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INTRODUCTION

In the 1950s, 'Tory fresdom' worked,

When the achievements of Coneervative govemments in the
19508 are compared with what wae happening before tihe 1951

- election, thepe cdn be no disputing that. and if it seems

strange now to be recalling the events of a quarter~century

ago in a work which is primnriﬁ' sbout the future, we make no
apology for it. Another 'break for freedom' 15 nesded now!

yet now our opponents are repeating with remarkable fidelity
what was being saild by the leaders of the Labour Party about the
policy proposals which won the 1851 election for the Tories and’
were subsequently carried out. )

The late Mr. Ancurin Bevan forecast 'housing riots’
and = in one speech - c¢ivil war. When they were not saying
that a Tory government would be at war with Saviet Russia
twithin 3ix months', Labour Minlaters were threatcning the
British people with starvation and vastly lncreassd prices if
food rationing and subsidies were abolighed. Indeed, the then
Prime Minister, Mr. Attlee, in a revealing aside in one speech,
actually said that 1f food rationing had been ‘good for the
people! in wartime it smust surely be good for them in peacetime.
And - of course - the Tor;iee would create 'massive unemployment'.

Apart from the customary aberrations of Sccialist
politicians, there were many businessmen in industry and commerce
whoe were less than enthusiastic about the prespect of losing the
certainties of regulated markets and being freed from familiar
restraints on competition and enterprise.

In the event, of course, the real living standards of the
British peepls rose rapldly. Hverycne - not least the
pensicners, who had fared. very budly under Labour - was better
off, At the ame time publ:l.e spending was reduced and taxes
cut. The heusing programme surged ahead, people were better fed,
and goods beceme available in the shops - not only for the rich
- which had been absent for a decade. T T

veiasf ¥We may be



We may be forgiven, then, for. regarding with some amusement
the precisely similar prognosticaticns being made now by Labour
Ministers and cthers about the likcly remults of ocur proposals
to reverse - yet again - the familiar Socialia; poticies of

- maseive public spending and borrowing, high taxation, controls
and over=detailed plarning.
>

OFf cource we are not so simple as to imagine that the
circumstances of today are exactly similar to thaose of 1951 -
or that histery ever pre:iaeiy repeats itself, Indeed, in
many respects, the eccnomie plight of Britain in 1977 is
considerably worse than that of 1951,

But a flashbaclk te 1950-51 is a salutary exercise; for it
shows that Labour govcrnmenés alwaye create the same kind of
problems and frustrations - and that Socialists never really
learn from their failures in the past. They may be pushed by
events - or the IMF - into temporary conformity with the
policies needcd in a crisis. But their ideclegy renains
unaltered — and next time in cffice they are at it again.
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CHATTER 1

THE TASKS AHEAD

A golden decade has been promised by the Labour Government
te the people of Britain if cnly they will continue to suppori
Socialist policies. The Conservative Party do;s nct share this

. complacent view of the future, based, as it is, on exagecrated

hopes about “the 1ikely benefits of North Sea oil and {we suspect)

on an intertien to squander thebe benefits for short-term
political advantage. Nor do we rest cur policy proposals on
such a prospect. We prefer ic set out the sober truth about
the future. _ -

North Sea oll gives us an oppertunity, but only an
opportunity, to rccover ocur na.tionai strength. In the meantime
Britair's eccnomic situation remains extremely serious., In many
waye our probloms are still -gettinz worge. Betwecn the present
day and any better times ahead lies a perdod of immense
difficulty, requiring a change cof attitude and some changes of
pelicy.

Yet at least the last threce years, while they have brought
humilimtiors and sctbacks, have alsc served te open some eyes
and minds to the econcmic realities in a way that no spezches
or warnings could ever do.

The rele of inflaticn as the great destroyer « of Jcobs,
living standards and a stable order - is now much more widely
recognised. More realistic views about public cxpenditure are
replacing the naive belief that "government money'’ can be drawn
from come boitomless well, and the imperatives of the IvF have
forced the Government to retrench. The evils of 2lgh taxation
are now much more widely appreciated, and the paranount need
for restored incentives more fully recognised. Very recently,
it has begun to be understood that there can be no Fovernment
administersd alternative to realistic and free collective
bapgaining - no escape from responsible bargaining behaviour by
both emplocyees and employers in a free soclety. In this senee
the common ground upern which to build new policles haa grown
ancouracingly.
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And, deapite low morale and a ¢limate deeply hestile to
enterprise, 56m= arcas of remarkable économic success have
continued to thrive and prospsr, Not only among the establiehed
giants of industry, but in unsung areas of commerce and smaller
business up and down the land, vutstanding resulte have becn
registered, This ir espscially so in the case of financial,
insurance and other services, in agriculture and in many small

" and mediwm sized firms whose names never hit the headlines but
whose performance contirues tethow what can be dene by &
people of ingenpuity and streng commercial instinct - if only
they can be given the chance.

How then, can this talent and vitelity be enccuraged to "
flow bhack throurh the whole system? Is there really a sinyglea,
simple formula which will somehow defeat inflation, sreatc jobe
and restore expapsiol: where Labour's "social contract' hes
failed® Is it just a matter of deviging ancther “'industrial

stratesy" to replace the present cne’

0f course not. These polieies have collapsed because they
have been aimed at the wrong cbjectives. The diagnosie itself
is wrong. A narrowly devised ‘contract", struck between
Gevernment and the trade unicn leadership, provides ne lasting
cure for inflation and no bacsis upen whiech the whele commnity
car work towards cconomic recovery. An "industrial strategy",
full of internal eontradictiops and concorning itself only
with the impersonal structure and crganisatiot; of the economy,
is equally unlikely to sueceed if 1t fails to recognise the
true springs of business enterprise and the central importance
of individusl motivation.

The New Cocntuxit

Reluctantly, the dying Labour government has been forced
to face reality. The attempt te cope with “the pay problem'’ by
sitting on it haes given way, guite suddenly, to the restoration
of free collective bargaining.

But we have arpived ir thia new situation in the worst
possible way., If free collective bargaining is to work it must
‘' pe realistic, Those who negotiate round the table must
understand and be aware of the restraints within which they are

O

cperating, and must have a responsible attitude to those restraints.



There must be patient prcparation, patient explu.nation and
patient efforts to footer the right cltmate for respons:Lbzlity.
Government pelicies - in particu.lam those policies which affect
the wage packet directly, such as tax policies « must be
carefully chaped to give maximum incenti;re for realistic pay
settlements in both the public and the private Pectors.

But what has happened in practice’ Aﬂ:cr insisting for
months thet the social ccptraet would echtinue, that a ‘phase 3
‘would momehow safely channel all the dangerous pay currents, the
Labour Government sudr:ienly finds that it has beeu washed out tu
sea. There have been no preparations for this fau,g;her voyajre,
no warpings, no adaptation of policies, no sign of the new -
skille required {o crapple with this changed environcent.

In shert, the Labour Government is completely uneguipped
to deal with the pew challenges. It does not understand them.

It does not believe in the mescures necessary to meet them.

Conservative Folicies

By contrast, th: Cohservative party in opposition has
carefully prepared for the kind of situation we now face., We
welcome the return to free collective bargaining, althoush we
snare the nation's fears at the circumstances in which i¢ hae

come about .

All our idems and prepogale are designed to reinforce
responsibility at werk, net to undermine it. Te this end the
next Conservative Government will bring forward realistic and
helpful policies for esrnings, incentives and cwnership in
order to encourege industry and enterprise.

We must reduce substantially the burden of taxation on
work aml enterprise. Britain has some of the highest personal
and capital taxes in the world. This is cne league in which we
de not intend to remain at the top.

The key condition for successz will be an unchakeable
commi tment to the strictest financlal p.rud.enr.e and the tightest
control of govermment epending. This is escential to the
centrol of inflation, and unless inflatlon can be controlled,
nething will come right.



. In cverything we seek to do we must recognise the unique
impertence of ?ach individual i ‘the scheme of thinzs. »That i
our instinctive outlack anq it comes from the roots of Conmervative
belief. Hm.shall lock to ﬁocple. not corperate bodies and
instituticus, to individual flair and drive, not to committee
analyses and eector plans, to provide the spearhead of
Andustrisl and commercial recovery.

#11 the precsures of modern society are in favour of the
big interests, thﬁ'hig bdyehucrﬁcies, the biz labour organisatiops.
41l the more reed to have a Farliamert and a Govertment of men
and womer whose instinct is constantly te lsan tne cther way - -
towards the human scale, the indeperdent spirit, the free
ervironment. . - (

A year ago, in The Rieht Appreach, we pet out the
prirciples apen which cur pclicies would bte based. And we
pointed the way in which the Conservative Party intends tc right
the balance which has tilted dangercusly towarde 'big brotherdon!

and againegt freedem. .

In thiz present decument we develep our propusals for
the economic sphere in more detail. There are no speedy
solutions to be offered apd ne elick phrases to be paraded as
the Censervative answer®, But if we work away with paticnce
and understanding at the policies here gutlined, ther it is
possible, indecd probable, that our ecoromic successes will grew (
and our econcmic problems be contalned.

This may not be a statement of spectacular ambition from
a political party, but there need be bo apology for that.
Encugh gynicism and cnough scepticism have been bred in wur
country by the recurring faiiure of Covernmeni achievements to
match Covernment predictions and promiges. A new spirit of

cauticus realisin is denanded.

Our New Policies
This then is the context ir which we pui forward our
jdeans. The main features cf our propesals are these:
(i} An attempt toc provide a more stable econcuwic climate
with a= few sudden changea as possible and m firm

brake on legislatior.



(i1}

(114}

i Y

(vi}

(vii)
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(1x)

(x])

strict control by the Covernment of the rate of growth
of the money supply and of its own spending {both
central and to reduce the burden on the
sconomy and leave moré in the pockéts of the people.
Unless public spending is redu:ed._price inflation

cannot be contained.

.-
Full explanation by Gevernment and managements of -
their econemic aims in the light of independent and
=
authoritative forecasts of the inescapable financial

constreints within which a solvent nation - like a
solvent company = mu?t operate.

Open and public discuseien and debate among the

Government, unicns, employers and all interested

parties; an end to narrow deals and centracts; and
ore constructive role for Pariiament in

ymore construskive pole for Parilmment
conducting the econcmic affairs of the nation.

The promotion of better methods ot collective
targalning.

Recognition of the need for varied rates of pay
with increases which fully and fairly reflect skill,
effort, experience and risk, while taking account of
the need for profitabllity and the employer’s
capacity to pay.

Lower direct personal taxation to allow people to
keep more of what they earn and to increase the
rewards of work, if necessary shifting some of the
tax burden from earning to spending.

