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SECHE'L' AND PEl/SONAL 

UNTH 1+ pm 1 5 NOVEl"lBEn , 

'J'HEN UNCLASSIFI ED 

A 1 HECENT 110N E~.'Aln DEV HO.Pi'lEN 'J.'S 

f actuA l 

I z.... A1 

1. fl'1::> c;rcvl by 2,)b in bankinc; Oc tob e r (figures published 2 . ::;0 

pm today). Bank lending was ma i n e:Xllansi.onar y factor (inc reased 

by £1* billion ). 

;:> . In .['<.JUI' f1On];hs c;ince mid-J une , iTl) r;rovm at ann ua l ):c.t,]:,,[ 

j us~ over 1L~~ (1 4 .• 2~Q) , i e above 7-11% tnr~ct ran3e. If al.J.o~0n~8 

made fo!' take-up of a(;'·c·pt3nc.csoLi~;si.dc ban~:i!!.E sector, underl~/ing 

r:;ro ,:.rth sone\·!h a t higher . 

3. Details of r ecent devclopments in Annex . 

1. IJutest :,~iGLlr8s Su.Cf;est takinG longer than huped to br~1! ~ '.1..J'.-ln 

money supply e;roi·!th fro:n r:'ttA inhp.ritcd but ;'o'/crnment dC'Gp.J'l:iincd 

to br.ing bac.k \·rithin target ran G8 . 

2 . £:xce':s c r o .. ~th larf,cly due t o e v r
. - , h.i ::;h c r PSfll, th:IJl c:-.pu; tcu ill 

Lirst ha lf of ye a r fi nd susta i ncd g l 'OI·; th of t; " llk l e nd jq~. 

3. Can expec t some slowing i n £,[-13 e;row th . Bud Eet measures 

reducing the PSBR will take effect in second half of the year . 

. Further r eduction from brinGin g forward PR'r due dat e . Bank lep-dinE 

gr owth should ~odLrate with lower ~ctivity , and interest r ate 

increases . 

defensive 

1. BankinG October : 

(i) Bankia('; Oc tob e r f igures swol1 e1' by a number of distor 

tions to normal financia l f lows . 

( ii) CGBE in banking Oc.tobor affected by delay s t o SOIl\ ( ' [' , 'cei pl S 

from h i gher rate of Vide ; expected Jow (CUR rnc~il t no 

receipts from part paid gilts were planned . 

(i i i) Hj.gh demand for credj.t i.n banking October following 

s mal l risA in banl:inc; SeDtcc!bcr, S'pec :lill fac tors operiJti~![': 
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otller way a lld tetlding to increase l e ndi.ng in Oct ol>er-, eg 

encl.ing of' ellgineer'ing strike; al s o imp a ct of' til X reba tes 

on cOnlpa nies ' cds h flow. 

( iv) OutflolVs across e xchanges fr om lion-bank pri vllte 

s ecto r', as ill other ['ec e nt month s . 

with exchange control rel~' xatjons. 

Probdl,ly associated 

(v) ~il g!'o\\tll s ;lb " UJnti.u J (3.;; '~" ) bllt I'ise in Int e l est 

hl'iJr'.ing S i;J:tlt deposits fiCCOllllt{~d ['or' II111 c li of j t; po ~:s .lb1.y 

a~~()cia l ed \\i l.h funds (J\\'(Jj ting- longe r' t e rm j nv(:,st ;~ leIlL. 

2. C:ovC'r'nil lc l.!~2.1·! · Q '.':ing : PSPJ{ e xpect e d to he higher in 

fjr s t half' of yC<I I' ; anel s\\oli.cn furlh c!'" by i'O strike (prInk p l f e rL 

about £1 bill ion ) <;11(1 u e .l.ays in VYf col :eclion , r. r'e;lter pa rt 

of short ra l l l11~li!::~ ~.~ ood if! . ~ (~ C()lld 1 .:If. \\hell ,; l s o c\pect rc c ~~l r!ts 
pu!Jl lc e;',perlGJtul T j'(; cltlction", 

fr oln higil. c: {"' r· CJL,~V.\ T/(:lIIU oene fit from lJril lgjllg rorw8 ·~'j rJl\.T U1JC d;) tc. 

3. !l onk jC ll(J ill'_~ : i(ema.illcd s trong , s illc e t,cgillni.ng oj' .l"'u' 

(inc l'C3 5C (1 ilbout \:700 m.ill.ion in l Hst j IIlGlilhs) • . .; rf e cl. ,· d ill 

so me monchs by special filctors , but e"pc ·: t Incr·e;.' ,; , : " :.::. :TIod '.~ r"te 

not l east as [l r-e s ult of higller inteles( raL es Ulld 1 01'.'e l' dCLjvity. 

But tj min~ difficult to predict. 

1,. ;:.'ls_cep~oflc e s: l;ecognise underlying gro\\t h in bank-typ e: 

cl'edit unde[' sta ted by publishe d fi gu re s . 5ubstillitial Lake- up 

of vccept;;rtc es OULsi:jc bani<i.ng sector(i:l.l bn in l ast 5 Ili O;t tJ,s) . 

A side ef fect of 5S]) sclleme ( sec' "I; paratc t.1'j e f). r\ct.ion to 

preve nt l eaka.ge woul.d be countel'pr'oductive - forc (: credit i. llCO 

morc d cl!: ,<lg ing and hidd e n channels. 

5. Debt. sal es : 5ubstalltial sales until Septefll ber . S8 l es 

affected by rn ;. rket Iincer'tainties. Receipts in hanking 

October' affected by lack of p 8 rt payments in 8IlU c i[ .. at..i.on of 

1 0,,· C(;llH 81ld s ubs tanti a l recJ cr;, ptions and buying in of n e}.t 

rn~ltuI'Jtiese 

6. E>:chnnge contl'oJ;2.i2.2l.!.U~: Net e ffect on rnclnct;,ry ;.; I'O,,·th 

di rrjclll t to ass e ss but likely to be srnn ll th i s yCill' ( se (, 

sc pill'a ee hI' i e r). 



