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1. The Cabinet were informed of the b u s i n e s s to be t a k e n i n the House 
of Commons i n the f o l l o w i n g week. 

THE SECRETARY OF STATE FOR HEALTH s a i d t h a t on the f o l l o w i n g day The 
L a ncet would c a r r y a P u b l i c H e a l t h L a b o r a t o r y S e r v i c e r e p o r t on l i s t e r i a 
h i c h found l i s t e r i a to be p r e s e n t i n f a i r l y l a r g e samples of v a r i o u s 

s t u f f s a v a i l a b l e t o the p u b l i c . Some i n d i c a t i o n o f the c o n t e n t s of 
r e p o r t had become known the p r e v i o u s week, and t h a t had l e d the 
Medical O f f i c e r to i s s u e guidance to the p u b l i c on F r i d a y 10 
y. That guidance had warned pregnant women and c e r t a i n o t h e r 
t h a t were a t h i g h r i s k from l i s t e r i o s i s not t o e a t c e r t a i n foods 

o f t cheese, and t o t a k e s p e c i f i e d p r e c a u t i o n s on the 
of o t h e r f o o d s t u f f s such as pre-cooked p o u l t r y and 

c h i l l e d meals. The O p p o s i t i o n had chosen food and w ater 
. the s u b j e c t f o r debate on the f o l l o w i n g Tuesday, but he 

b e l i e v e d t h a t the range of a c t i o n b e i n g t a k e n by the Government was 
producing a more s e t t l e d atmosphere and t h a t the O p p o s i t i o n would 
r i g h t l y be pevtfStved as i r r e s p o n s i b l y t r y i n g to s t i r up p u b l i c h y s t e r i a . 
One p o i n t οηπ/ηί(φ he was a c t i n g was t o s t i p u l a t e the temperature a t 
which pre-cooVSJL^R^.led foods should be s t o r e d i n a l l food b u s i n e s s e s : 
he had now r e c e ( ( e ^ / / j ^ e n e c e s s a r y a d v i c e from the e x p e r t s t h a t 5°C was 

t u r e f o r t h i s purpose and he had made i t known 
i s under the Food Hygiene R e g u l a t i o n s as soon 
ik, the O p p o s i t i o n spokesman on h e a l t h , had 

e n t i r e l y s e p a r a t e q u e s t i o n of the 
s used i n the N a t i o n a l H e a l t h S e r v i c e . The 

u i d e l i n e s f o r t h i s system, which had been 
s the a p p r o p r i a t e s t o r a g e temperature 
^ i s f i g u r e , r a t h e r than 5°C, was the 
,re-cooked c h i l l e d foods under the Food 

t o d e a l w i t h Mr Cook's c o n f u s i o n i n 
v n i t y t o c l a i m t h a t he had put 

' j j j i j j i i c ' s i n t e r e s t s a t h e a r t . 

THE PRIME MINISTER, summing up a οτΆγά^ cuss i o n , s a i d t h a t a c t i o n was 
i n hand on the s p e c i f i c food s a f e t y Vj>4*€8 t h a t had been i d e n t i f i e d i n 
r e c e n t weeks, but t h a t p u b l i c a w a r e n e A had been r a i s e d on m a t t e r s o f 
food s a f e t y and of h y g i e n e g e n e r a l l y , and new a r e a s o f concern might 
emerge w i t h l i t t l e n o t i c e . One such p u b l i c h e a l t h m a t t e r t h a t was 
coming to a t t e n t i o n was the i n c r e a s e i n numbe^a>of r a t s f o l l o w i n g two 
m i l d w i n t e r s i n s u c c e s s i o n . I t was a mattew/ofnommon o b s e r v a t i o n t h a t 
r e s t a u r a n t s and o t h e r b u s i n e s s e s were i n t h ^ J g p b t l ^ o f l e a v i n g 
i n a d e q u a t e l y packaged p e r i s h a b l e r e f u s e on t h e f ^ a v m e n t . T h i s was 
u n a c c e p t a b l e , and t h e i n c r e a s e i n r a t s made a &u£^!34ybation worse. The 
time might be coming when l e g i s l a t i o n would have v < 5 ^ e p i n t r o d u c e d t o 
p l a c e a duty on b u s i n e s s e s to d i s p o s e of t h e i r r e f i ^ g ^ ^ i v ^ proper 
f a s h i o n . 

The Cabinet -

Took note. 

the a p p r o p r i a t e 
t h a t he would pre: 
as p o s s i b l e . Mr Rol 
confused t h i s i s s u e 
c o o k - c h i l l c a t e r i n g sys 
r e l e v a n t Department of 
i s s u e d i n 1980, p r e s c r i 
and Mr Cook was s u g g e s t i n g ^ 
one t h a t should be s p e c i f i e d 
Hygiene R e g u l a t i o n s . He wou] 
a way t h a t denied Mr Cook the 
forward the lower f i g u r e w i t h t l 

:ib£t 



2. THE SECRETARY OF STATE FOR EMPLOYMENT s a i d t h a t the unemployment 
f i g u r e s f o r J a n u a r y would be p u b l i s h e d t h a t day. The s e a s o n a l l y 
a d j u s t e d t o t a l had f a l l e n by 49,300 to 1.988 m i l l i o n . The r e d u c t i o n i n 
unemployment below two m i l l i o n , f o r the f i r s t time f o r around e i g h t 
y e a r s , would be seen a s a v e r y important m i l e s t o n e . T h i s was the 30th 
p n s e c u t i v e monthly r e d u c t i o n , and the r a t e of unemployment had f a l l e n 

per c e n t , which was below the European Community average and, i n 
i c u l a r , was below t he r a t e s i n I t a l y , F r a n c e , Belgium, the 

l a n d s , S p a i n and the R e p u b l i c o f I r e l a n d as w e l l as Canada. The 
i o n would seek t o d i s t r a c t a t t e n t i o n from t h e s e v e r y welcome 
ons i n unemployment by contending t h a t the f i g u r e s had been 