Effective tax ihcentives to enterprise, in particular
through lower taxation of capltal and savings -
paving the way to more secure Jobe, particularly for
the young.

Cupndr—rer,
An industrial poliecy which encourages new firms and
new work eppértunities rather than concentrating
exclusively on existing industrial “problem areas''.

The removel of unneceseary congtiraints on enterprise
and business expansion wherever we find them. These
may be in the bureaucracy, in our tax arpangements, in
our plethora cf laws. Creative endeavour ia being held
hack, new Bervices and new produ:ts Euppresaed and new

Jobs being denled to the workpeeple of Britain.

That is the outlipe of our economic poliecy. We now turn
to the explanation and detail of the component parts. ceees/ CHL 3T
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CHAPTER XTI

SPCNDING AND EARNING

Britain has ‘ncw“falle‘n-fax‘ther behind its main competitors
than was ever dreemmed or Tearsd back in the 1950s. In ar
admittedly inflationellry world oli¢ inflatich rate remains double
that of the average for QECD countries. Ik the urcertain
recovery pericd shead the most optimistic predicticns still
leave Britain falling still further behind its netghbours in
eutput and in real income per head. Nor is there ary
consclation to be fourd in our unemployment figures. In an
unempleoymert-ridden Europe the British pesition remains as bad
as that of everycne else. Inflationary public spenpding policies

—

have not insulated us in any way from the world recession. They
have made mattera worse.

We must now work patiently towards szrsible econcmic
objectives. Scme of these the Labour Lovermment has tried to
pursue., Some it began by ignoring and is now belatedly trying
to pursue, some it hag continucd to ignore, some it has rejected
in favour of geals which lie in diametrically the oppesite
direction.

OQur prime and cver-riding objective is to unwind the
inflationary coils which have gripped our economy and threaten
to throttle the free enterprisé systeﬁl’. To this efd we shall

aim:

te maintair m stable growth in the meney supply in line
with firm monetary targets;

to reduce our énopmous burden of debt by repayiny vast
foreign borrowings and aiming for a steady contraction
in the Government's domestic borrowing requirements:

to allow our more favourable l:galnnqe of 'payments. brought
about by the reduced need to impo.rt oll, te be reflected
in the value of our currency, initintlng a 'virtucus
spiral' of declining inflation.

We reject the argqument that a depreciated currency is
required te maintain competitiveness in world markets., Intepnal
inflation ie the resl enemy of sucosasful competition. A falling

vaa e/ exchange
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@( aEBropr!.ate comnl ttee of the House of Comnonsg.

axchange rate makes internal inflation worse. Momentary gaine
in price competiticn are rapldly aroded.

We should like to sea' t-ha menetary authority in a pesitieor
to discuss more openly with Parliament and the vublic the
oonetraints ard realitisz of fimancial pelicy, Ne welcone the
trend towards a fuller explanation of financial policy lssuea
offered by the Denk of England in its Quarteply Bulietin. It is
important that the public should have a clearer idea of the
nenetary situaticn and targets than hitherto. This end would |
be gmatlx helped 3if the Bapk of Englard were glven more
independence as a morstary authority than it is at prcze;’é
Er.m!.tged.. Thie might go hand in hand with awore formal, regular
and public cortact between the monetary authority and the

— f\\\\\\\

Bublic Spending B}

thanke to the stringent conditicns laid down by the
Internaticpal Monttary Fund as segurity for the Labour Goversmert's
latest and largeet ican, the need for control of the morey cupply
and of government expenditure is accepted on both sidec of the
House of Covmens. Nevertheless under pressure from the Left of
the Labour Perty the Government may yet yicld to the tenptation
of reflating to finance a pre-Election boom. After all, that is
exsctly what Labour did i 1966, 1970 and 1974.

Betwaer 1974 and 1878, a pericd which tends to be ignered
AR, e
by Labour Ministers when they are explaining their effores to
curb inflation, public expenditure wae allcwed to rise by a
staggering 50% or ovep £20 bitlicp. The Government's borrowing
Teeds epared to the highest level in our histary, while interest

rates rose to record heighte ae a near hankrupt Government struyguled
deapera‘:ely to pérsuada pecple to buy its bonda und finance ite
deficit. And of course industrial expansicn waa completely
inhibited.

The ccnsequences of that period are now before us in the shape
oft an inflation rate still twice as high as that of our ccupetitors,
personal taxes at some of the highest rates in the Wesiern world
and starting at some of the lowest wage levels, with unempleyment
figures st a post-war record. . : ST

wesee/ The orly way
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The only way to put watters right is t_o red{xc!? the éhare
of the nation's wealth wihich is consumed by the State - that is
by central and local government and those agencies and authcrities
which spend the taxpayers' money bat produce nothing. Belatedly
the Labour Governmert has been forced to announce the postponement
of large parts of its inflated expenditure plans and also to make
some Botual cuts in certain programmes. This ptlicy -~ which Labour
_already shows signs of abandoning fer electoral reasons - must
be developed and etrengthened and pursued with Firmness and
determination in the national interest by the in-ccming

Conservative Government.

This dees not mean that there will be savage and indiscrimi--
nate cuts in all public programmes under a Corsarvative Government,
or that the cuts will be arross the board. Of course we
recognis¢ that sudden wholesale cuts can cause quite UNRECESSATY
hardship, bitterness and unemployment - particularly if they are
impesed without warning or consultation. Jur aim in cutting
public spending is not to destroy Jebs but e create the
conditions needed for new and more secure jobs in the waal th-
creating secter. Hany of the present subcidies to naticnalised
and oupperted industries, and some of thoce on employment,
jnvolve taxing the efficient and competitive in crder to aseist
the uncompetitive., This can destroy (cr postpene the creation of)
as many jobe as it smves.

We shall be looking for major savings, for example, in
nhousing, where Government spendinp is vagt yet hcmelesencsz is (.
oh the increase; in the cancellation of Soclaliet programmce
such ac the pointless community acquisition of buiiding land;
an end to nationalisation and in a major increase in the
efficiency of administration in loeal govercment, including the
end of excessive duplication betwesn Whitchall and local
authortties. In this last area we shall be leoking for very
substantial savings cver a five-year pericd.

At the ssme time we shall deal with waste ir Covernment
expenditure wherever it cecurs ard with exccssive bureaucracy
and over-government., We are siiting through the advisery
courcile, committers and boards that cling to goversment like
barracies, to identify those we can now do without.
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Qur tax policies will be é:signed to allow for & siginficant
reduction in the manpower neéds of the tax authorities, snd
we shall maintein €ight meuspn'wzr eontrol geperally to ersure not
only that there is no further increase in the overall size of
the Civil Service but that numbers decline as sperding and
functicns are reduced.

Cash Limits

Aut these ains of reducing the spending and manpower needs
of the State will not be amchieved unless they are reinforeed by
rigorous cash limits for the total snnual expenditure <f central -
rovernment departments ard of 1peal aathorities., The Labour Govert-
ment, urged on by the Conservative Party, has made the first
tentatmma intend teo build uporn
their work. . »

t'a would also like tc see Farliament play a uuch stronger
role in the cash limits system - Hoth ip the initial setting
of the limite for annual expenditure for each departmenrt or

programme wnd in moritoring thelr progress. Ws welcome the
propesals both of the Public Accounte Conmittee and cf the
Sub-Committee of the House of Commene Expenditure Coumittee for
tying the cash limite system more clocely te the {raditional
procedures by wnich Parlimnent votea ioney. The mors widely the
nec2ssity for cash limits of this kind is undercztood by everyone,
inciuding cmployers and unicns (who should certainly be cansulted),
and the more the dangers of breaking them arz appreciated, the
better for the health ¢f our economy &n a whele.

Our interntion is to allow Slate spending and revenue a
cmailer percentage slice of the ration’s amnual cutput and income
each yesr. This means that the reductien will be sradual and
that we can plan the necessary cuts and postponenents in a way
which glvea the most bonefit to the nation's productive capacity.
This will be incontrast with Labour’s recent panlc cuts that
have done great damage, especlally to caplial programmes and Lo
the construction industry in particular. The balance between

current and capital cpending needs to be restored.

L i S TS,
> —

This is sot & prescription fompoorer soaini provicion: it
is, in the short term, a recipe= for better heousekeeping im all
the public services, and the social services in particular. if
we are even to maintain standards nf service we muet root out
waste and unnecessary buresueracy. In the longer term, it ia



only by building a heelthier, more productive cconomy that we
shall affcrd the improvemepts in gervices that we need, The
fact that the present rcad leads to greatsr deprivaticen and )
poorer socinl previeior iF one of the most urgent reasons for

changing course.

A Folioy for Earnin:s
Fira ceeh limits wear, above gil, limitsvon the cash

available to pay for higher wages and galaries in public sector
empleyment. That is a2 reality which Govermment AP DG more
ascape than can the private emgloy r. IEnsuriny that pay is
settled at sensible levels which mre compatible with whaet the
raticn ¢an afford arnd the targets we all have to achileve will be

Wtealhe that oper dincusslcn of tarset figuree,.
MBrlying caleulations, will make it emsier ic O

challenge the whole basis cf gsovernment policy. But, unlees we,

can semehow reduce inflaticnary expsctations, we ghall never cuccecd

in our ains.

The reccrt pattern has become all too familiar. Cencern
abcut ocur rates of irflation or cur balance of pgzyment: and tha
implicaticrs for employment has promptad Covernment to impose
controls on the level of wage settlements. Twe or three years
later, the contecls have proved untenable and the volces dsmanding
a return to free collsctive bargaining have become more rumarous
und more vocal. The pay limits arz then lifted cr broken, or
so axpressed that they mizht as w2ll net exictl. Shertly
afterivards we tet a wage explosicn, inflation takes cff again, 0

and the cycle starts ouce More.

This process it thoroughly undesirable. It distorts our
eocnomy: it is a recipe for cver highsr inflation and ever
hizher unemployment: 1t underaines +the position of unicns and
employers) and it encourages lend, stand-up Tighte wiich do
wethicg for the authority ¢f Covernment or the standing of our
currency and our products abread. It locks only toe likely that
the familiar cycle will be repated in the next few mernths.