' RECENT J:CJI;ETARY DEVELOH'JEHT,S 

I. Mone tary Grm,th 

CGBR 

Purctases of central 
e;overnn:cnt debt by non bank 
private sector ( increase :-) 
Gther Imblic sectoI' 

Sterling bank l endinG to: 
private sector 
overseas 

Dei: 

i<;xternal and forci c.:n currcI:-:''Y 

Be,nkine; 
Octoher 

+O . OLf 

- 0.62 

1.24 

finance adjustffiGnt -O . lfO 

r-:et non cier.:osi t 
liabilitie~ e t c. - 0 . 09 

~ 2 . 0 

Al ANNEX 

£bn 
oeasonally adjusted 

Banking J uly -
Bankine: October 
--c4~ month s;-

3.65 

- 2 .0 2 

- 0 .18 

2.48 

C. C" _ __ J:.. 

:; . 98 

-1. 28 

-0 . ,~1 

2.39 
4. 5 

II . Curr,ul~J_~vc £'0- "I'm-I tt! (at an annuCtl rate in tarr-et ;:-- e rioc~: 

Targe",<

'7-115'. 
(ar.nual rate ) 

Bonk - ri' .Lenulng 
Acceptances 

Total 

Aye rage bank lending 

August 

11.6 

July 
0 . 4 
0 . 1 

0. 5 

to privat e sector , adjusted 
for' bill l eak 

banking months % 
Sentember October - - '--

10 . 3 14 . 2 

AUf;ust Sertember 
£bn 

Octorel,' - ----
0 . '7 
~ 
'1. 0 

l ast 6 mO:l+;hs 
£900u 

0 . 2 
0 . 2 

0.4 

- ---
1.2 
0 . 2 

1 . 4 

last 3 '1l':mth s 
f<j20m 

L 



SECRET AND PERSONAL UNTIL 16 .00 ON 15 NOV EI'1BER THEN UNCLASSIFIED 

A2 I) 
A2 MONETARY TARGET 

Factua l 

1. Objec ~ive remain:3 to l'e d !I(: C ln oflctar~' 

rcd llc j" ." illf[;Jti o ll 

;.; ro\\th t)s ke.y f n ctol~ in 
wi th progress i v e r eduction of target range. 

2. Pre s ent tST[;et period extended : £M3 'varget nov! '/-11% (at 
annual rate) to a pply f rom mid June 1979 to mid October 1980 
(16 months ). 

3. Growth of 7-11% fo r \'1hol e period implies substa ntially 
laWle r raCe ov eI' next 12 mont hs - -I.I, ~,. 

If. Target to be rolled forward again in IludgeL. 

Positiv e 

1. Keeping £r13 growth within t ar3et vital ~o i mproving i nfla tion 
and prospect for revitalisation of industry. 

2 . Ke ep ing s ame base avoids building-in r ecent .;xcess gro,,!th 
(ie avoids ' base dr if t ' : to rebase on O.:; tobGr 1979 wouJd be l ess 
re strictive since £}13 growth to mid October a bove target :::-an[;e) . 

3. Targe t allows us to offset r ecent rapid growth over reasonatle 
p ex' i od . Grm.,rtr. at middle of l'ange (9%) over vlhO::.f· 16 month . ., :'.fuplies 
7 . ~% mid Octobe r 1979 - mid October 1980. 

4 . Frovided private sector exe r cises restrajnt in P&~ b 2r~oining, 
expect room ',Ii thin target for necessary finance for indusc:cy . 

Defensive 

1 . Lower tarv,et : To reduc e target now would be unnec~ s sa:ily 
restr ictiv e ; new target implies sharp deceleratlon. Stlll lntend. 
to reduce target j .D longer term. 

2 . Hi gher target : To b e l ess r estrictive would be contra ry to 
commi truent to progr;;ssi va deceleratJ.on :)f monetary gr owth . An 
increase in infla ti on \fould be much m(!~'e d.amaglI!t5 to lnvestment 
and groHth . 

3. Turnaround excessiv~ : }Juch sharper swi tch achieved in 19'16-77 
j£!'13 grovith in 6 months to mid November 1976 was 15% a t an annual 
rate ; in follOl'ling 6 months just 1%7. 

4 . Med~um term targets : 
more precisely longer teI~ 
term financial plans). 

Chancellor considering whether to formulate 
ob j e cti.ves (see s eparate brief on medium 

5. _Too complicated : No, simply applies t o long er p eriod. 
Nece ssary t o avoid base dr i ft . 

6. Other agFre~Btes : We monitor and take account of movements l.l1 
othe r measures of money supply and. liquid.i ty . Additional targets 
\vould overconst:.:'ain t he system . £Ii'.i has a number of advantages as 
a target and is vlell understood by markets . 

7 ExchalFe cort .;:'ol "lakes £M2 les s relevant : Not necessarily, 
\0'5.11 rao~'i t o~-" dev,c-l opment sand recoJlsi (ier appropria te defini tions ',j' 

L)ut 

and Nhen ne cessar;t .. 



SECTlE'r AND PErl::;ONAL UN'rn 12.30 PH ON 1 5 NOVElWEll. 

A3 INTE}{EST HA'rE::; (including implicntions fo r building [;Ociet:le fi) 

factua l 

1. Bank flnnc~;',~ed at 12.30 to<13y incr f)ase in !'iI,f/ by 3~S to 17-,~ 

from today . 

