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Summary c¢f & speech by Thes Rt, Hon. iy Geoffrey Howe, Opposition
Spokcsman on Treasury and Eeonomic Affairs, speaking fo o meotling
of the Bow Group Economic Standing Committee at the Carlten Club,
St, James's, London 3.¥.1, on Vednesdzy 12th Hay 1976,

In & mejor speech, Sir Gepffrey Howe, the Shadow Chenceller
of tho Exchcquuf, zets out the lnng—tcrﬁ Congervotive approoch
to the vexed qﬁestiﬂn of prices andincu.ris policy.
"Phe present pattern®, Sir Geoffrey suggesis, hos only
the slenderest chance of survival for more than o shor?t period.”
He aoclmowledses that the sun of £6 ... mey bo playing a
legitimate role in fortifying & baslcally menetary exit fron
the alaogt hyper—inflaiionary tunnel of the soeinl contract.
For it can he said to have helped

- in reducing inflaticnary expectations.

- in curbing the size of thc pay and salary element 1in
public spending.

- in tanapering the growth in unemployment®, (p17)

But Sir Geoffrey forusces increasing difficulty from thc
flattening of differentials and other constrainis upon the lzbour
markat.

After trocing "the U-turng and double U-turns of politicians
end pariies on this issuet® and those of journalists, aepdenics and
public opinion, Sir Geoffrey siresscs the need o find "o owoy
through the middle ... I do not believe thot this will nmest cosily
be solved by those of us who may be tempted vo sece tThe answer it
thoological sbsolutes — by asserting that incomes policy is 'viuol!
on the one hand or 'disnstrous' on the other. The test of British
statenanship in the years immediately ahead is to find the best
way of securing acceptence of the cconomic limperatives.. (pi>}

/Sir Geoffrey spells
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iy Geoffrey spells ocut ( P. 8) 1% argunents sgainst
incumes policy and stireeces (P. 9) the central importance of
nonetery policy. DBut goes on { P. 10) to show why "Strict
Monetary Poliecy ie not Enouph®, There is need to toke account of
the way in which "trade unions, not thensclves the cause of
inflation, all too often are the notive force that leads government
to take fetal steps that cauvse inflaticnv. { P. 12) ,

After analysing the success of VYiest Germany's approach o
this probler, Sir Geoffrey spells out six basic principles [ P« 15)

1a Fineneial prudence, sirict control of the noney supply
should be an essential foundation of economic policy.

2 . Government rust be determined to sccure the widest possible
understanding of this pelicy. The self-destructive folly of
cxeessive wage denands needs to be denonstratued by cvery
argunent that can be brought forward.

3. Public spending sand borrowing st be reduced. Tor the
£12 Pillion public sector deficit iz the most explosive
part of the prosent economic scenc.

q. As the only secure bosis for futury jobs, the profits of
industry must be allowed to :ise. Price controls must bo
substantially relaxed,

5. Ye tmat develop o more open approach to cconomic managerent,
The undue influence of one interest group { the TUC) nceds %o
be challerged. An extended NEDC would provide the besi basis

for this.

6, We need to develop a better method of handling wage claims
in the public sector, "the soft under-belly of the British
goonony",

It will not oe easy, concludes Sir Geoffroy, ¥to leap over-night
te this ideal solution. That is why the present policy, following
the disastrous year of the social contract, has a part to play.
But one should be very plainly aware of the way in which it is
likely to cnthrone the trade union leadars in & position of unduc
influence and to open tho woad to Socinlism,

#That is why there muet bo ne doubt about the absolute
necesalty of pursuing policiszs that should make unnecessary

any further resort to suck & possibility.
/"The present oxistence
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. "The present existince of an incomes policy rist in no
eircunstenco® be regordod s an oxcusde 1or avoiding the
correct nonstary pulicy.' In formzlating its nonetary policy,
the agsupption of government should be that its poliey for
incomes will not succeed. ionetery russraint {(and reduced
public spending} remains the key ¢ $he future.

The worst mistake of zll would be to rogard the existence
of a policy for incomes (of whatever kind) ms an aliphi for
nonetary or figseel incontinence,®

END OF PRESS SUMMARY. Full text follows
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Full text of the apeech by Rt. Hon. Sir Geoffrey Howe, QC MP
{East Surrey).

IS THERE A LONG-TERM ROLE FOR A PRICES AND INCOMES POLICY?

