24 July 1981
Policy Unit

PRIME MINISTER

STRATEGY MEETING, CHEQUERS

This minute contains some thoughts for tomorrow's discussion, and
reflects the rather jittery state of some colleagues' nerves and
Jim Prior's attempts to bounce us into an inflationary unemployment

package.

OUR PRESENT SITUATION

In the past, we have often criticised the colleagues for under-
estimating the size of the problem we're trying to tackle. This time,
however, our view is rather different. In purely economic terms, we
are doing betterthan many of them think. Despite the agonisingly
slow bottoming out, the indications are that the recession is turning.
The rise in unempldoyment is decelerating. Productivity is rising.

Inflation is falling. Growth in the monetary base is only 5% or 6%.

Upward pressure on, our squrisingly low short interest rates is
" U nbonhobde’

inevitable, but theABudget strategy has been fully vindicated. There

is no suggestion at all of the need for a summer or autumn Budget.
Sterling shows no sign of collapse and remains above its purchasing
power parity. And we are weathering astrondmically high US interest

rates.

Of course two years is not long to change electoral attitudes. But

two years is a long time in terms of the business cycle. The
colleagues are behaving as if the Election was only six months off.
If that was the case, then we would be in trouble. But it isn't the

case.

Of course, psychology does matter (See Sam Brittan's article of

23 July). If businessmen think we might lose the Election, then they
will behave accordingly. But reflation/inflation and a plummeting
pound is not the way to renew business confidence! We have to review
the strategy, make sure we've got it right, and then sell it both
within the Cabinet and to the opinion-formers outside, as the way to

save the economy and win the Election.

THE STRATEGY FROM NOW ON

We agreed at our Chequers strategy day in January that the medium-

term strategy had always rested on:




Reducing inflation and inflationary expectations.

Reducing public expenditure as a percentage of GDP (which
includes getting control of the nationalised industries).

tc) Freeing-up the labour market so as to minimise transitional
unemployment.

On (a), we are on course and must resist all attempts to push us off.

On (b), you know that we regard Civil Service reform as the real key

and this won't be possible during the present Parliament (see the
Cattell letter, in yesterday's Times, attached). On the nationalised
industries, again it's not a simple problem to be solved this
Parliament, but CPRS (we have seen their draft report) has sensible
proposals. On (c) we have failed to move fast enough because Jim has
obstructed everything from trade union reform to the abolition of

the Wages Councils. But the orchestration of the response to the
Green Paper is bearing fruit, and Alan Walters has since produced a

non-cosmetic scheme for speeding up that process.

The strategy from this point on does of course have to fit into
tighter constraints than it would if we still had four years to go.

It has to meet four conditions: it must be compatible with the
financial strategy; it must ensure that inflation is still falling and
unemployment is starting to fall six to nine months before the
Election; it must persuade the public that we're being tough because
we do care, not because we don't; and it must unite rather than divide

the colleagues.

Given the unsolved problems of the Civil Service, nationalised

industries and indexed social security, it may now prove impossible

to do what we want on public spending cuts.

We should therefore play down further tax cuts for the present. Even
if we could find room for them, they won't affect unemployment within
two years; while they could easily destroy the last chance of
controlling PSBR and inflation. If everything goes miraculously well
and we find room for them in 1983 - well and good. But we should not
try to gear our strategy to something which at the moment looks

arithmetically quite impossible.




It follows that the next wage round in its effects on public spending,
nationalised industry prices and unemployment, is probably the
decisive factor for the next Election. Given the untackled rigidity
of the labour market and the futility (certainly at this stage in

the game) of any sort of freeze, we don't yet have an answer to the
"how" on this, except through example in the public sector. We must
think very carefully about all the different trade-offs that may be

worthwhile in order to get the pay outturn right.

AGENDA FOR CHEQUERS

Peter Thorneycroft's paper should help us to start thinking the next
two years through as carefully as possible, while there is still time.
Tomorrow's session can do no more than help us to walk the course in

preparation.

If you want a reasonably structured agenda, here are some headings

which may help us to keep on track:

(1) After Peter has introduced his paper, you could give a br%ﬁiz |
O .
resume of where we now stand, on the lines of Section ltgbove.

I think it's important to give as much weight to the things
that are not going well as to those that are. If you don't

emphasise them, others may hesitate to raise them.

