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REGULAR MEETING OF THE CHANCELLOR OF THE EXCHEQUER

As arranged, the Lord Privy Seal saw the Chancellor of the Exchequer
for about an hour this morning. The Minister of State, Sir Anthony
Rawlinson, Mr Wilding and Mr Cassels were also present.

The Chancellor of the Exchequer started with the note provided by

Mr Wilding as an annotated agenda. The Lord Privy Seal said that

for her part the answers to questions 2(a)-(e) were in the affirmative:
a positive,timely report was needed which she suggested should have

an annex or addendum giving answers to the specific questions raised

by the Select Committee. It would be important to get it out a little
time before the Recess. There was agreement that the Treasury's paper
on Financial Management should be annexed to the response. It was
bound to become public, and might indeed do so before the Government!'s
response was published, but it formed an important part of the response.

On item 3, a common framework of analysis of all programmes, the
Chancellor of the Exchequer thought that, whilst recognising the
difficulties of an all-embracing approach, it was important in the
response to make it clear that the Government shared the same general
desire as the Select Committee,although it might work out differently in
different places. The Government was essentially in harmony with the
Select Committee. Maintaining the impetus of the initiative would be

of key importance (item 4) and the response should say so strongly.

On personnel policy and succession planning for Principal Finance
Officers there was general agreement that suitable training and
experience would be required before a person was made a PFO: +this
would be taken care of by the MPO succession planning arrangements.

It was an area where the central departments could be prescriptive
since there was a right of veto although, particularly at the
beginning, there were bound to be exceptions to get the right man
into the Job and training could be undertaken soon after appointment.
There was also general agreement that, whilst at the moment there was
no great clamour from civil servants to become PFOs, it ought to be
generally recognised (like the PEO) as_a stepping stone to higher
things. In the future the PFO would become much more of a resource
manager. Financial training for other staff was equally important
to raise the general level of financial awareness. The paper on
training by the Lord Privy Seal also pointed to the drive to bring
more qualified accountants into the Civil Service.
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The Financial Management initiative was seen by both :
departments as a Jjoint venture, with complementary contribution
from each. The co-ordinating arrangements were designed to
ensure that both departments played their part. The Lord
Privy Seal was concerned lest the co-ordination arrangements
become too top heavy, although there were common elements in
the various groups.

It was agreed that there should be a report back to the Ministers
at the end of July and in October. There would be a formal
report to the Prime Minister in January when departments
submitted their programmes.

Turning to morale and improving accommodation, the Lord Privy
Seal recalled the previous discussion about the exchanges
between the Department of National Savings and Marks and
Spencer. These were valuable but she wanted to follow through
the Rayner concept that, coupled with scrutinies which saved
money, there should be incentives to the staff by way of a
small proportion of the savings being fed back to their
benefit. The amounts involved would certainly be small but
they would help morale. She hoped that it would be possible
to have the Chancellor of the Exchequer's blessing for a pilot
scheme. This would not be in DNS but perhaps in the Department
of Employment or DHSS. The Chancellor of the Exchequer recalled
the paper he had sent recently to the Prime Minister in which
he had explored this problem in the context of the relationship
between public service pay and capital investment. (A copy of
the paper was subsequently sent to the Lord Privy Seal who had
not been sent a copy originally). He had concluded that it
was unlikely one could be traded against the other but he
sympathised with the concept. In more general discussion,

it was thought important to pursue the idea within the PSA Vote
for accommodation and the Public Expenditure system. Linking _
improvements in accommodation to specific offices making savings cou
mean other more necessary accommodation work suffered. It was
necessary to get the framework and the systems right to allow
more discretion in spending to local managers. Unfortunately,
the scheme for repayment in PSA had not gone as far as had
been hoped. Nevertheless, the Chancellor of the Exchequer and
the Lord Privy Seal thought it important to identify local
opportunities where the financial regime could be liberalised,
so removing frustration, so that on a local scale it would be
possible to try out a scheme allowing staff to see some benefit
(not necessarily in accommodation but perhaps in refreshment
facilities or decor) which related to savings to which they had
contributed. MPO officials would consider this further and
bring forward proposals.

J BUCKLEY

20 May 1982
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FROM: ROBIN HARRIS,f/’
DATE: 1 June 1982

CHANCELLOR — cc Chief Secretary

Financial Secretary
Economic Secretary
Minister of State (C)
Minister of State (R)
‘ Mr Ridley

Mr French

PUBLIC OPINION BACKGROUND NOTE: 25 MAY 1982

I attach the latest opinion survey material from Conservative

Central Office.

It is interesting to note that at Mitcham ardd Morden, as at
Beaconsfield, the 'EQSt of living' figures significantly/%ﬁgger
unemployment as the determigg;gwof voting intentions. The rest of
the Note's conclusions seem unremarkable - if, of course, profoundly

encouraging.

ROBIN HARRIS
1 June 1982
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PUBLIC OPINION BACKGROUND NOTE 114
(produced 25th May 1982)

1. Introduction

The interviewmsfor our latest 'tracking' study’was conducted from 12th to 17th
May - well before our invasion of the ¥alkland Islands. The survey found almost
no change in the level of Conservative support - up from 41%% (5/10 May) :to

42% (12/17 May). Labour support showed a slight increase - up from 28%

(5/10 May) to 31% (12/17 May). Alliance support fell further from 29% (5/10 May)
to 26% (12/17 May). A MORI poll conducted on Sunday 23rd May after the start

of our invasion found 48% claiming they would vote Conservative, 31% Labour and
20% for the Alliance Party. An ORC poll conducted orn 2lst May found 48% claiming
they would vote Conservative, 23% Labour and 15% Alliance. Details of the trend
in support for the main parties since the start of the year are shown below:-

VOTING INTENTION
{(unprompted question, excluding don't knows)

CON LAB LIB SOCIAL OTHER LEAD LTIBERAL AND SOCIAL

DEMOCRAT DEMOCRAT
% % % % % % %

1979

May (GE) 43.9 36.9 13.8 . 5.5 +7.0 13.8
13/16 June* 42.0 43.5 13.0 . 5.0 -9.0 13.0
1982

6/11 Jan 25.5 30.0 17.0 25.0 2.5 -4:5 42.0
13/18 Jan 27.5 29.5 13.0 26.5 3.5 —2.5%x 39.5
20/25 Jan 30.0 27.0 14.0 26.5 2.5 +3.0 40.5
27 Jan/1 Feb 29.0 29.0 15.0 24.0 3.0 0.0 39.0
3/8 Feb 29.0 29.0 15.0 26.0 1.0 0.0 41.0
10/15 Feb 27.5 34.0 14.5 21.5 2.5 ~6.5%* 35.0
17/22 Feb 26.5 33.5 14.0 22.0 4.0 -7.0 36.0
24 Feb/1 March 31.0 32.5 11.0 22.5 3.0 -1.5 33.5
3/8 March 30.0 33.5 11.5 21.0+ 4.0 -3.5 32.5
11/15 March 31.5 33.0 11.5 21.5+ 2.5 —1.5%* 33.0
17/22 March 34.0 30.0 11.0 21.0+ 4.0 +4.0 32.0
24/29 March 32.0 28.0 11.0 27.5+ 1.5 +4.0 38.5
31 March/5 April 34.0 27.0 10.0 26.0+ 3.0 +7.0 36.0
7/12 April 31.5 29.0 11.0 26.0+ 2.5 +2.5** 37.0
13/19 April 31.0 30.0 10.0 26.0+ 3.0 +1.0 40.0
21/26 April 31.5 33.0 10.5 24.5+ 0.5 -1.5 35.0
28 April/ 3 May 37.0 30.5 11.0 20.0+ 1.5 . +6.5 31.0
5/10 May 41.5 28.0 9.5 19.5+ 1.5  +13.5%* 29.0
12/17 May 42.0 31.0 10.0 1€.0+ 1.0 +11.0 26.0

* First Gallup post-Election survey
** Published Polls .
+ Includes those saying they would vote for the Alliance
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2: . G _rnment Record

For the first time since it was elected more people approved of the record of the
Government than disapproved - 43% approved and 42% disapproved. THis can be
compared with the situation in mid-February when 22% approved of our record and
66% disapproved. Details of the trend are shown below:-

GOVERNMENT RECORD

Approve Disapprove Don't know

% % %
1979
13/18 June 34 41 25
1982
6/11 January 23 65 12
13/18 January 24 65 12
20/25 January 26 62 13
27 Jan/1 Feb 25 62 13
3/8 Feb 26 63 11
10/15 Feb 24 66 10
17/22 Feb 22 66 13
24 Feb/1 March 23 63 13
3/8 March 24 65 11
11/15 March 29 59 12
17/22 March 28 60 13
24/29 March 29 58 13
31 March/ 5 April 31 57 12
7/12 April 32 56 12
13/19 April 34 54 12
21/26 April 34 55 11
28 April/ 3 May 40 47 13
5/10 May 42 46 12
12/17 May 43 42 15

Sr Popularity of Political Leaders

Mrs Thatcher's popularity continued to improve and the latest study found for the
first time since the election more people being satisfied with Mrs Thatcher as

Prime Minister than are dissatisfied - 48% satisfied and 47% dissatisfied.

Mr Foot's popularity now stands at only 17% of -the ‘electorate regarding him as-a-good
leader of the opposition - 71% thought he was not a good leader. Mr Steel's
popularity remains almost unchanged. Details of the trend over recent weeks are
shown below:-
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POPULARITY OF POLITICAL LEADERS

Mrs Thatcher Mr Foot Mr Steel
Sat. Dis- Don't Is 1Is Don t lg ;5 Don|'t

sat. Know Not Know i Not Kno
1982
6/11 January 30 65 5 20 65 14 62 20 18
13/18 January 32 65 4 18 67 16 59 22 19
20/25 January 32 64 4 17 68 15 59 22 19
27 Jan/1 Feb 33 62 5 19 64 17 60 18 22
3/8 Feb 31 65 4 20 63 17 61 20 19
10/15 Feb 29 66 5 19 66 15 59 23 17
17/22 Feb 29 65 5 20 64 16 58 20 21
24 Feb/ 1st March 32 63 5 21 64 15 55 23 22
3/8 March 30 66 4 20 64 16 58 24 18
11/15 March 34 62 4 21 65 14 58 22 10
17/22 March 33 62 5 22 64 14 59 21 20
24/29 March 35 59 6 19 65 15 61 20 19
31 March/ 5 April 37 58 5 20 65 15 60 22 18
7/12 April 35 60 5 23 61 16 63 18 19
13/19 April 36 60 5 28 59 14 63 18 19
21/26 April 37 59 4 26 60 14 66 17 17
28 April/ 3 May 41 53 6 24 65 12 62 20 18
5/10 May 44 51 6 18 71 11 64 20 17
12/17 May 48 47 5 17 71 12 65 18 17
4. PUBLISHED POLLS
a) GALLUP (Daily Telegraph 25th May 1982)

The Daily Telegraph on May 25th included details of a GALLUP poll conducted on

22/23rd May in Mitchem & Morden. The survey found the Conservatives having a
substantial lead over the other parties. GALLUP found 43%% claiming they would vote

Conservative, 33%% Labour, 21%% Alliance and 1%% 'other parties'.

Interest in the By-election is low with only 57% of electors claiming they will

definitely vote, and 18% saying they will probably vote.

GALLUP asked respondents. to select from a range of nine issues reasons for their

voting for a particular party. They found:-

Total Con
— ’

Chost of living & the GCODORES  «« oo oo aw e 52 46
Unemployment .. . ce e . . = = se e 45 30
Law and Order . - .. - 3 Por aa we 41 50
The Government's handllng of the Falklands e .o FE i 30 44
Mrs Thatcher as Prime Minister - - _ . ce e 27 30
Dislike & distrust of other parties . “tio .ia wes e 26 30
Public Transport - i e i - s 26 24
Mr Foot as poss1ble Prime Mlnlster . .o 5% -a a7 5 20 27

Loyalty to the Party I always support .. e i as  @rw 19 19

Lab

59
58
31
19

24,

20
29
12
27

Lib/Spp

56
54
38
19
25
28
25
19

7
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(b) MORI (Panorama May 24th)

Panorama on Monday 24th May included details of a MORI poll on attitudes to the
Falkland Island dispute. The survey was conducted after the start of our invasion
80% thought we should have landed troops and 14% that we should not have landed
troops. We asked about what we should do now. MORI found 63% thought we should
fight to win back the Islands only 33% want an immediate cease fire.

(c) OR ' (Weekend World 23rd May)

Weekend World on 23rd May included details of a ORC poll on attitudes to the
Falkland Island dispute conducted on 2lst May - the day our invasion started. ORC
found 61% of respondents quite strongly in favour of the Government's policy on the
Falklands, 19% neither Supporﬁgor opposg bur policy& 16% oppoég our policy.

At a time when it was not clear whether we had invaded Lhe Islands ORC found
76% of respondents in favour of Britain invading the Falklands - only 20% claimed
to be against the idea.

ORC asked respondents 'would you be in favour of the British Government invading
the Falkland Islands even if it meant the loss of more British Servicemen's lives -
65% claimed to be in favour of invasion, 36% claimed to be not in favour of invasion.

When ORC asked 'if the British forces succeed in retaking the Falkland Islands
what should the British Government do next:i-

a) Hold on to the Falkland Islands indefinitely and keep a large enough British
force there to deter a new Argentinian invasion or:-

b) Hand sovereignty of the Falkland over to Argentina at some point in the future
with safeguards for the Islanders.

59% wanted us to hold on to the Falkland Islands indefinitely, 28% hand sovereignty
to the Argentinians and 13% did not have a view.

When ORC asked 'following a successful British invasion should the 18,000
British inhabitants of the Falklands have the final say over the British decision

concerning the future of the Islands - 72% thought they should and 23% thought they
should not.

d) NOP (Daily Mail 26th May 1982)

The Daily Mail on 26th May included the results of a N,0.P. poll conducted in
Beaconsfieild on May 23/24th. The poll found 60% claiming they will vote
Conservative, 28% Alliance and 12% Labour.






FROM: PS/MINISTER OF STATE (C)

3 June 1982
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PS/CHANCELLOR ce Chief Secretary

Financial Secretary
Economic Secretary
Minister of State (R)
Mr Ridley

Mr French

Mr Harris

PUBLIC OPINION BACKGROUND NOTE: 25 MAY 1982

The Minister of State (C) has seen Mr Harris' minute of 1 June,
covering the latest opinion survey material from Conservative
Central Office He finds it entirely understandable that at: both
Beaconsfieldir&itcham and Morden the "cost of living" figures
significantly higher than unemployment as the determinant of voting
intentions. Both constituencies are in the South East where the
unemployment issue, both actual and perceived, is so different
from elsewhere.

H J BUSH
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CHANCELLOR OF THE EXCHEQUER

QUARTERLY MONITORING REPORT (MARCH 1982):

E(NI)(82)1%

BACKGROUND

This memorandum by the Chief Secretary, Treasury, covers the latest
quarterly monitoring report by Treasury officials. Since 1981-82 is
the outturn year, and there is no new information about the prospects
for 1982-83, it raises no specific questions requiring decision. But

it does raise some general questions about monitoring and, by implication,

some questions about the forecasting and control methods of certain industries.

MAIN ISSUES
1981-82

2. For the most part, the overspends in 1981-82 seem - to be reasonably
attributable to unforeseeable circumstances. But there are a few points

that might be worth raising.

(i) British Rail Why was revenue in all business sectors below

forecast? Was the shortfall serious? Does it cast doubt on the Board's
forecasting methods and, by implication, suggest that current plans
for 1982-83 may be over optimistic (quite apart from the risk of a rail

strike)?

(ii) British Telecom Why was there such a large shortfall on expenditure

on fixed assets? It seems surprising that short-term fluctuations in
demand should have led to such a large reduction. Does it mean that
British Telecom's long-term plans have been revised downwards? If so,

are their current plans for investment in 1982-83 realistic?

1982-873

3. The main 'problem industries' are already the subject of separate studies,

But, following on from the questions raised immediately above, there seems to
1
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be room for doubt about the forecasts of British Telecom, and the Department
of Industry's monitoring of results., In particular, how was the position of
'extreme'! cash-richness allowed to develop; and ig it a symptom of some

more general financial laxity?

Monitoring Arrangements
L, Paragraph 4 of E(NI)(82)14 draws attention to the lateness and

incompleteness of some returns from the industries. You will probably

not wish to hold an inquest on each case; but you may wish to stress in
general terms the importance of receiving timely information. Paragraph 5
of the memorandum refers to the discussions of monitoring between the

CPRS, sponsoring departments, and industries. It is, in particular,
suggested that in future industries should provide phased quarterly budgets

againgt whichprogress could be monitored.

5. We understand that the CPRS have discussed monitoring arrangements with
sponsoring departments, most of whom have agreed to ask their industries

for the monitoring information suggested by the CPRS. However, some have not
yet approached their industries. You will no doubt wish to continue to press
sponsoring Ministers to make progress with their industries, even though it
may be prudent to recognise, at least privately,[ﬁhgtaim of having full

information from the end-June 1982 quarter may be over ambitious.

HANDLING
6. You will wish to ask the Chief Secretary, Treasury to introduce his

memorandum, You might then ask the Secretary of State for Transport to

comment on British Rail and the Secretary of State for Industry on Britigh

Telecom. They or other sponsoring Ministers may have other points to raise
on particular industries. You might then ask Mr Sparrow to report progress

on discussion of monitoring arrangements,

CONCLUSIONS

7o You will wish to reach conclusions on any action which may seem appropriate
towards specific industries in the light of the discussion; and conclusions on
monitoring arrangements which seem best calculated to maintain the pressure

on sponsoring departments to make progress on improving the arrangements and on

securing prompt and complete returns from the industries for which they are

D
responsible. o )CQ
P L GREGSON
7 June 1982 CONFIDENTTAL Cabinet Office
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FROM: ROBIN HARRIS
14 June 1982

CHANCELLOR cc Chief Secretary
Financial Secretary

Economic Secretary

Minister of State (C)
\ Minister of State (R)

Mr Ridley

Mr French

PUBLIC OPINION BACKGROUND NOTE

The attached background note seemed to me to be interesting in

in what it shows of:

i) Jenkins vs. Owen and the SDP leadership
ii) The Falklands and their future.

Kt

ROBIN HARRIS
14 June 1982
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4 \l. Inzroduczior
The interviewing for our latest '“racking' study were conducted from 25th =5 3ls<
throughout Great Britain. Gallup found almost no ch 1ange in “he level of support
the Parties compared with our previous study (conducted 12,24 day). Conservative
support was 4£5x% o3t rarfd with 48% 18/24 May), Labour 27% /7% 13/24 Mavy)
A

bNZ-74
9/"/0

c b
(11% 19/24 ) 2nd Social Democrat support 16% (15% 1
lzvel of Liberal/Sccial Democrat support was 254% in our l
26% (19/24 May). Dezails of the trend in our weekly votin

questiors are shown in the table below:-

(unprempted questi

ton  LAB LIB  SOCIAL
DEMOCRAT
% % % %
43.9  36.2 13.8 - 5.5 +7.0 13.8
22. 43.5  13.0 - 5.0  ~9.0 13.0

1982

6/i1 Jan 25.5 30.0 17.0 5.0 2.5 -4.5 42.0
13/18 Jan 27.5 29.8 13.0 26.5 2.5 ~2.58%+ 29.5
20/25 Jan 30.0 27.0 14.0 26.5 2.5 +3.0 20,8
27 Jan/1 Feb 22.0 29.0 15.0 24.0 3.0 0.0 3¢.0
3/8 Feb 29.0 23.0 15.0 26.0 1.0 0.0 241.0
i0/1% Feb 27.5 32.0 14.5 21.8 2.5 ~£ .5 25.0
17/22 Feb 26.5 22.5 14.0 22.0 4.0 -7.0 36.C
24 Feb/1 March 31.0 32.5 11.0 22.5 2.0 -1.5 icicl!
3/8 March 20.0 33,8 il.5 21.0+ 4.0 -3.5 2.8
11/25 March 21.5 33.0 11.5 21.5+ 2.5 ~1.5%+ 22.0
17/22 March 34.0 30.0 11.0 21.0+ 2.0 2.0 32.0
24/7S March 32.0 8.0 11.0 27.5+ 1.8 2.0 38.%8
31 ¥arch/S April 32.0 27.0 10.0 26.C- .0 -7.C 36.0
7/12 Epril 31.5 29.0 11.0 26 .04 z.c -z.3" 7.0
13/29 April 21.0 30.0 10.0 250 Ok LS 35,3
21/26 April 2158 33.0 0.5 2hy. 5 G.3 22,0
28 April/ 3 Nay 27.0 30.5 11.0 20.0- D= ek &
S/10 May 41.5 28.0 a.s 16, 5. i Ie.
12/17 May £2.0 31.0 0.0 1.0+ 1.C 26.75
19/24 Nay 22,0 27,0 11.0 3.8 & 263
26721 Mav 5 270 CIIS 16. T+ = o 7= =
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Sur 3allup 'tracking'study allows us to lock 3t “he =zrend
. . 1 . o~ . - . . —2
s a mon=hly basis. This mezhed involving =zn aggrezZat-.on 2
n analysis based on almcst 2,300 interviews znd smocths out The Vio luc-uazion
we some=imes find in our weekly 'Tracking' studies. The <rend of s Tor ~he main
parties since November 1981 taken “rom zhe monthly analysis is show low:=
MONTHLY ANALYSIS VOTING INTENTTON
(Unprompred questions, sxcluding don't ¥nows)
CON LAB LiB SOCIAL OTHER LIBERAL *
DEMOCRAT SOCTIAL Z:.A0CRAT
% % % % % %
NOV=ZMEER 1981 Z26.3 28.4 14,1 29.0 2.3 23,1
DECEMBER 1981 24.1 25.5 13.3 34.2 2.3 £8.2
JANUARY 1282 27.4 20.1 13.9 25.9 2.7 32.3
FwRRUARY 1982 27.8 32.8 13.4 23.1 2.9 36.5
VMARCH 182 20.3 32.7 11.8 21.7 2.8 33.5
APRIL 1982 33.2 238.4 10.6 24.6 2.2 3.2
VAY 1982 43.3 28.3 10.5 16.2 1.8 26.7
The a1l in Liberal/Social Democrat suppors in the period since Decenber Y2EL czn be
clearly seen - down Srom 48.2% in December 1581 to 25.7% in May 1332, Censervazive support
tas increased Ireom 24.1% to 43.3% ovsr the 3ame period and Labour support increased
slighsly “rom 25.Z% %o 28.3%
2. Government Record
For only the seccnd <ime since May 1979 more eleczors approved of the recerd oir =he
aovernment than disapproved - 50% approved, 28% disapproved and 12% did not nave a
siaw. Details of *he irend are shcwn btelow:-
GOVESNMENT RECORD
: Aporcve Jigzbprove Den'T xnow
D -;‘/—-‘“ - . . ‘-Gn‘ Pl — = =k [-24 =
4 -3 <
ST S
3,/18 June za e z:s
/L1 January 25 S5 P
3/38 Zanuary 24 6= iz
G/25 January 2e g2 )
7 Jan/1 Feb S 52 b
/2 Teb 25 & .
) /i mEY e za 58 10
T/E2 Tt 22 €8 =z
4 Fep/l Merch 23 = c;
/E Mazrch 24 == 2y
i/ e <2 S= 12
7/£2 Maron =2 50 s
aA/0e e = e
fETid e Wi g
=7 Ear -~ =
- .-
2 25 2
=z A T
23 R e
=0 3
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3. Popularity oOf Polivical Leaders

For only the second time sir satisfied wizh Mrs Thaztcher

as Prime Minister than are =racking' study found 250%

catisiied with Mrs Thatcher iafied and 7% with no view.
y 16% of the alactorat2

Mr root's popularity has re
him as a zood lzac
Details are shcwn D

regarding el's popularity rema-ns almost

unchanged.

POPULARITY OF POLITICAL LEADERS

¥rs Thatcher Mr Foot Mr Steel
Sat. Dis- Don't  Is Is Don't Is 1s Don't
sat. Know Not Know " Not RBEJ-
1982 ‘

6/11 January 30 65 5 20 65 14 62 20 18
13/18 January 32 65 4 18 &7 16 59 22 19
20/25 January 32 64 a 17 68 15 sa 22 19
27 Jan/1 Feb 33 62 5 19 64 17 60 18 22
3/8 Feb 31 65 4 20 6 17 61 20 19
10/15 Feb 29 66 5 19 65 15 ga 23 17
17/22 Feb 22 65 5 20 64 16 58 20 21
24 Feb/ 1st March 32 63 5 21 &4 1 55 23 22
3/8 March 30 66 4 20 64 16 53 24 1€
11/15 March 34 62 4 21 63 14 58 22 10
17/22 March 33 62 5 22 64 i €9 21 20
24/29 March 25 59 6 19 63 15 61 20 19
31 March/ S April 37 958 5 20 65 15 60 22 18
7/12 April 25 60 5 23 61 16 £3 18 19
12/29 April 36 60 S 28 5% 14 63 18 19
21/26 April 37 59 4 26 60 14 66 17 17
o8 April/ 2 May zJ]  SE 6 24 6% 12 62 20 18
£/310 WMay 24 51 6 18 71 13 64 20 17
12,17 May ag A7 5 17 71 12 65 12 17
724 Nay 47 43 z 28 7T s 3 13 L2

5,21 May 50 43 7 i 75 10 52 18 3

4. published 2olis







\\ Ars Thatcher Ir zym Mr Cwen Mr Toot  Mr Jenkins
Capable leader (%) 44 14 7ia 3 (f%i:)
Goed in crisis %) a7 29 8 4 E
Grasps problems (%) 28 24 21 17 21
Talks down (%) 39 12 10 3 11
. ; —
NMarrcowminded (%) 17 9 5 &< 2
Inflexible (%) 22 7 6 i3 8
Sound judgement (%) 25 21 18 3 5
“ore honest (%) 29 17 19 i7 13
Trustworth; %) 19 17 12 3 10
Yy

Grasps mcst problems(%) 38 35 22 12 18
Down to =arth (%) 18 16 11 15 ]
Gocd personali=®y (%) 24 8 19 €] i3
Inexperienced (%) 7 12 11 17 3
fut of touch (%) 42 17 (E) 22 ¥,
{b) ORC (We=kend World 4%h June 1982)
Weekend World on Friday 4th June included *he results of an GR2C survey on a
o the Falkland Islands dispute. 0n “he kKey queszion of atiizudes zTo the G
policy, 76% claimed %o strongly or cuite strongly support =The 3overnment's
policies in the Falkland Islands.
ORC 2sked respondents for their views on what* should happen when we gain <he
Islands. They found:-
©.1 If 3ri%ish forces succesd in rezaking the
Fzlklands what should the 3ri=izh Government do
nexti-

TOTAL ZCN “A3 _I3/SDP
...7cld cn ¢ zhe Tslklands ¢ 1047 2c0 EgalS 243
. / =2 s .
ATEP A LEP°Ze 2nough 3ricish Tirce —here o - 5 s 5
Sie #Fen 13 ; ANNSSEER .. .. .. .. E(0] zz =aC EE
... .Zvenztually
independence,
tor Their secur: i 22 a5 19 o
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RESTRICTED

FROM: ADAM RIDILEY
G.3 21 June 1982

CHANCELLOR cc C8T
FST
Mr Harris

CENTRE FOR POLICY STUDIES DISCUSSIONS: EDUCATION VOUCHERS

I should add a brief supplementary note to Robin Harris'
minute of today about the CPS Education Group's deliberations
on vouchers. As it happens my wife - qua TES educational
expert - was "guest of honour" at their seminar last week,
which was also attended by Robin Harris, and at which the
views of Professor Flew and others were discussed. She is,
as it happens, not a great enthusiast for vouchers. However
the anxietiesshe reported back to me about the woolly and
confused thinking of those present are far deeper and more
serious than can be accounted for by any degree of initial
hostility. This reinforces the arguments put forward by
Robin to the effect that it is essential that the DES study
being carried out by Sir Keith Joseph looks carefully at all
the issues involved. Public spending implications are
certainly one part of the story - but there are many others,
too, which need careful examination and look like getting,
instead, short shrift. This is important because, quite
apart from anything else, I have a strong feeling that any
such report in the DES is extremely likely to be leaked

at a very early date.

