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MRS THATCHER

The Chancellor's Package

I have foreborng from bombarding you with paper about
this since the newspapers lave done their best ta keep us
Fed up with a steady flow of ever—changing information.
Howewer, you may find it helpful to have the attached background
notes from George Cardona and the following rore general
comments before the Chancelior makes his statement and before
the Shadow Cabinet considers what he has done,

Economic Appraisal

I start ofF by assuming that the Chancellor will, as
videly foreshadowed, propose for the Ffinancial year 1276-7:
—
(a) spending cuts of some E7 billion or so;
—

{b) Financial savings of £250-750 million, composed partly
of sales of BP shares, nigher charges {e.g. for council
houses) and higher indirect taxes - or a selection from
these:

(e} some larger cuts in 1977-3;

(d) adherence to targets for DCE, and possibly the money
supply or borrewing requirement as well,

I would Purthermore assume that he will announce that talks
will take place in the new year about arrangements FOr re~
deploying the sterling balances, but that he will not be able
to promise any firm commitment from cur allies towards the
introduction of a new scheme,

romde We have to ask ourselves first whether such a package is
M"""“‘ likely to be Adequatq. Given that the cutside world wishes us
F'r 1o pursue a tough moretary pelicy and to get on top of inflation
. as quickly as possible, the smaller the spending cuts the
Ll greater the crowding out pressures in the Financial markets.
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On the whole the outside experts seem to think that money
savings of the order of £1} billion net or so should not
bring about undue competition for personal savings next year.
But this is, of course, largely because borrowers have been
$0 badly crowded out ajpeady that they are unlikely to seek
Further punishment and will limit their demands for funds
severely. I conclude therefore that there is no great
inconsistency or incoherence between the likely size of the
monetary targets and the spending cuts which the Chancellor
and IMF will have agreed together; but that these targets
will together go hand in hand with a very depressed rate of
economic expansion as a result of the errors of past years.

The next question is how Far the size of the spending
cuts {as cpposed to increases in revenue) is adeq uate. At
this point it is important to stress how little we knov about
the size of the relevant magnitudes next year. My own
suspicigrion, oft repeE‘EFd%‘ﬂEE. € we shall onliy be tolid
about a proportion of the total reductions which the Jovernment
has effected in the plans it laid down in February and July
of this year. If the cutz in reality amount to something in
the region of £1} billion, then I think we can be reasonably
satisfied. Clearly the more effectively the Chancellor takes
action to resuscitate the private sector ar the same time as
he restrains the public sector the greater the case for public
sector restraint.

IF paat experience is anything to go by the composition
of the Chancellor's economies will certainly afford us grounds
For complaint. we are already well avare of what he intends
to do to the defence budget. In alli probability he will
already compound the errors of the July measures of this year
by making still Further economies in capital investment yather
than restraining expenditure on current account.

Confidence

*he crucial question in the short to medium run is not
vhether on any cvbjective analysis the measures are sufficient -
in reaiity there is a wide margin within vhich they coulé meet
that criterion. What iz far more important is the
mﬁ_:nmmwmnmugnﬂdgpgg- Here my belief
ig tnat - accidents apart - the package will be well received
initially. The principal reason will be that the rest of the
wrld sees us at last in the hands of the International
Monetary Fund and unable to pursue an economic policy of our
own for some timg. However, this reaction could be quite
short lived, TF the response of the Labour Party ig one of
hostile or growing disunity, then external opinion will naturally
turn sour before long. IF, furthermore, it shoud become
apparent that the Govermment's policies,and developments in the
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economy should make 1t impossible for us to meet the IMFP's
targets, then one can expect confidence to ebb. Finally,
the announcement of a series of discussions about sterling
balances can only help. Whether it will account for much
by nov is difficult to say, but my own feeling is that it
will have been largely allowed for already. There could
easily be little more i’oy to be extracted from this story
until or unless a genuine renewal of something like the Bale
agreement of 1968 can be agreed with other countries.

The greatest threats to any lasting strengthening of
confidence must be:

{a) the Fact that the Chancelior never seems to do as much
in any mini-budget as he knows he ought t¢ do;

{b) the quite technical problem of sustaining or
q -

alned i ing on the present exchange rate wvhen a monetary
policy¥acts as a very strong attraction to overseas
lenders

Since the ¢osts of yet another Failure must be very wigh while
the costs of erring on the side of Yover Xkill™ are small, we
can certainly criticise the package for its modest scope if

it is anything 1like it is expected to be at the moment. 1n
general terms I think it would be unwige to 3ggule that the julbe
reaction will definitely be bad = qualified anxiety should be
the keynote.

What line we might take in Parliament

My own feeling is that our reaction to the package should
be based on the following six points, three positive aad three
negative.

Wa veicome (1) the fact that the economy nas returned to the
embrace of the IMF. That was the only way
that Labour economic policy could be made to
work at all under Mr Wilson last time. It
remains the only hope while Labour are in
power today.

(ii) The Further conversion of kr Callaghan and a
few of his Ministers to our views on the
importance of restraining public spending,
preserving a disciplined monetary policy vhile
avoiding crowding out{e s Lt B totnmest Jrms o).
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The
(i) The puhlicly snncunced ~ and; hidden - cuts
in public spending on which the Government
are embarking.

But we deplore
{iv) The absence of the degree of "over kill®
needed to ensure that the country does not
Plunge yet again into a sterling crisis
wvithin 2 month or two.

{v) The composition of the economies which the
Chancellor has proposed.

{vi) The almost total absence of any efPective
meaguras to reguscigtate the private sector.

I have a strong Feeling that wve would bpe ill-advised to
Formally opp the Gov t in the econcmic debate next
veek, I =engse that to do 830 so shortly after your recent
speech on devolution will seem excessively aggressive and will
imply rather strongly to some people that we in practice will
oppose wvhatever we can whenever we can rather than adher:
to the admirable principhl oF backing the Government when it
carries out the right policies.

Adam Ridiey

Copy to: 8ir Geoffrey Howe



