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85) part i :
%nchwzzzs U“itzzuxn§§§>1“ the Ministry of External Affairs, resentment against the

4) 27£h With the par Transport, Mr Umaru Dikko, had concluded
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AT .
N The Caylnet were informed of the business to be taken in the House
A ommons in the following week.

§ .THE FOREIGN AND COMMONWEALTH SECRETARY said that, in recent
s

S with the Indian Prime Minister, Mr Rajiv Gandhi, and with the

Cort oDXfficial in the Ministry of External Affairs, the British High
e S er in New Delhi had been given renewed assurances that there
negot bargo on visits to India by British Ministers or on commercial

s between the two countries. It was nevertheless clear that,

lom lingered on and that Indian feelings still ran high over
invitat;q es of Sikh exFrgmists in Fh? Unitgd Kiquom. Mf Gandhi's
forthCOmin to the Prime Minister Fo visit India briefly duflng her
Uniteq King tour of South East Asia was, ?owever: encouragilng. The.
New Delh.“ngN %t, so far, been implicated in the spy scandal in

& issues affecting Anglo-Indian relations would still

the actiyi

THE
.= FOREIGN AND COMMONWEAT

in 13 RETARY said that, following the release
Libya and return to the :

Kingdom of the four British hostages,

€ had T
SS)Stﬁ COntribexPreSSed the British ent's thanks to all those who had
n usio S uted to this outcome, I ng the Archbishop of Canterbury and
te L GreeCepreSentatlve and the Gove of Italy, Morocco, Tanzania and
previo;slln a Written Answer to a mentary Question, on lines

Y agreed, he had announce ritish Government's agreement

O one . :
COmplai::Etlng between British and Lib§dn pfficials to hear Libyan
S8 and t sl : .
compassio 0 a limited issue of to Libyans on urgent
e no ill

naFe grounds. Despite these m teps forward, there could
and hig Usions that the difficulties wi the Libyan regime were over
Commy answer had accordingly included a\word of caution to the British

Nity in Libya.,

N'AND COMMONWEALTH SECRETARY said that t(ézzb'.l of those
involvement in the kidnapping of the exils

THE FoRg1q
SCCused of
lnlS ter fo

ra“ging frOSSing of prison sentences, wbich might be suy
OVernment mflO_to %4 years. The reaction of the Eedera%
Partic“larlo Nigeria had been one of dismay and ?lsaPPOID
ohammeq y Yy over the length (12 years) of the prison term

usufu had been sentenced. It was clear that Anglo-
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relatj . . e :
pos:F;OHS faced a period of considerable difficulty and everything
GXpll ¥e quld be done to protect British interests in Nigeria. He was
<:> .“PlOTing with the Home Secretary ways in which the continuing

1rrj 5 4 5 . 3
<g§§§>lta“t of Mr Dikko's presence in the United Kingdom might be removed.

ROmania
anq
Bulgar; R EIGN AND COMMONWEALTH SECRETARY said that during his visit to
8 ece P 8‘10.February he had been subjected to a predictably
but exposition of President Ceaucescu's views on foreign policy
85 P ncluded that, i? view of Romaniats catgst;ophic economic
In Byl hese were unlikely to carry weight within the Warsaw Pact.

5 effiCiegund.an ortho@ox pro-Soviet foreign po}icy stance accompanied
a“thoritar'cy in economic mgnagemen? as well as %n'ma1ntenance'of the
S°Phistica;a3 regime., Pre31dent'Zh1v§ov had exhibited a relatlve}y
Policies e R\ach to §u¥gar1a's internal and external.economlc
Contro] ;n;ncl 1ng recognition of the need to geep borrowing under

to a rudimentary venture capital market. Some

Brltish firms we {i;? eady involved in joint ventures with Bulgarian
Partnerg 7 | :

Cor .and, by C-‘gﬁglt with the problems which the British Aircraft
Poration were en

Unattraetq oAﬁy’} ing in Romania, could expect to be paid. The
itg treCtlve face of 7 i‘>garian regime was, however, in evidence in
the 7T atment of the TdrMgh minority, whose emigration from Bulgaria

