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15y The Cabinet were informed of the business to be taken in the House
of Commons in the following week.

THE SECRETARY OF STATE FOR HEALTH said that on the following day The
Lancet would carry a Public Health Laboratory Service report on listeria
hich found listeria to be present in fairly large samples of various
odstuffs available to the public. Some indication of the contents of
report had become known the previous week, and that had led the
edical Officer to issue guidance to the public on Friday 10
y. That guidance had warned pregnant women and certain other
that were at high risk from listeriosis not to eat certain foods
oft cheese, and to take specified precautions on the
i of other foodstuffs such as pre-cooked poultry and
4 chilled meals. The Opposition had chosen food and water
safety the subject for debate on the following Tuesday, but he
believed that the range of action being taken by the Government was
producing a more settled atmosphere and that the Opposition would
'-Fm\ed as irresponsibly trying to stir up public hysteria.

led foods should be stored in all food businesses:
he had now rece he necessary advice from the experts that 5°C was
the appropriate ' ature for this purpose and he had made it known

(s

that he would pres
as possible. Mr Ro\‘;<:\g the Opposition spokesman on health, had
confused this issue entirely separate question of the
cook-chill catering sy s used in the National Health Service. The
relevant Department of uidelines for this system, which had been
issued in 1980, prescribe s the appropriate storage temperature
and Mr Cook was suggesting\Kh his figure, rather than 5°C, was the
one that should be specifie e-cooked chilled foods under the Food
Hygiene Regulations. He would to deal with Mr Cook's confusion in
a way that denied Mr Cook the Egggkbni:y to claim that he had put
forward the lower figure with t ic's interests at heart,

THE PRIME MINISTER, summing up a b@'scussion, said that action was

in hand on the specific food safety s that had been identified in
recent weeks, but that public awareneXy had been raised on matters of
food safety and of hygiene generally, and new areas of concern might
emerge with little notice. One such public health matter that was
coming to attention was the increase in numb f rats following two
mild winters in succession., It was a matte@mﬂmon observation that
restaurants and other businesses were in th bri~of leaving
inadequately packaged perishable refuse on the . This was
unacceptable, and the increase in rats made a Ds ation worse. The
time might be coming when legislation would have € eHintroduced to
place a duty on businesses to dispose of their refd

fashion.

The Cabinet -

Took note.
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2. THE SECRETARY OF STATE FOR EMPLOYMENT said that the unemployment
figures for January would be published that day. The seasonally
adjusted total had fallen by 49,300 to 1.988 million. The reduction in
unemployment below two million, for the first time for around eight
years, would be seen as a very important milestone, This was the 30th
onsecutive monthly reduction, and the rate of unemployment had fallen
7 per cent, which was below the European Community average and, in
icular, was below the rates in Italy, France, Belgium, the
lands, Spain and the Republic of Ireland as well as Canada. The
ion would seek to distract attention from these very welcome
ons in unemployment by contending that the figures had been
11y depressed by means of various changes in the definition of
t. The Opposition were claiming that the real level of
at stood at something over three million, but the forthcoming
rce Survey for 1988 was expected to confirm the trends shown by
the monthly unemployment statistics. The Labour Party manifesto at the
previous General Election had claimed that a Labour Government would
reduce unemplgfmdyt by 1 million within two years, but this now
contrasted u=(éy rably with the actual reduction of 966,000 which had
been achieved™ry d period since the General Election campaign. The
unadjusted tota ‘!P qemployment had increased by 28,000 to 2.074
million in the pe-;ﬁg'since December 1988. This total invariably rose
in the period aft-r‘égﬁ':tmas, and the increase on this occasion had
been relatively slig-d<:\ypared with previous years. While it was true
that, as a result of th atively mild winter, there had probably been
fewer unemployed than ious years among workers in the
construction industry, urable weather conditions would have done
little to stem the signi umber of redundancies which regularly
occurred in certain industyy otably tourism, in the period
immediately following Chris n especially encouraging feature was
that, at a time when seasonal sted unemployment had fallen
consistently by around 40-50,000 each of the previous few months,
the estimated number of vacanci ] he economy as a whole had remained
at about 700,000 throughout that ¥ He would also be issuing
figures later that day which showe there were now 145,000 people
in training under the Employment Tra g programme., This was a
remarkable achievement over a period less than five months since the
programme was launched, and the success of the programme demonstrated
that, even though the trend of unemployment had been very favourable in
recent months, the Government was far from c cent, The number of
people in work had never been higher, even ¢{cl ing those in training.

