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PRIME MINISTER c.c. John Hoskyns

STRATEGY MEETING: PROPOSALS BY MINISTERS

At the Strategy Meeting last month,
vou asked Ministers to send in their specific

proposals for regenerating industry. Ministers

have now submitted their proposals, and John

Hoskyns and Sir Kenneth Berrill are working
on them with a view to producing a paper
for E Committee on 24 July.

I had not intended to bother you with
these proposals until their paper was ready.
But various Ministers have referred to them
at Cabinet and in E Committee over the last
ten days; and I am therefore attaching to
this minute a composite list which you might
care to glance through. The Hoskyns/CPRS

paper will provide an assessment of this

list. %;&f
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The Role of the Institutional Investor H‘”’" : ?L- N

1, At the Prime Minister's recent meeting on Strategy there were a I_‘?,I ?

number of references to the need to encourage institutional investors to

play a dynamic and constructive role in the affairs of the companies in

which they invest.

2. The CPRS has interested itself in this area for the past seven
——

years and has had numerous discussions with the financial institutions,
——
with some of the companies they invest in, and with the Bank of England.

3, Over these years there has been some progress. In 1972 the
institutions, particularly the insurance companies, were adamantly
opposed to taking an active interest in particular companies. The tide

is now flowing in the right direction but there are still many laggards.
What the more dynamic institutions need is encouragement from Ministers

which they can use to whip their more slow moving colleagues along.

4. I attach a note by the CPRS on the subject which the Prime Minister

might like to introduce at some stage into the Strategy discussions.

-F I am sending a copy of this minute and attachment to Sir John HU

11 July 1979

At
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THE ROLE OF THE INSTITUTIONAL INVESTOR
Note by the Central Policy Review Staff

15 In the position of the United Kingdom capital market today the pension
funds and life offices and, to a lesser degree, the unit trusts and investment
trusts cannot fulfil their fiduciary duties to their pensioners, policy-holders,
etc. unless they keep their finger on the pulse of most of the companies in
which they have large investments and unless they are prepared to take
remedial action, e.g. replace some or all of the Board of the Chief
Executive, if the company is performing unsatisfactorily for reasons

which are remedial.

2. Such a proposition would not have been valid in the early 1960s, when
the institutions only held some 25 per cent of the ordinary shares quoted on
the Stock Exchange and if institutions did not like a company they could
'vote with their feet'. But it is valid today when the financial institutions
hold more than 50 per cent of all ordinary shares - a proportion that is
likely to increase ineluctably unless the Government decides to remove the
great fiscal attractions of investing through intermediaries rather than
directly, which still exist after the Budget. The la rge financial institutions

cannot normally now 'vote with their feet'. They can only divert the flow

of their new funds away from particular companies or try to sell their

large blocks of shares to other institutions.

32 Any large public company is likely to have a majority of its shares
held by long-term institutional investors. The institutions are therefore
in a position to exert pressure on companies if they so choose; individual

private investors, on the other hand, are de facto powerless.

1
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4, A number of arguments have in the past been advanced against greater
involvement by institutional investors, e.g. that it prevents them 'voting
with their feet'; that institutions know about investment/insurance not about
managing industry; problems of inside knowledge: that shareholder power
will encourage Government regulation (perhaps nationalisation) of the
financial institutions: that some interventions could result in closures/
redundancies which will give the institutions a bad image. There are good
answers to all these points but to rebut them one by one here would take

too long.

B. In 1972 the then Governor of the Bank of England, Lord O'Brien,

launched his initiative for an Institutional Shareholders Committee to try

to increase the involvement of the financial institUtiDII.'tS w;l.rith";.he companies

in which they have had large investments. For some years the initiative
seemed a failure but now there is considerable movement. This is clear

from the actions of the institutions as well as from the evidence of such

bodies as the British Insurance Association (BIA) to the Committee to Review
the Functioning of Financial Institutions (CFFI). Many of the large institutions,
e.g. the Prudential and Commercial Union, the National Coal Board and Post
Office Pension Funds, M & G Unit Trusts, have regular contact with the
managements of most of the companies in which they invest and this practice

is spreading. The institutions have, on occasion, flexed their muscles

publicly but more frequently and often more effectively they have exerted

their pressure privately - they rightly do not want to undermine public
e i

confidence in the company they are trying to turn round. Sometimes the
pressure is brought to bear through the Investment Protection Committees

of the BIA, Unit Trusts Association, etc: in other cases by an ad hoc group
of institutions and more rarely through the Institutional Investors Committee.
Somewhat similar work is done very effectively under Sir Henry Benson's

leadership in the Bank of England.

— — e e

2
CONFIDENTIAL




CONFIDENTIAL

b. Non- Executive Directors (NEDs) also have an important role in
bringing outside influence and discipline to bear on management. Their
use is also spreading. They should be seen as complementary to the role

of the institutional investor not as an alternative. The task of an effective

NED is a very difficult one, Boards with blue-riband NEDs did not prevent

\B8ome major debacles in the 1970s. (To improve their effectiveness it is

e —

for consideration whether steps should not be taken to limit the number of
NED directorships any individual should hold in quoted companies, say a
maximum of six. To take on more would normally mean they would have

inadequate time to carry out their functions effectively, especially if they

formed part of Audit Committees. )

7. While the CPRS believes a degree of institutional interest and, notably
when things go wrong, of more active involvement in management is healthy
and desirable, it is clearly necessary to avoid undue interference, particularly
of well-run companies and certainly any attempt by the institutions to usurp
the functions of management, When problems arise the institutions' normal
approach should be to give management time to put its house in order and,

failing that, to bring about changes in managem eant.

8. On the other hand, as in the United States, modern and efficient

managements are likely to welcome an informed dialogue both with their

institutional investors and with their bankers. It can provide management
with support and indeed the necessary confidence to weather the difficult
period ahead and to plan for the upturn. The immediate past Chairman
of the Engineering Employers' Association (who is also Chairman of two

major British companies) recently told the CPRS how little interest his

major institutional investors took in his companies' affairs and that he

S—

personally would welcome greater involvement.

3
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Possibilities for action by the Government

9. Ministers might consider the need -

(a) to make it clear in speeches that they are logking for an
[ S

active interest by institutional investors in the companies in which

they have large investments and that they support the work of the
ISC and the various investment protection committees - the lack
of overt Ministerial support was probably one of the reasons for

the failure of Lord O'Brien's initiative:

(b) to invite the Chancellor and the Secretary of State for Industry

to make this clear personally to the current Chairman of the ISC

and his three fellow members:

(c) to invite the Chancellor to instruct his officials to make

similar points at the next in their series of meetings with the
Investment Management Community, which were recently
instituted following a proposal put forward by Mr P Moody,
Investment Manager of the Prudential and President of the Institute

of Actuaries:

(d) to advocate the wider use of NEDs and Audit Committees, but
consider the possibility of limiting (perhaps via the Council of the
Stock Exchange) the number of such directorships any one person

can hold in large publicly-quoted companies.

4
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STRATEGY — PROPOSALS BY MINISTERS

1. Ministers' proposals for initiatives to advance government strategy have been

amalgamated where possible and grouped under the following classification:=
I. LABOUR
(a) sSKILLS
(b) WORK INCENTIVES
(c) LABOUR RELATIONS
(d) EMPLOYMENT PROTECTION

(e) MOBILITY

CAPITAL
(2) INDUSTRIAL POLICY (including Corporate Taxation)
(b) REGULATORY CONSTRAINTS
(c) COMPETITION POLICY
(d) FINANCE

(e) SMALL FIRMS

SECTOR

(2) EFFECTS OF THE NATIONALISED INDUSTRIES AND OF PUBLIC SECTOR
PURCHASING POLICY ON THE PFRIVATE SECTOR

(b) PUBLIC SECTOR EFFIGIENCY

-

EDUCATION OF THE PUBLIC (EXHORTATION)

2. In the attached lists, after each proposal is shown:
(2) The Minister or Ministers making the recommendation (KJ = Sir Keith Joseph,

GH = Sir Geoffrey Howe, MH = Mjichael Heseltine, JN = John Nott)

CONFIDENTIAL
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(b) The lead department(s) (underlined) and any other departments involved.

We have in some cases added an introductory paragraph drawing attention (a) (to
existing work both in departments and by the CPRS, and (b) to one or two possible
g2ps. The asterisks against the paragraphs show the proposals which the CPRS

considers to be most important.

3+« The proposals have a number of features in common:—

(a) They operate on the supply side of the economy rather than on demand.
(b) They are almost exclusively concerned with the domestic economy.

(c) They concern the economy 2s & whole and not specific policies for the

different sector (e.g. energy).

Relatively little is said about research and development and %echnological

change.

CFRS

3 July 1979
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. LABOUR

(a) SKILIS

This is an area of high priority, although none of the initiatives
promises to yield significant results in anything but the long term.
The CPRS is already doing some work on the ways in which education
and training can help to improve industrial performance.

¥< 1.1 Review training arrangements and effectiveness.

(i) Overcome, [E.erhaps through EITB) AEUW opposition to dilution and

replace the apprenticeship system by certifica*ion rather than entry

to craft only through time serving (2) kI, GH, JN. (b) DE,

Heview the structure of the Manpower Services Commission and their training

centres, and the effectiveness of the ITB's (2) &7 (b) IE,

1.2 Examine the relationship of industrial needs and attitudes at all stages of the
educatinal systems. Although government has little direct influence over the

educational system, it can achieve a lot by sustained pressure. (KJ, MH, GH).

Change priorities of system: raise the status of managers, engineers
and enirepreneurs; specific grants and programmes to relieve lmown

shortages, e.g. electronic engineers (a) GH (b) IES, DOI, IE

Get into curricula importance and attractiveness of industry (especially
change attitude of teachers) (a) KJ (b) DES, DOI, (c) CPRS study (as (i)

above.

Instil economic realities (having to earn a living) (a) ¥J (b) DES, DOI,

IE,

Stress need for greater relevance (e.g. maths and computer services)

(2) k&7 (b) DES, DOI, DE.
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1«3 Encouragement of able women to enter industry as a major source of untapped

talent (a) KJ (b) DOI, DES, DE.




CONFIDENTIAL

.} WORK INCENTIVES

There are three main problems: first, to improve incentives generally,
and to make skilled people in particular better off: secondly, to
reduce the "poverty trap" as it affects those in work; and thirdly,

to reduce the "poverty trap" so as to encourage more people to take
up work.

# 2.1. Continue to widen differentials in net earnings through taxation
system to encourage acquisition of skills and acceptance of responsibilit

a. KJ, JN; ©b. Inland Revenue, Treasury

¥ 2.2. Continued action to reduce the poverty trap: a. KJ

DHSS, Inland Revenue.

23. Clamp down on malingering-tighter control of eg, the issue of
siclmess certificates before strikes and periods without benefit before
claim a. KdJ, b. DHSS, D Employment.

24. Examine the Truck Acts; a, ®H, ©b. Treasury, D Employment.

2.5. Reduce the discouragement to women to take technical and industrial

jobs where skills are in short supply; g, GH, b. D Employment.

Allow women to set child-minding expenses against

personal taxation: a, ‘KJ, b. Inland Revenue, Treasury

DHESS.

s Fa T Allow working wives to be taxed separately without
husbands losing the married person's allowance; a. KJ,

b. Inland Revenue, Treasury
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; 2.6, Undertake a comprehensive review of all forms of employee profit

sharing and develop programmes for implementation; a, MNH, b. Treasurj

Inland Revenue, D Induétry.

i. Encourage share options for senior executives by tax

exemption; a. KdJ, b. Inland Revenue, Treasury
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*.P;) IABOUR RELATIONS

We note two possible omissions: first, action to reduce perks
(especially following the recent tax cqt%} and secondly proposals
concerning industrial democracy.—.

4

3.1 Government campaign to increase the attractiveness of productivity

and the unattractiveness of restrictive labour practices; a. KJ,

b. D Industry, D Employment.

* 3.2. Consider: establishment of body to enguire into and publicise

restrictive labour practices; a. KJ, b. D Employment, D Trade,

D Industry,

1. Tackle restrictive labour practices by being ready
to refer them to the MIC under the Fair Trading Act,

a. GH, b. D Trade, D Employment, D Industry.

o A
‘Y;Ht:'3.3 Measures to improve the structure of trade unions, including merger

/qfﬁ of the smaller ones; a. GH, b. D Employment.
\
¥ 34 Consider the extent to which i. closed shop legislation, and
ii, ACAS act as supply constraints, (the latter .by making it easier fo
unions to establish themselves in new firms, thereby reducing productivit

a, JN, b. D Emvplovment,

-

15. Initiate comprehensive programme to stimulate a better climate of
communication in British industry between managerg and men; &. MH,

b. D Industry, D Employment

i. Promote the election of worker, not trade union,

representatives to the boards of pension funds; a. MNH,

b. Ireasury
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ii.  Encourage visits by shopfloor workers (and shop stewards)

to plants in main competitor countries: a, KJ, °“b. D Employment

D Industry.

v .6 Improve morale of supervisors and managers as opportunity offers
\'u'

‘” (eg in both the public and private sectors by discouraging compromise

o ;
4 (in industrial disputes at the expense of managerial authority); a. KJ,

D Emplovment.

3.7 Consider the case for encouragement of better conditions at viork as

a2 real incentive to higher productivity; a. KJ, b. D Emplovment.
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Q EMPLOYIENT PROTECTION

¥ 4.1 Review Bmployment Protection Act etc. (a) JN, KJ (b) DE.

1 42 Give industrial tribunals power to “ward costs where frivolous cases have
\

2 been brought by employees (2) KJ, (b), IE, Lord Ch.

!
o X 4+3 Good redundancy schemes for overmanned nationalised industries (a) DOI,

b

'

Dept. of Energy, Dept. of Transport, Dept. of Trade.

CONFIDENTIAL
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& MOBILITY

It is not clear how important constraints on mobility are "2
inhikiting industrial performance; they may be a lot less important
than is sometimes suggested. But in any case there are many things
other fhan housing policies which constrain mobility, not all of
which are susceptible to changes in policy. The CPRS is trying to
establish some facts,

¥ 5.1 Exanmine labour mobility in depth (a) MH (b) IS, DO, DOI, DES, IR.

5.2 Sustained reform of housing policy to encourage labour mobility (GH, KJ, JN).
e kﬂé*nunuj AApor J % A P P

(1) Phase out rent comtrols; - .- fewe
(ii) Remove 211 rent controls from new housebuilding for rent;

(iii) Systematically dismantle rent control and tenure in areas where housing

supply and demand in balance;
(iv) BEx=mine tenant security.
(1)-(iii) (=) cH, K7, J0. (b) DOE.:

(v) Immobility created by Counkil Housing System (2) JN, (b) DOE.

(vi) Take special steps to facilitate mobile homes sites in areas of skill

shortages (a) KJ (b) DOE;

Housing (Homeless Persoms) Act 1976 (a) Ju (o) DOE;

Reduce stamp duty and other costs of movement (including legal fees,

house agents' fees etc) (2) KJ, (b) IR, Dept. of Trade, DOE.

(ix) Increazse supply of building land by short suspension of DLT (2) XJ (b)

IR DOZ;

(x) Increase land supply by maximum disposal of public sector land (2) XJ (b)

DOE, 211 depts.
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! CAPITAL

(a) INDUSTRIAL POLICY (including Corporate Taxation)

An inter-departmental review of the important subject of corporate
taxation is already under w

ay.

1
641 Define what the government wents from the little NEDDIES and Sector Workdng
Parties. We should work to create the climate, provide the incentives, remove
the consiraints, and ask the uncomfortable questions, all with the purpose of

improving the performance of British industry (a) MH (b) BT, DOI.

6.2 Carry forward work already in hand on marketing, product development and

import substitution, including the improvement of collaboration between uyer and

-

seller sectors, Encourage companies and nationalised industries to.emulate Marks

& Spencer in promoting British suppliers (a) MH, (b) Hf, DOI, Dept. of Trade.

643 Devise urgently a range of incentives as part of our regional and industrial
— =

policy to ensure that our new and future tax reductions g0 into increasing wealth

creating activities, The basic concept should be tax rebates — PAYE, corporation
‘—-——.._-

tax and investment income surcharge — to those who have shown by the fact that

they paid such taxes that they are 13‘.1{&1; 1o be able to use such rebates more j

effectively than those currently receiving industrial aid for projects, many of

which would go ahead anyway (=) MH, (b) BMT, IR, DOI,
6.4 Structure tax and depreciation provisions for companies so that a2 higher
proportion of reinvesiment capital is, in effect, subject to competitive capital

market tests of profitability (a) MH, (b) EMT, IR, Dept. of Trade.

-ﬂf—ﬁ.ﬁ Review the system of corporate taxation with 2 view to encouraging real

-‘(;..-
profitability and adequate investment in fixed assets and stocks (a) GH, JN, (b)

IR, B2m, DOT.




')K' 6.6 Review effects of regional policy in preventing natural expansion and

fragmenting industrial development (a) JN, (b) DOE, Dept. of Industry.

6.7 Phase out NIS (as a tax on employment) (2) KJ, (b) EMr, DE.
Fi

A k {3 b b\

6.8 Encourage better manpower planning by firms (e.g. use of skilled and highly

qualified manpower) (2) KJ, (b) DIE.

CONFIDENTIAL
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.} REGULATORY CONSTRAINTS

The CFRS study on planning procedures is relevant to most of these
proposals,

ﬁk‘?.1 Review planning procedures, including local authority comtrols, IDC's and

f»r“‘-‘:{r

e

_:"'

" 0DP's (a) GH, JN, (b) DOE, DI

7.2 Review (i) environmental controls, (ii) building regulations and (iii)
health and safety regulations including the procedures by which they are introduced

and implemented (a) GH,also KJ (i) and JN (ii), (b) DOE, IB.

7+3 Reduce over—sensitivity to environmental considerations (e.g. Moss Morran and

Whitby Potash) (2) KJ, (b) DOE.

T7+4 Review role of Health and Safety Executive (and Commission) (Chief Executive
of HSE publicly asserts that industrial efficiency is no concern of HSE). &sk CBI

to play more positive part in the Commission (a) KJ, (b) DE.

7«5 Removal of the present need for separate application procedures for Industrial

Estate Corporations and Investment Grants (a) JN, (b) Dept. of Trade.




3
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((‘GI;IE’HJ.‘ITIGN POLICY
< 8.1. Need for a strong and effective competition policy; a. JN,

b. D Trade. W wulk, cvdbimah  Stalals

8.2. Recognise that tougher competition policy is wholly compatible
with less obstructive attitude to some (many?) take-overs; raise

thresholds for referring to MMC; a. GH, b. D Trade,.

8.3. Remove or reduce possible encouragements to merge caused by
present tax system, and consider removing tax and aii®r cbstables to

companies which ‘want to demerge; a. GH, b. Inland Revenue, Treasury

D Trade.

A5

i

"/ 8.4. Enable MNC to examine large holding companies which have become

insensitive to commercial pressures: a. MH, b. D Trade

CONFIDENTIAL
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®

(d) FINANCE

The CFRS believes that much can be done to stimulate the institutional
investor to play a bigger role in improving the standard of management.

It would also be possible to work up a proposal concerning the
clearing banks.

*9.1 Reduce the bias against investment in productive assets. Look at the tax

treatment of financial institutions and the tax incentive to various forms of

personal savings, including the tuilding societies, with the aim of removing any

)
A,Q“”.r*bias against the flow of savings into small businesses (a) GH, XJ (b) IR, HMD.
y W

9.2 Extend favourable taxetion treatment for gilts to long-term corporate

debentures (a) KJ, GH (review position (b) IR, HMI.

9.3 Possible equity guarantee scheme for institutional investment (a) KJ (b)

HMT', Dept. of Trade. D

vn:f:{,f'f;? 9.4 Eliminate distinction between earned and unearned income. () KJ, (b) IR
&

HMT,

JJ‘(

* 9.5 Stimulate the small and large shareholder to play a proper role in the dialogue

with government and in the performance of the companies they own (2) MH (b) Deot.
of Trade, HMT.

-

g«6 Promote use of non—executive directors to encourage spread of mor open and

enlightened management practices (a) KJ (b) Dept. of Trade.

L-_\':Hfg.? Elimination of exchange controls (2) KJ, Ju (bv) HT.

o




@qiiFLL FIRNS

3 10.1 Eliminate undue obligations and burdens on small firms; a, JN,

CPRS, ©b. D Industry, Inland Revenue, Customs and Excise (and others), |

10.2 Draw up comprehensive programme of technical tax changes to benefit

small firms; a. KJ, ©b. Inland Revenue, Customs and Excise,TfeﬂShfj,
b.lhd-h_‘iff_lj.

10.3 Give tax relief for individuals investing in small firms! egquity;

a. Kd, b. Inland Revenue, Treasury, D Industry, =
e T

10.4 Encourage big firms to help small firms with advise and expertise,
(examine precedent of the London Enterprise Agency); a. MH,
b. D Industry.

10,5 Slant Government contracts for supplies and services in favour of
small and medium sijed firms, (though still with competitive trading)

eg break dovm contracts into smaller amounts; a2, MH, b. Treasury,
C5D, Ministry of Defence,

10.6 Initiate a dialogue with local government on stimulating new and

small businesses; a, MH, b. DOE, D Industry.

10.7 Review rapidly the "enterprise zone" concept; a. MH, b. DDEfﬂ,

D Industry, Treasury, Inland Revenue, D Employment.

10.8 Involve the leaders of the new immigrent commmities in a dialogue
to see if anything more needs to be done to hé@rness the range of
entrepreneurial skills widely spread amongst these people; a, MH,

b. DOE, D Industry, Home Office

CONFIDENTIAL .
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1141 Review Land Taxation (a) JN (b) IR, DOE, Treasury

11.2 Review Land Commission (a) JN (b) DOE.

11«3 Inadequate supply of suitable premises and sites {pa:ticularly for small

firms) (a) JN, (b) DOE.

11.4 Public Sector Land Holdings (e.g. Lomdon Docklands) (a) JN (b) DOE.




CONFIDENTIAL
‘IE:PUBUQ SECTOR,

(ﬂ FECTS ON THE PRIVATE SECTOR OF THE NATIONALISED INDUSTRIES AND OF
PUBLIC PURCHASING POLICY

¥ 12.1 Increase enlightened clientship by public purchasing of micro-
electronics, science and technology etc; a. KJ

linistry of Defence.

;» b. D Industry,

#12.2 Consider the effects of the imposition of arbitrary technical
standards by nationalised industries (eg nuclear power, telecommmications

JN, ©b. D Industry, D Energy.

12.3 Consider how public sector agencies can make their skills availsble
to the private sector for international trade purposes (eg BAA, CAA);
a. MH, b. D Trade, D Industry.

Yo
Ll
o

N
7 12,4 Raise non-tariff barriers to imports by concentrating public sector

staff cuts so as to increase administrative delays; a. GH, b. C3D,
D Trade, D Industry.

¥ 12.5 Develop an energetic nuclear power programme (using PWR if necessa

a, KJ, b. D Energy.

