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C o m m u n i t y B u d g e t 

Y o u a g r e e d that we s h o u l d p r o d u c e fo r the R e s t r i c t e d M e e t i n g on 

14th N o v e m b e r a p a p e r w h i c h w o u l d set out the q u e s t i o n s w h i c h need to be 

c o n s i d e r e d i n d e c i d i n g wha t m i g h t be a n a c c e p t a b l e o u t c o m e i n D u b l i n . I 

have now d i s c u s s e d th i s w i t h S i r M i c h a e l P a l l i s e r and S i r K e n n e t h C o u z e n s , 

and a p a p e r w i t h w h i c h they a r e i n g e n e r a l a g r e e m e n t i s a t t a c h e d . 

2 . I o r i g i n a l l y p r o p o s e d that th i s p a p e r s h o u l d be handed r o u n d fo r y o u r 

m e e t i n g but not c i r c u l a t e d ou t s ide N o . 10 and the C a b i n e t O f f i c e . A s i t has 

c o m e out, I t h ink that i t s h o u l d be c i r c u l a t e d i n a d v a n c e - i t does not l e n d 

i t s e l f to e a s y a s s i m i l a t i o n on a q u i c k r e a d - t h r o u g h - and as i t d i s c u s s e s 

p o s s i b i l i t i e s and a s k s q u e s t i o n s w i t h o u t (on m a j o r m a t t e r s ) s u g g e s t i n g a n s w e r s , 

i t i s not l i k e l y to be p o t e n t i a l l y d a m a g i n g to o u r n e g o t i a t i n g p o s i t i o n . B o t h 

S i r M i c h a e l P a l l i s e r and S i r K e n n e t h C o u z e n s sha re m y v i e w that i t w o u l d be 

u s e f u l f o r M i n i s t e r s to have s u c h a p a p e r i n f ron t of t h e m , so as to h e l p focus 

the d i s c u s s i o n . I hope t h e r e f o r e that y o u w i l l a g r e e that I shou ld send one 

copy to each of the p a r t i c i p a n t s at y o u r R e s t r i c t e d M e e t i n g , w i t h an 

a p p r o p r i a t e w a r n i n g about i t s s e n s i t i v i t y . 

3. I s h a l l be s u b m i t t i n g s e p a r a t e l y , and not f o r c i r c u l a t i o n , a note on the 

m e a n s at o u r d i s p o s a l f o r b e i n g d i f f i c u l t , i f we cannot a c h i e v e o u r o b j e c t i v e s 

a t D u b l i n . 

( R o b e r t A r m s t r o n g ) 

9th N o v e m b e r 1979 
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C O M M U N I T Y B U D G E T A I M S 

Note by the C a b i n e t Of f ice 

1. T h i s note i s d e s i g n e d to he lp M i n i s t e r s f o r m a v i e w as to what m i g h t be a 

t o l e r a b l e o u t c o m e at the E u r o p e a n C o u n c i l i n D u b l i n on 2 9 / 3 0 N o v e m b e r . 

2. A l l the n u m b e r s i n the pape r a r e quoted i n s t e r l i n g , w i t h e q u i v a l e n t s i n un i t s 

of a ccoun t , c o n v e r t e d at the exchange ra te u s e d i n the C o m m u n i t y ' s d ra f t budget for 

1980 of 1.4813 = £ 1 , no ted i n the m a r g i n . 

3. In c o n s i d e r i n g f i g u r e s , t he re a r e two c o m p l i c a t i o n s M i n i s t e r s w i l l need to 

have i n m i n d . 

4 . The f i r s t c o m p l i c a t i o n i s the t r e a t m e n t of m o n e t a r y c o m p e n s a t o r y a m o u n t s 

( M C A s ) . The C o m m i s s i o n ' s r e f e r e n c e pape r of S e p t e m b e r ( C O M ( 7 9 ) 462 F i n a l ) 

1814 m e u a e s t i m a t e s ou r net c o n t r i b u t i o n i n 1980 as £ 1 , 225 m i l l i o n i f M C A s a r e a t t r i b u t e d to 

1552rneua the e x p o r t e r and £ 1 , 050 i f they a r e a t t r i b u t e d to the i m p o r t e r . We a r e s t i l l 

m a i n t a i n i n g the v i e w that M C A s s h o u l d be a t t r i b u t e d to the e x p o r t i n g c o u n t r y , but i n 

t h e i r l a t e s t p a p e r the C o m m i s s i o n s ide w i t h m o s t o the r m e m b e r s ta tes who take the 

oppos i t e v i e w , and we a r e u n l i k e l y to w i n the po in t . T h e C h a n c e l l o r of the 

