly well placed to take advantage of any return of
the smaller private investor to the Stock Exchange, about which I seem
to detect a certain quiet optimism among a number of member firms.

The same, of course, is true of the smaller London firms who serve the
needs of the private investor. Most important, it cannot be too
strongly emphasised that, if the Stock Exchange adopts a form of dual i
capacity, it will be permissive and not compulsory. There will, I am
sure, always be a need for the member firm which does agency business
only and the opportunity that goes with this may be still greater for

many individual firms in future.

The feeling that everything may be moving too rapidly is doubtless |
fostered also by growing awareness of the many complex issues which
need to be resolved before we reach what might be regarded as a steady ;
state. There are first the guestions of trading structure and
membership that I have already discussed. Until firm and fairly
detailed decisions are taken on these matters, only limited progress
can be made in providing the appropriate technological infrastructure,
without which an efficient trading system will not be possible.

Indeed, such is the importance of technology that it is the lead time
for designing and testing new systems that is the principal determinant
of the timetable for prospective change. That alone prevents a

headlong rush into unfamiliar situations.
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In addition to these structural and technological questions, there is
a range of regulatory matters which are certainly of direct concern to
the Stock Exchange but which do not lie totally within its competence |
to resolve. I have principally in mind, of course, the conflicts of

interest to which reference is made in the Discussion Document and

about which I have also spoken recently. It will not be possible to
identify precisely every circumstance in which abuse can arise from

conflicts of interest until the new trading system has been determined. %
The principal dangers, however, become evident the moment one postulates |

the formation of financial groups which, in one manifestation or i

another, will be able to act as issuing house, market maker, investment ]

manager and broker. These conflicts of interest are of course not
new. Some participants in the Euro-bond market are already confonted
with them. But in the market for most domestic securities, such
conflicts have hitherto either been avoided altogether, or have

existed in much more limited form. It is clear that the whole

question of actual and prospective conflicts of interest now needs to
be examined in some depth. Whatever solutions are reached, it is
essential that the means by which abuse is to be avoided must be made

public and must conform to an agreed minimum standard.

Where conflicts of interest occur within a Stock Exchange member firm,
ultimate responsibility for ensuring that the client is suitably
protected must rest with the Stock Exchange. Various forms of
exposure and disclosure, about which I have already spoken in the
context of the trading structure, constitute some of the possible
means of providing that protection. Others involve different degrees
of separation of the activities which give rise to conflicts of

interest. The obvious case where some sort of separation is necessary




%2

is between principal and agent activities in a broker dealer. The
circumstances in which the broking arm can place agency business with
the arm which deals as principal must be clearly defined. Doubtless,
an appropriate mixture of all three, that is to say exposure, disclosure
and separation, will provide the eventual solution to conflicts of
interest within member firms. Whatever is decided cannot help but

affect the fundamental design characteristics of the new trading system.

Means of dealing with conflicts of interest which involve discretionary
investment management seem to me to depend less on arrangements
affecting the basic trading mechanisms and I note the strength of the
view reported in the Discussion Document that discretionary fund
management should be seen to be entirely independent of any principal
dealing functions in the future. Regulation inevitably becomes more
difficult, for the dual capacity firm which also undertakes investment
management is effectively operating in triple capacity. I am quite
clear in my own mind that, if Stock Exchange members are to be allowed
to be both principals and investment managers within the same firm,

the most convincing of Chinese walls must be erected between the two
functions. Professor Gower, as you may know, is apt to say that

there are often grapevines trailing over Chinese walls. Be that as

it may, I think it unlikely that we shall be able to devise a regulatory
structure which does not include as a prominent feature arrangements
for separating various activities within institutions or groups.

It will therefore be up to the Stock Exchange, or rather the financial
services industry as a whole, to convince the public that Chinese

walls do make a significant contribution to client protection. If
necessary, arrangements will have to be instituted to make sure that

both sides of the wall are policed. Beyond this, and whatever the

|
|
|
|
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precise trading system, the Stock Exchange will no doubt continue to

I
protect the investor in many other ways, ranging from the impositiocon E
of listing requirements to the provision of compensation arrangements, |

all of which will remain of great importance.

The capacity of the Stock Exchange effectively to regulate its members
will I am sure be greater if, as is proposed in the Discussion Document,
member firms are required to be constituted as sepérate entities, even
when wholly owned by non-members. But, of course, such a requirement
cannot by itself solve all regulatory problems. How should the Stock
Exchange deal with conflicts of interest which arise between two firms ;
of a group, one of which is a Stock Exchange member and the other not?
The answer might vary with the precise circumstances. Where there
are only two firms in a group, one of which is a broker dealer and the

other a non-member investment management company, the answer might be

relatively straightforward. It would be bound to be less so, if the
group were a highly diversified financial services group with a
worldwide network and the Stock Exchange member firm were only a

minor component part.

Even here, the Stock Exchange can doubtless reasonably hope to
exercise some influence over the non—-member parent and the non-member
siblings, at least with respect to their dealings with the Stock
Exchange member. But it would be unreasonable to suppose that the

Stock Exchange could undertake sole responsibility for the regulation

of all conflicts of interest, where it had direct jurisdiction over

only one end. And, of course, potential conflicts of interest
extend into many parts of the financial services industry where

there may be no Stock Exchange involvement at all. Emerging
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conflicts of interest therefore represent a problem for the financial
services sector as a whole and a challenge for the entire regulatory

edifice. T~ would now like to'turn. to: that wider scene.

There are many uncertainties about a practicable self-regulatory
structure for the future and time is running short. I know that some
of the potential conflicts of interest will not become actual until
the Stock Exchange changes its rules on the ownership of member firms
and, as I have said, some of the obvious conflicts will necessarily be
dealt with by the trading structure. Others may fall comfortably
within the regulatory competence of the Stock Exchange. But coming
events cast their shadows before them and it will be understandably
supposed that the activities of different parts of a prospective
integrated financial services group will be increasingly influenced by
what will be seen as a fast approaching identity of interest. The

City cannot afford to let it be thought that it is passive in the face 5

of these developments or indifferent as to whether or not there are
arrangements in place to prevent abuse. If the opportunity to

develop a more vigorous and competitive British Securities industry is
to be fully exploited, users of our markets - including those overseas -
must be assured that our trading arrangements are fairly and reasonably,

though not intrusively, regulated.

As you know, the regulatory system has been the subject of a searching
analysis by Professor Gower. His recommendations, together with
comments from a wide range of interested parties, now lie before

the Secretary of State for Trade & Industry. The responses that I
have seen show, as one might expect, many shades of opinion. There

is a general, although certainly not universal, belief in the advantage

of significant practitioner involvement in the regulatory process,
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: with favour widely found for channelling this through some structure
of self-regulatory groupings. There is however no common view about
what particular groupings any such structure should comprise; and

there is still a rather sharp divergence of opinion on how far the

activities of self-regulatory groupings would require co-ordination
and bhow this might best be provided. I think that provision for
appropriate oversight of the activities of self-regulatory bodies is
not only a very difficult issue but also cne of great importance. A
particular consideration will be the relationship between any overall |
co-ordinating body and what must after all be acknowledged as the

senior self-regulatory institution in the financial services industry, |
namely the Stock Exchange. In this context, I was impressed to see
the comments submitted by the Stock Exchange on the Gower report, for
these display the readiness of your Council to collaborate in
arrangements under which the Stock Exchange would, as a self-regulatory

association, be subject to a newly constituted overall supervisory

body.

The Stock Exchange has, of course, long been an important contributor
to the wider framework of self-regulation, where the City has an

enviable record. The Take-over Panel, for example, whose code the
Stock Exchange helps to enforce, is now admired internationally for
its speed and efficiency in handling take over dispuﬁes. ThesCSil,
which originated in an initiative taken by my predecessor, also has
very substantial achievements to its credit and has steadily gained in

authority under its distinguished Chairman, Sir Patrick Neill. i

With this record of successful self regulation in mind and because I

believe that the time is now ripe to move ahead from discussion on
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concepts to specific action, I have decided to constitute an advisory
group of senior City figures and practiticners to advise me as a
matter of urgency on the structure and operation of self-regulatory
groupings which they would feel confident could in practice be
formed in the near future; and on what form of co-ordination and
supervision of such groups might be necessary. The precise terms

of reference are as follows:

"To advise on the structure and operation of self-regulatory
groupings that would most appropriately cover all types of
securities activity (including investment management) together
with commodity and financial futures, and which would, in the
view of the group, attract sufficient support from potential
participants to be capable of early implementation; on how,
and over what time period, the formation of such new groupings
as are needed might be brought about; and to tender advice to

the Governor within three months."

I am happy to say that Mr Martin Jacomb, a Vice Chairman of Kleinwort
Benson has accepted my invitation to act as Chairman of the group and
that your own Chairman, Sir Nicholas Goodison, together with

Mr John Barkshire, Chairman of Mercantile House, Mr Brian Corby,

Chief Executive of the Prudential Corporation, Mr David Hopkinson,
Chairman of M & G Investment, Mr Mackworth-Young, Chairman of Morgan
Grenfell, Sir Jeremy Morse, Chairman of Lloyds Bank, Mr David Scholey,
Joint Chairman of Warburgs, Mr Mark Weinberg, Chairman of Hambro Life
Assurance and Mr Richard Westmacott, Senior Partner of Hoare Govett
have agreed to serve on it. I should emphasise that there are no

presumptions on my part about the answers to be reached and, indeed,
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with so well-qualified and distinguished a group, it would be
presumptuous for any of us to anticipate their advice. There will be
nothing to inhibit the group from giving whatever advice about the
regulatory structure their consultations and deliberations lead them
to consider appropriate. But while it is strictly an advisory group,
my intention is that its advice should be formulated on the basis of
what its members, by virtue of their respective positions in the City,

judge to be capable of implementation.

Some of you may wonder why I did not entrust this task to the CSI

but I think a moment's reflection will show you that it would have
been unreasonable to do so. The CSI produced a most impressive
analysis of and commentary on Professor Gower's recommended structure
and has formulated its own carefully thought out and cogently argued
proposals. Its studies have guite properly approached the question
of regulatory structure from ghe point of view of what it sees as
desirable. But what I am most immediately concerned with is what
arrangements are capable of being put in place in the fairly early
future, the good so to speak rather than necessarily the best.

Whether strengthened regulatory arrangements that might in practice be

put in place fairly soon will be regarded as sufficient over a slightly

longer time-scale remains to be seen. But I am clear that early
initiative is needed to equip us better to address thg newscontl lctiot
interest situations that are beginning to emerge. It is ‘for this
reason that I am setting up this advisory group now with particular
emphasis, in its terms of reference, to what is "do-able" as distinct
from what may ultimately be regarded as "ideal". I know that the
chairman and members of the CSI recognise that this is, in present

circumstances/much more a task for an ad hoc group of the kind that I
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have described than for the CSI. But I would like to take this
opportunity to pay tribute to the quality of the work that has been
undertaken by the CSI and its staff in this area, and I have no doubt i

that the advisory group will find it to be a very significant input to

their deliberations. I am glad to say that the Chairman has agreed
to place at the disposal of the Advisory Group, as required, the |
services of the senior executive staff who have been most closely
involved in the work. The functions and composition of the CSI in

the longer-term will of course need to be reviewed in part in the

light of the advice that I receive from the advisory group, and

decisions that are reached, including those reached by government, in

due course. But the CSI remains in being in its present form in the
meantime; it has a continuing job to do and it has my support in
dodng it

=

I have of course discussed this initiative with Ministers and I know

that the Secretary of State for Trade and Industry welcomes it as a
means of testing how far strengthened non-statutory arrangements can
meet the challenge of the fast-changing securities scene. Neither

Mr Tebbit nor I can of course be bound by the eventual proposals of

this group, though I hope that their advice will commend itself to us
and provide the recipe for strengthening of the regulatory structure
in the securities area in a way that will command respect and
confidence both at home and abroad.

Even stout hearts may falter slightly when they contemplate the

difficult terrain that must be negotiated before we reach that as yet |
only dimly perceived state in which a regenerated Stock Exchange is

smoothly functioning within a suitably regulated financial services
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sector. But we must not let oursel&es be daunted. We have already
travelled far since July of last year and many troublesome issues

which seemed intractable in prospect now lie behind us and no longer
represent problems; The knowledge of progress already made reinforces
my conviction that, however difficult the remaining questions may now
seem, we shall find good answers to them within the time that is
available to us. I am equally confident that this process of change
which we are undergoing, uncomfortable though it may be in some
respects, offers many opportunities for growth and development, which

I know you and your fellow members of the Stock Exchange will not be

slow to identify and grasp.

|
i
|
|
|
|
|
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Thirty Club: 19 June

Introduction

s Delighted to be here. As a former journalist, I am more than most politicians
aware of the relationship between politicians and the media. It's very similar to that
between the crocodile and the bird which lives off the crocodile by eating its

parasites - the question is, who is the crocodile!

2. We live in a society very dependent on mass communication - perhaps I should
say non-communication as it's amazing how often things are misunderstood.
Sometimes they may be deliberately misunderstood - I'm reminded of the story of the
English Archbishop visiting the US for the first time. He had been warned of the
dangers of being misquoted by the tough press reporters of that country. So he was
determined to guard his tongue and when upon arrival at New York Airport he was
presented to the throng of reporters in a V.I.P. room, he braced himself for the first
question. This came from a tough Brooklyn-speaking reporter, who asked if the
Archbishop intended to visit any of the famous New York clubs with their strip tease

dancers.

The Archbishop thought carefully for a moment and replied with a little smile:

"Are there any such clubs in New York?"

Everyone laughed and applauded, and he was still congratulating himself upon his
clever reply the next morning when the newspapers were delivered.