CONFIDENTIAL
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(im.LIc SECTOR EFFICIENCY

¥ 13.1 Consider monopoly power of nationalised industries (eg supply of
power, telephones); a. .JN, b. D Industry, D Energy, D Transport,
D Trade, Treasury.

13.2 Review scope for, and stimulate, private sector competition to supply
public sector cervices (eg transport, refuse collection, housing and

maintenance); a. WH, KJ, b. D Trensport, DOE,

13.3 Examine the possibility of City financial institutions entering
into partnerships with educational establishments for the building of

universities, polytechnics etc;  2a. MH, b. DES, Treasury. MFEN

: oy e
tp%bﬂbﬁfFf}"

13.4 De-privilege the Civil Service (and AcademiZ?) by reducing security,

greater ruthlessness 1n use of premature retirement, ete; KJ,

p. CSP, DES.

13.5 Diminish power of Civil Service unions by reducing "facility" time,
withdrawing (or threatening to withdraw) willingness to deduct union dues
from wages end salaries, reasserting menagerial authority (eg in

reporting standards) etc; a. KJ, b. CSD.

CONFIDENTIAL
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,EDUCATIIDH OF THE PUBLIC (EXHORTATION)

The following list deals with a series of proposals to change public
attitudes. But one of the most"important ways in which the Government
will establish the credibility of its policies is by standing firm
through the inevitable initial difficulties. Indeed this will be

an essential part of public education; serving both decisively to
alter expectations, and to demonstrate the mechanisms by which

the policies are expected to operate. The immediate problem of
public education is, of course, to convince workers that tax cuts

are better than wage increases; and in particular to persuade people
the cost of the recent increase in VAT has already been covered by
income tax cuts, and that compensating wage increases are not therefore
needed,

14.1 Draw up and orchestrate a continuing programme to articulate the
profound nature of the individual resurgence we are seeking to create;

a, MNH,

14.2 Seize every opportunity to put across to-public opinion the gravity
of our industrial situation and the fact that the world does n_ot owe us

a living; a, KdJ,

14.3 Promote greater awereness of the role of profit: educate those
engaged in collective bargaining to relate pay to company performance;
accelerate the introduction of inflation accounting to help destry
"money illusion";: a. GH, KJ.

14.4 Seek to change public attitudes to Europe, to become more positive
and less grudging; a. KdJ,

14.5 Launch a nationwide debate about the opportunities for improved

productivity; a. MH,
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14.6 Consider how to publicise the effect of the recent VAT increase

on the attractiveness of exporting; a, GH.

14.7 Encourage (by speeches and contacts) the city institutions to look
beyond the end of their noses and to protect their members' interests in
the broadest sense by encouraging enterprise and growth in the UK economy.
Ministers to make clear that the Government expects the City generally to
bestir itself; a., KdJ,

14.8 Ask Lord Jellicoe as the new President of the Association of British
Chambers of Trade to recruit the Director General of the NFU to show him

a
how to turn the inarticulate voice of/small industry into a vociferous and
influential and political force: a. MH.
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I note the "Action Programme" will be taken at
E Committee on 24 July. I would like Norman
Strauss to sit in at that meeting as it is
important that he has a feel for the way its
members are thinking. This would simply be

to continue on the same basis that we followed
in Opposition, where he and I sat in at all
meetings on Stepping Stones strategy.

CF sk ey

I Lo

JOHN HOSKYNS
9 July 19879
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We are suggesting in the Business Note
to the Prime Minister tonight that your paper
on the "Action Programme" should be taken in
E Committee on 24 July. You suggested that
Angus Maude be invited to the meeting. We
will take that up with the Prime Minister

nearer the time,

I have shown the note which you had
planned to put to the Prime Minister to
Sir John Hunt so that he knows what you are
planning for this meeting.

'l L

6 July 1979
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Ref. AD9923.

PRIME MINISTER

Pay: Some Current Questions

(E(79) 13 and 17)

BACKGROUND

You agreed on Thursday that Sir Kenneth Berrill's general paper on pay
dated 4th July should be circulated to the Committee (E(/9) 17); at the same time,
the Chancellor decided to circulate one by Treasury officials (E(¢9) 13). The two

cover much the same ground and can be taken together. The CPRS paper is

however the shorter one, and might provide the more convenient framework for
— g

the discussion.

2. It might be worth reminding the Committee that they took some preliminary
decisions at their meeting on 1st June (E(79) Znd Meeting, Item 1). But a lot of
flesh needs to be put on the bones. Some vefy big issues, particularly over the

settlement of next year's cash limits, have to be taken quite soon. Public sector

employers, and to a lesser extent those in the private sector, are looking to the
—
Government for a lead. There will not be sufficient time at this meeting to take

all the necessary decisions, and you will probably need a further round before the

Recess. By that time, too, the paper which you commissioned from the Home

Secretary at the first 'Hoskyns Group' meeting, will be ready, and this will give

the Committee some feel for the individual problems to be expected in the next
round. Given that the time available at this meeting has, necessarily, had to be

curtailed, it would also be possible to defer lesser specific issues like Civil

Service Pay Research and the Government evidence to the Standing Commission

on Comparability to a later meeting.

HANDLING

3. I suggest you might begin yourself, by making the points in paragraph 2
—

above., You might then ask the Chancellor to introduce his paper, and (if you

think this appropriate) invite Sir Kenneth Berrill to add anything else about his.

Then, taking the CPRS paper as a framework, you might get through the main

headings as follows:
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(a) Climate. (paragraphs 2 to 4; also paragraphs 26-32 of the Chancellor's
paper). The main issues here are: what can be done in the present

round to improve the climate and the general awareness of the problem?

—

And what can be done to redress the balance of power? You have

postponed the discussion of specific papers on the Forum and the Council

of Economic Advisers to a later meeting, pending a talk with the

Chancellgr. But both these ideas are floated in the Chancellor's paper.

The Committee will probably feel that, while these are useful, they will
not significantly affect the position next winter. They may also feel that
the various changes in industrial relations law planned by the Secretary
of State for Employment, while also useful, mllﬂmake a big shift

in the power balance this year though they could have important
psychological effects. Nevertheless, there are important questions of

presentation: does the Committee feel that the Government should mount

a major educational effort, and if so how and when? What more should

be done to influence employers - for example, to take full advantage of

their existing and future legal rights vis-a-vis the employees?

The next pay round (paragraphs 5 to 7; no corresponding section of the

Chancellor's paper). There seem to be three issues here:

i) Is it agreed that the Government must avoid anything which can be
E E

Q__- interpreted as a norm (which then inevitably becomes a floor)? -
—_—

presumably so.

(ii) Should the possibility of a freeze be allowed to lurk in the background,
s =

Q___,__ particularly as a means of encouraging early settlements? Or
should it be killed to avoid pressure to get through the gate before
it closes? And would a denial be believed?

e____. (iii) Does the Committee agree with the CPRS that, in the end, a cutin
real earnings will be necessary before inflation can be halted?

If so, how does the Government get the message across?

(c) Private sector (paragraphs 8 to 9; also paragraphs 5 to B of the

Chancellor's paper). The issues which arise here are these:
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(i) How tight will the squeeze really be next winter? (Your

discussions about mortgages will have given you an idea of the

likely monetary climate, although you will not yet have had your

planned talk with the Governor about interest rates, etc. )

(ii) Which will hurt companies more - a squeeze on their liguidity,
S : ——
or a squeeze on their profitability? (The former may actually

————
tempt them to dash for a quick settlement, at a price, rather
than stand a strike: the CBI is thinking in terms of financial

assistance for firms which decide to sit out a strike., Should

the Government help?)
(iii) Is the Government prepared to stand aside from key negotiations

like Ford - despite their knock-on effects - and to refuse to bail

out companies who get into difficulties?

(iv) Conversely, what does the Government do about a really crippling
Nt strike in the private sector (BOC or Road Haulage)? Stand back
( or lean on the companies to :;T‘..le quickly? (This question may
not be capable of answer in advance of an actual situation arising

on the ground but the tone of Government thinking will be important).

(d) Public services (paragraphs 10 and 11; also paragraphs 16-25 of the

Chancellor's paper). I assume that the Committee will earlier have

(——- ruled out any possibility of establishing a 'norm', In that case,
decisions revolve around 'fair comparisons’' and 'cash limits'. There
are separate papers on each of these; and there are ways of reconciling
them:

(i) Ifitis agreed that 'fair comparisons' is bound to survive in some

form in the public services then the problem becomes one of

imposing discipline on the system and ensuring that it works in
——

ways fair to both sides. }The papers on pay research (Item 4)
e,

and the evidence to Clegg (Item 5) both deal with this.

Comparability, sloppily applied, can of course be highly
inflationary: but Governments, like other employers, have, in

the end, to pay the market rate to obtain the labour force they need.

=3
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Structured and disciplined comparability is an attempt to
measure the market price in an acceptable way and as an
alternative to confrontational negotiations,

(ii) But acceptance of 'fair comparisons' as a long-run system raises

— —
acute questions for the operation of cash limits, particularly in

the short run.” The Chancellor's separate paper (Item 2) deals

with this point. It poses a stark choice between using cash limits
to set, in effect, a public sector pay norm (with the employees
faced with choosing between higher pay and lower numbers) or of

using them as a monetary expression of the Government's need

for staff, combined with a realistic assessment of the outcome of
pay negotiations, and with a relatively small negative margin to
exert pressure for economy and efficiency. (In this latter
formulation there is an analogy with the old farm price review
system where farmers were reimbursed their extra costs less a

margin for assumed higher productivity). There is a good deal

of disagreement within the Treasury on these matters and you

may well find the same disagreement surfacing among your

colleagues. But thereis a sense in which the argument is one
——
of degree, not substance. Whatever assumptions about pay the

Government builds in to its cash limits, the pay of individual

employees is bound to be settled in negotiation. The question is

not therefore whether the Government reserves the right to cut

functions as well as improve efficiency - it has that freedom

anyway - but whether itis prepared to say in advance that it will

regard its budgeted total wage bill as determining the functions it

will carry out, Seen in this light the argument about cash limits
and their relationship with pay is really one about the degree of
freedom the Government is prepared to permit itself in deciding
the functions it will perform.

You might defer detailed discussion of both sets of problems till we reach

the respective papers.
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(e) Local government (paragraphs 12-13; and paragraphs 16-25 of the

Chancellor's paper again). Much the same problems arise. The

particular problem is how to put pressure on the local authority

employers. The CPRS paper implies that, once decisions have been
taken on next year's public expenditure levels in volume terms, these
could be translated into Cash Limits and Rate Support Grant quite quickly.
But the CPRS formula (paragraph 13) involves making a forward estimate

of the rate of inflation, and setting cash limits which allow for it in full.

This puts no further squeeze on local authority employment on the

grounds that the appropriate cuts have already been imposed through the
public expenditure decisions. 1Is this what Ministers want? If so,
should the Secretary of State for the Environment bring forward detailed

proposals for this year's Rate Support Grant negotiations before the

Recess? Without a clear lead from Ministers, there is a danger that
il

the Government will become committed in informal negotiations with the

local authorities, and its room for manoeuvre in the autumn limited.
In any case, final decisions have to be taken well before the 'statutory
meeting' in November. You might also in this context raise a more
general issue of timing., Whatever approach Ministers adopt they will
need to take a view on the pay assumptions to be built into the RSG
negotiations. But forecasting is an inexact science. What margin of
error or uncertainty attaches to forecasts made this year about the pay,
or inflation, outturn in 1980-817 Does this in itself pose problems and
are there means available to narrow the gap?

(f) Clegg. Is he to continue? The Cabinet has reserved its position so far.
But E(EA) has now decided that the local authority APTC Groups can be

referred to Clegg if both sides agree (as being preferable to an 'in house'

local government comparability review and less expensive than an
immediate full scale settlement), While this will give Clegg a very
full programme for the next year it also brings to an end the list of

potential major clients for this year, and thus gives the Government time
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to determine its longer term attitude to Clegg in the light of his performance

= which will begin to become apparent very soon as his first reports reach
Government.

(g) Nationalised industries (paragraphs 16-19; also paragraphs 9-15 of the

Chancellor's paper). Thereis a separate paper (Item 3) on the nationalised
industries. But the Chancellor's paper raises a number of important

points not fully treated there: on timing, on cash limits, on efficiency

targets, on limits on thﬁage Bill, and on limits on prices. You might
say that these points must be considered under Item 3, But at the end of
the day, hard decisions have got to be taken industry by industry. One
possibility would be to commission a paper for the Committee, either
before or immediately after the Recess, setting out a game plan for each
industry, | showing what would be involved in terms of wages, levels of
employment, levels of service, prices, and borrowing, from the kind of
policy outlined in the CPRS paper. This could serve as very useful
background to the operational decisions as they arise,

CONCLUSIONS

4, You may prefer to leave summing up until the end of the meeting. The

main conclusions to emerge at this stage will, I think, be:

(i) To agree that the Government's general policy remains the control of

inflation through its general monetary and fiscal policies, without the

establishment of a separate pay norm.
(ii) That in the private sector, the Government's intervention should be confined

to the creation of the right climate of opinion, and the provision of

information. (Noting that you will arrange a further discussion of ways of

'._'_,__-—l--l-n-
doing this, including the proposed Council of Economic Advisers and

Forum).

The remaining conclusions can be picked up under the later items on the agenda,

(%

(John E—Iun t)




SIR KENNETH BERRILL
PAY

The Prime Minister was grateful for
vour note of 4 July and the accompanving
naper on pay. She has asked that it be
circulated to E Committee,

I am sending a copy of this note
to Martin Vile.

. P. TANKESTER

5 July 1979
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PRIME MINISTER

,‘[c:
/ GOVERNMENT STRATEGY ' - °

As you know, we now have laundry lists in from the Departments. I am
working through these with Sir Kenneth Berrill and Norman Strauss.

My aim, obviously, is to reduce these lists to something more concrete,
so that we can:

Start design work on measures which may be difficult (administra-
tively, legally, politically, etc) or which have long lead times,

but which nevertheless promise a high pay-off.

Prepare for early implementation of the simpler measures which
promise benefits.

Drop those which don't look worth the trouble.

Get a rough timetable so that we know who is to start doing what,

when, for 1. and 2. above.

Could we set up a 2-hour meeting (same colleagues as before) towards
the end of this month or early August, before people disappear to

their constituencies? This would allow us (Departments, CPRS, Policy
Unit) to get moving during the summer lull.

I would prepare an "Action Programme" for consideration at that

meeting, to be circulated in advance.

This note, attached to a minute from you, gould be used to explain the
purpose of the meeting.

JOHN HOSKYNS
4 July 1979




PRIME MINISTER

GOVERNMENT STRATEGY

With reference to my note of today's date,
suggesting a second Strategy Meeting towards
the end of this month, I wonder if Angus Maude
should attend it.

)

/‘-r"‘

JOHN HOSKYNS
4 July 1979




10 DOWNING STREET

PRIME MINISTER

The Governor of the Bank
of England is in Basle next
Monday so will not be able to
lunch with you. As ?““.ii_iii
have another free day| before the
House rises I have fitted him in

for half an hour on Friday 13.

Iiph o

4 July 1979
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Qa 04173

To: MR LANKE%ER

From: S5IR KENNETH BERRILL

Pay

1. The Ministerial Committee on Economic Strategy (E) is due to

return soon to its discussions on the next pay round. I attach a note l.{{
by the CPRS on this which the Prime Minister may care to read. It )
has been written in a form which is suitable for circulation as a paper

to the E Committee, if the F.’:xrne Minister thought that appropriate,

It Mtn provide a framework against which the more detailed

papers could be discussed,

I am sending a copy of this minute and attachment to Sir John Hunt,

4 July 1979

Att
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PAY: THE NEXT ROUND

Note by the Central Policy Review Staff

L The Ministerial Committee on Economic Strategy intends to return
to its discussion on the next pay round in the context of the following papers

which have been commissioned:

(i) the possibility of a 'forum';

(ii) cash limits for central and local Government and the

nationalised industries:

(iii) pay, prices and efficiency in the nationalised industries.

This present note by the CPRS looks at these issues in the context of the
next pay round: and raises some of the practical questions which Ministers

will have to deal with in the coming months,

Climate
2, It is difficult to judge at this stage the climate of the next pay round.

Adverse factors include the following:

(i) The Government has forecast that the year-on-year inflation rate
will be 17} per cent by November. After that the rate is forecast to

fall but such a fall may seem more speculative.

(ii) Large public sector awards have been agreed and others will be
et i

emerging from the Clegg Commission. This may well raise

expectations generally.

(iii) The cutback on public expenditure and public service manpower

will add to union hostility.

(iv) The attitude of employers is ambivalent. Some will be prepared

to pay up rather than face a strike.

1
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On the other hand, some things are working in the Government's

favour:;

4,

(i} There is a greater public awareness of the dangers of inflation,

and of the futility of paying ourselves more than we earn.

(ii) The Government's monetary targets will help to dampen expec-
tations. The trade-off with unemployment is now more widely

appreciated. Unemployment may well be rising.

(iii) The unions are in some disarray and have forfeited public

sympathy in recent months.

(iv) Substantial tax cuts will be coming through in October.
e T e —

(v) There is likely to be some pressure on company liquidity and
profitability. This is particularly in view of the world market prospect
for those firms who rely on exports. The high exchange rate poses

an additional problem for such exporting firms (and for those competing
in the home market with imports). The threat of bankruptcy and

redundancy may be a restraining influence.

It will be important for the Government to reinforce the favourable

factors at every opportunity. This will require a continuous effort in public

education. A 'forum' could be useful, though in the short run its effect is

unlikely to be great. Equally important is for Ministers to ram home in

speeches, and in discussion with both sides of industry -

(a) that there really has been a decisive break with past policies:

(b) that the Government is resolved to s ueeze out inflation, if
q

necessary at the expense of short-term unemploym ent;

() that individual earnings must depend on performance - not

national wage rates or existing relativities:

2
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(d) that only this approach will create the conditions in which living
standards in this country (and employment) can start to rise more in

line with those of other countries;

(e) that tax cuts are better than pay increases (they do not add to unit

costs) but we cannot have both.

It is very important that these points should be kept continuously in the public
eye. A campaign on these lines should be co-ordinated - perhaps by the

Paymaster General,

The Pay Round: General

B The Government will wish to avoid, so far as possible, setting a wage
norm. Experience has shown that a norm becomes a floor, not a ceiling; and
it does not allow for market conditions and variations in performance. In the
absence of a norm, however, what can the unions be expected to aim for, on

the most favourable assumptions?

b It is possible that the unions will enter the next round believing that the
Government will soon be forced into a pay freeze. This may not be a bad thing.
It could mean that negotiators would be anxious to settle early, rather than stick
out for the biggest gains. The most favourable outcome within the likely range
would be for the unions to attempt merely 'to preserve the real value of their
members' incomes intact’, But this would secure only a small reduction in
the annual rate of inflation (depending on the rate of increase in productivity,
the terms of trade, the exchange rate and perhaps income tax cuts not matched

by offsetting increases in indirect taxes).

Ts The reason why this apparently modest trades union objective (maintain
real incomes for their members) means a continuance of rapid inflation is that
on past experience 'maintaining real incomes' is equated with wages increasing
at the previous year's rise in the retail price index. Anything less than this is
regarded as accepting a fall in real income - even if there are good reasons for

believing that next year's inflation rate will be less than last year. Squeezing
inflation out of the economy over a period of two to three years will require
acceptance of such a 'fall in real incomes'. At present we do not have means of

determining that this will happen in the next pay round. Indeed we cannot be sure

of making even modest progress. The remainder of this note seeks to identify

some of the problems which will need to be tackled.
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Private Sector

8. In the private sector the Government's strict monetary and fiscal
stance will dampen expectations and reduce company liquidity, But some
of the problems are bound to remain and now is the time to consider the

Government's response. For example:

(i) One of the earliest negotiations will be Fords, who may be able
to meet large pay increases, despite continued overmanning (multi-
nationals can, if they wish, escape the domestic monetary squeeze).
Up till now, the Ford settlement has set the pace for British Leyland.
But certainly the volume car side of British Leyland cannot afford to
pay Fords wage rates, and maintain its investment, without Govern-
ment support. Has the time come to withhold this support, and what
would be the consequences? How can the management and unions be
persuaded that the Government will not in the last resort again come

to the rescue?

(ii) Another early settler is the British Oxygen Company, which has
much of British industry in a stranglehold. Can a large settlement
here be prevented from sét-ﬁng the pace for other negotiations?

Again, this raises questions of publicity and public education.

(iii) Other obvious candidates for high settlements are road haulage
el Bt

(the employers will not want to risk another dispute), tanker drivers

p———e

and refinery workers,

i B The logic of free collective bargaining should be pursued as far as
possible. Major variations in pay settlement from area to area and from
company to company must be allowed to develop. The Government should
not step in to help those who settle at rates they cannot afford. But there
could be a good deal of disruption in parts of industry, and our contingency
plans should be made as ready and as effective as possible. Can employers
be helped to withstand strikes? What emergency and voluntary support
could be mobilised? These questions need to be examined urgently by the

Departments concerned,

4
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Public Services

10. The Clegg awards are meant to correct the anomalies in the current
round: it is important that they should not be allowed to affect the climate

of the next.

11, If the most serious anomalies are eliminated by Clegg, it may not be
too much to hope that there will be relatively few public service pay disputes
in the next round. However, the problems will not disappear altogether.
The groups involved will want their awards topped up by something
approaching the 'going rate', and the Government, as principal paymaster,

has to take a view on what it will afford,

Local Government

12, The first major problem arises in October/November when the level
of rate support grant must be settled for local authorities. This will
necessarily include some allowance for pay increases. The Government
cannot avoid giving a fairly clear indication about the level of pay settle-

ments which it thinks employing local authorities could rea sonably concede.

13. Local authorities will, of course, already be under considerable
pressure to reduce their expenditure programmes. The further cuts
envisaged as part of the public expenditure review can be thought of as the
counterpart to the gradual reduction in the money supply targets affecting
the private sector. In these circumstances the aim should be to allow for
cash limits which are tight, but realistic. One possibility might be to
take the estimated inflation rate minus Budget-induced price increases
for which compensation has already been received through tax cuts. This

would preserve real income.

Central Government

14, Cash limits for central Government services (including the National

Health Service) do not have to be set until February when the Parliamentary

estimates are prepared. However, if the Government wished to reinforce

5
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the formula applying to the Rate Support Grant, it could take an earlier
and public decision that these cash limits would be based on the same
formula. This is, of course, setting a norm for the public services, hat

in the view of the CPRS, this is at some stage unavoidable.

15, A decision will also be needed on whether the Clegg Commission is
to continue, once its current work is completed. This will depend, to some
extent, on its early performance: but the CPRS believes that a system of
periodic references to the Commission, or something like it, may well be
the best way of preserving a reasonable balance between the public services

(for whom there is no market determined rate) and other groups.