Urkish Government w

ibly seeking to encourage.
ey @
THE g
Turkeo \"LGN AND COMMONWEALTH S Y said that during his visit to
(&
K

T“rkiZhon 11‘%3 February he had ered a significant degree of
Brit 80odwill towards the Unit Ejiﬂgdom, partly as a result of
a

is 2 ; BT
rightsh.eff°rts to argue the Turkis against criticism on human
Bed 1Ssues in the European Assemb¢%§%;% the Council of Europe. He
nd

Ney 3 e
Cone €rtheless expressed firmly a tly the British Government's

er : ¢ : S
unders: Ov?r human rights problems in key despite British
ichsS?ndlng of the background against ich they arose. In

Wisheq tgns on Cyprus, it had been clear that the Turkish Government
Turkigy C See a settlement; but that, although they would hold the
alreagy mygr19t leader, Mr Rauf Denktash, to tffe—~xpncessions he had
Cyprus t: e in the recent high level talks wifh Rfesident Kyprianou of
Drevené €y would be unwilling to push Mr DenkK

Place Ilm from holding elections before a furtQ pund of talks took
haq pla ; would now be important to encourage PreTxggpit Kyprianou, who
apprOacie his hand badly in the recent talks, to adg ?osiFive

urkey ! ¢ t°Ward§ a further high level meeting. Althd
Britig €conomic difficulties, he had not pressed the-i”;» sts of
Prime y €Xporters, his discussion of the economic situa '0% J th the

lnister, Mr Turgut Ozal, had produced some eyiden

n view of
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achi . § 3 e
evements, including a substantial expansion of output and exports,

e
0
T concern that Turkey might be over-trading and doing too little to

<;zézjgrhe
2%"‘ et

THE @CELLOR OF THE EXCHEQUER said that the Council of Ministers
e
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t o3 0Cs ’ 2, .
coPOSltlon in the coal industry dispute.
tded separately,
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prices and lower subsidies; but there were also grounds
ts balance of payments deficit.

Cabinet -

n 11 February had discussed the financing of the proposed
1 structure measures but had not reached agreement on a

l ceiling or on the amount. This matter was important because

ural expenditure since the agreement on budget
alian Presidency had not facilitated an agreement.
#, ad agreed, however, that they would try to reach
-:;; g of the Council on 11 March. This implied that
not expect W Arriculture Ministers to finalise the
ural structurés age in the Council of Ministers

ture) on 25-26FdBryYgry. In discussion it was pointed out that
ght be difficulti 7\ the Council on 25-26 February. This

clearer, however owing a meeting arranged between the
of Agriculture, FiNufef

xs and Food and Signor Pandolfi, the

of the Council of 6 drs (Agriculture).

Cabinet - %
k note, %/

orted to the Cabinet on the
The Cabinet's discussion
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ECo
STR‘% 2 The Cabinet considered a memorandum by the Chancellor of the

Xchequer (C(85) 4) on economic strategy.

Situation and prospects, as a background to the decisions which he would
<§§$§t3ki“g for his Budget, to be presented on 19 March; every member of

Cabinet contributed.
ME MINISTER, summing up the discussion, said that the Cabinet
:h rtedly reaffirmed their commitment to the central objectives of
eCBoy

ment's economic strategy: lower inflation, firm control ?f
Spending and a continuing reduction in public sector borrowing.
h

T

<€fi:;m€ CHANCELLOR OF THE EXCHEQUER introduced a discussion of the economic

publj

{gfanet -
I?Vit d the Chancellor of the Exchequer to take account of the
discussion in preparing his forthcoming Budget.
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cc(85) 6th Conclusions, Minute &4

@ Thursday 14 February 1985 at 10.30 am

NDUSTR A

P L

.ﬁERS 2ﬁ5r:EgRET TATE FOR ENERGY said that the return to work in the
Coa) fesul? week ess than the previous week's high levels, largely as a
InMNtr end of of the weather. It was nevertheless expected that by the
lspye more ththe week mber of miners at work would bg at 1ea§t 85,000,

had iq an 45 per f the total. The number of pits York1ng normally

"eVioyg amountc;eased by 54. Coal movements in the previous week had
Re&ren tonn €d to 930,000 but would probably be only about 800,000
C(g5y oo Bto is In the current@f€ek owing to the weather. Power station coal
%nchwith amozn:’ which had fallen by only 230,000 tonnes in the previous week,
H“mtE3ons» b ed to some 12% million tonnes. It was a welcome development that

