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8hadow Cabinet — er on incomes poli
Hr Maudl

I am enclosing a copy of a paper on incomes policy
vhich Mr Maudling has submitted. It is being circulated to
all colleagues. I spent some time on Friday trying to
persudde him to accept 2 substential number of drafting
changes, in particular putting to him the point that monetary
policy and the level oF demand did have scme influence on the
rate of inflation, I am afraid I did not succeed in inducing
hia to change his text in the time available.

AL,

Adam Ridley
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TO _ALL MEMRERS CF THE LEADER'S COHSULTATIVE COMMITIER

My, Maodiing has asked for tiwe enclosed paper on incomes
policy to be circulated before the Shadow Cabinet meeting on
Wednesday, 26th May, for discussion under Item & of the 4genda,

ADAM RIDIFY
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INCOMES POLICY
(Paper by Mr. Mgudling)
1, During our discussi.onlof':ecohomic policy I have not taken

the scaree time of the Shadow Cabinet to expand my views on the
need for an incomes policy,  After all, I have beén saying the
same things consigstently since I was ancellor of the Exchequer
ard my-views ‘'may well tharefore appear to be elther repetitive
or sut of date, or indeed both, But I thought I wight set them
down in this necessarily sketehy paper,

2. All economic problems ere basically pelitical problems, and
politics are gbout power, The ggle and overwhelming reascn why
an incomes.policy 18 needed is to deal with the monopoly power
which the unions now possess and,’ even more important, are now
RiITy conacI-ous-E'lEt.g%ey U0 possess, 50 long.as they continue
to wield power to' destroy 'individual businesses or indeed, complete

industries, and the‘th:‘:gat*of-‘hr!.nging the entiye economy to a
halt, any telk of & vetim to' Yfree -collective bargaining" cr the
ration of a "free market” is meaningless. The simple fact is
that for years now the unicms have increasingly demanded, gith
Ve » exceasive wage Incréases which have inevitably
ed to exclasive cost and price fncreases, That is what has
happened. That, and Che other side of the union coln, theiy total
junwillingness':to co-cperate 'in ralsing productivity, comstitute
jthe "Englisk-digeassV-which has become the despair of our friends
Yand the bane of sterling,
N P L . " "

3. Thera ﬁre-a;':p&r§nt1y ‘only three ways -in which this. preblem
can be tackled, - L ! o0 R : '
1) It would helpdf we'cowld reduce by law the power of the
! unlons, but we havetried-this end -1t had hardly been 4 great success.

11) -We ‘can endeavour--té-bring pressure on the unions, through
education, pevsuasion and:pubiic opinion, to exereise -moderation
in their demands; which is what succeeding Conservative admini-
strations have meant by an incomes poiicy. (Strenfthening the
“inﬂuence Hf our owa supportars within: the unioms is becoming
an. increasingly -dmportant part of 'this policy),

111} It is argued that the power of.the wnions to put up :
coots and thexefore prices. can he restrained by monetary measures,
which I take to mean the resfraint. of effective demand, or in
old f_nshianed‘tems, def or a.tedit s ze, It has always
seemed Lo me that this -falls becawse (a) The big battalions still
gat thelx demands while .1t igLhe .rest of us who auffer; (b) it
cundemna Lhe aconomy toi atagnation becavse no businessman is
gotng.-to daveat In increased capagity while he still cannot Find
emiloymént for the capacity he already has; (c) such a vestrictive
policy must be parmanent for, with Tgspect to Enoch Powell, whose
logic on this point is more Formal then real expexience shows
that once you aelax restriction income growtl; rapidly starts again,
as indeed common-sense seems to indicate that it always would,

4, I have remained very sceptical of the effects of moneta

B 3 Ty
policy on inflaticn, There axe after all twe types of inflationm:
cost push and demand pulls If I am & manufacturer of kettles and

cesasd my wape
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my wage bill goes up I have te increase my prices or loge my
profit, If on the other hand demand for my product rises, my
;irices will rise too, initially because my profit rises, fut

ater because of the effect on Che demands of laheur., Ho doubt
these foxms of inflation can co-exist and indeed interact but it
is a fundamental mistake to try and deal with one form by measures
appropriate to the other.

I do not see how reducing the money supply can help combat
& cost Inflation. Of course, there arve many oCher ressons for
reducing public expenditure, above all the need to vestrict the
blic sector's share of the economy and to provide incentivas
g; reduclng taxation, . What.I gm thinking. of here 1s solely
"effective den manageoent®, j t use,
Erhard's favourits single woid -

Yeonjuncturpolicik?),

Thé]'ﬂi'st.‘questi;:gns' to.wideh I have oot yet seen satisfactory

ensweys.are . - T T :
} Whet actual measuies do wé intend tb take fn practice

to maintain s tighter wgnetary policy? .

11) - How does the mgney supply, whether 1t be Ml or M3, effect
the economy, sdye through tts influentce on demand? .What people
spend is limited the amount. they can earn, borrow or dissave
and iz determined by the extent they wish, at any gwen time, to
approach this limit. In the fan,t:,, flexlbility of demand management
has always rested on the credit base and.l doubt if this has
really changed, g :

‘How can & credit squeeze Qnd the consequent reduction of
demard effect prices? Take the twg gomponents of prices:

1) Profft, ‘Lo demand can certainly reduce profits, As
we all know EFE{ _present trouble 1s that profits are too low already.

11) Cost, Taking very crudely the main componants of costs,
the vesults seem to.me very much &s follows: - (a) it-can have
little effect on basic raw material prices; (b) its effect on
overheads 18 to spread them over a Lower output and therefore
inerease. rather than veduce wmit cost of production, This - geems
tome to ledve only the lavgest gomponent.of cost incomes, wages,
salaries’and to a small extent dividemds, and the argument therefore
bells down to whether s general deflation of demand -Is.-8 befter
way of holding down union pressure for higher incomes than an .
incomes poldeye . .. o L o [ .

For the veasons I have glven above I do not think it is an
effective way of restxicting the monopoly of power of the unions.

0f tourse, effectivé demand can be expanded teoo -rapldly and
lead to demand iinflation which will. then interact with costy .
inflation, But.I find it hard to balieve that effective demand is
top high so long:as the econcmy is yumning as far below capacity
as it certeinly is now-(reémeémber:the three—ddy weelt), and a
permarient policy of keeping ‘effective demand well below potential
capacity is a policy designed:permanently to confine chis country
:'-ia i.:zdustrial stagnation,': inadequate growth 'and continuing ‘economic
eclines . [ Tooar i R CeT
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