THE PRIME MINISTER, summing up the discussion,
unemployment and employment remained very enco

THE SECRETARY OF STATE FOR EMPLOYMENT said that Briti space PLC
would be announcing that morning two and a half thousa ndancies in
its dynamics division. This was part of a relocation a

rationalisation package, which had been planned for some in which
the number of sites would be reduced from six to four with

2
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of the plants at Bracknell and Hatfield, which were areas of relatively
low unemployment where the company had been experiencing recruitment and
retention difficulties. Some of the jobs would be switched to Bolton

and Plymouth, and this would create welcome employment opportunities in

@reas where the rate of unemployment was higher than average.

The Cabinet -
%ook note,

3, ; 7 FOREIGN AND COMMONWEALTH SECRETARY said that the reactioon from
Ayatol Khomeini of Iran to Mr Salman Rushdie's book "The Satanic
Verses" “called to mind the fanaticism of other religions in the past,
including those within the Western tradition. What made matters more
difficult to e now was the propagation worldwide of local reactions
through the :@ especially television, as well as the fact that there
were many rep .
the internationi
detention in Ira
statement that a

Jmunity. A further complication was the continued

:Cj ives of such creeds as Islam spread widely through
/’ Roger Cooper, and uncertainty over the recent

6/ gsentence had been passed on him. It was
necessary for the G ,‘ nt to make clear that the public threat
against Mr Rushdie's“¥1%e Jaas unacceptable and that such behaviour by
Iran was incompatible wif¥ Ne maintenance of proper relations between
the two countries. .
with Iran. The British Chiz® 'Affaires had called on the Iramnian
Ministry of Foreign Affair Miquire about the sentence on Mr Cooper,
3 ,447 atollah Khomeini's action and to
Tehran which had been the subjec€t ,\\ demonstration on 15 February.
The Ministry of Foreign Affairs $dc en the line that they could not
erase what had been said by the A)fk h but they would continue to
protect the British Embassy. It a@d that they wished to do what
they could to mitigate the effects o eme reactions in Iran to
Mr Rushdie's book. The Iranian Foreik§ Minister, Dr Ali Akbar Velayati,
whom he had seen the preceding week, h2d also been trying in public
statements to put matters in a more balanced context.

The Iranian Foreign Ministry had said that ar access to Mr Cooper
would be granted within the next two weeks agdytBa visas for his family
to vist him in Iran would also be made availablfg r Cooper's brother,
realising that anything he said could affect thQ=£s of Mr Cooper, was
behaving with dignity and restraint. The risk thg¥/yhe crusade against
Mr Rushdie's book would be taken up by the Islamic £og¥ERence as a whole
seemed to be containable., It appeared for example XpoN eaction to the
demonstration in Pakistan against the United States Em?ﬁf'

connection that the Pakistan Government were anxious to

balanced position, despite the fact that five people ha 5

200 injured by the Pakistan security authorities in their

control the demonstration. His Department intended to cal |

Iranian Charge d'Affaires in London to express to him the Go&eifrent's
disapproval of Ayatollah Khomeini's threat which amounted to d‘13>>\

s
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interference in United Kingdom internal affairs. His Department would
make it clear that there could be no further extension of the British
presence in Tehran nor increase in the Iranian presence in London in the
circumstances, It was nevertheless important to try to maintain a
thread of contact with the saner elements in the Iranian regime. The
<$§g$5ritish press had shown a helpful awareness that the Government had a

fficult balance to strike.