l l y d e p r e s s e d by means o f v a r i o u s changes i n the d e f i n i t i o n of 
t'. The O p p o s i t i o n were c l a i m i n g t h a t t he r e a l l e v e l of 

n t stood a t something over t h r e e m i l l i o n , but the forthcoming 
r c e S u r v e y f o r 1988 was expected to c o n f i r m the t r e n d s shown by 

the monthly unemployment s t a t i s t i c s . The Labour P a r t y m a n i f e s t o a t the 
previous G e n e r a l E l e c t i o n had claimed t h a t a Labour Government would 
reduce unemplyriie^Qt by 1 m i l l i o n w i t h i n two y e a r s , but t h i s now 
c o n t r a s t e d u i f a y f l g l r a b l y w i t h the a c t u a l r e d u c t i o n o f 966,000 which had 
been achieved^ra^tlWk p e r i o d s i n c e the General E l e c t i o n campaign. The 
unadjusted totaU^f^Aieemployment had i n c r e a s e d by 28,000 t o 2.074 
m i l l i o n i n the p^5^^l/5^.nce December 1988. T h i s t o t a l i n v a r i a b l y r o s e 

tmae, and the i n c r e a s e on t h i s o c c a s i o n had 
pared w i t h p r e v i o u s y e a r s . While i t was t r u e 

t i v e l y m i l d w i n t e r , t h e r e had probably been 
iou8 y e a r s among workers i n the 

r a b l e weather c o n d i t i o n s would have done 
umber of redundancies which r e g u l a r l y 
o t a b l y tourism, i n the p e r i o d 

η e s p e c i a l l y e n c o u r a g i n g f e a t u r e was 
s t e d unemployment had f a l l e n 

each of the p r e v i o u s few months, 

i n the p e r i o d aft£r> 
been r e l a t i v e l y s l i j 
t h a t , a s a r e s u l t oi 
fewer unemployed t h a n 
c o n s t r u c t i o n i n d u s t r y , 
l i t t l e t o stem t he s i g n ! 
o ccurred i n c e r t a i n i n d u s l 
immediately f o l l o w i n g C h r i s ! 
t h a t , a t a time when s e a s o n a l ! 
c o n s i s t e n t l y by around 40-50,( 
the e s t i m a t e d number o f v a c a n c i ( 
a t about 700,000 throughout t h a t 
f i g u r e s l a t e r t h a t day whic h showec 
i n t r a i n i n g under t h e Employment 
remarkable achievement o v e r a p e r i o d 

he economy as a whole had remained 
He would a l s o be i s s u i n g 

,there were now 145,000 people 
programme. T h i s was a 

l e s s than f i v e months s i n c e the 

ritish 

ferospace PLC 

programme was l a u n c h e d , and the s u c c e s ? of the programme demonstrated 
t h a t , even though t he t r e n d of unemployment had been v e r y f a v o u r a b l e i n 
r e c e n t months, t h e Government was f a r from coe!Aacent. The number o f 
people i n work had n e v e r been h i g h e r , even rftfcldding those i n t r a i n i n g . 

THE PRIME MINISTER, summing up the d i s c u s s i o n , ( ^ a ^ ) t h a t t he p o s i t i o n on 
unemployment and employment remained v e r y enco! 

THE SECRETARY OF STATE FOR EMPLOYMENT s a i d t h a t B r i t i 
would be announcing t h a t morning two and a h a l f thousa 
i t s dynamics d i v i s i o n . T h i s was p a r t of a r e l o c a t i o n 
r a t i o n a l i s a t i o n package, which had been planned f o r some 
the number of s i t e s would be reduced from s i x to f o u r w i t h 
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of the p l a n t s a t B r a c k n e l l and H a t f i e l d , which were a r e a s of r e l a t i v e l y 
low unemployment where the company had been e x p e r i e n c i n g r e c r u i t m e n t and 
r e t e n t i o n d i f f i c u l t i e s . Some of the j o b s would be switched to B o l t o n 
and Plymouth, and t h i s would c r e a t e welcome employment o p p o r t u n i t i e s m 
reas where the r a t e o f unemployment was hi g h e r than average. 

;10-Iranian 
ations 

!vious 
:erence: 
:88) 34.3 

The Cabinet -

00k note. 

3. tfl&iOREIGN AND COMMONWEALTH SECRETARY s a i d t h a t the r e a c t i o o n from 
A y a t o l i A h Khomeini o f I r a n t o Mr Salman Rushdie's book "The S a t a n i c 
V e r s e s " c a l l e d t o mind the f a n a t i c i s m o f oth e r r e l i g i o n s i n the p a s t , 
i n c l u d i n g those w i t h i n t h e Western t r a d i t i o n . What made m a t t e r s more 
d i f f i c u l t to handle now was the p r o p a g a t i o n worldwide of l o c a l r e a c t i o n s 
through the i n m ^ e s p e c i a l l y t e l e v i s i o n , a s w e l l a s the f a c t t h a t t h e r e 
were many re{F1qsje*j&£ives of such c r e e d s as I s l a m spread w i d e l y through 
the i n t e r n a t i o n a l cypmunity. A f u r t h e r c o m p l i c a t i o n was the c o n t i n u e d 

Roger Cooper, and u n c e r t a i n t y over the r e c e n t 
sentence had been passed on him. I t was 

to make c l e a r t h a t the p u b l i c t h r e a t 
s u n a c c e p t a b l e and t h a t such behaviour by 

maintenance of proper r e l a t i o n s between 
rnment s h o u l d a v o i d complete r u p t u r e 
' A f f a i r e s had c a l l e d on the I r a n i a n 

u i r e about the sentence on Mr Cooper, 
a t o l l a h Khomeini's a c t i o n and t o 

f the B r i t i s h Embassy premises i n 
La demonstration on 15 F e b r u a r y . 

