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NOTE OF A MEETING AT 1100 IN 10 DOWNING STREET ON MONDAY 18 JUNE 1979 

TO DISCUSS JOHN HOSKYNS' PAPER ON GOVERNMENT STRATEGY 


Present Prime M i n i s t e r 


Home Secretary 


S e c r e t a r y of State f o r Industry 


S e c r e t a r y of State f o r Employment 


S e c r e t a r y of State f o r the Environment 

S e c r e t a r y of State f o r Trade 


Lord P r e s i d e n t 


C h a n c e l l o r of the Exchequer 

S i r Kenneth B e r r i l l 


Mr. John Hoskyns 


Mr. C l i v e Whitmore 


Mr. David Wolfson 


Mr. Tim Lankester 


The meeting had before i t John Hoskyns' paper on Government 


s t r a t e g y which had been c i r c u l a t e d under the Prime M i n i s t e r ' s 


minute of 14 June to the Home Sec r e t a r y . It was agreed that 


t h i s paper provided a u s e f u l conceptual framework against which 


to c o n s i d e r the problems f a c i n g B r i t a i n over the next ten years. 

The paper suggested the need f o r a " s t a b i l i s a t i o n programme" 


which would l a s t three to four years and which would provide 


the b a s i s f o r a r e a l r e v i v a l of the economy i n the middle and 

l a t e 1980s. It was c e r t a i n l y necessary to r e - e s t a b l i s h the 


c o n d i t i o n s f o r growth i n the UK - and t h i s meant g e t t i n g r i d 

of the cancer o f i n f l a t i o n , c r e a t i n g the r i g h t macro-economic 


environment and the r i g h t a t t i t u d e s to growth, and changing the 

power balance so that the trade unions were no longer able to 


upset the country's growth a s p i r a t i o n s . However, " s t a b l i s a t i o n 


programme" was a bad phrase which had the connotation of 


s t a g n a t i o n ; and i n any case i t would not be acceptable to have 


a p e r i o d of no growth l a s t i n g f o r as long as three to four years. 


A r e t u r n to growth must come sooner than tha t , and i t must be 


/ c l e a r that the 
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c l e a r that the Government was aiming at growth: i f i t was 


thought that, f o r example, the Government were more i n t e r e s t e d 


i n freedom of choice or c o u n t e r - i n f l a t i o n f o r i t s own sake, 


that would be p o l i t i c a l l y d i s a s t r o u s . I t was no doubt i n e v i t a b l e 


that the economy would have to mark time f o r a while, while the 


c o n d i t i o n s f o r growth were being r e - e s t a b l i s h e d . But measures 


to e s t a b l i s h these c o n d i t i o n s and " s t a b i l i s a t i o n " would have 


to go hand i n hand. Thus, the " s t a b l i s a t i o n " and r e b u i l d i n g 


p o l i c i e s would need to merge together. 


In order to make the i n i t i a l p e r i o d of l i t t l e or no growth 


more p a l a t a b l e , i t was e s s e n t i a l that the e l e c t o r a t e should 


understand the reasons f o r i t , and a l s o that i t should be c l e a r 


i n t h i s p e r i o d that the necessary measures were being under


taken. Th i s a p p l i e d i n the economic sphere; but, i n a d d i t i o n , 


there were other measures, f o r example i n r e l a t i o n to housing 


and law and order, where i t would be e s s e n t i a l to show that 


advances were being made. Fur t h e r c o n s i d e r a t i o n would have to 


be given to the terminology of the Government's economic 


programme: " r e b u i l d i n g " or " r e d e v e l o p i n g " might be more 


a p p r o p r i a t e than " s t a b i l i s a t i o n " . 