The key electoral groups. We need a clear picture of the

different categories, eg the Tory faithful; disillusioned
Tories; floaters who might be won over if we can outIlank
the SDP.

The key issues. CRD's opinion research on the Government's

rating on the top half dozen issues. We need to classify

(not necessarily now), eg:

issues on which actual results must show through before
the Election

issues on which visible Government action (but not
necessarily early results) is necessary

issues on which Manifesto pledges are needed and possible

issues on which Manifesto pledges could be dangerously
constricting for 1984-9.




Communications:

Events (including bad news) which we can use to influence

attitudes.

Winning the '"nmo turning back'" argument, so that today's
predictable nervousness is turned right round and people
realise that it is "turning back" that should make them

nervous, not pressing on.

We must take every opportunity of showing the electorate how

utterly different (morally, socially, economically) our

objectives are from the other parties, and thus how different

our means often have to be.

How can we best counter Labour's successful campaign to depict
you personally as the arch '"doctrinaire monetarist"
deliberately inflicting unemployment and hardship etc? (We

believe that this is one of the most important tasks).
How can we achieve and then demonstrate greater Cabinet unity?
To the public, a visibly divided Cabinet suggests a divided

country.

Action plan. Who should be doing what, to ensure that, despite

all the day-to-day pressures of office, this two-year Election

programme actually happens?

JOHN HOSKYNS




ANNEX A

ELECTORAL ISSUES

In no particular order:

Unemployment.

Inflation (nationalised industry prices, worId commodity

price pressures, MBC, public expenditure and public services

pay).

Trade union reform.

Law and order.

Housing.

Defence, CND/anti-nuclear energy movement.

Europe.

Constitutional changes (freedom of infdérmation, the Lords,
Bill of Rights, state support for political parties,
contracting in, PR, referénda for single issues, local
authority finance. Most of these issues will surface as
the Election approaches.)

Government style. Qualitative aspects of Government; evidence
6f firmness and fairness, imagination and vigour, treating

the public as adults not children, a united Government for

a united Britain.
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TO THE EDITOR

x: ~

“:From Mr G, H. B: Cattell ,»;:" s -~
“reported "the ' CBI’s - proposals:
‘.concerning ‘manpower reductions.
_dn 'the - public' service. You  also
- +reported Sir Leo.Pliatzky’s views
*vgu]y 15), which were to the. effect
‘that 'the CBPs aspirations were
~unrealistic and unachievable. '

‘3% It is important to our future as:
.a  free and. . politically . stable

country that people should . be’;,

. persuaded that the!\ CBI’s - pro-

- Bosals arle pra;‘ictidcabh. We nefed?
esperately to new money for "}, - : i
in ' modern ' 'public " /companies employing 20 or more

- sservices and for the .refurbish-

:investment

ment of : our ; dilapidated’ ‘and
" “depressed urban areas. Wé cannot
~do- that if we preserve the gross

o

»overmanning which ‘exists' in'the

w-: public 'sector. ' Over  the last,k 20

Jears technology has advanced at

-'a'rate’ which ‘causes older’ people .
i~..tp catch their breath in astonish-

““ment. The effect of this advance
has ‘been to make it;possible to
*“reduce, "significantly,” the number’
. ..of people required for manual and
office work. Yet over the same 20

‘risen by 80 per:cent and’in central
government ‘and : public¢ corpor-
ations, .excluding ' nationalized:
.industries, by over 45 per cent;

1 Almost all companies which ‘are
still trading in the:private sector
have been forced to reduce their

ayrolls by amounts which would
Eav,e been considered inconceiy-
| able two years ago. My own

. .company "has reduced its labour

¢ force by 25 per cent in 18 months.

[. Yet we are still..trading at the

;. same ; leyel of ' turnover, and.
.although still feeling the effects
of .the recession, we are much
more efficient and poised to take
advantage of the upturn when it "’

‘comes. Never again will we return

t to’ the manning levels or unit

" -labour ' costs, which fear of

- .organized labour’ and ‘our own
complacency dictated in ‘times
now passed.