For the first time in our history a Chencellor hes m&de his
Budget conditiensl upon the ncceptonce by the TUC of o formal
incomes policy. The bosses of the TUC hove become the
centrepiece of our economy. Their decisiona will supposedly
determine the fuiture not only of wages but prices, the pound,
the economic recovery ond unemployment. The meinstey of

the Choneellorts strategy is his incomes policy.

But thig ig the fifth mejor post-wor incomes policy. The
others hove ended with bitterness ond disiliusion.

That iz why I wont today to nddress my remarks to the problem
thet hes defied politicions ond pundits olikes:
Whot, if pny, should be the long term role of a prices ond incomes

policy?

MY RIGHT TO SPEAK

Anyone bold enough +to thrust himself forwnrd inte this coniroversy
would be well advised to do so with humility, All too often

the yuestion is posed in olmost theologicel form: "Do you believe
in incomes policy?™

Thot caution is not intended simply for politiciona.

The U=turne ond double U-turng of politiciuns and pearties on this
igsue are well cotologued. S0 is the diversity of opinion that
exists within both the mojor parties. All this is not the result
of any unigae incompeternice or wickedness on the pert of

British politicianz, It hos to do with the intractability of
the vrohblem and the elusiveness of e solutiom,

/Took, for example...
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Look, for example,.st Cannda, where Mr. Trudenn hos performcd
a soamersoult all too familisr in Briteln.

And look too within every editorial conference in Fleet Street,
or in every univerasity or public bar. You will not often find
conaistfency = s8till less unonimity.

Let me confess my own errotic record.

I did not find it difficull to be scepticel obout 3ir 3tcfford Cripps!
firast White Paper ("Personal Incomes, CGosts cnd Prices", 2% poges,

one pexrmy] which threatened to use price controels as o butiress

for a volunatry policy. This scepticism was powerfully

revived in the yerrs of (Qppositvion thot preceded my entry into

Mr. Hesth's Government in 1970,

But when I wos invited by Mr. Hepth to join his Cobkinet on

Guy Fawkes' Doy 1972 (the day before the announcement of the
Stoge 1 Freeze) I hed clready refreshed my memory of the orticles
thot had oppeared during my editorship of "{rossbow® (1960-62),
in anticipotion of the Mcudling secrch for a voluntiry policy.

Thet opprooach = more precigely indeed the 1973 opproach - haod
been closely foreshadowed in Jomes Driscollts Bow Group pamphlet
wNationel Wages Policy™, published in 19%5 when I was Choirmon
of the Group.

So T hove been sitting on the intellectunl roundabout for as

long o mogt of today's seekers cfter truth. Ang from 18972 to 1974
T wos in the 3tifling engine~room of prices ond incomes policy,

ng the Minister responsible for price control and o porticipont

in the olmost continucus - round of meetings with the TUC znd

GBI.

/The Coge Agoainst...
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THE CASE AGAINST INCOMES POLICY

Thet experisncs gave me & highly practical insight into the vory ragl argunants
agalnst an incomes policy.

The first objection to the sotting of wage targets or norns {whothor they be flat
rate or percentége, or on & nere subtls basis) is thet they substantially destroy
the functioning of the labour market. Changes in relative wage rates aro the
1ights that wink at ocach other over the market-place. In &n sconeqy Whoro Ovor
half-a=million poople change their job each pmonth, no national plen can replnco
ths sigmalling of market prioces,.

Te interfers for & yesr or two with changing dgifferentials may not be disastrous.
But try to maintsin such control for & lenger pericd and the necassary novesionts
of labour betwoen the ohrnging demands in individual industries will ceasc to
osour. If that deoa not happen, the policy itself will bogin o crunbla.

The secend major cbjection: is & pelitical one, nnd  one which has partioular
importance for Ceonservatives, If tha State itself should attenpt to simulate
the market-place and to plan rolativities throughout the econouy, then frecdon
itaelf will be cndangerod. The read to comprehensive job avaluntion is a
not-sc-prirrose path, with a oage and a locked door ab the end. How could o
aooiety where everyone's remuncration was to be assossed by soms Beard, be
compatible with freodon as we know it? Hurely & froe sceiety could be definod
as ona where tho volue £nd worth of each individual is not sonething to be
determined by the Govormment or its agencios? If all incones wera dotermined
by the 3tato, tho verdict could bo much pore fiercaly rosanted than the
anonymous judgment of the narket-plecoe.