2. Bank statement also [~ave dc t cils of roll forvJar(l of ::;SD 

schr:me and fOrClllw.dm/ed statement this nftcrnoon ( see sep;:n:'at e 

briefs) . 

1.. ..:.ncrensc d C IIJ O!l.SLI .. ;)tE.'S (: n\'crnillt~nt' s dctc rmj fl , j t 1011 LO brj n ,.~ 

Recc; nl jnc r cD scs jn m;l f' kct rates 

A3 

16 

,n0C1ey supvly Idlci c ;' contf'l'l, 

I'cflccr [lOLl'; tic (cl.o!Jftlcnu: i ll 

in inLl.:J "es t ['(]LCS o\" C' r Sl! 8 S~ 

\'I'tl '<c "HCgotj c. tt ons ~-+m:Dg!.~neraJ j n CI'C~;ISC 

2 . Hir;:'1 r: .. or.lir.;:~l.:. rat es of int r::r:.,~ ,; cssent7.al , given present rat;f~ 

of inflation , to 810 .. ., der.~Eir!(~ for credit . 

3 . Increase will 

l endin~ . Reflects 

obj ectives . 

help brine; Cl(,':ID ::,,=cent riJpid grovlth in ba-·.k 

Government ' s determination to mect monetary 

4. Future interest rates crucially denendcnt on future inflation 

and earninGS r;ro\lth . If progress In reducing inflation i s slovlCr 

than expected then would not hesitate to tak", further fisca l or 

monetary ac tion required. 

defensive 

1. pui'd in~ societics : Recent rises in market rates wil l 

i nevitab l y put some strain on societies . . IlIlpuct w.ill de pe nd o n 

s ocieti e s' rCBc tio LIS to efrects of pa c kage. I\JOIICY ma l' ke t 

"eo sepurate br .ief fOI' .impac t 01' lIaljollal sd \'ings 1Tll' ''~ ur (·s . 

2 . E'utu",'2.0 mor"LC;iure re.tes : li8tter for the societies. The 

decisions \-lill doubtlcss clepc>nd on hOI-! long higher interost ro t e" 
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17 
last, which in turn depends on pror;rGss in restrainin(,; £11 3 (,;1'o':l(;h 

and reducing inflation. 

3. Lower rates: As factors boosting monetary growt h fall away, 

should be possible to seG 10wGr intGrest rates. Timing of f all 

~ii ll depend on external ond internol deve lopment s , and \"Ie will 

want to be sure monetary grovlth is under control. 

l~. Still h jr:h"~at"s_ : nLR risG i -s sufficient to meet presen t 

situation . 

~)'" .?xchanp; 0. r:)t0 : I:1c rea se irl int crc ct rates r. F;r:: de(l~ '-rn lnter ne l 

[rounds. Ovcr sG u:J int <;:1: ~~ [; t r a tes 8.180 risen , the refore ma. J be 

l ittJ.e net iv,pact :m excf!:>r.ge rales . 3ut i.m~hLcked expan,aon of 

dornestic credit \\'ou1d hevc put pres8u:re on c~<8hDTl C~ G r ate in 

lODG(:r term . 

G. Industr71 ~l~l':-) inV8GtY:1ent: Hicher in t erns t r Dtes m:rr have !) Of.:8 -- -- . 
impact or: activ i ty , and ~lill add to conpan i p. s ' costs . But sur,::: ,", 

in rate of inf J. atj.on would be 7nore d a~a€in~ to output and ~~pJ. oJ~~rt 

7. Hi~h ~nterest rates 

del;land f or credit and reduce mon~tary gro~ th . This helps to 

reduce inflation. [For refe!'cnce: inc!'ease of 1~'; in , 'o)'tgage 

rate adds .::% to RPI. J 

8. U-turn : No , Government rema il1f3 deter::: ined to brin [j money 

su~oply under control. III time , as }r,[ -'_at;i on come s daHl} alu public 

e~)enditu!'e is restrained, this should be possible wit h lower 

interest rates. ' Consistency and continuity ' about policy _ 

? 
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IN'fEHlIST Rl\.(r~s : REGEN 'I' lJEVELOlr.ElITS 

1. SterlinG Rates 

1979 

25 I'Jay 

29 June 

27 July 

31 Aug 

28 Sept 

19 Oct 

26 Oct 
;:> ~:!ov 

9 1:0V 
14 l,ov 

2. U c~ .., . 

28 Sepe 

1 9 Get 

26 Cct 

2 r;ov 
a Nov 
1LI Nov 

Clcarinp; BrlIlks ' 3 month Gilt Yie lds' 
1'1LH Base nate InterbanJ, S ;years 10 years 20 years 

12 12 

14 14 

'11+ 11+ 

'14 11+ 

14 14 

'14· 14 

14 14 

1l~ 11t 

14 14 
11t 11+ + 

Rates 

3 month 
:r~urodollar 

127/8 

147/ 8 

1513/16 

1511/ 16 

15
11

/16 

1 5 

1113/% 11.4 11 . 9 

'14 1/'1 G 12.3 12 . 8 

1Lf '1 2 . 4 12 . 3 
11j5/16 12 .1 12.3 

14 1/ 13 . 1 2 .2 12.3 

11+ 12.6 '12.9 

143/ 11 "" 5 I:;. 13.6 

'143/4 13 .3 13.5 

155/ 8 14.8 / , It ') , .. 
1;;;1/1 6 15.4 14.9 

'on nearest convenient date 
(for 11~ Nove~bel' , on that day) 

+ except for nat '"test, at /15-2% 

3 month Covered" 
lnterbanlc differential 

11+1
/0 

11, _7 /~16 

" ~ 

-1 4//4 .. 7/1 6 

143/L~ _1/4 

155/8 
'1 

+ 'IS 
161 /16 + 1/16 

12.2 

'12. 9 

12.3 

'12.Lf 

12. 6 

13.0 

13 . 5 

13. 4 
/14 . ) 

