. CONPIDENTIAL . PGAD/Tili-BuHOu‘A
ECONOMIG RECCHSTHUCTICN GROUP

' Minutes uf the Mgebing held im Interviaw Rooi D at 10,00 ag
- on Thursdey 20th Nowenber

FProment: Sir Geoffrey Howe MP (in the chair}
Er Biffen MP

I dilmour WP
¥r Howell NP
Sir Keith Joseph MP
¥r Nott MP -
tir Ridley , _ . {Seorstary)
- Miss Bulloch
Gllbart

Apologles $ir Leohard Neel

Introduction

Tha Chaiyman drew the Committes' o attention ta the nete. 'Cn .
uss and Inflation' (PGLO/75/18), Mr Ridley explained that the note
had been done to clarify terminclogy end with partiouwler refarence o
tha paper praduced by Mr Bdwards:in reaponas to. tha report .t the .
Shedow Cabinat, The Chaoirman indicated that the Group were agrogd. o
mltiple cAusation: differences arcse on the amphasis: to ba given to
Aifforent elemente, lir Edwards’ ocncdusion indicated that. he was in
agrespent on this point. .

2. Wage Controlam

M Prior stated that a Teturn 4o frésdom IFon Govemment inter-
ference lumediately following the .formation of the next Conservative
Oovernmsnt wap uplikely ta Be antirely realisiic.. The economy was
likely to be running down; £0F of cur (NP would be coming from mat—
ionalimed industries; the unions would atill be strong, - He waa not
cariein whether a Consprvative (ovarmmant oould abandon lncomss policy
if one hed exletsd forthe previous 2 or 3 years., More-sophisticakion
and lese- reetriction would be raquiredl perhaps the antire Price Code
and Prige Comnipailon wechanism ehould be repleced by awmore ganara)
raquirement relating i¢ returh on capital.

3ir Eeith Joacph Tolt that the prime influende of monay supply
20uld not ba ignored, Aetion in other areas might help, but it
was perhaps mistekan to baliove thet wage controle would make thinge
eagier. The currant Government was likely t¢ find itaelf in diffic-
ties when the £6 yoar ran out, Wr Howell believed that if.we found
a controls wvhioh had apreered to have boen upeful on owr return to
ffice, we ehould notaweey them away. Equally, if they had been mesn
to fail they should not be revived. -

It was noted that tha monstary polioy ofthe Jtnservative Govern—
ment had been largely oorract during 1970/72 prior bo the minera atriks,
Hr Prior teck the visw that the pasaibility of effecqively repgating
thiz woild be omch redussd whan ma faced & mors sntegonistic union
movement, when we would be cbliged to take off food and rent subalddes
and undertake further expsnditure cuta. The Chalrman noted that this
¢ould lead to & saries of Wilbsrforces, which could he less preferable
then e sontimious body, Sir Keith, howsver, felt that the Gonaervat —
ivea would Teturn with & doctor'a mandete, Labour's policies having
been aman 4o fail, snd Mr Howell noted that in these cireunstances it
might be battor undarstocd that high public expenditurs waas mors of a
vhure'at than a reduction of it. 4 spirlt of greatar co-operation would
eXdat.

Mr Howell felt that e major pre—elsation task wag 0 graduslly
averthrow the popular view that the Conssrvatives could. naver mork
affectively in the face of union oppositicn. Ae inflatich got worae,
aoma uniong wowld mage Gotter the argument on public expendituraj
inereased internsl democraoy would ellow mers potentisl inflvaenea
through and file mottbers more could be mada of the importance
of the 14 mtllion nomeunionised suployera who would work with the



Congervativen,

Tha -Chalrman noted that the Group;wsre undecided on whathsr atat—
utory eontrola OF mubstantifl “Inbérvenyfes in thé labour markatwhould
Bbe esidoluded, and in particular on whgther the £5-palicy and ita gon—
tinuation wis necessary, given that 1% meant ths exclusion of cthar
poliey optiona. L

Hir Keith noted that pey sontrols had. t0.he seen 2s baing accom—
panded by price and dividend controls, 16 wea suggeatsd that a pomition
ahould be ddepted which was mgainst oontipuation of dividend controla
and of price c¢ntrels. Some Talt that thim was politically unrsalistic,
but others todtthe view that it would be possible if it was slearly
shown that the preseat position wes lsading tg the removal of joba.

