gonfidential BRSBTS

BCCNCMIO RECONSTRUCTION GROUP
Minutes of the Ath meeting hald at 11,00
a:m. in Interviev Room D at the House of
. Commons on Thursday &th Wovember 1375. .

Present: §ir Qeoffrey Howe, MP {in the Chair)
Mr Gilmour, M

Mr Griffiths

Mr Heseltine, P

Mr Howell, .
3ir Keith logeph, MP
Mr Ridl

Miss Bulloch

Mr Gilbert

(Secretary)

Apologies: Mp piffen, MP
Sir Leonard Neal
Mra Oppenhein, MP
Mr Frior. ¥P

datroduction

The Chairman reported that the British. Councl
g

1 had
increased thein enditure by 24 per cent dur the
brevious year and had quoted the Chancellor's Guildhall

- spesch in support of their action. . Members of the Group

might like te table questiops on the budgets. of similar
bedies.

_3ir Keith Joseph drew attenticn to Frofegsor K{d_dlewn‘u
e

poverful indictment of the Sardilands report,. of shich h
had been sent & copy. . :

Inflatian and Investme:
anflation and _Iuvesiment

The Chairman sudgested that an article by

Frofassor Walters, and notes by David Lomax and Brign Grifsffths

sitich sould be circulated later, should be read alongside
Mr RidleyIs paper 'Inflation And Investment? (Puf‘_\q/g:[ﬁ).

Discussion of the sections on inflation ‘should be
postponed antil Mr Prior was presant.. - épn this
would be prepared by Mr Gilbert for Mr Priorfs doinittee,
Attention vas drawm to Sir GeofEfrey Howe's speach and to
the ne¢w IEA paper by John Wood on measuring unemployment .

Investment

R Introducing the paper, the Secretary drew attention
1o the limited propositions set out on page 4@ agréemsnt
on the diagmsis set out ‘there was 3 ndoessary preraquisite
ta any policy vhich we might want to advocata. B

David Lomax wes arguing that expansion of investment
end productien in the private sector would be impessible
with ongoing inflation at 10 per cent per ampuh, So the
Govarnment oould allow the money supply to accelerats, but
this would lead to inflatien of the order of 30 per cent



per annun.  The/could raise taxes and cut publie
expenditure to-reduce the acceleration of money supply,
but their statéments indichted that this-was ruled out.
Or they could delibsrately slow down the rate of meney
supply - but this would mean sluggish regovery and high
unemployment, A version of this last-sfrategy,..
enconpassing tighter controls and perhaps.!doctorad!
wienployment figures (which would see the Government
through wntil 1979 vhen o0il vemues would he Flowing at
£21 billiun per annum) might be the most reascnable
approach.

Brian Griffiths, however, said that even when
tax revenue wag buoyant because of North fea oil, the
problem of the borrowing yequirement would remain. In
the short term, interest rates must rise and Government
expenditure wowld have to be cut. A3z the recov
begins, controls on banks could be expected to provide
subsidised credit to key sectors of the economy, such as
industry and houging.

Evary analysis iadicated that no situation was
envisaged in the short term in which industry would be
selF-Financing.  An inveatigation of the last three trade
cyclas indicated that investment cycles were progréssively
Feebla. Firms would only invest when a decent rate of
return vas 1ikely: an adequate rate OF return was both
the incentive and the provider of cash needed to sustain
fnvesthent . 't was theoretically peosaible to cut
taxes to provide the private individual with more resources
vhich would allow him to tolerats higher prices from -
producers which were essential if profits were to be
increaged, But it was difficult to raise prices in a
recesaion, particularly with the present Price Cpds. -3
money for investmeat must u\amrubly come from the public
sector in the First instance.

It was augges:ed that expansien of the.money supply
was inevitable a3  the borrowing raquirmnt was not going
to Fall during :he naxt 24 months. Movement in the My
might indicate that the acceleration had. already be;

The implications For the year 'after naxt vere i.mscapab].e,
and the possibility of an ele\:t::ra!. ‘da!h in the interdim
should be aoted.

e Chairman identified three dilemma! Facad by
the Gavernmen:. The First was the prospects for the
balance of tradet were Import controls inevitable?
Sacondly on price contral, Healey and Vilson seemed ta
be Faring one vay, and Shirley Williams another: they
wara calling for relaxation, vhilst she wms sndeavouring
to keep rises down to 5 per cent per annum.  Finally,
did the need For reduced public expenditure wholly exmlude
tax cut incentiyes, perhaps of the kind whick could
influence the RPI favourably during negntut:ions on the
next stage OF the attack on inflation?

Taxation ;

The Group considered possible dave:lcpmmts on the
tax frent, and vhat we should be pressing for.  Sir Keith
Joseph felt that In principle tax cuts must cover all
income levels, including the lowest,  gomething must be



about tax threshalds. Mr Heaelrtine, however, Felr that
this would be acting to boost spending rather than,
investoent. It was pointed out that the assumpridn of
cunthmmg high pwblic expenditure was likely tc ruls out
the poss 111.|:y of reraxing tax thresholds in b with
tha the RPI.  But Sir Teith sr;ruea :hat iz
a::tmn oz.\ thrashnlds was deferred, it might never bs
taken at all.