There, staring from the headlines was the bold caption:

Limey Bishop's First Question: "Are there any strip tease clubs in New York?"
¥ P P



3% Every politician (and even bishops can be politicians) runs the risk of
misreporting and misunderstanding. What interests me more is the perception of

changes in our economy. Take the recovery.

UK recovery

4. For nearly three years, economic growth running at an average of 3 per cent a
year. Fastest growing member of European Community last year. Will be near top of

the league again this year. One of the longest recovery periods in post war history.

5. Growth now spread widely through economy. As is usual, consumer spending
important role in initial stage of recovery. Now seeing substantial increase in
investment - manufacturing investment up 9% per cent in latest six months, DTI
Investment Intentions Survey points to a 12 per cent increase in 1984 as a whole.
Exports are increasing too - non-oil volumes up 8% per cent over the year to this
spring, including a 9 per cent increase in manufactured exports. Recovery now being
increasingly reflected in labour market - estimated 200,000 new jobs between March

and December last year.

6. Major underlying changes in economy occurred too - tend to be gradual but

nonetheless crucial. Not the stuff headlines are made of - you will allow me to give
them rather more prominence

- Profitability. Gross trading profits of industrial and commercial companies

up more than 40 per cent between 1981 and 1983, and still improving. CBI

expect real rates of return to be over 8 per cent this year (compared with

low of 4 per cent in 1981.)

- Productivity. Productivity in manufacturing up by around 6 per cent in

both 1982 and 1983 and still increasing. Now at record levels.



7 All adds up to a winning combination - steady growth and low inflation. Such a
contrast to previous economic recoveries which were so often choked off by inflation -
inflationary pressures subdued and favourable prospect for inflation underpins outlook

for sustained economic growth,

8. Are inevitably month to month blips in statistics - which do get the headlines -
but they should not be regarded as portents of economic doom. This recovery
apparently "peters out" or "falters" whenever there is a hiccup in retail sales or
manufacturing output. Sometimes reports on the latest economic statistics remind me
of the cable sent by a correspondent to his editor "Almost impossible to exaggerate

the gravity of the situation here - but I shall do my best."”

World background

92 The world economic background is also encouraging. World recovery broader and
its benefits spreading more widely. Output in major industrialised countries expected
to grow by 4-4% per cent this year, and about 3-3% per cent next. Inflation likely to
remain around 5 per cent. World trade recovering and expected to rise by around 6 per

cent this year and next.

10. Even so, wrong to be complacent. We confront problems of high interest rates,
international debt, protectionsim and high unemployment in many countries.
Economic Summit showed widespread agreement in strategy to tackle such problems.

Common belief in basic policy objectives.

Policies

11. Two elements essential for sound sustainable growth - firm macro economic

policies and the encouragement of efficient market economies, adaptable to change.



These objectives common to Summit countries and are twin pillars of this

Government's strategy.

12. Objective of macro-cconomic policy to reduce inflation. Requires continued
monetary control and financial discipline ie keeping tight rein on government
borrowing. Control of public spending central to task of reducing borrowing and
tackling inflation, central to drive to reduce taxation, and central to determination to
halt encroachment of public sector. Aim of holding public spending not unambitious -
risen on average 3 per cent a year in real terms over last 20 years - witness all

pressures on US to continue to increase spending.

13. Lesson of experience that so called "expansionary policies" not the way to
sustain growth and tackle unemployment. Need to encourage efficient working of our
economies and in particular the removal of ridigities and distortions which prevent
markets working. Lesson of progress in US and Japan in reducing unemployment.
Much greater flexibility in attitudes (and in wage response) and many fewer obstacles

to change.

Competitive markets and technical change

14. Competition the key to growth and wealth creation. Embarked on vast number
of changes to oil creaking joints of economy. DPrivatisation programme returning
important sectors of economy to market discipline. Remaining nationalised industries
becoming more efficient. Monopoly being reduced. Employment and competition
policies providing freer and more competitive environment. Controls and regulations
abolished. Subsidies reduced and removed. Distortions created by tax system being

tackled.



15. Aim to create competitive environment in which British industry can adapt and
respond to the demands of consumers and challenge of competitors overseas. The pace
of economic change fast - particularly in communications industry where micro
electronic revolution taking place. Gives an opportunity to raise productivity -changes
on this scale may look like bad news for jobs in the short run. But such gains in
productivity raise whole nation's income and help create the jobs of the future. In long
run, rapid technical change creates more jobs than it destroys - lesson of automation
some decades ago. Lesson of US and Japan now. Achieving this the only route to
faster growth, lower costs and more jobs. That is a task in which your employees need

to be convinced - and your listening public.

Peroration

16. Three messages

On economy - economic growth soundly based and set to continue against
background of falling inflation

On government - committed to sound financial policies and spur of competitive

markets
On industry - with these conditions you have the opportunity to increase

productivity, win the markets, create jobs and earn profits.
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next week. For Benton and Bowles I am told that all that is
required is a five minute piece of scene-setting and that
the bulk of the time will be spent on questions and

answers. For the Basil Feldman dinner twenty minutes is
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NOTES FOR BENTON AND BOWLES (MICHAEL MORRIS) 27 JUNE

Economy at home

There's a lot of good news about the economy to report:

— Our GDP growth rate was the highest in the EC last

year. We shall be at or near the top again this year.

- Inflation is low, and should fall further by the end
of the year.Recent CBI survey showed manufacturers'

price rises decelerating.

- Investment strong - up by between 7% and 9%% in 6 months
to March (depending on sector) and recent survey shows
it should rise by 8% - 12% in 1984 as a whole, and

continue to rise in 1985.

- Productivity very good. In manufacturing 23% better

than at end of 1980.

Extraordinary that some people now asking whether government's
priority is defeat of inflation or growth and defeat of
unemployment. That question based on a misunderstanding.

We are pursuing simultaneously macro policies to beat
inflation; but removing controls and taking other micro
measures to make the economy work better so that new jobs

can be created. I set that out clearly in a speech last week.

World economy

Growth of world economy also strong,but there are a few

clouds, as we all know.

a) US interest rates The Americans now admit that
markets take the view that the US deficit is key factor.

US Administration moving in the right direction with

Down-payment legislation. Very determined to avoid
recurrence of inflation. But long haul and re-emphasises

need to pursue sound policies at home.

1



b) International debt Need for summit communigque

to strike balance between sounding alarmist or
complacent. The fact is that we need to tie further
assistance closely (through IMF) with adoption by
debtor governments of sound economic policies.

Some already doing so. With others, agreement still

some way off.

The Strategy

= Continue fight against inflation.
== Continue with removal of controls and other obstacles

to jobs.
= As economy grows, keep tight control on government
spending.

= That will provide us with the room for tax cuts,
which in turn will improve the dynamism of the

economy. A virtuous spiral.

= [This serves to emphasise importance of now holding

government spending in check].
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¢ Mr Monck

Mr Battishill
Mr Culpin

CORPORAT ION TAX

Miss O'Mara asked for comments on the handout you are

planning for your dinner with Exxon on Monday.

2 I think it could be useful to add "They also gain from
the abolition of the National Insurance Surcharge'" at the

78

I EFR BYATT
29 June 1984

end of the first paragraph.
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criticize IFS on this point: this avoids encouraging discussion on our own assumptions.
€. The speeches are expected to be about 8 to 10 minutes long. The draft speech

includes only a short reference to the corporation tax proposals in paragraph 11 and

this could be replaced by the press notice wording if necessary.
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during the passage of the Bill.
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particular passages.
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‘In my Budget speech I said that the tax reformer's path is a
stony one, since any change in the system is bound to bring
disadvantages to some, at least in the short term and complaints

from them are more audible than praise from those who benefit.

I was therefore greatly encouraged by the response to the tax
reform proposals in the Budget. It shows that people generally
have seen the need for a simpler and more neutrd system of
taxation. They appreciate the advantage to the nation as a whole
of moving in that direction. I am encouraged to continue to do

so in the future.

The general strucutre of the reforms has stood the test of the

detailed examination in this House of the Finance Bill, and has not
changed. But we thought it right to make detailed changes to take
account of representations received, or points made in the debates,

about the effect on particular industries.

In considering such representations one always has to strike a careful
balance. On the one hand, it may be right to allow for the special
difficulties some industries may face in making the transition to the
new system. On the other hand it is essential not to Jjeopardise the
general structure of the reforms, since one of the defects of our
taxation system has been the proliferation of special exceptions and
concessions over the years. A careful Jjudgement was therefore
involved. I am satisfied that we have got it right, and that the

Bill has been improved as a result.



. should now like to describe briefly some of the main changes which

have been made during the passage of the Bill.

First, indirect taxes, I see the extension ol Lhe VAT basc asc an
essential part of the Budget strategy, and a necessary counterpart
to the reduction in income tax. Moving from direct to indirecct taxes

gives people more freedom to decide how to spend their own money.

But we recognised the special difficulties that the standard-rating

of alterations would carry for listed buildings. An améndment on report

therefore provided for the zero rating of alterations to listed Eu%%d%ngs
; 4 : : g : annil
where they require and have received listed building consent frgm the

authority. I believe that this measure to protect the heritage was

widely welcomed in the House and in the country.

Secondly, we have made a number of changes in the new rules governing
capital allowances. They are broadly designed to help with the
transition to the new system and to allow greater flexibility in the

use of the allowances.

These changes will therefore be of benefit to all industries, but
perhaps I should in particular say a word about the effect on shipping.
This industry operates in a specially demanding international
environment. It will now enjoy free depreciation on new ships.

This continues into the new regime the special treatment it received

under the old.

Thirdly, I should mention the concerns of the film industry, which
have received some publicity. This industry will, as a result of
amendments during the passage of the Bill, be able to choose between

getting capital allowances, on the new basis, and writing off costs

2



‘n revenue account against income as it accrues. Investment in
British film companies will also be eligible for the Business

Expansion Scheme.

Fourthly, I should mention a major change in the treatment of
furnished holiday lettings. As a result of amendments made during

if they satisfy certain condifions
the passage of the Bill, these lettingswill/receive tax treatment
similar to that given for trades. We have also relaxed tke conditions.
These changes will bring considerable benefit to a large number of

people and have been widely welcomed, especially by Hon and Rt Hon

members representing holiday areas.

The last set of changes I want to mention now are those in the
provisions on controlled foreign companies. These important measures
cover a wide range of circumstances and we had to ensure that they
were well-targetted. We welcomed the comments from industry and
made some significant changes in the light of them, the main one
being to give companies doing business in non-havens an assurance
that they will not be subject to the charge. I am now satisfied

that we have got these provisions about right.



CH. ;i..‘»”ia}m@k( R

Mws:;

0 1 G W I R e
R B 0”‘!" ¥
o

10 DOWNING STREE];‘

From the Press Secretary

Dear Mr Peretz,

The Lord President has asked me to send you the attached
Speaking Note on the coal strike, law and order and democracy,
and the implications for our way of life.

Lord Whitelaw hopes the Chancellor of the Exchequer and
his Ministers will mount a determined effort this weekend to
put over to the public these points.

He has asked me to send copies, with a similar request, to

the Private Secretaries of the Home qur/%ary, the/j:s;etaries
al€s,

of State for Northegp/ffeland Egef@y, ch}lﬁ%d, w

Industry, Emp&pyment and Traq;ﬁort.

Tra and

Yours sincerely,

Lo dundt

e BERNARD INGHAM

Nofe. ‘
Mr David Peretz, AT'QAL é}é4v\ujzf‘ /17&z0#
PS/Ch ellor of the Exchequer
R ey ¢ : vt panadl ol el Z»{M

Earéiameg%lstreet, nd—gbwt.ﬂgwe UAN%;» ﬁ}bquﬂ GAnny
, A n%k’J}, A&J&%oﬁ Lyyfa 7MWAU£,Aot~w4ﬂt3

(



The coal strike, now heading for its 19th week, has had
little or no impact on the availability of fuel and power to
the public. Stocks of coal remain high and will last for

many months.

But for the media, the strike might never have happenea ior

millions of people.

However, the media - and especially television - have
brought the dispute right into our living rooms. And what
the British people have seen and heard of it has revolted
them.

According to a Gallup Poll last week, 79% disapprove of the
methods being used by the miners and think they are

irresponsible.

They may well think, too, that those who fail to condsmn

these methods are no less irresponsible - and, bearing ..
mind the positions they occupy, unfit for office. At the
very least, their silence demonstrates just how insecur= ,

not to say palsied, is their grasp of democratic principles.

What I want to do today is first to examine the backgrouua
to the violence, thuggery and intimidation that has been our
staple television diet these last few months; and second to

look at their implications for our society and way of liie.

It used to be the accepted wisdom that the NUM was among tne
more democratic of our unions. That is no longer the case
and the NUM, or some of its leaders, have only themselves LcC

blame for this loss of reputation.



You will recall that this current strike is not the product
of a national ballot. The NUM have continuously runaway
from a national ballot even when they reduced the majority

required for a strike from 55% to a simple majority.

This strike is the result of an attempt to secure a rolling
national strike, regardless of the expressed and balloted
views of individual coalfields, on the basis of intimidating

picketing.

To the eternal credit of those areas of the NUM who have
some regard for its democratic traditions, the strike is far
from solid. Roughly a third of the coal industry is at
work.

This gives hope that the NUM might yet be saved from the
fascist Left.

But let none of us underestimate the lengths to which the
Left will go to get its way. Only this week for example,
the new moderate branch delegates in the Nottinghamshire
coalfield were prevented from mandating their
representatives to this week's NUM conference by the

occupation of the union's headqguarters.



Sad to say, however, this is but a tame example of the way

in which this strike is being sustained.

The British public knows, because they have seen evidence of
it, that fists, feet, running jumps, sticks, stones, bricke,
lumps of concrete and assorted barbed missiles, can - and do
accompany abuse of those exercising their right to work and

the police whose sole duty is to keep the peace.

We know what cruel obstacles have been thrown under the fe=.
of police horses. And we know the kind of barricades that

have been ercted and set on fire.