Mzizwzgi South Wales and Yorkshirg areas of the Nationa% Union of
injunctiers (FUM)'had ordered t r @embers to comp%y w1th't§e coyrt
10 more :zs llyltlng.the.numb pickets §t certain speglfled pits to
the Natji an six. .H1§ discus he previous evening with 1eaqers of
ad goneonal Association of 091 vermen, Deput%es and.Shotflfers.
SUpport well, They were unlike nitiate any industrial action in
of the NUM; their main con as to press for a negotiated

s

Mit;}iT?nt- The General Secretary Trades Unio? Congress,
Nationais’ had been having private t ith the Chalrman.of the
ationa] Coal Bqard (NCB), Mr MacGrego would be meetlng'the
unlike) Executive of the NUM the follo . At present 1t seemed
negotia)tV_that a basis would be found for @sulBessful resumption of
amnegt lons, The NCB was mindful of the s of conceding an

offenczsfor NUM Wembers found guilty of disciplinary or criminal
the °0a1. Tﬁe figures recently 1eaked.t9 the press.about the costs of
inaccuratStrlke fof the Central Electricity Qeneratlng Board we;e
& Bava S The }1ne should be that the estlmétes already published by
Cost of anent still stood and that accurate figure the overall
he strike.could not be available until the ended.

The Cabinet -

TOOk note,

Cabinet Office : ‘Q

13 February 1985
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MOST CONFIDENTIAL RECORD
TO
CC(85) 6th Conclusions

Thursday 14 February 1985

The Cabinet considered a memorandum by the Chancellor of the Exchequer
(C(85) 4) on economic strategy.

THE CHANCELLOR OF THE EXCHEQUER said that the development of the

United Kingdom economy during the past year had been dominated by

the miners' strike and the appreciation of the United States dollar
against all other major currencies. More recently the weakness and
uncertainty of oil prices had had a substantial impact. In most respects
the United Kingdom economy had been fairly resilient; despite the
miners' strike, the current account balance had remained in surplus,

and the Gross Domestic Product (GDP) had increased by about 2} per cent,
as against the earlier forecast of 3 per cent. Inflation had been

held to about 434 per cent despite the depreciation of sterling, as
against the earlier forecast of 4} per cent. Not all of the overshoot
of the 1984-85 Public Sector Borrowing Requirement (PSBR) could be
attributed to the miners' strike; this factor had however probably
influenced sentiment in financial markets, and the resulting increase

in interest rates had further exacerbated the PSBR problem.

For 1985 the prospect was for 3 per cent growth in GDP, with inflation
remaining at about 5 per cent, although it might go somewhat higher
during the first half of the year, particularly as a result of the
impact of higher mortgage interest rates. There were considerable
uncertainties, both external and domestic. The very large United States
budget deficit and the high level of dollar interest rates, with the
dollar remaining extremely strong against all other currencies,
represented a threat to the world economy; the United States were in
effect importing other countries' savings and exporting their own
inflation, while the debtor countries were facing an increasing real
burden of debt service. On the domestic front one main worry was that
earnings were rising substantially faster than prices, with productivity
stagnant; the result was rising United Kingdom unit labour costs,

while those of other major countries were static or falling. This
factor was preventing the economic recovery from giving rise to an
increase in numbers of people employed. The other main worry was the
continuing upward pressure on public expenditure. A larger overshoot

of the 1984-85 planning total as in the recent Public Expenditure White
Paper was now expected than could be attributed to the continuation of
the miners' strike beyond the end of 1984. Higher interest rates would
mean higher debt service payments, and local authority overspending

now seemed likely to exceed earlier forecasts. These pressures were
expected to continue in 1985-86 and thereafter. Because of these
difficulties he thought it prudent to increase the size of the
Contingency Reserve for 1985-86 and the two subsequent years, which would
necessitate parallel increases in the planning totals. Great efforts
would still be needed to keep public expenditure within these somewhat
higher totals. The financial markets sensed these difficulties, and

1
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this made it all the more important that the Government should stick
to their economic strategy. Against this background there seemed
likely to be much less room for a fiscal adjustment in the Budget than
had been foreshadowed the previous autumn; whatever scope there was
should be devoted to measures which would help the growth of
employment.

