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Chairman
NMr A. R M. TOF]

Vit airmen:

Mrs. R
Trck B xnscsny

: . )2
Whitehaven Constituency

Conserva’uve Assomatlon

s : Ccmpnpmg Copeland Borough Council

R AFT' s _' X . "President: Mr. R. G. GRICE, C.BE
. . ‘ 82 LOWTHER STREET,
e - - WHITEHAVEN,
Pl CUMBRIA.
CP.C. Officer: (éf:;:; “ CA28 7RF.
Mrs. E. PARKER e - = tdy O Tel.: Whitehaven 2513.
SR Dy DOKES
E\\fo b;’;“j';gb_%op 2nd March, 1982.
Sl e _coeo [or
N S S .
@ € - PR ' HJ EXCEEZ:REJER
The Rt. Hon. Sir Geoffrey Howe, QC., MP., ; ';F:M 4”/‘ !982“"'“'
House. of Commons, W@ FreoaW Cirigy —~
Westuwinger, R S
London. S.W.l. it
Dear Sir Geoffrey, B e —

I have been asked to w:g'l'te to youw

my Executive Council. S e i

We are concerned about the high

unemploymen‘t figures in West Cumbria. We hope that when
you produce your Budget you will do what you can to
stimulate industry.

We are not asking for a U-turn, but

will welcome any assistance you can give.

Yours simcerely,

" / A
A.R.M. Toft,
Chairman.







From: Rt Hon Michael Jopling MP C/@

Government Chief Whip , /
12 Downing Street, London SW1 l/
~

Np rasn

No G M«W?

Private & Confidential 4 March 1982
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I understand that at the Party's Sporti and Recreation Committee last
night,a Mr Lawson of the Council for Physical Recreation talked about
the damage which may be caused to sportsﬂg;ggfﬁ(not to mention
Conservative clubs) in the event of an lad valoégﬁ\tax on fruit machines

e e —— . .
being introduced. =

Whilst, of course, I have no idea what you have in mind, I thought you
might like to be warned that the CPR intend to mount a large campaign
directed at those of marginal seats if it should happen. Not
surprisingly, Nicholas Winterton, whé was one of the three Members
present, said that he would strongly oppose such a proposal. He fore-
shadowed that this step would unite the clubs and the pubs and give rise
to a lot of trouble.

The Rt Hon Sir Geoffrey Howe QC MP
Chancellor of the Exchequer
Treasury

Parliament Street

London SW1P 3AG
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-1- STS 150/82
Republic of Senegal - The liinister for Economic
Ministry for Lconomic and PPinancial Affairs

and Financial Affairs
Dakar, 25 lMarch 19&2

No 7O0/IEF/CAB 2
CONFIDENTIAL

Dear Minister and Friend,

The African Governors on the Board of Governors of the World
Bank and the International Monetary Fund met in Dakar from

- 1 to 3 March 1982 to consider the World Bank report on "The
accelerated development of Africa south of the Sahara - indicative
action programme" ¥

At the conclusion of the meeting they adopted @ memorandum
containing observations on the proposals and recomuendations
made by the World Bank.

In particular they launched an appeal to the international
financial community, inviting donor countries to honour in full
the commitments entered into as part of the 6th Reconstitution

of the IDA., loperithrmet

In their view that appeal is of fundamental importance in that
domestic efforts alone will not be sufficient to accelerate the
development of Africa.

Mr Geoffrey Howe.,
Chancellor of the Bxchequer,
11 Downing Street

LONDON

¥ Tanstakov Aoﬁe:\mﬂ onsla oo
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e STS 150/82

These efforts must be supplemented-by an appreciable increase
in the transfer of resources for development.

The African group on the Board of Governors of the World Bank
and the International Monetary [Mund has commissioned me to draw
your personal attention and that of the British Government to
your country's role and responsibility in the recoqﬁjrfhtion

of the IDA's resources., n4£m~vdaw*~vt

With that in mind, I attach paragraph 8 of the African group's
memorandum on the Rec;ggﬁiiu%ron of the Resources of the
International Development Association, in which the African
Governors express their profound regret at the reduction in
credits for the 1982 financial year.

Complimentary close

sgd Ousmane Seck
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MEMORANDUM OF THE AFRICAN CAUCUS OF

THE WORLD BANK AND THE INTERNATIONAL MONETARY FUND

ON THE WORLD BANK'S REPORT ENTITLED «

ACCELERATED DEVELOPMENT TN SUB-SAHARAN AFRICA:

AN AGENDA FOR ACTION

B The African Governors cf the World Bank and the
International Monetary PFund met in Dakar from March 1-3,
1982, under the chairmanship of His Excellency Ousmane
Seck, Minister of Economy and Finance c¢f Senegal and
Chairman of the African Caucus, with a view to examining
the conclusions of the Report of the World Bank on Accele-
rated Development in Sub-Saharan Africa.

On this occasion, after thanking the World Bank
for providing a good technical basis for discussions, they
exchanged views on African development problems and in
particular, on the plight of the Sub-Saharan countries,
subject matter of the said Report.

This Report in its positive technical aspects
represents a valuable contribution to the implementation

of the "Lagos Plan of Action" during the 1980'g.

2e The African Governors view with great concern the
worsening of the world economic crisis, the effects of which

are being felt more keenly in the developing countries,






especially those of Africa.

They find that the recovery measures taken thus
far by the industrialized ccuntries have further aggravated
the already difficult situation of the developing countries.

These measures have caused an unprecendented rise
in interest rates, instability of exchange rates, increased
recourse to protectionism, a slowdown in international
trade and a reduction in real terms in the transfer of
official resources for development.

These actions make the entire burden of adjustment
brocess fall on the developing nations, thus imposing
further constraints on their development efforts.

The African countries are particularly vulnerable

to the effects of these policies,

B The African Governors note that economic growth in
Africa was disappointing in the 1970's, and that the out-
look for the 1980's is grim.

The fact is that in 19 countries, per capita
incomes have risen by less than 1% a year during the 1970's
and even fell in 18 other countries of the Sub~Region.

This poor economic performance 1is due to a multi-
plicity of causes, both internal and external.

Some internal factors are beyond the control of

African countries. They include the after effects of






colonisation; the vagaries of the weather and natural
disasters.

Furthermore, the efforts made by some African
countries for their economic development did not have the
expected results.

However, it must be acknowledged that external
‘constraints have weighed more heavily on the African
economies.

A series of external factors have had an adverse

impact on the growth of African economies:-

t

the worsening of the world economic situation,

the deterioration of the terms of trade,

the stagnation of exports,

the fluctuations of commodity prices,

widespread inflation.

As a result, the African countries are faced with
a severe balance of payments crisis.

For the region as a whole the current account
deficit rose from US$ 1.5 billion in 1970 to US$ 13 billion
in 1981,

External debt increased from US$ 6 billion to
USH 38 billion between 1970 and 1980.
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L, The African Governofs consider that, in order to
cope with this situation, a new impetus must be given to
the development of the Continent. To this end, it is
necessary to complement the domestic efforts to be under-
taken by Africans and by an increase in the transfer of
official resources for developnent.

In this connection, African Governors fully
recognize that it is necessary to make efficient use of
available resources, be they human or financial, public or
private.

The African Governors affirm the need for adjust-
ment and for a constant readaptation of development poligies.

However, they wish to emphasize that adjustment
and readaptation of policles are the responsibility of
each sovereign country. Each country will act according
to its own characteristics and its political and economic
options.

In this connection, Africans are determined in
cooperation with the international community, to take‘the
necessary steps to curb the deterioration of African econo-
mies and ensure a steady acceleration of growth in the

Continent.

S These efforts should apply, in particular, to

the leading sectors of the economy, namely, agriculture,
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industry and energy.

In agriculture, export crop production has not
increased for the last 20 years. Worse still, food produc-
tion has declined during the same period, thus giving rise
to an intolerable food dependency.

The primary importance attached particularly to
food crops reflects the objective of food self-sufficiency
adopted by the highest authorities of the Continent in
the Lagos Plan of Action.

In this context, special emphasis should be placed
on food security and the modernisation of African agricul-
ture.

This higher priority for agriculture in the
levelopment of Africa meets a twofold objective of equity
and efficiency.

Equity because the great majority of Africans live
in rural areas and any true economic and social progress
in Africa must aim first at improving their lot.

Efficiency because the growth of the African nétions
lepends heavily on the expansion of agricultural output.
furthermore, it is essential to take appropriate action so
hat Africa can promote and step up its exports of agricul-
sural products so as to recover the ground it has lost.

Finally, greater access to external markets for

1gricultural products at remunerative and stable prices
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is an essential factor in revitalizing African agriculture.

B The African Governors consider it essential to
increase substantially investment in the energy sector to
develop the tremendous energy potential of the region.

They fully support the expansion of World Bank
activities in the energy sector, and call upon all parties
concerned to consider every possible means of increasing
the financing of this key sector, including establishment
of the "Energy Affiliate".

Moreover, they hold that the development of the
energy and industrial sectors is particularly well suited
for regional cooperation.

The industrialization policy of African countries
should aim first and foremost at promoting the processing
of local primary products. This industrialization policy
should also seek to ensure the satisfaction of the domestic
demand and the competitiveness of manufactured goods for
export.

They reiterate that the regional cooperation
recommended in the Lagos Plan of Action is the cornerstone
and provides the framework necessary for the harmonious

and autonomous development of Africa.

U= The African Governors note with satisfaction the

idea of a substantial increase in real terms of the transfer
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of official resources for the development of Sub-Saharan
Africa.

However, they consider that this should not pre-
judice the proposed decisions in favor of the least developed
gountries.

The African Governors welcome the proposal in the
World Bank Report with respect to doubling in real terms
the transfer of official resources set aside for this part
of Africa during the 1980's.

This transfer should apply, in particular, to the

three following areas:

(a) project financing in agriculture, irrigation,
industry, energy, transport and communications,

mining, education, training and health;

(b) non-project financing to rehabilitate the
productive capacities of African countries.
This non-project financing can take the form
of structural adjustment lending and of
program lending; the increase of IMF should
better contribute to the support of the

balance of payments.

(¢) rescheduling, refinancing or cancellation of

the external public debt of African countries.






Concerning such an increased transfer of resources,
precise commitments must be made so that the African coun-
tries may be assured as to the volume of this allocation
during this period.

Moreover, donors should take all necessary steps
to finance during this decade the bulk of counterpart funds
in local currency required for the projects.

