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RECORD OF A MEETING HELD IN THE TREASURY 


AT 4.30 P.M. ON WEDNESDAY, 23RD MAY, 1979 

P r e s e n t 


C h a n c e l l o r o f t h e E x c h e q u e r Mr. H.P. G r e e n b o r o u g h 

M i n i s t e r o f S t a t e (Commons) S i r Raymond P e n n o c k 

M i n i s t e r o f S t a t e ( L o r d s ) S i r J o h n M e t h v e n 

S i r A n t h o n y R a w l i n s o n S i r A d r i a n C a d b u r y 

S i r L a w r e n c e A i r e y Mr. A. L o r d 

Mr. L i t t l e r S i r D o n a l d M a c D o u g a l l 

Mr. L o v e l l Mr. D.R. G l y n n 

Mr. P.G. D a v i e s Mr. E . A . J . R a y n e r 

Mr. C r o p p e r 

Mr. G r a c e y , . I n l a n d Revenue 

Mr. I a n S t e w a r t , M.P. 


CONFEDERATION OF B R I T I S H INDUSTRY: 


BUDGET REPRESENTATIONS 


Mr. G r e e n b o r o u g h i n t r o d u c e d t h e C B I ' s B u d g e t r e p r e s e n t a t i o n s ; 
t h e y were s u m m a r i s e d i n t h e e n c l o s u r e t o S i r J o h n M e t h v e n ' s l e t t e r 
t o t h e C h a n c e l l o r o f t h e E x c h e q u e r o f 11th May, w h i c h b r o u g h t up 
t o d a t e t h o r e p r e s e n t a t i o n s t h e CBI had made i n F e b r u a r y . 
Mr. G r e e n b o r o u g h s a i d t h e CBI welcomed t h e g e n e r a l t h r u s t o f 
t h e C h a n c e l l o r ' s s p e e c h on 22 May. He had been r i g h t t o 
e m p h a s i s e t h e sombre p r o s p e c t s f o r t h e w o r l d economy. The 
CBI s t i l  l recommended a * b r o a d l y n e u t r a l " B u d g e t . I n t h e i r 
v i e w , t h e r i s k s o f a c c e l e r a t i n g i n f l a t i o n r u l e d o u t any 
s t i m u l u s t o demand; e q u a l l y , t h e a l r e a d y p o o r g r o w t h p r o s p e c t s 
a r g u e d s t r o n g l y a g a i n s t a d e f l a t i o n a r y B u d g e t . As a g e n e r a l 
s t r a t e g y , t h e CBI f a v o u r e d c u t s i n d i r e c t t a x a t i o n , f i n a n c e d 
by r e d u c t i o n s i n p u b l i c e x p e n d i t u r e . I f s t r i c t l y n e c e s s a r y , 
i n d i r e c t t a x e s c o u l d be i n c r e a s e d by up t o £1 b i l l i o n . The 
c o n s t r u c t i o n i n d u s t r y w o u l d be b a d l y a f f e c t e d by f u r t h e r c u t s 
i n t h e G o v e r n m e n t ' s p l a n s f o r c a p i t a l e x p e n d i t u r e . The CBI 
had n o t t a k e n a c c o u n t i n t h e i r c a l c u l a t i o n s o f t h e p o s s i b l e 
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s a l e o f Government a s s e t s . As a p r e l i m i n a r y v i e w , t h e y saw 


m e r i t i n some o f t h e G o v e r n m e n t ' s p r o p o s a l s , e.g. d i s p o s a l o f 


some o f t h e NEBs h o l d i n g s and o f l a n d . 


2. The CBI welcomed t h e G o v e r n m e n t ' s i n t e n t i o n t o a b o l i s h 


t h e P r i c e C o m m i s s i o n . T h e i r recommended medium t e r m s t r a t e g y 


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


and a d e q u a t e l e v e l s o f p r o f i t a b i l i t y . The m a i n e l e m e n t s o f 


t h i s w e r e : - no f u r t h e r r e a l i n c r e a s e i n p u b l i c e x p e n d i t u r e _> 


f u r t h e r r e d u c t i o n s i n d i r e c t t a x a t i o n on c o m p a n i e s and 


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


a b o l i t i o n o f e x c h a n g e c o n t r o l s and d i v i d e n d c o n t r o l s , a n d , o f 


c o u r s e , no i n c r e a s e i n t h e n a t i o n a l i n s u r a n c e s u r c h a r g e . 