As to the content of the programme, the f i r s t e s s e n t i a l was 


to c r e a t e the r i g h t macro-economic environment. The Budget was 


a f i r s t step i n t h i s d i r e c t i o n . It was now necessary to f o l l o w 


through, i n p a r t i c u l a r by s t i c k i n g f i r m l y to the monetary t a r g e t 


which the C h a n c e l l o r had s e t . Monetary d i s c i p l i n e was the 


e s s e n t i a l p r e - c o n d i t i o n f o r reducing i n f l a t i o n a r y e x p e c t a t i o n s 


and b r i n g i n g i n f l a t i o n down. Incomes p o l i c y , and a f o r t i o r i 


the i d e a of a pay f r e e z e , should be r e j e c t e d . The i d e a that 


there might be a pay f r e e z e would cre a t e p r e c i s e l y the wrong 


e x p e c t a t i o n s , i t would lead to pre-emptive s t r i k e s , and i t would 


r a i s e the question of what would fo l l o w . It was agreed that this should 


/not be 
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not be pursued any f u r t h e r . On the other hand, i t was argued 


that in order to reduce i n f l a t i o n a r y e x p e c t a t i o n s as f a s t as 


p o s s i b l e , i t would be worth i n t r o d u c i n g an e x p l i c i t monetary con


t r a c t i o n programme over, say, a three-year p e r i o d . Only with such 


a medium-term programme would i n f l a t i o n be squeezed out of the 


system. Against t h i s , i t was p o i n t e d out t h a t , while a medium
term programme was a good id e a i n p r i n c i p l e , i t was important to 


be c a r e f u l on the question of timing. If the programme were too 


ambitious, and assuming the Government stuck to i t , there was a 


r i s k that i t would destroy p a r t s of p r i v a t e i n d u s t r y before they 


had an o p p o r t u n i t y to become more competitive. For the moment, 


we should continue to r e l y on 12-month t a r g e t s r o l l e d forward 


every s i x months. Whether i t would be p o s s i b l e to extend the 


t a r g e t s forward would depend p a r t l y on how q u i c k l y the p r i v a t e 


s e c t o r was able to improve i t s performance. 


In f u r t h e r d i s c u s s i o n , i t was argued that e s t a b l i s h i n g the 


r i g h t c o n d i t i o n s i n respect of t a x a t i o n and monetary p o l i c y was 


not enough. If c o n f i n e d to t h a t , the r e b u i l d i n g process would 


come too slowly. It was important that s p e c i f i c measures should 


be introduced, i n a d d i t i o n , to help the supply s i d e to expand. 


These could be broadly broken down i n t o two types of measure: 


f i r s t , measures designed to f r e e i n d u s t r y from bureaucracy and 


c o n t r o l s ; second, measures designed p o s i t i v e l y to a c c e l e r a t e 


redevelopment. Various p o s s i b i l i t i e s under these two heads were 


men t i o n e d : 


( i )	 F u r t h e r help to small businesses might be brought forward 


f o r i n c l u s i o n i n the Finance B i l l ; 


( i i )	 O f f i c i a l s were l o o k i n g at the Sector Working P a r t i e s ' 


views on how i n d u s t r y could b e n e f i t from d e c o n t r o l s . 


It would be worth c o n s i d e r i n g having a programme of 


d e c o n t r o l as had happened i n the e a r l y 1950s. 


( i i i )	 It would be worth c o n s i d e r i n g d e s i g n a t i n g a M i n i s t e r 


with s p e c i a l r e s p o n s i b i l i t y to v i s i t the regions and 


to d i s c u s s with i n d u s t r i a l i s t s the o p p o r t u n i t i e s f o r 


growth. T h i s might be on the p a t t e r n of Lord Hailsham's 


r e s p o n s i b i l i t y f o r the North East i n the Macmillan 
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a d m i n i s t r a t i o n . The emphasis would be not j u s t on the 


f i n a n c i a l a s s i s t a n c e which the Government c o u l d o f f e r , 


but also on other ways of improving the prospects f o r 


investment and i n d u s t r i a l change. 


( i v )	 In the context of the Shotton c l o s u r e , i t might be pos


s i b l e to make Shotton a s p e c i a l " d e c o n t r o l area" 
where, f o r example, a l l p l a n n i n g a p p l i c a t i o n s would be 


d e a l t with w i t h i n s i x months. T h i s could be a p i l o t 


scheme which, i f s u c c e s s f u l , could be copied elsewhere; 


and in any case, i t was more l i k e l y to be s u c c e s s f u l 


than pumping i n money on orthodox l i n e s . On the other 


hand, i t was p o i n t e d out that l e g i s l a t i o n would probably 


be needed f o r such an approach and that work was already 


i n hand to speed up planning a p p l i c a t i o n s country-wide. 