14.6 

* - indicates diffe r ential agains t sterli~G 



SECRE'r AND PERSONAL UNTIL 16.00 ON 15 NOV EI'1nER THEN UNCLASSIFIED I Qr 
11.4 

ALI SSD SCHEl'1E AND MONETARY CONTHOL TECHlUQUES 

Factual 

1. SSD scheme (the 'corset ') continued for further 6 months. 

2. Government aware of SSD scheme's limi tations, and do not see 
it as permanent. 

3. Current fjuideline extended to mid June 1980; allOl'Js for 
fu.rth eI' growth O f ' 170 per month in ba!1ks ' interest beaI'ing elig j b1e 
liabili ties (IBELs). Details annou.n ced in Ban k press release 
at 12.30 pm. 

4. Bank and Trea ~ury to undertake issue di scussion pap er and 
consul t" \; i,ODS ',: ::':,;,h tho se most concerned on monetary base schemes. 

Positive 

1. ,Ihatever the control system, main methods of cO£ltrol lliuSt be 
poli c i es on FSBR and interest rates. Other controls no substitute 
f':;r this .. 

2. SSD sche~e despite its defects still some role to play. 

3. Cons ulta t ion s on rno!1etary base control t o assess whe ther it could 
help smooth ::10 ", ,,,t31"; growth or bring about better response of i n t erest 
r a tes to ~:: '~nges in monetary conditions. 

It . Directional ljuidance r emai ns in force: asks banks to give 
priC' i ; r,;; t<.', fina noe for industry and 8xports and , in order to 
ensure trley ,-;an meet priority requin,rnents, to exercise strict 
restraint on lending to persons, propel'ty companies, and for purely 
finan~ial requirements. 

Defensive 

1. Distortions: Recognise SSD soheme and other direct control s 
encourage dev elopment of al ternati ve channels of J:i quidi ty and 
credit - SSD scheme particularly encouraged t ake-up of acceptanrS5 
outside bank sector. Also has damaging structur al impact on 
financial sector. But , even alloViing for this, has effects on 
credit conditions . 
2. ll.d .-just figures : Can only estimate total i mpact of di stort iollS j 
preferable to r emove caus e . 

3. Othe r control s distort: Depends on form of control and hovi 
they are used. No substi tute for getting PSBR and interest rates 
right. 

/+. l'1onetar:r base now : Highly te c:hnical subject wi th wide rang 'L ng 
institutional iltplica t io:ls. Hence need f or consultations . Not 
sensible to introduce before new system ful ly understood and widely 
accepted. 

5. Exchange control : Transa ctions abroad potentially a further 
loophol e of SSD scheme. But h igh sterling inte rest , r a tes olte on 
dema nd for sterling credit whatever 1ts source . Ab1 l 1ty to, get 
t he f unda:::lentals right not sif,ni l' icantly affected by abollt1on 
of exchange controls (see s epar at e brief). 

, 



SECRE'l' AND PERSONAL UNTIL 16.00 ON 15 NOVEMBER THEN UNCLASSIFIED 2 G 
ALI· (continued) 

6. Gui deline still too t ir~ht: Relationship be h/een IEELs and 
£1'13 very complex. 'l'ightncss d'('pcnds , inter alia , on money market 
developments. But guideline r;ro~lth some"ihat greater than targeted 
£1"13 growth ra te. Would hope tha t bank lending moderates sufficiently 
to allow some reversal of d i stortions . 

7. Industry squeezed: 
on pay bargains agreed . 
guidelineS for necessary 

Availabili ty of finance to industry depend.~ 
Providing these are reasonable, room within 
finance to industry. 

8. l'estr:Lct p~rsonal ler.ding: Directional guid'mce remains in 
force. More direct cont r ols ~ould only increase distortions. 
Lending to persons re latively sma ll part of total. 

9. .!,llCT'eaSe HP cont rols : !!P controls have a discriminatory 
impact bet'.:ecrJ indllstries <.ind 'oc1;~:een f::).~ms of c:r'c:-iit; aDd t[~e 
net e" f ect on credi i - gro·.-1tr. "'J \ Id be s(!1'3ll. 

- 2 -



-S IXR ET lJi\T1 L 4::. )fl l' ~, on 
1 5 ~OVE~Jf\U( 1')7'3 TIiE\ Ui\C LAS SIF TE ll 2.( 

n 

B N/\Tl Ci\'\L SAV l \CS 

i) f uc tlwl 

i. The Na tional Sa v.ing~ Balik Inv es tH,ent ;\ccount r r,te .. lill 

he inc r e as e d Of! 1 .lanu,_,ry JC) 8CJ ['ro m l:2!2~;-' to J 5?"'o. 

ii. Th e mllximlllll lloldin,\s limit on tile Retir' emcnt (1 5t h) 

I ss ue of i\; ! t iOfl fJl SlJyjng's Cerlif jcutes \\'~~'(~~ls,: d 

on :1 Lecen,bcl' Prom £700 to U200. The N8tign,ri I s s ue is 

i ndex-- l inJ:r.: (1 and i,s only C1v"il,l\,lc Co tilo~e of' na L.il>lI;ll 

iii. t\ II CII' (1'):,:1) I s slle of "' " tiOIl',J\. Savin,'; ;; Cer'l ij"i ..:;:t ',' c 