Nationalised Industries

16. Some of the most difficult pay problems are likely to arise in the public
trading sector. When these industries and services are subject to market
competition (e.g. British Airways) it may be possible to treat them more

or less like the private sector. But -

(a) some have monopoly power (e.g. British Gas, CEGB) and are
able to increase prices to meet 'excessive' wage settlements without

a significant loss of market sales;

(b) some are highly capital intensive (e.g. CEGB, telecommunications)

and the wages bill represents a small proportion of total costs;

(c) some have a declining unit cost technology and can afford large

increases (e.g. telecommunications);

(d) some are loss makers (e.g. British Rail, British Steel) to which

the Government is committed to maintain some form of subsidy.

17. With such differing circumstances it is unrealistic to look for a single,
common approach on pay. But it is worth considering whether there are any
underlying principles which should be taken into account in judging each case

separately. These might be as follows:

b
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(i) Comparability as such should not be adopted for the puablic

trading sector.

(ii) Less weight should be given than in the past to comparisons

with other groups, to past relativities, etc.

(iii) Wage bargaining should be influenced by demand and supply
of labour in the industry (and in the area); and should take into

account manning levels.

(iv) It should take account of productivity (or profitability where

appropriate).

(v] Wage settlements should not be at the expense of essential

investment.

18. The extent to which nationalised industries can be allowed to negotiate
their own settlements varies with their individual circumstances. For the
most part, as with the public services, the Government will have to take a

broad view about what is appropriate. The elements from which the

Government might construct its pay policy in the nationalised industry field

are =

(a) some idea about the average out-turn for the round (fortunately
the main nationalised industry settlements do not take place until the

Spring);

(b) cash limits on borrowing;

(c) financial targets; and

(d) control of prices and investment.

19. The question is to what extent these elements can be adjusted to meet
the varying circumstances of the different industries, It is possible to
think of the Government keeping out of individual negotiations; setting (b),
(c) and (d) so as to circumscribe what the industries can afford: and to do

so in such a way as to take some account of the 'going rate' and of the

7
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underlying principles in paragraph 18. But the margins of error would

be substantial and the effects uncertain. Also if there is a strike in an
essential service, it is difficult for the Government to stand aloof for long.
It is therefore likely that the Government will be drawn, however reluctantly,

more directly into the negotiations.

Conclusion
20, It would be foolish to think that the Government can prepare itself for
every eventuality in the coming wage round. But some preparation is

possible and it is important to settle the general approach.

21. There are some things working in the Government's favour and the
unions may want to avoid confrontation. It will be important to reinforce
the favourable factors by a co-ordinated campaign of public education, of

which a 'forum' would be only a part.

22. It will be possible, at best, to secure only a gradual fall in the rate

of inflation. Ewen this will be difficult.

23. In the private sector the policy will rest on tight monetary policy and a
squeeze on liquidity. Much greater variations in pay must be expected from
company to company and from area to area. As far as possible, problem

points should be identified well in advance.

25. In the public service the Government will need to build an allowance
into cash limits - perhaps based on estimated inflation minus Budget-induced

price rises.

25. Similarly for the nationalised industries, though the allowance should,
so far as possible, pay some regard to market factors and the performance
of the industry. Some direct Government intervention will probably be

unavoidable,

8
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PRIME MINISTER

The Governor of the Bank of England was to

have seen you tomorrow morning (Wednesday 4 July),
He was cancelled because of the meeting tomorrow
s s—

afternoon to discuss mortgage rates. Tim Lankester
wonders whether vou would like to give him lunch

alone next Monday 9 July. You have an 1145

meeting that morning with the Foreign Secretary
and the Secretary of State for Defence to
discuss The Queen's visit to Zambia and the CEI
at 1500 hours followed by E Committee at 1600
but this would be possible if you agreed to it,

Otherwise I could fit him in for half-an-hour

=

sometime next week,

3 July 1979
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ir John Methven last Monday. He was extremely positive on the

FRIME MINISTER

’L.A.J.\Q

Budget and our well-judged attitude to the unions. He believes there are
signs of a new and more positive mood in management because a Government
has at last done something positive to help them.

He was emphatic that the union leaders were on the defensive, well aware
that they had lost a great deal of their aufhority and moral credibility.
They were anxious to be seen as responsible people co-operating with

Government.

Methven wondered whether an "Economic Summit" in which Gowvernment, TUC
and CBI tried to established a shared understanding of the UK economic
problem, would be useful. He realised the overtones of corporatism ete,
which he does not favour. But he felt that the monthly NEDC meetings
were simply rituals in which nothing serious got discuss=ed. I have since
tried the Summit idea on Keith Joseph and Jim Prior, with guarded
enthusiasm from the former but wvery little from the latter. I suspect
that the trade union leaders are almost irrelevant, now, to the things

we have to do. All we should be concerned with, therefore, is to keep

them on the moral and econcomic defensive so that they can do littlie harp.

I see that you are meeting the CBI on Monday 9 July. Should I sit in

at that meeting? - -
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PRIME MINISTER
PAY CLAIMS

Following your reply to my earlier miquie.'& had further discussions
with the Secretary of State for Emplﬁyment last night. He feels that
it is essential we should step up our efforts to communicate the
message to the unions. However, he makes two points. First, he
thinks that the message would have more impact if it could be linked
to other positive proposals on pay bargaining, for example the forum.
He feels that an isolated statement might make little impact. Second,
he believes that a concerted effort over several weeks, with yourself,
the Chancellor and himself repeatedly putting across the message, is

required.

He would like to discuss this with you and the Chancellor as s00n as
possible, and will probably raise it at the next E Committee.

Norman Strauss and I will generate some ideas on how we might give the
message fresh impact. W CL T3

1 have copied this note to the Secretary of State for Employment and

also to the Chancellor and to the Paymaster General.

Jl

/”'

JOHN HOSKYNS
29 June 1979




10 DOWNING STREET

From the Private Secretary

The Prime Minister has received the enclosed letter from

Mr. Len Murray together with a copy of the General Council's state-
ment on the Government's economic policy and a motion for submission
to the 1979 Trades Union Congress. The statement follows Mr, Murray's
presentation at the Prime Minister's meeting with the Economic
Committee last Monday very closely. But I would be grateful for
advice on whether the Prime Minister should send a substantive
reply. I have, of course, sent a formal acknowledgement.

I am sending copies of this letter tc the Private Secretaries
to members of E Committee and to Richard Prescott (Paymaster General's
Office) and Martin Vile (Cabinet Office).

T. P. LANKESTER

A. M. W, Battishill, Esq.,
H.M. Treasury.
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FOLLOWING FOR WHITMORE, PRIME MINISTER?S PARTY
FROM LANKESTER 10 DOWNING STREET.

JOHN HOSKYNS HAS MINUTED THE PRIME MINISTER AS FOLLOWS,
PAY CLAIMS,

*!| TALKED TO THE SECRETARY OF STATE FOR EMPLOYMENT

TODAY AND HE MENTIONED THAT HE HAD HAD INFORMATION (AT

THIS STAGE UNOFFICIAL) OF A VERY LARGE AWARD BY THE

RELEVANT EMPLOYERS’ ASSOCIATION TO HEATING AND VENTILATING
ENGINEERS, THE FIGURES WERE 30 PERCENT WITH A FURTHER 14 PERCENT
NEXT SPRING, THIS AWARD |S RELATED TO RESOLVING PAST
DIFFERENTIAL PROBLEMS RATHER THAN A DIRECT RESPONSE TO

THE BUDGET. HOWEVER, THERE ARE OTHER STRAWS IN THE WIND
SUGGESTING ATTEMPTS TO RENEGOTIATE EARLIER AGREEMENTS, IN

THE LIGHT OF THE BUDGET.

| HAVE SINCE DISCUSSED THE PROBLEM, AND POSSIBLE WAYS OF
HEADING IT OFF, WITH THE PAYMASTER GENERAL.




JIM PRIOR 1S HOLDING A MEETING TO DISCUSS THESE DEVELOPMENTS
TOMORROW (28 JUNE) ., | HAVE SUGGESTED TO HIM THAT PERHAPS

AN EARLY STATEMENT, AGREED WITH YOU AND THE CHANCELLOR, SHOULD

GO OUT FROM HIM, SPELLING OUT IN WORDS OF ONE SYLLABLE

WHAT THE IMPACT OF THE BUDGET WILL HAVE BEEN FOR DIFFERENT

LEVELS OF EARNINGS: STRESSING THAT UNION NEGOTIATORS WHO

TRY TO DISCOUNT THE VAT INCREASE, BY WAY OF WAGE CLAIMS, HAVE E|ITHER
FAILED TO UNDERSTAND THE BUDGET OR ELSE ARE DELIBERATELY

MISLEADING THEIR MEMBERS: AND EMPHASISING THAT THE ONLY

RESULT WILL BE FURTHER UNEMPLOYMENT.

| HAVE COP|ED THIS NOTE TO HIM AND ALSO TO THE CHANCELLOR
AND TO THE PAYMASTER GENERAL,'’

| THOUGHT THE PRIME MINISTER SHOULD SEE THIS RIGHT AWAY

SINCE | VERY MUCH AGREE WITH JOHN THAT THE MESSAGE ABOUT

THE TAX REDUCTIONS IN THE BUDGET IS NOT GETTING ACROSS, AND

| HAVE ALSO HEARD OF PARTICULAR PAY NEGOTIATIONS WHICH ARE TURNING
SOUR, IF THE PRIME MINISTER AGREES, | THINK IT WOULD BE A

GOOD IDEA IF MR PRIOR WERE TO PUT OUT A STATEMENT BEFORE THE
WEEKEND. DOES THE PRIME MINISTER AGREE? THE STATEMENT WOULD,
OF COURSE, HAVE TO BE CLEARED WITH THE TREASURY AND WITH

THE PAYMASTER, WOULD THE PRIME MINISTER LIKE TO SEE THE
DRAFT?

CARRINGTON,




FRIME MINISTER

PAY CLAIMS

I talked to the Secretary of State for Employment today and he L7

mentioned that he had had information (at this stage unofficial) of

a very large award by the relevant employers' association to Heating
and Ventilating Engineers. The figures were 30% with a further 14%
next Spring. This award is related to resolving past differential
problems rather than a direct response to the Budget. However, there
are other straws in the wind suggesting attempts to renegotiate

earlier agreements, in the light of the Budget.

I have since discussed the problem, and possible ways of heading
it off, with the Paymaster General.

Jim Prior is holding a meeting to discuss these developments tomorrow

(28 June). 1 have suggested to him that perhaps an early statement,
agreed with you and the Chancellor, should go out from him, spelling
out in words of one syllable what the impact of the Budget will have
been for different levels of earnings; stressing that union
negotiators who try to discount the VAT increase, by way of wage
claims, have either failed to understand the Budget or else are
deliberately misleading their members: and emphasising that the

only result will be further unemployment.

I have copied this note to him and also to the Chancellor and to

the Paymaster General.

.""\_

B

JOHN HOSKYNS
27 June 1979




CONFIDENTIAL

Treasury Chambers, Parliament Street, SWIP 3AG
O1-233 3000

26th June, 1979

SUPPLY SIDE MEASURES

In reply to your letter of 19th June enclosing a
note of a meeting on Government strategy on 18th June,
The Chancellor has asked me to send you the attached list
of ideas for improving the supply side. They include
not only Treasury suggestions but others deriving from
the work of sector working parties and inter-departmental
official discussions; but obviously, given the nature

of the exercise, they in no way represent a 'departmental
view'.

John Hoskyns' letter of 19th June asked for names of
possible speakers to help get the message of the Budget
over to trade unionists. Fossible names are Lord George
Brown, Lord Robens, Sir Richard Marsh and Sir Leonard
Neal. However, the Chancellor wonders whether these
former trade union offieials, however distinguised, are
likely to make much impaet on the trade unions. In his
view, the brunt will have to be borne by Ministers
addressing the public over the heads of trade union
leaders and employers appealing to their work forces over
the heads of militant shop stewards. The CBI may be
able to help on this latter point. I know that Treasury
Ministers have further ideas on this point, and I may well be
writing to amplify this paragraph after the Chancellor
returns from Tokyo.

'his letter is copied to the recipients of yours and
to John Hoskyns.

l/] -
i =y (:'L-"
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M. A. HALL
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L. Lankester, Esq.,
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SUPELY SIDE MEASURES

fa) Finance (Suggestions being or about to be looked at

in the Treasury and Inland Revenue): Reduce the bias against
investment in productive assets. Look at the tax

treatment of financial institutions and the tax incentive

to various forms of personal saving, including the building
societies, with the aim of removing any bias against the
flow of savings into industry and small businesses.

Review the system of corporate taxation with a view to
encouraging real profitability and adequate investment in
fixed assets and stocks. Remove or reduce possible
encouragements to merge caused by the present tax system,
and consider removing tax and other obstacles to companies
which want to demerge. Consider the tax treatment of gilts
relative to that of private sector borrowing. Look at
Truck Acts. Consider how to publicise the effect of the

recent VAT increase on the attractiveness of exporting.

(b) Rewview planning procedures, including local authority

controls, IDCs and ODPs.

(c Review environmental controls, building regulations
and health and safety regulations including the procedures

by which they are introduced and implemented.

(d) Carry forward work already in hand on marketing,
product development, and import substitution, including
the improvement of collaboration between buyer and seller
sectors. Encourage companies and nationalised industries

to emulate Marks and Spencer in promoting British suppliers.

CONFIDENTIAL
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(e) Increase non-tariff barriers to imports, by concentrating
public sector staff cuts in areas where administrative

delays were acceptable for that reason.

(f) Reduce Government regulations in consumer protection,

form filling, employment protection and race relations.

(g) Reducing the discouragement to women to take technical
and industrial jobs where skills are in short supply. A

new balance in the role of the EUC.

(h) Tackle restrictive labour practices, by being ready
to refer them to the MMC under Fair Trading Act. Possible

measures against absenteeism.

(i) Improve labour flexibility: eg reform of the
apprenticeship system and measures to overcome resistance

to adult training.

(j} Measures to improve the structure of trade unions,

including mergers of the smaller ones.

(k) Promote greater awareness of the role of profit;

cate" those engaged in collective bargaining to

"edu
relate pay to company performance.

(1) Change the priorities of the educational system;
raise the status of managers, engineers and entrepreneurs;
specific grants and programmes to relieve known shortages,

eg electronic engineers.
(m) Sustained reform of housing policy to encourage

labour mobility; changes in rent control (beyond shorthold)

and subsidy structure.

CONFIDENTIAL




{(n) Recognise that tougher competition policy is wholly

compatible with less obstructive attitude to some (many?)

take-overs; raise thresholds for refering to MMC.
3 E
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From the Private Secretary 26 June 1979

I enclose a copy of the record of
the Prime Minister's meeting with the TUC
Economic Committee yesterday.

I am sending copies of this letter,
and enclosure, to Ian Fair (Department of
Employment), Andrew Duguid (Department of
Industry), Bill Burroughs (Department of
Energy) and Martin Vile (Cabinet Office).

T. P. LANKESTER

A.M.W. Battishill, Esq.,
HM Treasury.




RECORD OF A MEETING BETWEEN THE PRIME MINISTER AND THE TUC
ECONOMIC COMMITTEE AT NO. 10 AT 1500 HOURS ON MONDAY 25 JUNE 1979

PRESENT

The Prime Minister Lord Allen
Chancellor of the Exchequer Mr. David Basnett
Secretary of State for Employment Mr. Frank Chapple
Mr. Ian Gow Mr. Tony Christopher
Mr. David Wolfson Mr. Geoffrey Drain
Mr. Clive Whitmore Mr. Moss Ewvans
Mr. Henry James Mr. Alan Fisher
Mr. Tim Lankester Mr. Joe Gormley
Mr. Tom Jackson
Mr. Clive Jenkins
Mr. T. Parry
Mr. Harry Urwin

Mr. Len Murray

Mr. Norman Willis
Mr. David Lea

Mr. Bill Callaghan
Mr. Cumming

Mr. Percy

Mr. Barber

* ok ok % ok ok K ok kK K ok %

Lord Allen said that the Economic Committee much appreciated

the Prime Minister's willingness to meet them. Mr. Murray's
letter of 13 June set out the main points which they wished to
discuss, and they would welcome the Prime Minister's comments.

The Prime Minister said that she was delighted to receive
the TUC Economic Committee, and she hoped that they would come
back again when they wished. She believed that the aims of

the Government were the same as the aims of the TUC, even
though there might be some disagreement on the means. The
principal objective must be to raise standards of living, but
the Government could not achieve this on its own. This had
to be done on the shop floor. The Government's role would
be to create the right environment. The second aim must be
to reduce unemployment. But genuine jobs must be created,
and this could only be done if the jobs in question were
profitable. She did not like low wages, but this could only

/be overcome
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be overcome by increasing output. As she had said many times,
if the people wanted a German standard of living, then they must
have a German standard of output. There was no shortage of
demand in the economy, as evidenced by the import figures

for the past year. For example, car imports had increased

very rapidly, while UK output had stagnated. The problem
was that industry was not producing toc meet the demand that

was there.

Thus, it was vital to raise standards of living and to
create more jobs. The Government could help with this by
improving incentives, and that was what the Budget had set
out to do. Better incentives were badly needed; for it
was only reasonable that people should want to work for a

; _ for their families :
higher standard of living/ Furthermore, it was essential
that the "market sector" should be successful if we were to

have expanding public services.

[

Mr. Murray welcomed the Prime Minister's opening comments.

He said there was a fair amount of agreement amongst the TUC
on the aims of the Government, but there was argument about
the methods. However, whatever their disagreements with the
Government, they were anxious to play an active role in
solving the country's basic problems - for example in NEDC,
through MSC and ACAS, and more directly by consulting with
government. Successive governments had recognised the need
for close consultations with the TUC, and they hoped this
would continue,.

As regards aims, creating more jobs and improving the
standard of living were high on their list of priorities.
But they were bound to say that the Government's proposed methods
would not, in their view, meet these aims. In their view,
the Government's approach represented a retreat to the financial
orthodoxy of the 1930's. The TUC had hoped that the Government
would continue to build on the policies set out in the 1944
White Paper but instead, the Government's approach would simply

/mean a




mean a decline in output, employment and living standards
over the next year. Moreover, they could not see how the
Budget would squeeze out inflation. Inflation was a major

worry; and although there were arguments about the merits

of the RPI as an inflation indicator, this was still the
measure which trade union members looked at. The Budget
and other recent price increases were incompatible with the
struggle to keep inflation down.

Mr. Murray went on to say that if the TUC fears were
realised, the country would be heading towards a situation
of "dynamism" rather than a situation which needed 'de-
dynamising". The Government would inevitably have to account
for this.

The TUC were concerned about the regressive nature of
the tax cuts in the Budget. They were, moreover, sceptical
of the incentive argument. The studies on this subject did
not support the proposition that there would be a significant
supply side response. Moreover, it seemed all too likely
that inflation would more than take up the reduction in
taxation. The cut in the social wage, which the public

expenditure reductions implied, was also a matter of concern.

The TUC also had reservations about the decision to end
the rating revaluation. This would mean the continuation
of inequities in the rating system, and they hoped that
the Government would reconsider the decision.

As for the public services, the TUC did not wish to
defend waste and they were keen to see improvements in
efficiency in the public services. But cuts of an arbitrary
kind would inconvenience people and damage the services in
question; and they could involve a net cost - for example,
cuts in bus services could mean increased costs for the
economy as a whole. Moreover, cuts in public services would
have employment implications for the private sector as well.

/ The TUC
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y C . The TUC welcomed the pensions increase which had been
announced for November, but they were apprehensive about the
change to a simple prices basis. They were also concerned
about the failure to uprate child benefit. The TUC understood

that inereased social security benefits must involve a
re-distribution of income, and they had challenged their

members to accept this.

Mr. Murray then reiterated the TUC's endorsement for the
Prime Minister's view that the first essential was to have a
more competitive economy. One aspect of this was the applica-
tion and exploitation of new technology. The TUC were
committed to this, but trade union members needed to be confiident
that they would not lose their jobs; and public expenditure
in support of industry helped to provide that confidence.
The present outlook for school leavers was particularly grim,
given the cuts in the Youth Opportunities Programme and in

the public services generally.

Mr. Murray continued that the Election had not changed the
basic economic arithmetic. In particular, imports continued
to rise. However, much of industry's equipmenl was
obsolescent, and it would only be able to compete if given
the necessary time to change. The Government's proposed "pull-
back" from industry would make this more difficult.

The TUC were concerned about the proposed sale of the
BP shares. In view of the current oil situation, it would be
much better to retain our equity interests in oil.

They believed there was a role for the private and public
sectors in the economy. But this required a flexible approach
from government. The decision to cut back the NEB was not
conducive to this.

The TUC claimed a right to advise and consult with
government; and they hoped that the present Government would

/take advantage
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.r.e advantage of this. The quality of the trade union relation-

ship with government would be determined very much by the
Government's own initiatives. The trade unions had their own
responsibilities, for example in protecting jobs, just as

the Government had its responsibilities. In advising their
members, they would have to take into account the way in which
the Governmert responded to their concerns. The Government

had to take responsibility for its actions, and one of the
purposes of the present meeting was to draw to the Prime
Minister's attention the likely consequences of the Government's
approach to economic policy.

The Prime Minister said that she agreed that the economic

arithmetic had not changed. The fact was that the UK had not
been living within its means - as evidenced, for example, by

the massive inecrease in external indebtedness over the past five
years. It was essential that our means should now be increased.
This involved stimulating people so that the economy would expand.
She had found in her visits around the country a general desire
that the proportion of gross pay taken in taxation should be
reduced - so that individuals would keep more of the fruits of
their own labour. The Government believed that when the tax
cuts came through, some people at least would respond positively -
and especially so in the small business sector. It was clear
that small businesses would have to provide the jobs of the
future. Large-scale industry would continue to expand, but

on the basis of improved efficiency rather than by creating

new jobs.

The Prime Minister then turned to Mr. Murray's criticisms
of the Budget, which she felt were rather unfair. In the first
place, there were very few people who would not be helped by
the Budget. The numbers who were not paying any tax before
the Budget were very small, and many people would now pay no tax
at all thanks to the Budget; and families which had not
been helped by the tax cuts would stand to benefit from the
174 per cent increase in Family Income Supplement.

/Secondly,
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Secondly, she doubted what Mr. Murray had said about

incentives. In the Government's view, the reduction in
taxation would make a significant difference to the way
people worked. By the same token, there was a limit to the
extent to which social security benefits could be increased;
for such increases had to be paid for out of tax.

Thirdly, as regards higher rates of tax, top management
deserved to keep a fair proportion of their income. If
the economy was to improve, management performance must
improve, too; and managers must be persuaded to stay in the
UK. , It was necessary, moreover, that pay differentials
be "pulled out" in order adequately to reward skills in

general.

Fourthly, she admitted that inflation was accelerating.
But this was partly due to price increases which had already
been in the pipeline before the Election, and to recent oil
price rises. The increase in VAT to 15 per cent would also
have its own impact. However, this was a once-and-for-
all increase; other countries in Europe had higher rates
of VAT; and 50 per cent of household expenditure was not
subject to VAT. One of the purposes of switching from
direct to indirect taxation was to give pecple a greater
choice - so that they could decide whether to spend and
on what, or whether to save. This was what democracy was
all about, and many trade union members supported it. The
tax tables showed that at every level of income individuals
would be better off as a result of the Budget. It would be
highly desirable for there to be a new index which included
tax as part of the RPI so as to provide a measure of the
standard of living. It was only logical for taxes to be
included in the index since they paid for government services

and such an index would make it clear what were the true
effects of the Budget.