Mr. G r e e n b o r o u g h t h o u g h t a n n u a l g r o w t h o f 3|-4 p e r c e n t was 


a d e s i r a b l e t a r g e t , but r e c o g n i s e d t h a t t h e C B I ' s B u d g e t 


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


a c h i e v e i t  . B u t t h e CBI w e lcomed t h e G o v e r n m e n t ' s i n t e n t i o n 


t o c r e a t e t h e c o n d i t i o n s f o r r e s p o n s i b l e r i s k t a k i n g by 


b u s i n e s s m e n , and r e c o g n i s e d t h a t t h e f o r t h c o m i n g B u d g e t w o u l d 


be an i m p o r t a n t s i g n a l t o b u s i n e s s m e n g e n e r a l l y . 


3- The C h a n c e l l o r o f t h e E x c h e q u e r s a i d t h a t he had s t u d i e d 


c a r e f u l l y t h e C B I ' s w r i t t e n r e p r e s e n t a t i o n s . He f e l t h o w e v e r 


t h a t he must e m p h a s i s e t h e n e c e s s a r i l y p a c k e d B u d g e t t i m e t a b l e . 


The l a t e n e s s o f t h e d a t e a l s o meant t h a t t h e F i n a n c e B i l  l w o u l d 


h a v e t o be c o m p a r a t i v e l y b r i e f , and t h e r e v e n u e b e n e f i t f r o m 


i n c r e a s e s i n i n d i r e c t t a x a t i o n much l e s s t h a n f o r a f u l l y e a r . 


He t h o u g h t t h e p h r a s e " b r o a d l y n e u t r a l " was a m b i g u o u s . W h i l s t 


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


s h i f t i n t h e p a t t e r n o f t a x a t i o n c o u l d have a s h a r p l y 


s t i m u l a t o r y e f f e c t , w h a t e v e r t h e s t r i c t B u d g e t a r i t h m e t i c . 


S i r J o h n M e t h v e n t o o k t h e C h a n c e l l o r ' s p o i n t on " n e u t r a l i t y " ; b u t 


t h e CBI meant by t h i s a B u d g e t w h i c h n e i t h e r r a i s e d n o r l o w e r e d t h e 


l e v e l o f a g g r e g a t e demand i n t h e f i r s t i n s t a n c e . The G o v e r n m e n t ' s 


t a s k must be t o e s t a b l i s h t h e r i g h t c l i m a t e ; i  t w o u l d t h e n be f o r 


m a n a g e r s t o r e s p o n d . I n t h e C B I ' s v i e w , r e d u c t i o n s i n d i r e c t 
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t a x a t i o n were t h e most i m p o r t a n t e l e m e n t . But t h e p o o r 


p r o s p e c t s f o r g r o w t h and t h e h i g h and i n c r e a s i n g l e v e l o f 


i n f l a t i o n made i t d i f f i c u l t t o make a r e a l l y s i g n i f i c a n t 


i m p a c t i n t h i s y e a r ' s B u d g e t . The C B I ' s e m p h a s i s was t h e r e f o r e 


on a s t r a t e g y f o r t h e medium t e r m , b u t i t was p s y c h o l o g i c a l l y 

v e r y i m p o r t a n t , p a r t i c u l a r l y f o r s m a l l b u s i n e s s e s , t h a t t h e 


t o p maximum i n c o m e t a x r a t e s h o u l d be c u t a t once t o 60 p e r c e n t , 
n o t i n a s m a l l e r s t e p t o 75 p e r c e n t . I n t h e l o n g e r t e r m , 
p e r s o n a l t a x a t i o n s h o u l d be r e d u c e d by some 30 p e r c e n t . On 
an i n f l a t i o n a d j u s t e d b a s i s , t h e CBI c a l c u l a t e d t h a t 
p r o f i t a b i l i t y had been some 4| p e r c e n t on a v e r a g e i n 1978. 