\\' i l1 be inLrodllceri in Fe'JrU ,d'Y in pl;Jcc~ oj" the CUf'f' Cllt 

18th I ssue . Tile nc w Issue y.,j 11 he S~) ILl ill Ultl LS of £ i O 

with ,} fli i rdm lJ rn purcl1 ,·s e of £ I f: and ma xj l:1ullI )nC\jyjcju t-Jl 

!~ o ldings of U500 (the same as tile 18th j "S ll t: ). ,\ r.],O 

certjficClLe will incre~lse in YCIIUe to t I C. }) (".vt; r 5 }'e (~ i'S 

( equival ent. to ovcl',;11 com ;lOund i IIt e re~t r;Jt£_ot'_I!L.12',,:: 

t <lX free). Th e grosse d up yield to ~ht' st<J" c, <l . d ~- .. t C 

t aX p"ycl' is 1 1, .75 ~':' . Tlii s comparcs wi til 8.1, ';,.,- or l~. ()";- o: 

grr:ss fo r tile 18th ] ssue . The incL~~~lt~-,,~c, ~- -'::.:.!...'.>~ 

for a £1 0 cert.ificate is as l'ollows:-

End of Yei1 r 

Yea r 

Yen l' 

Yea r 

Year 

ji) 20s itive 

1 : 

2 : 

3 : 
I, : 

5 : 

I nt erest 
p 

50 

90 

ll5 

165 

225 

Total Annual 
£ Y i l'!. d 

J' 70 

1 0 . 50 5 

11.1,0 8 . 57 

11 .. f~-5 9 ,2 1 

11, • 10 13.25 

1 6 . 35 15.96 

~u .YIU 1. (J t c d 
Yield -" , 0 

5 

6.7 7 

7 · 59 
9.01 

10 . 33 

These cha nges are intended to en s u l' e thn t tliese savi ng s media 

remain an attract ,Lve form of inve s t ment fOt' th ee re, ~ onal 

s a ver' th el'eby cn o, uring t hat i\at iUllal S<Jvings p1;,ys a Cull 

p8rt ill f ill <J IIci, II g t he f'ub ,Uc Sectur- BOrTO\\j ":~ J(cquj I 'VII", ilL 

from ou tsid e th e b,Jllkillg sy ~ tern. Thl s \\ill cnable (.1> (' 

Covcr lHlicnt to achieve it~j Inoney su pp l y L(Jl ... ~~ ctS (~t iJ gl' ncr~JJ, l y 

lowcr l e ve l of intcr'est l';lte s t1WI, wuuld u th e r",isc b e Lhe 

case. 
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ii. The s ubst<Jntia1 increa se in tile iloldings limit for 

the ),et i['cJIlent is sue will pr'oYide a con s idef' ab Ly gj'(~atl!l' 

meClsure of protection a~,;dlist the effects of' inflation 

for th e savings of the section of the populatio n 

least able to protect thems elves. 

iii) defell s i ve 

i. . The iligher ['a t es of inte l est off ered on tile Inv e st-rr,ent 

th e 1' i sc in tt", 

gener(J). l e vel of' llkrkct .i nt el' l'st rilte s ill r (~ c cn t weeKs. 

PrompL act.ion was ['(cqulrc'd to ensure th;,\. the competi t iv c 

po s iti on of' "fltional. Sa vings Wi'S nOl crode(~ thus IP,:king 

it more tl ift'icult for thl' Gov e rn rnl'n t. to achi.l!\,'; iL S IflOf'CL;,t'Y 

tnrgctS f/ 

iL 1 t i s irnposs l bl.e to say how much ;,ddition,Jl it\vestlliC!'1l. 

the ch;:lnges will gC lv.:r'iJt e. The s<ivjng s rnccli zl COflCt:rIiCU 

l ",;-,e gcncrnllypr'oved to be attractj. vc f'orrn8 of investlJ!t.:f, t for' 

sa'.ers and we \\ou ld thei 'efo[' e expect qui te a subs t;; lI t ia l 

r (: s ponsc c 

iii. The exact irnpDct on c0fllpeti ng s avings ins1. i tu t i ",;" 

will d e p e nd on how they react to the movcment in the Ii~o[' k ct. 

rates. The NaUonal S0vi. tu; s changes arc , ho\\ c v C' f', likc~ly 

to re su l t i n some r'eduction ill the ir inf lows. 



SECHE'r AND PEREONAL 

UNTIL '+ pm 17 NOVEl1BER , 

THE.N UNCLASSIFIED 

C ADVArlCnlG COIXECTION~~ OF PRT 

i) fact ual 

ii ) 

At present Pll.T is normally pai.d fo ur munths after the end of the 

6-monthly chc:r[jeablc neriods . '1'r.e proposal is to require , by 

IG[~iclatien, that cenpanies sho111d pake their payment vIith the 

return they already sUD~it two months after the end of each 

charGeable p~~:-;.:)~.. Tncsc pD.~i7nents \'Joul(l 'oR rec~::i ",;cd. at the 

b9ginnin~ of r"~3rch and September . Assessed tax is . and c0ntipues 

to ue , due at the bes i nning of 1';ay ano. l'Iove[;]ber . 

dcf . .:nsivc ------
I'he proposal ':Iill bring the pAyments a:cran5el~en'u s for P2'l' int 0 

line wi Lr t:-:.oc:c ':;hich alread;f operate fo~' the collection of 

ro:pi t i es '-:;y tjl" lJepart!!'.efit of ?:nerGY . 

The !)I',::po;' IJl does not confl i ct \"li t h the assnrances about stability 

of the North Sea f iscal r egime . There i s no change iTl the rate 

of ra; ~ , only i n the arrangements for collection . 

The problem on the PSBR has a.risen in larGe part from late pe;Y" lent 

of telephone bill s or of t ax . I t is appropriate t o correct this 

by a me a s ure t ha t brings for\"lard the t iminE of tax collec tions. 

