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NOTE	 FOR THE RECORD 

c.c.	 Mr. WoIfson 


Mr..Ryder 

Mr. Stowe 

Mr. Hoskyns 


The Prime M i n i s t e r had a s h o r t meeting w i t h Mr. Adam R i d l e y 


at 1830 y e s t e r d a y t o d i s c u s s the Budget. 


Mr. R i d l e y e x p r e s s e d g r e a t a n x i e t y about the Budget p r o s p e c t s . 


The PSBR was c u r r e n t l y f o r e c a s t at £10 b i l l i o n f o r 1979/80; 


but a new f o r e c a s t was due on 23 May and c o u l d w e l l show a 


h i g h e r f i g u r e . In o r d e r t o get the PSBR down t o £8 b i l l i o n , 


i t would t h e r e f o r e be n e c e s s a r y t o f i n d e x p e n d i t u r e s a v i n g s 


and/or i n d i r e c t t a x i n c r e a s e s amounting t o at l e a s t £2 b i l l i o n ; 


and some £100 m i l l i o n s o f a d d i t i o n a l s a v i n g s would be needed to 


f i n a n c e the planned r e d u c t i o n s i n income t a x . The T r e a s u r y ' s 


o p t i o n s f o r 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 so f a r amounted t o o n l y 


£800 m i l l i o n . They were assuming £800 m i l l i o n from s a l e of 


p u b l i c s e c t o r a s s e t s ; and the r e s t - on t h e i r c u r r e n t t h i n k i n g 


- would have t o be r a i s e d by i n d i r e c t t a x i n c r e a s e s . 


T h i s approached r a i s e d at l e a s t two major problems. 


F i r s t l y , i t was d o u b t f u l whether the markets would f u l l y count 


the revenue which would be r a i s e d by s e l l i n g off a s s e t s . The 


markets were now more s o p h i s t i c a t e d than they had been i n 1976 

when the Labour Government had s o l d o f f the BP s h a r e s ; and they 


would be l o o k i n g a t the p u b l i c s e c t o r d e f i c i t ( i . e . the d i f f e r e n c e 


between e x p e n d i t u r e and t a x revenue) as w e l l as the PSBR. 


There was a good reason f o r t h i s : the s a l e of a s s e t s , w h i l e 


r a i s i n g revenue, would not improve the r e a l r e s o u r c e b a l a n c e 


of the economy, and i n s o f a r as the i n s t i t u t i o n s s u b s t i t u t e d 


purchases of p u b l i c s e c t o r a s s e t s f o r purchases of g i l t s , t h e r e 


would be no r e d u c t i o n i n the growth of the money s u p p l y . 


Secondly, the s u b s t a n t i a l i n c r e a s e s i n i n d i r e c t t a x e s which 


were i m p l i e d would g i v e a sharp boost t o the RPI. Together w i t h 


i n c r e a s e s i n n a t i o n a l i s e d i n d u s t r y p r i c e s , the i n c r e a s e s i n 


i n d i r e c t t a x e s c o u l d l e a d t o a o n c e - a n d - f o r - a l l jump of 3% 


i n the RPI l a t e r i n the summer. N o t w i t h s t a n d i n g the C o n s e r v a t i v e 


pledge t o s w i t c h t a x e s from d i r e c t t o i n d i r e c t , t h i s would l e a d 
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to major c r i t i c i s m . I t would seem i n c o n s i s t e n t w i t h the 


Government's o b j e c t i v e o f t a c k l i n g i n f l a t i o n . Moreover, the 


c r i t i c s would focus on the net income p o s i t i o n of t y p i c a l f a m i l i e s 


(as the Labour P a r t y had done d u r i n g the campaign). 


Mr. R i d l e y s a i d t h a t a l l t h i s p o i n t e d , i n h i s view, t o much 


g r e a t e r emphasis b e i n g g i v e n to p u b l i c e x p e n d i t u r e c u t s . I t 


would be very h e l p f u l i  f the Prime M i n i s t e r would g i v e T r e a s ury 


M i n i s t e r s and the Cabinet g e n e r a l l y a s t r o n g l e a d i n t h i s d i r e c t i o n . 