We muet breaiz cut of this debilitating pattern. The
country has now learned that Governnent cils the whesle of this *
cycle if it prints wonzy at an excesasive rate and 1T it spende
toe much. TIf the unit=d approach on keepiny & tight rein on
merey supply is maintaired, and if in the field of puklic

spending we can properly distinguish what would be pleasing (and
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what could be postponed) from what is preally necessary, then ve
shall have takern a fundamental step to get uz citt of our
eccnomic diff‘icu‘ities. :

Ideally we want to see the Covernment remove itself as

far‘as poeesiblie frowm the pay bargalning arena. But since it is
“fEvolved in TRE PHyMETtTI-WITET-NMT-SEIErTR; to almost a
niliicn pecople in the central admiristratior and ahother two
end a half million in other forms of public administration and
local gevernment, and since i.t: ie always under pressure to
‘bacome involved in nationalisaed industries' pay issues, thers
can be no complete Covernment withidrawal from matters which
should really be the province of cmployers and employees glone, _
But We believe that the fixing of cash limits in the public
gecter in aedbrdante’ with well-publicised and widely debated
projections of the prudent level cf the money supply, and the
prudent total of public spending which this allows, should heip
to create a climate in which the Govermment can aveld heing
dragued into individual disputec every time,

Moet of the crucial decisicnz are not in any cvent taken by
Gevernment, but by individuals up and dowm the ceuntry, both
alone and in greups, in thousards of swall units. If they de not
accept the econcmic imparatives of proper moncy and spending
policies, then this ecountry will surely have industrial disruption,
comparles making wage setilements at higher levels than they
can afford, higher prices, a breakdown in our public services,
bankrupteles, closures and massive unemployment.

Thir is an outcome which wc must avoid: p=ople must help
each other by underatanding how their individual actions effect
one another,

A crucial part of the Government's task will be to mecure
understanding and acceptance of the financial targets which the
country must set itself, In order to bargain realistically
negetiators on both sides of the table must be well informed.

So the Covernment must be rather lecs secretive in its preparation
ard presentation of eccnomic policy and the ¢alculations which
rderly it, It oust be willing to explain to the pecple as a
whole how 1t has arrived at ite estimates of the anticipated rate
of inflation, or growth in the money supply and of growth in the
firegs Domestic Product. It must explain why cash limits are
wecessary and why they have been ixed at particular levels. It
must explaln what ites long-term targeta and aspiraticns ars.

o/ Yo plag
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Ye plan to use the National Economie, Development Councll as
one of the bodies in which explanation and discussion of these
crucial targets can be most frultfully carried g¢n.. And here
again we would like to sce Parliament play 4 key role -~ possibly
by establishing through one of its tiees a formal link with
the NEDC. The West German. experience offers scme useful lessons.

.
The Ceptral Dilemma . .
Yet when all i1s sgaid and done. crucial opeetiqns remin to

be answercd. . And there is r\o denying that this court:r-y is at

the moment in a particularly u:\!‘avnurable. position when it comee

to solving the essential problem.. We have, for historical

reasong, trade unions which are tg = ouch larger axtent_ politically
motivated -~ and even, in many casee, politically. controlled =

than have most' successful industrigl countries. Some unien
lgaders are quite simply opposed to the basic raticrnale of the O
free enterprise system. Above all, we are now re-enteripz a

period of more or less free collective bargeining after a

period of pay restraint which has rot boen used - as it should
have been - as a breathing space to grapple with the inflationary
pressures in the economy.

. Fer all we can tel)}”at the timec of writing
may be on the verge offeither a wages explosie
period of industri disputer which could be,
to our fragile ec

events of
would be
of contfol in vhich a gemuine effort was made to hal

e coming winter might ppbduce such chacs thit there
period
inflation,

o aliernative to a pay '‘freeze’ followed by

But assuming that this c¢an be avelded, what should a
Govarnment de when its economic calculaticns have been made and
the process of tnformation and consultation .completed? Should
it set a target figure for pay awards, or a range ¢ figures
within which there would be scope for adjusting differentials
and teking account of productidvity and the ability of different
employers tc pay: 4 target 'maximum' always tends, to become a -
minimam o which zverycone feels he im entitled; and if A range
of figurea is apnounced, who will willingly accept an award at
the beottom end of the scale?

..... / We can
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We can understand the despair of those who pimply cay that
the preblem ig, in our presens political climate, insoluble.
But it i5 ocbvious that it hac to be solved if there is ta be
any steble and prospercus future for the British pecple. We do
not expeet to be able ts szolve it quickly. We. do not expect
that next year, or the year after, any target figure for pay
awards will he eithar willingly accepted cr - per’haps - in the

event closély adhered to.

Nevertheless, or balance, W& think thers ie probably no
rnative to the setting of
n framing its monetary and fiscal policles, the CGovernment has

target figure. After all,

got to come to some cenclusions about the likely scope for pay
increases if infiation is to be avoided, and it can hardly
withold this estimate from the representatives of employers and

unions with whom it is consulting. If an overall target figure

existe ir the pinds of Government, it will scon be widely kncwn.

We cannet tell how leng it may take for the interests
invelved to ascept the inevitability of reatistic and responsible
pay bargaining along the lines we have suggested, or how much
moere damage and suffering in unemplcyment and industrial disputes
the country may have to endure before the stark alternatives becoms
clear to all, We hope that the events of the lrast four years
mey have made the lesson easler te learn, and that good sense
way, befoere too long, prevail.

But it will not be simple. e are affectively asking
G) people to cverthrow assumptions acquired over 3C years, in some

cases assumptions which Government has assiduoualy fostered., For
& Etart there is the assumption that Government ie somehow
capable - on its own - of producing four ideal conditioms: full
employent, nc inflation, a stable balance of payments and
econchic grbwth. This ie something which most Governments since
N the war have claimed they couid bring .al:aou.t‘.'.‘m-l

Tt is time we realised that, desirable though all these
aims may be, they do not lie in Goverhment's power. Secondly,
we rceed to overthrow the asswpticr widely held, that we can
gpend cur way of any trouble. It is a notion which has hithertc
found widespread favour amongst unlon pay bargainers: unless 1t
ie chaker, they will aend :heir members on tc the longest dole
gqueuee for 40 years.



These will be difficult lessons for pesople to. lsarn. But
in a free demccracy, our geal nust be to develop g soglety in
which people understand the way im which our mixed economny
worka, so that they know how changes in one area = be it pay, public
spending, the money supply, exchange rates, the cost of imports
or whatever - sutomatically affect the scope for movement in another.

Kot only that, but they must alsc apprecliate hcvr the decisions
they make, as consumers, as employers, as trar.!e unionists, affect
everyone else. It will be a gradual precess and we envisage it
ceonsisting of two operaticna. X

- First, there should be an independent, regular report
o the way that pay., pnces tax ] savings :I.nvestnent Spu.blic
spending and unenployment ha\'a.dEVcloped over the previous
year, Bnd the prospects for them in the coming year. This o
should g;ut vefore the people every year me that everyocne can’
have an understanding of what is pessible and hew each can help.

- Second, we need B forum -~ and the NEDC is probakly the
most sultable = in which the major parties can Bit down calmly
and look at this repert. We are not suggesting that unions,

employers, Government or anycne elze Should commit themcelves

tc any action in that body. But orly good could come of them
sitting down and seeing how their ambitions fitted in with the
national economy and the ambitions of other groups.

It is the development of a concerted effort in this way 0
which holds out the best hope for our natlon in the longer term,

The Immediate Problem
Meanwhile, the Labour Government faces seprious problems,

largely of its own making. The neéw counterwinflation policy,
auch as 1t is, ceuld quickly lead to really serious trouble
unless several conditions are met. Clear guidahce is needed not
only about the implications of cuarrent monetary targets and the
cash limits system, but aleo about th azlic pripciples involved
in r ibie collec aining and the manner in which 1%

-~

ia intended to operate the remaining sanctlons on empleyers and
PN Nt

unions, B

Ministers must, from the start, shew that those parts of the
public sector for which they ars responsible will bargairn with
firmness and determination. They must make it ¢lear that under
ne cipcumstances will they give in to the zrowlng pressures to



reflate, which are being ilntensified by thelr electoral
unpcpularity and by the growing flow of North Sea oil. They must
do all they can in the immediate future to preserve the tattered
remnants of our system of collective bargaining and to stimulate
a major effort to reconstruct it in the longer term.

So far their actions have fallen well sh;rt of what is
required. to empleyers mand unions ¢n collective
bargaining has been vague. ambiguous, confused or apparently
ineonsistent. Their deteminatlan to resist execesslve public
sector claime is questionable., The pressure to reflate and the
case for deing so are not belng Firmiy dealt with. And of the
rebuilding of collective bargaining almost nothing is said - -
indeed even the lZ-month rule is in obvicus Jecpardy. 'The
nation has been launched, in a thoreughly ill=prepared way, oh a
period of grave danger and uncertainty.

1t is essential that €he Government should set a responsible
example in ite vole of employer. It is equally necessary that
it should make 1t sbsolutely clear that no subsidies from
taxpayers' money will be forthconing to cover deficite, in
the natiscnalised or supported sectors of industry, caused by
excessive pay awards. Everybody should understand from the
start that additicnal labour costs must be met by increased
productivity, higher prices fo the consumer, or retrenchment which
will probably involve redundancies.

Better Collective Bargmining
The need for abetter system of collsstive bargaining than

our present haphazard arrangement was recognised by the

Donovan Commission a decade ago. We have toc nany strikas,
frequently urauthorited and in breach of astablished disputes
procedures; restrictive practices mean that we are nct using our
rescurces efficiently; and sectional bargaining can lead tc an
endlass calendar of negotiations with everyone desperately trying
to keep up and no-one able to call a halt to the wages paper
chase, This dicorganisation rewards militancy and underminas
responsible trade unioniem,

Improved methods of bargaining cannot be imposed by Government.
That 18 not the Goverpment's role. Government interventicn in pay

bargaining has been a failure, Realistic cellective bargaining

meants resporsibiliiy by employers and trade unions alike: it
cannot be forced on them by Government.

siaas/ Our aim
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our a:Lm is to se= r.cllective bangatning moved back from
the lavel of rig;dly centralised natioml agreement te which it
has been driven in recent yaara and allowed. to take place at 1is
natural level in’ the economy, w‘hex‘ever that level may be. This
does not mean that we ndvocate a massive decentralisation of all
bargaining to the workplace :I.n the sense that the Doncvan
Commi s2ion used that tert. We agree with Donoyan that more

Vbargaining should be er\aouraged beneath industry level but

above the shnpfloor - in other words At enterprite or cumpany

e

level. “
We think that Go‘ver‘-nme'm-:'a rele should be limited to

taking & lead ip promoting the urgant ‘debate on improving

bargsaining. We would leok to the Cede of Practice or bargaining
progedures which the ird:pcndert tdvisepy Corclliation and 0
Arbitration Service has promised to preduce for guldance to Both
employers and unions on key pointe: the levels at which bargaining
sheuld take piace; the subjects that sheuld bz covered, the

drawing up of claims; the way in which negotiaﬁio‘ns should be

carpied out: the procedure for introducing agreements; and the

best means for carrying ;hem out,

Copservatives and the Unione

Because of the pelitical connections betwaen many trade
uniona and the Labour rarty, to which wa have referred abeve, it
is easy to understand the fears ¢f those who assert tha.;.T
Conservative Government would find it hard te secure co-operation
From union leaders. And it is alraady clear that the Labour Farty,
in default of any nmore constructive idean, 15 foing to exploit
these fears for all thev are worth before and during the next
election,

The notion that Labour are better equipped to work with
the unions was of course strengthened by the relationship implicit
in the 'Social ¢eontract’, under which the TUC became for a time
almost &n organ of government. Yet current events are already
showing that the disillusionment with the effects of the
Contract', which is bullding up among pank-and-file trade
unionists and many union lezaders, has weakened the attachmeria and
brought that relatioenship almost to an énd.

vue-o/ This offers
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This effers the Corneervative Party an ppportun!.ty'which we
‘have no intention of allowing to go by defadit. | Our strength
lies in the fact that we have never forged & nﬁpmw relationship
with any mincrity. group or gought, ioshuffle off on to union leaders
responsibilities which properly belong to Govgrmént. After
the experience of tite last three years, and the pest-matrimonial
. squabblee punctuating the current diverce preceedings, we
believe: upicen leaders may well £ind 1t beth conyenient and
refreshing to deal at arm's length with & Gnverment wh:l.ch
knows.both 1ite plasge and thejrs. oL
We see the trade unions ms a very important economic
interest group whose .cooperation and understending we amu!t- work -
conotantly .to win and to keep, as we have d.ong‘:"in. the past. Ve
see no need for confrontation and have no wish for !:t.