[ If questioned on lr'iPLIC.I\:I'IONS FOR RECEN'l' BP SHiUE SALE : This is 

a general Ineas ure affecting all oil companies paying PRT J 

iii ) [)ositive 

The 0ffect of the chanGe , which vill be permanent , will be to 
. t' P"'" . t . 1 0 '7 0 °0 l ,'nflO . 1 J . it' 11wre8se ne hi rece1p.s III ,/ ~-() ly ie'f' ;;IJ._ .lon anc e I'cll:>e 

receipts for 1980- 81 by £300 million . 'Dw beneficial effects 

will continue s o long as taxable prof i ts f rom the North Sea arc 

on a rising trend . 
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D PSBR for 1979-80 

i) factual 

If1PORTANT NOTE 
THESE }I'IGUllliS 
ARE NOT 
PRECISE AND 
THE SEASONAL 
ADJUSTMENT IS 
SUBJECT TO 
CORRECTION 
BEFORE 22 
NOVlllJ3ER 

The Budget forecast for the PSBR Vias £8 .3 billion.. The first 

estimate for the first half of the financial year will be 
published on 22 November. The material is not yet complete 

but the main component - the central government borrOlving 
requi rement has already been published. It was about £6 

billion, after allowing for seasonal factors (the actual 
figure was about £6~ billion) . The total PSBR in the half 

year ~!as probably close to £6~ billion (seasonally adjusted) 
with an actual total near £7 billion. It was always to be 

expected that the bulk of the year's PSBR "ould lie in the ,-
first six months. But the latest evaluation is for a PSBR 
for the year of about £9 billion before allowing for the 

acceleration of PRT collection. This means about £8.3billion 
after taking PR'l' into account. 

Factors pointing to aT' excess if some action were not taken 

included the Post Office telephone billing excess. Though 
bills are noV! going out again, recovery will not be completed 
in this financial year: a net excess of about £400 million 
is noVi expected this year. Secondly, local authorities have 

been borro"Ti ng more than was expected in June; and this is 
nOvl expected to continue. 

ii) defensive 

The wide margins of error in any forecast of the PSBR are 

well kn.ol1Il, but it would have been unsafe not to heed the 
evidence so far. We seemed to be heading fo~ a figure of 

a'rolt £9 billion. 

The acceleration of PUT c:ollection will improve the 
prospective public sector cash flow by about £700 millicn 

and so lessen the borrowing needed in the remainder of this 
year.. After t aking account of this, the 1979-80 PSBR is 
estimated at about £8.3 billion, in line with the Budget 

forecast. 

. ~~' ..... 
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The. programme of gilt sales and t!le improvements to the t erms 

of Na,tional Savings will nelp to finance the PSBR in a non

inflationary way . 

iii) posi ti ve 

The extra receipts from the change in the PRT collection 

arrangements will help to ensure that the PSER for t he :rear 

as a whole is in line with the Budget forecast of £8~ bil l ion . 

Vie have demonstrated tnerefore our determination to take steps 

to keep borrovling nnet er control. 

........", .. , 
f ; .' 



SECR ET AND P ~RSONA L 
UNTIL 1,. 1'~1 15 NOVEi\IJ ~ R 1979 T i lEN 

CONFID ENTIAL 

E PSIJR AiW PUBLIC EXPENDITURE FOR 19 80-81 

i) factual 

E 

Gove r'nme nt expendtture plans for 1980-81 were gtven tn 

Cmnd 771,6 on 1 November. They provide for stabtlts8tion 

of the volume of' public e xpenditure at the 1979-80 l e ve l. 

Treasury Ministers will not Wish to say anything which 

rules out cat egorically a possibl e further r e view of 

1980-81 spending plans, in time for the Bud ge t say. 

It is intende d to publi s h a forec as t figure f'or the 19 80- 8 1 

PSBR in the Indu s try Act fore cast to be published in the , 

nex t ten days or s o. The propos a l to a cce1 e r8te collection 

of PRT will it self bene fit nex t year's PSBR to the tune 

of some £300 million. Telephone bill s not coll e cted this 

hear will be ne fit it by a further £I,OOm. 

ii) de f ensi v e 

As demon s trated by the s tat e ment today the Governme nt will be 

ready to adjust the fisc a l b'alance as neces sa ry to he lp 

secure observance of the moneta ry targe t. We will be 

conSid e ring the PSBR for 1980-81 on this bas is. 

Apart from r ~lative ly minor adjustments, such as furth e r 

savings as a consequence of the Lord PreSident's exercise 

on Civil Service sta ff costs, there a~e no plans at present 

for further r e ductions in planned public spending. 

A final view on the PSBR and fiscal plans for 1986-81 will 

be taken in next s pring's Budget ; 

iii) po s itive 

The 1980 Budge t will be frame d in the light of the mone tary 

target, which is pa r amount. 

As the Prime Mini s ter hus said, th e Government is emba rking 

on a sustaine d programme of trying to get public expenditul' e 

down as a pro portion of natiofwl income. We cannot go on 

~pending mone y which the nation does hot earn. 



:>1:.U{loT ;\ I~U l'LRSUNAL 
UNTIL 4 I'M 1 5 NOV::,\!lll:R 1979 TIl EN 

CONF J DENTI,\L 2- 1 E 

A for"c <Jst figure for t.he 19 80-81 PSBR will be given in 

the Industry Act forecast to be published shortly. [IF 

PR ESSED ON TIMING OF PUDLICATION: I must ask the Hou se to 

be patient - the forecDst will be published SOOII.J But 

decisjons on the PSDR and the fiscal balHnce will be taken 

later. 

The proposal to accelerate collection of PRT will itself 

ease the PSBR position for 1980-81 by about £300 million. 

In additl.on the telephone bills lIot collectcd this year 

will be nef i.t the 1980-81 PSBR by some £400 million. 