In the absence of c u t s w e l l i n excess of £800 m i l l i o n which were 


c u r r e n t l y proposed by the T r e a s u r y , t h e r e was a grave danger t h a t 


the Budget would f a i l t o s a t i s f y both the markets and the 

Government's s u p p o r t e r s i n the c o u n t r y . One aspect o f p u b l i c 


e x p e n d i t u r e i n the coming year was of course the awards a r i s i n g 


from the r e f e r e n c e s t o the C l e g g Commission. Although t h e i r 


s i z e was u n c e r t a i n , t h e r e was l i t t l  e doubt t h a t they would r e s u l t 


i n heavy e x t r a e x p e n d i t u r e . Assuming the Government was not 

g o i n g t o revoke the e x i s t i n g r e f e r e n c e s , t h i s p o i n t e d t o the 

Government p u t t i n g i n very s t r o n g e v i d e n c e t o the Commission as 


soon as p o s s i b l e . There would a l s o need to be g r e a t care i n 

a l l o w i n g f u r t h e r r e f e r e n c e s t o go t o the Commission. 


Mr. R i d l e y went on t o say t h a t the Budget would be b e t t e r 


r e c e i v e d i n the f i n a n c i a l p r e s s and by the markets i f i t were 

accompanied by a c l e a r and s t r o n g commitment t o major spending 


economies i n the 2-5 ye a r s ahead - p r e f e r a b l y w i t h the Prime 

M i n i s t e r ' s endorsement; and a l s o by a commitment t o re-examine 


o t h e r means of monetary c o n t r o l such as the monetary base. 


The Prime M i n i s t e r made the f o l l o w i n g comments: 


i . She agreed t h a t t h e r e was room f o r a n x i e t y , and i n 

p a r t i c u l a r t h a t i t was e s s e n t i a l to a c h i e v e g r e a t e r 


e x p e n d i t u r e c u t s than the Treasury were at p r e s e n t 


e n v i s a g i n g . Sne would make t h i s c l e a r t o C a b i n e t 

on Thursday. But she thought t h a t Mr. R i d l e y was 


perhaps o v e r - e m p h a s i s i n g the market's r e a c t i o n t o the 

s a l e o f a s s e t s : i  f p r e s e n t e d p r o p e r l y , and as p a r t 


of a good o v e r a l l package, they c o u l d p l a y a s i g n i f i c a n t 


p a r t i n the Budget. 


/ i i . 
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i i  .	 The Prime M i n i s t e r s a i d that a£8 b i l l i o n PSBR was an 


a b s o l u t e maximum; the C h a n c e l l o r s h o u l d be a i m i n g 


f o r £7.5 b i l l i o n . 


i i i  .	 The Prime M i n i s t e r s a i d t h a t one of the advantages of 


s w i t c h i n g from d i r e c t to i n d i r e c t t a x e s would be t h a t 


t h e r e would be l e s s t a x e v a s i o n . At p r e s e n t , l a r g e 


amounts of income t a x were not b e i n g p a i d , whereas 


t h e r e was l e s s scope f o r e v a s i o n on the i n d i r e c t t a x 


s i d e . She wondered whether i  t might not be worth 


o f f e r i n g an amnesty t o those who^evaded t h e i r tax 


o b l i g a t i o n s on c o n d i t i o n t h a t they p a i d up w i t h i n 


a c e r t a i n t i m e , w i t h s t i f f e r p e n a l t i e s t o f o l l o w i  f 


they d i d not. She understood t h a t the I t a l i a n 


Government had adopted such a p o l i c y q u i t e s u c c e s s f u l l y , 


a l t h o u g h the amounts at s t a k e t h e r e were no doubt f a r 


g r e a t e r . 


i v .	 The Prime M i n i s t e r s a i d t h a t she too was very w o r r i e d 


about the C l e g g awards. She hoped t o strengthen the 


Commission w i t h some hard l i n e r s (and had asked the 


C h a n c e l l o r ' s views on v a r i o u s names); she a l s o hoped 


t o c a l l i n P r o f e s s o r C legg t o express her w o r r i e s t o 


him i n person. She was keen t h a t the Government 


evidence s h o u l d be put t o the Commission as soon as 


p o s s i b l e ( a f t e r C a b i n e t had c o n s i d e r e d i  t on Thursday); 


she had a l r e a d y i n d i c a t e d t h a t the evidence s h o u l d 


ask the Commission t o take i n t o account sup p l y and 


demand c o n s i d e r a t i o n s , as w e l l as the o v e r a l l economic 


e f f e c t of p a r t i c u l a r awards. 


16 May 1979 
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