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 Mr. Ryder 

Mr. C a r t l e d g e 


The Prime M i n i s t e r c a l l e d me and Mr. R i d l e y i n t o the l a t t e r 


p a r t of a meeting which she had w i t h the C h a n c e l l o r o f the 

Exchequer t h i s evening. While we were p r e s e n t , the f o l l o w i n g 


p o i n t s were made. 


i ) The Prime M i n i s t e r r a i s e d the q u e s t i o n of whether i  t was 

n e c e s s a r y t o back-date t o the b e g i n n i n g of t h i s f i n a n c i a l 


year d i r e c t t a x c u t s i n the Budget. She understood t h a t 


t h e r e c o u l d be a d m i n i s t r a t i v e d i f f i c u l t i e s i n a c h i e v i n g 

t h i s - the I n l a n d Revenue would no doubt complain about 


the e x t r a work l o a d . N o n e t h e l e s s , i t was v i t a l t h a t t h e r e 


s h o u l d be no b a c k - d a t i n g . In t h i s way, t h e r e would be 


revenue s a v i n g s , and the t a x c u t s would not lo o k s i g n i f i c a n t l y 


l e s s than i f t h e r e was f u l l b a c k - d a t i n g . The C h a n c e l l o r 


agreed t o f o l l o w t h i s up. 


i i ) The Prime M i n i s t e r s a i d t h a t , i n her view, the s a l e o f 

a s s e t s c o u l d make a very u s e f u l c o n t r i b u t i o n t o g e t t i n g 

the PSBR down. She had p a r t i c u l a r l y i n mind t he s a l e o f 

d e r e l i c t l a n d . She thought I r w i n B e l l o w would be a b l e to 


p r o v i d e good a d v i c e on t h i s . Mr. R i d l e y p o i n t e d out t h a t 


too much dependence on s a l e of a s s e t s t o f i n a n c e PSBR 


r e d u c t i o n s would be bad f o r c o n f i d e n c e . The Prime M i n i s t e r 


agreed t h a t a b a l a n c e was needed as between t h i s and o t h e r 


measures. 


i i i ) The Prime M i n i s t e r s a i d t h a t the Budget, i n her view, s h o u l d 


not i n v o l v e any s t i m u l a t i o n of the economy. I t was 

e s s e n t i a l t o secure a s i g n f i c a n t r e d u c t i o n i n PSBR and 


a l s o to reduce the growth of the monetary aggregates. 


i v ) As r e g a r d s p u b l i c e x p e n d i t u r e c u t s , the Prime M i n i s t e r s a i d 


t h a t Departments s h o u l d not be t o l d what p a r t i c u l a r a c t i v i t i e s 


t o cut but r a t h e r t o make r e d u c t i o n s o f p a r t i c u l a r amounts: 


t h u s , i t would be f o r spending M i n i s t e r s t o d e c i d e where 


t o c u t . However, i t would s t i l l be nec e s s a r y f o r them t o 


c o n s u l t w i t h c o l l e a g u e s on the p o l i t i c a l a s p e c t s . 


/ v) The C h a n c e l l o r 
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v) The C h a n c e l l o r s a i d t h a t i n f l a t i o n was l i k e l y t o r i s e 


over the next s i x months even i n the absence of any i n c r e a s e s 


i n i n d i r e c t t a x . The Prime M i n i s t e r s a i d t h a t i n view of 


t h i s , and i f t h e r e were t o be i n c r e a s e s i n VAT, i t would 


be i mportant t o m a i n t a i n a h i g h exchange r a t e . The C h a n c e l l o r 


mentioned the w o r r i e s which the CBI had expressed about the 


growing p r i c e u n c o m p e t i t i v e n e s s of some areas of i n d u s t r y as 


a r e s u l t of s t e r l i n g ' s s t r e n g t h . The cheapening of i m p o r t s 


of raw m a t e r i a l s was of c o urse a b e n e f i t from h a v i n g a h i g h 


exchange r a t e ; but a h i g h exchange r a t e a l s o meant cheaper 


i m p o r t s of manufactured goods. 


v i ) The Prime M i n i s t e r q u e s t i o n e d whether any immediate d e c i s i o n s 


were r e q u i r e d on EMS. The C h a n c e l l o r r e p l i e d t h a t no 


immediate d e c i s i o n s were r e q u i r e d . I t would be best t o 


l e a v e over the q u e s t i o n of j o i n i n g the exchange r a t e 


regime u n t i l the r e v i e w which the EMS members had agreed 


f o r September. He hoped t o i n s e r t a sentence i n The Queen's 


Speech on EMS which would imply a n e u t r a l p o s i t i o n f o r the 


time b e i n g . The Prime M i n i s t e r c o u l d t a k e the same l i n e 


i n her d i s c u s s i o n s w i t h C h a n c e l l o r Schmidt l a t e r t h i s week. 


In a d d i t i o n , t h e r e was the q u e s t i o n of whether we s h o u l d 


d e p o s i t 20 per cent of our r e s e r v e s w i t h the European 


Monetary C o p p o r a t i o n Fund and r e c e i v e ecus i n r e t u r n . On 


the f a c e of i t , t h i s was o n l y a paper t r a n s a c t i o n ; and i t 


c o u l d be done w i t h o u t any d i f f i c u l t y . 


v i i ) The Prime M i n i s t e r s a i d t h a t she hoped t h a t the F i n a n c e B i l  l 


would be s h o r t and s t r a i g h t f o r w a r d . The C h a n c e l l o r s a i d 


t h a t he hoped i t would be but t h e r e were c e r t a i n t a x 


changes which c o u l d i n v o l v e a s i g n i f i c a n t number of c l a u s e s . 


He mentioned changes i n CGT t o a l l o w f o r the e f f e c t of 


i n f l a t i o n . On t h i s , he proposed t o go f o r e i t h e r indexj»iw. 


or t a p e r i n g , whichever proved s i m p l e r . The Prime M i n i s t e r 


s a i d t h a t she would p r e f e r t a p e r i n g . Mr. R i d l e y s a i d t h a t 


the C h a n c e l l o r ' s i d e a s f o r changing s t o c k r e l i e f c o u l d a l s o 


i n v o l v e complex d r a f t i n g . 


/ v i i i )  . The Prime M i n i s t e r 
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v i i i ) The Prime M i n i s t e r r a i s e d the q u e s t i o n of r a i s i n g the 


£25,000 c u t - o f f p o i n t f o r income t a x r e l i e f on mortgages. 


She thought t h a t t h i s c u t - o f f was h o l d i n g back the housing 


market above a c e r t a i n l e v e l . The C h a n c e l l o r s a i d t h a t 


he would p r e f e r t o remove the s u r c h a r g e on stamp duty 


f o r purchases above £15,000. T h i s would be no l e s s 


p o p u l a r , and by r e d u c i n g the f i x e d c o s t of h o u s i n g 


t r a n s a c t i o n s , i  t would h e l p t o improve m o b i l i t y . The 


Prime M i n i s t e r agreed t h a t t he C h a n c e l l o r s h o u l d t r y t o 

f i n d the e x t r a revenue t o make t h i s change. 


7 May 1979 
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