They should also bear part of the recurrent costs

of the projects.

B The African Governcrs note with satisfaction the
World BRank's undertaking tc allocate 30% of IDA funds to
Sub-Saharan Africa.

This percentage is only significant for African
countries if IDA resources continue to grow substantially
in real terms from one replenichment to the next.

Therefore, they profoundly‘regret the reduction in
the IDA lending program for fiscal year 1982, and the
uncertainties and dangers that hang over the resources of
the Association and the very future of this primary source
of development financing for the pcor countries.

They urgently call upon all donor countries to
fully meet their commitments under the Sixth Replenishment.

They urge the World Bank and the donor countries
to begin negotiations as soon as possible on the Seventh

Replenishment of IDA resources.



S

]




They emphasize the need to initlate a study to
devise an appropriate mechanism for replenishing IDA resources
so that the Association may become a secure and steady source

of aid to the poorest countries.

9. The African Governors consider that domestic efforts
.alone will not be sufficient to accelerate development in
Africa. These efforts must be complemented by a notable
increase in the transfer of resources for development.

Both are equally necessary but neither should be
pre-conditional upon the other. Success can only be achieved
through consultations and negotiations.

Therefore, the African Governors believe that the
World Bank can act as an intermediary and a catalyst between
the international community and Africa.

To achieve this end, a wider dialogue must be
established between Africa and the international community

with the help of the World Bank.

10. African Governors are of the opinion that certain
guestions have not been dealt with in the World Bank Report:
problems such as the socaring of interest rates in the
international financial markets, global negotiations with

a view to establishing a new international economic order,

and stabilization of commodity prices.t
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Within the framework of the integrated program
of UNCTAD, the rise of protectionism in industrialized
countries and the indebtedness of developing countries are
essential elements to be taken into account in the search
for acceptable sclutions of the development problems of

Africa and of the world.

DAKAR, March 3%, 1982
The African Group of the Boards of Governors
of the World Bank and the International

Monetary Fund.






FROM: ROBIN HARRIS
DATE: 1 April 1982

PRINCIPAL PRIVATE SECRETARY — <2 ¢ Mr Ridley

DRAFT LETTER TO SCOTTISH CONSERVATIVE MPs

eee As the Chancellor requested, I attach a draft letter.

I will let you have a list of Scottish Tory MPs in the course of
Friday.

c. Kl
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DRAFT LETTER:FROM: THE CHANCELLOR

TO : SCOTTISH CONSERVATIVE MPs

I/3¥raid that —es—your—may—have—mnotiteedy several errors

crept into the briefing which we circulated on aspects

of the budget relating to Scotland. The section on

'inner cities' did not apply to Scotland and should be
ignored{{fThis briefing was prepared under fairly intense
pressure énd was not properly checked before distribution.
In general, I hope that you would agree that the idea of
instant briefing on Scotland available at the close of
the budget speech is a valuable one. It would, of course,
be rather more valuable ifiﬂmu&g%gf%g%irely accurate and

we will make every attempt to ensure that in future.
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CONFIDENTIAL

From: R J Bonney
Date: 26 April 1982

PRINCIPAL PRIVATE SECRETARY cc: PS/Chief Secretary
PS/Financial Secretary
PS/Economic Secretary
Sir Douglas Wass
Sir Kenneth Couzens
Mr Littler
Mr Carey
Mr Lavelle
Mr Beastall
Mr Bottrill
Mr Ridley
Mr Woodman

WORLD BANK GENERAL CAPITAL INCREASE

Further to my note of 2% April you asked which FCO Ministers have
agreed to the recommendation that we accept the World Bank's proposal
for the reallocation of half the UK's GCI shares.

2. I understand from ODA that only Mr Marten has so far approved the
recommendation. Their original intention had been to secure Mr Hurd's
agreement as well and I have suggested that they should now do this.
The FCO's diplomatic wing have been involved in the discussions of this
question at official level and they see no reason why Mr Hurd should
object to what is proposed.

(

R J BONNEY






CONFIDENTIAL PS/CST

cc:

"P8/FST

PEB/EST

Sir D Wass

Sir K Couzens

Mr Littler

Mr Lavelle

Mr Beastall o/r,
Treasury Chambers, Parliament Street, SWIP 3AG m; E?Eg;ll ks

01-233 3000 Mr Woodman
Mr Bonney

2(¢ April 1982

Michael Scholar Esq.
10 Downing Street
LONDON

SW1

K\whxuu ,

WORLD BANK GENERAL CAPITAL INCREASE

The World Bank are currently undertaking a ‘general capital
increase, approved in January 1980, to double their capital
to $ 80 billion. Some 90 per cent of the GCI shares were

to be allocated to member countries in proportion to their
existing subscriptions. The Prime Minister may wish to know
that Treasury and FCO Ministers have now agreed to accept a
proposal from the World Bank that we should give up half the
new shares allocated to us. This is one of the rare occasions
when we can save public expenditure (at least £60 million)
and reduce the multilateral element in the aid budget, while
at the same time gaining credit for helping the Bank (which
needs the shares to satisfy other claimants such as Saudi
Arabia.)

The Chancellor has carefully considered the implications for
our position in the IMF because of the traditional link
between shareholdings in the two Bretton Woods institutions.
It is of course in our general interest to maintain as high
aa IMF quota as we legitimately can, although our relative
position is likely to fall in the long run because 6f the
decline in our relative economic strength. However, because
of the special circumstances surrounding the Bank's request,
agreeing to it should not prejudice our negotiating position
in the current IMF Quota Review. If in the forthcoming

Aid Framework discussions Ministers decide to take up the
other 50 per cent of the shares allocated to us under the
general capital increase, we would still remain comfortably
in second place among the shareholder®s in the Bank.

/Copies of



Copies
(DOI),

of this letter go to Brian Fall (FCO), Jonathan Spencer
John Rhodes (DOT) and David Wright (Cabinet Office).

J.D. KERR
Principal Private Secretary



CONFIDENTIAL

From: J 0 KERR
28 April 1982 <j§§£)

cc PS/CST
PS/FST
PS/EST

Sir D Wass
MR BONNEY Sir K Couzens

Mr
Mr
Mr
Mr
Mr
Mr
Mr

WORLD BANK GENERAL CAPITAL INCREASE

Littler
Carey
Lavelle
Beastall
Bottrill
Ridley
Woodman

We have spoken about your minutes of 21, 23 and 26 April. As you

know, I wrote to Mr Scholar on 26 April: he

has today confirmed

that the Prime Minister has no objection to the proposal that we

should give up half the new shares allocated

to us under the GCI.

The draft telegram to Washington which was attached to your minute

of 21 April could therefore now issue.

J 0 KERR




CONFIDENTIAL

ADD 1029
(g

10 DOWNING.STREET 1oy /. g */'é} .
From the Private Secretary ﬂg /@(3/9/ Aplzj_ ]{/§ %% 3/.//
ﬁ*} K gkkLbub
My LM Mg Lantly
B b, s %%%@@
forLe pank Generat cops X4 bl e, 4 695

/

Thank you for your letter of 26 April
about the World Bank General Capital Increase.

I have shown this letter to the Prime
Minister, who has noted it without comment.

I am sending copies of this letter to
Brian Fall (Foreign and Commonwealth Office),
Jonathan Spencer (Department of Industry),
John Rhodes (Department of Trade), and David
Wright (Cabinet Office).

%wm ﬂWWﬁ%,

Mathoed  Sots Lo

e —

John Kerr, Esq.,
HM Treasury.

CONFIDENTIAL
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CONFIDENTIAL
Ch Clxv/ FROM: L J WOODMAN
) DATE: 29 April 1982
1. MR NNEY 3 cc PS/Chief Secretary
2 MR BEASTA E) /? Sir K Couzens
i Mr Littler
Mr Carey
Mr Slater

SIXTH REPLENISHMENT OF THE INTERNATIONAL DEVELOPMENT
ASSOCIATION (IDAG6)

The Minister of Finance of Senegal, M. Ousmane Seck, in his
capacity as Chairman of the African group on the Board of
Governors of the World Bank and the IMF, wrote to the
Chancellor on 25 March principally to draw attention to

the delays in IDAG6. [The letter was sent by diplomatic bag

and did not reach the Treasury until after Easter./

2% Since M. Seck wrote his letter, the UK has decided to

waive the pro rata provision in respect of our second (current)

instalment to IDA6 and this, of course, adds substantially
to IDA's commitment authority. The President of the World
Bank has thanked the UK for taking a lead on this matter;

our action has apparently been followed by ten or so other

donor countries.

3its I attach a draft reply for the Chancellorls signature.
The draft has been cleared at official level by the FCO,

‘Bank of England and the ODA. The FCO have pointed out that

the Republic of Senegal has been very helpful to the UK
over the Falkland Islands crisis, providingrefuelling facil-
ities etc for RAF aircraft among other things. Indeed, the
Prime Minister recently sent a message of thanks to the
President of Senegal. 1In view of this, the FCO suggest
that the Chancellor might sign off the letter with something
a little more effusive than "Yours sincerely". They suggest
something like "With warmest best wishes".

<:z::f‘4/\:yﬁJ_TJ—UCAAA~A———_

Y L J WOODMAN

CONFIDENTIAL
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DRAFT LETTER FROM' CHANCELL@

{ y [V IR

TO: —M’_.- OUSMﬂNE SECK
Minister of Finance
Republic of Senegal

Thank you for your letter of 25 March 1982 on behalf
of the African group on the Board of Governors of

the World Bank and the International Monetary Fund.

My\‘cqu\ Ccuacus?

MOﬂd’h&MkS‘hN'ﬂﬁ ua.hauc:acorg
2 iMMas,gratef&i_te—;geeiveaa—espy-o thglmemorandum

o
on the World Bank's report enmtitled "Accelerated

Developmﬁgt In Sub-Saharan égflca. An Agenda For
Action! i with care. As you know,

we have already welcomed the World Bank's report as

an important and useful basis for discussion on the

development of Sub-Saharan Africa.

3. On EZSfparticular point. —pou—¥aise about the
release of contributions to the Sixth Replenishment
of the International Development Association,as you
know under the terms of the original IDA 6 Agreement
contributions could only be used in proportion to
the contributions appropriated by the United States.
However, we recognize the importance of IDA credits
to the economies of many of the poorest countries
and in particular those in Afric e ia
théfﬁk—joined with other countries in making advance
contributions to IDA 6 before full ratification of

the Agreement.