The third objection is a very procticel one. T+ has not proved casy o ovolve

a practical wmethod of making thess non-parkot judgmonts. The Goeorga Brown
polioy involved diroct parlisnontary epplication of & pay code,. The Hoath policy
scught to trensfer enforcement of the code to 2 guasi-judicinl agency, with an
unobtruaive ministerial diacretion in reservi.

The Foot policy (hot yot involved in the complexities that oust follow &
flat-rate policy) has left overything to the Secrotary of 3tate or the TUG.

But esch approach has led, or surely will lead, to its own problens: fron the
frequent snguish of parlismentary dsbates in the Brown era to the mediaval

intellectunlisn of minera! "washing tine” or "London walghting” in a later

Pﬂl'iﬂdl-
Tha fourth objaction
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The fourth obisotlon that is often put forwhrd ir less nnmpalling than sone
of the others, It is often aaid that an inccoes polioy increases the risk of
ayoldable conflint betwoen Gowvernnent and the trado unions.

In the publioc seotor at least this risk is always prosent so [0%g as govarnnent
acoopts ~= as it should -~ its olsar responsibility for Liniting the size
of the wage-bill that is finanoced by the Excheguer,

Even ao, & formal incomes policy certeinly incronses the risk of ceonflict, the

nore so if it enbraces the private sector.

The fifth objection to the ostablishment of an institutionalisad Incomes policy
15 more formidable, I refer Lo the greatly inorensed roverage lhat tradc unZons
{or their leaders) acquire, throuzh an incones policy, over nany oattors thot
are proparly the responsibility of the elected Government.

In recent years, under both Conservative and Labour mdninistrotlons, policies
for taxation, prices, industry and other maiters have sll been cnanged, of tan
in 8 harofyul way, to porsuads trade uniona to sccept an incomes policy.,

Governments hnve all toc often given promisaes that ought not te have beon given
in axchange for pronisea thet oould nod be fulfilled. For the sake of a fragile
pronise of wage reatroimt, fundancnual solicy changes have oboen introduced.

For a nass of pottags, birthrighis havs bean bsrgeincd away.

The prios of the scoial controel, Ffor oxanpie, includod;

l. 4&n entrenchrent of the niztaken bolisf that renl living
stondarda cold be pravrisod, in faco of & shernly
sdveraa noversnt in Gheo Ysmin of trada,

2e A disastrous diet of Socindiist logislation,

3., Sharply inoressod hostility to profita, incentives and
ownerahip.

4e An axplosive growth in public spending.

5« A rise in taves, whioh 1tself provoked larger pay clains,

The whola exercise (undsrtoken ageinst ths background of & theorotical
gomnitment to "full enployment") actunlly blunted tho countsr-infletionary effect
of tighter money polloias, axcept in the foro of higher unemployuent.

The distortion of texation policy d4is & particularly sericus hazard of incones
policy bargalning, Professer Galbraith -- a0 often an enthusisstic advocate
of polioioa that can dc great domage — has deolared:

Mostraint on innonas
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"Restraint on inconss and consunption in the lower lavels of the inoone
pyrenid is only possible if there is positive curteilment higher upa...
..Hoavy temmtion of the affluent was once Justified on tho grounds of apaial
gquity, It is now a Dattor of scolsl nocessity".

Penal leviea and surchearges on higher incono groups nay de little harm if' thoy
sra sdopted as tomporary cosmetio expedients., But e&s A pernanent fosture of
eoonorde life, psrtioularly in o country whose exiating high rates of toxntion
are driving moro and mors entrepronsurs, onglnesrs and ontertainers abroad,
such policles are as harmful &s they are unacceptable,

Tho sixth, and perhaps the strongost objoction to an incones pollcy 1s the
gontrol of prices which is, said Lord Carr of Hadley in & charectoeristically
thoughtful recent article, "an ingvitablo quid pro quo for tho scceptancu of
a7 incomes policy.

The Price Code was startod by the laat Conservntive Governnent upon the basis
of sxperdienca in the United States, But it was alwmys onvisaged, perhaps teo
naively, thot, as happoned in the United States, the controls would he
progreasively dispantled, I explained to a Financial Tinmes Conference on
31st Jamuary 1974 thet the thon Conssrvative Government was already plenning
the renovael of "the counterproductive oconstraints of tho present cost-plus
aysten of price control”.