the l i n e t h a t they c o u l d not 
but they would continue t o 

det e n t i o n i n I r 
statement t h a t a 
necessary f o r the G 
ag a i n s t Mr Rushdie's 
I r a n was inc o m p a t i b l e 
the two c o u n t r i e s . But 
w i t h I r a n . The B r i t i s h 
M i n i s t r y of F o r e i g n A f f a i r 
to e x p r e s s s t r o n g d i s a p p r o v 
o b t a i n a s s u r a n c e s on the pro 
Tehran which had been t h e s u b j 
The M i n i s t r y o f F o r e i g n A f f a i r s 
e r a s e what had been s a i d by the A ^ 
p r o t e c t the B r i t i s h Embassy. I t a£p^3y^d t h a t they wished t o do what 
they could to m i t i g a t e the e f f e c t s oy^ttTeme r e a c t i o n s i n I r a n t o 
Mr Rushdie's book. The I r a n i a n F o r e i w T M i n i s t e r , Dr A l i Akbar V e l a y a t i , 
whom he had seen the p r e c e d i n g week, hao a l s o been t r y i n g i n p u b l i c 
statements t o put m a t t e r s i n a more b a l a n c e d c o n t e x t . 

The I r a n i a n F o r e i g n M i n i s t r y had s a i d t h a t 
would be granted w i t h i n t h e n e x t two weeks 
to v i s t him i n I r a n would a l s o be made a v a i l 
r e a l i s i n g t h a t a n y t h i n g he s a i d c o u l d a f f e c t 
behaving w i t h d i g n i t y and r e s t r a i n t . The r i s k t 
Mr Rushdie's book would be ta k e n up by th e I s l a m i c 
seemed t o be c o n t a i n a b l e . I t appeared f o r example 
demonstration i n P a k i s t a n a g a i n s t t h e U n i t e d S t a t e s Emb 
connection t h a t the P a k i s t a n Government were anxious to 
balanced p o s i t i o n , d e s p i t e the f a c t t h a t f i v e people ha 
200 i n j u r e d by the P a k i s t a n s e c u r i t y a u t h o r i t i e s i n t h e i r 
c o n t r o l the demonstration. H i s Department intended to c a l 
I r a n i a n Charge d ' A f f a i r e s i n London t o e x p r e s s t o him the Go׳ 
d i s a p p r o v a l o f A y a t o l l a h Khomeini's t h r e a t which amounted t o d 

access t o Mr Cooper 
v i s a s f o r h i s f a m i l y 

Cooper'8 b r o t h e r , 
of Mr Cooper, was 

crusade a g a i n s t 
kence a s a whole 

c t i o n t o the 
t h i s 

i n a 
l i e d and 
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uropean 
ommunity 
oreign 
i n i s t e r s ' 
eeting i n 
ad r i d 

i n t e r f e r e n c e i n U n i t e d Kingdom i n t e r n a l a f f a i r s . H i s Department would 
make i t c l e a r t h a t t h e r e c o u l d be no f u r t h e r e x t e n s i o n o f the B r i t i s h 
presence i n Tehran nor i n c r e a s e i n the I r a n i a n presence i n London i n the 
cir c u m s t a n c e s . I t was n e v e r t h e l e s s i m p o r t a n t t o t r y t o m a i n t a i n a 
^thread of c o n t a c t w i t h the saner elements i n the I r a n i a n regime. The 

p r e s s had shown a h e l p f u l awareness t h a t the Government had a 
balance t o s t r i k e . 

?ME SECRETARY s a i d t h a t i n c i t e m e n t t o murder was a s e r i o u s o f f e n c e , 
^ i c e on t h e i r own r e s p o n s i b i l i t y had ta k e n the s e n s i b l e d e c i s i o n 

l e some p r o t e c t i o n f o r Mr Ru s h d i e . They were a l s o i n v e s t i g a t i n g 
a l l e g e d t o have been made by t h e B r a d f o r d Muslim l e a d e r , Sayed 

i s , t o see whether he had committed an o f f e n c e . The 
Lty o f p u b l i c d i s o r d e r c o u l d not be excl u d e d . He was i n touch 

w i t n t h V C h i e f C o n s t a b l e s i n the c i t i e s p r i n c i p a l l y concerned a s w e l l as 
w i t h C o n s e r v a t i v e Members o f P a r l i a m e n t w i t h c o n s t i t u e n c i e s i n such 
ar e a s . He had a l s o been over the ground w i t h P r e s i d e n t E r s h a d o f 
Bangladesh w)vtpv£t c u r r e n t l y v i s i t i n g t h e U n i t e d Kingdom and who had 
shown u n d e r s u Q d M e o f th e Government's p o s i t i o n . I t would be important 
to measure w o r J J f f / f a Y ^ f u l l y i n any p u b l i c s t a t e m e n t s on the s u b j e c t . 

THE PRIME M I N I S T f K f A w i n g up a b r i e f d i s c u s s i o n , s a i d t h a t the b a s i c 
point was t h a t t h , T ^ g ^ t h e U n i t e d Kingdom had t o be upheld. I t would 
be n e c e s s a r y t o loof $ 3&e«efally a t the c r e d e n t i a l s of a p p l i c a n t s 
seeking t o v i s i t the Unfrj&>Kingdom from I r a n , i n the l i g h t of the 
t h r e a t a g a i n s t Mr Rush<Rj£&wfe. 

:ARY s a i d t h a t t h e r e s u l t o f the 
been a v i c t o r y f o r Mr Michael 
by 45 s e a t s t o 15, w i t h 57 per 
n a t e l y c o n t i n u e d the t r a d i t i o n i n 

t o g a i n a t h i r d term. However, 
r e l e c t i o n had been lower than 
suggested a p o l i c y s t a n c e l e s s 
e c ord i n o f f i c e d u r i n g the 

THE FOREIGN AND COMMONWEALTH" 
e l e c t i o n i n J a m a i c a on 9 Febr 
Manley o f the People's N a t i o n a l 
cent of the v o t e . T h i s r e s u l t un 
Jamaica whereby no l e a d e r had bee 
the l e v e l of v i o l e n c e a s s o c i a t e d wi 
fe a r e d . Mr Manley's i n i t i a l stateme 
u n h e l p f u l now than t h a t i m p l i e d by h i 
1970s. 