E x c h e q u e r w i l l be w r i t i n g to h i s c o l l e a g u e s e x p l a i n i n g how th i s d i f f e r e n c e c o u l d 

af fec t the n e g o t i a t i o n s , but fo r the p u r p o s e of t h i s p a p e r , p o s s i b l e re funds a r e 

1552 m e u a c o m p a r e d w i t h an a s s u m e d net c o n t r i b u t i o n of £ 1 , 050 m i l l i o n . 

5. The s e c o n d c o m p l i c a t i o n i s w h e t h e r o r not we c o n t r i b u t e to our own r e f u n d . 

T h e net g a i n f r o m any re fund we r e c e i v e w i l l depend on whether , as i s the ca se w i t h 

the p r e s e n t F i n a n c i a l M e c h a n i s m , we a r e c a l l e d upon to c o n t r i b u t e to ou r own 

r e f u n d . The I r i s h and the I t a l i a n s w i l l t r y to get e x e m p t i o n as c o u n t r i e s w i t h b e l o w 

a v e r a g e G N P , i n w h i c h ca se we m u s t t r y to do the s a m e . B u t i t i s not v e r y l i k e l y 

that any of us w i l l s u c c e e d . S i n c e ou r m a r g i n a l ra te of c o n t r i b u t i o n to the budget i s 

17 p e r cen t , the net benef i t we r e c e i v e f r o m any g i v e n re fund w o u l d then be l o w e r by 

that amoun t . In t h i s p a p e r (as i n the C o m m i s s i o n ' s l a t e s t d o c u m e n t ) the net f i g u r e s 

a r e u s e d , f o l l o w e d by g r o s s f i g u r e s i n b r a c k e t s . 

6. We a r e s e e k i n g a c o r r e c t i v e m e c h a n i s m to p r o d u c e " b r o a d b a l a n c e " be tween 

ou r c o n t r i b u t i o n s and ou r r e c e i p t s s t a r t i n g i n 1980 and l a s t i n g as l o n g as the p r o b l e m 

l a s t s . In the C o m m i s s i o n ' s l a t e s t p a p e r d i s c u s s i n g a range of p o s s i b l e s o l u t i o n s 
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415 m e u a 

1075 m e u a (net) 

1140-480 m e u a 

( C O M ( 7 9 ) 620 F i n a l ) , those w h i c h i t q u a n t i f i e s w o u l d r e d u c e o u r net 

c o n t r i b u t i o n s by a m o u n t s r a n g i n g f r o m £ 2 8 0 m i l l i o n ( £ 3 4 0 m i l l i o n 

g r o s s ) to £ 7 2 5 m i l l i o n ( £ 8 8 0 m i l l i o n ) i . e. r e d u c t i o n s of b e t w e e n 

30 <x>r>d 70 per Ccvvf. T h e r e i s no doubt that s e v e r a l 

m e m b e r s t a t e s , i n c l u d i n g n o t a b l y the F r e n c h , have i n m i n d f i g u r e s 

at the b o t t o m of t h i s r a n g e . T h e F r e n c h a l s o appea r to be t h i n k i n g 

of a c o r r e c t i v e w h i c h w o u l d l a s t f o r o n l y a y e a r o r so . The 

G e r m a n s a r e hop ing that p a r t of the gap be tween ou r s ta ted 

r e q u i r e m e n t s and what the F r e n c h and o t h e r s have i n m i n d c o u l d be 

m e t by the e v o l u t i o n of the future p a t t e r n of C o m m u n i t y e x p e n d i t u r e 

m o r e i n o u r f a v o u r , and t h i s l i n e w o u l d su i t the I t a l i a n s too . 

7.	 T h e r e a r e thus t h r e e i n t e r c o n n e c t e d e l e m e n t s i n what m i g h t 

be	 an a c c e p t a b l e ou t come for the U n i t e d K i n g d o m . T h e s e a r e : -

I, The amoun t of the r e l i e f as c o m p a r e d w i t h o u r e x p e c t e d 

net c o n t r i b u t i o n . 

II . The d u r a t i o n of any a r r a n g e m e n t . 