ME SECRETARY said that incitement to murder was a serious offence.
pPiice on their own responsibility had taken the sensible decision
ide some protection for Mr Rushdie. They were also investigating
alleged to have been made by the Bradford Muslim leader, Sayed
to see whether he had committed an offence. The
possitgity of public disorder could not be excluded. He was in touch
with th® Chief Constables in the cities principally concerned as well as
with Conservative Members of Parliament with constituencies in such
areas. He had also been over the ground with President Ershad of
Bangladesh w ‘q currently visiting the United Kingdom and who had

shown unders ‘éﬁ o of the Government's position. It would be important

to measure woOrd fully in any public statements on the subject.

THE PRIME MINISTER fpging up a brief discussion, said that the basic
point was that the ‘2} the United Kingdom had to be upheld. It would
be necessary to looKg .3?\ arefully at the credentials of applicants
seeking to visit the Un ingdom from Iran, in the light of the
threat against Mr Rush ife. '

THE FOREIGN AND COMMONWEALTH ARY said that the result of the
election in Jamaica on 9 Febr been a victory for Mr Michael
Manley of the People's National by 45 seats to 15, with 57 per
cent of the vote. This result un nately continued the tradition in
Jamaica whereby no leader had bee to gain a third term. However,
the level of violence associated wit election had been lower than
feared. Mr Manley's initial stateme suggested a policy stance less
unhelpful now than that implied by hid\)xecord in office during the
1970s. i

THE FOREIGN AND COMMONWEALTH SECRETARY said results of the
current elections in Sri Lanka had not yet co h. The
expectation was that President Premadasa's part be returned.
There had been some 400 deaths associated with th

THE FOREIGN AND COMMONWEALTH SECRETARY said that he had
session of European Community Foreign Ministers in Madrid

14 February, meeting in the framework of Buropean politica
co-operation. There had been a helpful discussion on the MX

against the background of the Presidency mission by the Spanig
Minister, Senor Fernandez Ordonez,

4
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There was general agreement on the need for European influence on and
support for the key role of the United States in the Arab/Israel
dispute. The Ministers had also welcomed and compared notes on the tour
of Europe by the new United States Secretary of State, Mr James Baker.
The expectation was that there would be a Summit in May of the Heads of
tate or Government of the North Atlantic Treaty Organisation. There

ve Ministers had released a statement on Afghanistan urging all

d been condemnation of the human rights situation in Romania. The
a

es to try to establish a united and fully representative
nt. Following the withdrawal of Soviet troops, it was
rthy that Poland and Hungary had closed their Embassies in Kabul,
s a conspicuous expression of their lack of confidence in
lah's regime. The Twelve Ministers had also issued a -
t welcoming the opening of round table talks in Poland involving
represditatives of the Polish Government and the different political and

. social forces in that country. On South Africa there was further

[3-14 February

recognition by other European Foreign Ministers that economic pressure
was not the ay forward, particularly given the changes which had
come about i tion to Namibia and Angola. The Twelve had isgsued a
statement on of Conduct for Community companies with
subsidiaries i Africa, noting the role that these companies
played in promotx interests of their black employees and in

encouraging busine ﬂ by black people.

The Cabinet -

Took note. ©§

4, THE MINISTER OF AGRICULT A SHERIES AND FOOD said that at its
meeting on 13-14 February the A ture Council had given initial
consideration to the Commission®s posals for agricultural support
prices for 1989-90. The general ch taken by the Commission was in
line with the reform of the Common jeyltural Policy for which the
United Kingdom had been working. T were fewer than usual
specifically United Kingdom issues r3\sed by the Commission's proposals
and also some hope that negotiations might be completed more
expeditiously than in the past. I1f the Commission's proposals were
sustained the cost would be below the guidelx limit. There was a
danger that a number of member countries m@ek to use up the
existing margin. His principal objective ibDJ

tailed negotiations
would be to seek to limit erosion of the Comm < 's proposals.

Continuing, THE MINISTER OF AGRICULTURE, FISHERIRS/ARD FOOD said that he
had made a statement at the Council on the problef.g& wtud. This
followed up statements he had made at a number of me %3 in the past
which appeared to be bearing fruit. The Commission wg] committed
to action. There had been a good response from the Sp'{" Presidency
to his most recent statement and they had undertaken to™“p¢

on the agenda for future meetings. In a brief discussio
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that the problem of traffic across the Irish border had decreased with
the reduction in the extent of monetary compensatory amounts (MCAs), and
that the intended elimination of MCAs might largely resolve the problem.

