TG/10/75 CONFIDENTIAL
SCONOMIC RECONSTRUCTION GROUP

Minutes of the meeting held in Room [ of the
House, of Commons at 10,00 z.m. on Thursday,
4th December.

Present: sir Geoffrey Howe {in the Chair)
Mr. Biffen
Mr. Poyell
5ir Keith Joseph
Sir Leonard Neal
Mr. YWott
Br. Prior
Br. Griffiths
Miss Bulloch
Mr. Gilbert

Kr. Ridley
e, Cardona (Secretarias)

Apologlest Mr. Gilmour
Mrs. Oppenheim

Economic Hanagement and Fine-Tuning

Hr. Budd vas unable to atrend, and so there was a discussion
of Mr. Ridley's paper on Economic Management and Fine-Tuning.

It vas suggasted thatr the debate about fine-Tuning was perhaps
whether Governments chould adjust rapidly te events, or whethar
they should set themselves long-term objectives.

The puints raised by mr, Ridley's paper were diacussed. There
was a Prima facle case for intervention, because of randon shocks
and the trade cycle. Fut there vere doubts about the valys of the
Treasury's forecasting modal, the effectiveness of the available
instruments of econcmic management, and about the consisztdncies
and sppropriateness of tThe Government's cbjsctives.

Mr. Hott pointed out certain broad chjectives which the Public
Sector Policy Group had seti reductions in public expenditure, the
budget deficit, and public manpower. This ‘strategy ahould be held
to, and the balance of payments and stérling ignored. Theip
importance was sxaggeratred. . '

There was a discussion about the short-term ingtruments of
demand management. Diract taxation could not be changed rapidly
encugh; and there wag always a palitical reason Mot tO Use
indirect taxation. Employees' Hationil Insurance coutributions
could, however. be raiged relatively' Fast.

There was A discussion of the rival priorities in economic
policy. Conservative speakers usually implied that controlliag
inflaticn was an everriding priority. Although floaring rates
could take care of aterling wp to a point, thay removed what some
considered had once been the only affective discipiine om
Governments, It was agresd that the impossibility of holding a
Fixed rate in the post-1573 world meant that continved Floating
would be inevitable. It was alse suggested that import controls
wera a form of fine-tuning. .
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There was & discussion about the difficultiss of monetary and
interest rate policy in a situation in vhich more than half of
the houssholds in the country were saverely affected by ave)
substantial rise in mnrtfage interest rates.’ It was agreed that
possible changes in housing finance would be discussed by a
separate howsing policy group. - .

The, problem of educating the public to expact to pay a price
in the short-term For benefits further alead 1a the future was
dizcussed. It was agreed tliat Conservative spsakers should
emphasise that there were no easy solutions.

There was 2 discussion of axchange control, in the contexts
of the ERC and of our other policiss, The crucial factor in
influencing long-term capital movsments was the difference betwaen
rates of proFit in the UK and abroad.

There was a short discussion about the growth of the public
gector. It was agreed that there was a ‘ratchet sfFact and that
the public sector grew when the ecomomy was either expanding or
cantracting, It sas thought memetary stability also sncouraged
growth cf the public sector.

Conclusions

The Chairman summed up our econcric nbjal:tives in the
Following points:
1 It wag difficult to distinguish ch,jec';ives u.f poncy From
instrunents of palicy;
2) Ve should learn to live with the Instrwments we havel
3) Pecpla should he educated awvay Erom thelr high gzpec:a:iuns
Of fovernment
4; starling should Pleat as cleanly as pol 1ca1 prosgures permit;
5 Interest rates should be as mobile a as political
pressuras permit; mortgages should 1f possihle be insulated;
6) The elimination of inflation should remain the pre—emingnt
cpjective, to bs achieved with minimum unemploymenti

.7) The long-fexm pursuit of the Tight monetary policy was an

eﬁsential elamant. in our broader economic stratedyi
Public expsnditure must be contained,

Ta these points were added the following:

9) Govermwntg shotild tinker less wx.t}- JFhe _economy, ' end use more
affectwe ipatruments less Frequently;

10): Direct tavation should be nade more Ploeibie, in ordet o aveld
having to use public expenditure as a requlatori .

11} There should be an abjuration of the Frequent use of hire
purchase, VAT rates, car faxes, and the b‘uild;l.ng industry as
requlators;
t3) Y& should as ,Ear 25 p0551hle ‘be counmitted o gemeral rather
than selective; interygption.

The next mee:ing would disciss monetary policy.
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