III. V a r i o u s w a y s i n w h i c h the s o l u t i o n m i g h t be p h a s e d . 

T h e f o l l o w i n g p a r a g r a p h s d i s c u s s these i n t u r n . 

I . T H E M I N I M U M A C C E P T A B L E R E F U N D 

8. It i s not r e a l i s t i c to expec t that we can s e c u r e a r e fund w h i c h 

w i l l w h o l l y c o v e r o u r net c o n t r i b u t i o n . The s igns at the m o m e n t 

a r e that we s h a l l , at bes t , be o f f e r e d the r e m o v a l of the e x i s t i n g 

c o n s t r a i n t s on the F i n a n c i a l M e c h a n i s m . A s c o m p a r e d w i t h the 

r e fund of £170 m i l l i o n ( £ 2 0 0 m i l l i o n g r o s s ) w h i c h we expec t to get 

f o r 1980 t h i s w o u l d p r o d u c e a r e fund of £ 3 5 0 m i l l i o n and thus r e d u c e 

o u r net c o n t r i b u t i o n by o n l y a t h i r d . T h e P r i m e M i n i s t e r has a l r e a d y 

l e t i t be k n o w n (to M  r R o y J e n k i n s and C h a n c e l l o r S c h m i d t ) that a cut 

of one h a l f i n ou r r e fund w o u l d not be a c c e p t a b l e . On the o the r hand , 

i f we c o u l d a c h i e v e a l a s t i n g r e d u c t i o n of t h ree q u a r t e r s , i t w o u l d be 

w i d e l y r e c o g n i s e d as a m a j o r a c h i e v e m e n t . It i s w i t h i n t h i s a r e a 

that M i n i s t e r s m a y w i s h to c o n s i d e r wha t , h a v i n g r e g a r d to the o t h e r 

e l e m e n t s , c o u l d be a p o l i t i c a l l y a c c e p t a b l e r e s u l t . 



9. T h e r e a r e c e r t a i n c o n s i d e r a t i o n s w h i c h c o u l d be u s e d to j u s t i f y a n 

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

a . We s h o u l d o b v i o u s l y pay l e s s than the F e d e r a l R e p u b l i c of 

G e r m a n y (net c o n t r i b u t i o n for 198 0 e s t i m a t e d at £ 7 5 0 m i l l i o n be fo re 

a l l o w i n g fo r any re fund to u s ) . The m o r e a p p r o p r i a t e c o m p a r i s o n i s 

w i t h F r a n c e , next to us i n the l eague t ab le of G N P pe r head a l though 

s u b s t a n t i a l l y above o u r o w n . On the C o m m i s s i o n ' s e s t i m a t e , F r a n c e 

118 m e u a w i l l be a net c o n t r i b u t o r of o n l y £ 8 0 m i l l i o n i n 1980. T o the extent 

that she w i l l c o n t r i b u t e to o u r r e fund , h e r net c o n t r i b u t i o n w i l l go up as 

o u r s c o m e s down . If the a i m was to p r o d u c e a net c o n t r i b u t i o n w h i c h 

m o r e o r l e s s e q u a l l e d F r a n c e we w o u l d both be p a y i n g about 

450	 m e u a £ 3 0 0 m i l l i o n . W o u l d i t be a c c e p t a b l e i f o u r net c o n t r i b u t i o n l a y ^ 

s o m e w h e r e be tween that of F r a n c e and G e r m a n y ? 

b . A p o s s i b l e l i n e of a r g u m e n t w o u l d be to r e f e r back to the 

i n d i c a t i o n s we w e r e g i v e n at the t i m e of e n t r y that the p r o p o r t i o n of the 

budget spent on the C A P m i g h t d e c l i n e to as l i t t l e as 40 p e r cent of the 

t o t a l . If t h i s had i n fact happened and the e x t r a w i t h i n the p r e s e n t 

budget had been a l l o c a t e d to the R e g i o n a l and S o c i a l F u n d s then o u r net 

63 0 m e u a	 c o n t r i b u t i o n m i g h t have been of the o r d e r of £ 4 3 0 m i l l i o n . S u c h a l i n e 

of r e a s o n i n g w o u l d sugges t a r e a d i n e s s to a c c e p t the e n t r y t e r m s ( in 

sp i te of o u r p o o r e c o n o m i c p e r f o r m a n c e ) but not the u n f o r e s e e n and 

u n w e l c o m e r i s e i n the c o s t of the C A P  . 

c. We c o u l d say	 that i t was r e a s o n a b l e for the U n i t e d K i n g d o m to 

160	 m e u a r e g a r d as a net c o n t r i b u t i o n i t s s h a r e (£110 m i l l i o n ) of the 

a d m i n i s t r a t i v e c o s t s of r u n n i n g the C o m m u n i t y . 