But we carnot accept that the Government should draw up
ita legislative programme at the sole behest of the unlons. Nor
do we believe that trade unicne want to centirue a situation in
which time and again they were sold an unrcalistic vieien of
imminent economic recovery dependant on just one more year of
pay restraint from them. We gumrantee that they will have no
replay of this disillusicring experience from us. We will be
henest and open with them about. the state of the nation, but
we will not shift burdene t& their shoulders which they carmot
carry.

Qur approach will be to govern in the interests of all the
people, through Parliament. There will be no parrcw and exclusive
denls., Employers and unions should work together with Covernment
in an atmosphere of informed and responeible debate. But each
rust kKeep to their proper role, and Governmert has a duty to
listen to cthers on the larger stage of society.

For all these reasons, we do not helieve. that a Conzervative
Goveroment would find it harder to get on with rc-spuna.tble' union
ieaders than Labour are finding it at present - rather, pevhaps,
the contrary. We have done it in.the past, and we believe that
there exicts among these union leaders a willingness, matching '
ocur own, te start afresh with a clean siate =nd reach a mutually
acoeptable working arrangement.

seeae/ The Ultimate
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The llltimat.e Challenge? -
But "many people will say, not all union leaders, at all

levela, are responsi.ble. However, it iz important to get the
disgndsis right. The ‘vapt majority of unicn leaders amd - °
officials feel a deep responsibility for the interest: -of the
workers they repi-en‘ent. " Their difficulties si'g-ite'- from the fact
that they are frof time to time subjected toalmost overwhelming
préséurea'- éspecially in m period of 'falling living standards -
to ‘démand short-term gains which their bettay judgement might tell
them will in $hs long run lead to higher prices and fewer jobs.
They must be continually looking eover their shoulders, both at the
militaits behind them iho may foment unofficial’ industrial action
wnhich théy canhot control and at other unions which may be ’
making gains that will inflame the ambitions of their own members .

We understand all this, and we think they realise that we
‘do.’ Morsover we believe - un the basis of experience rather
than mere hope - that the most infiuential union lsaders can be
relfed upon to cocperate with a government of "any party to try
te do what is best for all workere and for the nation as a whole.

of cource there are militant extremists in the unicns - and
pomé of them are openly dedicated to the destruction of the whole
free-snterprise industrial system. Having.seen what some of them
are prepared to do to thwart the more mensible intentlons of &
Labour Government, we are not so simple as to imagine that they
will be any more helpful to a Conservative administration =
although we sometimee fcel they could hardly be less helpful. 0

We know that some cf them will try desperately to foment,
at local levels, industrial action in protest against some of a
Conservative Government's meagures - particwlarly those deslgned
to eurb public spending. We are prepared for this, and wa are
aware of the pressures - amounting sometimes to cper intimidation
- which the most unscrupulous among them will try to bring o bear
on their workmates.

But we are also aware that the moderate majority of trads
unionists have become lncreapingly uneasy mbout the activities of
politically motivated militants - and about the effects of
militant action. Hary who have watched on their televisicn
screeng the bcenes outside the Grunwick factory have recognised
that a perversion of the deeply Zelt cense of union s¢lidarity

can be brought by vioclent men to constitute a real threat o the
rule of law and a stable society.

reses/ The lessons
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The iessons of the last éﬁree disastrous years and the
grim directress of the link betweer excessive wage settlements
~ or damaging strikes in support of excessive ciaims - and lost
jobe have beeri gradually appreciated by millicns of rank-and-file
union members. Whatever may happen this.autumn and winter, we
belfieve the. inflience of the mi;itmts ig decliping.

If, hewever, -there are giill these within the ranks of
organised labour who are determined to mount & direct political
challenge to a newly elected Cnrhewative Govertment, we say
now quite plainly that they will be resisted fipmly and
decisively. N¢ government, whatever its affiliations and
sympathies, ought to have any cholee in such a situation. & ~
Conservative Governnent, elected to govern in the interests of
all the people, would certainly have none. If the lew of the land
eo]'p" , %8s broken or threatened, .we shall enforce it. If the interests of
(? the puplic at large are threatened, we shall protect them tc the
limits of our power.

We wish we could hepe te rely in a erisis or the canperation
of & Labour parliamentary oppesition as confidently as this
Labcur Goversment has been able to cocunt on the support of the
Conservative Party for measures to control inflatiorn, protect
the public and preserve the rule of law, In the light of our

experience in 1973-4, cur confiderce must be less than total. B2Eut
we hope we shall be able to rely on the support of the great
majority of the British people, who now know more than enough
about the alternatives. .

sPop if their reecive weakens, then however firm our own

intentions ard the leadership we give, Britein may weil have become

w We do not believe £t wili. N ——

...s:f CBAPTER IIL
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CHAPTER I1I
- TAXATION

l-havj' demands have been made on' the British tax
system during the past 3% years, and it is in bad shape.
No wore important challenge will present iteglf to an
incoming Consarvative government than to restera public
confidence in its rationality émd faivmess since it now ..
touches every citizen. -

Turing this period the revenus system has been
required to carry out two separate taske:z

first, to provide finance for a free-spending
government which has deliberately pushed up its
o demands at & time when naticnal income as

a whole has been, 1f anything, falling;

second, to impose socialist priorities in the
distribution of income and wealth on what is still
an obstinately non-soclalist people.

The use of the tax system for social engineering has
meant & heavy programme of legislation, which neither
legal draftsmen nor Parliament have been equipped to handle.
Businesses, the professionsl world and individual taxpayers
themselves are now wrestling with an octopus which none cen
really grasp. Frecious resources of energy and brainpewer
are wasted in absorbing each new wave of laws, and whole
areas of the economy sre brought to a standstill by sheer
uncerteinty. Jobs have been lost by the postpomement of
new development projects and by the sale or winding up of
private businesses,

An incoming Consetvetive government will have to take
action quickly to halt this destruction. Much as we would
1ike to sweep the wheole tangle of tax laws away and start
again, we believe this would now cause cheos,

Instead, we belleve that & certain number of limited
changes, taken imediately as pert of an emergency package,
would greatly reduce the pressures which today threaten to
blow the machine sky-high. After that would come the time
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for platming £he :Lung—term, fmdament-al raforms that are
l.mdaubtadly needed-

our policy studies, the conclusions of which are set
out in the following pages, are in part dirscted to
identifying those changes which could be made quickly
without mjor lesnl.al:f.on. - They . include the weduction of
tax rafes, the removal of overleps between one tax and
another, and the elimination of those features of the presemt
tax scaled which are intended,. for political reasons, to be
penal.

Prosperity can be achieved only by unlocking the
productive potential of the private sector of the British
ecunomy Dmrf.ng the past four years the British people have
been ‘given a cléar view of the direction in which sccilalism
is leading them, It is an unappealing prospect. We
believe that the British people are mow ready to turn back te
COMMOn Sense.

Maki h t of a Bad .

There iz room for argument whether the aggregate
turden of taxation is grester in the United Kingdem than in
othar lesding industriel countries. It may only fes]
heavier, because the taxable capacity of the British economy,
in terms of income per head, has lagged so far behind most
other tcoumtriess What is certain, however, is that the
present structure of tax ratea and scales in the U.K.
might have beén -designed to make the worst of a bad job.

Throughout the income tax 6cale, the British rates are
more onerous than -in almost any other country. The starting
rate at 34 per cent- is the highest starting rate in the
world. “The scale of rates is exceptionally steep, The
top retes, at 83 per cent on earned income and 98 per cent
on investment Income, stand out as & beacen of fiscal
absurdity, = Nobody can be expected to pay 98 per cent tax
willingly on pert of his income; all too many take elther
their money (1f they can) or themselves abroad, or work out
some device for avoiding such confiscation.

These tax rates, reached at quite modest income levels
(by international astandards), have a catastrophic effect.
They enforce the payment to senfor executives of gross
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salevies: which look énorwous on paper, provoking resemtment
among workers and much political propaganda —yet ¢ l:ha net
veturns after tax are very low by the standards of ‘other
industrial countries. ..

Fhey .encourxage the growth of momti.ves based on
status, lelewre and perguisites. rather than. op. seraight
Financisl reward. ' They:diréct.investment out, of Pfoductive :
channele and into the purchase of such aspets as !].and, works
of ert and boate, wheve capitgl geins and enjoyment attract
lower rates of tax. o )

Meamwhile tex avoeldance, woonlighting and second jobs
distract the effort of people at all income levgls away f:om
the basic regular work that needs doing in a healthy ecomnmy
Tax avoidence leads In tum to anti-avoldance legulation,
and so the whole engine of revenue administration begins to
run away with itself.

Faced with the problem of increasing the revenue in
an inflationary period, the present Covernment has leaned
too heavily on direct (income) taxss. In 1973/74, fhe
yield from direct taxes was 91 per cent of the y!.eld of
the combined indirect taxes (VAT, drink, tobacco, petrol, .
betting taxes). In 1976/77, income tax was called on to . .
produce 125 pex cent of the total yield of indirect vtaxels_‘- .
In this way, the fiscal structure has been pushedmt of line
with those of other cotmtries; the tax loed hes been extended
to cover single pecple receiving & mere 23 per cent of ’
average industrial earnings and femflies with less than
half the avermge, Thus thousends of people have been.
caught fn the Poverty Trap, where income tax falls to be paid
by pecple living well below the officially defined poverty
line.

