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Bote by, the Chairmen

1. The task of the Group ie to apteblish an eoonomic strategy for
the Party both for the prosent and the fukuve, For obvicus.
roapons wa have for tha time bolng nomen‘tnteﬂ on & small
number of ispues of cmntrel Lmportance. Thie note seda eut
ihe iesuos me hava considered,indicatee the directlons in
which. the #roup's thirking is daveloping mnd suggeats priorities
for furthar work.

POUR MAJOR PROBTIpES
2, Thara ara four ralated probleme which domiite egonomic polioyl
{a) Inflaticng

(b} Imbalances in the wey netionel output im allocated, iz
Lloular the excasdive miza of the public uc’tor and the
conaequent downward pressurc on exporks, lavestment epd private
wpend: and the rate of eooncmio growihi

(c) Imbalances in monetery policy = above all stemming from the
ensruous public saotoz‘ defleit,

(4} Defects of the labour merket and colleotive bSavgnining,
Wa bave devotod moat of our attention to infletion,

ISELATION

3. The cwrreont 1nmtion hae TADY conmes-= unions, their mnnnpnlv.

powar end wilitenoy, excess demand, policy,
the size end growtk of the pubiia sactor. Each rweoz' ia

u neosmsary condition For inflation and the prasence
or several of them is suffiolent ﬁe enaura thnt tha lituntﬂ.on
will continue to deteriorata, &oh noeds to be ven careful
oonaiderat .'mn 1n mlw whet has happenod in the pasi.
Polioiea to ennh ara nsedsd in any programue to
maater u'm.utim ﬁnw and tomorrow. If soge of the causss
ere ignored oy mggravated, the programe will be insffectiva
end may sow thl sead of its own destruction,

4, The accaleration of mges and prices under this Govermment
hae beea po sbrupt that the Group came to questicn an important
T ephen nm!.n of pagt oounter=inflationavy policies, 1hat the
pro 4 auppresn inflation by wustained and ralatively
mild de-smoalation over a pusher of yesra. It a1eo booome olear to
us thut thare would be mmma prablnm imvelved in memtopring
inflation ¥hatever approseh was adopted afgn?ieant and by
poat war siandsrds unprecedsnted dg: %ion 18 inevitabla in the
short run, Thia fact and the pertionlar policiap adoptgawould
virein the bounds of consant to the limite, and cunle!.tutl a
B standing chalisnge and open imwitetion to sﬂunk fmm he
wilitent left, Theee lines of thinking cmerged from
asseapent of some of the alternmativea open Y0 us,



Altezuative Policiod

L} 1iatY 8

5, ha proposed by Professorm Prisdmen, Feriin, Iaidler axd othera,
ony would follow for four or five Yoars & progriune of &t
reduction in the mte of of the wonay supply. The targeb
for wonetaTy growth would bo consistently sot at_a lowar rete
#f Llpepease then that of pricem. The policy would thud bear
domn on yather than accoumodate wage amd prica inoreamod. Tho
Group tended to the view that thers would ba meversl serioud
problews invelved in this coursa of actlon, A4 v high lavel
of unemployment would probably be required for, 5 fOur o
five years, Ia the privats seotor eapital expanditure, confidence

would be damaged. Tha need to suetain 4he policy
Yaroughout the 1ife of & Parlismant would aise obvious political
diffiouliiea,

6, tic ponet) Appro

If & gredusliut etrategy is muled cut boosuse it would ba too
gleow and toc painful to sustaln, one mi%t Inatesd Sonaldex
balting the h of the mongy wupply abruptly in order 1o get
ths necreserily measy rnunn of killing she inflation over
quickly, Group foit tmat not meroly was shia stratesy
politically impensible, but almo Yhat 1% would 45 lasting

and probably unAcce; uﬂn aconomio damage o the ecoLOOV.«
Thara wowld be appalling dislocation in the publis eeotor

and simultaneous crised fipancial inatitutions, the wyock
axchangs mnd productive industry,