10. A p a r t f r o m the f i g u r e , M i n i s t e r s w i l l w i s h to be s a t i s f i e d that , 

w h a t e v e r the c o r r e c t i v e m e c h a n i s m , i t w i l l ope ra t e to r e d u c e ou r re fund i n any 

f o r e s e e a b l e s i t u a t i o n i n the fu tu re . The p o s s i b i l i t y of the U n i t e d K i n g d o m 

b e c o m i n g an above a v e r a g e G N  P m e m b e r has a l r e a d y been c o n s i d e r e d by O D 

and a l i n e a p p r o v e d . The C o m m i s s i o n ' s l a t e s t p a p e r ( p a r a g r a p h 21) o f fe r s one 

p o s s i b i l i t y f o r a c h i e v i n g a l e v e l of r e fund w h i c h c o m e s c l o s e to ou r o b j e c t i v e 

but o n l y o p e r a t e s on our e x c e s s c o n t r i b u t i o n . T h i s i s the s y s t e m of w e i g h t i n g 

the b a s e l i n e f r o m w h i c h e x c e s s g r o s s c o n t r i b u t i o n s a r e e s t i m a t e d ( the reby 

i n c r e a s i n g o u r refund) so as to take a c c o u n t of o u r b e l o w a v e r a g e G N  P p e r head . 
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B e s i d e s be ing a d i f f i c u l t concep t for s o m e o the r m e m b e r s ta tes to a c c e p t , i t 

w o u l d not by i t s e l f p r o t e c t us i n fu ture y e a r s i f the gap be tween ou r g r o s s 

c o n t r i b u t i o n and ou r w e i g h t e d G N  P sha re w e r e to n a r r o w w h i l e o u r r e c e i p t s 

c o n t i n u e d to be b e l o w the C o m m u n i t y a v e r a g e . T h e o n l y w a y to a v o i d t h i s r i s k 

i s to have a c o r r e c t i v e m e c h a n i s m w h i c h t akes a c c o u n t of ou r inadequa te 

r e c e i p t s as w e l l as our e x c e s s c o n t r i b u t i o n i . e . i s b a s e d on o u r net p o s i t i o n . 

T h e C o m m i s s i o n ' s p a p e r m a k e s i t c l e a r that t h i s t h r e s h o l d i s go ing to be 

e x t r e m e l y d i f f i c u l t to c r o s s . If i t c an be done at a l l , i t w o u l d h e l p us i f we 

c o u l d a g r e e that any r e fund i n r e s p e c t of ou r l o w r e c e i p t s w o u l d be e a r m a r k e d 

f o r p u b l i c e x p e n d i t u r e c o n s i s t e n t w i t h C o m m u n i t y p o l i c i e s and eg sub jec t to 

a n n u a l d i s c u s s i o n w i t h the C o m m i s s i o n . We s h o u l d want to e n s u r e that the 

r e fund so f a r as p o s s i b l e r e l a t e d to p l a n n e d r a t h e r than a d d i t i o n a l p u b l i c 

e x p e n d i t u r e . 

I I . D U R A T I O N O F A N Y A R R A N G E M E N T 

11. We have a v e r y s t r o n g ca se f o r a r g u i n g that any c o r r e c t i v e m e c h a n i s m 

s h o u l d not be sub jec t to a t i m e l i m i t . The C o m m i s s i o n say that o u r p r o b l e m 

i s t e m p o r a r y , and s o m e of o u r p a r t n e r s m a y w e l l a rgue fo r a n a r r a n g e m e n t for 

a l i m i t e d p e r i o d . B u t i t w o u l d be i n t o l e r a b l e fo r the G o v e r n m e n t (and the 

C o m m u n i t y ) to face the p r o s p e c t of ano the r n e g o t i a t i o n on t h i s i s s u e i n two o r 

t h r e e y e a r s ' t i m e . The F i n a n c i a l M e c h a n i s m was f o r seven y e a r s w i t h a 

r e v i e w af te r f i ve y e a r s . A r e v i e w c l a u s e i n any a r r a n g e m e n t w o u l d be 

a c c e p t a b l e . B u t s h o u l d the absence of any t i m e l i m i t be a s t i c k i n g po in t o r 

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

be an a c c e p t a b l e f a l l - b a c k ? 

