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ThlS is to {ecord a point whlch I mentioned to you on the tele—‘
phone when I told you that Witteveen had agreed to the Letter of Intent,
-and’ had glven me a form of words about hlS 1ntent10n to recommend our
draw1ng. :

The only point of substance Wthh arose durlng my. dlscus51on

with him was about the extent to ‘which the E500 million Meiscal adjust-
jment” withih the £2 billion cut in the PSBR in 1978/79 and: the further
J;contlngent adJustment of E500 - 1,000 million mlght come | from publlc;
_‘expendlture as opposed to taxes. l Wltteveen said he hoped he could take
~ . dt-that the Chancellor ‘intended: that these adjustments should be made -
- mainly hy expendlture cuts. - I said that- this was,not the position. As
'regards the E500 million within the £2° bllllon PSBR reductlon to whlch
iwe are commltted ‘the reason why this had been deseribed as a "fiscal
'adJustment" was because the Chancellor doubtedrwhether it would be
possible to get much or any of it An the- form of expendlture cuts, As
regards the contingent further adJustment, the p051t10n wasg MOYE ‘oper.
~In the circumstances envisaged, i.e, the need to:cut in.order to release
- resources for. fasteér growth, I was sure the Chancellor would recognlse
that the economlc case for doing as much as p0531b1e through expendlture'
.was strong, but .the ‘words which had been agreed meant ‘that there was no

commitment about the form Whlch the fiscal’ adJustment mlght take.'

Wltteveen then sald that he would be content 1f I could conflrm ‘

that in both ‘cases ‘the Chancellor would prefer ‘to do ‘as much as possible
of ‘the adjustment by means of expendlture reductions. - I .said that I
had no doubt that he :would be content with that formulatlon, and under-

took to report accordlngly
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