UNCLASSIFIED 

EFFECTS ON INDUSTRY, GDP AND El'lPLOY1"IENT 

i) f actua l 

1. Impossible to give reliable f i gures for i mpact on GDP of 
recent upward trend in inter est r a tes. 

2. Interest rates not 
of investment ; prospect 

necessarily the most i mportant determinant 
for economy generally much more important. 

3. The Industry Act forecas t will probably be published in the 
next day or so but not by 20 November , which on one int erpretation 
is the deadline i mplied by t he Act. It ,,,ill take account of the 

monetary package , and wil l contain a f i gure for the 1980- 81 PSBR. 
A garbled story about the all eged content of the draft forecast 

appeared in the Financ i al Times on 14 November . It stressed the 
all eged pessimism on t he outlook, esp'ec ially'for the path of GDP. 

ii) posit ive 

1. Reduction in monetary gr owth and henc e inflation crucial t o 
give the right condit ions f or inve s t ment and revitalisation of 
industry . 

2. The acceleration of PRT collections will benefit public 
sector cash f l ow and hence reduce need for public sector 
borrowing. 

3. As inflation and money supply brought , under control it 
should be possible to meet objectives with lower i nterest rates . 

4. Financial prospects for i ndustry dep end crucially on 

moderation in pay negotiations. Interest rate rises should help 
by confi rmi ng government's unwaver ing commitment to reduce monetary 
grOl,th. , 

iii) def ensive 

1. The I ndustry Act forecast will be published shortly. I1ean

'.rhi l e it would not be right to give a detailed account of the 

economic outlook . However , nearly all forecasters are expecting 
some fall in GDP next year. This is a cost that lore must be ready 

t o bear if inflation is to be brought under control. [ IF PRESSED 

UNCLASSIFIED 
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ON THE PUBLICATION DATE: I must ask the House to be patient -

the for ecas t will be publi shed soon.] 

F 

2. Hirrher interest r8tes dam2p;inr; to Investment, Output and 

Job s : HiGhe r inflation Vlould. be much more damaGing to investment , 
output and employment over the longer term. 

3. Monetary t arget too tiv,ht : Provided private sector exercises 
restraint in pay bargaining, expect room within target for 
necessary finance for industry. (See brief A2 on new target.) 

4. I mpact on liquidity: Recognise that higher interest rates 

will add to burden on many companies, and liquidity already 
depleted following strikes, bad weather last winter , and recent 
cost pressures. But Government no intention of financing 

inflationary "laGe increases; companies will benefit in l onger 
term from reduc tion in inflation . 

5. Two Tier Interest Rates: Th~re are objections of practice 

and principle to such schemes . Financial system too sophisticated; 
and protective for one sector would require greater restraint on 
others. 

2 
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G PROSPECTS FOR TAX CUTS 

i) f a ctual 

• 
i. ~l<Jin tax pOints in Chancellor's speec h to Ta x Re form 
Conf e t'enCe 

- chances of economic and industrial r e covery will c e rtainly 

be improve d by further pruning and r e -shaping of th e 

damaging t a x st ructure th a t was inherite d; but even that 

important task cannot be allowed to blunt the d e termination 

to keep borrowing down flnd the money supply und e r control 

certainly hope to be a ble in, the years ahead to make 

further cut s in the bas iC rate of 'Income tax 

- also want to bring furth e r reli e f to tho se at the bottom 

of the income tax scale, by r u ising th e thre shold s 

and to ma ke improvement s in compa ny taxation 

- but must h a ve regard to the constraints imposed by the 

combination of' low g rowth and in- built public spending. 

ii. Chance llor' s intentions for the ne xt (and subseguel}!l 
Budgcts- - ' 

We recommend against being drawn into any di,scus s ion of 

prospects for tux adjustments in 1980 and the medium term, 

or of timing and form of s pecific tax changes that might be 

introduce'd. Budget fi s cal policy will have to be consistent 

with the overriding ne e d to contain monetal'y growth. 

iii. Tax reductions expensive - for example: 

Ip off bas ic rate: ov e r £500m (full year) 

£100 on bas ic personal allowanc es : over £700m (full year) 

ii) po s i tive 

1.. Much already achiev ed. 

, }p off basic rate. Allowances incre as e d by double the amount 

needed to keep up with inflation. Substantial cuts in 

higher rates - threshold up from £8,000 to £10,000, 60% 

maximum 01\ ea rn e d incom e . Aim has bee n to improve 

incentives, r eward hard work, responsi bility and success. Dirc~c 

tdX reduced by £. 1, ,300m in full y ea r. 

1 
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iL Long-term objectives unchanged 

Budget cuts in income tax only a first step. Objective 

r emaitlS 25% basic rate and to raise thresholds as higll as 

possible. Need for a simpl er and less oppressive system 

of capital taxation. 

iii) d e f ensive 

i. Burden of tHi to be increased in next Budget? 

Determined to cut burden of income tax further. Too early 

to be specific about scope for action. Tax Reform speech 

said: "No Chancellor at this time cou ld encourage over

generous expectations ." 

ii. Thresho ld s? 

As outlined·in Tax Reform speech, there is a strong case 

for raising thresholds - best way of wid ening gap between 

those in and tho se out of work and improving incentive to 

work . 

iii. 1977 Finance Act indexation? 

Acti.on on threshol ds wIll n utu rally be a major priori ty . 

lRecomfliend - avoid specific commitment to raise thresholds 

in Une wHh 197 9 price jnflation (ie 17~'b plus). ] 

iv. 2.Qecffic duties 

To be considered in usu al way in framing Budget. 

v. Y.8I. 

No intention of going back on commitment not to raise 151-

rat e ceiling. 

vi. Why consider cuts in capital t Dxes, when no mor'e bei!}.g 
done on income t"x? 