%3 [¢)

Erocuctivi Servic =
ent o
t preaching.
10" per cent manpower reduction

in our ‘public services”is easily

*‘obtainable, - th ecess
management ability and wﬂi. o

A Turther,- but temporary,
“increase in the numbers unem-’
ployed ‘should not' deter us. By .
releasing large numbers of under-
employed :people ' in' ‘the public
service we can also release vast
funds for, the re-employment of
peoi’le in (new. - enterprises, both
public and. private./ \

‘“The "preseryation ' of ‘unneces-
sary jobs prolongs the unemploy-
ment - of - those who' could  and

roposition now advanced by our
industrialists, who are preaching

~'what they themselves now prac-

. tise? =

" Yours faithfully,

G. H: B. CATTELL, .

. 19-23 Knightsbridge, SW1.

_ani, Mr Gordon James

‘Sir, We have noted with consider-
able anxiety the intention to relax
the ” statutory requirement that

staff should employ three per cent
“disabled persons.

‘ment, it is our experience t
‘maost reputable companies

.. can only

year period the number of people {
~employed in local authorities has |-

some effort to offer a ¢

butior} to society by employing as

~many 'disabled people as t

.in a variety of jobs.

"< We' in.- Arthritis -

"partiqularlﬂ concerned/ at.. what
e considergd a retro-

grade step, particular

prime concern is to

sufferers to remaind useful mem-

bers of the commuhnity

.. .None of the stdtements spﬁport- ;
" ing the intentjon to abolis

the
sstatute gives gny valid reason for
eliminating i, and at the present
time, when/there are many other
massive dyains on the economy, I
consider/that every effort should
be mad¢ to continue gainfully to
employ ‘people who are not only
anxious to make their contri-
bution, but would otherwise b
yet.another, unwilling, liability
the natian. \ :

I trust therefore no retrograde
action will be taken in this matter,
without full discussion, not only
with industry but with the welfare
bodies, such as ourselves, who are
working under ever-inCreasing
financial stress voluntarily to help
a very considerable mber of
.disabled people to cdntinue to
earn an honest living.

Yours faithfully,

GORDON JAMES,

Arthritis Care,

6 Grosvenor Crescént, SW1.

From Mr Michae) Norman i
ifying to see one’s

d.for the first time

wauld work-in new ventures.” " 2

(University gf Kent results, July
18).. It is /surely going to be
decades before one h

fllion unemployed.
Yours faithfully, *
MICHAEL NORMAN,
The Coach House,
Hammerwood Park,
East Grinstead,
Sussex., *
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Placing the cuts in-
funiversity grants

From Sir Andrew Huxley, PRS

Sir, The general letter from the
chairman of the University Grants
Committee to vice-chancellors and

-4 principals (report, July 2) referred

J to_advice received from, among
athers, the ' Royal Society. I
believe it appropriate now to say
«publicly ‘that that advice was- in
vour: : ,of selectivity ‘i
istribution of ‘the funds now
eing/made available by/ govern-

and my colleagués on the
Cguncil of the Royal = Society,

/. Whilst it is a common fact thata
-l\percentage of companies do not
4 comply with the statutory require

as been appar-
S e, and the present
cuts provide /an opportunity for
such'selectiyvjty.
... However,/in the implementation
of - the cufs there are risks of
“serious mage to -several vital
the - system and the
/ greatest/ possible care and vigil-
; will be needed to avoid, or a
inimize, this damage.' Fof
ice, the recruitment of able
““staff- may dry up al
letely and  this woul
trous for research and/edu-
ion;- special efforts

Council of the Royal
Society, will be moniforing the
thanges now taking 1
.university system
reference' to the
science, including
and . technology, /
and. their imp
These studies will be conducted in
consultation
-vice-chancelloys, and the society
will "be in cJose touch with the
research coyncils and with other
research, i i
hich provide an essen-
tial ‘third/element in the support
of university research.
welcome specific
about  individual
engaged in high ' quality
ific or . technological re-
seapch - which become seriously
thréatened by the cuts. i
Ygpurs faithfully,
NDREW HUXLEY, President,
e Royal Society, ! ‘
6 Carlton House Terrace, S.W.1.
July 20, .,

special
ellbeing of

Practical moderation
From Mr George Mikes
Sir, Nearly all the newspapers and
mapy ' politicians ' (some . with
ayuncular benevolence, others
with irony tinged with envy) have
remarked that all’s very well but
: -g&gﬁmﬁgﬁhas come now when the
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