It is by now very clear that the naintenance of price control of our present
typo, which nakes British industry the most tightly rogulated cutside Enstorn
Burope, 15 iomensely daneging. and dsoaging to workors ns well., For the
uunt{21 reduces present profit nmargins and present employment, Lnd it destroys
the hope of future profits, so as to inhibit investrment. This provents the
oreation of future enployoent,

MONETARY POLICY IS CRITICLL
There is then o powerful ceas to be made against an incomes policy, particularly

of & "porvanent’ kind, I shall econsider in a monent whothoer it ney have a nore
tranalent rola,

But first let pe consider some nore fundamentel queostions about inflation.

Any discussion of this quostion pust rest upon ono foundation. Inflation is
pemontinlly 8 ponotary phononancn, If government deed not atrictly cantrol the
supply of money (and public expenditrmra) *hen no policy for dealing with
inflation has any hopa of anconss.

Janos Drisscll'S.ees
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Jepes Drisooll's-Bow Group pamphlet put this very plainly,.as. long 8go as
1955: "It is nonotary polioy which is central snd primary, and wages polliey
which is periphoral ond secondary®, It is a pity that his ndvice haa not been
norae consistontly rencohered.

this ia the way in which the monetarists are barically »izbh. Rieig; 722es AXo
not in themselves the cause of inflation. If Covarnmens rigidly yrofusaes to
axpond the monay supply, thon as unions bicd up their nenbers' wages, mero and
more people ere priced cut of their jobr. Unicn pressures will, of course,
have nn ippact on money wages as wsll as oh *he level cf eoployment, £11 too
often this short-term rise in livine standnrds is at the exp-zo ol prefnlz,
and so of invostmont. In the ond this reduces the likelihcrs of M Zrprovaneud

in real wagcs.

This is why it oust be a eriticel long-term objectrve to hold the growth of
money supply in line with the underlving grow:. of the etunony. itad in hend
with this must go Hight control of putlic exponddice. [T we 4o net lewe tho
latter, o Govermnent can gquickly find itself in a sitwetion vhore it as no
ochoice but either to bankrupt indus‘ry or to rovorss its monetory policy and
print more woney.

A resbrainei senetary policy ot outy Lo apstalned aghined 3 ckoroand of
gontrolled public spending, Honcs &y ansieon slaouf Sha pranent Governnent? s

failure, even in the future let almue du ihe enoy, to conbroel Governnent
expanditure,

SIRICT MONETARY PLCLICY s

-
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STRICT MONETARY POLICY IS NOT EWOUGH

But there are no simple solutiens, and no easy tableaux to be
unveiled to mass sppleause, Just because therc are no eany answers,
we phould also pay attention to another warning - from one of ihe
nopt distinguished menetarists, Professor Heyek - that we should not
place too much reliance in our analysls on monetery pelicy.

The main snag ls that, even in Britain today, the malntcnance of
full employment at any gilvenwage level is still too widely regarded
as the exclusive repponsibility of Government and the monetary
suthorities,

When unemployment rises, that has been regarded as the fanlt of the
authorities., Insufficient responsibility has been attached to the
actions of the traede unions, Even the suthorities thumselves have
failed to understand the normal working of the economic cycle - and
have tooc often hastened to give it & shove,

If the monctery authorities refusc to accommodate high wage
gsettlementa by incressing the money supply, then the riesultant rise
in unemployment is inevitably exscerbated. Yet 1t is the prime
responsibility of the authorities to preserve a stable currcncy.

If theres 18 any accommodating to be dong, then that should surcly
be dene by the trade unions on behalf of their members? 1If they
price themselves cut of the market, i1s that not their réesponsibility?

The political pressures that operate on governpent are, of ¢rursc,
mopre complex even than this,

For the nnemployoment caused by & continuing high level of vage
settlements often shows itself in sectors will removed from those
with the highest wage clalms, A miner's wage. increass in Durham may
coet a computer programaer in Billericay his job. But the putxlic
will see little connectlon between the two events,

/if the unemployment
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Tf the unemployment caugsed by excessive woge elaims were confined
to those moking the claims, then the solution would be cosier to
understand. Tt is the rondeom noture of the unemployment, . ond 118
vunjust" distribution, thot couses public opinion to question the
nssertion thet there should never be cny Governnent intervention

in the woges arent.