In discussion, the following main points were made -

a. There was general agreement on the need for caution in
setting the 1985-86 PSBR: restraining borrowing to the level
consistent with the Medium Term Financial Strategy (MTFS) was a
minimum requirement. An adverse reaction from financial
markets would add to the difficulty of managing economic policy.
It would be important to avoid creating expectations that the
Budget would have a substantial impact on unemployment.

b. The outlook for public expenditure was extremely serious,
and the fact that major difficulties would remain after the
miners' strike was over would be extremely disappointing both

to the financial markets and to the Government's supporters.

The Government risked getting the worst of both worlds: wunpopular
expenditure cuts were being made over a wide range of services,
while at the same time the Government were unable to keep total
expenditure within the prescribed limits. The problem could be
resolved only if changes were made in the structure of demand-led
programmes, although even here the scope was limited by previous
pledges to maintain the real value of certain benefits. It was
nevertheless essential to find ways of reducing social security
expenditure and expenditure by local authorities.

c. There was a widespread feeling that this was not the year
in which to embark on radical changes in the tax structure which
would attract the hostility of powerful interest groups or
increase the general price level.

d. Much of the responsibility for the upward movement in unit
labour costs was attributable to ineffective managements. Recent
improvements in profits, and the greater profitability of

exports resulting from the depreciation of sterling, seemed to
have made companies more reluctant to resist excessive wage claims
and risk interruptions in production. The effects then spilled
over into the public sector, by creating pressure for "catching up'
pay settlements. Although the climate of opinion was changing,
there were still far too many examples of workforces pressing for
pay increases very damaging to the international competitive
position of the companies employing them.

e. Rather than look for further tax concessions to business,
the Government should now be seeking a greater contribution from
business towards reducing unemployment and providing better
training facilities for young people. Employers should recognise
that the United Kingdom Government provided far more financial
assistance to training than the Governments of the United States,
Germany and Japan.

2
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f. Despite the high level of unemployment, it remained
difficult to fill vacancies for lower-paid workers. This in
part reflected the fact that the differential for men with
families between income from social security benefits and income
from work was very small. If the problem were to be overcome,
it would be necessary to consider reductions in entitlement to
benefit as well as increases in tax thresholds for the lowest
paid. However, not all the burden of restraining public
expenditure could be placed on the poorest sections of the
population; while for the lowest paid the proportion of income
taken in tax had increased, the higher income groups had seen
their tax burden reduced under the present Government.

THE PRIME MINISTER, summing up the discussion, said that the Cabinet
recognised that the Chancellor of the Exchequer had little room for
manoeuvre in his forthcoming Budget. There was general agreement on
the need for a new effort to secure better control over public
expenditure, and on the need to secure further reductions in the rate
of inflation; 5 per cent a year inflation was still far too high. The
objective of restoring the PSBR to the path set out in the MTFS was
generally endorsed, and within this constraint the Cabinet agreed that
the Chancellor of the Exchequer should concentrate on measures which
would contribute to the growth of employment. The need to give full
and clear explanations of the Government's policies, both to the
Government's supporters in Parliament and to the wider public, was
generally recognised. Inquirers from the media about the Cabinet's
discussion would be told that the Cabinet had considered the economic
situation and the approach to the Budget, and reaffirmed their
commitment to the central objectives of the Government's economic
strategy: lower inflation, firm control of public spending and a
continuing reduction in public sector borrowing.

The Cabinet -

1. Took note, with approval, of the Prime Minister's
summing up of their discussion.

2, Invited the Chancellor of the Exchequer to take
account of their discussion in preparing his forthcoming
Budget.

Cabinet Office

18 February 1985

3

SECRET until 20 March 1985 then CONFIDENTIAL