THE FOREIGN AND COMMONWEALTH SECRETARY s a i d 
c u r r e n t e l e c t i o n s i n S r i Lanka had not y e t com 
e x p e c t a t i o n was t h a t P r e s i d e n t Premadasa's p a r t 
There had been some 400 deaths a s s o c i a t e d w i t h 

r e s u l t s of the 
gh. The 

be r e t u r n e d . 
>ral campaign. 

THE FOREIGN AND COMMONWEALTH SECRETARY s a i d t h a t he hac 
s e s s i o n of European Community F o r e i g n M i n i s t e r s i n Madric 
14 F e b r u a r y , meeting i n the framework o f European p o l i t i c 
c o - o p e r a t i o n . There had been a h e l p f u l d i s c u s s i o n on the 
a g a i n s t the background o f the P r e s i d e n c y m i s s i o n by the Spani! 
M i n i s t e r , Senor Fernandez Ordonez, wh i c h had been s e n s i b l y cai 

a good 



There was ge n e r a l agreement on the need f o r European i n f l u e n c e on and 
support f o r the key r o l e of t h e U n i t e d S t a t e s i n the A r a b / I s r a e l 
d i s p u t e . The M i n i s t e r s had a l s o welcomed and compared notes on the tour 
of Europe by the new U n i t e d S t a t e s S e c r e t a r y of S t a t e , Mr James Baker. 
The e x p e c t a t i o n was t h a t t h e r e would be a Summit i n May of the Heads of 
t a t e or Government of t h e North A t l a n t i c T r e a t y O r g a n i s a t i o n . There 

been condemnation of the human r i g h t s s i t u a t i o n i n Romania. The 
ve M i n i s t e r s had r e l e a s e d a statement on A f g h a n i s t a n u r g i n g a l l 

8 to t r y to e s t a b l i s h a u n i t e d and f u l l y r e p r e s e n t a t i v e 
lent. F o l l o w i n g the w i t h d r a w a l o f S o v i e t t r o o p s , i t was 
hy t h a t Poland and Hungary had c l o s e d t h e i r Embassies i n K a b u l , 
's a conspicuous e x p r e s s i o n o f t h e i r l a c k o f c o n f i d e n c e i n 
<£lah's regime. The Twelve M i n i s t e r s had a l s o i s s u e d a · 
t welcoming the opening of round t a b l e t a l k s i n Poland i n v o l v i n g 
t a t i v e s of the P o l i s h Government and the d i f f e r e n t p o l i t i c a l and 

s o c i a l f o r c e s i n t h a t c o u n t r y . On South A f r i c a t h e r e was f u r t h e r 
r e c o g n i t i o n by o t h e r European F o r e i g n M i n i s t e r s t h a t economic p r e s s u r e 
was not the b^St^way f o r w a r d , p a r t i c u l a r l y g i v e n the changes which had 
come about i r i r e v B t i o n to Namibia and Angola. The Twelve had i s s u e d a 
statement on n l y C M e of Conduct f o r Community companies w i t h 
s u b s i d i a r i e s iiWsraJAx A f r i c a , n o t i n g the r o l e t h a t t h e s e companies 
played i n promotii^^biie i n t e r e s t s o f t h e i r b l a c k employees and i n 
encouraging busine%6e^*£j\1n by b l a c k people. 

The Cabinet -

Took note. 

SHERIES AND FOOD s a i d t h a t a t i t s 
t l t u r e C o u n c i l had g i v e n i n i t i a l 
p o s a l s f o r a g r i c u l t u r a l support 

ch taken by the Commission was i n 
^ l t u r a l P o l i c y f o r which t he 
were fewer than u s u a l 

ed by the Commission's p r o p o s a l s 

MMUNITY 4. THE MINISTER OF AGRICULT 
FAIRS meeting on 13-14 F e b r u a r y the״A 

c o n s i d e r a t i o n t o the Commission s 
ricultu r e p r i c e s f o r 1989-90. The g e n e r a l ' 
uncil, l i n e w i t h the re f o r m o f the Common 
February U 14־ n i t e d Kingdom had been working. Τ 

s p e c i f i c a l l y U n i t e d Kingdom i s s u e s r 
and a l s o some hope t h a t n e g o t i a t i o n s might be completed more 
e x p e d i t i o u s l y than i n t h e p a s t . I f the Commission's p r o p o s a l s were 
s u s t a i n e d the c o s t would be below the g u i d e l x p ^ l i m i t . There was a 
danger t h a t a number o f member c o u n t r i e s miwnt lreek t o use up the 
e x i s t i n g margin. H i s p r i n c i p a l o b j e c t i v e i f w 3 b € 3 t e t a i l e d n e g o t i a t i o n s 
would be to seek t o l i m i t e r o s i o n of the Commi^si^^s p r o p o s a l s . 

C o n t i n u i n g , THE MINISTER OF AGRICULTURE, FISHERI' 
had made a statement a t the C o u n c i l on the proble 
f o l l o w e d up statements he had made a t a number of 
which appeared to be b e a r i n g f r u i t . The Commission w, 
to a c t i o n . There had been a good response from the Sp 
to h i s most r e c e n t statement and they had undertaken t o 
on the agenda f o r f u t u r e meetings. I n a b r i e f d i s c u s s i o 

00D s a i d t h a t he 
d. T h i s 
i n the past 

committed 
P r e s i d e n c y 

i s s u e 
noted 
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[Council, 
13 February 

t h a t the problem of t r a f f i c a c r o s s the I r i s h border had decreased w i t h 
the r e d u c t i o n i n the e x t e n t of monetary compensatory amounts (MCAs) and 
th a t the intended e l i m i n a t i o n of MCAs might l a r g e l y r e s o l v e t he problem. 