4. In the light of the strong representations made
to us on behalf of all IDA recipients by the Prime
Minister of India and other Heads of Governments,

we agreed last month to waive the pro rata provision
in respect of our second (current) instalment to

IDA 6.aﬂﬁ’£ﬁis means that £370 million of the UK's
contribution of £555 million to IDA6 is now available



'.. ;,' -fﬂf

ST ;@,‘3}'
gt




for commitment. We understand from the President

of the World Bank that as many as ten other

donor countries may follow our lead_aﬁd—that:iﬁis
add substantially to IDA's resources for this

year.

/ G HOWEJ
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I, S CONFIDENTTAL

Lo

:‘“'Jf:"ﬁ*g” " BRITISH EMBASSY
T | ‘ T ;‘;',i ( PARTS
I}L .\ -

4 May 1982

e e ————. .. e—
; SECOND ©t* '~ “+ficE
. e —— OVERSEAS T+ C7oR
Sir Kenneth Couzeng KCB -~ - B
Second Permanent Secretary sCTIoN

HM Treasury
Parliament Street
London COPIES

TO
Deou llom

TRIPOLAR INTERNATIONAL MONETARY SYSTEM

I enclose a paper on this subject which I reeeitved-H0d8sfm .
from Michel Camdessus.

\{% ey,
Lev.

L V Appleyard

(Enc)
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MINISTERE DE L'ECONOMIE
PARIS, LE 4 Mai 1982

JIRECTION DU TRESOR

—< DIRECTEUR

Mon Cher Kenneth,

Je vous adresse comme convenu, avec un peu
de retard, je m'en excuse, la version écrite de mon
exposé des 24 et 25 avril dernier, dans la perspective
de notre prochaine réunion du 14 mai.

J'espere que vous voudrez bien m'adresser
prochainement vos réflexions qui permettront d'enrichir
ces premiéres idées, formulédes & titre personnel.

Je vous propose que nous nous retrouvions
le 14 mai & 13 H .30 A Paris pour déjeuner et que nous
poursuivions ensuite nos travaux jusque vers 17 H.

Croyez, Mon Cher Kenneth , €n mes
sentiments amicaux.

<§Z%/h~,aﬁ_,4
~

Michel CAMDESSUS

P.S. : Je vous adresse le texte francgais que j'ai
rédigé, et une traduction approximative en anglais que
j'ai fait faire rapidement pour vous faciliter les
choses.

Sir Kenneth COUZENS
LONDRES '






ESQUISSE DE PROPOSITICONS PQUR UNE ORGANISATION
MONETAIRE INTERNATIONALE TRIPOLAIRE

=tata

Nous sommes tous aujourd'hui la recherche d'une plus grande
stabilité monétaire.

La stabilité monétaire et la prospérité economlque sont
indissolublement liées comme l'a montré l'histoire monétaire; la stabi-
1ité monétaire et la liberté des échanges le sont aussi comme l'a montré

1'histoire commerciale.

La reconstructlon, a un horizon certes pas immédiat

mais peut-étre de quelques années, d'un systeme inspiré de l'esprit do
Bretton Woods et fondé sur des taux de change stables et ajustables
faciliterait le retour a une croissance non inflationniste et la réduction

progressive du chomage.

Nous savons bien que trop de tentatives restées sans lenide-
main, au cours des années récentes, ont répandu le scepticisme sur une
telle entreprise. Nous devons donc etre modestes dans nos premieres
ambitions si nous voulons donner toutes ses chances a une initiative en
ce domaine, Il faudrait, en tous cas, essayer de partir d'une analyse
commune des réalités et ne tenter dans l'immédiat que ce qu1 est possible,
Cette prudence ne devrait pas nous empécher de commencer.a agir. Une
réorientation, méme peu spectaculaire,de nos pratiques actuelles pourrait
marquer notre résolution, surtout si elle était éclairée par une vision
commune de ce que pourrait étre, a moyen terme, un systéme monétaire

international rénové.

Nous pourrions ainsi engager deux sortes d'actions :

- 1'une a court terme, qui ne serait que le renforcement de notre
concertation actuelle;

- 1'autre a moyen terme fondée sur la coopération entre les trois grands
poles constitués par le Dollar, l'Ecu et le Yen.

Comme la claire vision de cet horizon a moyen terme peut
renforcer notre action a court terme, je commencerai par essayer de

1'esquisser,
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I - PERSPECTIVES A MOYEN TERME D'UN SYSTEME TRIPOLAIRE

Le souci de réalisme dans la définition de 1'horizon a

©

moyen terme doit nous amener a le fonder sur deux €léments majeurs

- 1l'existence bien établie maintenant et pour un avenir durable de trois
grands poles monétaires : Dollar, SME, Yen;

- notre accord pour considérer que des relations de change stables mais

ajustables entre ces poles ne peuvent se fonder que sur une convergence
accrue des politiques economiques, completee, si necessaire pour cdes
montants et a des moments appropries, par des interventions de banques

centrales, mais non l'inverse :

pourra prendre l'organisatlon monétaire nouvelle :

1l -

2 -

plus vaste;

A partir de ces fondements, on apergoit b1en 1'allure que

les trois poles monetalres, avec la possibilité pour les autres
monnaies de s'associer a l'un d'entre eux ou de se rattacher au DTS;

des liens entre les poles monétaires : ces liens assez liches au

départ seraient progressivement resserres en fonction des progres
accomplis dans l'assalnissement des économies et des premiers resul-
tats du nouveau systéme de change. L'objectif serait d'aboutir au bout
du processus a des taux de change interpolalres stables mais ajusta- -
bles. Le respect de ces liens entre les poles serait assuré de la

maniere suivante : -

a) a titre principal, l'ajustement concerté des politiques econoquue<
serait le prolongement naturel de la concertation étroite et
réguliére qu'il est proposé de mettre en place dés maintenant

entre les trois poles;

b) plus accessoirement, pour assurer la crédibilité du systeme, le
réseau actuel de concours mutuels entre banques centrales serait
progressivement renforcé. La taille des concours potentiels serait
accrue progressivement de fagon a ce qu'ils atteignent au minimum
la valeur relative qu'ils avaient au début des années 1950. Les
formes de cooperatlon entre banques centrales seraient autant que

nécessaire, renouvelées.

renforcement de la "ferme surveillance du FMI"; en effet, le role que
pourrait jouer le DTS confére une responsabilite partlcullere de sta-
bilité aux cinq monnaies qui le composent et il va de soi que les pay:
responsables de ces monnaies devraient se preter a cette surveillance
multllaterale accrue; ainsi serait apporte une réponse plus concrete

a la critique des pays en développement - qui protestent contre le fait
que la surveillance qui s'exerce sur eux a la faveur de la condition-
nalité des programmes est plus forte que celle qui s'exerce sur les

grandes monnaies ou les pays a surplus.

Le F.M.I. assumerait donc dans cette perspective une missio
il devrait donc étre confirmé dans son independance et

sufflsannent renforce dans ses moyens pour benefLCler de toute la
créditilité nécessaire.

.!o(\/



II - LE RENFORCEMEMT IMMEDIAT DE LA COOPERATION MOMETAIRE I} RN~ IOHALE

Toute initiative vaut par la perspective dans laquelle elle
s'inscrit mais plus encore par la fagon résolue dont on l'engage. Si rnous
sommes donc déc1dés a aller dans cette direction, il est important de le
faire savoir a nos opinlons publiques qui nous reprochent notre apparente
indifférence devant le désordre actuel. Les marchés des changes ne serct
pas indifférents a ce message et ceci pourra constituer un premier élément
de plus grande confiance dans des progrés possibles vers la stabilité.

Ce message devrait s'accompagner de premlers pas concrets -
manlfestant notre souci commun de renforcer la cooperatlon monétaire

internationale.

' Ces premiers pas pourraient consister dans la mise en place
d'une concertation sur l'évolution relative en des données économiques
fondamentales des taux de change et en une affirmation suffisamment
solennelle de quelques regles de bonne conduite qu 'implicitement, nous
acceptons déja ou auxquelles nous nous sommes d'ores et déja engagés

a nous tenir.

a) Une concertation renouvelée

Une meilleure convergence des politiques économiques est
une condition essentielle a la mise en place d'un systeme de parités plus
stables. L'effort commun de l'ensemble des partenaires en ce domaine
facilitera le rapprochement pregressif des taux d'intérets réels, des
taux de change et de 1'évolution des grandeurs caractéristiques de
1'économie et évitera les fluctuations de grande ampleur que nous venons

de connattre.

Pour hater cette convergence, il pourrait étre décidé de
renforcer et de rendre plus systématique 1'examen en commun de l'évolutior
relative des données ec0nom1ques fondamentales des taux de change et des
taux d' intérét., On pourrait imaginer que cette concertation s'établisse
a une périodicité suffisamment réguliére avec la participation du F.M.I,

A cette concertation a perlodicite regullere pourrait
s'ajouter une concertation exceptionnelle, mais a caractere automath'e,
dans le cas ou l'une des monnaies qui constituent le DTS viendrait a
s'éloigner de fagon nette de 1'évolution moyenne des autres.

Cette concertation s'effectuerait selon des medalités -
notamment de dlscretlon - appropriées. Le Directeur Général du F.M.I.
serait incité a publler un rapport annuel particulier sur la situation

de ces cinq monnaies et leurs rapports de change.

sveaf



b) Les engagements de bonne conduite

Certains engagements souscrits dans le passé revetent
aujourd'hui une importance particuliére. Il est donc utile de les reéaffir-
mer. Il s'agirait en fa1t de rappeler que les principaux pays industriels
contlnuent de souscrire a certains engagements qu'ils ont acceptés dans
le passé s'expriment en termes simples.

1 - Nous considérons tous la stabilité des marchés des changes comme notre
responsabilite commune et nous sommes resolus a l'assumer ensemble et
en étroite liaison avec tous les pays et toutes les organisations

intéressées.

2 - Nous excluons l'utilisation de nos taux de change aux fins de gagner
des avantages compétitifs.

3 - Nous sommes préts a avoir recours, si nécessaire, a des interventions,
dans les conditions prévues a l'article IV des statuts du F.M.I,
pour eviter des fluctuations erratiques.

4 - Nous sommes préts a renforcer notre coopération avec le F.M.I. pour
que sa "ferme surveillance" specialement sur les monnaies qui
constituent le DTS contribue a la stabilité et a la crédibilité de

celui-ci.

