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“RIME MINISTER'S INTERVIEW WITH FRENCH TELEVISION: MONDAY
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PRIME MINISTER'S APPEARANCE ON ANTENNE 2

General

The United Kingdom in common with most other industrialised

countries has suffered from relatively slow growth and high inflation
in recent years. But the UK is still a substantial manufacturing
country and has broadly held its 10 per cent share of world trade

in manufactures over the past five years. About 40 per cent of
UK trade is with the Community. The UK's industrial performance,
however, has for some time lagged behind that of many of its
competitors. The present Government is determined to correct this.

Present policies

2 The Government is giving priority to the reduction of inflation
and to the improvement of the supply side of the economy. The
reduction of inflation requires a firm control of monetary growth
supported by strict limits on Government spending and borrowing.
The Government has not hesitated to act both through its fiscal
and interest rate policies to restrain the growth of the money
supply. The growth in public spending planned by the previous
administration both for this financial year and next has® been
curbed. The check to public spending, however, has taken time
and meanwhile the Government has raised interest rates to rein
back monetary growth.

De The improvement of the supply side of the economy requires

a climate in which enterprise can flourish and market forces can
work freely and flexibly. The Chancellor in his first Budget
reduced the UK's high marginal income tax rates and brought them
more into line with those of other countries. This will allow
people to keep more of the extra earnings that their efforts bring
them. The Government has also allowed price and dividend controls
to lapse and has abolished exchange controls.




Inflation

4, The Government believes that a slowdown in monetary growth

is vital to reduce inflation, but there must also be realism in

pay bargaining. The Government itself will not interfere in

wage bargaining. It believes that this is bggst left to negotiators
in industry and should be based on what individual companies can
afford. Slower monetary growth will take time to have its full
effect on inflation and the present wage round is not a test of

the Government's policies. After four years of incomes policy, there

is bound to be a period of adjustment as distortions are corrected.
There have, however, been a wide range of settlements and there
are signs of realism.

e The underlying rate of increase in prices in the UK, after
allowing for the once-for-all effect of the Government's increase
in VAT last year, has shown little increase. The UK in spite of
North Sea oil suffers from the effect of higher oil prices like
other countries.

Prospects

6. The outlook for economic growth in the UK, as in many other
industrial countries, in the coming year is poor. The recent rise
in o0il prices, engineered by OPEC, has harmed the prospects for
world trade. The UK as a relatively small oil producer cannot
influence the world oil price. The UK, however, is particularly
dependent as an open economy on the growth of world trade and we
are harmed by any slowdown in world activity.

7o The forecast published by the Government last November was
for some decline in output this year. Developments since then

have confirmed the likelihood of this. The Government, however, is
convinced that its policies offer the best prospects in the medium-
term for achieving sustainable economic growth without inflation.




AIDE MEMOIRE ON THE UK ECONOMY 6 March 1980

PRESENT SITUATION

GDP output estimate level in Q4 1979 from Q3 GDP in 1979 same as 1978 H2. Industrial
production down 0.5% in latest 3 months to December; manufacturing production up 0.7% in

latest 3 months to December. Underlying level unchanged during 1979.

Consuners' expenditure rose 1.7% in Q4 1979. Retail sales (volune) up 2.3% in latest

3 months (to December) on previous 3 months. Export goods volume up.1.1% in November.

Latest 3months 0.3% higher than previous 3 months. Import goods volume down 6.0% in

November. Latest 3 months 0.4% lower than previous 3 months. Private sector investment
in manufacturing and distribution in 1979 rose 5% over 1978. 1979 Q4 on Q3 rose 11%.

Latest DI investment intentions survey suggests fall of 6 - 10% in manufacturing in 1980

(revised downwards on previous survey); distributive and service industries (excluding

shipping) investment to increase not more than 5% in 1980 (held from previous survey).
Stockbuilding in 1979 rose 1.1% over 1978.
g W—.

February unemployment (UK, seasonally adjusted excluding school-leavers) was 1,383,100
(5.7%) up 46,400 on January. Vacancies fell for 8th month running to 191,400.

January RPI (all items) up 2.5% on December. Change over 12 months to January 18.4%.
Change in TPI over 12 months to January 16.1%

Wholesale input prices (fuel and materials) rose 3.1% in January. Wholesale output prices

("factory gate") rose 2.5%. In last 6 months input prices have risen 32.2% (annual rate);
wholesale output prices have risen 15.6% (annual rate). Average earnings index for
December up 19.6% compared with the same month 1978. RPDI little changed in Q3 1979
and up 2.6% on Q3 1978.

PSBR in first 3Qs' of financial year 1979/80 £9.97 billion compared with full year Budget
SR nan

forecast of £8.3 billion. CGBR for April to January £7.7 billion. 1979/80 HI figures swollen
by GPO strike and VAT delays. ;

Sterling M3 rose 1.1% in banking January, bringing cumulative growth since mid-June to
124% p.a compared to target 7-11% growth p.a over period to October 1980. Banks' eligible

liabilities rose 23% in January. MLR raised to 17% on 15 November.