Ε CHANCELLOR OF THE EXCHEQUER s a i d t h a t t h e r e had been a meeting o f 
Economic and F i n a n c e C o u n c i l on 13 F e b r u a r y which had been a t t e n d e d 
e Economic S e c r e t a r y to the T r e a s u r y . The main i t e m was a 
t a t i o n by Madame S c r i v e n e r of the Commission's p r o p o s a l s f o r a 
ding t a x on s a v i n g s . The t a x proposed d i f f e r e d from the 

r a t e arrangements i n the Un i t e d Kingdom. There might indeed 
^kwardness i f r e v i s e d p r o p o s a l s were to be modelled on the UK 
t t h e r e appeared to be no l i k e l i h o o d of t h i s . Although t he 

Unitea^1ngdom had been i n a m i n o r i t y i n opposing the Commission's 
proposals t h i s o p p o s i t i o n had been g i v e n staunch support by Luxembourg. 
The Netherlands F i n a n c e M i n i s t e r had a l s o opposed t he Commission 
p r o p o s a l s . I 
Greece and I 
had ta k e n t h ^ 
u n s u c c e s s f u l l y 
p r e c o n d i t i o n f 
t h i s p o i n t the Ge 
C o u n c i l t h a t w h i l e 
commitment to a t a x . 
t h a t when the f i n a l s t 
took p l a c e t h e r e would 
s u b s t a n t i a l i n c r e a s e i n 
ex p e r i e n c e t h a t the a b o l i t i 
i n c r e a s e i n t a x e v a s i o n , 
w i t h h o l d i n g t a x would d e t e r ΐ 
Community. T h i s would damage 
the Community as a whole. The 9jTa 
they would g i v e t h i s p r o p o s a l a h 
o f f i c e w i t h the i m p l i c a t i o n t h a t 1 
c a r r y i n g forward t h e Commission's ρ 

On 

to be hoped t h a t t h i s p o s i t i o n would be m a i n t a i n e d , 
had not y e t decided what view to t a k e . The F r e n c h 

s u p p o r t i n g the p r o p o s a l s . They had sought 
a r l i e r s t a g e to make agreement t o such a t a x a 
fment to the c a p i t a l l i b e r a l i s a t i o n d i r e c t i v e , 

.ance M i n i s t e r had expressed the view a t the 
1 l i n k e x i s t e d t h e r e was a p o l i t i c a l 
tain concern of the F r e n c h a u t h o r i t i e s was 

implementation of c a p i t a l l i b e r a l i s a t i o n 
h t o f c a p i t a l from F r a n c e and a 
io n . I t had not been the U n i t e d Kingdom 
exchange c o n t r o l s had l e d t o any 

1ed however c l e a r was t h a t a 
s from p l a c i n g c a p i t a l i n the 
y i n d i v i d u a l f i n a n c i a l c e n t r e s but 

Pr e s i d e n c y had i n d i c a t e d t h a t 
o r i t y d u r i n g t h e i r p e r i o d o f 

t y would be g i v e n t o 
I s on i n d i r e c t t a x . I t had 

been'suggested t h a t i f the m a t t e r couTO not be s e t t l e d beforehand i t 
would need to be brought t o the European C o u n c i l i n Madrid f o r d e c i s i o n . 

The Cabinet -

Took note. 

?AY REVIEW 
BODY REPORTS 

5. The Cabinet c o n s i d e r e d a note by the S e c r e t a r y 
( C ( 8 9 ) 4 ) about the recommendations o f the Pay Revie 

C a b i n e t 

THE PRIME MINISTER s a i d t h a t the paper was the outcome ^ j ) } ^ • ^ 0 ^ 
among M i n i s t e r s most d i r e c t l y concerned w i t h the R e v 1 e ״ ^ ^ P o r t "  ־
I t proposed t h a t the r e p o r t s of the Review Bodies on e 
on P r o f e s s i o n s A l l i e d t o Medicine, and on Nurses should b e ^ g t f e d « 
f u l l The r e p o r t of t h e Review Body on Doctors and D e n t i s t s ^ , 



!CONFIDENTIAL[ 

accepted except f o r the i n c r e a s e s a t the top of the c o n s u l t a n t s ' s c a l e , 
and i n the s i z e of t h e i r d i s t i n c t i o n awards. These would have g i v e n b i g 
i n c r e a s e s i n s a l a r y (up t o 13 per c e n t ) f o r c o n s u l t a n t s . The Review 
Body s a i d i t was p r o p o s i n g them to improve the long-term c a r e e r 
s t r u c t u r e f o r h o s p i t a l d o c t o r s . T h a t o b j e c t i v e would be b e t t e r a c h i e v e d 

the i n c r e a s e of 100 i n c o n s u l t a n t s p o s t s proposed by the White Paper, 
o r k i n g f o r P a t i e n t s ' , which had been announced a f t e r the Review 

s Report was completed. Cי o n s u l t a n t s would s t i l l get the 8 per cent 
s the board i n c r e a s e recommended f o r a l l d o c t o r s and d e n t i s t s . The 

of the Top S a l a r i e s Review Body (TSRB) should a l s o be accepted, 
: to a p o i n t on two s t a r o f f i c e r s . The Review Body had proposed 

get a proper d i f f e r e n t i a l above one s t a f f o f f i c e r s , t h e i r pay 
l i n k e d t o the f i r s t performance p o i n t f o r Grade 3 c i v i l 
L i n k i n g s t a n d a r d pay t o a performance p o i n t i n t h i s way was 

unacceptable. I n s t e a d , i t was proposed t h a t the pay of two s t a r 
o f f i c e r s should be around 85 per c e n t of the normally a t t a i n a b l e maximum 
for Grade 2 c i v i l s e r v a n t s . T h i s would g i v e them the f i g u r e recommended 
by the TSRB, p r e s e r v i n g the n e c e s s a r y l i n k w i t h the C i v i l S e r v i c e . 