The Prime Minister then turned to industrial strategy.
She said that it was wvital to create more wealth in industry

J/and to find
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.and to find a way through the current problems which beset
British industry. The Government wanted the trade unions'
help in improving output per head. UK productivity was

| woefully low by international standards, as shown by a number
of recent studies. Key problems appeared to be overmanning,
restrictive practices, and failure to use equipment properly;
but these could only be put right on the shop floor. If
only industry were more productive, real earnings could go up;
and the public services could be expanded again, too. But
this required action by government, management, trade unions
and shareholders. There was no point in talking about more
pay unless there was more ocutput. Otherwise higher pay for
one group could only mean taking it away from other groups.
The Prime Minister said that she was appalled by the capacity
of people in Britain to injure one another through pay leap-
frogging.

The Prime Minister then said that higher pensions could
only come out of higher output. But the Government had improved
the position of war widows; in addition, improvements in the

earnings rule would benefit pensioners.

Mr. Murray replied that the basic issue was whether people
would respond as the Government hoped. In his view, the
Government were taking a big gamble. Just as workers showed '
their pay cheques to the Prime Minister to show how much
tax was being taken away, so they also pointed out to trade union
negotiators how much was being taken away in higher prices.

The TUC could only express their apprehension on this matter.
They agreed that society needed more choice but they were
worried about the timing of the present approach. For the
standard of living over the next year was bound to decline.

Mr. Murray went on to say that the Committee very much welcomed
what the Prime Minister had said about industrial strategy.
This was most constructive, and they agreed that all parties
must work together to produce an adequate response in industry.

/Lord Allen




Lord Allen said that the Committee now understood the
Government's aims and the way in which they intended to
achieve them:; but only in general terms. There still remained
serious questions about the "nuts and bolts". He could not
see that people would respond to the tax cuts if their standard
of living was falling. The Prime Minister interjected that

50 per cent of goods were not VATable, and that the Government
had no intention whatever of imposing VAT on them. Lord Allen
said that a small proportion of the population would benefit
from the Budget; therefore the approach was divisive, and
would lead to the existence of two nations. The Prime Minister

said that she could not accept this charge. Moreover, it would
only be possible to help those at the bottom of the income
ladder if the economy produced more.

The Prime Minister added that we should try to return to
the era of steady growth of the 1950's. Although this had
been called a period of "stop-go", we had achieved growth
in every year and at an average of nearly 3 per cent. This had
been achieved by reducing the bureaucracy and by de-control
measures, and by allowing the people to keep more of their
gross pay. As a result of this, expenditure on social

services had been enabled to rise. The Germans had pursued

policies of this kind, and we ought to emulate them.
Lord Allen interjected that the trade unions were interested
not only in wealth creation but wealth distribution as well.,

Mr. Evans said that he was interested in the Prime
Minister's proposition that there was no shortage of demand
in the economy. But it did not follow that the Government's
policies would solve our difficulties. Lack of investment
was one reason for the increase in imports; and even if people
did respond to the Budget as the Government hoped, productivity
would not change overnight. In these circumstances, there
was a need for selective import contrecls while the necessary
changes took place. If it were not practical to impose
import controls on Japanese goods, we should at least try to

/negotiate
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( . negotiate a minimum UK content in imports. Rising import penetra-
tion was worrying and something must be done about it now.
The Prime Minister referred to studies of the car industry

One of these had shown that with identical equipment in the
UK and Germany, producing the same vehicle, productivity in
the UK was only half. She had also visited a car plant in
Japan where they were unable to work three shifts because

of the restriction on exports to Europe. By contrast, she
had found on a visit to Halewood that the workforce there was
only working one shift - and this despite a waiting list for
their cars. On a visit to Cowley, she had been told by
individual workers that they were sick and tired of interruptions;
but stoppages still continued. Mr. Evans commented that, in
his experience, shift working did take place at Halewood.

As regards the comparative studies of UK and European plants,
one reason why European plants didbetter was that they worked
"hack to back" shifts with no stopping of the production line
throughout the day.

Mr. Jenkins said that, in his view, the economic arith-

metic had changed. This was because of the recent developments
in the energy market. He was surprised that the Government
were contemplating selling off their equity in cil and gas.

The Government's interest in oil and gas through BGC, BNOC

and BP would produce huge revenues for the Exchequer in the
years ahead. Moreover, the greater security of supply

which ownership provided was an important factor. The physical
control of our energy resources would become increasingly
important: there was likely to be a shortfall of heating

oil in the coming winter, and a Saudi collapse could not be
ruled out.

The Chancellor said that it was possible to control

the disposal of our energy resources without owning them.

As regards revenue, the important issue was how it was used,
whether in public or private hands, to improve the performance
of the economy. The Government's view was that investing

/] the resources
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the resources from North Sea oil in small- and medium-scale
{’ﬁusinesses was more likely to succeed than investing through

the public sector. The Government were not doctrinaire about

this - simply practical. Mr. Murray then pointed out that the

NEB was investing in small businesses.

Mr. Jenkins reiterated that the Government must have

control over the disposal of oil supplies. At present, too much
0il was being diverted overseas. The Prime Minister commented

that she, too, was very concerned about having adequate security
of supply. But state ownership did not necessarily solve the
problem: BNOC were presently selling substantial amounts of

oil abroad on the basis of contracts taken out last year without
conditions which would have enabled them to secure corresponding
amounts of crude for UK use. Security of supply would only

be assured through co-operation with other countries. Asked

to comment, Mr. Gormley said he did not wish to, since members

of the Committee had not followed the procedure which they had

agreed before the meeting.

Summing up, the Prime Minister said that the Government

had a passionate belief in its methods and its approach. She
hoped that the trade unions and others would judge the Government
by its results over the whole period of Office. The Government
were anxious to succeed, but could not do so in isclation. They
needeéd to mobilise with others, including the trade unions.

She hoped that the Economic Committee would come back for further
meetings as and when they desired; and if they wished, she

would willingly see a smaller group.

Lord Allen thanked the Prime Minister for the meeting.
He hoped that it had helped to provide the Government with a
better understanding of the TUC's views; it had certainly
helped them to understand the Government's position better.

25 June 1979 .11’
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Distribution:

Private Secretary to the Chancellor of the Exchequer
Secretary of State for Employment
Secretary oi State for Industry
Secretary of State for Energy
Sir John Hunt




FRIME MINISTER

iAs agreed at our meeting of 18 June, I attach a list of specific
ideas - divided into those on which Govermment can itself act and
those on which Government can only try to encourage. The list

includes some proposals which, as I mentioned at the meeting, are

being developed further within my Department.

In his letter of 19 June to the Home Becretary John Hoskyns asks

for a list of outside speakers to help put across our message during
the summer. I shall let him have my ideas shortly, but I think

that he will agree that we shall need to be fairly subtle if any
orchestration of outside help - as opposed to accepting

spontaneous help by those who recognise the benefits of what we

are trying to do - is to be effective.

1 am copying this minute to colleagues who were at the meeting on

K/

KdJ

18 June.

25 June 1979

Department of Industry
Ashdown House
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FOSSIBELE ARFEAS FOR ACTION

A. ACTION BY GOVERNMENT

1. Taxation and finance

(a) Phase out NIS (as a tax on employment).

(b) Tax relief for individuals investing in small firms'
equity.

(¢) Encourage share options for senior executives by tax
exemption (proposals being developed).

(d) Increase personal share holding in industry by
redressing tax balance as between direct personal and
institutional investment (proposals being developed).

(e) Extend favourable taxation treatment of gilts to long-
term corporate debentures (proposals being developed).

(f) Possible equity guarantee scheme for instituticnal
investment (proposals being developed).

Comprehensive programme of technical tax changes fo
benefit small firms.

(h) Eliminate distinction between earned and unearned
ilncome .

Incentives to work

(a) Clamp down on malingering - tighter control of, &.g.,
the issue of sickmess certificates before strikes;
pericds without benefit before claim.

(b) Continued action to reduce the poverty trap more and more.

Incentives at work

(a) Continue to widen differentials in net earnings through
taxation system to encourage acquisition of skills and
acceptance of responsibility.

(b) Improve morale of supervisors and managers as opportunity
offers (eg in both the public and private sectors by
discouraging compromise in industrial disputes at the
expense of managerial authority).

(c) Government campaign to increase the attractiveness of
productivity and the unattractiveness of restrictive
labour practices (proposals being developed)
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4 Housing
(a) Phase out rent controls

(b) Remove all rent controls from new housebuilding for rent

(¢) Systematically dismantle rent control and tenure in
areas where housing supply and demand in balance

Reduce stamp duty and other costs of movement
(including legal fees, house agents' fées ete).

(e) Increasesupply of building land by short suspension
of development land tax

(f) Take special steps to facilitate mobile homes sites
in areas of skill shortage

(g) Increase land supply by maximum disposal of public
sector land.

5 Employment Protection

(a) Good redundancy schemes for overmanned nationalised
industries.

(b) Weeding out of the employment protection legislation.

(¢) Give industrial tribunals power to award costs where
frivolous cases have been brought by employees.

Health and Safety

(a) Review role of Health and Safety Executive (and Commission).
(Chief Executive of Health and Safety Executive publicly
aseerts that industrial efficiency is no concern of the
HSE). Ask CBEI to play more positive part in the
Commission.

7 Training

(a) First priority: overcome - perhaps through EITB - AUEW
opposition to dilution and replace the apprenticeship
system by certification rather than entry to craft only
through time serving.

Review training arrangements and effectiveness
Review the structure of the Manpower Services Commission

and their training centres, and the effectiveness of the
ITBs.
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16 Heslth and Safety

(a) Review pollution requirements

(b) Reduce over-sensitivity to environmental considerations
(e.g Moss Morran and Whitby Potash)

But (other side of the coin) consider the case for
encouragement of better conditions at work as a real
incentive to higher productivity.

17 Education

Although Government has little direct influence over the

educational system, it can achieve a lot by sustained

pressure:

Schools Curricula:

instilling economic realities (having to earn a living
ete);

importance and attractiveness of industry (especially
change attitude of teachers);

stress need for greater relevance (e.g mafths and
computer sciences);

importance of getting able girls into industry, etc.

18 Productivity

(a) Possible body to enquire into and publicise restrictive
e labour practices

(b) Encourage visits by shopfloor workers (and shop-stewards)
to plants in main competitor countries.

(e¢) Encourage better manpower planning by firms (e.g use of
skilled and highly qualified manpowers).

(d) Encouragement of able women to enter industry as a
major source of untapped talent.

19 Europe

Seek to change public attitudes to Burope, to become more
positive and less grudging.

20 The City

(a) Encourage (by speeches and contacts) the institutions
to loock beyond the end of their noses and to protect
their members' interests in the broadest sense by
encouraging enterprise and growth in the UK economy.

i
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Energy

(a) Develop energetic nuclear power programme (use of FWR
if necessary?)

9 Women

(a) Allow women to set child-minding expenses against
personal taxation;

(b) Allow working wives to be taxed separately without
husbands losing the married person's allowance.

Microelectronics, science and technology etc

(a) Increase enlightened clientship in public purchasing

Accountancy

Prepare to take power to accelerate introduction of
inflation accounting to help destroy the "money illusion"
in cowpanies and to aid public (and Trade Union) under-
standing of reality.

Power of Unions in public sector

Diminish power of Civil Bervice unions by reducing "facility"
time, withdrawing (or threatening té withdraw) willingness

to deduct union dues from wages and salaries, reasserting
managerial authority (e.g in reporting standards) etc.

FPrivatisation of public services

Embark on a systematic campaign to reduce dependence of
individual on state employees for services (e.g refuse
collection by private contractors).

Change style of Civil Bervice

De-privilege the Civil Service (and Academia?) by reducing
security, greater ruthlessness in use of premature
retirement, etec.

15 Europe

Systematic assessment of the burdens of EEC membership on
industry - standards. product liability, pollution etc

(i) to identify and prevent "overkill"

(ii) to identify differential standards of compliance.
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Elimination of exchange controls

Promote use of non-executive directors to encourage
spread of more open and enlightened management
practices.

(d) By speeches etc. Ministers to make clear that the
Government expects the City generally to bestir itself.

21 _Publicity

Beize every oppecrtunity to put across to public opinicn the
gravity of our industrial situation and the fact that the world

=

does not owe us a living.

IC Division

22 June 1979
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GOVERNMENT STRATEGY g .

As agreed at the meeting held on 19 June I attach a list of
specific ideas which could help in stimulating economic
revival in this country. As you will see, most of the ideas
are positive; we are already engaged in removing many of the
negative constraints on activity.

I am copying this to those present at the meeting.

a0

MH

22 June 1979
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GOVERNMENT STRATEGY

POSITIVE IDEAS

Examine the relationship of industrial needs and attitudes at
all stages of the educational system.

Consider how the public sector agencies can make their skills
available to the private sector for international trade
purposes. For example, the role of the British Airports
Authority and the Civil Aviation Authority in helping our
consultants and contractors to get part of the vast
international airport construction market.

Stimulate the small and large shareholder to play a proper
role in the dialogue with Government and in the performance
of the companies they own.

Define what the Government wants from the l1ittle NEDDIES and
sector working parties. We should work to create the climate,

provide the incentives, remove the constraints, and ask the

uncomfortable questions, all with the purpose of improving

the performance of British industry.

Devise urgently a range of incentives of part of our

regional and industrial policy to ensure that our new and future
tax reductions go into increasing wealth-creating activities.
The basic concept should be tax rebates - PAYE, corporation and
investment income surcharge - to those who have shown by the
fact that they paid such taxes that they are likely to be

able to use such rebates more effectively than those currently
receiving industrial aid for projects, many of which would go
ahead anyway.

Ask Lord Jellicoe as the npew President of the Association of
British Chambers of Trade to recruit the Director General of
the NFU to show him how the job needs to be done of turning

the inarticulate voice of small industry into a vociferous

and influential and political force.

Involve the leaders of the new immigrant communities in a
dialogue to see if anything more needs to be done to harness
the range of entrepreneurial skills widely spread amongst

many of these people.




Draw up and orchestrate a continuing programme to

articulaste the profound nature of the individual resurgence
we are seeking to create.

Initiate a comprehensive programme to stimulate a better
climate of communication in British industry between
managers and men. As a first step, copy the examples of
some of our leading companies and promote the election of
workers - not trade union representatives! - to the Boards
of their pension funds. If we want them to understand
capitalism let them be involved in influencing the

destiny of their own savings. Nothing would so open
people's ideas to the real nature of City and financial
activity.

Launch a nationwide debate about the opportunities for
improved productivity involving the unions and management -
both public and private sector - in the range of
inhibitions that now exist.

A comprehensive review and programmes for implementation
of all forms of employee profit sharing schemes.

To encourage big firms to help small firms with advice

and expertise, including examination of the precedent of
the London Enterprise Agency.

Structure tax and depreciation provisions for companies so
that a higher proportion of reinvestment capital is, in
effect, subject to competitive capital market tesgts of
profitability.

Encourage the small to medium firms by slanting Government
contract arrangements for supplies and services in their
favour (though still with competitive tendering).

Break down contracts as far as possible into small amounts
that smaller and new undertakings can cope with even if it
might seem to cost more in the first instance.

Exsmine the possibility of City financial institutions
entering partnerships with educational establishments

for the building of universities, polytechnics and college
buildings: for example, the City Polytechnic's latest
building was built with bank money in a declining area of

the City.




Review scope for, and stimulate, private sector competition

to supply public sector services (eg transport, refuse

collection, housing and maintenance).

Initiate a dialogue with local government on stimulating
new and small businesses.

Examine labour mobility in depth.

Extend the scope of the Monopolies Commission to let
them examine ineffective large holding companies in the
private sector where these have become insensitive to
commercial pressure.

An interdepartmental review of the 'enterprise zone'

concept should be concluded rapidly.
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PRIME MINISTER

GOVERNMENT STRATEGY

At your meeting of 18 June to discuss John Hoskyns' paper

L
on Government strategy, vou asked me to let you have a list

of mv ideas of areas where action could be taken to relieve

constraints on the supply side of the economy.

The principal constraint on improwving the competitiveness

of British industry is undoubtedly the attitudes of manage-
ment and unions. The lack of entrepreneurial spirit among
the former, particularly in large companies, and the
restrictive atitudes of many of the latter must be major
factors in our inability to harness the latest technology,
to improve productivity, and to seek out new markets for

our products. Such attitudes are the product of histery,
culture, social structure and previous Government policy

and will not, as we discussed, be changed overnight.

British industry is alse very production rather than market-
ing oriented. The tax reductions in the budget removed some
of the disincentives to enterprise, but they will not be
enough on their own. Similarly our intention to reverse

the growth of the monopoly power of the unions will take

time.

In the list attached (which can., of course be extended
almost indefinitely), I have therefore concentrated on

some areas of Government action which appear to me to have

an impact on our industrial performance. I am not suggesting
that action can or should be taken on all of these problems
but on most I think we are clear about the direction in which
we propose to move.
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I have seen a copy of John Hoskyns' subsequent letter of

19 June to William Whitelaw which asked us to add to the
list the names of possible outside speakers who could put
across our message this summer., I think we should continue
to court the Conservative Trades Unionists - and you might
consider asking them to a drinks party at No 10. If it

speakers might emerge from this nursery. We need to show
that government Ministers are interested in their views.
People like Iord Robens and Georse Brown are not likely

to carry much credibility with the new generation of

trade unionists. Obwviously the primary responsibility

must fall on Ministers themselves to continue to maintain
the support of the large proportion of trade union members
who voted for us at the election. I think this will be
achieved by firm actions rather than fine words. As far

as outside speakers are concerned, I am reminded that while
in Opposition we in fact compiled a list of supporters

who were prepared to take an active part in putting across
our case. 1 suspect that they feel somewhat neglected at
the moment and it might be a good idea if John Hoskyns

were to liaise with Research Department who were, I believe,

the repository of that list.

I am sending a copy of this minute to the Chancellor of the
Exchequer and the Secretarjes of State for Industry, Energy,
Employment and the Environment, the Lord President, Sir John

s

Hunt, Sir EKenneth Berrill and John Hoskyns.

—7# e

1 Victoria Street JOHN NOTT
LONDON SW1 (Approved by the Secretary of State

22 June 1979 and signed in his absence)




LIST OF SUPPLY CONSTRAINTS

LABOUR

(a)

Housing:

Immobility created by Council Housing svstem
Rent Acts and tenant security

- Housing (Homeless) Persons Act 1976

Employment:

Employment Protection Act etc

ACAS ete which make it easier for Unions to
establish themselves in new firms (Unions = decli
productivity)

Closed shop legislation

Skilled Iabour

Improved technical training and re-training for
school leavers and adults. (Whole area of
apprenticeship needs looking at and made more
attractive)

Effects of income policies/improved differentials

Ievels of income tax

CAPITAL

Need for a strong and effective competition policy
Need for further relaxation of exchange controls
Company taxation

Effects of regional policy in preventing natural
expansion and fragmenting industrial development

Removal of the present need for separate application
procedures for Industrial Estates Corporations and

Investment Grants

UUndue oblipations and burdens on small firms




LAND

Land Commission

Iand Taxation

Public Sector Land Holdings (eg London Docklands)
Extended Planning Procedures

Building Repulations generally

Inadequate supply of suitable premises and sites
(particularly for small firms)

ECHNOIOGY

Monopoly power of nationalised industries (eg supply of
power, telephones, etc)

Arbitrary technical standards by nationalised industries
(eg nuclear power, telecommunications).
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POST BUDGET FORECAS

The Chancellor has asked me to let you have
for the Prime Minister a copy of the attached
Treasury report which amplifies the economic fore-
casts in the Financial Statement and Budget Report.

This is the document which the Prime Minister
asked that the Secretary of State for Employment

should see before Questions yesterday.
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TISHILL)

(A.M.W. BAT

T. Lankester, Esq.,
No.l10, Downing Street
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. POST-BUDGET FORECAST: THE ECONOMIC OUTLOOK TO END 1980

The attached report, which amplifies the economic forecasts
contained in the Financial Statement and Budget Report, is circulated
for information.

This report is for the personal use of the recipient and should not
be shown to anybody else without authority from me.

H P EVANS
=10
14 June 1979
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Iiircduction

The relevant extract from the FSBR, showing the published forecast

text and tables, is attached. The detailed tables of the publiec

sector transactions shown in Parts II and III of the FSBR are consistent,
except in some minor details, with the forecasts presented in this

note. These discrepancies reflect difficulties in incorporating
information from the sources used in compiling the FSBR whilst allowing
the model to iterate, and they should not be regarded as significant.

This note presents fuller details of the forecast and policy
assumptions and also covers the period to the first quarter of 1981.
The second year of the forecast has not been subject to the same
close attention as 1979/80. The economic effects of the budget,
including the effects of the exchange control package are also
described. It should be noted that certain aspects of this forecast,
notably unemployment, the exchange rate, interest rates and the
economic effects of the Budget are not being quoted publiely.

The post-budget forecast is compatible with the latest
National Accounts' estimates to 1978Q4. Where it is available
data for 1979Q1 has also been incorporated into the forecast.

There have been substantial (and offsetting) revision to past data
on investment and stocks. Also, the extent to which the trade
balance deteriorated in the first quarter was not foreseen and is
the main reason why GDP now seems likely to have been about 13%
lower than forecast in February.

The main features of the forecast are summarised in Table A,
A selection of the usual print-out tables is attached.
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TABLE A: June Post-Budget - Summary of Forecast
@) RCENT CHANGE ON YEAR EARLIER

GIFP Volume June Post-Budget
1978 H2 %.0

1979 H2 =0, -
198{} HE _OIE —

Manufacturing Production

1979 H2 5 T
1980 Hl
1980 H2 =1.8

Personal Consumption :
1.0

1980 Hl
1980 H2

Average Earnings

1978 Q3
1979 Q3
1980 Q3

Retail Prices

1978 Q4
1979 Q4
1980 Q4

LEVELS

Current Balance

n
1979
1980
Effective Exchange Rate

1979 Q1
1980 Q1
1981 Q1

Labour Cost Competitiveness
{increase represent worsening)
1979 Q1 96.8

1980 Q1 102.7
1981 Q1 103.8

Interest Rates Short Long
Average 1978/79 10; 13
2
2

Average 1979/80 i 13
Average 1980/81 1 14 e—

PSBR £on ( in brackets % GDP at market prices)

1978/79 9.2(5.6
1979/80 8.3(4.4

1980/81 9.7 4,5§ .ﬁh—
I.H.M C
143 Gl it
\qs> 4! it
lagt Q1 _ v L




EXTRACT FROM FSBR
ECONOMIC OUTLOOK TO 1980

Introduction and summary

The prospect is for economic activity to decling
slightly over the next year or so.  Retail price inflation
increases during 1979 and falls again during 1980,
The current account of the balance of payments is
forecast to remain close to balance. Public sector
borrowing, as a percentage of GDP, is cut sharply
from the 1978-79 level,

2. Tables 3 and 4 set out the forecasts and give some
indication of the orders of magnitude of the errors
which could be involved. These forecasts are used in
preparing the projections for the public sector in
Parts I1 and 111 of this report.