5 - Mous sommes préts a donner au F.M.I., 3 un moment ou sa tdche est
plus que jamais nécessaire, les moyens de sa mission et de son

indépendance.

6 - Nous nous sommes résolus a faire progresser d'un méme pas stabilité
monétaire international et liberte des échanges : elles sont

indissolublement liées.

Compte tenu de cette commune vision de nos objectifs a
moyen terme, de nos perspectives d'action immédiate et des engagements
auxquels nous souscrivons, nous pourrions décider de lancer 1'étude
d'une reconstruction du systéme monétaire fondée sur ces objectifs,

ces perspectives et ces engagements.
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OUTLINE OF PROPOS ALS FOR A THREE-POLE

INTERNATIONAL MONETARY SYSTEM

We are all of us today seeking ways to increase
monetary stability.

Past experiénce demonstrates to us that monetary stability and
economic prosperity are very closely linked, as are monetary
stability and free trade.

The reconstruction of a system in the Bretton Woods
spirit and based on stable but adjustable exchange rates,
would greatly facilitate the return to nomn-inflationary
growth and help the progressive reduction of unemployment ;
this obviously could not be accomplished immediately but
perhaps over a period of a few years.

We are all aware that too many attempts made over the
past years have been short-lived and have indeed raised
scepticism on the prospects of such an attempt. Therefore we
have to remain modest when fixing our initial objectives if
we want to give this new initiative a chance to succeed. In
anycase we must start by a joint analysis of realities and
limit our early efforts to what appears feasible. Such a
cautious approach should not however prevent us from taking
action. Without being necessarily spectacular, a Teorientation of our
current practices would undoubtedly indicate our determina-
tion, especially if it were inspired by a joint perception of
what could be, in the medium term,a renewed international

monetary system.

Two kinds of actions could thus be undertaken :

- in the short run, we would aim at reinforcing

our present cooperation ;

- in the medium run, we would act so as to foster the coopera-
tion between the three major poles, namely the dollar, the
ECU and the Yen. Since a clear perception of our medium
term target could certainly strengthen our short term action,

I will start by trying to outline it.

B

I - Medium-term prospects of a three-pole.system.

To be realistic enough, the definition of our medium-
term target requires that we found it upon two main elements:

- the first, which is now well-established and will
remain so in the foreseable future, is the presence of three

ma jor monetary poles : Dollar, EMS , Yen ;

of »
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: the second lies in our agreement that stable bu ‘
ad justable relations between these poles cam only b secured i
by an increased convergence of economic policies , such a i
convergence being supplemented,if and whenever necessary and for
appropriate amounts, by central banks interventions, and not
the other way around.

We can easily draw the main features of the new mone- ;
tary system which could be built upon these foundations : :

1l - The three monetary poles would be placed at the
core of the system, the other currencies would have then the
option of associating themselves with any ome of the poles

or the S.D.R. ;

e e e cas e s

2 - A set of links would inter-relate the monetary poles;
rather loose at the outset, these links would be progressive- '
ly reinforced along with progress accomplished in strengthe-
ning economies and the first results achieved by the new i
exchange system. The ultimate objective of the process would
be to reach stable but adjustable intrapolar exchange rates.
The smooth working of these links between the poles would be f

secured :

a) principally, ﬁy concerted adjustment of economic i
policies which would be the natural follow-up of the close ;
and regular cooperation process that could be set up right

now between the three poles ;

b) in addition, in order to enhance the system's credi-
bility, the present mechanism of mutual loans established
by central banks would be progressively reinforced. The
size of the potential loans would be gradually increased
until it reached at least the relative value it .-had in the
early 60's, The forms of cooperation between the central !
banks would be periodically reviewed and if necessary renewed.

3 - The IMF firm surveillance would be strengthened 3
the role that the SDR may indeed play gives the five curren-
cies which compose it a particular responsability with re-
gard to stability, and consequently national authorities of
the countries responsible for the five currencies involved
should accept an increased multilateral surveillance ;
such a system would thus concretely reply to the criticism
expressed by developing countries which complain that the
surveillance imposed on them through the conditionality
attached to the IMF programs is firmer than that which weighs
on the main currencies and the surplus countries.

In this context the IMF would fulfill a wider role ;
its independance would have to be reaffirmed and its instruments
would have to be strengthened so that its credlblllty be
adequately .established.

s



II - Immediate strengthening of international monetary
cooperation.,

The value of an initiative may indeed be assessed by
its long-term prospects but even more by the determination
with which it is launched.

If we are determined to proceed in this direction, it
is important to inform our countries' public opinion since
we are accused of being apparently indifferent to the pre-
sent disorder. The exchange markets will mot fail to take
note of the message and that could indeed be a first step
in rebuilding confidence in the possibility of progressing
towards stability.

The affirmation of our will to rebuild a stable system
should be accompanied by first concrete actions exhibiting
our common resolve to strengthen immediately intermational
monetary cooperation.

These first actions could consist, on the one hand |
in the setting up of a renewed consultation framework and
on the other in the confirmation = which should be sufficiemt-
ly formal - of a few rules of good conduct that we already
implicitly respect or that we have already committed ourselves to

‘comply with.

a) A renewed consultation process+A better convergence

of economic policies represents an essential condition for
the establishment of a more stable par-value system. Joint
efforts displayed in this field by all partners will little by little
generate closer real interest rates, exchange rates and
economic fundamentals ; large-scale fluctuatiomns similar to
"those recently witnessed would thus be prevented.

In order to speed up this convergence process, we could decide
to reinforce and make more regular the joint assessment of i
the relative evolution of basic economic data, exchange rates
and interest rates. We could imagine that this consultartion
process be established with an appropriate degree of regu-
larity betwéen the five countries involved and with IMF participa-
tion. It should obviously be a high-level consultation.

Exceptional though automatic consultations - which
would be triggered whenever one SDR currency diverges from
the average evolution of the others could be added to the

regular ones.

i

Those consultations would take place in compliance with
appropriate procedures - notably in the field of confiden-
tialitye.. '

The IMF managing Director would also be invited to release

an annual report on the specific situation of the five
currencies and their exchange relations.



b) "Good conduct" commitments. Some commitme /S
made in the past are today of utmost importance. It 3
therefore useful to reaffirm them. They can be expressed

in simple terms ¢

1l - we believe that stability on exchange markets
is our joint responsibility and we are determined to |
Jointly fulfill it in close collaboration with all inte-
rested countries and institutions.

2 = we rule out the use of exchange rates for
competitive purposes,

3 - we are ready to resort, if necessary, to

interventionsunder those conditions provided for in arti-
cle IV of the IMF Articles of Agreement to avoid erratic

fluctuations.

4 - we are ready to reinforce our cooperation
with the IMF so that its firm surveillance, of the SDR
currencies in particular, contributes to stability and to the

IMF credibility.

5 = we'are_readf to give the IMF, at a time when
its taBk is more important than ever, the means necessa-
ry to fulfill its role and secure its independence.

6 - we are determined to increase at the same-
time international monetary stability and-free trade
which are closely 1linked. '

Given our common perception of medium term objec-,
tives and immediate action prospects as well as our com-
mon "good conduct" commitments, we could decide to launch
a study on the reconstruction of the monetary .system based
on these objectives, prospects and commitments. ‘
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Treasury Chambers, Parliament Street, SWIP 3AG
01-233 3000

7 May 1982

Monsieur Ousmane Seck
Minister of Finance
Republic of Senegal

b Lt

Thank you for your letter of 25 March on behalf of the
African group on the Board of Governors of the World Bank
and the International Monetary Fund.

I am grateful to you for letting me have a copy of the African
Caucus' memorandum,which I am studying with keen interest,

on the World Bank's report on "Accelerated Development in Sub-
Saharan Africa: An Agenda for Action”. As you know, the
United Kingdom has already welcomed the World Bank's report

as an important and useful basis for discussion of the
development of Sub-Saharan Africa.

I have particularly noted the point made in paragraph 8 of
the memorandum about the release of contributions to the :
Sixth Replenishment of the International Development
Association. As you know, under the terms of the original
IDA 6 Agreement, contributions could only be used in
proportion to the contributions appropriated by the Hnited

States. However, the United Kingdom recognises the
importance of IDA credits to the economies of many of the
poorest countiies and in particular those in Africa: that

was why we joined with other countries in making advance
contributions to IDA 6 before full ratification of the
Agreement.

Moreover, in the light of strong representations made to us
on behalf of all IDA recipients by the Prime Minister of
India and other Heads of Government, we agreed last month
to waive the pro rata provision in respect of our second
(current) instalment to IDA 6. This means that £370 million

/of the United Kingdom's



of the United Kingdom's contribution of £555 million to
IDA 6 is now available for commitment. I have been
encouraged to hear from the President of the World Bank
that as many as ten other donor countries may follow our

lead. This should add substantially to IDA's resources
for this year.

With warmest good wishes,

Y N
i

GEOFFREY HOWE



Treasury Chambers, Parliament Street, SWIP 3AG

01-233 3000
<7 June 1982

Patrick Ide Esq b

Theatre Investment Fund Limited
18/20 Maiden Lane

LONDON

WCZ2E 7NH

b e

Alistair McAlpine recently passed me a copy of the letter
you had written to me on 2 December 1380 shortly after our

lunch with Peter Saunders on 25 November. I fear that your
original letter went astray - hence the appalling delay in
letting you have a reply. Please accept my apologies.

I recognise the important contribution the Fund has made,
within the limited resources available to it, to the commercial
theatre through its financial support of worthwhile new
productions and revivals. Equally I appreciate the Fund's
desire to play a more active role in influencing the choice
of productions by becoming a primary source of venture
capital rather than a lender of last resort. But I am

bound to say that there would be very real difficulty in
providing any substantial contribution to the Fund's

working capital from public funds. It is, of course, for
Paul Channon to determine the priorities within his arts
budget, but as you are fully aware he is faced with

many competing claims on what are inevitably only limited
resources. And the kind of sum you have in mind is not
insignificant in absolute terms and large in relation to

the Art Council’'s 1882-83 grant of £86 million. I could not
hold out any hopes of additional resources being made
available for the arts budget.

Some of the problems you identified may have diminished in

the period since your original letter. The initiatives

taken by Norman St John Stevas and pursued by Paul Channon to
encourage private and commercial sponsorship should have
started to pay dividends. And the clarification of the

law with regard to advertising and business sponsorship in

the 1980 budget will also have been helpful in this respect.