M

A N RIDLEY
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RESTRICTED

ROBIN HARRIS
21 June 1982

MR FAULKNER ci/ghé;cellor
Chief Secretary
Financial Secretary
Mr Ridley

CENTRE FOR POLICY STUDIES MEETING ON 16 JUNE: EDUCATION VOUCHERS

I attended a meeting of the CPS Education Group on 16 June which
discussed a range of subjects including the financing of

education, student loans and, most importantly, vouchers.

A polemical and unimpressive paper is to be produced later

this Summer by Professor Flew on vouchers, which does scant

Jjustice to the arguments against a voucher system and so

does little seriously to advance the case for one. More interesting
is the attached short paper on '"educational allowances" (ie vouchers)
which does look seriously at some of the arguments. I would be
interested to know whether the figures under "The Value of

Allowances" are correct and of significance.

In general I do think that there is a serious problem which

is going to confront us. .Neither the CPS (and other outside)
enthusiasts nor Staurt Sexton (political adviser at the DE5 ) seem
to be aware of the public expenditure implications of any viable
voucher scheme. At the meeting in question I raised some of

these (as I have done with Mr Sexton). Notably I pointed out:

~ the extra cost incurred by allowing those currently

sending children to private schools access to a voucher

- the possible problems which would arise as a result

of paying a straightforward per capita allowance rather

than funding via the RSG because of the redistrubtive effects:
in short the pressures which inevitably arise (as with
student loans) for there to be no 'losers' in any radical

change of financial arrangements.






- the possible transitional costs through under use

of school buildings as a result of the impact of freedom

of choice.

Being strongly attracted by the voucher system, I have been
alarmed at the way in which arguments for it seem to ignore

such problems. Is there some way of ensuring that the DES

Study which is being carried out for Sir Keith Joseph takes

on board the spending implications? If DES are as unenthusiastic
as one hears about vouchers total unrealism on spending might
be/convenient means of politically aborting the exercise. For
example, are 'phasing in' a voucher scheme (as with loans)

or means tested vouchers or the introduction of a voucher -

type system via an expanded Assisted Places Scheme possible

runners which we should be encouraging DES to examine?

U

ROBIN HARRIS
21 June 1982
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kaacational Allowan - tue extension to every parent off the chiolce of
schiooling windch has hitherto only becr avallible
to the wealthy. :

(@]
[q8]
6]

Wonenclature and fse haiise

Voucners shoulda be renaned bducational Allouanices — Ly analosy with
Pardly Allowances. Ana like Tamily allowances, educatlonal allowinices should
be available to all puplls over the ase of [ive in NMidl-time attendance at
school. Jo terainate allowunces at lo would run cowiter to tne policy of
encourain ; schools with siatin forus of proven wvortin

Tie main aim is to improve standards for the wajority of children -

which means, for tue oresceable l'uture, puplls in the present .maintaine:d

sector. It is therefore imvortant that educational allouances shoilld be
introducea so that:

- (2) as many .aintained schools as possinle ciall control their o
recurrent wud_ets;

(v) school bud ets snould incredase or Jdecrease vy the asout of the
allovance for cachy pupil awded to or subhractea 'roo the schiool roll.

Priority

Altaousiy in soae respects - e... Sauller cagdtal costs and sige of
schools = it woula .o easler to canange the ;rinary sector, public concern
about ot aras of votn attaiment @l vehavioar 1n w08t zcuit? for secondar),
schools. Lherelfore 1t is x..oot urent to irtrogsiace allovuancees for 11-1o year
0lis.

An caverlaent or Ljot?

Uniliiie ccuamalsory comprehensivisation, the previocus wgjor policy
charn ;0 in secondary e:ducation, a4 systen ol educational alloviv.¢os would
e:;neonre e decentralisation and diversity. 1t woulua net iapose o uniforn
syste. uNlese tnut wae gitul parents wanted. Sinee wllowetices are, by thelr
ver, iwtdre, wach vae wost acsocratic way of 'inesicing education, ob:jections
©o a mtbionul schear are, i 'acto, objections to duiocracy itseli.

Tne Value of Allowwices

useful rel'erence points in deterudining thae value of allowances are the
recoupinent costs pald by one local authority to ancther wnen pupills attend
schools outside tneir "uowe" local authority. tnese uayﬂents cover recurrent
rather tawn cenital costs and are {'ixed by the Lot's theselves. ror 1952-83
tlie L.O._.tb per pupll are .L,;_i Cor primary pupils, n.lk 20 for 11-10 yeur olds
and £1500 ror sixth foruers.

Toppin: Up or hot?

Topping up should not ve forbidden. If parents wisn to spenc more of
thelr woney o eaucation, tuey should be encouraged rather than forbidden to
do so. The objection that topping up unlairly favours the pvetter off can be
countered by pointirng; out that allowances would be inucn fairer than the
present sycted. In atdition, all or part ol the allo.uuance coula be deemed to
be taxable Incone.

however, at lenst at I'lrst, topping up shioula rnot ve cospulsory - i.e.
A Y SEaanlT el enantIrt e Yy o me Aauaslal de canlelir o Fovey a1 o~ Fries
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Half-way Houses

As with any process of denationalisation, it is not possiblie to do
everything at once. The most 1mportant step is to devise transitional
policies - or half-way houses - which do not compromise the essential
principles involved (sec above) and wnich hopefully lead inexorably Lo the
next stage.

Some possibilities incluae:

(a) tae Introduction of optional allowarices availiable to any parent
on request;

(b) encouraging the financing of existing voluntary aided,
voluritary controlled and special agreement schools by allowances;

(c) encourssirg; tie financing of other schools — either neu schools
or existing raintainted schiools - by allowances.

Option (&) should not be introduced alone but in conjunction with (b)
and (c) with tie proaise of an even more thoroushsoing: scueme (see below) as
soon as possivle.

wocal Authorities

In introducing allowances it is 1mportant to stress the continuing
cormunity roie of Lociul zducation Authorities in providing for:
(&) special schools for the handicapped ete.;
() sciools in eaucational priority areas;

(c) other educational provision (Ai%, HLAFL, nursery scihools, adult
education, etc.) not initially financea by allowances;

(a) speclalist services such as child guidance, careers advice,
healtn services and provision for disruptive pupils.

A Non-transitional Policy (a full, not a half-way, house)

A vesting day should be declared on which the responsibility for all
schools, except those mentioned in the previous paragraph on LitA's, should
be transferred to schnool governors simuiltaneously with the introduction of
the Tinancing of the current expenditure by allowances and sultably generous
transitional arrangements for capital expenditure.

Vesting day should be set not later than about half-way through the
next parlianent.

Coda

These policles are realistic and are likely to prove lmiensely popular
with the vast majority of parents and they should be cextremcly effective
counters to the current clalm that this governnent is bent on increasing
central control over the cducational systen. Current :moves towards more
central control of the educational budset would be iaerely a preliminary to
the complete recasting of state support for scihiwool education 1n a
decentralised, democratic and irreversible way. Once parents had ot their
hands on allowances it would be a brave govermment. which: tried to take them
away . el b :
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Note This paper does not attempt to deal with all aspects of financing by
allowances - it wmerely tries to establish essential priorities for thelr

effective inrplementation.
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SECRET until 11.30 am )
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V. /
/ FROM: S J RIDLINGTON
PGt fi““‘ - DATE: 21 June 1982
L..w Wipave  bomy

CM'}-L.A LM‘!A’ A
l. MR rconk stcon b’ nswr . €€ Chief Secretary

Financial Secretary
2. CHANCELLOR vy Economic Secretary

W 6 Sir D Vass
Sir W Ryrie
s Yy Mr Burns
LAN . Mr Evans
v 3 Mr Kemp
M r‘{"/‘lf\ o/ WJ"JM - Mr Hall
PJVA V Mr Paf
L«J A veson (For No.l0)
WM
wm
A

UNEMPLOYMENT FIGURES FOR JUNE

The June unemployment and vacancies figures will be released
tomorrow, Tuesday 22 June at 11.30 am.

2. The total number of UK unemployed rose by 92,000 to
3,061,000 (12.8 per cent) in June. The rise reflects the usual
large influx of school leavers (102,000 in June) and the con-
tinuing increasetﬁg the underlying level of unemployment,
offset in part byyusual seasonal decline.

L UK seasonally adjusted unemployment, excluding school
leavers, rose by 39,000 to 2,911,000 (12.2 per cent) in June.
This rise was coﬂgzagiably larger than the average monthly
rise (22,000) registered between January and May this year.
Recent movements are shown in table 1 below.

4, The unemploymemt figures over the next three months
(July-September) will be influenced by the usual unfavourable
seasonal factors (which will add 100,000 to total unemployment
over this period)and an (estimated) further 70,000 school
leavers joining the register. This will be in addition to
any continuing rise in the underlying level of unemployment,
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SECRET until 11.30 am
.on 22 June 1982

and could take the 'headlinme total' to around 3% million by the
autumm.

5. UK seasonally adjusted registered vacamncies fell slightly
(1,400) in June; but this is the fourth comsecutive month
recording a decline. It is difficult to assess the significance
of this fall in recorded vacancies. It is not clear how the
publighed (seasonally adjusted) series tracks the 'true' under-
lying position. However, the underlying level of vacancies
appears to have been at best flat, and probably declining
somewhat, in 1982 Q2, even though vacancies remain almost 1/5
higher than at the low point in 1981 Q2.

6. It is not difficult to present the latest unemployment
figures in an unfavourable light; at first glance they appear
to signal a return to a more rapidly rising underlying trend
following the apparently fairly stable trend increases of
about 22,000 per month witnessed between January and May of
this year. Too much emphasis, of course, should not be placed
on one month's figures, especially when the unemployment series
tends to follow an erratic-and uneven monthly pattern. Indeed,
we treated the very low recorded rise in adult umemployment
(s.a.) of 5-6,000 per month in February and March with extreme
caution, for precisely these reasons.

7. It should be noted, however, that several other labour market
indicators have shown a tendency to weaken since around the

turn of the year (see table 1). This would not be inconsistent
with the apparent hesitation in recovery over the last six

months or so, as suggested by the broadly flat underlying level
of output over that period. But the implications for unemploy-
ment movements over the next few months are very difficult to
determine 'at thisistage. (The lags between changes in output

and unemployment tend to be longer than thosebetween output

and vacancies, though both have tended to be rather unstable.)

Iine to Take

8. The average monthly rate of increase in unemployment in
1982 Hl was about one quarter of that in 1980 Q4, and less than
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SECRET until 11.30 am
on 22 June 1982

half that in the same period a year ago. The level of vacancies
in June was also about 1/5 higher than at the low point in 1981
Q2. Not too much should be made of the June figure, taken by
itself, since unemployment tends to follow a particularly
erratic and uneven monthly pattern. This is exactly why the
Government did not put undue weight on the relatively low
increases in unemployment recorded in February and March of

this year.

IF PRESSED on the apparent general weakening of labour market
indicators: these can be interpreted as being consistent with
the hesitation in recovery observed since the turn of the year.
However, independent assessments (the majority of outside
forecasters, the CSO's leading cyclical indicators and business
opinion surveys) point consistently to a resumed and continued
recovery. The most encouraging 'forward indicators' of
recovery are the good progress on, and prospects for, inflation
and recent falls in interest rates.

IF PRESSED VERY HARD on implications for future levels of
unemployment: one cannot draw any conclusions from one month's
figures. Unemployment is very difficult to forecast, eg
because of its unstable and unpredictable relationship with
output, and depends on a wide variety of factors. This
government, like previous administrations, does not publish

forecasts of unemployment. The prospect remains of resumed
and continued recovery.

9. Further supplementaries, on the relationship between the
cost of the Falklands' operation, special employment measures
and unemployment, as requested by No.1lO, are attached.

gl dl=

S J RIDLINGTON
EB
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Table 1. Labour market indicators

Unemployment (000's

(UK adult) increase)

Vacancies (000's, level)

Manufacturing (GB)**

Short-time (mmn. hours
not s.a.)

Overtime (mm. hours)
Average hours (1962=100)
Total hours (1962=100)

1980
4Q

105
29

7.3

8.9
88.6
59.0

1981
1Q

77
98

7.7

8.5
88.3
58.1

2Q

62
89

4.6

8.8
89.6
57.7

2Q

51
96

2.4

9.7
90.9
58.0

4Q

33+
104

1.9

9.9
91.1

56.9

1982

21*
112

1.9

10.1
91.2
56.2

Liatest %
months

30* (June)
107 (June)

1.9 (April)

9.8 (April)
91.0 (4pril
55.8 (April)

* After allowing for men over 60 transferring off register to long term SB.

** Figures for April (inclhided in latest 3-month comparison) CONFIDENTIAL until publication

of DE Gazette on Thursday, 24 June.
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ADDITIONAL SUPPLEMENTARIES

If we can afford to finance the Falklands' operation, why can
we not afford to spend more on solving the unemployment problem?

Solving Falklands' crisis and reducing unemployment are not
competing ends. Government already spending large amounts on
helping those groups (young people, etc) worst affected by
unemployment, through special measures, provision for training,
etc. But this does not solve underlying problems of economy.
Only way to create permanent employment opportunities is
through lower inflation and sustainable recovery.

Why not therefore spend more on special employment measures?

Government, of course, always prepared to react to changing
economic and political circumstences. Have thought it right
to increase provision for those hardest hit by unemployment.
Have doubled provision for special employment and training
measures cotpared with 1981-82, to planned £14 billion in
1982-83. Total provision for 1982-83 and following two years
is &4 billion.

/Other possible questions and answers on the Falklands'
operation are given in section U of the Treasury Weekly Brieﬂ;7
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PERSONAL FROM: T F MATHEWS
DATE: 21 June 1982

C

e PRINCTIPAL PRIVATE SECRETARY cc Mr Adam Ridley

CHANCELLOR'S DRAFT MINUTE TO THE PM ON POLICY WORK

The Chief Secretary has discussed with the Chancellor the
draft attached to Adam Ridley's minute of 18 June. I attach

o s 0 a copy with the Chief Secretary's annotations, which principally
suggesl a shortening of paragraphs 1 to 7. He undcretands the
Chancellor will be proposing a restructuring of the remainder,

so he has not commented on that at this stage.

o

T F MATHEWS

PERSONAL
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PERSONAL

From: ADAM RIDLEY
D.12 Other 18 June 1982

CHIEF SECRETARY cc Mr Kerr (without
attachment)

CHANCELIOR'S DRAFT MINUTE TO THE PM ON POLICY WORK

The Chancellor said yesterday he would minute the PIM
as soon as possible to carry forward discussion about
policy work. I prepared the attached first draft, which
he has already seen and will be working up over the week-end,
with a view to putting to the PM on Monday if possible.
He would be most grateful for any comments you may have,
perhaps on the phone over the week-end or at the latest

by first thing on Monday morning.

2. In working towards a second draft he is looking inter
alia for greater brevity, which demands not merely editorial
polish but, I think, suppression or a new treatment for much
of the economic analysis at the beginning.

3. If a word with me would help, I shall be at 731-6392
most of the week-end myself.

£). U

A N RIDLEY
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T RSCHAL AXD CUNFIV=GTIAL

ECOROMIC PROSPECTS AND PRIORITIES

o

GE;L the Budget -ovex, I have been giving some serious
thought to the economic prospect, the balance of our
economic policies and the wider politicel significance of
both. These issues will be crueisl +to our continuving
cyeeess-in—the—remainder—of this Parlisment.._-Shes ccould
call for decisions which need to be teken soon to have any
useful impact. q%eywcguléwbavewaﬁwimpef%aﬁt~%eering77$961
«on_the publie-spending Survey.

THE ECONOMIC PROSPECT

2. The Treasury's econghic Torecasts are not an zccurete

chart of the future. But they are as good a sterting point
as any, and one can "ley of V for some of their krown
weaknesses. bile the publigfs attitudes to the Goverqpent
will not be conditioned solely\by economic indicators,
particularly in.%pe immediate future, the circumstances they
reflect remaln imﬁprtant and will probably regain much of

\\\;heir normal preem%nence as time %asses. The conventional

icdom is that it ig‘not so much tﬁe levels of output (or

whatever) which affe:¥\opinion as t“ﬁir_direction of

. move ent.<“£he£e£eret;£e first Question}ibetber the next
two years are likely to see the key indicatores turning in
our favour significently. The attached Table sets out the patr

projected for some of the wmost serncsitive staticstics.

- Prices. Satisfectory. A steedy if decliring
rate of fall in inflation. -Irereesec bLEIOW those”

gt _election time by later—this—yeer.
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STRSONAL AND COKFIDENTIAL N

N

- Unewployment. Not satisfactory. Flat frow around

the end of this year, at a level above 3 rillion on
the wide definition generally qQuoted; e minute

fall projected later - but not till migd-1984.

-~ Fuployment. Also unbelpful. Though expected tO
start growing vefore the end of this year, the

increases projected are nugatory.

— Real personal disposable income. Better than

employment, but still rather uncatisfactory. The
upturn eas sugéésted before the end of this year,

is modest.

_  TInterest Rates. A prospect of falling nomipal

interest Iates(-L both short and long.,-—ie—wot—tobe—
—spurned. But the decline projected is very slow.

Moreover the margin over inflation - a measure of

real interest rates - scarcely declines at all,

and stays at well over 4% till late 4984 - a

bistorically high level.

— TReal GDP. The gentle recovery which began last
year carries on through the period. The 2% p.a.
or so rate of growth is a plus factor, but low by

historical standards.

— Mapnufacturing output. This follows the same recovery

path es GDP but is expected for once tO grow ICTE
clowly than GDP, instead of considerably faster as

in previouns cycles.

21 So these projections suggest apn economy wbich will not
be seen or felt to be turning much of a corner over the

next 2 years, let alone decisively, with 211 the mejor
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PYLSONAL AND CORFIDENTIAL

indicators ‘coming right' by a certain point, s8s
in past upturns. The story would be one of significant if
modest progress on inflation and output, but a vulnerable

record on RPDI and, particularly, unemployment.

4, We would glso have to reckon with some unflattering
comparisons with the pest, in particular with the couparable
figures for 1979 Q3, which are also given in Teble 1. Even
by the second guarter of 1984 GLP, manufacturing output and
RPDI would be barelyzabove the 1979 figures, ewployment woull
be 2 million lower and unemployment more than twice the
level we inherited. She-figures vf-tbemselves mey—pot bave
ﬁﬁm%%mm@ﬁ_ErﬁﬁﬂmﬂyﬂgﬁMﬁ%&&%ﬁﬁ&%ﬁﬂL@J&ﬂu

WOT T8 —econory-——>But—the—facts—they refltect-may-

N\N‘\.
o Te¢ye 1looked very carefully at the reliability of'tbese

forecasts over the years. Their record does pot leaQUP§ to
AP s T b i, ~ bt S e ffuouqA(bwaa¢E*~*A b

N@b—-%‘.&. .
gues%ion’tbe general picture Jjust described,f\ B it does

reveal som¢ important points:

. has worsent
(1) The unemployment prospect, always tricky to ‘forecast

onsistently and significantly frpm one year
&
to the next. [For example we now projecting
a level of 121% for 1983, as ggainst 83%

projected for that year in/? SOj.
a

(2) This year has already csee major downward

b

revision of the world tréde path, and I expect

the imminent June fore¢ast to be lower still.

(3) Investwent, bowever,/ has consistently done

better than expectld, and the projections
cet better over Ahe years,uD[T%ie_isfegcoagagingJ

-3=
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. for the long run;"put may be the good side of
the coin of industrial\rationalisation which slso

leads to fewer jobs.] °\

v }\WI
6. These forecasts are atso noglzery good at pin-pointing

turning points} This could matter a lot if, for exemple,
the econory were clearly to ccme off the boil by rid-1987%
or so. If this cycle follows the rormel timing of pest
years, the recovery process could well have enough steam
to last into 1984. <t we cannot fully rely on that; and
the combination of a less good prospect for world trade,
doubts about the US (particularly interest rates) and the
vast upcertainties about oil prices and so much else all
reinforce the case for caution. Indegd concern about these
internayion issues is, in my Judgement, something to
ecko with 8i2;\b because somnme 4Ppeop1e‘s worst fedrs
mlgh be fulfille:?\b

aqusdydamaglng confidenc

t also becayse it is probably

in anficipation.

7. The other crucial influences on the streng%b and
duration of the recovery are the profitability, financing
and competitiveness of the company sector. The prospect
is of progress, but at a (disquietingly) modest rate.
Tﬁus:
(1) TFor non-oil companies the rate of returnon capital
expected to rise from 2% in 1981 to 4% by 1984.
But that ics lese than bhelf the 1973 level, and
& third of the average for the early '60s and
much

almost certainly/less than our competitors will

achieve.
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.(2) Companies' external financing needs look like
_ being a continuing copstraint on growth in

output - and employmert.

(3) Our unit lebour costs relative to our overseas
competitors are set to go on falling from their
1981 peek. But even by 1984 they could still be

15% above their far-from-ideal level cf 15679.

PRIORITIES

8. This assessment suggests clear priorities over the
remainder of our period of office. We must not take the

economic recovery for grapted, but co?:iiue to do all we

can to sustain it. Ve have~pe_chsic;LbutJ%e coﬁ51der what
more can be done about unemployment. Ve must think hard

and be seen to be taking seriously the various dangersswhich
threaten us in the international epvironment. We must

not put at risk our strong points - particﬁlarly falling
inflation and lowering taxes. And in so doing we must at
all costs preser veand strengthen domestic confidence, and
the integrity of our policies for mwoney, a. lower PSBR

and control of public spending - without which thet

confidence woulé vanish. What might we do, and bow, to

achieve all this? TFirst, the policies.

Recovery

-

C. We must obviously reject conventional stimulation.

Not only would it bring no dividend but, worse than that,
it would bring on a downturn Tar sooper than would

on are im

otherwise happen. The/%nree key e;ement i

rates, business finance and enterprise. JTfu1)

-
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and businecses fineance
10. We can look at interest rates/, which I hold to be

the most iwmportant, in two ways. First we wmust de—allwe.

. . Sv
—can—to—ensure—that—we—so conduct monetary policy'that we

can continue the falling path to which we returned late

-

last year. Ve mus ake care t to run an unduly tight

and rigid wonetar}y policy, [ag I Year we msay have done
inadvertently o¢casionally ip the g?st]. We must keep the
PSBR firmly on a downwérd path. And we must do all we can

to ensure that our interest rates are not swept up by 3 or 4%
in deys, as they were ast antumn, 1f US interest rates

go through the roof again. Second, we must continue to

look carefully at the cost and availability of finance to

industry. In particular we must not rule out further
directed specificallyto them

measures Af, as is the case, we cannot be confident tbhat

the general level of interest rates will come down as ruch

as one would like. L

1. As far as enterprise, smaller businesses and innovation
go, I judge we have probably done most of what is possible
on the tax front. However there is undoubtedly'mucb more
we could do to remove the non-fiscal obstacles to enterprise.
Moreover immobilism, an absence of effective publicity

+ and a lack of sense of driving purpose in the community at
large mean that we still have vast dividends to resp from
the measures we have already introduced. Progress in this
area may not generate large pumbers of jobs quickly, but it
is quite vital if we are to lay the foundations for lasting
growth, and to create the necessary confidence that we
have done so. That conviction could count fof a lot whenb

we come to an election.

. 4 ) .’.’» A
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Unenxployment

12. Even if output grows a good deal faster than we
expect, that will probably be due to higber investment
(which displaces some jobs) and higher productivity.
So it is unlikely to lead to a greatly better path for
v by unemployment. ; The only.way tc get that is by messures
which, however unappeticsing, can take people off the
register directly. We have made a modest start recently
with tbhe scheme I put forward in the Budget. Subseguent
experience has sbown‘already that we bhave to fight
desperately bard to get acceptance for an approach which
does not involve an unacceptably high cost per jot and
a copsolidation rather than weakeﬁing of excecsesive wage
levels. But there are, I suspect,further useful measures
we could contemplate 1f we are prepafed to be tough. ,

Moreover the tenor of Ppublic opinion and the dangerously

misleading \publicity survrounding the "cost of unemployment"
wrray-guesti leaves us dangerously exposed
if we refuse pkint blank tg do anything else of this tjpe.

[I think e _ce&p ake it >to0, that the public spending

.

survey will fhrgw p more idees of this kind, as has last

. week's report by a\Jouse of Io:;;\pommittee.]

International anxieties

1%. There are several issues here. The threet of another
hike in US interest rates already referred to is probably
the most serious. There are two ways of dealing with it.
The direct route - pressure on the Americabs to cut their
deficit - is one we are pursuing anyway, &nc¢ we cennot

expect & great deal from it. So we must concentrete now

mn
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orn how best we can side-step any upward movement ir US retes,

whether on our own oI 1in concert with others.

14, Then tbere is the doomsday talk about a shock to the
intérnational finéncial system (perhaps ceused by defaults

by sovereign borrowers), which at its worst might usher inp

[N

another Great Depression. 1 rezlly doubt thet such
the

shock could approach N930's experience, such is the

sopbhistication of Central Banks today, and the extent of

international collabowation. But tbe risks are monetheless

there, and need careful attention.

15. On top of that we must show we aTe ‘@oing something',
if only to cover ourselves ageinst the criticism thet we
keep our heads, ostrich-wise, in the sands. The Economic
Sunmite belp, but I suspect they count for 1little, and }
am considering whetber we should adopt a higher profile

on such matters.

Precerving our key objectives ard echievement

16. No measures such as these will De of much use if they
or other things we do jeopardise our basic economic strategy.
U +turns on public spending, the PSBR, monetary control, or
even the prospect (bad enough on its own) of rising rather
than falling taxes could separately or together lead

swiftly to & major loss of confidence. Interest rates

would rise, the exchange rate would plummet, and the

economy would be turpned down irreversibly fo; the remainder
of our period of Government. Our standing in the markets

today reflects a peinful and Qifficulty—won recognition

8-
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that we seem to do what we said we would, and & growing
belief we will carry on that way. Cast doubt on it, and

we tbrow away all our bard-won gains.