III . P H A S E D S O L U T I O N S 

12. The q u e s t i o n w h e t h e r we c a n g r a d u a l l y b u i l d up to " b r o a d b a l a n c e " m a y 

p r e s e n t i t s e l f i n s e v e r a l f o r m s : ­

a . We m a y be o f f e r e d p a r t i a l r e l i e f t h r o u g h the F i n a n c i a l 

M e c h a n i s m w i t h i n d i c a t i o n s that the future p a t t e r n of the C o m m u n i t y 

budget w i l l e v o l v e i n our f a v o u r . If these w e r e vague a s s e r t i o n s of the 

k i n d w h i c h w e r e m a d e at the t i m e of ou r e n t r y n e g o t i a t i o n s , we c o u l d 

not r e g a r d t h e m as "bankab le a s s u r a n c e s " and they w o u l d not c a r r y 

c o n v i c t i o n w i t h p u b l i c o p i n i o n i n the U n i t e d K i n g d o m : we c o u l d not 
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a c c e p t t h e m . O n the o the r hand , s p e c i f i c c o m m i t m e n t s ( such as the 

I t a l i a n s a r e seek ing) tha t the p r o p o r t i o n of the budget spent on 

a g r i c u l t u r a l suppo r t w o u l d d e c l i n e c o u l d be h e l p f u l to u s . M u c h w o u l d 

depend on the f o r m of the w o r d i n g . M i n i s t e r s w i l l w i s h to c o n s i d e r how 

fa r they c o u l d a c c e p t c o m m i t m e n t s of t h i s k i n d as a c o n t r i b u t i o n t o w a r d s 

a c h i e v i n g the n e g o t i a t i n g o b j e c t i v e . 

b. C h a n c e l l o r S c h m i d t has spoken about s e t t l i n g " p r i n c i p l e s " i n 

D u b l i n . If th i s m e a n t no m o r e than r e c o g n i t i o n of a U n i t e d K i n g d o m 

p r o b l e m i t w o u l d not be a c c e p t a b l e . If h o w e v e r H e a d s of G o v e r n m e n t 

a g r e e d that the U n i t e d K i n g d o m net c o n t r i b u t i o n needed to be r e d u c e d by. 

a s p e c i f i e d p e r c e n t a g e and s e t t l ed the q u e s t i o n of d u r a t i o n , l e a v i n g the 

F i n a n c e C o u n c i l (or the f o l l o w i n g E u r o p e a n C o u n c i l ) to d e c i d e on 

m e t h o d s by w h i c h t h i s c o u l d be a c h i e v e d , w o u l d that be a p o s s i b l e 

o u t c o m e ? A n o t h e r p o s s i b i l i t y i s that we w o u l d be o f f e r e d the changes 

i n the F i n a n c i a l M e c h a n i s m n e c e s s a r y to r e c t i f y our e x c e s s c o n t r i b u t i o n s 

w i t h a n a g r e e m e n t to r e t u r n to the p r o b l e m of o u r inadequa te r e c e i p t s 

(and no doubt the 1 p e r cent V A  T c e i l i n g and w a y s of h o l d i n g down the 

b u d g e t a r y cos t of the C A P ) at the next m e e t i n g . In r e t u r n f o r any of 

these u n d e r s t a n d i n g s we s h o u l d no doubt be e x p e c t e d to s u b s c r i b e to 

s t a t e m e n t s that the p r o b l e m c o u l d be e x p e c t e d i n due c o u r s e to so lve 

i t s e l f t h r o u g h s t r u c t u r a l c h a n g e s , that the s o l u t i o n m u s t not c a l l i n to 

q u e s t i o n the p r i n c i p l e of "own r e s o u r c e s " and that t h e r e w as no q u e s t i o n 

of a p p l y i n g the p r i n c i p l e of j u s t e r e t o u r . 