They e x p e c t e d i  t t o be o n l y 31 p e r c e n t t h i s y e a r , and a l s o 
e s t i m a t e d t h a t u n i t c o s t c o m p e t i v e n e s s had w o r s e n e d by some 
15 t o 20 p e r c e n t o v e r t h e l a s t two y e a r s . T h i s u n d e r l i n e d t h e 
m e r i t o f a b o l i s h i n g t h e P r i c e C o m m i s s i o n , and t h e argument f o r n o t 

i n c r e a s i n g t h e NIS. I n f l a t i o n was a s e r i o u s w o r r y . An i n c r e a s e 
i n VAT t o a 10 p e r c e n t u n i f i e d r a t e w o u l d add 1 t o 1J p e r c e n t 
t o t h e R P I t h i s w o u l d b r i n g t h e R P I t o 12 t o 13 p e r c e n t by t h e 
end o f t h e y e a r . I f VAT went t o 12J p e r c e n t , a f u r t h e r 
1J p e r c e n t w o u l d be added t o t h e R P I . The r i s e i n o i  l p r i c e s 
was h a v i n g an e q u a l l y s e r i o u s e f f e c t . I f t h e i n f l a t i o n r a t e 
r o s e above 15 p e r c e n t , i t w o u l d be e x t r e m e l y d i f f i c u l t t o 
kee p e a r n i n g s down t o an a c c e p t a b l e l e v e l i n t h e n e x t pay r o u n d . 
T h i s was why t h e CBI r e g a r d e d i n c r e a s e s i n i n d i r e c t t a x e s 


t o pay f o r d i r e c t t a x c u t s as a l a s t r e s o r t ; and i n any e v e n t 


n o t t o be i n v o k e d b e y o n d a t o t a l i n c r e a s e o f £1 b i l l i o n . The 
d e t e r m i n a t i o n o f e a r n i n g s was a c o n t i n u i n g p r o b l e m , w h i c h t h e 
CBI w o u l d l i k e t o d i s c u s s w i t h t h e Government a t an e a r l y 


o p p o r t u n i t y . 


4. S i r A d r i a n C a d b u r y added t h a t t h e e x c h a n g e r a t e was one 
o f t h e f a c t o r s w h i c h had been a f f e c t i n g c o m p e t i v e n e s s . S t e r l i n g 


had a p p r e c i a t e d by 5«3 p e r c e n t i n e f f e c t i v e t e r m s t h i s y e a r . 
He a l s o e m p h a s i s e d t h e i m p o r t a n c e o f c o n t i n u i t y i n t h e G o v e r n m e n t ' s 


p o l i c i e s and t h e n e e d t o p u r s u e c o n s i s t e n t l y medium t e r m 


o b j e c t i v e s . He w o u l d add BP s h a r e s t o t h e l i s t o f a s s e t s w h i c h t h e 
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Government m i g h t u s e f u l l y d i s p o s e o f . He w i s h e d t o e m p h a s i s e 


two p o i n t s f r o m e a r l i e r d i s c u s s i o n ; d i v i d e n d c o n t r o l s s h o u l d 


be r e m o v e d , and c u t s i n p u b l i c e x p e n d i t u r e s h o u l d t a k e f u l l 


a c c o u n t o f t h e p r e c a r i o u s s t a t e o f t h e c o n s t r u c t i o n i n d u s t r y . 


He a l s o c o n s i d e r e d t h a t t h e r e was no l o n g e r a c a s e f o r 


m a i n t a i n i n g e x c h a n g e c o n t r o l s . 


5- The C h a n c e l l o r o f t h e E x c h e q u e r s a i d t h a t t h e Government 


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


o f p a y . They w o u l d be g l a d t o t a k e up t h e C B I ' s o f f e r o f 


d i s c u s s i o n s " f a i r l y s h o r t l y " . As f o r d i v i d e n d c o n t r o l s , he 


w o u l d s a y o n l y t h a t t h e y were n o t i m m o r t a l . The CBI had s a i d 


t h a t t h e i r own B u d g e t s c e n a r i o s u g g e s t e d a PSBR o f £85 b i l l i o n . 