ACTION

17. Some of the policy. areas touched on a2bove are matters
for us alone, for example the monetary and internetional
issues. But others demand a decicsive and well orchestrated
effort pot only from Ministers, but going well beyond.
Publicising and buil-*ng on our enterprise progrance,
identifying and removing further hindrances to businees
growth and mobilising all the heterogeneous groups who

can help with the unewmployment problem are altogether
bigger exercises. We can ley the foundations with clearly
defipned responsibilities for the colleagues, more emphzsis
on particularly vital initiatives and coordinated plans’ for
action. But we would achieve so much wmore if we could
harness the party in Parliament, local Government, and

the country; industry and the chambers of commerce; and

some of the professions and voluntary organisations.

18. These are not vague aspirations - there are slready

plenty of concrete examples of what could be done:

- our experience with the business opportunities
programme already shows how tbe accountancy
profession, chamber of commerce and a motley
range of (often) improbable groups can greatly
amplify and broadcast the basic message. Even

the Lsbour party might Jjoin the act:

Ed
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- the recent modest but prectical CBI initietive to
.confront " order-hungry Britisbh firms at a well
organised@ conference with dozens oi exanmples of
other British firms who seek British suppliers

was a major success:

- z1resdy Michael Heseltine is proposing to repeat
the cxercise in Iiverpool. But we could co much

more in this area:

- Iocal Government is a major source of obstacles
to enterpriéé. Our people control a good deal
of it, and are active nearly everywhere. But
have we even talked to themn systematically about
the problemsat the level of, e.g. the ACC, let
2lope induce them to take part in any concerted

campaign?
4

- local enterprise agencies and enterprise zones are
full of promise. But are we doing all we can

on the ground to help them deliver?

- we have few contacts with the voluntary sector

over the existing schemes to help the unemployed.
Yet they are & crucial eleument in achieving a
big impact:.

10. These are no more than illustrative thoughts, which

call for careful discussion. If we wish to achieve scme-

thing in all these priority areas, we shall have to begin

by a concerted Ministerial effort; and & number of key

Mipistere - for example Cecil Farkinson, Willie whitelaw,

Michael Heseltine, Patrick Jenkins, George Younger ,

- Nick Edwards),, you and I will heve to give them continuing

attention. Thet effort will reed some bascking at tne
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centre, too. Your office and wine cowld play a part,

but the CPRS might be best placed to slbulder the main

burden.

20. If we can set the balil rolling soon on these positive
things, before the summer recess if possible, there
checuld be Just enough time to register some real achievement

before an election.

—11-






CONFIDENTIAL

' POSSIBLE QUARTERLY PATH OF KEY INDICATORS 1982-u

RPI Unemploym't  Employm't RPDI Interest Rates GDP Mapufacturing Culj:. .
% increase T o 5 Lpdex Fimeregege— 1000
on year Narrow df.{h. Millione 19791=100  Short Long ~ 75=100  on year 754
1979q. I 9.6 T 1,355 25.05 100 - 12.7 1% .4 108.0 = 105
1982 7 11.6 2,845 22.94 101.4 . 4.3 10,9 105.0. 3.9 T 101,
2 10.5 ) 2,899 22.87 99.8 13.6 1410 105.4 3.7 102 .
3 10.9 2,942 22.82 99.2 13.5  14.1 . 105.9 2.0 102,
4 9.0 2,968 22.79 100.2  13.5 13.9 106.6 3.0 107
1983 1 8.6 2,934 22.81 100.6  13.5 1%.8 107.0 2.7 10%.
2 7.5 2,970 22.81 100.7 12.8  “13.2  107.7 2.3 10N .
3 7. B 2,993 22.8 101.0  12.9 12.8 108.7 2. 105, -
4 7. 2,993 22.83 101.9 11.5 12.4 109.5 2.2 106.°
1984 g 6.8 2,997 22.85 102.4  11.2 12.0 110.2 2.3 106.
2 6.5 2,971 22.88 103.3  10.8 11.8 110.9 241 107,
3 6.3 2,976 22.89 10%.7  10.5 1.6  411.6 1.8 107 .
4 6.0 2,960 22.90 ' 104.5  10.0 11. 3 112.2 1.6 108.

Source:1982 MTF3. Internal Treasury Projectior.







RESTRICTED W

FROM: ROBIN HARRIS
DATE: 24 June 1982

CHANCELLOR—™ cc Hon P Brooke MP
Mr Ridley
Mr French

BACK~BENCH ENVIRONMENT COMMITTEE: 22 JUNE

I attach a note of the meeting (about which you asked) on
"de-planning" addressed by Tom King. (I wonder whether structure

plans should be accepted as being "with us always"?)

You also asked about the Defence Committee Meeting. That addressed
by Mr Nott was in fact an ad hoc affair. Mr Brooke ma§ be able to
advise you on what happened. The regular meeting was attended by a

CRD officer who tells me that nothing significant was discussed.

A’

ROBIN HARRIS
24 June 1982
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Conservative Urban and Town Planning Back-bench Committee

22nd June 1982

Chairman Anthony Steen MP

Speaker Tom King MP to speak on deplanning

1. Reducing burden of planning

Difficult to estimate but 580,000 applications in 1979-80
down to about 350,000 in 1982=83, Difficult to identify GDO
element - perhaps responsible for a reduction of rather more than
50,000. Circular 22/80 instructed planning authorities to take
a more positive and less tfussy! line e.g. in chamge of use
cases.

Making authorities publish the number of applications
and speeding up processing can have a beneficial effect, as can
local press comment. Speeding up of planning appeals since
General Election. Despite DoE manning cuts more (outside)
planning inspectors introduced -~ more will be done to encourage
private involvement,

Structure plans. In existence since 1979. About 70 cover
the country, approval has been speeded up - now about 65
approved, only 16 in 1979,

Clamp down on local plans: only to proceed where there is a
need. Out of 3000 proposed in 1979 only 800+ now exist.

Theme: need for some planning, if only to resolve conflicts
between individuals in a locality. Need for a coherent
framework, But it can grow bureaucratically, so restraint needs

to be applied by Government.

Questions

1. Do we need structure plans? Yes, to providé a framework.
2. Problems with converting farm buildings i.e. change of use.

3. Suggestion that outline planning becomes the norm i.e.
planning agreements should not involve detailed requirements.

4. Question on starter homes.,

5. Suggestion that allowing a mix of usage in inner cities
will halt urban depopulation i.e. presence of small
businesses will bring an area to life = the 'mix! will make
cities more habitable.

Conservative Research Department 24 June 1982
32 Smith Square EGM/TK
Swl
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’ ckahce,llo! of Tkn. EXCMW'S speach. to fta Gousenvanive uscal CGantre =
ouference in Coubidge ow 3rd dJuly 82,

1. The Conservative Consensus

This is an appropriate moment in the life of
the Government, the Party and the nation, to take stock.
Three years intﬁ our first term of office it is time
to look at past achievements and failures and to
consider the pOliciés required for the next
Parliament. We-cén take'coﬁ$ort in three things.
First, we are riding higher in popular opinion, B |
than anyone waould have expected of a Government
in mid;term. Secand, we enjoy & greater degree of

i:?Asupﬁdft ?or the broad thrust of our policies then

we frave ever done. Thirdly, in spite of some
 'iheyi£able diééppéintments,wé have not, ag so many
Gpvééﬁmen%s do gt fhis stage, run out of ideas,
drive. or stamina. As a Government and Party, we
are mﬁre determined thaﬁ evé? to press forward with

our programme to reverse Britain's decline.

‘ Those happy circumstances surprige our
critics. Though the idea that we are the "Stupid
Party” has had its day, the feeling still lingers

 iﬁ Sdmé-dirplés where our support should be great
/that Conservatism,?
|






that Conservatism, if robust,_is_insensitive. In
part, we are to blame. Language and tone are often
as important as content and policy. The rotion
that under each Conservatfve exteriof a racist,
sexist bigot struggles to get out is ridiculous but
far from dead. The reality that in liberating the

forces of enterprisé'We are strengthening opportunities

i3

for ethnic minorities and for women is not grasped b

—=—it should be. Nor are we always sufficiently
sensitive to the needs of these groups for,
bélicies that are positively designed to help

them over real aobstacles and difficulties. Because

policies that are in truth constructive are not

always sympathetically explained, they A
are often misread and misreprésented, gither by

accident or design. A1l of this we must work to

g
|
1_.

change.

The reality is t%at, as Conservatives, we are
uniquely equipped to carry out the tasks which - |
peopie wish Government to perform; th'otherwise '
ta stand aside, and get Government O?% peoplé’s
backs. We stand For-the rights of minorities, for
a Iiberal culture and a liberal economy; to enlarge

/opportunities faor E

14






zjeeeeftﬁhifieeTfefifhe poor and the weak as well
as for the rich and the strong. We want the whole
of society to benefit from the fruits of a

stronger and healthier economy.

Both our Party's traditions and our own |
generation's political experience make us feel this
'Wéyi'.ln eur eceptieism of devices and panaceas,
and in our eoncentration-pn.people; in our
: uqderstanding of the importance 6f combining
 individual freedom wifh eocial compassion, we
draw on the best of Toryism and Liberalism.
Aefhoeeinseincts which we inherit through tradition

‘have been strengthened and sharpened through the

experience of recent years.

In more than one way, today's Conservative
Government represents the 'Bow Group' generatiaon.
We are strongly committed to economic and social'
policies founded on freedom. We are attached to and
haQe faith in the potential 5% individual effort.
We’Want to- harness that effort to thg common good.

On the basis of sound economic growth we want to

/see a high






see a high quality of social provision for those
who cannot cope. We are committed to the rule of
law rather than the authority of the State. We
place more emphasis on motivating and persuading
people than in fiddling with the structure of
institutions. We want to see Government do less - ;
but do it better - a..d people do more. In the
best and true seﬁse of the word, we are liberal

Leonservatives.

By misreading and misunderstanding history,
Marxists wrongly draw - orT at least drew - comfort

from the notion that history was on their side.

In a more modest but more accurate way we in the

Conservative Party can look to history for support.
That is so for three reasons. First, our voice 1is i
the voice of aordinary people. It reflects their reel

interests. They want to own the homes in which they
live, to have a stake in the businesses for which
they work. They want to see economiﬁ.power. ' !
devolved from monopoly trade unions and monolithic
public corparations to individual workers and to

smaller business units. They want to have more choice

/about where






‘ ébéﬁt whére_ahd‘EAQiEﬁgir.bbildren.will be educated.
abaut where.and how their sick should be cared for.
: 'On'évefQ;éke of these péihté,.we are alone in
oFFefing Ehém fhe prospect of real progress.
Abéurdly, that is not the way people look at us

or our policies. We must make it a prime aim

that they should, and banish the fake image of

S *Qéalfﬁyu‘ﬁeartlsasindividua¥s, selfishly pursuing

their own interests and putting forward brutal

. and sometimes incompréhensiblg policies- The

745;per;épticn that our policies coincide with people’s

intefests is not sufficiently widespread. We

‘must make it so.

?'Secondly, and equally reassuring, is the
’__fac%athat sur vaice is also that of the
international consensus of free nations. The
intérnational community is moving more.and more
towards aur point of view, pérticuiarly on matters

economic. At Ottawa, Helsinki and most recently at

L

/Versailles,
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Versailles, the message from heads oF‘governments
was the same. France is the latest convert. They
seek, as we do, a stable inter-national order
through the deFeat_of inflation, lower budget
deficits and liberal trading poiicies. Like

us, they wish to make markets work in the interests

of the international community. Three years
ago most peaple spoke at best patronisingly
of the "Thatcher experiment™. Today the tone

has changed. The debate is more often about how

quickly our policies can be expected to bear
fruit. For the pursuit of Financial'prudénce,'as ] 
angssential condition for attaining suustainable
growth and fuller secure employment, is becoming =
the norm nat the exception. And the exceptions -

all toéfsadly for those countries concerned - |

serve to prove the rule

/The.third reason






'The'fhifd-regson why our approach is
Ciitorically sound is that it is firmly directed
toﬁabdé Ehé lgnger term. Both our instinctive
Conservative caution and the lessons of recent
experience make plain that there are no guick
or easy ways to reverse long term economic
VEeaIine] And it is long term decline which we
have to reverse. Under successive governments
during the last two decades unemployment and
inflation have been rising together. Under
successive governments our share of world trade -
- has been deﬁliningi it halved between 1955 and
1'1980; And as we lost our markets we lost the
pos'ahd relétive living sfandards which flowed
‘fFfbﬁ»them; Qur task in this Parliament has been
to ﬁackle the fundamental tauses of éhat decline.
In the next it will be to set Britian firmly on

to the road to higher growth and fuller employment.

We are not, of course, alone in claiming to have !

the ahswers to Britain’s long-term probiems.

/The Labour Party

i
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The Labour Party and the SOP-Liberal Alliance

now make the same sort of claims too. That is
no£ surprising. For the electorate have stopped
believing politibians who aromise short term
remedies. Let me for a&. moment examine the

alternatives.

Within the Labour Party only the far left entertain

—a—long term vision. But it is ane which most

peocple find deepily repugnant; and one which
Labour's leaders have generally tried to conceal

or deny. More nationalisation (with or without
compensation), more planning 'agreements’, exchange
and import controls, the direction of investment -
all accampanied by the enthronement of union

power: this is the apparatus of the siege esconomy.
So irresponsible are the Labour Party's financial

policies that such a programme might prove

.necessary - though it would certainly not be

sufficient - to keep the economy afloat at all.
But what is certain 1is that it would be
incompatible in the longer term with:a free

political system; by some indeed it is intended

/to be -
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m'Eéibé:;;%o;:fhéﬁ'fﬁét’s one of the attractions.

For those still in fhé Lébour Party who shrink
Ffbﬁ‘shbﬁ a ﬁath, there is the "national

econaomic assessment”, indicative planning and
reflation. But those.wha served in the last

Labour Government know all too well that the nemesis
which befell them in 1975-76 would certainly
'doiso.agéin - and much more quickly, given the
tougher world econoﬁic conditions in which we

now live. Their heart is not in it.

The 800151 Democrats too clalm a long term-
visian. The recreation of E credlble and acceptable
alternative government on the liberal Lkeft will
probébly progé.arléng term task. I, for one,

would not grudge them a role in that future.

So too I welcome the tempestuous decline
6f the Labour Party. It is still too early to
conclude that Labour's sickness is terminal. - The

brand label is-still one of the most attractive

/in the world, still







+ They

the damage tha;
by trade unionlLuddism.

They ETasp that
is a limit to the desirah

of the publice Sectagr,

Planneg €conamy,

- /Laboup Party






. 11
-~Labour Party, presided ineffectually over years

oﬁ-deb}ine; WHén the Alliance parties have
accepted and understood the consensus of the social |
markét'economy as thoroughly as Chancellor Schmiczt,
they can perhaps be taken seriously aquﬂﬁes

of Government. They must clearly and Finally

stop advancing the same failed policies which
.th;y_admiﬁistered.~Till then the British public
would be wise, and T think is likely, to conclude
that well-meaning uncertainty is no substitute

for clear policies, firm leadership and a sense

of direction. The Alliance have a serious role and
.miSSion, all the same. That is to ‘help shape the
pfhér vaice in the debate about Britain’'s future.
We must be sure that they are given enough

thiﬁking time to achieve that pufpose and to sort

" gut what they want to say.

fOﬁlthe basis of tHis analysis we can move
forward to gonsidering policy for the next
Parliament. We do not do so with any kind of
complacency. With such tragically high unemployment
figures, there could be no excuse for that. That
l1evel of unemployment is, above all, the price the

“le gess w4 : /country is
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country is paying now for failures over many
years past: the failure to embrace - rather than

to put off or fight - necessary changes in the
ecanomy, and the failure to combat inFlafion.
But that is no reason for giving low priority
to the fight against unemployment. Indeed it
is in the campaign™ 'or more jobs that the whole range
of our polibies.must, in time, secure real and
_lasting gains. That is why we attach so much
importarce to progress with deregulation - in order
to encaurage those jobs to be created. And it is
why we will not be diverted by other transient

problems from the need to make Britain’s econaomy

more competitive, so that we can win orders and

hold our own in tough internatianal markets.

That means taking a deeply realistic view
of what we can afford and of our position in the
world.j It means beiné sensible about deFehce'and
other spendipg programmes. It means not enter-

-téining'delusions of international grandeur but

/rather developing
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f;tﬁef ggveidbiqgjﬁdﬁstPQCfive and enduring
relationships with our partners in the Eurocpean
Community. If would be & tragedy if the real
adVantagesAin trade and jobs which flow from EC
membership cantinued to be obscured by unfair

budgetary arrangements. That underlines the

importance. of securing a fair and lasting

‘settlement of the European budget problem.

It means promoting and defending a liberal
trading system throughout the world. Commansense
and realism, not make-believe, are important in

every aspect o6f our national and international

{éfﬁéirs{i¥ we are to tackle effectively the

greét’economic problems which have plagued

us so long.

2. Policies for the Next Parliament

i
|
t
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24 Pglicies for the Next Parliament

The Conservative approachfthen, is a
profoundly practical approach to tackling Britain's
long term problems and offers the only acceptable vision
of her long term future. Much of our first
Parliament has been. taken up with 5vercoming the
Labour Government's disastrous legacy of high

inflation and unrealistic plans for public

spending. _Morsover, we have had to do this
during a deep international recession. We have
been riding out a world-wide economic storm. The
pricé of oil is now some 25 times its level of 1970.
The world has faced two 0il shocks, each

reducing COECD output by the equivalent of 2

percentage points. The grdwth of the Q0ECD

cconamies and the growth in volume of world trade

have halved since 1973. World markets are more i
volatile. We inherited a wage explosion from - !
th e Labour Go'ver.‘nment. -Our competitiveness was seriously Ii
damagéd by a doubling of our unit labour costs

Between 1375 -and 1880, We' have had to overcome
long standing problems without the cushion of

international prosperity to make the remedy less

/painful.
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paih?di; 'th-eVgh-North Sea 0il was enough to

offset that.

Yet this first Parliament has seen firm
foundations laid in economic and social policy on

which we can build during the rest of the decade.

" A return to modest but sustainable economic

zrowth will allow many of those achievements to
bear fruit. Increased incentives through our first
Budget's cut. in margihal income tax rates, |
'-dereéulation of buSihess activity and help for
small-Firms:' all of these will continue to yield
results. And our continuing struggle to rein back

pubifc spending will be shown to be worthwhile if,

- with more economic growth, it begins to take

X Shéller'rationoF GOP. In countless ways &
more buoyant economy would allow potential gains to

become real ones.

- But relying on. growth alone to solve aour probIemsll

WOuid be duite Gnrealistic. Past Governments
Héve ccnstéhtly fallen into that trap-. Unrealisfic

projections of growth have led to unrealistic

/commitments and
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commitments and spending plans. So we have to think
hard about ways in which we can preserve realistic
totals for public spending - and gain room

within which to prune the warst features of our tax

system. For that is essential for sustained growth.

Even within the: relatively generous scope
accorded to speakers on occasions such as this, no
attempt to spell out policies for the decade could
be comprehensive. And, necessarily, much of what

I have to say touches upon areas where firm

decisions have yet to be made. But I can make
cleér what I believe should be the heart of our

approach.

It is to continue in three main directions. -
First, and no-one should doubt our determination in i
this, it is to tackle the root causes of the scourge .|
of unemployment which weakens our economy and
thfeatehg to embittér our national.life. | ?

»

Second, it is to reduce the fiscal and regulatocry

/burdens of -
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burders of the State on people and business and to

- promote the enterprise which they stifle.

Third, it is to extend choice as widely and

effectively as possible. :_

/Curbing Unemployment: reform of the

i - labour market
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clfF Curbing unemployment : reform of the labour market

Unemployment is a great evil. No party

understands better than ours, with our philosophical

and practical commitment to self-fulfilment, the

frustration and waste which unemployment brings. But

customers, not governments, generate lasting jobs.
It is the operation gf markets, the willing response
to the need for innovation - that is of choice - rather

than the actions of gaovernment, which offer the best
hope of fuller employment. 0f course, we are right

to do all we can to match large expenditure on

special employment programmes with the natural desire

for opportunities for real work. But even with
direct government action of this kind, it must
remain our object to complement, and not frustrate,

the working of the labour market.

The fundamental causes of today's lack of
‘competitiveness and loss of jobs lie deep in'the
past. Not all are understood. Lost markets have
meant lost jobs. - Part of our uncompetitiveness has
resulted from misguided government pclicies -
over-spending, over-borrowing, over-taxing and
inflating. And manipulation of the exchange rate

/did little or

4
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;diéilitflé ohfﬁdthiné.tq a@eiiorate the consequences.
Betweenligsf and 1376 the effective exchange rate
Fell‘bynaQér auhaiF;-rbut bompetitivaness improvec

-by only about a tenth as much. For domestic costs,

particularly wage costs and prices, rose quickly to

offset our original competitive advantage. af |

“every § of increased demand, 85p went on imports

_and higher prices; only 5p on higher output. |
The unpalatable lesson is that we have to deal

. and higher profits, and lower wage and other costs.

"And we have to restore badly squeezed levels of

- _profitability. | For it is the pressure on company %f"i°f”
profits and finances which has forced today's workers |
’ 0 - |

“ an to the dole queue and aborted tomorrow'’s. '

investment and tomorrow's jabs.

In the'long and the shoft term it seems cgrtain l
that reél wage inflexibility, excessive bargaining ?l
pawér; irréspoﬁsigly exercised, and restrictive |
practices have been major causes of une;ployment.

‘Successive governments have tried to tackle the

/problems.
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problems. The Industrial Relations Act, the Employment
sct. and the messuresin the current Employment Bill are al:
attempts to restore order and balance to the labour
market. All have been resisted by trade unions,
determined to achieve wage 1evels and conditions
which could only be secured at the expense of jobs.
gut there is growing evidence that the link between
pay and jobs and the crucial importance'oF profits
are being grasped - af 1gast outside some qnion
leaderships. It is far too early to proclaim
yictory on this front. In a sense, indeed, the
pattle for economic reality is never won . But,

from Plymouth to Port Talbot there is a goad deal

more commonsense .

We must build on that understanding. The |
exchange of views in which we engage regularly at
the NEDC is one way of doing this. It should be

the rule not the exception at every 1evel of industry.

We shall;need'to cansider whether unions themselves i
should be made mare democratic to reflect this

growing:understanding. Already we have done much _
to protect the rights of non-union employees. There :

/are arguments |
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épefahguméhts;fﬁr‘hgving:further to givé the unions i
chéﬁséivés béékjfd their members by ensuring that
they have a genuiné say in the conduct of the union’s
affairs. That could be a first-step towards a
refarmed and de-politicised trade union structure,
genufﬁely reflecting the needs of tomorrow's
industrial life - rather than the assumptions of

a century or more ago. o

We have also to remove the inflexibility in
the labour market which government, employers and
undons together have conspired 'to achieve. 0Old

assumptions need to be challenged. Is there really

a case for wage councils imposing minimum rates
which frustrate market forces? Can we afford to move
SO péinFUl;y:élowa towards a revived, de-regulated

private rental éector of housing which would allow

people to mave quickly and easily to find Jjobs?
How long must we wait for the pension funds to

respond to the pressufe.For eafly leavers’ benefits?

/Adaptibility
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-

_Adaptibility and mobility are the preconditions
far an eFficient laBour market. And only efficient o

labour markets can provide tomorrow's jobs.

/ 4. Reducing Controls
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4, Reducing tdntrdls

I have ldng-been.convinced that de-regulation
is-&ital‘tb'ereate an encouraging environment
for enterprise and jobs. QOver the years
gaovernments haee lost sight of how and why wealth
and employment are c:eated - that is by satisfying
- customers. Asae ﬁesdlt they have bowed to calls
from sectlonal :afher enan'general interests

'to inhibit and to control.

Already we have made major steps 1in reversing

- that process. Price, pay. dividend and exchange

'_contrdle, Industrial Develaopment Certificates
and OFFlce Development Permlts all have gone.
And the burdens o? employment law and planning

controls have been eased.

However, we must ga further. We need E
searching scrutiny of all the regulations

procedures and, restrictions which 'still inhibit

/enterprise.

i
|
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enterprise. Even during international recession E
and high unemployment, so-called secondary and
tertiary businesses cahhanq do flourish. They
offer real hopes of new employﬁent. But they
need to be free to do so. In Britain, the
instinctive answer to the gquestion: "Can I do
something?"”, is tgb'oFten "No” instead of "Yes".
The de-control which has played such a viteal

—part in the success of our 11 Enterprise Zones -~ -
a concept which I launched in a speech on the
Isle of Dogs, only four years ago - has
potential application throughout the eccnomy.

The lessons of this experiment should be carefully

absorbed by everyone involved in local government,

The counterpart to de-regulation‘is the
promotion of competition. Both are vital to
maks markets work and generate growth and jobs.
More competition is a-vital'ingredient in the

search for efficiency and value for money. We

/have strengthened
(=)






25

' heve strengthened existingtlegislation by P
aklng 1t p0581b1e For any individual firm’s
entlcompetltlve practices to be investigated
and stopped. We have given the Monopolies and
Mergefs Commission the power to look into every
aspect of nationalised industry's efficiency,
be 1t costs, operatlons or working procedures.
j_The Comm1551on have already produced invaluable 1Aj
reports, and we heve now taken steps enabling E
them to_conﬁinue and. expand this role. We have
2150 acted to curb ocffective monopolies in
teieeommunications and in transport, benefiting

industry and customers alike.

/5. Taxation
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5. Taxatiaon

We are firmly resolved to continue to try
to reduce the burden of personal taxation.
It is worth remembering exactly why that is of

such importance. -.-

The reasons for reducing high marginal
rates are no less compelling now than they
were in 1978. Their damaging effects have been

well set ocut by Monsieur de Larosiere, Managing

Diréctor of the IMF, in a lecture in March:

"At those high marginal tax rates, individuals [
are likely to‘substitute lgisure for works; f?'
consumption for saving; non-taxed activities |
faor taxed anes; to rely mcre on pnderground
activities; to become less compliant with
thé tax authorities; to become more waste%ul {
vis-a-vis deductible:expenses; and

generélly to be less concerned yith efficiency.
The net result will be that the supply of
resgurces is likely to fall and the factors

/af production
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dF*ﬁ}odﬁﬁfidn1Will be less efficiently
aildcaféd.f Whén high marginal tax rates are
combined with high rates of inflation all
these'eFFeéts become even maore pronounced.
In sum, when the bax burden is already high,
it becomeé increasingly difficult and ?

costly to finance additidnal public expenditure

e

|

@ _ o ' |
.through tax increases.” 1
. : |

A

These were the probiems we sought to
fackle in our first Eudgét. We made fundamental
cuts in the basic rate and in the higher rates
;04 ihqohe tax. This brought the top rate into
"_line!with_our European Eaftners and significantly

_imqfoved,incentivgs. The more desirable balance

;acﬂievéd~betwggn tax on spending and tax on
earning was a vital step in increasing incentives. |
We hust continue to ensure progress in that

direction, remembering, there are few income levels
at .which thresholds are nat. of significance, as o

~well as rates.-

/0ur second area
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Qur second area of achievement has been .
on capital taxatioﬁ. We have corrected the worst |
features of capital transfer tax,_raisinglthe
thresholds signi%icantly and reducing the rates.
This has removed from the tax net a high
proportian of the estatés which would otherwise
have been liable & < removed most of the deterrents

to lifetime giving.