Portunately there is now some reason o belicve thot the complexities
of this srgument are being more widely understood, Incrensing
moderetion in wage claims is undoubtedly due fto more wideaprend
ronk-ond—file oworeness of the way in which employees &0 price
themgelves cut of jobs. This change of atmosphere is of huge
importance %o the success of restrained monetory policy.

The messcge connot be spelt out too often.

The worst, ond mest femilier, problem arises through the public
sector. 4s Prances Cairncross put it, in o perceptive piece
about trode vnion power (The Guardien/17 Mey 1975) "When on
employer cocn print his own wnges he con herdly tell his employces
t+hot he comnot efford to pay them more®.

When the Government stonds behind the public sector both os

guprentor ond as the wltimote source of finonee, it 1is no easy
took to persuade the trode unions either that wage cloims will
not be met or that if they cre met, a loss of jobs will follow.

The Conservotive policy of spplying cogh limits, now being
developed by the Govermment, is an attempt to fill this
eredibility gop and so o impose some discipline on the public
gector. But the politiczl difficulties on this road are not to
be under-estimoted.

If a firm manufocturing pencils is brought to & haolt by its
workers, there will be no public pressurc to settle. But if
hospitol wards or sewage works are closed, the Government comes
under intense presgure to make o specirl cose.

/This is the..,...
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This is the woy in which trede unions, not themselves the cause
of inflation, all oo often are the notive foree thet leeds
Government to take the fatel steps that cause infletion.

gadly, the oppetite of the trode wnions hos fed upen itself

end led to increassing swareness of this power. Add to this

the ncceptance of the vfull empoyment™ objective thot

appecred to relieve the unicons of ony responsibility for the loss
of jobs and it is hardly surprising thot trode union cetivity
has been o powerful driving force towards inflotion since the
weLY.

One theoretical solution of this problem might be to set aobout
reforming the lobour market so £a to reduce the nmonopoly power
of the trade unions. That would meon rcecongidering the closcd
shop, the legol privileges of trade unicns ocnd the low reloting
to picketing. .

Some of these guestions, were, of course, touched on by the
Indusiricl Relations Act, But it was not the purpose of thot
legislation to pove the way towards o wrges poliey. ©On the
controary. Nor even o hove a subatential inpact upon the bolonce
of industriel power — tut mainiy to promoete the cousc of order
end fair play, in place of astrife.

No-one understands better than I the peliticol difficulties of
going down that rocd ngeln in the neor future. Mrs. Thotcher his,
of course, staked out the muin jssues of individual freedom to
which we ottoch imporimnce in thot field. But even Professor
Hoyek hosm concluded (A Tiger by the Teil, TEA, 1972, p.117} that
nthere geems little immedinte prospect thet we shell be cble
directly to eliminste that determination of woges by collective
borgelning which is the uldimate cousc of the infletionary trend”.

I should prefer, with Aristotelian precision, to replrce

Professor Hayek's use of the phrase “the nltimate couse™ with oy
own Yo most significont proximcte couse®. But we ore not
involved in phliosophy but in the practicel business of government,
And, either way, it is an important insight . into reality.

/Ho Cose For....
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KO CASE FOR DESPAIR

90 where then are we to go? Having looked Bt the problems of living
both with 2 permenent incomes policy, and then without such &
policy, ere we to conclude: “Well, this doesn!t work, neither

does the gltermative," ond so to throw up cur honds in despalr?

Gertainly not. I recall, vividly, the occasions, during
Mr. Hecth's prolonged discussions with the TUC, when Sir Sidney
Greene excloimed: "YBut, Prime Minister, you know that ot the
end of oll this we sholl all have to get 'bock to normalt, back
to free collective bargoininglV More thon once I responded
by pointing out thot we hod been "hack to normal' four times
since the end of the Wor, and cs often had to revert to scne
new brand of the chlnoymsal.

The tesk, I insisted, was to find o wey through the middle. Thet
problem still remains et the top of the natian's LGgenda.

I do not believe thot it will most eosily be solved by those of

us who mey be tempted to see the ongwer in theolcgical gbsolutes -~
by aseerting that incomes policy is "vital" on the one hnond or
*diapstrous"™ on the other.

The test of PBritish statesmanship in the yeors immediately ohend
is to find the best wny of securing acceptance of the economic
imperatives, and of a strict momebary policy.  4nd, in face of
the other footors to which I hove referred, this must invelve
congideration of the wny in which incomes are determined. I
not an "incomee policy", ot least n "policy for incomes”.