Tha most urgent measure to be taken by an incoming
Gonservative goverrment will be to lighten the load of
income tax wight through the scgale, Uhen the public
borrowing requirement has been reduced, a&s psrt of the attack
on inflation, this will be a first charge on the money saved
by cutting government expenditure, and on &ny part of the
North Ses revemues than can be spared from the pricrity
task of repaying some of the debts piled up by the p:"eae.m:

© Gov o Ifm ryy leeway will have to be created
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by switching some of the frraducible tax hurdan on te
md.sting fndirect ta.xas. .

It 18 o 1nten|:1m to proceed on .Eour fronta:
1,  We shall reduce the basic rate of income tex, which
hitfs the tawpayér with such force at 2 very modest level.

2. We shall ralse the thresholds. In 1952 Income tax

only etruck when & family manlp income stoed at 103 per

cent of the national esrnings. By 1970 Lt waa 56 per cent;
after rising slightly, it hae since fellen further to an
estimated 47 per cent for the current year, This has

been largely brought about by the fallure to move up the
starting threshelds of income tax in line with inflation since
1973. In the budget of that year the thresholda for single
and married persens wers sst at €595 and £775 respectively.
Since thet time, prices have nearly doubled but the thresholds
are now £045 and £1,295., Yet to restore the thresholds to
the equivalent levels of 1973 would now cost about €2% billiom.
That is the amount by which Mr. Healey has stealthily increased
the burden of taxation on the man in the street.

In this year's Finance Bill debates, Parliament moved
decisively to put an end to this process, by requiring that
the tax allowancea should henceforward be raised each year
by the emount of the inflatien in the preceding twelve months,
unless the Chancellor could comvince the House of Commons
that he had geod ¥eason for mot eo doing, This emendment
to the Finance Bfll was imposed by Conservatives and
rebellious Labour backbenchiers acting togather.

3. We shall widen the higher rates tax bands. In 1973

the higher income tax rates of 40 per .cent and upwards

started st £5,000 end reached the top level at £€20,000.

These figures would now be £10,000 and 40,000 if they had
been indexed. Instead of that the Chancellor this year
proudly ennounced that he would increase the &5,000 figure

to 85,000 as part of his cempaign to woo the middle executivas.
The top rate is still reached at £21,000.  Tha-cost of
restoring the true values of 1573 would now be about @425
million.

weaf &, We shall
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by We shall reduce. the:top tretesa,. . Among the Eurupen:‘:‘
Commmity countries, top rates of tax on, estned. income
seldom exceed 60 per cent and only France apd Great Brita:r.n
discriminate additionally ageinst Investment income.
Furthermore their top rotes are reeched at levels substantially
above the (21,000 Level still operating in the U.K. after &
hundred per cent Inflatiom, . : It will be our aim, at an early .
staga, to bring our higher tax rates into line with those
" in Europe, the UdSuhiay Japan and the Cld Commonwealth
countries. o
tih to Indirect -Taxnti
The cuts we need to make. in Income Tax may well pot be
g
fully matched to begin with by expenditure reductions. :
It may be necessary in pert to pay for them by h
indirect taxes. We beliewe that increased empha.ais should
Tow be piaced on expenditure taxes, and that e switch can '
be effected without creating injustice. Owing to the
care with which VAT was Introduced by the Conservativs
government in 1973, the major items of basic expenditure
carry & zero rate = e.g. food, fuel, travel and rent.
Value hdded Tax cannot be termed a lumamy tax, bub it has
been kept clear of most of the necessities of 1life,

Tt must be noted, of cowrse, that just as the Income
Tax structure means that revente lp disproportionately
boosted by inflatton, so (because the Zxeclse duties are
novmelly expressed pro rats on an X pencé per wnit basle)
the yleld of the indirect taxes falls behind the rate of
inflation, Nevertheless, it hes to be ramembered that the
yield of some of them-could reach the point of diminishing
returns. We cammot exclude the possibility that the early
reforms of the incoming Conservative goverrmnt will i.nclud.e
some tax increases on this. fromt.

o ) .
The policy options can be selected in detall fron a
renge of alternstives,  ~The salient figures, the budgetary
buiiding bricks, are as follows, all exptessed in Cerms uf
1977 price levels.

vee/ Total Central Gevernment
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Total Central Government Lax revenus 1971'/7:8 est. : 6.‘.56,500:11

Income Tex yleld 1977/78 est. T

?rofected Revenue yield from North Sea oil by
980/81 .

S o B s £3,000m
Proceeds of 1 per cent econogy, in Government
expenditure . H £430m
Yield loss frém ip reduction 'in'Income Tax :  B480m
Yield gain from Z%'on VAT ° °v L : €750m
yield gain from 1p on pint of beer : £100m
Yield gain from 5p on petrol ., H £21.0m
Yield gein from 1p on 20 cigdrettes : : &40m
Cost of returning higher Incoie tax bands. to
1973/74 equivalents H £275m
Cost of vestoring income tax thresholds to -
. 1973/74 levels ’ : :+  82,500m
Cost of reducing top rates of income tax to . .
60 per cent ’ ' H £230m

We have thoupht ft importent to get ail these figures
down together, not just to offer every texpayer the enter=
tainment of constructing his own do-it-yourself Budget,
but so that everyene may understand the vast sums of revenue
involved, They do show very clearly how difficult Inflatien
and a high-spending Labour Government have made the task
of significantly reducing the most omerous taxes,

When the lagt Conaervative government left office it
was only half wey through 2 sweeping programme of tax
simplification. This programme will be resumed when the
Party retigns to government.

There ara very few people today who fully understand
& tax return, or how their coding is calculated, Ner, for
example, could they say with confidence whether they stood
better off or worse off by the recent partial awitch from
child tax allowances to child benefits, The tax system
must be made comprehensible to the ordinary person.

At the same time we are inprassed by the long-term
opportunities for ecencmy of bringing together the incoms
tax and the soclal security establishments through a.tax
credit system, The Conssrvative Party welcomas THE BLaps
taken in this direction = albeit wnwillingly end ineptly -
by the present Covernment. The Child Benefit iz a form




of tax credit which has the advantage of helping those
families whose fncomes ere too 1Low for tax allowances to
take effect. . [ . AN

We are alsc impreased by the scope for aduinistrative
’&m:a - both in the Inland Revemie orga.ni.utim ard in
empl.cye: st offices = in the American system of self-
assessment, If it is preceded by’ nimpliff.cam.on of tax
reliefs and all s Belf nt can bring administ-
rative economy and & broadened undarstanding among citizens
of how their tax is levied and.what they are act‘.u.al!.y paying
for the services of central government.

These schemes ‘require ‘painstaking praparatim a.nd
they cannot be taken dowm from the shelf and put straight into
action. ‘MNevertheless qur expert policy compittees have done
mich of the necessary preparatory work in the past three
years.

The Cost of Col],gctgm
A measure of the cumpla:ity of the British revenue

system 1s given by the fact that the Inland Revenue now has
more staff than the American Inland Revenue Service. Tn
the U.S.A. collection costs about 0.6 per cent of the revemue
ratsed; in the United Kingdom the comparable figure is

1,75 per cent. ‘The number of permanent staff employed by
the Inland Revenue has tisen from 25,000 to 80,000 since
1939, and Customs and Excise staff have doubled, to more
than 29,000, over the same period.*

These figures do not necessarily reflect inefficient
organisationy the glze of the organisation largely reflects
the size of the job it has been given to doe. Hewever,
the coat of the Inland Revenue administratlon vese by 42
per cent in 1973-76, te €354 million. And thie ie only
the beginning of the story, since compliance costs fot the

»eo/ taxpayer

1, Of the increases taking glace since 1945, Labour
adninistrations were yesponaible for 35,000 new oba in the
Inland Revenue and Conservative a.dm.i.nl.strntiom oY A&
10,000,

2. The mmber of pages of U.K. tax law last year passed
Tha 3,600 mack. compared with 180 pages in 1918.
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taxpayer (individusl and corporate) must account for
similer amounts. Acedemfc research 1s now being updertaken
into this hidden part of the tax iceberg, the cost Incurred

by the taxpayer.

The at or FPerfect:

The U,K. tax system enr.eted. 2 new phaae when, in 1974
the Labour Govermment launched-an -onslaught on the leopholes
and avoidance systems to which businesses had increasingly
been driven in order to protect their middle snd senior
employees from the full impact of incomes policy aml steeply

ogressive tax rates. )

The penal arrange.mem:s inl:rod:u.ce.d for taxation of
overseas earnings resulted in overkill, and an attempt was
made in 1077 to relieve the sifuaticn by introducing tax
relief for employees working oversess for more than thirty
days in a yeT;_-Follawing Conservative pressure, the
Government has committed Liself te e.'l:t:endl.ng.this relief
te the self-employed next yeat.

Measures designed to tax employees on benefits in
kind (e.g. reilway tickets supplied cheap to railway
employees) fell foul of trade unicns when they were
introduced in 1976 and had teo be hastily withdrawm.
Sweeping changes in the system of taxation of emplovees!
benefit of company cars were also introduced; the Opposition,
again, had te fight for speclal reliefa in order that
injustice should not be done to psople who made particularly
heavy use of their cars.

There is logic in texing the whole range of benefits
in kind {f a Goverrment is determined that there shall be
unifornity in every minute detall of the edministration.
But the huge cost of carrying cut &ll the boolkwork called
for by such a system, and the resentment caused by 'mit~
picking" intrusion into the arrangements made between
employers and employees far ocutweligh the theoretical
advantages. - ‘

an tncoming Conservatlive government will roll back
chis Invasion by tax enguiry, which threatens to bring the
whole business mechenism of the country grinding to a

" halt. If the economy is mot to aat.tle into permanent

«es/ stegnation there



gtagnation there has to be a switeh eway from such

pettifosping details. : :
Enforcepent :

Oppressive lawleads directly to problems of
enforcement; the Labour goverrment 't_uul found Ltself deeply
embrofled in-trying to pass lLegislation which threatened ’
personal liberty and the privacy of family and home.