We have also introduced radical changes to
capital gains tax; removing the double charge,
raising the threshold and more especially
tackling the long-standing injustice of taxing

paper gains which have arisen from inflation.

We have not, of course, been able to go as far
2s we would have wished. Nor have we necessarily R
arrived at an ideal solution. But we have ]
undoubtedly moved towards a fairer basis for P

the tax than the aone we inherited.
Thirdly, we have introduced four enterprise

/packages in as
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ﬁébkageé in éélﬁény budgets, aimed at helping
small_b@sinesses sﬁart up and grow and encouraging
iqdividualsAto invest in them. As many
entrepreneurs - would-be and successful - have
tald me, this has produced a sea-change. The
tax system now works positively in favour of

smailer businesses: instead of against them.

The most radié;l innovation was the
BuSinéss Start-Up Scheme which the CBI described
as "one of the most importaht'COntributions
any GoVernment has made towards encouraging thé
starting uﬁ of new firms”. Coupled with the
Loan Guéfantee Scheme and the Venture Capital
Sébemejitrprovides a bold and imaginative array
o#-émall bus{neés,incentives unprecedented in

any other country.

Finally, our fourth area of significant
sucéess.has-peen in using the tax system to
promote wider ownership. That is a fundamental

sacial as well as economic aim. Since we took

/office, the
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office, the number of employee pro;it sharing
and share option schemes has risen from 30 to
over 400, covering some 270,000 employees. Qur
privatisation pfqposals have been accompanied
by special provision for employee share
ownership too - as in the cases of British é'
Aerospace, Cable”éﬁd Wireless, and Amersham.
We continue to attach great importance to employees

—3at-all levels having the opportunity to build

up a capital stake.’ Our aim is wider ownership.

And our housing policy, of course, is equally
aimed in that direction. A guarter of a million
council temnants have bought their homes since

we took office, and by the end of last year

slmost half a million right-to-buy applications
had been received. Conservative Governments
have always encouraged home ownership: under
post-war Conservative Governments the proportion
_of the population owning their'homes doubled. _f

It is a tradition we intend to continue.

/We have to
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We have to reéconcile ourselves, however,
to major obstacles which must slow the pace cf the

progrQSS'WE'should like ‘to make.

The constraints an pursuing further and
?aster the path of tax reform are well known,
The.first, af course, is |
the momentum and size of aubliu spending programmes
and the need to raise revenue to finance them

responsibly.

The second is our inheritance of legislative
_}umber. We believe in pursuing a simbliFication
ﬁf;the tax syétem to. make it more intelligible to
tﬁé'maﬁ.in thg‘street and less coﬁplex in
administration. But we have to find a sénsible
path between simplicity which may be commendable
for fiscal reasons and the survival of reliefs |

which though anomalous are designed to serve

a social purpose.

/The third is

B
1
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The third is that whatever the merits
of particular reforms we cannotlose sight
of the fact that implementing fundamental |
changes in a complex manual based tax system is
expensive and time-consuming. The computerisation
of the PAYE system balanced against any mave i,
towards tax self-aw essment is, therefore, likely :
to be a major factor in shaping the future. i_7

The fourth is the impaortant political
cansideration that it is bound to f&e
difficult - to introduce major improvements and
reforms to the tax system on a revenue-neutral
basis. All too aoften there are, in the jargon,

nasty and often unexpected "distributive”

effects lurkihg in the woodwork 'Losers’® always
seem to outnumber 'gainers’'; and the 'losers’
know that they will lose, while the 'gainers'’

doubt whether fhey will really gain.

These considerations. apply to each of the

major policy areas which we have to consider. It's
»

/warth setting
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..w@fth,sefting'outiihé basic issues. Would it
Bé'apﬁrdpriate:td reférm and reduce the level of
reliefs in personal and corporate taxation? And
to whaf extent could we reconcile such feddctio-
with our broader social aims? Again, how
far can we deal with thé obvious inequitias
in the taxation of savings? We cannot easily
justifyé in a society thét needs to look with
Fagb;r on fisk-féking and innaovation, a specially
high rate of tax on-investment income. Nor is i
it easy for ever teo acbept that | |
sglf-help and thrift in provision for retirement
is better encouraged through institutional than

_throggh private saving.

5? Not;the least intractable problem is, of
bo;fsé, the perrty trap. In order to cater for
those in need, successive governments have raised
b?neFits and allowed real tax thresholds to drop
in order to pay for them. TEe gffect on inﬁentivés

is-undoubtedly harmful. Eveéen renewed economic

/growth will
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growth will only provide a sclution here so long
as it is accompanied by continuing restraint

on public expenditure.

What is clear is that we have to continue
to combine boldnes.: in analysis with caution
in implementation. The technique of advancing
cargfully through extensive consultation
on the issues involved, which has governed much
of our work this far, needs to be still more
widely applied. . It is the only way to safeguard

the quality of tax legislation.

We would not, for example, think it wise
to attempt any reform of company taxation without
the most thorough prior consultation of the type
we have tried to generate through OUT Green Paper

on Corporation Tax..

Equally we could not contemplate moving

taoawards a structure of personal allowances

/that was less
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that was lesé depéndent on sex or merital status, without
testingopinion through the our Green Paper on

'The Taxation of Huébandfand Wife’.

Our future programme will only emerge as
a result of the mast careful consultation. We

firmiy believe that issues should be set out

for full public debate before decisions are taken.

/8. Inflation and Interest Rates
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B. Inflation and Interést Rates

The speed with which we can introduce
desired tax reforms necessarily depends on our
ability to curb inflation and control public
borrowing. So the next area to be considered

is our financial poliéies. The experience of

these last three years confirms the importance

of haVing a medium term strategy for reducing

the rate of monetary growth and the size of

public sector borrowing as a share of our national
income. Our aims were, of course, to tackle
inflation on a lasting basis and achieve lower
interest rates for businesses and families alike.
The crucial test was the 1981 Budget - denocunced
by our critics as wilful folly. We were

widely expected to respond to the pressures of

the recession by reflating the economy 1in
traditional, if perennia;ly unsuccessful, fashion.
Instead, we continued to treat the fight against
inflation and the maintenance of downward pressure
on interest rates as our #irst priorities; and to

that end we were prepared to increase some taxes.

/As a result,
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As. a result, to the perplexity of our critics,
theﬁe was a fall in intereét rates and economic

recovery began. This was indeed what we. foresaw.

This was because we realised that the connection
between beating inflation, lowering interest rates
and controlling public spending is close and crucial.
Lower inflation itself paves the way for lower
interest rates, more confidence, and less accute
problems for industry and financing expansion.

A lower PSBR makes for lower interest rates, less
difficulty in controlling the monetary aggregates,

and hence surer contrél of inflation.

We should never forget that inflation is
a great moral evil. Nations which lose confidence

in their currency soon lose confidence in themselves.

As. a result of our policies inflation has come
daown fast, interest rates have fallen and
economic recovery, albeit slow and somewhat

hesitént, has begun. International problems -

in particular rising US interest rates - checked
that pfogress in the last quarter of 1981.

Of course, the international trading environment
. is not buoyant and the prospects for our own

econamy are necessarily bound up with those of the

/world economy
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world economy. The outlook is now for a resumption
of growth in world activity, though the pace of :
this will obviously depend on how soon American
interest rates decline from their present

damagingly high levels. At home it would be

possible to destroy ~ur achievements, and force

up unemployment still further by irresponsible |
pay-bargaining. But provided we hold to our %
strateéy for beinging down inflation, the
prospects for renewed sustainable growth in the

years ahead are encouraging.

The lessons are clear. We must press on in the
next Parliament with bringing down inflation and |
inflaticnary expectatiohs. Inflation is less than F
half the level reached in the spring of 1960; in
single figures; below the average for major
. European countries; and still falling. We will be é
the.First government in a quarter of a‘century |
under which the average inflation rate during
our term of office is lower than that of our
predecessor. But we have to go further. It is

not so long since one of my Conservative predecessors,

/Derek Heathcote Amory,
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Derek Heathcote Amory, presided over a whole year
of zera inflation. With other OECD countries
achieving lower inflation we cannot afford to ease

up. - Our inflation rate is still three times that

of Japan and almost twice that of Germany. For us to
have the sort ofinflation:rates to which they have

become accustomed would be the single most important

boost- to industrial confidence and competitivéness
which government can provide. And since past
inflation and the expectations it aroused are the
major cause of today’'s unemployment, the defeat of
unemployment would be advanced immeasurably by the
“defeat of inflation. This is why our policies

to control ;nFlation are policies to fight

f _uqemglbyment, The pressing forward of a strategy
g>0¥; Iimiting money growth and Government borrowing
in the ne*t Parliament is therefore essential.
What we have to do is to ensure that the defeat of

‘inFlatioq is permanent and is seen to be so. We have to

encourage further reductions in the rate of increase

in.nominal costs.and pay and clearly estahlish

a trend towards price stability. Thiglapproach

i{s essential in order to encourage and sustain lower

long-term intérest rates - so important to achieving

sustained economic growth.

/7. Public Spending

)
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Us Pufilic spending

As I said in my first Budget statement, "Finance
must determine expenditure, not expenditure finance”. |
So a clesely related and egually important aspect of
our policy must be the control of public spending.
0f course, the rise in public spending as a share of

our national inceme .3 in some measure a long run

phenemenon, and not one unique to Britian. But it

is the post-war growth of spending in the 13950s and
60s with those momentum we now principally centend. L;'“*;'
It was Helieved that high economic growth rates would
continue indefinitely. And politicians vied with one
another in promising ever more costly electeoral

inducements. It is promises of that kind which set

the long term trend se firmly in the wrong direction.

!
&=
|
|

For too long, the contrel of public spending has

been regarded as a negative exercise aimed at

i
frustrating improvement. That is toetally wreng. In 1
fact, through the disciplines and pressure which arispi

from the need to centrol publib spending, gevernments
have been spurred on to overdue changes and reforms.

That is true both in economic and soical policy.

/Let me stress
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Let:me stress here that our analysis of
Britain’s pfoblems‘is not the result of some
revolution in economic or social theory. The
balance of meaéures, may, and should, change.
But the understanding and the aims which
unqefpih them have been consistent and

developed gradually through the years.

It is twenty-three years since Tom Hoosen and

/I, in our CPC/Bow
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I, in our CPC/Bow Group pamphlet, "Work for Wales”,
called for "courage in facing facts, courage

in making policies, and courage in adapting the.
Welsh economy swiftly to the new era”. But alas!
it is only in the last three years that the people
of my home town of Port falbot have been obliged

to discover that 5,700 people can make as much
steel as 12,000 people had been employed to do.

"The longer we avoid facing reality”, we wrote in E

1953, "the greater will be the hardship when we ;

are eventually obliged to do so”.

For too many apparently comfortable years the ﬁ

warning went unheeded. And so the long term diﬁficultlfﬁ,ﬁ;

|
. . oy |
questions continue to crowd in upon us today. |
oo

Let me give some examples. Do we aim to
find ways of providing better for those In need

without increasing Burdens on the private sector?

/Yes, we do.
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Yes, we do. ‘Today*s question, and today's right

response,; are still aiong the lines that I

suggested, in a CPC pamphlet, "In Place of

Beveridge”, as long ago as 1365. Do we now
recognise that it is not by more regulation but
by less that we can encourage wealth creation?
And QD we’acknowledge the tension between the
protection of the public interest - on health

and environmental grounds ; and the neéd to
liberate enterbrise? " Again we do. In my days

as Minister of Consumer Affairs and as Shadow
Chancellor, I tried to address those problems in:
two other CPC pamphlets inm 1973 and 1877 ("Action

for the Consumer” and "Too Much Law”"]}.

fiFof much longer than that, Conservatives
had hublicly questioned whether subsidised
universal provision would effectively help those
in need. Recent research has confirmed the
garlier findings of Fabians like Professor
Brian Abel-Smith, that subsidies in housing,

transport, education and health give more help

/pmpoptionately
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proportionately to the better off than to the poor.

And they encourage waste, inefficiency and lack

of cost-consciousness in the organisations which
provide them. In Fact.the experience o? the
Conservative Party - and my personal experience

in Oppaosition and in Govérnment - reflects the
experience commaon *» all in public life. We have
seen confirmed, in different circumstances and on
different occasions, the analysis and prescriptions
whiéh, as Conservatives, we would instinctively
adopt. So as to limit the risks of mis-government,
we have striven to produce a healthier balance

of countervailing forces against the rigidity of

bureaucratic inertia.

What threatens that balance above all, is
the unresponsiveness of a burgeoning public sector.
And the best way to loosen the grip of the public
sector is by fostering that balance of interests-
which the market p;oVides through 'competition’.
We entertain no prejudice against those who work .

in the public sector. No Minister worth his salt

/could fail tg
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could fail to ébpreéiate'the work of his eivil
servants. And no politician should underestimate
the gréat problems which nationaliéed industry
" managements have faced aver the years. Yet the
?act.remains that the spontaneous contervailing
pressures of competition do not apply within
}argg parts of the public sector. This is one
reason why the problems haQe remained so
intractable. I was struck only recently by
the observation in a speech on 2 June by
Sir Robert Marshall. Persuasively and fairly he.
listed the problems which he faced as Chairman
of the National Water Council. ~And every one
seemed to me a reflection not of the defects
gfiindividuals at a particular’ time or place,
but of the inherent nature of the public sector

itself.
It cannot, for example, be good for our
institutional arrangements to do as much as they

do to encourage the manageméent of the, Health

/Service or British
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Service or British Rail to make common cause with
those whom they employ in seeking to enlarge their
resources not through higher efficiency but
through campaigning for more public money. Ner
can a situation in which some sectors of the
economy insist that not only their jobs but their
terms and conditions of service - however
manifest the overmanning and inefficiency - |
" must be regarded as immutable, at whatever :

cost to the taxpayer. All toe oftenithey do sa hy

means of industrial acticn. Too few people in
the public sector feel that they can advance

themselves through success at work rather than by

doing battle in the political arena. Too few

people in the public sector - not least because

of the hopelessly over-centralised structure of
much of our administration - have any opportunity
whatever by their own efforts to influence their
own working environment. That is wrong; and it can

be dangerous.

/ That fs one
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That .is one reason why private ownership and competition
R are ideéS\wmsétimé has come. They came long ago.
In a speech to the Selsdon Group last August,
I dréw attention to the paradox that "given
the immense unpopularity of nationalisation,
not_lgast:aang Labqqr supporters ... the
Cogsérvatives'(until recenfly) shrank from
undoing it.” Well, we shrink no longer. And
we will go further, as I shall explain. But
the vital point is that our policies and
ppqgramMes,’our whole approach,  haveé been
Justified by events. It has become in truth

a Conservative consensus.

/B.. Privatisatiaon: Industry

|
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8. Privatisation: industry i

The growing problems of nationalised industries f
and local government have highlighted and reinforced
the case for more privatisation. We do not pursue
this case because we entertain an irrational prejudice
against publicly owned industry. Nor do many people
now regard it, as they us=d to do, as another round in
a doctrinaire game of tit-for-tat. It is a highly

practical attitude, based on many years of uncreasingly

sad experience, which have led the large majority of

people to the same conclusion. Already in this

Parliament major steps have been made. British Aero-
space, Cable and Wireless, the National Freight Company,

some British Rail subsidiaries, parts of British Steel

and various NEB shareholdings have been sold. BNOC's
exploration and production activities and the British
Transport Docks Board's ports should shortly follow
them into the private sector. Beyond that there are
firm plans for selling British Gas's o0il interests,

and also British Airways as soon as it is back on the

road to profitability.

We must go further. Public utilities and the !

so-called "natural monopolies” cannot all be allowed

/to remain
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t5 remain Wi%HOUEQCHénge or challenge within State

owhersﬁip. Ihcreaéed cbmpetition must be accompanied
by prdgreésitﬁwards mOre'real;public ownership -
ownership by the public, not by the State. This may

| require new structures for managements and accounting.
If may also require the institution of regulatory

bodies to protect the public interest and ensure fair

- ‘competition, But the moral of the ceaseless debate
5é£ween Governmént and nationalised industry managements
about investment and efficiency and between the
industries and their customers an prices and service

is simple and fundamental. It is that State ownership

3 apd1;ontro1 should be displaced or supplemented, wherever
.sensibly possible by the discipline and pressures of
,'theimarkeé place ahd of some degree of private

.ownership.

/8. Privatisation ': local government
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g. Privatisation: Local Government

A similar moral can be drawn from our
difficulties with local government. We face
immense problems in trying to ensure that our

national policies for the revival of Britain's

|
|
i
|

economy, for more‘gfowth and jobs, are not
thwarted by the inertia as well as, in some
—eases, the ill-will of local councils. The

origins are as much constitutional as economic.

We must not, though, lose sight of the longer
term problem which underlies present difficulties.
Generally s peaking spending in local government

has over many years risen faster

than in Central Government; and (since the end
of the last century) faster than GNP. In the
early 1830s, and in the late 1860s, 1local

gdvernment lost control of a whole range of ' i
services which were transferred either to Central j
Government or other bodies. It is that, rather ‘

€

/than other factors,
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than other factors, which accounts for the
relative fall in local government as a proportion
of totéi governmenf spending. So the fact that,
after losing so many Funﬁtions, local authorities
are still responsible for some 25% of total
public expenditure and unable or unwilling to
limit their demands upon the rate payer, while about
half of their expenditure is met by the taxpayer,

is deeply worrying. -

In the past the only effective way of
achieving notable reductions in local authority
spending has been through the transfer of services

elsewhere., That may yet he true again., If sa,

it should be to private ehte:prise not the state
or-its agencies that such a transfer of é

functions must be made. \

We must sfrengthen local government's .
accountability and reform the rating system.

We must combine sensible central management

/of the big
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of the big issues with a high degree of local
autonomy. All that is very difficult to
achieve. But this much is crystal clear: the
more ﬁrivate individuals and businesses can be
brought to perform some part of what is now
perfaormed by local government, the easier

those problems wili be te resolwve.

|
|
f

10. Privatisation: Social Policy i
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40. Privatisation: Social Policy

Putfiqg markets and competitionvto work in
the nation’s interests is not just a policy for
industry or local government. It is an approach
which has as yet barely impinged upon the
apparatus of the welfare state. Yet there are
bowef?ui : Deasdns why we must be ready to
consider how far private provision and individual
choice can SUpplemenf or in some cases possibly
replace the role of government in health, social
security, and education. Many of these reasons
“are economic. But it is important never to lose
sight of other reasons too.. As Conservatives, we
believe. in true 'devalution' - that is, not
setting up new layers of bureaucracy, but
devolving power and responsibility to the lowest level.
More flexibility and adaptability result.
Monopoly and quaéimonopolies make for bad, slow
decision making, misuse of resources and exploitéd,
frustrated custbmers. That is na less true in

*

welfare than in commerce .

/In the whole
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In the whole debate about social policy
paolitical prejudices and irrational expectations

have been dominant, rather than cool-headed

analysis. The use of economic pricing of services

is currently restricted to only small areas of
the programmes concerned. Opening up the supply
of a much wider réd.ge of goods and services to
something appraximating to the market place may
_ be a way of enriching and enhancing the quality

and variety of what 1is provided. -

In some cases, a system of charging can
help to direct resources where they are most
required and at the same time induce a sense o&f
priorities among recipients.of the services
involved. In some cases charges might be a
preliminary to some form of private
sector involvement. As we develap our thinking
along these lines we must never cease to proclaim
that the objective of such an.approgch is not

to defend a rump of privilege for the few, but

to enlarge the bridge head of choice 'for the many.

/The need to
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The need to reform our system of social
provision would be pressing on public spending
grbunds alone. The social security budget
constitutes about a quarter of total public
spending. About B80% of it is effectively indexed.

It is all demand determined.

The burden of funding retirement

pansions alone has risen in real terms by over

50% in the last decade. Yet our GOP grew by only;
13 °/5 ' -

5% -over the same period. The Health Service

budget continues to grow so as to accommodate

a real growth in services. Education spending,

because of difficulties in adjusting provision

to téke into accound falling pupil rolls and
beqéuse~85% of the programmes goes on staff costs,
is only contracting slowly. Local authorities
find it difficult to adjust provision in line
with falling rolls. This overall picture of
increasingly heavy burdens placed upon the’

working population by those not in work is not

/confined to
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confined to Bri%ain. For the seven major
industrial countries the ratio of total public
éxpenditure to GOP rose from 28% in 1965 to
around 37% in recent years. In-all cases,
entitlement programmes and other transfers

were the main source of that expansion.

The way forward must embrace a constant
readiness to review our commitments and to consider

market mechanisms as a means of promoting greater

cost-consciousness and of extending choice. We

must meet the increasingly frustrated demands of

society in a fair and efficient way.

Take health. Contrary to what our critics
claim, we have increased planned spending on
the Health programme by about 6% in real terms. |
We accept the need to provide an adequate standard E
of health care for all, regardless of their means.
We want to keep the best of the preéent-system
while looking for new ways of tackling its weak-

nesses. This means, in particular , considering

/the scope for
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the scope for more Gonsumer -choice, more cost,
consciousness and more private provision.
Private health insurance is already one of
Britain's growth industries. By 1981 the
number of people covered by private health
&héﬁrancé s;hemeéjhad risen_by over 70 per cent
since 1978. We must encourage that proportion
to grow faster and ensure that it is by no

means confined to the better off.

/Another and

|
!
|
|






58
Another and closely linkéd issue is the

role of voluntary organisations. Over the decade
to 1980, the number oF.registered charities
increased by over 25,000, that is by 28%. OfF
these the number of non-education charities
increased by a thirq. In the personal social
services, the amount of voluntary effort has been

estimated as greater than that provided through

Tocal government's statutory services. The

'yoluntary' effort represented by the family
itself cannot, either, be gverrated particularly
in case of the elderly. That is something we need
to encourage. My 1880 Budget contained important
measures to encourage charitable giQing. ‘But
there are major guestions which still have to

be tackled. What scope is there for a further
movement towards encouraging voluntary effort in
persanal social services? And, with unemployment

the grave problem that it is, are there ways in

which the charities could be brought individually or

collectively together to provide jobs for young

people and more care for those in need?

/A similar
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A'similéf épbrdach could be attractive in
education as well, Widening choice, encouraging
private provision, ensuring more flexibility,
while improving value for money: those are our
proper goals. “ The 1980 Education Act was a
signi?icant step towards ensuring parental
Fpéédom:o? choice and encouraging parental
-ingoivement. A vﬁucher‘syStem whereby parents,
would have an even greater choice of schools
for their children and WEePeby:standards might
be raised through more competition 1is one

possibility.

student loans to encourage greater responsibility R

anﬁ self-help are another. Perhaps there is scope
for more community involvgment in the financing and
management of 1ocal schoaols. All these approaches,
to the extent that they are compatible with our
over-riding public spending and monetary objectives,

are worthy of serious consideration.

/Conclusion
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Conclusion

A1l of these policy areas are of deep concern to
ardinary people. in all of them our approach of
widening choice and ownership, of de-regulating and of
making markets work in the common interest is widely
accepted. Few seriouéiy believe that the Socialist
alternative, in whatever guise, could do other than
harm—our-economic prospects and worsen the outlook for
long term material and social improvement. The
Conservative Party has taken upon itself the mantle
of reform. It is we who advocate and implement

change; the other parties and the inert power blocks

and the vested interests they represent which. oppose it.

We must try to present our programme for the next

Parliament 1in that context.

The crucial determinant of our ability to do so
will be confidence. The abiding importance of the
much discussed "Falklanas factor" will probably be
two-fold. First, it has increased confidence in our
ability to see difficult decisions through, bﬁth at
home and abroad. In itself, that may have desirable

economic conseguences. Secondly, events there have graphically

/demonstrated

4
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‘Eéﬁﬁﬁéﬁ%étédvf:,thé 5ubbéme importance of individual

heroism and personal endeavour, of people - not
institutions = working together against enormous odds

t6 turn humiliation into victory. Our aim must be

to build on and increase that confidence which people

feel in us and in themselves. We must look ahead

and share. with the public what we see. For this

* we know: -.our long term vision is also theirs.
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20 July 1982

MR R&AC;Y cc Mr Kemp

Mr R I G Allan

THE GOVERNMENTS REGIONAL AND INDUSTRIAL POLICIES: CONSERVATIVE
RESEARCH DEPARTMENT PAPER PIC(82)3

The Chancellor thought that the attached paper put together
for the supply day debate on July 14 an extremely useful and

effective summary. I have passed this on to Peter Cropper.

2. The Chancellor has suggested that it might be worth
considering a distribution of the paper in some form to certain
outsiders - possibilities include Walter Goldsmith, Joe Efgerton
and even possibly the CBI. He would be grateful for your

advice.

3. Central Unit may find the paper of some use as a quarry

for speeches etc.
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THE GOVERNMENT'S INDUSTRIAL POLICY

The government's -industry policy has three objectives:

¥ creation of a climate in which industry can flourish;

* positive action to make markets work more freely;

* positive stimulation sharply focussed on those areas where this

is a cost-effective use of taxpayers' money.

The industrial climate. The government's main contribution has

been the fight against inflation. Inflation makes planning for the
future hazardous and so delays investment; it sours industrial
relations and puts pressure on wage costs; it hampers competition

with overseas producers; and it forces up interest rates.

The government has, despite the difficulties in recession,
maintained downward pressure on its borrowing and financed its
deficit responsibly. Inflation is down sharply, ,and interest rates,
already 3%% lower than in the autumn, are still on a downward trend.
The government cannot undo the effects of high US interest rates -
yet it can and it has refrain from adding further to industry's

problems.

Market efficiency. The government has abolished pay, price, dividend

and exchange control. The 1980 Competition Act provides new and

effective methods for dealing with restrictions on competition.

The Employment Act 1980 and the Employment Bill are steps taken
towards achieving a more appropriate balance of bargaining strength
between employers and trade unions. Some of the rigidities in labour
markets introduced in the 1975 Employment Protection Act have been
removed, and the government has lost no opportunity of stressing the
link between levels of. pay and job security. Wage Councils have
been instructed to take more note of conditions in the labour market
when setting minimum wages, and the Young Workers Scheme subsidises
the employment of young people where this is at a realistic level of

pay.

Labour mobility is crucial to an efficient labour market. The
sale of council houses to tenants is of great value here. So too is

the work of the National Mobility Office, which helps in the allocation
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of public sector housing where people want to move for job reasons.