We know the mob is not above taking over a town - Selby -

beseiging a police station, or generally running riot.

All this is not of course to mention the horrifying reports

of intimidation of miners' families, and damage to property,

in the pit wvillages.

Is this the trade unionism of which the TUC and its

political arm, the Labour Party, are proud to acknowledge:

Well, we know one miners' leader at least, with an
effrontery which sickens rather than deceives the public, is
prepared to load all the responsibility for intimidation and

violence on to the police.
And we also know the silence from Congress House, Walwo.ia
Road and the office of the Leader of the Opposition 1is

deafening.

You may well ask why?



First, why when more investment than ever before is being
poured into the coal industry; when the pay offer before the
miners is better than many other groups have settled for and
keep the miners 25% ahead of average earnings; when
redundancy terms are the envy of British industry; and when

not one miner is threatened with compulsory redundancy?

Second, you may well ask why when the NUM leaders seem only
too willing to fight their strike to the last steelman; to
the last docker; indeed, for all they care, to the last
butcher, baker and candlestick maker in their very own pi.

towns.

But, most important, you may ask why there is this
deafening silence from the trade union and Labour movemsnc
in view of the real issues which confront this nation

today:
And the real issues are guite simply whether we believz:
- in a democracy which accords the individual
the right to express his views on matters which

affect his future

- in the right of the individual in a free society to
go to work, as well as to strike, if he so choos:z=._

- the purpose of picketing is peacefully to persuaad=s

- in law and order and the right of individuals

to go about their lawful business

- in the duty of the police impartially to maintain

that law and order.



1 raise these issues simply to assert that this Government
believes firmly in democracy, and the rights and duties it

confers, and will resolutely uphold them.

No-one should be in any doubt about that.

We are, however, entitled to doubt whether others share our
belief and our determination. We can be sure beyond
reasonable doubt that some most certainly do not;

instead that they have espoused the methods of fascism ...

all but name.

I have but one message for them: they will not - and cannot

win. They are doomed to fail.

12 July 1984
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12 July 1984
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I attach the text of a speech which the Home Secretary
intends to make in his constituency tomorrow éwet and which
he wishes to release to the press. His intention is to
reaffirm in the light of recent press criticism the
Governmen determinztion to press ahead with its policies,
to stress the basic soundness of the economy and to reaffirm
that violence will not be allowed to prevail in the miners!'
dispute.

I am afraid I must ask for any camments you may have
on the text by 10 a.m. tomorrow, Friday. I apologise
for the very short notice.

I am copying this letter to Ancrew Turnbull (No 10)
and Janet Lewis-Jones (Lord President's Office).

Yo staceve
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: W ‘“(/l/L/,
12‘M 3984
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N EATAT: 7
Mebslger |
Mrs Lareoy |
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Mo R,

David Peretz, Esq.




EXTRACTS FROM A SPEECH BY THE RT HON LEON BRITTAN., QC., MP..

HOME SECRETARY, TO A MEETING OF LANGBAURGH CONSERVATIVE

ASSOCIATION AT KILTON HALL, BROTTON, GUISBOROUGH, CLEVELAND,
ON FRIDAY, 13 JULY 1984

Release Time: 8 p.m., Friday, 13 July

Political commentators, financial markets and even some Members of
Parliament have recently contracted a severe bout of mid-summer
jitters. The complaint is said to be catching. So let me make
it clear that there are no jitters in Downing Street; no jitters
at the Home Office; no jitters around the Cabinet table; and no
jitters, either, among those whose responsibility it is to enforce
the law of the land. This is so for three very good reasons.

First, the economy has been steadily recovering and nothing has
occurred to change that or should b@1§}%owed to obscure it.

Growth is up; inflation is down. Fhe crucial combination shows
every sign of continuing. Of course there will be setbacks. The
Government cannot control US fiscal policy. And it is not
surprising that finarcial markets are arfected by industriai
disputes or the money supply figures. What the Government can and
will do is to ensure that the firm consistent policies to bring down
inflation and exert downward pressure on interest rates, which have
provided the basis for sustainable economic recovery, will continue.
How markets react over the weeks and months to come can never, of
course, be predicted with certainty. But the underlying realities
remain, and as it becomes clear beydnd a doubt that the Government
is not changing course, the temorary factors that have led to the

/present disturbances ..



b
present disturbances will be seen in a proper perspective.

Secondly, commentators who pontificate in very general terms

about the state of the country should look a little more closely
at the industrial disputes which appear to have made some of

them run for cover. No-one would minimise Lhe seriousness of

the miners’ dispute - above all, for the miners and their

families and for the police who are the butt of inexcusable violence.
A national docks strike is also, of course, no trivial matter. But
let us not forget one supremely significant fact: militantsat the
head of the unions involved have not dared to ballot their members.
The truth is that the vast majority of working people in Britain
loathe the political posturing of the Marxist militants; and the
militants know it. That is why, however infuriating and damaging
the behaviour of a minority may be, freedom and democracy will
ultimately be safe in this land.

What is equally clear, however, is that freedom and democracy are
indeed under frontal attack from Mr Scargill and his storm troopers.
So' the third pouint which all at home and abroad should note is that
the rule of law will be upheld and those who seek by violence and
intimidation to overthrow it will be defeated.

Mr Scargill and some of his colleagues have set out deliberately to
challenge the framework of freedom and democracy in this country.

They seek to coerce through force all those who stand in their way.
That challenge cannot be allowed to succeed if democracy itself is
not to become a sham. Amongst those whom the militant miners are

/seeking to coerce ...



seeking to coerce by violence and intimidation are those who wish
to go to work and have repeatedly expressed that wish in a clear,
democratic vote. If coersion of that kind were to succeed, the
criminal law of this country would become a dead letter; and
personal freedom would have been trod under foot by mob rule.
That cannot and will not be allowed to occur. The police know
that they will continue to have my total support in the difficult
tasks they are performing to ensure that the law of the land is
upheld.

The militant NUM leaders make no secret of their brazen contempt
for the law, for the courts, for the police and for their fellow
workers. Those who follow and support them can have no doubt after
their leaders’ public statements that they are engaged in no less
than an attack on liberal democracy in Britain. But they should
have no doubt either that this Government will not allow lawless
violence and intimidation to prevail.

We will continue to do what we know the country elected us to do.

We will pursue sound money so as to achieve more real jobs. We

will defend the national interest at home and abroad wherever it is
threatened. We will uphold the rule of law. We will not be diverted
from our essential tasks by a touch of mid-summer madness. And I
strongly suspect that in 1987, or thereabouts, we will have no cause
to regret it.
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FROM: P MAKEHAM
DATE: 12 JULY 1984

CHANCELLOR OF THE EXCHEQUER cc Mr Battishill
Mr Udling-Smee
Mr Scholar
Mr RIG Allen
Mr Folger
Mr P R C Gray
Mr Riley
Mr McDonald
Mr Portillo

SPEECH ON GREEN PAPER: SELSDON GROUP 18 JULY

You indicated that you would like to make a speech on the Green Paper. The Selsdon
Group dinner next week would seem to provide a suitable opportunity. I attach a draft

speech which has benefitted from comments by EB, GE, MP and Mr Portillo.

il ek

P MAKEHAM
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GREEN PAPER

13 One of the innovations of this Government has been to set policy in a
medium term framework - and to stick to that policy. In the past,
governments sanctified their policy switches by calling their approach
"pragmatic". All too often this meant financial discipline was abandoned
and governments staggered from one short term expedient to another.
Inflationary pressures were accommodated.

2. The Medium Term Financial Strategypchanged all this. It has set )u‘t
a framework which ensures consmtency between monetary and fiscal

— o Rewaot  Ladde LAkt lodRan ot [adl ast

policy.l‘ It is a framework de51gned gradually to reduce the growth of

I V,i
nominal demand and to 1mprove the division of that growth between real

ol oA

4?_,
I

2 z |
output and inflation. |

keo A
Bk :
3e Setting the framework is only part of the story —Et has to be credible
Yot frommeoth balt - Stk . Theyg Tux  [eornist HadTleron fom Siccin,
aFd built into people's expectations. People now know that the
S Lo A
Government will stick Ito its strategy. That lesson was learned in the 1981
e N
1 A

Budget. People alsd understand that the faster inflation comes down, the

faster output and employment are likely to recover. The medium term
r_,!\\ 20\ (e C«Lau«‘m\

approach has B(;en a vital part /o F f conditioning such Expectatlonsl‘ A~ Ao ‘f”‘”‘ i J

~) |
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N ks onppnonsh: loe ko .
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4. It—-hasoa'lso imposed a dlsc1p11ne on government itself. The MTFS a1ms 2
A S

“ to malfntaln monetary conditions which are consistent w1th steadlly
(] (7 -2 & /

{«

reducmg inflation. LTh1s requires control over public borrowing which is
consistent with the monetary objectives without placing | unacceptable
strains on interest rates.‘ Consistent paths for borrowing, taxation and

f ‘ i =

spending are now set over five years. 'Because of the need to restrain the\f
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. Lborrowmg requirement, any increases 111] public spending imevitably lead to

b A

inereases in taxation.

5. This—is—a-link—whieh BeopIe have been encouraged to forget in the

past. Ju&gements—have'tUO“GftEIrlTEmrmadEnn {he benefits derived-from 0(7
v.} \ ’ -(_)",- Streon A - \¢ of b "I‘ :'v‘:l'" £ Qﬁv«?““\\ﬁ—\ —
extra spending, whﬂe: “fhe price—of —that spending -ttltma.tely hhlgher
‘(cmL;u QL«altU \)hhno(
taxation -was-emitted-fromr the*equatton The result of these attltudes has
C ok J

pﬁn an inexorable incrcase in spending - and an 1nexorab1e merease in

taxation. Although some people have tried to avoid the link between
spending and taxation by assuming that the money for public spenciing can
come from a bottomless pit called borrowing, this is not sustainable.
Borrowing creates debt on which interest has to be paid in the future. So
borrowing is just a tax on future generations, quite apart from its effects

on monetary conditions and interest rates]

6. Over the last twenty years ;ea‘r public spending has risen by 90 per
PR o W« U O i_‘,\/v‘f (V‘“f}
centr\vghjle real nat10na1L income has risen by 50 per cent. As public
(84 Qb\/; ¥ty b lourt
spending Lrose substantially as a proportloJ of GDP, taxation rose too.
I~ 163~ QL’ O ta AT oV
Taxes and rates, plus National Insurance c (?ntrlbutlons. were-some 29 per
3 Y He ol of e code He ) QR ALt fsr
cent of GDP in-1963-6¢ - they—rese—to over 37 per cent by-the-end-of-the—
%M(ﬁﬂz) L?‘-L“ Ll\»‘t}}?/ et ¢ l"‘rt:‘«'(;( ch
1960s. LThlS proportion has fluctuated since but fé this financial vear the
a,,{;;L/JMﬁ KT Nol Lov ) Ll Y P ,\N?
Non-North-Sea tax burden 1s -estimated-to be 38 per cent. /What thqs—me&ar
> 1 (nes-y
in practical terms, 6 ’e-l-m a married man without children on average
fa~ot
earnings whe-was-paying less than one-seventh of his income in mcome tax .

Toclow ® (PR~ V- L[\U
im-1963=64 is-new paying over one-fifth o i

L-H—!s
WA AN o tdns ax G PN Lo WW’\
this rise in the burden of taxation which has led to the indefensible
\-;,04L re u,\_)m«»:)
situationjwhere}fr growing numbers of people are at—the—same—time in

receipt-of social security benefits of various kinds and paying income tax.
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. L’{‘he whole process has meant a massive enlargement in the role of the
z Ak L, dead Qo
state at the expense (of the individual ,and\a corresponding increase in the
~ b ey wnnokih Ot eIz fie CLA Uste
deadweigh‘thf taxation holding back our economic progress as-anations-

£ po.H‘ d\‘; H J,}\mb«,ﬂf L'Z..J o t'f&m,.\ F"-g

i \‘Much can be done to reduce the damaging effects of taxation on our
: o L CounndS Ahokesl o e, %wg ?

economy by reforming \the tax system. | Since we  are bound to have

Ber Lot Manol R o e Coin foo. Lubrngc tEpesitn oo I hnpodc
taxation of some kind, we should try to ensure that our tax system is not in
I \im =t "W{M & M:)N S:t-(.f Ao o A»t-/)

general distorting eco'norsnic activity. EI‘he economy should operate as much
Te S o R o QVJJK‘P\U« AL au CQWQAQ ‘k/v. H,gb P, :

as possible as though taxation did not exist. That is the reason for moving
in the direction of greater neutrality. We have made substantial progress
this year with our business tax changes and |the abolition of investment

)\ \VRVON - S VAN ) ok Lt s i R A QAL

income surchargs)and/\life assurance premium rclief. CChanges designed to
(V]

achieve a more appropriat; balance of taxation - between different sectors

of the economy and different taxesEare also important;] ho dtcast o Avo/x
- Mu ok o nn

Rk it kst & ok o B vl o lorakios ) &, Ll!
8. But such reforms, although well worthwhile, cannot eliminate the

damage caused by high levels of taxation and do not remove the need to
- la'pratae o

ol
reduce themJEAny formjof taxation(g:must]aﬁféct[people‘s behaviour and
s "\‘/\j 5

distort theiz_-&choice,a{ This—can affect the incentive to work, the incentive
to save of the pattern of saving, and reduce ogm{ﬁ national welfare. ;
M, q"((./(/' oasrt ABv L&’),\p“_\m e o Sefae d )=V YA, ¥ C’(-i’.'.,t.,-c.»‘/'\ &y

CThese damaging effects are not confined to the well-off but affect many
. cokd S- bl 'Ob\/\./ A~ pb/bu AN~y Jade - “‘ A l\,g

taxpayers.] Interaption;l between the tax and social security systems,@or

o e Ciati,a, hboao i
exampl% produce the~harmful-effects—of th€ poverty and unemployment
-h M Un !(': Krmﬁl