Balance of payments current account recorded a deficit of £296m in January; total deficit
L

for 1979 of £2437m. Reserves at end-February $23.935 billion. Exchange rate closed at

$2.2445 on 5 March with effective exchange rate index standing at 72.3.




Recent economic forecasts (eg by the OECD) have painted a

gloomy outlook for the British economy ....

Our own domestic Budget forecast last June showed the same

thing, and the recent oil price increases have not made things

any easier either for our own domestic economy or for our

overseas markets : ; -on whom we depend so much.

But this Government has never sought to disguise the
difficulties facing our economy over the next year or two,
and we have always warned that the task of making the British
economy really strong again will take several years.

In the same Budget last June we made a very positive start:
we began the tough monetary and fiscal regime which is
absolutely essential to curb inflation - and which
incidentally the OECD regard as essential for Britain - and
we began the sweeping liberalisation of personal incentives
and business controls which is equally essential to the

recovery of the British economy.

The more quickly Britain can regain her economic strength
the better for the economic health of the European Community

as a whole.

However, I am sure you will appreciate that the task of
British recovery is not helped by the penal contribution that
Britain is currently having to make to the Community:

for the third poorest member to be paying by far the

largest contribution is totally indefensible and totally
illogical.,




Q. Strikes, industrial relations problems - will Britain

ever escape?

Of course we have a problem, but may I point you to two
things:

- first, the British Government is introducing legislation
to help redress the balance between the strength of unions
and employers, partly to discourage early industrial action
in pursuilt of pay claims;

- secondly, I believe that there is a growing sense of
realism breaking out in Britain. The most spectacular
example - and your viewers may recall this - was the
overwhelming vote by workers at British Leyland not to take
industrial action in support of a militant shop steward

who had been dismissed for urging non co-operation with the

management's recovery programme. / There was also the

clear vote by Welsh miners against industrial action in
support of the current strike in the nationalised steel
industry, and the return to work by private sector
steelworkers. 7

But you should beware of expecting overnight transformations
in our national attitudes: the process of adjustment in
Britain by employers and unions alike may take months -

even years — rather than days. or weeks. For myself, I am
constantly reminding our people that the world does not

owe us a living.
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FRANCE: FACTS AND FIGURES™

1. Population Land Area
53 million 551,000 sq km

GDP Growth: 3.3% 1978 )
3.7% 1979 ) official French forecast
2.5% 1980 )

Rate of Inflation 10.7% 1979
12.9% 1980 (January 1980 on January 1979)

Exchange Rate F9.375 = £1 (3 March 1980)

Unemployment , 1,423,900 (January 1980)

% of total working
population 6.7% approx (January 1980)

Growth in unemployment 9.5% (January 1980 on January 1979)

Gross Fixed Investment 2.5% in volume 1979
1.0% 1980

Budget Deficit

1978 £4.04 bn (forecast £1.03 bn)
1979 £4.21 bn (January 1980 Estimate)
1980 ' £3.43 bn (Projected)

Balance of Payments 1978 AT

Current Account + £1.9% bn + £1.1 bn
Trade Balance + £0.29 bn - £1.1 bn (forecast)

French Exports (1979) £38.49 billion

West Germany 17 « 2%
Ttaly 11.4%
Belgium/Luxembourg 9.8%
UK 7 7%
USA 4.9%

French Imports

(1979) £41.98 billion

West Germany 18.0%
Italy 10. 1%
Belgium/Luxembourg 9.0%
USA 7 6%
Netherlands 6.1%
UK 5 6%
Saudi Arabia 5 4%

CONI'IDENTIAL




@ BRITISH AND FRENCH FORCES STATIONED IN WEST GERMANY

British Forces in West Germany, including Berlin:

British Army of the Rhine: 59, 000
fer o CoT which 3,000 are
serving in Northern
Ireland at any one
time)
Army personnel in Berlin: 3, 000
RAF persomnel stationed in West Germany: 9,000
RAF personnel in Berlin 500
Total (exclusive of the 3,000 service 64, 500

Eersonnel always serving in ——
orthern Ireland)

French Forces in West Germany, including Berlin:

The important point here is that there is a big difference
e

between the published figure and what we know confidentially.

The Institute for Strategic Studies says in its amnual survey
'Military Balance' that the French Army has 3 armoured divisions
in West Germany (34,000 men). In addition there are about 2,000
French personnel in Berlin.

Confidentially the French military authorities have always said
that French strength in West German¥ including Begrlin, is about 49,000
and our Ministry of Defence accept his figure as™being acclirate. e

Conclusion:

If the Prime Minister chooses to make a comparison between the
ublished figure of French Forces and our own, it would irritate the
rench who know_that they have more Forces than publicly admitted in

West Germany. If, on the other hand, she quoted the higher figure of
49,000 French personnel in West Germany, including Berlin, we run an
equal risk of irritating the French because it is confidential.

We believe that there is not a sufficient difference between the
level of British and French service persomnel in West Germany to be
able to meke a political point of it.
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C V ANSON
7 March 1980.




