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TO ALL MFEMBERS OF THE LEADER'S CONSULTATIVE COMMITIEDL

In addition to the items elready on the Apenda
for discussion et the Leader's Consultative Committee
ont 14th May, the atteched paper by ifr. Prior will
also be considercd after discussion of future business.
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COUYTER INFLATION POLIGY
[Paper by Mr. Pricty

Even since this paper was commissioned, the urgency tp
consider our position on counter-inflatfonary policy has
intensified,

(2} The wage round is drawing to e close. Thers are Ratlways,
Steel, Power Engineers, and Seamen in the main denger areas
still to be settied. If time permits the Government would be
wise to get them out of the way before changing policy, I
doubt Lf this option is now possible,

(b} We need to take up & public {nsitien quickly, and
prefarably before the Government iz forced to act, We are
in danger of being regarded as iyrelevant in the present
crisis, Tha general public ects us to have views on how
t¢ tackle the problems and will went to lmow what they arve,

On the credit side, the Government will point to the
improvement in the halance of payments (but for how long given
further devaluation and te=-stocking by industry), and to a
relatively restrained growth in momey supply. On the debit
side it 1z now clear E:Eat e

(a) Prices are growing at about 25 per cent a year and the
rate will accelerate this summer,

(b) Weges and salaries are settling down at & growth rate of
30 per cent p.da. or so, and adding o the al ly mounting
total of wemployment.

{¢) Public spending is consistently exceeding the Govermmentts
targats and controls and pushing wp the deficit and borrowing
requirement all the time. .

(d) It will be very difficult to sell gilt-cdged on the vast
scale required to cover the deficit for much longer, so interest
rates must rise before long.

(e) The exchange rate is sliding ineuorably downward as

{£) confidence both at home and averseas is being sapped £

the fact that the Government's present policles are inconsistent,
ineffective, untenable and & recipe for decay and wltimatc
disaster, gains credibility.

The social contract has failed to bring about wage restraint,
It has in fact raised people’s expectations aud lulled them
into a false sense of security, ¢ public sector deficit has
been allowed to grow unchacked as the quid pro quo for mom—
existent wapge restraint.
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We can all egvee that to -wnster fuflation a tigit
manetar;or policy is essential, But as I shall try to show
(para ID), it will not he enowph and there is nob sufficient
tgme. We need some foxrm of wage restraint too,

The Government would like to persevere with the social
contract, They could set specific guldelines or indext. They
could have a panel of unpires to report whether these guide-
lines were being respected, They could go further in respect
of their own public sector. They would prefer this to a
statutory polég{ and, wnless forved by events, will mot go
further to a Ly-fledged gstatutery policy. .

The Government will reluctantly have to increase taxation
and cut Lic expenditure - although we need no reminding of
how difficult thet iz to do in the short term,

We have to state a clear line. We have to do oo against
the bacl und of a nation in trouble and presumebly et this
stage still not over the precipice, The measures that the
Goverument contewplate will be unlikely to atem more thao
temporarily the holocaust ta come.

Measures taken now can help te avold additional
unenploymént next winter, The longer the delay, the more
ineffective the measures, the worse unemployment will become,

Wa will support the Govermment in the measures NCCes8aYY,
but included fn these measures must be the dropping of parts
of the Industry Bill, naticmalisation of land, ports, docks,
aircraft, shipbuilding, ete, and other Finance Act measures.
This will emsure that the Left hivea off, or that we ave left
free not to sufport. We have already supported the Gover:ment
on some vital lssues, but we cennot be expected to do so
whilst they purgue leglslative programmes which undermine the
confidence they seek In other ways to sustain, We should take
4 tough line, ma:ing it quite plain that we will support
measures in the natlional intevest but we arc not prepared to
be a runniag dog for Mr, Wilson, We are not so arrogant in
ruling out a coalition as Mr. Wilson appears to be.

e should sugport immediate cuts in food and housi._%
subgldies, and a freeze on employmént in the public service
at (or below) the present level,” We should be eble ta
save at least £] M this year (see Sir Caoffrey Howe's
Finance BiIl speech) ~it could be more but to do so would
be very painful indeed. ¢

We would support a tightening of the Soccial Contract
guidelines as suggested, end consider an index-linked freeze
tied to an index on food, fugl, rent. This would compensate
the lower paid for the ebfocts of reduc!.n% subsidies and
remggt;he fears they have of e steep decline in living
sta S
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In a crisis, we sre prepaved for erisis measures,
Ue must unite against those who waot to undermine our
society. Furthermore we must show that our polictes
will give hope and opportunity tothe many millions of
fard worki: ?enp:a- many Labour voters, but conservatives
with a amlil]s. cf ~who are fed up to the teeth with the
‘]]..efg wing and the unions, and long for us to give them a
ead,
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