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NOTE OF A MEETING BETWEEN THE CHANCELLOR OF THE EXCHEQUER 


AND THE RT. HON. PHIL IP LYNCH, AUSTRALIAN MINISTER OF COMMERCE 


AND INDUSTRY AND DEPUTY LEADER OF THE AUSTRALIAN LIBERAL PARTY 


Mr . Lynch c a l l e d on t he C h a n c e l l o r a t 9-30 a.m. on Tuesday , 

1 9 t h June accompan ied by the A u s t r a l i a n H i g h Comm i s s i o ne r , 

Mr . C u r r i e , S e c r e t a r y , Depar tment o f Commerce and I n d u s t r y , and 

Mr . H i l l f r om the H i g h C o m m i s s i o n e r ' s o f f i c e . The C h a n c e l l o r 

was accompan ied by Mr . T u r n b u l l . 

2. A f t e r t he u s u a l exchange o f c o u r t e s i e s , Mr. L ynch d e s c r i b e d 

the s t a t e o f the A u s t r a l i a n economy. The L i b e r a l Government 

had h a l v e d the r a t e o f i n f l a t i o n , imp roved the c o n t r o l o f t h e 

moneta ry a g g r e g a t e s and r e d u c e d the budget d e f i c i t t o 3-3 p e r 

cen t o f GDP. The Government had a l s o a p p l i e d a brake t o t he 

g r ow th o f wages. N e v e r t h e l e s s , wage i n f l a t i o n r ema ined t he 

c e n t r a l p r o b l e m . A l t h o u g h the Government had c o n t i n u e d the 

f o r m a l i n d e x a t i o n p r o v i s i o n s o f i t s Labou r p r e d e c e s s o r s , some 

f l e x i b i l i t y r e m a i n e d , and i t was a lways open t o the Government 

t o argue f o r a n i l norm b e f o r e t he A r b i t r a t i o n C o u r t . I n d e x a t i o n 

was a l s o s u b j e c t t o a c e i l i n g , above wh i c h o n l y f l a t r a t e i n c r e a s e s 

i n pay were a l l o w e d . The C h a n c e l l o r r e p l i e d t h a t pay b a r g a i n i n g 

a l s o r ema ined a p r ob l em i n t he U n i t e d K ingdom. The Government 

eschewed d i r e c t i n t e r v e n t i o n i n pay n e g o t i a t i o n s : r e s t r a i n t i n 

the p r i v a t e s e c t o r depended m a i n l y on " j a w - b o n i n g " , s u p p o r t e d 

by f i r m moneta ry c o n t r o l . I n t he p u b l i c s e c t o r , the r e s u l t s o f 

c o m p a r a b i l i t y s t u d i e s m igh t h e l p t o t a k e t he edge o f f pay 

demands i n t he nex t r o u n d . 
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3. Mr. Lynch asked whether i n d u s t r y would f a c e a c r u n c h at 


the end o f the y e a r . The C h a n c e l l o r thought t h a t was not the 


c a s e , a t l e a s t i n terms of b u s i n e s s l i q u i d i t y or p r i c e s , but 


a c o n t i n u i n g h i g h exchange r a t e and f i r m monetary c o n t r o l c o u l d 


be e x p e c t e d t o have i t s e f f e c t on i n d u s t r y . 


4. Mr. Lynch t h e n asked whether t h e announced c u t s i n p u b l i c 


e x p e n d i t u r e would have a v e r y s i g n i f i c a n t e f f e c t on c a p i t a l works 


The C h a n c e l l o r s a i d he thought n o t : the p u b l i c e x p e n d i t u r e c u t s 


had a t t r a c t e d l e s s o p p o s i t i o n t h a n might have been e x p e c t e d . 


The c o n s t r u c t i o n i n d u s t r y had been f a i r l y r e s t r a i n e d . And the 


b u s i n e s s community had been amongst t h o s e u r g i n g the Government 


t o t a k e a p r o p e r h o l d o f p u b l i c e x p e n d i t u r e . 


5. Mr. Lynch commented t h a t t h e A u s t r a l i a n Government had 


a l s o m a i n t a i n e d t h e s u p p o r t o f the b u s i n e s s community f o r t h e i r 


p o l i c y of r e t r e n c h m e n t j though ne sensed growing c o n c e r n over 


the c o m p o s i t i o n o f the budget d e f i c i t as w e l l as i t s s i z e . 