7. Ipdexation

&,{ltm of jpdexation have heen proposed both ze ways of making
1% yomeibla te edjust our economic and moeiel 1ife To the 6o
Yiniation of high retes of inflation, and @d a devics For rastoring
ocontidance Bud efficlency te the marked place inm & way whish
would hrug %he rate of inflation dewn, Heither altermative
hag much sttraction in the present contart, I the rirat
cahe the basic objectlve is unaccaptable, In the sosdmd cams
thero are grounds for doubting whethar indexation nill of
i iteslf ba an effective way of doaling with ihe mamy causes
. of izflation referred tc marlier. Indesd thers are
for arfguing that in thie ocountry it might make inflation Worse
normally proposed, wege—indexing would
oaly hrtng roeulta alowly at hest, gcrhlpe too wlomly te meot the
urgancy of our ourrent mltvation, We falt that thim sppromch
naadad further examination bafore one towld conolude thet it
might have a umeful rol2 to play.

8. LT 3

The chief 8iffioulty with the molutionw s¢ far mentioned is thay
2ll of thsk imnvelve dempaning the growth of inflationary
expectaticns térough the indirco} yressures of the marked
pachanism. Many of the dovices Buggasted are slow to taka

eff w1l eve politically painful wnd ecomically contly.
¥hen expectetions of lnflation &re as f: &l 88 tRay
arg today, the mtraipa and cowis of such poliolom hecoms
exoeasive, Ij 0 herefore that wo
l° s n on expectatlons us well. W8 Ware Therdlors
od to &M the¥o war'a woy# L1 WE pna oould reduco
the coetw exd ingrease the fonsibility of mich policies by

taking direct action to reduce expsctationd. It waa suggestod
fhat there might ba a case for doitzg so es part of B widar
package of policles, which might a tha following form.
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muoh tighter teneT Lic wi:hthngrom:hot’myl 1y
£ =2 1} no prowth in money ‘:W

to xahu- P eToETan R - -nd vrl.un lrm;ltng;
A schama o he Tescmcas relsasad

enougg tha from the
puhL!.c SRALOY ATH l::uuf-nd mco profits, investwmt, jobs and

abslition of prise soctyols, da facto if not de jura;
W to blunten mll.ltnn:i.l:u restora sowd of

r to soklactiva Largalning s besn dastroyed in
Tecant yaaxs.

A total wegw freaze lasting for al least oas wago round.

The consequances of & programmé such as this would bet

The inovicable short-run deflation would ba' rdu:-d to a mindmam
and offset bafere lons by invescmant and export Lled uepamtm;

The company sactot il Tather than

by tha co\mnr-mﬂhum hgoll.ev .u)d tha foundations wwl.d ba
relaid for zesumption of a high rate of acgnonic growth.

Lfter 4 wonthe of seute diffismulties th- numd u.x monkha
would sea price Inflatiss almost & !.omr{
axpeetations severaly chacled, beth bnfu:- the plichnl..o s
advantaze of the lhoek tactics adopted has

Of all the altermativas comsidared this appears to be the
quickast to achieva results and least impodsible to pursua,

15 A T,

The Group has not had the opportunity to form & nyl:muc vier
about tha Goverrment's mow propossls, but a mmber of bag
vealmassas Ln it are Lmsediat { me ovee and above t.ha
obvicus des of tis £5 Elat rats pay limit and the
semancics of acacus of the policys

The objective o! 10 pev unt inflation in 4 ysar may be

modest and the OovesTmentis aln for l.od of lului.n-d
Fn

prposa

'll!flinl:

PETInite m:mun::l. mnll.on ut' tha
Tanp - of canml; and iotenvention on wiich the Government
VILZ have to dapend.