Economic and Finance Council on 13 February which had been attended
e Economic Secretary to the Treasury. The main item was a
3¥§§§btation by Madame Scrivener of the Commission's proposals for a
ding tax on savings. The tax proposed differed from the
rate arrangements in the United Kingdom. There might indeed
ardness if revised proposals were to be modelled on the UK
f there appeared to be no likelihood of this. Although the
ingdom had been in a minority in opposing the Commission's
proposals this opposition had been given staunch support by Luxembourg.
The Netherlands Finance Minister had also opposed the Commission
proposals. ~tas to be hoped that this position would be maintained.
Greece and If{¢ had not yet decided what view to take. The French
wed~$n supporting the proposals. They had sought
(" carlier stage to make agreement LO such a tax a
precondition for .;,—-ment to the capital liberalisation directive. On
this point the Germgj ance Minister had expressed the view at the
Council that while % sql link existed there was a political
ain concern of the French authorities was
implementation of capital liberalisation
took place there would a/§light of capital from France and a
substantial increase in CELCNN It had not been the United Kingdom
experience that the aboli
increase in tax evasion. S
withholding tax would deter 1 &s from placing capital in the

E CHANCELLOR OF THE EXCHEQUER said that there had been a meeting of
t.

Community. This would damage o y individual financial centres but
the Community as a whole. The 39¢ga €\ Presidency had indicated that
they would give this proposal a h iority during their period of
office with the implication that 1 rhority would be given to
carrying forward the Commission's p 1s on indirect tax. It had
been suggested that if the matter co not be settled beforehand it
would need to be brought to the European Council in Madrid for decision.

The Cabinet -
Took note. @@

5. The Cabinet considered a note by the Secretary Cabinet
(c(89)4) about the recommendations of the Pay Revie

THE PRIME MINISTER said that the paper was the outcome ¢¥
among Ministers most directly concerned with the Review ¥

It proposed that the reports of the Review Bodies on the

on Professions Allied to Medicine, and on Nurses should be
full. The report of the Review Body on Doctors and Dentists¥s

6
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accepted except for the increases at the top of the consultants' scale,
and in the size of their distinction awards. These would have given big
increases in salary (up to 13 per cent) for consultants. The Review
Body said it was proposing them to improve the long-term career

§ structure for hospital doctors. That objective would be better achieved

y the increase of 100 in consultants posts proposed by the White Paper,
orking for Patients', which had been announced after the Review
's Report was completed. Consultants would still get the 8 per cent
s the board increase recommended for all doctors and dentists. The
of the Top Salaries Review Body (TSRB) should also be accepted,
SUb7eCt to a point on two star officers. The Review Body had proposed
get a proper differential above one staff officers, their pay
linked to the first performance point for Grade 3 civil
Linking standard pay to a performance point in this way was
howeveX)unacceptable, Instead, it was proposed that the pay of two star
officers should be around 85 per cent of the normally attainable maximum
for Grade 2 civil servants. This would give them the figure recommended
by the TSRB, preserving the necessary link with the Civil Service.

Continuing, MINISTER said that, as to financing, the cost of
the awards for ed forces and the TSRB groups could be met from
current provisio the National Health Service (NHS) groups, the
cost in excess of provision was £248 million. Of this,

£44 million would ed by cost improvements in the NHS with the
rest coming from the Re . The Reserve would therefore meet the
great bulk of the exc . But the principle would have been
established that the co he Review Body awards would not
necessarily be met in fu the Reserve every year. As to teachers,
the proposal was that the ndations of the Interim Advisory
Committee on School Teacher and Conditions (IAC) should be
accepted in full. These were &6.3 per cent increase in the pay
bill, with above-average increa r heads and deputies and in the
value of incentive allowances. 5} ra funding should be provided to
pay for this increase. Finally, proposed that the opportunity of
next Session's Bill on Parliamentar ions should be used to remove
the requirement for an Affirmative for increases in the Lord
Chancellor's salary, which had provi the occasion for debate on the
TSRB report generally. If the Cabinet agreed, she would announce the
decisions on the Review Bodies that afternoon. A draft was attached as
Annex A to C(89)4. At the same time, the Se ary of State for
Education and Science would announce in the{famg)way the decisions on
the IAC recommendations. A draft of this A s attached as Annex B
to the paper.