/0n one final






On one final note I wonder whether there is any way in which
the more successful commercial productions could be encouraged
to support the more innovative kind of productions through the
Theatre Investment Fund. I expect you have already considered
this but, if not, it might be worthwhile exploring the
possibility.

I am sending copies of our correspondence to Paul Channon,

because of his direct responsibility for arts expenditure,
and to Alistair McAlpine.

GEDFFREY HOWE M W,
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THEATRE INVESTMENT FUND LIMITED

(Limited by Guarantee)
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Sir Geoffrey Howé,
Treasury Chambers,
Pagrliament Street,
LONDON SW1P 3AG
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Dear Sir Geoffrey,
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18/20 Maiden Lane,

London,
WC2E 7yNH

16th June, 1982.
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I have to thank you for your very full letter of
9th June and for your apology for the delay that has
inexplicably occurred.

I note that you have sent copies of your letter to
Paul Channon and to Aligtair McAlpine.

I have forwarded a copy of my letter to my Chairman
will be congidered by my Committee
of Management on itsg next meeting on July 2nd.

Lord Goodman and-

Yours sincerely,

NS

Patrick Ide.

The Lord Goodman C.H. (Chairman)
Sir Emile Littler J. W. Lambert C.B.E., D.S.C.
Patrick Ide (Managing Director)

Stephen Mitchell  Charles Vance

Registered Office: 49 South Molton Street, Wi1Y 1HE

John Mortimer Q.C.

Directors

Consultants

Stuart Burge C.B.E.

Barrie C. Stead David Jackson

Registered in England No. 1252595

Sir Peter Saunders (Vice-Chairman)
Thelma Holt Laurier Lister O.B.E.
Secretary: Robert Breckman F.C.A.

The Hon. R. Alistair McAlpine

Charity Reg No. 271349
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FROM THE PRESIDENT - GEOFFREY E. MOORE, CBE

S M M T THE SOCIETY OF MOTOR MANUFACTURERS & TRADERS LTD.

FORBES HOUSE - HALKIN ST
LONDON SW1X 7DS

TELEPHONE 01-235 7000

22 June 1982

LT

The Rt. Hon. Sir Geoffrey Howe, QC, MP
Chancellor of the Exchequer
Treasury Chambers
Parliament Street

London SW1P 3AG
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Thank you for your letter of 10th June and for the consideration
you have given to our representations on your proposals for car
and car fuel benefit scales.

We note your points on the effect of your proposals on the
individual but, as I am sure you understand, our major concern
is to balance this factor with the effect that the proposed
increases could have on the demand for the UK motor industry's
products.

I have put your arguments against changing the proposed increases

in car benefit scales and reducing the proposed fuel benefit scale

to our Taxation Committee where they will be given careful thought.

If it is felt that a response could usefully be made at this stage,

we shall put our ideas to your officials. Your reference to "fairness"
in your comments on reimbursement of petrol received is noted and I
hope that this same concern will apply to considerations in other
contexts, such as the discrimination that at present is applied
against the products of the motor industry. I am sure that my
successor will be taking this matter up with you later in the year.

Again, my thanks for your thoughtful and detailed reply to my letter.

REGISTERED NUMBER 74359 ENGLAND - REGISTERED OFFICE FORBES HOUSE HALKIN STREET LONDON SW1X 7DS
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CONFIDENTIAL
FROM: C D HARRISON
2% June 1982
PRINCIPAL PRIVATE SECRETAR¥— cc PS/Chief Secretary

PS/Financial Secretary
PS/Minister of State (C)
PS/Minister of State (R)
Sir Douglas Wass

Sir William Ryrie

Mr Middleton

Mr Monck

Mr Pirie

Mr Boote

Mr Ridley

NEW CLAUSE 42: TAXATION OF BANKS

Yesterday, Mr Jack Straw MP wrote a manuscript note.to the
Chief Secretary saying that when New Clause 42 is discussed
in Finance Bill Committee tomorrow (Thursday), he hopes
that Treasury Ministers will be able to "provide further
details of the Govermment's thinking on  future taxation
of the banking sector following the Chancellor's statement
during the course of the Budget Speech'.

=2 The Economic Secretary, who will be taking this
clause, proposes to take the line that at this stage there
is nothing to add to what the Chancellor said in his Budget
speech; and no useful purpose would be served in trying to
do so before the Government had considered the issues
fully. Could you please confirm that the Chancellor is

content? \/////

ol

Private Secretary

CONFIDENTIAT
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Pa&sed Coumonts 1O
FROM: D L WILLETTS (&S Ohee .

DATE: 7 July 1982 Je.
/7
cc PS/CST
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PROPOSED PRESS RELEASE: CORPORATE BONDS

Robson A
Mr Hall ObLA“

Mr French
Mr Harris
Mr Ware - IR

The Financial Secretary would be grateful for the Chancellor's

«.eo approval to issue the attached Press Release through Conservative

Central Office tomorrow. The text reflects official comments on

© an earlier draft. It would be particularly helpful to have

the Chancellor's response by 10.30 am if possible.

VLAY,

D L WILLETTS
7 July 1982
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FY¥TRACT FROM A SPEECH BY NICHOLAS RIDLEY, FINANCIAL SECRETARY TO THE
. LASURY TO SOUTH CROYDON CONSERVATIVE LADIES LUNCHEON CLUB ON
THURSDAY 8 JULY AT 1PM

I hope both Industry and the City will come to see the potential

of new forms of corporate borrowing such as deep discount bonds,
zero coupon bonds and indexed bonds. We have made the tax position
clear. Their significance will grow as companies and investors
begin to see the benefits on offer. I hope it won't once again

be foreign borrowers who are first to see the advantages of these

new forms of finance.

Trying to channel more resources into the company sector is second
nature to a Government which believes so firmly in the virtues of
private enterprise. A higher level of investment in British
Industry is the way to achieve higher productivity and thereby
greater profitability. It is the only sure way on the long run

towards better employment prospects, too.

It is not the Government's role to direct investment, only to
provide the appropriate opportunities wherever it can. We want
to provide new opportunities for comapnies and to investors, and
to give them the maximum range of instruments to choose from.

This is what we sought to do a fortnight ago.

So for the first time industrial companies may now borrow substan-
tial sums of money without the strain on their cash flow of finding
full interest payments immediately. By issuing deep discount and
zero bonds they can benefit from the money before they have to

pay for it fully. It is a 'balance sheet breather' until the new
developmentor machinery or other asset in which they have invested
starts to pay its way. It will usually be cheaper overall for
them to do this, and the tax man will get correspondingly less

revenue - but that should be an encouragement to industry to invest.






It is an especially useful opportunity for tax exhausted comapnies.
T~o many of our manufacturing companies have no UK taxable profits
against which to offset loan interest. For them capital

allowances have ceased to offer a relevant investment incentive.

If the opportunity is seized it will moderate the level of borrow-
ing from the banks. Huge company overdrafts and so-called 'hard
core' borrowing should in due course give way to private funds as
companies issue long term debt to raise money in the capital
markets instead. Our declining interest rates must also help this

processe.

For the Government itself, the changes offer greater flexibility
in restraining money supply - a necessary weapon in the battle to

keep inflation on a downward path.
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FROM: ROBIN HARg%;
14 July 1982
o

CONFIDENTIAL

CHANCELLOR

CHIEF SECRETARY
FINANCIAL SECRETARY
ECONOMIC SECRETARY
MINISTER OF STATE (C)
MINISTER OF STATE (R)
SIR D WASS

SIR K COUZENS ,)
SIR A RAWLINSON ‘ /
SIR W RYRIE

BURNS /
MIDDLETON \ 'Va
KEMP s
HALL

RIDLEY

FRENCH

cc Sir L Airey - IR
Sir D Lovelock - C&E

SEEEEE

NOTE OF A MEETING OF THE CONSERVATIVE PARLIAMENTARY FINANCE COMMITTEE :
13 JULY 1982

The meeting was addressd by Sir Terence Beckett, Director General

of the CBI.

Sir Terence said that the CBI's proposals for the last budget

were moderate, in spite of pressure internally from a powerful
minority which wanted more reflation. The CBI had got about
half of what it asked fors However, it had in practice turned
out to be quite a "restrictionary" budget. The Treasury now

accepted the CBI's forecast of 1% growth over the year rather

than it own optimistic forecast at the time of the budget.

CBI trend reports over the last four months covering more than
half manufacturing industry suggested that output and demand

were going to be very flat. The June survey covered the 4 months
through to Octobe;T;Egmgggs showed that activity would be flat

for the first three guarters of this year. This was not conjecture

but rather information obtaied from companies' purchasing schedulese.
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CONFIDENTIAL

If predicted growth of 1% did notin fact materialise unemployment
would rise tolfmillion at the turn of the year. There was
evidence from his members that firms were backing off planned
investment. Companies such as Tube Investments and GKN were
again looking for further manpower cuts. ICI's problems over
Wilton were well known. They were under extreme pressure and
were not compétitive. British Airways would have to take out
more jobs. BSC faced well known problems in its US market.
Leaders of the motor industry were telling him that there

might not a British motor industry at all in five years time.

Inspite of those gloomy indications, he was disinclined to change
his view that activity would be flat or would rise by 1% this
year. However, it was clear that there were big downside

risks and few corresponding opportunities. The world scene

was bleake.

He was about to go back to the CBI council to see whether the

CBI's main budget proposals should be put again to the government.
He stressed that his wish was not to increase demand but rather

to help businesses to get there costs down. They needed more

help in doing this. Also current expenditure needed to be

reduced and investment expenditure increased. They were continuing
-to look at ways in which this could be done. [He also referred

to his published letter to the Chief Secretary on pay, public
spending and use of the contingency fund: the letter was distributed

in the form of a press release at the meeting].

In answer to Mr Dorrell, who drew attention to signs of increasing

import penetration, Sir Terence said that he had always believed

this would happen. That was why he resisted pressure to increase
demand. A small amount of extra demand Was éECEpféblé, but
ﬁﬁiwﬁﬁgh more. We must not go the way of France. A lower exchange
rate would help a little. The risls of a lower exchange to inflation

were eXaggerated . The Treasury however would not quite

agree. Low commodity prices and the green pound mechanism
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reduced in practice some of the disadvantages of a lower exchange
rate. We were still 35% less competitive than we were in

1975. There should also be another cut in NIS.

In answer to Mr Foreman, Sir Terence said that it was not just

manufacturing but retailing which was flat. He agreed that
higher public spending on capital projects in practice had
revenue spending implications: but these were not too significant.
Within public expenditure, it was important to cut pay, pensions

and manpower.