Hr Biffen noted that it wam aTgued persvasively — if wrongly -
that the £§ policy had kept public mactor psy lomer than it would
otharwigs have been, He belleved that in fact the Government wam mov-
ing towards the gawe Aifficulties that the Comssrvatives had axpar:
cad with thelr incomes policy: they would have- ¢ become wore dimerim—
inating, and here 1t would bo apen to widssproad ovasion and ayeidanoce,
Stopping inflation wes directly depandent on contralling public meotor
oxyendliure. - el

. Reduoing the powsra of Unjens., '

The Chairman indipated thet the problen was !+ political and
indiatrial pressurs by trade unitms could persuafp Governmente o
abandon wonetéry continence and he refarrad members to &n artiola by
Franoas Cafrmoross on the subject. Heyek ergued’ thati-the’ power of tha
uniong et ve dininiehed or extinguishei. -Thim vigm-hald that thera.
should be no ptiAts monupelies in public services, - MriPrior recailed ' -
that it had been hopsd that the Industrial Relatione dct might restrict
the powers of unicne, If 2 reduction in pydlic expenditure wae enforced
wWithtut co—cperstion frem the unione on pey, the use ¢ thelr momopoly
power could repidly negete the achievement, 3o’ fragily wad' the' etate
6f the eeonohy that moms form of pay controle was' 1ikely, -The British
union mevetent was- differont from its German oquivelent, o.g. there
WeTe WAy mors British unionm, and this’ memnt that the -amtablishment
of &-dimilarly regulated economy would be difficilt, - It was not
reakiatla td asqume that ‘there could be any ratiurnité a Jegielative
approach -to unlon power in the ngxy few years, “-Th ths short term,
policy mhould be dirested tarigentially: sore medertticr showdd ba -

vie ?‘Eltar i -dhould be dlearly told
that they should inform and adusats their heir workfurosaj ooneider-—
ation ahould bs glyen o wethoda of removing certain props from she
wiions - such 2 spoial seourity benefits. £or eipikers familice and
tax rebates - and te weys of pupporting induetry during strikes, .

he potentiel Posteeleotion scanaric

b In responae to & query from Mr Nott, the Chairman indfcatnd that
the Group wam Sgreed that there nholld ba saah confrdl in the publie
sector. The diedgreementarcee over the extanttt which 1t was possible
torely en this a8 the only distingt pegylator. uf -pay when . tha.private
aactor Taced bankruptey and unsmploymenty - " p . .

Wr Gilmour felt that it ohould ba borre in mifd“that the wyeid-
enen of &'md¢ialist state ‘entailed that the Condervatives win-tha-
next elsction, This might mean & willingmess to'mcoépt pay controls
in the interim, : B : o -

5. Thé purposs of iMe Growp - -
Ag-dimeussions fregquently oeptrod on the public sector and tex
ation, and since those Were ocoversd by ether specific polioy Groups;
Ur Nott guestioned the need for the Eoomemic Reconstruetion Group. . .-
If its major function wie to be deoiding the form of an inocumes policy,
then it ghould not eontinue, . P BT

Tha Cha: ioatad- that the ¢ifferengys in opiniem within the
group on the possible wes of incomes polioy ghould be:Mesn as B rafe .
leation of .the views af fhe ihtellagiual community.: The group's .
major fungtion was to agt &s &. 'holding company'. for other groupa and
1o co-erdinate their work, - . . . .
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There wag 1o QlsAgresment sbout the deairs to medure a sibuation
in which thors would ba no Government dntervention, and to move olcmar
te the Gorman systom.

Members neted that it was difficult to waXe public wbterancas
about pey policy @t this time am those would be read s & statement
of our views on its successor. Mr Gi1bert pointed cut that tha
present poliay mas sasentially voluntary and that the Governmsnt would
A0t necosearily be forqod o adopt a atrongsr atatutory policy in
July, QOther parts of theiy seonomic minsgement might make 1t posaibls
to reach & further voluntary agroomight. It mum egread that the
8ubJject »as ono on which a Fixcd viow wis not iumedictely negded, It
eould be roturned to from time to time, .

6. Money Supply and Ungmploymont

The Chiireen rominded membors that M Ridlay end Mr Criffith were
working on money supply. Sir Koith guestioncd whetvher the faot that
the UK wap borrowing more than it wes finanoing &id not indioate
o¥cess demand, but Ridlay noted thata deficit - covered or unsovered
5 Wad not same after the prasaure of demand in the lubowy markat. In
fact, high unemployuont could lead to an exceseive dsficit tmd ooncarn

bo expragsed about the posaibility of the preconditions for exasms

Eg Egi@ﬁtggl?:;r:bnut uring 1975 in weys which woald be irrav-
Howall drow the groups sttention o roeent Amgrican papors
rhick indicatad that there was a4 distinet relationahip botwesn woney
~upply reduation and unemplogment, but that 1t had bosn fgnored
recantly because the timesesle of 1ts operation had not bacn unders—
tood,

Robbie Gilbark

3rd Degomber 1975

The {Joneervative Rasearclh Depaythsnt
24 Qld Zuesn Strast
Londen i1