/Is there t....
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I3 THERE 4 GHEDIRLY ALTERMN.TIVET

In sae ocuntriss such reatraint existn onkliredy nn an infornal). basia, Thersa
are many reasona for this. Probably taw nost inportant l1s the rasognitlion that
Governoent neither will ner should sacomnodate excessive woge increnses through

the creatlon of nore Doney.

Profossor Galbraith referrad recently to Western Goroany as a country that
cperates a prices and incomes policy. If &n incofies policy could be defined
in those terms, then it would ba difficult to find any sensible person who
would opposa such a thing.

T mm pore than content to regard the West German sclution, although not entirely
inflation-proof, a5 the onoc which epproaches the ideal, In that country,
aceording to a Federal Governnent publlcation, "woge froeges or the fixing or
1initing of woge incresses are not includod nnongst the instrumonts acployed

in evolving the Stats's incomes policy".

Probably the nost ioportant instrument ln West Germany is whoat is knovn as tho
polioy for "oonoerted action”. This is the systen whareby all those who are
concerned with econcnic deciaion-taking, Governnent, trade unions anl
employers! organisations, moet together regularly in order to oxochange, and

8o far a8 pessible agree, information sbout the futurae progross of the eaconony.
The Fedorel Governoent aima o secure the co-oporaticon of ail concerncd upon
+ho bapls of hormonisation of the eoccnomic dsciaions token individually by the
groupe perticipating in the talks, Jccount is taken of the opportunitiss and
needa of the eccnomy &3 2 whele with a viow to achiaving price stability, a
high degrsa of emplayment, equilibrium in foreign trade and reasonibly Wall=
paintained ecuncnde growth. .Llthough thers is no formel machinery to ensure
that those decigions are implemented, the porticipants, having atriven to
produce & coumon analysis, have good reeson to adjust their own ections

acoordingly.

There can be no doubt thet tha most offective polioy is to be found along these
lines: & policy that operates informelly and with recognition by tha trade
wnions of the harsh reflities of the econcmic world, Ideally, in Britain as
elserhere, rosponsibility for full employnent should be scen to reat with the
trade uniona,

It 4s, in a very real senss, & "volurtary policy".

SIX BASIC FRINCTPLES ...
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SLX BASIC PRINGIPLES

Against that background, lat pe now sesk to anuncista anms of the wain principlea
that should guide us alcng the way shead.

PIRST, wo nuat accept that financial prudence, striot contrel of the noney supply,
ahould be an esasptial foundsticn of evonondic policy. Since expactntions adjust
only gradually to reductions in inflation, this restoration of ponetary discipling
rnust heppan gradually but inexcrably. This approach will nininise tha
dlslooations involved, It will also reduce the presaurc for roflatlicnary necsures

ond is nore likely to be a sustainable poliocy,

SECORD, &a &n essential part of this exercise, Government nust be deternined to
saoure the widest possiblo understanding of its nonetary polley. It nust spell
out vory olearly to trado unions the unemploynent consequdnoea of sny attotpt to
ovorthrow the nonetary discipline which any rosponsible Chanceller will havs to
paintain. Tho solf-dcstrustive folly of excessive wage dennnds nooeds to0 bo
dencnatrated by overy argunent thnt oan be brought forwnrd.

THIRD, public spending and borrowing omst be reduced, For the £12 billion public
spotor defioit is the most explosive part of the pressnt ecanomic scene. Either
jt will oblige the Governusnt to resort to "printing ooney" —- and thus leed to
the next round of rising prices. Or it will lsad to highoer interest rates -—-
and a8 dremstic "stop" in the econoly.

FODRTH, a3 the only secure basia for future jobs, the profits of industry must be
allowed to rise. Thoy are doing so already -~ but fron n uniquely low levol.
To destroy the profitability of British industry 1s the surest way to create &
long~term problec of structural unerployment., This is wihy price controls nust be
sabstantially relaXe..

