3 August 1982
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MEGAW REPORT

The Prime Minister already knows, from my note of 29 July about her
meeting with the Chancellor this evening, of our reservations about the

Chancellor's willingness to endorse the Megaw report at this stage, as

now indicated in his note to the Prime Minister today.

—

I hope she will pass on these reservations to the Chancellor tonight,
but even if she does so, it is important that she also reply (or

e ————
ask you to do so on her behalf) to the Chancellor's note, because it

has been copied to all members of Cabinet.

At present, I think she needs to respond only to the Chancellor's

report of the unanimous view of MISC 83 that the Government should

try and negotiate a new pay system broadly on the basis of the Megaw

recommendatlons It would be reasonable to indicate that she does
not think it desirable to reach that l_ggment until we are better-

pi ced to ass gﬁs whether such a system would produce pay increases over

h
the next few years con51stent with the Government's objective of

increasing competitiveness and therefore employment; and whether in

-

particular it would be likely to produce a pay increase in the coming

pay round consistent with the Chancellor's own objective of substantially

m—————a.
lower settlements this year than last.
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