
NOTE OF A MEETING WITH THE TUC ECONOMIC COMMITTEE HELD IN 

ROOM 29/2, H.M. TREASURY ON TUESDAY, 29TH MAY, 1979 


The C h a n c e l l o r r e c e i v e d members of the TUC Economic Committee 

at the T r easury y e s t e r d a y t o hear t h e i r Budget r e p r e s e n t a t i o n s . 

Annex 1 l i s t s those p r e s e n t at the meeting. 


2. A f t e r an exchange of c o u r t e s i e s Lord A l l e n asked Mr. Murray 

to p r e s e n t the viev/s s e t out i n the TUC meeting note o f 29th May 


1
. •	  —v. 


which had been sent t o the C h a n c e l l o r . A copy i s a t t a c h e d as 

Annex 2. In an opening statement Mr. Murray made f o u r main p o i n t s 


(a)	 He hoped the C h a n c e l l o r would f e e l a b l e t o c o n t i n u e 

the f r e e and f r a n k exchanges of view on economic 

matters which the TUC had enjoyed w i t h the p r e v i o u s 

a d m i n i s t r a t i o n . 


(b)	 He b e l i e v e d the TUC and the Government were i n broad 

agreement upon the p r i n c i p a l o b j e c t i v e s o f economic 

p o l i c y : achievement o f steady and s u s t a i n e d economic 

growth, h i g h e r l e v e l s o f employment, a s a t i s f a c t o r y 

e x t e r n a l b a lance and i m p r o v i n g l i v i n g s t a n d a r d s . 


(c)	 The TUC d i d not b e l i e v e t h a t the c o u n t r y ' s economic 

problems d e r i v e d from monetary imbalance or c o u l d be 

s o l v e d s o l e l y by monetary means. The problems were 

those o f s t r u c t u r a l imbalance at which much of the 

t r i p a r t i t e I n d u s t r i a l S t r a t e g y was aimed. He hoped 

the Government would wish t o see the t r i p a r t i t e approach 

c o n t i n u e i n b e i n g . 


(d)	 The economy was s u f f e r i n g from a d e f i c i e n c y i n demand 

which r e q u i r e d a j u d i c i c u s _ s t i m u l u s i n the Budget^ The 

TUC were not l o o k i n g f o r a n e u t r a l or a d e f l a t i o n a r y 

Budget. With a s u i t a b l e f i s c a l s t i m u l u s i t was w i t h i n 

our c a p a c i t y t o a t t a i n 3 p e r cent growth o r more w i t h o u t 

t h r e a t t o the balance o f payments. 
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3. R e p l y i n g , the C h a n c e l l o r assured Mr. Murray of h i s r e a d i n e s s 

to e n t e r i n t o the f u l l e s t p o s s i b l e d i s c u s s i o n s with the TUC on a 

range of matters of common i n t e r e s t and concern. He went on to 

endorse the emphasis Mr. Murray had given i n h i s remarks on 

the need to t a c k l e s t r u c t u r a l problems. Much the most important 

o b j e c t i v e was to b r i n g about an improvement i n the supply si d e of 

the economy, p a r t i c u l a r l y i n manufacturing output which had 

s i n g u l a r l y f a i l e d to respond to the i n c r e a s e i n domestic demand and 

l i v i n g standards over the past year, with i n e v i t a b l e consequences 

f o r our balance of trade i n manufactures. Mr. Murray r e p l i e d that 

s t r u c t u r a l problems had to be approached from both an i n t e r n a t i o n a l 

and a domestic dimension. He hoped p a r t i c u l a r l y t h a t the 

Government recog n i s e d the s e r i o u s consequences of growing import 

p e n e t r a t i o n on the v i a b i l i t y o f key i n d u s t r i e s and the need f o r 

urgent a t t e n t i o n to be given to the i m p l i c a t i o n s of t e c h n o l o g i c a l 

change. (He r e f e r r e d i n p a s s i n g to the f i r s t of a s e r i e s of TUC 

conferences on t h i s s u b j e c t beginning the f o l l o w i n g day.) For 

t h e i r p a r t , the TUC were not unaware of the importance to the 

economy of new businesses. 


