
CONFIDENTIAL 


treasury Chambers, Farliament Street. SW1P 3AG 
01-233 3 0 0 0 

"7 September, 1979 

DISPOSALS AND THE PUBLIC SECTOR 
BORROWING REQUIREMENT 1 9 7 9 - 8 0 

The C h a n c e l l o r o f t h e Exchequer has seen your l e t t e r 
o f 5 t h September about the Prime M i n i s t e r ' s c o n v e r s a t i o n 
w i t h the S e c r e t a r y o f S t a t e f o r Energy on the asset d i s p o s a l 
programme. You r e p o r t e d the Prime M i n i s t e r ' s view t h a t 
p r o v i d e d t h a t the BNOC and BGC sal e s programme was underway 
by March 1 9 8 0 , and s u b j e c t t o the C h a n c e l l o r ' s views, she 
thought t h a t i  t might be acceptable f o r market confidence 
and the Government's monetary o b j e c t i v e s , i f the c o m p l e t i o n 
o f t h e £^00m programme s l i p p e d two or t h r e e m o n t h s i n t o 
1 9 8 0 - 8 1 . 

The C h a n c e l l o r has s i n c e d i s c u s s e d t h i s w i t h t h e 
Sec r e t a r y o f S t a t e f o r Energy and he w e l l recognises the 
Se c r e t a r y o f S t a t e ' s d i f f i c u l t i e s i n these m a t t e r s . E q u a l l y , 
however, t o p e r m i t t h e degree o f f l e x i b i l i t y suggested would, 
of course, mean t h a t the s a l e proceeds were not r e c e i v e d 
u n t i l 1 9 8 0 - 8 1 w i t h the i n e v i t a b l e r e s u l t t h a t the P u b l i c 
Sector Borrowing Requirement f o r 1 9 7 9 - 8 0 would be h i g h e r 
by £iJ00m. 

The C h a n c e l l o r must r e g a r d any f a i l u r e t o meet the 

Government's Budget commitments on the PSBR as a very s e r i o u s 

m a t t e r indeed, g o i n g r i g h t t o the h e a r t o f the Government's 

monetary and f i s c a l stance which i s c e n t r a l t o i t s s t r a t e g y . 

Both the PSBR and the money supply are c u r r e n t l y r u n n i n g 

h i g h and t h e r e i s no scope f o r r e l a x a t i o n i f the t a r g e t s 

are t o be met. I n p a r t i c u l a r , t h e r e i s n o t h i n g i n the 

present s i t u a t i o n which p r o v i d e s any grounds f o r hoping t h a t 

the Government c o u l d meet i t s PSBR o b j e c t i v e s w i t h o u t the 

f u l l £lbn c o n t r i b u t i o n from asset s a l e s . The Ch a n c e l l o r 

a l s o b e l i e v e s t h a t c r e d i b i l i t y i n the Government's 

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

programme would be put i n s e r i o u s jeopardy i  f the PSBR t a r g e t 
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announced i n the Budget was missed because o f the Government's 

own f a i l u r e t o c a r r y through d e c i s i o n s a l r e a d y announced. 

The p u b l i c c o n c l u s i o n would i n e v i t a b l y be t h a t h a v i n g f a i l e d 

t o meet a PSBR t a r g e t once, the Government coul d w e l l do so 

again. Such a c o n c l u s i o n c o u l d s e r i o u s l y d i s s i p a t e the 

hard won confidence b u i l t up d u r i n g the l a s t few months. 


But as I s a i d e a r l i e r , the C h a n c e l l o r does indeed 
r e c o g n i s e the S e c r e t a r y o f St a t e ' s d i f f i c u l t i e s and 
t h e r e f o r e he has asked h i s o f f i c i a l s t o use t h e i r utmost 
i n g e n u i t y t o see whether a way can be found o f r e c o n c i l i n g 
the c o n f l i c t i n g i n t e r e s t s o f meeting t h i s year's PSBR t a r g e t 
and d e l a y i n g a £400m s a l e o f BNOC/BGC assets u n t i l e a r l y i n 
1 9 8 0 - 8 1 . O f f i c i a l s have a l r e a d y met w i t h BNOC and are 
c o n s i d e r i n g i n p a r t i c u l a r a p o s s i b i l i t y i n v o l v i n g advance 
payments f o r o i l c o n t r a c t s . I t i s by no means c l e a r t h a t 
t h i s c o u l d be presented as a c r e d i b l e r e d u c t i o n t o the PSBR 
(as d i s t i n c t from a f i n a n c i n g t r a n s a c t i o n ) . Even i  f i  t c o u l d , 
t h e arrangement might w e l l c r e a t e problems i  f the OPEC 
c o u n t r i e s sought t o adopt s i m i l a r arrangements f o r t h e i r 
c o n t r a c t s . The C h a n c e l l o r w i l l r e p o r t h i s c o n c l u s i o n s t o 
E Committee on Tuesday. 

I am sending a copy o f t h i s l e t t e r t o B i l l Burroughs 

(Department o f Ener g y ) , t o George Walden (FCO) i n view o f 

the p o s s i b l e consequences f o r r e l a t i o n s h i p s w i t h OPEC o f 

any BNOC deal o f the s o r t d e s c r i b e d i n paragraph 4 above 

and t o M a r t i n V i l e (Cabinet O f f i c e ) . 


(A.M.W. BATTISHILL) 
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