c . S o m e c o u n t r i e s l i k e the B e l g i a n s and the D a n e s m i g h t say that 

b e c a u s e of t h e i r own p u b l i c e x p e n d i t u r e p r o b l e m s any a g r e e d l e v e l of 

re fund f o r the U n i t e d K i n g d o m c o u l d o n l y be r e a c h e d i n s t ages . T h i s 

w o u l d to some extent be the o b v e r s e of the F r e n c h w i s h to see any 

a r r a n g e m e n t r a p i d l y p h a s e d out , but i f the s i z e and d u r a t i o n of the 

e v e n t u a l r e l i e f we w e r e o f f e r e d was s a t i s f a c t o r y , s o m e p h a s i n g need not 

be r u l e d out . 
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I S S U E S	 F O R C O N S I D E R A T I O N 

13.	 i  . In a package d e a l i n g s a t i s f a c t o r i l y w i t h i i  . and i i i  . b e l o w , what w o u l d 

be the m i n i m u m p r o p o r t i o n a t e r e d u c t i o n i n ou r net c o n t r i b u t i o n on w h i c h we 

w o u l d be r e a d y to se t t le ( p a r a g r a p h s 5 and 6 a b o v e ) ? C o u l d we a g r e e to get 

t he re by s tages ( p a r a g r a p h 9 c )? If so , what w o u l d be the a c c e p t a b l e l e v e l 

for a f i r s t s tage ? 

i i . Is i t n e c e s s a r y ? t o e n s u r e a l a s t i n g solution^that the m e c h a n i s m s h o u l d 

r e l a t e not j u s t to ou r e x c e s s c o n t r i b u t i o n but a l s o to o u r inadequa te r e c e i p t s 

( p a r a g r a p h 7)? 

i i i . What c a n we a c c e p t on d u r a t i o n ( p a r a g r a p h 8 )? 

i v . T o what ex tent shou ld we be w i l l i n g to see o u r o b j e c t i v e p a r t i a l l y m e t 

by future c o m m i t m e n t s ( p a r a g r a p h 9 a . )? 

v . Wha t w o u l d be the m i n i m u m d e g r e e of d e t a i l w h i c h w o u l d have to be 

s e t t l e d i n D u b l i n ( p a r a g r a p h 9b . )? 

14. The d i s c u s s i o n s l e a d i n g up to and i n c l u d i n g the D u b l i n m e e t i n g w i l l c o v e r a l l 

these a s p e c t s . O t h e r m e m b e r s ta tes w i l l see a l i n k be tween eg d u r a t i o n and the 

amoun t of the r e f u n d . T h e s ame w i l l be t r ue for u s . It w i l l be the package as a 

w h o l e w h i c h w i l l d e t e r m i n e w h e t h e r what c a n be n e g o t i a t e d at D u b l i n c o n s t i t u t e s an 

a c c e p t a b l e s e t t l e m e n t o r w h e t h e r we s h o u l d need to put in to o p e r a t i o n the 

c o n t i n g e n c y p l a n a p p r o v e d by O D on 24 O c t o b e r . 

C a b i n e t Off ice 

N o v e m b e r 1979 
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RRILF ON THE UK ECONOMY 


Summa ry/Po i 111 s to mak*­

1. GDP f e l l i n the t h i r d q u a r t e r from the high second q u a r t e r 


l e v e l and the short-term prospects are gloomy. Most f o r e c a s t e r s 


expect CUP to f a l l next y e a r . Longer-term prospects should be 


b r i g h t e r . 


2. Measures were taken i n November, i n c l u d i n g the r a i s i n g 


of the MLR, to b r i n g the money supply under c o n t r o l and the 


f o r e c a s t PSRR back to the Budget t a r g e t . 


3. Rate of r e t a i l p r i c e i n f l a t i o n has a c c e l e r a t e d t h i s ye;ir, 


to 17'i/« i n October over a year e a r l i e r . 


/f. Balance of payments c u r r e n t account was i n d e f i c i t by 


more than £2 b i l l i o n i n the f i r s t h a l f of 1979, but average 


d e f i c i t has been lower r e c e n t l y . S t e r l i n g has strengthened 


s i n c e i n t e r e s t r a t e s went up. 


5.	 Economic s t r a t e g y g i v e s p r i o r i t y t o : ­

i  .	 E f f e c t i n g 1ong-term, permanent r e d u c t i o n i n i n f l a t i o n 


by f i r m monetary and f i s c a l p o l i c i e s ; 


i i  .	 Promoting a f r e e r working of tin* market economy and 


an economic environment conducive to renewed growth 


by reducing government i n t e r v e n t i o n i n the market and 


government claims on re s o u r c e s , and by tax reforms to 


improve i n c e n t i v e s . 
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