Policy assumptions

3. Maonetary and fiscal policy assumptions for 1979-80
are determined by the Budget proposals. Growth of
the money supply is assumed to be in the centre of
the target range.  In April 1980 all specific duties and
income tax allowances and bands are assumed for
forecasting purposes to be adjusted in line with price
increases during 1979, Firm control of the money
supply is assumed to continue during 1980-81. The
Government has not yet reviewed public expenditure
plans for 1980-81 and there is therefore no firm basis
for a forecast. For present purposes the level of

planned expenditure now  decided for 1979-80 is
simply extrapolated into 1980-81. The exchange rate
is taken as determined primarily by market forces.

Domestic demand

4. The prospect is for rather little change in real
personal disposable incomes over the next year. This
reflects the lack of buoyancy in economic activity, and
a number of specific factors tending to raise prices.
The upward step in prices following the indirect tax
changes reduces the real value of existing savings in
money-denominated assets; there is evidence that this
encourages consumers to save in order to re-establish
the real value of existing savings. For this reason the
fall in the personal savings ratio after the Budget is
likely to be small and the impact on personal con-
sumption to be correspondingly large. The savings
ratio is forecast to stay close to the historically high
figure of 15 per cent. The ratio of wealth to income
will also remain low compared with earlier years.
The forecast path of personal consumption is fairly
flat over the fxt year. The variant in Table 3 shows
the possible consequences of a lower oulcome for
savings. The savings ratio is assumed {before allow-
ing for multiplier effects) to be 2 per cent lower than
in the main forecast. This lower ratio would still be

=%
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very high compared to any year prior to 1974. The
variant shows that this development alone could add
gome 14 per cent to GDP by the first hall of 1980,
converting & small fall into a small rise.

5. The forecasts of private investment are largely
based on intentions surveys, though it is likely that
respondents did not allow for as sharp a check 10
activity as is now forecast, While there is some
(highly fallible) econometric evidence about the scale
and pace at which investment responds to changes in
output it may also be true that monetary and fiscal
policy will have relatively favourable effects on indus-
try's confidence in the prospect for non-inflationary
growth in the longer term.  The recent high level of
interest rates cannol, however, be favourable to
investment.  On balance total private sector investment
is forecast to be roughly constant over the period of
the forecast.

6, Stockbuilding, however, is forecast to decline and
may become negative by the first hall of 1980 since
the starting point is one of high stocks in relation to
output, particularly for manufacturing.

7. The forecasts of public expenditure provide for a
full allocation of the (reduced) contingency reserve as
well as for a likely level of shortfall. As a result of
the cuts in programmes and the squeeze imposed by
the Government's policy on cash limits there may be
a small fall in general government expenditure on
goods and services (both consumption and investment)
over the next year.

Output

8. The prospect is for a small fall in the level of total
output over the next year although the forecast change
is well within the known margin of error. Domestic
demand is weak because of the effects of the Budget
and because private sector investment—both in fixed
assets and stocks—is passing a peak. Moreover,
export volumes—apart from oil—are held back by
poor competitiveness, and the upward trend in the
share of demand met by imports may continue.  With-
in a total picture of slightly falling output, North Sea
oil production will expand quite rapidly, while manu-
facturing output is likely to be weaker than output in
total, reflecting adverse overseas trade movements.

Infiation

9, The outturn for earnings growth in this pay round,
based on the latest earnings and settlements figures,
looks like being close 1o the 14 per cent experienced
in the previous pay round. The forecast of camnings
from this autumn onwards takes account of the impact
of rising prices, the increases in disposable income

10 1980—continued

arising from the Budget reductions in income fax,
tight monetary policy and the ability of employers to
pay, as well as the commitment to comparability
payments in parts of the public sector. Past relation-
ships are not a strong guide in this area and so the
forecast is subject o a very wide margin of uncertainty.
Subject to this important proviso the forecast shows
earnings in the private sector rising at much the same
rate as in the last year or two, with rather larger
increases in the public services.

10, Even without the Budget the prospect was for
some further increase in the rate of inflation this year,
partly because of a number of favourable factors
affecting last year: notably roughly stable import prices
for food and basic materials, reflecting the strength of
sterling and the weakness of commodity prices. This
year oil prices are up sharply and there are firmer
trends in other commaodity prices. Moreover there
are some domestic factors (e.g. the National Insurance
Surcharge, local authority rates) tending to raise prices
faster this year; and it is likely that some producers
will be keen to improve their margins, though the
scope for this will be limited by the tightness of
monetary and fiscal policies. The Budget itsell
is estimated to add about 4 per cent to the RPI in the
third quarter of this year, leading to a total increase of
about 16 per cent.  The late date of the Budget means
that the impact of indirect tax increases will come
entirely in the third quarter of 1979 rather than in the
second quarter. Once this effect has taken place
retail price inflation in the following year—despite
some price effects of the public expenditure measures—
is forecast to fall back to around 134 per cent.

World economic prospects

11. 1978 saw a growth of about 3] per cent in GNP
in the OECD area, with some slowdown in the United
States being compensated by faster growth in Canada,
Germany, Italy and some smaller countries. A further,
more substantial, slowdown in the growth of United
States activity seems probable in 197% and the first half
of 1980 and as a result GNP growth in the OECD area
may be around 34 per cent in 1979 falling to below
1 per cent in 1980, But because the United States is
contributing less to total growth and some smaller
countries, with higher import propensities, may be
growing faster the prospects for trade may be rather
more favourable than the GNP aggregates suggest.
Weighted appropriately for United Kingdom exports
the volume of trade in manufactures is forecast to
recover from a very slow increase of about 3 per cent
in 1978 (itsell an vnuswally low figure in relation to
activity) to an annual rate of some 5-6 per cent from
now on.
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Trade volumes

12. In 1978, United Kingdom exports of manufactures
(less erratics) fully matched the estimated increass in
world trade in manufactures, despite the past tendency
for United Kingdom exporis io lose share in world
markets. The figures for the first four months of 1979
are very difficult to interpret, owing to distortions
resulting from industrial action. But the indications
are of a less favourable performance. The forecasting
judgment is that the trend loss of United Kingdom
share is unlikely to have disappeared and during the
forecast period it is likely to be reinforced by the
growing impact of unfavourable competitiveness., As
a result of a strong exchange rate and substantial pay
settlements, United Kingdom labour costs rose sharply
in the first half of 1979 relative to our main competitors.
The implication of the forecasts for costs and the
exchange rate is that competitiveness over the nexi
year remains close to its level in the first halfl of 1979,
having worsened by some 8 per cent compared with
1978 and 13 per cent compared with 1977. The
evidence strongly suggests that, particularly on exports,
trade volumes are adversely affected with a considerable
lag and so the consequences of the recent changes in
relative costs continue to affect the economy through
and beyond the period of this forecast. Thus despite
a slightly better prospect for world trade over the next
year the prospect is for a fairly flat path of exports of
manufactures at a level well above the first half of 1979
but a little below the second hall of 1978,

13. The volume of imports of manufactures rose by
134 per cent in 1978, some of the increase reflecting
the strong rise in United Kingdom demand. Total
imports of goods and services went up 44 per cent.
Over the next year, with domestic demand tending to
fall, the rise in imports, particularly of manufactures,
should tail off, though the tendency for domestic
producers to lose share in the domestic market for
manufactures seems likely to continue, partly because
of the poor level of competitiveness.  Imports of goods
and services are forecast to rise 1 per cent over the
coming year from the rather high level in the first
hall of 1979.

14. Including the effects of increasing oil production
the visible balance in volume terms is likely to have
deteriorated substantially in the first half of 1979 but
is forecast to recover to about its 1978 level by the
end of the forecast period.

15. The United Kingdom current sccount benefited
in 1978 from a significant improvement in the terms
of trade originating in particular, from weak commodity
prices.  Although there will probably be some lurther
improvernent in the overall terms of trade this year
this is more a reflection of changes in relative prices
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of UK and overseas manufactures. While the increase
in oil prices has comparatively little effect on the
United Kingdom's terms of trade, world prices of
industrial materials may at least keep pace with those
of manufactures,

16. The surplus on invisibles declined in 1978, mainly
reflecting increasing transfer debits—notably payments
to the EEC. Some further decline in the invisible
surplus seems likely during the period of the forecast.
Although the surplus on the services account may
begin to rise again transfer debits will continue to
increase and the balance on interest, profils and
dividends is also likely to worsen, particularly for oil,
where North Sea oil profits accruing to foreign-owned
companics are increasing rapidly.

17. The net effect of these various trends is to suggest
a fairly stable picture with the current account remain-
ing in approximate balance,

PSBR

18. Last year saw a PSBR of £94 billion (54 per cent
of GDP at market prices), alter £54 billion (4 per cent)
in the previous year. The forecast for 1979-80 is
£84 billion (44 per cent): this is about £2} billions less
than the figure implied by a continuation of the
54 per cent reached last yvear. In 1979-80 the effects
of the Budget are partly offset by the cost of compara-
bility wage payments in the public sector.

Margins of error

19. The inevitably large margins of error associated
with economic forecasts have been regularly emphasised
in Government publications and estimates of average
errors in past forecasts have been shown. On this
occasion these estimates are presented adjacent to
most of the key components of the forecast in Table 3.
These estimates are in no sense the maximum errors
that are likely to occur.  For one thing they are based
on the average not the largest size of errors recorded
in the past. Secondly, for Part A of the table the
errors relate to comparisons of the forecast with a
relatively long and firm base; errors relating to changes
from a six-month period which is itself a forecast will
tend to be higher, because the initial period as well as
the final period of the comparison is subject to sub-
stantial error. This is particularly important for the
first hall of 1979 which was substantially affected by
industrial disputes. Thirdly, there is no clear pre-
sumption that past errors are a good guide to future
errors.  Both the way forecasts are made and the
factors influencing economic fluctuations tend to
change over time. On the present occasion the large
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changes in the Budget itself may tend to increase
margins of error.  The forecasts are largely based on
economic relationships fitted to the historical data of
the last 10 or 15 years. Although the economy is
modelled in such a way as to take account insofar as
possible of the effects of policy changes, it remains a

possibility that large changes in policy will affect the
economy in ways which are not foreseen. It is parti-
cularly difficult to take account of possible changes in
confidence and expectations or, for the slightly longer
term, of the effect of incentives on supply side
relationships.

TasLe 3, Ecomosoc ProsprecTs To 1980

Main forecast Margin of error(®)

{plus or minus)

Ouipur and ex, iture af constant 1975 prices
First half 1979 to first half 1980; per cent change
Giross domestic product (at factor cost) .
Consumers” expenditure... i
General Government ﬂ:pendilurc on nunds- lnd services
Public corporations’ fixed investment .
Privale sector investment
Exports of goods and services
Slu-:kbuuld.l.n; (as per cent of GDF}
Imports of goods and services .
Manufacturing production

Balance of Payments on current account
£ billion:
1979 First half
Second hall
1980 First half
Public Sector Borrowing Require

et
£ billion; in brackets percentage nl GDP at mlrl‘:el ptm |

Financial year 1978-79
Financial year 1979-80

Retail Price Index

Per cent change:
Third quarter 1978 to third quarter 1979
Third quarter 1979 to third quarter 1980

Maoney Swfr (Sterling MT)
Per cent cha nﬁg
Mid-June 1 1o mid-April 1980 (at annual rate)

GJENN
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A e e LA
—_—

9F (5435
Tt‘ 'Ht/.}

wmmlﬁ'“i'ﬂ
miach the sams way {

balkicn
Ishhrnuhmmdlhuumrilﬂ
the relevant Tomecas period

I'ltmrplrl.lﬂ changes
u-awmmmaﬂu*M'hﬁz m.uulhhHrnllﬂﬂlhmhlhdfwrmmﬁhmhm

Tha erran in Sectien A (spart from man

1) are_based on forecants leﬂ June 1963 snd Movember 1976, Sections B and D
and Movember 1976.  Section C

uses PEBR forecasts made af the tme of the Budget

mlIH forecasts berween June |
::mm 1967 by from manafscturing output the errors have been adpuated for mbuqn-n: major changes in fiscal palicy.

") Margin spplies to Oeneral Governmeni Consamption.
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382 23382

588 gHRFS

GDP

Gross
just- | Statistical| domestic | index

-]

product | 1975
1y | at factor
cost(")

o | Adjust-
meni(')

£ million at 1975 prices, scasonally adjusted

1,000 | 138,700 | 30,
950 | 143,700
450 | 145,200

2R
5&5

%
E
g
|
|
E
;

£ |238 2823

Ada ==

1

from

in £ million are rounded 1o £50 million, Percenuge changss are calcolsied from unroended bevels in L million and ihen rounded to § per cent.  The GDP index in the fnal
sttt i £

() AD figures in Table 4 sre based on * compromise ™ caimates of gross doenesthe product, The statistical sdjustment reflects (e different movement of expenditure and compromise series.
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&olieg Assumptions and Forecasting Issues

Policy Assumptions

For the 1979/80 financial year the policy assumptions incorporated
in the forecast are those set out in the FSBR and budget speech.
The exchange rate has been assumed to be determined by market forces
from 1979Q3% with modest net intervention designed to smooth the path
of the exchange rate. Also the growth in £M3 is forecast to be at
about the mid point of the 7-11% target range for the Banking year to
April 1980. This is consistent with a small fall in interest rates
from current leveles. " ., TFor the 1980/81 budget it has
been assumed that personal tax allowances and bands, and the specific
duties are revalorised. T@fifolume of publ%iﬂﬁfpenditurg_is assumed
to be at the same level as in 1979/80. This implies additional cuts
above those announced for 1979/80. Iocal authority rates, known for
1979/80, have been assumed to grow broadly in line with earnings with
an additional increase in response to the cut in the RSG announced
in the Budget. The increase in Nationalised Industry prices this year
reflects the best forecast judgment; in 1980/81 their prices are
assumed to respond so as to reduce borrowing.

Forecasting issues

Earnings

'_“"_Tgf'settlements in the private sector have been averaging 11-12%
in the present pay round which with allowance for "wage drift", brings
the growth of earnings to around 14%;: close to the previous pay round.
In the present pay round, and to a far greater extent, in the 1979/80
pay round earnings in the public services will be boosted by the
effects of comparability agreements. In cases where we now have no
direct evidence on the size of comparability awards they have been
assumed to average 10%, though these are taken to come on top of
"normal" increases for the 1979/80 pay round; the latter are taken to
be about 3% lower (in terms of earnings rather than settlements)

than private sector increases in the same period. Between the
financial years 1978-79 and 1979-80 average earnings in the publie
service sector are frecast to rise by about 173%; on 1980-81 the
increase is put at 19%.

One of the crucial judgments is the extent to which these
increases in public services pay encourage leap-frogging demands from
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the private sector. Some small allowance for this and for continued
pressure to restore differentials or relativities is built into the .

forecast. Private sector and nationalised industry earnings increases
are forecast to average around 15% in the 1979/80 pay round.

Prices

In constructing the price forecasts a small allowance has been
made for the abolition of the Price Commission and the weak financial
position of companies. This amounts to an addition of 1% to mainly
cost-determined prices by the fourth quarter of 1979.

Trend Productivity

In the post-budget forecast trend productivity in manufacturing
has been revised downward by 3% to 12% per annum and in non-
manufacturing (other than public services) by i% to 14% per annum.
This reflects our judgment about the recent trend in the relationship

between output and employment.

Trade volumes

Preliminary assessment of strike effects in 1979¢1 suggests an
underlying 8% loss in volume terms of exports of manufactures. It has
been assumed that 6% is made good during Q2 and Q3. The experience of
recent months has led to a partial discounting of the particularly
high level of .exports in 1978H2 in setting residuals for the future.
The volume of imports in the first four months of this year taken
together appears to have been relatively little affected by strikes
and there were some indications that the underlying increase in the
volume of some categories was a little above expectations. However
not much weight has been given to this in residual judgments.
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World Trade and Competitiveness

The growth in world trade embodied in this forecast is very
subdued with an increase of about 4% in 1979 from 1978. This
represents a downward revision from earlier views to take account
of higher world .cil prices. This factor has alsc had a material
effect on our view on UK cost competitiveness. The exchange rate
in the second quarter of this year has been unexpectedly high. The
rise in the world price of o0il, with the UK moving towards becoming
a net exporter of cil, has contributed to an upward revision to
the forecast of the exchange rate. Partly as a result of this
cost competitiveness improves only slightly from the position
estimated for 1979Q2. The forecasts for world oil prices are for
increases in the average price of marker crude to 217.50 per barrel
by 1979Q4 (ie 38% on 1978Q4) and #18.6% by 1980Q4. This represents
a major source of uncertainty and recent developments in the world
0il market make these forecasts look too low.
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‘he Economic Effects of the Budget Table B

The overall effect of the Budget is to reduce output and employ-
ment in the first year or two below what they would otherwise have
been. This is partly because in aggregate it reduces public sector
borrowing, but more importantly because its composition is unfavour-
able to output.

Changes in public expenditure on goods and services have a
larger effect on measured output than tax changes because the leakages
into saving and imports are smaller. Despite the fact that a sizeable
part of the public expenditure package is not expenditure on goods.and
services (eg sales of assets, deferment of RDG'S), sufficient demand-
rich elements remain to have a significant effect on ocutput. The
estimated change in unemployment reflects the change in output, with
the additional factor that the reduction in expenditure on special
employment measures has a relatively large impact on unemployment.

On the tax side the switch from income to indirect tax is
estimated to reduce output and employment below what they would have
been, although the full year revenue effects roughly cancel out
(€44 billion for income tax and £42 billion for indirect tax). This

is mainly because changes in indirect tax have a bigger impact on
consumption, because of their greater effects on real income and real
wealth. A given amount of revenue collected from indirect taxation
reduces real income more than the same revenue collected from income
tax, partly because the tax base is smaller (consumption instead of
income) and partly because, to raise the revenue, the change in prices
has to be extra large so as to offset the loss in revenue caused by
consumers' substituting away from the goods on which tax is levied.
Real wealth falls when indirect taxes and hence prices are increased
and this in itself raises savings at the expense of consumption.

The higher level of the RPI resulting from the Budget is mainly
a consequence of the rise in indirect taxes, with a very small
contribution from higher nationalised industry prices, prescription
charges and net mortgage payments (resulting from the reduction in
the basic rate). The estimate of 4.6% shown for 1980Q1 for the whole
Budget is higher than the "impact" effect of approximately 4%, partly
because nationalised industry prices on intermediate goods (eg
industrial purchases of gas) take time to feed through. On the other
hand the higher exchange rate and lower pressure of demand resulting
from the Budget hold prices lower than they would otherwise be.

=11~
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In the longer run the pressure of demand effect will more than .
offset the initial price effect, but this may take some years.

The estimates for the RPI are expressed as changes in the level
of prices. If they were expressed as changes in the annual rate of
inflation the estimate for the year to 1980Q1 would be 5.2% (higher
than the change in level, because the same absolute difference in
1980Q1 is expressed as a percentage of the level in 1979Q1 rather than
of the higher level of 1980Ql). The estimate for the year to 1981Q1
would be -1.5%. Thus the downward pressure of demand and exchange
rate effects on inflation are making themselves felt in the second year.

The reduction in the PSBR caused by the whole package is
estimatedat £1.6 billion. If this absolute amount is added to the
post-Budget forecast of £8.3 billion a pre-Budget forecast of £9.9
billion is obtained (ie about £10 billion as in the Speech). If the
Budget were defined differently, for example to exclude rather than
include Rooker-Wise indexation, the increase in PRT announced in
August 1978 or some or all of the cash limits squeeze announced last
month, the pre-Budget forecast of the PSBR would also be different.

The Budget is not expected to have a significant impact on
interest rates in the current financial year; it is expected to
reduce rates slightly in 1980/81. (The estimates all assume unchanged
monetary growth, ) This may appear surprising in view of
the reduction in public sector borrowing. Again the explanation
lies in the compositiom of the whole Budget. On the public
expenditure side, the disposal of assets is expected to reduce
interest rates by relatively little. On the tax side, the switch to
indirect taxes and the net rise in nominal incomes tends on balance
to raise the demand for money, and so higher interest rates are
required to keep to the existing rate of monetary growth.

The "other" column in the table includes the effects of the
relaxation of exchange controls, minor changes in direct tax
(Corporation Tax, PRT, etc), and confidence factors associated with
the Budget as a whole but not attributable ‘to any of the components.
These factors include small increases in consumers' expenditure and
private fixed investment, and a slightly higher exchange rate than
would otherwise have occurred.

oy b
SECRET




TABLE B
ECONOMIC EFFECTS OF THE BUDGET(®)

Changes in:

Level of GIP (% of base)
1979 second half

1980 first half

1980 second half

Unemployment (thousands)
1980 Q1
1981 Q1

Current balance (£m)

Effective exchange rate (% of base)
1980 Q1
1981 Q1

Level of RPI (% of base)

Interest rates (% pts)
1979-80 av,
1980-81 av.

b

Public
expenditure

-0.9
-1.9
-1.9

170
310

310
1670

1.7
2.7

me Assumes floating exchange rate

Indirect Major

taxes

income tax

confidence effects not attributable to any one component

Cther
changes(b) Total

Helaxation of exchange controls, minor direct taxes and overall




T R R

Gegut

9 U1
LB AT |
LUl
YUt

E*guT
1°gotT
ErsUT
G401

HUgul
2egUT
€rgul
1 qul

GrguT
1'cul
L L
(L 18]

LAFLIE
£ gul

n2Zgna

GhEhS
LOgnZ
ZRLnd
hithe

hhehe
LR
hidsd
hEEnd

SETLE
4 AT
LOonsg
BOGHhE

ogGH2
Ea2he
HEOhE
HIO0N2

HOZHA
Z2nun
2udhf
Y9646

1504
HOLIVv 4
1v gus

nt

N2ga

LT

Yanhl
LHEH
EL1NY]
UIEH

HIGE
LN T
FipE
Chd

IhtE
Uide
hihe
I8HZ

Lign
HhEd
Liny
B0y

Yebl
LA
LAETF
¥l

Bhid
THaE
hue
LU

inie
beLd
Shye
il &

ISEL
WhLL
LF ¥ ¥
YULL

LT
b W1
Yaulc
YOnue

uFgrl
1 LEGLT
LLT 8
P
1ty
.—.__..___..-...
BULIV A

(2]

Al AK3

* S{une

5l HUg* [
W

L I -

LRI

Nnegg=

RIS
na2gue
.__:-n._—.n.
o § LT

N =
Ngl=
nel=
Ngg=

-_a‘-l
n2y=
nzi=
13

B IYE
ongug
BOLuUE
ICaLE

nl n -
Bal=
alT=
U -

hOUYL
ZOnYE
BLLNE
PRONT

cr0LYT
LowhE
along
LT hh§

GUL -
Le2-
P

P LR
P2uhnl
fuEnl
Py 1

N p=
feg=
Wiz=
A1 t-

1ak23%

= e m = = ow - -

Lh=

e oL

aaEh
PHEn
LAY
D0&

L=
L=
HA=
HE=

114y
LS¢H
gligy
L2

L}

Ll
Ula
khe

Haly
UgZu
YWY
LEnL

ﬁ-_.._n.-b
2L0%
azly
shily
L ST IR )
ury Ya o
Log el Pl
bl ChbL
Lhg Vhpld

ntiny
a2l
frls
Ll

YZC
Ii=
(-1
(L

fagL
Uyl
el
LWLl

LHOY
2049
Z2Len
Eﬂi:

Hid=
EHE
g
rLE

- - -

Enief
n"a1et
LLGET
LT R

bl ]

naph

AJJIpadS

* SOU09 aml
S1H0ax3d rIrls
v

mel i

(EETE- 1L el

1

G2
ouGlé

1%

@npa

RERS
ungg
HiRG
165

ange
®*09
&u0G
Yogg

#e &5
YIes
fogg
£755

CaGg
LNg5
e .D.ﬂ
Les

- - o= -

i VigE?
27007
uzgE?
I vezg?