'm- Govarment LA still shown no elgne of having ug;tnugy

or the revival of the mgivn:c :ucmr&am ia in effoct mdmung
tu ewrl:rg Eo an qrt 4.od £lation and stagnation ¢
unpradictabls severity end aticn,

The Chancellerls lml.ud. bnhnd and mly &:1& out intention
to peduce public o Lns engr doing L!.ehh
about tha pubdlic ucta-r aft:tt tn the short tem exposes the
aconoay Co threa riaks
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1) T & the duffoir is covarad
;r)upu-n :Mng.:;“tme 1o iitaly ko bam lcmh!é{w af
¥ liquid assate which could uu mmfy and duxﬁ:amly
amlcncn any ml:orll oF Govwrmment-ii ed expand. of
N

{ii) To the extent thnr. the public sector deficit is covered

by proper berrowing. monmy Chus obti will be diverted
om 1res: cnnnt in lndmﬂ-y ;:d heugelnilding with socially

121} I\o the axtemt that private spend: tn damnnd in
él ;ubllc, trdtvuﬁud. will ge = to groster
ing,

militancy In waga-barpa

PUBLIG EXPENDITURE PRICES FLICY AND TIF LABOIR MARKET
12, Vs have briafly discussed a number of problems which atem from
. Mﬂiﬁg L%;-ﬂg i and tha waalmasses of the
T ‘axY Ci sctive
{a) Any cmmcec»—inﬂ-u puu.c is 1ikely to
challenges. SUThOELLy of Bovernment s fof St gty will "o

qaeationed in canl‘rom:m:!.enl n!.cl:nt when it nuublu hes control
amtubhc spensiing wnd the nmc upply through -xr.-l:h.a Lawa,
ive or couTk acul.om E

VAENS l.n l? Wiy

o
Bowr best can Chesa ehu-nu- e w-tl Hnu hr can the

Fastre m et ) et ngane ’m— 1m§m-ym1$f“§ﬂ
m ch? o ot

(b) To avoid the recwsrenca of inflation {n the Suturs, s it necas-
l“{ to conptruct ai institutional h-lm-wrk rﬂ:t!.n which u:gﬁ

<l ary mgo :od. and ssttled = uu?:
aet 4 gontractual basie for bargaing waam
o8 amp) 07-':-.

We heve not yet formilated definita answers to thesa quast:
In addition we shall catirally need to keep fn c:l.ou tmh with
other groups which ate sonsidering tia same problems

-.1! The var'.{nimuu: off ltra:ost.u for

tuxation, resource, allocation
icura has besn laft in the hands

raporty ars already o 74 not vet tima to
5ive consfderation to either)e sLm:u colleapuas vod 1
other 1oy groups will need L the 1e lcutwul.c

BE =0on a8 possibla,

14 'Je hnw b:t-fl.y ccraidered a mmhfr of aspects of prices {uucy.
wa are

t do Eacto price cm 7o)

ltwul.d. be !.n!.uud qui.n:uy es posELble.

Howavet the:
sbvious poli:lml blm iovolved in the total ahenl:l.m oI
¥ concan with prices, Fruthermors tha

wa Tec: B
cace for bodies concernad with monspolias, restrictive pnct!.ou,
and the information and Yrouctim of the consumer, plrt.i.mﬂ.n

1 fBurther consider cha cass for a body
fn the consumer fntarest in rnlat!.en to lhcim-ulad
N



LAICRITIES POR FURTHER HORK
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Our priorxitios ara;
To further develop & counter-inflationary policy,

To linl: that more ¢losaly with policims for restoring tiw
health of the vompany sactet,

To cousider in tor datall monacaxy policy both fn itw own
right and in velation to & snd b,

To establish & strategy for the labour merke: conaistent with
cur othsr central econcmic polieies,

Ha shall also need o pive sooa thought to what line we take
in public on these subjects at this year's Party Conforencae,
in the coming Perlismehtsry year ind next sumer.,

Conservative Rasearch Department, ANR /St
24 01d Quaen Strast, oy SeWale 26.7.75



