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SECRET

PAY_ _DETERMINATION
Neeting hald in the Leadear's Room at the
House of Commons on 20th March 1978, e/\’(

Present; Mrs, Thatcher, 8ir Kelth Joseph,
Sir Geoffrey Hows, Mr. Priof, Mr. King,
Mr. Nott, Mr. Howsll, Mr. Butler,
Mr, Patten, Wr. Shepherd, Mr. Cardona.

The meeting discussed the paper oh "“Inflaticn, Pay Determination
and the Labour Market" by Mr. Ridley, dated 18th March 1976.
Mrs. Thatther stated that the paper was to form the basis of & paper
for consideration by the Shadow Cabinet and for briefing for
1dates.

Thare were sevars misgivings about paragraph 2. 1t did not
make clear that the Fight egainst inflation was atill of the
groatest importanca. -

The equivocation in paragraph 3 over the best means of
aointrolling inflation wes unnecessary. It waa now clear that pay
policies should be aveided. The introductory paragraphs as a whole
T UNHSCERBATY .

It was polnted out that there was considerable danger that
an anpouncement of either free or unfettered collective bargalning
rsuld induce trade unione to put in bilg wage claims during an
rimsction campaign, Gome companies, like Ford, would be negotiating
uring en Ogteher election. We should atress paragraph 29 b) of
rue papar, which did not envisage a return to fres or unfattered
tollective bargaining. Thare was & discusalon of the problem
L at the maximum wage incrsases anvimaged by the Covernment's
Qumo«ic policy, or the average increase envisaged by that policy,
ight become the minimum demanded by nsgotiators. It was the
practice of trade union negotistors to ask for the largest increase
=btained by any other group. On the other hand 1t was abaglutely
easantial that there should be nettjements of different sizes:
unprefitable firms should not give increaces as larges as those given
hy profitable firms. We would have to distinguish with the greatest
posmible care between sggregate increases in earnings for the economy
aa a whole and tncreases ror individual groups.

The dilemme was that ons could not have a norm or & guideline
which gave the worst firms as wuch as the beat. On the other hand
thera had to be some kind of guidance about pay becouss people would
interpret monatery targets and cash limita ae contalinng ssaumptions
about pay.

There was & discussion of the =special problems of the public
soo Lo, Cash 1imits were not e camplete solution, The civil
sorvice trads unions would be able to analyse the cash limits as
well am anybody e . Thay would argue sabout the slze of the
cagh limite rather than about the size of the pay increase aftsr the
¢ash limit hed besn ast. The ¢nly possible sclution was to
identify those groups without whom oné could net do.
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1t was pointed ocut that 1f different parts of the publie
sector had cash limits incorporating different aasumptions about
pay incteases, Ministers would be put under great pressure by
negotiating groups. Boma indapendent body might be necesasry
in order to adviss Ninisters on cash limits and relativities
batwesn groups. Tribunals under judges weére undesirable: they
conteded too much. It wae agresd that in the final analyaias
compating ¢lalms would be aent baok from the Cabinet or &
cabinst sub-comnittes to the Treasury. That would be the polnt
at which competing claimm wers sorted out, It waa pointed out
that an arena in which public sector trads union lsadsrs could
b aggressively occupisd was required. They would argue sbout
proporations of ¢ash linits going to partitular groups. Soms
sdvisory - perhaps objsctive or indepsndent - body to help
fn the sllocaticn would be useful. This waa not to say that
cash llmite weres velusleas: theystrengthensd the ring fence
within which bargaining took place.

There was a discusssion of monstery targets. It waa
thought that it was not the proper tark of the Bank of England .
o sstabiish the monstary targets; the govertment itsell was
ragponaible for doing this, Mush of this sectlon of the paper
would need to be re-drafted,

Thers were the gravest doubta about using the NEDC as a forum.
Tnie might almply create a larger corporate body which might even
ronclude that -the monetary policy being pursued by a Jovernment
wal wWiong. Yhers was a discuasion of the compomition of the
~EDC. Further thought about it was required, bafors the decisicn
to strengthen NEDC was taksn. It might for example be preferable
roy NEDC members to be cross-examined by Parliament.

The auggestion in paragraph 19, of setting up a group of
indepandent sta was di This was a suggestlon to
ve borne in mind.  Already the world had changed: sconomic
_cament are was nd longsr dominatad by the National Inatitute.
Lndepandent voicess could help us to establish economic Telationshipe
in the public mind.

The machinery of collective bargaining was discusssd, I .
waa thought that the paper was insufficiently apeeific In ite
secompendations. The Renearch Department was asked to provide a
chort paper on restoring the balance of pover between amployers
ard uwntons. It was noted that psy synchrenisation was & very
aifficult cbleotive, More thought was reguirsd on pay resesrch.

At certain pointe in tM.ppp'r thers wers references to price
controls or investigative powers. Thera ehould be no refersnces
to any such powars.-

The papsr should be re~irafted by Messrs, Cardona and
Shepherd. It should be cut to four pages, with an aye to
preparing defenaive briefing, particularly for candidetes.
The phrass that all spckesasn ahould use to characterise our
ohjective was “collective bargaining free from Oovernment
ingerferance® .
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