The planning regime has been streamlined, particularly as it
affects small businesses. Enterprize zones in specific locations
are showing the potential which exists for further measure of
deregulation. The system of issuing Industrial Development
Certificates in non-assisted areas, supposedly to encourage investment
in assisted areas, was suspended in December 1981, since the scheme

impeded development and rarely had its desired effect.

Reduction of the State Sector. However firm the financial discipline

imposed on the state sector, it can never reproduce the effectiveness

of the market in increasing efficiency. Yet, improved efficiency

in the state sector is crucial to the creation of a better climate for
industry. The government's achievements in reducing the size of the

state sector are summarised at Appendix A. The aims of its policy for

the state sector are:

- Where possible to return nationalised industries or their
subsidiaries to the private sector:

- To remove statutory backing the state monopolies, and minimise
the extent of monopoly operation;

- to pressurise nationalised industries to greater efficiency, and
open them up to scrutiny by the MMC;

- to ensure that the state is an intelligent purchaser of industry's
goods and services, with a helpful and constructive relationship
with suppliers.

- to encourage local authorities to introduce more privatisation
in their areeas.

- to review and to improve the efficiency of central government.

- to devise a system of remuneration for state employees which

recognises the realities of the labour market and the economic

realities.

Government stimulus to indusiry: The government maintains that the

most effective boost to British industry will come from lower inflation,
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lower interest rates, moderation in labour costs and continued
improvements in productivity. It has also acted to cut employers'
National Insurance Surcharge and reform the system of stock relief.

More specific stimulation;ﬁs, however, cost-effective in some areas:

¥ Small businesses. A battery of measures has been designed to make

it easier for new and small businesses te raise loans and equity
finance. The tax climate in which they’ operate has been transformed;
the weight of bureaucracy upon them hés been reduced; and the

advisory services available to them Ha@é been strengthened.

* Technological developments. The government has a clear role in

supporting basic research, and in promoting new products and
processes which would otherwise not be developed. It has taken
unprecedented steps in promoting awaréness and adoption of new
techneologies, in particular in the field of information technology.
Increased investment in BT (over £2 billion per year) will allow
the complete modernisation of Britain's telecommunication network,
and this and measures to liberalise the telecommunications’
monopoly will greatly facilitate the development of IT industries in
Britain. Support is also given to accelerate development in B
microelectronics, robotics, fibre optics, computer~aided .design,
biotechnology and other advaﬁced technologies.

The NEB and NRDC have been merged to form the British
Technology Group, which aims to spur technological progress in

co-operation with the private sector.

* Help with investment. Companies operating in Britain receive

considerable incentives through the tax system to invest in their
businesses. Companies may deduct 100% of the cost of most capital

goods from profits for the purposes of Corporation Tax.

The government actively encourages inward investors to Britain
by publicising this and the specific investment incentives in <the
designated regions (see below) and under other Industry Act provisions;:
and by i1ts sound financial policies which create a climate attractive

to overseas investors.



The Dol Invest in Britain Bureau spearheads the government campaign
to attract inward investment to Britain. Norman Lamont pointed to
the folly of '"the growing proliferation of local agencies attempting
to mount their own campaiéns in different parts of the world". He
said that this is wasteful of publi¢ money, and confusing and

irritating to the potential investor, and concluded:

"I do not believe we can allow it to continue'". (Brighton, 1st July,
¢ 1982).
* Help with exports. The government is active in promoting worldwide

free trade, because Britain depends upon trade for its prosperity.
Where competitionnis unfair, the government accepts its duty to

act; but as far as possible, it has aimed to achieve fair
competition by persuading other countries to abandon subsidies

and protection.

Through Ministerial visits, export credits, aid and trade provisiocns
and greatly improved co-ordination in support of firms pursuing
major export orders, the government ensures that Britain's

eXxporters receive assistance as good as that available to their

competitors.

The old, declining industries. Patrick Jenkin has said:

"Over half my Departmental Budget goes to supporting the casualties of
the past. Every one due directly to past Government interference".
(CBI dinner, 24th May 1982)

There has been continued determination to ensure that support of this
kind will be temporary and tapering, and that it is used to return

the recipients to commercial viability.

Regional Policy. The government accepts that every country in

Europe has particular regions which need special support. The
characteristics of its regional policy are:

* selectivity. When Labour left office, 40% of the workforce

was in designated areas. However, the evidence is that regicnal
policy becomes less effective as it becomes less selective.

. Following changes announced on 17th July 1979 and 28th June 1982,
the regional map has been redrawn, and assistance concentrated

upon 27% of the werkforce. Within that total, the differentials
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between incentives to special development, development and

intermediate areas have been increased.

* stability. If investment decisions are to be affected by regional
policy, that policy must be stable and predictable. 1In downgrading
areas to increase selectiveness, the government has proceeded
slowly, and phased the process where more than one step (e.g.

special development to intermediate status) has been involved.

* value for money. The criteria for regional selective assistance

under section 7(and general assistance under section 8) have been
tightened (a) to includc only those projects which would not go
ahead without it; and (b) to concentrate on the provision of

increased efficiency and more productive and more secure jobs.

* flexXibility. The government has responded to changed circumstance

in the regions. For example, Shotton became an SDA and Corby
a DA, in December 1979. Port Talbot became an SDA and Newport,
Cumbria and Scunthorpe became DA s in July 1980. All these
designations were in response to steel closures. In July 1982,
Teesside became an SDA and Rochdale and Rossendale a DA, again in

response to their changing fortunes.

* attractiveness to investors. The government has been concerned

that regional aid should be in a form most effective in attracting
investors to designated areas. In addition to general help with

investment, more tailored incentives are available:

- Help with training costs. In April 1980, an in-plant
training scheme was introduced under section 7 which offers
grants for training costs in SDA's and DA's. This is a
positive move to attract new industries and modern

technologies to the regions.

- Provision of advance factories. The English Industrial
Estates Corporation and the Welsh and Scottish Development
Agencies remain active in the provision of factories in the
regions, ready to meet the demand from new investors. This
has proved a very cost-effective way of attracting firms to

the regions, particularly since the Industry Act 1980 has
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increased the scope for private sector involvement.

The Development Agencies. Mr Lamont made the following statement

in Brighton on 1st July 1982:

"It is often alleged that in the field of overseas promotion the

English regions - especially the Assisted Areas in the North and

South West - are treated shabbily by comparison with Scotland and

Wales. The promotional agencies in those countries, it is said,

have resources far superior to any available in the English regional
associations - the North of England Development Council and others.

I admit that there is something in this argument. I met the

Chairmen and Directors of the four English Regional bodies on 1 April
and I was impressed by what they had to say. I hope to meet them

again in the course of the next few weeks to talk about the grant

which we pay to them and which is coming up for renewal next April.

I am inclined to agree that there should be greater equity of treatment
between the component parts of Britain and that the English Regional

Agencies should indeed have more money.

YBut - and this 1is a vital consideration in my view - I would only
consider a really sizeable increase in the contribution we make if
I could be certain that each Regional Organisation was going to lead
and actively co-ordinate the overseas effort on behalf of its region
and that local authorities and New Towns were going to put their own
resources behind that regional body rather than trying to maintain

independent and unco-ordinated activities overseas.'



PUBLIC FXPENDITURE ON INDUSTRY
1976-77 1977-78 1978-79 1979-80 1980-81 1981-82 1982-83 1983-84 1984-85
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Department of Industry

Regional and general
industrial support:

Regional Development Grants 392 385 406 312 474 598 353
Provision of land + buildings 15 17 24 24 30 45 23
Selective assistance to 25 24 68 54 42 52 50
industry in assisted areas
Other regional support 1 1 1
Residual expenditure under -6 -5 -5 -7 -3 -1
repealed sections of the
Local Fmployment Act 1972
Selective assistance to 51 46 93 53 49 62 66
individual industties, firms
and undertakings
National Fnterprise Board 23 33 45 70 49 41 25
Investment grants 26 7 3 1
National Research+Development -5 -6 -6
Corporation
Other support services 1 1 2 3 4
Future industrial support 6 12
TOTAL 519 502 629 509 644 - 807, 534 680 590
Scientific + technological % ‘
assistance: +
General industrial research 43 46 57 86 102 122~ 167
and development
Aircraft and aero-engine 20 20 16 19 24 30 33
general research + development
programme
SoEeE 34 35 34 37 44 59 50
TOTAL 98 100 106 142 344 212 249 280 300
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1976-77 1977-78 1978-79 1979-80 1980-81 1981-82 1982-83 1983-4 1984-!

Support for aerospace, shipbuilding
steel and vehicle manufacture

Concorde development + production 48 48 42 23 36 32 29
Finance for Rolls Royce Ltd 72 2 12 104 117 193 921
Other aircraft and aero-engine 1 5 50 5
projects + assistance
Refinancing of home shipbuilding 71 -92 -18 -30 -31 -45 -38
. lending
Interest support costs 44 22 38 59 67 55 58
Assistance to the shipbuilding 14 35 20 48 70 82 72
industry
Assistance to the steel industry 2 3 8 22 40 100 43
Finance for BL Ltd 100 325 174 150 300 620 360
TOTAL 351 349 326 376 599 1.043 606 60 -

Other central and Ziisiié:neous 55 59 35 35 ) 28 51 50 50

i 993 980 1,094 1,062 1,628 2,109 1,440 1,080 940

Total Department of Industry

Public FExpenditure White Paper, Cmnd. 8494-11, 1982



LABOUR'S INDUSTRIAL POLICY. The most recent policy document from

Labour was "Labour's Programme 1982", published on 24th June 1982 in
"Labour Weekly'". This will be voted on at the next Party Conference,
and if it is accepted, will represent party policy. The industrial

policy elements are:

Planning agreements. Major companies will be required to negotiate

agreed plans with a new planning bureaucracy (see below). These will
cover "purchasing policy, import penetration, investment plans, pricing
strategy and training policy".

They will be backed by statutory powers, "to ensure companies participate
constructively." Companies complying will benefit from relaxed price
controls, preferential access to credit, protection by import controls
and discretionary financial support. Other statutory powers to be taken
include "powers to issue directives on a wide range of industrial matters:
to invest in individual ccompanies or to purchase them outright by
statutory instrument approved by Parliament; to exercise discretionary
control over corporate purchasing policy; and to put an Official Trustee

in temporary control of companies which fail to meet their responsibilities.

Planning bureaucracy. We are promised:

* a new Department of Economic and Industrial Planning, with more
powers than the old Department of Economic Affairs. It would be
staffed by graduates from a new National Planning College. The corollary
would be a weaker Treasury, which would be effectively a Ministry of

Finance with no control over public expenditure.

#* a "strong Cabinet Committee for Economic Planning"chaired\py the
new Secretary of State for Economic Planning, which would "re-inforce
the commitment of the government to full employment and industrial
revival." In other words it would ensure that financial responsibility
did not prevail.

"

*= 3 National Planning Council superceding the NEDC, with more
resources and greater powers". This also would be chaired by the Secretary
of State for Planning. It would contribute to the national economic
assessment, and to the five year national plan, which would have
"significant sectoral content." We are told: "The a2im will be to

translate this information and analysis (ie the national plan) into action
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at company level." This would be the basis of the statutory

Planning Agreements with companies, discussed above.

Trade Union Power would increase significantly.

- "The trade union movement would be able to make a
systematic and detailed input into national planning."”
- "The ability of trade unions to participate actively (in
planning within companies) will‘turn on. new statutory rights":
*Rights to information about company finance and policy;

*Rights to consultation through "workplace planning
committees"

*Rights to 'parity representation on the board".

- The Employment legislation of the present government would be
repealed, restoring the uniquely powerful and privileged
position the unions enjoyed up to 1979. In addition:

*Labour will create legal rights for unions to organise
effective industrial action without being subjected to
legal challenge.”

*Labour will support effective union membership (ie closed
shop) agreements which have done so much to stabilise
bargaining arrangements and improve industrial relations
in this country. "

- Mr David Basnett has said that the unions would be involved
in the operation of the Price Commission (London 15 March 1982)

- Mr Michael Foot has said that there would be discussions with
the unions in drawing up the Budget. (BBC Radio 4, 3 Jan. 1982)

- 'The Times' reported that, at the press conference to launch
Labour's plan for jobs, Mr David Basnett "appeared to envisage

constant involvement in drawing up policy" (16 March 1982)

This all adds up to a formidable set of powers for trade unions, which
would have implications not only for the economy and industry but also

for democracy in Britain.



Nationalisation. Labour's Programme promises:

- to renationalise businesseé privatised by the govefnment. Mr Tony
Benn has pointed out that the policy endorsed by the TUC and Labour
Party Conferences is for renationalis;tag%hout compensation. (Hansard,
10th November 1981, col 499). However, Laboﬁr's Programme takes the
Shadow Cabinet line: jf

“shareholders should be repaid precisely fge aﬁeunts which were paid

for the assets at the time they were denaFiOnalised.“

- to restore statutory monopolies in ﬁosts and telecommunications,
and "restore the rights" of BGC and BNOC.

- to introduce or increase public ownership in electronics (includes
proposal to nationalise GEC), pharmaceutiéals and health equipment,
the construction industry and building materials, road haulage,

major ports, forestry and timber products, and North Sea oil.

- to consider taking one or more major clearing banks into publié ownership
. and to take powers to acquire other financial institutions.

The programme says: "We have learned the lessons of past mistakes

and will nect overcompensate" the owners of businesses to be nationalised.

Regional Policy. Labour set up the Scottish and Welsh Development
Agencies in 1875 and 1976 respectively. Labour's Programme 1982
proposes similar agencies for the English regions. It says that
Local Enterprise Boards will have a part to play, and that Regional
Industrial Planning bodies will alsoc be set up to "develop local
and regional economies". This policy represents a proliferation of

bureaucracy.

By 1979, more than half the country and 40% of the working population
were in areas designated for assistance. Labour's Programme gives

no hint of whether they would return to this poorly-focussed approach.
Another criticism of the Labour Government's policy is that it

lacked consistency. In August 1974, the Regional Employment Premium
(a subsidy then Eaid for employment in designated areas) was doubled.
In December 1976, the goverrment announced that it was to be phased
out in 1977. Labour's Programme does not indicate whether a more
consistent approach is now to be adopted. We are, however, told

that the Labour Party and the TUC are currently working on the details

of a new regional policy. i -
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Co-operatives. Labour's Programme proposes positive measures to

encourage co-operatives, including: "The next Labour government

will.. ..provide a statutory right and mechanism for workers in private
firms - subject to government consent - to convert thgir enterprises
into a workers' co-operative gy acquiring the assets of the firm,

and provide assistance for tﬁis purpose:” No mention is made of the
need for the consent of owners of the assets.

In his book 'Inside the Treasury', (Andre Qébts;h 1981), Mr Joel
Barnett says that the workers' co—operatiVQSjﬁnanced by the last Labour
government (Meriden Motorcycles, Kirkby Manufacturing and
Engineering and the Scottish Daily Express) were "sometimes known

as Benn's Follies",. These ventures were in a poor financial state when
they became co-operatives, Labour now plan to try

out the co-operative option on profitable ventures commandeered for

the purpose.

Sectoral Policy. Two sectors are singled out in Labour's Programme

18982 for special mention. a) Steel. Labour would once again
invest in more capacity, despite the fact that capacity worldwide
is acknowledged to be excessive. BSC would be required to provide
a full range of steel products. Parts of BSC hived off would be
renationalised, and "the public sector should also acquire a strong

preserve in the stockholding sector of the market".

b) Construction. One or more major contractors would be nationalised
to form the National Construction Corporation, "a pacemaking public
competitor" in the market. Other major contractors would be required

to 'agree' Development Plans with the bureaucracy. Direct Labour
Organisations would have their activities extended. A holding company
the Building Materials Corporationewould acquire a major stake in the
various sectors of this market. A statutory decasualisation scheme
would be used, and measures which counter tax evasion under '"the lump"
would, "if necessary", be strengthened. Demand management would

smooth the cyclical pattern of the industry.
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Finance for industry. Labour's Programme blames what it sees as

"inadequate capital investment" upon inadequacies in the financial
system. Methods of correcting this are proposed. There is no
recognition that investment demands the prospect of a reasonable

return.

No firm proposals are put forward, but possibilities include

bank nationalisation and the acquisi%ion by the state of other
financial institutions. Mr Callaghan has described the proposal
for bank nationalised as "an electoral albatross'" (Blackpool 29th
September 1976). It would be useful to probe Shadow Cabinet views
in this area, and to investigate how the proposals would safeguard
the pensions and other savings of the customers of the banks

and institutions involved.

General Economic Policy. Labour's promised reflation would

probably destroy the economy before their industrial policies could

destroy private enterprise in Britain.

They propose import controls and withdrawal from the EEC, both of
which would bring retaliation against our exports. Increased
government borrowing, and devaluation would lead to inflation, and
import controls would also put up the level of prices. The proposed
cuts in VAT and NIS, together with subsidised nationalised industry
prices, could only have a short-term palliative effect. Price controles
could only reduce the profitability of the private sector,particularly
since Labour's Programme states: '"We have made clear our opposition

to any policies of wage restraint."

The Programme appears to have mws its objective, the destruction of
the private sector and the jobs therein. Britain would be left with
a bureaucratic planned economy, of the type so conspicuously unsuccess-

ful in Eastern Europe.
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SDP _Policy. The SDP have recently published three policy (Green) papers:
No 1 "Towards Full Employment" {7th June 1982)
No 2 "Partnership and Prosperity" (19th June 1982)

No 3 "Decentralising Government" (7th July 1982)

There is as yet no official SDP Policy, but these papers represent the views of

SDP Policy makers.

Green Paper No 1: Economic Policy

"The PSBR should be allowed to rise both absolutely and as a percentage of
GDP".

An uncosted package would be introduced 'selectively and gradually" to
include items from the following: VAT cut, NIS Abolition; increased current
and capital spending; NI subsidies.

A further £1.3 billion per year would be spent on special employment
measures.

This reflation would occur: "only if the inflation constraint is not
endangered by excessive wage demands." If prices and incomes policy fails, what
would happen to reflation and to unemployment?

An exchange rate policy would keep a "competitive index" steady. Initial
devaluation would claw back ground already lost.

- This is not consistent with ERM/EMS participation.
- As they admit: '"There could be initial short term difficulties:
They rropose temporary import and exchange controls to help.
- Devaluation would boost inflation and put pressure on incomes policy.

Incomes Policy: List of desired characteristics:

- permanence

- flexibility

- decentralised

- involving a minimum of "allocative inefficiencies and inequities."
- gradually redistributive

- working with not against markets

- generally accepted to be fair.

- "cannot be entirely voluntary".
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e Liberals go further on the last: " I most certainly believe that for an
incomes policy to succeed, the government of the day may have to provide a

szatutory framework." (Hansard, 27th July 1882, col 840).

zven if it is accepted that incomes policy could be a permanent answer, and that
z perfect system could be designed, the SDP wouldfstlll have to explain how they

‘ould obtain union acquiescence. The leeral's;economlc spokesman Mr Richard
~zinwright has asked: 'How can we credibly préseént to the voters a policy which
2z based on the bland assumption that the TUCiis going to change its heart and
nind overnight?" (Llandudno 18th September 1981). The only SDP reference *o this
.12y issue has come from Mr Dick Taverne: "We may have to face a trial o%

ztrength in the public sector, I hope we can avoid confrontation." (Financial Times,

_Zth October 1981).

)
|

in fact, three possible "precise mechanisms" are discussed (including the inflation
-zx), but none are found fully to fill the bill. This is put out for further

Ziscussion.

“he Green Paper admits: "There is no hope of sustaining expansion and keeping
nemployment on a downward trend without establishing some means of incomes
cestraint.'" Without this vital ingredient, their policies add up to nothing.
-% is therefore extraordinary that they have yet to arrive at the precise

“.rm the policy will take.

~r=2en Paper No 2: Industry Policy

Zhe proposals involve extra expenditure as follows:
£300 million per year ﬁo subsidise industry's interest-rates
£200 million per year through BTG into high risk ventures
£150-250 million per year into other projects like those of present
government - regional policy, training, R&D etc.
= is always easy to spend more on worthwhile projects. It is harder to obtain
ziue for money; and to balance the benefits against the costs in terms of higher

‘rflation and higher interest rates.

-Zbsidised interest rates would (a) induce government to cover its borrowing
czside the market and (b) put the cost of borrowing by consumers, house buyers/

~ners up. The latter would hurt industry. The former would fuel inflation.



Proposals on BTG smack of Labour's waz:- .- use of the NEB when in government.

Planning. "There should be n@ attemzT - iraw up a grand plan, in the sense

of a detailed blueprint for the develur: - of all parts of the industrial
economy, but rather a gradual develorpr-: ms polic¥ within each sector informed
by an overall view of the sort of devel ~2nts tgﬁ%e encouraged" - i.e. less
planning than the Conservatives - mor=s - Labéﬁr.

Selective assistance. Criteria list=2 - 1= it'clear tThat in selecting sectors
and companies within sectors for assiz- . .=, the SDP would attempt decisions

which should be taken by the market.

A team of industrialists advising the "~ net could not replace the market.
Industrialists (a) would favour their - - :=2ctor/company and (b) are notably
better able to judge investments when —:. i» own .rather than the taxpayers'

money is at risk.

Nationalised Industries

- Competitive industries would be —uri-d into Companies Act companies, and

shares sold gradually.

- pressure on others to be efficien-. -lthough this is not easily reconciled
with plans to give subsidies
- state monopolies need to be under z~T control.

i.e. Conservative policy exceptT !.. =-mrhasis.
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SDP Training Policy

- An end to age-restricted time-serving in apprenticeships and a switch to
training to agreed standards via a modular system. (Green Paper)

- A remissable training tax (Green Paper).

- A stronger MSC, with a new '"geographical" organisation. (Green Paper).

- A basic two year traineeship with third and fourth years for the higher skills.
The first year in every case would consist of 7 integrated work and study.
(Mrs Williams, 'Guardian', 15.12.81)

- Trainee allowances, including those who stay at school. She could not decide upon
the level : "The dilemma...is that the allowance is either too little to
motivate the trainees....or is sufficient but impossibly expensive". (Mrs Williams

'Guardian' 15.12.81)

A remissable training tax was one of the ideas put forward by the Government in
the White Paper 'A New Training Initiative' (December 1981). But employers

would not welcome yet another tax, and the costs of collecting and policing it
would be enormous. The o0ld levy/grant system operated by the Industrial Training

Boards foundered under the weight of bureaucracy that it involved.

The government has set 1985 as the year in which recognised standards will have
been established for all the main craft, technician and professional skills,
replacing age-restricted time-serving. Government aid to firms practicing

apprenticeship will be made increasingly conditional upon such reforms.

Training 'contracts' are entirely feasible under the Youth Training Scheme

(YTS) should firms wish to use them.

SDP plans are uncosted. The one-year YTS will be costing £1.1 billion by 1984-5;
a two-year scheme would be extremely expensive especially if the SDP contemplated

higher allowances than the £25 now proposed.

Regional Policy . The SDP believe that their decentralisation proposals (see

below) would '"encourage high-level management to move out of the South East",
and cause more public expenditure in the regions and less in London.
They propose a ceiling on Regional Development Grant paid "on any one premises",

and that the saving would be used to fund a new type of regional employment
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premium for highly qualified manpower.
The recent abolition by the government of Industrial Development Certificates

has been widely welcomed by industry (see page 2 ). The SDP propose their

re-imposition.

Green Paper No 3 : Decentralisation

Having published one paper on the need for centralised determination of prices
and incomes, and a second on the need for centralised planning in industry,

the SDP have now published a third on the need for decentralisation in government.

They promise to '"try to ensure'" that the setting up of a regional tier of
government will not add to bureaucracy; and they see no reason to believe that it
will add to costs. This flies in the face of accumulated experience in recent

years.

The most likely consequence would be higher rates, higher taxes, and more

bureaucratic interference.
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PRIVATISATION:

:THE COST OF NATIONALISED INDUSTRIES

1. Performance of Nationalised Industries 1945-75: Total
Government subsidies,.capital write-offs and other
payments to the Naticdnalised Industries, amounted to
nearly £8 billion (Hansard, 31st July 1975, WA, Co. 630)

2. From 1976/77 when the system of external financing limits
was introduced, the burden on the exchequer has averaged
£2.5 billion p.a. #

3= In 1980/81, the level of the privafe sector financing

deficit was reduced by £1.6 billion, while the level
in the public sector rose by £700 million.

4, In 1981/82, 22% of the PSBR was accounted for by nationalised
industry financing.

METHODS OF RETURNING INDUSTRY TO THE PRIVATE SECTOR

1. The public issue of shares eg. BAe, Cable and Wireless

2. Sale to employees/management consortium, eg. National
Freight Corporation.

3. Placement with institutions/investors, eg. governments
helding the British Sugar Corporation.

4, Sale of Assets, eg. BR hotels
5. Mergers, e.g. BR's Seaspeed with Hoverlloyd to form Hoverspeed
6. Contracting out of public services by central government

or by local authorities.

SALES OF PUBLIC ASSETS:

SPECIAL SALES OF- ASSETS
(effects on public expenditure)

1879-80  q
Net reductions in expenditure £ million cash
Sale of shares in the British Petroleum Co Ltd (BP) 276
National Enterprise Board - sale of certain shares 37
Sale of shares in Drake & Scull Holdings Ltd 1
New Town Development Corporations and the Commission for

the New Towns - sale of land and buildings 36
Regional Water Authorities - sale of land 3
Sale of shares in Suez Finance Company 22
Property Services Agency - sale of land and buildings 5

TOTAL _ 370
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Revenue offsets to planned expenditure
British National 0il Corporation - receipts of advanced pay-

ments for oil 622
Stamp duty and VAT 7
Grand total 999
1980-81
Net reductions in expenditure )
Receipt of premiums levied on the seventhjfound of North

Sea o0il licences (less £15 million of payments on

licences granted to British National ©il Corporation) 195
Sale of leases of certain motorway service area - sales

of land buildings St 28
Property of Services Agency - sale of land and buildings 4
Sale of shares in British Aerospace Ltd 43
New Town Development Corporations and the Commission

for New Towns - sales of land and buildings 52
National Enterprise Board - sales of certain shares 83
Total 405
Revenue offsets to planned expenditure
Change in level of receipts of advance payments for oil -49
Grand total 356
1981-82
Net reductions in expenditure
Motorway service area leases 19
British Sugar Corporation 44
Cable and Wireless 182
New Towns 73
0il stockpile 50
Sale of other stocks 19
Amersham Internaticonal 64
Forestry Commission 7
National Freight Company 5
NEB subsidiaries 2
Crown Agents - sale of property 7
Property Service Agency properties 1
Government's nil-paid rights in 1982 BP rights issue 8
Total 481
Revenue offsets to planned expenditure
British National 0il Corporation - effect of delivery

in 1981-82 of o0il for which advance payment was received

in 1980-81 -573

Grand total

-92

1 cash
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PUBLICLY OWNED SHARES HELD BY NEB
Sales since May 1978

Company Receipts (£ million)
1979
Hird Brown 0.4
ICL 37.2
1980
Brown Bovery Kent (Holdings) Ltd 2.6
Barrow Hepburn Ltd 0.27
Computer and Systems Engineering Ltd . 2.14
Fairey Holdings Ltd 21.8
Ferranti Ltd 55.2
Middle East Building Services Ltd *
New Town Securities (Northern) Ltd 0.13
R.R. Chapman (Sub-Sea Surveys) Ltd 0.35
1981
Automation and Technical Services

(Holdings) Ltd 0.9
Negretti and Zambra Ltd 0.5
System Designers International Ltd 1.19
Energy Equipment Ltd 0.08
Cl1C Investment Holdings Ltd T+
1982
George P. Brown Ltd. - net proceeds £1.1 million
Consine Ltd. - proceeds to arise from levy arrangements linked

to product sales to 19865.
Insac Products Ltd. - certain assets have been sold to Britton-

Lee Inc. in return for a minoérity shareholding in that company;
disposal of the remaining assets is under negotiation.