PIFTH, we uwust develop B nore open approach to geononic ooanagenont. This means
mioh more cpen budgating, with the expenditure as well ng the revenue sides of
the soopuni being considered together =-- in & much nore cpen franework of
publio sonsultation, This mould be & far ory from the latest pettern of privato
bilatorsl taiks with tho T . The undus influcnoe of one interesat group needs to
by ohallengad in muoh widor, moro open, consultation. In the British context it
is is at least possible that an extendsd NEDC would provide the best basis for
this.,

This is not Just o mnttar....
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This is not just & metter of striking an old-style deal, designed only to
appoese the prejudices of the often old-fashioned, highly politioel, lenders
of the TG . Tha many other intsrests that pake up the nation are entitled to
ba taken into scoount. The real interests of working people ~- in a
profitable econony, in the spread of ownership and wealth, in the reforn of &
tox systen that ia hostila to prosperity -— will heve to prevall.

SIXTH, thore is certainly a need to develep & bettar nethed of handling woge
olains in the public seotor where the consequences of surrender are too oftan
nagnified by the tendency of woages in that sector to nove vary closoly togothaor.

Tha public sector iz the soft under-belly of ths British econory.

In the nationslised industrdes the nain discipline should come from the
trposition of strict cssh linits on any funds avajlable fron the Exchequer,

and fron the enforcenment of atrict commarcisl targets.

But in the dirdetly-euployed public sector {and perhaps pore widely than thet)
wo 818 stand in need of some more coharent bargoaining arrangemonts then the
serdes of ad hoo solubions, from lilberforce to Houghton, Here partloularly
®We should do well to study the exampls of econcnies like Sweden and Japsn
vhare some, at least, of the problems of lsap-frogging are svoilded by tho

negotdatinn of A1l wnge clnips at one season of the year.

THE PRESENT POLIY rassvs
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THE PRESENT POLICY

Against that backzround, is there any rase, even on o gemporary
basis, for the crude kind of codified incnmes policy that has
just been annonnced as the "son of £6"7

There are certainly some people in all partiea who belirve that
we do need sueh an approach = and that it can and should be
sustained, with ineressing sophistication, over a long pcriod.
This wng the thinking which I confess had sone appeal to me as T
helped to plan the old Pay Board's progress through a srries of
reports on relativities and anomalies,

But, for the re=sons given in the opering section of this specch,

I no longer regard that =s workable for morc than a limited period,
And many of these who appear in the public debate as incomes policy
enthusinsts have implicitly conceded ths same point, For almost
nll of us a much less institutionalised approach shouwld bes the more
anttractive.

But we must not decerive ourselves that it will now be ersy to leap
overnight into an idcal West German situntion. Exprrience should
cantion us against such dramatio expectotions, Wo do not start
from a poesition in which thet could come immediately to hond. We
have to deal with nttitudes as they are now,

This im the way in which the Govermment's crude {but complicated)
Stages I and II may be playing a lcgitingte role in fortifying a
basically monetary exit form the almost hyper-inflationary tunnel
of the Sccial Contract. For they can be said toc have helped

- in reducing inflationary expcctrtiona,

- in ourhing the size of the pay and salary element
in public spending.

- in tempering the growth in unemployment,

But they are alsc, predictably, inflicting growing damage upon the
neceggary flexibility of the labour markst, upon the economy =nd
upon society as a whole.

The flattening/
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The flattening of differentinls that is involved is in fact likely
to move quite quickly towards the point of breakdown. Ihe £4
maximum will increasingly impair the will to work. And British
management, seriously depr-ssed by policies of this kind (~5 also
by an incrcasingly confiscatory tax system) will not long endure
any further tightening of the straitjacket.

A11 of which brings us back to the main point: 1like almost &very
other incomes polliecy, the pregent pattern has only the slenderesi
ohance of survival for mors Than a short prriod,

One should not, as I hrove 3ald, r. jeot without quatification the
propesition that such a poliey hos in cecrialn curcumstances
(guch as thosc which followed the di sastrous year of the Sceial
Contract) a part to play.

RBut onc should be wviry plainly awnre of the way in which it is likely
to enthrone the trade union lenders in a position of wndus influenege
and to oven the road to Socialism,

That is why thrre must be no doubt about the absolute necessity of
pursuing policies that ahorld make unnegrasnTy Y further resort
o such a possibility.

The prcgent exisitence of an incomes policy must in no gcircumstances
be rrgarded as an excuse for avoiding the correct monetary policy.

In formulating its monet~ry pelicy, the assumption of government
should be that its poliecy for incomss will not succeed., lonetary
restraint (and reduced public gprnding) remnins the key to the future.

The worst mistake of all would be 1o regord the existence of a policy

for incomra (of whatever xind} =28 an alibi for monet-ry or fiscel
incontinence.

END