(v)	 It would be worth c o n s i d e r i n g how the i n s t i t u t i o n s c o u l d 


be brought to take on t h e i r proper r e s p o n s i b i l i t i e s f o r 


t h e i r massive e q u i t y holdings i n B r i t i s h i n d u s t r y with 


a view to ensuring that management in i n d u s t r y improved. 


Another r e l a t e d p o s s i b i l i t y , although i t would not d i r e c t l y 


a f f e c t i n d u s t r y , would be to encourage the i n s t i t u t i o n s 


to deploy t h e i r funds i n t o redeveloping inner c i t y areas 


e s p e c i a l l y i n t o housing, and thereby reduce the r o l e of 


the p u b l i c s e c t o r there. 


( v i )	 A number of s p e c i f i c p r o p o s a l s would be coming forward 


s h o r t l y from the Department of .Industry. 


It would be u s e f u l i f each of the main economic Departments would 


produce l i s t s of s p e c i f i c p r o p o s a l s , and these need not be con


f i n e d to t h e i r own Departmental r e s p o n s i b i l i t i e s . 


It was pointed out that the present economic background was 


e x c e p t i o n a l l y unfavourable. The i n t e r n a t i o n a l environment, about 


which the paper s a i d very l i t t l e , was c o n s i d e r a b l y worse than i t 


had been in the e a r l y 1970s; although i t could not be avoided, the 


Budget had made th i n g s worse f o r i n f l a t i o n i n the s h o r t - r u n ; the 


UK's performance, as i n d i c a t e d in the d e c l i n i n g r a t i o of 


l i U ' i i W Li\ i i*-*L /manufactured 
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manufactured exports to manufactured imports, had d e c l i n e d 


d r e a d f u l l y ; and recent experience with pay b a r g a i n i n g showed 


that union l e a d e r s were p r i m a r i l y i n t e r e s t e d i n the RPI and 


higher money wages as the b a s i s f o r negotiation, and h a r d l y at a l l 


i n output. One of the main p r i o r i t i e s must be to " s e l l " the Budget 


and undermine the arguments of the trade union c r i t i c s : otherwise, 


the Budget s t r a t e g y would a l l too e a s i l y f a i l , before the supply 


e f f e c t s came through. The f o r e c a s t s in the F i n a n c i a l Statement 


and Budget Report had u n f o r t u n a t e l y given the c r i t i c s a f i e l d - d a y . 


It was a p i t y they had been p u b l i s h e d s i n c e they were u n r e l i a b l e 


and t h e i r b a s i s was i n doubt. On pay b a r g a i n i n g too, i t was 


e s s e n t i a l to convince n e g o t i a t o r s that the t r a d i t i o n a l approach 


would only mean more i n f l a t i o n and more s t a g n a t i o n . It was 


important to get t h i s message over i n time to i n f l u e n c e the mood 


of trade union conferences t h i s summer. 


In f u r t h e r d i s c u s s i o n , i t was argued that the trade unions 


might t r y to breach the s t r a t e g y . The Government's a t t i t u d e 


to them, and i t s p o l i c i e s a f f e c t i n g them, were c r u c i a l f o r the 


s t r a t e g y ' s success. The paper d i d not r e a l l y confront the q u e s t i o n 


of to what extent, and i n which s e c t o r s , i t would be wise to r e s i s t 


the trade unions. It would be h e l p f u l to have a separate paper 


s e t t i n g out the t i m i n g of major clai m s over the coming winter, 


what were the c r i t i c a l ones from the point of view of the unions' 


p o s s i b l e s t r a n g l e h o l d over the economy, and what were the o p t i o n s 