Burndept Electronics Ltd.
Doyce Electronics Ltd.

F.W. Elliot (Holdings) Ltd.
Hydraroll Ltd.

Innotron Ltd.

Powerdrive PSR Ltd.
Sonicaid Ltd.

Thandor Ltd.

NEXOS Office Systems Ltd.

These companies were
disposed of to Grosvenor
Development Capital Ltd.,

a private sector company

but one in which the
National Enterprise Board
retain a 29 per cent holding.

Disposal of the assets are in
varying stages of completion.

* The proceeds from this sale were a nominal sum of £1.
+ Receipts of £3 million accure in 1984.
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MAIN PRIVATISATION LEGISLATION

Indus try Act 1980 NEB
Housing Act 1980 " Right to buy council houses
Local Government Planning and Direct labour organisations
Land Act 1980 of local authorities.
British Aerospace Act 1980 British Aerospace
Transport Act 1980 Bus licensing, NFC
Transport Act 1981 BR subsidiaries, BTDB
British Telecommunications Act 1981 Cable & Wireless, BT, Post Office
0il and Gas (Enterprise) Bill BNOC, BGC
Transport Bill National Bus Co., HGV testing

FUTURE SALES include:

1. Legislation before Parliament will enable the government tc sell
its majority share holding in the exploration and production part
BNOC, and BGC's offshore oil assets.

2. The Secretary of State for Industry has granted a licence to
Mercury, a private telecommunications system, to compete
with British Telecom.

3. The Transport Bill presently before Paliament will introduce
more deregulation and competition in road transport.

4. Privatisation of the British Transport Docks Board and British Airways.
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FROM: ROBIN HARRIS
DATE: 22 July 1982

CHANCELLOR —— cc Chief Secretary
Mr Ridley
Mr French

PARTY CONFERENCE SPEECH

Douglas French and I are coming to talk to you about your Party
Conference speech tomorrow after prayers. In my sick bed I have
been having a few (not, I fear, very detailed or profound but

perhaps useful) thoughts about it.

First, you may want to make the tone and content more forward-
looking than you have been able to do in recent years. The
hardened reflationists will still be clamouring, but the Party
faithful will be more willing (some of them anxious) to take a
long term analysis than they normally would - particularly because
your CPC speech, and no doubt in due course, other leaks and

rumours, will have strengthened your 'policy supremo' image.

Second, realism on public spending - though hardly an uplifting
theme - does seem one which should have a major place. One thought
contained in your 'long term' recommendations was the need to

avoid colleagues in their speeches giving costly commitments.
Conference could be urged to exert maximum pressure on every level
of government to reduce spending and so make tax reductions possi-

ble.

Third, no doubt every speech will contain Falklands factors lurking
somewhere in them. In view of the attempts in the press, which

are not going to go away, to place the fblame! for alleged
unpreparedness on the Treasury, I think that we perhaps ought to
deal with the Falklands head-on. First, recall that at no stage
)did the Treasury place any cash ceiling on operations - as was

éonstantly stressed by the Chief Secretary in the House. Secondly,
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point out that none of it would have been possible if we had not
.on and kept international confidence in our economic policies.

Thirdly, state bluntly that the war has to be paid for, as does

honourable peace, and that means being extra vigilant about

existing, let alone new, commitments in other fields.

Fourth, it might be worth drawing attention yet again to the fact
that the public sector is still 'the problem': public sector unions

and strikes, public sector price rises and failure to contain costs.

Fifth, I think that you will be in a position at this conference
to make at least covert references to policies pursued in other
Departments - whereas all too often in the past it has been left
to eg Mr Heseltine to make policy for the Treasury. The themes
of choice, de-regulation, charging and privatisation over the
range of social services, health, housing, local government and

education ought to be able to be worked in.

Finally, although a didactigﬂpassage on pay will clearly have to
be included, I wonder whéth;r we might not take as the dominant
theme "trust the people'": we do, socialists do not; people are
responding in ways our critics never believed possible etc. And
our confidence in people is, post-Falklands, now mirrored in

people's confidence in themselves.

You are also intending to speak to the Bow Group that week. It
would be nice to give your talk to them a distinctive theme,
distinctive that is from your conference speech; it might even be
a slightly negative one. Three possibilities come to mind: the
case against reflation packages; long term public spending;

international lessons for the UK economy.

Ri—

ROBIN HARRIS
22 July 1982
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FROM: T F MATHEWS
DATE: 23 July 1982 _

Wy,

-

__CHANCGELLOR OF THE EXCHEQUER cec Mr Ridley
= Mr French

Mr Harris

\
. |
PARTY CONFERENCE SPEECH ﬁfjnwf "LﬂaAH

The Chief Secretary has seen Robin Harris' minute of 22 July.

He has commented that the sick bed has been well used. He wholly
endorses this approach. For the BOW\E?6ﬁ§"SbééEH?tO be distinctive,
he thinks it would be best to concentrate on the international side

there.

™

—
T F MATHEWS
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FROM: A N RIDIEY
DATE: 28 July 1982

CHANCELLOR cc Mr Kemp

L Mr R I G Allen

THE GOVERNMENT 'S REGIONAL AND INDUSTRIAL POLICIES:
CONSERVATIVE RESEARCH DEPARTMENT PAPER BIC(82)3

Mr Jenkins' minute of July 20 asked for advice on whether it might

be worth distributing the Research Department's brief of the

above number prepared for the July 14 supply debate to a

number of outsiders. In particular he had in mind Walter Goldsmith,

Joe Egerton and even possibly the CBI. My own view is that it

might be sensible to get it into the hands of the TInstitute of

Directors and Egerton; but I would not bother with the CBI. If
\/v+the—Girancedtor agree#, the Special Advisers can do what is required

easily enough.

N

A N RIDLEY






FROM: ROBIN HARRIS ;
DATE: 29 July 1982 OCQJ' ,

CHANCELLOR — 2___ cc Mr Ridley
Mr French

PUBLICATION OF CPC SPEECH

The text which you approved for publication has now gone to
David Knapp. There is, however, one point still outstanding: the
title. I understand that there is no rush to decide this. It can

wait until the text is in galley stage. Perhaps '"the Conservative

v

Consensus" might be appropriate? Or perhaps "Towards the nextqt

—

Parliament"? 1If you make a decision in this matter while I am on

leave, no doubt Douglas French will relay it to David Knapp.

N JVRISE ANy g

At bt Py et ROBIN HARRIS
< 29 July 1982
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From: DOUGLAS FRENCH
29th July 1982

CHANCELLOR OF THE EXCHEQUER ”’11/

cc Mr Ridley
Mr Harris

TITLE OF CPC SPEECH w (H"‘ Vg
\\%

David Knapp seems keen on the title "Qgﬂigzxétism in the Eighties”
which is simple but I think quite good. I am not quite 80 happy about

"The Conservative Consensus” because there are passages which do not
s p g

repreéent consensus and many people have not forgotten Mrs Thatcher’s
views on that word. Equally "Towards the Next Parliament” would
probably give it a much shorter life in which it was regarded as

"saleable”. Perhaps "The Conservative Decade” might be suitable?

N L A

DOUGLAS FRENCH
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From: DOUGLAS FRENCH

30th July 1882

CHANCELLOR OF THE EXCHEQUER

cc Mr Ridley
Mr Harris

I would suggest "Building gn the Foundations” might he slightly
more apt than "Laying the Foundétions". T would still, however,
favour something along the lines of "A Decade of Conservatism” or
"The Conservative Decade” (as in my minute of 28th July).

Alternatively, perhaps, "Conservatism on Course” or "0On Course for
Conservatism”.

/

/

/

,/;

203’ DOUGLAS FRENCH
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PERSONAL AND CONFIDENTIAL MR Rioeey

Treasury Chambers, Parliament Street, SWIP 3AG
01-233 3000

6 August 1982

The Rt. Hon. Francis Pym MC MP
Secretary of State for Foreign and
Commonwealth Affairs

N L

I trust you will pardon me for disturbing your holiday with
a letter about business. As you will see, the matter I want
to raise with you reguires early thought and, possibly, some
fairly early action involving us both.

As the Prime Minister explained after last Thursday's Cabinet
we are now enjoined to consider launching some policy groups,
and I have been asked to undertake the co-ordination for all
this in consultation with Cecil Parkinson and with the
support of Research Department. We need to consider soaon
both the composition and terms of reference of the groups to
be set up if we are to get the most out of them, whether on
matters of presentation or substance, without cutting across
work or decisions already in the 'making within Government.
Our timetable requires us to get reports back by March at the
latest, and hence to start work fairly early in the Autumn.

To that end I need to agree Chairmen and terms of reference as

soon as is conveniently possible. I have been able to have
discussions with most colleagues (not all are involved, of
course) who are still at their desks. This letter serves to

open a similar dialogue with you.

The general brief for all the poliey groups will be 4n lines

of "to identify tasks for a Conservative administratien during
the rest of this decade, and make proposals for action where
possible. Where this is not possible, to identify subjects
for further study”. The particular group about which we must
think together is that suggested for EC matters. I attach
draft terms of reference which Peter Cropper has prepared

as a first rough cockshy, together with a note of who in the
Conservative Research Department might provide the Secretariat.

As far as terms of reference go, I think it is right that we

should not have a group which goes more widely inte foreign
affairs. The terms of reference are cenfined pretty strictly

/to presentation,
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to presentation, but you may feel it sensible to venture to
some extent into the policy area as well.

Turning to the matter of Chairman, the general line being followed
is to seek suitable backbenchers wherever possible. This is
not always easy; and there are other candidates of whom one
must take account. In particular one whose virtues are pressed
on_me _in this particular context is Lord Hugh Thomas. I do

VAAL not myself knd@ﬁﬁfﬁl but have no reason to think him an unsuitable
Chairman. Obviously your views on this will be important.

As far as the members of the group go, it is clearly important
that we seek to put together a fairly balanced collection of
people. Choosing them is somewhat less of a priority than is
setltling the Chairman and terms of reference. In discussion
with other colleagues we have not sought to restrict the
membership in any particular way. Obviously there are a
number of MPs, MEPS or Peers who maybe particularly suited.
But we should certainly think carefully of others who belong
to or support the Party who may have a useful contribution

to make. I do not have any regid views about numbers, but
have generally been suggesting that they should fall somewhere
between 5 and 12.

I shall be going on holiday between August 11th and 22nd,

but will be back in London fer a few days before the Bank

Holiday. What I weuld much like to do is to arrange that we
should either meet briefly in that period if you are in London,

or at least have a chat on the telephone if that is not
inconvenient. TIndeed, I may have a shot at this during the

coming weekend. I shall be asking my office to arrange this

if it is possible. If we are not able to speak to each other,

it would be very helpful if you could let me have any preliminary .
reactions, however briefly, gn paper.

--""'"—-'-‘

GEOPFREY HOWE A/'/\_\






Treasury Chambers,; Parliament Street, SWIP 3AG
01-233 3000

PERSONAL AND CONFIDENTIAL

11 August 1982

Rt Hon Douglas Hurd, CBE IMP
Foreigp apnd Commonwealth Office
Downing Street

London S W 1

b e

As I depart op holiday, I am writing to you to follow up our

recent contacts about policy groups. Though we have covered a

lot of important ground, there remain & good many uncertainties
which we need to resolve soon. To that end, as I suggested when

we spoke, I should most welcome your further considered views on
chairmen, members and terms of reference, ideally (ales) in writing
by the last week ip this month when I shall be briefly back in the
office.

There is one particular point op which I should value your advice.
In identifying candidates for both chairmanship end membership we
have ended up with a rather soutbh-east, not to say metropolitan
flavour. 1 should be most interested therefore in any names which
might occur to you of suitable MPs (or peers and outsiders) from
the Midlands, North and Scotland. Obviously I am most interested
in them if they can be lipked witb the particuler policy groups

T pave discussed with you. But good men or women would well Dbe
worth recording even if they are all-rounders OT bave expertise
outside your own area which might be relevant to others.

y — —

GEOFFREY HOWE

P.S. Mey I take it you will be able to reply for both yourself

apd Frapcis? I gatber that Hugh Thomas is not "mandatory"

though be is acceptable as Chairman, so otbher names would be helpful
for tbat slot.






SECRET

FROM : MINISTER OF STATE (R)Y
DATE : 17 August 1982

CHANCELLOR OF THE EXCHEQUER cc Chief Secretary
Financial Secretary
Economic Secretary
Minister of State (C)
Sir Douglas Wass
Sir Anthony Rawlinson
Sir Kenneth Couzens
Mr Burns
Mr Quinlan
Mr Middleton
Mr Ridley

Some comments on your Private Secretary's minutes of 410 August
("Holiday Thinking of the Unthinkable") and 11 August ("Public
Handling of the CBI").

1. I have long felt that we have understood the difference

in outlook between the institutional businessman, represented

by and large by the CBI,and the true entrepreneurial businessman,
whom many would think were represented by the various other

bodies (small businesses etc). In fact the true entrepreneurial
businessman is not very much involved in any of these organisations -
he has too much to do making money, even today!

205 The CBI businessman has always thought of himself as close
to Government of whatever colour,acting in what he considers

a responsible way, and expects Government to take a lot of
notice of his views. He has never in his business life taken
any great financial risk himself; he does not identify with

his shareholders; he looks to the City to provide his capital
in whatever form seems best for him as a company man (not
always best for the shareholders) and to estranged trade unions
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for his labour (not always best for the workers).

2 Tt thus comes very hard when the Government, particularly

a Conservative one puts the emphasis as we do on non-intervention,
on competitiveness and so on. It is not the world they were
trained for, and they are floundering.

4. Thus Sir Terence Beckett says publicly on more than one
occasion silly things, subsequently rings up the Chancellor
or sees the Prime Minister and explains himself by the need
to juslify himself to his grass roots opinion. The fact ip
that the grass roots opinion is made up of provincial lesser
"Sir Terence's"up and down the country. The real businessmen

are getting on with the job.

5. Nevertheless the CBI we have is the only one we are likely
to have and the damage they are doing is to confidence, and

a price needs to be paid to lessen this continual sniping.

6. Both Douglas Moffitt and Tony Rudd are right in their way.
The change is painful indeed and there is in my view an additional

factor.

7 When businesses are really down, banks are forced to take
a tolerant line, the underlying assets would be hard to sell,
and the existing directors make the best caretakers. A slight
upturn in the economy gives the banks options they did not feel
that they had before and thus they start in pressurising their
customers. A sign of an upturn in the economy could well be

paradoxically more receiverships and liquidations.

8. I shall therefore be very interested in the Treasury
assessment which has been commissioned. You will know from my
various previous comments that I am a strong believer in the
confidence factors. We have to counter the pessimists and it
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may cost us something possibly in the broad direction of
Patrick Jenkin's recent approach to you.

0. More especially I am worried about a major collapse, for
instance MF. This would have wide repercussions particularly
on confidence. Its collapse would not incidentally be in any
sense a true judgement of our policy. It would be hard to

find a company with better products that have made more wrong

decisions over the last ten years or so.

10. My conclusions therefore are Lhat the CBI are no more
representative of all the management in the UK than in the
same way are the trade unions truly representative of the
bulk of the workforce. We are right therefore to continue to
appeal over their heads, but the CBI members do have control
of a large part of British industry that is badly run and.
uncompetitive, and there is no quick and easy way that can be

changed. With superb management the change would be hard enough:

with indifferent management it is showing itself to be very
diffieult indeed.

PR Mk
PP JOHN WAKEHAM

(drafted by the Minister
and. signed in his absence)

SECRET
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FROM: NICHOLAS RIDLEY
DATE: 19 August 1982

CHANCELLOR —on 3 A cc Chief Secretary

f\A T:H}1{“| / Economic Secretary
P oo R SRYEE T / Minister of State (C)
AL A M Minister of State (R)

Sir D Wass
v Sir Anthony Rawlinson
At Sir K Couzens

A (o I'. '\a" '
yay A e # A VT (Aagt!T Mr Burns
& ~A/N o I T A v ',-J?' Mr Quinlan
¢ A, U i, R AR T Mr Middleton
VY A Laps ™ f{]] Dy e Mr Ridley
s (AN ! AR rﬂ_rJ" Mr French
L TR WU Mr Harris

=

HOLIDAY THINKING OF THE UNTHINKABLE

. t
Your private secretary's minute/ fhe Chief Secretary of 10 August

has prompted me to set out my own unthinkable thoughts.

There seem to me to be two different elements in the current glightly

nervous atmosphere. First, there are international jitters mainly

caused by worries about the intermnational banking system but also
caused by fears over the situation in the US which now appears to
be temporarily at least, improving. Perhaps the sequence has been:-

- the Western determination to reduce inflation

- high interest rates as an instrument of a

tight monetary policy
- reduction in demand for goods and services

- falling order books andhigh interest charges

for companies

- mounting company failures and threats of failures

- pressure on banks.
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The second element is the Jittery domestic mood coming to a head
a the end of July with the CBI's panic. The sequence I set out
above has largely been repeated here, but there are some important

differences: -

- major structural industrial change taking place

too late and perhaps too quickly

- major strides towards better productivity, causing

unemployment

- the overhead costs of rates and taxes are higher

here

- interest rates have if anything been lower in real

terms in the UK than in some other countries

- we started to apply firm policies much sooner than

most.

The domestic and international difficulties are obviously linked.

I believe that the international situation has impinged on us most
through the effects of US interest rates, though of course a major
collapse in the credit-worthiness of foreign countries and
disappearance of foreign markets would cause us great problems.

At present, however I believe that the basic strength of our economic
situation keeps us fairly well insulated from anything short of a
major disaster. With regard to the problem of US interest rates,

as Friedman said recently to Schmidt, the best policy for the

Europeans is to insulate ourselves from the US.

What then is wrong at home? Perhaps it can be summed up crudely

by saying that there is not enough money around. The industrialists
talks of a shortage of demand, the hotelier of a shortage of
tourists, and the shop-keeper of inadequate sales. And ¥2%%SE the
serviee sector may be having a thin time, they are not/the same
sort of danger/aﬁanufacturing industry where the problems are very
serious. This may be partly because manufacturers are hit worst

and most directly by slack demands for goods and partly because

they are the least competitive sector of the economy. After all,

there are enormous export markets they do not get and the scope
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for import substitution is equally enormous. It seems as if the
Wo«ld recession has tightened competition, leaving it even less
room for British industry, despite our dramatic improvements in

productivity.

Returning/%ﬁe theme of '"not enough money around" I do believe that

as well as suffering from problems of competitiveness, industry

is suffering from the fiscal stance probably being too tight. The

monetary aggregates are well within their target ranges; inflation

is coming down faster than we expected where/?gal output is growing
less than we expected. This fiscal tightness may have reduced

domestic demand by more than we intended at the time of the Budget.

What to do _about it all? If the problem is a shortage of demand

for certain British industrial products it is questionable whether
the most helpful thing to do is to concentrate solely on driving
interest rates further down. It is obviously helpful to lower them -
it takes some of the load off industry and makes investment cheaper
and more attractive. But the encouragement to investment provided
by lower interest rates is -supply less important than achieving
reductions in current costs which may be achieved as well or even
better by other devices. The problem it seems to me is to get more
orders to British industry - both at home and abroad and that means
making them more competitive by reducing their costs. This is why,
I suspect, the CBI are arguing for cuts in rates, NIS, and interest
rates (plus spending on sewers to give them more work). They need

a breather: I fear that Tony Rudd may be right in saying the pace

of industrial change is proving too hot for them.

One could of course argued that we are ceasing to be an industrial
nation; that over the decades bad management and bad unions have
priced us out of most manufacturing markets;i%nd that this may be
regretable but it is also inevitable. Even/this is so the princi-
Ples of comparative advantage must suggest that it only applies to
some industrial markets and not to all. Moreover, the political
implications of abandoning another whole slice of industry this

time are frightening.
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I therefore think there is a case for easing the pressure on the
worst—effected areas of industry. A list of things I would suggest

it worth considering comprises:-

i) a substantial easing of electricity prices
in favour of industry - perhaps even

particular sectors of industry;

ii) leaving the full 1%1% cut in NIS to run
through 1983-84 though this would I recognise

benefit many firms who do not need it;

iii) an increase in the Aid and Trade Contingency

provision in the aid programme;

iv) a subsidised package of index-linked and
deep - and discount bonds for small and
medium-sized industry (I hope to pursue this

subject further with officials);

v) perhaps some form of assisted "save and
build" policies for some of the worst-affected
industries. Such a scheme could be devised
for British firms who replace aged plant with

new British-made plant;

vi) a new package - for the Budget - of
enhanced assistance for equity investment in
new and expanding businesses. The Business
Start-Up Scheme has not produced big enough
results to be significant and I think we

a
should let provided/separate wider relief.

The total size of these measures will be open to us to determine and

I do not believe they would be more than we could afford.

.\ WK

v (\ NICHOLAS RIDLEY
19 August 1982
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PERSONAL AND CONFIDENTIAL c

—
ey, ExCHEduER
: orei 1th Offi
L 23AUG|982 1 Foreign and Commonwealth Office
e ROy R ' 7-7_,,7 London SWIA 2AH
iy s o W
é.'Q e cser 20 August, 1982
i ;
[ e e o S
e - Mﬂ Arstrame
' | u#ff Afd}? P
Loang o™
] )
( WJ A,

Policy Group on EEC

I am so sorry I was away when your letter of 6 August
arrived. I know, however, that you discussed a number of
details with Douglas Hurd. I have seen the Note for the
Record of your meeting on 9 August.

In response to your letter of 11 August I make some comments
below. I would very much like, however, to discuss with Cecil
Parkinson and Michael Jopling in the week beginning 30 August.

I hope you will be able to let me have this amount of time.

With.regard to membership my views are:

Chairmanship

1 think Douglas Hurd would be best. Christopher Soames is a
possible, and his wide experience very useful. I am not sure
whether he would be acceptable. Douglas Hurd would seem to be

the natural choice.
MPs
I would recommend John Gummer, Tom Arnold (a Northerner) and

Michael Latham (as a sceptic: there are several candidates for
this!).

I think we need a Scot. One possibility is David Myles and he could

cover the farming aspect too.

The Rt Hon Sir Geoffrey Howe QC MP JMEPs

PERSONAL AND CONFIDENTIAL
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PERSONAL AND CONFIDENTIAL

jf,_«,; (poart
el

I would want to consult Henry Plumb here., Fred Warner would be

MEPs

good if his interest can be aroused. Also Diana Elles, who would
be a good representative from the Lords. I would also
recommend Robert Jackson, who is an activist with new ideas.

Academics
You suggested Hugh Thomas and I fully support this idea. He
would be excellent,

” “(:L
Business !

Mr Raisman of Shell seems an obvious candidate, although there are

a number to choose from.

Terms of Reference

Bearing in mind the first point made at your meeting on 9 August,

I suggest the following: =5 e g . o
"To con31dér future_ﬁgllcy toward EEC and the problem of
//’#mf\ presenting our membership to the British people in such
“f{‘ a way as to ensure that Britain remains a member and is

genuinely perceived to benefit therefrom',

I am hoping to avoid coming to London next week, part of
which I am devoting to my constituency. But we can easily talk
on the telephone and I feel sure it would be helpful if we do.

PERSONAL AND CONFIDENTIAL



||I'.l

o5

aln -' ‘
-r!"" .ll'l:l‘
1'
r

k 5 i

I .: o _I,I . .'._hl. ' p .‘. h ‘] 3 r- .
":ﬁ'; #E:E e ‘T A I.f:.", LF,_%;
mﬁm ‘iEF,,Fn ’-ij-:___ _
ﬁ"" P?‘mm l-'l-...,.l_ otk I

*WH-M‘.-: ’w
ql. _ I. Ll .___ p - ; -”_ :.|.' H.'_Il' h‘
1"'-'[ e -l|-|- qrﬁ-.F_.;:r_rT" " I......-. Illilr_.‘_ I

ﬂ!-—._ . O E—_ﬁ_l_l_l._ _r{_

i :-ﬂ.hl..ﬂi:'l-. B B

|_._"|:" oprer-ia | oy _ . A
LL lrF-:h-l-l-'-I-l-'l:H—'rhl-I--'l- -a-lﬂ-llrl
ek I-'"-" T i ST
wiisl R 5 kol " el o RS SRS Y '|'-|I—

o

[ B

) R "'EI-._.:“-.L. et s N o
'%"UJ |




FROM: ECONOMIC SECRETARY
DATE: 24 August 1982

- g - cpeir”) i
CHANCELLOR == )'U"D o A E‘ST( )
. Va7 ’ MST(C
boree M IBIR)
3¥?Lﬂﬁ-f Sir D Wass
; Sir A Rawlinson
Laper—r™™ ;A{k“ Sir X Couzens
L i Mr Burns
SV~ sl Mr Middleton
Y = 6“’% : b .f"/}” Mr Quinlan
W s " ..., Mr Kemp
WA A Mr Hall
o e Mr Allen
A Ta Mr Andren
{bd""‘3 L WA Mr Ridley
A AL W I Yy Mr French
X L cattisy oadl Mr Harris
y e v ltls o s
Vwﬂyghf\ Lot A Lo W
HOLIDAY THOUGHTS: THINKING THE UNTHINKABLE, AND HANDLING THE C%} _
flﬁ‘\. : l n N, ¥, Loat LA A e H‘-‘\',;
® Lk A

I was very grateful for Mr Allen's note of August 19th, which tended
to confirm my impression over many months that the small print of

the CBI surveys is both balanced and informative, but that the same
cannot be said about the blush that Sir Terence Beckett and the CBI
backroom boys put upon it. But I also agree that the gloom is not all
got up by the CBI; and that we need to be cautious about shooting

messengers.

2. ‘the trouble is compounded, it seems to me, by Sir Terence's
political naivete. He is under a lot of pressure from people like
Tavare in the NW ggee the attached extract from the Times of 2! August)
and Walliker in/W Midlands (Tavare at least is by no means averse

to playing SDP politics) and he does not really know how to handle

the likes of Peter Shore. But as Robin Harris has pointed out, the
resultant foreboding does feed upon itself; and the CBI ought to

take more account of this than it has been prepared to do to now.