I-ncome taX wa s give n priority thi s year - bulk of th e benefit 

went to helping those liDble at bDsic or I'ed uced rate. Right 

to r e view capital taxes as the second stDge. 

vii. Reliefs!exem!,tions!mortgDge interest r e lief ceilings etc 

Will all be consIdered in u sua l WDY in frDmin g l3udget judgement. 

No Question of witlldrawing mortgage interest relief. 

2 
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i) 

CONJrrDENTIAL 

PUBLIC EXPENDITURE \.mITE PAPER ON THE LATER YEARS 

factual 

(a) Date of Dublication 

It has been the general practice recently to publish a vlhite 

Paper in January giving details of public expenditure plans for 
a five year period. In the Press Conference held on publication 

of Cmnd 7'746 on 1 November Treasury 11inistel!S said that a vlhite 
Paper on the years to 1983--84 vlOuld be published at around "the 
turn of the year". In his statement to the House the Chief 
Secretary said simply that plans for later years would appear in 

a " subsequent" White Paper. The intention to publish in January, 
or indeed whether to publish at all, is being. reviewed by Treasury 
Ministers. Therefore for the moment as little as possible should 

be said publicly about the publication date : neither to give a 
stronger commitment on January nor to give rise to speculation 

about delay cr cancellation. 

(b) Economi c content 

Treasury 11inisters ,'larned at the Press Conference on 1 November · 
that the White Paper on the later years might not contain all the 

detailed " futurol,6gy" that "JaS in recent vlhi te Papers. Treasury 
l1inisters are reviewing the economic content of the next 'vlb.i te 

Paper. Therefore little should be said , neither to imply that 
there will be a detailed forecast of revenue etc nor to suggest 

that decisions on expenditure are proving difficult for Cabinet 

to reach. 

i i) defensive 

By presenting Cmnd 7746 on public expenditure for 1980-81 the 
Government has already provided a basis for planning for next 

year . Plans for later years will be announced later. [IF PlillSSED 
ON PRECISE PUBLICATION TIATE: There is nothing to add at this stage 

to what the Chief Secretary said in his statement to the House on 
Cmnd 771+6 . ] [IF PRESSED ON ECONOrlIC CONTENT : vie shall be consider

ing the detail s of the next Villi te Paper in due . course. ] 

CONlfIDENTIAL 
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iii) positive 

Spending plans for the years after 1980-81 will be announced 

later. Public expenditure in the years ahead vlill be consistent 
wi th the observance of monetary targets. As. the Prime I"Jinister 

has said, we must try to get public expenditure down as a propor
tion of national income . We cannot go on spending money which 

the nation does not earn . 

CONFIDENTIAL 
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J MEDJUAI TERM FINi\ \CJt\L PLAN 

i) f<Jctu<Jl 

The Chancellor hu s s~id in the Hou se th a t II C i s COll s id e rin~ 

wheth e r the re would be ndvuntnge in adoptin.~ nnd publ i shing. 

a medium t e rm financ ial plan. Such a pl a n \l'ould contain 

specif ic me dium t e rm COil;lr,itments on the progress ive reduction 

of the rate of g rowth of tIle money supply. It could also 

contnin supporU.ng dat a , s uch ns r eve nue alld e xpe nditure 

projections . 

it) defens i ve 

A medium t e rm fi.na ncial plan could be he lpful in further 

demonstrnting tha t the gov e rnment i s ab s olute ly de t ermined 

to control inflation. But, as the Ch a ncellor sa id in the 

House on 8 Nov embe r, this is not the only Srg ume nt to be 

taken into acco unt. It would not be right to rush a 

decision on thi s importarlt matter. 

iii) po s itiv <;. 

The go ve rnme nt h as already g iven a firm commitme nt to 

reduction of th e r a te of g l'Ollth of the money supply. The 

annOUllcement of' a tig ht mon e tHry targe t for ne xt ye a r and 

the meH s ure s adopt e d to help meet it are further mov e s in 

discharging tha t commitme nt. The Gove rnm e n t \l'ill r emnin 

ready to adopt what eve r measures prove ne c essary to 

secure obs ervanc e of the mone tnry targe t. 
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K EXCHAl~GE CONTROL AND THE l'lONETAHY POSITION 

i) fac tual/nosi t ive 

1 . Abolition of controls removed an artificial dist ortion of 
capital markets which discriminated against private inve stment 

U"llerseas. 

K 

2 . Domestic monetary impl i cations complex , and have been 
somewhat overplayed . An outflow from the UK private sector 
would put dowmlal'd pressure on money supply whereas our present 
problem is excessive monetary grOl,th . 

3. Net effect 
Ne t effect this 

i i) defens ive 

likely to be spread over months or 

year likel y to be small, and could 

even years . 

go e:ither way . 

1. peta~_J.ed effects : Contract i onary i mpact as priva te sector 

seeks inv8stment opportunit,ies abroad . But offset if bank 
borrOl-Jine; increased to finance overseas investment or repayment 

of fore iGn currency debt; and foreign assets .nay be purchased 
a t expense of gilts. Net impact Nill a l so depend on size and 
n ature of offsetting inflows . 

2 . Domestic economy e~Josed : Abolition does mean we are more 
sensitive to developments overseas . But recent increases in 

overseas interest rates, especially in US , have been so dramatic 

t hat a UK response would have been necessary regardl ess . 

3. Domestic }1onetary Control : Abolition weakens SSD scheme 

(see separate brief) . But as always the key things a r e an 
appropriate fiscal 'policy and t he right level of interest r a t es . 

We remain determined to get these fundamentals right and our 
ability to do so not s i gnificant l y affec ted by abol ition . Higher 
sterling interest rates bite on demand for sterling credit 

'tlhateve r its source . 

m~CLASSIFIED 