CE oA

HIrY

=Rl Ly

]

i

[P ]

LS¥IIENS
1TIT0SYIS i S3ITha SLEL

FOTLT

TTLT
SEOLT
canLt
LO0LT

T20LT
CoGuT
T=gLT
waapgT

e al
[T} |
L9091
og2a]

ErEST
GLEST
12651
72657

v L]
Talya

- - = -

1 syn

n oMHEEe
¢ oui=
P
T ¥lE

[ R L
)
2 Mm
L

L T T

noMgs
£ un
2 Min
T HLn

LT L
£ N=
£ Min
T Ml®

lagao
CLHIO

- -

1TAY 4
genl
T

-

40 L¥Wap

L |

'y

- = =

LBLLE R |

FS

F

»e

-

il

(Y

Liwl

- - -
fiSeT
BLEL
Hialk
Liol

L AL 4]
1T

- -

El :..ﬂ.—.

T Sd




1433

EXFLAT ROMA SMEIOTIrtg [usy
LNCHNE-L 1330S HSTLTIaE S3UrTaRE
C3UN 1JX3 =7 SITHISAONT 37TJE0EIT

WS TLIMY UNY 202261 ROBES 427g50p4Y nigTlled = o

bl

- -

HEg
153
L1534
T

Ly
(L=
BoE
Hhi

R

LT ]
(817
€9
C2H

L4
ulg
big
158

UEnE

Y1eg

nhEg

€LGE
L0
JHni=

FLFT LS
ot

HGL®

YhHh
chh
hikh
Uikn

_.:-___..-.
eLug
HZLG
L TS
ugug
hZ1lG

E¥eils
e9lg

LAvs
bl
cLbh
LU ]

enthl
ussng
ynsoe
Yhbh 1

WLy
MY HE)

-

R_._:J-

Nyl
watl
an4al
&6n"1

L151
gLl
LT
1n91

iyt
Hhu 1
GaMl
LA

DaLl
GyMl
hiv]
I4kT

2l
L
HiLa
e f

LALLM
vy

QhIfT

oW T
HerE
SO97E
TShE

GHRT
gohT
1ant
COnE

L
a7ng
HEST

ﬂ..-n!..l.

LEZE
hia 16
HSTE
LOR2

nengl
[
WELT |
gne2l

[TIATHG
LNy

UMY SnIUTLrHaHS e

20 LMTd uINen

JiV1S 34l §rLLET hOMa

.

-

TONLANLIVANNYA 01035 21 Idid B0 ONY 358 SKILATIYI (1)

£Eh

“En
cEh
(2]
GGh

L¥h
2eh
Ly
Bag

Chth
Hhah
Hin
iy

NHE
A
-knm
nhy

Bhpl
Fuagl
RS T
._.-_-I I

-- = =

Hha

niz2
nug
LR
Lhg

EhLE
LEE
LOh
cln

L%
€Lt
0%
YWin

£HE
€L
g
Lhg

Lhel
B
nyg i
Ltagl

vi5
AL HGH ®
E |

SIYILI0

P L

veth

GLTE
yutl
gL
sarl

LLTE
niayl
®It)
ROl

R L i T PR S S P

ot
HLG
UEgL
Lini

GLal
L
Y5
Gl

AR L
Lhghn
dnpn
-t“ (1!

S42lpeds

I.F.U
1w
L ]

L s

sL

e

cL
cL
SL
cL

LTi]
Loy
LY
L?g

GL
cL
(7
L'

LIg
Ceg
ung
Cag

i
BS
G
=21

u2g
..._._.m__
=g
weg

0=
[l

_r‘_“_ 1
w21

o |
¥1a
rog

r.-.h

nong
nug
LT
ney

#alg
voge
vegg
yolg

El

EIVs (190 |-
Ha VAN
o -

10
A

A

>

- -

el
"
]

- = -

wOL VA F
Calsnrgy

15%2

1*JImje3n

T 3 valee -

Cag

oeg
a:n
626

f...uﬂ

LES
£og
reg
acG

L1
feg
cog
wig

.Tf-w
ceg
ELL
17n

coge
ep22
SR
ELTA

- -

TIVY
-

T

-

L |

MYy 4

Udvn]4

LS Al

T e

1 uLe
T
L - B
T

Lo
£ wc
2 wn
T HLT

e m s s s Tssstat st et a e

BT L
£ xID
€ M2
I Mi®

" MlE
£ Mn
2 pLn
1 ME

£

-

- -

145171 §

LLitl

- -
DHel
aLel
vial
Liel

L B B P
LTV OSYISISIITed GLAT

v

F Ty

S




ERE L

XAUNL S32THA LV Lde WL Ad L 419430 5] AV INUM=INV] I¥Ip 40 IEPSYTIA STH] (T)
1534 ML QL A1¥ALae UNY *HLOY JITERA YNIUYE]=NON 01l SEA43 IT10A [ £)

A¥d S4JdE04

gl

Tdvwl Sluj N

T

S4unalid

AHNTIVE UNV

JUUE JUTHIAT URY TS uyIYS OnY I0Te =l (1)

DuGhHE

B2Yuz
gTHLE
NhiLe
tanuz

Leese
toLng
DETh2
f2Led2

R R T e

912ed
HEolLZ
H21iz
TEowe

Litbl
GBHEW T
5541
TOT¥T

T
DaEYEH
ST0%H
FanksL

- -

T
S 4w
e

ot

h Llb

2°L6
L I
h 6
HYgh

-1
2 *ont
S 00l
Le0ni

h*onl
1*poi
6" 66
:.-.ﬂ...n.._

H'qE
H bb
H* L&
LR
2 *Hi
1*oni
1*0ni
HrEh

S HANHY A

i

W

nnt
f

L2102

L*hal
SUHHT
UiEul
[ R =¥ 8|

v g9
L7E9T
H GST
LTonT

b Ghl
S Ehl
¥ 0h1
ETEET

Hihel
bttt ™ |
nigel
s'0ert

PULul
HE0uT
U inl
bl T |

L #

JUVHAAY

Il
W

nEye |

FEEl
a*2|
gl
L™nl

wrgl
Z2nl
c 'l
h gl

T*nl
u*yl
el
Lol

.—ﬂ.-_l-
Gy
-1
L0l

U-.ﬂ.r
nenl
Lol W
L 6

A1H

Lo

=

B =

LA =
2r2-
1*Z=
Fi

0=
"0
a*n
L R}

.-lm
£*n
20
10
H*0
usp
usg

I.qlnb.
i

dasi'

e
[TEE™
L'y
LR ]
<"
- Tl |
Lt g-
€ =

SIWIAId A

5

L

Wt

L
L hli
L*gi
LG

Loni
€ nl
Hegl
YEC
rerassnew
L*gi
H¥n b
__....-J..
BT

=1
hp
"o
[t}

Lohl
L*#i
ure i
L'

1

-

CaLwyIYs

ro

Loni
L
Z nl
s el
" GL
2 nl
Sgl
a*gl
L

1"t
£*nl
Cht 1]

G AYNTH)

1ifW Axylve

wrgl

bl !
crgl
usgz
¥ 12

Tl A 4
n*+gt
Vel
LET S

fonl
L°T1
211
-

et =
i*9
£'q
E.G#

u=gz
Senl
PS4 |
L )

gV~
2

- = = =

4b
SHUHVY A IEFS+MAY ALMA4TILD FLVALMG 2TwNS
UNY Stoyw

- -

Z'G1

ccl
Zegl
LER ) |
neal

E*nl
T*nl
ARET
L*21

LR T L T T T T e

wegl
Cal 11
L £l
c*otr

£'6
Bl
2*6
Ll |
negl
LRl |
o*gl
L

1 wL®

L R
€, LN
€ Ml
T MiA

L Ll L]
£ M2
& Hlf
1 ML=
5 HIT
£ MIn
2 p1"
T ®1f2

h MLM
£ Hn
€ min
T

- - = -

TYLO0

FIoEuINY

v

d
¥

Bl

R

Lipl

UHET
Binl
HiGT
Lind

ISYI 04 000 O30NUD AN
AASIPTY ATIWhNST 35

Y

WS4 e

Jave

- o aw

[

&

ERLI]

T %54




IELBEL]

. =
£°gt ¥ - o=y n*{oe Gl hyZve Fhuh L ROTLT TN

HYinl

vegt
el
vl
Hegl

T"hi
0Ll
£'9l

e*gl
hegl z2'gl
£*ol 1*51
55 CRFA

gegl

£'g 05l
L2 hepl
1*g oLl
T ol g2l

£zl
L°gl
£'al
z°cl

e°5l
g0l
6*el
erel

R .

un*s
ye*nl
Ug*sl
1" 0]

H* hisl
PR
1*GE1
R LLE

u2ryg
YRS
b5 h
Lu*hLY

b A |
Ll P
1251
L oY

hrghl
hiGh1
h gnl
b el

LH*ST
YI*nl
LLEA
=Tt 4 |

L1*%1
LT |
hh*xl
nZenl

T*LEL
heGel
L*1T
Hrgz|

AR
Hlptl
ey ve
LNoug

Llgug
bLiol
bLZVE
LU

elael
Uhaol
Ihpol
bigel

L LR
H2nuwil
YyugpdLl
MiZnT

Chgy i
Ay 1
TFL4a L
GLLYL L

LA
GEnht
ey |
wlnal

hidhl
Rl
augh L
2hunl

faunit
Zhisnl
azgni
c2gni

ind
Yohl
g1
2161

RRGT
Ll ] |
Togl
egl

fanl
Lot |
1ng1
*hhT

wezl
bk o |
w221
Legl

FTILT
hEOLT
CCOLT
L90LT

FROLT
Foeut
T7gLT
TR |

aci9t
pogat
L0RGT
aE 29T

EreLT
OLEGT
TegsT
2rogl

h HLP
L P R
< HIR
I H1M

T
£ ¥l
2 win
T Min

n oL
£ pio
2 uLm
T win

h HLP
€ Hit
2 mym
I wLD

bLol

BE s s E et g am gy . ST -
.._ CR Y R L R e N T N N T I e e e

Liel

- mowm owm e = W s omom om o= o=

£'nl £*nl LA %0 A 261 Yhenl Ianug Iegs LT (TS
n”:F c*gl 0= nel "rTE9 T4l UEpuE #n1g hOZHG Ousnlel
m.n Lrgl 1" 91 g | RHE T FELLY | LEA -7 ing LT LI LUTEY
a9 gl 62l Le1= w0 nege| 2%l HIghL 1ozg R HLsLLel

DEnEY
Fulga
0 iy
LY

' gl #ihl M-
Lozl 691 L2 L] LT
B8 g5l nth L2LT £ hni
Hohl g2l LY e - LT2EN
=il SATHY =
547184  *dSlU LFLH =Ml oL
vsmrmu AMNGH 4d = =NOL LR[S = = 21 Hd ULy Minjad  wruee =
=40 4V3L SNUTA fad NU 539 SHDD SUMIAYS w3e “did Ea%* 02

nt L] 5 L] L) »

Tug ey
1200

e Ly h

Il |

nuZuy

wuGug
kh"hi CiGLL LT 1209 L L Hiel

= L2 KT LWhpel LL1TFAS =115 nCRED Lied

e 1111

*d5Id 53 TWY-  Sagy

S05%
n21q

[75H0
T#1u0

UtHe 1
blnl

= [T
E4UK1

- - w wm

AENLIV* 34X T SHTANE AT
L3HIdS

wHS S I 2T &4




£l

o+l
g gt
RN
E*gl

2°gl
he 5l
£0i
58

(U T

LR 111 ]
L0061
1*Gul
hrLLT

b A |
£ 691
LBR-1 |
L £

L'gt

1*cl
Ll |
Ll
gral

Lt
e

Ll
gl
20l
g5

gt

L2t
urgl
eni2
L6l

L

__l.fwm

Ll ol |
urgl
c*hl
i hi

=

L&
L&}
o

¢

T
o
5
n

NO Ud%%H S33lunl

"wHi

G217

“pl
"l
“yl
g

HEZ2T
negt
Leel
L°T1
"dd
e
bl '
Cr

el ol |
L A |
Lol |
R0l

Wl FTHTIIL IddT IHY

Hf U3SVH SADTUND 0) 4 Y21 gy

L3345

yolLZ

L pYe
i*guz
€7 0Lz
Urnhg

S°Hud
[Tl £
LA T
b gug

UriL2

€' oLe
AL T
UTgag
R

urEN S
e*cee
il AT
heGgug

"2

& UUE
0*lhe
a9 wHe
1" aYe

a*pye
o*lae
n*gLe
Ll 5

1192

CRL-
L1562
ey
v o2z

L*ge2e
hrglZ
v qu2
S 16T

ont =
_ﬂ..—.T:.-.—.m_—r

ont
THY SLIHT

0°G.2

-

0*9u2
FraLe
Frend
Cran?

hTGEE
h 522
A ne?
a*glz?

HLIBT AT,
:u:.rw Hli.vn-..l. |.-r-..F
hAET AEwMNTR
Td® I53HL (1)

I u1m

R L
£ mps
2 MLm

I oM™

n oMM
£ HL®
2 Mi®
Lo L

- gw L -wa g mge g tama
N BB E g e Fa T gy e R e S

£'e
L*L
1*g
Lol

£zt
L*51
£'91
e'gl

1°gl
L2
9'e

Bkl

LET-L
éTghl
weanl
LB

" LR
Ll =8 |
L*IRT
H*gel

:ahiﬁ
hr221
£ anl
L* 21

EVIA"ATHG Uni=gliel

NO HY J=4
{rawv

xA0n1
"hvds)

18
b "L
oy
5%

n*gl
g*al
nrLl
c*ql

w5l
:.ﬂ#
£

H*51

RL T

B 2L
6L
b Y
n* 11

L*hl
2791
L7991
B hl

h gl
usg
U
95T

HAHLD

I

uey
£ 6
L8 7]
e* 11

he0l
neel
£ el
H*hl

weg |
__.rﬁ-
- -
yrzl

SANINOSWOD Unw X 4um]

L=

£
L]

-

=
L
T
]

[
1
1

n

st

170 B

=T:L
"L
bl
i~

:.F
£
L9
W g

LB
n=gz
LIRS ¥
nraz

"B
"l
e

“nl

gl
1<
L

el

151 10k

G2l
LR A
1°L
_-—UH

HLTE |

Iwlde HO4

Y gue
c"pbl
¥ 'Gbl
i)

LAWAC D
L*hel
B IH1l
[ B TH |

¥ Had
Hrged
utget
utgul

apul

Tiulp ~

i=1ve
geinl
[l Y.
1*oel

Lradl
Wegul
= QL
LeoLl

B RS2
hi2ed
L col
“reel

i
ECTLY

-

-

L°lue
il 119
n*oge
T 1ed

cegle
£l
g LUe
foURL

crave

ntLneg

2 lee
T "uue

HL

-

*OML*AvN

h2HT
LLE-TR |
ZoTLT
hZa1

crggr
"1
n*gqt
Lol L |

CoCn?
kG027
¥ ELT
w2197

el

auIgAnM

o*qDg
7+quz
agoz
L 1. |

FrELT
T"261
1" 161
L*hET

17652
FeLEZ
reguz
FronT
TEe
fingd

CR G
£ nin
2 MiO
i T

LY L
£ HLT
Z Hi"

I BIY fiel

[N |
bBiel
Wial
Lial

- e m om -

(LIS )=n] 4%

HOLVI43U*Caxd 5Nl
21 1t

HYAL LSV HAAU S300LYHD
ot [ "

T R T e

VLN 3D e A
i

HULY 4400

UDNT=hmiEL AHYANYS X U]
o - Ly

FHNLINN AgE T SHAmpShnd e

13H23FS

S47IHd 1Y 3N
? T

- o o o= o

15737804 UMY OIUMDIIR

G374 V]I

L

- -

ERLLY

whhd 30T 21 54




1d823%

WAL SIUNTINT SUIMSHIAYIT IPQHIS SINIIVI SANETH
LHAWLD IgW3 S79 UMy

Ay ]
ITQ ¥35 HIEON SIUNTIONT (2)

L2ul
12410
19l
g1

L= r

ueg
neg
_wir-.n
55
n g

=
L'

Tinl
augl
2rEl
Icgl
Ly
LG
_r_-...k
WG

nhg b
Tagl
crel
Fogl

LA
LT =
LYW'g
Leg

TN
cTnl
Tagl
Hegl

h g Taul
Hey [T |
uts ciwl
H-_.._ n_h-._.
=i Sa gl

¥ Jrddwe W

SIWNYd JITALEL EULD3S T W00 ONTUSYL Mok S99Ne3 IT96id (1)

W T
1261
THE T
w91

LIGT
tianl
Ghel
LEnl

IR R

Sagl
1451
Henl
aug1

fhnl
A£91
ShLl
vinl

ShLT
5nl
Sinl

rFavni
(L 1d0]1m

AR L0 JoR Il = -

']

ungwz

uRLug
Ehiug
CUTEE
LHOYE

Lagua
blayg
LEGYE
nEGYZ

LAY
YEGYE
LOGYe
LEEUT

BERY2
hGRYE
L8] 4.':._.“
LUgys

CEFLT
Ylgyes
nEoY2
LEnYd

Algeas
EMQuEY
4

*

BignZ

naen2
Linnd
nggn2
cEgng

eling
¥SenE
LEG=E
HIOw2

bhGTE
hEENE
BaET2
ZLgneg

LT
uagEnE
yugn?
ehpng

VLT L
Lhpng
Legn2
Lhgn

Satifing

7104

RIEZL

LIS |
RUEEL
skt |
cige il

faGel
LT
UYL
PRYLL

nuae |
nlaen
LGl
RIGEL

REGEL
neGelL
Thhdl
DeEnel

fEndl
L LT |
NEGE L
UL )
Saligu
(21EJ10

uegg

lopg
YEED
=02
PEOL

-_I.Hh
FrIL
6221
:ho.

LR R T Tl e

Ll
kOCL
LPCL
Heel

Hesd
~ogL
gL
BELL

LT
2Nz}
LI
hEQL
Sehny
= LAsgl [

RYEIC T ™

1 kK 4 n )
5

074
]

ol LT e R P T

0805

F0G
£c0s
LT
sc05

£00Y
1215
wTls
P05

Lw05
ST0S
T20%
LTO0%

ZhEh
CLEN
FRAR
Tr1a%

neog
Caly
LEd i L
whEn
S4n00
(T}
AT Wi
i
T
e gt e

I Fe a0 lem 3

-

LV Rl 1011 |

LT
T Min
e Mif
T B

LRI
L
E T
0 T

blol

®Fs T afang

LI T

MLm

2 Min
T wi®

L3S

Wk 4 B




HULaVH

1

LUt
EogUT
2 gul
hrgUT
[TEFATH
ATl |
HUGUl
-l LA |

Ligeh

503

T gus
11

14%233

T037FT0%3 ST L4veduly Unw
ULV IINUATHS 40 1dVe TEloLliet WUEd) "Nyw 1335 J1IHPg w3HLN Avw *Jegep 93x3 (2}
THIOL 6L W0Ed *Hyw | =YHJHIY + Sl IPHdlmg I l8¥d OMw *Qegen MY (I)
Ukt 1} e - T G- 9* 0= L p= o*x Ir
e*0=- 5°g L70= bg= L Ll £ I nwel

u=o ¥ 0= L0 vsg= fig= 5 ir

I
het £ 1= Yy p=- &"0 LT Z= LTl | L ALel

L b 5% 2 c*9 L el L= bl | 1T
L 2 2 HEgl LA L%6= L L I wist

HIIava pvasy ¥ KO SIONYLD J0v 1 MI3JNdd

SEIIT Lo~ | L elT n*aY FeniT &=L0T 1T
o=T1t1 [k 3 1] Yo el Ll b ] usenY Lot I fugl

EroL 05n1l LealUT L - "t h0T 6 quT 17
S'NIT bt 0 L § Y eUT ToEL Hen01 T°901 I &Letl

L*aUT SOrl Lg0T £ EL 2207 19071 I
FraUT 0*al LLRRTIIR | 'S 20T n*EOT I #®int

L*hUT 620l L°GU1 0 T o0 S 10T g out
Se2ut 9*qnl E¥ThuT h Ed £°101 hrah LEnT

00T = G281 SEIewrn ¥aim]
LEHUl H206e logget 29l Phpte £IgLl LHE LT G208 dnp2? cogga GLAL
HAL W
roy FIAHAS LU S ) ADIAMAS  12) (L) (L
1503 + S0009 Va4 SYIQLS o+ SO0049 AnT I¥104 Al SNy LrA% 4
BOLOVA  S1HQdW] ViDL AMT SIH0dXA JAVAlEd  ARNLIONTEYS ST sl
01 fa 7] ) U] 5 ] L3 2 L]
L5%3kny ONY GepL 13
TALSWCOY LTINS IS5 534 Gik ]

e R I T T T R —

ARILION A4S 40 Lu¥mkrg AT Iy
LAk 3%

WS4 e C | LT |




LT8G

L]
9
L*'96
LA L.T7

L 06
1*16
L 66
H* 66

R R T o e

L*Lo
Y'ib
o=not
urtot

Erenl
e H0T
LR RS
6"CLI

G
LN, T

9% 5=
T

1*ib
Ll =11
Bl ]
S*a0T
ELLET

AU
BhHL]

2ATHIPNDTY Jd3=huki

lal

el

bl

151

~al

nG1
051

b
et

LAY |
HE T4l

TR
Mo

tal
e 1 |

“H1

Lhl
RY T

FELEE

rilldd SAM0cn ]

L TH

pe ﬂ_whr.p_._

4=

Wl

wu LT

w2
w2y

1aq
Wi

Fal
Esl

ZUgnl
Lown]