C o n t i n u i n g , 
the awards f o r 
c u r r e n t p r o v i s 
c o s t i n e x c e s s of 
£44 m i l l i o n would 
r e s t coming from the 
g r e a t bulk of the exc 
e s t a b l i s h e d t h a t the c 
n e c e s s a r i l y be met i n 
the proposal was t h a t the 
Committee on School Teache 
accepted i n f u l l . These were 
b i l l , w i t h above-average i n c r e a 
v a l u e of i n c e n t i v e a l l o w a n c e s , 
pay f o r t h i s i n c r e a s e . F i n a l l y , 
next S e s s i o n ' s B i l l on P a r l i a m e n t a Y 
the requirement f o r an A f f i r m a t i v e 
C h a n c e l l o r ' s s a l a r y , which had p r o v i 

MINISTER s a i d t h a t , as to f i n a n c i n g , the c o s t of 
ed f o r c e s and the TSRB groups c o u l d be met from 

the N a t i o n a l H e a l t h S e r v i c e (NHS) groups, t h e 
p r o v i s i o n was £248 m i l l i o n . Of t h i s , 
ed by c o s t improvements i n the NHS w i t h the 

The R e s e r v e would t h e r e f o r e meet the 
But the p r i n c i p l e would have been 
Review Body awards would not 

the R e s e r v e every y e a r . As to t e a c h e r s , 
n d a t i o n s of the I n t e r i m A d v i s o r y 
and C o n d i t i o n s ( I A C ) should be 

6.3 per cent i n c r e a s e i n the pay 
r heads and d e p u t i e s and i n the 
r a funding should be provided to 

proposed t h a t the o p p o r t u n i t y of 
i o n s should be used to remove 
f o r i n c r e a s e s i n the Lord 

the o c c a s i o n f o r debate on the 
TSRB r e p o r t g e n e r a l l y . I f the C a b i n e t agreed, she would announce the 
d e c i s i o n s on the Review Bodies t h a t a f t e r n o o n 
Annex A to C ( 8 9 ) 4 . At the same t i m e , the Se, 
E d u c a t i o n and S c i e n c e would announce i n t h 
the IAC recommendations. A d r a f t of t h i s 
to the paper. 

A d r a f t was a t t a c h e d as 
a r y o f S t a t e f o r 
way the d e c i s i o n s on 

s a t t a c h e d as Annex Β 

I n d i s c u s s i o n the f o l l o w i n g main p o i n t s were mad 

a. The Review Body awards d i d not t h i s y e a r 
d i f f i c u l t i e s . There might however be q u e s t i o n s 
t h a t the NHS s h o u l d bear a p a r t o f t h e excess cos 
f o r i t s groups. There was a v e r y s t r o n g case f o r 
L a s t y e a r the e x c e s s c o s t t o t h e NHS had been funded 
the R e s e r v e , and the presumption must not be e s t a b l i s 
would happen e v e r y y e a r . I n p r e s e n t a t i o n i t should be 
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t h a t , o f the £248 m i l l i o n e x c e s s c o s t , over £200 m i l l i o n would come 
from the R e s e r v e . 

b. L a s t y e a r an argument f o r meeting the e x c e s s c o s t i n f u l l from 
the Reserve was t h a t the H e a l t h A u t h o r i t i e s had a l r e a d y drawn up 
budgets assuming t h a t no e x c e s s c o s t would f a l l on them. T h i s 
argument no l o n g e r a p p l i e d , s i n c e the Review Bodies' t i m e t a b l e had 
been brought f o r w a r d so t h a t d e c i s i o n s were made be f o r e the 
u t h o r i t i e s had completed t h e i r budgets. The d r a f t Answer might be 
!ended to r e f e r t o the new t i m e t a b l e . 

.The d r a f t Answer s a i d t h a t the i n c r e a s e i n p r o v i s i o n f o r the 
I n 1989-90 o v e r 1988-89 would be £1,899 m i l l i o n ( a f i g u r e 

!.er rounded t o £1,900 m i l l i o n ) . L a r g e r f i g u r e s had a l r e a d y been 
en p u b l i c l y f o r the i n c r e a s e i n funds a v a i l a b l e t o the NHS, 

which took account a l s o of a r e d u c t i o n i n superannuation 
c o n t r i b u t i o n s , h i g h e r revenue, and c o s t improvements. The Answer 
should /yfsoj^give a f i g u r e on t h i s b a s i s . 

d. Ther 
a u t h o r i t i e  י

recommendati 
L o c a l a u t h o r i 
r e d u c t i o n i n e 
sc h o o l t e a c h e r s , 
which was a v e r y 
t o t a l e x p e n d i t u r e 

It be q u e s t i o n s about the d e c i s i o n t h a t l o c a l 
not r e c e i v e e x t r a g r a n t t o f i n a n c e t he IAC's 

t these should not be d i f f i c u l t t o d e a l w i t h , 
[uld b e n e f i t from a l a r g e r than expected 

c o n t r i b u t i o n s t o the s u p e r a n n u a t i o n o f 
e unfunded gap would be o n l y £32 m i l l i o n 

l ) 1 f i g u r e i n r e l a t i o n t o l o c a l a u t h o r i t i e s ' 
t i o n . 

THE PRIME MINISTER, suramin 
endorsed the p r o p o s a l s s e t 
d e c i s i o n on the Review Bodies 
and S c i e n c e would announce the 
t h a t a f t e r n o o n . The Answer on t 
l i n e s o f Annex A t o C ( 8 9 ) 4 , amend 
i n d i s c u s s i o n and any d r a f t i n g poin 
r e p o r t s should be a v a i l a b l e to Membe" 
and t h a t f u l l b r i e f i n g should be read 

The C a b i n e t -

1e d i s c u s s i o n , s a i d t h a t t he C a b i n e t 
( 8 9 ) 4 . She would announce the 
he S e c r e t a r y o f S t a t e f o r E d u c a t i o n 

η on the IAC, by W r i t t e n Answer 
4ew Bodies would be al o n g the 
take account o f the p o i n t s made 

t was important t h a t a l l the 
as soon as the Answers were given 
f o r M i n i s t e r s and backbenchers. 

Took note, w i t h a p p r o v a l , of the Prim! 
t h e i r d i s c u s s i o n and noted t h a t the P r i 
S e c r e t a r y of S t a t e f o r E d u c a t i o n and S c i 
Government's d e c i s i o n s a c c o r d i n g l y . 