What w o u l d be t h e i m p a c t o f t h i s on i n t e r e s t r a t e s ? 


S i r A d r i a n C a d b u r y s a i d t h a t i f a d h e r e n c e t o s t r i c t m o n e t a r y 


t a r g e t s i m p l i e d h i g h e r i n t e r e s t r a t e s , b u s i n e s s w o u l d a c c e p t 


t h i s . S i r J o h n M e t h v e n commented t h a t t h e f i g u r e o f £8| b i l l i o n 


t o o k no a c c o u n t o f t h e s a l e o f a s s e t s . S i r L a w r e n c e A i r e y 


p o i n t e d o u t t h a t s u c h s a l e s w o u l d r e d u c e t h e PSBR, b u t w o u l d 


n o t n e c e s s a r i l y r e l i e v e t h e p r e s s u r e on m o n e t a r y t a r g e t s . 


6. The C h a n c e l l o r o f t h e E x c h e q u e r s a i d t h a t t h e G overnment 
was c o n s i d e r i n g i t s p o l i c y on e x c h a n g e c o n t r o l s . The shape 
and t i m i n g o f any p a c k a g e r e q u i r e d c a r e f u l t h o u g h t . He 
d e t e c t e d two s t r a n d s o f t h o u g h t s i n t h e C B I ' o v i e w on t h e e x c h a n g e 
r a t e - v a r y i n g d e g r e e s o f s t r e s s were p l a c e d on t h e b e n e f i t s 
t o c o m p e t i v e n e s s o f a weak e x c h a n g e r a t e , and t h e b e n e f i t s 
on t h e p r i c e s f r o n t o f a s t r o n g r a t e . S i r A d r i a n C a d b u r y 
r e f e r r e d t o a r e c e n t s u r v e y by P e t e r O p p e n h e i m e r ; 67 p e r c e n t 
o f t h o s e who r e p l i e d s a i d t h a t t h e r e l a t i v e p r i c e s o f t h e i r 
p r o d u c t s c o m p a r e d w i t h o v e r s e a s c o m p e t i t o r s were an i m p o r t a n t 
c o n s i d e r a t i o n . I n h i s v i e w , t h e r e l a x a t i o n o f e x c h a n g e c o n t r o l 
w o u l d be t h e b e s t means o f a c h i e v i n g t h e r i g h t e x c h a n g e r a t e . 
S i r J o h n M e t h v e n commented t h a t v i e w s on t h e e x c h a n g e r a t e 
v a r i e d f r o m s e c t o r t o s e c t o r o f i n d u s t r y . The C h a n c e l l o r o f t h e 
E x c h e q u e r s a i d t h e r e was a n e e d t o work f o r w i d e r u n d e r s t a n d i n g 
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o f the b e n e f i t s of r e l a x i n g exchange c o n t r o l s on the p a r t of 
the TUC. S i r A d r i a n Cadbury thought t h a t on the t h e o r e t i c a l 
p l a n e the TUC now accepted the arguments f o r r e l a x a t i o n . 
But t h e r e was a p o l i t i c a l b l o c k . S i r John Methven s a i d t h a t 
t h e r e was now s i g n i f i c a n t l y l e s s p r e s s u r e from the TUC f o r 
g e n e r a l i s e d import c o n t r o l s . S i r Raymond Pennock added t h a t , 
w h i l s t I d ' s ex p o r t volume had i n c r e a s e d by 7 per c e n t , the 
v a l u e had f a l l e n by 1 per c e n t . 