NE- (VS
TR e vea thriving economy we must get the burden of
(VOVE~ Y G P X Y2 ~ = g

taxation baek-towards the more sensible levels of the early 1960s.
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9. For too long, the-sleganm-of [governments was "Spend now, pay later".
B ~or Yo, QLg."-/Ah—QﬁV . e P@«A(Awdco/\ ES fhpM TFS np;o?’rt\c( A 1(‘/\' g
~Fhat-has.changed. [ We need to consider the level of borrowing and the
Ae Ha POt o Loy b LeexeroMe Mol of araA Ll vpeoliy
burden of taxation and then come to a view on the level of public spending
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which can be afforded. The MTFS provides the essential framework for
rnovrlol e Lo ot
such broad decisions of strategy over the next five years. We have now
| e

-

taken a further major initiative by producing, for[the first time by a British
Government, a document which considers these fundamental strategic

issues rather further into the future. The Green Paper, published on

Budget Day, is entitled "The Next Ten Years" and looks at taxation and

,P s Ak ﬁ‘/ﬂf | o AP T p,nl,‘_; Cery mnimes
| P VI et & Commiclu et S(Hz‘.l:nr(, ¥
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spending into the 1990s. |

~
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10. @‘he purpose oﬂﬁle Green Paper }s to concentrate our minds on the

sort of levels of spending and taxation we want in the years to come.” "It N C 1c /Lfv

does not record decisions. It builds up reasonable assumptions about how
ovv B ey a?Lu_NL»L
the economy as a whole might develop(a.nd uses-a-framework— ser-y—mueh—*—
A ., #M | A A A
ll.k.a—-t—he-M-TFS t»o ex%mmeS spending and taxation over—-t-he—-neﬁt—d-neade"
e e MTFS . |esk,
The Green Paper thcwstgirt*mﬁhﬁrﬂmnm:ﬂ—chas futuze levels
NL (,/( L bvvu
of taxation and borrowmg and the effect p‘f public spending on them.
—‘-“\!..l ~r\~(./~ Cal e O LRty 1Y it e~
These are/fundamental questlons for fthe development of the economy over
(e}
the next deeade or-so:—

(SVJ s o oo (AN N
1., Ct was—hardly—to—be expected tba-t‘tﬁ'is Green Paper - as—with-any—
(W PP8 bt A N
other—~Government ublication— - would meet with universal acclaim and
eA/‘\/ QAL \[A/"ﬁ v L‘) T LN\QD 7 ‘/"LV\(’( e

unqualified praised (I am, however, encouraged to note the recognition by
Aarsn A 06 Ot iotas! M G e Papu
some] commentators@f}the significance and importance of the issues the T& <covu),

e

document—addresses. LBut before elaborating on the key messages that

emerge from the Green Paper analysis, I should like to comment briefly on [2_,
uaud\ ekl e e (,(
some of the criticisms that have been made. \’ L:_k Kb Lol v AR
o~ Lzusq LAOJV‘FG\,L,D( r\/C‘W/\ >

Cﬂr‘u‘.} r;.q
12.  For the most part the critical~voices have misunderstood the purpose

of the Green Paper and what it is feasible to do when looking ten years

ahead. Some have criticised the lack of specific assumptions for }be/



particular economic variables, such as unemployment. But the Green
|

Paper does not pretend to include an economic forecast looking-that—far——
Mo & Co LA
ahead; and it is foolish to imagine such-a-task-could-eredibly-be-attempted:—

13. Others have criticised the lack of detailed projections for individual
Sy %‘\,“1 L'*lﬁ &
spending programmes, or jumped to alarmist conclusions abeut- the Gre.
t’:‘,u'r {ei AM oy
1-m-p-hcahons( for levels of service in particular pregrammes. Comments of
LA A Oak

this sort are frankly misguided. The Green Paper was-quite-deliberately
Jot-—intended” to provide detailed long term projections. Detailed

programme figures, 10 years ahead, would not be worth the paper they

were written on. Mo'mm:z:-?ile prec1se balance betwee programmes is-a-

bo L,\ FAAL A A Ohﬁ,uoﬁﬂ ‘\1 C’N(_‘ (\(‘u s Okt ,51 A (o SHacdeln
mattminr.neg:.ﬂ.ax—annua}-reappra'tsal. Th A
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the.Green-Paper must—feeus on the totals - national income, taxatlon and
- Ho>& L/t hasanr? ECA.A.—, 5 L f.u .
public expendlture/H This—is—the~Central issue: h—a&&ressh'rg—i'tm

ignore, for the time being, the insistent voices of the individual lobbies for

particular interests.

14, [One factor whlch will affect our plans (Lowards thﬂ,ﬂgnd of W

: M e =g A
S&e hkely reduction in North Sea output Our opponents have _cr1t1r:1sed

P— R

us for living in a fool's paradisetemporarily warmed by North Sea oils On

the contrary, the calculations in the Green Paper explicitly take into
N e IO Py PfcM Céﬁ N .t
account the effect on E)ur national circumstances lof the%radual reduction
pro Cantieo~ Lt v
Ln North Sea outpua @orth Sea production is 1\} expectfﬁ to be close to its
Aok L e thir Ao
peakEveljm 1984-85 and may fall gradually after that)
- 1443-9L,
production may b‘]httle more than half its peak level, E‘here may be some

- &\ v
offset to thif{ if real oil prices start to rise again as Worid de
: AW U r Aoy Bl M% ../(J’- A e k {fM,/
puts pressure on supplier% However-the-net-effect-could well ‘I{e a steady
L L8

decline in North Sea revenues - from about 3 per cent of GDP in 1983-84
OL“{A‘« l"f\.ﬁl Lb* '-J‘:/ .AI,’, % LJt et
to perhaps l¥-per-cent-of-GPP-in-1993-94, Of-eourse, to maintain the
AN



.,
same level of public spending, }wy fall in North Sea revenues will have to

w Uuap
be covered by revenue from other taxes.

M ldat. o H*MWJ Ozw Eon /A.::;ﬂ

prospects for ach1ev1ng a lower burden of taxation by the mid 1990s? “That" (® S (RO
Ll Aa r\( gt ('»()
d‘epends_qn_mhat—happemto pubhc spendmg The MTFS assumes that, if
a r\« ‘f - N N
public spending is held consta.nt. the non—North Sea tax burden will reduce~ fe-A1
e,V \0‘°“f h
by-1988=89 below its level in-1983—84 of 36 per Le.[lt” The Green Paper
S Shalr, O Aucedes ch
carries this analysis one step further. It-.suggests that,.on-the assumptions *
Y N Lot e
stated, if public spending can be held constant 'right up to 1993-94, the
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15, (”We now come to iheeent-na,l..mmufhp (Green Paper what are the

burden of non-North Sea taxation would be-peg-ue-ed- ’R 31 per cent of men- r
alao L claoly e N YL éa Conpelt, Lkl & ‘f'.’"’ﬂ

Nerti—Sea GDP(cnm-paned_te—%per-cem——m—mH% Aoty S B

PY s

A I‘LQO badd /((C = Ve, A (QAIC~ 74

despite: falling North Sea revenues jover the -pene& ’Pha-s—mey sound like

/‘4«—4f }o'rf‘*‘)' ;
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quite an achievement. Far from it. It would still leave the tax burden

LeadA
some-way above the level of the 1960s.
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16. Not only that. Any growth in public spending obliteratef even this [ Aot
~

progress to-lower-taxation. Growth in spending of only 1 per cent a year A

of ¥ per-cent a year over the-last two decades-would leave the tax burden

Py A\ OV the eyt hao
in 1993-94 only very-nrargimally below its level in 1978-79. olucpdes § 0 (P 'E:Gd-
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Ll CWe know that there are largi} pressures - political, demographic,
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technological - for increases in spending. And, ef-course, much public

spending is directed to eminently desirable ends. We-shall As the recovery
aa Nold deov Mpng Pt Lo n

contmues,\be beseiged by manyjurgmg us to spend a little more here, or a

L MOriy dattansdioad Copn

little more there, on this or that good cause. And the amourit of money i
I
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)e!aeh—ease will often appear scarcely significant in-itse¥. Mostly, we shall
’ RO AlAlT | ¢ ((\ ( )
Have tosay "no". It-will-give-us-mo-pleasure to do so. And, when we do say

Y “ i,( '\'J

"yes", it e,frr’x only be because we have been able to idemtify an ofl‘settm%

savmg clscwhere, wmwgfmwwgme. So)’
~no / ek f ;\J‘b Wo' \'V., '%(o A 4‘} i(' ;J.‘\_; ; -’{M“G LAl
Would urge 11 those who (have“ a) favourlte cause &o brlng to governmengj %0'
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tell us where we can save the money they would like us to spend. "he

fundamental lesson of the post war period is the inescapable connection

between public spending and taxation. This is the central message of the

-3
Green Paper. 1
24
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18. In the past we have s,eeﬁ @& vicious circle of higher borrowing, higher
taxation and reduced incentives. Success in controlling borrowing and
A Vi Wb A
lowering the burden of taxation achieves-a-virtuous circle. Lower taxation

and improved incentives should encourage faster growth. Reduced |owis

borrowing, combined with falling inflation [and interest rates] will reduce

debt payments and so help achieve lower taxation. %AlS6y ing gublic
Pornas ¥ b Least ~ b;,.-..;} r\.m..,} Af»(g

spending constant not ,mean inevitable cuts in services to the public.
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The’y can still be 1mproved by switches from lower priority programmes, by

switches from public to private sector provision, and, above all, by
Drshinst b L dccend
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stronger-economy.-

19. The Green Paper forces us to concentrate our minds on the kind of

economy we want in the years to come. Are we content to plan for a large
larg

public sector, high taxation economy in which a lygh proportlon of spending

decisions are taken out of the hands of individuals and our resources are

put to indifferent use by state monopolies? We know from the past that

the result is sluggish growth and further loss of competitiveness. Or do we



want to see freedom and initiative thrive in an economy where success is
rewarded.’ For too long, these choices have not been squarely faced. Past
governments have planned higher levels of spending on the basis of forecast
growth. When that growth has not materialiscd, they have left it too late,
[/ [ {,f*'.,_,ﬁ\./‘
or lacked the will,to undo their spending plans. So public sp}ud'mg has
crept steadily upwards.
H(.Ugu\“ Flr:»~,,.«;..f.‘ rl *\r\./‘»( (‘I PSR Fl‘ < .

20. We are making the-choice.plain-to-see. Inmmy—view, Control of public
spending is central to this government's objectives -central to our chances
of getting taxes down to an acceptable leve; central to our drive to
stimulate initiative, incentives and growth; and central to our

determination to halt the steady encroachment of the public sector on the

rest of the economy.
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I attach a draft press release. I can only guess

at what may be appropriate by Tuesday-. ﬂqu\r
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DRAFT PRESS RELEASE: BOARD OF FINANCE

TUESDAY 24 JULY

Buth Mr Scargill and the dockers' 1leaders claim that
their strikes are about protecting their members'

jobs. In fact they are about destroying other people's.

The aim is to challenge democratically-elected
governments by paralysing the economy. By the end
of the strikes, a lot of people will have been thrown
on the dole and will have Mr Scargill and Mr Connolly

CoRtEhankSEorsder

None of them will take away anything like the redundancy
money that is on offer to the miners. Some - the self-
employed lorry drivers for example - will get nothing
at all. But then Mr Scargill and Mr Connolly despise
the self-employed, because they cannot be cowed by

trade unions.

The steel men saw the trap all too clearly. They refused
to allow their industry to be shut down and their
livelihoods destroyed by miners' pickets. They know
how many jobs were lost through their own strike. They
remember that the NUM's so-called solidarity with

that steel strike put not one miner's job at risk.

And they know too that Mr MacGregor was not to blame

for the massive loss of Jjobs in steel. That was caused
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by loss of competitiveness, over-capacity and the
recession. What Mr MacGregor is responsible for is
making steel a highly-efficient industry and for thc

70,000 jobs that have thus been saved.
N PR Yoy % 5 .\..f(‘("m (e f(L/ ﬂ( //,’V'U/al q c_«/é«j
Bohill induoky b compIilie v

Sadly, thxgughoutmmthe. reces&&ani\many thousands of

jobs have been lost, as—inmewitably <+he Gﬁder 1ndustr1%i!v
that were once some of our largest employers /adapt
Iy L i MR
the process, Lgut the mlneworkers have so far been
largely immune. The taxpayer has coughed up year after
year to keep them in work. The registered dockers'
jobs are protected by law. No gquestion of sharing
round the misery. Both groups are in any case highly

paid and eligible for very large compensation for

voluntary redundancy.

Yet these two grou Si= = | perhapsisthe Bmost " protected
ns&vf“ ( ‘&2 ohe{//‘u&n‘- &AKMWA/\(
in the economy - are using their muscle[j:L_ensuxe

J'Lq a; ﬁz-»&w

v '\\ﬁ é’l‘"‘f ‘\ ’”z:l
f }QBS, thﬁiweakér groups are—puwt at risk.

It throws new light on the far-left wing breed of
trade wunionists of our age. It explains a lot too
about the Labour Party which those trade unionists

keep in funds, and whose leader they helped to elect.
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FROM: M D X PORTILLO
DATE: 19 JULY 1984

CHANCFETLT.OR cc Miss Younyg

SPEAKING ENGAGEMENTS

L MCDOWELL GARDEN PARTY: SUNDAY 22 JULY

When I spoke to Mr McDowell today about your press
release, he asked that you should speak at the garden
party on Sunday.The local press have come to know
of it and will attend.