>r's summing up of 
^ s t e r and the 

i l d announce the 

6. The C a b i n e t c o n s i d e r e d a memorandum by the Chanc 
Exchequer ( C ( 8 9 ) 3 ) on economic s t r a t e g y . 

f the 

THE CHANCELLOR OF THE EXCHEQUER in t r o d u c e d a d i s c u s s i o n ο 
s t r a t e g y , as a background to the Budget on 14 March. 

ICONFIDENfJAp 

conomic 



THE PRIME MINISTER, summing up the d i s c u s s i o n , s a i d t h a t the C a b i n e t 
endorsed the approach to economic s t r a t e g y s e t out by the C h a n c e l l o r of 
the Exchequer i n C ( 8 9 ) 3 . I n p a r t i c u l a r they r e - a f f i r m e d the c e n t r a l 
o b j e c t i v e of b r i n g i n g down i n f l a t i o n and agreed t h a t economic p o l i c y 
kshould remain prudent and c a u t i o u s . 

The Cabinet -

Took note, w i t h a p p r o v a l , o f the Prime M i n i s t e r ' s summing up 
t h e i r d i s c u s s i o n . 

I n v i t e d the C h a n c e l l o r of the Exchequer t o ta k e account of the 
s i o n i n p r e p a r i n g h i s budget. 

C a b i n e t O f f i 
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The C a b i n e t c o n s i d e r e d a memorandum by the C h a n c e l l o r o f the Exchequer 
( C ( 8 9 ) 3 ) on economic s t r a t e g y . 

THE CHANCELLOR OF THE EXCHEQUER s a i d t h a t the p a s t y e a r had had both 
good f e a t u r e s and bad. The good f e a t u r e s had been r a p i d i n v e s t m e n t - l e d 
growth; a s h a r p f a l l i n unemployment; the f a s t e s t growth of 
m a n u f a c t u r i n g p r o d u c t i v i t y i n any major n a t i o n ; and p r o f i t a b i l i t y i n t h e 
company s e c t o r a t i t s h i g h e s t l e v e l f o r t w e n t y - f i v e y e a r s . But t h e r e 
had a l s o been an i n c r e a s e i n domestic demand e x c e e d i n g the c a p a c i t y of 
the economy t o meet i t . Another way of e x p r e s s i n g i t was t h a t t o t a l 
s a v i n g s had remained c o n s t a n t , w i t h a r i s e i n company s a v i n g s o f f s e t t i n g 
a f a l l i n p e r s o n a l s a v i n g s , w h i l e i n v e s t m e n t had gone up. T h i s would 
t a k e time to c o r r e c t . I t had been r e f l e c t e d i n a s u b s t a n t i a l c u r r e n t 
account d e f i c i t , but the major problem had been the growth of i n f l a t i o n , 
a l t h o u g h i t s e x t e n t was e x a g g e r a t e d by the i n c l u s i o n o f mortgage 
i n t e r e s t i n the R e t a i l P r i c e I n d e x . 

C o n t i n u i n g , THE CHANCELLOR OF THE EXCHEQUER s a i d t h a t the problem of 
e x c e s s demand had been d e a l t w i t h by a r i s e i n i n t e r e s t r a t e s . T h i s was 
a l r e a d y s t a r t i n g t o a f f e c t the h o u s i n g market, r e t a i l s a l e s and the 
growth o f narrow money, a l t h o u g h i n f l a t i o n was l i k e l y t o go on r i s i n g 
f o r a few months. The r e were good s i g n s t h e r e f o r e t h a t the p o l i c y was 
w o rking. But i n t e r e s t r a t e s would have to remain h i g h u n t i l i t was 
q u i t e c l e a r t h a t i n f l a t i o n was coming down. Indeed, i f more needed to 
be done to c o n t r o l i n f l a t i o n , i t would be done. Although monetary 
p o l i c y was the key to r e d u c i n g i n f l a t i o n , f i s c a l p o l i c y must support i t . 
A prudent and c a u t i o u s f i s c a l s t a n c e was t h e r e f o r e e s s e n t i a l . T h i s 
i n d i c a t e d another s i z e a b l e P u b l i c S e c t o r Debt Repayment d u r i n g the 
coming y e a r . The scope f o r t a x r e d u c t i o n might w e l l be l a r g e l y 
r e s t r i c t e d t o o f f s e t t i n g f i s c a l d rag, and any t a x r e f o r m would have t o 
be accommodated w i t h i n t h i s t i g h t c o n s t r a i n t . A d i f f i c u l t y e a r l a y 
ahead. The growth of the economy, and w i t h i t the d e c l i n e i n 
unemployment, must slow. I t would be a few months y e t b e f o r e the 
i n f l a t i o n f i g u r e s t a r t e d t o come down. But the p r o s p e c t s t h e r e a f t e r 
were good so long as the Government m a i n t a i n e d i t s p o l i c y . 

I n d i s c u s s i o n the f o l l o w i n g main p o i n t s were made: 

a. The u n d e r l y i n g economic p o s i t i o n was s t r o n g but t h e r e was 
c o n s i d e r a b l e e v i d e n c e of the r e s u r g e n c e of i n f l a t i o n , f o r example 
i n the c o n s t r u c t i o n i n d u s t r y . A r e v i v a l of i n f l a t i o n a r y 
e x p e c t a t i o n s c o u l d be e x t r e m e l y damaging. The need f o r prudence i n 
f r a m i n g the Budget was paramount. 

