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ECONOMIC EBECONSTRUGTTON GROUR

Minutes of the fourth meeting
held at 9.30 a.m. on Friday 18th
July 1975 in the House of Commona,

Present: §ir Geoffrey Howe, MP, (in the Chair)

Mr. Ian Gilmour,MP
Hr. David Rovell, MP )
Mr. Michael Heseltine, MF
$ir Leooard Heal

Hr. Hiblock
Mr, Ridley } Secretaries

Apologiaes: Bir Xeith Joseph, NP
Hrs. Oppenheim

1. Minutes of Last Meeting
These wera confirmed by the Chairman.

2. Pisgussion on Papers

4 discusgion was held on papers produced Mz, Adam Eidlay
(P3/10/75/12), Hr. Brian Oriffithg (N/lojg:s/s as well ag on &
note from the Iaraall Bmbassy (PG/10/75/11), .

Mr. Howell 3aild chat the Govanment had reasonble grounds .
for hope that by the early part of naxt year the rate of inflation
was 1ikaly te be in the :5-20 per cent range and that the Govern-—
meant would then pretend :oegeoplz that its anti-inPrationary
policies were having aome effect, It was pointed out that this
dapanded very much on the rate of wage sattlements and despite
the T's mcently h;a::kage of there was
uttle reason to be optimistic on this score. Average sarnings
wvould ovl in the months abmad because of the despening
Tecession, which oneu the economy began to plck up again the
£ull impact of inflaticn on industrial costs would becoms apparent.

in order to bring some ghort-term relief to the amployment
situation. Paragraph 42 of the White Paper ssemad to imply that
the nt had in mind a boost to dewand next year, even
though this could push inflation subsequently to sven higher
lavels,

A discussion tock place on the "ideal package" envisaged by
Mr. Ridley in his paper. The main features of this vare a
planned reduction in public spending over the next few years in
order to make way for personal consumption, exports and
inveatment; 2 scheme to engure higher investment and the
resumption of imvestment and export led growth; tighter
monatary control; labour market reforms; a 12 month vage fracze
end further moves tovards index-linked savings. It was acknow-
ledged that thiz would have a short—tarm effect of ingreasing
Wanploymant, but such a package would creats a sounder base
For employment in the medium and longer terms then axisted



P

It was agreed that in defending itself against the aceusation
that its pollcy on public spending was inappropriate at a time
when the econcmy was already depressed, the Party had to draw
attention to the psychological damage that the Government vas
doing by Failing to exercise restraint aver its cwm spending
vhile urging constraint oh coasumers. At the same time attention
should ba dyawn to tha inflaticnary Tisks contained in the
E"“m inflated borrowing requirement and the need to make an |

mmediate start in shifting resources From the public to the
private sectors. The so-callad “crowdngout® ar t, namely
that tha grovth of the public secter was wiaking it difficult to
achieve expaasion in the private sector of indusiry, vas an
important one, and needed to ba da;lcyed ia Forliamentary and
public speeches. One aspect of this phanomenon was the evidence
that the capacity of firms to borrow For lang-term investment
vas being adversely affected by the huge pre-smption of ixvest-
rent funds by Government.

sunmarising a discussion of the Party’s tactical stance with
respect to economic policy, Sir Geofs: Howe szaid that it way
agresd that the Party had to enunclate its own yiew of ‘aconémic

aac

it should be sl.\fportad. ‘The recent package of-measurss was
clesrly a move in the right direction but there vers still too
many ilhadequacies and ommisgiong,

Cabinet on the work of the Eccnomic Reconstruption Pelicy Group,
§ir Geoffray Howe asked Mr. Ridley to drav up a draft for
his congideration, It was suggested that this-p:ger-shnuld bagia
with a diagnowis of the presant situation, and, tar atating ..
clearly the cverriding priority that had to ba given to.Fightizg
infation, speil cut the policy optiomns which were before the
P-u‘tya dsﬂlle comment on the Healey packasge should also be
included,

A Further meoting would %e arranged after the. ghadov Cabingt
had congidered the Chalrmants report.
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