" in the 1976 Finance Bill, the Inland Revernue was offered
sweeping new powers of emtry and powers to call for papers.
Conservative vigilence ensured that the .Bill was amended
during its passage through Parliament, but the Party has
committed itself to a thorough veview of enforcemsnt
provisions: both for Customs -and Excise and for Inland
Revenue, : a ’ ;

. The effect of a bad tax system is to create feelings
of injustice and to discourage effort, The effect on
tusinesses is often to destroy them. . The stagnation of
British business in the past four years reflects the
present blight. ’

Firms in the laxger 'quoted! sector of the British
economy have been saved from the sharpest edge of the
socialist tax prograrmme. It 18 the small business sector
where enterprise has been throttled, £irst by the war om
profits, then by persomsl taxation, end finally by &
crudely .destructive chaos of capital taxes. Small
businesses depend for thelr existence and prosperity on the
accoummilaion of capitel in private hands; such accufislation
#5 anathems to the socialist, sc deeply rvesented that he
often hardly reslises when his anti~capitalist politics
end up by ¥nocking swey his oun Job from under him.

tuch will have to be dome to restore vigour to this
section of the private enterprise economy. Reduetion
of the higher rates of persomsl tax will be the most important
gingle s'tep; the phasing out of the Investment income
surcharge and abolition of dividend limitation are two rummers-—
up. A review of the whole system of capital texation will
be undertaken, as a follow-up to the immediate steps which
we shall take on coming to office. These will be aimed at
blunting the most destructive features of the Capital
Trang fer Tax.



£ of
It was estimated in 1974 that aggregate death and gifc

taxes were equivalent to Q.46 per cent of GNP in the United

Kingdem and the United States of America, 0.22 per cent in

France, 0.05 pex cent in West Germany end 0,09 per cent In
 Italy. Even though the U.Ke figure is among the highest,

the justification for capital taxes 1s not to be found in

thelxr yleld.

The present yleld from the whole yaugs of British
capital taxes could be replaced by an extra 23%p on Income
Tax or an added 3% per cemt on value Added Tax. —The
saving In collection costs, professional fees and econanle

%diahoruan by making either switch would be very great.
And indeed there are Agma.gcomomic arguments for making it.
+The maln pressure for hesvy capital taxes had alvays been
political - in part mere egalitarian envy, in part & mistaken
belief that some aipnificant redistribution of wealth could
thus be achieved to the adventage of the poor, and often
ag a straight political rerade—off! to emcourage moderation
in union pay bargaining.  Some of the economic, soclal
snd cultural effects have been unfortunate, and the process
of breaking up large estates has gone too far.

Nevertheless, we would mot think it right to remove all
(O restraints on the aggregation and transmission of large
fortunes. It 1s no part of .our 2ims te encourage the
comcentration of the country’s weglth in fewer amd fewer
hands. .. We ara deeply concerned to enable many mord peopls
to accumlate and transmit wealth, through the raduction
“of penal imposta om incomes, savings and tranefers.

3

The present pattern of capital taxation {n the United
Ringdom has develcped haphezardly. dapital Gains Tax,
Capital Transfer Tax, Development land Tax, Stamp Dutfes and
Tavestment Income Gurcharge have been piled one em top of ’
the other, often with nc attempt to avoid cverlapplngs

A good oppertunity to rationaliss the-whole structire was lost

when the Capital Transfer Tax was brought forwrd in place of
Estate.Duties in 1975. T SR

JuJo f Barly steps’ v



Eerly steps will be teken to tyamaform CIT by cutting
all the rates and extending the rellefs. - And we will adapt
‘Tapital Galns Tax 6o that only true prolits (as opposed
to inflationary gains} are subject to the tax. [In a future
produced Green Paper we shall set out the lines along which the
longer term review of this fleld will be conductedq*

Capital Gains Tax should be recsst so that the 1iabilicy
tapers off with the passage of time; Stamp Puties might
well be rediiced or eliminated, although not with the same
urgency a5 a number of other changes in the 1list,

Yle doubt very much the wisdom of retaining the Investment
Income Surcharge, Of the total yleld of this.tax {#275
million in 1976/77) about 42 per cent im collected from
persons over retivement age - who are often placed at a
distinet disadvantage by comparison with members of occupational
pensions schemes. The surcharge distorts caplital maricets
by diverting private investment towards capital profit and
away from Income yilelding securities; It contributes to the
dearth of private xisl capital which 15 at the Toot of most of
the small business sectcr‘slp‘roblems.

Healthn Tex

We will have no pert in Introducing a Wealth Tax in the
United Kingdom. e can see that in an ideal and simplified
world, if there were an ‘opportunity to re-design the tax
system, there might be 'a place for a wealth tax instead of
other cap:‘.ta]. texes, In Britain today, with its multiplicity
of different ownership pattemns, veried lnvestment forms and
property ﬂ.ghts, we belive’ ‘that a Wealth Tex 1s cut of the
quastion. ‘Either it would bé c¥uda and unjust, leaving a
mass of Loopholes to be exploited by the ingenious, or it
wotlld be equitsble and level handed, in'which case it.would
“be m:tremely expensive to run.

t

This tax, introduced In 1976, has put a severe brake on
property development and has cont:ributad to the reduction
of employment in the build.l.ng and constrtiction industries..

Ve intend to reduce the rates of this tax sharply, to s
charities and pension funds and to take other measures which

ovsf Wil meke It
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will make it less dmmaging. For the lemger run some kind
of specific property development tax may well be necessary.
Capital gains resulting from plamming permissions ave in a
category of their own end require specisl treatment.

Coppany Profits

If profits are restored to their proper positiem as &
means of financing investment and as a source of reverue, then
it becomes imperative to ensuxe that the profits that are
being taxed are real profite. Inflation has a distorting
effect on company accounts as they have always been drawn up
in the past, because it creatss misleading profits on
stocks of goods and work in progress simply by pushing up
thelr prices.

We recognise that companies need to know where they stand.

a first step we believe that the reserves bullt up wmder
the 1974 Kealey tax-deferment scheme should be released
from the contingency of vepayment to the Revenue in all
but certain narrowly defined circumstancas such as liquidatiom.
While the reserves remain in company balance sheets, and as long
as the Treasury has a formal line of the tax payments
deferred under the scheme, Lt 1s &ll too easy for a futime
Socialsit government to requisiticon such reserves in the
form of en enforced capitalisation. Such a programme would
give a future Mational Enterprise Board very swift posseasion
of influential stakes right acrgss the range of U.K.. )
companies,

Value ed Ty

VAT 1s expected to yleld some 4,000 million in the
current £inancial year. Purchase Tax at its best produced
£1,400 million, Even allowing for the changed value of
money, it is uniikely that Purchase Tax could have produced
a yleld comparable with that of VAT without causing great '
distortion in patterns of trade amd without widespread fraud,

-
Given the need for revenue, VAT Xs an efficlent tax.
e e
The Conservative goverrment iIntroduced it in 1973, and W&
stand by 1it. .

This ts not to deny that VAT, lilke any other tax, needs
to ba kept up to date, Changes in trade pattems, and

esed comsumer hablts



constmer habits call for pericdic adjustments.

We have wecettly had en expert committee working on
VAT; it reported in March 1977 and its wain proposals have
been put forward in the form of amendments to the 1977
Finence Bill. Although the Goverrment bas not adopted the
Genservative recommendations, it has become very clear in the
course of the debates that wa are om-the right lines.

The five principal racomnepdations of owr VAT enquiry

werej

(a) that the cost and inconvenience of operating the
tax could be substantislly reduced by returning
to & single positive rate, as when the tax was

ordiginally launched, instead of the dusl rate

introduced by Mr. Healey In L974;

(b) that the threshold for compulsory reglstration for
VAT neaded to be raised at least in line with prices,
That would imply a threshold of £10,000 today;
during the Finance Bill debate the Chancellox
grudgingly came forward with a figure of 27,500,
which was accepted by the Liberals;

{c) that a simplified accotntsa=based system could be
devised, epplicable to smaller compenies, which
would relieve them from the burden of
preparing two sets of records, oma for thelw
accountant and the other for the VAT office;

* {d) - that = scheme for the relief of VAT on bad debts
could be devised; - . ] I

{e) that the enquiry and enforcement powers under
VAT legislation needed review. ‘

Personal Capital ‘g_.!_:_l,. 1ding .

The Conservative Party's c.un'mtt‘:men‘t to a propetrty
owning democracy is long-standing, The time has now come
to extend it to the ownership, mot only of hemes, but of
wealth in other forms as well, For us a free soclety is a
soclety in which property in all its forms is held by as many

vvsf people &3 possible,



people as possible., This is the antithesis of the narrow
state ownership in which Socialists believe.

The Conservative Party has recently published draft
proposals to encoursge a4 muach faster growth of employee share
ownership, We believe that it is not for govermment to lay
down specific schemes, It is for each employer to decide
with his employees whether, and how, suitable arrangments of
this kind should be intwoduced,

But we want to ensure that every reasonable incentive
can be given to wage and salary esrners to build up a capital
sum, whether from personal savings or through deferred share

O schemes at their place of employment.

We therefore intend to intreduce:

1) Tax incentlves to firms that wish to instal
deferred profit-shxring or similar schemes,

1f) Favourable tax treatment for profit shares or

“1  added walue shares in the hands of recipients,
— e e et

where these shares are retained.

«v./ CHAPIER IV



CHLPTER IV

REMOVENG THE 035TACLES TO ENTERPAISE
Should a gbvemmc—.ni: have an 'industrial poliecy' at all®

This may sound a silly question, rut experience of Labour's
1indugtrial stratery' has prompted many people to ask it
serioucly. ‘Do, for heaven'n sake, wet of f our backs, stop
chopping and changing and monkeying around, and leave us to get
on with cur jebes in pemce!’ hae been the heartfelt cry of
thousands of entrepreneurs and managers during this dismal period.

0f eourss a governacnt rust have an economic policy, Just

ae 1t must have a sceial pelicy that takas acccunt «f the problems
¢f unemployment. But an econonic policy that is not primapily
directed to creating the conditions in which wealth-creating

-~ and job-creating -~ industry can develop and fleurish is bound
o Fall, An 'industrial policy'! which conelsts largely of
interference, tinkering and providing palliatives for structural
defects is m; kird of a substitute for Lt.

Our econcmic policies are firmly dirccted towards the
primary aim, and te that extent we have a policy for industry.
vot because we talk insistently about the needs of industry,

about tne urgent need to restore its profitability, about the
precblens of entrepreneurs and manamere, we are cften accused of
being 'the party of the bosses’ and of lackinz compassionate
soncern for the ordinary worker and for the thousands in the

dols quoues.

Meihing could be farther from the tmith. The frue enemiesa
of the ordinary worksp - whether in work or unemployed - are
precisely thoee who preach compassion and concern, while blinding
themgelves and otherc te the need for the ereation of real
wealth and to the causal link between unprofitable industries’ '
and massive unehploynment.