25 TOUR: FRIDAY 7 DECEMBER

The North East cannot arrange a programme. CCO are
keen that you should do Yorkshire. I think that there
is a good case for going there, but it is worth bearing
in mind that the miners' strike may still be on. CCO

are expoloring both Yorkshiré*and the South West.

3ic GLASGOW CONSERVATIVES

Seottish CCO: -do prize the function in gquestion. Sir
Geoffrey, they say, used to visit Glasgow and Edinburgh
once a year. They would aim for 150.-200, half
businessmen, half party faithful. They are anxious
too to balance east and west - the PM is going to
Edinburgh in September. But then Norman Tebbit is
doing a rally in Glasgow that month. I recommend

acceptance.

4. WELSH CONFERENCE FRIDAY-SATURDAY 21/22 JUNE 1985

IN LLANDUDNO

They wish to invite you. Will you wish to accept?

cen do. Fly to keeds M

Aveicl S. Yerks. EBud iw HuclelorsfFelc D X PORTILLO

464\ CRF eiunar,



Chairman: Sir James Goold CA FCIOB Director: Sir Graham Macmillan

Deputy Chairman: Dr Alistair Smith CBE Deputy Directors: Robert M Balfour
Vice-Chairman: lan Lang MP Peter D Smith

Scottish Conservative Party
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\ _J  Headquarters: 3 Chester Street, Edinburgh EH3 7RF. Telephone:031-226 4426
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M Maltibham
w. Portillo
Our Ref: JDG/BL/200 5th June, 1984
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The Rt. Hon. Nigel Lawson, M.P.,

Chancellor of the Exchequer, T w

11 Downing Street, aou — '(:((ut,
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: It is with great pleasure that I invite you to be the principal
guest at a Dinner of the City of Glasgow Conservatives this autumn.

Your predecessor attended on two occasions and a large audience of
businessmen and their wives together with Party workers greatly
appreciated the event.

For the first time for many years businessmen were involved in
working for the recent District Council elections and they raised a
considerable amount of money for the Party. Unfortunately the election
results were disappointing and I am most anxious that the business
involvement should be maintained as only this way can we hope to improve
for the Regional elections in 1986 and for the next general election.

A visit fram you would be a tremendous boost and I do hope that
you will accept. The function can be arranged on almost any date which
would be suitable to you and I look forward to hearing fraom you when this
would be possible.

I was pleased to meet you at the Conference in Perth and look
forward to welcaming you again to Scotland.

o T M

Kindest regards. ”
?(I\—/s e HM TREASURY — MCU
)
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CHANCELLOR -~ éc Sir P Middleton

Mr Battishill
: Mr Folger
e Mr Culpin
4 Mr Ridley
Mr Lord

Meormonav 23
CHANCELLOR'S SPEECH TO CONSERVATIVE BOARD OF FINANCE:TUESDAY 24 JULY

I have revised the draft submitted yesterday'to reflect the decision

of the dockers' leaders to recommend a settlement to their members.

M D X PORTILLO



‘FT PRESS RELEASE: BOARD OF FINANCE

TUESDAY 24 JULY

Mr Scargill claims that the coal strike is about protecting

miners' jobs. In fact it is about destroying other people's.

His aim is to challenge democratically-elected governments
by paralysing the economy. And he doesn't give a fig how

many people he throws on to the dole in the process.

There was no disguising his enthusiasm for the dockers'
strike despite the fact that it put many businesses and
jobs at risk. Yet none of those put out of work would have
taken away anything like the redundancy money that is on
offer to the miners. Some - the self-employed lorry drivers
for example - would have got nothing at all. But then Mr
Scargill despises the self-employed, because they cannot
be cowed by trade unions.
W Kis
The steel wmmm ("saw his trap all too clearly. They refused
to allow their industry to be shut down and their livelihoods
destroyed by miners' pickets. They know how many Jjobs were
lost through their own strikel:ghey emember that the NUM's
so-called solidarity with that stéel strike put not one
miner's job at riski
.f/
And they know too that Mr Mac/regor was not to blame for

the massive loss of jobs in steel. That was caused by loss



is responsible for 1is making steel a highly-efficient

over—-capacity and the recession. What Mr MacGregor
industry and for the 70,000 jobs thatfhave thus been saved.

Sadly, throughout the recession many thousands of jobs
have been 1lost, as inevitably the older industries that
were once some of our largest employers adapt to the modern
world. Many people have suffered in the process, but the
mineworkers have so far been largely immune. The taxpayer
has coughed up year after year to keep them in work. No
question of sharing round the migéry.
/

Yet the miners - perhaps the /most protected group in the
economy - are using their muscle to ensure that the jobs

of the weaker groups are put at risk.

It throws new light on the/ far-left wing breed of trade
unionists of our age. It ex?lains a lot too about the Labour
Party which those trade uq&onists keep in funds, and whose

leader they helped to elecﬁ.
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FROM: DAVID PERETZ
DATE: 24 July 1984

\\

R

CHANCELLOR

I understand the Prime Minister's opening speech next Tuesday is likely to be mainly
about the mineérs' strike, and an attack on Mr Kinnock - with only a fairly short section

on economic policies.
2. For your speech, I guess it would be useful to have building blocks on:-

(a) state of the economy (perhaps with a bit about the US as well) - Sir T Burns
to draft, or Mr Folger with Sir T Burns' help?

(b) interest rates and exchange rate (though hardly the occasion for a careful

exposition) - Mrs Lomax to draft?

(c) (possibly) a section on the need for continued sense in working practices, pay,
and generally making British enterprises more competitive -~ a message already
learned by most of the manufacturing sector, and beginning to pay off in
improved competitiveness, growth etc - but yet to be learned, apparently, by the

miners - Folger or Portillo to draft?

(d) some politicalﬁmock-about stuff from Michael Portillo.

L’

D L C PERETZ



OM: P MAKEHAM
DATE: 8 October 1984

® 1. MR BATTISHILL cc Sir P Middleton
Sir T Burns
Mr Littler

2 CHANCELLOR OF THE EXCHEQUER Mr Cassell

Mr Evans
Mr Lavelle
Mr Odling-Smee
Mr Scholar
Mr Hall
Mr Portillo

MANSION HOUSE SPEECH

I attach a preliminary draft, which includes contributions
from HF, EF and Sir T Burns. It is very much a rough first
draft and we will be submitting a second draft towards the

end of this week.
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CONFIDENTIAL

MANSION HOUSE: DRAFT SPEECH

[Reply to the toast "Prosperity to the public purse and the
health of the Chancellor of the Exchequer." Opening passage

Lo be added.]

When I spoke here last year, I was able to review more
favourable economic prospects at home and abroad. i also
refered to some of the challenges we faced, particularly
international debt and change in our own economy, especially
changes in the City. Those economic prospects have been
realised. We have made progress in tackling the challenges.
The bedrock of such progress has been a consistent strategy
which provides the framework within which change and changing

attitudes can be encouraged.

25 Of course, tackling uncertainties and helping to manage
change is the 1lifeblood of the City. Fn . thisi ‘month! @t ¥is
particularly appropriate to recall Mark Twain's advice "October.
This is one of the peculiarly dangerous months to speculate
in stocks in. The others are July, January, September, April,
November, May, March, June, December, August and February".

Uncertainties and change are not avoidable.

Bre I have spoken on other occasions about the exciting changes
that are taking place within the square mile that makes up
the “City -of :«Londen. The Government welcomes those changes
and has helped to encourage and create the conditions in which

they can take place smoothly and with success.
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CONFIDENTIAL

4. To bring about an environment conducive to change we
have swept away unnecessary and outdated controls which have
served in the past only to stifle initiative and suppress
enterprise and experiment. In the area of fiscal reform we
have taken a number of steps to improve incentives, remove
distortions which have been harmful to economic activity and
generally to reinforce and strengthen the forces for competition

already at work among our financial institutions.

B In this same vein, My Lord Mayor, the Government withdrew
the reference on the Stock Exchange to the Restrictive Practices
Court, and we are bent on spurring competition in the financial

services industry.

6ie In all this, we have a clear objective in view: to restore
the City of London securely to its rightful place among the
world's leading financial centres. But, as we meet here tonight
in these splendid surroundings, let there be no misunderstanding
of what that involves. The City's position as a 1leading
financial centre does not belong to us as of right. It is
a privilege which must be earned by maintaining worldwide
respect for the quality and range of services which the City
has to offer and by jealously guarding its cherished reputation
for excellence. The future will not be easy. Others are
already laying claim to the leading role which once we took
for granted. But I believe that, working with you, my Lord
Mayor, the bankers and merchants of the City of London, we

can together ensure that success.

CONFIDENTIAL
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7% The Government stands ready to play its part, and I should

like to say a word briefly about some of our other intentions.

8 Next month, we shall be publishing in a White Paper our
proposals for establishing the kind of regulatory framework
needed to preserve continuing confidence in the securities

and:. investment industries.

o% Our belief in the need to rely heavily on the active
involvement of the City itself is no secret, and I am confident
that the proposals in the White Paper will provide the welcome
reassurance that investors need in an increasingly sophisticated
world, whilst steering well clear of unnecessary and stifling

bureaucracy and red tape.

10. In this company, my Lord Mayor, I need hardly say that
no-one underestimates the difficulties confronting supervisors
faced with the task of trying to monitor organisations whose
activities cover a wide spectrum of financial business. Chinese
walls are not a new sight to the City - but there are going
to be many more of them. And their effective policing will
be crucial if London's cherished reputation for probity is

to continue to be safeguarded, as clearly it must.

1l1. Nowhere is this more so than in the gilts market, where
great changes have been set in train. Here a crucial safeguard

will be separate capitalisation of market-making firms.

3
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12. The equities market too is changing. The two markets
may choose different ways of achieving transparency. Indeed,
different degrees of transparency may be appropriate to their

different circumstances.

13. I welcome the proposal for a last trade tape in heavily
traded equities. And I hope that perhaps some equally

reassuring arrangement may be devised for the gilts market.

l4. It may be appropriate for me this evening to refer briefly

to two other pieces of proposed legislation.

15. First, the Trustee Savings Banks. We intend to pave
the way soon to enable the TSRs to complete their transition
to full corporate status, so that they may take their proper
place in the market. Whilst I cannot anticipate what may
take place in the forthcoming Parliamentary session, I can
say that I am hopeful that this transition may not be long

delayed.

16. Second, the building societies. The period for commenting
on the Government's Green Paper on the future role of the

societies ran its course three days ago.

17. We have received, as we expected we would, a large number
of representations on this subject. These are being carefully
studied. Again, it would be wrong for me to anticipate what
may come of those studies. What I can say is that we shall

be proposing a comprehensive new framework for the societies,
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CONFIDENTIAk,

aimed at preserving their traditional features whilst increasing
competition by enabling them to provide a wider range of
financial services. We hope to prepare firm proposals for

legislation in the new year.

18. I turn now to the international scene. There were to
my mind three issues above all, running through the meetings
of the international financial community last month in Toronto
and Washington: the pattern of the global recovery, the
uncertainties of US prospects, and the international debt
issue. All three are closely interconnected, but I would

like to concentrate tonight on international debt.

19. In my remarks last year I described this as "perhaps
the greatest immediate problem" facing the international
economic scene. That the debt problem has not, in the past
year, led to even more serious concern is a tribute to the
painstaking efforts devoted to it by the international financial
community and ' some debtor countries. If we analyse the
origins of the debt problem I think there is no doubt that
the strategy adopted so far to meet it has been broadly right.
But there are also elements in that response which we need

to explore and develop further.

20. Those who analyse the debt problem mostly agree that
its origins lay in a combination of three factors. First,

it lay in too much borrowing, with an over-reliance on bank

finance. Overshooting is not a phenomenon confined only
to the exchange markets. Second, it 1lay in the emergence
5
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of a worldwide economic recession, with rising real interest
rates, on a scale not experienced for decades. Third, 1t

lay in a loss of confidence in borrowers' creditworthiness,

manifested initially by a shortening of maturities.

2l1. The response has in many ways been totally apt. Avcut
back in borrowing, typically on the basis of adjustment
programmes devised by the IMF. A resumption of growth - the
industrialised world has been growing a good deal more strongly
than most commentators were forecasting a year ago. And the
beginnings of a return in confidence - and with it a willingness
to give adjusting countries a real breathing space - an approach
exemplified by the recent Mexican multi-year rescheduling

agreement:.

22. This response remains appropriate. But the process cannot
be rushed. The debt strategy we have adopted recognises the
need £for time. Time for adjustment to work. Time for banks
to get their balance sheets in order. Time to develop new

forms of financing.

23. More adjustment is still needed if debtor countries are
fully to regain the confidence not only of the outside world
but also of their own people. A huge volume of potential
investment has been lost to the debtor countries by the flight

of capital from their own residents.

24. As adjustment proceeds over a longer time scale than

traditional IMF programmes, so will the Fund require to develop
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- as it is already developing - new techniques of surveillance.
In the United Kingdom we too are developing policies in
appropriate areas: for example in relation to the resumption

of export cover to countries which have rescheduled debt.

25. Over-reliance on bank finance in the past brought problems
for borrowers and lenders. One of the legacies has been the
need for banks to respond to doubts about the value and
proportion of some of their assets by a higher 1level of

provisioning and by additions to capital resources.

26. But there is another moral to be drawn. The need in
the future must be to supplement or substitute for bank finance.
Banking flows will of course remain important; they cannot
realistically be replaced altogether, but non-bank private
flows should gradually become more prominent. This Jjudgement
was widely shared by the participants in the London Economic

Summit earlier this year.

27. In the decade after 1973, bank lending to debtor countries
doubled as a proportion of total borrowing, while the rate
of increase of direct investment grew at a much slower rate.
It seems not unreasonable for debtor countries to ask themselves
whether past inhibitions on such investment are really
justified. They might also consider the political implications
of other options to achieving economic equilibrium. And they
might ponder the variety of regimes - in developing and
developed countries alike - which seem compatible with national
self respect. It seems not unreasonable for the Fund to put
the same point and ask the same questions, as indeed we have

encouraged them to do.