SECRET
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3. 1 agree that the Treasury does not want to become embroiled in

a gunroom argument with the CBI. On the other hand, I hope we do not
try to silence the likes of the.Lord President (not that we would

be likely to succeed if we did try). He was, after all, making a
perfectly valid point of which the CBI and our backbenchers do need
to be regularly reminded: that Government has quite different and
much wider responsibilities than CBI or TUC or any other pressure
group, however august. If this were to be the first post-war
Government which could claim not to have been prompted by the
producer interests (and it might be), then that would be no bad claim
to fame.

4, Which leads one to the "Unthinkable". Here I continue to believe
that fundamentally we are experiencing the extremely painful withdrawal
symptoms from dependence on the drug inflation. It is an experience
shared by the rest of the world, although as the Financial Secretary
comments in his note of 19 August, we are somewhat ahead of the figld.
Unfortunately the symptoms are more acute and more painful here than
elsewhere, because the arteriosclerosis of our labour markets is much
further advanced. Yet we would be mad to abandon the therapy, since
a renewal of addiction would easily turn out to be more than our
political and parliamentary physique would stand. Besides, as the
French experience has demonstrated, we have no choice: we are far

too vulnerable to drop out on our own.

5. However, perseverance with the therapy does not absolve us from
the need to worry lest it is applied with exaggerated stringency

and speed. This applies internationally as well aé domestically.

A period of high real rates of interest is, I believe, a not uncommon
feature of the end of a phase of high inflation, and it is bound to
make a lot of the credit creation in the preceding years look mighty
silly. Obviously a break in interest rates is bound to come under
these circumstances; and let ug hope that Mr Kaufman got it right,
since a genuine break would do more than anything else to relieve the
current pressures on the international banking system. Nevertheless,
I do not think we should underestimate the severity of the contractionary

SECRET
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i. luence which these pressures are likely to have in the months
ahead on the sectorswhich produce internationally traded goods.

6. So what, if anything, can and should we do domestically? I do
not really share the Financial Secretary's perception that there is
evidently 'not enough money around'. Real post-tax take home pay

has been growing again since the early spring. While there is
evidently an acute shortage of demand for (eg) home-produced steel,
there seems to be plenty of demand for the imported variety (partly,
no doubt, the inevitable consequence of the self-inflicted damage

of the steel strike: but fiscal relaxation would do little or nothing
to enable Mr McGregor to earn his transfer fee). I agree that our
fiscal stance may be tighter than we intended at time of the Budget - it
100ks -as though we may be heading for another significant undershoot
on the PSBR; and I suspect there is something in the recent external
calculations that we have underestimated North Sea tax revenue.

But I very much doubt whether a significant fiscal relaxation would
do much for domestic demand unless it were accompanied by extensive
protection or a large drop in the exchange rate (either of which
would of course, put paid to our counter-inflation strategy).

7. Which does not mean to say that I necessarily dissent from the
Financial Secretary's specific suggestions. Regardless of its merits,
I have no doubt that we cannot withdraw the 13% cut in the NIS. As

the Financial Secretary has commented in the past we really ought to

be tackling the grotesgue commitment of the electricity supply

industry to the preservation of museumn-piece coalmines. But if we

do not have the stomach for that fight, then there is a case for
subsidising industrial electricity costs. Subsidised 'save and build'
investment schemes tied to the purchase of UK equipment would run us
into headlong collision with the EC and GATT; but certainly cash provided
as a sweetener for shotgun marriages like River Don/Johnson Firth Brown
hase much more to commend if: than lunatic capital-intensive job-
creation schemes like the Shotton pulp mill. There may also be scope
to do more on the ‘'enterprise' score, although we should not over-

estimate its potential.

SECRET
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& However, I confess to a wider worry. This is on the exchange
rate front. Adam Ridley has already drawn our attention to the way
in which the stability of the effective rate has masked the divergent
performance of the £/ and £/EMS rates - a divergence which has been
moving in precisely the least desirable direction, with dollar import
costs hardening and EMS export prices weakening. I suspect the
dollar part of this may be on the turn: if Volcker is now inclined

to give higher priority to the security of the US banking system
than to the control of the monetary aggregates - and it looks as
though he may be - then the dollar may be in for a fall. If this
were accompanied by a strengthening of EMS rates vis—a—vis the pound,
then we could indeed be heading for the long-desired haven of a two
dollar/four DM pound, accompanied by significant further falls in
domestic interest rates. That would be the best combination we could
hope for. But I cannot help feeling that there is at least another
possibility: which is that of the & strengthening against all
currencies.

9. After all, if the markets are worried about banking exposure

(and they are) then neither US nor Germany looks a particularly
attactive haven just now (and in the case of Germany there are worries
about political stability as well). Whereas here, by contrast,

our banks look less exposed; the political outlook is thought to be
set reasonably fair (although that could change); for all the gloomy
talk we continue to earn a substantial trade surplus; and the prospect
of falling interest rates adds allurement to UK gilts.

10. It is, alas!, easier to foresee the risk than to prescribe the
appropriate response. Obviously a strengthening exchange rate would
offer scope for swifter action on interest rates (and we should have
to resist the Bank's predilection for feeding the market with taps
because it is hungry regardless of our need to fund; but then we
should resist that anyway). But as I have argued before, falling
interest rates can exacerbate market enthusiasm rather than dampening
it down, at any rate for quite a long time. I am afraid the truth

is that if the markets take a shine to one's currency, efforts to

repel them are usually doomed to failure.
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1.. My reluctant conclusion is that our ability to temper the wind
to the shorn lambs is very circumscribed, unless we plump for the
protection route. That is a temptation which I believe we must resist.
However, I do wonder if we might make some gestures against the
Japanese. In all probability, Japanese imports would simply be
replaced by additional imports from elsewhere in the EC: but action
against the Japanese might, I suspect, show willing and score some
modest political pluses. Otherwise, I feel we have really no choice
but to seize the opportunity to make faster progress in the one area
where prospects do look relatively bright; inflation. That points
to continuing priority to interest rates. For the rest, apart from
the Financial Secretary's specific suggestions, or some of them,

I believe we should keep our fiscal powder dry for the Budget.

pr JOCK BRUCE=-GARDYNE

SECRET
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MR FRENCH“ ce Mr R I G Allen

Mr Culpin
2879

Miss Lesahy

CHANCELLOR'S PARTY CONFERENCE SPEECH

Miss Leahy has suggested that you might like a form of words
to pick up the Chief Secretary's suggestion about the local
authority reference in the public spending section. 1 suggest
that the third paragraph might read:

—

-

"Yet some areas of public spending are largely

out of our control. Local authorities, for i) s
instance, are free to spend exactly what they ”7&”‘ -
like. Stopping them would mean damaging local 4;054’,4L~4-n
democracy."

gt

P C DIGGIE
244
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From: DOUGLAS FRENCH
26th August 1982

CHANCELLOR OF THE EXCHEQUER 1Z|T
cc Mr Kemp
Mr Hall
Mr Macgregor
Mr Ridley
Mr Harris

CONSERVATISM IN THE EIGHTIES

David Knapp has proposed Monday, 13th September, as a
suitable publication date for your CPC text. He proposes issuing
a press release picking out an aspect of the speech not highlighted

in July.

2. If recipients agree on this date, would they please advise
Mr Ridley, in the absence of Mr Harris and myself on holiday, and

would he please liaise with David Knapp.

WM"‘ 2
@ v - oV -
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FROM:
DATE:

CHANCELLOR —— 2 cc Mr
Mr
Mr
Mr

CONSERVATISM IN THE EIGHTIES

Mr French's minute of 26 August.

I would be wary of allowing CPC to issue a press release '"on one

issue not highlighted in July". I would just

ROBIN HARRIS
27 August 1982

Kemp

Hall
Macgregor
Ridley
French

let it go out with

a very short press release reminding people what it was.

-

ROBIN HARRIS
27 August 1982
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I am writing to you to introduce "In Conference".

"In Conference" is a new concept in party journalism.
It is an eighteen page tabloid which will be launched
at the Conservative Party Conference at Brighton on
5th to 8th October. It will be distributed - free -
to all 7,000 delegates.

It has one very simple aim: to provide a forum for
written discussion, which in turn will provide a context
for, and help raise the standard of, general conference
debate.

Proceeds will go to the Conservative Party.

The editorial content encompasses the viewpoints of
Government ministers, academics, party officials,
pressure groups, business interests, and, of course,
ordinary party members. It contains general features
dealing with major topics like unemployment and Japanese
industrial success. It remains strictly neutral on all
matters of controversy within the Party.

One feature is to be a review of what has been achieved
by this Administration, and what is going to be done in
the remainder of its time. We are asking all departmental
ministers to contribute up to 800 words on the work of
their own Department. It is intended that as far as
possible statistics or graphs will be used to support and
break up the text, and that salient points of major
legislation should be highlighted in boxes.

This is a unique opportunity to get a serious political
message across to delegates - all of them - in a format
which allows treatment of a subject in depth in a small
space. I hope very much you will agree to contribute a
brief piece on behalf of your Department, and also a
photograph to accompany the text.

Our copy date is 20th September, but I should be grateful

if I could hear earlier whether you are able to participate
in this - as I am sure you will agree - potentially valuable
exercise.

Yours sincerely,

Ades &rm U

Andrew R. McM. Bell
Editor

Teddy Taylor, M.P. Andrew R. McM. Bell Colin Clifford Miles Young
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Conference
looks like

a sell-out

BOOKINGS received so far
for the AFN conference in
Birmingham from 23-25
September indicate a sell-out
by the 1 September closing
date Page 7

Teddy Taylor
MP argues case

for free papers

THE MP for Southend East
argues why he believes free
newspapers are the new
strength of the regional Press

Page 3

AFN ask to
meet Excise
over VAT

The VAT nettle has been
grasped following the case of
Geoffrey Snushall Page 12

An industry

under siege

BECAUSE of their remark-
able growth over the last few
years free newspapers are
still viewed with less than
enthuciasm in some quarters.
The battles for survival of two
independents in Scotland and

another in South London
Page 3

Training
courses for the
new

professionals

DETAILS of AFN training
courses in 1982-83 Page 11

A journalism
scholar looks
at free papers

AN American graduate at
Cardiff University writes
penetratingly about the
growth of the free media

Pages 8 & 9

Access to
the new

free media

WHERE to find out about
frce newspapers and how
agencies can secure block
bookings on a regional basis

Pages 4 & 5

Who’s Who? in
AFN — and
who should
join

MEMBERS of AFN, the
Council and an explanation of

what AFN is — and why
Page 6

AFN NEWS

AFN News is the bi-monthly
newsletter of the Association
of Free Newspapers. Edited
by Ian Locks, Executive
Officer, AFN, Northgate
House, Town Square,
Basilduu. Essex (Tel. 0268
289111). Distribution is to
members only with the
exception of the special
conference edition.

Nearly 150 delegates have booked: Havg you?

Details
Page 7

Milestones reached in AFN development

THE Association of Free
Newspapers — barely two
years old as an organisation —
reaches four important
milestones as it prepares to
mount its second annual
conference during September.

With applications currently
before the six-member council
the number of members has
reached the maximum allowed
under the present constitution.

The number of titles
produced by the AFN
publishers has reached 140 with
a total weekly distribution

exceeding 7m copies — more
than one-third of the estimated
20m currently circulating in the
UK.

And in June the Council,
with the agreement of members
at the last annual meeting,
appointed a full-time Executive

)Ofﬁcer to take over the

growing volume of administra-
tion, which up to then had been
handled by Council members
— mainly at their own expense.

The AFN was established as
a limited company in 1980 to
raise the standards of the free

newspaper industry in general
and to establish a higher degree
of credibility for AFN member
publications at a national level.
This has been done very
successfully through an initial
advertising campaign coupled
with. presentations to
advertising agencies, regular
press releases on the work of
the association and the
publicity which surrounded the
first, and now the second,
annual conference.

The initial work of
establishing and building the

AFN has been undertaken
almost exclusively by
independent publishers whose
only interest has been free
newspapers.

So important has the AFN
stamp of credibility on a
newspaper become that
increasingly applications have
come from older-established
groups of paid-for newspapers
who have recognised the power
of free distribution.

Early in the development of
AFN there was recognition that
only by seeking to improve the

standards of free newspapers as
a whole would the credibility
of free newspapers be
established. It therefore
follows that all newspapers
prepared to foliow the AFN
Code of Conduct should be
encouraged to jein the
association.

At a business meeting on
Thursday 23 September, at the
start of the Second Annual
Conference in Birmingham,
members will be asked to lift
the rule which currently limits
membership.

Frees will soon be top
local medium for ads

ADVERTISING revenue in
free local weekly newspapers
has doubled over the last two
years according to the latest
figures issued by the
Advertising Association.

On these trends revenue in
free papers is likely to exceed
that in the traditional paid-for
weekiles within two years.
With the increasing tendency
for paid-for weekly papers to
convert to free there seems
little doubt that the
outstanding recent growth-
rate will continue.

Already free newspapers
are moving into number one
position in some areas. In
London and the Midlands
penetration is so high they
are set to achieve supremacy
much sooner than 1984-5.

The development and
growth of freely distributed
newspapers and shoppers is
undoubtedly the biggest single
media development in the last
10 years, outstripping that of
the more glamorous elec-
tronic. alternative . local
radio.

Why have free papers
grown so successfully and why
is their growth accelerating?

The gap in the market

emerged during the *fifties and.

early ’sixties when the
provincial press went through
a period of major rationalisa-
tion. The large groups, such as
Thomson, Wesiminster,
Northcliffe and United, took
huge shares of the market
through takeovers and
mergers of many smaller,
family-owned publishers.
While this was clearly a
financially rewarding exercise
for the publisher, it meant that
in large areas of the country
there was effectively a series of
monopolies. Lack of
competition tends to create a

By Ian Fletcher
Chairman, Association of Free Newspapers
and Yellow Advertiser Group

degree of apathy and
inetiiciency.

All this coincided with the
introduction of new printing
icciinology, pﬂuw—t\.umpu;i—
tion and offset litho printing,
which made the production of
a newspaper a far less
complicated procedure. And
so the scene was set for the
birth of today’'s free
newspaper,

While the development of
the modern free newspaper
was spearheaded by indepen-
dent publishers, bitterly
opposed by the big battalions,
the situation is now changmg
rapidly. A little over 50 per
cent of Britain's free
newspapers are now pub-
lished by companies which
traditionally have produced
local paid-for papers.

The reason for this is that
paid-for local newspapers are
in decline. They are read by
fewer and fewer people —
reflected in their steadily
reducing circulations. There
are few local newspapers
whose circulations have not
declined substantially over the
past 10 years.

But free newspapers are a
result of this change rather
than the cause of it.

Probably the most
significant reason for falling
readerships is the greater
mobility .of people, particu-
larly younger people,
resulting in a less entréenched
identity with the area in which
they live. Add to this the
immediacy of television and
radio, particularly local radio,
and one can readily see why so
many local weekly news-
papers have an ageing

MP welcomes growth
free newspapers offer

TRYING to prop up an
industry in decline — the
traditional lame-duck policy —
whether by management-union
alliance or by government
subsidy — can only defer the
evil hour at even greater long-
term cost to business and.in lost
jobs.

Teddy Taylor, former
Under-Secretary of State for
Scotland and now MP for

Southend East, believes free
local newspapers to be a vital
and exciting development for
the health of the regional press.

He has argued publicly that
free local newspapers will be
able to compete against other
new and developing media like
television, local radio and
electronic media like Prestel.
See Page 3.

readership profile.

So what is the real merit of
the free weekly newspaper?
Quite simply it is the only
media that provides the
advertiser with virtually total
coverage (95 per cent) of his
targeted market. No other
media can claim this level of
market penetration.

This, of course, assumes
free papers are delivered and,
having been delivered, are
read.

There are now two
important ways in which the
advertiser can evaluate the
quality and professionalism of
a publisher and his
distribution system — the
Association of Free News-
papers and Verified Free
Distribution.

The Association of Free
Newspapers is a trade
organisation representing the
interests of the publishers of
free newspapers and has
established a professional
code which publishers are
required to meet before being
accepted into membership.
This organisation now
represents the publishers of
some 7m free newspapers
weekly.

Verified Free Distribution
was estabhished in 1981 and is
a subsidiary of the Audit
Bureau of Circulations. Its
function is to provide a
verification of the distribution
of free newspapers. The VFD
scheme, comparable to an
ABC figure for paid papers, is
due to be further expanded in
1983 with a Three-Star Scheme
that will provide a fully
researched average household
coverage percentage figure for
subscribing publications.

The other vital question is
readership. Many leading free
newspapers have invested
large amounts in readership
research and published figures
show a high level of
consistency between different
publications. Household
coverage averages around 90
per cent-plus and readership
of 80 per cent-plus is the
norm.

It is therefore abundantly
clear that free newspapers are
the major growth area in the
provincial press — the largest
sector of the media in Britain.
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READERSHIP RESEARCH

publishers

® Has been the officia
since 1978 on the Nation
Survey

@® Has conducted over
last 3 years for Regional

newspaper publishers

EXPERIENCE
@ Contact: Alan Higgs

RSGB

R.S.G.B — THE RESEARCH AGENCY WHICH...

® Understands the needs of newspaper

@® Has conductc d numerous readership survey
and distribution checks for magazine and

DISCUSS YOUR RESEARCH PROBLEMS
WITH RSGB AND BENEFIT FROM OUR

Research Centre, West Gate, London W5 1EL
Telephone 01-997 5555 Telex 261978 RSGB G

| research contractor
al Medical Readership

40 surveys in the
Newspapers




FROM: J.0. KERR
1 September 1982 -~

Lol
cc: Mr. Hall Nl

Mr. French (o/r)
Mr. Harris (o/r)

MR. Rﬁ?ﬁﬁY

"CONSERVATISM IN THE EIGHTIES"

The Chancellor has seen Mr. French's note of 26 August reporting
that Mr. Knapp proposes 13 September as a suitable publication
date for his CPC text.

2. The Chancellor does not think that 13 September would be a
good date. It would follow hard on the heels of any report/
rumours about the Cabinet discussions on 9 September. And it
seems a pity to publish on a day when he is abroad, and therefore
not in a position to deal with any new round of comments/criticisms.
His own initial preference would therefore be for a date around

24 September. But he would like to have a word with you about

this.

L

J.0. KERR






CZ/G( /3 1.

SECRET

HOLIDAY THINKING OF THE UNTHINKABLE

This paper was commissioned in response to the Chancellor's
request for an appraisal of the articles by Douglas Moffitt
and Tony Rudd. While both articles are concerned with the
current industrial situation, Moffitt concentrates on the
speed of adjustment imposed on industry by a combination of
Government policies and world economic developments, while
Rudd discusses the prospects for the engineering industry,
suggesting that the industry might be on the brink of falling
into a "black hole". However, an examination of issues of
this kind inevitably tends to broaden into a general analysis
of the current economic situation and raises the question of
how far there is substance in the warnings of the CBI, and in
the recent spate of critical comments on the Government's policy
stance, some of these emanating from sources by no means
hostile to the Government.

2. The paper is not intended to be a new forecast, but is
confined to the more limited objective of identifying what
indications there are that the economy is indeed facing a
further deepening of the recession rather than the modest
recovery envisaged in recent forecasts. It is in two sections:

Section I examines current economic conditions
concentrating on the reasons why output appears to be
failing to match up to the post Budget assessment.

The analysis refers to possible policy responses in
the area of monetary and exchange rate policy. The
paper recommends immediate concentration upon interest

rate reductions.
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The paper then reviews what is known in the micro-
economic context about developments in industry at
the sectoral and company level. An annex summarises
such hard evidence that we have about potential
closures and job losses in a number of industries and

companies.

Section II considers a range of possible fiscal

measures. Some of these measures would be widespread
in their effects and expensive to implement, and would
imply some easing of fiscal end monitoring constraints.
This section concludes with a list of relatively minor
fiscal measures. None of these measures would do no
more than provide some marginal easing of the pressures
on industry, although taken together, they could add up
to a formidable increase in public spending.

I. ECONOMIC CONDITIONS
The Madro-economic context

5. Between the Budget and the June forecast the prospects for
output growth deteriorated while those for reducing inflation
improved. Such new evidence as has become available since the
June Forecast indicates a further shift in this direction. The
level of output this year seems likely to be even lower than we
expected in June, principally because of a lower level of world
activity. The short run prospects for reducing inflation are
even better. The main nominal variables, money GDP, money
supply and prices are now all growing more slowly than was
expected in the MTFS, while the level of the exchange rate

is higher.

Output

4. Since the trough of the recession in Spring 1981, GDP
and Manufacturing Production have both risen by about
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1 per cent. This very modest recovery does not reflect

a lack of domestic demand which appears to have grown by
around 4 per cent in real terms over the last year. Against
this, imports have grown much more rapidly than exports
because (a) a large part of the rise in domestic demand is due
to the turn around in stockbuilding (b) the slow growth of
activity overseas and (c) the lagged response to the large
loss of competitiveness during 1979 and 1980.

5. The MTFS envisaged that real GDP would grow by around one
half per cent between the second half of 1981 and the first half
of 1982. The June Forecast predicted little or no rise between
these periods and the latest figures bear this out. The main
reason why output has grown more slowly than in MIFS appears to
be that world trade grew more slowly in the first half of 1982
than was expected in March. In addition, domestic demand seems
to have grown more slowly in the first half of this year and our
competitive performance was slightly less favourable than was
expected at the time of the Budget.

6. Given the reasons for the lower than expected growth in
GDP in the first half of 1982 it is not surprising that it seems
to have been entirely concentrated on manufacturing industry.
The MTFS envisaged that manufacturing production might rise by
about 1% per cent between the second half of last year and the
first half of this, while the June Forecast expected little
change. The most recent estimates suggest that manufacturing
output fell by around % per cent between these two periods.
The volume of exports of manufactures appears to have been
nearly 3 per cent lower in the first half of this year than
was expected at the time of the Budget, while imports of

manufacture were about 1 per cent higher in volume terms.

7 The June Forecast has GDP growing at an average rate of
21 per cent per annum between the first half of this year and
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the second half of 1983%. This is a slightly slower rate than
in the MTFS. Over the same period manufacturing production
was expected to grow by about 12 per cent per annum compared to
Just over 2 per cent in the MTFS. Recent figures for
manufacturing production, together with the July CBI Quarterly
Trends Survey (though this may be too pessimistic) must cast
some doubt on whether the growth rate predicted in the June
Forecast will be achieved at least in the short term. Very
preliminary indications from the WEP round which is Just
beginning, indicates that the world economy may recover a
little more slowly than was expected in June. It is worth
noting that the very recent fall in US interest rates is being
partly attributed to less buoyant prospects for the US economy.

8. One reason why economic activity has been lower than we

and others expected, both here and in the rest of the world,

may be that we have all under-estimated the effect on demand

of the recent very high level of real interest rates. The
effects of the latter may have been considerably enhanced

because industrial companies, both here and abroad, are generally
in a difficult financial position.

Inflation

9. The July RPI was 8.7 per cent higher than a year

earlier compared with Jjust over 10 per cent implied by the MTFS.
The June forecast indicated that the annual rate of increase in
the RPI might fall to 7% per cent by the end of this year, a
rate which was not expected to be reached until the second
quarter of 1983 in the MTFS. However, the June forecast
envisaged a slight increase in the rate of inflation during

1983 and 1984 whereas in the MTFS it was assumed to continue
falling. The most recent developments suggest that the prospects
for inflation may be a little better than implied by the June

forecagt.
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i@ Tt seems unlikely that the more rapid rate of fall in

the RPI has been matched by the GDP deflator. To the extent

that the recent fall in the RPI reflects developments such as

the cut in the mortgage rate and the abatement of some assumed
increases in local authority rents, it will be falling faster
than other, more general, measures of inflation. There is
certainly little evidence that pay 1is rising less than had been
expected at Budget time; in the context of the economic prospect

this is a crucial consideration.

Money GDP

11. The MTFS was based on a growth of money GDP of around

94-10 per cent. The June Forecast suggested that the future
growth of money GDP might be at the lower end of this range.

More recently the CSO have estimated that, in the six months to

the middle of this year, GDP at current market prices rose at

an annual rate of just over 8% per dent compared with the

9 per cent implied by the MIFS. However, comparisons over this
period may be distorted by the timing of the Budget and a
reasonable guess might be that money GDP is growing by a % per cent
slower than in the MTFS.

Money Supply, Interest Rates and the Exchange Rate

12. The latest figures indicate that in the period February-
July the main monetary aggregates were growing at rates at or
below the centre of the MIFS ranges. At the same time interest
rates have fallen much more rapidly than in the Budget forecast.
For example, the three month interbank rate is now little more
than 10 per cent, compared with 1%} per cent assumed in MIFS and
12 per cent assumed in the June Forecast. Recent falls in UK
interest rates have mirrowed reductions in US rates. At the
moment the latter are expected to continue to fall, though
somewhat irregularly and there could be periods when they rise
again. The sterling effective exchange rate has remained fairly
flat since the beginning of the year, though in the last few
days it has shown some tendency to rise. In the MIFS and June

F orecast it was assumed to fall slowly.

_5_
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Company Sector

13. Both the MTFS and the June Forecast assumed that real
disposable income of companies would improve but that there
would still be adverse pressures from a low level of demand and
difficult competitive pressures, which in turn would squeeze
profit margins. The overall financial position of the company
sector, taking account of the prospective financial deficits
and borrowing requirements, did not appear particularly
difficult, despite a continuing high level of bankruptcies and
company liquidations. Nevertheless non-North Sea industrial
and commercial companies were forecast in June to run a
financial deficit in four out of the five years 1979 to 1983
inclusive and it is not impossible that collectively they may
be unwilling to do this.

14, The lower than expected level of output and the slightly
less favourable prospects for future growth will have adverse
consequences on the financial position of the company sector.
Against this they will be helped by the more rapid fall in
interest rates. Perhaps the biggest potential danger to the
company sector could come from a collapse in confidence both
by itself and by companies abroad. (It is interesting that
recent press description of manufacturing industry in the US
and Germany reads very much like the CBI's comments on the UK).
Such a collapse in confidence could be self-fulfilling, as
investment, stockbuilding and exports could all be reduced as

a consequernce.

Policy Considerations

15. The clear fact that output is below our expectations
of only a few months ago and that it is unlikely to increase
in the immediate future at the predicted rate, and the fact
that inflation is coming down poses the question whether we
should make a modest relaxation of policy in order to bring
the economy back to its forecast course. The aim would be to
increase money GDP by perhaps 1 per cent over the next year,
with some increase in output at a cost of some increase in
inflation.

-6 -
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16. The increase in money GDP could theoretically be

achieved by either fiscal means or by monetary means - in

both cases by an expansion in the money supply and probably

by a fall in the exchange rate. It is difficult to see,
however, how in practice a modest and controlled relaxation
such as this could be engineered in the middle of the financial
year by fiscal means in a way that would reflect the imbalances
in the economy. It would require an autumn budget, the
presentation of which would be immensely difficult. There
would be great administrative difficulties in making changes
that helped the company sector in the period immediately

ahead.

i7. Monetary relaxation achieved by continuing to press the
money market to reduce interest rates seems to be a more logical
approach at present although not without difficulties. By
historical standards real interest rates continue to be very
high. ILower interest rates would bring an immediate benefit to
company cash flow. In turn this would improve confidence, relax
the pressure upon company budgets and probably increase the level
of demand through its effects on construction, stockbuilding and
purchases of large durables. Some of these effects would take
time to come through but the confidence effects might be felt
guite quickly.