f o r Government. On the other hand, i t was argued that there was 


more than an even chance of g e t t i n g through the winter without a 


show-down. At the moment, the unions d i d not appear to be l o o k i n g 


f o r one, and the r i s k s would be l e s s i n a s i t u a t i o n where we were 


r e l y i n g on monetary d i s c i p l i n e r a t h e r than on pay norms - or even 


the p o s s i b i l i t y of a pay f r e e z e . At the same time, however, the 


r i s k remained that the unions might u n i t e against the Government; 


f o r , d e s p i t e the d i s a r r a y which they were c u r r e n t l y showing, they 


were s t i l l very powerful. T h i s meant that i t would be unwise to 


l e g i s l a t e too much or too f a s t . In a d d i t i o n , i t was worth 


remembering that many of our d i f f i c u l t i e s with the trade unions 


/were due to 
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were due to poor management. T h i s was p a r t i c u l a r l y so i n the 


p u b l i c s e c t o r where - not c o i n c i d e n t a l l y - the unions had caused 


the g r e a t e s t d i f f i c u l t i e s . 


The proposals of the S e c r e t a r y of State f o r Employment f o r 


l e g i s l a t i o n on the trade union f r o n t would be d i s c u s s e d by E 


Committee the f o l l o w i n g day. These d i d not, however, cover the 


questions of t a x i n g unemployment b e n e f i t , paying supplementary 


b e n e f i t to s t r i k e r s and the PAYE rebate and i t would be worth 


c o n s i d e r i n g these i n due course. It would a l s o be worth con


s i d e r i n g the manner i n which i n d i v i d u a l s were able to c o l l e c t 


t h e i r unemployment b e n e f i t : on the face of i t , i t seemed a l l too 


easy f o r b e n e f i t to be c o l l e c t e d . 


It was f u r t h e r pointed out that, while a t t i t u d e s must 


change, t h i s would be no easy matter. The psychology of much 


of the working p o p u l a t i o n , but p a r t i c u l a r l y i n the North, was 


unfavourable. Many people p r e f e r r e d to continue with our present, 


u n s u c c e s s f u l ways, r a t h e r than accept the challenge of improvement. 


A major task must be to change a t t i t u d e s , and to do so r a p i d l y . 


T h i s was necessary not only as part of the r e b u i l d i n g process, 


but a l s o i n order to r e t a i n the e l e c t o r a t e ' s support i f and 


when there were i n d u s t r i a l t r o u b l e . On the other hand, i t was 


argued that there already were s i g n s of a change i n a t t i t u d e s . 


People understood much more than they had done that manufactur


i n g i n d u s t r y needed p r i o r i t y , and that the country would only 


r e v i v e i f i n d u s t r y became competitive once again. However, i t 


was important to c o n s o l i d a t e t h i s change of mood - p a r t i c u ] a r l y , 


given the immediate economic prospect, and the need to get 


through i t without d i s r u p t i o n . 


/In f u r t h e r 
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In f u r t h e r d i s c u s s i o n , i t was argued that M i n i s t e r s 


must make every e f f o r t i n the months immediately ahead to 


put over the Government's s t r a t e g y . Further work was 


needed on c l a r i f y i n g what the message should be, but there 


was already s u f f i c i e n t to be g e t t i n g on with. It was 


a l s o important that the press should c a r r y as many "good" 


s t o r i e s as p o s s i b l e on the economic f r o n t which would show 


that the s t r a t e g y was working: the Paymaster General and 


the No. 10 Press S e c r e t a r y would have an important r o l e to 


play here. On the other hand i t was argued that M i n i s t e r s 


needed more resources f o r p u t t i n g together speech m a t e r i a l . 


They d i d not always have the time to do i t themselves, 


and Information Departments were i l l - e q u i p p e d to help. 


Against t h i s , i t was pointed out that there was a d i f f e r e n c e 


between the b a s i c ideas i n the s t r a t e g y and p u t t i n g them 


i n t o the r i ^ h t form. No. 10 and the Treasury ought to be 


able to help with the former, while Information Departments 


could s u r e l y help M i n i s t e r s with d r a f t i n g . In a d d i t i o n i t 


was argued that p r e s e n t i n g the s t r a t e g y should come not 


only from M i n i s t e r s but a l s o from other q u a r t e r s . For 


example, the Government's f r i e n d s i n the press, the IEA and 


s e l e c t e d businessmen could perhaps be persuaded to do more. 