An estimate of the possible courss ui’ action open
in the next budget vas needed to see vhether thare vas
1likely to be sufficient latitude to give to the parsonal
as well as the industrial sector. Hr Ridley Felt that
this wes unlikely to be possible, unlgss the necessary
ravenug <ould be raised frow elsevhere, for example
Erom nationalised industries.

The Chairman raised the guestion of whether the
Group would support any revenus neutral scheme designed
to ease the tax burden at the top end ¢f the sarnings
scale for the budget debate next year. gir Teith Felt
1t necessary to move Funds From the *soclal wage' to the
pocket and handbag. . Hr Heseltine wondered whether the
acceptability of such chmges could be improved by the
agsumption of enabling powers dn the budget to wary tax
rates, but the aiman Felt thar thls oould be a
dangerous precadsnt.

was d to put down a nuaber of Parliamentary
questinas to m icate what income tax would raise on a
yumber of assumpticns about inflation and tha tax
threshold. A Further quesation should be tabled to
discover the inflation and threshold assumptiuns behind
the Chancellor's statement.

Any reduction of indirect :uxation in the spring
would be reflaticnary and skeuld be opposed.

Profits

Mr Griffiths felt that whilst taxation was important.
the matter of underlying i.mgarnm:e for a 5 = 10 year
strategy must be profitability:as the scurce of investment.
Points (a) te {F) on page 4 of the paper-could net be seen
as a total strategy for the long term.

e Heseltine reminded members that the rupsntsd
problem in the years since the war had bean to kindle
sufficient investment at an sarly stage in the economic
cycle. Ir the present circumstances, industry would
hoard Punds rather than invest, The omnly compelling
reason to apend wag profitability. He drew artention to
the scheme he had advorated whereby tax rebates would | |
be given to profitable companies, perhaps with a rider .
attached that the monsy must be invested in new equi.pment
within 12 montha.

My  Hougll thought that the scheme had attractions
a3 it would reinforce success and reduce public
expenditure. ¥hilst its irmediate impact would b
limited, it would improve confidence. Presem:m:icm would
be LOST imMpOrtant.



§1r Feith Joseph also observed that giving aid ro
Chrysler, for example would immediately -raduce rather
than incresse confidence, He doubted whather it was
reallstic to ask Firms to imvest with 15=20 per cent
inflation. Further, it was likely to.ba 2 or 3 yesrs
before investment materialised, coinciding with the
next boom and produce overheating. -Tha scheme could
not work unless there ¥as a reciprocal agreament. from
the unions on manning levels and strikes. 1t should
be compared with the Swedish counter—cyclical scheme
and Tack Jonest! proposals.

Mr Heseltine felt that whilst 12 mionths was too
short a time in which to build complete new plants, it
could be sufficient to renev praduction linas or diversify
in a minor way.

Mr Ridley noted that vhat wag being proposed
was pump priming. Profitable companies vere to be given
the cash Fflow corresponding to higher profits tham it
was in Fact possible to earn. Cash resources were to
be handed gver in return for an understanding that the
money would be used for investment. If tha schems was
0 bé quick acting, it must be fairly sutematic,
Investment grants had taken 1 year - 18 months to progess:
this suggested that thare cvuld. be no discrationary strings
attached such as conditioms about the reduction of
oversamning . Ha felt that, given tha likelihcod of a
reduced world boom and an abertive British boom, it was
the very least thar conld be suggested. Mr Griffith
felt it could only be seen a3 a short—term scheme -and
hence was insuPficient,

8ir ¥eith Pelr that the question was 'hov yricgs
covld be raised without wages following. Mr Griffiths
suggeatad that recent figures provided hopeful pointers
that this was happening., It was generally.sgreed that
it was nacazsary that a major enterprise vould have tu be
allowed by the Govermment to go into bankruptc:
asswnption that bailing out would alvays Pnllnw had |:n
be attacked. Mr Heseltine stated that the problem was
often that the owners 'opted out' of respomsibility.
Perhaps the little 'nmeddies' should be given a rols in
caryying out a management andit in soms cmupanies.

Reservations were expressed about the pruposed
extansion of EDC powers To carry out’ menagement audits.
The Chairman pointed gut that an altérnative would be to
encourage the City institutions to play a more active part
in companies.

It vas suggested that Mr Heseltine should .eoramine
the experience of the National Board for Prices and Incomes
and talk to Imn Fraser and Lord OfSrien. The froup:
would be interested to sse the results of tha Industry
Committee's deliberations on his suggestions.

“Bconomic pevelopment over the Coming Year® (PG/10/75/16)

The Group turned briefly to the paper. Introducing
the papar, My Ridley sald that thoughts on thiz subject
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ware urgently nceded by the Shadow Cabinet. My Griffiths
Felt thar the paper was possibly too pessimistic,

1376 Q IV might look reasonably good in comparison with
1975 9 IV.  There <ould be some growth and a reduction
in the rate of inflation, bur this wonid mean very great
Pressures for menetary expansion. Mr Ridley Felt that
the Teal question was whethar the rest of the world
believed that we had inflation under Control at the time
of the next negotiations on pay between the Government
and the TUC, It was agreed to raturn to the papar at
the nexr meeting.
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