7. The C h a n c e l l o r of the Exchequer s a i d t h a t he w e l l understood 
the need f o r a p o w e r f u l s i g n a l i n the Budget on the top r a t e s 
o f income t a x . But i t was p o l i t i c a l l y v e r y d i f f i c u l t t o make 
such a g e s t u r e towards the h i g h e r p a i d , w i t h o u t o f f e r i n g something 
t o the r e s t of those who p a i d income t a x . He a l s o took the p o i n t 
t h a t p u b l i c e x p e n d i t u r e must be the qu a r r y o f f i r s t r e s o r t t o 
f i n a n c e c u t s i n d i r e c t t a x a t i o n . But the more c a p i t a l e x p e n d i t u r e 
was l e f t a l o n e , the more d i f f i c u l t i t was t o f i n d s u f f i c i e n t 
s a v i n g s . There was an i n h e r e n t problem i n s w i t c h i n g from 
d i r e c t t o i n d i r e c t t a x e s . Even i n a p e r i o d of low or v e r y low 
i n f l a t i o n , a s h i f t from d i r e c t to i n d i r e c t t a x e s would cause 
the RPI to i n c r e a s e . I f a t t e n t i o n c o n t i n u e d t o focus on 
p r e - t a x wages, t h i s i n c r e a s e would tend t o be r e f l e c t e d i n the 
next pay round. Unless the Government were b o l d , a n x i e t y about 
the RPI e f f e c t s c o u l d be a permanent o b s t a c l e t o change. 
C l e a r l y r a d i c a l change i n t h i s a r e a c a r r i e d a p r i c e t a g . But 
the s o l u t i o n was s u r e l y to c o n c e n t r a t e on net post t a x e a r n i n g s . 
S i r John Methven s a i d t h a t i n h i s vi e w , e x p e c t a t i o n s about 
i n f l a t i o n were the prime i n f l u e n c e on pay b a r g a i n i n g . I n 
h i s e x p e r i e n c e , at the lower l e v e l s o f e a r n i n g s , tax c u t s had 
had no s i g n i f i c a n t e f f e c t on b a r g a i n i n g . But a s t a r t 
i n c u t t i n g d i r e c t t a x a t i o n had t o be made somewhere. I t was 
the managers who were the engines of change; and i n any c a s e , 
the c o s t o f c u t t i n g the top r a t e s of income t a x would be 
n e g l i g i b l e . Such a p o l i c y c o u l d even i n c r e a s e revenue. 
I t would cut s h a r p l y the amount o f time and e f f o r t 
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s p e n t on t a x a v o i d a n c e . The C h a n c e l l o r o f t h e E x c h e q u e r s a i d 


he t h o u g h t t h a t e v e n a t t h e l o w e r end o f t h e e a r n i n g s s c a l e , 


t h e r e was a l e a r n i n g c u r v e , and t h a t i  t was i n c r e a s i n g l y take-home 


p a y w i t h w h i c h pay b a r g a i n e r s were c o n c e r n e d . Mr. A l a n L o r d s t i l  l 


f e l t , i i o w e v e r , t h a t t h e l e s s t h e c u t i n d i r e c t t a x a t i o n had t o be 


c a r r i e d on i n d i r e c t t a x e s , and h e n c e by t h e R P I , t h e b e t t e r . I t 


was t h e r e f o r e h e l p f u l t o s e l l a s s e t s i n t h i s f i r s t y e a r as a once 


and f o r a l l m e a s u r e . The C h a n c e l l o r s a i d t h e r e were two a s p e c t s 


t o a s s e t s a l e s ; t h e PSBR e f f e c t was o b v i o u s l y i m p o r t a n t , b u t 


s u c h s a l e s were a l s o u s e f u l i n t h e m s e l v e s , t o t h e e x t e n t t h a t t h e y 


r e s t o r e d c o m p e t i t i o n and b a l a n c e i n t h e m a r k e t . 


8. B e f o r e b r i n g i n g t h e m e e t i n g t o a c l o s e , t h e C h a n c e l l o r a s k e d 


t h e CBI i f t h e y had any c l e a r v i e w on why unemployment was f a l l i n g . 


S i r D o n a l d M a c D o u g a l l s a i d t h a t t h i s t r e n d was n o t c l e a r l y 


u n d e r s t o o d . V a r i o u s f a c t o r s m i g h t be a t work - o u t p u t h i g h e r t h a n 


r e c o r d e d , movement o f m a r r i e d women o u t o f e m p l o y m e n t , b u t no on 


t o t h e unemployment r e g i s t e r , f u r t h e r e r o s i o n o f p r o d u c t i v i t y ; 


t h e CBI w o u l d welcome a c o n t i n u i n g e x c h a n g e o f i d e a s on t h i s . 


1 Zi <• 

(M.A. HALL) 


2 9 t h May, 1979 
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