LA
P2kt
H'Gk1
fGhl

2 Iel
treet
ULFTE |
n*pet

BoGLl
neglt
cgel
€ 1el

u*g
¥'ol
2" h
u=yl
n=p%l
ULVES
£°nel
LR

4] 114
=L
= =

151
LA

anl
¥hl
051
1

inl
Lhl
inl
Ghl

Lel
ag|
egt
L2l

n*1
osq
ool
ool
oGl
HWnl
Ol
el

(¥
L3321 kd
¥ 40
X0l

ot

g

oA |

ehl Yal
Lal
unl
151
Tl

UF3
Ml
HIT
LR

(A8
LNt
el
iy

LEL
bl
LLF4 )
Bll

Y01
enl
al
CTIN |

PR
LR
LTl
LA |

L7
1 ul
[Tl
0=y
LR
&nl
gl
Ll

L*H
WrZl
ney
e
el
il
sl
ni g

SV L A

SIUHMAA Y Akt
=[ 0k L
=[VMI] S AD] g
3 W

R

wg
L g |

LA |
G
thi
“Zhl

nEw

AT
orl
LT
221

LTl
uTl
ol
a7l

L I T
Ll TUvRRUD
L

ay |

HWel
wil

sl
nEl
L2l
Lel

LA |
ne
el
22l

LIT
ol
Lel
nel

Il 4
u=nl
L |
hel
el
et

0140
23%)
LU

LES|
®2T

21
c21
L2t
el

P
151

LAl
chi
HE T
BET

740

sl
L Lo !
nel
GEY

L R I T R R e

61T
Lil
G111
wlT

cll
cIT
cll
[0 §

g
L*h
YL
=g
LT |
LA
ull
cll

hgEd
....H_. -
R TRLTLY
LV TS

HEl
81
nel
-2

L1h
i1
T
IR
- - = =
PR ]
Y
T
LEFS
Wy |
UL
nel
uil

HItGaY
L1rsN

ugl
el
cZl
Ftd §

atl
Lt ) |
TLl
oyl

27Ul
Ll 1
gl
0o
|
onl
nei
201

-

unn

1 51

¥0F
=
we
L
LA

U
I&T
ue g
ue

g Fwn

Bel

oc|
el

101

"
¥

gL

Hig
vl

-

lYel

et
LD

ar g
as|
e
2

< ¥in
ﬁ M1%

H upm
£ Hi%
& ppn
1 Ein

LA LR IR R T R e

CallEa

3 Tey=
€ A

LAl e

CIMMTIETA RN NII 0 ne

£

4

w1
[ |
L2 |
ATT

¥11
ury
unt
CLE |

" 01
weyy
l.-ﬂ.n
Lep
nl\u.n
=T
.h“ﬂ
Tn-hﬂ

=321 Md

1RGay

a1

- = -

21
ETT
0=1
art

BTT
LTT
ar
art

Carti-
Iy
[

- - =

a MlIE
F owe
& WLT
I pi1®

LI N
E Mi®
€y
I =10 fiet

HI¥RL /OY
FYWEL Bl
Lol LN
WG L AL L
nuel
[-F 2.0 §
Hial
Linl

- - o o am




s ————

13823%
SLIHIAU Udl SSIT UL LINGAHL A ST 40 IAITA [Ed]

SROITIIw a¥ 70U A NT TT EWOT0I*H N it

wGk 1l 2gl= g Shi= fifad = elUl 66 Ints Y = e9T2T  ACU2T I WL fuel

91T g6 (] | FOl= 7= ZHb T8k COsC Wil= SILTT =0Tl ®» Hi®m
Lict g41 el ngi P he L= LGk QhHe £50¢ = GOTTT 192117 € Mmie
FA-T-4 1 HG= 4 E2l = GV i= FR L] OLwe BSLE bhle BETTT Clmnl 2 Mp#
eret SRl lo L Nl= Lad= (57 5L utag L0l £ 2101 AO90T 1 MAY UWel

Fui =l hyl Hee Ll= LUY= <O L9 LOGE Ll G9ZNT TO0L0T » miP
Laul £El ) 04 Uh Uhti= (4] 194« Elng L CLZNT eloaT ¢ Win
hak Fre 4y gy noi ELEU 2fid hiihe ngae I = 951AT  "GHA 2 HIP
S8l Blbal= Ed= Hibg 212 PR Bhi BTne HATE IWIT= 1L54 AN I MWLM mEnd

et BT R R R R R e e e I e ] .-mltm.-l.um-u..1lr1.nv||yn|-i|v+on|¢||-|-n|.n|¢||||i
2Ly ThHY ugh B h 500 L - b hH Gfhe HLTE b= &526 LEFSS L L
S1Y LG 5l fey e ELATS bhl 56k« Lirs £ LY = LT 1608 £ Hin
0w ok 6l B4 cag Uth= bRy fove LOg2 Vil= S2RN ELFR ] ¢ HIM
Fen 1Te= HYE= ugeg ag LTS eldL £5ee hog2 Lt G LTS HOnE T Hi™ wipt

H50% HER gig 185 oo 5= Lid h9le Unh2 = 16T TR B HLH
224 Lik Llg ngg wnj WY = Wl cals G0RS W= wEon oL § H1A
21% Ant= 192= uly ¢ Lie= Lhi nzie tap2 bif=- o0La 264 & Min
Zh Guti= i th= i, g1 Wid= 4Tk vl hlG2 HNh- Ya9hn naug T MWL™ Linl

L m e o= = = owm = m oam ™ om m = owm = o=

hp g 29% gl Ly o b= Whhg= Trug ZI%IT GRIGT Yk Defihh  wEhes [T |
Tqgug Ghh= LI by “lel iy WU e Lhel TELLLE B 1 T o o | nfl= Ggu nn ecrgpc MLkl
gIng 264 ik wigT iy PlUg= gGh2 NlYe £q9221 RLTl= quaag Teace Wial
Sl PR 15 Gl "k G l= mhb LR EESTIT mmil= 140CF iwlPC Linik
|.l.|.l..l..ll.|.lll..l.1 I|.I.III.I.I.II..-..II.I.III.||I|I_-I.
) {T)SaT00

TV Sk INPIVE 420V 1Te . Iry ASMYHL Ayds Al ANIG LA SO0na SAnUn
Blel®0d INFHHAND 1TiaHeid 21A] UL i LHOA* | LH0dX Y MISIA  1HOSST | HOEYD
21 1t ut [ o 4 I

- - w w om S  = = - s e ow W o W o

LT IIAEng My 9nT L TNdnn
SRR N RN LR LN AR )

Pl T T LTI T A hamy

a4 AP0 2T N4




LhiY Lif=

QILY
9Ly
Ligid)
0a1Y

Clg=
nog=
QRpE-
1&2=

LiZ=
hHE=
UE =
2=

w80y
hhlY
T61Y
ULES
24049 Igg=
2L049 D=
9hG5 SEZg=
AR cig=-

52z=
VEl=
FoZ=
FLT-

LO0LY
a0y
LZLS
6i9s

Qlios2 2611

Fhikd Tnll

elgkd LAY

urilae LE -

¢l

LB {+F dOE
Fl G

sy

uggy o thl

12y
“icy
uggy
THnt

Tal
Byl
Hel
L Th |

(e
miil
"L
LFR §

LIty
Heé nY i}
LH Y n
P-4 o
FlnY It cug
cagy AT LT
1L TY 2= UL
1214 &= LLED ]

Y 7]
L L1 ] =
IS H=
e 1g% 1

Rl
r....—
¥H1
Rl

WiZuz 1
HEENZ (=

LS02 + ey

Lighe - hivy

“1g
gLAT
It

UL
neg

T A
=1534 N34S
0l

Ly

Ny
Mho
hey
LR -1

_._._ﬁ.:.‘
Igg
uyy

b

am
mLigy
iy
LRIV

1ha

LA
(s
..n_...._
Yig

nw%—.hl

hlL
Lhl
et

gy

LNIL]
-.n.‘ iy
oy
nig
T -
Thn
Fin
nZn

s

L
cay
Gy

Tiing

gk
“hilh
dHaH
Uinh

LA
wenG
L2 RS
LR g 1

sEamEE e,
UG
Ih0Yy
Pl h
Whah

Tigh
L 41
[T
Ahin

b
"Lobl

LAY

l3adds

LTA7

19%
2up
L5%
LAt

Baf
E&y
=%
ey

v v
i B3 1%
e __.__n

°ry

AR5
[
g
Lug

LT
R
TV
Ul
SIFNLS
RS ]

'

SAd]ad gpal

13E2 3%

L¥ SCMWG 48 §lungy 3

:-N

= - om om o=

I wi*
=

Tegn

Puz
rn...l..ﬂ.
AP.JN
e

LPFn
Zegn
CETh
(S ]

LT L
T Mn
2 upm
I =17
e
’.“N
72
..l.‘.ﬂ

cogn B MR
HETT £ Mpe
Ll ] & ¥I*
nogy 1 wire

wig LR -1 n oMLY
wo T Tagh £ HiE
.r:..rN V.-ﬂ..... 2 p™
LP2 aicn T Mi"

Lo
neg
.\..-N.
niz

EoZn it e
Chan e L
L-Fa.] & ¥in
Cr2n I Mi™ Liek

wagy |
LLETS
(LETR ]
gezLl

L*g
fﬁm
Lol -]
LT
L4=Jpl~
# SAlWE

= = = = -
LT
inl
Hiel
LLnt
- - - = -
 Lakhl
L i)
¥

CIvg STl MR T

&

IeTy

Ry o7

4 e




- -

B95L

L¢5L
hd sl
fenl
neLl

S9ZL
Iahi
9oL
untL

u
u
I=
=

119
Ly
BwUT

uul=

0s1

Y2ud

ns1
nLt
951
qn1

Lhie
uoLe
hyus

anl
gLl
nLlt
54

£19e
£99<

SEhe ]

L R e N I N N

gniL
Uusgd
RYIL
RilL

Li=
L]
5=
i

h=
39
ch=
<y

elny
legy
UbgYy
lagy

nepLd
chnbe
LigHe
lug49e

v

-
L]

=
Fu.l.

A=

Uls3s

w1

q0ne
fEEC
Ladd
L9de

G6
6Ll
hiah
96

9=
G=
£
&

151
62l
99%
Gk

LSS0
GEie
S2neg
LEng

Fu.l.
G=
&

2¢9
LTRSS
fhiod
2hi

eloll
LT ]
ROkh
i T
Mo L
LN TAN]

nl

0
&=
(]
L]

(]

*dalk

Ll 3

wir=
UisdH
SAENL IV IR

el

oz 0L FETl

ungz
B6T
Wil
LT

BYL
W4l
ehl
6Y L

CARN
Ul
ggn
LEDT

ngs
Utz
kY
Lia

YaTl
e T
UET
LT

2ont
Fhs
feni
hig

GkL
bl
end
6UL

20y
hHO

¥1g
L

cb9
hif
£ie

Lo

(1T
iET
Yaf

bhRT

Liu
g
LY9
By

FhH
LU
LIlg
Pl

Yhl
Hol
el
w91

AL
I
up
L2

HeG
n_?q.—.
P
[ 51

Hug
g
LT
Ihg

ik
v5L
L Lr ]
L
HIY 4+
Saliis

wune
GRS
Lh9E

1i¥2

Ladh
Nae
L16%
LEng

Wik
T
L% he
e

SUIQ0Y
HAMLO  *shOD
F._l.m__r'n—..—h -
[} oL i

Ve
"Lldv™

i el

LLE] &

(75

511

HHE0E

cile

0tte
£Fic

EL T
hiang

a % am

eLng
LiDe

LPR 1
656 1

Ll
nogl
o0 |

argl

LLEL T ]
L

1L

gunl

LTS
L4l
il
L4

L

[ITHER]
Youl

ekl

TR

g
Hell
._-_w_:a
1nul

PO |
i
Lutl
(ERL

ALY ]
lued

Ll

FAN

M)

3 AHL DY At

148233%

Loy

chS

£y

Lo

noL

- = -

sa0l

1 WL~
o

" oL
£ M»
2 wn
L

[ L4E
I (1L
I SHE
I taf

HY
LY
94
iY

LBS
[na
mng
ore

ML
nEL
uvog
\og

oL
FiL
hEL
LI+

eonl
L{ogl
aon |
20l

R
£ Mi®
FRTL
T omi*

I LYF
Fit
00g
I 147

129
559
5&0
HODG

L4y
VLL
69y
wZe

Ly
gy
Ly
2

noL
lah
B
e1L

LT
FLOT
g1l
ocol

Fagead g f g ®aman

gan
UL
2na
m.u-._.d

g 2L W Frotl
LHa ce COH il 1§
L Hi's et =i 01
LIA L] TiH EAGE

LT
¥ sl®
€ ML
I w19

1 apg
GLv
LY
Sy

L4
1 DEe
Mg
I Lif

Lha

199
LR
Lfhy

[
LY
in
e

nTol
n=tl
astll

L20
GEoQ

1]
G20

L]

L - A
£ uE
€ pi=
fia g 1 ¥

LY
oz
TEM

*Dé Liol

bl
2ey
(TR |
i

95TE
YZig
L
uisg

- - -

o
hOHZ
ThET
nzZnt
13 T &

s LT 1} (T 1k
- 2 4 0

' ¥

-

- -
ILSTON
[-T2.7 ]
Hinl
Lind

ngzn
geen
OECH
GTan

FA T
bG5S
ugec
[LG#

lafl
Lol
121
gt

_.-

n o &
eI
JL5E

AT
"l &d
vl 4

Ll

€I Mg GLAT V0] Tin 7

- o o o o = o

- - - o m om owm - - - -

af ATy

Laljad Qi LY SR Jf ) uiltde ]

T

Wiy 4 8N

1

54




PMIHLY CHY SdINS eHIUnTJYa (R §)

- = m = o om ow = o

S1°001T G *HUT v Zo CLa TN AU T4°%01 SE*ull lEs"1 EER" NG 27 ug I o»L® Ivel

LRl Eh TH=gup I1Z2*¢h WU HOT <L*mU1T WAR'ROT P 8 ] win*¢ O " Wi acs 1g u MM
OL=n0tr w1*gYL 97*¢chH ZUthl  Mm*RUL TA*"ED0T 121l LEN"¢ Ll - as*io £ ML®
6" He heETIUT DL TH Zhennl wn*j01 0t F R LR LUD" e FRYTuG aj*la & Hi™
L Ak CL*avul  9n*2h BaR*HUL  L1*gpUT T£*<0T B ull LuN"& RUG T HG [={=d - T wi®

LB Ghb RE*QUT  22*2b ZH*HOL = 40T AT"%01 Zucill Lgn=¢ Cla kg 0y *na . M
26" 6h HETGYT  LL* 16 Hh w0l LW wlT AO*YO0T ol gll LPE A nLL™va i==yn ¥ HLY
91101 0h'g T 1] Qu*EDL LL"AUT L 1D § Bl 11 wente L L nTeLam € ML
bl*Be EL*FUT Oy ay L&6"INL LL*gUT Gl "Ys el L10*& Ten*ng [ ] 1 ML®

L I i e e S s

¢5°Ch HETSUT 09*Gy LT IR GhT L 1 LRSI bHE" 1 nuy *eg 0L*2a " Mo
eh*fh ehT2UT 26w w201 h'eb I '¢e gL cgRt i ns WG 0=* 2o £ M
25k EHT2UT @S H GE*2NL  4ntuG nq* 16 un=ni i HERT nEs*wg ncela e 1"
06 * hi TL*gUTl  TE° 16 IL*w0T Y nUl LY R T hEtull LE{ i | nye” ¢o Os*yw9 [T L

LA {1 HWerTuy B *Nk futeng Es il T UL LTS LTI | LY A U ] nc*ga H oMpF
8% Py RYTOUL 92 L LhTINl wh™pg nL*LE QETEL]l SEL" L bl et 1 no*lo EopLn
b Al 01 hi "t 18Uk 2k ub YhTLE LU i 3 Loteul il nap = wa po® [a ¢ HL®
cht i ol *mn Gl =gy H*hi Lol "T*Wh Y b RiL*1L nyn®na no® 1a I MI* Lind

o e A S e - ok - - = I = - - I
LE*hb PLtAUT WPt 2n QUi et tell 0T LD L B | Lens¢ L e 2a (LTS |
A T - Let Sl LT | Wt 0k LETENL LR VIV § sT*e0t sutell UG TR 1] ] [k LS Elml
Gh* ki CaT"all O5"LH hL®I0L rL"DUT vl *ug AL AR Ledn® i CLE 7RG np*ga Wikl
Bl By HH il P L FIT) o | Ly ®dgy G Gprdul Ll CLE " g 2T*¢a Liel

- m E m E W E e o o e e o e = L T R I — - o = - - s o wm = e - e o W e W o o am W oam
LUV SUCUT SR04 HWIWH=% "5 2T ¥l AU L gD " ALVt HIn g FATH "L JLTH MY
"Wld*H10 11a%D  WNSHUd HAHLL - = St =T, PTeal i * N3 FAJLe ® TF ¥ Wil erFr™l) "3 ANT124443

LHIITED AR LSS HE ARSI \ 0 Simldhg = *°
U A0 [ j ¥ 5 ChYHY 3

-

dAA LT ] Senigd W ORI Ye I gy 3 rE Fimwy

MES 4 FUr ST %




L

L*aDE

L VA1
L7561
& LRl
9Ll

£onLl
5 691
5*651
gt 15l

0 6hl
1*5hl
£ I8l
STUEl
2961
9usl
g 9nl
0*arl

0*ugl
L7591
L S
2ruRl

n4UN1

321 bid
LAWYV LV dhl

g

2 'l

5'Y

55T
5*hl
Q..__L—

g'En
1°51
e
e*9

9 Ul
Rl -]
2" 01
Ll 1 8
L%
8%
A
a=n

5°nl
ntl1
Lol |
o

J=e

2 ehl

Gegnl
6" Iul
eraLl
Era9l

he*hal
2ol
eyl
grunl

Geahl
TR
n*wrl
6*atl
crhal
negal
h*enl
Heurl

Gewg !
n*g95i
pesl
B4

x3uni

A%U00 b0V
LY &Un

L1

e

e
L
L]

it
5"

11

ol
ol
el
Ul

L
5

n=g
Qg

e
ﬂ-
[
1"

0

£
£
&
<

It

"9

e
ne

Le
"

1*
e

J=

L]
I

ni
5
&
0

grnal

TR
pE*ngLt
gegol
[ER L]

Goist
B Egl
L
L Anl

ceanl
2°Ghl
G hhl
S 0ni

1*g21
h G5 1
T

CLUTT

GTHal
L4
["hhl
L BY 1

S3IAMIS

o

 LL
21

HlHlde ]

L

L3IHIAS

h ekl m @il 2* 1L 2" 1Al
heul
LBl T 8
ATl
eyl

TR
LRSTITR
*ewl
neGLT

'l
LR
geul
[P |

PRl |
(-l |
e LLl
e IL1
hE0LT ARl
h'501 Leul
LA B | ey

L 0 S

B LY
[ e |
b .-_.._.._n
DREHE |

[Tl X
£enl
g=nl
6o

aa Th B
L*gRT
uegnl
RrHET

i'h
fn*L
"
[ ]

b9
Aoy
ey
LB

S (5 |
DL |
Goun]
P

2*nl
6 *tl
h

LT
LR |
L] |
L

neil
TGl
P

LER T TR |
L*fal
L*unl

LAt B LT

Lo Tl 7114 |
[ 7]

W=l
v,
FRLY

B=iL]
L A |
Mg LR B |
L9 | LA |
Rat'i]
STVALTS Ny

FU GALa A
4

Lonl
2 el
0y
TR
V11 | T=d
ERL

eal TV s aval

LKL

0enl
W hi
A
c Ll

vrhl
L*ET
S LT

£°'b

Leul
9 h
o*ut
e* il

Lent
senl
Rl ]
e=uw

TN
grel
2l

(TRAT

-t

YrOle

L I 1= |
L HY L
g=2ui
Grug |

L0L
grhul
1 Lst
Geny i

LRI T e

S5ini

geanl
Be0nl
Ay

5 lnl
ULy

B 5hl

WEEY L

9*5k 1

L*04L

Lt
Ll A |

LI L

IQEET T LU

13

"

14

HE

ol

g4l
Hegt

e*nz

661

asg1
w91
0*nt
9g

£E"11
56
5%

0*11

941
LA ]
H*E
o*0

50T
2%nl
£°01
0*0

J=rt

NOT L n

HlnY

L E L[

ELLI R

s eng

1"LeT
i-l-..*....-
Lt |
U me

[ Bl 7L |
1*vaf
(Bl 1 ¢
[ BT |

DR |
-__-....TH
LY |
9°vET

[Tl % |
puat
[ B L] ¢
G2l

U gwt
WULGT
2WN T
EaTd

XL

I
3

._- _.1...-...
b ]

£°FT 010z
L Rl |
£°5r
B LT
a9t

B hil
L*06T
"Gt
wrLLT

nU2LT
crgul
1451
6151

a1
h'GT
£Uor
g'e

£e

L°L

e
"0t

s Ant
£*onl
h*ZhT
E*6RT

€nl ke 2al
L*wT 19971
2'9 2l
o'n  Teogt

261
9721

AR R
w297
g e "hnl
o*n 2T
- - - - == =
D i Y
- Tal B ALl P |
SE NS0 )
2 1

= e = = o= o o

- = o= o -

LI H R

Ival

o a3
£
2 MLm
I ¥iI% Uwel
N Ml*
L T
£ upm

1 M1" &lol

L e T T T

L
£ Hi®
& mpe
I 1™ Wil

19s0vnl
e Rl
BL/HLBT
HisLlLal

LT
Blol
Wiol
Liel

- e = = W o=

L AIMAe HI L TR T FTUCN ] FA ML

- = -

1J

ke Jur ) 1F Jay

bty 4

- m owm owm = aw

3 16 3 My

P LT %4




14333
HULLVI JTHddY ¥INlS 40 L™ (A4

- e = - = = - - =

n*not " L Tl I BT 1961

0*not H'» ge0g L
0*naT i L w0y T M1
0001 . a9*n AR Y e Hin
o not ; Ly Leng 1 wiw
000t : 3 2 u £ ng LI T L
n* 0ot Lte £y 50y £ Ml
o*nnt L e £y peTL 2 mpm
oool : 1°¢ e*n 2 2L B L

T R R R T T P i e Era s m st e g

0 0ot [y g e Lt 6B L g en LT L
oront 0w L°F 9% 1 G L L )
000t it 6 L i | 0*o¢ 2 mi™
0*ont n*w L'F g i L RO LB T s

0* oot 0rH as¢ £l 2eA0 LTy
0°not 0% £n Ol hrEn § win
n*ont ] 1*n 51 g En g ¥1”
o*00l e "H h'T n*i d ] T HIP Libl

- o = - = = - e g o o =
otoot [y 0% Lhl o F 0Fel
o*nnt L e 5 [ el Eiel
otont oy Fi .l Hiel
n*ont n*n LR L] Linl

- - = = e e o

i1 SN N 1M3=a0
a0 =HN%S 17| =T 3

* L5kOU o LA Ak Py = L1% L

Tviol 110G "tLLlatad MVgalid 13nce E e I
L L] ¥ T
- = = - - m s = m = = - o e e = Em =

HULLY I JAbaeV WJOLS 40 44y I=000 1 I[LEInnr A0L 40 30= 123 0edd

B T e ]

CILTHS = SIRQI [ MrLdvd £5 T™MYy




Lidg

unie
Syt
Ligl
LYY

bhilc
unnl
Glal
LR

bIg=

leL=
L1 Ay
lgg-
L

699
cig=
L6E=
iwe-

LR L

Pepl
weE b
gLl
LEB

4 FALl
elol
wull
T

[T
Ingd
Lugy
GbL9n

FA-1°18
UknY
LigY
cel
Wl 39S
NVl s
Sinul
Lah

ALVA] Ha
avioL

bl

Ll

-

SHI=
ncl=
LhE=
nER=

YZn=
QL=
L2e-
ELT=

LElk=
cELc=
eLe~
Bl i=

UGEEE=
b=
UGT ke
Wil b=

al3%n
Vil 5
alnvd
Lan

n.u_nﬂ L=

hEcl=
PWEl b=
OHll=-
bhli=

DED b=
100L=
Glu=

Lid

v

98L

-

fay=-
2ni=
REE=

959=-
e0L=

gng

§is=

=

Lhe
§£5-
bh=
Gh=

hi=
fih=
Lh=
L=

“hh

Uik
Lie,
Hilg
ulg

G
YER
nec
lug

HOTAVI 2 AMetel
SHOT LYY

L

Zall=

¥El

LhE=
-
Ia1l=
GlL=

¥l
el
g
gl

Gi0l= ¥ :
Opdl=- hél=
DoL= 6L

Haf = SHE=

I e

Hluwfh=
giln=
WElk=
DpSe=

Ilit=
hhih=
LHDK=

Life=

LYIULY
# Aial
Uikl 4
L

i
k-

4=
gha
th=
1c

HE=
U=
&f=
=

hilZ=
HLT=
lig=

-

hE =
LNP=
Th=

__u._H.I

J3r)
f.yHl

BLP R L]

150
11g
£Ln
IHe

LT

uge

GHI AV

€Eg
Vit

LbG
clg
g
LE2

1o
T4
naop
LT

Ll

i
)
<
L

<
1
1
i

-..-_..-..._n.-u.mh_.-.r.n.._!_._u R US SLEUTHY B R

L

el

el

11

Tug=
Hop=
FLs-
Oy

L1E=
Lhg=
viz-
Lic=

652-
Zlz-
noga=
Ve

Y -
153

IHf=-
—_"__—._l

DZHy-
Gy -
HEaY -
FI51=-

WUy
(V]
ngng-
Y illg=

Flhi=
61L0=-
0gZe=
Dog L=

Lhg
Lok=
il | =
Leu]=

H1355V

vl 4

SINUIV
L3

S¥JU1%S
A 3 IVA
Ml HIN]
4531

LT

.I.l.