Mr Budgen agreed with the CBI that interest rates needed to fall
substantially. The CBI should argue this for money supply reasons.
The Treasury appeared instead to be more interested in the
exchange rate. The CBI also, he felt, needed a more distinctive
view about energy prices. High energy prices were damaging

industry and would do so over the long term.

In answer, Sir Terence said that the government had done a

great deal on energy prices in the recent budget and something

in the previous one. Our energy prices now were broadly
p—— sl e

competitive with those of Europe. Howevér, it was not reasonable

to expect sﬁéééésiﬁé Chéﬁceiiors1to introduce measures of this
sort year in year out. Therefore, further action in the
"middle distance!" would be necessary. His feeling was that
the use of an implicit exchange rate policy by the government
was only a step in the procedure of keeping inflation down.
Both the Prime Minister and the Chancellor had emphasised that

there was no exchange rate target.

Mr M Stevens: thought that the picture painted by Sir Terence,

while applying to large firms, under-rated the progress made
by small firms. Hammersmith and Fulham Chamber of Commerce

were, for example, a few months ago, optimistic.
92 9 9



s oHha w



CONFIDENTTIAL

Sir Terence, however, said that the CBI had a Small Firms OGuncil

and listened to them. Moreover the manufacturing trends survey
did reflect a fair balance of industry. He emphasised that he

took no delight in recording "flatness'".

In answer to Mr John Osborn , Sir Terence said that he strongly

agreed with a recent Economist article showing how the government
had been playing into Scargill's hand by subsidising conversion

to coal. It was also dangerous that the wage negotiations dates
in the coal industry had been brought forward from the Spring

to November.

In answer to Mr John Page, Sir Terence said that the Japanese

constituted a valid exception to the desirability of free
trade, because of their'"lazer beam"approach and the fact that

they were not prepared to import our goods.

Mr Peyton said that the small firms in his constituency confirmed

Sir Terence's view that activity was flat and were very

gloomy. Interest rates would need to come down and stay down

to glve them confldence.r There was also no'properxlndﬁstrlal

strategy and one was needed.

Pom—
_—

——

Sir Terence agreed. Ministers did not understand that when he

called for an industrial strategy he did not want detailed
invention. If we had had such a strategy we would, for example,
like France have sufficiently invested in nuclear energy

and so avoided many present problems.

Mr John Browre said that one area in which the government had to

give a lead through industrial strategy was in videotext.

Sir Terence said that the government must redouble its efforts

to gain the understanding by the United States of what was at
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stake if its present policies continued. It could be ruin

for the world. We should try and separate ourselves from the
US more. We could gacrifice a little on the exchange rate to do
so. We mnow have the money supply and PSBR under con?rol. But

the real rate of interest was going up as inflation fell.
Mr Wolfsn agreed that an industrial strategy was needed.

Sir Terence said that one was generally being attempted, most

notably in the Information Technology field.

Mr R Howell thought that the CBI should do more to condemn

overmanning in the public sector in general and the Health Service

in particular. Sir Terence agreed and said that the burden of

the public sector had in fact greatly increased while the strength

ROBIN HARRIS
14 July 1982

of industry supporting it had decreased.
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And so that you may know that my remarks are based on
fact, perhaps I should add that in one garage business controlled
by the Hodge Group there was an annual contract to take 350 Fords.
The franchise was cancelled for the reasons I have given, so British
Leyland vehicles were taken at the same annual rate. Then the
British Leyland retail dealership was cancelled, so the garage was
left high and dry with an empty showroom which was promptly snapped
up by Datsun, who gave it an annual contract for 850 vehicles.

Itold Sam Toy at the time, all those years ago, that their policy
was mad, and I have had the dismal satisfaction of reminding him
recently that the chickens have come home to roost.

What they did at the time might have been to the advantage of the
Main Ford Dealers and the Main British Leyland Dealers, but for the
country as a whole is has been disastrous.

To sum up, all I am suggesting in this somewhat lengthy letter
is that in the event of there being any relaxation in hire purchase
controls the relaxation should not be extended to used vehicles of
foreign manufacture.

I do hope you may find these comments relating to the historical
side of the retail motor trade of some interest.

Yours sincerely,

. [{ /¢y
\ WX rcten bV

CHATRMAN

THE CARLYLE TRUST LIMITED--
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3100 Massachusetts Avenue, N'W
WASHINGTON, DC 20008
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Telephone: (202) 462-1340 - 26 July 1982

PLC’ uig Qe

\\‘ Al ; o ‘

RO kerr K8 yeud ol ot
Principal Private Secretary e Ll
to the Chancellor of the Exchequer‘

HM Treasury T

7) eay g[{S/LlA\
v
/ I enclose a letter which, as usual, is
intended for the personal use of the
Chancellor and senior UK officials.

I look forward to seeing you in Toronto.

24¢Lq Cvﬂj \/;/L¢4
S |

(J Anson)

Enc: 1
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"....the situation is becoming desperate - used car stocks

have reached an all time high - we must have action quickly....
These are the words of a Ford main dealer which reflect the
feelings of thousands of very worried motor traders whose
businesses are struggling against the anachronistic restraints
of the Hire Purchase and Credit Sales Agreements (Control) Order
1976 introduced by your predecessor.

The government has abolished pay and price controls, dividend
controls and foreign exchange controls and our economy has
not collapsed. The Crowther Report urged the abolition of
credit controls. It said that these regulations did not
limit credit - they merely changed the pattern of consumer
spending by diverting it from controlled goods to non-
controlled goods and services.

Stocks of used cars held by motor traders are at record high
levels and are not moving. Many prospective first time
buyers for whom public transport is often inadequate for
such basic and essential tasks as getting them to and from
work, are prevented from buying a used car by the need to
find a deposit of 33 1/3rd per cent in times of severe but
necessary wage restraint. Yet for many a car is as basic
a household requirement in today's world as a refrigerator,
even more so. The anomalous requirement to save for what
is often a prohibitively high deposit militates against
people's willingness to accept wage restraint.

Last year we argued for a reduction in the minimum deposit
required and an extension of the maximum repayment period.
We are not repeating that plea. Events have gone too far
for such steps to provide the level of relief so desperately

Motor Agents Association Ltd
Registered Office
201 Great Portland Street
London WIN 6AB
Registered in Engleand Number 133085

12,



[

ﬂ{'\:’f TA%d

TR £l R D IR S

5

R I
5
A} e 8 ‘o
\e

A i '

i ’ 1

a 7, 4 et A

. v B

'
’
: ]
K i
+ N
. e - ‘
§m o f R -

i - - y f
b i - : J - '
el .
— ca e
r . LA d . %0 il
'
" ] . e
. - ¢
4 L L N : .
1] it

& b

Fyr
5 aley o
st w b .
5] - d
. = ) A




- page two -

required. For cars, the controls must be abolished.

Cars purchased by business users have already been freed

from the restrictions but the vast majority of used cars

are bought by private persons. Used cars are lying idle

in great quantity waiting to be bought. They are having

to be financed on dealers' premises by financial institutions.
Abolishing the controls and permitting private persons more
easily to enter into hire purchase agreements will not
increase the total volume of credit - it will merely switch
it from traders to customers.

Whilst the need for abolition is greater for used cars, it

is not practical to differentiate between new and used cars
because of problems of definition and the abuses that could
arise from such differentiation.

We do not believe that prices would increase as a result

of the abolition of controls as apart from the large stocks
of used cars, there are ample supplies of most British-made
new cars. Furthermore, in the retail motor cycle market,
where there are no credit controls, prices are intensely
competitive. In fact, retail prices of motor cycles are
entirely comparable to used cars.

Motor traders, whether they be franchised by manufacturers

to sell new cars or whether they sell only used cars, are
mostly small businesses. Yet between them they employ more
than 400,000 people, which is as many as are employed in
direct motor manufacturing. Unlike some of the manufacturers,
however, the retail trade does not enjoy any form of state
assistance.

The motor trade's desperate measures to move stock by foregoing
the major part, or all, of its retail margin have been widely
publicised in the press. Not surprisingly, 13 per cent of

all companies which went into liquidation in the first half

of 1982 were in the motor industry.

Growing unemployment in those that remain is adding to the
job losses caused by insolvencies and a major tragedy is

the total inability of companies in today's economic climate
to take on and train apprentices.

Many of our members' problems are the result of economic
recession. To allow these problems to be exacerbated and
bankruptcies increased by unnecessary restriction which it
lies within the government' power to remedy is political
and economic folly which we urge you to avoid by abolishing
the controls now. '

C(//;ZA L vee s /;/67&4"‘—’/-5'.
/l/ou/'! jz/azc:e/e%

(/é‘éb : .._/JZ:—U/‘:

Alan M Dix
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PERSONAL AND CONFIDENTIAL

UNHFER-KINGBOM-TFREASHRY-AND-SURREN-DELEGATION.
BRITISH EMBASSY
WASHINGTON, D.C.20008

23S 11982

The Rt Hon. Sir Geoffrey Howe QC MP
Chancellor of the Exchequer V/
HM Treasury

DQO\J Cz’z\%wt,(‘: [ Lls\r/

Since I wrote to you on 19 March, we sent a general
round-up of the US political and economic scene (in Washington
telegram 1602) before the Helsinki meeting. You may like to
have a further update before the summer holiday and the next
round of meetings.

2. After several abortive attempts, the Congress succeeded

in late June (a month behind schedule) in adopting an agreed
Budget Resolution setting expenditure and revenue totals for
Fiscal Year '83. But the budget deficit which appears in the
Resolution = $104 billion - was too high to engender much
confidence that the Administration and Congress have yet solved
the problem of setting the deficit on a declining path. The
Resolution is still based on quite optimistic assumptions about
the economy, and it still has to be translated into a detailed
budget for FY83.

35 While the Senate Budget Committee has now identified
measures to obtain the necessary $21 billion in tax increases,
these are highly fragmented and at risk from various special
interest groups. More difficult problems remain on the
expenditure side. Not all of the assumed savings are covered
by specific instructions to the relevant Committees to find the
savings by 1 August; and even where they are, some Committees
are unwilling to comply.