> CONFIDENTIAL
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28. A resumption of direct investment, as traditionally
understood, is not the only form of private financial flow
which we need to encourage. At the opposite end of the
spectrum, some debtors are beginning to contemplate returning
to the bond market. We need to leaven the debt lump in a
variety of ways: to devise new instruments to bring stable
capital to countries whose underlying resources are so abundant.
This is a challenge to which the ingenuity of the City has

proved more than equal in the past.

29. . Vihate' E% indisputable is that success in tackling
international debt must be closely 1linked with the pace of
world economic recovery and with success in bringing down

the level of interest rates.

30. I said in Washington, and I repeat tonight. The biggest
single contribution to easing the debt problem which could
be made over the next year or so would be developments of
US policies which could lead to lower dollar and world interest

rates.

CONFIDENTIAL
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MANSION HOUSE - DOMESTIC DEVELOPMENTS

1 I now turn to our own economy. Developments over the past year have
been much as we expected. Output in the first half of 1984 was 3 1/4 per
cent higher than a year earlier - without the effects of the miners
strike it might have been Y4 per cent. The balance of demand growth has
changed even more than expected towards investment and exports. In 1983 the
main sources of demand growth were consumer spending, as the savings ratio
fell, and less de-stocking. More recently the growth of consumer spending has
slowed as the savings ratio has steadied but exports have been helped by the
rapid growth of the world economy and fixed investment is up by 15 per cent on

a year earlier.

2. I have mentioned the impact of the miners' strike on GDP. It of course
also has an impact on public expenditure this year. It is one of a number
of exceptional factors that have put pressure on expenditure. Local
Authorities will also again substantially overspend their provision,
justifying the stricter penalty regime for next year and the powers we have
taken to cap rate increases. Although for these reasons public expenditure
pressures this year are very strong, the overall level of borrowing [is
broadly in line with that which I envisaged at the time of the Budget]/[is
expected, as in the Budget forecast, to be significantly lower than in
1983-84]. The Government continues to attach the highest importance to

maintaining control of public expenditure.

=8 Inflation has continued at a lower rate than expected by most
commentators. Against the background of widespread xpectations of
rising inflation. I suggested in my speech last year that the prospects for
inflation remained encouraging and that indicators at the time pointed, if
anything, to a downward path in 1984, The latest inflation figure at [4.8]

per cent is a little below the same month in 1983 but this understates the

CONFIDENTIAL
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progress made because of erratically high price increases for seasonal foods

and mortgage interest payments. The GDP deflator, a useful measure of the
domestic component of inflation, was rising at a rate of less than 3' 1/2 per
cent in the first half of this year. [Possible passsage of monetary
policy/exchange rate: to be drafted later in the light of market reaction

to September money numbers. ]

4, The increased unemployment level over the past year has been
disappointing. Employment has risen and so has the level of vacancies but
the bulk of the new jobs have gone to f;q;na/les, many on a part time basis.
It is important to draw the correct lesson from this experience and I shall

say more in a moment.

5ie There have been some signs of a slowing in the recovery in the
industrialised countries this summer and the forward indicators in a number
of countries, including the UK have weakened. Many commentators have con-
cluded that we may be about to enter the downswing of the business cycle.
This judgement may prove to be premature; industrial disruption in West
Germany and the UK has affected the reported figures, A lthough the recent US
growth rate has clearly been unsustainable; there is clear scope for faster
growth in Europe and while rising nominal and real interest rates in the first

half of half of this year have been disappointing these may well be reversed.

6. In my recent speech to the IMF in Washington I conceded that we made no
claim to having abolished the business cycle. All experience suggests that
growth rates in the industrial countries do fluctuate from one year to
another Over the past 25 years or so there is evidence of some regularity in
those oscillations. But this is far from being a mechanical or inevitable
process. It is important to examine the underlying pressures and not simply
extrapolate past behaviour. There are a few signs of the factors that we
would expect to be associated with a violent or sustained cyclical downturn

and the message from the leading indicators may not be sustained. It is

2y
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important to recognise that the policy framework in recent vears has been very

different to the pattern in earlier years. Monetary policy has generally been
directed towards reduced inflation and nominal GDP growth over the medium term
rather than directed to output targets. Interest rates have been volatile
and are subject to different pressures. As a result - the leading indicators
particularly interest rates, may not bear the same relation to output fluctua-

tion as in the past, and they may be reversed rather earlier.

T The prospect for 1985 is that we will see a further year of recovery.
Maybe the various demand components will make a more equal contribution to
demand growth. The clearest threats to sustained recovery remain the growth
of world demand and the level of interest rates. Both are closely tied up
with developments in the US and the progress of policy. Given the stance of
US fiscal policy we must accept the risk of fluctuating US interest rates -
and that the movement of US output is potentially volatile. Recently we have
heard a good deal about the benefit that high US import growth has brought
to the European countries' external demand. But the high level of real
interest rates which also derive substantially from US policy has to be put
on the other side of the balance sheet. We must continue to press the US
Administration to correct the unbalanced nature of policy. Many underestimate
the progress that has been made this year; but more needs to be done, urgent-

ly.

8. The prospects for inflation remain favourable. Again it has to be

M
recognised that inflation will not fall in every year. But it is quite wrong

e e e N T

W
to imagine that recovery of output inevitably means a sharply higher

inflation rate. Our expectation is that we will continue to see downward
pressure on inflation; some of the volatile factors that have been damaging
inflation in recent months may well have reversed themselves by this time next

year.
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9. However what is much more important than the short term movements of
demand components is the underlying supply performance of the economy. That
is what determines the medium term growth rate and prospects for employment.
And much more important than attempts to take the pulse of inflation year by
.year is the medium term profile. That as we have seen will be determined by
monetary policy. This was the theme of my Mais lecture: output and unemploy-
ment determined by supply performance and inflation by monetary policy. Of
course in the short term there are many more influences but they tend to

even out if we take a number of years together.

10. This government has made a considerable number of changes in the
direction of improving supply performance. A large number of controls have
been abolished; increased competition and tax changes have all been pointed
in the same direction. But we recognise that more needs to be done. Improved
micro-policies involves difficult choices - just as with improved macro-
policy. This means reducing subsidies whether for spending, saving or even
capital investment; a return to a tax system which is more neutral in the way
it affects choices; closing low productivity, loss-making activities; mainta-
ining free trade and reducing protection where it exists; reducing government

expenditure and taxation, in tandem.

11. And lower wage growth is a crucial aspect of this improved supply
performance There is considerable misunderstanding about the role of lower
wages in generating more jobs. We are not advocating a return to stone-age
technology. But we must recognise that the bundle of goods that consumer's
buy will be determined by relative prices. If labour costs were lower we
would see some shift in relative prices and an increased share of labour

intensive products in consumer spending.

12. We must also recognise that average figures for earnings and productivity
are just that; they reflect the mix of people who are in the averages. [Some

people have difficulties with the concept of averages like the man who drowned
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in a river that was on average 3 feet deep.] If a significant number of those
who are unemployed were to find work in below-average productivity
activities and at below-average earnings it would strike me as a;zgmbiguous
improvement. But average earnings and productivity statistics would be lower

than they otherwise might have been. There is much to be said for a high

wage, high productivity economy. That is certainly the case as applied to
individuals. But the average statistics will move in that direction if a
sufficient number of below average productivity became unemploved - and that

is not a welcome development.

13. There is no doubting the level of overmanning in UK industry in 1979.
Much of the increase in unemployment in recent vears represents a
correction of that overmanning. The unemployment tragedy has been the failure
to generate sufficient opportunities for those displaced to find work
elsewhere. In large measure this is due to continuing obstacles to employment
at real earnings levels that can be afforded by producers. This is the way in
which the US has adapted and I make no apology for continuing to represent

it as a standard we should aim to achieve.

14, In my Mais lecture I argued that US labour market, not budget
deficits had been the prime determinant of the US jobs success. Several people
have questioned this and point to the recent combination of larger budget
deficits and falling unemployment. A number of points need to be noted. The
first is that the contrast between European and US performance has been a
factor over the past ten years, not only the last four. Indeed US employment
rose 13 million between 1975 and 1979, a period over which US . fiscal
deficits were declining but has@ increased 2 million between 1979 and 1983
ng.

when fiscal deficits have been rising
15. Clearly the recent rapid growth of output has reduced unemployment.

But to put this down exclusively to fiscal policy is to ignore some other

important developments in the US¢ In particular inflation has fallen rapidly,
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partly because of deregulation and other pressures for increased competition.
It is also striking that the US recovery has not been characterised by an
unusual growth of consumer and government spending where might be expected
if tax change were the dominant force; instead it has been led by domestic
investment. And many are prone to forget that the potential timing and scale
of US recovery was clearly spotted by those who monitored monetary policy,

identifying a clear change in the Autumn of 1982.

16. Many see the recent US developments as theflastistand of
Keynesianism. After being wrong so often about the profile of recovery and
inflation they sieze upon this example to make their point about the virtues
of budget deficits. But in doing so they are missing some important lessons

we need to absorb if we are to improve employment prospects substantially.

CONFIDENTIAL
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The economic progress we have witnessed over the past year
has been substantial - both at home and abroad. The way the
economy is taking change in its stride is notable too. Many
uncertainties remain. The essential element in facing them

is the pursuit of a consistent strategy - that we have.

The emphasis on competition within a clearly defined framework
is as much a hallmark of our policies tackling the structure
of the economy as it is of our financial policies. The Medium
Term Financial Strategy and the encouragement of the enterprise
culture remain the foundations of our strategy. Ef =TT o may
use an analogy today - on the Feast of St. Luke - we have

laid the foundations on rock.

The need to safeguard the prosperity of the public purse is
indeed part of that strategy - a toast to which we can pledge

ourselves again tonight.
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MANSION HOUSE

[Reply to the toast "DProsperity to the public purse and the health of the

Chancellor of the Exchequer".]

[1. I welcome the privilege of replying to your toast again at this great annual
Banquet. The past year has seen great changes in the City of London, although much
less change than last year in the main dramatis personae. I note with great regret that

we shall be returning to an all male cast.

2. When I spoke here last year, I was able to review more favourable economic
prospects at home and abroad. I also referred to some of the challenges we faced and

the changes in our own economy, especially in the City.

Those economic prospects have been realised. We have made progress in
tackling the challenges. Tonight, I shall review the advances we have made in the

economy and in the City. I start of course with the Square Mile.

3 Issues of self-regulation and statutory powers are not new to the City. You will,
of course, recall my Lord Mayor, that this is the centenary of the passing of the
London Brokers Relief Act of 1884. The detailed regulations governing brokers in
London had been swept away by Parliament in 1870. The 1884 Act completed the
process of restoring market freedoms by abolishing the annual tax which had been

levied on brokers.

The wisdom of freeing markets is beyond dispute - as of course is the wisdom of

providing relief to brokers.
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. 4. The freedom for market forces to stimulate competition and innovation is the
hallmark of our micro-economic policy. It is also therefore our fundamental objective

in approaching changes taking place in the City.

Do Financial services however need to be subject to an appropriate regulatory
framework. It is this which maintains the confidence of investors and potential

investors in the integrity of the market, and hence ensures its long term health.

6. Regulation does not have to mean the dead hand of bureaucracy. For the City, it
is a matter of taking the standards of the majority and seeing that they are maintained
throughout. The principle is that those who set the standards - operators themselves -
are best placed to regulate their peers. Where it works self-regulation is highly
effective. It also has an immense advantage in the speed with which changes in rules

can be made to meet changing circumstances.

ilis There has to be a statutory framework. But such a framework will strengthen
self-regulation, for it enables real powers to be delegated to the self-regulators. As
the Secretary of State for Trade and Industry has announced this week, therefore, we

have opted for self-regulation within a statutory framework.

8. We propose two bodies. One for the securities and investment industry and one
for the marketing of investment products. Both will have statutory backing provided
certain basic principles are adhered to. When our proposals are published in full in
December, I am sure they will be seen to strike the right balance between the

necessary protection of investors and the required free play of market forces.

9. In this company, My Lord Mayor, I need hardly say that no-one underestimates
the difficulties confronting supervisors faced with the task of trying to monitor

organisations whose activities cover a wide spectrum of financial business. Chinese
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‘ walls are not a new sight to the City - but there are going to be many more of them.
And their effective policing will be crucial if London's cherished reputation for probity

is to continue to be safeguarded, as clearly it must.

10. Nowhere is this more so that in the gilts markets where important changes have
been set in train. Here a crucial safeguard will be separate capitalisation of market

making firms.

11. The equities market too is changing. The two markets may choose different
ways of achieving transparency. Indeed, different degrees of transparency may be

appropriate to their different circumstances.

12. Inow turn to the economy. Developments over the past year have been much as
we expected. Output in the first half of 1984 was 32 Per cent higher than a year

earlier - without the effects of the miners' strike it might have been 4 per cent.

13. Last year the main sources of growth in demand were consumer spending, as the
savings ratio fell, and less de-stocking. More recently the growth of consumer
spending has slowed as the savings ratio has steadied. The balance of demand has
switched towards investment and exports even more than expected. Exports have been
helped by the rapid growth of the world economy. Manufacturing investment is up by

15 per cent on a year earlier.

14. I have mentioned the impact of the miners' strike on GDP. It has also of course
had an impact on public expenditure this year. Up to the end of September the cost of
the coal strike in public expenditure terms was about [£ million] and in PSBR terms
about [£ million]. To set these costs in context, subsidies to the NCB before the
strike were running at over £1 billion a year - or £130 a week for every miner. These

subsidies would grow even larger if uneconomic pits were kept open. The country
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cannot afford to subsidise loss making pits any more than it can afford to subsidise loss
making activity elsewhere on the economy. The NUM alone amongst unions seems to
believe that it is possible and desirable for the country to prosper by consciously and

systematically backing losers.