In discussion the following main points were mad@

a. The Review Body awards did not this year Yai¥e major
difficulties. There might however be questions :gﬁetﬂ\he proposal
that the NHS should bear a part of the excess cos @ e awards
for its groups. There was a very strong case for S

Last year the excess cost to the NHS had been funded

the Reserve, and the presumption must not be establish2

would happen every year. In presentationm it should be e

7
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that, of the £248 million excess cost, over £200 million would come
from the Reserve.

b. Last year an argument for meeting the excess cost in full from
the Reserve was that the Health Authorities had already drawn up
budgets assuming that no excess cost would fall on them. This
argument no longer applied, since the Review Bodies' timetable had
been brought forward so that decisions were made before the
cﬁgkyuthorities had completed their budgets. The draft Answer might be
<‘;;’&manded to refer to the new timetable. '

The draft Answer said that the increase in provision for the
n 1989-90 over 1988-89 would be £1,899 million (a'figure
ter rounded to £1,900 million). Larger figures had already been
gi¥en publicly for the increase in funds available to the NHS,
which took account also of a reduction in superannuation

contributiaps, higher revenue, and cost improvements. The Answer
should £AGo)give a figure on this basis.

t be questions about the decision that local
not receive extra grant to finance the IAC's
yit these should not be difficult to deal with.
wld benefit from a larger than expected
s' contributions to the superannuation of
school teachers, pf@ARe unfunded gap would be only £32 million

which was a very 3¢ igure in relation to local authorities'
total expenditure : i

THE PRIME MINISTER, inBYuF e discussion, said that the Cabinet

endorsed the proposals set Od She would announce the
decision on the Review Bodies)%

and Science would announce the i n on the IAC, by Written Answer
that afternoon. The Answer on t eview Bodies would be along the
lines of Annex A to C(89)4, amend take account of the points made
in discussion and any drafting poin t was important that all the
reports should be available to Membe{{ as soon as the Answers were given
and that full briefing should be read for Ministers and backbenchers.

The Cabinet -

Took note, with approval, of the Prime\R] er's summing up of
their discussion and noted that the Pri ster and the
Secretary of State for Education and Sci 1d announce the
Government's decisions accordingly.

6. The Cabinet considered a memorandum by the Chanc
Exchequer (C(89)3) on economic strategy.

THE CHANCELLOR OF THE EXCHEQUER introduced a discussion o
strategy, as a background to the Budget on 14 March.

CONFIDENTIAL




CONFIDENTIAL

THE PRIME MINISTER, summing up the discussion, said that the Cabinet
endorsed the approach to economic strategy set out by the Chancellor of
the Exchequer in C(89)3. In particular they re-affirmed the central
objective of bringing down inflation and agreed that economic policy
should remain prudent and cautious.

The Cabinet -

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

Invited the Chancellor of the Exchequer to take account of the
gion in preparing his budget. .

Cabinet Offi

16 February 198
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The Cabinet considered a memorandum by the Chancellor of the Exchequer
(C(89)3) on economic strategy.

THE CHANCELLOR OF THE EXCHEQUER said that the past year had had both
good features and bad. The good features had been rapid investment-led
growth; a sharp fall in unemployment; the fastest growth of
manufacturing productivity in any major nation; and profitability in the
company sector at its highest level for twenty-five years. But there
had also been an increase in domestic demand exceeding the capacity of
the economy to meet it. Another way of expressing it was that total
savings had remained constant, with a rise in company savings offsetting
a fall in personal savings, while investment had gone up., This would
take time to correct. It had been reflected in a substantial current
account deficit, but the major problem had been the growth of inflation,
although its extent was exaggerated by the inclusion of mortgage
interest in the Retail Price Index.