1%
[

M=

MHE T =
"y k-
HE -
Iy =

ML=
Hilg=
b 3 £
(LR
taenn
i E=
HU -
Elyd=
el d=

G-
Lihe
n2G2-
ERlc=

Witk 1=
Lye 1=
YHELT=
MY AU =

Msel=
LU TSP
HE L=
r..hrh._l.l

Al
U3inl4
“adl

N ¥ d

pEEEe AN JHAWAUS UNY

ni

B

Sl ANV

LN
ST

"n

I
L
LF

A

U=
e
Ll ¢
15

LR R

g
(112 ]
R
Il

h
Lh
La14]

Awh

10g
L2
10g
L 8

LU B
iRl
LT
L5

[ Rt
Gritgy
AV Ta
R
IVIHL

L

IWLINYIT 4 40

14%3]

Rpra*hTuden LUYE

]

HOLJ 4 ALWgal) SHL AU 520015 =0 309 KT SS¥3udn] 09 oenlses
HOLJd% WLULSHAA Wl 49 503005 U anT9A i ISYININT UMY ONLAYS e

- m S e = ™ oo - - - =

LERY

i

raja

T wie

et

T | Lok el
CEHl=
[Cpl=
UM L=
aGg k=

nage
hhe
UL
nag g

LHLY
LYCY
Ligy
rOER

hF-
hLg=
=
Lig=

7EES
RS
FRGYy
Fdal 4

LI
LI
¢ ¥I®
I ouLe

hegd
Tuyz
uG2e
___rﬂn

L1Ey
cnlk
Sloh
LUTY

e z-
nig=
luz=
Lég=

riul=
CULG =
fhnl=
Cfhi=

ajay
T A"
ChGn
Entin

L Bl
£ HL"
€ HL%
L ¥if
ST e BaEE s
tige
Wige
[ LF R
L9zl

onGi=
UL =
cHg =
CRel=

D I o
upm
ug®
0 L
Lo B

L L1 L2
uo
to
o

oLl
6E92
HagE
20nz

ug =
kQg=
Ima=
birg=

Cogn
engn
anrZe
L 4%

cige
412
hilge
LH W |

§hne
LGl
blgl
CIHIT

anF-
=
P =
M=

e b=
Cliil=
hgl=
[

T
Fi
e
e

Er -1y
LT
oels
OeZ%

0
IR
H1%

HLE Liel

LT
wgR 1
LT
'ES

Hhtil=-
Wiig=
Flilia=
L YA

LYY
SilDg
LA
SiE6

kL=
EU b=

LGT b=
L Fda ) P

uiz
75
oy
el

- -

mlIE2
Ingu2
LTS |
geIft

LT §
LYY
ELse9lnl
BLALLaT

uginl
vt
VLG
UL 0n

&EL=
LL V%=
LY La=
L

-

L0 T
L=
L3
.r:._..l

LT
hibd
UHGH
LER i L=T"]

argez
osRoUZ
FalsT
arest

208
wap
ugz
L21

.__.rp.—.
bibl
wiel
Libl

ALIH5Y LH¥I0LS
| h¥lbd 20 TA
1 " SINUIY L pdt]
V3 UMIATS 13 ELER
J
il L=t eee

sl
rAxl A
L

(170
5" Hl
ATLT4%D

-
BETATS
sREaws

1

0
L

¥Y* 0S5y

> T

ﬂ.l!.-l-.

LEE VR

Uy ATWROLYAS IS T Ed LN EMEND

- -

1® ol Mis ¥

ROILISINDIY L3 UKY IMOQJIV 71iav]) = w01735 FIVAIME 85 3TeT]

Y




10 DOWNING STREET
19 June 1979

The Rt Hon William Whitelaw CH MC MP

Secretary of State
Home Department

50 Queen Anne's Gate
LONDON SW1

\ A

!
At yesterday's meeting on Strategy, it was agreed that colleagues
would send in lists, within a week, of all measures - regardless
of Department affected - which "accelerated" positive economic
activity, whether by giving extra incentives of whatever kind, or
removing existing obstructions.

Could you, and other colleagues, add to that list the names of
possible outside speakers whom we could get to help put across

a concertéd message this summer, aimed primarily at union members,
about the meaning and purpose of the Budget and the futility of a
traditional militant union respcnse to it.

At our meeting, we agreed that it would not be encugh for the
message to be propagated by Ministers only. Credible outside
speakers (eg people like Robens?) would be needed.

I am copying this to other colleagues who attended the meeting.

|

JOHN HOSKYNS




COVERING CONFIDENTIAL

10 DOWNING STREET

L ﬁ.&,

P |I_Jr-.‘4|
From the Private Secretary 19 June 1979

I enclose a note of the meeting on Government
strategy which took place here at No. 10 yesterday

morning. Please could you ensure that its circulation
is confined to Ministers and to your Permanent Secretary.

I am sending copies of this letter and enclosure
to Tony Battishill (HM Treasury), Andrew Duguid
(Department of Industry), Ian Fair (Department of Employment),
David Edmonds (Department of the Environment), Bill
Burroughs (Department of Energy), Tom Harris (Department
of Trade), Jim Buckley (Lord President's Office),
Gerry Spence (Central Policy Review Staff) and Martin
Vile (Cabinet Office).

John Chilcot, Esq.,
Home Office.
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o CONFIDENTIAL

NOTE OF A MEETING AT 1100 IN 10 DOWNING STREET ON MONDAY 18 JUNE 1979
TO DISCUSS JOHN HOSKYNS' PAPER ON GOVERNMENT STRATEGY

Present Prime Minister
Home Secretary
Secretary of State for Industry
Secretary of State for Employment
Secretary of State for the Environment
sSecretary of State for Trade
Lord President
Chancellor of the Exchequer
Sir Kenneth Berrill
Mr. John Hoskyns
Mr. Clive Whitmore
Mr. David Wolfson
Mr. Tim Lankester

The meeting had before it John Hoskyns' paper on Government
strategy which had been circulated under the Prime Minister's
minute of 14 June to the Home Secretary. It was agreed that
this paper provided a useful conceptual framework against which
to consider the problems facing Britain over the next ten years.
The paper suggested the need for a "stabilisation programme"
which would last three to four years and which would provide
the basis for a real revival of the economy in the middle and
late 1980s. It was certainly necessary to re-establish the
conditions for growth in the UK - and this meant getting rid

of the cancer of inflation, creating the right macro-economic

environment and the right attitudes to growth, and changing the

power balance so that the trade unions were no longer able to
upset the country's growth aspirations. However, "stablisation
programme' was a bad phrase which had the connotation of
stagnation; and in any case it would not be acceptable to have
a period of no growth lasting for as long as three to four years.

A return to growth must come sconer than that, and it must be

felear that the

CONFIDENHIAL
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o

clear that the Government was aiming at growth: if it was
thought that, for example, the Government were more interested

in freedom of cheoice or counter-inflation for its own sake,

that would be politically disastrous. It was no doubt inevitable
that the economy would have to mark time for a while, while the
conditions for growth were being re-established. But measures

to establish these conditions and "stabilisation" would have

to go hand in hand. Thus, the "stablisation" and rebuilding
policies would need to merge together.

In order to make the initial period of little or no growth
more palatable, it was essential that the electorate should
understand the reasons for it, and also that it should be clear
in this period that the necessary measures were being under-
taken. This applied in the economic sphere; but, in addition,
there were other measures, for example in relation to housing
and law and order, where it would be essential to show that
advances were being made. Further consideration would have to
be given to the terminology of the Government's economic
programme: ''rebuilding" or "redeveloping" might be more

appropriate than "stablisation'".

As to the content of the programme, the first essential was
Lo create the right macro-economic environment. The Budget was
a first step in this direction. It was now necessary to follow
through, in particular by sticking firmly to the monetary target
which the Chancellor had set. Monetary discipline was the

essential pre-condition for reducing inflationary expectations

and bringing inflation down. Incomes policy, and a fortiori

the idea of a pay freeze, should be rejected. The idea that

there might be a pay freeze would create precisely the Wrong
expectations, it would lead to pre-emptive strikes, and it would
raise the question of what would follow. It was agreed that this should




CONFIDENTIAL

not be pursued any further. On the other hand, it was argued
that in order to reduce inflationary expectations as fast as
possible, it would be worth introducing an explicit monetary con-
traction programme over, say, a three-year period. Only with such
a medium-term programme would inflation be squeezed out of the
system. Against this, it was pointed ocut that, while a medium-
term programme was a good idea in prineiple, it was important to
be careful on the question of timing. If the programme were too
ambitious, and assuming the Government stuck to it, there was a
risk that it would destroy parts of private industry before they
had an opportunity to become more competitive. For the moment,
we should continue to rely on 12-month targets rolled forward
every six months. Whether it would be possible to extend the
targets forward would depend partly on how quickly the private

sector was able to improve its performance.

In further discussion, it was argued that establishing the
right conditions in respect of taxation and monetary policy was
not enough. If confined to that, the rebuilding process would
come too slowly., It was important that specific measures should
be introduced, in addition, to help the supply side to expand.
These could be broadly broken down into two types of measure:
first, measures designed to free industry from bureaucracy and
controls: second, measures designed positively to accelerate
redevelopment. Various possibilities under these two heads were

mentioned:

(i) Further help to small businesses might be brought forward

for inclusion in the Finance Bill;

Officials were looking at the Sector Working Parties'
views on how industry could benefit from decontrols.
It would be worth considering having a programme of

decontrol as had happened in the early 1980s,

It would be worth considering designating a Minister
with special responsibility to wvisit the regions and

to discuss with industrialists the opportunities for
growth., This might be on the pattern of Lord Hailsham's
responsibility for the North East in the Macmillan

C\.: H F lD ENT‘F’;L Jadministration




administration. The emphasis would be not just on the
financial assistance which the Government could offer,
but also on other ways of improving the prospects for

investment and industrial change.

In the context of the Shotton closure, it might be pos-
sible to make Shotton a special "decontrol area" -
where, for example, all planning applications would be
dealt with within six months. This could be a pilot
scheme which, if successful, could be copied elsewhere;
and in any case, it was more likely to be successful
than pumping in money on orthodox lines. On the other
hand, it was pointed out that legislation would probably
be needed for such an approach and that work was already

in hand to speed up planning applications country-wide.

It would be worth considering how the institutions could

be brought to take on their proper responsibilities for
their massive equity holdings in British industry with

a view to ensuring that management in industry improved.
Another related possibility, although it would not directly
affect industry, would be to encourage the institutions

to deploy their funds into redeveloping inner city areas
especially into housing, and thereby reduce the role of

the public sector there.

A number of specific proposals would be coming forward

shortly from the Department of Industry.

It would be useful if each of the main economic Departments would
produce lists of specific proposals, and these need not be con-

fined to their own Departmental responsibilities.

It was pointed out that the present economic background was

exceptionally unfavourable. The international environment, about

which the paper said very little, was considerably worse than it

had been in the early 1970s; although it could not be avoided, the
Budget had made things worse for inflation in the short-run:; the
UK's performance, as indicated in the declining ratio of

" T
Al 1
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manufactured exports to manufactured imports, had declined
dreadfully; and recent experience with pay bargaining showed

that union leaders were primarily interested in the RPI and
higher money wages as the basis for negothhtion, and hardly at all
in output. One of the main priorities must be to "sell" the Budget
and undermine the arguments of the trade union critics: otherwise,
the Budget strategy would all too easily fail, before the supply
effects came through. The forecasts in the Financial Statement
and Budget Report had unfortunately given the critics a field-day.
It was a pity they had been published since they were unreliable
and their basis was in doubt. On pay bargaining too, it was
essential to convince negotiators that the traditional approach
would only mean more inflation and more stagnation. It was
important to get this message over in time to influence the mood

of trade union conferences this summer.

In further discussion, it was argued that the trade unions
might try to breach the strategy. The Government's attitude
to them, and its policies affecting them, were crucial for the
strategy's success. The paper did not really confront the question
of to what extent, and in which sectors, it would be wise to resist
the trade unions. It would be helpful to have a separate paper
setting out the timing of major claims over the coming winter,
what were the critical ones from the point of view of the unions'
possible stranglehold over the economy, and what were the options
for Government. On the other hand, it was argued that there was
more than an even chance of getting through the winter without a
show-down. At the moment, the unions did not appear to be locking
for one, and the risks would be less in a situation where we were
relying on monetary discipline rather than on pay norms - or even
the possibility of a pay freeze. At the same time, however, the
risk remained that the unions might unite against the Government;
for, despite the disarray which they were currently showing, they
were still very powerful. This meant that it would be unwise to
legislate too much or too fast. In addition, it was worth

remembering that many of our difficulties with the trade unions

fwere due to
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were due to poor management. This was particularly so in the
public sector where - not coincidentally - the unions had caused

the greatest difficulties.

The proposals of the Secretary of State for Employment for

legislation on the trade union front would be discussed by E

Committee the following day. These did not, however, cover the

questions of taxing unemployment benefit, paying supplementary
benefit to strikers and the PAYE rebate and it would be worth
considering these in due course. It would also be worth con-
sidering the manner in which individuals were able to collect
their unemployment benefit: on the face of it, it seemed all too

easy for benefit to be collected.

It was further pointed out that, while attitudes must
change, this would be no easy matter. The psychology of much
of the working population, but particularly in the North, was
unfavourable, Many people preferred to continue with our present,
unsuccessful ways, rather than accept the challenge of improvement.
A major task must be to change attitudes, and to do so rapidly.
This was necessary not only as part of the rebuilding process,
but also in order to retain the electorate's support if and
when there were industrial trouble. On the other hand, it was
argued that there already were signs of a change in attitudes.
People understood much more than they had done that manufactur-
ing industry needed priority, and that the country would only
revive if industry became competitive once again. However, it
was important to consolidate this change of mood - particularly,
given the immediate economic prospect, and the need to get

through it without disruption.
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In further discussion, it was argued that Ministers
must make every effort in the months immediately ahead to
put over the Government's strategy. Further work was
needed on clarifying what the message should be, but there
was already sufficient to be getting on with. It was
also important that the press should carry as many "good"
stories as possible on the economic front which would show
that the strategy was working: the Paymaster General and
the No. 10 Press Secretary would have an important role to
play here. On the other hand it was argued that Ministers
needed more resources for putting together speech material.
They did not always have the time to do it themselves,
and Information Departments were ill-equipped to help.
Against this, it was pointed out that there was a difference
between the basic ideas in the strategy and putting them
into the right form. No. 10 and the Treasury ought to be
able to help with the former, while Information Departments
could surely help Ministers with drafting. In addition it
was argued that presenting the strategy should come not
only from Ministers but also from other quarters. For
example, the Government's friends in the press, the IEA and

selected businessmen could perhaps be persuaded to do more.

Summing up, the Prime Minister said that the meeting
had been a useful, first discussion. Following on the
proposal for specific ideas to help with the supply side
of the economy, the Secretaries of State for Industry, Employment,
the Environment and Trade and the Chancellor should send their
own lists of ideas to the Prime Minister by the end of this
week. These lists would then be examined by John Hoskyns
and Sir Kenneth Berrill and priorities would be established.
Secondly, Ministers should do all they could to present the
strategy. John Hoskyns would be in touch with them, and would
provide assistance in the form of basic ideas. The

/Conservative
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Conservative Research Department might also be able to help.

It would be for Information Departments to assist Ministers in
putting speeches together. Thirdly, the Home Secretary should
arrange for the Civil Contingencies Unit to prepare a paper
setting out the timing of major pay claims over the next year,
the problems which these could involve and the Government's
options for dealing with them. The Secretary of State for
Employment might wish to be associated with this work. Fourthly,
Ministers would need tomeet fairly regularly to consider the
strategy. But it would not be worthwhile unless there was
something specific to look at. The examination by John Hoskyns
and Sir Kenneth Berrill of the lists of proposals which Ministers
would be preparing should therefore provide the basis of discussion

for the next meeting of Ministers.

Copies to:-

PS/Home Secretary
[Secretary of State for Industry
f8ecretary of State for Energy
/Secretary of State for Employment
[fSecretary of State for the Environment
fSecretary of State for Trade
fLord President
/Chancellor of the Exchequer
/8ir John Hunt
/8ir Kenneth Berrill
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10 DOWNING STREET

From the Private Secretary

SIR JOHN HUNT

MONTHLY ECONOMIC REPORT,
gl

The Prime Minister has seen/the June
Monthly Economic Report (B(79)8) and has
confirmed that she would like to see this
Report each month. I pointed out to the
Prime Minister that this was only a very
summary report, but I did not in the event
show her the old, longer version. She
seems content for the moment.

18 June 1979




LIST OF THOSE ATTENDING PRIME MINISTER'S
MEETING TO DISCUSS THE JOHN HOSKYN'S PAPER
AT 11.00 A.M. ON MONDAY 18 JUNE

Home Secretary

Secretary of State for Industry
Secretary of State for Employment
Secretary of State for the Environment
Secretary of State for Trade

Lord President of the Council

Chancellor of the Exchequer or John Biffen




SECRETARY OF STATE FOR ENERGY
THAMES HOUSE SOUTH

MILLBANK LONDOMN SWI1P 40J

Dear Friva

The Prime Minister is discussing & paper from the

oliey Unit at 11.00 am tomorrow (18th June).

I would be grateful if she could have this note from
me before then,since I am unable to attend the meeting,and
also if you could supply a copy to John Hoskyns for him to
see before the meeting.

As I am drafting this from home and have no copying
facilities perhaps you would be kind enough also to mak

g third copy and return it to me under personal cover.

Yours sincerely
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SECRETARY OF STATE FOR ENERGY
THAMES HOUSE SOUTH

MILLEANK LONDON SWIP 4GQJ

S.0f S,Energy 17« June 1979
Fersonal Minute

PRIME MINISTER

As you know,I have to be at the Energy Ministers' meeting
in Luxembourg this morning when you are discussing the Hoskyns
Strategy Paper. I shall be putting in some personal comments
to John Hoskyns later in the week,but in the meantime may I
make the following brief points:

Te In my view the key to the whole Stepping Stones approach,

and to the achievement of a cddmer and more stable economic

climate, has been all along to establish much meore clearly in

—

workers' minds the nature of thair real interests,in terms of
— —

living standards Jpurchasing power,ﬂquTship of possesaiuns)/
——— —

and general status - as opposed to their 'interests' as

depicted and advanced by political (and muddled) union leaders.,

2 The contrast over the next fifteen months is going to

be particularly vivid - with the reality being an actual
through our tax and other policies
improvement/in the position of many workers ( especially skilled

groups such as miners and electricity workers who have been
—— S
the greatest threat in the past), but with union propagandists

focussing on the RPI figure and talking of 20% and 25% wage

increases 'catch up'.

L This is a battle of argument,understanding and presentation
i 288nvavic

which we have got to win in Round One (eg before August 1980)

otherwise we Will continue to find ourselves (in Hoskyns' graphic




SECRETARY OF STATE FOR EMERGY
T’HAMES HOUSE SOUTH

MILLBAMEK LOMNDON SWIP 40J

phrase) trying to pitch our tent in the middle of a landslide.

-

This will require vast efforts of selling and persuasion
——

to establish three things in particular (amongst others):
— .

a) that our tax changes will bring real benefits to
_—...___-

millions of trade union members,and others,in the next fifteen

months,if allowed to;
standard
skadrag/of living in the average household is
what matters,that people should keep hold of this 'reality' and
e ——
not be too mesmerised by once and for all shifts in the RP

(The introduction soonest of a new index to reflect this is

crucial);

c) that our plans for wider ownership for all are serious

and tangible and will bring workers an early increase
status and ecurity for their families
economics
I suppose the mark of real successwould be if we could
in the next few months that smwem if there were no wage

————

at all in the Pay Year 1979-80 (i.e. a freeze)
e

be substantially better off by mid-80 in terms of

and true interests,pay less tax and have more jobs,

6. eks between now and the start of the new Pay Round

offer an opportunity which may never re-occur to drive home

where real interests lie and set the course for stability from

huge
1980 onwards. A ! eftfort of Ministeeial persuasion and

{) Gy tles

argument wil. be reguired,
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