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TO IMMEDIATE FCQ TELNO 392 OF 21 DECEMBER 1876 .
HEO IMMEDIATE WASHINGTON (bKTuD), UKREP BRUSSELS, BONN, TOKYOQ,
AND INFO SAViNG PARIS, ROME, BRUSSELS, THE HAGUE, LUXEMBOURG,
COP:.NH;’»\.G;_.N AND DUBLIN, OTTAWA, STOCKHCLM, BERMNE

ECD v’Of’Ki”«iG PARTY hO "*"K,}K ECONOMY

1. WORKING PARTY NGO, 3 MET AT 10,30 AM ON 21 peceMiir, D

was 1N THE cHatr.  TE-uk was rEPresEnTED BY (NG

MOWAD ﬁE‘JQTED TC AN ...XAMS!‘ATNN OF THE UK
=

THE IMF STAFF REPORT AND THE CHAMCELLOR®S
STATEMENT OF ; R

[ER OF APPLICATION TO THE IMF, THE
EXAMINATION WAS SE T EXCEPT FOR AN UNHELPFUL INTERVENT!OH
5Y QD (SECRETARIAT) — FAIR~MINDED AND SYMPATHETIC. GG

: {u

WTIH STRONG sUPPORT FROM W (UsA) AND WD (GERMANY) SUMMED UP

THE DISCUSSION BY SAYING THAT THE WP32 SHARED THE IMF STAFF’S
ENDORSEMENT OF AND Sbrk"‘" FOR THE QOVERNMENT?S PROGRAMME, HE WOULD
REPORT THIS OQUTCOME 7o THE MEETING OF 610 ;meau THE FOLLOWING

‘DAY, HE ALSO AGREED TO SPEAK 1N SIMILAR TERMS TO THE PRESS AND ID
SO IMMEDIATELY AFTER THE MCRNING SESSION, |

3. FOR THE U — OUTL INED THS REGENT ECONOMIC
DEVELOPMENTS (N THE UK AN TU SATURES iN THE SHORT-TERM
FORECASTS Wi IGH H&" DE BN THE RECENT
MEASURES, EMPHASISING THE NEED TG BRING TO AN ERD THE INSTABILITY
OTHE EACHANGE MARKETS AND THE PRESSURES ON MONETARY AGGREGATES
41CH HAD DEVELOPED DUR NG THE AUTUME AND TO ENSURE THAT ADEQUATE
o L SUSFICIEATLY RAPID I MPROVE-

ne £ RN e TR R - ol h e e
sND ERVESTMENT, HE DREYW ATTENTION,

s

7
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CONFTDENTTAT, .

CTOOTHE TIGHT LIMITS SET FOR BOTH DCE AND, IMPLICITLY, FOR M3, Wh,
WOULD BE SIGNIFICANTLY BELOW THE GROWTH IN NOMINAL GDP IN 1977 )@
AND TO THE SUBSTANTIAL REDUCTION iN PUBLIC SECTOR ABSORPTION OF
RESOURCES FOLLOWING FROM THE CUTS, HE NOTED THAT WHILE THE COM-~
POSITION OF THE CUTS (WHICH REFLEGTED PUL!TEC&L AS WELL AS
ECONOMIC FAcioﬂs) HAD BEEN THE SUBJECT OF SOME CRITICISM, THEPE WAS
INCREASING RECOGNITION BY ECONOMIC COMMENTATORS THAT THE MEASURES
WERE TOUGHER THAN THEY HAD OR{GINALLY RECOGMISED, IT WAS NOW THE
RESPONSIBILITY OF -THE UK AUTHORITIES TO ENSURE THE PROGRAMME
WORKED. HE WELCOMED THE AFF IRMATION OF SUPPORT GIVEN TO 1T BY T
IMF STAFF, TC WHOSE WORK ME PA!D TRIBUTE.

T DISCUSSION, THERE WAS GENEPAL ACCEPTANCE THAT THE UK®S.
BALANCE OF PAYMENTS POSITION WOULD SWING INTO SUBSTANTIAL SURPLUS
OVER THE NEXT TWC YEARS AND THERE WAS NO DISPOSITION TO ARGUE THAT
THE PACKAGE SHOULD HAVE BEEN MORE DEFLATIONARY. . THERE WAS ALSO
 LITTLE DISPOSITION TO GRITICISE THE DCE AND PSBR TARGETS, THOUGH
WD (C/ADA) AND GHENEER (NETHERLANDS) WONDERED WHETHER THE M3
FIGURES FOR 1978~9 MIGHT NOT BE HIGH IN RELATION TO THE EXPECTED
RATE OF INFLATION. THERE WAS NO DISCUSSION OF EXCHANGE RATE POLICY,
EXCEPT FOR AN UNSUCCESSFUL ATTEMPT B?’lllllll& BECRETARIAT) 70
EXTRACT A FORECAST OF THE EXCHANGE RATE PATH. THE MAIN AREAS OF =
QUESTIONING CENTRED ON WHETHER INVESTMENT WAS LIKELY TO BE ADEQUATE
TO TAKE UP SLACK IN THE ECONOMY, WHETHER PROFITABILITY AND THE
- PRESENT TAX STRUCTURE PROVIDED ADEQUATE INCENTIVES, AND WHETHER
THE INCOMES POLICY WOULD HOLD, GIVEN THE EXPECTED RATE OF PRICE
INCREASE 1N 1977, - -