Q. Mr. Murray then turned to a more d e t a i l e d e x p o s i t i o n o f the 

TUC's proposals f o r the Budget. These were p a r t i c u l a r l y designed 

to encourage the process of s t r u c t u r a l change. Mr. Murray's main 

p o i n t s were as f o l l o w s : ­

(a)	 Lower income tax, with p r i o r i t y given to improvements 

i n tax t h r e s h o l d s r a t h e r than cuts i n the b a s i c r a t e 

of tax. 


(b)	 No increase i n i n d i r e c t taxes,which would simply put up 

p r i c e s . 


(c)	 No i n c r e a s e t h i s year i n company t a x a t i o n with the 

exception o f an i n c r e a s e i n PRT to cream o f f the w i n d f a l l 

gains i n p r o f i t s by the o i l companies brought about by 

higher o i l p r i c e s . 




(d)	 A steady i n c r e a s e i n p u b l i c expenditure i n l i n e with 

growth i n the economy. A high l e v e l of p u b l i c 

expenditure was d e s i r a b l e f o r many reasons, not l e a s t 

to improve i n f r a s t r u c t u r e . Whilst the TUC would support 

s e n s i b l e p o l i c i e s to e l i m i n a t e waste, they were opposed to 

i n d i s c r i m i n a t e cuts of the kin d d i s c u s s e d i n the p r e s s . 

These were not i n the n a t i o n a l i n t e r e s t and would lead to 

higher unemployment e s p e c i a l l y among school l e a v e r s and 

newly q u a l i f i e d graduates. Nor would cuts be h e l p f u l i n 

the a c t i v i t i e s e i t h e r of the n a t i o n a l i s e d i n d u s t r i e s or 

the N a t i o n a l E n t e r p r i s e Board. 


(e)	 O p p o s i t i o n to s a l e s of a s s e t s : the TUC f e l t i t was 

con t r a r y to the p r i n c i p l e s of f i s c a l i n t e g r i t y to 

finance income tax r e d u c t i o n s by d i s p o s a l s of c a p i t a l 

a s s e t s . A great d e a l of apprehension had been expressed 

to the TUC about t h i s aspect of the Government's p o l i c y . 


( f )	 The C h a n c e l l o r should not give undue a t t e n t i o n to the s i z e 

of the PSBR which i n terms of GNP was not out of l i n e with 

the l e v e l i n other c o u n t r i e s . The TUC were not persuaded 

that there was a d i r e c t c a u s a l r e l a t i o n s h i p between the 

PSBR and the l e v e l of i n f l a t i o n or the s c a l e of p r i v a t e 

manufacturing investment. Given the e s t i m a t i n g e r r o r s , 

the C h a n c e l l o r should be advised a g a i n s t e x c e s s i v e 

p r e o c c u p a t i o n with a p a r t i c u l a r l e v e l of p u b l i c s e c t o r 

borrowing. 


(g)	 The s o c i a l s e c u r i t y u p r a t i n g should be based on the 

i n c r e a s e i n earnings i f , as seemed l i k e l y , that exceeded 

the growth i n p r i c e s . 


(h)	 An i n c r e a s e of £1 i n c h i l d b e n e f i t i n November. 


Mr. Murray concluded theseremarks with two g e n e r a l p o i n t s . F i r s t , 

he assured the C h a n c e l l o r that the TUC had o f f e r e d s i m i l a r advice 

to Mr. Healey before the General E l e c t i o n . Second, they valued 

the o p p o r t u n i t y f o r d i s c u s s i o n with M i n i s t e r s and hoped p a r t i c u l a r l y 
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t h a t the C h a n c e l l o r and the C h i e f S e c r e t a r y would f a v o u r 

c o n t i n u i n g the c l o s e involvement of the TUC i n the PESC e x e r c i s e 

which the l a s t Government had i n i t i a t e d . 