Summing up, the Prime M i n i s t e r s a i d that the meeting 


had been a u s e f u l , f i r s t d i s c u s s i o n . F o l l o w i n g on the 


proposal f o r s p e c i f i c ideas to help with the supply s i d e 


of the economy, the Secretaries of S t a t e f o r Industry, Employment, 


the Environment and Trade and the C h a n c e l l o r should send t h e i r 


own l i s t s of ideas to the Prime M i n i s t e r by the end of t h i s 


week. These l i s t s would then be examined by John Hoskyns 


and S i r Kenneth B e r r i l l and p r i o r i t i e s would be e s t a b l i s h e d . 


Secondly, M i n i s t e r s should do a l l they could to present the 


s t r a t e g y . John Hoskyns would be i n touch with them, and would 


provide a s s i s t a n c e i n the form of b a s i c ideas. The 


/Conservative 
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Conservative Research Department might a l s o be able to help. 


It would be f o r Information Departments to a s s i s t M i n i s t e r s i n 


p u t t i n g speeches together. T h i r d l y , the Home Secr e t a r y should 


arrange f o r the C i v i l Contingencies Unit to prepare a paper 


s e t t i n g out the t i m i n g of major pay claims over the next year, 


the problems which these could i n v o l v e and the Government's 


options f o r d e a l i n g with them. The S e c r e t a r y of State f o r 


Employment might wish to be a s s o c i a t e d with t h i s work. F o u r t h l y , 


M i n i s t e r s would need to meet f a i r l y r e g u l a r l y to c o n s i d e r the 


s t r a t e g y . But i t would not be worthwhile unless there was 


something s p e c i f i c to look at. The examination by John Hoskyns 


and S i r Kenneth B e r r i l l of the l i s t s of proposals which M i n i s t e r s 


would be p r e p a r i n g should t h e r e f o r e provide the b a s i s of d i s c u s s i o n 


f o r the next meeting of M i n i s t e r s . 


Copies t o : 
PS/Home Sec r e t a r y 


/Secretary of State f o r Industry 

/Secretary of State f o r Energy 

/Secretary of State f o r Employment 

/Secretary of S t a t e f o r the Environment 

/Secretary of S t a t e f o r Trade 

/Lord P r e s i d e n t 

/ C h a n c e l l o r of the Exchequer 

/ S i r John Hunt 

/ S i r Kenneth B e r r i l l 
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Home Secr e t a r y 


S e c r e t a r y of State f o r Industry 


S e c r e t a r y of State f o r Employment 


Secretary of State f o r the Environment 


S e c r e t a r y of State f o r Trade 


Lord P r e s i d e n t of the C o u n c i l 


C h a n c e l l o r of the Exchequer or John B i f f e n 
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10 DOWNING STREET 


From the Prhate Secretary 19 June 1979 

I e n c l o s e a note of the meeting on Government 


s t r a t e g y which took p l a c e here at No. 10 ye s t e r d a y 


morning. P l e a s e could you ensure t h a t i t s c i r c u l a t i o n 


i s c o n f i n e d to M i n i s t e r s and to your Permanent S e c r e t a r y . 


I am sending c o p i e s of t h i s l e t t e r and e n c l o s u r e 


to Tony B a t t i s h i l l (HM T r e a s u r y ) , Andrew Duguid 


(Department of I n d u s t r y ) , Ian F a i r (Department of Employment), 


David Edmonds (Department of the Environment), B i l l 


Burroughs (Department of Energy), Tom H a r r i s (Department 


of T r a d e ) , Jim Buckley (Lord P r e s i d e n t ' s O f f i c e ) , 


Gerry Spence ( C e n t r a l P o l i c y Review S t a f f ) and M a r t i n 


V i l e (Cabinet O f f i c e ) . 


John C h i l c o t , Esq., 

Home O f f i c e . 
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