4. The ponderous Congressional budget procedure therefore still
has a long way to go before even the budget approved in June can
be regarded as assured. Even then, the total Treasury borrowing
requirement will impose a heavy burden on the financial markets
during FY83. If on the other hand, Congress fail to give concrete
legislative expression to the Budget Resolution before they depart
for the election, the proposed tax increases would be lost, while
the entitlement programmes would continue to grow. The effective-
ness of the present budgetary procedures in setting and achieving
a satisfactory budgetary path would again be called in question.
In this event, the Administration and Congress would each try to
shift the blame to the other; and partly for this reason, Congress
is likely to make completion of the FY83 budget its main objective
in the time that remains.

/5%
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56 Even for the present fiscal year, which only has 2% months
left to run, there have been problems. The Congress agreed to
raise the federal debt limit, thus giving up its most potent
lever over the Administration this summer. But it has taken 3
attempts to find a supplemental budget which could be agreed by
the Senate and the House and approved by the President. Without
this, some government agencies would have had to put staff on
gurloughSfor lacKNOENEundss

6. Meanwhile, the economy remains sluggish. The recession has
probably bottomed out, but there are no convincing signs of a
recovery. The Commerce Department's estimate of GNP is up
slightly in the second quarter, and the index of leading indica-
tors has risen in three successive months. On the other hand,
industrial production continued to decline in May; and retail
sales, which had been turning up, have fallen in June (mostly due
to lower sales of cars).

7 Inflation was 6.7% in the year to June, and industrial
earnings are rising at an annual rate of 6.5%, roughly static in
real terms. Unemployment was 9.5% in May and June, and no early
relief is in sight. Unemployment among black teenagers has now
topped the 50% mark. The Republicans hope that the tax cut and
social security increase, both effective from 1 July, will provide
some stimulus - at least to consumption if not yet to investment.
If it does not, they will obviously be in serious trouble in the
polls in November. Many private forecasters are more pessimistic
than the Administration, and feel that even if there is a temporary
improvement in the second half of the year, it will peter out in
Ehesfirstshalifse f 1198 31

8. On monetary policy, Paul Volcker has just made his mid-year
report to the Congress. The Fed is retaining its target for 1982
of a 2%-5%% range for Ml; but it will regard an outcome around
the top end of the range as fully acceptable, and will be prepared
to tolerate temporary surges above the upper limit if these seem
justified on technical grounds. For 1983, they are tentatively
setting the same targets, and not marking them down a notch as
might have been anticipated. They have been careful not to change
this year's target figures, on the grounds that a large change
would not be justified, while a small change would represent
unduly "fine tuning" and could be misinterpreted by the markets

as a change of policy direction. This adds up to a very moderate
move towards a less restrictive monetary stance at a time when the
pressures on the Fed are obviously mounting.

) In the last month or two the Administration seem to have shown
less tendency to pass blame over to the Fed for the high real level
of interest rates and the sluggish economy. The Fed, in its turn,

has held out an olive branch by agreeing in principle to base its
/reserve
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reserve requirements on current data instead of on data of two
weeks previously. Opinions differ on how much difference this
technical change will make in practice, but as some Administra-
tion officials strongly believed that the previous practice
produced volatility in the money markets, the Fed's willingness

to make the change may help to improve relations between them.
However, the change is not to be introduced until May 1983.

More importantly, Volcker's term as Chairman is due to end in
August 1983; there are no indications yet of the Administration's
intentions about his successor.

10. Conditions in the financial markets have recently eased
somewhat, partly on account of Fed action to accommodate the
aftermath of the recent failures of Drysdale Government Securi-
ties and of the Penn Square Bank of Oklahoma, both of which have
got considerable publicity. Failures among the thousands of banks
in this country are in fact not so uncommon. In the past few years,
the number of failures of banks insured by the Federal Deposit
Insurance Corporation has averaged about 10 a year. Deposits in
insured banks are guaranteed up to $100,000, and normally the FDIC
uses its guarantee funds to facilitate a merger with another bank.
Penn Square seems to have been seriously mismanaged and subject to
a large number of civil lawsuits, and to have concentrated its

very rapid expansion too exclusively in risky oil development
projects. The FDIC could not therefore find a willing partner in
the time available and had to put it into liquidation. Given the
existence of these insurance arrangements, the failure of Penn
Square itself is containable. Its worrying feature is more that

it highlighted the extent to which some of the bigger banks, such
as Chase Manhattan and Continental Illinois, had been prepared to
take over doubtful loans without adequate investigation. This

will not be helpful coming on top of other worries about the extent
to which US and Canadian banks are exposed in their lending both to
overseas governments and to industrial and real estate businesses
squeezed by the continuing recession.

11. The feeling in New York at present seems to be that interest
rates could ease further in the short term. One bank I called on
today had been wondering recently whether, in the light of recent
movements, the Fed discount rate would come down by %% or a full
point. Now that it has come down by %%, they are waiting to see
whether "the other shoe will drop". But this belief goes with an
assumption that the recovery will be slow to materialise. The
continuing high interest rates at the long end of the market
demonstrate that the good performance on inflation so far has not
yet eradicated more deep-seated expectations that prices and
interest rates could go up again when a recovery eventually comes.

2
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12. Returning to the broader Washington scene, there are a

number of proposals floating about for more fundamental budgetary
reform. The proposed constitutional amendment for a balanced
budget will soon come to a vote in Congress and, with Presidential
backing, its prospects of being sent to the States for ratification
look quite good. The irony of the President and Congress espousing
this cause when agreeing on a record deficit for FY83 has not been
lost on the media (exemplified by the enclosed cartoon). To

become effective, a constitutional amendment has to be adopted
within 7 years by the legislatures of three-quarters of the States.
In the near term, it can therefore be little more than a statement
of good intentions. The effect of the amendment would be to
require balance except in time of war or if a 60% majority of both
Houses decide otherwise. In practice, it would thus only have a
limited capacity to curb the deficit in any year when there is a
political consensus that a budget balance is impracticable.
Congress of course already has the power, if it chooses to exercise
it, to control the federal debt ceiling.

13. There has also been some public discussion of the idea of
substituting a flat-rate personal income tax for the present
progressive tax with its complex system of deductions. The aim
would be, by eliminating the deductions, to set a flat-rate tax
at a much lower rate and thus accentuate the incentive effects of
the Reagan tax cuts. The general reaction has been that, while
simplification is certainly desirable, it is doubtful whether
Congress would be prepared to tackle some of the more politically
sensitive deductions, e.g. that for mortgage interest (which here
is still unlimited). There is of course no time for any such
legislation this year. Whether it will be seriously pursued next
year will depend on the tone of the intervening Congressional
elections.

14. Another major issue which will now have to await the next
Congress is the restructuring of the social security system. Some
changes will be necessary to assure its continued solvency, but
this thorny topic will not now be considered until the report of a
Commission is available at the end of the year. Whether the
Administration will then have the courage to modify future benefits,
along the lines of the proposals which occasioned Reagan's first
major defeat last year, is often cited as an acid test of its
determination to achieve a progressive reduction in the federal
borrowing requirement.

15. The appointment of George Shultz as Secretary of State has of
course stirred up questions whether he will play some (unspecified)
role in economic affairs, and also whether there might be an
economic overlord of the kind that Shultz was as Treasury Secretary.
So far, this seems to have been mainly journalistic speculation.
Shultz is likely to have his hands full as Secretary of State, but

/will
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will no doubt take a particular interest in international
economic matters, on which a new inter-agency group has just
been set up with Regan as Chairman and Shultz as Vice-Chairman.
On the second point there is no evidence that Reagan wants any
economic overlord other than himself. 1In spite of his early
protestations that he intended to introduce real Cabinet
government, decisions still seem to be concentrated in the White
House. Perhaps for this reason, the Administration seems to be
finding it difficult to keep people in some of the key economic
jobs. Those who have resigned, or are reported as intending to
!do so, include two of the three members of the Council of
Economic Advisers (the Chairman, Murray Weidenbaum, and the

‘monetarist Jerry Jordan); the two leading supply-siders at the
Treasury (Ture and Roberts); the two top economic officials at
'State (Rashish and Hormats); and Anderson at the White House.

‘Regan and Stockman remain, but Stockman has faded very much into
‘the background. It is the Congressional leaders, particularly
Republican Senators like Domenici and Dole, who have attracted
more attention in the last couple of months since the President's
own budget was formally rejected, and the initiative in producing
an alternative has passed to the Congress.

: /glm Ahan

(J Anson)

Enc: Cartoon.
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Chancellor of the Exchequer,
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Dear Sir Geoffrey,

/7/4,.,.4@ NMo.if
bogrr s

23rd July, 1982.

FINANCE HOUSES ASSOCIATION

I am sorry to burden you with a copy of my long letter

to you of April 13th 1981, but as I did not get an acknowledgement I
have always wondered whether in pomt of fact you ever received it.

N

I am prompted in this action now by the references in

the newspapers to the representations that are being made in respect
of a relaxation of H.P. controls, but more especially by the fact that
I have seen it announced recently that British Leyland propose to
contract their dealerships still further, leaving more showrooms
available for the introduction of foreign makes.

Perhaps I should add that in our Group we are the Main

Dealers for Mercedes in Cardiff, so that the proposals I have in mind

wouldn't exactly be in my own interests.

I know that the proposals I

have made probably offend GATT, but have the Japanese ever worried
about that when planning their invasion of the European market.

With apologies for bothering you.

Yours sincerely,

|

CHAIRMAN

REGISTERED OFFICE: 31 WINDSOR PLACE, CARDIFF CF1 3UR COMPANY NO. 361131,

THE CARLYLE TRUST LIMITED

—

REGISTERED IN ENGLAND
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23rd July, 1982

The Rt. Hon. Sir Geoffrey Howe, QC., MP.,
Chancellor of the Exchequer,

11 Downing Street,

London.

S.W.1,

Dear Sir Geoffrey,

FINANCE HOUSES ASSOCIATION

In the annual report of the Finance Houses Association, published
recently, reference was made to the desirability of there being some
relaxation in H.P. controls with a view to stimulating the motor market,
which is now in a desperately tired condition.

This reminded me of an idea, that I advanced some time ago,
for combating the mounting menace of the foreign penetration of our
motor market. The possibility of this penetration continuing to rise well
above 50% positively alarms me.