15. The strike is one of a number of exceptional factors that have put pressure on
spending. Local Authorities will again substantially overspend their provision,
justifying the stricter penalty regime for next year and the powers we have taken to

cap rate increases.

16. Although for these reasons public expenditure pressures this year are very
strong, the overall level of borrowing will benefit from higher North Sea oil revenues.
[Latest PSBR figures] As envisaged in the Budget forecast, borrowing this year
should be lower than in 1983-84. The Government continues to attach the highest

importance to maintaining control of public expenditure.

17. Inflation has continued at a lower rate than expected by most commentators.
Against the background of widespread predictions of rising inflation. I suggested in my
speech last year that the prospects for inflation remained encouraging and that

indicators at the time pointed, if anything, to a downward path in 1984.

18. The latest inflation figure at 4.7 per cent is a little below the same month in
1983. Even so, this comparison understates the underlying progress made as the RPI
has been raised by the recent mortgage rate increase. A useful measure of the
domestic component of inflation, the GDP deflator, was rising at a rate of under 4 per

cent in the first half of this year.

19. It may be helpful here if I say something about the Government's policy on short-

term interest rates, in case there are still misconceptions about this. The
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. arrangements introduced in 1981 were designed to give markets a greater influence on
rates. This is consistent with a policy that is directed at controlling monetary
aggregates and over time should bring about a quicker and smoother adjustment of
rates than would be achieved if the Government were administering them as under the
earlier regime for Minimum Lending Rate. But for this to work effectively it is

important that markets concentrate on the right things.

20. The sharp rise in interest rates last July occurred at a time when the exchange
rate, and in particular the sterling dollar rate, was falling and when there were
widespread anxieties about whether our fiscal and monetary policies were on track.
These domestic anxieties, as I think is now recognised, were unfounded. But they
coincided with worries over industrial disputes and a mistaken view of our exchange
rate policy. The combined effect was to impose massive upward market pressure on
interest rates. In the circumstances it was impossible to resist this pressure without

creating dangerous doubts about the government's central anti-inflationary strategy.

21. T said at the time that it is characteristic of financial markets that they tend to
overshoot, and that is what occurred. When the market's worries about domestic
financial policies were shown to be exaggerated, interest rates guickly fell back,
[though they remain above their pre-July levels]. They have remained steady during
a further period in which sterling has intermittently been under pressure. This is in

marked contrast with the behaviour in July.

22. Tt suggests that markets are taking a more balanced view of financial
developments. In particular, they are recognising that it is monetary conditions, and
not the exchange rate, that are of central relevance to interest rates. That has always

been our policy, and it remains so.
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‘ 23. And - possibly another lesson from July - the markets are also focussing not on
one month's money figures but on a run of months. Given the way in which the money
figures can swing about from month to month that is the only sensible way to look at
them. The fact is that on a three, six or twelve-month comparison, monetary growth,
on both the broad and narrow measures, is within the target ranges. This has

undoubtedly, and rightly, underpinned market confidence recently.

24. The increased unemployment level over the past year has been particularly
disappointing. Employment has risen and so has the level of vacancies. Many of the
new jobs have gone to women working on a part time basis. Over the year to last
June, the estimated number of people in work rose by some quarter of a million. The
number of part-time women employed rose by about 165,000. It is important to draw

the correct lesson from this experience and I shall say more in a moment.

25. There have been some signs of a slowing in the recovery in the industrialised
countries this summer. The forward indicators in a number of countries, including the
UK, have weakened. Many commentators have concluded that we may be about to

enter the downswing of the business cycle.

26. This judgement may prove to be premature. In this month it is particularly

appropriate to recall Mark Twain's advice about October. "October" he said

"This is one of the peculiarly dangerous months to speculate in stocks in. The
others are July, January, September, April, November, May, March, June,

December, August and February.

27. The evidence that we are reaching the downswing is weak. Industrial disruption
in West Germany and the UK has affected the reported figures. There is clear scope
for faster growth in Europe. The very high rates of US growth were obviously
unsustainable and this growth is now moderating. The rise in nominal and real interest

rates in the first half of this year was disappointing. But it may well be reversed.
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. 28. In my recent speech to the IMF in Washington I conceded that we made no claim
to having abolished the business cycle. All experience suggests that growth rates in
the industrial countries do fluctuate from one year to another. Over the past 25 years
or so there is evidence of some regularity in those oscillations. But this is far from

being a mechanical or inevitable process.

29. It is important to examine the underlying pressures and not simply extrapolate

past behaviour.

There are few signs of the factors that we would expect to be associated with a
violent or sustained cyclical downturn and the message from the leading indicators

may not be sustained.

It is important to recognise that the policy framework in recent years has been
very different to the pattern in earlier years. Monetary policy has generally been
directed towards reduced inflation and nominal GDP growth over the medium term
rather than to output targets. Interest rates have been volatile and are subject to
different pressures. As a result - the leading indicators, particularly interest rates,

may not bear the same relation to output fluctuations as in the past.

30. The prospect for 1985 is that we shall see a further year of recovery. The
various sources of demand may well make a more balanced contribution to growth.
The clearest threats to sustained recovery remain the growth of world demand and the
level of interest rates. Both are closely tied up with developments in the US and the
progress of policy. Given the stance of US fiscal policy we must accept the risk of
fluctuating US interest rates - and that the movement of US output is potentially

volatile.

31. Recently we have heard a good deal about the benefit that high US import
growth has brought to the European countries' external demand. But the high level of

real interest rates which also derives substantially from US policy has to be put on the
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’ other side of the balance sheet. We must continue to press the US Administration to

correct the unbalanced nature of policy. More needs to be done, urgently.

32. The prospects for inflation remain favourable. Our expectation is that we shall
continue to see downward pressure on inflation; some of the volatile factors that have
been damaging inflation in recent months may well have reversed themselves by this

time next year.

33. So the immediate prospects are good - sustainable growth combined with low

inflation.

34. More important still are the long term prospects and the underlying performance
of the economy. Concentration on short term movements can be misleading.
Constant attempts to take the pulse of inflation or the pattern of demand risk
exaggerating erratic movements, which tend to even out over a number of years. Such
attempts also risk identifying proximate causes rather than the real underlying

changes.

35. It is the profile of inflation over a number of years which is important. That is

determined by monetary policy.

It is the underlying efficiency of the economy which is important. And that will

determine growth and employment in the medium term.

36. This government has made a considerable number of changes in the direction of
improving the efficiency of the economy. A large number of controls have been
abolished. We have encouraged increased competition and and reduced distortions in

the tax system.
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. 37. But we recognise that more needs to be done. Improved micro-policies involve
difficult choices - just as with improved macro-policy. It means reducing subsidies
whether for spending, saving or even capital investment; returning to a tax system
which is more neutral in the way it affects choices; closing low productivity,
loss-making activities; maintaining free trade and reducing protection where it exists;

controlling government spending and reducing taxation.

38. And lower wage growth is a crucial aspect of this improved supply performance.
There is considerable misunderstanding about the role of slower wage growth in
generating more jobs. We are not advocating a return to stone-age technology. But
we must recognise that consumers' choices are determined by relative prices. If
labour costs grew more slowly we would see some shift in relative prices and an

increased share of labour intensive products in spending.

39. Nor are we saying that anyone in work need be worse off. Slower growth in the
real wages of employed people is surely not onerous. And it can mean all the

difference to whether those unemployed can find work.

40. There is much to be said for a high wage, high productivity economy. Certainly
high pay for high productivity is to be welcomed. But average figures for earnings and
productivity are different. They reflect the mix of people who are in the averages.
[Some people have difficulties with the concept of averages like the man who drowned
in a river that was on average 3 feet deep.] If there were a significant increase in
jobs in which the levels of productivity and earnings were below average, average
figures for earnings and productivity would grow more slowly. But there would be no
reduction in productivity - no downgrading - in any individual job. And the gain in

employment would surely be a welcome development.
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‘41. There is no doubting the level of overmanning that existed in UK industry in
1979. Much of the increase in unemployment in recent years represents a correction
of that overmanning. The unemployment tragedy has been a failure to generate
sufficient opportunities for those displaced to find work elsewhere. In large measure
this is due to continuing obstacles to employment at real earnings levels that can be
afforded by producers. This is the way in which the US has adapted and I make no

apology for continuing to represent it as a standard we should aim to achieve.

42. In my Mais lecture I argued that the flexible operation of US labour market, not
budget deficits had been the prime determinant of the US jobs success. Several people
have gquestioned this and pointed to the recent combination of larger budget deficits

and falling unemployment. A number of points need to be noted.

The first is that the contrast between European and US performance has been a
factor over the past ten years, not only the last four. Indeed US employment rose
13 million between 1975 and 1979, a period over which employment in the European

Community [with a similar sized labour force] rose by only 2 million.

43. Clearly the recent rapid growth of output in the US has reduced unemployment.
But to ascribe the rapid growth in output exclusively to fiscal policy is to ignore some

other important developments in the US.

In particular inflation has fallen rapidly, partly because of deregulation and other

pressures for increased competition.

It is also striking that the US recovery has not been characterised by an unusual
growth of consumer and government spending which might have been expected if fiscal
policy had been were the dominant force. Instead it is business investment that has

been unusually high by the standards of earlier recoveries.

44, Many self-styled Keynesians see the recent US developments as the last

indication of their beliefs. After being wrong so often about the profile of recovery
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. and inflation in the UK they have siezed upon this example to make their point about
the virtues of budget deficits. But in doing so they are missing some important lessons
we need to absorb if we are to improve employment prospects substantially. They
particularly miss the point that it is the flexibility of the US labour market which has

meant that gains in output have been substantially reflected in gains in employment.

45. The economic progress we have witnessed over the past year has been substantial
- both at home and abroad. The way the economy is taking change in its stride is
notable too. Many uncertainties remain. The essential element in facing them is the

pursuit of a consistent strategy - that we have.

46. The emphasis on competition within a clearly defined framework is as much a
hallmark of our policies tackling the structure of the economy as it is of our financial
policieé. The Medium Term Financial Strategy and the encouragement of the
enterprise culture remain the foundations of our strategy. If I may use an analogy

today - on the Feast of St. Luke - we have laid those foundations on rock.

47. The need to safeguard the prosperity of the public purse is indeed part of that

strategy - a toast to which we can pledge ourselves again tonight.
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DRAFT (MPl1) MANSION HOUSE SPEECH

REPLY TO THE TOAST "PROSPERITY TO THE PUBLIC PURSE

AND THE HEALTH OF THE CHANCELLOR OF THE EXCHEQUER"

My Lord Mayor, Lords, Ladies and Gentlemen. I
hope you will not take it amiss, my Lord Mayor,
if I begin by drawing attention to the fact that
this is the first occasion in history on which
the Mansion House Banquet has been presided over
by a lady. You will realise that in pointing this
out there are nu sexisl connolalions to my remark.
I have had the benefit, along with my colleagues
in the Government, of the determined and courageous
leadership of a woman for nearly the last decade,
both as Leader of the Opposition and for the last

five-and-a-half years as Prime Minister.

But your presence here tonight, Madam, is highly
symbolic. The occasion, the Mansion House Banguel,
is a symbol of the traditions of the City of London,
traditions that have made and maintained its
position as a key financial market in the world.
But the fact that you are presiding, Madam,
symbolises the City's willingness to adapt and
to enter the modern world. It is the combination
of the City's reputation Szghover very many years

and its flexibility in meeting the challenges



of the modern world, that will sustain its position

in the years to come.

May I congratulate you, Madam, on a most
distinguished eleven months in office. In a month's
time we shall welcome with open arms your successor,
but nonetheless, I hope I shall not be misunderstood
if I say that at next year's dinner we shall all
feel a tinge of regret at returning to an Al ls
male cast.

St

It is with the changes in the City that I wish

to deal ‘first.

Issues of self-regulation and statutory powers
are not new to the City. You will, of course,
recall my Lord Mayor, that this is the centenary
of the passing of the London Brokers Relief Act
of 1884. The detailed regulations toverning brokers
in London had been swept away by Parliament in
1870. The 1884 Act completed the process of
restoring market freedoms by abolishing the annual

tax which had been levied on brokers.

If today I were to introduce a Brokers Relief
Bill, I believe it might arouse certain controversy:
even hostility on the Left. But I commend the
wisdom of those who framed the 1884 Bill so as

to produce freer markets.



A year ago when I addressed this dinner, we were
still in the immediate aftermath of thc decision
of the then Secretary of State for Trade and
Industry to exempt the Stock Exchange £from the
Restrictive Trade Practices Act. At that stage
there were slLill Lhouse who believed that the effect
of that decision would be no change. Those who
were hostile to the City, claimed that the Stock
Exchange had been let off. Some of those who were
the City's friends, feared that an opportunity

to bring about change had been missed.

A year later, such fears seem laughable. The year
has produced frenetic activity: mergers, takeovers,
engagements and marriages. In Jjust 12 months,
the scenery has been thoroughly re-arranged. In
the rush, a number of familiar milestones and
landmarks have disappeared. Many new ones have
been erected in their place. The difference, I
believe, is that the new institutions that have
come into being are stronger - broader and built

on more solid foundations.

That development has two important consequences.
First, our institutions are 1likely to be better
placed to compete in world markets. Second, their
strength and breadth bring into sharper focus

questions of possible conf licts.  <.0F interest,



investor protection and the need for an effective

system of regulation.

There is a delicate balance to be struck here.
It is certainly not any part of the Government's
wishes to hamper the City unduly with restrictions
or controls. 1t is 1in the nation's best interest
that the financial markets of the City should
work efficiently and freely. The country relies
on such markets as an economical way of providing
medium and long-term finance for British companies.
That  role is at 'the heart of maintaining 'a
successful capitalist economy . The Government
also wishes to see the London market internationally
competitive with British financial institutions
operating in foreign markets successfully to the
benefit of balance of payments and the economy

generally.