Continuing, THE CHANCELLOR OF THE EXCHEQUER said that the problem of
excess demand had been dealt with by a rise in interest rates. This was
already starting to affect the housing market, retail sales and the
growth of narrow money, although inflation was likely to go on rising
for a few months. There were good signs therefore that the policy was
working. But interest rates would have to remain high until it was
quite clear that inflation was coming down. Indeed, if more needed to
be done to control inflation, it would be done. Although monetary
policy was the key to reducing inflation, fiscal policy must support it.
A prudent and cautious fiscal stance was therefore essential. This
indicated another sizeable Public Sector Debt Repayment during the
coming year. The scope for tax reduction might well be largely
restricted to offsetting fiscal drag, and any tax reform would have to
be accommodated within this tight constraint. A difficult year lay
ahead. The growth of the economy, and with it the decline in
unemployment, must slow. It would be a few months yet before the
inflation figure started to come down. But the prospects thereafter
were good so long as the Government maintained its policy.

In discussion the following main points were made:

a. The underlying economic position was strong but there was
considerable evidence of the resurgence of inflation, for example
in the construction industry. A revival of inflationary
expectations could be extremely damaging. The need for prudence in
framing the Budget was paramount.

b, The increase in interest rates had so far had less political
impact than might have been expected. The reasons for this might
be that real earnings had continued to increase, that interest
rates had only gone back to the level prevailing in the quite
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recent past, and that savers, especially the elderly, benefitted
from higher rates. Nevertheless, the possibility had to be allowed
for that general public reaction might now become much sharper,
especially among groups, like recent house buyers on low incomes,
who were being especially hard hit. It was relevant that the full
effect of the rise in rates had not yet been felt by borrowers with
endowment mortgages from Building Societies which adjusted their
rates only annually. Farmers also felt interest rates acutely,
having suffered a fall in real income. It could be argued that, to
the extent that tax reductions and interest rate reductions were
alternatives, it was better to choose the latter.

G A decision to make only small tax reductions when the
Government had such a large Budget surplus would require careful
presentation. More could be done to emphasise the advantages of
debt repayment, which would be readily appreciated by the public at
large.

d. There were some disturbing signs that retail sales, for
instance of motor vehicles, were not responding to the tightening
of monetary conditions. Indeed, since interest payments were often
not separately identified in retail transactions, it was not clear
how effective increases in interest rates were in this area.
Moreover, banks, with foreign deposits encouraged by high interest
rates in this country, were putting considerable effort into

encouraging more borrowing. In the light of this, prospects for
the balance of payments and inflation were bound to give cause for
concern. On the other hand, some other indicators of retail sales,
overseas holiday bookings and house prices indicated a response to
the measures taken.

e. Table 2 in Annex 3 to C(89)3 showed that since 1979 Income Tax
and National Insurance Contributions (NICs) had risen as a
percentage of earnings for those on half average earnings. There
was therefore a very strong case for concentrating on the lower
paid the benefit of any tax reductions that fiscal policy allowed.
This could most readily be done by raising the tax threshold rather
than reducing the basic rate. Generally, action on the threshold
was very attractive, although it could be argued that recent
changes in the benefit system had reduced its impact on incentives.
Another possibility was action on NICs, for example to raise the
starting-point and improve the transition to the higher rates.

£, Other attractive possibilities for the use of any fiscal
surplus that was available were: abolition of the pensioners'
earnings rule, to encourage pensioners to stay in, or return to,
the labour market; further concessions on lead-free petrol;
under-indexation of the duty on petrol; and further action to
encourage savings, perhaps by allowing tax relief on the initial
investment, It would be important to take the opportunity of
future privatisations to spread share ownership.

2
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THE PRIME MINISTER, summing up the discussion, said that the Cabinet
endorsed the approach to economic strategy set out by the Chancellor of
the Exchequer in C(89)3. 1In particular, they agreed on the need to give
priority to countering inflation and on the case for a cautious fiscal
policy. They also believed that any tax reductions that were possible
should bring particular benefit to the lower paid.

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 the
discussion in preparing his Budget.

Cabinet Office

17 February 1989