Ironically enough, to no small extent, the sale of foreign cars has
been helped enormously through the foolish policy adopted by British
Motor Manufacturers in the past. I suggest that without a knowledge of
this early history it is not possible to appreciate fully why foreign
manufacturers were so successful, nor indeed why we actually helped
them to that success.

Some years ago the Ford Motor Company decided to concentrate
all retail sales through their main dealers, and accordingly they cancelled
retail dealerships that were within a radius of five miles of the main
dealerships themselves.

This policy, dictated from Detroit, was really quite unsuitable
for the U.K. market. Moreover, it threatened to put out of business
many good retail proprietors who had established fine showrooms in
prominent positions.

The retail dealers who found their Ford Agencies cancelled in
this way moved over to British Leyland products wherever possible.
But British Leyland ran into general management problems, and in an
effort to strengthen their organisation recruited a number of Executives
from the Ford Motor Companv.
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These gentlemen, I think, felt that what was good for the
Ford Motor Company ( and it seemed good at the time), would also
be good for British Leyland, so the latter then introduced the same
policy and followed the Ford Motor Company in cancelling its own
retail dealerships within a radius of five miles of their main dealers.

In desperation these abandoned retail dealerships turned to
foreign manufacturers, who found the doors wide open, with splendid
representation readily available in many prominent situations in almost
every town and city in Great Britain. Had it not been for the policy
pursued by Ford, and then by British Leyland, the foreign manufacturers
would have found their sales and penetration problems much more
difficult.

As it was, the facilities for attacking the British market were
there ready and waiting, with the owners of those facilities anxious only
for their own survival.

Accordingly, it has occurred to me that if any relaxation of hire
purchase controls excluded used vehicles of foreign manufacture, the
| attractiveness ( for example) of a Japanese car would disappear overnight,
ff as the part exchange value would fall dramatically. As it is, there is
]

| N
!
|
i

|

| a growing tendency for private motorists to move over to foreign
manufacturers because the cars are sometimes better made, more reliable,
and even cheaper. Only when it comes to spare parts and repair work is
it found that there is any disadvantage.

As the vast majority of used vehicles are purchased by way of hire
purchase the absence of this facility in respect of foreign makes would
cause their value to slump, and that slump in used vehicle prices would
have a dramatic effect on the new vehicle sales of the foreign manufacturer.

' Perhaps I should add here, that I have considerable past experience
of hire purchase, having managed among other things ( before my
retirement in 1978 from the Hodge Group ) the sixth largest Hire Purchase
Company in Great Britain. In addition, my former organisation sold
very substantial numbers of both British and foreign motor cars, also
owning four Main Ford Dealerships and the British Leyland franchise for
South Wales.

It seems to me that my simple idea, and it may be too simple of
course, would effectively control imports without the imposition of any
kind of import control at all.

Certainly, if any relaxation of hire purchase controls specifically
excluded used foreign makes - from the relaxation itself - it would be
of tremendous help to British manufacturers.

.+ « o Cont'd.s.
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OM: E P KEMP
26 July 1982

cc Chief Secretary
Financial Secretary
Economic Secretary
Sir Douglas Wass
Mr Burns
Mr Middleton
Mr Quinlan
Mr Dixon
Mr Allen
Mr Monaghan
Mr Norgrove
Mr Ridley
Mr Harris

YOUR SPEECH FOR TOMORROW

Here is a revised version based on indications which Mr Kerr gave me this

morning.

2. One or two points. First, we have available a more detailed description

of current SEMs if you want to include it (paragraph 33). Second, we are
thinking of how best we could demonstrate what £350 million -~ 1 per cent
of the public sector wage bill -~ might buy, and how best to give force to
this point (paragraph 4@. Third, there is no discussion in the present
draft about cost of unemployment, though I would specifically draw your
attention to paragraph 37 and 39 which by referring to the net cost of
measures implies that at any rate in these two particular cases we do
know the difference between net and gross. Fourth, there is no mention
as such of the Laygard scheme, though we have available three paragraphs
if needed - however it might be better to leave this to Mr Tebbit to deal
with on winding up if it is raised in the course of debate. Fifth, we
could have a paragraph available on the Atlantic Conveyor, but this I
undertand depends on the matter actually being satisfactorily settled
before tomorrow afternoon, as well as on whether or not you want to
mention it. Finally, we could not find a place in this draft for

Mr Kitcatt's piece on local authority capital underspend (as revised by

the Chief Secretary) but it may anyway be best to omit it.
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%3+ I have left the conclusion to the speech as they were drafted for the

Friday version; you will want to consider this yourself.

L. Mr Norgrove has put to you separately an updated set of general briefs,
including a note on the cost of unemployment, a note on the PSBR undershoot,

and a note on Sam Brittan.

5. Mr Norgrove is putting to you a form of words for a Government amendment
to the Opposition Motion, which we have agreed at official level with
Department of Employment. The main question you will want to consider,
however, is whether you want to put down an amendment at all or whether

you just seek to get the Motion defeated.

E P KEMP
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SECOND DRAFT 26 JULY 1982

CHANCELLOR'S OPENING SPEECH CENSURE DEBATE
TUESDAY 27 JULY

Part 1 - Introduction

[ General scene setting, if any - possibly refer to
41 months since Budget, alarms and excursions else-

where - Falklands, Security, terrorism, etc. ]

2. Glad to turn to the economy. But sad because
main trigger for debate are last week's unemployment
figures. Agree whole heartedly about seriousness
of problem. No difference of opinion in House

on that.
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Part 2 - Unemployment

3. Facts clear enough. Cannot pretend this is

a problem that has just arrived. Been on upward
trend for last 25 years. Average around 300,000
1950s and early 1960s, 500,000 in late

19608, 800,000 in 1972 and 1.4 million in 1979.

Now %.2 million.

k., Causes. Statement of the obvious, unemployment
arises because no one wants to buy the goods the
employed person used to produce. Called competitive-

ness. Why has competitiveness declined?

5. Well documented; inflexible adherence to
outdated and usually restrictive practices by

both management and unions and blind to need to

f\makb necessary change. Led to overmanning -

bl

S
so~called '"hidden unemployment' - where no real
—

job existed bﬁgwéﬂiﬁgs appeared all right and
management and unions reluctant to make painful
but necessary changes. Same thing on a larger
scale went for successive Governments; well-
meaning efforts to deal with problem were merely
tinkering; just put off the evil day and were
ultimately counter-productive., Notable example

of this in steel industry.

2e
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6. And over and above all this, excessive pay
rises. Paid ourselves amounts unjustified by
productivity improvement, or the real worth

in the customers eye, of what was being produced.
Between 1970 and 1980 money demand increased by
more than 300 per cent, but real output by only
1/20th of that amount. Individual people in
work may have thought they were better off -
indeed were better off personally, at least

for a time, unless the workers own job was

threatened, as was often the case.

7. Result; loss of markets overseas and
increased import penetration. Inevitably the
case when major overseas competitors are more
efficient and cheaper than we are. So people
stopped wanting to buy our goods, so our goods

stopped being made, so unemployment went up.

8. Repeat, been going on for a long time. Not
fault of any single Government. Would have

hoped that RHM would recognise this. After all,

it was the Chancellor of his Government who
—— — == = =

coined the phrase ''confetti money'.

N
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Part 3 - Basic prescriptions

9. Follows that if we are to get people back
to work must recapture markets so that people,
home and abroad, want to buy things we can make
in preference to buying them from somebody else.
Not necessarily the case of recapturing old lost
markets; should be opening up fresh areas, both

geographically and product wise.

10, To do this, must improve competitiveness.
This means lowered real costs. This means
greater efficiency, greater productivity, and

above all restraint in wage settlements.

11. This is necessary not just so that British
goods produced can compete on price, but also
so that industry's profitability can be

——————————

restored - note 2% per cent in real terms
-_— =Y
in 1981 for non-North Sea companies compared

i

with 11-12 per cent in mid-1960s.
\\

5

12. We all need to promote new enterprises,

and expand bridge-heads.

13, This needs control of inflation, lower
interest rates and control on public spending

so as to ease tax burden.

14, People still want to have something for

nothing. Within responsible economic policies

L,
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can only have lower interest rates and lower

tax burden if public expenditure is curbed.

Yet people [RHG], CBI, and others want lower
rates

interest'and lower tax and more public spending.

[ Wish they would tell us how to work the trick.]

[ Must have more mirrors than a fun fair.]
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Part 4 - Overseas

15. Whole problem made very much worse by
being tackled at the same time as the rest

of the world is obliged to try to do the same
thing. To some extent all major powers been -
experiencing difficulties - inflexible labour
markets, failure to adjust to two great oil

price shocks, and so on.

16. Other countries have their unemployment
problems too. Unemployment rate in UK is 123 per
cent and?gther major 7 OECD countries, about 10
per cent in Canada, France and Italy, close to
that figure in USA. And in many other countries
unemployment now rising more rapidly than here.
In year to May, unemployment rose by over one-
quarter in US and two-fifths in Germany and

Canada, compared one-sixth here.

17. Now generalcomsensus - OECD etc - about
how to tackle problem. Responsible monetary
and fiscal policies are required. And indeed
mostly adopted; most other countries have
not been trying to "solve'" unemployment by
reflation. According to OECD, about half
Mo ,
have ?933 putting gx??nditure anda similar
groportion have raised t;xés; ééme hﬁ;e done

both. Germany and Netherlands public expenditure

and borrowing cut, and these countries like UK
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now enjoying falling inflation and healthy

balance of payments and current account suprlus.

In the United States see what happened where
necessary measures not yet satisfactorily taken;
inflation performance good but interest rates still

very high because of the fiscal deficit.

18. Most striking of all, France. Enthusiastic
socialist Government goes for reflation. And
then has to see the light. French Government
now introduced package of austerity measures
including shelving of many public expenditure
prospects, a four-month prices and wages freeze,
and cuts in planned spending on social security
benefits., Foretaste of what we would see here

if some of RHG's proposals implemented.

19. All this buttresses our own analysis.
e i — = - .

Our policies in line with international

consensus and individual case studies show

international consensus right.
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Part 5 -~ Where are we going?

20, Signs of gradual recovery in the economy.
Industrial production three months to May

3 per cent higher than underlying level in
Spring of 1981. 1 per cent rise in production
in May may be first indication that hesitation
has come to an end. Longer leading indicators
rising strongly. Most outside forecasters
look for growth of 1 to 1% per cent this year
and 2 to 2% per cent in 1983. Of course
uncertainties, notably in world econom<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>