b. The i n c r e a s e i n i n t e r e s t r a t e s had so f a r had l e s s p o l i t i c a l 
impact than might have been expected. The r e a s o n s f o r t h i s might 
be t h a t r e a l e a r n i n g s had c o n t i n u e d to i n c r e a s e , t h a t i n t e r e s t 
r a t e s had o n l y gone back t o the l e v e l p r e v a i l i n g i n the q u i t e 
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r e c e n t p a s t , and t h a t s a v e r s , e s p e c i a l l y the e l d e r l y , b e n e f i t t e d 
from h i g h e r r a t e s . N e v e r t h e l e s s , the p o s s i b i l i t y had t o be a l l o w e d 
f o r t h a t g e n e r a l p u b l i c r e a c t i o n might now become much s h a r p e r , 
e s p e c i a l l y among groups, l i k e r e c e n t house buy e r s on low incomes, 
who were b e i n g e s p e c i a l l y h a r d h i t . I t was r e l e v a n t t h a t the f u l l 
e f f e c t o f the r i s e i n r a t e s had not y e t been f e l t by borrowers w i t h 
endowment mortgages from B u i l d i n g S o c i e t i e s which a d j u s t e d t h e i r 
r a t e s o n l y a n n u a l l y . Farmers a l s o f e l t i n t e r e s t r a t e s a c u t e l y , 
h a v i n g s u f f e r e d a f a l l i n r e a l income. I t c o u l d be argued t h a t , to 
the e x t e n t t h a t t a x r e d u c t i o n s and i n t e r e s t r a t e r e d u c t i o n s were 
a l t e r n a t i v e s , i t was b e t t e r t o choose the l a t t e r . 

c. A d e c i s i o n t o make o n l y s m a l l t a x r e d u c t i o n s when the 
Government had such a l a r g e Budget s u r p l u s would r e q u i r e c a r e f u l 
p r e s e n t a t i o n . More c o u l d be done t o emphasise t h e advantages of 
debt repayment, which would be r e a d i l y a p p r e c i a t e d by the p u b l i c a t 
l a r g e . 

d. There were some d i s t u r b i n g s i g n s t h a t r e t a i l s a l e s , f o r 
i n s t a n c e of motor v e h i c l e s , were not r e sponding to the t i g h t e n i n g 
of monetary c o n d i t i o n s . Indeed, s i n c e i n t e r e s t payments were o f t e n 
not s e p a r a t e l y i d e n t i f i e d i n r e t a i l t r a n s a c t i o n s , i t was not c l e a r 
how e f f e c t i v e i n c r e a s e s i n i n t e r e s t r a t e s were i n t h i s a r e a . 
Moreover, banks, w i t h f o r e i g n d e p o s i t s encouraged by h i g h i n t e r e s t 
r a t e s i n t h i s c o u n t r y , were p u t t i n g c o n s i d e r a b l e e f f o r t i n t o 
e n couraging more borrowing. I n the l i g h t of t h i s , p r o s p e c t s f o r 
the b a l a n c e of payments and i n f l a t i o n were bound t o g i v e cause f o r 
c o n c e r n . On t h e o t h e r hand, some o t h e r i n d i c a t o r s o f r e t a i l s a l e s , 
o v e r s e a s h o l i d a y bookings and house p r i c e s i n d i c a t e d a response to 
the measures t a k e n . 

e. T a b l e 2 i n Annex 3 to C ( 8 9 ) 3 showed t h a t s i n c e 1979 Income Ta x 
and N a t i o n a l I n s u r a n c e C o n t r i b u t i o n s ( N I C s ) had r i s e n as a 
p ercentage of e a r n i n g s f o r those on h a l f average e a r n i n g s . T h e r e 
was t h e r e f o r e a v e r y s t r o n g case f o r c o n c e n t r a t i n g on the lower 
p a i d the b e n e f i t of any t a x r e d u c t i o n s t h a t f i s c a l p o l i c y a l l o w e d . 
T h i s c o u l d most r e a d i l y be done by r a i s i n g the t a x t h r e s h o l d r a t h e r 
than r e d u c i n g the b a s i c r a t e . G e n e r a l l y , a c t i o n on the t h r e s h o l d 
was v e r y a t t r a c t i v e , a l t h o u g h i t c o u l d be argued t h a t r e c e n t 
changes i n the b e n e f i t system had reduced i t s impact on i n c e n t i v e s . 
Another p o s s i b i l i t y was a c t i o n on NICs, f o r example to r a i s e the 
s t a r t i n g - p o i n t and improve the t r a n s i t i o n to the h i g h e r r a t e s . 

f . Other a t t r a c t i v e p o s s i b i l i t i e s f o r the use of any f i s c a l 
s u r p l u s t h a t was a v a i l a b l e were: a b o l i t i o n of the p e n s i o n e r s ' 
e a r n i n g s r u l e , t o encourage p e n s i o n e r s t o s t a y i n , or r e t u r n t o , 
the l a b o u r market; f u r t h e r c o n c e s s i o n s on l e a d - f r e e p e t r o l ; 
u n d e r - i n d e x a t i o n of the duty on p e t r o l ; and f u r t h e r a c t i o n to 
encourage s a v i n g s , perhaps by a l l o w i n g t a x r e l i e f on the i n i t i a l 
i n v e s t m e n t . I t would be important t o t a k e the o p p o r t u n i t y of 
f u t u r e p r i v a t i s a t i o n s to spread s h a r e ownership. 



THE PRIME MINISTER, summing up t h e d i s c u s s i o n , s a i d t h a t t h e C a b i n e t 
e n d o r s e d t h e a p p r o a c h t o economic s t r a t e g y s e t out by t h e C h a n c e l l o r o f 
the E x c h e q u e r i n C ( 8 9 ) 3 . I n p a r t i c u l a r , t h e y a g r e e d on t h e need t o g i v e 
p r i o r i t y t o c o u n t e r i n g i n f l a t i o n and on t h e c a s e f o r a c a u t i o u s f i s c a l 
p o l i c y . They a l s o b e l i e v e d t h a t any t a x r e d u c t i o n s t h a t were p o s s i b l e 
s h o u l d b r i n g p a r t i c u l a r b e n e f i t t o t h e l o w e r p a i d . 

The C a b i n e t -

1. Took n o t e , w i t h a p p r o v a l , of t h e Prime M i n i s t e r ' s summing up 
of t h e i r d i s c u s s i o n . 

2. I n v i t e d t h e C h a n c e l l o r o f t h e E x c h e q u e r t o t a k e a c c o u n t o f t h e 
d i s c u s s i o n i n p r e p a r i n g h i s Budget. 

C a b i n e t O f f i c e 
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