18. The difficulty is that this would be highly visible and
might lead the market to suppose that we wanted a lower
exchange rate. At present this should not pose problems as
the exchange rate has strengthened significantly relative to
our expectations but excessive pressure might lead to an
uncontrollable decline if exchange rate depreciation was seen
as the objective. It continues to be important to present
interest rate changes as being a response to our assessment

of financial conditions genersally.
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19. The macro-economic considerations seem to point to
immediate emphasis upon interest rates (both from a demand
and confidence point of view). For the next financial year
there is a case for concentrating on fiscal measures which
would improve the supply potential of industry, and would
help to reduce industry's costs. These are discussed in
Section ITI.

The Micro-Economic Context

20. Even if the economy begins to recover this does not imply
that inductrial restructuring will come to an end. ILiquidations
and rationalisations will still continue within existing firms
and industrial sectors. In some sectors a reduction of capacity
is needed to secure the longer term viability of the more
competitive companies operating within the sector. Such evidence
that we have of continuing and prospective job losses and
closures does not in itself Jjustify the view that the economy

is performing significantly below forecast, since the forecasts
implicity allowed for some at least of these developments. The
question is whether the totality of hard and anecdotal evidence
which comes to our notice is sufficiently comprehensive and
overwhelming to justify the view that industry is facing a much
more serious situation than has hitherto been recognised.
Clearly, there is a conflict of views within industry itself -
as is illustrated by the public debate amongst informed
commentators, including the two articles.

21. In the Treasury we have three sources of hard information.
First, we know about the plans of the nationalised industries
and publicly-owned companies. Second, we know about some
companies in difficulty because their situwation is brought to
our attention by representations from the companies themselves,
or by other non-Government sources. Third, the Bank of England
and Department of Industry report to us on a periodic basis

news about impending closures and rationalisations. A fourth
source of information comes from chance contacts with business-
men and bankers, from press reports, from representations made

to Ministers by Chambers of Commerce, Trade Associations and so on.

-8 =



Ll




SECRET

22. These sources cannot provide a comprehensive picture
and much goes on that the Government never hears about.

What follows, therefore, is illustrative of the general
situation in manufacturing industry rather than comprehensive
in its scope.

The Sectoral Picture

23, The Department of Industry is developing an industrial
model of the UK economy, the Disaggregated Information System
(DIS). This is far from perfect as yet, so its output must

be treated with caution. The model was used to provide a post
Budget assessment of the prospects for a number of industrial
sectors to end 1985. This does not help with the immediate
cyclical problem. But it might suggest that sectors in current
difficulty may be demonstrating an underlying structural decline
which can be expected to persist even in conditions of modest
recovery. A disturbing feature of the DIS assessment is that it
suggests little prospect that the sectors which might be

expected to provide growth points for the future will in practice
fulfil this function. Overall a fall in employment in
manufacturing output (about 8 per cent, 500,000) is expected
between 1982 and 1985.

24, The DIS assessment is made in terms of the likely
performance of sectors in relation to the expected growth of
manufacturing output over the years to 1985. Sectors expected
to perform above average are mainly traditional industries like
food, drink, pottery and glass - the list is not impressive.

It does, however, include chemicals which are expected to benefit
from the continuing substitution by plastics for other materials.
Mechanical engineering is also amongst this group, based on an
assumed recovery in investment demand. The below average group
is disquieting. Apart from textiles and footwear, which might
be expected, it includes electrical engineering (covering
information technology products) which is thought to be highly
vulnerable to import penetration because of loss of competitive-

nesse.

-9 -
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25. Turning now to the immediate period, the main source of
information on the sectors is the Index of Manufacturing
Production which in the second quarter was % per cent below its
level, both in the previous quarter and in the second quarter
of last year. In the 1982 first half compared with the
previous six months there was some provement in.mechancial

and shipbuilding marine engineering. But other engineering
sectors showed a further sharp decline. ' Altogether it is
a mixed picture and it is difficult to identify a firm trend
either way.

Information on Individual Firms

26. A review of the records of discussion with the Bank of
England and Department of Industry over the past ten months
suggest that there was a period of quiet between November

and May when very few companies were added to the list of
companies in difficulties already known to us. But since lay
the number of companies in trouble, and brought to our attention
has shown a noticeable increase. At a meeting in July the
Department of Industry reported that there was increasing
anecdotal evidence of pessimism in the business sector and
that firms were looking for at best zero growth, with some
forecasting a down-turn in economic activity.

27. We also know from contacts with the banking sector that
the number of companies in so-called "intensive care" with the
major clearing banks is increasing. The banks themselves claim
that they are now providing assistance to companies at the
limit or beyond of banking prudence in the hope of nursing

the companies through to survival. A recent report circulated

- 10 -
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in the Treasury on the London Clearing Banks interim results
reported that the four banks have doubled their provisions

for bad debts. The inference is that the longer the recession
persists the more difficult it will be for the banks to continue
to provide this kind of support. The Midland Bank recently
informed the Treasury in confidence that they have 10 major
companies in intensive care, mainly in the engineering industry
and employing some 35,000 people, which will almost certainly
have to be put into liquidation in the coming 12 months.

28. There is also in the pipeline considerable restructuring
contemplated, particularly in the petro-chemical industries.
These are not recent developments and can be assumed therefore
to have been reflected in earlier forecasts. BP and ICI are
mainly involved. There have also been continuing reports of
closures and rationalisation in companies like Tube Investment

and GKN.

29. An annex provides material on a number of major companies

known to be in trouble.

IT REMEDIAL MEASURES

30. This section considers a number of specific fiscal measures
which might be thought appropriate in the circumstances described
in the preceding section. If such measures are taken they should
meet two objectives:

- they should be reasonably quick acting in their
effects. DMeasures which take time to implement and to
become reflected in the cash flow of companies may come
to fruition when recovery is already under way;

- they should contribute towards restoring business

confidence,

- 11 -
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31, Two sets of measures are examined, all of them

familiar to Ministers. The first are broad acting in their
effects and would be intended to encourage the supply side

of industry through reducing UK costs and increasing profitability.
Measures of this kind, by their nature, would be expensive in
terms of public spending or loss of revenue. The second set

are relatively minor measures and would be selective in their
effects. They would be less costly to the public purse.

But even these restricted proposals, taken together, could

add up to a formidable increase in public spending and might
pre-empt the scope for action elsewhere in the fiscal field.
Both sets include some of the proposals made by the Secretary

of State for Industry in his letter of 13 July to the Chancellor
on the outlook for Industry.

Cost Reducing Measures

32, The macro-economic effects which help to reduce industry's
costs are difficult to predict; it is uncertain how far and

how quickly the immediate improvement in industry's financial
position would be reflected in lower prices, higher wages for
the employees or retained as higher profits. Moreover, cost
reductions of this kind take time to build up before they
become fully effective. However, such measures might have an
immediate effect in rebuilding business confidence, particularly
if they were accompanied by assurances that the effects will

not be clawed back by measures taken in other areas of

Government policy.

National Insurance Surcharge (NIS)

G This measure would appear to meet the two objectives
suggested sbove, although it is expensive in terms of revenue
foregone. The CBI strongly favour cuts in the NIS (above other
ways the Government can reduce industry's costs) and assert
there is little leakage into wages. This year's Budget cut

the rate from 31 per cent (levied on earnings liable to

- 12 -






i g

SECRET

employers National Insurance Contributions) to 2% per cent
as from this month; but to give a whole year's benefit of a
1 per cent reduction for the FY 1982-83, the rate has been
temporarily cut to 2 per cent. The rate will rise again from
2 per cent to 2% per cent on 1 April 1983 if nothing is done.

34, The earliest timetable for maintaining the reduced rate
of 2 per cent or introducing a further reduction, is a decision
and announcement in November with the changes coming into
effect on 1 April 1983. Each 1 per cent reduction cost £640m
in 1982-83 (assuming clawback from the public sector); dbout
half the benefit goes to manufacturing and the construction

industry.

35. It should be noted that decisions on the 1983-84 rate of
National Insurance Contributions for employers and employees
will also be due in November. Any increase in the employers
rate would have to be offset against the gains from a reduction
in NIS.

Industrial Rates

36. There is considerable pressure to reduce industrial

rates particularly from small firms. The quickest and most
comprehensive reduction would be achieved by a measure of
de-rating (ie removal of a percentage of the rate burden).
However, this would require primary legislation for England

and Wales, probably a separate Bill. And Inland Revenue would
need sbout six months to identify the properties qualifying

for relief and make the necessary calculations. The earliest
practical date for any reduction is the financial year 1983-84;
even then, the reduction might have to be effected retrospectively

later in the year.

37. Assuming unchanged local authority expenditure and a
transfer from central government to the authorities, a

- 13 -






SECRET

10 per cent relief on all non-domestic ratepayers would have
cost about £600m in England and Wales in 1982-83. Commercial
companies would be the main beneficiaries; they account for
half of non-domestic rate payments while only a fifth is paid
by industrial companies. Consideration would be required of
the relationship of such a proposal to the Government's
campaign to bring down local authority spending and to reduce
the Rate Support Grant percentage.

Energy Prices

38. There are no gas or electricity price increases for
industrial customers planned before the end of this year.
Gas prices are expected to rise by an as yet unspecified amount
after the current freeze ends on December 31 1982. Electricity

prices are due to increase in line with inflation on 1 April,
1983, But the size of the increase is likely to be reduced in
accordance with the report on the Bulk Supply Tariff which
indicated that eleetricity charges to both domestic and industrial
users may be too high. There may indeed be a price freeze.

The reduction in comparison to what would otherwise have

happened will mainly benefit domestic and middle-sized

industrial users: the heavy users like chemicals and aluminium
smelters already receive quite favourable treatment. A cut

in fuel oil duty to reduce oil prices remains extremely difficult

because of the Frigg complication.

39. Short of reducing current gas and electricity prices,
there is no scope for helping industry by this route for the
rest of this year. Action is still possible to reduce or
sbolish the increases in gas and electricity prices planned
for 1983, This would add to public expenditure in 198%-84
and subsequent years.

Employment Subsidies

40. Labour costs account for a significant proportion of the
loss of competitiveness. A subsidy on labour costs will, at
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least in the short term, reduce average or marginal unit labour
costs (depending on the type of subsidy) and hence improve
competitiveness. Most attention has focussed on a subsidy to
marginal employment of the Layard-type, as already operated
under the Young Workers' Scheme. A subsidy of £x would be
paid for each additional employee taken on so reducing the
marginal cost to the employer below the wage. A scheme can be
introduced quickly under existing UK legislation but there may
be EC complications.

41. The benefits of such a scheme are that they buy a short
term gain in competitiveness and hence raise output and employ~—~
ment. Against this must be set several costs; Dbecause of
"displacement" of other domestic producers and "deadweight"
payments of subsidy for jobs which would have been created
anyway, Exchequer cost per genuine new job can be high.
Moreover, it can be argued that subsidising labour delays or
removes the need for desirable wage adjustments (ie the

subsidy in effect leaks into wages).

42, For purposes of illustration, a subsidy of £50 per week
confined to manufacturing and assuming combined deadweight and
displacement effects of 50 per cent would create 10,000

jobs and reduce registered unemployment by 50,000. The net
cost, taking account of all flowbacks (benefits and taxes)
night be some £70m in a full year, but the gross public
expenditure costs would be £290m, and the public expenditure
totals would be inflated by this amount.

Minor Measures

43, This section discusses a range of possible measures

of a selective kind which could contribute towards easing the
pressures on industry. But such measures cannot be claimed
to do more than ease these pressures at the margin. They
fall into three parts; help to the construction industry;

a review of possible measures which might help to create Jjobs;
and the question of job preservation in relation to rescue

operations.
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44, A1l these measures (with one exception) would add to
public expenditure. They would increase the public expenditure
totals for 1983%-84 and subsequently as long as the schemes
continue by the amounts directly involved. And in addition they
would increase the political difficulty of Treasury Ministers

in resisting the pressure already evident from spending
Ministers for many other additions to programmes. In practice
the addition to public expenditure would probably be considerably
greater than the amounts directly quoted.

Construction Industry

45, This industry is labour intensive and has a low import
content. However, major increases in spending on public sector
construction generally have a long time lag before the decision
to spend becomes reflected in actual increased activity. The
time scale varies. Some additional minor works - on road
maintenance, and minor improvements and additions to public
sector buildings - could probably be implemented within a
reasonably short period. Some minor amounts might be done

in the current .year 1982-83; but this would go against the
current policy of stringency to the Contingency Reserve. For
major works the lead time would be many months, taking the
expenditure into 1983-84 and beyond. Apart from this defect
help to the construction industry would be unlikely to have any
general effect on business confidence.

Selective Assistance

46. There are no attractive options for increasing national
selective assistance under Section 8 of the Industry Act.

The existing criteria for general assistance under Section 8
allow grants to be given where they would enable a project to
proceed earlier than it otherwise would; so there would be no
point re-introducing an Accelerated Projects Scheme (the
earlier scheme was closed in July 1976). What would be needed
would be some relaxation in the other criteria - for example
that the project must make a significant contribution to UK
net output. Such a relaxation would inevitably tend to
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increase the deadweight in the assistance provided. It is
also questionable whether yet further capital subsidies would
be an appropriate response to concern about under-use of labour.

479, An alternative would be to introduce new sectoral
schemes to promote rationalisation or new investment in
particular industries. Sixteen such schemes ran under the
previous administration but all were closed in 1979 except
for the Micro-Electronics Industry Support Programme (MISP);
the only new sectoral scheme introduced has been for private
sector steel and is designed to counter the specific market
imperfections in the steel industry.

48. One (fairly modest) expenditure measure which might be
worth considering would be to re-open the Small Engineering
Firms Investment Scheme (SEFIS). This was introduced soon
after the Budget but attracted such a flood of applications
that it had to close by the end of May. The scheme (which
provided grants of 333 per cent for small firms investing in
certain advanced technology capital equipment such as computer
controlled machine tools) attracted 1,750 applications in

the eight weeks it was open; DOI increased their level of
funding from £20 million to £30 million but were unable to
find additional resources from within their budget to keep the
scheme open for longer. It is too early to form any firm view
about the effectiveness of the scheme, but given the high level
of demand it might be worth considering allowing DOI some
additional expenditure in order to re-open the scheme. That
scheme apart, there does not seem any call to provide
additional support for small firms - the list of measures
already in existence extends to nearly 100 items.

Car Tax

49, Car tax is charged at 10 per cent of the wholesale
value of new cars and motorcycles, whether home produced or
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imported, and on used cars and motorcycles on first importation.
It was introduced for cars in 1973 along with VAT in order to
maintain the revenue from cars obtained from purchase tax by
allowing VAT to be introduced with a standard rate of

10 per cent. The Budget estimate for the yield in 1982-83%

was £0600 million.

50. The Regulator powers do not extend to car tax, so that
primary legislation would be needed to change the rate of the
tax. If desired, however, immediate statutory effect to a
change could be given by a resolution under the Provisional

Collection of Taxes Act.

51. In their representations to the Chancellor before the
1982 Budget, the SMMT pressed for a halving of the rate of

car tax as a first step to its total removal. We estimate that
a reduction in the rate of car tax from 10 per cent would
have a full year revenue cost of £310m in 1982-83 terms or
£350m in 1983%-84 terms. If the reduction were passed on

fully to the consumer, retail prices of cars would fall by
nearly 4 per cent. It is estimated that this would lead to

an increase in sales of under 5 per cent.

524 A reduction in car tax would, of course, benefit foreign
car sales. Moreover, the car industry has already received
help from the recent abolition of hire purchase controls.

Rescue

53. Apart from the nationalised industries the Government
has provided financial support to a number of publicly owned
companies, inherited from the previous administration. The
most important of these is BL, and it has also provided
financial help under various gulses to BAe and Rolls Royce.
Since the Government took office however, its intervention in
respect of private sector companies has been restricted to
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the guarantees provided in respect of ICL borrowing and one
or two minor cases elsewhere. (This is apart from Northern
Ireland where the conditions are special). The Government
was prepared to offer subsidies to keep Invergordon open,
but these proved to be insufficiently attractive. There has
also been special aid to cover high energy costs to the
fishing and horticultural industries. Generally, however,
the Government has avoided becoming involved in rescue

operations.

54, A large programme of selective rescue could clearly

not be contemplated. Apart from the unacceptable financial
cost, a programme of this kind would obstruct the necessary
changes in the pattern of distribution of UK industry which
are essential to secure the future viability of the UK economye.
On the other hand the banks claim there are now a number of
companies whose trading prospects are good but whose financial
structure has been so weakened by the developments of the
recent past that they are unable to survive without special
support. On the whole the banks appear to be prepared to
provide such support, but they may not be able or willing to
do so if the recession takes a renewed turn for the worse.

A recent Midland Bank memorandum, circulated by lMr Ridley
suggests a number of specific ways the Government might help.
Ministers might see value in having these proposals examined.

55. Associated with this question is how far the Government
should acquiesce in a possible acceleration of closures over
the immediate period ahead in companies and industries in
which it has influence and control. Ministers might want to
consider whether the bias of policy should move, at least
temporary, in the direction of job preservation, even where
commercial considerations might suggest immediate closure is

justified.
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56. In this connection it is worth recalling that the NEB
'hospital' function to nurse specific companies in difficulties
was retained in the NEB guidelines when the Board's functions
were reconstituted in 1979. The BTG does not currently
undertake this function, but would be prepared to do so if the
Department of Industry selected the companies eligible for this
assistance and provided additional funds for this purpose.

57 The problems associated with 'rescue’ policies are:

- If such policies were to be extended to companies in
trouble they would be arbitrary in their incidence and
dependent on whether the companies themselves were
brought to the notice of Government. Moreover
rationalisation programmes would not be affected to

any great extent. ICI, for example, would continue to
close down capacity, although BL commercial vehicles,
where on the face of it there is no case for continuing

support, might be allowed to survive.

- Policies of this kind would not solve industry's
current difficulties. But it would avoid adding to these
difficulties, in particular by preserving companies in
areas like the engineering industry, on which large
numbers of medium-sized and small firms depend for their

markedt.

- However this result would be achieved at the cost of
pre-empting financial resources which might be employed
for the benefit of industry elsewhere, and more
effectively.

- Public expenditure would be increased at a time when
we are struggling to hold to cash programmes.
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Timing

58. Whatever measures might be thought appropriate there
would be a problem of timing. If general cost-cutting measures
(1ike the NIS reduction or industrial de-rating) were favoured
they could hardly take effect before the beginning of the next
financial year. Their effect would no doubt to some extent

be anticipated, in the sense that they would raise industrial
morale and perhaps increase willingness to borrow and finance
expenditure. But the cash flow to industry would be delayed.
If more particular measures were preferred, these could be
announced and implemented at short notice; some of them, eg

a more relaxed view towards rescue cases, would not call for

announcement at all.

CONCLUSIONS

59. Contrary to expectations at the time of the Budget,

the level of real GDP has stagnated so far this year and the
level of manufacturing output has fallen. The prospects

for the modest upturn envisaged in the MTFS are now less good.
A less buoyant world economy seems to be the main reason
behind these developments. They must go a long way towards
explaining why the company sector seems to be taking a rather
gloomy view about the prospects for economic recovery. At the
same time inflation seems to be falling faster than was
anticipated at the time of the Budget. The growth of money
GDP is lower than expected while the growth of the main
monetary aggregates remains at or below the centre of the
target rates. The exchange rate is higher than was envisaged
in MTFS. Nominal interest rates are lower (though real
interest rates remain higher) and have recently been falling

sharply.
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60. There is a case for continued pressure to reduce

interest rates although this must not be pushed too far

otherwise the threat to our achievements on the inflation

front would be too great. Reducing interest rates might

involve a lower exchange rate than would otherwise occur

but recently the exchange rate has been somewhat higher than

we expected at the time of the Budget. The only danger would

be if the markets formed the impression that we were deliberately
attempting to engineer a lower exchange rate which might lead

to an uncontrollable decline.

6l. No case seems to exist for measures now to relax fiscal
policy. Whether at the time of the next Budget we stick
rigidly to the PSBR figure for 1983-84 in the MTFS or adopt

a slightly more accommodating figure is not for discussion now.
There is a case for contemplating some 'across the board'
cost-cutting measures for industry (ie NIS reductions) on
supply grounds; but these would not take effect until 1983-84.
They would then add to the PSBR and monetary conditions would
be easier unless their cost was met by expenditure reductions
not otherwise achievable, by foregoing some tax reductions
which could otherwise be secured, or by foregoing some of

the decline in interest rates which would occur. But given
the faster than expected progress towards reducing inflation
and the weakness of output, some modest easing of overall
financial conditions might be appropriate. At the particular
and sectoral level, the Small Engineering Firms Investment
Scheme could be re-opened and some modest increases in public
investment involving the Construction industry might be looked
at. Policy towards rescue cases might be examined. None of
these measures would radically change the outlook for industry,
but they might usefully save the marginal firm which might

otherwise go out of business.
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ANNEX A

CONFIDENTIAL
AND COMMERCIAL IN CONFIDENCE

The position of individual companies and industrial sectors

This Annex summarises the information available to IA Division from its regular

monitoring and sponsorship activities.

1 The metor industry
BL

1.1 The company has managed to keep within its financing provisions but at
some cost to its investment programme. However, it is not achieving the kind

of market share in the volume car market that it needs in order to provide a

firm base for longer term viability. Thus while the planned plant closures and
redundancies on the volume car side of the business are now complete the prospects

for the Group are still very uncertain.

1.2 Particularly at risk is the commercial vehicles side of BL. Leyland Vehicles
has already lost 2250 jobs this year and is to shed another 2,000 by the end of the
year. These redundancies will be at Bathgate and Albion in West Central Scotland

and Leyland in Lancashire.

Ford

1.3 No immediate plant closures are expected at Ford, but the company has
warned Ministers that there is a question mark about Halewood where 13,700 are
employed making Escorts. If Halewood closes Ford UK would no longer build
Escorts in the UK and all domestic demand would be met from Ford of Europe's

continental plants.

Vauxhall

1.4 Vauxhall has been doing better recently and plant closures are not
likely in the near future. But the future of the Ellesmere Port car plant
employing 5,900 and the Dunstable truck plant, currently employing 3,400 and

operating at 30 per cent capacity must be uncertain.

Talbot

1.5 Talbot is in acute financial trouble as is its French parent Peugeot.
The future of the Ryton plant at Coventry employing 2,300 and the engine plant
at Stoke employing 2,000 is highly doubtful.
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Commercial vehicles

1.6 Amongst the commercial vehicle manufactures Fodens has recently closed
and Seddon Atkinson (an International Harvester subsidiary) is up for sale.
Survival of ERF is doubtful. International Harvester has just closed its Bradford
plant and made 500 redundant at its Doncaster plant. Another 1,000 may have to go

at Doncaster.

1.7 International Messey Ferguson is in deep trouble as has already been
reported to Ministers. Main implications are for the MF tractor operations in
this country and for Perkins. If the attempt to provide an international banking
rescue for MF fails the future of the UK side of the business will be in jeopardy

unless quick and decisive action is taken.

Components

1.8 In the components industries closures are now common. AC DELCO (a GM
subsidiary) and Alison Diesels of Peterhead have just closed. Automotive Products
plan a further 900 job cuts at the Leamington and Banbury plants. ILucas CAV are
making 590 redundant when they shut a plant in the near future.*

2 Shipbuilding

2.1 Over the past 5 years British Shipbuilders has cut the number of merchant
yards from 27 to 15, marine engineering ggg%%g%%s from 5 to 2, and the workforce
from 87,500 to 66,300, All the remaining/capacity is at risk because the order
books, for even the most efficient yards, only stretch to the end of 1983. ©Ship

repairing is in greatest jeopardy and 1,500 jobs, mostly on the Tyne, are due to
go.

2.2 The BS Corporate Plan for 1983 has just been submitted. The Plan is not
good news. The Chairman reports that in terms of immediate market propsects the
outlook is as poor as at any time since BS was formed, with every division facing
declining markets. A reduction in employment of about 9,000 is envisaged over

the four years to 1985-86, but on only mildly unfavourable assumptions there could
be a need to shed 15,000 jobs. Even then large injections of public funds would

be needed. =
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* Components suppliers are being badly hit by the 3-week lay-off of

7000 BL workers.
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b} Steel

British Steel Corporation

3.1
(This paragraph now follows 6.1 below)

Private Sector Steel

3.2 Rationalisation in this sector is continuing. The latest proposal involving
BSC and Firth Brown in the rationalisation of heavy forging and special steel making
capacity is expected to involve the loss of about 1,800 jobs in Sheffield.

4 Aerospace

British- Aerospace

4.1 BAe has avoided the need for heavy redundancies so far, but its future over
the next year or so may depend on decisions regarding the development of new
military aircraft and the company's participation in the European Airbus A320,

Rolls Royce

4,2 Rolls Royce has shed about 9,000 employees and a further 2,500 are due to
leave by the end of the year. The long term pmbébectaof the company will be
affected by decisions on further developments on civil aircraft engines. But with
the depth of recession in the airline industry in any event an extra 5,000-6,000

redundancies next year are expected.

% Aluminium Industry

5.1 Following the closure of the Invergordon Smelter the UK has two major
aluminium smelters left. Both are dependant on cheap power supplies under
contracts due either to expire soon or which fall to be re-negotiated. The
current levels of fuel prices in either smelter mean that neither smelter is
anywhere near commercially viable. The NCB are seeking to end the provision of
very cheap coal supplies to Alcan's smelter at Lynemouth which employs 1,140 and
which even with very cheap coal is still making heavy losses. Closure of the
smelter is likely to be accompanied by significant closures of Alcan's activities

in this country.
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5.2 Anglesey aluminium smelter (RIZ) made a loss last year, but is likely to
continue in operation until charges for electricity are increased when Dungeness B

comes on stream. The smelter employs 990.

6 Computer manufacture

6.1 ICL has shed over 10,000 of its 35,000 employees over the past two years.
Although the company is now approximately breaking even at a lower level of business

(and the Government's guarantee is in no apparent danger) it is not yet showing

any sign of growth.

British Steel Corporation

3.1 Employment at BSC has fallen from 180,000 three years ago to less than
100,000 today. BSC's corporate plan envisaged some further 16,000 job losses
in the next three years but no further major plant closures. Since then market
conditions have been worse than then expected and BSC are accelerating their
planned closure programme and making further manning and facility reductions
beyond those envisaged in the plan. Their commercial judgement is that they
may well be unable to support three gstrip mills in the longer term and one will
have to be closed at some stage with the loss of a further 6500 jobs in an
assisted area but they are not yet at the point where they would wish to put

such a proposal to Ministers.
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