5 . In r e p l y , the C h a n c e l l o r took note of the views Mr. Murray 
had expressed on the Budget. But the TUC would not have 
o v e r l o o k e d what the p r e v i o u s C h a n c e l l o r , Mr. H e a l e y , had been 
s a y i n g about the balance between d i r e c t and i n d i r e c t t a x a t i o n . 
Both s i d e s o f the account had to be l o o k e d at t o g e t h e r . In 
d i s c u s s i o n w i t h t r a d e u n i o n i s t s he had gained the c l e a r i m p r e s s i o n 
t h a t the *J0 per cent combined m a r g i n a l r a t e of income tax and 
n a t i o n a l i n s u r a n c e c o n t r i b u t i o n s was the cause of widespread 
d i s s a t i s f a c t i o n among o r d i n a r y working p e o p l e . He had d e t e c t e d 
c o n s i d e r a b l e support f o r r e d u c i n g income t a x at a l  l income l e v e l s 
n e a r e r to t h a t of o t h e r c o u n t r i e s . Mr. Murray acknowledged the 
g r a s s r o o t s p r e s s u r e f o r lower income t a x . But the TUC b e l i e v e d 
t h a t t r a d e u n i o n i s t s f a v o u r e d h i g h e r p e r s o n a l a l l o w a n c e s to c u t s 
i n the b a s i c r a t e of t a x . These were p r e f e r a b l e both on grounds 
of e q u i t y and because of t h e i r g r e a t e r e f f e c t i v e n e s s i n promoting 
e x t r a demand. Higher tax t h r e s h o l d s a l s o helped the I n l a n d 
Revenue by t a k i n g more people out of t a x . More g e n e r a l l y , the 
C h a n c e l l o r suggested t h a t i t was u n r e a l i s t i c t o b e l i e v e t h a t our 
economic problems c o u l d be s o l v e d s i m p l y by expanding the economy. 
Income tax had t o be p a i d f o r e i t h e r by r e d u c i n g p u b l i c e x p e n d i t u r e 
or by p u t t i n g g r e a t e r weight on ta x e s on e x p e n d i t u r e . Demands 
to cut income t a x , i n c r e a s e p u b l i c e x p e n d i t u r e , but not put up 
company taxes or i n d i r e c t t a x e s s i m p l y d i d not add up. Nor was 
i t wise t o n e g l e c t a PSBR which , f o r 1 9 7 8 / 7 9 , h a d exceeded the 
p r e v i o u s C h a n c e l l o r ' s t a r g e t by around b i l l i o n . Mr. Murray 
had r a i s e d a number of i m p o r t a n t p o i n t s which would p r o v i d e 
an agenda f o r d i s c u s s i o n f o r some months ahead. 
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6 . Mr. Murray then i n v i t e d other members of the Economic 
Committee to comment. In a b r i e f d i s c u s s i o n , Mr. C l i v e Jenkins 
endorsed the C h a n c e l l o r ' s view that the performance of the supply 
sid e of the economy was not good enough. He a l s o urged the 
C h a n c e l l o r not to dispose of the l a r g e energy c o r p o r a t i o n s . 
Mr. Geoffrey Drain r e i n f o r c e d Mr. Murray's request f o r continued 
TUC involvement i n the PESC e x e r c i s e . F i n a l l y , Mr. Parry, as 
Chairman of the TUC S o c i a l S e c u r i t y Committee, a s s o c i a t e d h i m s e l f 
with the TUC t a r g e t of a l i g n i n g c h i l d b e n e f i t and n a t i o n a l insurance 
c h i l d dependancy r a t e s by November 1 9 8 0 and with the need f o r a 
generous s o c i a l s e c u r i t y u p r a t i n g i n November. 

(A.M.W. BATTISHILL) 

30th May, 1979 




Those present at the meeting: 


C h a n c e l l o r of the Exchequer 

Mr. Ian Stewart, MP 

S i r Anthony Rawlinson 

S i r Lawrence A i r e y 

Mr. L i t t l e r 

Mr. Love11 

Mr. Unwin 

Mr. Davies 


Mr. Gracey (Inland Revenue) 


TUC Economic Committee 

Lord A l l e n 

Mr. Chappie 

Mr. C h r i s t o p h e r 

Mr. Drain 

Mr. Duffy 

Mr. F i s h e r 

Mr. G i l l 

Mr. Jenkins 

Mr. Parry 


Mr. Murray 

Mr. W i l l i s 

Mr. Lea 

Mr. Callaghan 

Mr. Percy 

Mr. Barber 
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