There was a f a i r amount of c r i t i c i s m t h a t c u t s had f a l l e n 


d i s p r o p o r t i o n a t e l y on c a p i t a l e x p e n d i t u r e and hence on j o b s , 


and t o o l i t t l e on w e l f a r e e x p e n d i t u r e . 


6. The C h a n c e l l o r asked Mr. Lynch about c o n s u l t a t i o n p r o c e s s e s 


i n A u s t r a l i a . How f o r m a l were t h e s e ? Mr. Lynch r e p l i e d t h a t 


c o n s u l t a t i o n s about economy p o l i c y were now p a r t of e s t a b l i s h e d 


machinery. The a n n u a l round of c o n s u l t a t i o n s had j u s t been 


completed p r i o r t o the Budget i n J u l y . The Government r e c k o n e d 


t o g i v e each o f t h e main i n d u s t r i a l groups e.g. the heavy 


equipment m a n u f a c t u r e r s , about an hour of d i s c u s s i o n and t h e y 


c o u l d submit papers i  f t h e y w i s h e d . There was a l s o a s t a n d i n g 


C o n s u l t a t i v e Group of about 20 members, whi c h i n c l u d e d the 


main r e p r e s e n t a t i v e s o f o r g a n i s e d l a b o u r and b u s i n e s s , one 


o f whose purposes was t o d i s c u s s t h e s t a t e o f the economy. 


D i s c u s s i o n s w i t h t h i s group on the whole were p r e t t y s a t i s f a c t o r y 


There were s e p a r a t e c o n s u l t a t i v e groups o f M a n u f a c t u r e r s and 


E c o n o m i s t s , the l a s t b e i n g the l e a s t s a t i s f a c t o r y of t h e t h r e e . 
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The C h a n c e l l o r l i k e n e d the s t a n d i n g c o n s u l t a t i v e group t o 


NEDC, and commented t h a t a C o u n c i l o f Economic A d v i s e r s was 


an i d e a which the Government a l s o had under c o n s i d e r a t i o n . 


-Mr. Lynch s a i d he thought the L i b e r a l Government 


engaged i n a more w i d e s p r e a d and e f f e c t i v e p r o c e s s o f c o n s u l t a t i o n 


t h a n the Labour Government had done. 


7. Commenting on Mr. Lynch's r e f e r e n c e t o w e l f a r e e x p e n d i t u r e , 


t h e C h a n c e l l o r s a i d t h a t s o c i a l e x p e n d i t u r e has a l s o remained 


r e l a t i v e l y f r e e from r e d u c t i o n s i n t h i s c o u n t r y . H i s Budget 


had j u s t announced v e r y l a r g e i n c r e a s e s i n p e n s i o n s and o t h e r 


b e n e f i t s . The C h a n c e l l o r went on t o d e s c r i b e how p e n s i o n 


u p r a t i n g had been l i n k e d by the Labour Government t o p r i c e s 


and e a r n i n g s , but the Government had now announced a break w i t h 


the l a t t e r . Mr. Lynch commented t h a t s i n c e A u s t r a l i a n pensions 


were u p r a t e d r e t r o s p e c t i v e l y i n l i n e w i t h the consumer p r i c e 


i n d e x , p e n s i o n e r s had r e c e n t l y f a i r e d b e t t e r t h a n t h e w o r k i n g 


P o p u l a t i o n . T h i s f a c t , c o u p l e d w i t h a now a g e i n g p o p u l a t i o n , 


had produced some p r e s s u r e t o reduce the s i z e o f the s o c i a l 


budget. But t h i s was not easy p o l i t i c a l l y , e s p e c i a l l y i n a 


p r e - E l e c t i o n y e a r . 


8. High Commissioner asked t h e C h a n c e l l o r whether he had s a i d 


a n y t h i n g about b e n e f i t s f o r s t r i k e r s i n h i s Budget Speech. The 


C h a n c e l l o r s a i d he had n o t . But the p r o blem was not s i m p l y 


r e l a t e d t o b e n e f i t s , but a l s o t o the a v a i l a b i l i t y o f t a x r e b a t e s . 