But we have a responsibility for ensuring adequate
investor protection too, and not Jjust for the
sake of the investor. It is as important for the
City's reputation, a valuable commodity in this
game, that the regulatory system should be adequate,
should operate successfully, and should be beyond

reproach.

We established investor protection as an important

principle from the outset. It was prominent in



our decision on the Stock Exchange and the
Restrictive Practices Court. But we have been
flexible. For example, we stated that in our view
single capacity - the separation of jobbers and
brokers - should remain, unless and until an
alternative means of providing adequate investor
protection could be found. From the outset, our
minds were open to any alternative that could

adequately safeguard the investor's interest.

The Government has a strong commitment, as you
all know, to spreading the ownership of shares
widely. Over the years, our privatisation programme
has played an important part in increasing markedly
the number of workers who own shares in their
companies. Some of the reforms in my last Budget,
for example the abolition of the investment income
surcharge and the halving of the rate of stamp
duty, removed important distortions which stood
in the way of individual investors. The
privatisation of British Telecom next month should
take our policy of wider share ownership an

important stage further.

Since it is our objective to introduce new investors
to the markets, the question of investor protection
looms all the 1larger in our minds. But equally
it will be in the best interests of those new

investors that the City continues to operate as



freely and smoothly as possible.

The Gover Report dealt comprehensively with these
important questions. Norman Tebbit will be
responding shortly to the Gower recommendations.
His response will provide the essential background
and framework against which and within which the

City can continue to evolve and adapt.

International scene

Speaking to this dinner a year ago, I referred
to the subject of international debt as being
"perhaps the greatest immediate problem". In the
12 months since, we have on a number of occasions
had cause to fear the worst. At times the problems

seemed intractable, and the dangers very imminent.

Today, I believe we are a little better placed.
We are not entirely out of the woods, but there
has been clear progress. Some debtor countries
have achieved conspicuous success in some aspects
of adjustment. Both Mexico and Brazil, for example,
have produced a remarkable turnaround in their

balances of trade.

There are still dangers. First, a number of other
countries have not yet faced up fully to the need

to make adjustments. Second, those countries who



have embarked must find the necessary political
will to sustain their programmes over a period

of years.

They will not be helped to do so if American
interest rates and the value of the dollar remain

as high as they are today.
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But the immediate dangers to the survival of a
number of banks in the lender countries have eased
somewhat. In the event, one banking failure which
we in Britain faced was that of Johnson Matthey,
and that had nothing to do with international
debt. The Bank of England moved swiftly and
efficiently to deal with that situation, in the
process saving Johnson Matthey's gold bullion
subsidiary and averting any danger to London's

position as a key gold market.

The Economy

I now turn to the economy. Developments over the
past year have been much as we expected. Output
in the first haplf of 1984 was 3% per cent higher
than a year earlier - without the effects of the

Scargill strike it might have been 4 per cent.

Last year the main sources of growth in demand

were consumer spending as the savings ratio fell



and less de-stocking. This led critics to claim
tﬁi the recovery was based entirely on a consumer
boom. However, we were confident that the recovery
would broaden as it progressed. This has of course
occurred. The growth of consumer spending has
slowed as the savings ratio has steadied. The
balance of demand has switched towards investment
and exports even more than expected. Exports have
been helpted by the rapid growth of the world
economy. Manufacturing investment is wup by 15
per cent on a year earlier.

Inflation has continued at a lower ' rate than
expected . by ‘mosgt - commentators. ‘At ‘the : time  of
my speechlast year, most predictions were for
inflation to rise. I suggested iﬁ%%géwspeeeh:ﬂzmﬁr
year that the prospects for inflation remained
encouraging and that indicators at the time pointed,
if anything, to a downward path in 1984. But both
that statement and the prediction at the time
of the budget that it would fall to about 4%%
at the end of the year were regarded as optimistic

by most commentators. Since then, outside forecasts

have tended to come into line with the Treasury.

The latest inflation fiqure at 4,7 per cent is
a little below the same month in 1983. Even so,
this comparison understates the underlying progress

made. The RPI is strongly affected by movements
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in mortgage interest rates. This distuihition

has operated in both directions, producing an
RP1 of 1less than 4% Jjust over a year ago, and
of over 5% in recent months. This tends to mask
the underlying rate of the index. A useful measure
of the domestic component of inflation, the GDP
deflator, was rising at a rate of under 4 per

cent in the first half of this year.

This .18 good, but. not.  good enough. It .- is. not a
rate of inflation that we believe we should continue
to 1live with. That is why our objective remains

to achieve stahle prices.

The Government has not forgotten for a moment
¢

the evilﬁ/inflation, even if some critics

and commentators appear to have done so. Not least

amongst those evils, 1is the fact that rising

inflation is the precursor of higher unemployment.

There are those who argue either that we have
switched, or that we should now switch, from the
fight against inflation to the fight against

unemployment. Such statements are nonsense.

We have always given a high priority to the fight
against unemployment. One of the reasons that
we have pursued so vigorously policies to combat

inflation is that 1lower inflation is necessary



for lower unemployment. We have also long recognised
that the battle against unemployment would hinge
not so much on macro-economic policy - for example,
high levels of public spending which have been
tried and which have failed before - but on the
vigorous pursuit of a wide range of micro-economic
policies. By that, we mean removing restrictions,
distortions and controls that operate on the
markets, particularly the fabour market, so as
to make it more difficult, expensive or otherwise
unattractive for employers to take on or Kkeep

on workers.

Bctween pursuing such micro-cconomic policics
and maintaining the fiscal discipline necessary
to reduce inflation further, there can be no
contiict. That is why it makes no sense to say
that the Government has switched or should switch

its priorities.

So the Government will remain faithful to its

fiscal policies that have succeeded in bringing

inflation down to its present 1low levels, will

continue to pursue the medium-term financial
e d s menpdarg Tagets

strategy land to attach the highest importance

to maintaining firm control of public expenditure.

?vl) e e oegcQAM
I
This last task has been as difficult this year

as ever before. To begin with, we have had to

10



absorb the public expenditure costs of the Scargill
strike. The impact has been a large one, but not
nearly so great as a number of commentators and

politicians would have us believe.

Up to the end of September the cost of the coal
strike in public expenditure terms was about [£
million] and in PSBR terms about [£ million]. To
set these costs in context, subsidies to the NCB
before the strike were running at over £1 billion
a year - or £130 a week for every miner. These
subsidies would grow even larger if uneconomic
pits were kept open. The country cannot afford
to subsidise loss making pits any more than it
can afford to subsidise 1loss making activity
elsewhere on the economy. The NUM alone amongst
unions seems to believe that it is possible and
desirable for the country to prosper by consciously

and systematically backing losers.

I can make the point no better than the way it
was put in last week's Spectator by Jimmy Reid,
ex-communist, ex-Leader of strike action at Upper

Clyde Shipbuilders. He wrote:

Arthur Scargill...is absolutely insistent
that economics should play no part
whatsoever when reviewing the operation

of ‘& pit., This. 18 mind-boggling. :if coal

11



in a particular seam costs £10,000 a ton
o extract.  so be it: 'that -is  his logic.
But wouldn't it then be rather expensive

to - burn? You would '‘have ' to burnish:  it;,

put it in pendents and sell it in jewellers'

shops."

The strike is one of a number of factors that
have put pressure on spending. Local Authorities
will again substantially overspend their provision,
justifying the stricter penalty regime for next
year and the powers we have taken to cap rate

increases.

For these reasons public expenditure pressures
this year are very strong. The pressure on spending
Departments to find offsetting savings is
correspondingly strong. What is more, the overall
level of borrowing will benefit from higher North
Sea o0il revenues. [Latest PSBR figures]. So even
if for exceptional reasons - for example the extra
costs as a result of the strike which because
borne this year should enable us to make savings
in future years - even if this year public
expenditure turns out a little higher than planned,
borrowing should be lower than in 1983-84 as
envisaged in the Budget forecast.

R A pceieagy, Solie

Forecasting public expenditure and the PSBR 1is

1:2



not made any easier by fluctuations in interest

rates and the rate of exchange.

It may be helpful here if I say something about
the Government's policy on short-term interest
rates, 1in ~case there are still misconceptions
about this. The arrangements introduced in 1981
were designed to give markets a greater influence
on rates. This is consistent with a policy that
is directed at controlling monetary aggregates
and over time should bring about a quicker and
smoother adjustment of rates than would be achieved
if the Government were administering them as under
the earlier regime for Minimum Lending Rate. But
for this to work effectively it is important that
markets concentrate on the right things.//‘We have
been accustomed to our interest rates following
US rates or standing above them. In the late 1970s
our rates were sometimes all of 4 points above

US rates.

Over a period of years while this Government has
been in office, UK interest rates have reflected
market confidence in our policies and the success
of those policies. That enabled us to enjoy interest
rates that were increasingly detached from US
rates. Last summer our rates stood at fully 3

percentage points below US rates.

23



The sharp rise in interest rates last July occurred
at a time when the exchange rates of the pound
and most other currencies were falling against
the dollar. That coincided with anxieties about
whether our fiscal and monetary policies were

on track.

These domstic anxieties, as I think is now
recognised, were unfounded. But taken together
with strikes not only in the mines but also ing
the docks, markets temporarily lost {fha confidence
in maintaining lower raﬁ% of interest in the UK
to those available in America. The effect was
to impose massive upward market pressure on interest
rates. In the circumstances it wa#is impossible
to resist this pressure without creating dangerous
doubts about the government's central

anti-inflationary strategy.

But it was quite wrong to imply either that there
was a sterling crisis or that the Government had
after all discovered a target for the exchange
rate. In fact, the pound remained quite strong
against other currencies such as the Deutschmark.

I'- said" at the .time +that it -is a&ncharacteristic
of financial markets that they tend to overshoot,
and that is what occurred. When the market's worries

about domestic financial policies were shown to

14



be exaggerated, interest ra%? quickly fell back,
[though they remain above their pre-July levels].
They have remained steady during a further period
in which sterling has intermittently been under
pressure. This is in marked contrast with the
behaviour in July. Although the dollar is stronger
still now against pther currencies -[by' 10 cents
against the déii;;ﬂ - this time there are no

suggestions of either a sterling crisis or a

Government exchange rate target.

It suggests that markets are taking a more balanced
view of financial developments. In particular,
they are recognising that it is monetary‘conditions,
and not the exchange rate, that are of central
relevance to interest rates. That has alé&s been

our policy, and it remains so.

And - possibly another 1lesson from July - the
markets are also focussing not on one month's
money figures but on a run of months. Given the
way in which the money figures can swing about
from month to month that is the only sensible
way to look at them. The fact is that on a three,
six or twelve-month comparison, monetary growth
on both the broad and narrow measures, is within
the target ranges. This has undoubtedly, and

rightly, underpinned market confidence recently.
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FROM: M T FOLGER
DATE: 17 October 1984

4 / 7 L"‘“‘-‘ ‘
o ( ,[LL cc  Sir T Burns

Vis /A;,»M"-g iy Mr Battishill
9 D by 2 Mr Evans
el ANV ITS ol G Dr Rowlatt EAl
f.“év'\,\,.c( {7‘ ‘\ p Mr Makeham
ks Dr Vernon

CHANCELLOR OF THE EXCHEQUER

MANSION HOUSE SPEECH: RPI PERFORMANCE

You asked earlier this evening for some information on RPI movements.

2. The figures for the full RPI are:

calendar 83 on calendar 82 + 4.6 per cent
1st 9 months 84 on 1lst 9 months 83 + 5.0 per cent
3% For the "RPI excluding the mortgage interest rate" we would need to consult EAl

tomorrow to see what could be calculated and released. (And Department of Employment
might also need to be consulted.) However EB estimates for movements in the RPI

excluding housing are as follows:

calendar 83 on calendar 82 + 5.0 per cent

1st 9 months 84 on 1st 9 months 83 + 4.4 per cent.

By stripping out housing we remove the distorting effect of mortgage rate changes and also

the RPI impact of the Housing Benefit cuts this spring (which are probably something it is

1
‘W M T FOLGER

less legitimate to leave out).
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CONFIDENTIAL

FROM: HOW EVANS
18 October 1984

MR PERETZ cc Sir T Burns
Mr Battishill
Mr Folger
Dr Rowlatt

MANSION HOUSE SPEECH

I understand that the latest draft of the speech says on the RPI "Inflation
is below 5 per cent and can confidently be expected to decline further as
monetary growth continues to decelerate, as indeed the underlying rate of
inflation has been decelerating. If we exclude the somewhat distorting
effect of fluctuations in the mortgage rate from the index, the RPI for the
9 months to date is 4.6 per cent up on a year earlier, compared with an
inflation rate (on the same basis) of 5.3 per cent for the first 9 months

of 1983".

23 I think the word "confidently" in the first sentence is a little unwise
if it is taken, as it probably will be, to apply to 1985. Perhaps of more
substance, the Department of Employment feel strongly (and I agree) that we
should not give so much prominence to a new version of the RPI: they are
constantly resisting pressures for special indices eg for the low paid or for
London weighting, and the Chancellor's apparent use of a new index might add
to the pressures already being felt in the Retail Prices Index Advisory

Committee and elsewhere.

R An alternative formulation which I think gets over the same point would

be as follows:

",.. underlying rate of inflation has been slowing down. The path has
been influenced by erratic movements in mortgage rates. Excluding these
in order to give a better indication of the underlying position, other
prices in the index for the first 9 months of 1984 were 4.6 per cent up

on a year earlier. This compares with an increase on the same basis for

the first 9 months of 1983 of 5.3 per cent."



y, A final drafting point: "slowing down" is better than "decelerate" for

inflation rates.

gy
W H P EVANS

CONFIDENTIAL