Youth on thg Dole

Does any senoible person really imagine that we do not
understand ~ end care mbout - the damoralisiﬁg experience of
young pecple leaving ochool ard unable to find work® That we
cannot appreciate the damage that may be done to their

venna/ vulnerpable



vulperable seif-corfidence’ Thal we have no copception of what
it is is like tc have %o rely on the help of parents, e¢ked out
by a Few pourds of Supplemertary 3enefit, at a tine when they
mipht have hoped to be geing out in their leisure hours to
enjoy themselves with their mere fertunate friendsi’

we-understand all this very well. We know how deprescing
the atmesphere of a Social Security office can be and hewr
1ittle help those with no werk experlence can often expect from
the employment exchenzes. UWe realiee that the path from
eptimism - when every vacaucy is an opperiunity - te the
fatalistic conviction that every job is beyond you can be cven
shorter fer the young than for the middie-agcd and elderly, who

are sufierdns znouch today.

el
prepared to do something to make poasibhle the creation of rew

But what is the use of knowlng all this unles: one is

and ceoure jcbs, and to remove some of the deterrents which
ar: preventing employere who actually need more labour '

froi talting on extra werkers® It is only by being practical
that cne can transiate compassica into effective action. £rd
te be practical cone pust have a clear understanding of what the
basic pircblems of industry are.

The Real Froblem

What has been happening in the last few years has gone Far
towards destroying Britain's capacity tor the creation gf wealth
« ¢n which all else depends. Industry expands, develops,
‘changes and adapts, creates jobs, more or less successfully in
accordance with itec ability te earn the profits fr‘o-m which
these activities must be financed. These wha fondiy imagine
that %the State' can finance them instead forget that 'the State!
reither has nor ecan create any wealth of its own, bui depends
in the lact recort on %axing and redistributing the wealth

that 1s created by othera.

Industrial *firms will not - and often cannet = invest
unless at the end of the day they can sde the prospect of a
profitable return on the investment. Industry iz about
compatition ~ mnd risks. If risks are never taken, industry will
rever Ye ccmpetitive. Lesaes have to be faced,  But ricks will
net be tak:n unlese in the long run there 1s en-balance a fair
chance that & profit can be made, !

sreas/f And the
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And the plain fact is - whatever impression some people
may derive from the apparently large paper profite occasicnally
anpounced by scme companies - that over whole sectors of industry
the tyrend of real profits (taking account of inflation)
has been eteadily falling, sometimes actually representing a
negative rate of return on capital invested. Over B wide
aren, profitability is now so low as periously to restrict
investiment - the investment that could make our induatry
more competitive and create new wealth and new jobe. Private
personal investment irn small businesaes - the wealth ereators
of the future - is on the way to eliminatieon. Acren of our
urban centres have been stripped of cormercial life altogether..

Britain's industrial wcakness is not an accident. Nor
is it due to any lack of maragerial, technical or crafi skille.
It is our own creation. It is due to misgujded social

(masquerading as 'induetrial’) policies. Taking Britain's
workforce as a whele, cur workers are among the least
productive and the worst pald {the two being directly and
causally lipked) in the Western industrial world. And with
the smallest incentives in Eurcpe {(apart, perhaps,{rom

Sweden) menagement is hardly well geared for the jeb of putting
all this right.

The Scope for Enterprise .

S0 how can cur preblems gradually be put right?  Is
there ho hopet Of course there is, or we should not be
writing this at all.

Our country's commercial instinct runs very deep. It
was on our passion for, almost cur oboession with, trade and
commerce, our endless and restless ingenuity in devising and
narketing new products and services that car enormous etrength
was built,

K

The instinct is still there. The 4alent ig still
there. Even today, despite the hostile climate for enterprise,
despite the denigration of bhusiness effort, and despite the
unceasing pelitical war against profitable -enterprise, the
British commercial talent flourdishee in some parts of the
economy . while Whitehail and Wesiminzter concentrate on the
enormeus social probleme thrown up as failing competitiveness



- 39 -

overtakes our cld industrial structuqas, away Ifrom the
headlines new businesses stlll struggle upwards, new ideas and
products are marketed and an enormous range of skills and
servicea - especially in the financial sector - c&ntinua to
out-manceuvre and even to dominate some world markets.

we can only compete if we create conditions which foster
and encourage rising productivity, substantial added value and
irnovation - whether in high or lew technolegy.

There is net a fixed amount of work to be done in ths
world, but a huge market both at home and abroad for those
who are cunmet;tive. If we can supply this market nct only
with manufactured geodse but with ssrvieces, not only with
famliiar products but with rew devices and new needs as yet
unidentified = let alone classified by Gevernment departments
then there need be no egericus preblem about jobs. There
will be many more secure, wealth-creating jobs for those who
seek them,

The policies already outlined for earnings, incentive ard
tax reform will help to create the right climate for
industrial and compercial success. Much of what is called
today cur “industrial stéategy" -~ the rescue plans, the
hectic meetings with Ministers, the get-tcgethers between top
tycoons and top bureaucrats to discuss how to deal with this
or that criaie - much of this so~called strategy is defensive,
It is concerned withe defending ocur existing industrial structure
against the pressure of svents, But a nation prospers not
ky harping on its probleﬁs but by recognising and reinforcing
its areas of success, allowing resources tc flow from the less
to the more successful activities,

Much of the so-called industrial strategy - the
restructuring of industries, the subsidising of British’
Leyland, the perpetuation of cvermanning in, for cxample, the
steel industry - 1s really a social péiicy. We recognise
fully that Govermments have tec cope with these difficult
prebleme and to do so with sensifivity and understanding.
But 1t is silly to pretend that this caonstitutes a positive
approach to the economy, since it tends to reduée our
competitiveness and therefore our prosperity and the number
of new joba available.

+ea/ In any case



In any caes the socianl policier themselves are riddled
with inccnelgtencies and contradictions. Their sponsors claim
at one and the same time to be fustering new investment,
which must often involve reduced manning scales if it is to be
worth while, and to be protecting employment; to be in favour
of high productivity, while simul tanecusly perpetuating over-
manning by job rescues and job subsidiea; te be in favour of
new technolegy while approving the order for the Drax B power
station. And B0 it goes oh.

We have to reinforce swecess, in preference to faflure,
and create the climate and opportunities for fresh successes.
And we shall do this not by ever more publie spending, more
regulaticns, more control and more bureaucracy, but by the
graduy) and systematic removal ‘of the deterrents and
disecouragements that have grown up to hold back Britain's
instinctive industrizl and commercial vitality.

We are well aware that it will take time - perhaps quite

a lopng time - to restope and secure the confidence and profit-
abillty of British industry. . That is why we lald so much
emphagis in ocur last chapter on the need to introduce rapidly
an 'enterprise tax package' to help get things moving again.
Here we are concernad with the removal of the other barriers
to enterprise. So we aim to reduce the volume of new
legislation, as well as to remove current restrictions, But:
since we know how deeply industrialists yearn for a medicum

. of stability after sc much chopping and changing, it ie not
sur intention to rush inte majer institutional changes.

Let us now take a lecok at some of these cbetacles te
enterprise.

Regional Folicy
Take, for instance, regional poiicy. The desire to

bring work to Jjobless areas is understood, but if the climate
is generally endburaging to enterprise ‘employers will tend to
go where there are spare manpower and facilicies - unless there
are known local deterrents such as a particularly bad record
for labour relations. ' :

../ Some of the attempts
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. Some of the attempts of recent years te cajole firns teo
“the reglons may mctually have reduced the development of
industry in the country taken as a whole, since the cests

of the inducements have to be borne by other successiyl
businese and since activities in the areas which would
otherwise grow spentanecusly are curtailed and restrained.

Worse than that, the plarners are scmetimes wrong in their
assessment of the areas needing support. For a generaticen
it has been planring policy to move jobs out of London and
out of other big cities as well. Now the heart of Luanden
threatens to become an industrial and commercial desert and
Jjohe are scarce.

0 Why has this happened? Becausc enterpreneurship and
rew buginess have been discnur-‘aged, because cld business has
been driven out by ambitious redevelopment plans which have
failed to reflect the needs of the communities for which'they
are supposed to provide, and becausc detailed control of
industrial and cffice development has discouraged Jeb-creating
new enterprise. Theee pelices must be modified, aitheugh

% ige that reysional policy Bas been of help mast

A

We _reco,
n building local infrastructures,

We propose to raise the industrial development certificate
thresheld and to end the system of office development permits.
0 We shall contrel total expenditure on regional development

. by cash 1imit, with zenerally lower rates of grant, a minimuwa
Threshoeld for size of project and & cost-per-job limit.

It is too simple to aryue that lower taxation and
encouragement to enterprise will briry all the old familiar

——

forms cf busireza back again., © New forms of free enterprise
7 wil]_. be neceded, forns which could well be unfamiliar teo, or

- unpepular with, the slarners. Wew
pe_;"‘M firms in our cisies. We need banking, firarce and insurance.
- - e need printers, publishers and entertainers. We oeed the

"\)g\th" V kind of firms apd developments that grow up ir support of
iarge~scale tourism. We need to encourage the full floweriny
of the skills and entreprensurial vitality of our immigrant
communities.

+a s/ Governnents cannot



Governments carnct make all these things happen, although
they can certainly atop them happening and indeed have dens
B0, But they can do much tc promote the ﬁnst promising
climate for developments cf thile kind: that will be cne of
the central alms c¢f our industrial policy.

The Cost of Rescue Schemes
Let us take ancther area of the so-called industrial

strategy, the policy of rescues, in which beth Ministere and
the Kational Enterprise Board have been very active and very
free with the taxpayer's money. (The Conservative Party

set forth in The Right Approach its intentions fer the fﬁture
of the N.E.B. and of the Industry Acts.)

These schemes talte money from the effigient to wive o
to tie inafficient - to srable them t¢ go on beilny irefficient,
making Lt herder for the efficient te realise their full
potentigl. The philosophy behind these cperations iz
therefore the very upposité of what we need for industrial

and commercial recovery.

In general we belisve that when firmg carnct get ocut of
their Hifficulties themseives the Receiver 15 usually the best

answer, as the present Government now accepts. But of

course we recognice too that there will be some exceptional

cases where help may be in the naticnal interest. We will

make any such hslp both temburary and tapered. ()

The most prominent rescue operation of recent tires - and
a continuing problem - has been the British Leyland Motur
Corperation, We pecognise that within this vast conglomerate
there are mary areas of great potential success and profit,
and we are sad to see these submerged and held down by

inefficiencies and Tailures elzewhare. He luok to manageme
and unions to co-cperate in building up the successful parte of
British Leyland, slimmirg the labour force and ralsing productivity
dramatically. Fﬁ;ther assistance to British Leyland will be
considered with these objectives in mind.

State Industries . .
State industries which are not profitables will be encouraged

to become 0. But they will also be required tc operats
under corditions of failr competiticn. The speclal protestive

.../ nencpoly provisions
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monepoly provisiors which in some industries prevent the
emergence of effective ccmpeMviewad.
e el

We also aim to remove the management of nationelised
industries further away from the politicians and Whitehall.
We will peinstate a required rate of return on  capltal for
all nationalised irdustries, Yneconontc activities will
be costed and separately financed by the iiinister or Depart-
ment which believes them tc be desirable.