A r g u a b l y the l a t t e r were more i m p o r t a n t . There was w i d e s p r e a d 


agreement t h a t b e n e f i t s ought t o be t a x e d , w h i c h i n t u r n would 


reduce the s i z e o f r e b a t e s , but t h e r e was v e r y l i t t l  e agreement 


on how t h i s c o u l d be a c h i e v e d e c o n o m i c a l l y . The High Commissioner 


commented t h a t the UK t a x system was t o o e f f i c i e n t : i n A u s t r a l i a , 


t a x r e f u n d s were a v a i l a b l e o n l y a f t e r the end o f the income t a x 


y e a r . 
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9. Mr. Lynch t h e n asked how l o n g the C h a n c e l l o r thought i  t 
would t a k e b e f o r e h i s Budget began t o have an e f f e c t on p e o p l e ' s 
a t t i t u d e s . The C h a n c e l l o r s a i d t h a t c h a n g i n g a t t i d u e s always 
t o o k l o n g e r than e x p e c t e d . But the f i s c a l changes i n the 
Budget were o n l y p a r t o f a s t r a t e g y w h i c h i n v o l v e d p r o g r e s s i v e 
d e r e g u l a t i o n of the economy and removal o f a whole range of 
f a c t o r s i n h i b i t i n g e n t e r p r i s e . Mr. Lynch remarked on the 
s i m i l a r i t y w i t h the programme of t a x r e d u c t i o n f o l l o w e d by t h e 
L i b e r a l Government i n A u s t r a l i a . T h e i r programme had a d d i t i o n a l l y 
i n c l u d e d a number of s e l e c t i v e t a x s t i m u l i . These had t a k e n 
some time t o o p e r a t e and the economy was o n l y j u s t showing 
s i g n s o f r e a l r e c o v e r y . P r o f i t s were s t i l  l t o o low; the p u b l i c 
d e f i c i t was t o o h i g h . Next y e a r ' s Budget would be v e r y i m p o r t a n t 
f o r p o l i t i c a l r e a s o n s , not l e a s t because p u b l i c e x p e c t a t i o n s had 
been i n f l a t e d . The t r o u b l e was t h a t s t r i n g e n c y had a p r i c e i n 
p o l i t i c a l terms. C o n t i n u i n g , Mr. Lync h s a i d t h a t A u s t r a l i a ' s 
economic r e c o v e r y was b e g i n n i n g t o have an e f f e c t on t h e consumer 
p r i c e i n d e x . The Government were also w o r k i n g on monetary growth 
and hoped t o get i  t down below 10 per c e n t . A u s t r a l i a was 
b e n e f i t t i n g from t h e w o r l d s h o r t a g e o f m i n e r a l s and t h e demand 
f o r a g r i c u l t u r a l p r o d u c t s , but t h e i r e x p o r t s s u f f e r e d because 
A u s t r a l i a l a c k e d a r e b a t a b l e i n d i r e c t t a x l i k e VAT. T h i s was 
s omething t h e y would need t o l o o k a t a f t e r t h e next E l e c t i o n . 
M e anwhile, t h e y r e l i e d on a c o m b i n a t i o n o f e x p o r t and 
i n v e s t m e n t i n c e n t i v e s . Mr. Lynch s a i d t h a t t h e system of 


i n v e s t m e n t a l l o w a n c e s had been v e r y s u c c e s s f u l . 


10. The C h a n c e l l o r r a i s e d t h e s u b j e c t o f t r a d e s u n i o n r e f o r m . 


Mr. Lynch mentioned p r o g r e s s on i n d u s t r i a l l e g i s l a t i o n and 


s e c r e t b a l l o t s , commenting t h a t l a b o u r u n r e s t had been 


s i g n i f i c a n t l y l e s s under the p r e s e n t Government than when the 


A u s t r a l i a n Labour P a r t y had been i n power. But good l a b o u r 


r e l a t i o n s were about a t t i t u d e s not about t h e law. 
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1 1 . The C h a n c e l l o r asked about changes i n A u s t r a l i a n c a p i t a l 
t a x a t i o n . Mr. Lynch c o n f i r m e d t h a t A u s t r a l i a had no f e d e r a l 
c a p i t a l g a i n s t a x , nor any l o n g e r any e s t a t e d u t y . At t h e 
f e d e r a l l e v e l t h e y had wiped the s l a t e c l e a n . M o r e o v e r , even 
s t a t e c a p i t a l t a x e s had been l a r g e l y r e d u c e d or a b o l i s h e d , even 
i n L a b o u r - c o n t r o l l e d s t a t e s . There had been no p o p u l a r o p p o s i t i o n 
t o the r e m o v a l o f c a p i t a l t a x e s . O p p o s i t i o n t o c a p i t a l t a x e s 
had even f i g u r e d i n the Labour programme i n some s t a t e s .
C h a n c e l l o r s a i d he would l i k e t o be b e t t e r i n f o r m e d about

 The 
 t h e s e 

changes and asked i  f Mr." Lynch would l e t him have f u r t h e r 
d e t a i l s . [Mr. H i l l i s a r r a n g i n g f o r t h i s t o be done.] 