5. in reecy, [ NI (oicATED THAT THE PRESENT PHASE

O TH& PAY POLICY WAS STANDING UP WELL, THERE HAD BEEN A MOST
PFUL STATEMENT FROM THE TUC ON THE NEED FOR A FURTHER PERICD OF
RAINT OM INCOMES. THE PUBLICATION OF THE RETAIL PRICE FORE-
SHOULD 1 TSELF HELP TO ACCUSTOM PUBLIC OPINION TO THE
SSARY FALL IR LIVING STANDARDS. AS REGARDS !NLENTIVFSa THE
MCELLOR HAD CLEARLY INDICATED HIS RECOGNITION OF THE PROBLEM |
ANT, WITHIN THE LIMITS SET BY. THE PSBR TARGETS, INTENDED TO SEE WHAT
IMPROVEMENTS COULD BE MADE., AS REGARDS INVESTMENT, THE RATE OF
- ERGWTH FORECAST FOR 15?7'waa HiGH, THE PROSPECTS FOR EXPORTS AND
CTHE GENERAL THPROVEMENT IN CONF IDENCE WERE FAVOURABLE FACTORS AND
THE SURVEVE OF INVESTMENT iN?LNTEOKQ WERE HIGHLY PROMISING., /6.
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. SR TN ASKED FUA mkglgﬁ,. JHEWS ON THE ADEQUACY OF THE

// UK*S PRO LNAM?“ G (SCCRETARIAT) EXFRESSED DOUBTS AS TO
Ve ETHER 1T WOULD BE SUFFICIENT, INDICATING CONTINUED SCEPTICISM
ABOUT rur SUCCESS OF THE COUNTER={NFLATION POLICY AND CONCERN' AT
THE CONTINUING HIGH -LEVEL OF PUBLIC EXPENDITURE, HE ARGUED THAT THE
FROGRAMME DID  NOT REPRESENT A FUNDAMEHTAL CHANGE IN THE UK’S
ECONOMIC PROSPECTS AND COMPLAINMED AT THE LACK OF FRAMKNESS IN
DISCUSSION, - | ‘

UM THIS DREW STRONG RETORTS FRG,Q-AND— BOTH CF WHOM
EMPHASISED THEIR FULL SUPPORT FOR THE PROGRAMME, UM DESCRIBED 1T
AS QUTSTANDING, THE REDUCTIONS IN THE PSBR WERE ON A CONSIDERABLE
SCALE AND THE NECESSARY FALL 1t REAL INCOMES WELL ON THE WAY TO
ACCOMPL ISHMENT., THE PROGRAMME PROVIDED AN OPPORTUNITY FOR A
DECISIVE CHANGE N THE UK’S Egomamsa SITUATION,

8, SUMMING UP THE DISCUSSION, —EZMDHAMSED THE CLEAR
AGREEMENT THAT THE UK'S BALANCE OF PAYMENTS WOULD MOVE INTO SUB~
~ STANTIAL SURPLUS. IN GENERAL, THE WORKING PARTY SHARED THE IMF
STAFF’S APPRAISAL OF AND (CAUTICUS) ENDORSEMENT OF THE PROGRAMME,
PROVIDED THE MAJOR ELEMENTS IN THE PROGRAMME WERE FULLY CARRIED OUT,
THERE WERE GOOD PROSPECTS OF SUCCESS, HE wouLD REPORT IN THIS
'SENSE TO THE GLO DEPUTIES.. |
3. A REPORT OF DISCUSSIGNS Of THE SECRETARIAT’S PAPERS .ON THE
ADJUSTMENT PROCESS AND 1t ITERNATJORAL LIQUIDITY WiLL FOLLOW, NO
SIGNIFICANT POINTS EMERGED OVER LUNCH EXCEPT THAT THE ITALIANS MIGHT
BE READY FOR AN IMF DRAWING IN FEBRUARY, FOR WHICH THE GAB WOULD
HAVE TO BE AGT!VATED, |
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