The problemfacirg Britair's naticnalised industries is
that they arc expected tc perform with eccremic efficlaney
and yet they are the playthirgs of pelitical whim. The nurs
that private capital ¢an be invelved in thece industries
t&easier it will be for their chairmen and directers to
Esisc Miristerial and Departmental pressures on ths grounds

that thene are uther sharehclders, as well ac the Government,
vihose interests must be safoiuarded, And thé more affective
we can be in distinguishirg between the economic and.-the‘
social functions of the State industries the less difficult
it will be to ceparats the requirements of effjcient cperation
from the pelitical and assclal objectlves which peliticians
will inevitably wish netionalised undertakirgs to pursue.

The leng term alm must be to’ reduce the preperderance
of State cwnership and to widen the base of cwnership in our
communl Ly Otmership by the State 1s rcof the'saus-as

. i
oynership by the people. It is tha very opposite.

inside public ccrporations there are many sxcellent
anagers whe are not beiny given a falr charce to make
their industries as efficient as they could be. we aim to
give them the cpportunities and terms of cmpleymént they
need to discherye this responsibility.

Flanning Laws |

Redeveloppent plana and planning laws end regulations 1Bust
taka more acceunt of the needs of entefprise - particularly
at the smaller end. We have seer smaller businesces - whether
small seale manufacturing or services or shops - driven out of
our inner eity areas and nothing has returned in thelr place.
Both at national ard local level we wart to encourage the
areation of r.ew businesses, glving pew work oppértunitiesa
back to our cities. The attempt by lecal autherities= to



£i1l the gap by municipal trading makes matters worse and
adds further disceuragemeri to individual erterprise, We
are opposed to the expansion of nunicipal trading as we are
toe the expansion of direct Labour organisations.i

Employment Laws

We are dceply concernocd that some of our present labour
laws aimed at protecting employees and jobs may actually be
acting as a disincentive to the creation and maintenance of
employmert opportunitics, With 1% million unemployed, it
is cruclal that full and failr oppcrtunities to woerk should
ba provided for as many pcople as possible. A pevival of
output and profitability can bring with it many job cpporturities
acress industry and particularly amorgst the gmaller businesces,
We want to promete e constructive discussion with all sides

onn how thla revival may Te being hindered by the cperation

of some parts of employment law.

He are deeply concerned, too, about the loes of livelihoods
————

resulting fro csed shop arrangements.

The Conservative Party is not in favour of the closed
shen. We belleve that in the p;;:.the threats te individual
freedom that can spring from closad szihcp agreements have been
ignored or pushed aside bezause the convenisnoe of a unter
membership agreement, both to unicns and sometimes to
employers, has been allcwed to become the first considpratiun.
We believe that‘employers and unione car and sheuld deo
without cuch agreementsz,

We recognise, nowever, that outlawing nlosed shops can
sometines be rot only ineffective, but pusltively daneging to
the induividuals concerned. The evidence surgests that
informal agreenmenits continue even if formal ones are banrad.
They may restrict the individual's right to woerk far more that
an opan agreenent vhich is regulated and limited.

We are detérmlned to provide the bgst protectior for the
g -
Individual. S0 we prepose that if such agreements are made,

the fellewing points must be obperved:
a5 a closed

G £ fulier pregramme for sncouraging small businesses by thene
and ovther measures is set out i the recant publication of the
Party's Small Bueirese Buresu /7The Right Approach: small
businesses:?



1) a cloesd shep agrooment should only he made with the
\4&’ consent ¢f the workpeople involved;

i1} existine employeeg should not be forced to join a
E;T;;—;Eainst their will; pecple unfairly
dismisced for refusing to jein should be eligible

é for compensation;

iii) individuals whe have strong personal convictions
which make it impossible for them to join a union
should bhe exempt;

iv) any clcsed shop agreement should protect the rights
of members of professions whose codes of conduct
forbid them to take part in industrial sction;

v) therce should be an independent tribunal available
to consider casea of people who have strong personal
convictions agalrut trade union membership or who
are arbitrarily cxcluded or expelled from
particuler unions,

Ve internd te incorportate these cenditions into a Code
of Practice for regobiation of clcsed shops. and if
volurtary agreements do not provide adequate safeguards for
imcddviduals, we shall be preparad to legislate to guarantee
them.

Taking a fullep Part at Work

We are aloo cppessd ©o Labeur's prepesals for Industrial
Denocracy - the Bullock Report. These destructive plans
weuld sive unions a power of appointment to the boards of
private companies amcunting te both a removal of all righis
of ownership from irvestors ard a rm:i;‘m for disputes,
whilst denyiry any effective zay o pecple at their place of
work.

The Ccnsef\‘!&ti‘!ea have consistently pressed fer fuller
participation at wark. Unless people really understand the
position of and prospects for the erterprise in which they are
amployed, and unless they have fulfilling tasks to de, there
will be little hoepe of the nation achieviﬁg higher output
and greateor efficiency. And without that, we shall never
restore prosperity and jobs.

+uo/ But the impetus



But the impetus must come from enployers and employees
themselves, That 1s why the last Conservative Government
get up the Stearing Group on task-level participetion jeintiy
with the walons and the employers. of wouree the need to
take part docs not atop there. Employees should alse know

.lhen .major decisilons are about to be taken = decisicns that
could affect them: doas a key part of the firm have to be
expanded or closed; i3 a merger or takeover desirable;
should there be najor new inveestment?

In smaller busiresses, the more intimate and clofas
lrit nature of personal relationships normally ensures that
people working there do have a proper aay. But the unhealthy
expansion of the public sector in recent years as well ap
the growth of conglomerates in the private sector weans
that many people now work in vast enterprises where they have
jittle say. )

S0 we are looking at ways in which people at work can
be giver the right to irformaticn about these big decisicns.
snd we wiil encourage the development of a variety of ways
and means for employeea to influence these decislons, We
think these canm beet be worked sut in each enterprise to suit
its own clrcumstances. But we will provide a firm lead and
sensible guidance.

Prices and comgetitinn .
¥e cppose broad price and profit contrels. Suchk

arrangementa rcduce net prices but Jcbs. The prcservation s
and maiptenance of FETFOTMPTTITIoNn is our central concern

irf this aree. The Price Commission should probahly be
abolished, The office of Fair Trading and the Moncpolies
Copmiasion can ba ox'qun:l.sed to, deal with all aspects of
restrictive prsctices and lack of competition in nricinp
policies, particularly in the public sector. Nevertheless,
despite the ineffectivensss = ard harmful side effects -~ of
price controls, e dp not 1gnore the paychologiaal reasaurmce
which some coneumvrla dari.\m from their existence.

Teo Many Laws and Remlationa
We intend tc re\riew the full range ‘of henlth, b\ﬂld:l .'

safety and other regula!:mrs :Lr order to impruve the climate

for enterprise. It ey well be that many 'of theae requlat:l.ona

.eof epring from
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spring from vitally impertant social _congidel"u.tions. Thie
we recegniee. But it does not follow that they cannot
be improved both in their design and application to encourage
rather than disecourage business aép:msion and new work
epportunities.

vas/ CHAPIER V
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“i .7 CHAFTER V'

A NEW START

While the Labour Farty has been forcezd into monetary
discipline by the Interrational Menetary Fund, 'vlre expect to sec
. constant pressures cn the Labour tovernment to kick cver the
trpces and return tc hich inflation pclicies. Gle 8¢e no propon
Labour understanding of the springe of business enterprise and
no determination te reduce cubstentially the levels of personal
and capital taxaticr. The growth of public expenditure has boen
curbed - but for how long? We deubt whether the Sccialipts wonld ©
pee Hertn Sea oll revenues to pepay our auge debts or reduce
personal texation., #11 the fpdications are that these funds
siould be vdiverted: inte so-called socially useiully O
irvestment - which in fact weuld be wickedly wasteful spending.

We see the Labour Covermment £till flirting witix the idza
of a deprecinted currency tc sncourage exporte, and sbill
hankering to fix as iar as peasibla the value of the exchanfe

rate and to interfere with the flow ci capltal in and out ¥ the
country. The disastrous effech of very sharp movements in
interest pates and very high levels ol intereat rates may now be
dimly appreciated, But the financing of ever-swelling puklic

expenditure pians is still clearly the first Labour priorizy.

floetility to the Eurcpean Economic Compunity 1s latent o
in the Labour Party which seems to be drifting cnce more
towards ‘ilr. Benrn's Little England', with ecalls for inport
controls, tapiffs and even withdrewal from the EEC., .icre laws
are plabned giving inereascd economic powar and conirel to
trade unions and to the 3tate, and more taxec are being werked
out {such as the Wealth Tax) to be added to the many existirg
taxes in Britaln.

In all these arens we now prupose a chande of palicy, s¢
that the fraaework can be established in wiich the rew approach
we have dezcribed to earninge, tec pay deternination, te public
epending, to taxaticn and to indusmcan be

properly developed.

oiice aualn the Socialist soluilens have bec: tried ir

Britain and once again they have faiied migerably. OCur country

continues to incist on freedom, o reject the intclerant and

../ MATPTOW
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narrow breed of State Socialism that has developsd in Britain,
to demand the policies which suit a free and recpengible sociely.
Qur econcmic policies seek to meet that demand.

They do not guarantee a Golden Age. They do rot impese upon
the British pecpie a superior kncwledge which peither politicians
nop civil servants in fact possess. The Conuer\.rative Party is part

-of the pecple and has grown from the history and roots of the

people, We are nct a State party, a cadre of experts or &

party wedded to the interests of one group or class,

We believe that Government knouws lese about businecs than
businessmen, less about investnent than our investors, and lesa )
pbout pay bargaining than trade union negotiaters and cmployers.

We think we undersiand the limitations en what a Government alone

can do. This is surely the beginning cf wisdom and commongense.

fter the long years of failure and dieappointment, that
seems to us the best atarting point for the Government of a free
country to proceed from on the path te national recovery.

We do not underestimate the difficulties. The freedem - and
the rioks (which are in truth opportunities} - that we offer will
seen strange and even alarming to many, in beardrooms and in
councii houses alike. Toc many people have For too long been
senditionred to dependence and constraint.

But there iz no bright future for Britain - eor for any
indlvid\mi in Britain - unless the break for freedom is made. Let
us remember that twenty-six ye#rs age the British people were in
much the same state of doubt and near-despair.

"Tory freedom' worked then. We are sure it wiil work now.

Conservative Research Department,
24 0l1d Queen S$treet, London S.W.1.