12. Mr. Lynch then asked how the C h a n c e l l o r had found t h e 


mood o f the OECD a t the M i n i s t e r i a l m e e t i n g the p r e v i o u s week. 


The C h a n c e l l o r d e s c r i b e d the m e e t i n g as v e r y sombre. There had 


been a n a t u r a l c o n c e n t r a t i o n on en e r g y , w i t h a wide a p p r e c i a t i o n 


o f the f a c t t h a t r e l i a n c e on the p r i c e mechanism would not s o l v e 


t h e problem w i t h o u t genuine p r o g r e s s on c o n s e r v a t i o n . Mr. Lynch 


t h e n asked whether the U n i t e d S t a t e s p o s i t i o n had s h i f t e d at a l l . 


The C h a n c e l l o r s a i d t h a t Mr. B l u m e n t h a l had not s a i d a n y t h i n g 


v e r y new. There had been some c r i t i c i s m by o t h e r s of the US o i l 

s u b s i d y . He agreed w i t h Mr. Lynch t h a t i  t would be d i f f i c u l t 


t o persuade OPEC t o t a k e a h e l p f u l a t t i t u d e u n l e s s t h e y were a l s o 


p e r s u a d e d t h a t the o i l - c o n s u m i n g c o u n t r i e s were t a k j n g energy 


c o n s e r v a t i o n s e r i o u s l y . 


13 . Mr. Lynch t h e n asked what had been s a i d about p o s i t i v e 
a djustment measures. The C h a n c e l l o r s a i d d i s c u s s i o n had been 
o v e r l a i d by f e a r s o f i n f l a t i o n and the e f f e c t s of l o w e r g r o w t h , 
i n c l u d i n g the e f f e c t s on the LDCs. 

14. The m e e t i n g c o n c l u d e d w i t h a b r i e f d i s c u s s i o n about 


o v e r s e a s i n v e s t m e n t , i n which the C h a n c e l l o r r e f e r r e d t o t h e 

r e l a x a t i o n s on exchange c o n t r o l i n his>Budget. I t was i m p o r t a n t 


f o r the UK t o b u i l d up i t s s t o c k o f o v e r s e a s a s s e t s , w h i l s t 


we e n j o y e d the b e n e f i t o f N o r t h Sea o i l . Mr. Lynch e x p r e s s e d 
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warm a p p r o v a l , s a y i n g t h a t A u s t r a l i a was as a n x i o u s as e v e r 


t o a t t r a c t B r i t i s h c a p i t a l . There were good i n v e s t m e n t 


o p p o r t u n i t i e s , p a r t i c u l a r l y i n m i n e r a l e x p l o r a t i o n and development 


I t was i m p o r t a n t t o A u s t r a l i a t o p r e s e r v e h er share o f w o r l d 


t r a d e i n c o m p e t i t i o n w i t h the r a p i d l y d e v e l o p i n g c o u n t r i e s of 


South E a s t A s i a . 


15. Mr. Lynch thanked the C h a n c e l l o r f o r r e c e i v i n g him, and 

t h e m e e t i n g c l o s e d a t about 10.15 a.m. 


(A.M.W. BATTISHILL) 


2 0 t h J u n e , 1979 

C i r c u l a t i o n : 


C h i e f S e c r e t a r y 

F i n a n c i a l S e c r e t a r y 

M i n i s t e r o f S t a t e (C) 

M i n i s t e r of S t a t e (L) 

S i r Douglas Wass 

S i r Kenneth Couzens 

S i r Lawrence A i r e y 

Mr. B a r r a t t 

Mr. Jordan-Moss 

Mr. Hancock 

Mrs. H e d l e y - M i l l e r 

Mr. T u r n b u l l 

Mr. R i d l e y 


Mr. L o v e l l )

PS/IR ) see p a r a g r a p h s 8 and 11 

Mr. Cropper ) 
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